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1

Petitioner and Plaintiff San Diego County Water Authority (“Petitioner” or “the Water

2

Authority”) brings this Petition for Writ of Mandate, and Complaint for Determination of

3

Invalidity and Declaratory Relief (“Complaint”), alleging as follows:

4
5

I.
1.

INTRODUCTION

The Water Authority brings this action for writ of mandate, declaratory judgment,

6

and determination of invalidity, challenging rates and charges adopted by Respondent and

7

Defendant Metropolitan Water District of Southern California (“Metropolitan”) on April 10,

8

2018, to be effective January 1, 2019 and January 1, 2020. Metropolitan’s rates and charges for

9

calendar years 2019 and 2020 violate cost-of-service requirements imposed by the California

10

Constitution, California statutory law, and common law, and flout a binding Court of Appeal

11

decision invalidating the wheeling rates Metropolitan charged from 2011-2014.

12

2.

The Water Authority is one of the major public water agencies in Southern

13

California. The Water Authority provides water to 24 local agencies that supply San Diego

14

County’s 3.3 million residents and its thriving $222 billion economy. With very little local

15

ground water and limited rainfall, local sources of water are scarce in San Diego County. To

16

meet demand, the Water Authority has historically imported between 75 and 95 percent of its

17

water. The Water Authority purchases a significant amount of its imported water from

18

Metropolitan, a regional water agency whose 26 members include the Water Authority.

19

3.

Although the Water Authority is one of Metropolitan’s largest customers, the

20

Water Authority has also developed, and is continuing to develop, its own independent sources of

21

water supplies. Since 2003, the Water Authority has funded vital conservation projects in the

22

Imperial Valley in exchange for a share of the Colorado River water conserved through these

23

efforts. The only way to transport the Water Authority’s conserved Imperial Valley water to San

24

Diego is through the Colorado River Aqueduct, which is owned and operated by Metropolitan.

25

The Water Authority pays Metropolitan to transport this conserved water to the Water Authority,

26

pursuant to a 2003 Amended and Restated Agreement for the Exchange of Water (“Exchange

27

Agreement”), entered into between the Water Authority and Metropolitan. This type of

28
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1

transportation service is generally referred to as “wheeling.” A copy of the Exchange Agreement

2

is attached hereto as Exhibit A.

3

4.

On April 10, 2018, over the Water Authority’s objection, Metropolitan adopted the

4

following rates and charges for calendar years 2019 and 2020: (a) Tier 1 Supply Rate; (b) Tier 2

5

Supply Rate; (c) System Access Rate; (d) System Power Rate; (e) Water Stewardship Rate; (f)

6

Readiness-to-Serve Charge; (g) Capacity Charge; and (h) Treatment Charge. Metropolitan’s Tier

7

1 and Tier 2 Supply Rates purport to recover Metropolitan’s cost of obtaining water from various

8

sources. The System Access Rate, System Power Rate, and Water Stewardship Rate comprise

9

Metropolitan’s “Transportation Rates,” charged to member agencies to convey most of the water

10

transported through Metropolitan’s system. Metropolitan’s Readiness-to-Serve Charge ostensibly

11

recovers a portion of Metropolitan’s costs for providing “standby” service. Metropolitan’s

12

Capacity Charge is purportedly designed to pay for the cost of the capacity on Metropolitan’s

13

system to meet peak day demands. Metropolitan’s Treatment Charge is purportedly designed to

14

recover the cost of providing treated water service. Metropolitan also publishes a wheeling rate,

15

which includes the System Access Rate, Water Stewardship Rate, and a power charge equal to the

16

actual cost of power used to deliver wheeled water.

17

5.

The parties’ Exchange Agreement requires Metropolitan to deliver the Water

18

Authority’s conserved water for no more than a lawful conveyance (i.e., wheeling) rate.

19

Specifically, the price for transporting the Water Authority’s conserved water “shall be equal to

20

the charge or charges set by Metropolitan’s Board of Directors pursuant to applicable law and

21

regulation and generally applicable to the conveyance of water by Metropolitan on behalf of its

22

member agencies.” Ex. A § 5.2. The price Metropolitan charges the Water Authority under the

23

Exchange Agreement is comprised of the System Access Rate, the Water Stewardship Rate, and

24

the System Power Rate, rather than the actual cost of power.

25
26
27
28

6.

Metropolitan’s 2019 and 2020 rates and charges violate the California

Constitution, California statutory law, and common law in multiple ways.
7.

First, in two prior cases challenging Metropolitan’s rates for calendar years 2011-

2014 (the “2010 and 2012 cases”), the First District Court of Appeal held that Metropolitan’s
2
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1

wheeling rate violated the Wheeling Statutes (Water Code § 1810 et seq.), the common law, and

2

the parties’ Exchange Agreement. See San Diego Cnty. Water Auth. v. Metro. Water Dist. of S.

3

Cal., 12 Cal. App. 5th 1124 (2017) (“SDCWA”). Specifically, Metropolitan cannot charge any

4

more to deliver wheeled water than “fair compensation,” as defined in Water Code section

5

1811(c). The court ruled that Metropolitan’s wheeling rate violated Water Code section 1811

6

because it includes the Water Stewardship Rate, which Metropolitan collects in order to pay for

7

conservation and provide subsidies for water supply projects developed by select member

8

agencies. See SDCWA, 12 Cal. App. 5th at 1150–1152. In contravention of this ruling,

9

Metropolitan again adopted a wheeling rate for 2019 and 2020 that imposes unlawful Water

10

Stewardship Rate charges on wheeling transactions. Although Metropolitan has stated that it is

11

“suspending” collection of Water Stewardship Rate charges imposed under the Exchange

12

Agreement while it “studies” the matter, Metropolitan still included anticipated revenues from

13

imposition of the Water Stewardship Rate on wheeling in its budget and cost of service report for

14

its 2019 and 2020 rates and charges. Furthermore, Metropolitan has not explained what such a

15

“suspension” means, when it will end, and Metropolitan is imposing unlawful Water Stewardship

16

Rate charges on wheeling transactions other than the Exchange Agreement.

17

8.

Second, Metropolitan’s wheeling rate also is unlawful because Metropolitan has

18

disregarded its statutory obligation to provide wheelers, including the Water Authority, with

19

“reasonable credit for any offsetting benefits for the use of [Metropolitan’s] conveyance system.”

20

Water Code § 1811(c). Metropolitan has acknowledged in the very Board resolution it relied on

21

in the 2010 and 2012 cases that it is legally required to account for such “offsetting benefits.” But

22

Metropolitan has consistently ignored this statutory requirement and refused to calculate a

23

reasonable credit for offsetting benefits to the Water Authority.

24

9.

Third, Metropolitan’s Water Stewardship Rate is an unconstitutional tax that is

25

invalid in its entirety, including as a component of Metropolitan’s full service water rate. “Water

26

stewardship” is an invented concept that does not reflect any service Metropolitan actually

27

provides. Instead, the Water Stewardship Rate is a means for Metropolitan to redistribute money

28

from some member agencies to others, without any cost-of-service basis for doing so.
3
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1

Metropolitan has not demonstrated that the Water Stewardship Rate imposed on the Water

2

Authority provides a proportional benefit to the Water Authority. Accordingly, it is unlawful for

3

Metropolitan to impose its Water Stewardship Rate tax on the Water Authority’s purchase of

4

Metropolitan water.

5

10.

Fourth, all of Metropolitan’s 2019 and 2020 rates and charges are unlawful

6

because they are part of a deliberate plan to collect and spend revenues without ever accounting

7

for the cost of service. Metropolitan does not follow the generally accepted industry practice of

8

projecting its sales and revenue requirements based on available data. Instead, Metropolitan sets

9

its revenue requirement based on an arbitrary estimate of its sales and costs, so that revenues will

10

substantially exceed Metropolitan’s actual costs of providing services in most years.

11

Metropolitan refuses to track the sources of revenue it collects or how it actually spends those

12

revenues, and it does not adjust or “true up” its revenues to its actual costs, even after the fact or

13

during the next rate-setting cycle. This over-collection creates a pool of money—in the hundreds

14

of millions of dollars—that Metropolitan treats like a “windfall” that it may use for any purpose.

15

Over fiscal years 2012-2015, for example, Metropolitan collected $847 million more than its

16

actual costs, which Metropolitan then spent on unbudgeted projects approved by the Board

17

outside of Metropolitan’s biennial budget, rate-setting, and cost of service process. Having spent

18

these over-collected funds, Metropolitan then imposed rate increases to help cover budget

19

shortfalls in fiscal years 2016 and 2017. This spending, outside of Metropolitan’s biennial

20

budget, is untethered to any cost-of-service basis. To the contrary, revenues over-collected from

21

some rates (most notably Transportation Rates), were spent on expenses, programs and projects

22

which those rates were not collected to pay. Metropolitan’s practices of setting its budget and

23

rates to over-collect revenue and then failing to account for how that revenue actually is used

24

violates basic cost-of-service, ratemaking and legal requirements, and converts each of its rates

25

into unlawful taxes on Metropolitan’s 26 member agency customers and the public they serve.

26

11.

Fifth, Metropolitan’s 2019 and 2020 rates and charges are unlawful because

27

Metropolitan has failed to determine and allocate its costs by customer class. Metropolitan

28

refuses to distinguish or account for the varying service characteristics and demand patterns of its
4
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26 member agency customers, or according to the proportional benefit each member agency

2

receives from Metropolitan water supplies and other services. Instead, Metropolitan omits a

3

critical step in the rate-setting process that allocates costs according to customer class by simply

4

declaring, without any evidentiary basis, that it has only one class of customers—its member

5

agencies. Metropolitan’s failure to determine and allocate its costs by customer class violates

6

cost-of-service, ratemaking and legal requirements, including Section 134 of the Metropolitan

7

Water District Act (the “MWD Act”), which provides that Metropolitan’s rates “shall be uniform

8

for like classes of service throughout the district.”

9

12.

Sixth, some portion of Metropolitan’s 2019 and 2020 rates and charges are

10

unlawful because Metropolitan is charging costs for the California WaterFix (“WaterFix”)

11

project—a conservation project intended to restore the Bay Delta and ensure supply reliability by

12

diverting water supplies under the Bay Delta in twin tunnels—to wheelers, and thus to the Water

13

Authority, as transportation costs. Under the terms of Metropolitan’s longstanding water supply

14

contract with the State of California’s Department of Water Resources (DWR) (“DWR Contract”)

15

and DWR’s invoices to Metropolitan, WaterFix costs are supply costs, not transportation costs.

16

But in setting its 2019 and 2020 rates and charges, Metropolitan allocated its WaterFix costs to

17

transportation rather than supply as specified in the DWR Contract. The 2010 and 2012 cases,

18

and thus the Court of Appeal’s decision in those cases, did not address Metropolitan’s allocation

19

of WaterFix costs, or the proper allocation of those costs under the DWR Contract. The Water

20

Authority in this action is not challenging Metropolitan’s separate decision, also on April 10,

21

2018, to support implementation of WaterFix, but rather is challenging the allocation of

22

Metropolitan’s WaterFix supply costs to transportation in its 2019 and 2020 rates and charges.

23

13.

Finally, Metropolitan’s 2019 and 2020 rates and charges are invalid because

24

Metropolitan’s rate-setting process violated important procedural and legal requirements intended

25

to protect Metropolitan’s customer member agencies and the ratepayers they serve. Metropolitan,

26

despite repeated demand, withheld from its Board, its member agencies, and the public important

27

information it relied upon in setting its 2019 and 2020 rates and charges, including the fully-

28

functional financial planning rate model and other data it used to formulate those rates and
5
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1

charges. Metropolitan’s failure to comply with these legal requirements obstructed review of

2

Metropolitan’s 2019 and 2020 rates and charges and prevented Metropolitan from establishing—

3

as it must—that its rates and charges comply with cost-of-service requirements.

4

14.

Accordingly, the Water Authority brings this action requesting relief as set forth

5

in the remainder of this Complaint. The Water Authority expects to amend this Complaint to

6

include additional causes of action for breach of contract and to seek damages for such breach of

7

contract and for various other claims. Among other things, Metropolitan’s imposition of unlawful

8

wheeling and transportation rates constitutes a breach of the Exchange Agreement, as the First

9

District Court of Appeal held in the 2010 and 2012 cases. Before raising such causes of action

10

and seeking damages, the Water Authority will present a claim to Metropolitan, pursuant to

11

Metropolitan Administrative Code §§ 9300 et seq. and Government Code §§ 900 et seq., and

12

attempt to resolve the contract portions of the dispute informally, pursuant to contractual

13

provisions in the Exchange Agreement.

14
15

II.
15.

PARTIES

Petitioner and Plaintiff Water Authority is, and at all times mentioned herein was,

16

a county water authority organized under the laws of the State of California and located in the

17

County of San Diego, California.

18

16.

Respondent and Defendant Metropolitan is, and at all times mentioned herein was,

19

a public agency of the State of California organized pursuant to the Metropolitan Water District

20

Act [Stats. 1969, ch. 209 as amended; West’s California Water Code Append. §§ 109-134

21

(2010)], the principal offices of which are located in Los Angeles, California.

22

17.

The true names and capacities of the Respondents and Defendants identified as

23

DOES 1-10 are unknown to Petitioner, and Petitioner will amend this Complaint to insert the true

24

names and capacities of those fictitiously named Respondents when they are ascertained.

25

Petitioner is informed and believes, and on that basis alleges, that at all times relevant to this

26

action, each of the Respondents and Defendants, including those fictitiously named, was the agent

27

or employee of each of the other Respondents and Defendants, and while acting within the course

28
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1

and scope of such employment or agency, took part in either the acts or omissions alleged in this

2

Amended Complaint.

3
4
5
6

III.
18.

SERVICE OF PROCESS

Petitioner will serve Metropolitan and all other defendants/respondents in the

manner provided by law.
19.

As required by the validation law, the Water Authority will publish notice of this

7

action in newspapers of general circulation published in the six counties served by Metropolitan,

8

as this is the method most likely to give notice to the persons interested in these proceedings.

9

Those counties are Ventura, Los Angeles, Riverside, San Bernardino, Orange, and San Diego.

10

The Water Authority will seek an order, either ex parte or by stipulation, authorizing:

11
12

a.

Publication of the summons in newspapers of general circulation in these

counties pursuant to Code of Civil Procedure Section 861; and

13

b.

That notice be given by mailing a copy of the summons and complaint to

14

those persons, if any, or their attorneys, who have notified Petitioner’s attorneys of record in

15

writing of their interest in the matter not later than the date on which publication of the summons

16

is complete or such other time as the Court may order.

17

20.

The Water Authority intends to amend its complaint to allege additional claims

18

against Metropolitan—including but not limited to a claim for breach of contract under the

19

Exchange Agreement, and to seek damages—after the Water Authority presents those claims to

20

Metropolitan pursuant to Metropolitan Administrative Code Section 9300 et seq. and California

21

Government Code Section 900 et seq., and exercises reasonable best efforts to resolve its contract

22

dispute pursuant to Section 11.1 of the Exchange Agreement. The Water Authority explicitly

23

reserves the right to make such amendments.

24
25

IV.
21.

JURISDICTION AND VENUE

This court has jurisdiction over this matter pursuant to Code of Civil Procedure

26

Section 1085, Code of Civil Procedure Section 410.10, and, with respect to the Fourth Cause of

27

Action, Code of Civil Procedure Sections 860 et seq., and Government Code Section 66022.

28
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22.

Venue is proper in this court as Metropolitan is located within the County of Los

2

Angeles and the acts and events giving rise to the claims occurred in part in the County of Los

3

Angeles.

4

23.

After filing, this lawsuit is subject to mandatory transfer of venue to a neutral

5

county pursuant to Code of Civil Procedure Section 394(a). The Water Authority intends to seek

6

transfer of this action to the San Francisco Superior Court either by motion or stipulation, as it has

7

done with the prior related actions.

8

V.

FACTUAL ALLEGATIONS

9

A.

Metropolitan, its roles, and its duties

10

24.

Metropolitan is a regional water agency that imports, stores, transports, and treats

11

water throughout the Southern California counties of Ventura, Los Angeles, Riverside, San

12

Bernardino, Orange, and San Diego. In addition to obtaining and delivering imported water for

13

sale to its member agencies, Metropolitan also subsidizes some member agencies’ local water

14

supply development projects.

15

25.

Metropolitan has 26 member agencies, including the Water Authority. These

16

member agencies vary greatly in their size, service area and characteristics, and demand patterns

17

of dependence on Metropolitan water. The amount of water member agencies purchase from

18

Metropolitan ranges from a few hundred acre-feet of water per year for Metropolitan’s smallest

19

member agencies to hundreds of thousands of acre-feet of water per year for larger member

20

agencies, such as the Water Authority, Los Angeles, and the Municipal Water District of Orange

21

County. The customer member agencies purchase water from Metropolitan, and then in turn sell

22

that water either to their own member agencies and utilities, or directly to consumers.

23

26.

Metropolitan has a Board of Directors, which includes at least one representative

24

appointed by each member agency. Additional seats on the Board and weighted votes are

25

allocated according to each member agency’s percentage share of the total assessed property

26

value within the Metropolitan service area.

27
28

27.

Metropolitan obtains water for sale to its member agencies from two principal

sources: (1) from a water purchase contract with DWR; and (2) from its allocation of water from
8
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1

the Colorado River. The water Metropolitan purchases from DWR is delivered by DWR via the

2

State Water Project to delivery points in Southern California, where DWR’s obligation for the

3

“control, carriage, handling, use, disposal, or distribution” of project water ends and

4

Metropolitan’s transportation facilities begin. Metropolitan transports its Colorado River water

5

via the Metropolitan-owned-and-operated Colorado River Aqueduct to its water distribution

6

system within the six southern California counties in its service territory. In this Complaint,

7

water from these two principal sources of imported water will be referred to collectively as

8

“Metropolitan Water,” and water acquired by the Water Authority (and other member agencies)

9

from other third-party sources will be referred to generally as “Non-Metropolitan Water.”

10

28.

Metropolitan currently pays its costs, in large part, by imposing volumetric (per-

11

acre-foot) rates for the services it claims to provide to its member agencies, including

12

transportation, treatment, and supply. In addition, Metropolitan collects a limited amount of

13

revenue through the imposition of fixed charges imposed on its 26 customer member agencies,

14

including the RTS and Capacity Charges, as well as property taxes assessed on real property

15

within Metropolitan’s service area. Metropolitan also collects wheeling revenues for the

16

transportation of Non-Metropolitan Water (primarily from the Water Authority under the

17

Exchange Agreement).

18

29.

The California Constitution, various state statutes, and the common law all

19

obligate Metropolitan to set rates that are consistent with cost-of-service requirements: the rates

20

charged to a member agency must not exceed the cost of providing services to that agency. The

21

MWD Act, which defines the powers and responsibilities of both Metropolitan and its Board, also

22

obligates Metropolitan to set rates that “shall be uniform for like classes of service throughout the

23

district.”

24

B.

The Water Authority purchases water from outside of Metropolitan and
enters into the Exchange Agreement with Metropolitan.

30.

Historically, Metropolitan’s imported water was cheap and plentiful, before

25
26
27

environmental restrictions began limiting flows from the Bay Delta and before the other western

28

states began using more of their entitlements of Colorado River water, thus limiting
9
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Metropolitan’s access to surplus Colorado River water it had been using to fill the Colorado River

2

Aqueduct. Metropolitan’s basic entitlement is only 550,000 acre-feet of Colorado River water

3

per year, which would leave the Colorado River Aqueduct more than half empty because that

4

aqueduct has the capacity to move 1.2 million acre-feet of water per year. A half-empty Colorado

5

River Aqueduct would leave Metropolitan’s member agencies highly vulnerable to drought and

6

require Metropolitan to incur costs of purchasing or conserving water elsewhere.

7

31.

For decades, the Water Authority—which has very little local groundwater and

8

limited rainfall—obtained almost all of its water supplies by purchasing Metropolitan Water.

9

This all started to change during the early 1990s, when California experienced a severe drought.

10

Metropolitan cut the Water Authority’s water supply by more than 30% for 13 months, causing

11

major economic disruptions and forcing the Water Authority to enact extreme water-use

12

reduction measures. Determined to avoid such problems in the future, the Water Authority began

13

to look for alternative, and more reliable, sources of water supply to guard against future water

14

supply shortages and rationing by a single water supplier, Metropolitan.

15

32.

The Water Authority ultimately contracted with the Imperial Irrigation District to

16

purchase up to 200,000 acre-feet per year of Colorado River water for a 45-year period, plus a 30-

17

year extension with mutual consent. The Water Authority also obtained the right to 80,000 acre-

18

feet of water conserved by the lining of the All-American and Coachella Canals. Because

19

Metropolitan owns the only water distribution facilities linking the Colorado River to the Water

20

Authority’s service area, the Water Authority and Metropolitan negotiated the 2003 Exchange

21

Agreement for delivery of this Non-Metropolitan Water to the Water Authority’s own distribution

22

and water storage facilities. The Water Authority’s willingness to incur these water supply costs

23

benefitted Metropolitan and all of its member agencies, and filled substantial unused capacity in

24

the Colorado River Aqueduct.

25

C.

Metropolitan’s rate-setting process and wheeling rate

26

33.

Metropolitan sets its rates annually or, more recently, biennially. It also imposes

27

charges, which have traditionally been approved on the same cycle as, and along with, its rates.

28

In every rate-setting cycle, Metropolitan has discretion to add or change its rates and charges, or
10
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1

the allocation of Metropolitan’s then-current costs among its rates and charges and among its

2

member agencies, so long as cost-of-service requirements are met. Metropolitan has

3

acknowledged that each rate cycle’s rate-setting decision is a unique agency action. Thus, each

4

cycle’s rates must meet all legal requirements, and each cycle’s rates may be independently

5

challenged in court. See SDCWA, 12 Cal. App. 5th at 1142–43.

6

34.

As discussed, in addition to selling Metropolitan Water to its Member Agencies,

7

Metropolitan provides wheeling service to transport Non-Metropolitan Water to third parties,

8

including delivering the Water Authority’s Non-Metropolitan Water under the Exchange

9

Agreement. “Wheeling” is the industry term of art for the “use of a water conveyance facility by

10

someone other than the owner or operator to transport water.” SDCWA, 80 Cal. App. 4th at 1407.

11

35.

Under the Wheeling Statutes (Water Code § 1810 et seq.), Metropolitan cannot

12

charge more than “fair compensation” for the conveyance of Non-Metropolitan Water. The

13

statutory definition of “fair compensation” allows Metropolitan to recover “reasonable charges

14

incurred by the owner of the conveyance system, including capital, operation, maintenance and

15

replacement costs, [and] increased costs from any necessitated purchase of supplemental power,”

16

but that statutory definition also expressly requires Metropolitan to give wheelers, such as the

17

Water Authority, “reasonable credit for any offsetting benefits for the use of the conveyance

18

system.” Id. § 1811(c).

19

36.

Metropolitan’s Board Resolution 8520, which Metropolitan cites as the “written

20

findings” required by the Wheeling Statutes supporting its wheeling rate, acknowledges

21

Metropolitan’s statutory obligation to “includ[e] reasonable credit for any benefits for the use of

22

its conveyance system.” That same Resolution states that Metropolitan shall calculate offsetting

23

benefits “in the same manner as such benefits are calculated for use in the Local Projects and

24

Groundwater Recovery Program.” In spite of the express language of the Wheeling Statutes and

25

its own Board Resolution 8520, Metropolitan has repeatedly and consistently ignored the

26

requirement to consider and calculate “offsetting benefits” to Metropolitan from the Water

27

Authority’s wheeling or to provide a “reasonable credit” to the Water Authority.

28
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D.

Metropolitan’s wheeling rate for 2011-2014 is determined to be unlawful
because it includes illegal Water Stewardship Rate charges.

37.

On June 11, 2010, the Water Authority filed a lawsuit challenging Metropolitan’s

2
3
4

transportation and wheeling rates for calendar years 2011 and 2012. Pursuant to Code of Civil

5

Procedure Section 394, the 2010 case was transferred to a neutral venue, San Francisco Superior

6

Court. The Water Authority’s operative Third Amended Petition/Complaint asserted that: (i)

7

Metropolitan’s 2011 and 2012 transportation rates and wheeling rate violated numerous

8

constitutional and statutory provisions (the “Rate Challenges”); (ii) Metropolitan breached the

9

Exchange Agreement; (iii) Metropolitan’s so-called “Rate Structure Integrity” (RSI) provision

10

was unconstitutional; and (iv) Metropolitan improperly calculated preferential rights under

11

Section 135 of the MWD Act.

12

38.

On June 8, 2012, the Water Authority filed the “2012 case,” challenging

13

Metropolitan’s 2013 and 2014 transportation rates and wheeling rate, and alleged another claim

14

for breach of the Exchange Agreement. The 2012 case was transferred to San Francisco Superior

15

Court, coordinated with the 2010 case for discovery and trial, and both cases were tried before

16

Judge Curtis E.A. Karnow in a bifurcated bench trial. Following trial, Judge Karnow issued

17

detailed Statements of Decision laying out his findings of fact and conclusions of law.

18

39.

