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1. MWD Rate Setting and Gost of Service Methodology




The 2001 Unbundling and Rate-Setting In Subsequent Years

Prior to January 2003, MWD January 1, 2003
charged a bundled, inclusive single unbundled rate structure
rate for conveyance and supply becomes effective

July 1998 MWD begins strategic
process to review management of
assets, revenues and costs

Dec. 14, 1999

Strategic Plan Policy
Principles adopted
following public
hearings and interviews
with Directors, Member
Agencies, legislators,
business and
community leaders

Oct. 16, 2001
MWD Board
voted to adopt
unbundled rate
structure

March 12, 2002

MWD Board DTX-042: 3/12/2002 MWD Bd. Vote Approving Rates, AR2010-006431
appm"‘f a':‘°”“:s & AR2012-006431; DTX-045: Final Report on Rates and Charges,
compgn‘g:tse:orab: AR2010-006463 & AR2012-006463 at 6470-6471; DTX-132: Resolution
8805, AR2012-006464_01; DTX-036: 10/16/2001 MWD Bd. Minutes,

effective Jan. 1, 2003
Al

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

AR2010-005730 & AR2012-005730 at 5737-5739




MWD Act § 134

Sec. 134. [Adequacy of Water Rates; Uniformity of Rates]

The Board, so far as practicable, shall fix such rate or rates for water as will result in
revenue which, together with revenue from any water stand-by or availability service charge or
assessment, will pay the operating expenses of the district, provide for repairs and maintenance,

provide for payment of the purchase price or other charges for property or services or other rights
acquired by the district, and provide for the payment of the interest and principal of the bonded
debt subject to the applicable provisions of this act authorizing the issuance and retirement of the
bonds. Those rates, subject to the provisions of this chapter, shall be uniform for like classes of
service throughout the district.

MWD Act § 134 -



THE METROPOLITAN WATER DISTRICT
O SOUTHERN CALIFORNIA

Office of the General Manager
Date: April 3, 2012

To: Board of Directors
Member Agency Managers

From: General Manager Jeffrey Kightlinger
General Counsel Marcia 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)

Board of Directors
Member Agency Managers
April 5, 2012

Page 5

Metropolitan allocates costs in a way that allows it to develop and maintain such a flexible system. And
every member agency is served by this system flexibility.

The FCN Review Fails o Appreciate that the System Is Not Local, bt Regional

Metropolitan's system is not a point-to-point service. but an interconnected regional system. [n order to
balance the local concerns within the region, Metropolitan has long maintained postage stamp rates, In
fact, Metropolitan has used uniform postage stamp rates since it started delivering water in 1942, Under
the postage stamp approach, an agency develops an average rate for a service, as opposed to a point-to-
point rate based on each customer’s specific use, and all customers receiving that service pay the average
rate. This allows the agency to establish non-discriminatory rates that match the cost of providing each
service to each customer class, A postage stamp approach is especially appropriate for an interconnected
regional system because it allows the agency to develop reliable alternatives to point-to-point service,
Here, Metropolitan’s uniform, postage stamp rate structure has allowed it to develop an interconnected
regional conveyance and distribution system with the ability to deliver supplies from the SWP, the CRA,
and its slura;.e purtfolno lhrou;.huu[ |ls vast and diverse serv ice area. ‘\s shown h\ F |;_ures 2 and 3

service area in exchange for the obligation to serve. Metropolitan's system is a wholesale system, and at
that provides only "supplemental” supplies. Metropolitan is a wholesaler that has no exclusive right to
serve in its service area. To the degree a member agency has local resources, develops local resources,
implements conservation, or otherwise reduces demands, that member agency does not require
Metropolitan's services. Morcover, member agencics are free to acquire supplies from other sources.

DTX-109

]'L‘ql]erTI'lC]'I[\ and rnt.mbcr agency demands. And it must maintain dt.ll\'cr} ﬂcmh l}—thc ability to
maintain partial to full water supply deliveries during planned and unplanned facility outages. Each of
Metropolitan's integrated conveyance, distribution and storage assets contributes to regional system
reliability. It is fair and reasonable, therefore, to expect member agencies to share the cost of developing
and maintaining these assets because all member agencies benefit from regional system reliability.

