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The Honorable City Council 
Office of the City Clerk 
Room 395, City Hall 
Mail Stop 160

Attention: Councilmember Nury Martinez
Chairperson, Energy, Climate Change, and Environmental 

Justice Committee

Honorable Members:

Subject: Council File No. 17-0654 - Metropolitan Water District of Southern 
California Rate Setting Practices and Approaches

This report was prepared in response to the motion made by Councilmember 
Nury Martinez on June 9, 2017, requesting the Los Angeles Department of Water and 
Power (LADWP) to report on the Metropolitan Water District of Southern California 
(MWD) rate setting practices and approaches, and include the following:

Comparison of the adopted rates for MWD member agencies versus forecasted 
rates under MWD’s long range finance plan.

City of Los Angeles (City) resident/ratepayer contributions to MWD over the last 
five years.

Current balance on MWD’s unrestricted cash reserve, unrestricted debt and 
accompanying requirements versus agency policies on reserve and debt.

Identify what the long-term effect on MWD rates will be with the current 
increase in water supply.

Efforts by MWD to create viable long-term storage for the water supply in order 
to balance rates during the next water shortage.
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Background

MWD is the regional wholesale water provider for Southern California. Its service area 
covers 5,200 square miles and six counties. MWD primarily provides imported water 
from the Colorado River and Northern California (via the State Water project) to 
supplement its member agencies local supplies. Additionally, MWD funds local 
projects and conservation.

To operate and maintain its vast network of aqueducts, pipelines, reservoirs, pumping 
and treatment facilities, MWD maintains an annual operating budget of close to 
$2 billion. Administrative costs make up roughly 15 percent of the budget. MWD is 
governed by a 38 member Board of Directors whose members are appointed 
representatives of each of MWD’s 26 member agencies. The City, a founding member 
of MWD, has the largest delegation on the MWD board with five directors and the 
highest voting percentage based on the City's assessed valuation.

A majority of the City’s water supplies come from imported sources. LADWP has 
historically purchased imported water from MWD to make up the deficit due to 
hydrologic variability of the Los Angeles Aqueduct supplies from the Eastern Sierras. 
As a percentage of the City’s total water supply, MWD purchased water in the recent 
five-year drought has averaged about 64 percent, between fiscal years ending (FYE) 
2012 to 2016.

To improve the City’s future water supply reliability, the Mayor’s Sustainable City Plan 
(pLAn) has set long term goals to reduce the City’s water use by 25 percent by the 
year 2035, reduce imported water purchases from MWD by 50 percent by 2025, and 
increase water source locally to 50 percent by 2035. LADWP’s 2015 Urban Water 
Management Plan (UWMP) is the City's long term strategic plan and foundation for 
water resources development, and has incorporated the pLAn goals. UWMP lays out 
the strategy to reduce its reliance on MWD supply by increasing more sustainable 
locally-developed supplies including conservation, groundwater, recycled water, and 
stormwater capture and recharge. The financial benefit of reducing reliance on 
purchased imported water is directly passed on to our rate payers.

Comparison of Actual Adopted Rates for MWD Member Agencies Versus 
Forecasted Rates Under MWD’s Long Range Finance Plan

Water agencies across the country have seen rate increases in the face of declining 
water use due to conservation and aging infrastructure. MWD's increases have 
averaged about 4.4 percent over the last 20 years (1999 to 2018), and about
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3.2 percent in the last five years (2014 to 2018). Each rate decision is approved by 
MWD Board of Directors.

MWD’s long range finance plan looks at a ten-year forecast to support long range 
resource, capital investment, and operational planning. It includes a forecast of future 
costs and the revenues necessary to support operations and investments in 
infrastructure and resources. Planning processes also have to conform with the 
financial policies which address reserve levels, financial indicators, and capital funding 
strategies to ensure sound financial management and fiscal stability.

The following table shows the ten-year unbundled water rates and charges under 
MWD’s current rate structure. Years 2016-2018 reflect currently adopted rates. Years 
2019-2026 are projections. Individual components of the rate structure may increase 
at different rates depending on the costs recovered. MWD’s average overall rate 
increase is projected to be about 4.5 percent per year.