Among his various rulings, Judge Karnow invalidated Metropolitan’s 2011-2014

19

transportation and wheeling rates on two separate grounds: (1) Metropolitan improperly included

20

in its transportation and wheeling rates costs associated with Metropolitan’s purchase of water

21

from the State Water Project, which is not part of Metropolitan’s transportation system; and (2)

22

the Water Stewardship Rate costs were neither properly charged as transportation costs nor

23

attributable to the wheeling of water. As a result, Judge Karnow did not need to reach, and did

24

not reach, the Water Authority’s alternative argument that Metropolitan’s wheeling rate failed to

25

include a credit to the Water Authority for the “offsetting benefits” to Metropolitan from the

26

Water Authority’s use of Metropolitan’s conveyance system, as required by both the Wheeling

27

Statute, Water Code § 1811(c), and Metropolitan’s Board Resolution 8520 supporting its

28

wheeling rate.
12
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40.

In the second phase of trial, among other rulings, Judge Karnow held that

2

Metropolitan breached the Exchange Agreement by overcharging the Water Authority for

3

transportation of the Water Authority’s Non-Metropolitan Water. Judge Karnow awarded the

4

Water Authority $188 million in damages ($159,617,411 for misallocated State Water Project

5

costs, and $28,678,191 for the improperly charged Water Stewardship Rate), plus statutory

6

interest. The trial court then entered a writ of mandate and judgment, and awarded the Water

7

Authority attorneys’ fees and costs.

8
9

41.

The Court of Appeal affirmed in part and reversed in part Judge Karnow’s

decisions. See San Diego Cnty. Water Auth. v. Metro. Water Dist. of S. Cal, 12 Cal. App. 5th

10

1124 (2017). The Court of Appeal reversed Judge Karnow’s decision that Metropolitan’s

11

transportation and wheeling rates violate the law because they include State Water Project costs,

12

holding instead that the State Water Project is an “integral part of the system by which

13

Metropolitan transports water to its member agencies.” Id. at 1146–49. However, the Court

14

affirmed Judge Karnow’s decision that Metropolitan’s wheeling rate violates the Wheeling

15

Statute and common law because it includes the Water Stewardship Rate, holding that “[a] water

16

agency’s payments to its members to encourage water conservation is outside the scope of

17

recoverable costs contemplated by the wheeling statutes.” Id. at 1150–52. The Court further

18

affirmed Judge Karnow’s ruling that the Wheeling Statute applies to the Exchange Agreement,

19

and held that Metropolitan breached the parties’ contract because “the water stewardship rate was

20

unlawfully charged for the conveyance of [the Water Authority’s] water.” Id. at 1154.

21
22

42.

The Court of Appeal remanded for further proceedings, which are currently

ongoing in the San Francisco County Superior Court.

23

E.

The Water Authority challenges Metropolitan’s 2015 and 2016 rates.

24

43.

On April 8, 2014, over the Water Authority’s objections, Metropolitan adopted

25

rates for calendar years 2015 and 2016 based on the same unlawful cost allocations and rate

26

methodologies. Accordingly, on May 30, 2014, the Water Authority filed the 2014 case,

27

challenging Metropolitan’s 2015 and 2016 rates. The 2014 case also includes a claim for breach

28

of contract. The Water Authority filed the 2014 case in Los Angeles Superior Court, then moved
13
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to transfer the case to San Francisco Superior Court pursuant to Code of Civil Procedure § 394,

2

where it was assigned to Judge Karnow. The 2014 case presently is stayed pending the outcome

3

of the proceedings on remand in the 2010 and 2012 cases.

4

F.

The Water Authority challenges Metropolitan’s 2017 and 2018 rates.

5

44.

On April 12, 2016, again over the Water Authority’s objections, Metropolitan

6

adopted rates and charges for calendar years 2017 and 2018 based on the same unlawful cost

7

allocations and rate methodologies. In addition, Metropolitan set rates and charges for 2017 and

8

2018 with the deliberate, stated intent of over-collecting on its rates and charges in the aggregate,

9

thereby recovering significantly more than its costs of service. Finally, Metropolitan set its rates

10

and charges for 2017 and 2018 in violation of numerous procedural requirements designed to

11

ensure that the Board, its customer member agencies, and the public had a full and fair

12

opportunity to have all of the information needed to review and verify Metropolitan’s cost

13

allocations and rate-setting.

14

45.

On April 13, 2016, the Water Authority filed the 2016 case, challenging

15

Metropolitan’s 2017 and 2018 rates and charges. The Water Authority filed the 2016 case in Los

16

Angeles Superior Court, then moved to transfer that case to San Francisco Superior Court

17

pursuant to Code of Civil Procedure Section 394, where it was eventually assigned to Judge Mary

18

Wiss. Following transfer and assignment, the Water Authority amended the 2016 complaint by

19

stipulation to include a claim for breach of contract.

20

46.

On April 11, 2017, Metropolitan set two charges—a RTS Charge and a Capacity

21

Charge—to be imposed during calendar year 2018. On July 11, 2017, Metropolitan adopted a

22

“corrected” RTS Charge for calendar year 2018. The Water Authority filed the 2017 case in Los

23

Angeles Superior Court challenging the RTS Charge, “corrected” RTS Charge, and Capacity

24

Charge for 2018 because those charges arbitrarily collect revenue that is not based on

25

Metropolitan’s cost of service. The 2017 case was transferred to San Francisco Superior Court by

26

stipulation of the parties and assigned to Judge Mary Wiss.

27
28
14
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G.

Metropolitan adopts the same unlawful rates and charges for 2019 and 2020,
in a process that violated procedural requirements.

47.

Metropolitan’s process for setting its 2019 and 2020 rates and charges violated

2
3
4

important procedural requirements designed to ensure that the Board, its customer member

5

agencies, and the public had a full and fair opportunity to have all of the information needed to

6

review and understand how Metropolitan allocated its costs and set its rates and charges. As a

7

result of Metropolitan’s improper rate-setting process, Metropolitan failed not only to meet the

8

procedures required by law but also to establish—as it must—that its 2019 and 2020 rates and

9

charges comply with cost-of-service requirements under applicable law.
48.

10

Government Code Section 54999.7, subdivision (e) requires Metropolitan to

11

provide, “[u]pon request of any affected public agency,” the “data and proposed methodology for

12

establishing or increasing” its rates and charges. In violation of this statutory requirement,

13

Metropolitan failed to provide the complete data and proposed methodology it used to establish

14

its rates and charges. Specifically, notwithstanding the Water Authority’s repeated requests,

15

Metropolitan refused to provide a fully functional copy of the financial planning rate model,

16

which shows the methodology and complete data Metropolitan used to establish its rates and

17

charges.
49.

18

On March 11, 2018, the Water Authority submitted a letter commenting on

19

Metropolitan’s proposed budget and rates for calendar years 2019 and 2020. In that letter, the

20

Water Authority requested that Metropolitan provide the data and proposed methodology that

21

Metropolitan intended to rely upon for establishing its 2019 and 2020 rates, including a fully

22

functional copy of its rate model that shows the methodology and complete data Metropolitan

23

used to set its rates and charges, as required by Government Code § 54999.7. Additionally, the

24

Water Authority made a formal demand for the 2018 rate model and all supporting data under the

25

California Public Records Act. A copy of the Water Authority’s March 11, 2018 letter, without

26

attachments, is attached hereto as Exhibit B.

27

1

28

1

San Diego and Metropolitan are engaged in separate litigation under the California Public
Records Act arising from Metropolitan’s refusal to provide its 2016 rate model and complete
data, analyses, and studies, as described in San Diego’s February 18, 2016 letter. That case is
currently ongoing in the First District Court of Appeal.
15
SDCWA’S PETITION FOR WRIT OF MANDATE AND COMPLAINT FOR DETERMINATION OF
INVALIDITY AND DECLARATORY RELIEF

1281352.

1

50.

On March 12, 2018, Metropolitan’s Finance and Insurance Committee held a

2

meeting and workshop on Metropolitan’s budget and proposed rates and charges. At this

3

committee meeting and workshop, the Water Authority provided oral and written testimony

4

objecting to Metropolitan’s rate-setting process and requesting that Metropolitan calculate the

5

“offsetting benefits” owed to the Water Authority under the Wheeling Statute, Metropolitan’s

6

own Board Resolution 8520, and the parties’ Exchange Agreement. The Water Authority also

7

submitted thousands of pages of documents for inclusion in the 2018 administrative record. The

8

Water Authority’s March 12, 2018 testimony and letter, without attachments, are attached hereto

9

as Exhibits C and D, respectively.

10

51.

On March 21, 2018, Metropolitan responded to the Water Authority’s March 11

11

letter. Metropolitan erroneously claimed that Government Code Section 54999.7(e) did not apply

12

to it, and directed the Water Authority to the data and cost of service report previously made

13

available to the Metropolitan board, member agencies, and the public. Metropolitan again

14

refused to provide the Water Authority or the public with a fully functional copy of its rate model

15

that shows the methodology and complete data Metropolitan used to establish its rates and

16

charges. A copy of Metropolitan’s March 21, 2018 letter, without attachments, is attached hereto

17

as Exhibit E.

18

52.

On March 21, 2018, the Water Authority sent another letter to Metropolitan,

19

objecting to Metropolitan’s incomplete presentation of its budget and proposed rates and charges,

20

and failure to provide a fully functional copy of its rate model. As the Water Authority explained,

21

without the fully functional rate model, there was no means to replicate or track how

22

Metropolitan’s general descriptions of methodology and voluminous data had actually been used

23

in setting rates and charges, or whether the methodology described by Metropolitan had actually

24

been followed in the rate model. A copy of the Water Authority’s March 21, 2018 letter, without

25

attachments, is attached hereto as Exhibit F.

26

53.

On March 23, 2018, Metropolitan responded further to the Water Authority’s

27

March 11 letter, but again failed to provide a fully functional copy of its rate model.

28

Notwithstanding the Court of Appeal’s ruling that Metropolitan’s “payments to its members to
16
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encourage water conservation is outside the scope of recoverable costs contemplated by the

2

wheeling statutes,” SDCWA, 12 Cal. App. 5th at 1150, Metropolitan claimed that it could

3

continue to include the Water Stewardship Rate in its wheeling rate for 2019 and 2020.

4

Furthermore, Metropolitan refused to account for “offsetting benefits” as required by the

5

Wheeling Statute and its own Board Resolution 8520. A copy of Metropolitan’s March 23, 2018

6

letter, without attachments, is attached hereto as Exhibit G.

7

54.

On April 4, 2018, Metropolitan responded to the Water Authority’s March 21

8

letter, but again refused to provide a fully functional copy of its rate model. Instead, Metropolitan

9

claimed incorrectly that it had already provided sufficient information regarding the allocation

10

and recovery of costs through its rate structure. A copy of Metropolitan’s April 4, 2018 letter,

11

without attachments, is attached hereto as Exhibit H.

12

55.

On April 8, 2018, the Water Authority responded to Metropolitan’s March 23 and

13

April 4 letters. The Water Authority reiterated that Metropolitan was required to, among other

14

things, provide a fully functional copy of Metropolitan’s rate model, exclude the Water

15

Stewardship Rate from its wheeling rate, and calculate the “offsetting benefits” to Metropolitan

16

from the Water Authority’s Non-Metropolitan Water. Copies of the Water Authority’s April 8,

17

2018 letters are attached hereto as Exhibits I & J.

18

56.

On April 9, 2018, at Metropolitan’s Finance and Insurance Committee meeting,

19

the Water Authority submitted additional documents into the administrative record, including a

20

report from an independent rate and water resource consultant detailing why access to

21

Metropolitan’s fully functional rate model is necessary in order to replicate and verify

22

Metropolitan’s cost allocations and rates; and, why Metropolitan’s cost-of-service analysis is

23

flawed and its rates and charges failed to comply with cost-of-service requirements. A copy of

24

the Water Authority’s letter submitting these documents and the consultant’s report, but without

25

other attachments, are attached hereto as Exhibit K.

26
27

57.

On April 10, 2018, Metropolitan’s Board formally voted to adopt rates and charges

for 2019 and 2020, over the Water Authority’s objection.

28
17
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H.

Metropolitan’s 2019 and 2020 rates and charges are unlawful.

2

58.

Metropolitan charges its member agencies Transportation Rates—the System

3

Access Rate, System Power Rate, and Water Stewardship Rate—for most water conveyed

4

through Metropolitan’s system. Metropolitan also publishes in its Administrative Code a

5

wheeling rate, which includes the System Access Rate, Water Stewardship Rate, and a power

6

charge equal to the actual cost of power used to deliver wheeled water. And Metropolitan

7

imposes supply-related rates and charges, including Tier 1 and Tier 2 Supply Rates, a Treatment

8

Charge, RTS Charge, and Capacity Charge.

9

59.

In clear violation of the Court of Appeal’s ruling, Metropolitan again adopted an

10

unlawful wheeling rate for 2019 and 2020 imposing illegal Water Stewardship Rate charges on

11

wheeled water. Metropolitan’s wheeling rate also is invalid because it entirely disregards

12

Metropolitan’s admitted legal obligation to provide “reasonable credit for any offsetting benefits

13

for the use of the conveyance system” on wheeling transactions. Metropolitan’s Water

14

Stewardship Rate—as charged on deliveries of both Metropolitan Water and Non-Metropolitan

15

Water—is invalid in its entirety because it is an illegal tax. Furthermore, all of Metropolitan’s

16

2019 and 2020 rates and charges are invalid because Metropolitan set those rates and charges in a

17

manner that does not reflect the actual costs of the services it provides in order to arbitrarily

18

collect excess revenue, and because Metropolitan failed to properly distribute its costs to

19

customer classes based on varying service characteristics and demand patterns Metropolitan

20

admits exist among its member agencies. Finally, portions of Metropolitan’s 2019 and 2020 rates

21

and charges are unlawful because Metropolitan improperly allocated its WaterFix costs to

22

transportation without any cost-of-service basis and contrary to the express terms of the DWR

23

Contract, under which WaterFix costs are supply costs.

24

1.

Metropolitan’s wheeling rate is invalid because it illegally includes the
Water Stewardship Rate.

25
26

60.

The Court of Appeal held that Metropolitan’s wheeling rate is unlawful because it

27

includes Water Stewardship Rate charges. See SDCWA, 12 Cal. App. 5th at 1150–52. The court

28

rejected “Metropolitan’s inclusion of the water stewardship rate as a transportation cost,” and
18
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held that Metropolitan’s “payments to encourage water conservation is outside the scope of

2

recoverable costs contemplated by the wheeling statutes.” Id. at 1150. The court further held that

3

“Metropolitan’s payments to member agencies to fund water conservation programs is not a cost

4

of using the conveyance system to wheel water.” Id. Because Metropolitan’s Water Stewardship

5

Rate is “supply-related, not transportation-related,” its “inclusion as a component of the wheeling

6

rate and exchange agreement transportation rates” is unlawful. Id. at 1152.

7

61.

Nothing has changed since the Court of Appeal declared Metropolitan’s wheeling

8

rate unlawful. The Water Stewardship Rate remains “supply-related, not transportation-related,”

9

and is still neither recoverable as “‘fair compensation’ for use of the conveyance system” under

10

the Wheeling Statute nor “as a component of the wheeling rate and exchange agreement

11

transportation rates under the common law.” Id. at 1151–52.

12

62.

Yet, in direct contravention of this binding precedent, Metropolitan again adopted

13

a wheeling rate for 2019 and 2020 that imposes unlawful Water Stewardship Rate charges on

14

wheeling transactions. Metropolitan has not shown that transportation of Non-Metropolitan

15

Water caused Metropolitan to incur “water stewardship” costs, or that those expenditures were

16

necessary to provide transportation capacity in Metropolitan facilities. To the contrary, hundreds

17

of thousands of acre-feet of capacity was available in the Colorado River Aqueduct due to

18

Metropolitan’s loss of surplus Colorado River water. Nevertheless, Metropolitan continues

19

improperly to assign 100% of the costs it incurs to subsidize local water supply projects to

20

“transportation” by including them in the Water Stewardship Rate, which is then unlawfully

21

included in its wheeling rate.

22

63.

Tacitly acknowledging the blatant illegality of its wheeling rate under the Court of

23

Appeal’s decision, Metropolitan has stated that it is “suspending” collection of Water

24

Stewardship Rate charges imposed under the Exchange Agreement while it “studies” the matter.

25

However, Metropolitan still included anticipated revenues from imposition of the Water

26

Stewardship Rate on wheeling in its budget and cost of service report for its 2019 and 2020 rates

27

and charges. And Metropolitan has not explained what such a “suspension” means or when it

28

will end. Either way, Metropolitan’s decision to continue to impose Water Stewardship Rate
19
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charges on wheeling transactions other than the Exchange Agreement violates the Court of

2

Appeal’s decision and is unlawful. Accordingly, Metropolitan’s wheeling rate is unlawful and

3

invalid.

4

2.

5
6

64.

Metropolitan’s wheeling rate also is invalid because it fails to provide
credit for offsetting benefits.

In addition to imposing illegal Water Stewardship Rate charges on wheeling

7

transactions, Metropolitan’s wheeling rate for 2019 and 2020 is unlawful because it entirely

8

disregards Metropolitan’s statutory obligation to provide wheelers with “reasonable credit for any

9

offsetting benefits for the use of [Metropolitan’s] conveyance system.” Water Code § 1811(c).

10

As Metropolitan itself has acknowledged, Metropolitan is obligated to account for such

11

“offsetting benefits” under the Wheeling Statute, Water Code § 1811(c)—which the Court of

12

Appeal explicitly applied to the parties’ Exchange Agreement, see, e.g., SDCWA, 12 Cal. App.

13

5th at 1144–45, 1150–51.

14

65.

Notwithstanding Metropolitan’s acknowledgment of its statutory obligation,

15

Metropolitan’s wheeling rate once again ignores the offsetting benefits requirement altogether.

16

Instead, Metropolitan’s published wheeling rate includes the System Access Rate, the Water

17

Stewardship Rate, a Treatment Surcharge (for treated water), the actual cost of power to convey

18

the water, and an administration fee. MWD Admin. Code § 4405(b). Metropolitan makes no

19

mention in its Administrative Code of its legal obligation to provide a credit to wheelers for

20

offsetting benefits, and, indeed, Metropolitan has failed to calculate the required credit to the

21

Water Authority for offsetting benefits.

22

66.

Despite this clear legal mandate, Metropolitan’s wheeling rate entirely disregards

23

Metropolitan’s admitted legal obligation to provide a credit for “offsetting benefits” on wheeling

24

transactions. As a result, Metropolitan’s wheeling rate is invalid.

25
26

3.
67.

Metropolitan’s Water Stewardship Rate is an illegal tax.

Metropolitan’s Water Stewardship Rate is an unconstitutional tax. “Water

27

stewardship” is an invented concept that does not reflect any service Metropolitan provides.

28

Instead, the Water Stewardship Rate is simply a means for Metropolitan to collect and redistribute
20
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money from some member agencies to others, without any cost-of-service basis for doing so.

2

Therefore, the Water Stewardship Rate is invalid in its entirety because it is an illegal tax.

3

68.

Metropolitan charges its Water Stewardship Rate tax on every acre-foot of

4

Metropolitan Water it sells to member agencies, as well as on every acre-foot of Non-

5

Metropolitan Water that it wheels to a member agency or third party. As discussed above, the

6

Court of Appeal has already invalidated Metropolitan’s imposition of the Water Stewardship Rate

7

on wheeling. But Metropolitan’s imposition of the Water Stewardship Rate on the sale of

8

Metropolitan Water also is illegal because Metropolitan has not, despite having the burden to do

9

so, demonstrated a proportional benefit to the Water Authority when Metropolitan pays other

10

2

member agencies to develop local water supplies.

11

69.

In fact, after the Water Authority challenged Metropolitan’s unlawful rates in the

12

2010 case, Metropolitan invoked its so-called “Rate Structure Integrity” or “RSI” Clause in

13

subsidy agreements to disqualify the Water Authority from receiving any further subsidy program

14

contracts and benefits. In 2017, the Court of Appeal declared Metropolitan’s RSI Clause

15

unlawful and unenforceable as an unconstitutional condition. See SDCWA, 12 Cal. App. 5th at

16

1164. Since then, Metropolitan has nominally allowed the Water Authority to begin applying for

17

Local Resource Program projects again, but Metropolitan has yet to approve any such projects for

18

the Water Authority or the Water Authority’s member agencies.

19

4.

20
21

70.

Metropolitan’s 2019 and 2020 rates and charges arbitrarily collect
revenue that is not based on Metropolitan’s costs of service and fail to
properly distribute Metropolitan’s costs to customer classes.

Metropolitan has set all of its 2019 and 2020 rates in a manner that is not based

22

upon its actual costs of service. Metropolitan does not follow generally accepted industry

23

approaches to establishing its sales and revenue requirements, choosing instead to set its revenue

24

requirement based on an arbitrary estimate of its sales and costs, without adjusting or “trueing up”

25

its estimates to its actual costs. This over-collection creates a pool of money that Metropolitan

26

then spends for its own purposes—without regard for (and out of all proportion with) the actual

27

2

28

The Court of Appeal did not adjudicate the legality of Metropolitan’s Water Stewardship Rate
“as a component of Metropolitan’s full service water rate.” See SDCWA, 12 Cal. App. 5th at
1152 n.16.
21
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costs of the services that the rates were purportedly collected to fund. That practice, like

2

Metropolitan’s unlawful Water Stewardship Rate and inflated wheeling rate, violates basic cost-

3

of-service requirements and amounts to an unlawful tax on Metropolitan’s member agencies and

4

their customers.

5

71.

Metropolitan sets its rates by working backwards from a prospective estimate of its

6

revenue requirement for the upcoming fiscal years—in this case, fiscal years 2018-2019 and

7

2019-2020. Metropolitan’s revenue requirement is supposedly based on an approximation of the

8

costs Metropolitan expects to incur for providing services in future years, and Metropolitan sets

9

rates supposedly designed to recover those estimated costs. Metropolitan itself has acknowledged

10

that this “work-backwards” approach to rate setting is “necessarily inexact” because Metropolitan

11

is “looking at the services it plans to provide and then estimating how much money is necessary

12

to provide those services.” Jan. 17, 2014 MWD Closing Brief at 14.

13

72.

However, Metropolitan’s rates are so inexact—and so deliberately inflated—that

14

they are arbitrary and unlawful. Metropolitan does not track the source of revenues it collects or

15

how it actually spends those revenues, and it does not adjust or “true up” its revenues to its actual

16

costs, even after the fact or during the next rate-setting cycle. Instead, Metropolitan takes all the

17

money it has over-collected and treats the over-collected revenue as a windfall that Metropolitan

18

may use for any purpose, without regard to the nature of the costs incurred or rates collected to

19

pay them. Metropolitan’s over-collection of revenue, without any associated cost-of-service

20

justification, violates cost-of-service principles.

21

73.

All of Metropolitan’s 2019 and 2020 rates and charges are also unlawful because

22

Metropolitan has failed to determine and allocate its costs by customer class. Assigning costs to

23

customers by classes based on demand patterns and service characteristics is standard industry

24

practice. Despite the fact that Metropolitan admits that its member agencies have “widely

25

differing” demand patterns and service characteristics, Metropolitan has refused to distinguish

26

between or account for the varying needs of its 26 member agency customers, or according to the

27

proportional benefit each member agency receives from Metropolitan water supplies.

28
22
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74.

Instead, Metropolitan has eliminated an entire step in the rate-setting process that

2

allocates costs according to customer class by simply declaring by fiat that it has only one

3

customer class—its member agencies. Metropolitan’s failure to determine and allocate its costs

4

by customer class violates cost-of-service, ratemaking and legal requirements.

5

5.

6
7

75.

Metropolitan improperly allocates to transportation supply costs for
the WaterFix.

The WaterFix is a conservation project intended to restore the Bay Delta and

8

ensure supply reliability by diverting water supplies under the Bay Delta in twin tunnels.

9

According to current projections, the WaterFix is estimated to cost $17 billion, and it could cost

10
11
12
13

significantly more by the time it is completed.
76.

On April 10, 2018, Metropolitan’s Board voted to support implementation of the

WaterFix. The Water Authority does not challenge that vote in this lawsuit.
77.

Rather, the Water Authority challenges Metropolitan’s separate decision to

14

allocate WaterFix costs to Metropolitan’s transportation and wheeling rates in its 2019 and 2020

15

rates and charges. Under the terms of Metropolitan’s DWR Contract, costs of facilities

16

constructed to move water within and across the Bay Delta are recovered by DWR through a

17

Delta Water Charge—a supply charge. Historically, Metropolitan has allocated its Delta Water

18

Charge costs as supply and recovered those costs through its supply rates. Nevertheless, in its

19

2019 and 2020 rates and charges, Metropolitan allocated its costs for the WaterFix to

20

transportation, recovered in part through Metropolitan’s System Access Rate, without any basis

21

for changing the allocation of these costs from supply to transportation, and contrary to the

22

express terms of the DWR Contract.

23

FIRST CAUSE OF ACTION

24

FOR WRIT OF MANDATE RE: OVER-COLLECTION AND MISALLOCATION OF
COSTS IN 2019 AND 2020 RATES AND CHARGES

25

(Against Respondent Metropolitan)

26
27

78.

Petitioner re-alleges paragraphs 1 through 77 as though set forth fully herein.

28
23
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79.