Operational flexibility has been achieved by creating an interconnected regional delivery network
integrating the State Water Project (%WP) and the Colorado River Aqueduct (CRA) conveyance systems
with the in-basin distribution system. This integrated network allows Metropolitan to incorporate supply
from the SWP and the CRA with a diverse portfolio of geographically dispersed storage programs,
including the Central Valley groundwater storage programs, carryover storage in San Luis Reservoir,
flexible storage capacity in Castaic Lake and Lake Perris, Lake Mead storage, the Desert Water/Coachella
Valley (DWCV) Advanced Delivery account, in-basin surface storage in Diamond Valley Lake (DVL)
and Lake Mathews, and in-basin groundwater Conjunctive Use Programs. This integrated, regional
network allows Metropolitan to move supplies throughout the system in response to supply availability
and operational needs, and is shown in Figure 1: Metropolitan Facilities, Supplies and Storage
Portfolio,

' 2007 Integrated Area Study, Report No. 1317, pg 2-10,

MWDRECORD2012_016583

Response to SDCWA Report on Cost of Service Review, AR20

Tndeed Metmpuhlan s Board has adupled the concept of "d1recl access™, or mnslamer LhO[CE for suppflef
to accommodate a water transfer market,' Unbundled rates ensure that agencies that use Metropolitan®s
system to move non-Metropolitan water pay a fair and reasonable share of the relevant system costs,
including the cost of facilities, power and conservation programs that help ensure capacity.

In order to accommodate a water transfer market, Metropolitan maintains an unbundled rate structure
based on types of service provided. As a result, member agencies pay rates based on the services they
use, and agencies that use the same service pay the same rate. Agencies that purchase Metropolitan-
supplied water pay for supply, whereas agencies that purchase no water pay no supply costs. Agencies
that take treated water cover treatment costs, whereas agencies that take untreated water pay no treatment
costs. An agency that transports a third party's water through Metropolitan's system (known as
"wheeling") pays transportation costs, but no supply costs. In fact, Metropolitan provides incentives for
conservation and local resource development so member agencies do not have to take services from

*The Metropolitan Board adepted Strategic Plan Policy Principles on December 14, 1999, consisting of seven
principles, The first principle is that Metropolitan is a regional provider of wholesale water services. Another
principle is Choice and Competition: Bevond uummm:d demands, the member agencies may L]]uus: the most cost-

MWDRECORD2012_016587

-016583 at 016587



; THE METROPOLITAN WATER DISTRICT
o OF SOUTHERN CALIFORNIA

® Board of Directors
Fii e and I

4/10/2012 Board Meeting

Subject

Authorize the execution and distribution of the Official Statement in connection with issuance of the Warter
Revenue Refunding Bonds (Index Mode), 2012 Series B

Description

Metropolitan anticipates issuing its Water Revenue Refunding Bonds (Index Mode), 2012 Series B later this
month to refund Metropolitan™s Water Revenue Bonds, 1999 Authorization, Scrics B and 1999 Authorization,
Series C, in the aggregate amount of §100 million. The Standby Bond Purchase Agreement supporting the

19949 Authorization, Series B and Series C bond issues will expire on May 1, 2012, and Metropolitan has opted to
refund these bonds rather than extend or replace the Standby Bond Purchase Agreement.

4/10/2012 Board Meeting Attachment 2, Page 1 of 86

APPENDIX A

The Metropolitan Water District

of Southern California

No member agency of Meflropolitan is obligated {0 purchase waler [rom Melropolitan. However,

twenty-four of Metropolitan’s 26 member agencies have entered into voluntary 10-year water supply purchase

orders for water purchases through December 31, 2012 See “

RO I L G LIy S L i s e w

i Lo e e cuasd s

of the bonds, negotiate the sale of the bonds, and deem the Offering thcmcm final. The members of the Ad Hoc
Committee are individually authorized to execute the bond documents, including the Offering Statement. The
Offering Statement is more specifically referred 1o as an Official Statement for a primary bond offering or a
Remarketing Statement for a remarketing of bonds. An Offering Statement describes the bonds, provides
summary information on Metropolitan, ineluding Metropolitan’s finaneial and operating condition and its
investment portfolio and an analysis of risk factors.

The 2012 Series B Bonds will be the seventh in a series of variable rate water revenue bonds that will bear interest
at a rate equal to the Securities Industry and Financial Markets Association (SIFMA) Index Rate for a specified
interest period, plus a spread. The spread will be reset periodically through the remarketing of the bonds on a
tender date selected by Merropolitan that oceurs after the applicable Call Protection Date and before the
Scheduled Mandatory Tender Date. Bonds that are not remarketed on an optional tender date selected by
Metropolitan will be subject to mandatory tender and purchase on the Scheduled Mandatory Tender Date. Tender
and remarketing of the bonds sets a new Call Protection Date and Scheduled Mandatory Tender Date, SIFMA
Index Notes are Metropolitan®s lowest cost variable rate debt product as no standby bond purchase agreement or
other liquidity facility is required and investors do not have a “put”™ option on these SIFMA Index Notes.