As example, the full service treated Tier 1 water rate is estimated to be approximately 
$1,344 per acre-foot in 2026, compared to $942 per acre-foot in 2016, an average 
increase of 3.6 percent per year over the ten-year period. By comparison, the full 
service untreated is projected to see an average increase of 5.9 percent per year.

Rates & Charges Effective lanuarv 1st 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 202b
Tier 1 Supply RatefS/AFl $156 1201 $209 $214 $226 $238 $245 $250 $261 $273 $285

$290 $295 $295 $295 $295 $295 $295 $295 $29S $295 $295
$259 $289 $299 $320 $335 $358 $383 $412 $440 $469 $499
$41 $52 $55 $59 $60 $61
$138 $124 $132 $145 $162 $178 $187 $193 $198 $204 $210

Tier 2 Supply Rate f$/AF]
System Access Rate (S/AF)
Water Stewardship Rate ($/AF)
System Power Rate ($/AF)
Full Service Untreated Volumetric Cost ($ ,' AF) 

Tier 1 
Tier 2

Treatment Surcharge (S/AF1 
Full Service Treated Volumetric Cost fS/AF) 

Tier 1 
Tier 2

Readiness-to-Sej've Charge (SMj 
Capacity Charge (S/cfsj

$61 $62 $62 $62 $62

$594 $666 $695 $738 $783 $835 $876 $917 $961 $1,008 $1,056 
$728 $760 $781 $819 $352 $892 $926 $962 $995 $1,030 $1,066 
$348 $313 $320 $315 $309 $288 $288 $288 $288 $288 $28B

$942 $979 $1,015 $1,053 $1,092 SI,123 $1,164 $1,205 $1,249 $1,296 $1,344
$1,076 $1,073 $1,101 $1,134 SI,161 $1,180 $1,214 $1,250 $1,283 $1,318 $1354
$153 $135 $140 $143 $148 $156 $168 $182 $196 $211 $228

$10,900 $8,000 $3,700 $9,000 $9,300 S9.700 $10,000 $10,500 $11,100 $11,100 $11,300

Source: MWD Board Item 9-2, dated February 9, 2016, Board Meeting

City Resident/Ratepaver Contributions to MWD Over the Last Five Years

As a result of the recent drought and lower deliveries from the Los Angeles Aqueduct, 
MWD purchased water in the recent five-years has averaged higher at 64 percent, or 
approximately 348,680 acre-feet, between fiscal years ending (FYE) 2012 to 2016.
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LADWP’s purchased imported water cost from MWD has averaged about $260 million 
dollars each year over the past five years (FYE 2012-2016). Purchased water costs 
include full service untreated and treated deliveries, readiness to serve charges and 
capacity charges. The table below shows the total LADWP purchased water deliveries 
and costs for each year:

Fiscal Year 
Ending Purchased Water Cost (mil. $)Purchased Water Deliveries (AF)

2012 210,438 $158.42
2013 388,460 $278.75
2014 441,987 $335.40
2015 362,607 $269.33
2016 339,906 $258.38

MWD also levies an ad valorem property tax, in accordance with the MWD Act 
Section 124.5, on their service area to pay for general obligation bonded indebtedness 
and portion of the MWD’s payment obligation under a water service contract with the 
State of California. The following table shows the total estimated annual property tax 
collected from City property owners. Current MWD ad valorem tax rate is 0.0035 
percent, and annual increases shown in the table below reflect the growth in assessed 
valuation for the City.