Metropolitan is under a clear and present duty, pursuant to Article XIII C, Section

2

1, subdivision (e) (adopted by Proposition 26) of the California Constitution, and Government

3

Code Section 50076 to set rates no greater than the reasonable cost of providing the service or

4

product for which the rates are charged. Under that duty, Metropolitan’s rates must reasonably

5

and fairly allocate its costs among its 26 customer member agencies by customer class and in

6

accordance with the benefits each receives from Metropolitan and burdens each agency imposes

7

on Metropolitan. Otherwise, the rates imposed for those services constitute special taxes, for

8

which Proposition 26 requires two-thirds approval by the electorate (the registered voters residing

9

in the counties served by Metropolitan). Indeed, Proposition 26 places the burden on

10

Metropolitan to prove that its rates are not a tax and therefore exempt from voter approval

11

requirements. Specifically, under the final, unnumbered paragraph of Article XIII C, § 1,

12

subdivision (e), Metropolitan “bears the burden of proving by a preponderance of the evidence

13

that a levy, charge, or other exaction is not a tax, that the amount is no more than necessary to

14

cover the reasonable costs of the government activity, and that the manner in which those costs

15

are allocated to a payor bears a fair or reasonable relationship to the payor’s burdens on, or

16

benefits from, the governmental activity.” Cal. Const., art. XIII C, § 1(e). In other words,

17

because Metropolitan fails to properly and proportionally assign the costs of providing services to

18

its member agencies in accordance with the needs of and benefits provided to each agency, its

19

rates are actually disguised taxes, which require approval by a two-thirds popular vote of the

20

registered voters residing in the counties served by Metropolitan.

21

80.

Metropolitan is further under a clear and present duty, pursuant to Government

22

Code Section 54999.7(a), to set rates that do “not exceed the reasonable costs of providing the

23

public utility service.”

24

81.

Metropolitan is further under a clear and present duty, pursuant to Government

25

Code Section 66013, to set charges that do not “exceed the estimated reasonable cost of providing

26

the service for which the fee or charge is imposed.”

27
28

82.

Metropolitan is under a clear and present duty, imposed by the Wheeling Statutes

(Water Code § 1810 et seq.), also to charge only “fair compensation” for the conveyance, or
24
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1

“wheeling,” of water through Metropolitan’s facilities. In setting a wheeling rate, Metropolitan is

2

further obligated to “act in reasonable manner consistent with the requirements of the law to

3

facilitate the voluntary sale, lease, or exchange of water.” Above and beyond the Exchange

4

Agreement, which requires that Metropolitan transport the Water Authority’s Non-Metropolitan

5

Water at a Price equal to Metropolitan’s rates set “pursuant to applicable law and regulation and

6

generally applicable to the conveyance of water by Metropolitan,” the Water Authority has

7

previously engaged in, is currently engaged in, and intends to engage in the future, in “wheeling”

8

of water from third-party sources through Metropolitan’s facilities.

9

83.

Metropolitan is further under a clear and present duty, pursuant to Water Code

10

§ 1811(c) and Metropolitan Board Resolution 8520, as part of the “fair compensation” it may

11

recover in its wheeling rate, to account for and provide “reasonable credit for any offsetting

12

benefits for the use of [Metropolitan’s] conveyance system.”

13

84.

Additionally, Metropolitan is under a clear and present duty under the MWD Act

14

to set rates that “shall be uniform for like classes of service throughout the district.” (Stats. 1969,

15

ch. 209 as amended; West’s California Water Code—Append. §§ 109-134 (2010)). Under this

16

duty, Metropolitan’s rates must also apportion costs equitably among its customers and

17

appropriately distinguish and charge “like” classes of service based on cost-causation principles.

18

Metropolitan has completely eliminated this step in its rate-setting process by simply declaring

19

that it has only one customer class, despite evidence in its own record and cost-of-service analysis

20

demonstrating that its 26 member agency customers have different service characteristics and

21

demand patterns. These different service characteristics and demand patterns cause Metropolitan

22

to incur different costs to meet the varying service demands of its 26 member agency customers.

23

85.

Finally, Metropolitan also has a clear and present duty under California common

24

law to set rates that are fair, reasonable, and proportional to the cost of service. Metropolitan also

25

has a common law duty to make decisions and set rates that do not unreasonably discriminate

26

among its customers.

27
28

86.

Metropolitan has failed to perform those duties. As a result, Metropolitan’s rates

and charges, adopted on April 10, 2018, are unlawful, unconstitutional, and invalid as set for
25
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1

calendar years 2019 and 2020. As discussed above, Metropolitan: (a) misallocates Water

2

Stewardship Rate costs to Metropolitan’s Transportation Rates and wheeling rate in direct

3

contravention of the Court of Appeal’s ruling in SDCWA; (b) entirely disregards its legal

4

obligation to provide “reasonable credit for any offsetting benefits for the use of [Metropolitan’s]

5

conveyance system” for transportation of Non-Metropolitan water; (c) imposes illegal Water

6

Stewardship taxes on every acre-foot of Metropolitan Water it sells to member agencies, as well

7

as Non-Metropolitan Water that it merely conveys; (d) improperly sets all of its rates and charges

8

to over-collect revenue based on an arbitrary revenue requirement, and fails to properly distribute

9

Metropolitan’s costs to customer classes based on service characteristics and demand patterns;

10

and (e) improperly allocates to its Transportation Rates and wheeling rate costs for the WaterFix,

11

without any basis for doing so and contrary to the terms of Metropolitan’s water supply contract

12

with DWR.

13

87.

Metropolitan’s actions and decisions violate the duties described above that

14

Metropolitan has to allocate its costs, and set rates and charges, in a manner that is fair,

15

reasonable, and proportional to the cost of service to each customer, and unlawfully overcharges

16

the Water Authority for water transportation. Metropolitan’s overcharges will continue until a

17

court orders Metropolitan to comply—and Metropolitan actually does comply—with its duties

18

outlined above.

19

88.

The Water Authority has no plain, speedy, and adequate remedy at law, other than

20

the relief sought in this Complaint. The Water Authority is beneficially interested in the issuance

21

of a Writ of Mandate to obtain judicial review of Metropolitan’s illegal overcharges.

22
23

89.

Accordingly, the Water Authority is entitled to issuance of a Peremptory Writ of

Mandate as specified more fully below.

24

SECOND CAUSE OF ACTION

25

FOR WRIT OF MANDATE RE: PROCEDURAL VIOLATION

26

(Against Respondent Metropolitan)

27

90.

Petitioner re-alleges paragraphs 1 through 89 as though set forth fully herein.

28
26
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1

91.

Metropolitan has a clear and present duty, pursuant to Government Code Section

2

54999.7, subdivision (e), “[u]pon request of any affected public agency,” to provide the “affected

3

public agency the data and proposed methodology for establishing or increasing the rate, charge,

4

surcharge, or fee.”

5

92.

Metropolitan failed to perform this duty. As discussed above, Metropolitan

6

refused to provide a fully functional copy of its financial planning rate model that shows the

7

complete data and methodology it used to assign costs and establish its 2019 and 2020 rates and

8

charges. Metropolitan did not timely provide complete data or the methodology it relied upon in

9

setting its rates and charges. As a result of Metropolitan’s improper rate-setting process,

10

Metropolitan did not meet the procedures required by law and failed to establish—as it must—

11

that its 2019 and 2020 rates and charges comply with cost-of-service requirements under

12

applicable law.

13

93.

The Water Authority has no plain, speedy, and adequate remedy at law, other than

14

the relief sought in this Complaint. The Water Authority is beneficially interested in the issuance

15

of a Writ of Mandate to obtain judicial review of Metropolitan’s illegal rate-setting process.

16
17

94.

Accordingly, the Water Authority is entitled to issuance of a Peremptory Writ of

Mandate as specified more fully below.

18

THIRD CAUSE OF ACTION

19
20

DECLARATORY RELIEF RE: OVER-COLLECTION AND MISALLOCATION OF
COSTS IN 2019 AND 2020 RATES AND CHARGES, AND
PROCEDURAL VIOLATIONS

21

(Against Respondent Metropolitan)

22

95.

Petitioner re-alleges paragraphs 1 through 94 as though set forth fully herein.

23

96.

An actual and present controversy now exists between the Water Authority, on the

24

one hand, and Metropolitan, on the other. Petitioner contends that the rates and charges

25

Metropolitan adopted over its objections on April 10, 2018 violate state constitutional, statutory,

26

and common law, as set forth in the First Cause of Action. The challenged rates and charges

27

overcharge the Water Authority, undercharge other member agencies, and do not comply with

28

Metropolitan’s duty to impose rates and charges that are fair, reasonable, and proportional to the
27
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1

cost of service to each customer. Furthermore, Metropolitan’s process for setting its 2019 and

2

2020 rates and charges violated important procedural requirements, as set forth in the Second

3

Cause of Action.

4

97.

Respondent Metropolitan disagrees with these allegations and asserts that the rates

5

and charges challenged here are lawful in all respects and were set in a procedurally appropriate

6

manner.

7

98.

In the absence of declaratory relief, Metropolitan will continue to impose unlawful

8

rates and charges that are not fair, reasonable, and proportional to the cost of serving its

9

customers, including the Water Authority, and will continue to set rates and charges in a

10

procedurally unlawful manner.

11

99.

The Water Authority seeks and is entitled to a judicial declaration that

12

Metropolitan’s 2019 and 2020 rates and charges are contrary to law and violate constitutional,

13

statutory and common law. The Water Authority further seeks and is entitled to a judicial

14

declaration that Metropolitan’s 2019 and 2020 rates and charges were set in violation of

15

applicable procedural law.

16

100.

Such declaratory relief is necessary and appropriate now, because the Water

17

Authority anticipates that Metropolitan will continue to impose rates and charges that violate

18

constitutional, statutory and common law, both substantively and procedurally. A declaration is

19

therefore necessary to protect the Water Authority and the San Diego region from these unlawful

20

rates.

21

101.

22

fully below.

Accordingly, the Water Authority prays for declaratory relief as specified more

23
24
25
26
27
28
28
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1

FOURTH CAUSE OF ACTION

2

DETERMINATION OF INVALIDITY OF RATES AND CHARGES ADOPTED BY
METROPOLITAN ON OR ABOUT APRIL 10, 2018

3

(CCP § 860 et seq.; Gov’t Code § 66022)

4

(Against Respondent Metropolitan)

5
6

102.

Petitioner re-alleges paragraphs 1 through 101 as though set forth fully herein.

7

103.

Petitioner is informed and believes, and on that basis alleges, that the rates and

8

charges Metropolitan adopted on or about April 10, 2018 may include capacity charges as defined

9

in Government Code Section 66013. Government Code Section 66022 authorizes the filing of a

10

validation action or reverse-validation action pursuant to Code of Civil Procedure Sections 860 et

11

seq. to challenge a public agency’s adoption of rates that include capacity charges as defined in

12

Government Code Section 66013.

13

104.

Assuming that Metropolitan’s rates and charges are subject to validation pursuant

14

to this provision or any other applicable law, the Water Authority seeks a determination pursuant

15

to Code of Civil Procedure Sections 860 and 863 that the rates and charges described below are

16

invalid.

17

105.

Code of Civil Procedure Section 863 provides that “any interested person may

18

bring an action . . . to determine the validity of such matter” in situations where a public agency

19

could bring a validation action. The Water Authority qualifies as an “interested person” within

20

the meaning of Section 863 because the Water Authority pays Metropolitan’s inflated and

21

improperly allocated rates for the services at issue.

22

106.

For the reasons set forth above, the rates and charges adopted by Metropolitan’s

23

board on or about April 10, 2018 are invalid under: (a) Article XIII C, Section 1, subdivision (e)

24

of the California Constitution (adopted by Proposition 26), because such charges are greater “than

25

necessary to cover the reasonable costs of the governmental activity,” and are not allocated in a

26

manner that “bear[s] a fair or reasonable relationship to the payor’s burdens on, or benefits

27

received from, the governmental activity”; (b) California’s Wheeling Statutes (Water Code

28

Section 1810 et seq.), because the rates Metropolitan charges for transportation of the Water
29
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1

Authority’s Non-Metropolitan Water exceed “fair compensation” for use of Metropolitan’s

2

facilities, including due to its failure to evaluate and provide a credit to wheeling parties

3

(including the Water Authority) for offsetting benefits; (c) Government Code Section 54999.7(a),

4

which requires that its rates “not exceed the reasonable cost of providing the public utility

5

service;” (d) Government Code Section 66013, which requires that Metropolitan’s rates not

6

“exceed the estimated reasonable cost of providing the service for which the fee or charge is

7

imposed;” (e) Metropolitan’s principal act, Stats. 1969; ch. 209 as amended; West’s California

8

Water Code—Append. §§ 109-134 (2010), which requires Metropolitan to set rates and charges

9

that are “uniform for like classes of services throughout the district”; (f) California common law,

10

which requires that Metropolitan impose rates that are fair, reasonable, and proportional to the

11

actual cost of service; and (g) Government Code Section 54999.7(e), which requires Metropolitan

12

to provide “the data and proposed methodology for establishing or increasing the rate, charge,

13

surcharge, or fee.”

14

107.

The Water Authority is entitled to a declaration under the Validation Statutes that

15

the rates and charges Metropolitan adopted on or about April 10, 2018 are invalid and must be set

16

aside.

17
18
19
20
21
22
23
24
25
26

PRAYER FOR RELIEF
WHEREFORE, the Water Authority prays that judgment be entered against Defendants
and Respondents as follows:
1.

As to the First and Second Causes of Action, a peremptory writ of mandate

commanding Metropolitan to:
a)

Vacate Metropolitan’s April 10, 2018 decision adopting the above-

described rates and charges for calendar years 2019 and 2020;
b)

Set rates and charges for calendar years 2019 and 2020, and all future

years, that comply with the law, by:
•

Conducting a full and independent cost-of-service study that analyzes, among

27

other issues, the causes of local water supply program costs, storage costs, and

28

treatment costs;
30
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1

•

Allocating costs to rates and charges based on cost-causation—that is,

2

Metropolitan must charge for its services based only on what it costs to provide

3

them;

4

•

Allocating costs to Metropolitan’s member agencies in a manner reasonably

5

related to the benefits received from, and burdens imposed on, Metropolitan by

6

each Metropolitan member agency for the activity for which that rate is

7

charged;

8

•

9

Not including in its Transportation Rates or wheeling rates costs that are not
attributable to Metropolitan’s own conveyance system or to its actual costs in

10

conveying water in that system, including but not limited to Metropolitan

11

being required to exclude costs recovered by the Water Stewardship Rate from

12

its Transportation Rates and wheeling rate;

13

•

Allocating costs associated with local water supply development, water

14

reclamation, desalination, and conservation programs to Metropolitan’s rates

15

and charges based on cost causation;

16

•

Calculating and applying the credit due to the Water Authority for the

17

offsetting benefits conferred on Metropolitan from the Water Authority’s use

18

of Metropolitan’s conveyance system, as required by Water Code § 1811(c)

19

and Metropolitan Board Resolution 8520;

20

•

Not setting future rates and charges in a manner that discourages wheeling, and

21

loss of income by Metropolitan attributable to lost water sales not being a

22

permissible justification for increasing Metropolitan’s wheeling rates;

23

•

Allocating Metropolitan’s supply (including storage and inventory) costs

24

between and among Metropolitan’s 26 customer member agencies according to

25

the proportional benefit each member agency receives from Metropolitan water

26

supplies;

27
28
31
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•

1

Not using revenues from rates and charges collected to pay for one service to

2

pay costs related to any other service, unless Metropolitan adjusts its cost of

3

service accordingly;
•

4

Timely providing to the Water Authority all of the data and methodology

5

Metropolitan used to establish or increase its rates and charges, including but

6

not limited to a fully functional copy of Metropolitan’s financial planning rate

7

model; and

8

•

9

c)

10

2.

11

Not allocating to transportation Metropolitan’s costs for the WaterFix.
Take any further action that the Court deems necessary and appropriate.

As to the Third Cause of Action, a declaration that:
a)

All of Metropolitan’s rates and charges, including its Transportation Rates

12

(the System Access Rate, System Power Rate and Water Stewardship Rate), wheeling rate, Tier 1

13

and Tier 2 Supply Rates, Treatment Charge, Readiness-to-Serve Charge, and Capacity Charge,

14

each and together, for calendar years 2019 and 2020 violate Article XIII C, Section 1 of the

15

California Constitution (Proposition 26); the Wheeling Statute (Water Code § 1810 et seq.);

16

Government Code Sections 54999.7(a) and 66013; the Metropolitan Water District Act (Stats.

17

1969, ch. 209 as amended; West’s California Water Code—Append. §§ 109-134); and California

18

common law standards applicable to ratemaking.

19
20

b)

manner, in violation of Government Code Section 54999.7(e); and

21
22

Metropolitan’s 2019 and 2020 rates and charges were set in an unlawful

c)

Metropolitan’s rates and charges for calendar years 2019 and 2020 are and

were unlawful, unconstitutional and invalid, and must be set aside; and

23

d)

Metropolitan is required to calculate and apply the credit due to the Water

24

Authority for the offsetting benefits conferred on Metropolitan from the Water Authority’s use of

25

Metropolitan’s conveyance system, as required by Water Code § 1811(c) and Metropolitan Board

26

Resolution 8520;

27

3.

28

As to the Fourth Cause of Action, an order invalidating Metropolitan’s April 10,

2018 decision adopting the above-described rates and charges for calendar years 2019 and 2020.
32
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San Diego County Water Authority
4677 Overland Avenue • Son Diego, California 92123- 1233
(858) 522-6600 FAX (858) 522-6568 www.sdcwo.org

March 11, 2018

MEMBER AGENCIES
Carlsbad
Municipal Woter Oi$h'ict

City of Del Mar
City of Escondido

Randy Record, Chairman
and Board of Directors
Metropolitan Water District of Southern Ca lifornia
P.0. Box 54153
Los Angeles, CA 90054

RE:

City of Notional Cily

March 12 Finance and Insurance Committee/ Budget and Rates Workshop #3
Agenda Item 8: Budget and Rates Workshop #3

City of Oceanside

March 13, 2018 Board Meeting Agenda Item 4 Public Hearings

City of POW<Jy
City of Sen Diogo

Public hearing to consider whether to continue suspending the tax rate limitations in Section

Fallbrook
Public Uhlity District

124.5 of the Metropolitan Water District Act to maintain the ad valorem tax rate for fiscal
years 2018/ 19 and 2019/20

Helix. Wotet District
l akeside Water District
Olivenhoin

Public hearing on proposed water rates and charges for calendar years 2019 and 2020 to
meet revenue requirements

Municipal Water District

Okly Wolet D1strict
Padre Dam
Mun;c.ipol Water DisTrict

Camp Pendleton
Morine Corps Boso
Rainbow
Municipal Woter District
Ramona

Municipal Water Oittrict

Rincon dol Diablo
Munkjpol Water District
Son Dieguito Water OiWict

Santo Fe Irrigation District

South Boy Irrigation District

Dear Chairman Record and Board Members:
On beha lf of the San Diego County Water Authority, the purpose of this letter is to make a forma l
request for records as stated below, and, provide high level comments and questions on Board
Memo 8-1 dated February 13, 2018 setting this combined public hearing and Information Board
Memo 9-2 of the same date on the subject: Proposed biennial budget and revenue requirements for
fiscal years 2018/19 and 2019/ 20; proposed water rates and charges for calendar years 2019 and
2020 to meet revenue requirements for fisca l years 2018/ 19 and 2019/ 20; ten-year forecast; and
Cost of Service Report (collectively, the "Budget Document").

Vallecitos Woler Di•lritt
Volley Center
Munk:ipol Wot#Jf District
Vista Irrigation District

Yuima
Municipal Water District

OTHER
REPRESENTATIVE
County of Sen Diego

1.

The Budget Document lacks sufficient detail to track past or proposed expenditures, or
determine how MWD has allocated its costs to arrive at the proposed rates and charges

The Water Authority's board representatives have repeated ly requested that staff provide projected
actual expenditures by line item and category as part of the budget and rate setting process. This
information is essential to meaningful deliberation of MWDs proposed revenue requirements and is
standard industry practice in budgeting and rate setting for public uti lities. While we are aware that
the PowerPoint slides for March 12 include " budget vs actual" charts, they do not provide the level
of detail needed for meaningfu l review. We request again that the data by line item and category be
provided, in addition, and that the projected actuals be included where budget data is presented in

A public agency providing a safe and reliable water supply to the San Diego region
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the final Budget Document.
11.

MWD's Cost of Service methodology is flawed because it fails to analyze cost causation or
account for or assign costs by customer class

Separate and apart from the fact that it is not possible to replicate how MWD has assigned its costs
to rates without access to its rate model, the underlying methodology is obviously flawed due to
MWD's failure to ana lyze or account for the varying demands and service characteristics of its 26
member agencies, which MWD admits exist. One of the basic principles of cost of service and
ratemaking is to group customers with similar demand and usage patterns in common categories
(classes), so that costs may be assigned to the customer classes that cause these costs to be
incurred. In spite of the different service patterns and use characteristics of MWD's member
agencies, MWD has simply declared by legislative fiat that it has on ly one customer class.
Historically, MWD has claimed that Proposition 26 and cost of service requirements do not apply to
its rates, and that the only test is one of "reasonableness." Although the Court of Appeal in the
2010/2012 Rate Case clearly applied Proposition 26, MWD persists in insisting that Proposition 26
and cost of service requirements do not apply to MWD's rates. ;
Ill.

Request for public records under California Public Records Act (Gov. Code§ 6250 et seq.)

As you know, the Water Authority is seeking public disclosure of the rate model MWD uses to
allocate costs and set its rates and charges. We filed a Public Records Act (PRA) request on February
18, 2016 (Attachment 1), requesting disclosure of the 2016 rate model and various data, ana lyses
and studies as described in paragraphs 1-8 of that letter. We hereby make formal demand for the
2018 rate model and all supporting data as described in paragraphs 1-8 and any other "input" MWD
relied on to establish the 2018 proposed rates and charges for ca lendar years 2019 and 2020. We
also request:

1. A copy of the " Financia l Planning Model Manua l" Mr. Van den Berg identified and described
during his deposition on May 11, 2017 (at pages 69-72).
2. A functiona l copy of the 2018 Budget Document as it is maintained in the ordinary course of
business, in which the links are not disabled.
IV. Written Request for Notice (Gov. Code §54999.7(d); Request for Data and Proposed
Methodology for Establishing Rates and Charges (Gov. Code§ 54999.7(e)
The Water Authority hereby makes formal request to be provided with all of the data and proposed
methodology MWD will rely upon for establishing rates, charges and surcharges or fees for 2019 and
2020 in accordance with the above-listed Government Code provisions. The Water Authority and its
MWD board delegates have previously requested this information but thus far none has been
provided except as contained in the Budget Document.
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With on ly one month remaining before the MWD board votes on the proposed rates and charges,
not all of the underlying data "input" has been provided to MWD's member agencies or the public
except in the summary form contained in the Budget Document. Obviously, not all information has
been made avai lable prior to the public hearing on March 13, 2018. Given MWD's assertions about
the complexity of its ratemaking process, with a rate model that purported ly consists of more than
350,000 mathematica l formu las, links and ca lculations, MWD's failure to provide the requested
information is wholly unacceptable and contrary to law.

V.

There is no demonstrated justification for suspension of the ad valorem tax rate
limitation

As expressed by the Water Authority on many prior occasions, Section 124.5 of the MWD Act allows
the board to suspend the tax limitation, but only after it finds that the suspension is "essentia l to the
fiscal integrity of the district. " The purported reason for the proposed suspension in 2019 and 2020
is to "pay for growing State Water Contract costs" and to " help maintain a ba lance between fixed
and variable revenues, and reduce the impact of future water rate increases." However, this
justification is not supported by data and is flawed.
First, the proposed tax rate suspension-in order to " reduce the impact of future water rate
increases-is contrary to the legislative history of Section 124.5, which expressed the intent that
taxes be reduced and that user rates and charges constitute the great preponderance of MWD's
revenues. A greater reliance on rates over taxes also better allows costs to be assigned to the
customer groups that cause specific costs to be incurred.
While MWD's objective of maintaining a balance between fixed and variable revenues is certainly
proper, reducing the very charges the Legislature provided to MWD to be used in lieu of property
taxes is inconsistent with that objective. The proposed suspension of the tax rate will increase
MWD's tax revenues by 16 percent between 2018 and 2019, but the readiness-to-serve (RTS) charge
is proposed to decrease by 5 percent during the same period. In fact, the pattern of decreasing RTS
and increasing tax revenues carries forward in the proposed financial forecast.
When comparing the financia l forecast proposed in this budget and the one adopted in 2016, MWD
is projecting a higher tax revenue trend (staff is apparently planning to continue the tax rate
limitation suspension indefinitely), and a lower RTS collection during the same period . As an
example, in 2026, the projected RTS collection wou ld be 15 percent lower than that proj ected for
the same year in the 2016 biennial budget, while the projected tax revenues for the same year
(2026) is 5.5 percent higher than previously forecasted.
Fina lly, MWD staff reported that State Water Contract (SWC) costs are proj ected to be reduced from
what was previously forecast due to delayed implementation of WaterFix and MWD's staff's
successfu l negotiation with Department of Water Resources to reduce future expenditures . Since
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these costs are less than the fiscal year 2018 budgeted SWC costs (and the SWC costs forecasted in
the adopted financial forecast for fisca l year 2019), staff's justification for the tax rate limitation
suspension-- because it purportedly is needed to cover "growing" SWC costs-- is baseless.

