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Sources of Revenue
Water Rates Charges and Other Revenues

Water Rate Payments

Fixed Charges

Volumetric Charges (S/AF)

Tier 1 and Tier 2 For Supply _
Supply Rate of Water Capacity Charge
e _______________________________
System Access Rate ‘ Readiness-to-Serve (RTS)
or
System Power Rate >Tran5p°rtati°n
y of Water Various Other Minor Revenues
_ (unrelated to water supply)
Water Stewardship Rate )
For Treatment
Treatment Surcharge of Water

Ad Valorem Property Taxes

S/AF = Dollars per acre-foot of water
One Acre-foot = 325,851 gallons
One Acre-foot of water is amount used by two average households per year

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11472, 11491; DTX-110: 2012 COS, AR2012-016594 at 16679, 16696
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Rate Structure
Water Rates Charges

~ Water Rate Payments T
Volumetric Charges ($/AF) Fixed Charges

Tier 1 and Tier 2 For Supply _
Supply Rate of Water Capacity Charge
A e —
System Access Rate ‘ Readiness-to-Serve (RTS)
or
Transportation
System Power Rate >of Water
Water Stewardship Rate )
For Treatment
Treatment Surcharge of Water

S/AF = Dollars per acre-foot of water
One Acre-foot = 325,851 gallons
One Acre-foot of water is amount used by two average households per year

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11491; DTX-110: 2012 COS, AR2012-016594 at 16696
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Rate Components At Issue
Water Rates

Water Rate Payments

Volumetric Charges (S/AF)

Tier 1 and Tier 2 For Supply
Supply Rate of Water
System Access Rate
For
T tati
System Power Rate >°;a\;:,j::: ation
Water Stewardship Rate )
For Treatment
Treatment Surcharge of Water

S/AF = Dollars per acre-foot of water
One Acre-foot = 325,851 gallons
One Acre-foot of water is amount used by two average households per year

TAC 1 3; SDCWA 2012 Complaint



The Bundied Rate Before January 1,2003
Unbundled Rate Components By Rate Design Element:

Current
Rate Structure
(Effcctive
January 1, 2002)

New
Rate Structure

(Effcetive

January 1, 2003)

Tier 1 Supply Rate ($/AF)

-\1-\11_: T atn I'Q."f'l | Y
t.!

3
LJ'I.I.IJ J._} AAERLW WP L L ,I

System Power Rate ($/AF)
Water Stewardship Rate ($/AF)

Full Service Untreated Water Rate (3/A)
Intcrim Agricultural Water Program (3/AF)
Interim Agricultural Water Program Treated ($/AF)
Treatment Surcharge ($/AF)
Readiness-to-Serve Charge ($M)

Capacity Reservation Charge ($/cfs)
Peaking Surcharge ($/cfs)

Conncction Maintenance Charge ($M)

One Acre-foot of water is amount used by two average households per year

DTX-041: 3/12/2002 Bd. Action Ltr., AR2010-006294 & AR2012-006294 at 6295

$236
$294
$82
$80.0
$6.100
$18.,300
N/A

$73

A
A

1
i

14




The Unbundied Rates 10

Water Rate Payments Supply Rates Recover:
Volumetric Charges (S/AF)

» Costs for SWP and CRA facilities and
= TierlandTier2 programs that relate to maintaining and
Supply Rate developing supplies to meet the
Member Agencies’ demands

System Access Rate * Capital financing, operating,
S maintenance and overhead costs for
System Power Rate drought storage in MWD'’s reservoirs

*Drought storage provides reliable
supplies by carrying over surplus
supplies from periods of above normal

Treatment Surcharge precipitation and snow pack to drought
periods when supplies decrease

Water Stewardship Rate

Tier 1, Tier 2 Supply Rates
per acre-foot are the same for all Member Agencies

DTX-090: 2010 COS, AR2010-011443 & A’«R2012-011443 at 11474-75, 11499-500; DTX-110: 2012 COS, AR2012-016594 at 16681, 16700



MWD’s Rates and Charges Are Uniform for All Member Agencies 1

System Access Rate Recovers:
Volumetric Charges (S/AF) .
 Most of the capital, and all of the
Tiesrl aln% Tilf-’rZ operations, maintenance and
e BaSlS overhead costs for the transportation
facilities in the SWP and CRA and

MWD distribution system, except
System Access Rate power

 Regulatory storage costs

AU « This storage provides operational

flexibility in meeting peak demands,
essentially increasing the physical

Treatment Surcharge distribution capacity

The System Access Rate
per acre-foot is the same for all Member Agencies

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 006518; DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at
011492, 11484-11485, 11488, 11490; DTX-110: 2012 COS, AR2012-016594 at 016697, 016689, 016693, 016695



MWD’s Rates and Charges Are Uniform for All Member Agencies 12

Water Rate Payments
Volumetric Charges (S/AF)

Tier 1 and Tier 2
Supply Rate
System Power Rate Recovers:
* Energy costs for pumping water to

Southern California

System Power Rate

Water Stewardship Rate The System Power Rate )
per acre-foot is the same for all Member Agencies
Treatment Surcharge

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 6474-75, 6520; DTX-090: 2010 COS, AR2010-011443 & AR2012-

011443 at 11492; DTX-110: 2012 COS, AR2012-016594 at 16697



MWD’s Rates and Charges Are Uniform for All Member Agencies 13

Water Rate Payments
Volumetric Charges (S/AF)

Tier 1 and Tier 2
Supply Rate

Water Stewardship Rate Recovers:

System Access Rate

* Costs for
— Local Resources Development
— Conservation Credits Program
— Desalination

System Power Rate

E N Water Stewardship Rate

The Water Stewardship Rate

Treatment Surcharge _ _
per acre-foot is the same for all Member Agencies

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 6519; DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at

11492; DTX-110: 2012 COS, AR2012-016594 at 16697
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The Unbundied Rates

DTX-041: 3/12/2002 Bd. Action Lt.r., AR2010-006294 & AR2012-006294 at 6296




The Unbundied Rates

March 12,2002: MWD’s Board defined the rate for Wheeling Service to include the
System Access Rate, Water Stewardship Rate, cost for power, and administration fee

§ 4405. Wheeling Service.

