Proposed Staff Recommendation Consent Calendar for September 27, 2012
ADMINISTRATIVE AND FINANCE COMMITTEE
9- 1. Treasurer’s report.
Note and file the monthly Treasurer’s report.
ENGINEERING AND OPERATONS COMMITTEE
9- 2. Approve settlement agreement with The Ohio Casualty Insurance Company
relating to Native Landscape, Inc.
Authorize the General Manager to execute the settlement agreement, and
accept settlement reimbursement from surety in the amount of $114,411.74, and
award a contract to Habitat Restoration Sciences, Inc. to complete the Lake
Hodges Pumped Storage Facility Landscaping in the amount of $146,514.
9- 3. Notice of Completion for the Pipelines 3 and 4 Miramar Hill to Scripps Ranch
Relining project, Specification 606.
Authorize the General Manager to accept the Pipelines 3 and 4 Miramar Hill to
Scripps Ranch Relining project as complete, record the Notice of Completion, and
release funds held in retention to J. Fletcher Creamer & Son, Inc. and Spiniello
Companies, a Joint Venture, following the expiration of the notice of
completion period.
9- 4. Professional services contract with Navigant Consulting, Inc for technical and
economic consulting services for the Master Power Purchase and Sale Agreement
for Lake Hodges project.
Accept professional services contract with Navigant Consulting, Inc. for $145,000,
accept Amendments 1 and 2 for $5,000, and approve Amendment 3 for $98,263,
for technical and economic consulting services in support of amending the Master
Power Purchase and Sale Agreement for the Lake Hodges projects, increasing the
total contract funding to an amount not-to-exceed $248,263.
LEGISLATOIN, CONSERVATION AND OUTREACH COMMITTEE
9- 5. Adopt position of Support on Water Infrastructure Finance and Innovation Act.
Adopt a position of Support on Water Infrastructure Finance and Innovation Act.

September 26, 2012
Attention: Imported Water Committee
Metropolitan Water District Delegates’ Report (Information)
Background
The MWD committees and board met on September 10 and 11. The next regular MWD board and
committee meetings are scheduled for October 8 and 9.
Discussion
This section summarizes discussions held and key decisions made at the September MWD
committee and board meetings, as reported by the MWD delegates. The Water Authority
delegation supported two of four action items approved by the MWD Board. The delegates
opposed an item amending MWD’s Administrative Code. Although supporting the changes to
conform to laws, the delegates opposed this item because some of the revisions involved board
policy changes without meaningful review and discussion by the public, member agencies, and
directors (for the Water Authority’s letter to MWD, see Attachment 1). The delegation also
opposed an increase for a contract amendment with Ellison, Schneider & Harris for preliminary
analysis of the permits for the State Water Project (SWP) and Central Valley Project (CVP). The
Water Authority delegation submitted a letter related to MWD staff’s update on Rate Refinement
(for the Water Authority’s letter to MWD, see Attachment 2). The delegates requested that their
letters be entered into the administrative record of the respective committee and board meetings.
Attachment 3 is a copy of the September committee and board meeting agendas and MWD’s
summary of actions.
Communications and Legislation Committee
Executive Legislative Representative Kathy Cole said that MWD received a letter from the
California Air Resources Board (CARB), which outlines CARB’s commitment to develop and
implement a plan to provide funds for investment in water efficiency and conservation projects
consistent with AB 32, the California Global Warming Solutions Act of 2006. Governor Jerry
Brown’s administration requested that MWD delete agency-specific language from SB 1572
(Pavley) that the Governor’s office had concerns with. Cole said that MWD agreed to delete the
language; she said MWD received pledges from the offices of Senator Alex Padilla, Senator Fran
Pavley, and Assembly Speaker John Pérez to remain involved to ensure implementation of an
equitable solution administratively through CARB. Responding to Director Randy Record
(Eastern), Kightlinger said that MWD outlined an approach on how it would meet AB 32
objectives, which CARB accepted.
The committee also heard reports on other state and federal legislation.
Engineering and Operations Committee
The committee and board approved two consent calendar items. Staff also gave an update on the
Capital Investment Plan (CIP) as of June 2012. The estimated budget for Fiscal Year 2011/12 CIP
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was $282 million spread over more than 400 projects. Over half of the projected costs were for
Infrastructure Reliability projects ($165 million), and almost 40 percent were for water quality
projects ($104 million). As of June 2012, the actual Fiscal Year 2011/12 expenditures for all
capital programs totaled $152 million, significantly lower than the budget amount. The variance
between budgeted and expended is mainly due to the rescheduling of several construction projects
to better define their scopes and cost, including alternative designs and schedules. Staff said that
currently there are 25 construction/procurement contracts with a total value of $387 million.
The committee also received a Water System Operations report. Staff said that the SWP blend at
the Skinner plant continues to be 70 percent, while SWP blends at Weymouth and Deimer are 20
and 40 percent, respectively. This differential is attributed to Skinner’s Oxidation Retrofit being
on-line and its ability to receive higher blend of SWP water. Staff also reported that the August
demand was 191 thousand acre-feet (TAF), which is 19 TAF lower than this same period last year
(however, last August 2011’s demand included 63 TAF of replenishment water sales, which are
not offered this year).
Staff also reported on an urgent rehabilitation project regarding bolt fatigue, which if not remedied
may impact the delivery lines on the Colorado River Aqueduct. Next month, staff plans to return
to the committee with recommendations to award two construction contracts for corrective
actions.
Finance and Insurance Committee
Chief Financial Officer Gary Breaux reported on MWD’s financial highlights (as of August 2012).
He reported that cumulative water sales are tracking on budget; the budgeted amount for Fiscal
Year 2012/13 is 1.70 million acre-feet (MAF). Actual sales include 328.9 TAF of firm water
sales, 28.0 TAF of the Water Authority’s exchange, and 6.5 TAF in agricultural sales.
John Bartel of Bartel Associates, LLC gave an update on MWD’s retiree healthcare plan,
including the valuation summary as of January 1, 2011. Bartel reviewed Governmental
Accounting Standards Board (GASB) 45 disclosure requirements for Other (than pension) Post
Employment Benefits (OPEB); he added that GASB will likely modify its OPEB reporting to be
consistent with new GASB 68 pension standards, which, when implemented, would require public
agencies to book the unfunded actuarial accrued liability related to pension obligations on their
balance sheets. In response to an inquiry by Director Lewinger regarding the potential new
standard, Breaux reported that the impact to MWD for booking the OPEB unfunded liability ($545
million, as of January 2011) would bring its debt-to-equity ratio closer to its MWD Act limit of
less than 1.0. Breaux added that if the new GASB OPEB standard were to be implemented, this
would bring MWD to about 85% of the debt-to equity limit (MWD is currently at about 75%).
MWD Controller Tom DeBacker added that, currently, $212 million in pension unfunded liability
needs to be booked per GASB 68. If the proposed equivalent GASB 68 for OPEB language
comes to fruition, about $757 million (in today’s dollars) in pension and OPEB unfunded liability
would need to be added to the balance sheets. Breaux said that staff will return to the committee
with a more detailed report on the potential impacts in the next quarterly report, including MWD’s
current and forecasted debt-to-equity ratio.
The committee also received a report on rate refinement discussions held at the member agency
managers’ meeting in August. Staff said that due to lack of time to evaluate proposals to link rate
structure and water management objectives, staff proposes extending the current purchase orders
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by two years. On the premise that the original purpose of the purchase order was to provide
MWD with some fixed revenue, Lewinger asked, what is the benefit of extending the purchase
order by two years when most member agencies have likely already reached their original
purchase order commitment? Lewinger added that the extension provides no guarantee that the
agency will purchase additional firm water supplies from MWD. Staff responded that the
extension would allow agencies access to a greater amount of Tier 1 water (90 percent baseline vs.
60 percent baseline). General Manager Jeff Kightlinger added that there never was a guarantee
that member agencies would purchase MWD water. Director Wilson pointed out that in the past
few months, MWD has been saying that the purchase orders provide no benefits to MWD, yet
staff’s proposal now is to extend them. He inquired if MWD recommended the extension of the
purchase orders because it causes “no harm, no foul.” Breaux said that extending status quo
would provide time to have further rate refinement discussions. He added that the extension
would keep Tier 2 pricing in place and that some member agencies still have exposure to Tier 2.
For future agenda items, Committee Chair Grunfeld (Los Angeles) said that a follow-up item on
Take-or-Pay Contracts will be brought to the committee in November.
Legal and Claims Committee
The committee and board approved two consent calendar items; the delegates opposed both items.
The items related to amending MWD’s administrative code and amending a contract with Ellison,
Schneider &Harris (ES&H) for preliminary analysis of a potential consolidation of the place of
use permits for the SWP and CVP as it relates to the Bay-Delta Conservation Plan (BDCP). A
confidential agreement between MWD, Santa Clara Valley Water District and Westlands Water
District (Westlands) was not available for the board members to review. Because staff reported
that the permits would be held by both the Bureau of Reclamation (Bureau) and the Department of
Water Resources (DWR), Director Steiner questioned why the work is funded by only the three
agencies, rather than the State and Federal Contractors, as a whole, the Bureau, or DWR,
particularly, if the permits will be held by the Bureau and DWR. Kightlinger said that the Bureau
and DWR “do not pay for anything,” instead, the SWP and CVP Contractors “pay for everything”
related to operating the projects, and, in this instance, the three funding agencies’ payments would
be reimbursed through their respective Statement of Charges. In addition, Kightlinger said that
over the interim period (before the implementation of the BDCP), the three agencies are more
interested in performing water transfers that could utilize this type of work in the near future,
while other Contractors (that do not do these types of transfers) are willing to wait. Kightlinger
said MWD’s “3-to-2” exchange with Westlands is an example of transfer this work could
facilitate.
In closed session, the committee discussed several issues, including the rate litigation with the
Water Authority, in which no action was reported.
Water Planning and Stewardship Committee
The committee received an oral report on the State Water Contractors (SWC) Strategic Objectives
for Calendar Year 2012 from Terry Erlewine, General Manager of the SWC. Erlewine said its
Fiscal Year 2012/13 budget of $5.9 million is made up by three components – dues ($2.56
million), bay-delta ($2.74 million), and energy ($0.58 million) – because even though all SWC
pay their share of the dues, the participation of Bay-Delta and energy costs is optional and not all
elect to pay for those costs. Erlewine said the SWC’s objectives include maintaining SWP
operational integrity, providing a reliable water supply, improving SWP financial management,
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and providing reliable and affordable energy for the SWP. As part of maintaining SWP
operational integrity, Erlewine said that alternative maintenance approaches are under
consideration. He pointed out that as the Operating Availability (an indicator measuring
operations efficiency) declines, the cost for SWP repair and rehabilitation, and power to pump
water increase. He said that the SWC are working with DWR on alternatives to maintain
reliability. Erlewine also said that MWD Executive Strategist Tom Philp and Fionna Hutton and
Associates are involved in the SWC efforts related to the BDCP.
Staff also reported on the status of member agency Seawater Desalination Projects (SDP) and
other potential desalination projects. Wilson reiterated his request that staff provide details on
MWD’s maximum commitment to each SDP over the life of the projects. Kightlinger said that if
all five projects come on line and produce the water they are proposed to achieve, the commitment
is upwards of $350 million; he added that no further information is available until the projects
move further along. Director Steiner commented that the total maximum commitment should not
include the Water Authority’s project because it is ineligible to receive incentives under the Rate
Structure Integrity Clause. Director Brick (Pasadena) said that MWD should play a leadership
role in the development of desalination; he added that the original intent of the SDP is for MWD
to receive the intellectual property rights and gain expertise in desalination projects. He noted that
desalination agreements are being structured, particularly the furthest along project (the Carlsbad
Desalination Project), without MWD receiving the intended benefits. Brick did not acknowledge
that the Water Authority is ineligible to receive MWD SDP funding. Director Wright (Torrance)
questioned, as agencies decrease their water use by 20 percent by 2020, where is the market for
the desalinated water. He added that seawater desalination is expensive and that cheaper water
could be found elsewhere.
The committee also received reports on Colorado River and Bay-Delta matters. Water Resources
Manager Upadhyay said that an update on the Quantification Settlement Agreement (QSA) was
deferred to October to allow time for staff to review Imperial Irrigation District’s recently released
220-page document that details its “Plan B” to meet QSA benchmarks. Colorado River Program
Manager Bill Hassencamp added that the California agencies met to discuss the QSA benchmarks.
He reported that the 2012 benchmark would not be met and access to special surplus could be
suspended. Hassencamp said the Colorado River basin states agreed to continue discussion
through the end of the year.
Board Meeting
Mark Cowin, Director of the DWR, was invited to speak to the board. Cowin commented that
California’s water system is unsustainable from an environmental and economic perspective, and
that the BDCP is a key part of a comprehensive solution to achieve the dual goals of a reliable
water supply for California and a healthy California Bay-Delta ecosystem that supports the state’s
economy. Director Peterson (Las Virgenes) asked Cowin if he sees the SWP “rolling off” DWR
and becoming a joint venture agency with CVP. Cowin said there is a commitment to develop a
plan in the next six months to turn over operations and maintenance of the SWP; alternatives for a
more direct role by the State Water Contractors are being assessed. He made clear that the action
would not include management of the SWP.
West Basin Municipal Water District General Manager Rich Nagel addressed the board and
presented a letter signed by general managers of 18 MWD member agencies titled, “Has
Metropolitan Water District Been Unfair to the San Diego County Water Authority?” (See
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Attachment 4). Nagel concluded that the Water Authority’s underlying purpose is “to divert
attention and seek financial relief from [its] own costly investments” and that MWD’s decisionmaking process is balanced and transparent. Director Suja Lowenthal (Long Beach) asked if the
letter represents the opinions of the agencies’ governing bodies, or individual managers. She
questioned the intent of this type of letter and what MWD plans to do with them. Kightlinger
commented that correspondence received over the past 24 months and their content have been
discussed in the committee and board process; the letters are input and for board consumption. He
added that MWD does not respond to each letter, but asserted these issues are discussed and
debated by the board. Peterson said if the governing bodies were to sign the letter, it may violate
the Brown Act; Lowenthal responded that she believes that only the governing bodies of the
member agencies could take such strong positions and that her earlier comments were intended to
caution those agencies from violating the Brown Act. Record (acting Board Chair) commented
that his agency supported the letter.
Prepared by:
Approved by:

Debbie Discar-Espe, Senior Water Resources Specialist
Communications and Legislation by Keith Lewinger
Finance and Insurance by Keith Lewinger and Doug Wilson
Engineering and Operations by Keith Lewinger and Doug Wilson
Legal and Claims by Fern Steiner
Water Planning and Stewardship by Keith Lewinger and Fern Steiner
Board Meeting by Keith Lewinger

Attachment 1:
Attachment 2:
Attachment 3:
Attachment 4:

Letter on Administrative Code, September 10, 2012
Letter on Rate Refinement, September 10, 2012
MWD’s September board meeting agendas and Summary of Actions
Comment Letter from 18 MWD Member Agencies, September 11, 2012

Attachment 1

September 10, 2012
John V. Foley, Chairman
and Members of the Board of Directors
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054-0153
Re:

Item 7-3 – Approve amendments to the Metropolitan Water District Administrative
Code to current laws and practices and make corrections