VI . The purported PAYGo Funding policy and "Resolution for Reimbursement" would allow
revenues to be collected for one purpose but used for another without any consideration
of or adjustment for cost of service requirements
The Water Authority strongly opposes the so-called " Resolution for Reimbursement." MWD
apparently pla ns t o use PAYGo revenues as a discretionary f und, by adopting a "Resolution for
Reimbursement" to allow the use of revenues from PAYGo to pay for operations expenses, before a
need is even identified. This resolution would authorize staff to prospectively collect $120 mi ll ion
annually for one purpose (CIP) but then potentially use it for another purpose (O&M or California
WaterFix). Th is is not only an unsound fisca l strategy lacking in transparency, but it also deliberately
avoids any accountability ("true up") or tie to cost of service. The board shou ld make a decision now
on whether to raise rates, plan to borrow money or, notably, reduce costs rather than engage in the
gimmick of the proposed Resolution.

VII. Demand that MWD set aside principal and prejudgment interest at 10% for the WSR
Exchange Agreement overcharges consistent with Court of Appeal decision
In February Board Memo 9-1, the followi ng is stated on page 5:
" Metropolitan holds $52 .8 million in its financial reserves in accordance with the setaside provision of the 2003 Amended and Restated Exchange Agreement between
Metropolitan and SDCWA (exchange agreement). This amount incl udes $51 million
associated with exchange agreement water deliveries from January 2011 through
October 2017 and $1.8 million in accumu lated interest earned thereon, based on
Metropolitan' s investment portfolio."
We believe this set-aside is too low, and not in compliance with the Court of Appea l' s decision,
where the Court stated, on pages 1155-56 of its decision:
" Metropolitan contends t he statutory rate of interest was wrongly used in the
origina l proceedings because the exchange agreement stipulates a contractual rate.
This contention is unsupported by the terms of the exchange agreement, as t he trial
court rightly held."
MWD is well aware that the prejudgment interest rate found by the tria l court is 10 percent, not the
rate " based on Metropo litan's investment portfolio." Our calculations show that the actua l amount
that should be reserved by MWD through 2018 is approximately $87 million, which includes both
principal and prejudgment interest -leaving about a $34 million deficit in what MWD is now actually
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withholding and reporting to the Board. If MWD's Board approves not charging the Water
Stewardship Rate (WSR) to the Exchange Agreement water through the rest of 2018, that total will
of course drop slightly. Demand is hereby made by the Water Authority that MWD properly set
aside all principal and prej udgment interest at 10% for the WSR Exchange Agreement overcharges
through 2018, or any earlier date the MWD board may end the overcharges in 2018.

VIII. Demand that MWD not impose its Water Stewardship Rate on any wheeled water
In February Board memo 9-1, MWD seeks approval by its Board to suspend imposition of WSR
charges on Exchange Agreement water, while still imposing them on other wheeling transactions.
For example, see page 5 of February Board memo 9-1, which states that the reduction applies on ly
to Exchange Agreement water, with no mention of other wheeled water:
" [l]t is proposed that the Water Stewardship Rate will not be billed on the exchange
agreement deliveries for CYs 2019 and 2020, with Metropolitan foregoing any
collection of these amounts during this study period. Further, it is recommended that
Metropolitan suspend billing and collecting the current Water Stewardship Rate on
exchange agreement deliveries in CY 2018."
See also page 102 of Attachment 3 to the above document, which makes clear wheeled water wou ld
be assessed WSR charges (emphasis added): "All system users (member agency or third parties) will
pay the same proportiona l costs for existing and future conservation and recycling investments."
However, the Court of Appeal's ru ling was based on the Wheeling Law (Water Code sections 1810 et
seq.), and the Court found that under that law MWD cannot charge the WSR on wheeled water: "A
water agency's payments to its members to encourage water conservation is outside the scope of
recoverable costs contemplated by the wheeling statutes." /d. at 1150.
MWD's decision to impose WSR charges on wheeled water is in clear violation of the Court of
Appea l's decision, and thus un lawfu l. Though we appreciate the fact that MWD staff recommends
not making un lawfu l charges against the Exchange Agreement, it is clear that MWD may not impose
the same un lawfu l charges to all other wheeling transactions . Demand is hereby made by the Water
Authority that MWD not adopt rates that allow for WSR charges to be assessed against wheeled
water.

IX. Request for calculation of offsetting benefits under the Wheeling Statute
As you are aware, the Court of Appeal determined that the Wheeling Statutes apply to the Exchange
Agreement between MWD and the Water Authority. Accordingly, under Water Code§ 1811(c), and
consistent with MWD Board Resolution 8520, MWD must ca lculate the offsetting benefits of the
Water Authority' s Exchange Agreement water. Because MWD' s wheeling rate, and the Water
Authority's price under the Exchange Agreement, is calculated in part based on the setting of MWD' s
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annual rates, MWD should perform this calcu lation now as part of this budget and rate-setting cycle,
so that these costs may properly be reflected in MWD's budget, and long term planning and
disclosure documents. The Water Authority identified this issue to MWD last November as a
litigation issue remaining to be resolved between MWD and the Water Authority, but as you are
aware, the MWD and Water Authority negotiating teams have not yet met.

X.

Conclusion

Our MWD board representatives have additional policy questions and comments that will be
presented separately.
Sincerely,

IJ;:::

General Counsel

Attachment: Water Authority's Public Records Act request for MWD rate model, dated February 18,
2016
cc:

MWD Board of Directors
Water Authority Board of Directors
Maureen Stapleton, Genera l Manager

Contrary to a recent public st at ement by one of Met ropolitan's attorneys, the Court of Appeal did in fact
apply Proposit ion 26 to Metropolitan's rates.

i
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San Diego County Water Authority
4677 Overland Avenue • San Diego, California 92123-1233
(858) 522-6600 FAX (858) 522-6568 www.sdcwa.org

March 12,2018
Ms. Rosa Castro, Board Administrator
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054-0153
MEMBER AGENCIES

Re:
Corisbod
.-..A,,,;cipol 'Nater Di>trid
City

March 12 Finance and Insurance Committee/Budget and Rates Workshop #3
Agenda Item 8: Budget and Rates Workshop #3

of Del Mar

March 13, 2018, Board Meeting, Agenda Item 4:
·:=ity of Nati::mal City
City ai Oceanside
City of Poway
City oi San Dieqo
fallbrook
Public Utili~, District
Hcli> Water District
Lo~e>!cle

Public Hearing to consider whether to continue suspending the tax rate limitations in Section
124.5 of the Metropolitan Water District Act to maintain the ad valorem tax rate for fiscal
years 2018/19 and 2019/20; and
Public hearing on proposed water rates and charges for calendar years 2019 and 2020 to
meet revenue requirements

Water Di>trict

Olivenhoin
Municipal vVoter Dostrict
O:ay 111/ater

Distri~l

Letter Submitting Documents into the Administrative Record
Dear Ms. Castro:

Padre Dorr
Mu~idpol \'Vater D!sr-ico
C:>rnp Pendletor
Morine Corp~ Bow
Rambow
Municipo! \'Voter Drslr cl
Ramona
Mun•orpo! Water District
Rt'l<"O~ del Diablo
Muri< •pa Water Distric•

San Doegv to 11'/ater District
So ~•a Fc lr •·9"1' or. District

The San Diego County Water Authority (Water Authority) requests inclusion of this letter and all
of the documents on the attached CD titled "CD#1, 2019 and 2020 Rates and Charges" (Attachment 1) in
the Administrative Record of proceedings relating to the actions that are the subject of the above public
hearings.
Following is a list of the documents included on CD#1:
1.

Colorado River Accounting and Water Use Report: Arizona, California, and Nevada,
Calendar Year 2016. U.S. Department of the Interior, Bureau of Reclamation (May 2017)

2.

Colorado River Accounting and Water Use Report: Arizona, California, and Nevada,
Calendar Year 2015. U.S. Department of the Interior, Bureau of Reclamation (May 2016)

3.

Water Authority letter to MWD regarding Appendix A of Official Statement (June 11, 20 16)

4.

Water Authority letter to MWD regarding Appendix A of Official Statement (June 15, 20 16)

5.

Water Authority Delegates' letter to MWD regarding Appendix A of Official Statement
(July 11, 2016)

6.

Water Authority Delegates letter to MWD regarding Board Memo 8-6 - Adopt CEQA
determination and adopt Second Supplemental Subordinate Resolution to the Master
Subordinate Resolution authorizing the issuance of up to $175 million of Subordinate Water

South Boy lr•i gctior District
Vollecotm Water Distroct
Volley Center
Munocopol Water District
V1sla ln·gation District

Yuima

Munrcrpol Water District

OTHER
REPRESENTATIVE
County o' San Diego

A public agency providing a safe and reliable water supply to the San Diego region
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THE METROPOLITAN WATER DISTRICT
OF SOUTHERN CALIFORNIA

Office of the General Counsel

March 21, 2018
VIA EMAIL AND FEDERAL EXPRESS
Mark J. Hattam
General Counsel
San Diego County Water Authority
4677 Overland Avenue
San Diego, California 92123-1233

Re:

Response to Public Records Act Request Dated March 11, 2018
Response to Request for Data and Proposed Methodology Dated March 11, 2018

Dear Mr. Hattam:
We received your letter dated Sunday, March 11,2018, which was sent to Metropolitan Board of
Directors Chairman Randy Record and the Metropolitan Board of Directors via email at 10:31
p.m. on that date, which among other things contains a Public Records Act ("PRA") request in
section III ("20 18 request") and a request for data and proposed methodology in section IV. A
copy of your request is attached.
Public Records Act Request
This response is made in compliance with California Government Code Section 6253( c), which
requires an agency to notify a person making a request within 10 days whether a request seeks
disclosable records. We have determined that your request seeks disclosable records, with the
exception of Metropolitan's financial planning model, which is exempt from disclosure under
Government Code Section 6254.9(a) as a proprietary computer software program developed by
Metropolitan that contains nondisclosable formulas and programming code. The model is also
not subject to disclosure under Government Code Section 6254(k), Evidence Code Section 1060,
and Civil Code Section 3426.1 as confidential, proprietary material that derives independent
economic value from not being generally known. The model is further not subject to disclosure
under Government Code Section 6255(a) because the public interest in preserving its
confidentiality clearly outweighs any asserted public interest in disclosure. 1

1

SDCWA already received the financial planning model through the SDCWA v. Metropolitan
rate litigation, subject to the parameters and restrictions of the Court's protective order, so
SDCWA has had full opportunity to view it and understand its operations.
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Metropolitan will provide disclosable records as explained below, to the extent they: (1) are not
already posted on Metropolitan's website at www.mwdh20.cotn, (2) have not already been
provided to the Metropolitan Board of Directors, and/or (3) have not already been provided to
SDCW A in response to its prior PRA requests or in connection with the SDCWA v. Metropolitan
litigation.
Your 2018 request incorporates paragraphs 1-8 of an attached letter dated February 18, 2016
("2016 request") in which the San Diego County Water Authority ("SDCWA") made previous
requests under the PRA. Paragraphs 7 and 8 of the 20 16 request concerned records pertaining to
Metropolitan's 2015 IRP Technical Update Issue Paper Addendum and IRP 2015 Update.
Metropolitan previously responded to those requests in 2016.
Paragraphs 1-6 of the 20 16 request concerned records pertaining to the budget, rates, and charges
proposed in 2016, and Metropolitan also previously responded to those requests in 2016. We
have assumed you intended Metropolitan to interpret the 2018 request's reference to paragraphs
1-6 to include modifications to concern records pertaining to the fiscal years 20 18/19 and
2019/20 proposed budget and calendar years 2019 and 2020 proposed rates and charges, and so
we have done so. The 2018 request further asks for "any other 'input' MWD relied on to
establish the 2018 proposed rates and charges for calendar years 2019 and 2020." We interpret
this additional language as referring to "any other input into the financial planning model that
MWD relied on to establish the 2018 proposed rates and charges for calendar years 2019 and
2020." The requested records have already been posted on Metropolitan's website for public
review between February 1 and March 14, 2018 at the following locations:
•
•

http://www.mwdh?o.com/WhoWeAre/Page /proposed-budget-rates.aspx
http://www .mwdh2o.com/Who WeAre/proposed-property-tax-rates

Of these records, some of the file names at the following location, posted since March 8, 2018,
were modified to accommodate the naming conventions required by Metropolitan's website:
•

http://www.mwdh2o.com/Who WeAre/Managetnent/Financial- Information/Pages/20 18Underlying-Materials.aspx

The identical records, but with the original file names, will be provided to you on a disc. For
example, the files from the "Biennial Budget Reports\Labor Distribution by Org
Report\Proposed plus 1" folder on the disc were renamed on the website by adding the prefix
'PP1" to each of the files posted on the website. In the posting and on the disc, proprietary
formulas and programming code have been removed from spreadsheets, and employee-specific
information has been redacted.
Additionally, your 2018 request asks for "a functional copy of the 2018 Budget Document."
Metropolitan interprets this request as referring to the proposed Biennial Budget for Fiscal Years
2018/19 and 2019/20, which was provided to Metropolitan's Board of Directors, including the
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SDCWA delegates, on February 1, 2018, and has been posted for public review on
Metropolitan's website since that date at the following location:
•

http://www .tnwdh2o.cOin/Who WeAre/Pages/proposed-budget -rates.aspx

There is no such record as a "functional copy" of that document.
Finally, your 2018 request asks for the "Financial Planning Model Manual Mr. Van den Berg
identified and described during his deposition on May 11, 201 7." This will be provided with
redaction of the confidential log-in information to the model pursuant to Government Code
Section 6255(a), because the public interest in preserving its confidentiality clearly outweighs
any asserted public interest in disclosure.
Enclosed is a disc containing the above-described disclosable Metropolitan records provided in
response to your PRA request, except as previously posted or provided. Because Metropolitan's
budget-setting and rate-setting process is still in progress, the disc contains materials through the
Public Hearings held on March 13, 2018.
Response to Request for Data and Proposed Methodology
Your request for data and proposed methodology was made under California Government Code
Section 54999.7(e). As Metropolitan has explained in detail in the SDCWA v. Metropolitan
litigation, and as SDCWA previously agreed, Section 54999.7(e) does not apply to Metropolitan.
As you are aware, the California Court of Appeal did not decide the issue of Section
54999.7(e)'s application, finding instead that whether or not the statute is applicable,
Metropolitan has complied with it. (SDCWA v. Metropolitan (2017) 12 Cal. App. 5th 1124,
1154 ["Whether or not the statute applies, it has not been violated."].) Metropolitan maintains
that Section 54999.7(e) does not apply. 2
Nonetheless, as part of its regular budget-setting and rate-setting process, Metropolitan provides
to the Board, member agencies and the public the detailed data and proposed methodology for
the proposed rates and charges, through the budget and rate Board letters, proposed budget, cost
of service report, presentations and discussions at the multiple committee and Board meetings
and workshops. Again, this material is posted on Metropolitan's website at the following
locations:
•
•
2

http://www.tnwdh2o.com/WhoWeAre/Pages/proposed-budget-rates.aspx
http: //www .mwdh2o.cOin/Who WeAre/proposed-property-tax -rates

Your letter also included a written request for notice under California Government Code
Section 54999.7 (d). Aside from the inapplicability of Section 54999.7 (d), SDCWA made this
request for notice of a public meeting concerning rates or charges after Metropolitan had already
provided such notice to the Board and public, so the request is moot.
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As the staff continues to work on budget and rate matters in response to requests from the Board
and direction from management until final adoption of the budget and rates, the webpages stated
in this letter will continue to be updated.

~
Marcia Scully
General Counsel

Enclosure: Disc (via Federal Express only)
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Office of the General Manager

March 23, 2018
VIA EMAIL AND U.S. MAIL
Mark J. Hattam, General Counsel
San Diego County Water Authority
4677 Overland Avenue
San Diego, California 92123

Re:

Your letter dated March 11, 2018 regarding March 12 F&I Committee/Budget and Rates
Workshop #3, and March 13, 2018 Board Meeting Agenda Item 4 Public Hearings

Dear Mr. Hattam:
This letter addresses your comments, received via email on Sunday, March 11, 2018, at 10:31
p.m. (attached), making a formal request for records and providing “high level comments and
questions” on Board Letters 8-1 and 9-2, both dated February 13, 2018. These Board Letters set
a combined public hearing and provided information regarding proposals regarding
Metropolitan’s Ad Valorem property tax rate, biennial budget, rates, and charges. On March 21,
2018, Metropolitan General Counsel Marcia L. Scully responded to your request for records. In
this letter, the General Manager and General Counsel’s offices respond to your comments and
questions, as they raise a number of financial and legal issues. We provide responses to the
comments and questions in the same order listed in your March 11, 2018 letter.
I.

“The Budget Document lacks sufficient detail to track past or proposed
expenditures, or determine how MWD has allocated its costs to arrive at the
proposed rates and charges”

Your request that staff provide “projected actual expenditures by line item and category as part
of the budget and rate setting process,” is unclear. (See, 3/11/18 Ltr, p. 1.) We do not know
what you mean by “projected actual expenditures,” as a budget is a forward-looking document
that reasonably estimates expenditures in upcoming years. The purpose of a budget is to project
the expenditures the agency reasonably expects to incur in the future budget period and
Metropolitan distributed its proposed Biennial Budget for FY 2018/19 and FY 2019/20 on
February 1, 2018. Thus, Metropolitan has already provided its projected expenditures for the
next biennium period.
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You further request such “projected actual expenditures by line item and category” and state that
it is “standard industry practice in budgeting and rate setting for public utilities” to provide this
information. (See, 3/1//18 Ltr, p.1.) Metropolitan has provided its projected expenditures by line
item and category in its proposed Biennial Budget, which contains:
a) a budget summary, broken down by appropriations, funds, source of funds, operating
revenue, capital funding, uses of funds, operations and maintenance (by organization and
by expenditure type), capital investment fund, and fund balance and reserves, with each
category further broken down for reference;
b) a departmental/group budget, breaking down each department’s operations and
maintenance (“O&M”) by expenditure section, and providing personnel summaries;
c) an operating equipment budget;
d) a nondepartmental budget for each of Metropolitan’s major cost categories: the State
Water Project, CRA Power, Supply Programs, Demand Management, and Capital
Financing; and
e) a breakdown by category of costs for each nondepartmental budget. 1
Concurrently, Metropolitan also provided its 2018 Cost of Service Report, which explains
Metropolitan’s allocation of the specific costs in the proposed Biennial Budget. The 2018 Cost
of Service Report also contains an appendix with 159 pages of Cost of Service Tables. Such
tables show costs by line item for departmental and nondepartmental costs and assign each line
item to a cost function by percentage. 2
On March 7, 2018, Metropolitan also provided its 185-page Capital Investment Plan (“CIP”)
Appendix to the Biennial Budget. The CIP Appendix lists over 300 projects and a total project
estimate for each project. 3

1

Metropolitan’s proposed Biennial Budget is available at:
http://www.mwdh2o.com/WhoWeAre/Pages/proposed-budget-rates.aspx.
2
Metropolitan’s 2018 Cost of Service Report is available at:
http://www.mwdh2o.com/WhoWeAre/Pages/proposed-budget-rates.aspx.
3
Metropolitan’s CIP Appendix is available at:
http://www.mwdh2o.com/WhoWeAre/Pages/proposed-budget-rates.aspx.
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In addition, based on requests for data and other materials used to generate or supporting
Metropolitan’s proposed rates and charges, Metropolitan also provided further line item detail
that form the bases of Metropolitan’s Biennial Budget, which are available at:
http://www.mwdh2o.com/WhoWeAre/Management/Financial-Information/Pages/2018Underlying-Materials.aspx.
Therefore, we do not know which “line item and category” you believe is missing from the
information Metropolitan publishes in connection with its budget and rates process.
Metropolitan meets industry standards and your letter does not identify the “standard industry
practice” you claim Metropolitan fails to meet.
To the extent the detailed line-item information Metropolitan has provided is not the line-item
detail you seek, please provide us with an example of the specific line-item budget that you find
acceptable. We have reviewed SDCWA’s proposed budget, for example, and do not find it
provides more detailed budget information than does Metropolitan’s Budget and the additional
materials Metropolitan publishes.
II.

“MWD’s Cost of Service methodology is flawed because it fails to analyze cost
causation or account for or assign costs by customer class”

You claim that Metropolitan’s cost of service methodology is “obviously flawed” because
Metropolitan only has one customer class and therefore purportedly fails “to analyze or account
for the varying demands and service characteristics of its 26 member agencies.” (3/1//18 Ltr., p.
2.) However, Metropolitan’s rate structure does analyze and account for the varying demands
by, and characteristics of the service to, its member agencies.
Metropolitan’s unbundled rates and charges are designed to provide transparency regarding the
cost of specific functions to member agencies (functional costs are recovered through appropriate
rate elements), thereby ensuring that the member agencies pay only for the services they elect to
receive. We have explained this in the Metropolitan Cost of Service Report, at pages 88-89, and
also in the prior Cost of Service Report and letters. For example, please see the April 12, 2016
letter from Raftelis Financial Consultants, Inc. to Gary M. Breaux, which we provided to
SDCWA. There, Mr. Rick Giardina 4 explains that the AWWA M-1 Manual, which focuses on
retail utilities, references classes of customers. However, he further explains that the manual

4

Mr. Giardina has over 39 years of utility finance and cost of service experience. More recently
he served as the Vice Chair of the AWWA Rates and Charges Committee and in that capacity he
was the Chair of the working group that produced the Sixth Edition of the M1 (published in
2012). He was also Chair of the Rates and Charges Committee and oversaw the preparation of
the Seventh Edition of the M1 which was published in 2017. His resume was included as
Attachment A to the April 12, 2016 letter.
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itself is clear that the classification of customers is not a requirement for any utility and may not
apply to a wholesale utility such as Metropolitan. (RFC 4/12/16 Ltr, pp. 2-3.)
Indeed, we note that in SDCWA’s Cost of Service Study, dated May 2017, Carollo Engineers,
SDCWA’s rate consultant, explains that classes of customers are not required for SDCWA, a
wholesale water service provider with an unbundled rate structure. Carollo explains at pages 2-3
of its Study that SDCWA has an unbundled rate structure based on functional cost allocation,
and not classes of customers. Carollo further explains that SDCWA’s customer service and
storage charges are “designed to account for annual fluctuations in water demands and demand
patterns.” And, those charges are set based on multi-year rolling averages of each of SDCWA’s
member agencies. (2017 SDCWA Cost of Service Study, pp. 26-27.) Additionally, Carollo
explains at page 7 that although SDCWA’s Act allows the Board to “establish reasonable
classifications among different classes of customers,” its General Counsel has advised that such
language requires only “that rates be non-discriminatory and that differences in rates or rate
apportionment be based on service differences.” (Id. at 7.) As you know, Metropolitan also
recovers costs based on functional cost allocation and also bases certain charges on multi-year
rolling averages to account for annual fluctuations in water demands among its agencies. Thus,
we do not understand your position that doing so is flawed, in light of your own practice.
III.

“Request for public records under California Public Records Act (Gov. Code § 6250
et seq.)”

On March 21, 2018, Metropolitan General Counsel Marcia L. Scully responded to your request
for records pursuant to the California Public Records Act (attached).
IV.

“Written Request for Notice (Gov. Code §54999.7(d); Request for Data and
Proposed Methodology for Establishing Rates and Charges (Gov. Code §
54999.7(e)”

On March 21, 2018, Metropolitan General Counsel Marcia L. Scully responded to your request
for records pursuant to Government Code Section 54999.7 (attached). Although Ms. Scully
explains therein Metropolitan’s position that Government Code Section 54999.7 does not apply
to Metropolitan’s rates and charges, Ms. Scully directed SDCWA to records previously provided
by Metropolitan to the Board of Directors and to the public and available on its website. 5
In connection with this request, you also claim that Metropolitan has only produced a summary
of information in the materials it provided in advance of its first Budget, Rates, and Charges
5

Your letter also included a written request for notice under California Government Code
Section 54999.7(d). Aside from the inapplicability of Section 54999.7(d), SDCWA made this
request for notice of a public meeting concerning rates or charges after Metropolitan had already
provided such notice to the Board and public, so the request is moot.
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Workshop. (3/11/18 Ltr, pp. 2-3.) However, as explained in this letter, Metropolitan has
provided detailed information regarding its budget and cost allocation methodology. In addition,
Metropolitan has held three workshops in which staff made presentations further explaining the
extensive material provided and answered questions directly from Metropolitan directors.
Metropolitan’s staff also holds monthly Member Agency Managers meetings with staff from
each of its member agencies. SDCWA staff, like staff from any other agency, has the
opportunity to discuss with Metropolitan staff matters pending before the Metropolitan Board.
V.