(a) Subject to the General Manager’s determination of available system capacity,
Metropolitan will offer wheeling service. The determination whether there 1s unused capacity in
Metropolitan’s conveyance system, shall be made by the General Manager on a case-by-case
basis in response to particular requests for wheeling.

(b) The rates for wheeling service shall include the System Access Rate, Water
Stewardship Rate and, for treated water, the Treatment Surcharge, as set forth in Section 4401.
In addition, wheeling parties must pay for their own cost for power (if such power can be
scheduled by the District) or pay the District for the actual cost (not system average) of power
service utilized for delivery of the wheeled water. Further, wheeling parties shall be assessed an
administration fee of not less than $5,000 per transaction.

§ 4119. Wheeling Service.

"Wheeling Service” shall mean the use of Metropolitan’s facilities, including its rights to
use State Water Project facilities, to transport water not owned or controlled by Metropolitan to
its member public agencies. in transactions entered into by Metropolitan for a period of up to one
year.

&

1998 1999 2000 2001 2002 2003

MWD Admin. Code §§ 4405, 4119



MWD Reasonably Allocates State Water Project Transportation Costs
to MWD’s Transportation Rates

1. SWP Transportation Costs Are MWD Transportation Costs

2. MWD Uses SWP Transportation Facilities to Transport
non-SWP water and SWP water

3. SWP-Owned and MWD-Owned Transportation Facilities
Are Integrated

4. Allocating SWP Transportation Costs to MWD’s
Transportation Rates is Consistent With Industry Guidance

5. Exchange Water is a Blend of SWP and CRA Water

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 6518, 6520; DTX-055: 2005 DWR Contract, Art. 23, AR2010-000001 & AR2012-
000001 at 71, 74, 86, 153; DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11473, 11475, 11490; DTX-110: 2012 COS, AR2012-016594 at 11680-82, 16695;
DTX-134: Raftelis Textbook, AR2012-016288_5282 at 5291-92; DTX-109: 4/5/12 MWD Response to SDCWA COS Report, AR2012-016583 at 016586



Under its contract with the DWR for the State Water Project,
MWD pays separate supply and transportation charges:

The Metropolitan Water District of Southern California

C. PAYMENT PROVISIONS

Deita Water Charge.

(a) The payments to be made by each contractor for project water shall
include an annual charge demgnated as the DE‘ltEI Water Charge. This charge, together

wath the $adal rovonno Aarivad Aiarine tha o e 1t moar ad Froaen tho cals are A
FPLLLIL LID%, RVLOED 0 Vil Liwial "\J\.I- uullub Lll\n.-l Hl UJUUI J-'-Jl.-'l.-l-}‘ uu.ull- HU Wiy Linriin l-l-JU AL LR

dlSpUEdl 01 EIE? tl J.L.«d.]. G[lﬁlb}’ bt‘;llt.'rl.d,l,'.'}u l[l LUIIIIL‘..TL«LIUJI WlLll UIJIL'I HLIUH L]J. lJl UJ eCi

conservation facilities, shall return to the State during the project repayvment period all

costs of the project conservation facilities incurred during the project repayment period,
oseamer - nclyding capital, operation, maintenance, power, and replacement costs, which are

e allacated to the purpose of water congervation 111 ahove and helow the Delta nureuant to

woica subdivision (e) {}f thlS article. Wherever refereni:e 18 made, in connection with the
computation or determination of the Delta Water Charge, to the costs of any facility or
facilities included 1n the System, such reference shall be only to those costs of such
tacility or facilities which are reimbursable by the contractors as determined by the State.

MWDRECORD000001

DTX-055: 2005 DWR Contract Art. 22(a), AR2010-000001 & AR2012-000001 at 65



SWP - SUPPLY

e—

DTX-055: 2005 DWR Contract Art. 22(a), AR2010-000001 & AR2012-000001 at 65




Under its contract with the DWR for the State Water Project,
MWD pays separate supply and transportation charges:

Th|—. LN (PSR PP, & PSR B PSRN SY A o IPSPNPY, PRSP g P B - I nn"s 0“ II Io"

23. Transportation Charge

S T -~ 1- .

lht: pdyl 1€ilts 1o bl‘: niaqac 1L‘J}" daCll COIracuor € i Lo delivery Of p‘roj EeCt 3
trom the project transportation facilities shall include an annual charge under the
designation Transportation Charge. This charg,e shall return to the State during the

pr01ect reDavment Derlod those costs ot all prol ect transportatlon facilities necessarv to
ct water to the contractor 1

™1 +CII f\i"\ﬂ‘l"".l""l 'a%al ™
Luad, Upiviauivin, 1

a1l R T

1€ contractor lll dUuUIdctIlbU Wll.ll T.Ilt! CObdl d LlUIl [)llllblplt?b i1
procedures hereinafter set forth. Wherever reference is made, in connection with the
computation, determination, or payment of the Transportation Charge, to the costs of any

tacility or facilities included in the System, such reference shall be only to those costs of
osaamer— guch facility or facilities which are reimbursable by the contractors as determined by the

wholl LOLAL1L ALl UTS nichn are reimpursania LRl ol (S Lwi g 1850w L8 Lwe
State Water

wienes  State. The Transportation Charge shall consist of a capital cost component; a minimum

the oril

suddi  Qperation, maintenance, power, and replacement component; and a vanable operation,

{As of January 1, 2005)

MWDRECORD000001

DTX-055: 2005 DWR Contract Art. 23, Ali2010-000001 & AR2012-000001 at 71




The SWP Transportation Charge covers expenses such as
operating and repairing the California Aqueduct, a transportation facility
necessary for water to be transported to MWD’s Member Agencies

f Fidigh 5
e 7~ S5
= { L LBl e,

San Francisco

San Diego =% '

DTX-055: 2005 DWR Contract AIIJZ3, AR2010-000001 & AR2012-000001 at 71 —




SWP Transportation Charges Are Allocated to MWD’s Transportation Rates

Pays for Transportation Facilities Pays for Power for Pumping Water
To Make Water Available For Delivery to Convey It For Delivery