The issuance of the 2012 Series B Bonds will expand Metropalitan’s SIFMA Index Note program thereby
reducing the ongoing risks of higher cost variable mte water revenue bonds and the ongoimng risks and costs of the
liquidity facilities associated with the 1999 Authorization, Series B and Series C Bonds, The 2012 Series B
Bonds will need to be priced and closed before the expiration of the Standby Bond Purchase Agreement for the
1999 Authorization, Series B and Series C Bonds on May 1, 2012,

MWORECORD2012_016429

Member Agency Purchase Orders” below.

MWDRECORD2012_016488

DTX-122: Appendix A to Water Revenue Refunding Bond, 2012 Series B, AR2012-016429 at 16488, 16538




Final Draft Strategic Plan Policy Principles

December 14, 1999

Preamble

Metropolitan is a voluntary cooperative of member public agencies created for the
purpose of “developing, storing and distributing water.” Metropolitan’s Board is
committed to providing a high quality, reliable supply of affordable water for the
residents in its service area.

The strategic planning process was initiated in July 1998 in an effort to address the
evolving needs of the member agencies and their retailers to effectively fulfill
Metropolitan’s mission over the long-term. These diverse needs focus on flexibility,
certainty and public stewardship.

Stat t of C Int

+ Regional Provider. Metropolitan is a regional provider of water for its service area,
In this capacity, Metropolitan is the steward of regional infrastructure and the
regional planner responsible for drought management and the coordination of supply
and facility investments. Regional water services should be provided to meet the
needs of the member agencies. Accordingly, the equitable allocation of water
supplies during droughts will be based on water needs and adhere to the principles
established by the Water Surplus and Drought Management Plan.

MWDPRAO0DE99 MWDPRAOQOOT00

MWDRECORD2012_003847 MWDRECORD2012_003848

DTX-029: 12/14/1999 Strategic Plan Poli’cy Principles, AR2010-003847 & AR2012-003847 at 003848



THE METROPOLITAN WATER DISTRICT ACT

TABLE OF CONTENTS

Sec. S1. [Appointment of Directors - Indefinite Term]

The board shall consist of at least one representative from each member public agency.

Sec. 55. [Voting by Board]

Each member of the board shall be entitled to vote on all questions, orders, resolutions
and ordinances coming before the board, and shall be entitled to cast one vote for each ten

Part 4 POWERS AND PURPOSES 120

Sec. §7. [Vote Required for Board Action]

The affirmative votes of members representing more than 50 percent of the total number
of votes of all the members shall be necessary and, except as otherwise expressly provided, shall
~ be sufficient to carry any order, resolution or ordinance coming before the board.

Chapter 1  Bonds requiring approval of voters
Article 1 Initiation of proceedings
Article 2 Bond Election
Article 3 Issuance and sale of bonds

Chapter 1.5 Substitute bonds

12/15/2013 MWD RJN, Ex. 1 at §§ 51, 55,’and 57



§ 4304. Apportionment of Revenues and Setting of Water Rates.

v § 4304. Apportionment of Revenues and Setting of Water Rates.

(a) Not later than at its February meeting the General Manager shall present to
the Finance and Insurance Committee of the Board:

(1) Determinations of the revenue requirements and cost of service
analysis supporting the rates and charges

Fi (2) Recommendations of rates including, but not limited to, the System

sta

acl Access Rate, Water Stewardship Rate, System Power Rate, Treatment

rey

e Surcharge, and the Supply Rates for the various classes of water service to
become effective each January 1 of the biennial period.

tin
Ca
the
col

pu

a (c) Not later than its February meeting the Finance and Insurance Committee

" shall set a time or times for, and shall thereafter hold, one or more meetings of
= the Finance and Insurance Committee, to be held prior to its regular April

" meeting, at which interested parties may present their views regarding the

| proposed water rates and availability of service charges to said committee.

b

Provisions updated to reflect the actions of the Board of Directors through its 12/11/2012 mesting.