“There is no demonstrated justification for suspension of the ad valorem tax rate
limitation”

You claim that the proposal to suspend the limitation in Section 124.5 to permit Metropolitan to
continue to maintain the current ad valorem (“AV”) property tax rate is not supported by data
and is flawed. (3/1//18 Ltr., pp. 3-4.) We direct you to the data supporting the recommendation
to continue the suspension, which is available at
http://www.mwdh2o.com/WhoWeAre/Pages/FYs-2018-19-2019-20-proposed-property-taxrates.aspx. Additionally, we address herein your claim that the recommendation is flawed,
which appears to be based on two points.
First, you state that a greater portion of Metropolitan’s State Water Contract (“SWC”) costs
should be recovered from rates and charges than from AV property taxes. They are.
Metropolitan‘s proposed Biennial Budget for FY 2018/19 and FY 2019/20 includes $566.7
million and $602.5 million, respectively, for SWC costs. (See, proposed Biennial Budget, p. 8.)
The proposal to suspend the property tax limitation of Section 124.5 to continue the AV tax at
.0035 percent of assessed valuations would permit Metropolitan to collect $89.2 million in FY
2018/19 and $93.4 million in FY 2019/20 from AV property taxes over the 124.5 limitation to
offset SWC costs. (See, id. at p. 6; see also, 3/13/18 Presentation, Slide 8.) Thus, the proposal to
continue to suspend the Section 124.5 limitation would allow for the collection of about 17 to 18
percent of Metropolitan’s SWC costs in each fiscal year. The remaining approximately 82 to 83
percent of SWC costs would continue to be recovered directly from Metropolitan’s member
agencies through rates and charges.
Your suggestion that the AV property taxes and the Readiness-to-Serve (“RTS”) charge are
interchangeable ignores that under Metropolitan’s cost allocation methodology, costs must be
recovered pursuant to their functionalization. A reduction in AV tax revenue does not result in
an equivalent increase in the RTS charge. However, if SDCWA believes these costs should be
borne directly by the member agency and not by property owners within its service area,
SDCWA may elect to pay that obligation. Metropolitan’s Act, at Section 336, provides that any
member agency “may elect to pay out of the agency funds of such agency, other than funds
derived from ad valorem property taxes, all or the stated percentage, as the case may be, of the
amount of tax which would otherwise be levied upon property within such agency.”
(Metropolitan Water District Act, § 336.)
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Second, you rely on erroneous information regarding the SWC costs in Metropolitan’s Biennial
Budget. SWC costs are lower in FY 2018/19 due to global cost reductions achieved by Water
Resource Management staff and other State Water Contractors working with the Department of
Water Resources. These reductions affect both the Delta Water Charge and the Transportation
Charge capital and Operations, Maintenance, Power and Recovery (OMP&R). SWC costs then
increase from this lower base beginning in FY 2019/20 and continuing throughout the ten-year
forecast.
VI.

“The purported PAYGo Funding policy and ‘Resolution for Reimbursement’ would
allow revenues to be collected for one purpose but used for another without any
consideration of or adjustment for cost of service requirements”

Your objection to the PAYGo policy and resolutions of reimbursement is misplaced. The
objection is based on the premise that the determination of whether to use cash or debt is a cost
allocation issue. It is not.
Moreover, Metropolitan uses debt proceeds for its capital expenses, whether it is to pay
concurrent expenses or through reimbursement of expenses previously funded by cash.
Finally, it appears you are suggesting that it is not the Board that makes the decision as to a
resolution of reimbursement. As stated in Metropolitan’s February 13, 2018 Information Board
Letter, at page 5, the resolution “will be provided to the Board for consideration and approval.”
VII.

“Demand that MWD set aside principal and prejudgment interest at 10% for the
WSR Exchange Agreement overcharges consistent with Court of Appeal decision”

As you know, Metropolitan sets aside the exchange agreement payments that SDCWA disputes,
and interest thereon, pursuant to Section 12.4(c) of the exchange agreement. Section 12.4(c)
requires that Metropolitan set aside disputed amounts in an interest bearing account and that the
prevailing party pay “all interest earned thereon” upon resolution of the dispute. That is what
Metropolitan has done. Metropolitan has no separate statutory obligation to set aside statutory
prejudgment interest in advance of a judgment. And as you know, the Court of Appeal’s
decision as to prejudgment interest addresses the interest rate that applies to any award of
damages in that case, not to the amount Metropolitan must set aside pursuant to the contractual
provision. (See, SDCWA v. Metropolitan (2017) 12 Cal.App.5th 1124, 1154-55.)
VIII. “Demand that MWD not impose its Water Stewardship Rate on any wheeled water”
Metropolitan does not “impose” its rates on its voluntary cooperative of member agencies.
Pursuant to state statute, the Board, made up of each of those agencies’ representatives, sets the
rates applicable to the services Metropolitan provides to those same agencies. The Board will
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decide on April 10, 2018 whether to adopt the proposed rates and charges, which continue to
properly include the Water Stewardship Rate.
As you know, the Court of Appeal held that the “record [before it] fail[ed] to support
Metropolitan’s inclusion of the water stewardship rate as a transportation cost” for the years at
issue, which were 2011-2014. (SDCWA v. Metropolitan, 12 Cal.App.5th at 1150.) And it
confirmed that “the narrow question [in that appeal] is whether substantial evidence supports
Metropolitan’s determination.” (Id. at 1151.) Thus, Metropolitan’s adoption of rates, including
its Water Stewardship Rate, does not violate the Court of Appeal’s decision. Metropolitan’s
proposed rates and charges are based on the administrative record before the Board at the time it
adopts the rates and charges for the new biennium period.
IX.

“Request for calculation of offsetting benefits under the Wheeling Statute”

The parties obviously disagree as to the interpretation of the Court of Appeal’s decision
regarding the applicability of Water Code Section 1810, et seq. But what is clear is that the
Court of Appeal decision does not address whether Metropolitan “must calculate the offsetting
benefits of the Water Authority’s Exchange Agreement” fifteen years after the effectiveness of
that agreement, as you demand (SDCWA v. Metropolitan, 12 Cal.App.5th 1124) and this has not
been part of the parties’ litigation. Neither the Court of Appeal decision, nor any other law,
requires that Metropolitan calculate any alleged “offsetting benefits.”
Based on the foregoing, Metropolitan has responded to the “high level comments and questions”
in your March 11, 2018 letter. Should you have any further questions, please feel free to contact
either of the undersigned.
Sincerely,

Gary Breaux
Assistant General Manager
Chief Financial Officer
cc:

Marcia Scully
General Counsel

Metropolitan Board of Directors
SDCWA Board of Directors
Jeffrey Kightlinger, Metropolitan General Manager
Maureen Stapleton, SDCWA General Manager
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Attachments:
Letter dated March 11, 2018 regarding March 12 F&I Committee/Budget and Rates Workshop
#3, and March 13, 2018 Board Meeting Agenda Item 4 Public Hearings
Letter dated March 21, 2018 re Response to Public Records Act Request dated March 11, 2018
and Response to Request for Data and Proposed Methodology dated March 11, 2018

Exhibit H

Office of the General Manager
Office of the General Counsel

April 4, 2018
VIA EMAIL AND U.S. MAIL
Keith Lewinger, Director
San Diego County Water Authority
4677 Overland Avenue
San Diego, California 92123
Re:

Your letter dated March 21, 2018, regarding Budget and Rate Questions

Dear Director Lewinger:
This letter responds to your questions, received via email on Wednesday, March 21, 2018, at
12:25 p.m. (attached), requesting that they be addressed “in writing, in a time frame that gives us
[the San Diego County Water Authority] a chance to review [Metropolitan’s] responses and
supporting documentation before the next workshop.”
Workshop #4 was scheduled for Tuesday, March 27, 2018, primarily at your request, to respond
to questions you indicated you would provide shortly after Workshop #3 held on March 12,
2018. Your request arrived nine calendar days later. This did not provide sufficient time for
staff to respond to your request prior to the workshop. However, we provide responses to your
questions now in advance of the next meetings to consider the proposed budget, rates, charges,
and ad valorem tax limitation suspension.
Outset (unnumbered comment)
You state that “staff has presented budget and proposed rates, with general descriptions of
methodology and voluminous data,” and that you need Metropolitan’s Financial Planning Model
to follow Metropolitan’s cost allocation methodology. On Friday, March 23, 2018, before
Workshop #4, we responded to SDCWA’s General Counsel’s similar statement regarding the
level of detail in the documents proposing Metropolitan’s budgets, rates, and charges. Please see
the attached March 23, 2018 letter. Additionally, we reiterate here that Metropolitan has
provided significant data to support the proposed biennial budget for Fiscal Years (“FY”)s
2018/19 and 2019/20 (the “Proposed Biennial Budget”), including the ten-year financial forecast
and resulting revenue requirements for FY 2018/19 and FY 2019/20, the FYs 2018/19 and
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2019/20 Cost of Service Report for Proposed Water Rates and Charges (the “2018 Cost of
Service Report”), and resulting proposed Calendar Year (“CY”) water rates and charges effective
January 1, 2019 and January 1, 2020 (“CY Rates and Charges”) to support the Proposed Biennial
Budget and revenue requirements.
On its “Underlying Materials” page supporting the Proposed Biennial Budget and CY Rates and
Charges, located at http://www.mwdh2o.com/WhoWeAre/Pages/proposed-budget-rates.aspx,
Metropolitan has also provided a significant amount of information—over 2,550 pages—on the
line item detail by labor and Operations and Maintenance expense items that makes up its
Departmental budget. Metropolitan has provided a 185-page Capital Investment Plan (“CIP”),
which includes three years of planned spending and a description of nearly 400 projects. In
addition, Metropolitan has provided 75 files, consisting of a multitude of worksheets and pages
that provide the detail SDCWA is requesting. In particular, Metropolitan has provided in its
2018 Cost of Service Report 150 pages of COS Tables that provide the functionalization,
allocation and distribution of costs in its Proposed Biennial Budget, further showing
Metropolitan’s cost allocation methodology.
The line-item budget information forms the bases of the departmental and non-departmental
budgets in the Proposed Biennial Budget. Those costs are then assigned to cost functions, as
explained in the 2018 Cost of Service Report. Those functionalized costs are recovered through
appropriate rate elements, as further explained in the Cost of Service Report. Additionally, the
COS Tables explain that process for line-item budgets. For example, the Departmental O&M for
the Office of the General Manager of $4,782,324 is shown in the first COS Table. (Page 110 of
259, Attachment 3, Board Letter 9-2.)You see in the data excerpt below that $4,344,448 is for
Labor and Labor Additive and $345,000 is for Outside Services.
Revenue Requirements
Fiscal Year Ending 2019
1
Labor And
Labor
Additive

Departmental O&M
Group
Office of General Manager
Office of General Manager
Office of General Manager
External Affairs
External Affairs
External Affairs
External Affairs
Human Resources

2
Outside
Services

3
Utilities

4
Chemicals

5
Other O&M

6
O&M
Capitalization
(pro-rated)

Projected
Total To Be
functionalized

Item
Board of Directors
Bay Delta Initiatives
Legislative Services
Media Communications Services
Manager, External Affairs/Special Projects
Conservation & Community Services

4,344,448
1,079,067
4,869,969
3,515,616
4,197,435
5,923,489
3,119,587
9,445,147

345,000
55,000
4,943,638
1,733,300
1,373,266
715,200
1,524,000
1,335,620

6,500
-

-

312,220
514,900
1,618,882
863,173
1,000,380
2,256,014
1,376,627
1,561,651

(219,344)
(72,314)
(501,363)
(268,326)
(288,170)
(390,071)
(264,012)
(541,268)

4,782,324
1,576,653
10,931,125
5,850,263
6,282,911
8,504,632
5,756,202
11,801,151

You will see in the next data excerpts from the next COS Tables that the same line-item budget
is further broken down by categories of service function, including a breakdown by subcategories of costs within those functions. (Pages 111 and 112 of 259, Attachment 3, Board
Letter 9-2.) For example, the General Manager’s O&M Budget assigned to the treatment
function is broken down by treatment plant.
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Page 111:
Functional Assignment Percentages
Fiscal Year Ending 2019
Fn1
Fn2
Fn3
Source of Supply
Letter Codes for Primary Functional Assignment Bases
Direct Assignment
a
CRA
SWP Other
Work in Process/Net Book Value
b
Pro-Rating
c
Branch Manager Analysis
d
Prior-Year Results
e
Other
f

Fn4

Fn5
CRA

Fn6
Fn7
Conveyance & Aqueduct
SWP
SWP
SWP
Power
All Other

CRA
Power

CRA
All Other

1.0%

8.8%

Fn8
Other
Conv. &
Aqueduct

Fn9
Fn10
Fn11
Storage
Storage Costs Other Than Power
Emergency
Drought Regulatory

Fn12

Fn16

Fn17

Fn18
Treatment

Fn19

Fn20

Diemer

Mills

Skinner

Fn21
Distribution

Power

Jensen Weymouth

Functional Allocation Basis (4)

Departmental O&M
Group
Office of General Manager
Office of General Manager
Office of General Manager
External Affairs
External Affairs
External Affairs
External Affairs
Human Resources

Item
Board of Directors
Bay Delta Initiatives
Legislative Services
Media Communications Services
Manager, External Affairs/Special Projects
Conservation & Community Services

c
a
a
a
a
a
d
c

Pro-rata by all other departmental costs
100% A&G
100% C&A
100% A&G
100% A&G
100% A&G
Branch Manager Analysis
Pro-rata by all other departmental costs

2.1%

2.4%

2.6%

0.0%

4.0%

1.8%

1.6%

1.4%

0.6%

0.0%

5.0%

5.5%

5.9%

3.8%

5.0%

20.4%

1.8%

1.6%

1.4%

0.6%

0.0%

5.0%

5.5%

5.9%

3.8%

5.0%

20.4%

100.0%

2.1%

2.4%

2.6%

1.0%

8.8%

0.0%

4.0%

Page 112:
Functional Assignment Results
Fiscal Year Ending 2019
Fn1

Fn2
Source of Supply

Fn3

Fn4

Other Supply

CRA
Power

CRA
CRA

Departmental O&M
Group
Office of General Manager
Office of General Manager
Office of General Manager
External Affairs
External Affairs
External Affairs
External Affairs

SWP

Fn5
Fn6
Fn7
Conveyance & Aqueduct
SWP
SWP
SWP
Power
All Other

CRA
All Other

Fn8
Other
Conv. &
Aqueduct

Fn9
Fn10
Fn11
Storage
Storage Costs Other Than Power
Emergency
Drought
Regulatory

Fn12

Fn16

Fn17

Power

Jensen

Weymouth

Fn18
Treatment

Fn19

Fn20

Diemer

Mills

Skinner

Fn21
Distribution

Item
Board of Directors
Bay Delta Initiatives
Legislative Services
Media Communications Services
Manager, External Affairs/Special Projects
Conservation & Community Services

99,707
-

113,562
-

122,785
-

47,926
-

422,012
-

-

193,339
10,931,125
-

84,503
-

77,085
-

65,998
-

27,836
-

-

239,538
-

264,350
-

280,920
-

183,499
-

238,600
-

976,390
-

These tables show that 5.5% of the General Manager’s O&M budget is assigned to the
Weymouth Treatment plant, or $264,350.
Following these tables there is further breakdown showing how the functionalized costs are
allocated into categories according to their causes and behavioral characteristics. This allocation
ensures that costs are recovered in a manner consistent with the causes and behaviors of those
costs by using the Commodity/Demand approach. For example, costs are allocated into demand,
commodity, or standby categories, depending on their causes and behavioral characteristics.
Continuing with the same General Manager’s O&M example, you will see in the data excerpt
from the corresponding COS Table that the $264,350 of that budget assigned to the Weymouth
Plant is allocated as 100% fixed commodity based on its causes and behaviors. (Page 154,
Attachment 3, Board Letter 9-2.)
Allocation Percentages: Treatment - Weymouth
Fiscal Year Ending 2019

Functionalization
Departmental O&M
Group
Office of General Manager
Office of General Manager
Office of General Manager
External Affairs
External Affairs
External Affairs
External Affairs
Human Resources

Demand

Fixed
Commodity

0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%

Allocation Percentages
Variable
Standby
Commodity

Other

%
Total
Hydroelectric

Item
Board of Directors
Bay Delta Initiatives
Legislative Services
Media Communications Services
Manager, External Affairs/Special Projects
Conservation & Community Services

264,350
652,325

0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
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The resulting functionalized and allocated cost is recovered pursuant to the corresponding rate
element, as those rate elements are described and explained in the 2018 Cost of Service Report.
In the example above, the General Manager’s O&M costs assigned to the Weymouth Plant are
$264,350 and are recovered through the Treatment Surcharge.
Thus, as explained and shown herein, Metropolitan has provided detailed and voluminous
supporting data as well as written and graphic information walking through the steps of the
allocation of costs and the recovery of costs through Metropolitan’s rate structure.
California WaterFix Cost Allocation (unnumbered comment)
You suggest in your letter that there is an inconsistency as to the functionalization of the
WaterFix costs at pages 83, 133, 81, and 85-86 of Board Letter 9-2. There is no inconsistency.
Your letter points to schedules and sections of the 2018 Cost of Service Report that summarize
different types of State Water Project (“SWP”) Costs and therefore, are not the proper bases for a
comparison.
California WaterFix expenditures in the Proposed Biennial Budget are limited to capital
expenditures; there are no operating or maintenance expenses until the proposed project comes
online. Therefore, the California WaterFix expenditures are treated consistent with State Water
Project capital expenditures for conveyance and aqueduct referenced in pages 81, 83, and 133 of
the 2018 Cost of Service Report, which you point out. But those SWP capital costs are not the
same as the “SWP other” costs at pages 85 and 86, which reflect more than capital expenditures
for SWP conveyance and aqueduct. Thus, as you point out, the percentages from one set of
references do not match the percentages in the other; that is because they are not intended to
match.
Page 79 of Attachment 3 to the February 13, 2018 Board Letter 9-2, which is the 2018 Cost of
Service Report dated February 2018, explains the allocation of capital financing service function
costs. These allocation percentages are shown for the SWP on Schedule 10 (page 81) for FY
2018/19 and Schedule 11 (page 82) for FY 2019/20:
“Schedules 10 and 11 provide the allocation percentages used to distribute the
capital financing service function costs into Fixed Demand, Fixed Commodity
and Fixed Standby service allocation categories for FY 2018/19 and FY 2019/20,
respectively.”1

1

February 13, 2018 Board Letter 9-2, Attachment 3, Page 79 of 259.
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The allocation of SWP capital costs is further explained of page 79:
“Costs for the Conveyance and Aqueduct (C&A) service function are allocated
into Fixed Commodity, Fixed Demand and Fixed Standby categories. Because the
capital costs for C&A were incurred to meet all three allocation categories, an
analysis of C&A capacity usage was used. For FY 2018/19, 51 percent of the
available conveyance capacity varies with the quantity of water produced, and is
allocated to Fixed Commodity. A system peak factor of 1.4 was applied to the
annual usage to determine that 21 percent of available capacity is used to meet
peak monthly deliveries to the member agencies, and is allocated to Fixed
Demand. The remaining portion of C&A, about 28 percent, is allocated to Fixed
Standby. The same allocation percentages are applied to the CRA, SWP, and
Other (Inland Feeder) Conveyance and Aqueduct sub-functions. The allocation
shares reflect the system average use of conveyance capacity and not the usage of
individual facilities.”
“For FY 2019/20, 54 percent of the available conveyance capacity varies with the
quantity of water produced, and is allocated to Fixed Commodity. A system peak
factor of 1.4 was applied to the annual usage to determine that 22 percent of
available capacity is used to meet peak monthly deliveries to the member
agencies, and is allocated to Fixed Demand. The remaining portion of C&A,
about 24 percent, is allocated to Fixed Standby.” 2
The impact of the SWP capital cost allocations on the revenue requirements is shown on
Schedules 12 and 14 for FY 2018/19 and FY 2019/20, respectively, and summarized on
Schedules 13 and 14 for FY 2018/19 and 2019/20, respectively.
In your letter, you compare these capital costs for the SWP conveyance and aqueduct to the
broader costs for conveyance and aqueduct shown at pages 85-86. However, those schedules
show all SWP conveyance and aqueduct costs, which extend beyond capital costs. Thus, the
percentages are different, because they are not representing the same information and are
therefore, not inconsistent.
To avoid any potential confusion, we have updated the 2018 Cost of Service Report at pages 78
and 79 to add “capital” when referencing the allocation of WaterFix costs, as follows: “SWP
Conveyance and Aqueduct capital costs.”

2

Ibid.
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Changes to Proposed Budget, Rates, and Charges (unnumbered comment)
You have stated that “it is not possible to consider changes” that could result from lowering
proposed spending, borrowing, lowering rate increases, and other aspects of the budget, rates,
and charges proposal. However, the detailed budget information we have provided, allows
Board members and the public to scrutinize the level of spending by line-item. Moreover,
borrowing for capital expenditures is explained in the Budget Summary and in the CIP portion of
the document. As for consideration of lowering rate increases, that can be done by following the
cost allocation process summarized in the 2018 Cost of Service Report and detailed in the COS
Tables. Please also note that the Proposed Biennial Budget, page 180, explains the coverage
ratios. You asked this question and staff provided a response regarding Metropolitan’s financial
policies and the relationship between coverage ratios, reserve levels, and the necessary rate
increases at Workshop #3.
Numbered questions
1. Please explain why the water supply costs in the 2016 and 2018 financial forecasts vary so
significantly.
Water supply costs are lower due to a reduction in the Supply Programs budget, which do not
necessarily vary by the amount of water delivered in each fiscal year. As explained in
presentations, Supply Programs costs are lower, reflecting the current projection of the budget
needed to maintain these programs. The Proposed Biennial Budget and ten-year financial
forecast assume lower volumes from the Palo Verde Irrigation District land fallowing program,
hence lower costs, and not funding the Yuma Desalter program. Additionally, Metropolitan
renegotiated the terms of the Imperial Irrigation District Conservation program after adoption of
the FYs 2016/17 and 2017/18 Biennial Budget.
At the end of CY 2015, Metropolitan was in the midst of a historic drought and had significantly
drawn down water reserves from 2.7 million acre-feet (“MAF”) at the end of 2012 to 0.9 MAF
(excluding emergency storage). Absent water reserves, staff ensured that sufficient funds were
budgeted to execute needed Supply Programs to meet demands. In 2018, Metropolitan is coming
off the wettest year recorded in California, and water reserves are 2.5 MAF. Over the near term,
Metropolitan does not need to exercise its storage programs as it did in 2014, 2015 and 2016.
These uncertain hydrologic conditions demonstrate the dynamic planning environment in which
Metropolitan operates.
2. Please provide the board action from which staff has derived its interpretation that the
“maximum” reserve level is a “target” rather than a cap.
You have provided an interpretation of Administrative Code Section 5202. However, staff
follows the plain language of the Administrative Code as adopted by the Board. The language of
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Metropolitan’s current reserves policy was adopted by the Board in 1999 and is codified at
Sections 5202 (a) and (e) of Metropolitan’s Administrative Code, which states:
§ 5202. Fund Parameters.
The minimum cash and securities to be held in the various ledger funds as of June
30 of each year shall be as follows:
(a) For the Revenue Remainder Fund cash and securities on hand of June
30 of each year shall be equal to the portion of fixed costs of the District
estimated to be recovered by water sales revenues for the eighteen months
beginning with the immediately succeeding July. Such funds are to be used in the
event that revenues are insufficient to pay the costs of the District.
(e) Amounts in the Water Rate Stabilization Fund shall be held for the
principal purpose of maintaining stable and predictable water rates and charges.
The amount to be held in the Water Rate Stabilization fund shall be targeted to be
equal to the portion of the fixed costs of the District estimated to be recovered by
water sales revenues during the two years immediately following the eighteenmonth period referenced in Section 5202(a). Funds in excess of such targeted
amount shall be utilized for capital expenditures of the District in lieu of the
issuance of additional debt, or for the redemption, defeasance or purchase of
outstanding bonds or commercial paper of the District as determined by the
Board. Provided that the District’s fixed charge coverage ratio is at or above 1.2
amounts in the Water Rate Stabilization Fund may be expended for any lawful
purpose of the District, as determined by the Board of Directors, provided that
any funds distributed to member agencies shall be allocated on the basis of all
water sales during the previous fiscal year, such sales to include sales under the
Interim Agricultural Water Program, Replenishment Service Program and all Full
Service water sales.
The Board clearly set a minimum and targeted reserve balance amounts. There is no reference
to a “cap” in the Administrative Code language.
3. Please provide any analysis staff has performed demonstrating or supporting the staff’s
conclusion that use of a standby charge or other source of fixed revenue in lieu of ad
valorem taxes is too “difficult or impractical” for MWD to implement.
We responded to a similar comment by SDCWA’s General Counsel in the attached March 23,
2018 letter. As we explained there, because Metropolitan bases its rate structure on cost of
service principles, rate elements are not interchangeable as suggested. In your letter, you add the
request for an explanation for the conclusion regarding the difficulty or impracticality of