L -

MWD System Today, G o T e =
| 'i«'»"«--»w‘va.«: N Lt 19 T
- : g 4 |

nsen 1972  LosanceLes

Edmonston
Pumping Plant
“Big Lift”

River
Aquedct

T ATl M=, B .tmw— e S
Julian Hinds Pumping Plant

DTX-045: Final Report on Rates and Charges, AR2010 006463 & AR2012-006463 at 6518, 6520; DTX-090: 2010 COS, AR2010-011443 & AR2012-011443
at 11492; DTX-110: 2012 COS, AR2012-016594 at 16697



Under its contract with the DWR for the State Water Project,
MWD pays separate supply and transportation charges:

st e CArcms A B = STATE OF CALIFORNIA — CALIFORNIA NATURAL RESOURCES AGENCY

EEFA!TME:_T'EF’:-?EREEOURCES
DEPARTMENT OF WATER RESOURCES
1416 NINTH STREET, P.O. BOX 942836
ur. Dt . e e SACRAMENTO, CA 94236-0001

‘Water Resourmn Management Gma

T.‘n::Hmmﬂla:- WViglar Digirc of Souliam Caklzmia [?} 6; 653‘5?9 I
Loe Angeten, Califsmia B00R-015]

Py A B e invoice No. 11-014-T, Attachment 1:

|:.|lr

=w  Water System Revenue Bond Surcharge $37,410,810

Irrenica

Capital Cost Component

Delta Water Charge $27,403,966
Less Rate Management Rebate Under Monterey Amendment 0

27,403,966

Transportation Charge 62,917,905
Less Rate Management Rebate Under Monterey Amendment 0

62,917,905

Minimum Operation, Maintenance,
Power, and Replacement Component

DeltaWaterCharge o SLoeAr

~ Transportation Charge 99233417

Total for Invoice Na. 11-014-T $278,930,515

DTX-137: DWR Invoice



DWR Contract Expenses Allocated to the System Access Rate and
System Power Rate Are Reasonably Related to Transportation

Attachiment 2
IHSTRICY

Apri! 5, 2010
Beard of Directors

General Manager
General Counsel

Metropolitan allocates SWP costs among the various functions, mc;]udmgz conv vance and
agueduct, supply and standby because the SWP provides different functions. More specifice

= e

ates based on lower sales ATSUMPHION.

d fm the optic ons in Board Letter

MWDRECORDO11305

DTX-087: 4/5/10 MWD Resp. to Pub. Comments, AR2010-011305 & AR2012-011305 at 11307




MWD Has Conveyed Non-SWP Water for San Diego
| December 1, 2008

@ San Diego Courty Water Authority

@ Jeff Kightlinger, General Manager
Metropolitan Water District of Southern California
PO Box 54153
Los Angeles, CA 90054-0153

Re:  Request for Wheeling Services
Dear Jeff:

On behaif of the San Dwgn Cnunty Water Authority, thl& letter requests whacimg SErvice

Metropohtan subject to your detenmnatmn of available system capacity, including
Metropolitan’s rights to use State Water Project facilifies, to accommodate transportation
of this water. This wheeling service is requested pursuant to applicabie law and Sections
4119 and 4405 of Metropolitan’s Administrative Code. As specified by Section 4405, a

fagal |[.11||urlﬂ imnorRant sransfers

Since Metropolitan’s wheeling service includes the right of a member agency to use
Metropolitan’s rights to State Water Project facilities, I also ask that you provide the
necessary coordination with DWR and the State Water Contractors to ensure all issues,
- meluding dehivery schedules, through-delta conveyance capacity, temporary storage
© (delayed delivery) and any other operational matters arc timely addressed. Given our

DTX-075: 12/1/2008 SDCWA Ltr. re Request for Wheeling Services
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Local Resource
Programs

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 6519; DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at
11492; DTX-110: 2012 COS, AR2012-016594 at 16697



Allocation of Water Stewardship Rate to
Transportation Rather than Supply Is Reasonable

1. WSR Reduces Transportation Costs

2. WSR Frees Up Capacity for Transportation
and Facilitates Wheeling

3. Placing WSR In Supply Would Permit Users
That Only Use Transportation Services To Avoid
These Costs

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 6519-20, 6775; DTX-087: 4/5/10 MWD Resp. to Pub. Comments,
AR2010-011305 & AR2012-011305 at 11307-308; DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11511, 11515; DTX-019: 1996 IRP Vol. 1,
AR2010-001406 & AR2012-001406 at 1504, 1506



THE ECONOMIC BENEFITS OF LOCAL
WATER MANAGEMENT PROGRAMS

An Issue Paper Prepared by

Metropolitan’s infrastructure Requirements. One of the most significant cost impacts of
the Base Case 1s Metropolitan’s capital improvement program. [n order to meet the reliability goal,
water quality regulations, and the same storage requircments under the Base Case, Metropolitan
would have to: (1) construct an additional 400,000 acre-foot reservoir; (2) build a 135 cfs regional
ocean desalination plant; and (3) accelerate construction of regional treatment and distribution
system facilities, such as the CPA and West Valley Projects, the Inland Feeder, the Perris Treatment

plant, and the San Diego Pipeline No. 6. Metropolitan’s 10 year capital improvement program
(CIP) e:{Penditures would total about $6.5 billion {in escalated dollars), compared to the $4.1 billion
CIP identified in the IRP Preferred Resource Mix.

March 1996

MWD2010-00465818

DTX-018: March 1996 MWD Issue Paper,ﬁ MWD2010-00465818 at 465818; DTX-019: 1996 IRP Vol. 1, AR2010-001406 & AR2012-001406 at 1493



MWD’s March 1996 Integrated Water Resources Plan Demonstrates
that the Economic Benefits of Local Water Management Programs
Reduce Infrastructure Requirements

preater than expected local supply development could

Deferment of Capital Infrastructure

, projects such as the Central Pool
Augmentation Project and the San Diego Pipeline No. 6 were more sensitive to demands. Projects
that are mainly driven by demand and that are not needed within the next several years represent

opportunities for reassessment if demand conditions change.