Property Tax Collection (mil. $)Fiscal Year Ending

$18.322017
$17.222016
$16.082015
$15.192014
$14.452013
$14.902012

Current Balance on MWD’s Unrestricted Cash Reserve, Unrestricted Debt and 
Accompanying Requirements Versus Agency Policies on Reserve and Debt

MWD established a number of separate accounts, also referred to as funds, to provide 
for specific activities in accordance with special regulations, bond covenants, and trust 
arrangements. The accounts were classified as "restricted." Most restricted accounts 
had the minimum cash and investment balance requirements and all were 
nondiscretionary. Among other things, the restricted amounts provided for payments 
of debt service on MWD’s bonds; reserves for principal and interest on outstanding
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bonds; payments for tax rebate; construction of capital assets; payment of MWD’s 
operations and maintenance expenses; and payment of the costs related to the 
closure of MWD's solid waste landfill facility.

MWD’s reserve policy currently provides for a minimum unrestricted reserve balance 
on June 30 of each year that is based on probability studies of the wet periods that 
affect MWD’s water sales. The policy establishes a minimum targeted unrestricted 
reserve level based on an 18-month revenue shortfall estimate and a target level 
based on an additional two years revenue shortfall estimate. Funds representing the 
minimum reserve level are held in the Revenue Remainder Fund, and any funds in 
excess of the minimum reserve level are held in the Water Rate Stabilization Fund. 
MWD established the Water Rate Stabilization Fund for the principal purpose of 
maintaining stable and predictable water rates and charges during periods of varying 
sales.

MWD’s debt management policy is to maintain an annual revenue bond debt 
coverage ratio of at least 2.0 times coverage, maintain an annual fixed charge 
coverage ratio of at least 1,2 times coverage; limit debt-funded capital to no more than 
40 percent of the total capital program over the ten-year planning period; limit variable 
rate debt such that the net interest cost increase due to interest rate changes is no 
more than $5 million; and limit the maximum amount of variable rate bonds to 
40 percent of outstanding revenue bond debt.

If MWD’s fixed charge coverage ratio, which measures the total coverage of all fixed 
obligations (which includes all revenue bond debt service obligations, State Water 
Contract capital payments paid from current year operations and subordinate 
obligations) after payment of operating expenditures, is less than 1.2 times, funds 
above the target reserve level may be utilized for funding of capital expenditures or 
for the redemption, defeasance or purchase of outstanding bonds or commercial 
paper, as determined by the Board. If MWD’s fixed charge coverage ratio, is at or 
above 1.2 times, funds above the target may be used for any lawful purpose of MWD 
as determined by the Board.

As of June 30, 2017, unrestricted reserves, which consist of the Water Rate 
Stabilization Fund and Revenue Remainder Fund, totaled approximately $380 million 
on a modified accrual basis. The minimum reserve requirement was $250 million and 
the target reserve level was $600 million. MWD’s bond ratings from both Fitch and 
Standard & Poor’s, as of June 2017, was AA+ with a stable outlook.
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The ten-year forecast contains projections of the forecasted maximum and minimum 
reserves. MWD projects the fixed charge coverage ratio will meet the board- 
established targets throughout the ten-year period. Revenue bond coverage will meet 
target in FY 2021/22. Reserve levels will be above minimums as established by board 
policy. PAYGo expenditures are set at a level that is consistent with the board policy 
adopted in 2014 that PAYGo expenditures would be funded from revenues, with the 
proposed amount set at 60 percent of the Capital Investment Plan. The projected rate 
increases are estimated to be adequate to cover costs with moderated changes from 
one year to another. The following figure summarizes the financial metrics of the ten- 
year financial forecast:

■iUnrestricted Reserve 
—Target Reserve 

— Minimum Reserve
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900

800

700
Cj

600
□ 500
o

400 vooS CD300 vr> KDO00 LOCD00r"-inm5 PM200 OCDCT CDCOm mPOro
100

0
CO oo CD c. ■=T coin r-* ~ ■ ~. r-. ~. " j3 G □ □ o 3 3 3 3 33 3

f-J -I PM n.