THE METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA

Keith Lewinger, Director
Page 8
April 4, 2018
adopting any new charge, assessment, or tax on all property owners within Metropolitan’s
service area.
The ad valorem tax is uniquely appropriate as a fixed charge given Metropolitan’s role as a
regional wholesale supplier. Metropolitan provides a reliable supplemental water supply to all or
portions of six counties in southern California. The ad valorem tax ensures that all property
owning businesses and residents in Metropolitan’s service area share in the cost of the
availability of Metropolitan’s services. All properties located within each of Metropolitan’s 26
member agencies benefit from the availability of Metropolitan’s supplemental wholesale water
service to those agencies. Absent the ad valorem tax, many would contribute nothing to cover
Metropolitan’s costs.
As the resolutions suspending the ad valorem tax restriction of Section 124.5 have explained,
Metropolitan’s ad valorem property taxes are previously approved by the voters for State Water
Contract indebtedness. Any new tax, charge, fee, or assessment on property owners within
Metropolitan’s entire service area would require approval by the entire service area. Thus, the
adoption of a new fixed revenue source collected by property owners would be impractical. If
SDCWA has any proposal for a fixed charge to be collected from Metropolitan’s 26 member
agencies, it may propose it to the Board for its consideration. Indeed, staff has proposed a fixed
charge option for Treatment costs recently. However, that fixed charge was not approved by the
Board, including the SDCWA representatives.
4. Please explain decreased Colorado River diversions planned for fiscal years 2020-2026.
Colorado River diversions are projected to decrease slightly during this period as demands of
water users with high priority rights increase. These water users include Native American tribes
and other users with present perfected rights for Colorado River water. As these uses increase,
Metropolitan’s water supplies decrease to keep California within its basic apportionment of 4.4
MAF.
5. Please explain why the 2018 forecast also reduces supply program expenditures from the
2016 forecast.
The answer to this question was explained in the answer to question #1.
6. Please provide rate modeling with alternatives assuming a high and low, or range of
investment, in the California WaterFix.
The cost impacts of the California WaterFix options were discussed in the Board Workshop:
California WaterFix held on March 27, 2018. The cost of any options, other than the option
previously approved by the Board, are not anticipated to impact the costs in the period of the
Proposed Biennial Budget. As explained above in our clarification of the SWP conveyance and
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aqueduct capital costs, the Proposed Biennial Budget includes only the costs pursuant to the
option approved by the Board in October, 2017. If the Board were to approve any different
option for participation in California WaterFix, the impact of any such option would not result
until after the upcoming biennium. Therefore, any cost impacts from other WaterFix options,
will be addressed in connection with WaterFix discussions.
7. Please provide rate modeling taking into account budget and rate impacts of the offsetting
benefits to MWD of the Water Authority’s Colorado River water.
As stated in the attached March 23, 2018 letter, no legal basis exists for SDCWA’s request for
“offsetting benefits.” The Court of Appeal decision in SDCWA v. Metropolitan, 12 Cal.App.5th
1124, does not address whether Metropolitan “must calculate the offsetting benefits of the Water
Authority’s Exchange Agreement” fifteen years after the effectiveness of that agreement and this
has not been part of the parties’ litigation. Neither the Court of Appeal decision, nor any other
law, requires that Metropolitan calculate any alleged “offsetting benefits.”
Although SDCWA was not entitled to “offsetting benefits” under the 2003 exchange agreement,
SDCWA received substantial benefits pursuant to that agreement. In accordance with the terms
proposed and selected by SDCWA and agreed to by Metropolitan, as part of the transaction for
the exchange of water, Metropolitan also assigned to SDCWA its $235 million legislative
appropriation for canal lining and other projects, as well as Metropolitan’s rights to 77,000+
acre‐feet of the resulting conserved canal lining water per year for 110 years.
8. Please explain why staff is recommending a bond coverage ratio of 2.0, and provide
analysis of what MWD’s rate increases would be, if any, if the coverage ratio is lowered.
Staff is recommending a bond coverage target of 2.0 because that is the Board’s policy. The
Board adopted the Revenue Bond Coverage Target of 2.0 times, which is codified at
Administrative Code Section 5202(e). The Board’s policy is financially prudent, because it
allows Metropolitan to maintain strong bond ratings, reduce debt service costs to rate payers,
retain access to capital markets at low costs and on better terms on a broad range of debt
products, and provide assurance to bondholders that Metropolitan can fund operating
expenditures and debt service costs with ample coverage. In addition, a financially sound utility
consistently demonstrates an ability to fund all recurring costs, which includes the State Water
Contract capital costs, which is reflected in the Board’s Fixed Charge Coverage Target policy of
1.2 times.
The Board’s financial management policies are prudent and have resulted in Metropolitan
consistently having very high credit ratings and commensurately lower borrowing costs. The
rating agencies look to these policies when reviewing Metropolitan’s proposed borrowings.
Metropolitan’s CIP forecasts the use of bonds to finance a portion of the CIP. Maintaining the
Board adopted coverage targets will ensure that Metropolitan will continue to have access to
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capital markets on favorable terms. Should SDCWA wish to propose different coverage
policies, it may do so through a proposal to the Board.
You have requested an analysis of what rate increases would be necessary if the coverage ratio is
lowered, and we assume you are referring to the revenue bond coverage ratio. As you will note
from page 1 of the Ten-Year Financial Forecast, Metropolitan’s Proposed Biennial Budget and
rates and charges proposal do not meet the coverage ratio. The 2.0 coverage ratio is not expected
to be met until FY 2021.

As explained at Workshop #3, by the outer years of the ten-year financial forecast, the Fixed
Charge Coverage will drive financial policy with regard to coverages; Revenue Bond Coverage
will be whatever is necessary to ensure that the Fixed Charge Coverage target of 1.2 times is
met.
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9. Staff should work to reconcile the budget and 10-year forecast with the IRP and MWD and
member agency Urban Water Management Plans.
In July 2017, Metropolitan staff provided a presentation on Metropolitan’s 2015 IRP Update and
2015 Urban Water Management Plan and their consistency with member agency Urban Water
Management Plans. Metropolitan has comprehensive and collaborative planning processes, and
maintains a comprehensive list of local projects from coordinated discussions with member
agencies. These efforts are reflected in the Proposed Biennial Budget. Metropolitan’s ten-year
financial forecast of demands is based on the 2015 IRP Update, adjusted for additional
permanent conservation achieved as a result of the regional initiative to meet the Governor’s
2015 Executive Order mandating a 25 percent reduction in residential water use and offset by
slower conversion of land for development.
10. The 3 percent rate increase in 2019 is not supported by the revenue requirement, which is
lower than that required in 2018, unless the rates are set for the purpose of increasing
reserves.
The revenue requirement in FY 2018/19 is lower than that required in FY 2017/18 due only to
Revenue Offsets; the costs and required reserves are actually higher. More importantly, the
water transactions over which the costs are recovered are lower in FY 2018/19. The budgeted
water transactions for FY 2017/18 were 1.7 MAF; the budgeted water transactions for FY
2018/19 are 1.65 MAF. This results in fewer water transactions over which to recover costs,
resulting in a necessary rate increase.3 Thus, the increase is set to recover Metropolitan’s costs
and to meet its financial policies.
As presented in Workshop #3, Metropolitan’s financial policies, adopted by the Board, can also
dictate the amount of revenues that needs to be generated. Metropolitan revenues must be
sufficient on a fiscal year basis to meet both its cash revenue requirements and its two Boardadopted coverage targets. These sufficiency tests are commonly used to determine the amount of
annual revenue that must be generated from an agency’s rates. With regard to cash flow, this is
the amount of annual revenues that must be generated in order to meet annual direct cash
expenditures of the utility, including additions to required reserves. Metropolitan’s revenue
requirements reflect these cash flow obligations.
3

Metropolitan’s proposed charges actually decrease slightly primarily due to less capital costs recovered
through these charges. The Readiness-to-Serve (RTS) Charge only recovers system capital costs for
emergency storage capacity and ensures there is adequate capacity in the conveyance and distribution
systems to reliably deliver supplies during emergencies, major facility outages, hydrologic variability, and
variances in local resources. The Capacity Charge only recovers distribution system capital costs
necessary to meet peak day member agency needs on Metropolitan’s distribution system during the
summer.
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In addition, revenues must be sufficient to ensure that revenues meet all operating expenses and
debt service obligations plus an additional multiple of that debt service. Metropolitan’s Board
established policy targets to retain or attain high bond ratings with correspondingly lower interest
costs, as explained in Question #8 above. Metropolitan sets water rates and charges revenues at
a level sufficient to ensure that both cash revenue requirements and coverage targets are met. In
FYs 2018/19 and 2019/20, Metropolitan’s proposed water rates and charges must generate
revenues in excess of its cash revenue requirements in order to meet its policy for debt and fixed
charge cover requirements. These additional revenues then become available to fund future
capital projects, non-cash items, and unrestricted reserves.

Sincerely,

Gary M. Breaux
Assistant General Manager
Chief Financial Officer

cc:

Marcia L. Scully
General Counsel

Metropolitan Board of Directors
SDCWA Board of Directors
Jeffrey Kightlinger, Metropolitan General Manager
Maureen Stapleton, SDCWA General Manager

Attachments:
Email from Director Lewinger, dated March 21, 2018, 12:25 p.m., attaching a letter
regarding questions on Metropolitan’s proposed budget and rates
Letter dated March 23, 2018 regarding Mr. Hattam’s March 11, 2018 letter regarding the
March 12 F&I Committee/Budget and Rates Workshop #3, and March 13, 2018 Board
Meeting Agenda Item 4 Public Hearings

Exhibit I

San Diego County Wafer Authority
4677 Overland Avenue • San Diego, Cahfornia 92123-1233
(858) 522-6600 FAX (858) 522-6568 www.sdcwa.org

April 8, 2018
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RE:
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Gary Breaux, Assistant General Manager and Chief Financial Officer
Marcia Scully, General Counsel
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054-0154
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April 9 Finance and Insurance Committee Meeting and April 10 Board Meeting, Agenda
Item 8-1: Adopt CEQA determination and approve the proposed biennial budget for
fiscal years 2018/19 and 2019/20, revenue requirements for fiscal years 2018/19 and
2019/20, and ten-year forecast; adopt resolutions fixing and adopting the water rates
and charges for calendar years 2019 and 2020; and adopt the resolution finding that
continuing the suspension of the tax rate limitation in Section 124.5 of the
Metropolitan Water District Act to maintain the ad valorem property tax rates for fiscal
years 2018/19 and 2019/20 is essential to Metropolitan’s fiscal integrity
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Response to your March 23, 2018 letter
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Dear Mr. Breaux and Ms. Scully:
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Thank you for your response to my March 11, 2018 letter. I request this letter be made part of
the administrative record of the MWD proceedings identified above, at the April 9 Finance and
Insurance Committee meeting and April 10, 2018 Board meeting.
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Access to MWD’s rate model is necessary in order to connect the budget data to the
proposed rates and charges
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We appreciate your recital of all of the data MWD has provided in response to the Water
Authority’s Public Records Act (PRA) request. However, I’m sure you actually understand the
impossibility of attempting to tie voluminous data to the proposed rates and charges without
access to the rate model, especially within the limited time frame provided by MWD (less than
30 days). We have described in detail many times why access to MWD’s cost of service report,
describing in general terms the methodology it says it follows, is insufficient to replicate MWD’s
rates and confirm both the methodology and how specific costs have actually been allocated.
The Water Authority’s rate consultant, Municipal & Financial Services Group (MFSG), has also
described why the rate model is necessary in its 2016 report and in a 2018 report that will be
submitted as part of the 2018 administrative record.
If MWD remains unwilling to make the rate model available voluntarily, we expect to finally
A public agency providing a safe and reliable water supply to the San Diego region
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resolve this longstanding dispute by a Court ruling in either the pending PRA matter or through
discovery in the rate cases. We believe this will greatly facilitate resolution of certain remaining
disputes between our agencies and we therefore look forward to receiving the rate model.
II.

The AWWA M-1 Manual expressly applies to wholesale agencies

MFSG’s 2018 report responds in detail, by specific reference to multiple provisions of the M-1
Manual, to MWD’s and Mr. Giardina’s unsupported contention that the M-1 Manual does not
apply to wholesale agencies. The MFSG analysis will not be repeated here but is incorporated by
reference.
Ill.

MWD’s rate methodology is not consistent with the cost of service process described
in the M-1 Manual and omits entirely the distribution of costs by customer class

MFSG’s 2016 and 2018 reports address this issue in detail, including specific reference to both
MWD’s cost of service methodology as described and the provisions of the M-1 Manual. Again,
the MFSG analysis will not be repeated here but is incorporated herein by reference. In short,
MWD admits that its 26 customers’ demand patterns and service characteristics vary greatly,
but it fails to distribute its costs accordingly. Rather than allocating its costs to customer class,
MWD allocates them to “rate elements,” which is a term that is not used in the M-1 cost of
service process. Needless to say, “rate elements” do not pay water rates and charges,
customers do, and that is the proper point of reference for distribution of costs as described in
the M-1 Manual.
Even if the M-1 Manual did not require consideration of customer class (it does), MWD’s own
governing Act states that its rates “shall be uniform for like classes of service throughout the
district.” MWD Act § 134 (emphasis added). The MWD staff and board do not have discretion
to simply eliminate by “fiat” this statutory requirement. Volumetric rates may be “uniform” as
described in MWD’s cost of service report, but they are not uniform for like classes of service as
required by the MWD Act. You make extensive reference in your letter to the Water Authority’s
2017 Cost of Service Study to justify MWD’s failure to distribute costs to customer classes,
without any discussion of the underlying factual distinctions between the nature of the costs
each agency incurs and the demand patterns and service characteristics of each agency’s
customers. The Water Authority’s cost of service process is irrelevant to MWD’s process as it
addresses the specific facts and circumstances relating to the Water Authority and its member
agencies, not MWD.
IV.

Gov. Code § 54999.7(d) requires MWD to provide not only notice, but the “data and
proposed methodology for establishing or increasing” rates and charges

Judge Karnow expressly ruled that Gov. Code § 54999.7 applies to MWD:
Met also argues that §54999.7(a) does not apply. This section provides that the
rates and charges one public agency imposes on another for public utility service
“shall not exceed the reasonable cost of providing the public utility service.”
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Gov’t Code § 54999.7(a). Met and San Diego are both public agencies. Met
charges San Diego rates and charges for a “public utility service,” Nothing in the
statute suggests that it is not applicable here. Met’s references to services to
“public schools” in § 54999.7(c) is not useful, as San Diego is not invoking that
section, nor does § 54999.7(a) necessarily invoke or rely on § 54999.7(c). Here I
agree with San Diego; the statute applies. Statement of Decision on Rate
Setting Challenges, p. 50 (Apr. 24, 2014) (SOD) (emphasis added).
See also SOD at page 65, “[tjhese rates...violate...Gov’t Code § 54999.7(a)....”
This ruling was not appealed. Just as there is no basis for your continued denial that this law
applies to MWD, there is no basis for your argument that all MWD needs to do to comply with
the statute is give “notice” of its public meeting to set rates and charges. That interpretation
completely ignores subpart (e) of § 54999.7, requiring that the agency setting rates and charges
“provide the affected public agency with the data and proposed methodology for establishing
or increasing” the rates and charges. Here, MWD has admitted that the rate model is the
methodology MWD uses to set its rates.
MWD’s actions and purported interpretations of § 54999 are in blatant disregard of the Court’s
ruling on this issue.
V.

MWD’s continued suspension of the ad valorem tax rate limitation is contrary to the
legislative history and requirement that the action is “essential to the fiscal integrity
of the district”

Your response to this issue is a smokescreen designed to avoid the key issues: (1) MWD has not
demonstrated that suspension of the tax rate limitation is “essential” within the meaning of the
MWD Act and legislative history, because it clearly has the ability to establish water rates and
other fixed revenue charges sufficient to meet its obligations; and (2) MWD has not
demonstrated that use of a standby charge or other source of fixed revenue, intended by the
legislature to be used in lieu of ad valorem taxes, is too “difficult or impractical” for MWD to
implement. MWD is simply reinventing the legislative history and then making self-serving
declarations to justify its actions. In this same vein, the idea that “rate elements are
interchangeable” is not something the Water Authority has ever stated; rather, it is a straw man
MWD has created to knock down in order to try to justify its own actions. The record is clear
that the Water Authority supports and is seeking cost of service-based rates, and there is
nothing about our position with regard to suspension of the tax rate limitation that is
inconsistent with that objective.
VI.

Your comments on the purported PAYGo Funding Policy and “Resolution for
Reimbursement” fail to address the issues

The comments in my letter are not based on “the premise that the determination of whether to
use cash or debt is a cost allocation issue,” or the other two responses contained in your letter.
My point, which was clearly expressed, is that MWD is raising rates and collecting revenues for
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one purpose at the same time it is adopting a resolution to use those revenues for another
purpose, without any adjustment to MWD’s cost of service report.
VII.

The Court has already ruled that MWD imposes its water rates and charges and that,
absent evidence to the contrary, it may not impose the WSR on wheeled water

MWD is incorrect when it argues that it does not “impose” its water rates and charges because
the member agencies voluntarily joined MWD. The trial court could not have been more clear
in rejecting this argument:
Proposition 26 does not apply, Met says, for four reasons. (1) The rates are not
‘imposed,’ rather, the member agencies join voluntarily. I have previously
rejected Met’s argument in denying its motion for judgment on the pleadings.
Sept. 19, 2013 Order Denying Motion for Judgment on the Pleadings at 3
(citation omitted). I did allow for the possibility ‘that facts adduced at trial will
reveal the extent to which the rates are not ‘imposed,’ such as the choices
available to San Diego for water and water transport.’ Id. at 3. But Met did not
adduce any such facts, whether from the administrative record, to which this
claim is limited at Met’s suggestion, or otherwise. Indeed, the record contains
numerous references to the fact that Met will “IMPOSE RATES AND CHARGES.”
AR2O1O-6159-162 (capitalization in original)....
SOD at page 48.
MWD’s imposition of the Water Stewardship Rate as a transportation cost in the 2018 rate
setting (including MWD’s imposing it on wheeling rates) will violate the decision by the trial
court and Court of Appeal that the WSR is a supply cost, and not a transportation cost.
VIII.

MWD is required by the Wheeling Law to calculate offsetting benefits in the 2010-12
rate cases on remand

In the Water Authority’s 2010 and 2012 cases, we alleged that MWD violated the law by not
properly determining offsetting benefits under the wheeling statute. Because the trial court
invalidated MWD’s wheeling rates on other grounds, it never decided the offsetting benefits
issue. The issue also exists in all the stayed cases.
MWD has steadfastly denied that the wheeling law applies to the Exchange Agreement, but the
trial court and Court of Appeal found to the contrary. For example, the Court of Appeal
repeatedly applied Water Code section 1811(c) to the QSA water we transport under the
Exchange Agreement. See, for example (emphases added):

“Fair compensation” is statutorily defined as “the reasonable charges incurred by the
owner of the conveyance system, including capital, operation, maintenance, and
replacement costs, increased costs from any necessitated purchase of supplemental
power, and including reasonable credit for any offsetting benefits for the use of the
conveyance system.” (Wat. Code, § 1811, subd. (c).)” 12 Cal. App. 5th 1124, 1144.
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“As these costs are incurred by Metropolitan, so too must they be recovered by it. (Wat
Code, 1811, subd. (c).)” 12 Cal. App. 5th 1124, 1147.
“As previously noted, “fair compensation” for a wheelers use of a conveyance system is
statutorily defined as “the reasonable charges incurred by the owner of the conveyance
system, including capital, operation, [and] maintenance” costs. (Wat. Code, § 1811,
subd. (c).) 12 Cal. App. 5th 1124, 1150.
Moreover, MWD itself has already determined how the offsetting benefits should be calculated,
namely, “in the same manner as such benefits are calculated for use in the Local Projects and
Groundwater Recovery Program.” MWD Resolution 8520 (introduced by MWD at trial)
(emphasis added).
In summary, though we appreciate the time and effort of your letter, it is off point on many
issues, and the Water Authority disagrees with its contentions.
Sincerely,

/

/

//

1/

Marki. Hattam
General Counsel
cc:

Water Authority Board of Directors
Maureen Stapleton, Water Authority General Manager
MWD Board of Directors
Jeffrey Kightlinger, MWD General Manager
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April 9, 2018
Ms. Rosa Castro, Board Administrator
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054-0153
Re:

April 9 Finance and Insurance Committee Meeting and April 10 Board
Meeting, Agenda Item 8-1: Adopt CEQA determination and approve the
proposed biennial budget for fiscal years 2018/19 and 2019/20, revenue
requirements for fiscal years 2018/19 and 2019/20, and ten-year forecast;
adopt resolutions fixing and adopting the water rates and charges for
calendar years 2019 and 2020; and adopt the resolution finding that
continuing the suspension of the tax rate limitation in Section 124.5 of the
Metropolitan Water District Act to maintain the ad valorem property tax rates
for fiscal years 2018/19 and 2019/20 is essential to Metropolitan's fiscal
integrity
Letter Submitting Documents into the Administrative Record

Dear Ms. Castro:
The San Diego County Water Authority (Water Authority) requests inclusion of this
letter and all of the attachments hereto, including the documents on the attached CDs, in
the Administrative Record of proceedings relating to the above committee and board
actions, as follows.
1.
2.
3.
4.

Metropolitan Water District Cost-of-Service Rate Review, April 8, 2018, by Municipal
& Financial Services Group.
April 8, 2018, letter from Water Authority General Counsel Mark Hattam to Gary
Breaux and Marcia Scully RE April 9 Finance and Insurance Committee Meeting and
April 10 Board Meeting, Agenda Item 8-1.
Index of Documents to be Included in the Administrative Record.
CD #s 1 – 4.

In addition, the Water Authority requests that MWD include in the Administrative
Record all of the Water Authority’s previously submitted materials, including the
documents and CDs that accompanied its March 12, 2018, letter (copy attached).
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Thank you for your cooperation in this matter. Please do not hesitate to contact me if
you have any questions.
Sincerely,

Dennis A. Cushman
Assistant General Manager
1.
2.
3.
4.
5.