12/15/2013 MWD RJN, Ex. 2 at § 4304 7



§ 4304. Apportionment of Revenues and Setting of Water Rates.

(a) Not later than at its February meeting the General Manager shall present to the
Finance and Insurance Committee of the Board:

§ 4304. Apportionment of Revenues and Setting of Water Rates.

(d) Not later than its regular April meeting the Finance and Insurance
Committee shall make its determination regarding the revenue requirement to
be paid from water rates

(e) Not later than its April meeting, the Board shall establish water rates for
deliveries beginning each January 1 of the biennial period.

(f) Proposals for changes in water rates to become effective at times other than
on January 1 shall require adequate notice to the public and a hearing before
| such proposals are acted upon by the Board

§ 2109. Board Agenda.

(c) The Board agenda shall make provision for public appearances before
matters on which action is taken.

Provisions updated to reflect the actions of the Board of Directors through its 12/11/2012 mesting.

12/15/2013 MWD RJN, Ex. 2 at §§ 2109 and 4304



MWD's Cost of Service Studies

4/10/2012 Board Meeting -1 Attachment 4, Page 1 of 29

Since the rates were unbundled
in 2003, MWD has engaged in a
Fiscal Year 2012/13 Cost of Service mUIti-Step COSt Of Service
Option 2 (“COS”) process during which it
March 2012 assigns certain costs to related
operation functions

Metropolitan Water District of Southern California

MWORECORD20M2_018674

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11467; DTX-110: 2012 COS, AR2012-016594 at 16674



MWD's Cost of Service Studies
Procedurally, MWD undertook the following steps to set its Rates:

Figure 1. The Cost of Service Process
P, Step 1:
| Development of Revenue MWD Determines its
Step 1 Reauir :
equirement Revenue Requirements

—l— for the Fiscal Year

Functionalization of
(osts

| Classification of
Costs

|

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11472; DTX-110: 2012 COS, AR2012-016594 at 16679



Figure 1. The Cost of Service Process

S tep 1 Dew*eltg)me{lt of Revenue
equirement

1.2 Revenue Requirements

The estimated revenue requirements presented in this report are for FY 2012/13. Throughout the
report, FY 2012/13 is used as the “test year” to demonstrate the application of the cost of service
process. Schedule 1 summarizes the FY 2012/13 revenue requirement by the major budget line items
used in Metropolitan’s budgeting process. Current estimates indicate Metropolitan’s annual cash
expenditures (including capital financing costs, but not construction outlays financed with bond
proceeds) will total approximately $1.49 billion in FY 2012/13.

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11472; DTX-110: 2012 COS, AR2012-016594 at 16679



4/10/2012 Board Meeting - Attachment 4, Page 7 of 29

(CTP). and Water Management Programs. General District Requirements also include reserve fund
transfers required by bond covenants and Metropolitan’s Administrative Code.

When considered in total. General District Requirements make up approximately 71 percent of the
absolute value of the allocated costs. The largest component of the revenue requirement relates to
SWP expenditures, which make up approximately 36 percent of Metropolitan’s FY 2012/13 revenue
requirements. Metropolitan®s SWP contract requires Metropolitan to pay its allocated share of the
capital, minimum operations, maintenance. power and replacement costs incurred to develop and
convey its water supply entitlement. irrespective of the quantity of water Metropolitan takes delivery

Schedule 1. Revenue Requirements (by budget line item)

v

y AN UL LY ey anu suppiy

Schedule 1. Revenue Requirements (by budget line item)
| Fiscal Year Ending % of Revenue
§

2013 | Requirements (1)

|
|Departmental Operations & Maintenance -
| Office of the General Manager & Human Resources
| FExternal Affairs

General District Requirements
State Water Project 593, 475,189 36.7%
Colorado River Agueduct Power 36,178,684 2.2%
Supply Programs 36,287,598 2.2%
Demand Management 53,205,188 3.3%
Capital Financing Program 396,229,175 24.5%
Operating Equipment and Leases 29,194,400 1.8%
Increase (Decrease) in Required Reserves 8,500,000 0.5%

Total 1,153,070,235 71.4%

19,088,600 1.2%
15 521 800 1.0%

Revenue Offsets (124,907,622) 7.7%

Net Revenue Requirements 1,366,040,212 100.0%

MWDRECORD2012_018680

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11474, DTX-110: 2012 COS, AR2012-016594 at 16680



MWD's Cost of Service Studies
Procedurally, MWD undertook the following steps to set its Rates:

Figure 1. The Cost of Service Process

Step 1 Developme;.]t of Revenue
) Regquirement

A Step 2:
Functionalization of

I Cost MWD Assigns Costs
wl _______________________________________________ ,_ to F un Ctl ONns

Classification of
Costs

|

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11472; 2012 COS, DTX-110: AR2012-016594 at 16679



4/10/2012 Board Meeting - Attachment 4, Page 13 of 29

Schedule 4. Revenue Requirement (by service function)

Fiscal Year Ending % of Allocated

Functional Categories 2013 Dollars (1)

Source of Supply
CRA 37,126,214 2.7%
SWP 98,160,437 7.1%
Other Supply 10,176,450 0.7%
Total 145,463,102 10.5%

Conveyance & Aqueduct
CRA

CRA Power (net of sales) 41,555,192

CRA All Other 42 363,613

SWP

SWP Power 270,451,753

| SWP All Other 201,958,579

5 Other Conveyance & Aqueduct 66,928,992

9 Total 623,258,130

T;;—i 1 o 1. " .

|
Distribution 118,548,927 | 8.5%
Demand Management 61,087,495 | 4.4%
Hydroelectric (11,167, 388)| 0.8%
Administrative & General o 95.66?,2_34{! 6.9%
Total Functional Allocations: $ 1,366,040,212 | 100.0%
(1) Given as a percentage of the absolute values of total dollars allocated.
Toetals may not foot due to rounding

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11481; DTX-110: 2012 COS, AR2012-016594 at 16686



MWD's Cost of Service Studies
Procedurally, MWD undertook the following steps to set its Rates:

Figure 1. The Cost of Service Process

Step 1 Developme;.]t of Revenue
) Regquirement

" Functionalization of
(osts

~ Classification of MWD Classifies its
Costs

[ | Costs by Category

Step 3:

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11472; DTX-110: 2012 COS, AR2012-016594 at 16679



Schedule 7. Service Function Revenue Requirements (by classification category)

Functional Categories
{by sub-Fuction)

Fixed
Demand

Commodity

Standby

Variable
Commodity

Hydroelectric

Total
Classified

Source of Supply
CRA
SWP
Other Supply

40,903,685 §
108,147,942
11,211,871

40,903,685
108,147,942
11,211,871

Subtotal: Source of Supply

Conveyance & Aqueduct

CRA
CRA Power
CRA All Other

SWP
SWP Power
SWP All Other

Other Conveyance & Agueduct

2,021,764

16,668,144
13,438,855

160,263,498

9,270,391
42,038,512

184,244,964
42,186,950

2,384,484

19,682,127
16,556,767

34,170,338

278,852,440

160,263,498

43,440,729
46,444,761

278,852,440
220,615,235
72,182,571

Subtotal: Conveyance & Aqueduct

Storage
Storage Costs Other Than Power
Emergency
Drought
Regulafory
Storage Power

32,148,764

4,257,830

277,740,816

47,062,222
7,145,753

38,623,378

55,216,410

2,326,129

313,022,778

(323,098)

661,535,736

55,216,410

47,062,222

13,729,712
(323,098)

Subtotal: Storage

Water Quality
CRA
SWP
Other

4,257,830

54,207,975

57,542,539

(323,098)

115,685,245

Subtotal: Water Quality
Treatment
Distribution

Demand Management
Hydroelectric

48,253,025

20,830,734

135,432,687

96,647,196
67,302,949

28,377,533

11,380,205

30,223,820

(9,892,416)

242,287,085

128,858,135
67,302,949
(9,892,416)

Total Costs Classified

$

106,490,353

$

791,595,121 $

135,923,654 $

342,923,501

$  (9,892,416)

1,366,040,212

Totals may not foot due to rounding

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11488; DTX-110: 2012 COS, AR2012-016594 at 16693




Schedule 7. Service Function Revenue Requirements (by classification category)
Variable

o=y Fixed : |
C
ommodity Standby Commodity

Source of {
SWP ! ¥ Py 1 v o e - Py 4 ot g nem

CRA Demand
Other Supply 11,211,871 : 11,211,871

Subtotal: Source of Supply 160,263,498 - 160,263,498

Conveyance & Aqueduct
CRA

CRA Power 9,270,391 34,170,338 - 43,440,729

CRA All Other 2,021,764 42,038,512 2,384,484 - 46,444,761

sSWp

SWP Power - - - 278,852,440 278,852,440

SWP All Other 16,688,144 184,244,964 19,682,127 - 220,615,235

Other Conveyance & Agueduct 13,438,855 42,186,950 16,556,767 - 72,182,571

Subtotal: Conveyance & Aqueduct 32,148,764 277,740,816 38,623,378 313,022,778 661,535,736