Fiscal Year Ending

Ave Rate Increase 1.5% 1.5% 4.0% 4.0% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5%
1.90 1.63 1.70 1.70 1.75 1.75 1.75 1.75 1.80 1.80 1.80 1.80
2.7 1.5 1.6 1.6 1.7 1.8 1.9 2.0 2.3 2.4 2.6 2.7
2.4 1.3 1.3 1.3 1.4 1.4 1,4 1.4 1.5 1.5 1.5 1.5

210 284* 120 120 120 120 120 123 127 130 133 137

Sales, MAF 
Rev. Bond Cvg 
Fixed Chg Cvg 

PAYGO, $M 
* includes PVID land purchases

Source: MWD Board Item 8-1, dtd. 4/12/16 Board Meeting

Identify What the Long-term Effect on MWD Rates Will be Given the Current
Increase in Water Supply

The recent wet weather will not likely have significant impacts to the projected overall 
average 4.5 percent per year projected rate increase over the next 10 years, which 
was based on average hydrology. While year-to-year hydrologic variability will affect 
water sales, use of MWD's reserves are designed to address these fluctuations in 
revenue.
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MWD Efforts to Create Viable Long-term Storage for Water Supply in Order to 
Balance Rates During the Next Water Shortage

Since the historic 1991 drought, MWD made major investments to plan and prepare 
for the future. MWD’s first Integrated Water Resources Plan (IRP) was developed in 
1996. IRP helped diversify MWD’s water resources to include water conservation and 
local resource development. It also envisioned a vast storage network of reservoirs 
and groundwater banks for Southern California, including Diamond Valley Lake which 
was completed in 1999. IRP also called for capturing water in wet years, storing those 
supplies for dry years, lowering demand through conservation and developing a more 
diverse supply portfolio.

Heading into the most recent drought cycle, MWD had developed over 5.5 million 
acre-feet of storage capacity, a 13 fold increase from 1990, and had successfully 
stored over 2.7 million acre-feet by 2012, This storage has helped the region manage 
through impacts of the drought. With the wet weather conditions this year, MWD is 
planning to put a historic 1.2 million acre-feet into regional storage this calendar year, 
the most that they will have ever accomplished in any one year.

Increasing Local Supplies

Since 1982, MWD has assisted local agencies in the development of local water 
recycling and groundwater recovery projects under the Local Resources Program 
(LRP) that replaces an existing demand or prevents a new demand on MWD’s 
imported water deliveries. MWD currently provides financial incentives up to $340 per 
acre-foot of water production. Since the program inception, MWD has provided more 
than $450 million to help fund about 100 local projects. MWD's assistance was crucial 
in making these local projects cost-effective.

Advancing Conservation

At the peak of the 2015 drought, MWD invested $450 million and promoted the 
nation’s largest turf removal program, transforming thousands of Southland 
landscapes to use water more efficiently outdoors, and provided rebates and 
incentives for devices such as high efficiency toilets and clothe washers. MWD also 
supported plumbing code reforms, have reduced demands in the region by about 
1 million acre-feet a year, enough water to supply 2 million homes.
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Water Surplus and Drought Management Plan

Diversifying the region’s water supplies and developing adequate and healthy water 
storage reserves has proven to be the backstop for regional reliability across MWD’s 
service territory. Stored water reserves provide certainty for meeting the needs of the 
region’s vast service territory when traditional sources of supply are challenged by 
drought, climate change, and other risks. These storage resources must be 
developed, managed, and enhanced. The important elements of using storage to 
manage water supplies and enhance reliability have been detailed since 1999 in 
MWD’s Water Surplus and Drought Management (WSDM) Plan.

The principles of the WSDM Plan define a regional water management strategy for 
MWD and its member agencies. WSDM Plan's guiding principle is: MWD will 
encourage storage of water during periods of surplus and work jointly with its 
member agencies to minimize the impacts of water shortages on the region's retail 
consumers and economy during periods of shortage.

WSDM Plan has five supporting principles to further the goal of minimizing the 
impacts of water shortages:

1. Maintain an ongoing coordinated effort among MWD and its member 
agencies to encourage efficient water use, develop cost-effective local 
resource programs and inform the public on water supply and reliability 
issues.