Dear Mr. Foley and Board Members:
Board Memo 7-3 states that changes are being suggested to the Administrative Code to
“conform to current laws and practices and make corrections.” However, while some of the
changes are accurately described as administrative or corrective in nature, and one is in fact
to conform to changes in the law, others change board policy and involve issues of important
public interest.
A number of the proposed Code amendments change the process and timing for the setting
of water rates and charges. Many of the other suggested changes reduce the level of
reporting to the board of directors and public. In general, we do not believe that policy
changes should be brought to the board by staff in the context of Administrative Code
amendments, rather, the board policies should be presented as such so that there is an
opportunity for meaningful review by the member agencies and public. When changes are
proposed to “conform to practice,” there should also be some explanation why the
Administrative Code is not being followed in the first place.
The following is a list of the proposed Administrative Code amendments we support and
those we oppose (paragraphs track the paragraphs in the board memo).
1. Section 1104 – SUPPORT.
2. Section 2140 – SUPPORT.
3. Although we concur that the General Manager’s (GM) Business Plan should be reflected
in the budget and is properly part of that process, we do not support the proposed
amendments that delete the requirement for a “comprehensive” business plan, which
now includes goals and objectives, and substitutes a requirement that the GM only
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identify “key priorities.” We have the same concern regarding the amendments
proposed regarding all other board direct reports. We believe that a higher level of
transparency and reporting is more appropriate, particularly in light of the complexities
and rising costs associated with MWD’s activities. We also question the deletion of the
Executive Committee’s current authority to approve the Business Plan. We believe that
the board benefits both from being provided and having the Executive Committee review
and approve a comprehensive, narrative business plan as currently required to be
presented by the GM – OPPOSE.
4. Committee consolidation – SUPPORT.
5. Section 2520 relating to board officers is suggested to be amended to remove a
“conflict” with Section 2202. The provision proposed to be deleted reflects a board policy
that regional representation is an important value; we continue to believe that it is an
important value. Section 2520 currently states that this objective only applies “insofar as
practical” so it is difficult to understand the recommendation that the provision be
deleted. Rather than amend Section 2520, the board should amend Section 2202 to
resolve the “conflict” in favor of recognizing the importance of regional inclusivity in the
board’s leadership – OPPOSE.
6. Section 2715 deletes a semi-annual report to the board on local resources and
conservation programs. This change would not, as explained, eliminate “duplication”
because the proposed substituted IRP update is only given annually – and as noted, is not
required by the Administrative Code. There is no policy basis articulated to reduce the
visibility and transparency of these programs or reports to the board– OPPOSE.
7. Section 4124 relating to Water Stewardship Rate – OPPOSE.
8. The basis of the changes proposed to sections of the Administrative Code relating to the
budget process and cost of service are NOT as described, “to be consistent with MWD’s
current biennial budget process and financial terms (whatever that means).” Adoption of
the annual budget does not require “flexible timing” – to the contrary, the public is
entitled to know with certainty what the process is and when the budget will be adopted
and water rates set by the MWD board, as well as when other required actions will be
taken by staff. Statutory protections of the public’s right to know and obtain information
about MWD’s water rates and charges will be compromised by the creation of this
uncertainty. Inclusion of the language, “not later than” leaves the public and member
agencies in the dark about when MWD will take prescribed actions. There is no showing
why MWD requires additional “flexibility” in its budget process or that any such need for
“flexibility” would outweigh the public’s right to know when MWD is going to adopt a
budget and set water rates.
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Further, while we do not object to a biennial budget process, the Administrative Code
should require an odd-year full budget review and progress report to the board of
directors, to provide transparency and accountability and an opportunity for the General
Manager to explain any course correction that may be necessary to remain within the
adopted budget. As reflected in the most recent Appendix A, MWD has substantially
missed the mark in establishing its budget and revenue requirements many times over
the past several years.
We do not understand the proposed changes to the Administrative Code (Sections 4300newly proposed Section 4305) that would eliminate the current requirement for the
annual apportionment of revenues and setting of water rates and charges to raise firm
revenue to a process in which, apparently, determinations of the revenue requirements
and cost of service analysis and setting of water rates would occur only in evennumbered years, however, the setting of charges to raise fixed revenue would occur
annually. We believe that MWD should set its water rates annually, even if the budget is
set on a biennial process, in order to allow rates to be set taking into account first-year
actual budget outcomes and changed circumstances, rather than reflecting outdated
assumptions. It is especially important for a wholesale agency as large as MWD to allow
for and make a course correction between biennial budget cycles when necessary.
Except as described, we strongly OPPOSE proposed changes of the Administrative Code
described in paragraph 8 and request that they be deferred to allow an opportunity for
the General Manager to provide a detailed report to the board explaining these
proposed changes in the setting of water rates and charges, and to allow both the
member agencies and public an opportunity to understand and comment on the changes
that are being proposed.
9. Section 5111 relating to the approval of vouchers should not be deleted. Instead, it
should be amended to reflect the use of electronic process, but maintain the existing
requirements that are intended to evidence the propriety of the disbursements –
OPPOSE.
10. Changes on impasse procedures to conform to amendments to the Myers-Milias-Brown
Act – SUPPORT.
11. Changes on leave benefit for subpoenaed employees to correspond to work schedule –
SUPPORT.
12. Given the per diem standard, we believe requiring receipts causes unnecessary
accounting and review costs that serve no public purpose – SUPPORT.
13. Updates to reflect current salary ranges consistent with salary schedule approved by the
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board – SUPPORT.
14. The changes to the General Manager’s authority to grant real property interests are not
necessary to achieve the stated purpose because the existing language is clear. The Code
language as proposed appears to create a limitation on the transactions that require
board approval – OPPOSE.
Sincerely,

Lynne Heidel
Director

Keith Lewinger
Director

Fern Steiner
Director

Doug Wilson
Director

Attachment 2

September 10, 2012
John V. Foley, Chairman
and Members of the Board of Directors
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054-0153
RE:

Update on “Rate Refinement” (Board Information Item 7-b)

Dear Mr. Foley and Members of the Board:
The board will be receiving yet another abbreviated, non-substantive report on “Rate
Refinement” at this month’s board meeting. This month, staff is recommending a two-year
extension of the Purchase Orders in spite of the fact that, less than two months ago, staff
had concluded and reported to the board that the use of Purchase Orders failed to meet the
board’s articulated objective of providing for an annual assured revenue stream sufficient to
pay Metropolitan’s costs.
Staff recommendation, apparently driven by the continued unwillingness of the member
agency managers to make any financial commitments to pay Metropolitan costs, is to once
again “punt” any further board deliberation or discussion until 2013. This month’s power
point presentation – the only information being provided to the board of directors – says
that there just isn’t enough time to evaluate the most recent new idea to pay for
Metropolitan projects, even though the discussions have been underway since mid-2007.
Extension of the Purchase Orders creates the appearance of an interim solution but is in
substance, nonsensical.
“Shifting” discussions about discounted water sales to the Water Planning and Stewardship
Committee will not change the fact that there are important fiscal implications from the sale
of discounted water that must be, but are not presently accounted for in Metropolitan’s cost
of service. Indeed, no replenishment service was included in the biennial budget or taken
into account in setting water rates and charges adopted by the board for the 2013 and 2014
fiscal years. Changing the label on or process to secure discounted water will not change the
fact that there are cost of service and water rate implications that are required to be
addressed by the board as part of its rate-setting process.
Finally, “Rate Refinement” is an artifice. This lingo, as well as other “housekeeping” and
Administrative Code changes have all been designed to perpetuate the myth that
Metropolitan’s “rate structure” has remained unchanged. In the final analysis, the facts will
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speak for themselves and there will be no question but that there have been and continue to
be implemented by Metropolitan, board actions that affect how Metropolitan’s costs are
being paid without regard to who benefits.
Attached is a copy of our July 9, 2012 letter regarding Update on Rate Refinement
Discussions, along with Director Wilson’s August 16, 2012 letter to the Chief Financial
Officer, which we incorporate by reference. While we were surprised by the CFO’s recent
letter advising Director Wilson that all of these issues had been presented by the
professional staff and discussed by the board, we will review our notes to see if there are
board memoranda we have overlooked or meetings we have failed to attend and will be
back in touch with you on that point.
Sincerely,

Lynne Heidel
Director

Keith Lewinger
Director

Fern Steiner
Director

Doug Wilson
Director

Attachment 1: Letter regarding Rate Refinement, July 9, 2012
Attachment 2: Letter from Director Wilson to Chief Financial Officer, August 16, 2012

July 9, 2012
Jack Foley
Chairman
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054‐0153
RE:

Update on Rate Refinement Discussions (Finance & Insurance Committee Item 7‐a)

Dear Mr. Foley:
We have reviewed the PowerPoint presentation to the Finance & Insurance Committee, item
7‐a, July 9, 2012 RE Update on Rate Refinement Discussions (the PowerPoint). After waiting
more than five years – since the Long Range Finance Plan (LRFP) subgroup of member
agency managers was formed in mid‐2007 to discuss Metropolitan’s Long Range Finance
Plan and “Rate Refinement” – we believe the recommendations described in the PowerPoint
fail to address the right priorities or solutions for Metropolitan.
Metropolitan’s revenues have been insufficient to pay its expenses in five out of the last six
years. Revenue stability and certainty should be a priority, and we agree with the belated
conclusion now reached by Metropolitan staff and the member agency managers that the
use of purchase orders has failed to meet this board objective over the past ten years.
During this time, Metropolitan’s fiscal stability has continued to deteriorate. “Use of the
current rate structure” (however that is defined) will not address Metropolitan’s need for
revenue stability and cannot be relied upon to ensure that there will be a source of revenue
for the multi‐billion investments in the Delta and otherwise that Metropolitan is planning to
make.
Rather than accepting the narrow “priorities” identified by staff and the member agency
managers, we request that a board workshop be scheduled as part of next month’s Finance
& Insurance Committee meeting to consider the elements and priorities of a Long Range
Finance Plan for Metropolitan – a plan that is now long overdue. Metropolitan should not
continue to spend money on water supply projects without evidence describing the need for
these projects, and its member agencies unwilling to pay for them over the long term. We
ask that the subject of take‐or‐pay contracts be considered by the board of directors, along
with any and all other proposed alternatives to reasonably ensure Metropolitan’s recovery
of sufficient revenues to pay its future costs and avoid stranded investments.
At a workshop, the board could consider all issues associated with a Long Range Finance
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Plan, including whether there is any support for ad valorem tax increases and any staff
proposals to address the appropriate allocation of all standby service costs (not just treated
water). We have distributed to the managers and attach to this letter a slide that depicts
projected dry‐year peaking by the Los Angeles Department of Water and Power, based on its
Urban Water Management Plan. The staff’s recent recommendation that all member
agencies “share” this cost is not acceptable to the Water Authority because these costs are
required to be charged to and paid by the member agencies that benefit from
Metropolitan’s expenditures to provide this service. The Water Authority expects to pay the
costs associated with its own peaking – as all agencies should – but cannot and will not ask
our ratepayers to “share” the costs of providing service to other agencies.
We ask that the board of directors take this issue up at the proposed workshop along with all
other issues proposed for consideration by members of the board.
Sincerely,

Lynne Heidel
Director
cc:

Keith Lewinger
Director

Fern Steiner
Director

Doug Wilson
Director

Metropolitan Board of Directors

Attachment: LADWP Historic & Projected Water Purchases from MWD
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August 16, 2012
Gary Breaux
Chief Financial Officer
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054-0153
Re: Rate Refinement Workshop
Dear Gary,
I wanted to give you some of my thoughts on the issues the rate refinement board workshop
should include on MWD’s finance plan and water rates. The “big picture” was described in the
July 9, 2012 letter the San Diego board members sent to Chairman Foley requesting the
workshop. That letter included concern for MWD financial stability given the high fixed costs
versus low fixed revenues and questions how MWD will ensure sufficient revenues to pay its
future costs and avoid stranded investments. Chairman Foley indicated that a workshop would be
held. To assist in your preparation for the workshop, I went back through some of the other letters
we have written to MWD on issues of concern and I thought it might help you to provide a short
list of some of the key questions.
1. How can MWD execute a long term contract for the BDCP unless it has an assured source
of revenue to make the payments?
2. Are ad valorem tax increases on a regular basis a real possibility? If so, what steps need to
be taken to advance that approach? And, could this be the realistic solution to fund the
BDCP?
3. Will the member agencies agree to sign take-or-pay contracts? If not, isn’t MWD being
asked to carry all of the risk of stranding the BDCP and other investments? Is that a
reasonable risk for our board to agree to assume?
4. What will happen if MWD’s sales continue to decline at the same time we continue to
embark on new projects? How will MWD’s liabilities be paid? What legal mechanism
exists to recover stranded costs? Will MWD be required to sign so-called “step up”
agreements on the remaining ratepayers could have to cover if the other State Water
Contractors default?
5. Are peaking costs being adequately charged and collected under the current rate structure?
With so many MWD costs being incurred to meet dry-year peaking demands (not just for
treated water), what mechanisms can MWD put in place in order to send the right price
signal to ensure that agencies generating peaking costs are in fact paying those costs? Our
calculations show that the current capacity and RTS charges do not fully recover these
peaking costs.
6. In light of reduced sales projections, does it make sense for MWD to continue to pay its
member agencies to NOT buy MWD water?
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7. Given that the 20% by 2020 requirement is a retail requirement, and that MWD sales
are down by more than 30%, does it make sense for MWD to continue to make
current investments in water conservation? Or, should it defer those investments
until sales begin to improve? Why hasn’t our adaptive IRP adapted to reduced
sales?
8. If MWD is going to make additional investments in water conservation, shouldn’t it
reduce the amount of money it is spending on other water supplies by a like amount?
9. How will MWD ensure that its revenues are in fact sufficient to meet its operating
expenses over the next five years? At my local agency at Padre Dam, we call this
“living within the household budget”. That is to say that expense is reduced to
match the long term revenue stream, not the reverse.
10. What are the risks associated with projecting water sales based on “average”
pricing? Will groundwater agencies buy as much water from MWD if it isn’t
discounted? Will other agencies pay more in order to subsidize discounted water
sales especially as agencies develop new local supplies reducing their dependence on
Met?
11. Given all of the changed circumstances, including the increasing cost of MWD
water, is it reasonable to rely on historical data in projecting future water sales?
There are other issues and questions but this is a pretty good list of the issues I see that the
Water Authority has raised over the past couple of years. We look forward to working with
you and our fellow board members to ensure MWD’s future and long term fiscal
sustainability.
Sincerely,

Doug Wilson
Director
Attachments (without original enclosures):
1. July 9, 2012 re: Update on Rate Refinement Discussions
2. July 22, 2012 re: Board item 8-3 (LRP)
3. May 7, 2012 re: Board item 8-4 (conservation program)
4. March 21, 2012 re: Recommendation to cap MWD rate increases at 3%
5. March 12, 2012 re: LRPs
6. February 13, 2012 re: Board item 8-2 (draft remarketing statement)
7. February 3, 2012 re: Biennial budget
8. December 13, 2011 re: SB60
9. November 4, 2011 re: Board item 8-8 (discounted replenishment program)
10. October 25, 2011 re: KPMG audit report
11. October 7, 2011 re: WP&S items
12. August 22, 2011 re: Draft official statement
13. August 16, 2011 re: Member agency willingness to sign take-or-pay contracts
14. May 6, 2011 re: Board item 5-2 (sale of discounted water)
15. December 9, 2010 re: Draft official statement
16. September 22, 2010 re Draft official statement

July 9, 2012
Jack Foley
Chairman
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054‐0153
RE:

Update on Rate Refinement Discussions (Finance & Insurance Committee Item 7‐a)

Dear Mr. Foley:
We have reviewed the PowerPoint presentation to the Finance & Insurance Committee, item
7‐a, July 9, 2012 RE Update on Rate Refinement Discussions (the PowerPoint). After waiting
more than five years – since the Long Range Finance Plan (LRFP) subgroup of member
agency managers was formed in mid‐2007 to discuss Metropolitan’s Long Range Finance
Plan and “Rate Refinement” – we believe the recommendations described in the PowerPoint
fail to address the right priorities or solutions for Metropolitan.
Metropolitan’s revenues have been insufficient to pay its expenses in five out of the last six
years. Revenue stability and certainty should be a priority, and we agree with the belated
conclusion now reached by Metropolitan staff and the member agency managers that the
use of purchase orders has failed to meet this board objective over the past ten years.
During this time, Metropolitan’s fiscal stability has continued to deteriorate. “Use of the
current rate structure” (however that is defined) will not address Metropolitan’s need for
revenue stability and cannot be relied upon to ensure that there will be a source of revenue
for the multi‐billion investments in the Delta and otherwise that Metropolitan is planning to
make.
Rather than accepting the narrow “priorities” identified by staff and the member agency
managers, we request that a board workshop be scheduled as part of next month’s Finance
& Insurance Committee meeting to consider the elements and priorities of a Long Range
Finance Plan for Metropolitan – a plan that is now long overdue. Metropolitan should not
continue to spend money on water supply projects without evidence describing the need for
these projects, and its member agencies unwilling to pay for them over the long term. We
ask that the subject of take‐or‐pay contracts be considered by the board of directors, along
with any and all other proposed alternatives to reasonably ensure Metropolitan’s recovery
of sufficient revenues to pay its future costs and avoid stranded investments.
At a workshop, the board could consider all issues associated with a Long Range Finance
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Plan, including whether there is any support for ad valorem tax increases and any staff
proposals to address the appropriate allocation of all standby service costs (not just treated
water). We have distributed to the managers and attach to this letter a slide that depicts
projected dry‐year peaking by the Los Angeles Department of Water and Power, based on its
Urban Water Management Plan. The staff’s recent recommendation that all member
agencies “share” this cost is not acceptable to the Water Authority because these costs are
required to be charged to and paid by the member agencies that benefit from
Metropolitan’s expenditures to provide this service. The Water Authority expects to pay the
costs associated with its own peaking – as all agencies should – but cannot and will not ask
our ratepayers to “share” the costs of providing service to other agencies.
We ask that the board of directors take this issue up at the proposed workshop along with all
other issues proposed for consideration by members of the board.
Sincerely,

Lynne Heidel
Director
cc:

Keith Lewinger
Director

Fern Steiner
Director

Doug Wilson
Director

Metropolitan Board of Directors

Attachment: LADWP Historic & Projected Water Purchases from MWD
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June 11, 2012
John V. Foley, Chairman
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054‐0153
Re:

Board Item 8‐3 ‐OPPOSE
Authorize entering into a Local Resources Program agreement with Municipal Water
District of Orange County and the city of San Clemente for the San Clemente Recycled
Water System Expansion Project. (WP&S )

Mr. Foley and Members of the Board,
The Water Authority OPPOSES Board Item 8‐3 on the following grounds:
Under California law including Proposition 26, MWD is required to set water rates that do not
exceed the reasonable costs of providing the particular service for which the rate is charged, and
that are equitable, fair and non‐discriminatory. MWD has failed to present in Board Memo 8‐3,
by reference to its outdated Integrated Resources Plan (IRP), even more outdated 2007 LRP
“target” or otherwise, any showing that MWD’s payments for this local water supply project will
benefit any ratepayers other than those of the city of San Clemente, which will own the water
supply. There is no demonstration that any water supply or transportation costs are avoided by
MWD as a result of these payments. The bald assertion in Board Memo 8‐3 that, “the project
would strengthen regional water supply reliability” is insufficient to meet the requirements of
California law.i
Far from benefitting ratepayers of other member agencies, MWD’s continued payment of these
subsidies under current circumstances harms all other MWD water ratepayers by further
reducing demand for MWD water, thereby reducing MWD’s own revenues and driving up the
cost of its water purchased by customers of other MWD member agencies. Moreover, MWD
staff’s continued recommendations to approve subsidy agreements is inconsistent with its own
actions months ago to suspend its “Local Resource Development Strategy Task Force” in order to
reexamine the merits of the program and the water demand projections upon which it is based.
MWD’s expenditures have exceeded its revenues in three out of the past four yearsii because
water sales are down by more than 30% since the 2010 IRP was adopted, let alone the 2007 LRP
“target” for local resources development. Rather than respond to these changed circumstances
(consistent with the IRP’s articulated “adaptive management”), MWD is consciously choosing to
rely on outdated water supply and financial planning that assume bloated water demands that
do not exist and are not reasonably projected to exist in the foreseeable future.
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In addition to these grounds, the Water Authority objects to being charged a “Water
Stewardship Rate” (WSR) to pay for this project because its ratepayers have been barred by the
MWD board’s August 2010 action from receiving any WSR benefits. Accordingly, the WSR is
discriminatory, violates California law and may not be collected from the Water Authority’s
customers.
As part of the lawsuit it has filed challenging MWD’s 2013 and 2014 water rates, the Water
Authority is seeking to be relieved of any financial responsibility for this and other WSR projects
approved by the MWD board of directors, so that the agencies that do not object may pay for
these projects. As stated previously, the Water Authority has no objection if other MWD
member agencies want to “pool” their money, however, that activity must be voluntary and not
part of the water rates imposed by MWD on the ratepayers of all of its member agencies.
Sincerely,

Lynne Heidel
Director
cc:

Keith Lewinger
Director

Fern Steiner
Director

Doug Wilson
Director

Jeff Kightlinger, MWD General Manager
San Diego County Water Authority Board of Directors and Member Agencies

i

Attachment 3 to Board Memo 8‐3 states in a footnote that, “IRP studies show reduced long‐term costs to
the region when local resources are developed due to downsizing or deferral of Metropolitan’s capital
improvements, reduction in operating costs for importation, treatment and distribution, and reduction in
costs for developing alternative regional supplies. These benefits are realized by all Metropolitan member
agencies through improved regional water supply reliability.” However, there is no evidence to support
this broad claim, which is insufficient in any case to meet the requirements of California law including but
not limited to Proposition 26.

ii

See February 14, 2012 Board Letter 8‐2, page 60, note 5.

May 7, 2012
John V. Foley, Chairman
and Members of the Board of Directors
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054‐0153
Re:

Board Memo 8‐4 – OPPOSE
Authorize changes to water conservation incentives (subsidies) as described

Dear Mr. Foley:
The Water Authority and its member agencies have a long and proud record of leadership in
water conservation planning and implementation, based on strategic initiatives that will
continue to reduce the region’s reliance on imported water supplies at an affordable cost.
Given MWD’s role as a supplemental wholesale water provider – and taking into account the
state mandate for 20% water conservation by 2020 at the retail level – the San Diego
delegation does not support Agenda Item 8‐4, to provide additional “incentives” to
encourage water conservation. We have written to you and the board many times on this
subject (reference to past correspondence is included below but not attached), so we
provide only the following brief summary of the basis of our analysis.
Due to reduced demand for MWD water – and associated higher water rates – there is no
need for MWD to pay subsidies to encourage water conservation at the wholesale level.
Water sales are already down at MWD by more than 30%. When sales are reduced, water
rates go up as ratepayers are forced to pay more for using less water. As outlined in our
March 21 letter to you and the rest of the board, it is time to stop punishing water use
efficiency efforts by Southern California ratepayers who are already paying for water use
efficiency programs at the retail level to meet the 20x2020 mandate.
The Water Stewardship Rate which is collected to pay for MWD conservation subsidies
violates California law. The Water Stewardship Rate does not fairly apportion or reflect the
actual, reasonable and proportionate costs of the services for which the rate is imposed.
The Water Stewardship Rate violates the legal requirements of MWD’s principal act,
Proposition 13 and the statutes implementing it, Government Code § 54999.7, the California
common law of utility rate‐making and Proposition 26. The Water Authority has provided
MWD with detailed analyses by expert consultants establishing that the Water Stewardship
Rate is legally defective.
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The so‐called “Rate Structure Integrity” clause adopted and imposed on the Water
Authority by the MWD board of directors precludes any possible benefit to San Diego
ratepayers from many MWD conservation programs. The board memorandum does not
disclose that San Diego ratepayers are precluded from participating in MWD subsidy
programs to the same extent as other MWD member agencies. We request that you include
information in future board memoranda to fully disclose that information.
From a water resource planning, budget and policy point of view, we strongly encourage
MWD to develop and implement a water conservation program that is better suited to its
role as a wholesale water provider, that is based upon a calculable demonstration of need
and avoided water supply cost (e.g., reduced take from the Delta, elimination of subsidies
for member agency seawater desalination, etc.). Unfortunately, rather than viewing water
use efficiency as a key part of its water resource plan and cost containment strategy – as
recommended by the Water Authority for many years and by NRDC in its April 6, 2012 letter
to you – MWD continues to limit itself to subsidy programs that are more appropriate at the
retail level where the statewide conservation mandate has been imposed.
Sincerely,

Lynne Heidel
Director
cc:

Keith Lewinger
Director

Fern Steiner
Director

Doug Wilson
Director

Ed Osann, NRDC Senior Policy Analyst

Past correspondence to MWD RE water conservation programs and subsidies:
• August 16, 2010 letter on MWD staff analysis on opt‐in/opt‐out conservation program
• November 29, 2010 comments on MWD draft Long Term Conservation Plan (LTCP)
• July 20, 2011 comments on LTCP working draft Version 11
• August 15, 2011 letter opposing LTCP and revised policy principles
• November 13, 2011 letter RE turf replacement grant

San Diego County Water Authority
4677 Overland Avenue • San Diego, California 921 23-1 233
(858) 522-6600 FAX (858) 522-6568 www.sdcwa.org
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MEMBER AGENCIES
Carlsbad
Monicipol Woter Dotrict

John V. Foley, Chairman
and Members of the Board of Directors
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054-0153

City of Del Mo,
City of Escssud,do

Re: Recommendation to Cap MWD Rate Increases at 3% for 2013 and 2014

Cit of National Coy
CityofOceanude

Dear Mr. Foley and Members of the Board,

City of Poway
City of Son Diego
Fallb,oak
Public Ut,liIy Distc,t
Holio W,,ter Di’rict
Lakeside ‘Aoter [),Ioct
Olioerrhoin
Msoicipol V,’oter District

We were disappointed that the majority of the MWD board of directors did not feel that
it would be productive to meet together as a board to discuss approaches to lowering
MWD’s proposed rate increases for 2013 and 2014, in advance of our board vote in April.
As a result, we are submitting this letter to you and all members of the board for
consideration prior to the April 10 board meeting.

Otoy Water District
Padre Dam

RECOMMENDATION

Morricipal Water Dotrici

Rainbow
Monicipal Water D,,f,Nt

We recommend that the board cap MWD “average” rate increases’ at 3% for 2013 and
2014. We believe this can be accomplished without any reduction of capital spending
to maintain the Colorado River Aqueduct or any other MWD infrastructure by reducing
MWD’s Operations and Maintenance (O&M) expenditures by 10% and suspending
conservation funding for the next two years. These changes would reduce the proposed
two-year budget by $116.5 million and allow the “average” rate increases to be capped
at 3% or less in 2013 and 2014.2
—

—

Municipal Water Distcct
Re,,o del Dabla
MooMpal Water District

San Deegaito Water Distcct
Santo Fe Irryjati,u District
South Boy Irrigates District

Vallecitus Water District
Valley Center
Morriepal NuN, DoNU

Our recommendation would also direct staff to return to the board with specific budget
reductions to accomplish the minimum 10% reduction in O&M (or, $76.5 million in
expenditures over the two years without changing the scheduled OPEB funding).
—

Vista Irogatar, District
Municipal Note, District

OTHER
REPRESENTATIVE
Coonty of San Dega

I

No one pays an “average” water rate at MWD for example, MWD’s proposed Tier 1 Treated water
rate increase for 2013 is 9.3%, and its Tier 1 Untreated water rate increase is 8.6%.
2
Staff indicated previously that in order to reduce the rate increase from 7.5% for 2013 and 5% for
2014, to 5% for both years, it would need to cut expenditures by $26.4 million over the two year
period. Based on this formula, we assume that cutting expenditures by $116.5 million (more than 4
times $26.4 million) would allow the rate increases for both years to be held to 3% or less. If this
assumption is incorrect, then we ask that MWD staff provide the board with the amount of the budget
reduction necessary to hold rates to 3% or less over the next two years.
—

A public agency providing a safe and reliable water supply to the San Diego region
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BACKGROUND

In its budget and recommended “average” proposed water rate increases of 7.5% and 5% for
2013 and 2014, respectively, MWD staff proposed to increase the O&M budget by $15 million in
2013 and $22.5 million in 2014, including higher travel expenses, staffing levels and consulting
services. This budget proposal increases MWD’s O&M budget by $52.5 million over the two
years, and includes staffing increases of at least 42 or as many as 80 new employees.3
In response to board member requests to lower the first year “average” rate increase to 5%,
staff recommended a mix of reduced expenditures ($14 million and $13 million, respectively for
2013 and 2014), reducing Central Valley storage funding and $5 million per year reduction of
conservation funding or other cuts of similar magnitude.
Staff’s recommended budget is inconsistent with MWD water sales and revenue trends,
discussed below. It is also out of step with cities and other public water suppliers throughout
Southern California that have been forced to make the difficult decisions to reduce expenditures
as a result of declining revenues. Rate increases to support expanded budgets, including more
staff and increased spending, ignore the economic realities our water ratepayers are facing.
Budget reductions should target reduced spending rather than water supply programs such as
the Central Valley storage funding.
DISCUSSION AND OTHER CONSIDERATIONS

Protection of Colorado River Aqueduct and Other Infrastructure – We agree it is important to
maintain MWD infrastructure investments, including the Colorado River Aqueduct. That’s why
our proposal would leave intact all capital spending as proposed by staff. But as we all know,
repair and replacement of aging infrastructure is not the “No. 1 driver” of MWD’s proposed
water rate increases.
Stop Punishing Water Conservation by Southern California Ratepayers – Water ratepayers across
the Southland have responded to our call to reduce water usage over the past few years. Now,
water ratepayers do not understand – and they are angry – that they are being asked to pay
more for using less water.4 In fact, reduced demand for MWD water is the principal reason
MWD’s rates have risen 75% since 2006, and the principal reason why MWD’s expenditures have
3

MWD’s January budget document states that it includes a total authorized personnel complement of
1,907 (including 24 temp equivalents) for 2012/13 and 2013/14, with an assumed vacancy rate of 2.7%
and 2.9%, respectively. This translates to 1,832 and 1,828 FTE for each of the two years, respectively. But
staff reported to the board in February that it had 1,756 employees on its payroll – which would mean
that MWD intends to hire 80 additional staff. A subsequent report by staff at the February board meeting
said that applying the vacancy rate would result in 1,798 full time equivalents (exclusive of temps), which
would mean that MWD intends to hire 42 additional staff.
4
See, for example, San Diego County Grand Jury Report, San Diego County Water Rates: High Today,
Higher Tomorrow at http://www.sdcounty.ca.gov/grandjury/reports/20102011/WaterRatesFinalReport.pdf This concern is being raised in retail water rate-setting proceedings
across Southern California.
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exceeded revenues in three of the last four fiscal years.5 However difficult it is to explain to
water ratepayers, we all know that fixed costs are not reduced with reduced sales – and, that it
is essential that fixed costs be paid. But MWD’s proposed rate increases go far beyond covering
fixed costs – the budget actually increases spending on projects that are not necessary at this
time of reduced demand for MWD water.6
This is why we recommend that conservation funding for the next two years be suspended.7
While we understand the popularity of these programs, these expenditures are simply not
necessary to “incentivize” water conservation at a time when water sales are already down more
than 30% at MWD and most retail water suppliers. Retail ratepayers are already being asked to
fund the difference between fixed costs and the amount of revenue available from reduced
sales. It isn’t fair – or even logical – to also ask our ratepayers to pay for even more water
conservation right now – they need and deserve to take the “break” that suspension of these
payments would provide in the form of lower water rates.8
Renewed Call for Moratorium on Use of MWD Ratepayer Dollars to Pay for Member Agency
Water Projects – MWD has also been relying on its outdated Integrated Resources Plan9 and
unrealistic water sales projections to support its continued payment of MWD water ratepayer
dollars to subsidize member agency water supply projects. These projects are not owned or
operated by MWD, and MWD has no right to the water supply. MWD has failed to demonstrate
that these payments benefit the customers of any member agency other than the agency
receiving the payments.10 The bald statement that these projects “will strengthen regional
5

February 14, 2012 MWD Board Letter 8-2, page 60, note 5 and attached Remarketing Statement.
Staff continues to rely on an outdated Integrated Resources Plan (IRP) and unrealistic sales projections
to support its expenditures.
7
We note that although MWD continues to budget conservation at $20 million annually, its actual
expenditures are significantly less. This is all the more reason to eliminate this spending from the
proposed budget.
8
MWD should continue its conservation program except for the payment of financial subsidies. The
Water Authority supports increased water conservation as part of a sensible, long-term plan that takes
water rate impacts into account. Ratepayers are already highly motivated to conserve water due to
higher water prices. MWD should not pay for state-mandated conservation requirements at the retail
level. See Director Steiner’s August 15, 2011 letter to Mr. Foley re: Board Memo 8-7 – Adopt the Long
Term Conservation Plan and revised policy principles on water conservation – OPPOSE. Finally, the Water
Authority would support increased conservation investments by MWD – now and in the future – that are
based upon a calculable demonstration of need and avoided water supply cost (e.g., reduced take from
the Delta).
9
See Director Steiner’s October 11, 2010 letter to Chairman Brick re: Adoption of the 2010 Integrated
Resources Plan – OPPOSE and attachments. MWD’s IRP is not a useful or realistic planning tool and
cannot be relied upon to assess the need for water supply investments by MWD (and thus the benefits to
MWD’s customers). Although the IRP stated that it would rely upon “adaptive management” to adjust to
changed circumstances, MWD has failed to adapt to the fact that its water sales are down by more than
30%. MWD has also consistently failed to inform the public about the rising cost of water or include in its
own planning the likely impact of higher water costs on demand for MWD water.
10
If the Water Authority is successful in its challenge of the Water Stewardship Rate to pay for these
water supply projects, the costs will be redistributed to all other MWD member agencies and fall
6
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water supply reliability,” absent a substantial factual basis and analysis connecting the facts to
the conclusion, is insufficient to support MWD spending under Proposition 26 or other legal
requirements.
Stop Underwriting Peaking Costs of Los Angeles and Other Agencies – The Water Authority has
calculated that the annual benefit to the City of Los Angeles Department of Water and Power
under the current MWD rate structure – resulting from MWD’s failure to identify and allocate
the costs of annual peaking – is $35 million to $40 million per year. The Water Authority is not
the only agency underwriting these costs – ratepayers from Orange County, Ventura County,
Riverside County and San Bernardino County are also paying for LA’s annual peaking. This is
because the current rate structure fails to account for the costs associated with annual peaking,
including the cost of water, distribution and storage capacity necessary to serve these sporadic
annual demands.11
Many agencies, including the Water Authority, have some annual and seasonal peaking that is
not accounted for in MWD’s cost of service. These costs should be identified and charged to the
agencies that are benefitting from the investments necessary to meet their water supply needs.
We raised this issue in our February 3, 2012 letter to Business and Finance Committee Chairman
Grunfeld, copied to MWD’s General Manager and Chief Financial Officer (copy attached). Nearly
one month later, on March 6, 2012 – after the budget workshops had already been concluded –
we received a response from the CFO that did not address the substance of this issue, but stated
that, the issue “is worded as a statement or position and should be addressed through the Board
or Committee process” (copy attached). On March 8, we responded to the CFO’s letter, again
presenting this issue in the form of a question. We asked,
Does the MWD cost of service currently capture and charge to the agencies that
benefit, the full costs of system “standby” capacity and supply that enables yearto-year (annual) peaking off MWD?
We still have not received a response from the CFO, from MWD management or from the
Chairman of the Board or Chairman of the Business and Finance Committee. Properly assigning
these costs would result in additional water rate reductions for many ratepayers throughout
MWD’s service area. We ask that you support our request at the April board meeting that this
issue be addressed through the board or committee process, as suggested by the CFO – and, that
adoption of rates be deferred until the board receives a full explanation why these costs are not
accounted for or properly assigned in MWD’s cost of service. By copy of this letter, we are also
disproportionately on the agencies – and their customers – that have not been rewarded with rich subsidy
contracts.
11
Staff’s February 17, 2012 presentation to the Member Agency Managers on the Proposed Biennial
Budget, Revenue Requirements, and Water Rates and Charges Fiscal Years 2012/13 and 2013/14, slide 7,
is incorrect. While it correctly states that additional physical capacity must be designed into the system
and additional capital costs are incurred, and that these costs include portions of distribution and
regulatory storage, it is incorrect in its statement that MWD’s capacity charge “recovers the costs of the
system used to meet peak demands.” This is not accurate even as to seasonal peaking, let alone annual
peaking, which is not accounted for in MWD’s cost of service allocations.
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asking the General Counsel to advise us, in writing, whether she agrees with the CFO that the
MWD board has the option, as a “policy” matter, to not charge the cost of the services, facilities
and supplies attributable to annual peaking to the agencies that benefit.
SUMMARY