Storage
Storage Costs Other Than Power
Emergency - - 55,216,410 - 55,216,410
Drought - 47,062,222 - - 47,062,222
Regulatory 4 257,830 7.145,753 2,326,125 - 13,729,712
Storage Power - - - (323,098) (323,098)
Subtotal: Storage 4,257,830 54,207,975 57,542,539 (323,088) 115,685,245

Water Quality
CRA
SWP
Other
Subtotal: Water Quality

Treatment 48,253,025 135,432,687 28,377,533 30,223,820 242,287,065

Distribution 20,830,734 96,647,196 11,380,205 - 128,858,135
Demand Management - 67,302,949 - - 67,302,949
Hydroelectric - - - - (9,892,416) (9,892.416)
Total Costs Classified $ 105490353 $ 791,595,121 § 135,923,654 $ 342,923,501 $  (9,892,416) 1,366,040,212
Totals may not foot due to rounding

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11488; DTX-110: 2012 COS, AR2012-016594 at 16693



Schedule 7. Service Function Revenue Requirements (by classification category)
Functional . -
(by sub-F Fixed . Variable |
Source of Commodity Standby .
CRA Demand Commodity
Other Supply 11,211,871 - ;;2115-%7;

SWP L ¥ - Py 1 v o e
Subtotal: Source of Su 160,263,498 - 160,263,498

Conveyance & Aqueduct
CRA

CRA Power 9,270,391 34,170,338 - 43,440,729

CRA All Other 1 42,038,512 2,384,484 - - 46,444,761

SWP

Demand costs are incurred to meet peak demands. Only the direct capital financing costs were
included in the demand classification catcgory. A portion of capital financing costs was included in
the demand cost category because in order to meet peak demands additional physical capacity is
designed into the system and, therefore, additional capital costs are incurred.

Cron - o002, - - U2
Regulatory 4 257 830 7,145,753 2,326,125 - - 13,729,712
Storage Power - (323,098) - (323,098)

Subtotal: Storage 4,257,830 54,207,975 57,542,539 (323,098) - 115,685,245

Water Quality
CRA
SWP
Other
Subtotal: Water Quality

Treatment 48,253,025 135,432,687 28,377,533 30,223,820 - 242,287,065

Distribution 20,830,734 96,647,196 11,380,205 - 128,858,135

Demand Management - 67,302,949 - 67,302,949
Hydroelectric - - - (9,892,416) (9,892.416)

Total Costs Classified $ 105490353 $ 791,595,121 § 135,923,654 $ 342,923,501 $  (9,892,416) 1,366,040,212
Totals may not foot due to rounding

DTX-090: 2010 COS, AR2010-011443 &;R2012-011443 at 11483 , 11488; DTX-110: 2012 COS, AR2012-016594 at 16688, 16693



Functional

{by sub-Fu

Source of {
CRA

Fixed
Demand

Commodity

Schedule 7. Service Function Revenue Requirements (by classification category)

Standby

Variable

swp 1
Other Supply

Sy ey

11,211,871

Commodity |

11,211,871

Subtotal: Source of Supply

Conveyance & Aqueduct
CRA
CRA Power
CRA All Other
SWP

160,263,498

9,270,391
42,038,512

34,170,338

2,384,484 -

160,263,498

43,440,729
46,444,761

g \ ) , I Commodity costs are
generally associated with average system demands. Variable commodity costs include costs of
chemicals, most powcer costs, and othcr cost components that incrcase or decrcasc in relation to the
volume of water supplied. Fixed commodity costs include fixed operations and maintenance and

Storage Power

- - (323,098

capital financing costs that are not related to accommodating peak demands or standby service.