2. Encourage local and regional storage during periods of surplus and use of 
storage during periods of shortage.

3. Manage and operate MWD’s regional storage and delivery system in 
coordination with local facilities to capture and store surplus water in local 
groundwater and surface reservoirs.

4. Arrange for secure sources of additional water from outside the region for 
use during periods of shortage.

5. Call upon sources of additional water from outside the region and water 
stored locally to meet the needs of consumers and protect the economy 
during periods of shortage.
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These principles have served MWD and all Southern California well over the years 
and highlight the basic tenet that water shortages need to be minimized for 
Southern California to thrive. Thanks to this comprehensive water management 
strategy, MWD entered this recent drought cycle with a record quantity of water 
held in storage. These reserves were used to avoid what would have been 
extremely severe and devastating water shortages.

In summary, MWD has made strategic and valuable investments to promote long-term 
conservation and water supply reliability for the Southern California region. These 
decisions were made by the MWD Board of Directors following numerous public 
meetings to debate the merits, and consider the costs and benefits to ratepayers. 
Throughout this process, MWD keeps its commitment to strong fiscal management, 
modest rate increases and a low debt load, which financial rating agencies have 
continually recognized with some of the highest bond ratings. MWD will continue to 
serve as the insurance back-stop for its member agency's demand variability and help 
to reduce pressure on member agencies to absorb variations individually and locally.

If you have any questions or require further information, please contact me at 
(213) 367-1338, or have a member of your staff contact Ms. Winifred J. Yancy, 
Director of Legislative and Intergovernmental Affairs, at (213) 367-0025.

Sincere!

David H. Wright 
General Manager

DDK:mk
Enclosure
c/enc: Councilmember Paul Koretz, Vice-Chair, Energy, Climate Change, and 

Environmental Justice Committee 
Councilmember Paul Krekorian, Member 
Councilmember, Gilbert A. Cedillo, Member 
Councilmember, Mitch O'Farrell, Member 
Ms. Zina Cheng, Legislative Assistant 
Ms. Winifred J. Yancy



ENERGY & ENVIRONMENT
MOTION

The Los Angeles region and the majority of the state experienced high levels of rainfall during the recent winter 
and spring seasons, The high rainfall was welcomed throughout the state since the severe drought conditions which 
had persisted for several years. In addition, snowpack levels in the Sierra-Nevada’s increased to pre-drought levels 
which served to increase the City's water supply. '

During the drought years, the City was less reliant on water from the Sierra-Nevada’s and the adjoining Los 
Angeies Aqueduct. To meet local water demand, the City purchased greater amounts of water from the 
Metropolitan Water District (MWD) which is tied in to water supplies from the Colorado River and the Bay-Delta 
region.

However, the MWD charged higher rates for this water which impacted the Department of Water and Power’s 
(DWP) ratepayers:. The higher rates were surprising to most ratepayers as they had lowered water use to meet 
drought-related conservation goals.

The higher rates led to questions regarding how the MWD sets rates on member agencies and what policies are 
employed to ensure a stable and equitable rate environment.

The City representatives on the M WD's Board of Directors work closely with other member agencies to develop 
rate policy for the MWD. Given this, the DWP should report to the Council regarding MWD’s rate setting practices 
and approaches they employ to ensure an equitable rate environment.

1 THEREFORE MOVE that the Department of Water and Power report to the City Council in. 30 days on the 
Metropolitan Water District's (MWD) rate setting practices and approaches, including the following:

» Comparison of the adopted rates for MWD member agencies versus forecasted rales under the MWD's long 
range plan;

» City reside nt/rate payer contributions to MWD over the last 5 years;

* Current balance on MWD’s unrestricted cash reserves, unrestricted debt and the accompanying 
requirements versus agency policies on reserves and debt;

• Identify what the long-term effect on MWD rates will be with the current increase in water supply; and

* Efforts by the MWD to create viable long-term storage for the water supply in order to balance rates during 
the next water shortage.
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PRESENTED BY:

NURY MARTINEZ 
CounciIwoman, 6lh DistrictSSTTMl C
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