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MAILING ADDRESS
POST OFFICE BOX 54153
' LOS ANGELES, CALIF. 90054
PHONE 626-4282
AREA CODE 213

OFFICE OF
GENERAL MANAGER

December 4, 1969

TO ALL DIRECTORS

Gentlemen:

Transmitted herewith for your information is a
synopsis of the report on Water Pricing Policy Study by
Consulting Engineers Brown and Caldwell and Robert A. Skinner.
This synopsis was prepared by Mr, Skinner in response to the
request of the Water Problems Committee at their meeting of
July 28, 1969. '

Also enclosed is a copy of Mr. R. A. Skinner's
letter of December 1, 1969, forwarding the synopsis to my
office.

Very truly yours,

\%W w&&b

Henry ills

JOH/ub General Manager
Encls.
cc: F. M. Clinton

J. H. Lauten

G. M. Carroll

N. L. Norris

D. C. Brooks

J. 0. Herrmann



Robert A. Skinner
2204 Silver Lake Blod.
Yios Angeles, Ualifornia 90039 -

December 1, 1969

Mr. Henry J. Mills

General Manager

The Metropolitan Water District
of Southern California

Buillding '

Dear Mr. Mills:

Transmitted herewith in response to requests from
members of the Water Problems Committee 1s a synopsis of .the
Water Pricing Policy Study report of June 1969.

In the interest of further examination of some of
the issues, account has been taken of comments submitted by
representatives of affected agencies subsequent to 1ssuance
of the report. In particular, there is included an analysis
of the provisions of the MWD Act governing the fixing of water
rates, and of the legislative history of Resolution 5821.

Very truly yours,

R Ak~

Skinner
Englneering Consultant

RAS/msh

Encl.

cc: Chairman Joseph Jensen
General Counsel

Controller
Executive Secretary



SYNOPSIS OF REPORT OF JUNE 1969
on |
WATER PRICING POLICY STUDY
by
Brown and Caldwell and Robert A. Skinner, Consulting Engineers
for

THE METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA

FOREWORD

At the meeting of the District's Water Problems Committee
on July 28, 1969, requests were made that a synopsis of the June,'
1959, water pricing policy report be prepared for the purpose of
providing a complete and simple summary, in non-technical terms,
for use of the members of the Board. Subsequently, statementé
submitted on behalf of concerned agencies have expressed thelr
respective viewpoints on 1ssues in contention.

Under these circumstances, it appears that a summary will
be more useful if account is taken of the questions and opinions
submitted.b With this in viéw, the following resumé of the report

is submitted.

INTRODUCTION

The synopsis is,organized as follows:

I. Summary of Conclusions
The principal conclusions are summarized in capsule

form.



II. Scope of Study -

The scope of the investigation and the procedure followed
in making the study are outlined.

III. Impressions Created by Report

Reference“is made to some of the impressilions apparently
created by the report, and to points of view expressed by commentators.

IV. Summarization of Report

A short summary is presented of each chapter in sequence.

Appendix‘A

An analysis 1s presented of the provisions of the MWD Act
relating to fixing water rates, and of the legislative history of

the declaration of MWD policy in Resolution 5821.

I. SUMMARY OF CONCLUSIONS

1. The recommended rate proposal is founded on the system
expansion program and cost estimates presented 1n the latest officilal
MWD publications and reports avallable for use in the study. While
revisions in programming and financial forecasting were in progress
during the course of the study, it was decided, on the basis of '
conferences with the MWD Staff, to apply the projections set forth
in the Official Statement dated May 14, 1968, for Waterworks Bonds,
Election 1966, Series B. Annual revaluation of the rate structure
is required in accordance with the standing order of the Board.

2. The recommended rate proposal for water for domestic

and municipal uses and water applied for ground water replenishment



is based on the cost-of-service study and related considerations
presented in Chapters 8, 9, and 10. The results of the investigation
indicate that the préposed rate structure for these classes of
service would be feasible in respect.to production of required
revenues and impact on consumers, and would provide adequate economic
advantages for continuance of conservational management of ground
water basins, including recharge by application of purchased water
obtained in part from MWD. It is proposed that rates for water
purchased for injection into seawater repulsion barriers be the
same as for water to be applied by spreading, although de facto
interruptibility could not be tolerated in the case of injection.
3. The recommended preferential'pricing for water used
in agriculture 1s predicated on continuation of the established
MWD practice of classifying the service as surplus water sales,
subject to availability, with a rate set at a presumed abillity-to-
pay level. The proposed rates would remain uniform throughout each
fiscal year, and would continue to increase $1 per acre-foot per
year until the commodity rate is approximated. As the price which
growers can afford to pay for supplemental imported water for
agricultural use varies widely according to localized conditions,
and 1s changeable from year to year, the recommended rate proposal
is qualified by the statement in Chapter 9 that long-term policy
in this régard can be established only in the light of future
circumstancés applying to irrigated agriculture in the MWD service

area.