We urge the board to adopt a budget that caps the “average” rate increases at 3% for 2013 and
2014. Further, we recommend that the adoption of water rates and charges be deferred until
MWD management has provided a cost of service analysis that properly accounts for and assigns
all MWD costs – including the cost of annual peaking – to the agencies that benefit.
Sincerely,

Lynne Heidel
Director

Keith Lewinger
Director

Fern Steiner
Director

Doug Wilson
Director

Attachments:
1. Water Authority’s letter to MWD re biennial budget dated February 3, 2012
2. MWD response to Water Authority’s comment letter dated March 6, 2012
3. Water Authority’s response to MWD letter dated March 8, 2012
cc:

Jeff Kightlinger, MWD General Manager
Gary Breaux, MWD Chief Financial Officer
Marcia Scully, MWD General Counsel
San Diego County Water Authority Board of Directors

March 12, 2012
John V. Foley, Chairman
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054‐0153
Re:

Oppose Local Resources Program Agreements – Board items:
7‐4 – LADWP Chevy Chase Park and Los Feliz Golf Course
8‐6 – LADWP Harbor Industrial Project
8‐7 – LADWP Hansen Dam Golf Course
8‐8 – LADWP Griffith Park
8‐9 – Eastern MWD Landscape Irrigation
8‐10 – West Basin MWD Seawater Barrier and Landscape Irrigation

Mr. Foley and Members of the Board,
We have reviewed the staff reports recommending board approval of six funding agreements
under the Local Resource Programs (Board items 7‐4, 8‐6, 8‐7, 8‐8, 8‐9, and 8‐10). We oppose
the use of MWD regional water ratepayer dollars to pay for these local supply projects of these
member agencies, on the following grounds.
1) Preparation of the underlying data and cost of service and rate structure proposal purporting
to justify these payments is the product of a broken governmental process, all as described in
detail in the submittals the Water Authority has presented at the public hearing on MWD’s
proposed water rates and charges for 2013 and 2014. As presented at the public hearing earlier
this morning, the agencies that are the principal beneficiaries of these programs are draining
millions of dollars from the pockets of water ratepayers in other cities and regions in favor of
their own.
2) There is no credible basis established by the board memoranda or otherwise to support these
payments. The mere statement that, “the project(s) would strengthen regional water supply
reliability” is wholly insufficient to support the use of regional ratepayer dollars to pay for these
agencies’ local water supply programs. Nor are these payments supported by any
demonstration in the board memoranda or otherwise that these payments benefit anyone but
the individual agencies to which payments are being made. There is no demonstration that any
water supply or transportation costs are avoided by MWD as a result of these payments.
3) To the contrary, these payments harm all MWD water ratepayers by further reducing demand
for MWD water and the revenues MWD depends upon for its very existence, and thus driving up
the cost of MWD water supply for all other water ratepayers. MWD’s expenditures have

Chairman Foley and members of the Board
March 12, 2012
Page 2

exceeded its revenues in three out of the past four years.1 MWD’s lower sales are driving up the
cost of water. Customers are angry because they are being asked to pay more at the same time
they are using less. Rather than respond to these circumstances, MWD is further exacerbating
the situation by paying some of its member agencies to buy even less water. MWD’s continued
reliance on an outdated Integrated Resources Plan that includes bloated water demands that
clearly do not exist – and are not reasonably projected to exist any time in the near future, if
ever – is an insufficient basis to justify these payments.
4) As of August 2010, the MWD board took action stating that the Water Authority is no longer
eligible to receive funds collected through its Water Stewardship Rate. As a result, and because
no other direct or indirect benefit to the Water Authority and its customers is demonstrated, the
rates and charges violate California law and may not be collected from the Water Authority’s
customers.
5) Staff’s recommendation to the board to approve these projects is inconsistent with its own
action in the public member agency process to suspend further discussions with the Local
Resource Development Strategy Task Force, in order to reexamine the merits of this program
and the water demand projections upon which it is based. Until that examination is completed,
consideration of all local resource projects should be suspended.
6) The board memoranda proposing funding for these projects are insufficient to inform the
board of directors of the costs associated with these projects. For example, Board Letter 8‐9
(Eastern Municipal Water District) states that MWD’s share of the cost will be $2.3 million, but
that it could go up to $31.3 million – almost 14 times higher. Similarly, Board Letter 8‐10 (West
Basin) states that the financial impact to MWD is $7 million, but that it could go up to $50 million
– more than 7 times higher. The board has no way of knowing based on the Board Letters what
the benefits and risks are, or what MWD’s financial exposure in connection with these projects
will be.
The Water Authority would have no objection if the other MWD member agencies and the cities
and customers they serve wish to subsidize the local water supply projects of the City of Los
Angeles and other large agencies benefitting from this program. However, if they wish to do so,
a separate fund that they pay into should be created for that purpose.
Sincerely,

Lynne Heidel
Director

Keith Lewinger
Director

cc: Jeff Kightlinger, MWD General Manager

1

See February 14, 2012 Board Letter 8‐2, page 60, note 5.

Fern Steiner
Director

Doug Wilson
Director

February 13, 2012
Board of Directors
Metropolitan Water District of Southern California
700 N. Alameda Street
Los Angeles, CA 90012
Re:

Board Memo 8‐2: Authorize the execution and distribution of Remarketing Statement
in connection with the remarketing of the Water Revenue Refunding Bonds (Index
Mode), 2011 Series A‐1 and A‐3, in the amount of $128,875,000

Dear Chairman Foley and Board Members,
We have reviewed Board Memo 8‐2 including Attachments. For reasons we have described in
detail in prior correspondence concerning the sale of bonds by Metropolitan – as well as in
recent correspondence regarding the proposed budget (Attachment 1) – we are not
comfortable that the Remarketing Statement as drafted by Metropolitan allows us to meet our
legal responsibilities in voting to approve the draft Remarketing Statement. We must
therefore respectfully vote against the staff recommendation.
We understand the need for the remarketing. And, we acknowledge the edits Metropolitan
made in response to our comments on the last draft Appendix A (Attachment 2). However, we
do not believe the edits went far enough to ensure that information essential to making an
informed investment decision is being presented in a manner that is not misleading. The draft
Remarketing Statement does not correct these deficiencies. In summary, the principle (but not
exclusive) areas of concern remain the following:
•
•
•
•
•
•
•

Failure to sufficiently describe the changed circumstances that have resulted in reduced
demand for Metropolitan water.
Failure to adequately describe the impact on water sales of conservation requirements
and higher water rates.
Risk associated with Metropolitan’s inability to secure long term purchase contracts or
legal equivalent from its member agencies.
Risk to Metropolitan of its heavy reliance on water sales revenues to pay its fixed costs.
Failure to adequately describe the risks and costs associated with uncertainly and
volatility of water purchases by City of Los Angeles.
Risk associated with projecting water sales based on “average” pricing.
Failure to reasonably estimate future water rate increases, generally, and as associated
with Metropolitan’s Integrated Resources Plan as adopted by the Board.
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•
•
•

Impact of Proposition 26 on setting water rates and charges.
Failure to describe impacts resulting from the fact that Metropolitan expenditures have
exceeded revenues in three out of the last four years.
Undue reliance on historical data to predict future outcomes in the current, changed
water supply and fiscal environment.

While we are aware and have taken into account that the draft Remarketing Statement
includes a number of “disclaimers” in these and other areas, we are concerned that certain of
these disclaimers could be challenged because they relate to matters that could or should have
reasonably been known by Metropolitan and its Board of Directors.
We do not come to this decision lightly. If Metropolitan and the Board wish to work with us to
address our concerns, we will provide detailed comments on the draft Remarketing Statement.
We note that we have raised these concerns repeatedly in the context of many different board
actions, without receiving a substantive response.
Sincerely,

Lynne Heidel
Director
cc:

Keith Lewinger
Director

Fern Steiner
Director

Jeffrey Kightlinger, General Manager
Gary Breaux, Chief Financial Officer
San Diego County Water Authority Board of Directors

Attachments:
1. February 3, 2012 letter re: MWD Budget and Rates
2. August 22, 2011 letter re: Appendix A

Doug Wilson
Director

February 3, 2012
Aaron Grunfeld
Business and Finance Committee Chairman
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054‐0153
Re: Proposed Biennial Budget and Associated Rates and Charges for 2012/13 and 2013/14
Dear Mr. Grunfeld:
First, we want to thank you for your commitment to hold budget workshops so the board may review,
ask questions and understand the proposed budget.
We have reviewed staff’s proposed biennial budget and associated rates and charges for 2012/13 and
2013/14, as well as the slides presented at the January workshop. Based on this preliminary review, we
are providing you with the comments, requests and questions which are attached. In order to facilitate
the board’s deliberation of these issues, we request that staff respond to our comments and questions in
writing prior to the next budget workshop.
We look forward to continuing this important dialogue at the next budget workshop.
Sincerely,

Lynne Heidel
Director

Keith Lewinger
Director

Attachment
cc:

Jack Foley, MWD Board Chairman
Jeff Kightlinger, MWD General Manager
Gary Breaux, MWD Chief Financial Officer

Fern Steiner
Director

Doug Wilson
Director

MWD Budget Workshop #1 – January 24, 2012
San Diego County Water Authority (SDCWA)’s MWD Delegates’ questions and comments on proposed
biennial budget and associated water rates and charges for FY 2012/13 and 2013/14

All references are to Budget Memo 8‐1 for the January 10, 2012 Board meeting or to the power point
presentation at the January 24, 2012 budget and rate workshop.
1. The Board must take steps to “right‐size” MWD in order to ensure that revenues – based on more
reasonable demand projections – are sufficient to pay MWD’s costs.
•

MWD’s water deliveries declined almost 500,000 acre feet over the last four years from 2.26
million acre feet (MAF) in 2008 to 1.68 MAF in 2012. Moreover, the 2012 delivery figures
included 164,000 acre feet of San Diego County Water Authority’s (Water Authority) QSA
transfer water and 225,000 of “one‐time” discounted water sales that would not have occurred
at full price. MWD’s 2010 Regional Urban Water Management Plan (RUWMP) shows its average
year sales in 2030 will be 22% lower than projected in MWD’s prior RUWMP just five years ago.
MWD’s sales projections are flat or trending downward and yet, the Board has taken no
meaningful actions, in terms of programs or staffing, to reduce the expense side of the budget
to reflect this dramatic reduction in MWD sales.

•

What is basis of budget demand projections assuming full service sales of 1.5 MAF next year and
in future years? The Board memo states that the sales estimate is “conservative,” yet, this
assumption is 200,000 acre feet more than this and last year’s full service sales of 1.3 MAF.

•

MWD has not covered its operating costs in six out of the last eight years (2004‐2011). The first
order of business must be to reduce spending, consistent with budget cuts already implemented
by most of the cities and retail agencies in Southern California.

•

Given that retail demand is down 20% or more across the MWD service area, we recommend a
moratorium on all subsidy programs designed to further reduce MWD sales (and revenues). The
moratorium should remain in place until MWD updates its IRP projections and conducts a
comprehensive study to evaluate the need for MWD to pay for such programs. This
recommendation should not be interpreted to suggest that the Water Authority does not fully
support the development of local supply projects including increased water use efficiency, but
rather, that funding should be at the local level.

•

The budget notes that replenishment water will be sold at full service rates, however, it does
not appear to account for the cost of “incentives” or “rebates” that are also part of the staff
recommendation for a revised replenishment program. Please identify the amount and cost of
service category to which these incentives or rebates are assigned. What rate is proposed to
generate the revenue to pay the cost of these incentives or rebates?

2. MWD should reasonably spread cost burdens among current and future rate payers; it should not
raid revenues intended for capital projects to pay operating expenses, and should not overburden
future rate payers by deferring OPEB funding.
•

The budget includes a reduction of PAYGo revenue collections in 2012/13 that is inconsistent
with the Board’s adopted policy. If the Board approves this recommendation, MWD will have
failed to follow its own PAYGo funding policy in eight out of the last ten years (2005‐2014).
Funding capital projects at such low PAYGo levels unfairly shifts obligations from current
1
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ratepayers to future ratepayers. Moreover, several years of midyear reallocation of PAYGo
funds intended for capital to meet operating expenses has distorted cost of service. The Board
should not continue to apply revenues that are collected for capital projects to pay operating
costs.
•

The proposed budget continues to shift a disproportionate share of unfunded OPEB liability to
future ratepayers. The funding schedule presented at the January workshop to begin ramping
up payments to match MWD’s Annual Required Contribution (ARC) does not go far enough.
MWD should cut costs now in order to increase funding to match its ARC.

•

A greater share of MWD’s Capital Improvement Program (CIP) now consists of R&R projects.
Indeed, the January workshop presentation showed R&R expenditures represent about two‐
thirds of CIP costs over the two years reviewed. Aside from the misuse of PAYGo to pay
operating expenses, we would also suggest that the Board consider changing its PAYGo funding
strategy so it is proportionate to the total CIP over time. This would ensure that current
ratepayers are not being asked to pay a disproportionate share of R&R.

3. MWD must properly account for the cost of storing water.
Based on data assembled from the proposed budget, the supply and delivery balance is as
followed:
Supply/Demand
State Water Project
(Exchange)*
Net to MWD
Colorado River**
Total supply to MWD service area
Total MWD demand**
Excess supply

2012/13
1,260 TAF
(120 TAF)
1,140 TAF
727 TAF
1,867, TAF
1,700 TAF
167 TAF

2013/14
1,140 TAF
(108 TAF)
1,032 TAF
890 TAF
1,922 TAF
1,700 TAF
222 TAF

*The budget document does not describe the exchange; if this is not MWD’s exchange obligation with
Coachella and Desert Water, please provide details.
**The budget document includes Water Authority’s QSA water at 172.7 TAF and 177.7 TAF for 2012/13
and 2013/14, respectively, as both supply and demand. MWD does not report the local water supplies
and associated demand of its other member agencies, and has no basis for treating Water Authority’s QSA
water differently. In accordance with the terms of the Exchange Agreement, the revenues generated
from payments made under the Exchange Agreement should be treated as transportation or wheeling
revenues.

•

Staff reported at the workshop that it plans to store 300,000 acre feet of water this year, which is
more water than is estimated to be available for storage in the supply and delivery balance. What is
the source of the water staff is planning to store, and, how are the costs of that water captured in
the cost of service? How much funding is included in the budget to pay for storage costs? Finally, is
the energy cost of moving the water into storage being captured in the System Power Rate or
through Supply Programs?
2
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4. The cost of service does not recover the costs of system “standby” capacity and supply that
enables year‐to‐year peaking off MWD.
•

Many agencies peak off the MWD system from year‐to‐year, depending on hydrology and the
availability of local water supplies. MWD has developed and continues to develop water
supplies and incur storage and facility costs in order to meet these demands, but is not fully
allocating the costs associated with these investments from the agencies that benefit from
them. MWD must change its rate structure in order to account for and allocate these costs so
that they are borne by the agencies that benefit by being able to peak and then roll off the
MWD system.