DTX-019: 1996 IRP Vol. 1, AR201 6-001466 & AR2012-001406 at 1504, 1506



Transportation Benefits of the Water Stewardship Rate

Metropolitan Water District of Southern California = Water Slewardshi nate
Rates and Charges .
(average use), demand (peak use), and standby (emergency and future growth) related costs. =

532 Benefits

The WSR provides significant benefits including (1) support of a regional approach, and (2)
providing a dedicated source of funding for the development of local resources.

Investments in conservation and recycling decrease the region’s overall dependence on
imported water supplies from environmentally sensitive areas like the Bay-Delta; increase
the overall level of water supply reliability in Southern California; reduce and defer system
capacity expansion costs: and create available capacity to be used to complete water
transfers. Because conservation measures and local resource investments reduce the overall
level of dependence on the imported water system, more capacity is available in existing
facilities for a longer period of time. The capacity made available by conservation and
recveling is open to all system users and can be used to complete water transfers. Similar to
public benefit charges in the electric industry, the regional and statewide benefits of demand
management programs are assessed to all users of the Metropolitan system, regardless of the
source of imported water supply.

SOUTCE O TMPOTTEed Water suppiy.

By providing a dedicated source of funding for demand management the Board will be able
to maintain and, as necessary, increase funding levels for demand management programs.
The benefits of demand management programs are recognized by S.B. 60, which requires

Dated: June 28, 2002 Page 52 of 86

MWDRECORDO006519

DTX-045: Final Report on Rates and Chérges, AR2010-006463 & AR2012-006463 at 6519




San Diego’s “Dry Year Peaking” Glaim

65. Second, as discussed above, Metropolitan fails to‘fully account for the costs of

“dry-year peaking,” that is, buying more water from Metropolitan in dry years or when local

water supplies are otherwise reduced or not available. The chief beneficiary of Metropolitan’s

flawed approach is the City of Los Angeles and its Department of Water & Power (LADWP),
LADWP’s water supply purchases from Metropolitan vary widely from year to year—they can
increase by as much as 200,000 acre-feet in a year, depending on the water supply conditions in

the Owens Valley that serves LADWP’s own Los Angeles Aqueduct. When its own water

supplies are short, LADWP can simply pick up the telephone and order more water from

Metropolitan—a supplly of water Metropolitan holds “on call” for LADWP at little cost to
-LADWP during years it does not need more water, but at great cost to steady Metropolitan water
purchasers like the Water Authority. Metropolitan has not conducted a cost of service study that

would allow a proper allocation of the costs of this standby service to the member agencies that

receive the benefit of that service. The failure to properly allocate the costs of standby service

SDCWA 2012 Complaint, { 65



San Diego’s “Dry Year Peaking” Claim

MWD Accounts for Peaking
» San Diego is referring to » MWD also recovers capital
annual variations in costs of peaking due to
Member Agency water variations in water deliveries
deliveries within a year for its distribution
system through its Capacity

MWD accounts for annual

e Charge
variations in Member Agency
deliveries through: » Capacity Charge is allocated
—Readiness-to-Serve Charge based on each Member

Agency’s peak summer day
over prior three years

—\Volumetric Rates
—Tiered Supply Rates

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11492-96; DTX-110: 2012 COS AR2012-016594 at 16697-99;
DTX-030: AWWA M1 Manual, AR2010-003865 & AR2012-003865 at 3935, 3941



San Diego’s “Dry Year Peaking” Glaim

DTX-108: March 2012 FCS COS Review, AR2012-016154 at 16156 — ————



San niego’s “Dry Year Peaking” Claim

'R::|r| Diege Caunty Waler Authafty
rch 12 '.'l'l

Table 1. Evaluation of Water Deliveries

Peak
nerease
1A

gency ULTTE
< (k)
eliv
Anahei ’ 11,300 £.400

1,200

=1 111[ - MWD'’s largest customers

13,000

o T (>1 00,000 AF per year,

32,800

| L32[ accounting for more than 70%

5,300

1_--..9w°..|ﬁ“?";; N B of total water deliveries) all had

T, ‘HJL'I 96,800 20,300

= LOS Aﬂgelcs a ratio between 1.07 and 1.32

(o — — e | E—— 102,200 I - 3 —

 San Diego was 1.11
* higher than West Basin's 1.07
* same as Calleguas 1.11
* lower than Los Angeles 1.31

Santa Ana | 15,600

DTX-108: March 2012 FCS COS Review,iAR2012-016154 at 16177



San Diego’s “Dry Year Peaking” Glaim

All of MWD’s 26 Member Agencies’ Supplemental Water Requirements Change

Acre Feet

MWD FY As Billed Sales - With Exchange
700,000

600,000

San Diego

500,000

400,000

300,000
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——Burbank
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= Compton
—(Calleguas
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——Central Basin
—Eastern Municipal
—Fullerton
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// \Los Angeles
MWDOC
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San Fernando
Santa Monica

- San Marino
Torrance

Upper San Gabriel
West Basin
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Source: DTX-691: Table of MWD Deliveries plus Exchange - Denham Disclosure and Report, Ex. B



Raftelis Finds that MWD's Rates Are Reasonable

April 6, 2010

Re: Independent Review of FY 2010/11 Cost of Service and Rate Setting Process

Dear Mr. Thomas:

Raftelis Financial Consultants, Inc. (“RFC™) is pleased {o submtt this Independent Review Report
to the Mcimpclltan Water Dtsirxcz of Southern California (“MWD”)

=
_ spcclﬁca.lly Gcwcmmcu! Code Section 549‘39? (mqumng a LOS sl‘udy every ten m:a.rs)

and cuns1s!cm with § 133 and 134 of the Metropolitan Water District Act (requiring the

lensing of ratee enfficiant in cover encted and 84301 of the District’s A dministrative Cnde

2) The 2010 COS and rate methodology is consistent with water industry best practices, and
complies with COS and rate guidelines in the American Water Works Association’s

(“AWWA?™) Manual M-1, Principles of Water Rates, Fees, and Charges.