Attachment 1: Metropolitan Water District Cost-of-Service Rate Review,
April 8, 2018, by Municipal & Financial Services Group
Attachment 2: April 8, 2018, letter from Water Authority General Counsel
Mark Hattam to Gary Breaux and Marcia Scully RE April 9 Finance and
Insurance Committee Meeting and April 10 Board Meeting, Agenda Item 8-1
Attachment 3: Index of Documents to be Included in the Administrative
Record
Attachment 4: CD #s 1 – 4
Attachment 5: March 12, 2018, letter from Water Authority Assistant
General Manager Dennis Cushman to Ms. Rosa Castro (without attachments)

Ms. Castro, Board Administrator
April 9, 2018

ATTACHMENT 1
Metropolitan Water District Cost-of-Service Rate Review, April 8, 2018, by Municipal &
Financial Services Group

San Diego County Water Authority
Metropolitan Water District 2018 Cost of Service Report Review
April 8, 2018
Developed by:
The Municipal & Financial Services Group

MFSG  911-A Commerce Road  Annapolis, MD 21401  410.266.9101  mfsgllc.com

A. Executive Summary
MFSG has reviewed the rates and rate setting process used by MWD to set its rates for calendar
years 2019 and 2020, as described in MWD Board Letter 9-2 for the February 13, 2018 Board
meeting, with Attachments ("MWD Board Letter 9-2"), including Attachment 3 titled “FISCAL
YEARS 2018/19 and 2019/20 COST OF SERVICE REPORT FOR PROPOSED WATER RATES AND
CHARGES” (“2018 COS Report”). MFSG has also reviewed MWD Board Letter 8-1 for the April 10,
2018 Board meeting and Attachments and related board Presentation (posted on the MWD
website on the evening of April 4, 2018). MFSG has also reviewed all records provided by MWD
on March 21, 2018, in response to the Water Authority's California Public Records Act request
dated March 11, 2018; the Court of Appeal decision in San Diego Cnty. Water Auth. v. Metro.
Water Dist. of S. Cal. (2017) 12 Cal.App.5th 1124 ("Court of Appeal decision"); and, all pleadings
filed in San Diego Cnty. Water Auth. v. Metro. Water Dist. of S. Cal. (Super. Ct. San Francisco
County, 2016, No. CPF-16-515391) ("PRA matter"), including declarations submitted by MWD's
rate consultant, Raftelis Financial Consultants, Inc., by Mr. Giardina. The industry standard
manual specifically referenced in this report is the American Water Works Association’s Manual
M1, Seventh Edition (“AWWA's Manual”, “M1 Manual”, or “M1”).
MFSG has formed the following opinions regarding MWD's rates and rate setting process:
1. The methodology presented in the 2018 COS Report does not adhere to industry standard
cost of service principles which include the assignment of functionalized costs to
customer classes.
2. The 2018 COS Report does not provide sufficient information to allow for an independent
verification and replication of the methodologies used to calculate the 2019 and 2020
rates in order to determine compliance with cost of service.
3. MWD uses terminology in its 2018 COS Report that purports to comply with AWWA M1
methodologies, but instead mischaracterizes industry standards.
4. The RTS charge does not recover the drought storage costs to meet hydrologic variability
and “variances in local resources”. Nor does the allocation of the charge on a 10-year
average of demands proportionately recover annual peaking costs associated with
hydrologic variability and variances in local resources.
5. The capacity charge is based on the volume per second of flow, not the ratio of peak flow
to average flow, which would be a more appropriate allocation of variable costs related
to providing peak capacity.
6. The Tier 2 supply rate does not effectively recover the cost of drought supply costs.
7. Costs allocated to MWD’s Water Stewardship Rate (WSR) are not charged by MWD based
on cost causation or benefit received by MWD's respective member agencies (i.e. those
that cause the cost and benefit from the supply should pay for it), nor are revenues
collected proportionately from those who benefit from expenditure of funds / costs
incurred by MWD.
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B. Assigned Tasks
MFSG was assigned several tasks related to MWD's cost of service process and the 2018 COS
Report supporting the proposed water rates and charges for calendar years 2019 and 2020:
1. Review the 2018 COS Report and the material provided by MWD in order to replicate
MWD’s proposed 2019 and 2020 rates and verify how its costs have been allocated and
rates set to recover its costs.
2. Confirm whether MWD's description of its rate methodology in 2018 is the same as 2016.
3. Evaluate how the methodologies as described in the 2018 COS report compare to AWWA
M1 industry standard methodologies.
4. Review and comment on information contained in MWD's Financial Planning Models User
Manual dated December 14, 2014.
MFSG has evaluated the available information and the methodologies described in the 2018 COS
Report, but it cannot verify or replicate the methodologies that have actually been used due to
lack of access to MWD’s fully functioning Financial Planning Model (FPM) and the fully
functioning models that provide data to the FPM (i.e. the Sales Model, Net Present Value Model,
Debt Service Model, Variable Cost Model, O&M Budget Tool and the Budget Link). Without this
information it is not possible to verify that MWD has correctly identified the cost of service.
C. Update April 10, 2016 MFSG Report
MWD's 2018 COS Report and methodologies as described are identical to the methodologies
described in MWD’s 2016 COS Report. For both periods, MWD provided voluminous input data,
but did not provide its functional rate model to enable a reviewer to replicate its cost of service.
We incorporate by reference our 2016 Report, with the understanding that the Court of Appeal
decision is final as to the issues addressed therein.
As part of its document production in 2018, MWD produced a copy of a document titled Financial
Planning Models User Manual dated December 14, 2014 ("Rate Model User's Manual" or "User's
Manual"). MFSG has reviewed the Rate Model User's Manual, which was not available at the
time of its 2016 Report and provides the following additional comments on MWD's cost of service
methodology.
MWD’s User's Manual illustrates in Figure 1 on page 4 that there is not a single or unitary financial
planning model, but that MWD’s financial planning model is actually comprised of nine related
models that include six data input models, a consolidated processing model and two output
models. Based on commentary and "advice" in the User's Manual, it appears that the models are
not interactive – that is, data does not flow automatically from one to the others but must be
either manually re-entered into the subsequent model(s) or “cut and pasted” into the
subsequent models.
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This creates the potential for errors in duplicate data entry and/or the use of incorrect data in a
subsequent calculation. The circumstance that the nine models are not interactive makes the
ability of a non-MWD agent or employee to replicate the calculations and allocations of the input
data and produce the same rates and fees move from what is “virtually impossible” to “absolutely
impossible.” Unless the person attempting to verify or track the operations of the model is able
to confirm that the correct data was used at each of the sixteen “data transfer” (data download
or upload) points that must be manually connected, it is impossible to verify that the models are
doing what MWD claims they do, or that the models are using the correct data and are using that
data as MWD claims that they use it.
Potential Error Points
Downloading Data
Uploading Data

Potential Error Points
Downloading Data
Uploading Data

R&R Model
Debt Service Model (DSM)
Router / Variable Cost Model (VCM)

FPM

O&M Budget Tool

Budget Link
Rate Link

Sales Model (SM)
Net Book Value Model (NBV)

This weakness in the design and operation of MWD's rate model makes it even more necessary
for MWD to disclose in precise detail how it loads data into the various input models, how and
what data it downloads from those models to the processing model and then how and what data
it downloads from the processing model to the rate link model and budget link model. Unless
MWD has very tight data controls and checks/verifications on the movement of data among the
nine independent models that comprise the FPMs, MWD has what an auditor would describe as
a controls issue. The same may also be said of the fact that only a single employee at MWD
knows how to fully use the model. MWD employee Arnout Van Den Berg testified as follows in
the PRA matter:
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“10. The model is very complex. I am the only person at Metropolitan who knows
how to fully use the model. I am the primary person responsible for operating the
model by inputting data and generating data output. My colleague, Metropolitan
Principal Resource Specialist Stathis Kostopoulos, is the only other person with
knowledge about operating the model, but his knowledge and involvement is
limited to portions of the model.”
Declaration of Arnout Van Den Berg in Support of the MWD's Opposition to San
Diego County Water Authority's Motion for Writ of Mandate...for Violations of the
California Public Records Act at p. 3, para. 10.
In summary, the content of the Rate Model User's Manual raises more questions than it
answers about the unusually complex process MWD appears to follow in setting its rates and
charges.
D. Response to Raftelis April 12, 2016 Letter re: 2016 MFSG Report
On April 12, 2016 a letter was submitted by Mr. Richard D. Giardina on behalf of Raftelis Financial
Consultants, Inc. (“Raftelis Response”), providing a response to MFSG's 2016 Report on MWD's
cost of service process. It is our assumption that Mr. Giardina continues to hold the same
opinions regarding MWD’s 2018 COS Report given that MWD’s methodologies as described,
remain unchanged.
The specific statements contained in the Raftelis Response are discussed below, in the context of
specific issues and provisions of the M1 Manual. However, we note at the outset that at the time
he rendered his various opinions on the sufficiency and propriety of MWD's cost of service, Mr.
Giardina himself had never seen or reviewed the MWD rate model. See Declaration of Richard
D. Giardina dated January 12, 2018 in the PRA matter at p. 7, para. 21. It is a significant and an
important limitation because it means that Mr. Giardina's opinions are based solely on what
MWD says it does and not on independent verification what they actually do in the cost of service
process establishing rates and charges.
Mr. Giardina, in his response to the MFSG 2016 report, states:
“I have reviewed the Metropolitan Cost of Service report and data output of the Metropolitan
financial
planning model for the fiscal years previously noted and, in my opinion, agree that the COS
process used by Metropolitan conforms to the guidelines and principles articulated in the M1.”
Raftelis Response at page 2.
Without the functioning rate model, it is not possible for Mr. Giardina to opine on the veracity of
the proposed rates and charges or that they are as implemented in compliance with M1. Rather,
Mr. Giardina would be limited to the same kind of general observations that MFSG has been able
to make about what MWD says it does in the rate model, as described in its COS report.
5

MWD 2019/2020 COS Report Review

E. MWD uses key terms in its COS Report that differ from industry standard AWWA M1
terminology
The M1 Manual uses consistent terms that apply to all water providers to develop a consistent
methodology for calculating rates. MWD purports to use M1 methodologies, however, it uses
terminology in its COS Report that is not the same as the industry standard terms used in M1.
This is an important issue because while MWD claims to use M1 guidelines and principles, the
different terms it uses for certain aspects of the rate setting process differ from M1, resulting in
the misapplication of industry standard guidelines and principles.
Examples include the following:
Term used in M1

Term Used by MWD

Utility Function or
Activity

Service Functions or
Service Types

Cost Components

Allocation
Categories

Units of Service

N/A

Cost of Service

Cost of Service

AWWA M1 Definition

MWD Definition
Supply, Conveyance &
Source of Supply (included
Aqueduct, Storage,
Storage), Pumping, Treatment, Treatment, Distribution,
Transmission and Distribution, Demand Management*
General
Administrative and
General, Hydroelectric
Commodity (Base), Capacity
Fixed Demand, Fixed
(split between Maximum Day
Commodity, Fixed
and Maximum Hour),
Standby, Variable
Customer and Meters, Direct
Commodity,
Fire Protection Service
Hydroelectric
MWD does not allocate
The amount of customer
customer usage to Units
usage that can be allocated to
of Service by Cost
each Cost Component.
Component
Costs of each Cost Component
Distribution of costs to
divided by the Units of Service
“Rate Elements”
of that Cost Component.

* Demand Management is not an activity or service, but rather the costs of conservation and local
water supply development subsidies.
It is apparent that MWD’s use of certain key terminology is not aligned with the M1. This makes
it extremely difficult for anyone reviewing MWD's COS Report, including its 26 customers and
members of the public, to understand what is being described, even in general terms, or identify
that MWD in fact is not fully following M1 cost of service methodologies.
M1’s industry standard terms and definitions are clearly laid out so the process of allocating costs
to customers is clear and logical. The basic outline is:
1. Costs are incurred by certain functions or activities – that is, in order to provide a function
(e.g. Source of Supply), a cost is incurred.
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2. The costs incurred can be directed (allocated) to a component of usage – that is,
customers have a certain amount of base (commodity) usage that is the reason the utility
incurs Source of Supply Costs.
3. The customer usage can be directed (allocated) to the same exact components of usage.
4. The Cost per component is divided by the Usage of the same component, which clearly
shows the costs per unit of service for that component.
MWD’s cost components are not so clearly defined. The identification of fixed and variable cost
components is a reasonable approach in and of itself; however, MWD fails to include
consideration of which customers are causing the utility to incur those fixed and variable costs.
M1 states in its section titled Special Considerations within Chapter III.1 (Allocating Revenue
Requirements to Cost Components):
“Categorizing expenses as either variable or fixed is useful to understanding how the utility incurs
costs. This data can help utilities recognize the eﬀect on revenues of significantly changing
volumes of production and the revenue instability that may result. Moreover, minimum required
revenue levels, based on fixed cost needs, can be evaluated with respect to each customer
class.” Manual M1 at p. 72 (emphasis added)
MWD’s treatment of fixed and variable costs does not appear to take into account which of its
customers (or customer classes) is causing MWD to incur those costs. As discussed below, MWD
admits that its customers differ in the way that they use the services provided by MWD, however,
no consideration of these differences appears to be included in MWD's cost of service process.
F. MWD has not provided any evidence why its operation is so "unique" that it should not
calculate cost of service based rates using M1 methodologies
A consistent but entirely unsupported claim made by both MWD and Mr. Giardina is that MWD’s
operations are "unique" and need to be treated differently for purposes of rate setting than as
outlined in AWWA M1:
“Metropolitan recognizes the need to incorporate the major tenants [sic] of M1 regarding
reasonableness, fairness, and equity, i.e., COS, but also the need, the importance, to tailor the
COS process to its own unique situation.” Raftelis Response at p. 2 (emphasis added).
Aside from this conclusory statement, the Raftelis Response does not describe what is so unique
about MWD's operations, or why its cost of service process should deviate from industry
standard methodology in order to achieve "reasonableness, fairness and equity" in MWD's rates.
Below is a table outlining the main functions of MWD’s operations and how they are clearly
defined and treated within M1’s standard guidelines and principles.
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Utility Function as defined by M1*

MWD’s Operational Profile

Source of Supply

State Water Project (SWP), Colorado River Aqueduct (CRA),
Other Augmentation Supply programs (e.g., PVID, IID, etc.)

Storage (M1 uses term “Supply
Storage”)

Reservoirs: Etiwanda, Garvey, Orange County, Palos Verdes,
Live Oak
Lakes: Lake Mathews, Lake Skinner, Diamond Valley Lake
(portions allocated to “drought storage”)

Treatment

Diemer, Jensen, Mills, Skinner, and Weymouth Filtration Plants

Pumping (Treated and Untreated)

Whitsett (intake), Gene, Iron Mountain, Eagle Mountain, Hinds
pumping plants.

Transmission

Distribution
General overhead and management
functions (legal, human resources,
accounting, etc.)

MWD uses the term “Conveyance” - East Branch SWP to Devil
Canyon, West Branch SWP, Santa Ana Valley Pipeline,
Colorado River Aqueduct, Inland Feeder
“Metropolitan's Distribution System includes approximately
775
miles of pipelines, feeders, and canals.” COS Report pages 20
and 21
MWD’s general administration and overhead

* Functions listed in M1 on page 60
MWD's "demand management" costs as described by MWD are for water conservation and local
water supply development. Absent evidence to demonstrate the basis of some other allocation,
these costs should be included in the Supply function, with costs of specific water supply projects
assigned to agencies that are demonstrated to benefit from the use of those supplies. While
MWD has assigned demand management costs to the Water Stewardship Rate it charges as a
transportation cost, it has testified and admits that its Local Resource Program costs benefit the
water suppliers of the member agencies who receive those subsidies and not MWD itself.
Finally, while the hydroelectric function within MWD’s operation may be different than some
other wholesale water suppliers, it similarly does not fall outside the scope of M1’s
functionalization of utility costs and can be accounted for in the transmission and/or distribution
function.
G. AWWA's Manual and M1 methodologies apply to MWD’s wholesale operations
MWD simultaneously claims to both appropriately apply AWWA M1 methodologies in its rate
setting process and at the same time say that those methodologies don’t apply to its wholesale
operations:
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“The majority of the M1 Seventh Edition is written for utilities providing retail service or
combined retail and wholesale service. The distinction in practices for wholesale-only utilities is
indirect; care must be taken to be attuned to these distinctions such that the guidelines are not
incorrectly applied or misrepresented.” MWD Board Letter 9-2 at p. 7, footnote 2. Again, MWD
makes this general statement without noting any of the specific "distinctions" that must be taken
into account to ensure rates are equitable and the guidelines are not "incorrectly applied”.
Chapter VI.3 of the AWWA Manual M1 is entitled Outside Wholesale Rates, and expressly states:
“The cost allocation methodologies, as discussed in Section III, are generally applicable in
determining cost allocations to wholesale customers.” AWWA Manual M1, 7 th Edition, Chapter
VI.3 at p. 302.
Section III of M1 entitled Cost Allocation, is the section that details how to allocate revenue
requirements to cost components and how to distribute costs to customers.
The M1 Manual goes on to state:
“Properly developed cost-based rates are designed to equitably allocate costs based on relative
contributions to system demands (consumption) and peak use events (e.g., maximum day and/or
peak hour). In general, the wholesale class may simply be included in this cost allocation
procedure and distributed its proportionate share of system costs. In this respect, there is no
procedural distinction between retail and wholesale users for allocation of costs to service.”
AWWA Manual M1, 7th Edition, Chapter VI.3 at p.304 (emphasis added).
M1 uses the term “proportionate share” because it details the process for a utility that provides
retail and wholesale service. In MWD’s case, the “proportionate share” of wholesale costs is
100%, because it does not serve retail customers. M1’s cost allocation procedure applies to
wholesale rates.
M1 continues:
“As with retail service, once the wholesale water demands are appropriately identified and
estimated and costs allocated between the retail and wholesale service classes, water rates to
recover the allocated costs can be designed. Fundamental principles of rate design as described
elsewhere in this Manual of Practice are applicable for wholesale service rate designs as well.
Accordingly, it may be quite appropriate for government-owned utilities providing wholesale
service to have multiple rate designs. Wholesale customers with unique cost and consumption
characteristics could also be billed using diﬀerent rate structures.” AWWA Manual M1, 7th
Edition, Chapter VI.3 at p. 305 (emphasis added)
M1 principles clearly apply to both wholesale and retail customers with respect to cost allocation,
class distinction, and rate design. MWD has not demonstrated any way in which its operations
are "unique" or differ from the operations of other water utilities such as to justify a material
9
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deviation from M1 principles that allocate costs and establish rates by customer class. Indeed,
what MWD has established and admitted is that its customers have very different demand
patterns and service characteristics.
While the scale of MWD’s operations are larger than most water utilities, its utility functions are
identical to even the smallest wholesale water provider. MWD's failure to establish customer
classes to account for the varying and different demand characteristics of its member agencies
actually obliterates the feature that is most unique about MWD, and that is, the substantial
volume of water and delivery capacity it maintains to meet the needs, to a greater or lesser
extent, of each of its member agencies. M1 methodologies account for this and every other
aspect of MWD’s operations and could and should be properly applied by MWD in its cost of
service methodology in order to generate lawful, fair and equitable rates. The fact that MWD
admits to deviating from M1 methodologies makes it even more important for MWD to be fully
transparent when setting rates, so that its customers and the public can understand and verify
how MWD has established its rates and charges.
As an example of the inequity that can result from MWD's failure to allocate its wholesale costs
by customer classes, compare the projected dry year "peaking" demands of the City of Beverly
Hills and the City of Los Angeles as seen in each city’s 2015 Urban Water Management Plan:
City of Beverly Hills
Average Year MWD Purchases
Projected Single Dry year and
Multiple Dry Year MWD Purchases

2020
9,104

2025
7,482

2030
7,562

2035
7,644

2040
7,728

9,659

8,041

8,125

8,211

8,229

6.1%
7.5%
% difference
Source: City of Beverly Hills 2015 Urban Water Master Plan, Table 7-4A

7.4%

7.4%

6.5%

2030
65,430
305,030
364.1%

2035
60,630
298,230
389.6%

2040
74,930
310,530
312.7%

317,630 306,130 303,630 296,830
Projected Multiple Dry Years MWD Purchases
% difference 321.1% 364.3% 364.1% 389.6%
Source: City of Los Angeles 2015 Urban Water Master Plan, Tables 11F, 11G, and 11H

309,230
312.7%

City of Los Angeles
Average Year MWD Purchases
Projected Single Dry Year MWD Purchases
% difference

2020
75,430
318,930
321.1%

2025
65,930
307,430
364.3%

As shown, the City of Beverly Hills does not cause MWD to incur substantial costs of maintaining
water supply and delivery capacity available for dry years, given a percentage difference of 6.1%
and a total demand for only 9,659 acre feet of MWD water in dry years, while the City of Los
Angeles clearly does, with a percentage difference of 321.1% and a total demand for 317,630
acre feet of MWD water.
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H. AWWA's Manual describes how customer classes should be established
M1 provides that:
“In establishing customer classes, water utilities consider service characteristics, demand
patterns, and whether service is provided to customers both inside and outside the owning city’s
jurisdictional limits.” AWWA Manual M1, 7th Edition, Chapter III.2 at p. 73. MWD admits that its
member agencies have differing service characteristics and demand patterns but does not
allocate its costs accordingly.
MWD’s 2018 COS Report states on page 93:
“Metropolitan, a wholesaler, provides two types of services: full service water service (treated or
untreated) and wheeling service. Metropolitan has one class of customers: its member agencies.”
First, to simply declare summarily that its member agencies are a customer "class" avoids the
relevant inquiry, which is whether those customers have the same service characteristics and
demand patterns. MWD admits they do not.
Second, MWD's two statements are contradictory, as M1 states that service characteristics is a
main consideration when defining customer classes. In fact, the statement implies that treated
and untreated water service are both included in “full service water service”. However, when
characterizing the functionalization of its costs, MWD distinguishes between all three services
when discussing the second step of its COS process, Functionalization of Costs (page 38 of the
COS Report):
“To allow for the development of rates that properly reflect the costs of providing different
service types (full service treated, full service untreated, and wheeling), revenue requirements
should be categorized based on the operational functions served by each cost.”
MWD thus states that it provides three distinct services. But unless each of the 26 member
agencies make use of all three services in a similar fashion, agencies should be grouped into
customer classes for the purpose of rate making, as outlined in AWWA M1. Assigning costs to
customers by classes based on demand patterns and service characteristics is the industry
practice in order to allocate costs and collect revenues from the non-homogenous customer base
MWD admits that it has:
“Metropolitan's total water system has been built over time to meet the widely differing needs
of its member agencies and the sources of water available to Metropolitan. Some agencies have
no local water resources and rely on Metropolitan for 100 percent of their annual water needs.
Other agencies have adequate local surface supplies and storage and/or groundwater basins that
provide them with the majority of their water supplies during wet and average years. However,
during dry periods these agencies rely on Metropolitan to make up any shortfalls in local water
supplies.” 2018 COS Report at p. 14.
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It is clear from the 2018 COS Report that, not only do the 26 member agencies differ in the
services they require from MWD, but they differ in the nature of their use of those services.
However, MWD makes no distinction between its member agencies based on these facts, and
instead simply makes a declaration that it has only one customer class. This also avoids the
requirements of MWD's own Act which requires that it establish rates that "shall be uniform for
like classes of service throughout the district" (emphasis added).
I. The cost allocation methodologies used in MWD’s 2018 COS Report do not comply with
the AWWA Manual M1
MWD’s 2018 COS Report states on page 37:
“The AWWA M1 Seventh Edition sets out the steps in the COS process as: (1) identify which costs
should be recovered through rates and charges (the revenue requirement); (2) organize costs
into service functions (functionalize); (3) allocate service function costs on the basis for which the
cost was incurred (allocate); and (4) distribute costs to rate elements (distribute).”
But this is not accurate; indeed, the phrase “distribute costs to rate elements” never appears in
AWWA’s Manual M1, Seventh Edition.
The actual steps from M1 are shown below:

AWWA Manual M1 at p. 59.
MWD’s Cost of Service methodology is missing entirely one of the steps in the M1 methodology
because MWD does not distribute costs to customer classes based on the unit cost of service and
each class’ units of service for each cost component. As a result, MWD's methodology as
described does not comply with Manual M1 methodologies.
MWD’s Board Letter 9-2 states that "[m]ajor AWWA guidelines and principles were "considered'
in its COS approach (page 7), including:
12
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“Performing functional assignment of costs, which makes it possible to allocate and then
distribute costs to services in accordance with each function type. In keeping with AWWA
recommendations, the functional assignment and commodity/demand allocation modules of the
COS allow identification of functional cost components at a level that allows the unbundling of
Metropolitan’s rates[.]"
But MWD does not distribute costs to customer classes as prescribed by Manual M1 in its 2018
COS Report. Instead, it distributes costs to “Rate Elements”, which is a term that has been
invented by MWD and does not appear in the M1 Manual. To be clear – although MWD claims
that the methodology presented in its 2018 COS Report is the one described in AWWA’s Manual
M1, it is not.
Manual M1 details the commodity-demand method of calculating utility rates in Section III:
“In the commodity-demand method, commodity costs are distributed to customer classes on
the basis of total annual use. Demand-related costs are distributed to the various classes in
proportion to the class total-demand responsibility; this is not the extra or incremental demand
over the base use, but the total maximum-day or maximum-hour demand. The method of
distribution demand cost responsibilities is an important diﬀerentiator between the base-extra
capacity method and the commodity-demand method.” AWWA Manual M1, 7th Edition, Chapter
III.2 at p. 83 (emphasis added).
The important issue is the alignment of costs related to certain demand characteristics (total
annual use vs. total demand responsibility) to the units of service in each of the demand
characteristics. None of the “Rate Elements” calculated by MWD properly address this issue.
J. The various charges imposed by MWD do not properly account for industry standard cost
of service allocations
This section will detail the reasons that several of the charges presented by MWD in the 2018
COS Report do not appear to properly apply cost of service based rate setting principles or result
in cost of service based rates.
Capacity Charge
“The Capacity Charge recovers the costs incurred to provide peak capacity within the Distribution
System.” 2018 COS Report at p. 33.
Based on Schedules 16 and 17 of the COS Report, 100% of costs assigned to the Capacity Charge
are “Fixed Demand” costs. This does not address hydrologic variability related to drought, as
MWD admits:
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“The Capacity Charge only recovers distribution system capital costs necessary to meet peak day
member agency needs on Metropolitan's distribution system during the summer.” MWD Letter
dated April 4, 2018 at p. 11, footnote 3 (emphasis added).
And:
“The Capacity Charge also improves the equitable distribution of costs among the member
agencies. Agencies that have relatively high peak demand to average demand ratios will bear a
greater share of the costs of providing peak (maximum) day distribution capacity.” 2018 COS
Report at p. 105 (emphasis added).
The fee is based on the volume per second of flow, not the ratio of peak flow to average flow,
which would be the appropriate allocation of variable costs related to providing peak capacity.
In fact, there is no consideration of each member agencies peaking ratio in the 2018 COS Report.
Readiness to Serve (RTS) Charge
The RTS is claimed by MWD to collect both fixed demand and fixed standby costs incurred due
to the maintenance of emergency storage capacity, which it defines as follows:
“The Readiness-to-Serve (RTS) Charge recovers system capital costs for emergency storage
capacity and ensures there is adequate capacity in the conveyance and distribution systems to
reliably deliver supplies during emergencies, major facility outages, hydrologic variability, and
variances in local resources.” 2018 COS Report at p. 9. Thus, MWD includes both costs for
unforeseeable events (emergencies and major facility outages) with costs it incurs to meet the
varying demands of its member agencies in dry years (hydrologic variability and variances in local
resources) which are not only foreseeable but constitute the principal role of MWD as a
supplemental water supplier to its 26 member agency customers.
As defined, the RTS costs purport to cover the demand needs of member agencies in dry years,
when storage capacity must be tapped to meet the water supply demands of MWD's member
agencies. But the costs MWD does not include in the RTS, but should include, are drought storage
costs. See schedules 10 and 11, 13 and 15, and 16 and 17 of the 2018 COS Report. These
schedules show that drought storage costs, which are substantial, are allocated to supply, which
is paid volumetrically by agencies that purchase supply every year instead of proportionately by
agencies that peak in a dry year.
There is also a concern because MWD applies this fixed fee based on a ten-year rolling average
of each member agencies annual use:
“The RTS is allocated to the member agencies based on each agency’s proportional share of a
ten-year rolling average of all firm demands, including water transfers and exchanges that use
Metropolitan system capacity. A ten-year rolling average leads to a relatively stable RTS
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allocation that reasonably represents an agency’s potential long-term need for available capacity
under different hydrologic conditions.” 2018 COS Report at p. 105.
It is clear from MWD's COS Report that no effort is made to identify or allocate proportionally
which customers actually require and use the drought standby service due to variability of local
supplies. The fact that some customers rarely require MWD to provide standby service or do so
to a minimal extent while others routinely do so to a far greater extent is not accounted for in
MWD's current calculation of the RTS.
A ten-year average of total annual demand does not properly reflect the facts regarding MWD's
customers' respective use of standby service, and therefore does not allocate the RTS charge
properly among MWD’s customers. There is no indication that the costs incurred in order to
meet the dry-year demand of any member agency is taken into consideration when assigning the
proportional share of the RTS Charge. If the assigned share of this fixed cost is purely based on
the average total volume of each member agency over a ten-year period, then there is no
correlation between the proportion of this cost borne by each member agency and the actual
use by that agency of dry year storage capacity.
In fact, the averaging of deliveries diminishes and misrepresents the true peak of the dry year
demands of each member agency, which is exactly the opposite of what the RTS Charge is
supposed to collect. Drought standby fees should be based on the peak year demand within the
rolling 10-year period, similar to the concept MWD uses to allocate its Capacity Charge on the
peak use within a rolling three-year period. MWD's treatment of the capacity charge
demonstrates that it understands that the true peak and not an average peak should be used to
properly capture and allocate costs. The RTS certainly does not recover the capital costs to meet
hydrologic variability and “variances in local resources.” MWD Letter dated April 4, 2018 at p. 11,
footnote 3.
Standby Charge
The Standby Charge is not a cost of service based charge, but rather part of the RTS and member
agencies can choose whether or not to pay it:
Member agencies that so choose may have a portion of their total RTS obligation offset by
Standby Charge collections collected by Metropolitan on behalf of the member agency.” 2018
COS Report at p. 105 and p. 106.
The revenues collected by the current Standby Charge are netted out of the RTS obligation of
each member agency who pays it.
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Tier 1 and Tier 2 Supply Rates and Purchase Orders
The Tier 1 and Tier 2 supply rates are further examples that MWD's rates are not based on cost
of service. In fact, the Tier 2 supply rate is not even imposed by MWD. According to the 2018 COS
Report, no member agencies will pay any Tier 2 Supply charges in either FY 2019 or FY 2020. This
can be accomplished because MWD's rates and "Purchase Orders" are not based on cost of
service principles:
“Purchase Orders are voluntary agreements that determine the amount of water that a member
agency can purchase at the Tier 1 Supply Rate.” 2018 COS Report at p. 34.
Purchase Orders allow a member agency to base its Tier 1 allocation on one of two Base Period
Demands:
“The commitment is calculated based on the demand base chosen (the “Base Period Demand”)
and multiplied by ten to reflect the ten-year Purchase Order Term. If a member agency opted to
use the Revised Base Firm Demand, which is the highest fiscal year purchases during the original
13-year period of fiscal year 1990 through fiscal year 2002 for their Purchase Order, their
Commitment is 60% of the 2003 Initial Base Firm Demand, the same as the previous Amended
and Restated Purchase Order agreement, multiplied by ten. If a member agency opted to use the
more recent 12-year period of fiscal year 2003 through fiscal year 2014 for their Purchase Order,
their Commitment is 60% of the highest year in the period of fiscal year 2003 through fiscal year
2014, multiplied by ten.” 2018 COS Report at p. 34.
The "Purchase Orders" violate cost of service principles for a major reason, namely, the fact that
the Purchase Order can be based on the highest demand year in the past twenty-five years,
allowing a member agency to "choose" a reduced Tier 1 Supply rate in future years, even though
it has nothing to do with the amount of the costs incurred to provide that service. As a result,
the costs to provide those dry year supplies must be improperly collected from other customers.
The costs related to emergency or drought supply should be calculated and allocated based on
the actual costs imposed by the demands of each member agency in accordance with cost of
service principles.
The Purchase Order process has resulted in the Tier 2 rate only infrequently being paid by any
agency, when exactly the opposite should occur. Clearly, supply related costs should be included
in a properly calculated RTS to capture dry year peaking costs of supplies that are made available
for those member agencies in need of and who use such supply.
Water Stewardship Rate
Costs allocated to MWD’s Water Stewardship Rate (WSR) are not charged by MWD based on cost
causation or benefit received by MWD's respective member agencies (i.e. those that cause the
cost and benefit from the supply should pay for it), nor are revenues collected proportionately
from those who benefit from expenditure of funds / costs incurred by MWD.
16