)

(323,098)

Subtotal: Storage 4,257,830
Water Quality
CRA
SWP
Other

54,207,975

57,542,539 (323,098

)

115,685,245

Subtotal: Water Quality

Treatment 48,253,025

Distribution 20,830,734
Demand Management -
Hydroelectric

135,432,687

96,647,196
67,302,949

28,377,533 30,223,820

11,380,205

- (9,892,416)

242,287,085

128,858,135
67,302,949
(9,892,416)

Total Costs Classified $ 105,490,353 $

791,695,121

$ 135,923,654 $ 342,923,501

$  (9,892,416)

1,366,040,212

Totals may not foot due to rounding

DTX-090: 2010 COS, AR2010-011443 &;R2012-011443 at 11483,11488; DTX-110: 2012 COS, AR2012-016594 at 16688, 16693




Schedule 7. Service Function Revenue Requirements (by classification category)

e Fixed . Variable
Source of ! C .
CRA Demand ommod Y Stand by : ¢ nmn‘md I't}ff —

SWP L = = —— - s =
Other Supply 11,211,871 11,211,871
160,263,498

Subtotal: Source of Supply 160,263,498

Conveyance & Aqueduct

CRA
CRA Power - 9,270,391 43,440,729

CRA All Other 2,021,764 42,038,512 - 46,444,761
SWP

Standby service costs relate to Metropolitans role in ensuring system reliability during emergencies
such as an carthquake or an outage of a major facility like the Colorado River Aqueduct. The two
principal components of the standbv costs were 1dentified as the emergency storage capacity within
the system and the standby capacity within the State Water Project conveyance system.

Regulatory 4 257 830 7,145,753 2,326,125 - - 13,729,712
Storage Power - - (323,098) - (323,098)

Subtotal: Storage 4,257,830 54,207,975 57,542,539 (323,098) - 115,685,245

Water Quality
CRA
SWP
Other
Subtotal: Water Quality

Treatment 48,253,025 135,432,687 28,377,533 30,223,820 - 242,287,065

Distribution 20,830,734 96,647,196 11,380,205 - 128,858,135

Demand Management - 67,302,949 - 67,302,949
Hydroelectric - (9,892,416) (9,892.416)

Total Costs Classified $ 105490353 $ 791,595,121 § 135,923,654 $ 342,923,501 $  (9,892,416) 1,366,040,212
Totals may not foot due to rounding

DTX-090: 2010 COS, AR2010-011443 & A—R2012-011443 at 11483,1148; DTX-110: 2012 COS, AR2012-016594 at 16688, 16693



Schedule 7. Service Function Revenue Requirements (by classification category)

Functional "
{by sub-Fu F F:Ed

Source of {

c :
rco Demand ommodity Standby

SWP ! P o Pyt e pw me - - . .
Other Supply - 11,211,871 11,211,871
Subtotal: Source of Supply - 160,263,498 160,263,498

Conveyance & Aqueduct
CRA

CRA Power - 9,270,391 43,440,729

CRA All Other 2,021,764 42,038,512 \ 46,444,761

SWP

Commodity costs are
generally associated with average system demands. Variable commodity costs include costs of
chemicals, most power costs. and other cost components that increase or decrease in relation to the
volume of water supplied.

- IS

Regulatory 4 257 830 7,145,753 2,326,125 - - 13:729,?12
Storage Power - - - (323,098) - (323,098)
Subtotal: Storage 4,257,830 54,207,975 57,542,539 (323,088) - 115,685,245

Water Quality
CRA
SWP
Other
Subtotal: Water Quality

Treatment 48,253,025 135,432,687 28,377,533 30,223,820 - 242,287,065

Distribution 20,830,734 96,647,196 11,380,205 - 128,858,135

Demand Management - 67,302,949 - 67,302,949
Hydroelectric - - - (9,892,416) (9,892.416)

Total Costs Classified $ 105490353 $ 791,595,121 § 135,923,654 $ 342,923,501 $  (9,892,416) 1,366,040,212
Totals may not foot due to rounding

DTX-090: 2010 COS, AR2010-011443 & ;R2012-011443 at 11483,1148; DTX-110: 2012 COS, AR2012-016594 at 16688, 16693



MWD's Cost of Service Stulies =
Procedurally, MWD undertook the following steps to set its Rates:

Figure 1. The Cost of Service Process

Step 1 Dﬂ"elfglnlept of Revenue
) equirement

" Functionalization of

St@p 2 Costs

Classification of
Step 3
P Costs

Vo Step 4.