TrovaTh 'G"' TeTroTTTe _ 4) The 2010 COS is accurate and consistent with the 2001 COS.

In_additinn_as_a_nart_of the indenendent review orocess REC hag dentified the notential

Independent Review of
FY 2010/11 Cqst of Service Very truly yours,
and Rate Setting Process RAFTELIS FINANCIAL CONSULTANTS, INC.

Final Report

ooy 7. gt

RAFTELIS FINANCIAL
CONSULTANTS, INC.

George Raftelis, CPA
7Chief Executive Officer

MWDRECORD2012_011310

MWDORECORD20M2_011309

DTX-088: 2010 Raftelis Report, AR201 0-b11309 & AR2012-011309 at 11310



MWD’s Rates Are Consistent With Raftelis Treatise
Raftelis Comprehensive Guide to Water and Wastewater Finance and Pricing

FIGURE 9.3. ALLOCATION OF WATER COSTS TO USER CLASSES

Water Costs
(Net Revenue Requirements)

|

Identification by
Functional
Categories

| ittt _ L RSP TS ] 1
i ikt i Billin Accounting mini
R B Admini
i | | Collection Finance

I ‘ — T T : T T

; Customer
| Traaimeni Safvice

st;alion

1

Resi- e Institu- - Otner . Fire
dential Industrta ~ tional : Protection

George A. Raftelis

DTX-011: Raftelis Treatise, SDCWA201 (;201 200000907 at 00001097



NARUC Addresses Accounting
AWWA Water Utility Accounting

68  WATER UTILITY ACCOUNTING

service and of customer’s equipment that uses the service. Opetation expenses
also include the administrative and general expenses of a utility that have not
been charged directly to a particular operating function and sales expenses in
promoting the nse of water service.

Maintenance expenses for a water utility include maintenance of the

source of supply and pumping, water treatment facilities, transmission and
. distribution facilities, and general plant facilities. In general, expenses for
i repairing a water utility plant, or for replacing parts of structures and
equipment of a size less than that of a “retirement unit” for the purpose of
maintining a utility plant, are called maintenance expenses. The state PUC or

B

the utility generally will define retirement units. The cost of replacing

; . [ ) ) significant parts of a water utility plant that prolong the useful life of the asset
should not be charged to maintenance expense accounts but should be
capitalized. See chapter 11 on plant investment.

The “operation expense” account and the “maintenance expenss”
account, which are summary accounts, are supported by subsidiary operation
and maintenance expense accounts. Subsidiary operation and maintenance

expense accounts are designed to show in detail a portion of the cost of

rendering water service to customers.

@
Functional Classifications
. The National Association of Regulatory Utility Commissioners (NARUC)
classification of detailed operation and maintenance accounts reflects the fact

that water utilities are enterprises subject to rate regulation. As illustrated by

Third Edition T e b
treatment. The NARUC Committee on Accounts, through its “Interpretations,”
has also defined accounting procedures in detail for the uniform system of

- accounts. This accounting guidance allows regulators to distinguish capital
expenditures from operating and maintenance expenses and to separate utility

 activities from nonutility operations. In addition, utility management, share-
holders, and creditors find the uniformity and consistency important in their
use of the accounting information. Periodically, the uniform system of accounts
is formally updated to reflect needed changes.

DTX-012: AWWA Water Utility Accounting at p.68-69



Rate Setting Is Different Than Accounting
AWWA Manual M1

AWWA MANLIAL

Principles of Water Rates, chapter 144

Fees, and Charges _
Fixed Versus

Variable Charges

Cost-of-service water rate designs often include a fixed and a variable charge. The
fixed charge in a rate design may take many forms, but this portion of a customer’s
AWWA MANUAL M1 bill will be the same, or fixed, for each bill regardless of the amount of water the
customer uses. Variable charges, often referred to as consumption charges, are rates
Fifth Edition applied against the amount of water a customer uses. As described throughout this

Fixed and variable charges for cost recovery in a cost-of-service water rate
analysis is not the same as recovering fixed and variable costs from an accounting
standpoint.

use. LNese TYPes 01 COSUS are TEIerTed W as customer cosis ana LypIcally are costs tnat
would be recovered through a fixed charge. These costs are usually recovered on a per

customer basis or some other nonconsumption basis,
Utilities also incur costs associated with meeling average and above average
FOUNDED consumption. As described in chapter 7 of this manual, these costs may be
categorized as base and extra-capacily costs, or commaodity and demand costs,
depending on the allocation method used. Regardless of the allocation method
H i~H selected, a utility incurs these costs because of the amount and pattern of its
American Water Works Association customers’ water demands, Based on cost causation, these costs are most appropri-
ately recovered through a consumption charge that varies with the customer’s

consumption.

Fixed and variable charges for cosi recovery in a cosi-ol-service water rate
analysis is not the same as recovering fixed and variable costs from an accounting

MWDRECORD2012_003865 MWDRECORD2012_003897

DTX-030: AWWA Manual M1, AR201 0-00&5865 & AR2012-003865 at 003997-98



Rate Setting Is Different Than Accounting
WEF Financing and Charges for Wastewater Systems

r\_N E F P F‘zf L Introduction

Cost-of-service analysis provides a ratemaking benchmark. It is also founded on
a methodological underpinning that rates should reflect cost causation and not be
determined by replication of the fixed and variable nature of costs from an
accounting or budgeting perspective.

& [} '
| el HISTORICAL OVERVIEW
| : ] - 11 . ) - In the past, several efforts have been made to formulate and apply rational and con-
( i sistent principles for allocating utility costs to develop a basis for fair wastewater ser-

vice rates. Such prm.:lples were clearly stated for the first time in 1951 by a committee

Cost-of-service analysis prowdes a ratemaking benchmark. It is also founded on
‘a methodological underpinning that rates should reflect cost causation and not be
determined by replication of the fixed and variable nature of costs from an

accounting or budgeting perspectlve

B W e W e - — —
- - i holds and sanitary and process wastewater d;scharges by mdustry Both property

owners and connected users could also benefit from the conveyance of stormwater
and from the availability of wastewater service to properties at a future date.
The principle of fair sharing developed by the committee may, in retrospect,
seem ohvious, however, it was a genuine departure from common practice at the
- sy - time. Even in 1973, when the principle was reaffirmed by a similar committee, over
EleBIT ; half of the wastewater systems in the United States obtained their entire revenue
B requirements from properly taxes.