5. The Delta Supply Surcharge should be continued because the purpose for which it was established
by the Board has not changed.
•

Please provide the basis of the staff recommendation to delete the Delta Surcharge. Given the
rationale stated in Board Memo Revised 8‐3 dated April 14, 2009, the Delta Surcharge should
remain in place. In fact, the budget states at page three that increased funding is being included
to aggressively pursue exactly the type of projects the Delta Surcharge was intended to cover.

•

Was the Delta Supply Surcharge combined with the Tier 1 supply rate? If not, how were these
costs reassigned?

6. Staff needs to provide more information why individual rate components are increasing or
decreasing; and, take steps to better smooth rate increases at the retail level.

7.

•

The proposed individual rates and charges include changes that vary significantly from the
“average” 7.5% increase staff reports. Since no agency pays “average” rates, information needs
to be provided on why individual rates and charges are increasing or decreasing. Please provide
the data supporting the System Access Rate increases. Also, please provide the data supporting
the supply rate decrease.

•

Staff should also explain why some elements show decreases one year and increases the next
year – or vice versa, and, present alternatives to avoid swings in the rates and charges.

Staff must track all rate component costs and expenditures, not just the Water Stewardship Fund.
•

MWD tracks over‐ and under‐ expenditures for revenues collected under Water Stewardship
rate, but not others. What is the basis for this disparate treatment? For example, although
MWD has a Treatment Surcharge Rate Stabilization Fund, when fund revenues are insufficient to
pay those costs, MWD uses General Fund revenues to cover the difference. The net effect is
that raw water customers are subsidizing treated water customers. We request that MWD
provide a cost of service analysis for all rate components and identify or develop internal
tracking mechanisms to prevent cross‐subsidies.
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8. All operations and staffing should be “right‐sized” to reflect reduced demands.
•

What were staffing levels and budget in 2008? What are they today?

•

What criteria has staff used to “optimize” staffing levels?

•

Are the staffing levels recommended in the budget higher than current actual levels? If so, why?

•

Please provide a list of the O&M association dues that total $5 million annually.

9. A contingency plan should be included in the proposed budget.
•

The biennial budget should include a contingency plan that would automatically be triggered
mid‐year to reduce current costs in the event projected revenues are lower than budgeted.

•

Similarly, the budget should provide a plan that describes in detail how MWD will apply excess
funding in the event projected revenues exceed expenditures. This is especially important in
light of the recent draw‐down of reserves, raids on the PAYGo fund and cross‐subsidies that
have been created by the failure to track individual rate components – or to budget so that
projected revenues are reasonably expected to be sufficient to pay MWD’s expenses.

10. Even if it is unwilling to update or modify its cost of service analysis generally – which it should –
MWD must at a minimum provide a new cost of service analysis to ensure compliance with
Proposition 26.
•

Even If the Board does not require staff to update or modify its cost of service analysis, or,
support a moratorium on local projects spending to mitigate the impacts of reduced demands
and MWD revenues, staff must identify the benefits it claims are associated with these
payments and demonstrate that those benefits are received by those paying the charges and
that the amount of the charge is reasonably related to the benefits. The benefits that have been
stated but which have not been supported by any data or analysis include (1) capacity will be
made available that is otherwise not available for the transportation of MWD water; (2)
investments MWD would otherwise need to make in other facilities and/or water supply will be
avoided as a result of these payments; and (3) MWD needs and will benefit from the local water
supply it is paying for. Please provide the analysis required by Proposition 26.
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December 13, 2011
John V. Foley
Chairman of the Board
Metropolitan Water District of Southern California
P. O. Box 54153
Los Angeles, CA 90054‐0153
Re:

SB 60 Annual Public Hearing and Report to the Legislature Regarding
Adequacy of MWD’s Urban Water Management Plan
REQUEST TO INCLUDE INFORMATION IN REPORT TO LEGISLATURE

Dear Chairman Foley and Members of the Board of Directors:
We request that this letter and all of its attachments be made a part of today’s board record and
included in MWD’s Annual Report to the Legislature regarding the adequacy of MWD’s Urban
Water Management Plan to achieve increased emphasis on cost‐effective conservation, recycled
water and groundwater recharge as described in the MWD Act.
As background to yesterday’s public hearing on this subject, the Water Authority prepared and
submitted to MWD a short PowerPoint presentation that was not allowed by Mr. Kightlinger to
be shown to the board of directors. MWD staff also refused to distribute hard copies of the
presentation to the board in accordance with the usual practice as stated on the speaker’s
request form; because of these refusals, San Diego Director Lewinger distributed the copies. We
were not aware at the time of the hearing that the Water Authority’s PowerPoint had already
been loaded on the MWD computer, or we would have objected at that time. Water Authority
staff was also informed yesterday that no presentations may be made to the MWD board unless
they are first reviewed and approved by MWD management. We do not believe that MWD may
place any such prior restraint on the content of material proposed to be presented at any public
meeting of the MWD board of directors. As Chair, you undoubtedly know that the Brown Act
expressly states that “a local agency shall not prohibit public criticism of the policies, procedures,
programs, or services of the agency, or the acts or omissions of the legislative body.”
(Government Code § 54954.3 (c).)
Copies of the Water Authority’s PowerPoint presentation, written testimony by Assistant
General Manager Dennis Cushman and a report by Gordon Hess and Associates titled,
Comparison of MWD Demand Projections, Member Agency UWMPs and Local Water Supply
Development Plans (Hess Report), are attached. As you know, for the reasons described in Mr.
Cushman’s testimony and attachments, we believe that MWD focused on the wrong question at
yesterday’s public hearing and in its draft Report to the Legislature by limiting it to a report on
MWD subsidy programs.
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We also request that MWD inform the Legislature about its “Rate Structure Integrity” (RSI)
“policy” and clause, which may be used by MWD to terminate all MWD funding agreements for
conservation, recycled water and groundwater recharge in the event that agency challenges
MWD’s water rates in court or before the Legislature. Further, MWD should include in its SB 60
report that the MWD board has, in fact, terminated, with limited exception, all of the Water
Authority’s funding agreements that contain the RSI provision, and refused to enter into future
funding agreements supporting conservation, recycled water and groundwater recharge in San
Diego County. (A copy of MWD’s June 23, 2011 to the Water Authority is attached.) MWD has
essentially blackballed the Water Authority from participation in these programs, in spite of the
fact that it continues to collect more than $16 million annually from San Diego County water
ratepayers to pay for these programs. MWD should also inform the Legislature that the Water
Authority is challenging MWD’s actions and the constitutionality and legal propriety of the RSI
clause in the lawsuit now pending in Superior Court in San Francisco.
For the reasons described in Mr. Cushman’s testimony and in the Hess Report, we do not believe
that MWD has done the analyses necessary – either in its 2010 Integrated Resources Plan (IRP)
or 2010 Regional Urban Water Management Plan (RUWMP) to support and enhance water
conservation, recycled water and groundwater recharge in Southern California. Indeed, the
greatest impediment may be the very perpetuation of the notion that these projects will only be
developed if MWD subsidizes them. Conservation is at an all‐time high throughout the
Southland as a result of the higher water rates being charged by MWD and its member agencies.
More local water supply projects are being developed because they have become cost‐
competitive due to the higher water rates being charged by MWD. It is clearly time for a fresh
and realistic look at MWD’s demand and rate projections and to tie future resource planning
directly to the willingness and firm financial commitment of its member agencies to pay.
Sincerely,

Lynne Heidel
Director
cc:

Keith Lewinger
Director

Fern Steiner
Director

Doug Wilson
Director

MWD Board of Directors
Jeff Kightlinger, General Manager
San Diego County Water Authority Board of Directors

Attachments:
1. Water Authority’s PowerPoint Presentation to MWD WP&R dated December 12, 2011
2. Water Authority Assistant General Manager Dennis Cushman’s testimony
3. Comparison of MWD Demand Projections, MWD Member Agency UWMP’s and Local
Water Supply Development Plans, prepared by GH&A, Inc. December 2011
4. MWD June 23, 2011 letter to Water Authority

November 4, 2011
John V. Foley
Chairman of the Board
Metropolitan Water District of Southern California
P. O. Box 54153
Los Angeles, CA 90054‐0153
Re:

Board Memo 8‐8 –
Approve Policy Principles for a Replenishment (Discounted Water) Program

Dear Chairman Foley,
Board Memo 8‐8 asks the board to approve policy principles to guide the development of a new
program for the sale of discounted water. We do not believe that the policy principles as
proposed by staff provide a sufficient and clear basis to guide the development of a new
program. Indeed, we do not believe that the staff has established the need for a new program
to sell discounted water, whether it is described as “replenishment,” “regional water
management,” or otherwise.
We have raised a number of questions over the past several months, since the General Manager
first proposed the sale of discounted water last April. Our concerns have focused on the
unprecedented budgetary and fiscal challenges confronting Metropolitan, including the fact that
its expenditures have exceeded revenues in six out of the last nine years. Over the last four
years, Metropolitan has resorted to raiding funds intended for pay‐as‐you‐go capital
expenditures in order to meet normal operational expenses. The discounted water program is a
concern because when Metropolitan sells water at a discount, it displaces full‐rate water sales,
which in turn leads to lower revenues overall and insufficient recovery of fixed costs..
While the staff continues to bring back recommendations based on the wishes of the member
agencies, it has failed again to address the needs of Metropolitan. We understand why the
member agencies would like Metropolitan to sell them water at a discount, what we do not
understand is how the Metropolitan staff proposes to ensure benefit to all member agencies
when discounted water is sold to some, or, how Metropolitan will be in a position to reverse its
declining financial condition through the sale of discounted water.
The analysis provided in Board Memo 8‐8 fails to address the very concerns raised by staff in its
April 26, 2011 Board Memo (5‐1) that first recommended reinstituting the sale of discounted
water. Those concerns included – and remain:
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•
•
•
•

Questionable and unquantifiable performance criteria for a discounted water program;
Loss of full service sales due to availability of discounted water;
Unequal distribution of costs and benefits among member agencies; and
Cash flow and budget issues associated with availability of discounted water.

The staff has also failed to respond to questions about Metropolitan’s existing storage programs
or the assumptions it is making about the use of that storage in the future. As a result, there is
no basis for determining either the need for, or benefit of another new program.
We are attaching our past communications to the board on this subject. We request that staff
respond, in writing, to the questions asked in our letters. Doing so would provide the board with
a sound foundation to discuss the real policy principles involved in the proposed sale of
discounted water. We would appreciate a written response to our letters in any event because
they raise issues and concerns of great interest to our member agencies and water ratepayers.
Sincerely,

Lynne Heidel
Director
cc:

Keith Lewinger
Director

Fern Steiner
Director

MWD Board of Directors
Jeff Kightlinger, General Manager
San Diego County Water Authority Board of Directors

Attachments:
1. April 25, 2011 letter to Jack Foley re: Board Memo 5‐1 – Sale of Discounted Water and
Attachment 1: Issues Associated with the Sale of Discounted Water by MWD
2. May 6, 2011 letter to Jeff Kightlinger re: Board Memo 5‐1 – Sale of Discounted Water
3. September 12, 2011 Comments and Questions on Board Memo 9‐2 – Update on
Replenishment Service Program, Director Keith Lewinger
4. October 7, 2011 letter to Jack Foley re: Water Planning and Stewardship Committee
Items 6a, 6b, and 6d

October 7, 2011
John V. Foley, Chairman
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054‐0153
Re:

Water Planning and Stewardship Committee items 6a, 6b, and 6d

Dear Chairman Foley,
We have reviewed the staff reports to be discussed under Committee items 6a, 6b and 6d at
the October 11, 2011 Water Planning and Stewardship Committee. The reports provide a
long list of activities described as implementation of the 2010 Integrated Resources Plan
(IRP) including BDCP and other imported water projects, recycled water projects,
conservation, seawater desalination and, the sale of discounted water. What is absent from
the reports is any analysis showing:
•
•
•
•

•

The demand for all of the water that will be produced by these projects;
The rate increases associated with implementation of all of these projects;
The regional benefit (to all member agencies paying the rates) of payments by
Metropolitan for some member agency local water supply projects;
The regional benefit (to all member agencies paying the rates) of the sale of
discounted water by Metropolitan at a time when its water sales are more than 25
percent lower than projected and water rates are far higher than projected in
Metropolitan’s adopted Long Range Finance Plan; or
How all of these projects are expected to be paid for.

Almost twenty years ago, the Metropolitan Blue Ribbon Committee Task Force urged
Metropolitan to fully integrate its resource planning and rate structure efforts because,
“reliability, cost and demand are all interdependent and should be treated that way in the
IRP and rate structure reform processes” (page 9). Unfortunately, Metropolitan has
steadfastly refused to do so – as reflected in this month’s board reports of ongoing project
implementation without any discussion whatsoever about cost or demand. Metropolitan’s
stubborn refusal to reduce its spending and operations is inconsistent with the economic
reality today facing every city and water retailer in Southern California.
The IRP states that it is based on “adaptive management.” It is time now for Metropolitan to
“adapt” to actual, changed circumstances including dramatically reduced sales, dramatically
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reduced projected demand for Metropolitan water, and, rapidly escalating water rates that
will further dampen demand for Metropolitan water.
Since 2003, Metropolitan’s expenditures have exceeded its revenues for six out of nine
years, and for the same number of years, it has diverted funds intended for pay‐as‐you‐go
capital projects to pay for operational expenses. Metropolitan’s financial reserves are being
depleted, and now stand at their lowest level in 20 years. Metropolitan must stop analyzing
project implementation in a vacuum and on a piecemeal basis.
The rate increases associated with declining sales and new projects are inevitable. The
impacts of these rate increases are already being felt throughout Southern California. We
strongly urge Metropolitan to cease entering into any new project funding agreements and
cease the sale of discounted water until Metropolitan staff and board update IRP demand
projections to reflect current realities.
Metropolitan needs a rate structure and long‐term financial plan that are fully integrated
with realistic demand projections. Metropolitan must conduct a cost/benefit and cost of
service analysis to justify both the investment of regional ratepayer dollars in member
agency water supply projects and the sale of water at a discount. Not only is this required by
law, but it is sound fiscal planning that is essential at a time when Metropolitan’s revenues
are clearly insufficient to pay for its current costs and programs.
Sincerely,

Jim Bowersox
Director
Cc:

Lynne Heidel
Director

MWD Board of Directors
Jeff Kightlinger

Keith Lewinger
Director

Fern Steiner
Director

August 22, 2011
Board of Directors
Metropolitan Water District of Southern California
700 N. Alameda Street
Los Angeles, CA 90012
Dear Chairman Foley and Members of the Board:
We have reviewed Appendix A of MWD’s Draft Official Statement, distributed to the members of the
board on August 15 relating to the upcoming refunding of certain fixed revenue bonds (Draft or
Appendix A). While we support MWD’s desire to take advantage of the market to reduce its debt
obligation, we remain concerned that MWD’s financial condition is not accurately described in
Appendix A. As you know, the Water Authority’s MWD representatives have sent three prior letters
regarding Appendix A dated September 22 and December 9, 2010 and May 16, 2011, copies of which
are attached as Attachments 1‐3, respectively, and incorporated herein by reference. Although
MWD made specified changes as described in response letters dated September 23 and December
13, 2010 and email dated May 24, 2011, respectively, we do not believe that MWD has adequately
addressed the stated concerns or that the August 15, 2011 Appendix A fairly presents MWD’s
financial position currently or prospectively. We request that the Draft be modified to address these
concerns in order to provide adequate disclosure to potential investors.
The Water Authority has previously raised many of the questions and concerns noted in this letter in
prior written communications with MWD. These past communications include but are not limited to
letters regarding the budget, dated April 11, 2011; adoption of the Long Term Conservation Plan,
dated August 15, 2011; and, Member Agency Willingness to Sign Take‐or‐Pay Contracts and Request
to Correct the Record of July 12, 2011 MWD Board of Directors Meeting, dated August 16, 2011. A
copy of each of these letters is attached again for consideration by you and the other members of
the board, MWD’s management team, General Counsel, outside bond counsel, underwriter’s counsel
and other members of the financing team (Attachments 4‐6, respectively). Unfortunately, MWD has
not responded to our letters directly or indirectly by addressing the issues on the merits in changed
MWD board policy or management actions.
In addition to the concerns that are described in this past correspondence, which we request you
address in your response to this letter, we have the following specific comments on the Draft.
Appendix A, as a whole, fails to adequately describe the financial impacts associated with reduced
water sales. Although the Draft discloses that its member agencies are not required to purchase any
water from MWD (page 27), the Draft fails to describe the associated risk to MWD, or, its inability to
secure long term purchase contracts or other firm financing commitments that are not subject to
change by the board of directors to meet its current and future fixed obligations.
Although the Draft includes a section titled, “Regional Water Resources” (beginning at page 27), the
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discussion does not make clear what MWD’s role is – or is not – in developing local water supplies.
Many of the projects noted as “Regional Water Resources” will actually be developed at the local
level without any involvement by MWD and, thus, further reduce MWD water sales in the future.
The Draft should disclose that local water supplies have become much more cost‐competitive as a
result of the increasing cost of MWD’s imported water and that as a result, many MWD member
agencies are now pursuing the development of local water supply alternatives.
In addition to the development of local water supplies described above, the escalating cost of MWD
water will likely result in reduced sales in the future. The Blue Ribbon Committee Task Force noted
this more than 15‐years ago. However, MWD continues to present analyses that do not consider the
cost of water as a feature that will dampen future water sales. See, for example, Management’s
Discussion of Historical and Projected Revenues and Expenditures at page 71 (future sales forecasts
will reflect “a return to more normal weather conditions, a recovering economy and population
growth, notwithstanding impacts of conservation and projected increases in water rates” (emphasis
added). The Draft appears to mistakenly rely on past history as an indicator of future MWD sales
(page 27) rather than assessing the dramatically changed circumstances confronting MWD.
Although the state legislature has mandated 20% conservation by 2020, MWD’s IRP, recently
adopted Long Term Conservation Plan and Appendix A do not describe any impact on MWD water
sales. In fact, the Draft states that MWD water sales will return to historic levels at 2 million acre
feet beginning in fiscal year 2013‐14 “notwithstanding impacts of conservation” (page 71). The Draft
should explain how sales are expected to continue at these levels at the same time the retail
agencies in the MWD service area are achieving 20% conservation.
Although the Draft discloses the Water Authority’s purchase of conserved water from IID and the
water it has developed from lining the All‐American and Coachella Canals, the Draft describes
MWD’s transportation of this water under the Exchange Agreement as an MWD water sale. This
characterization is misleading and disguises the true fact that MWD water sales have been reduced
by the amount of water the Water Authority has independently secured from these sources.
The discussion of the Water Supply Allocation Plan (WSAP) (page 26) is also misleading in that it does
not state that Preferential Rights is the statutory method for allocating MWD water during a time of
shortage. Preferential Rights is discussed briefly much later in the Draft (page 50) but the two topics
are not tied together. The discussion of Preferential Rights should also make clear that any “use” of
Preferential Rights is at the discretion of the member agencies that hold the rights, not MWD.
The Draft should connect the discussion of Regional Water Resources (beginning at page 27) with the
discussion of both MWD revenues (page 41) and Management’s Discussion of Historical and
Projected Revenues (page70) (Management Opinion). While MWD continues to project returning
sales of 2 million acre feet, its discussion of seawater desalination programs alone shows potential
reduced sales of almost 400,000 acre feet, exclusive of the many other local water supplies that are
now being developed throughout the MWD service territory.
All of the information relating to the sale of discounted water is in the section on resources (page
30). The Draft should be revised to tie this discussion to Revenues (beginning at page 41) and should
also be addressed in Management’s Opinion. By its own report, MWD chose to sell water at a
discount in part because its member agencies would not pay full service rates for replenishment
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water. See MWD Board Memo dated May 10, 2011, a copy of which is attached, explaining that
MWD water sales would only increase if water is sold at a discount due to the “budgetary or other
financial constraints that the member agencies have” (Board Memo at page 3) and that offering
water at full service rates would not “significantly increase the demand for replenishment water.”
And yet, as noted above, the Draft excludes consideration of the impact of the cost of water on
future MWD water sales. The Draft should describe how MWD’s sale of discounted water reduces
full service water sales – reduces water sales revenues – and causes the cost of MWD’s full service
water to escalate even higher as the true costs are spread among an even lower sales base.
In its May 10, 2011 Board memo recommending the sale of discounted water as replenishment sales,
MWD staff asserted that the sales would increase current year (FY 2012) net revenues by $57.8
million (see “Options 3 and 4 Replenishment Service Program,” top of page 5). In their ratings
reports in May 2011, the rating agencies relied on the promise of additional revenues from
replenishment sales to help improve MWD’s fiscal position. However, four months into this eight‐
month discounted water sales period, MWD is not realizing “positive Net Revenue” as the board
memo forecast. On the same day MWD staff released this Draft Appendix A for review by the board,
our board heard reports in the Finance and Insurance Committee and the Engineering and
Operations Committee that, taken together, foretell that the discounted water sales program will
result in a net revenue shortfall of approximately $30 million in the current year, assuming 225,000
acre‐feet of discounted water is sold by the end of December. In the Business and Finance
Committee, the Board was informed that current year water sales are projected to fall short of
budget projections by 13,000 acre‐feet (assuming a budget based upon 1.8 MAF of sales; the Draft
Appendix A says MWD’s FY 2012 forecast was for 1.85 MAF of sales). In the Engineering and
Operations Committee, the Board was informed that MWD has already sold 118,000 acre‐feet of
discounted water, and has demands from the member agencies for 323,600 acre‐feet of discounted
water. Thus, it appears that projected sales of 1.787 MAF includes assumed sales of 225,000 acre‐
feet of discounted water. As we warned last May, discounted water sales are cannibalizing full‐rate
water sales, and will lead to a revenue shortfall this fiscal year of $30 million on the differential
alone. This represents a nearly $90 million shift from the MWD staff prediction in May of “positive
Net Revenue” of $57.8 million as a result of discounted water sales. MWD is likely to end FY 2012
with yet another revenue shortfall, making it the fourth year out of the past five years in which
revenues were not sufficient to cover expenditures.
The Draft should include a discussion and cost estimate for the BDCP and potential impact on water
rates. These projected costs of MWD’s imported water supplies are the measure by which current
decisions are being made to invest in alternative local water supply development and are having an
impact now on MWD water sales.
The Draft discloses the ongoing draw down of reserve balances in its discussion of the Capital
Investment Plan (page 37), but does not tie these trends into Management’s Opinion. The Draft
should also disclose the amount of the reserves that are currently held in escrow as a result of the
San Diego County Water Authority litigation as well as amounts projected to meet future escrow
requirements and the impact this will have on reserve balances.
The Draft should disclose that MWD has had the same external financial auditor for more than 19
years. Further, that a question has been raised regarding MWD’s treatment of its State Water
Project contract for accounting purposes (see discussion at page 63).
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The Summary of Receipts by Source (page 42) and Summary of Water Sold and Water Sales Receipts
(page 43) should disclose receipts for the transportation of water by MWD. Although footnote 3
(page 44) states that “water sales” includes wheeling, the sale of water and the transportation of
water are two completely different service functions.
The Draft’s Summary of Water Sold and Water Sales Receipts (page 43) also fails to disclose
important information by reporting “Average Receipts Per Acre Foot.” Since no water is sold by
MWD at “average” rates, MWD should disclose the amount of water it sells at full price and under
discounted water programs.
The Draft should include a more detailed explanation of current and potential litigation. MWD is on
notice of the additional claims the Water Authority intends to file including Rate Structure Integrity,
Preferential Rights and Breach of Fiduciary Duty. The Water Authority has also informed MWD that
it does not believe that current conservation and Local Resources Programs meet Proposition 26 or
other legal requirements. The Water Authority has informed MWD that it does not believe that
there is a legal basis for the sale of discounted water to some but not all MWD member agencies.
Although the litigation is disclosed in the Draft (discussion of the rate structure at page 45), the
litigation should also be noted in the discussion of MWD’s Principal Customers (page 49).
Agricultural water sales are discussed in the section entitled, “Classes of Water Service,” but should
be tied to both Revenues and Management’s Opinion on future water sales. The Draft should note
that agricultural water sales have historically accounted for as much as 150,000 acre feet or more of
MWD’s total annual sales, but were less than 35,000 acre feet in 2010. Most of the water sales
under the Interim Agricultural Water Program were to customers of the San Diego County Water
Authority and are not expected to continue at full service rates when the IAWP terminates on
January 1, 2013.
The Draft taken as a whole does not disclose the financial impacts to MWD of significantly reduced
future water sales by MWD. The projected sales decline is significant. MWD’s 2000 Urban Water
Management Plan (UWMP) projected that MWD would sell approximately 2.3 million acre‐feet of
water in 2020 (average year demand). By the time of its 2005 UWMP, MWD revised the 2020
projection downward to approximately 2 million acre‐feet. MWD’s 2010 UWMP – adopted nine
months ago – again lowered the 2020 projection, this time to 1.66 million acre‐feet. In all, MWD’s
current projected (average year) sales for 2020 are nearly 30 percent lower than it projected just 10
years earlier. The factors contributing to reduced MWD water sales are not accurately described in
Appendix A.
The Draft notes in a footnote that disbursements exceeded revenues in the fiscal years ended June
30, 2008, 2010 and 2011. This is a material factor that should be discussed more fully in the Draft
and included in Management’s Opinion, particularly in light of the likelihood that expenditures will
once again exceed revenues in FY 2012.
For the reasons described above and in the Water Authority’s letter on the budget (Attachment 4),
we do not believe that the projection of MWD’s water sales and water rates described in
Management’s Opinion (page 68) are reasonable. We believe sales will be substantially less than
described and that water rates will be substantially higher than described.
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Please contact me if you have any questions.
Sincerely,

Keith Lewinger, on behalf of San Diego County Water Authority
Representatives on the MWD Board of Directors
cc:

Jeffrey Kightlinger, General Manager
Thomas DeBaker, Interim Chief Financial Officer
San Diego County Water Authority Board of Directors

Attachments:
1. September 22, 2010 letter re: Appendix A
2. December 9, 2010 letter re: Appendix A
3. May 16, 2011 letter re: Appendix A
4. April 11, 2011 letter re: MWD Budget
5. August 15, 2011 letter re: Adoption of Long Term Conservation Plan
6. August 16, 2011 letter re: Member Agency Willingness to Sign Take‐or‐Pay Contracts and
Request to Correct the Record of July 12, 2011 MWD Board of Directors Meeting
7. MWD Board Memo dated May 10, 2011 re: Sale of Discounted Water

August 16, 2011
Mr. Jeffrey Kightlinger
General Manager
Metropolitan Water District of Southern California
P. O. Box 54153
Los Angeles, California 90054‐0153
Re:

Member Agency Willingness to Sign Take‐or‐Pay Contracts
Request to Correct the Record of July 12, 2011 MWD Board of Directors Meeting

Dear Mr. Kightlinger:
During discussion of your business plan at the MWD Board of Directors meeting on July 12, 2011, Water
Authority Director Lewinger asked if you would incorporate into your business plan several suggestions,
including one specifically suggesting MWD secure take‐or‐pay contracts with its member agencies. In
response, you stated that “…with respect to securing Board approval of firm take‐or pay contracts, we
discussed this for two years in 2000‐2002 and staff comments of the Water Authority at the time were
against take‐or‐pay contracts.” Your statement is incorrect. In fact, the Water Authority has a long track
record advocating that MWD obtain long‐term take‐or‐pay contracts with its member agencies in order
to stabilize its revenues and improve its fiscal sustainability. Indeed – please correct us if we are wrong –
the Water Authority is the only MWD member agency that has indicated a willingness to make a firm
funding commitment to pay for MWD spending programs.
Fifteen years ago, in 1996, the Water Authority made a proposal for a take‐or‐pay contract as outlined in
its “Summary of Proposal to Resolve Colorado River and Rate Refinement Issues, dated April 22, 1996”
(Attachment 1).
Later, as a part of the rate restructuring process for years 2000‐2002, the Water Authority Board of
Directors adopted, and then formally submitted a proposal to MWD’s Board of Directors entitled
“Framework of Key Contract Terms, dated February 17, 2000” (Attachment 2). The basic premise of the
framework was that member agencies should specify by contract the water and services MWD would
provide and a formula by which the agency agrees to pay for the water and services. Details of a take‐
or‐pay contract between the Water Authority and MWD are included in Attachment F of the proposed
framework. The framework sought to address many of the fiscal challenges that existed then, but which
have grown far worse over the past decade. We asked the question at that time, on page 6, item 8:
“Given the magnitude of its expenditures, is there any legally enforceable method other than take‐or‐
pay contracts that can provide MWD with the certainty it needs to assure its fiscal integrity and
stability?”
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As these documents – and many other comments by the Water Authority’s staff and MWD delegates
over the years – reflect, the Water Authority has long advocated that take‐or‐pay contracts with MWD’s
member agencies are necessary to address deficiencies in its revenue structure. Specifically, MWD
continues to incur more and more fixed costs and debt obligations – amounting to more than 70 percent
of its total costs – at the same time it has no financial commitments from its member agencies to pay for
these costs. Instead, MWD continues to rely upon revenues from water sales, which today provide
approximately 80 percent of MWD’s revenues and yet are highly variable. The gulf between MWD’s
fixed expenses, at 70 percent, and fixed revenues, at 16 percent, is a key reason why MWD is in the
worst financial crisis in its history.
More than 15 years ago, the MWD Water District Blue Ribbon Task Force (Blue Ribbon Task Force) found
that the “greatest challenge” confronting MWD was the disconnect between its water supply planning
process and its member agencies’ actual willingness to pay (or not pay) for MWD programs (see
generally, Task Force Report, The IRP/Rate Structure Process and MWD Decision Making at pages 5‐9
and The Integrated Resources Planning (IRP) process at pages 10‐15).1 The Blue Ribbon Task Force found
that:
•
•

“An effective rate structure should generate sufficiently stable revenues to cover fixed costs”
(page 15); and noted that,
“Some of the member agencies most strongly supporting big‐ticket projects…also had the most
aggressive plans to reduce their future MWD water purchases and develop independent
supplies.” (Page 23.)

In order to address MWD’s long term fiscal sustainability, the Blue Ribbon Task Force recommended
that MWD’s rate structures should ensure coverage of fixed costs without substantial modifications
based on water use or other variable factors (page 20).
More than 15 years have now passed since the Water Authority and Blue Ribbon Task Force
independently recommended that MWD adopt fixed payment commitments to address the growing
instability of MWD’s financial structure. At that time, the Blue Ribbon Task Force warned that,
“[c]omprehensive rate structure revisions should not be further delayed, and pressing MWD revenue
needs should be addressed as soon as possible.” (Page 21.) Unfortunately, as you noted during your
August 10, 2010 IRP presentation in San Diego (full quotation is included at Attachment 3), the rest of
MWD’s member agencies “…prefer it the way it is” and remain unwilling to sign take‐or‐pay contracts or
other firm funding commitments to pay for MWD spending programs.

1

A second Blue Ribbon Committee was established by the MWD Board of Directors in January 2010. It has issued
a Report, dated April 12, 2011, which has not yet been addressed by the MWD Board of Directors. Although the
principal purpose of the 2011 Blue Ribbon Committee was to consider trends and uncertainties over the next 50
years that could affect MWD, it noted the importance of ensuring that the MWD rate structure provide a stable
level of revenues to cover fixed costs – and, that if MWD’s member agencies find they can procure water more
cheaply and reliably from other sources, they will reduce their purchases from MWD. See generally, Report of the
Blue Ribbon Committee dated April 12, 2011, Finances and Pricing, at pages 73‐76.
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At the same time the MWD board has refused to ask or require MWD’s member agencies to commit to
pay for MWD spending programs, it continues to adopt business and water resource plans that include
massive spending for future State Water Project Bay Delta Conservation Plan costs, Integrated
Resources Plan capital spending and long‐term subsidy expenditures. While the Blue Ribbon Task Force
appreciated the risk that was apparent more than 15 years ago (“MWD can no longer afford to build
major facilities and hope that member agencies will buy enough water to pay for them over several
years” (page 23)), MWD appears now to be reaching the breaking point due to reduced demands and
implementation of member agencies’ ongoing plans to buy less water from MWD. MWD’s downward
fiscal spiral is being hastened by the approval of more and more subsidies to its member agencies that
will lead to even lower MWD sales – and revenues. Furthermore, the resumption of discount water
sales by MWD in May of this year, which are displacing full service sales, will lead to even lower water
sales revenues and continued operating budget shortfalls as MWD’s spending is not curtailed to match
its lower water sales.
While MWD’s “Purchase Orders” are clearly no substitute for enforceable contracts, the expiration of
the current Purchase Orders in December 2012 provides the board with another opportunity to address
the deficiencies in the current financial structure and rate model. The Water Authority recommends
that a board process be established as soon as possible to grapple with these issues. The Water
Authority remains willing to execute a take‐or‐pay contract with MWD, and, to make the other tough
decisions that are necessary in order to stabilize MWD’s revenues and fiscal sustainability.
MWD’s rising rates and debt burden, coupled with the lack of political will on the part of the MWD
board to require its member agencies to commit to pay for MWD spending programs, is exactly the kind
of political risk that was identified in the recent downgrade of our country’s credit rating by Standard &
Poors. In May of this year, the rating agencies noted that while MWD is heavily dependent upon
variable sales of water for its revenues, its member agencies are not obligated to purchase any water
from MWD, a finding that appeared to be a factor in Fitch Ratings’ downgrade. We would like to work
together with MWD staff and the rest of the board to avoid further downgrades of MWD’s credit
ratings.
Finally, the Water Authority requests that you correct the record regarding the statements made by you
at the July 12, 2011 Board meeting discussion on the business plan. This can be accomplished by
appending this letter, with attachments, to the July Board meeting minutes, as well as incorporating this
letter by reference and attaching it to the minutes of the August 2011 board meeting – and we request
that you do so.