EE The objective of a pricing policy of creating an
incentive for optimal conjunctive use of all available water resources
can best be accomplished by establishing a water rate structure with
MWD rates for domestic and municipal sales and basin replenishment
sales varying monthly from a maximum for the year during July, the
month of predominating maximum peak deliveries, to a minimum during
February, the month of predominating minimum deliveries. Member
agencies and purveyors which can operate surface storage facilities
or ground water pumping facilities so as to mitigate seasonal peaking
in deliveries from MWD would thereby be offered economic inducement
to do so. This would release some of the MWD peaking capability
for use of agencies and purveyors which find it more economical to
rely on MWD service to meet seasonal peaking needs.

5. The proposed seasonally varying monthly rates_would
afford a price preference for water delivered into surface reservoirs
during the off-peak season and stored for use during ensuing periods
of peak demand. This method of providing an economic incentive for
utilization of available surface reservoirs for séasonal regulation
would obviate difficulties in determination of eligibility of surface
reservoirs for a pricing preference, such as fixing a minimum storage
capacity for eligibility, and deciding whether accreditation would
be accorded to water from another source stored in substitution for
MWD water.. It would also avoid the complexities of measﬁrement of
MWD water heid in storage for accreditation in the case of reservoirs
which are replenished from local runoff or other non-MWD source, as

well as by delivery of MWD water.



6. The water rates in the recommended proposal in
conjunction with the resulting tax rates would produce water sales
and tax revenues in reasonable balance for conformance with the MWD
Act, and with the standing policy of the Board expressed in Resolution
5821 adopted September 27, 1960, as supported by its legislative
history. The resulfing tax rates would meét the test of adequately
‘stabilizing the water rates and are commensurate with the other
Justifiable objectives of a general tax levy as set forth in Chapters
8 and 9. (Ah analysis of relevant statutory provisions and of the
1egislétive history of Resolution 5821 is presented in Appendix A
hereof.)

7. The relatively rapid fise in water rates in thé first
12 years of the study period could be substantially moderated if
additional long~-term bond financing were obtained to permit elimination
or reduction of expenditures for construction directly from income.
As a further control on rate escalation, priority in programming for
construction of the system expansion should be accorded to those
features which can most economically provide timely delivery of water
where needed and in the requlred quantities, to accommodate actual
growth in demand, and those features which do not meet this test
should be deferred.

8. Reserve funds with year-end balances as shown in the
projection of required revenues (Table 9-3) will'provide adequately
for outstanding debt obligations and for current obligations during

years of deficient revenue. Such reserve funds would be compatible



with the related policies proposed in MWD Report No. 843, which

have been approved by the Board.

ITI. SCOPE OF STUDY
The effoft applied in making the study can be summarized
under 3 categories:

(1) A comprehensive examination of MWD's operation and
costs to date, as well as of the overall transaction of water
supply in the MWD service area by all public, private, and
mutual agencies providing related services, whether as
purveyors or in the exercise of overlying jurisdictional or
conservational functions, with determination of all agency
costs and all related direct and indirect costs to consumers
and taxpayers.

(2) Research of available sources to identify applicable
principles pertaining to economic allocatlon of resources,
formulation of utility rates, equitable apportionment of costs,
and other relevant issues, and to ascertain preponderant
authoritative opinion thereon.

(3) Matching of factual data with applicable principles,

in the light of conditions particularly relevant to MWD, for
the purpose of develcping an appropriate rate proposal.

Fact-Finding Investigation

The fact-finding investigation of water supply operations
within the MWD constituent areas disclosed that, for the base year
1966-67, there were a total of U476 water purveyors in the overall
MWD area. Cost data, so far as readily available, were obtained
for all of these, and 124 purveyors were selected for detailed
determination of unit cost of water to nine postulated typical
consumers, eight for domestic and municipal service and oné‘for
agricultural, to the extent the purveyor furnished the particular

type of service. While it is true that MWD as a wholesale supplier



must focus its attention on impartial rendering of service and
equitable allocation of costs to each of its unit constituent
agenciles, and cannot become involved directly with the status of
ultimate consumers, nevertheless the relative influence of MWD's
pricing policies on costs to ultimate consumers in each agency
is a subject of general interest and concern.