WATER POLLUTION CONTROL ACT, AS AMENDED

Wastewater utility rate setting is unique, in part, because for many utilities a substantial
portion of their rate structure must comply with federal regulations. As part of the his-
toric 1972 Water Pollution Control Act amendments, Congress funded a construction
grants program fo help utilities construct the necessary treatment facilities to meet the

WATER ENVIRONMENT FED.ERATION

DTX-056: Financing & Charges for Wastewater Systems at p.3



The Exchange Agreement Is Irrelevant to the Rate Challenge

January 1, 2003
unbundled rate
structure
becomes
effective

AMENDED AND RESTATED AGREEMENT BETWEEN THE
METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA
AND THE SAN DIEGO COUNTY WATER AUTHORITY

FOR THE EXCHANGE OF WATER
THIS AMENDED AND RESTATED AGREEMENT FOR THE EXCHANGE OF

'WATER ("Agreement”) is made and entered int f October 10, 2603, between The

Metropolitan Water District of Southern Cali i politan”} and the San

AMENDED AND RESTATED AGREEMENT BETWEEN THE

METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA

Nov. 10, 1998

Original AND THE SAN DIEGO COUNTY WATER AUTHORITY
Exchange FOR THE EXCHANGE OF WATER
Agreement | T —

Oct. 10, 2003 & ocuAssmmbmgmr otz
Amended and Restated |
Exchange Agreement

(requested by SDCWA) I

* Fixed price
* 30-year term

v

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
DTX-028: 1998 MWD-SDCWA Exchange Agreement; DTX-051: 2003 Exchange Agreement



san Diego Proposed “Option 2”

“Option 1” “Option 2”
Keep 1998 Exchange Agreement: Adopt 2003 Exchange Agreement:
« |nitial $90 Per AF Price For « MWD Assigns To SDCWA:
Excnange Water _ $235 Million For Canal Lining And
— Increases By 1.55% Each Year Conjunctive Use Programs
2:$09r7F|i3r2’[r ,20\?: \;\esagf i = ;(7)}71()100,0;/|;Per Year Of Canal Lining Water

« $80 Per AF Price For Years 21-30 . SDCWA Agrees to Pay MWD's

Conveyance Rates For Exchange Water
— Initially $253 Per AF

— Thereafter, “Equal To Charge Or Charges
Set By [MWD's] Board Of Directors
Pursuant To Applicable Law And
Regulation And Generally Applicable To
The Conveyance Of Water By [MWD] On
Behalf Of lts Member Agencies” (sec.5.2)

DTX-050: Canal Lining Options F’act Sheet; DTX-130: SDCWA QSA Options Analysis; Slater Depo. Tr., at 165:24-166:16, 168:18-169:23 .



As Part of “Option 2", MWD Assigned Ganal Lining Water to San Diego

Fe

eder

Dlamonﬁ; )

7 Valley Lake'Z, ¢ |

70 ‘Sklnner

San Diego

DTX-125: Water Distribution System Schematic Diagram

Treatment Plant 1
; —_.I-.‘;:_l._ﬂn.."ﬂ:B &

L

-

i

.

" MEXICO

-

——take
Havasu

Salton

Imperlal

_

All American Canal




Price Term In Original Exchange Agreement Was Fixed Under $100/AF for 30 Years

PRICING AND PAYMENTS
5.1  Payments SDCWA shall pay the Contract Price for each acre-foot of
Exchange Water delivered by Metropolitan at the Metropoiiian Poini(s) of Delivery.

52 ontract Price. For the first 20 Contract Years, the Contract Price shall he

$90 per acre-foot of Exchange Water increased by 1.55% for every calendar year after

{998, For Contract Years 21 through 30, the Contract Price shall be $80 per acre-foot

increased by 1.44% for every calendar year after 1998. A table showing the escaiation of

the Contract Price pursuant to this Paragraph is attached as Exhibit 1,

NOV. 10, 1998 B Msopalmn i s peble apemey of te S ol Califnni i sied

wrdden A Mrwugadiion Wster Thatrecd ek Hiaka 19900, 38 000, 01 Gvnded, saiefiad m
Orlglnal Eaction 109 1.6 e of e Appanda i @ Taldofma Wsler Unde | angsgerd =
Exchange s piniig, Boring and doeribuhryg waicr s the eoanes of Lot Angsles, Orengs

Agreement

Rsverude, San Demerdng, S D snd Yosas, widos the S of Labbomu

Approrondl an b i
o e Memosoiam: m{
ol

e Fixed price Chrmnond Bor SDWA
. 30-year term Sl NFRL R AR

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
DTX-028: 1998 MWD-SDCWA Exchange Agreement; DTX-051: 2003 Exchange Agreement




In2003 San Diego Agrees to Price Term Pegged to MWD’s Gonveyance Rates

‘5.2 ThePrice. The Price on the date of Execution of this Agreement shall be Two

Hundred Fifty Three Dollars ($253.00). Thereafier, the Price shall be equal to the charge or

charges set by Metropolitan’s Board of D:rectors pursuant to applicable law and regulation and
generaily applicable to the conveyance of water by Metropolitan on behalf of its member

agencies. For the term of this Agreement, neither SDCW A nor Metropolitan shall seek or

‘Water Authority Act, Stats. 1943, £.545 az amended, codified at Section 45-1 er seg. of the

Appendix to the California Water Code, for the purpose of prowdmg its member agencies in San New

Diego County with a safe, reliable, and sufficient supply of imported water. Rate Structure
B.  Metropolitan is a public agency of the Stale of Califoriia incorporated under the (Effcetive

Metropolitan Water District Act, Stats. 1969, ch. 200, as amended, codified at Section 109.1 et January 1, 2003)

req. of the Appendix to the California Water Cod in ing, storing and .
#6. of the Appendix 1o (e o, engaged in ransporting, sioring Tier 1 Supply Rate ($/AF)
distributing water in the connties of Los Angeles, Orange, Riverside, San Bernardino, San Diego )
: . Ticr 2 Supply Rate (§/AF)

and Ventura, within the State of California.