Sincerely,

Fern Steiner, on behalf of the Water Authority’s MWD Board Directors
cc:

Water Authority Board of Directors
MWD Board of Directors
MWD Member Agency Managers
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Attachments:
1. Summary of Proposal to Resolve Colorado River and Rate Refinement Issues, dated April 22,
1996
2. Framework of Key Contract Terms, dated February 17, 2000
3. Jeff Kightlinger quote from August 10, 2010 IRP presentation in San Diego

May 6, 2011
Jeff Kightlinger, General Manager
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054-0153
Board Memo 5-1 – Sale of Discounted Water
Dear Jeff,
Thank you for responding to our April 25, 2011 letter regarding MWD’s proposed sale of
discounted water to selected member agencies. We appreciate that water supply conditions in
2011 have improved significantly; however, the question before the board is what to do with the
water that is now available to MWD.
You state in your letter that MWD will maximize the use of its storage assets in 2011 to store
available supplies. Director Steiner has requested and you have agreed to provide detailed
information how MWD will do that. Past MWD board reports show that MWD has ample
storage and put capacity available to store all of the available water in MWD storage facilities.
Indeed, by our calculation, even if all of the available water is stored by MWD – as we believe it
should be – MWD’s storage will remain less than half full.
You also state that MWD will likely end the year with its regional storage reserves at the “highest
levels in history”; however, this observation fails to take into account the fundamental shift in
MWD’s water supply reliability planning which – unlike past history – now relies heavily upon
the withdrawal of water from storage in dry years. That is why the Water Authority has
supported MWD’s multi-billion dollar investment in storage facilities and agreements, which
provide more than 5 million acre feet of storage capacity. Given this water supply strategy and
investment, it is difficult to understand why MWD now has no intention of maximizing its
investment in storage in a year like this, when water is available. MWD is barely out of a multiyear allocation, yet instead of filling its storage reserves, it wants to sell it at a discount.
The problems with the replenishment program have been previously documented and we will not
repeat them here. MWD has been well aware of these concerns for many years but has failed to
address the problems in any revised board policy or otherwise. Suffice it to say that the program
does not provide benefits to MWD commensurate with the cost to MWD of the program. If
MWD is intent on selling discounted water, then it should be made available to all MWD member
agencies equally, not just to select agencies on the purported basis of a clearly flawed water
supply management program.
On the financial side, the board memo and your letter are clear that under the discounted sales
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proposal, MWD will not recover its fixed costs. This month’s staff report shows MWD’s FY
2011 sales have further dropped to 1.6 million acre feet (MAF), from the budgeted 1.93 MAF.
Although short term cash flow may be improved by the proposed sale of discounted water, it has
a deleterious effect on MWD’s financial position overall. We believe you know that MWD’s
fiscal crisis is real – we would welcome the opportunity to work with you on finding real
solutions.
Regarding your comments on the member agencies’ willingness to pay for current and future
fixed costs, our comments were taken directly from the MWD board memo citing the member
agencies’ “budgetary and fiscal constraints” as the reason they are not buying MWD water now at
the full price that was assumed in the current fiscal year budget. Clearly, the sale of water at full
price would be the preferred option because the region would achieve the same storage and water
supply benefits and MWD would come closer to hitting its own budget, which is more than $150
million short that also threatens to leave reserves precariously low.
Finally, we believe you know that the Water Authority’s litigation has nothing to do with
challenging State Water Project costs – the only question is how those costs should be allocated
between supply and transportation. The Water Authority expects to remain one of MWD’s
largest customers and to pay its fair share of MWD’s costs under its State Water Project supply
contract. Indeed, to our knowledge, the Water Authority is the only MWD member agency that
has actually offered to enter into a long-term contract with MWD for the purchase of State Water
Project water and other supplies and services. With firm contracts, MWD could count on being
able to cover its fixed costs, now and in the future. We would be happy to make a presentation to
the board on the history of that offer as well as make a proposal for the future. We agree that
MWD is in a fiscal crisis and the gimmicks being employed this year – including a “fire sale” of
discounted water – will not solve or even address the real problem.
Sincerely,

Jim Bowersox
Director

Lynne Heidel
Director

cc: Jack Foley, MWD Board Chairman

Keith Lewinger
Director

Fern Steiner
Director

December 9, 2010

Brian Thomas
Assistant General Manager/Chief Financial Officer
Metropolitan Water District of Southern California
700 N. Alameda Street
Los Angeles, CA 90012
Dear Mr. Thomas:
We reviewed Appendix A of MWD’s Draft Official Statement, distributed to members of
the Board of Directors on November 24, 2010 for an upcoming bond sale. We have a
number of concerns. A principal concern is that the Draft Statement does not disclose
MWD’s present and future reduction in water sales due to a variety of key facts.
2010 Integrated Resources Plan
The recently adopted 2010 IRP articulated a new untested business strategy for MWD
that is different than the historical role it has played in importing supplemental water
supplies to Southern California. The implementation of this strategy would result in an
overdevelopment of supplies by at least 200,000 acre-feet in 2020 and as much as
500,000 acre-feet per year through the overdevelopment of local supplies – either by
MWD directly, or developed in concert with MWD subsidies. This new strategy has
significant cost implications that have not been adequately described in the IRP or
disclosed in the Draft Official Statement and could result in reduced sales rather than
increased sales by MWD in the future. We described our concerns in our October 11,
2010 letter to MWD (copy attached and incorporated herein by reference). The 2010 IRP
showed an MWD demand ranging from 1.67 million acre-feet to 1.75 million acre-feet in
2015, depending on how aggressively MWD would pursue local resources development.
MWD demand is projected to be even lower in 2035 at between 1.35 million acre-feet
and 1.65 million acre-feet. These are significant projected reductions in MWD sales.
The Draft Statement fails to adequately disclose this fact.
Moreover, a month after MWD’s board adopted the 2010 IRP, MWD staff released new
water sales projections as part of its Long Range Finance Plan that show even lower
potential sales by 2020, in a range from of a low of 1 million acre-feet, a high of 2
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million acre-feet and a “projected expected” sales of 1.6 million acre-feet. The financial
impact on MWD of 400,000 to 500,000 acre-feet of lower sales represented by the
“projected expected” forecast is significant, and MWD must reconcile this major
discrepancy in its Appendix A.
In addition to these concerns, MWD must analyze and disclose applicable limitations on
its ability to fund local projects anticipated by the IRP under its existing rate structure,
and, subject to the new Constitutional limitations under Proposition 26 as recently passed
by California voters.
Projected Water Sales
The projected sales for the near term are overstated given current and reasonably
anticipated water sales. After a series of steep rate hikes (increasing Tier 1 Treated Rate
by 55 percent between 2008 and 2012), water management actions including aggressive
conservation messaging, cessation of discounted replenishment water sales, phasing out
of the agricultural program rate, and the implementation of M&I water allocation, MWD
has significantly lowered its water demand. For the 10-year period of 2000-2009,
MWD’s annual water sales averaged 2.17 million acre-feet. This calendar year, MWD’s
sales are projected to equal a multi-decade low of about 1.5 million acre-feet – nearly
700,000 acre-feet below past decade’s average (and 1 million acre-feet below its peak
sales year) and importantly, 250,000 acre-feet below MWD’s budgeted amount. Staff
reported just last month that MWD’s current year revenue is expected to be $120 million
less than budgeted due to declining sales. This will put ever-increasing pressure to raise
rates even higher, if not in CY 2012, then in following years.
We do not believe it is reasonable to assume MWD water sales will return to the 2
million acre-feet level in the time frame noted in the Official Statement, or, that it has the
water supplies available to sustain sales in this range continuously. Moreover, as noted
above, the implementation of the IRP could actually result in further reduction in MWD’s
own water sales.
Use of Bond Proceeds and Need for Funds
Given today’s extraordinary upward rate pressure, and downward water sales trends, it is
unclear why MWD is considering selling bonds at this time. We were informed by staff
just last month due to lower water sales, MWD would be drawing down about $100
million from its Rate Stabilization Fund to help cover the impacts of low sales, resulting
in reserves that are lower than the Board’s established minimum level. We should be
reviewing all expenditures, including scrubbing the Capital Investment Program, to
reduce rate pressure. Selling the bonds now would result in MWD needing to expend the
money within the specified time – that does not make sense. MWD needs to first figure
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out what its new CIP expenditures should be in the current fiscal situation, and sustained
lower water sales before committing itself to spending additional funds.
In conclusion, we believe MWD’s exposure to sustained lower water sales is significant
due to factors such as challenges to MWD’s supplies, implementation of SBX7-7, the
adoption of the 2010 IRP, and high water rates’ impact on consumer demand; these
factors must be disclosed in detail. As such, we request that the Draft Statement be
modified to ensure MWD provides adequate disclosure to potential investors.
Thank you.
Sincerely,

Keith Lewinger
Director
Attachment
Cc:

MWD Board of Directors
Jeff Kightlinger, General Manager
MWD Member Agency Managers

San Diego County Wafer Authority
4677 Overland Avenue • San Diego, California 921 23-1 233
(858) 522-6600 FAX (858) 522-6568 www.sdcwa.org

September 22, 2010

MEMBER AGENCIES
Corisbad
Municipal Woter District

Brian Thomas
Assistant General Manager/Chief Financial Officer
Metropolitan Water District of Southern California
700 N. Alameda Street
Los Angeles, CA 90012

City of Del Mur
City of Escorrdid,

Dear Brian:

Cily of Notionof City
City ol Oceanside
City of Poway
City of Son Diego
Fall brook
Public Utility District
Hefio Water Drst,ict
Lakeside Woter District
olivenhan
Municipal Vuorer Distrct

Otay Water Diutrct
Podre Dam
Municipul Woter District
Camp Perrdleloe
Morioe Corps Base
Roinbow
Muocpal Woter District
Romono
Muniopal Water Dntrict

On the afternoon of September 16, you distributed to members of the Board of Directors
Appendix A of MWD’s Draft Official Statement for an upcoming refunding bond sale and
asked for comments to be submitted by noon today; given the tight deadline, we limit our
comments in this letter and the attachments to only the most significant issues and concerns
with Appendix A. These comments are presented to you by the four of us as directors
representing the San Diego County Water Authority. We request that you respond to the
questions presented in this letter and make the necessary modifications to Appendix A of the
Official Statement before it is finalized and issued. We believe additional time is warranted
to schedule a full board review of the issues noted in this letter and in our IRP Comment
Letter discussed below.

2010 Integrated Resources Plan
On page A-3. fourth paragraph, MWD makes only passing reference and does not disclose
key facts about its 2010 Integrated Resources Plan Update. The document states that the
.is expected to be completed in late 2010.” In fact, the IRP is expected to be
IRP
presented by MWD staff to the Board of Directors for adoption at its October 12, 2010
meeting only 13 days after the initiation of bond sales covered by this Official Statement.
Appendix A fails to disclose material facts about the 2010 IRP that should be disclosed to
potential investors, including but not limited to MWD’s plan to develop so-called “buffer”
water supplies in the amount of up to 500,000 acre-feet per year, at a cost of billions of
dollars over the next 25 years. On September 10, 2010, the Water Authority submitted to
MWD extensive comments on the IRP. A copy of that letter is attached and the questions
and comments incorporated herein (IRP Comment Letter). We request that MWD provide a
substantive discussion in Appendix A regarding potential legal and financial implications
from the shift from MWD’s historic role as a supplemental imported water supplier to local
water supply developer; that identifies the breadth of the IRP implementation strategies
under consideration, and the extent of costs and future water rates that would be necessary to
implement the IRP recommendation. Appendix A should also include a discussion here
and elsewhere on the effects higher water rates are expected to have on MWD sales.
Experience over the past several years clearly shows a nexus between sharply higher water
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rates and conservation (demand reduction) by customers (ratepayers). MWD should disclose the
impacts of its IRP strategies that would lead to water rates exceeding $2,000 an acre-foot by 2035 if
not sooner and the impacts increasing water rates would have on water demands on MWD. Further,
as discussed at length in the IRP Comment Letter, how will MWD ensure that there will be
customers to pay for its regional local water supply projects when so many agencies are in the
process of developing local water supply projects of their own for which their retail customers will
pay through retail water rates. This concern should also be discussed in connection with the renewal
of purchase orders at page A-1.
We are also concerned that the discussion is misleading about the purpose and importance of the IRP
in the development and implementation of the “Preferred Resource Mix.” Responding to questions
about the necessity of CEQA review prior to adoption of the draft IRP update, MWD staff has stated
that such review is not required because the IRP is not a document that controls future decisionmaking in a manner that could result in the possibility of a significant effect on the environment.
However, MWD staff has also stated that it intends to take immediate action to implement projects
and programs identified in the draft IRP should it be adopted by the Board. When viewed in its
entirety, the discussion of the IRP and the Preferred Resource Mix suggest the IRP is viewed by
MWD as a controlling document that would be the first step in the implementation of a major new
supply program and would be subject to CEQA. If this is not the case, MWD must make that clear
and should also provide assurance that CEQA compliance will be accomplished before any actions
are taken to implement any of the programs or projects contemplated as part of the draft IRP’s
Supply Buffer.
Seawater Desalination Project Subsidies
On page A-4 and again on page A-31, under Seawater Desalination, MWD mischaracterizes the
Carlsbad seawater desalination project and the status of the incentive payment agreement with MWD
relating to this project. MWD also fails to disclose the fact that MWD has initiated termination
proceedings on incentive payment agreements with the Water Authority and its member agencies,
and, that it is MWD that has refused to sign the Carlsbad Seawater Desalination Project agreement
approved by its own board on November 10, 2009.
In the Seawater Desalination Sections of Appendix A on Pages A-4 and A-31, Metropolitan
addresses the status of member agency agreements for incentive funding for seawater desalination
projects, including the Water Authority’s incentive funding agreement. Metropolitan states that
“SDCWA has not executed the proposed agreement.” This statement would mislead the reader to
conclude that but for SDCWA’s execution, the agreement would be in effect today. That is not true.
The Water Authority’s incentive funding agreement, approved by the Metropolitan Board on
November 10, 2009 and by the Water Authority Board on December 17, 2009, includes rate structure
integrity language that allows Metropolitan to terminate the agreement should the Water Authority
file litigation to challenge Metropolitan’s rate structure. Following the Water Authority’s initiation
of litigation in June 2010 (briefly discussed on page A-47) challenging Metropolitan’s rates and
charges, Metropolitan’s Board initiated termination of existing Water Authority funding agreements
that include rate structure integrity language. On August 25, 2010, in a letter to the Water Authority
from Metropolitan’s General Manager (attached), the Water Authority was notified that
“Metropolitan’s Board of Directors also directed staff to defer execution” of the Water Authority’s
seawater desalination incentive funding agreement “…as termination proceedings would begin
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immediately upon execution.” These facts regarding the Carlsbad Seawater Desalination Project
agreement should be stated on pages A-4 and A-31.
Near-Term Delta Actions
On page A-25, under Near-Term Delta Actions, MWD discusses the potential supply benefit of the
proposed Two-Gate System and other “near-term” actions to improve water supply and ecosystem of
the Delta. However, MWD does not provide a timeline estimate of when it expects the Two-Gate
project to be in place and producing improved supply reliability of approximately 150,000 acre-feet
per year in certain years. We request an estimated operational date for the Two-Gate project be
added to this discussion.
Five-Year Supply Plan
On page A-26, under Local Resources, MWD projects that 122,000 of additional, new supply could
be online by 2014 from recycled water treatment plants, groundwater recovery plants, desalination
plants and new hookups to existing recycled water plants. This figure seems optimistic based on the
experience. If MWD indeed projects this level of implementation, it is not our belief that the costs
associated with such level of local resources development have been included in the budget or water
rates adopted for 2011 or 2012. We request that the estimated costs and associated water rate
increases be added to this discussion. In addition, given the long lead time generally associated with
the development of such projects, we believe MWD should describe the process by which it will be
able to implement local projects of this magnitude within the timeline described in the O.S.
Significant Exposure to Reduced Sales
On page A-29, Appendix A describes a construction project that will provide an interconnection
between the Antelope Valley-East Kern Water Agency and the Los Angeles Aqueduct. Under an
agreement with MWD, the City of Los Angeles will be able to acquire and move into the LA
Aqueduct supplies obtained independently of MWD. This section notes that the annual quantity of
supplies moving into the LA Aqueduct through the interconnection is “…not to exceed the supplies
lost to the City as a result of its Eastern Sierra environmental obligations, including water for the
Lower Owens River Project and Owens Lake Dust Mitigation Project….” That amount, Appendix A
notes, was 98,000 acre-feet from April 2009 to March 2010. However, MWD does not disclose that
the City of Los Angeles currently purchases water used to offset the use of its own Eastern Sierra
supplies for environmental purposes from MWD, and that the interconnection with AVEK will allow
LA to reduce its purchase from MWD on an acre-foot-for-acre-foot basis. Reduction of sales by
approximately 100,000 acre-feet per year will have a material effect on MWD revenues and on
MWD’s water rates. And yet, on page A-30, MWD asserts that the City of LA’s “future reliance on
Metropolitan supplies may increase with implementation of these (Eastern Sierra environmental)
projects.” The motivation for LA to pursue the interconnection with AVEK in the first place is its
apparent belief that it can acquire independent supplies at a lower cost than MWD’s supply cost.
Therefore, in contrast to the statement on page A-30, it is more likely LADWP will acquire any
additional environmental offset water needed from sources other than MWD.
Future Water Sales and Receipts
On Page A-69, and again at A-71 to A-72, MWD projects steady growth in water sales over the next
five years from 1.77 million acre-feet in the current fiscal year (2011), to 2.11 million acre-feet in FY
2015, “…reflecting a return to average weather conditions.” This projection appears to attribute the
current low water demands on MWD (and reduced sales) to a single factor: weather. A return to
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normal weather, the report implies, will result in returning sales to pre-shortage levels. No
discussion or consideration is provided to what effect other factors –most notably higher water rates
– have had, and continue to have in suppressing water demand and sales. The O.S. also fails to
discuss or take into account the recently passed 20x2020 legislation requiring 20% conservation at
the retail level. Appendix A should provide an analysis of the impacts higher water rates and
conservation requirements are having on demand and sales, and factor those impacts into projections
of future water sales (e.g. the next five fiscal years and beyond).
Page A-72 notes that because of lower-than-budgeted water sales in the current year (160,000 acrefeet lower than budgeted), MWD will make a draw of $34 million from its Water Rate Stabilization
Fund. However, on September 17, 2010, at the MWD Member Agency Managers meeting, MWD
management reported that the net draw from the Water Rate Stabilization Fund this year is projected
to be $100 million. MWD should reconcile these two figures and ensure the number reflected
Appendix A is the correct one.