This part of the study provided a springboard for
projecting ﬁhe effects of alternative MWD policies into the future.
In particular, cost data were developed for evaluating the effects
of different rate proposals on the conservatiohal management of
ground water basins, and of resulting impact on costs of producing

water from underground sources.

Sources Qf Opinion

The viewpoint has been expressed that, as MWD in many ways
is without countérpart, guldelines develbped elsewhere are generally
inapplicable. However, a number of pertinent basic principles
underlie the policies and practices which have emerged over the
years from (1) the operations of the several types of public utilities
and of public water service agencies 1n the several levels of'
government ; (2) the decisions of federal and state regulatory bodies;
(3) the legislative process; and (4) review in the courts. The
comprehensive literature of resource development and allocation, of
public utility rate formulation, and of the relevant economic and

legal doctrines and soclological aspects provides further fields



for eXploration. All of these sources were utllized in making

the study.

Development of Rate Proposal

The principal tool for marshalling the factual information
and guiding prihciples and formulating a rate proposal is the cost-
of-service study, explained in Chapter 9. Coincidentally with this
study, it was necessary to evaluate the issue of the relative amounts
of revenue fo be derived from water sales and from taxation for
suppoft of MWD's operation. Another important objective is the
developmént of an economic incentive for optimal conjunctive use of
all available water resources through the device of seasonally varying
water rates for_domestic énd municipal ééles and replenishment. sales,

as described in Chapter 10.

ITIT. IMPRESSIONS CREATED BY REPORT

Comments received in regard to the report reveal that a
few impressions may have been created which were not intended. 1In
sbme cases this may be the result of lack of sufficilent clarity in
~presentation of analyses and findings. In other cases, concepts
which the authors tacitly assumed were commonly accepted, and
consequently would not require elaboration, have emergednas
‘unanticipated issues. Interesting points have been raised in regard
to the inferpretation of applicable law and of declarations. of

~District policy adopted by the Board, and to related constraints



which appeared to have had a bearing on conclusions expressed in

the report.

Procedure for Fixing Rates

To some degree the inference seems to have arisen that
the report recommends the adoption of a specific tax rate schedule
extending to year 1990, and thus exhibits unawareness on the part
of the authors that the Board could not take action bindington
future Boards. Also, that the sequence of accounting operations
for deriving projected rates shown in the report, in which required
income froﬁ water sales 1s developed as a remainder after applying
other sources of revenue, violates the established procedure of
the Bbard.under which.water rates are fixed in advance of tax rates.

Under the provisions of the MWD Act, the Board each August
establishes the MWD tax rate for the fiécal year beginning July 1
next preceding. In view of the current Board practice of fixing
water rates three years in advance, the general tax rate, in effect,
accomplishes the final adjustment each fiscal year in prospective
revenues to meet the expenditures budgeted for the year aﬁd to provide
an appropriate fund balance at the end of the year. |

Financial studies prepared by the MWD management in recent
years generally have encompassed a time spén extending to 1990,
because of an expectation that MWD's entitlement to State.project
water would suffice for at least that length of time.v The same time

span was used in the pricing policy study. The propriety of showing
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projected water and tax rates through such period of time, for
purposes of indicating the pattern and prospective levels of a
recommended rate proposal, did not appear to be in gquestion.
Previous pricing studies, as well as official statements on bond
offerings, have followed a similar practice. The necessity for
annual revaluation of rate requirements is accorded full recognition
in the report, as is the standing order of the Board providihg
therefor.

The seqﬁence of accounting steps for balancing prospective
revenues and expenditures in developing the rate proposal was chosen
for computational convenience, and does not connote any notion that
MWD would alter its logical and necessary practice of fixing water

rates in advance of tax rates.

Projection of Rates

The projected rates in the recommended pricing proposal‘
fail to account for an additional layer of expenditures which may
be found nécessary by MWD prior to 1990, in the event water resource
development beyond the purview of current planning should be begun
by MWD before then. Because of this, it i1s contended, the projected
rates are misleading.

In financial studies of the type involved it is usual to
encompass specifically programmed resource and system development
during a selected time span. This has been customary practice by

MWD, and also by the Department of Water Resources in its financial