C.  SDCWA isamember agemyofmoum Svstem Acccss Rate (4/AF)
System Power Rate ($/AF)
ater Stewardship Rate ($/AF)

Full Scrviec Untreated Water Rate (3/AF)

EXHIBIT A
Page 1

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
DTX-051: 2003 Exchange Agreement, Art. 5.2 DTX-041: 3/12/2002 Bd. Action Ltr., AR2010-006294 & AR2012-006294 at 6295




San Diego Agrees to Price Term Pegged to MIND's Conveyance Rates 45

Payments to MWD

SDCWA Buys Full Service Water

For Water
Supply

Supply Rate

\
System Access Rate

For
>Tra nsportation

System Power Rate of Water

Water Stewardship Rate |

SDCWA Buys Exchange Water

. SDCWA Makes Like !
! Amount of CR Water 1
l Available to MWD :

System Access Rate

> Negotiated
Price Term

System Power Rate

Water Stewardship Rate B

S/AF = Dollars per acre-foot of water

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11491-92; DTX-110: 2012 COS, AR2012-016594 at 16696-97;

DTX-051: 2003 Exchange Agreement, Art. 1.1(m)



“Option 2” Is Fair Compensation

Slater Deposition 57:22-25 “Option 2"

 San Diego Proposed “Option 2"

Slater Deposition 31:21-32:18

f » San Diego Chose “Option 2,
4 and Believes it was a Good Deal

SEP §6N2013 9:41:28

DTX-050: Canal Lining Options F;:t Sheet; DTX-130: SDCWA QSA Options Analysis; Slater Depo. Tr., at 165:24-166:16, { 68:18-169:23 .



The Exchange Agreement is not a “Wheeling” Agreement

* The Exchange Agreement involves an exchange of water

(m) “Exchange Water" means, for cach Year, water that is delwered to

SDCWA by Metropolitan at the Metropolztan Point(s) of Delivery in a like quantity as

the quantity of water that SDCWA has Made Available to Metropolitan under the

Transfer Agreement and/or the Allocation Agreement and this Agreement for the same

Year, The Exchange Water may be from whatever source or sources and shall be
delivered using such facilities as may be determined by Metropolitan, provided that the
Exchange Water delivercd in each Year is of like quality to the Conserved Water and/or

the Canal Lining Water which is Made Available to Metropolitan at the SDCWA Point of

Transfer in such Year. SDCWA Exchange Agreement Ex. A to SDCWA Complaint

» The Exchange Agreement does not condition exchanges on
existence of “unused capacity.”

DTX-051: 2003 Exchange Agreement, Art. 1.1(m); California Water Code § 1810



The Exchange Agreement is not a “Wheeling” Agreement

W & : . ] DUE TO MWD
P : From SDCWA
2 11D Amount
plus
CanalLining |
Amount ¥
EXCHANGE
VOLUME /

SDCWA Point of Delivery
MWD Colorado River l-ake

Lake Havasu Intake -

e . J
Infand 7%
Feeder ™=

. Diamhnﬁ;

b0 Valley Lakd?,

Orange County £ g [\ Skinner*

DUETO SDCWA i1 1 - TreatmentPlant * o il e .
From MWD : o . - \\
[ID Amount . B 4P : ry f

Plus MWD Point of AU ’ f A LT O

. Delivery for 5 - 84—~ Salton
CanalL _\ > B -l
a:;oJ:;ng Exchange Water - = 4 :
EXCHANGE for SODCWA
VOLUME
Imperial
' o
Delivery of Exchange Reservg
Volume is 24/7

Regardless Of Intake RN, - NGF e =~ All American Canal
p P4 L E o MEXICO

DTX-051: 2003 Exchange Agreement, Art. 3.5



49

The Exchange Agreement is not a “Wheeling” Agreement

Weymouth Water

! \ Treatment Plant_ "

Diemer Water
4 Treatment Plant

California
Aqueduct
East Branch
SWP

Inland
Feeder

Colorado River
Aqueduct
CRA

Lake
Perris

X
- a
Lake Mathews \ A
) E , \ ..
s |
S :
£ Diamond
s
(7]

. CLEVELAND p

1 NATIONAL
" Lake Skinner
FOREST '. Skinner
Water
Treatment
Plant :

MWD
System

San Diego

DTX-125: Water Distribution Syst’em Schematic Diagram



The Exchange Agreement is not a “Wheeling” Agreement m

“Wheeling” Under the The Exchange Agreement
California Water Code
* Involves actual conveyance * Involves an “exchange” of
of water - i.e. “wheeling” water, not conveyance
 Only when that conveyance * Obligations under it do not
facility “has unused capacity” depend on existence of

“unused capacity”

 Only when water has been » MWD delivers Exchange
provided to wheel Water regardless of whether
SDCWA has first delivered
water to MWD

California Water Code § 1810 2003 Amended Exchange Agreement

California Water Code § 1810; DTX-051: 2003 Exchange Agreement



San Diego Admits The Exchange Agreement Is Not “Wheeling”

STATE WATER RESCURCE

PUBLIC HEARING ON AMENDED
IMPERIAL IRRIGATION DISTRICT ANIL
AUTHORITY FOR APFROVAL OF A LONC
WATER PURSURNT TO RN RGREEMENT E
APPROVAL OF CHANGES IN POINT OF

PURPOSE OF USE UNDER PERMIT NO.

WELDNESDAY, AFPRI]
S9:00 A

CAL EFA BU
SIERFX HERR]
SACRAMENTO, 0

REPORTED BY:

CRFPITOL REPORTERS

STATE WATER RESOURCES CONTROL BOARD

PUBLIC HEARING ON AMENDED JOINT PETITION OF THE
IMPERTAT, TRRIGATION DISTRICT AND THE SAN DIEGO COUNTY WATER
AUTHORITY FOR APPROVAL OF A LONG-TERM TRANSFER OF CONSERVED
WATER PURSUANT TO AN AGREEMENT BETWEEN ITID AND SDCWA, AND
APPROVAL OF CHANGES IN POINT OF DIVERSION, PLACE OF USE AND

PURPOSE OF USE UNDER PERMIT NO. 7643 (APPLICATION 7482).