MWD 2019/2020 COS Report Review

The Water Stewardship Rate (WSR) is another example of MWD’s lack of proper customer class
definitions. At the outset, MWD admits that there is no actual service tied to the WSR; rather,
this rate is simply a mechanism to redistribute revenues collected from all member agencies and
paid to some member agencies in varying degrees to develop local water supplies. Not only does
MWD improperly allocate these costs as a transportation charge, but MWD collects this rate on
all water conveyed through MWD’s system, including wheeled water.
“All users (member agencies and third-party wheelers) benefit from avoided system
infrastructure costs through conservation and local resources development, and from the system
capacity made available by investments in Demand Management Programs like Metropolitan’s
Conservation Credits Program and Local Resources Program.” 2018 COS Report at p. 32.
MWD has not provided any analysis that evidences or supports this purported benefit to MWD’s
distribution capacity. Most critically for purposes of this issue, MWD has failed to provide any
evidence that the act of wheeling or transporting third-party water through its facilities causes
MWD to incur any expenses in its local water resources or conservation programs, which it funds
with the Water Stewardship Rate revenues. Accordingly, the collection of Water Stewardship
Rate revenues from wheelers utterly fails any possible cost of service justification.
Further, MWD makes no distinction between the member agency customers that benefit from
local supply projects funded by WSR revenues and the customers it charges to fund these projects
(all customers). Costs incurred to fund local supply projects should be charged proportionally, to
the extent MWD's individual member agency customers benefit from those local water supply
projects. MWD has itself admitted that there is no water supply benefit to MWD from the WSR
funded local supply projects.
Summary of 2018 MWD COS Process
As demonstrated above, regardless of the costs allocated to each “rate element”, proper
allocation of costs according to the basic principle of cost causation has not been accomplished
thorough the MWD rate model and methodology.
“For Metropolitan, the typical process illustrated in the MFSG Report (page 6, copy below) stops
with the Cost of Service allocations. At this point, there is no need to establish classes of
customers as is typical in a retail COS process.” Raftelis Response at p. 3 (emphasis added).
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Mr. Giardina opines that for MWD, the chart should look as follows, deleting an essential step
in the cost of service methodology:

While it is true that each utility may modify certain guidelines and principles of M1 to apply to
specific fact situations, MWD’s failure to establish customer classes based on the different
demand and service characteristics it admits exist, is the abandonment of an M1 core principle
that clearly applies to MWD.
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K. Industry standard cost of service rate making process directly from AWWA M1
The following steps from M1 show how simply costs and customer demand should be distributed
to cost centers using the commodity-demand method,
Step 1 is to allocate costs to units of service. Costs defined by the functions discussed previously
in this report. As admitted by Mr. Giardina, MWD's COS methodology ends here, prematurely,
without making cost of service allocations by customer class. The following is an outline of the
steps that are missing in MWD's cost of service methodology.
Step 2 is to allocate customer usage to the same units of service as those in step one. M1 makes
a clear distinction between both customer classes and “units of service”. This is the clearest way
to allocate costs to customers because the units of service calculated above are the exact same
units of service (Base = Commodity, Maximum Hour and Maximum Day = Demand) that the costs
were assigned to in step one. A simple calculation of cost divided by units for each of the services
is all that is needed to properly allocate costs, as shown in the following table.
Step 3 is to divide costs by usage in each unit of service. This is a very simple step, as costs and
usage have been divided into identical units of service. Costs are allocated to units of service,
then customer usage is allocated to the same units of service, then it is just a matter of dividing
the allocated usage of each customer class by each unit of service’s cost to arrive at a rate per
unit for each customer class.
Nowhere in MWD’s 2018 COS Report does MWD allocate customer demand to the cost centers
(which MWD calls “Service Functions”). MWD allocates costs to service functions in Schedule 13
and 14 of their report (2018 COS Report at p. 86 and p, 88), then it allocates those costs to “Rate
Elements” in Schedules 16 and 17 (2018 COS Report at p. 95 and p. 96). There is no such thing as
allocating costs to “Rate Elements” in AWWA Manual M1. Rate elements do not pay water
rates and charges, customers do.
While the methodology in MWD’s 2018 COS Report is presented to be the industry standard
methodology outlined in M1, the final step of MWD’s methodology (i.e. allocation of costs to
Rate Elements) is not the industry methodology outlined in M1, which requires allocation of costs
to customer classes.
L. Conclusions
Having completed the assigned tasks, MFSG has arrived at the following conclusions:
1. The methodology presented in the 2018 COS Report does not adhere to industry standard
cost of service principles which include the assignment of functionalized costs to
customer classes.
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2. The 2018 COS Report does not provide sufficient information to allow for an independent
verification and replication of the methodologies used to calculate the 2019 and 2020
rates in order to determine compliance with cost of service.
3. MWD uses terminology in its 2018 COS Report that purports to comply with AWWA M1
methodologies, but instead mischaracterizes industry standards.
4. The RTS charge does not recover the drought storage costs to meet hydrologic variability
and “variances in local resources”. Nor does the allocation of the charge on a 10-year
average of demands proportionately recover annual peaking costs associated with
hydrologic variability and variances in local resources.
5. The capacity charge is based on the volume per second of flow, not the ratio of peak flow
to average flow, which would be a more appropriate allocation of variable costs related
to providing peak capacity.
6. The Tier 2 supply rate does not effectively recover the cost of drought supply costs.
7. Costs allocated to MWD’s Water Stewardship Rate (WSR) are not charged by MWD based
on cost causation or benefit received by MWD's respective member agencies (i.e. those
that cause the cost and benefit from the supply should pay for it), nor are revenues
collected proportionately from those who benefit from expenditure of funds / costs
incurred by MWD.
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Mr. Donahue has almost fifty years of experience, including forty years of management
consulting. Prior to establishing MFSG, he directed a national consulting practice for a Big
Four accounting firm. His career includes work as Financial Manager of R&D Operations for
Westinghouse Electric Corporation and as a senior systems accountant at the U.S.
Environmental Protection Agency.

Technical Expertise
 Financial Planning & Analysis
 Litigation Support
 Strategic Planning




Regulatory Analysis
Management Audits & Operational Reviews

Selected Consulting Experience
Financial Planning and Analysis - development of financial alternatives, capital
improvement plans and financial feasibility studies for operating and capital costs, such as:
•
Cost of service/rate studies for over 150 utilities (water, sewer, electric, solid waste,
stormwater)
•
Impact fees/capacity fees/system development charges
•
Development of long-term business plans
•
Negotiation of inter-jurisdictional agreements
•
Evaluation of contracts and proposals; acquisition and disposal of assets; change orders
•
Financial feasibility studies/debt affordability studies
•
Bond-related studies (coverage tests, arithmetic verifications, arbitrage compliance,
parity tests, etc.)
•
Tax revenue and expenditure analyses (tax and annexation disputes)
•
Tax differential / tax setoff studies

Management and Organization - evaluation of performance, efficiency and effectiveness
of organizations; establishment of new organizations or consolidation of existing
organizations or departments, including development of organizational structures and
staffing needs, recruitment of key personnel, job descriptions, compensation programs,
capital and operating budgets, revenue analysis, etc. Governance studies for boards of
directors, commissions and authorities.

Asset Management - development of asset management processes and systems for
infrastructure, including: optimization of operating and capital budgets; definition of service
levels; condition assessments; identification and specification of software packages; life cycle
costing analyses; development of planned and preventive maintenance programs.

Management Reporting - Development of management reporting systems, including
development of information needs, frequency and timing of reports, format of reports.
Development of specifications for financial reporting systems for large municipal and federal
agencies. Development of testing protocols to validate performance of management
reporting with pre-established criteria.

Strategic Planning - development of strategic and long-range plans for non-profit and forprofit organizations.

1

Tax-Exempt Financing - Use of creative approaches to finance economic development and industrial facilities with taxexempt debt, and the use of special taxing districts (tax increment financing districts [TIF], special community benefit
districts [SCBDs], etc.) to facilitate desirable development, including:
•
•

•
•

Automotive coatings facilities
Electric, steam and chilled water systems

Paper manufacturing facilities
Senior living communities

Regulatory Analysis - evaluation of financial and economic impact of various environmental laws and regulations, at
industry, company and plant levels.

Litigation Support - financial analysis and expert witness service in a wide variety of litigation and regulatory hearings.
Typical areas of review include:
•
•
•
•
•
•
•
•
•
•
•

Documentation/re-creation of historical costs
Forecasts/projections of costs/revenues
Sensitivity analysis to identify critical issues for negotiations
Development of/response to interrogatories
Forensic accounting
Financial models
Cost allocations/rate schedules
Construction claims/commercial disputes
Civil bankruptcies (Chapters VII, IX and XI)
Criminal bankruptcy
Patent/trademark infringement (lost profits, reasonable royalties)

Hazardous Waste - identification and evaluation of financial risks, and development of recommended assurance and
insurance levels and mechanisms for a large fully-permitted landfill accepting industrial and medical wastes; determination
of risk management mix for hazardous waste operations.

Selected Cost of Service/Rate Study Work
• Albemarle County Service Authority, VA (water, sewer)
• Anchorage Water & Wastewater Utility, AK (water,
sewer)
• City of Annapolis, MD (water, sewer)
• Anne Arundel County, MD (water, sewer, solid waste.
stormwater)
• Town of Barnstable, MA (water, sewer, solid waste)
• City of Beaverton, OR (water)
• Boston Water and Sewer Commission (water, sewer,
stormwater)
• Town of Branford, CT (sewer)
• Bristol County Water Authority, RI (water)
• City of Cambridge, MD (water, sewer)
• City of Camden, NJ (water, sewer)
• City of Canandaigua, NY (sewer)
• City of Canton, OH (water, sewer)
• Cape Fear Public Utility Authority, NC (water, sewer)
• Carroll County, MD (water, sewer)
• Cecil County, MD (sewer)
• City of Charlottesville, VA (water, sewer)
• Town of Cheshire, CT (water, sewer)
• City of Chesapeake, VA (water, sewer)
• Town of Cheshire, CT (sewer)
• Chesterfield County, VA (effluent reuse)
• Town of Chincoteague, VA (water)
• City of Claremont, NH (water, sewer)

•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
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Clermont County, OH (water, sewer)
City of Cleveland, OH (water, sewer)
City of Colonial Beach, VA (water, sewer)
City of Concord, CA (sewer)
Dallas Water Utility, TX (water)
Town of Dartmouth, MA (water)
DC Water (water, sewer, stormwater)
Delaware County Regional Authority, PA (sewer)
Denver Water Board, CO (water)
City of Dunkirk, NY (water, sewer)
Town of Durham, NH (water)
Town of Duxbury, MA (water and sewer)
City of Effingham, IL (water)
Town of Elkton, MD (water, sewer)
El Dorado Irrigation District, Placerville, CA (water, sewer)
Town of Durham, NH (water)
Town of Elkton, MD (water, sewer)
Town of Exeter, NH (water, sewer)
City of Fairbanks, AK (water, sewer)
Fair Oaks Water District, CA (water)
City of Falls Church, VA (water)
Fauquier County W&SA, VA (water, sewer)
City of Findlay, OH (sewer)
Fisher’s Island Water Company, NY (water)
Frederick County, MD (water, sewer, solid waste)
Frederick – Winchester Service Authority, VA (sewer)

•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

• City of Newport News, VA (sewer, solid waste,
stormwater)
• City of New York, (water, sewer, stormwater)
• City of Nome, AK (water and sewer)
• Borough of North East, PA (water, sewer)
• North Slope Borough, AK [Prudhoe Bay] (water, sewer,
solid waste)
• Town of Ocean City, MD (water, sewer)
• City of Olathe, KS (water / sewer)
• Village of Orland Park, IL (water, sewer, stormwater)
• City of Oxnard, CA (sewer)
• Pittsburgh Water & Sewer Authority, PA (water, sewer)
• Prince William Service Authority, VA (water, sewer)
• Town of Purcellville, VA (water, sewer)
• Queen Anne's County, MD (water, sewer)
• City of Raymore, MO (water, sewer)
• City of Richmond, VA (solid waste)
• Rivanna Water & Sewer Authority (water, sewer)
• City of Rochester, NY (water)
• City of Rockville, MD (water, sewer, solid waste)
• Sacramento Regional County (CA) Sanitation District
(sewer, stormwater)
• City and County of San Francisco, CA (solid waste,
stormwater, water and wastewater)
• South Norwalk, CT (electric)
• County of Stafford, VA (water and sewer)
• Stratford, CT - sewer
• Suffolk County Water Authority, NY (water)
• Summit County, OH (sewer)
• Sussex County, DE (water, sewer)
• City of Tucson, AZ (sewer / effluent reuse)
• Union Bridge, MD (sewer)
• Union Sanitary District, Fremont, CA (sewer)
• Urbana-Champaign Sanitary District, IL (sewer)
• Town of Warrenton, VA (water, sewer)
• Washington County Service Authority, VA (water, sewer)
• Washington Suburban Sanitary Commission, MD (water,
sewer)
• Village of Westchester, IL (water, sewer)
• City of Wilmington, NC (water, sewer)

Village of Fredonia, NY (water, sewer)
City of Frostburg, MD (water)
City of Fullerton, CA (water)
Garrett County, MD (water, sewer)
Village of Glenview, IL (water, sewer, stormwater)
Town of Georgetown, DE (sewer)
City of Hagerstown, MD (water, sewer)
City of Hampton, VA (wastewater, solid waste)
County of Hanover, VA (water and sewer)
Hazleton City Authority, PA (water)
City of Hilliard, OH (solid waste)
Howard County, MD (water, sewer, solid waste, reused
water)
James City Service Authority, VA (water, sewer)
Jurupa Community Services District, CA (water, sewer)
Kennebunk, Kennebunkport & Wells Water District, ME
(water)
Kent County (DE) Sanitary District (sewer)
Kent County, MD (water / sewer)
King George County W&S Authority, VA (water, sewer)
Town of Leesburg, VA (water, sewer)
City of Lexington, VA (water, sewer)
Village of Libertyville, IL (water, sewer)
Village of Lombard, IL (water, sewer)
Loudoun Water, VA (water, sewer)
Town of Lovettsville, VA (water, sewer)
Lower Cape Fear W&SA, NC (raw water)
City of Manassas Park, VA (stormwater)
Town of Manchester, CT (water, sewer)
Massachusetts Water Resources Authority (water/
sewer)
Metropolitan District Commission, Boston, MA (sewer)
City of Mexico, MO (water / sewer)
City of Middletown, CT (sewer)
Town of Milton, DE (water, sewer)
Mohawk Valley Water Authority, NY (water)
Montgomery County, OH (sewer and solid waste)
Village of Morton Grove, IL (water, sewer)
New Hanover County, NC (water, sewer)
City of New Haven, CT (sewer)
City of New London, CT (water)

3

Selected Experience - Litigation Support / Expert Witness Testimony
• City of Farmers Branch v. Dallas Water Utility
City Attorney (Dallas)
Suburban Water Rates
• Confidential (County Attorney, Charles County, MD)
Forensic Accounting Study Related to Defalcation and Embezzlement by County Administrator
• City of Palo Alto, et al v. City of San Francisco
Howard, Rice (for San Francisco)
Water Rates, Water Rights, Availability
• Hotel Owners Association v. City of San Francisco
William Barrett (Deputy City Attorney)
Stormwater Costs
• Apartment Owners Assoc. v. City of Beaverton, OR
City Attorney (for Beaverton)
Multi-Family Water Rates
• F.R. Briscoe v. Clark County, NV
Lempres & Wulfsberg (for URS Engineers)
Construction Claim, Wastewater Treatment Plant
• Landbank Equity Corp.
Laurence Levey, Trustee
Chapter VII Civil Bankruptcy
• Tri-City Tires
Deborah Fisk (Assistant U.S. Attorney)
Chapter XI Civil Bankruptcy
• City of Brookfield, et al v. Milwaukee MSD
Mulcahy & Wherry (for Brookfield)
Capital Cost Allocation, Sewer Rates
• Confidential
Lempres & Wulfsberg
Propriety of Costs Claimed by Consultant
• Confidential
Hogan and Hartson (for Plaintiff)
Trademark Infringement (Lost Profits)
• Renishaw PLC v. Carl Zeiss
Oliff & Berridge (for Renishaw)
Patent Infringement (Lost Profits, Reasonable Royalties)
• Interstate Plaza Partnership v. Home Fed Bank
McCarthy & Burke (for Home Fed)
Breach of Contract, Construction Claim
• Bancroft-Clover Sanitary District, et al v. Denver Water Board
Saunders, Snyder, Ross & Dickson (for Denver)
Water Rates, System Development Charges
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• Town of Ashland v. County of Hanover, VA
McGuire, Woods, Battle & Boothe (for Hanover)
Annexation Dispute Before Virginia Commission on Local Governments
• Dewberry & Davis v. Maryland General Services Administration
Silverstein & Mullens (for Dewberry)
Construction Claim, Correctional Facility
• City of Los Angeles v. City of El Segundo et al.
City Attorney (for Los Angeles)
Capital and Operating Costs of Regional Sewer System
• Clement Tingley, et al., v. Board of Supervisors of Hanover County
Hirschler, Fleischer, Weinberg, Cox & Allen (for Hanover)
Connection Fees for Water and Wastewater Systems
• Thomas Wolf, et al. v. Fauquier County Water & Sanitation Authority
O'Connell & Mayhugh (for Wolf)
Capacity Fees, Property Rights
• Washington County v. City of Hagerstown, MD
Urner, Nairn & Boyer, LLC (for Hagerstown)
(Before Maryland Public Service Commission, Case #8324)
Outside-City Water and Sewer Rates
• SCA v. Charles County, MD
Venable, Baetjer and Howard (for SCA)
Capacity Fees
• Bankruptcy Proceeding 03-03428-DOT
(On behalf of the City of Richmond, VA)
Utility Bill Arrearages as Preference Payments
• Matter of Bramble Hill Water System
Gohn, Hankey & Stichel, LLP (for Bramble Hill)
(Before Maryland Public Service Commission, Case #8984)
Water System Valuation and Customer Tariffs
• Matter of City of Frostburg
Law Offices of Michael Cohen (for the City of Frostburg, MD)
(Before Maryland Public Service Commission, Case #9040)
Inside-City vs. Outside-City Rate Differentials
• Application for Rate Increase, Aqua Virginia, Inc.
Buck, Toscano & Tereskerz, Ltd. (for Lake Monticello Owners’ Association)
(Before Virginia State Corporation Commission, Case #PUE 2005-00080)
Water System Valuation and Customer Tariffs
• Smartdesks, Inc. vs. CBT Supply, Inc. MJG-05-3456
Conwell, LLC (for Smartdesks, Inc.)
(Intellectual property – lost profits, reasonable royalties)
• David H. Katz, et al. v. Township of Westfall, PA (Civil Action No. 3:CV-03-0277)
Dewey & LeBoeuf (for Katz)
Land Use / Zoning
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• Bankruptcy Proceeding 5-09-02736 (Westfall Township, PA, Debtor)
Dewy & LeBoeuf (on behalf of David H. Katz, et al.)
Chapter 9 – Municipal Bankruptcy
• Fisher v. Little Orleans Campground of America
(Circuit Court of Allegany County, MD, Case #01-C-11-036411)
Poole & Kane, P.A. (for LOCPA)
Contract Pricing Dispute
• Malone Investments, LLC v. Somerset County Sanitary District, Inc.
(Circuit Court of Somerset County, MD, Case #19-C-11-014871)
Adkins, Potts & Smethurst, LLP (for Malone)
Cost Allocation Dispute – Sewer Interceptor
•
• City of Westlake vs. City of Cleveland.
(Court of Common Please, Cuyahoga County, OH, Case #CV-12-782910)
Tucker Ellis LLC (for Cleveland)
Stranded Costs, Cost to Cure – Water Utility
•
• Conyngham Borough vs. Conyngham Borough Authority
(Court of Common Please, Luzerne County, PA, Case #2014-03755)
Falvello Law Firm, P.C. (for Conyngham Borough Authority)
Dissolution of Authority
• San Diego County Water Authority vs. Metropolitan Water District of Southern California
(Superior Court of San Francisco, Case No. CPF-10-510830, Case No. CPF-12-512466)
Keker & VanNest for San Diego County Water Authority
Cost of Reserve Capacity / Cost of Wheeling Water
• Matter of Boltuck v. Washington Suburban Sanitary Commission
(Maryland Public Service Commission Case #9391)
Washington Suburban Sanitary Commission, Office of the General Counsel
Reasonableness of Inclining Bock Rates
• Matter of Fishers Island Utility Company
(New York Public Service Commission – Docket 17-01620)
Rate Increase for small water company with extreme seasonal usage swings
• Application for Acquisition of Scranton Sewer Authority by Pennsylvania American Water Company
(Pennsylvania PUC – Docket A-2016-2537209)
Morgan, Lewis & Bockius (for PAWC)
Acquisition /Certificate of Public Convenience / Base Rate Case
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