We believe the comments contained in this letter and the attachments must be addressed through
substantive modifications to Appendix A and request those changes be made to ensure MWD
provide accurate and adequate disclosure to potential investors.

Thank you.
Sincerely,

Lynne Heidel
Director

Keith Lewinger
Director

Bud Pocklington
Director

Fern Steiner
Director

Attachments
Cc:

MWD Board of Directors
Jeff Kightlinger, General Manager

Attachment 3

Tuesday, September 11, 2012
Meeting Schedule
7:00-8:00 a.m.

Rm. 2-413

Dirs. Computer
Training

9:00 a.m.

Rm. 2-145

L&C

10:30 a.m.

Rm. 2-456

C&L

11:30 a.m.

Board
Room

Board Meeting

Regular Board Meeting
September 11, 2012
11:30 a.m. -- Board Room

MWD Headquarters Building



700 N. Alameda Street



Los Angeles, CA 90012

1. Call to Order
(a)

Invocation: Michael Thomas, Team Manager, Engineering Services

(b)

Pledge of Allegiance: Director Rudy Montalvo

2. Roll Call

3. Determination of a Quorum

4. Opportunity for members of the public to address the Board on matters
within the Board's jurisdiction. (As required by Gov. Code § 54954.3(a))

4A Mark Cowin, Director, California Department of Water Resources

5. OTHER MATTERS
A.

Approval of the Minutes of the Meetings for August 14, 20 and 21, 2012.
(Copies have been mailed to each Director)
Any additions, corrections, or omissions

B.

Report on Directors' meetings attended at Metropolitan expense for month
of August
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C.

Induction of new Director, Thomas Babcock, from city of Fullerton
(a) Receive credentials
(b) Report on credentials by General Counsel
(c) File credentials
(d) Administer Oath of Office
(e) File Oath

D.

Presentation of five-year service pin to Director Sylvia Ballin, representing
city of San Fernando

E.

Approve committee assignments

F.

Chairman's Monthly Activity Report

6. DEPARTMENT HEADS' REPORTS
A.

General Manager's summary of Metropolitan's activities for the month of
August

B.

General Counsel’s summary of Legal Department activities for the month
of August

C.

General Auditor's summary of activities for the month of August

D.

Interim Ethics Officer's summary of activities for the month of August

7. CONSENT CALENDAR ITEMS — ACTION
7-1

Appropriate $1.2 million; and award $738,684 contract to Kaveh
Engineering & Construction, Inc. for Phase 2 rehabilitation of pipe
expansion joints at Julian Hinds Pumping Plant (Approp. 15374). (E&O)
Recommendation:
Option #1:
Adopt the CEQA determination and
a. Appropriate $1.2 million; and
b. Award $738,684 contract to Kaveh Engineering & Construction, Inc. for
Phase 2 rehabilitation of pipe expansion joints at the Julian Hinds
Pumping Plant.
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Appropriate $480,000; and authorize preliminary design of an operations
and maintenance service center for the Orange County portion of the
distribution system (Approp. 15480). (E&O)
Recommendation:
Option #1:
Adopt the CEQA determination and
a. Appropriate $480,000; and
b. Authorize preliminary design of an operations and maintenance service
center for the Orange County portion of the distribution system.

7-3

Approve amendments to the Metropolitan Water District Administrative
Code to conform to current laws and practices and make corrections.
(L&C)
Recommendation:
Option #1:
Adopt the CEQA determination and approve amendments to the Administrative
Code set forth in Attachment 2 to reflect the changes recommended in the
board letter.

7-4

Authorize the amendment of contract with Ellison Schneider & Harris to
increase the maximum payable from $100,000 to $200,000 for preliminary
analysis of the permits for the State Water Project and Central Valley
Project. (L&C)
Recommendation:
Option #1:
Adopt the CEQA determination and authorize the General Counsel to amend
Agreement No. 124110 with Ellison, Schneider & Harris to increase the
maximum payable by $100,000 to a total of $200,000 .

(END OF CONSENT CALENDAR)
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8. OTHER BOARD ITEMS — ACTION
None

9. BOARD INFORMATION ITEMS
None

10. DEPARTMENT HEADS PERFORMANCE EVALUATIONS
10-1

Report from General Manager, General Counsel, and General Auditor on
the performance evaluations received by the Executive Committee.
[Public employees’ performance evaluation; to be heard in closed session pursuant
to Gov. Code Section 54957]

11. POSITION OF ETHICS OFFICER
11-1

Consideration of candidates for the position of Ethics Officer.
[Public employee appointment—Ethics Officer; to be heard in closed session
pursuant to Gov. Code Section 54957]

12. FUTURE AGENDA ITEMS

13. ADJOURNMENT
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NOTE: At the discretion of the Board, all items appearing on this agenda and all committee agendas, whether or not
expressly listed for action, may be deliberated and may be subject to action by the Board.
Each agenda item with a committee designation will be considered and a recommendation may be made by one or
more committees prior to consideration and final action by the full Board of Directors. The committee designation
appears in parentheses at the end of the description of the agenda item e.g. (E&O, F&I). Committee agendas may
be obtained from the Board Executive Secretary.
Writings relating to open session agenda items distributed to Directors less than 72 hours prior to a regular meeting
are available for public inspection at Metropolitan's Headquarters Building and on Metropolitan's Web site
http://www.mwdh2o.com.
Requests for a disability related modification or accommodation, including auxiliary aids or services, in order to
attend or participate in a meeting should be made to the Board Executive Secretary in advance of the meeting to
ensure availability of the requested service or accommodation.
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Summary Report for
The Metropolitan Water District of Southern California
Board Meetings
September 11, 2012
ADDRESSED THE BOARD
Mark Cowin, Director, California Department of Water Resources, addressed the Board.
(Agenda Item 4A)

COMMITTEE ASSIGNMENTS
Director Babcock was assigned to the Finance and Insurance Committee and the Engineering
and Operations Committee. The Special Committee on Desalination and Recycling was
dissolved, and its duties were transferred to the Water Planning and Stewardship Committee.
(Agenda Item 5E)

CONSENT CALENDAR
In other action, the Board:
Appropriated $1.2 million; and awarded a $738,684 contract to Kaveh Engineering &
Construction, Inc. for Phase 2 rehabilitation of pipe expansion joints at the Julian Hinds
Pumping Plant. (Agenda Item 7-1)
Appropriated $480,000; and authorized preliminary design of an operations and maintenance
service center for the Orange County portion of the distribution system. (Agenda Item 7-2)
Approved amendments to the Administrative Code set forth in Attachment 2 to the board
letter. (Agenda Item 7-3)
Authorized the General Counsel to amend agreement No. 124110 with Ellison, Schneider &
Harris to increase the maximum payable by $100,000 to a total of $200,000.
(Agenda Item 7-4)

OTHER MATTERS
Thomas Babcock was inducted to the Board representing the city of Fullerton.
(Agenda Item 5C)
Director Sylvia Ballin, representing the city of San Fernando, received a 5-year service pin.
(Agenda Item 5D)

In closed session, the Board heard reports from the General Manager, General Counsel, and
General Auditor on their performance evaluations received from the Executive Committee.
(Agenda Item 10-1)
In closed session, the Board considered candidates for the position of Ethics Officer.
(Agenda item 11-1)

THIS INFORMATION SHOULD NOT BE CONSIDERED THE OFFICIAL MINUTES
OF THE MEETING.
Board letters related to the items in this summary are generally posted in the Board Letter
Archive approximately one week after the board meeting. In order to view them and their
attachments, please copy and paste the following into your browser
http://edmsidm.mwdh2o.com/idmweb/home.asp

Attachment 4

Date:

September 4, 2012

To:

San Diego County Water Authority Board Members

From

Ken Carpi and Jonathan Clay
Legislative Representatives

Subject:

Legislative Update

Sacramento
The end of session push was eventful as was to be expected. The legislature had around 1,000
bills to consider the last two weeks of August, prior to the Friday, August 31st deadline of the
adjournment of session. The Governor will have until September 30th to sign or veto bills that
made it to his desk. There were several big issues that remained to be dealt with during the
closing two weeks of session - those include pension reform, worker's compensation, and CEQA.
Pension reform made it to the Governor’s desk and was signed earlier in August. This pension
reform package mostly dealt with what will be new employees to the CalPers/37 Act pension
systems. Workers Comp reform also made it through the legislature and was signed by the
Governor. CEQA was killed before it gathered enough steam to make it through the process, but
it appears as though talks will continue through the legislative recess and something may be
introduced next legislative session to deal with CEQA reforms.
The focus in Sacramento these days is the Governor's initiative in November and there are
frequent reminders of its importance to the Governor. We would not be surprised if the
Governor calls for a special session in November to deal with budget issues depending on if his
initiative fails in November. It would be safe to say that many of the trigger cuts in the current
budget which impact K-12 schools, higher education, and public safety will be revisited and its
likely that many of those cuts will be shifted to other parts of the State budget. If your agency
collects some portion of property tax revenue, be prepared for the Legislature looking at those
funds to offset cuts in education/public safety (yes, Prop 1A does afford protections, but in the
same vein, many folks thought that those same protections, as well as Prop 22, also protected
redevelopment agencies). In the meantime, we expect Sacramento to be relatively calm and
quiet as campaign season continues to ramp up and the legislature is in recess until the new
members are sworn in the first week of December.
Legislation – Below are a list of bills that SDCWA has taken active positions on during the 2012
Legislative Session. The Governor has already acted on a number of bills, and only two remain
pending his signature or veto. We will be prepared to provide a full report at the October Board
meeting once the Governor has completed his actions for the 2012 Legislative Session;
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Bill
AB 1095 (Buchanan)

Position
Oppose

AB 1422 (Perea)
AB 1508 (Carter

Support
Support

AB 2398 (Hueso)

Sponsor/Support

AB 2443 (Williams)
AB 2595 (Hall)
SB 250 (Rubio)

Support
Support
Support

SB 1094 (Kehoe)

Support

SB 1169 (Kehoe)

Support

SB 1387 (Emmerson)

Support

Subject
Sacramento San Joaquin
Delta Reform Act Actions
Water Bond ballot change
Junk Dealers and Recyclers:
metal theft
Water Recycling
Quagga Mussels
Desalination
Related to Sacramento San
Joaquin Delta:
Land Use: Mitigation Lands:
Nonprofit Organizations
Natural Community
Conservation Planning
Metal Theft

Action
Failed in Senate Natural Resources
Committee
Signed by the Governor
Signed by the Governor
Held in Senate Natural Resources
Committee
Signed by the Governor
Held in Senate Appropriations
Held in Assembly Water Parks and
Wildlife
To the Governor
Signed by the Governor
To the Governor

Washington, DC
Congress Returns for Brief Session, Passes Continuing Resolution – The House and Senate
returned for a short session this month before recessing again until after Election Day. Before
departing for the final campaign push, Congress cleared the spending bill to keep the federal
government running until March 27, 2013. The House passed the continuing resolution (CR) by
a vote of 329-91 and the Senate passed it 62-30. President Obama must sign it by September 30
and he is expected to do so.
The CR provides $8 billion more than the final FY2012 spending level, but individual programs
are essentially funded at their 2012 level. The CR does not provide any funding for new
programs or projects included in appropriations bills from earlier this year that were either
passed by one chamber or committee. While the CR does not contain any new policy riders, it
does maintain those contained in previous appropriations bills, such as a prohibition on the U.S.
Army Corps of Engineers funding new Principles and Guidelines for water projects.
Members Press for Action on Salton Sea – Congresswoman Mary Bono Mack wrote to
Governor Jerry Brown and the South Coast Air Quality Management District urging action to
address a situation she called “a dying ecosystem” at the Salton Sea. She also wrote that the
evidence of environmental damage being witnessed in the area “…demonstrated that issues
involving the Salton Sea no longer only affect the Coachella Valley, but also the broader
Southern California area.”
In her letter, Rep. Bono Mack also expressed her disappointment that the Legislature had failed
to take up the Department of Natural Resources’ restoration plan and the Legislature’s decision
to repeal funding for the Salton Sea Restoration Council. In closing, she wrote, “I urge you to
bring together your state agencies and work with our local leaders, who need to have a greater
voice in saving the Salton Sea. I am contacting federal agencies asking for their cooperation and

partnership in this effort as well.”
Her letter added to calls from Rep. Henry Waxman, ranking member of the House Committee on
Energy and Commerce, and Senator Barbara Boxer to address deteriorating conditions at the
Salton Sea.
Senate Subcommittee on Water and Power Hears Testimony – The Subcommittee held a
legislative hearing to receive testimony on four bills, one of which has interest in California.
H.R. 2842, the Bureau of Reclamation Small Conduit Hydropower Development and Rural Jobs
Act of 2012, passed the House in March by a vote of 265-154 (including 28 Democrats
supporting it) and is cosponsored by California Reps. Jim Costa and Tom McClintock. The bill
would authorize the U.S. Bureau of Reclamation to enter into contracts for new hydropower
generation on conduits or canals on Reclamation-owned projects. A witness testifying on behalf
of Reclamation was generally supportive of H.R. 2842, but objected to the bill’s blanket
exemption from NEPA for small hydropower projects and to several of the technical definitions
included in the House-passed version of the bill. The short legislative calendar remaining this
year and the urgency of larger fiscal issues does not bode well for H.R. 2842.
Terry Fulp Named New Director for Lower Colorado Region – U.S. Bureau of Reclamation
Commissioner Mike Connor announced that Terry Fulp has been named regional director for the
Bureau's Lower Colorado Region. Fulp has served in the region since 1989, when he joined
Reclamation, and was named deputy regional director in March 2008.
Chemical Security Program Comes Under Scrutiny – The Department of Homeland
Security’s Chemical Facilities Anti-Terrorism Standards Program (CFATS) was the subject of
another oversight hearing by the Environment and Economy Subcommittee of the House Energy
and Commerce Committee on Sept. 11.
Problems with the program came to light at end of last year when an internal memorandum
detailing an array of management failures and implementation flaws was leaked to the press..
Although water agencies are not covered by the CFATS program, there is regularly an effort in
Congress to move drinking water and wastewater security into the CFATS program. At this
hearing members of Congress were focused on the program's flaws, and there was little
discussion of water security issues.
However, Paul Orum, testifying on behalf of the Blue Green Chemical Security Coalition and the
Center for American Progress, once again made the case for DHS oversight of water facilities.
Orum was one of the witnesses on the second panel along with Anna Fendley of the United
Steelworkers; Mathew Leary, corporate EHS&S manager, Pilot Chemical Company; Timothy
Scott, chemical security officer, Dow Chemical Company.
Orum characterized drinking water and wastewater facilities' exemption from the CFATS
program as a “fundamental deficiency” and encouraged committee members to close this
“security gap.” Additionally Orum made the case for incorporating the concept of “avoidable
chemical hazards” or “inherently safer technology” into the CFATS program. This concept

encourages facilities to switch from a “hazardous” chemical to a safer one. In previous testimony
Orum has cited water facilities' use of chlorine gas as an “avoidable chemical hazard.”