WEDNESDAY, APRIL 24, 2002
9:00 A.M.

DTX-044: 4/24/2002 State Water Resources Control Bd. Public Hearing Tr.



San Diego Admits The Exchange Agreement Is Not “Wheeling”

MR. SLATER: Ms. Stapleton, can you explain the
difference between an exchange and a wheeling agreement?

MS. STAPLETON: Yes. The exchange agreement between
San Diego and Metropolitan requires that San Diego basically
turn over an amount of water to Metropolitan at its intake
on the Colorado River and then alike amount, meaning Jjust
that same amount in quantity, would be provided to us at our
turnout at the end of the Met pipes in San Diego County. It

1s radically different than a wheeling agreement for a space

avallable in that we have a firm space in the aqueduct for

the length of the exchange agreement. And 1t 1s set at a

specific price based upon a negotiation between the two

agencies.

DTX-044: 4/24/2002 State Water Resources Control Bd. Public Hearing Tr. at p. 438



San Diego Admits The Exchange Agreement Is Not “Wheeling”

STATE WATER BRESOURCES CONTROL EBORRD

MR. SLATER: So 1n effect it is different from a Katz

Wheeling Law transfer in two regards. One 1s 1t 1s a trade

of one supply of water for another. And secondly, it is

firm capacity as opposed to space available?

MS. STAPLETON: That's correct.

FLUOUTENTIY

CAL EFPA BUILDING
SIERRA HERRING ROOM
SACRAMENTO, CALIFORIR

REPORTED BY: ESTHER F. SCHWARTZ
CSR 1564

CRPITOL EREPORTERS (51lc) S23-5447

DTX-044: 4/24/2002 State Water Resources Control Bd. Public Hearing Tr. at p. 438-39



Exchange Water is a Blend of SWP Water and Colorado River Water

Board of Directors
Member Agency Managers
April 5, 2012

THE METROPOLITAN WATER DNSTRICT -

OF SOUTHERN CAUFORNIA Page 4

Offica of the Genaral Manager
Date: April 5, 2012

Tor Board of Directors
Member Agency Managers

From: Gieneral Manager Jetfrey Kightlinger
General Counsel Mareia Scully

Subject: Response to SDCWA Report on Cost of Service Review

At the public hearing on March 12, 2012, the San Diego County Water Authority (Water Authority)

provided a report entitled "San Diego County Water Authority Metropolitan Water District Cost of

Service Rate Review™ (FCS Review). Our response to the Water Authority FCS Review follows.

The Water Authority Misconstrues Metropolitan’s System and How System Functionality Informs Rate

Setting

Overall, th: I‘:CS }_(c"'j‘:"" appears to be based on mispereeptions regarding Metropolitan's system and how The same fexibility principles inform development and operation of Metropolitan's storage functionality.

the system's functionality informs the rate setting. Metropolitan's ability to shift among resources in its storage portfolio in order to enhance the regional
The FCS Review Fails to Appreciate the Importance of Regional System Flexibility reliability of Metropaolitan's imported water service in the face of so many changing conditions is the

result of its integrated. flexible operating system, consisting of the entitlement to use the SWP

Metropolitan's qwlem draws on dl\eﬁe supply sources, fransports water across a large part of the "tme‘ convevance and the CRA_and the distribution svstem Metranolitan is ahle to accomnlich “-‘:rmi\

intake for Colorado River water at Lake Havasu. Metropolitan delivers the Exchange Water in
approximately equal monthly installments throughout the calendar year from whatever source or sources
and by whatever delivery path is determined by Metropolitan. Metropolitan’s integrated, flexible system
makes these deliveries possible.3And Metropolitan’s ability to blend water from various sources means
that the Exchange Water delivered to the Water Authority is less saline than the Conserved Water
transferred to Metropolitan at Lake Havasu. Given the operatmg ﬂex1b1]1ty of Metropolltan S system

ana LaKke VMAamews, ana In-pasin grounawarer Conjuncive Use Frog 1S nteg
network allows Metropolitan 1o move supplies throughout the system in response to supp]v d\«dl|db|l|l)
and operational needs, and is shown in Figure 1: Metropolitan Facilities, Supplies and Storage
Portfolio. * Amended and Restated Agreement between the Metropolitan Water District of Southern California and the San
Diego County Water Authority for the Exchange of Water, dated as of October 10, 2003 (“Exchange Agreement™).
¥ As a result. the 24-day maintenance shutdown of the CRA in March 2012 did not interrupt Metropolitan’s

! 2007 Integrated Area Study, Report No. 1317, pg 2-10. deliveries of Exchange Water.

MWDRECORDZ012_018583 MWORECORD2012_016586

DTX-109: 4/5/12 MWD Response to SDCWA COS Report, AR2012-016583 at 016586



San Diego Benefits From The Blend of SWP Water and Colorado River Water

Colorado River
Salinity Control Update

Imported Water Committee
August 22, 2013

Halla Razak, Colorado River Program Director

DTX-116: 8/22/2013 SDCWA Salinity Control Presentation



San Diego Benefits From The Blend of SWP Water and Colorado River Water

Salinity Control Background

» Colorado River has relatively high salinity

» Excess salinity causes ~$375 million/year in
economic damage

» High salinity can create environmental impacts

Hiih salinity damages pipes Salt-damaged Crops

TR gl o R o
|'m;'l Lﬁiﬁhﬁlmﬁ-__-.&

DTX-116: 8/22/2013 SDCWA Salinity Control Presentation at p. 2



San Diego Benefits From The Blend of SWP Water and Colorado River Water

Salinity of San Diego Supply

» Water Authority goal to maintain salinity no
greater than 500 mg/L

» Salinity depends on the mix of SWP and CR
water

» Current salinity levels are averaging 420 mg/L

DTX-116: 8/22/2013 SDCWA Salinity Control Presentation at p. 17
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