" Allocation of Costs to Rate
Step 4 Design Elements

MWD Allocates Costs
to Rates and Charges

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11472; DTX-110: 2012 COS, AR2012-016594 at 16679



Schedule 8. Classified Service Function Revenue Requirements (by rate design element)

Service Function by Classification Caltegory

Supply

Froed Demand

Foced Commadity

Ficad Standby

Variable Cemmodity

Hydreelectne
Subtotal: Supply

Conveyance and Agueduct
Fixed Demand
Fixed Commodity
Fed Standby
Variable Commodiy
Hydroelectric
Subtotal: Conveyance and Aqueduct

Storage
Freed Demand
Fread Commadity
Ficed Standby
Varable Commodity
Hydroalectric
Subtotal: Storage

Treatment
Fed Demand
Ficed Commodity
Fixed Standy
Wariable Commadity
Hydroelectric
Subtotal: Treatment

Distribution
Fixed Demand
Foéed Commodity
Frescl Standby
Varnable Commodity
Hydroelactric
Subtotal: Distribution

Demand Management
Fixed Demand
Fixed Commodity
Fixed Standby
Varable Commodiy
Hydroeleciric
Subtotal: Demand Management

Total
Fixed Demand
Fixed Commoadity
Fiead Standby
Varlable Commoaity
Hydroalactric

Rate Design Elements

Supply Rates
160,263,499

System Acoess
Rate

Water
Stewardship
Rate

System Power Rate

Capacity Charge

Readiness-ta-
Serve Charge

Treatment Surcharge

Total Costs
Allocated

160,263 498

180,263.488

47,062,222

{323.098])

1680 253,498

32,148 764
277,740,816
38823,378
313,022,778

4,257 830

661,535,736

4,257 830
54 207,075
57 542,539

(323.098)

45,739.124

4,257 830

48,253,025
135,432, 687
28,377,533
30,223,820

115,685 245

48,253,025
135,432 687
28,377,533
30,223,820

(8892 416)

242 287.065

242 287 085

418)

BE, 754,770

, 718

207,325,720
(323,088)

381,533 765

(8,892 416)

313022778

25,088,564

32,148,764
107 546,121

48 253,025
135,432 687
28,377,533
30,223,820

105,430,353
781,585.121
135,523 654
342,923 601
{8,892 416)

Total

207,002,622

371,641,348

67,302,949

313,022,778

25,088,564

$ 139,694,885

242,287,065

§

1,366,040,212

Totats may not foot due to rounding




Schedule 9. Rates and Charges Summary

Effective January 1st 2012
Tier 1 Supply Rate ($/AF) $106
Delta Supply Surcharge ($/AF) $58
Tier 2 Supply Rate ($/AF) $290

System Access Rate (3/AF) $217
Water Stewardship Rate ($/AF) $43
System Power Rate ($/AF) $136

Full Service Untreated Volumetric Cost ($/AF)
Tier 1 $560
Tier 2 $686

Replenishment Water Rate Untreated ($/AF) $442

Interim Agricultural Water Program Untreated ($/AF) $537

Treatment Surcharge ($/AF) $234 $254
Full Service Treated Volumetric Cost ($/AF)
Tier 1 $794 $847
Tier 2 $920 $997
Treated Replenishment Water Rate ($/AF) $651 o
Treated Interim Agricultural Water Program ($/AF) $765 b

Readiness-to-Serve Charge (5M) $146 5142

Capacity Charge ($/cfs) $7,400 $6,400
* The Delta Supply Surcharge will be suspended after 2012.

** Discussions on the replenishment program are continuing with the Member Agencies.
*** The Interim Agricultural Water Program will be discontinued after 2012.

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



MWD opens these proposed rates for discussion at :

* Public Board and Committee meetings and

workshops R
b OF
» Meetings open to all Member Agency ) Aot Aot oy i |
Managers and other Member Agency staff L - Ol

 Noticed public hearing on proposed rates
and charges

E METROPOLITAN WATER DISTRICT
SOUTHERN CALIFORNIA

Monday, November 9, 2009 — e
Meetings & Agendas — Live & On-Demand

* Public webcast live 200 pm
and on-demand Mokt
video Streaming Water Planning and
meetings Stewardship Committee
Room 2-456

This Meeting Will Be Webcast Live
To The Public Through The Internet

MWD staff provides the data supporting each proposal and
develops additional rate options throughout these discussions

http:llwww.mwdh20.comlmwdh26lpageslboarleideoStreamlindex.htm - .



Each Board member is presented with a final letter setting forth the details
of the proposed rate options and a staff reccommendation

4/10/2012 Board Meeting

8-1
Subject

Approve proposed biennial budget for fiscal years 2012/13 and 2013/14, and adopt recommended water rates and
charges, and resolutions fixing and adopting water rates and charges, for 2013 and 2014

NG JANUATY 1, 2014 T S0 HIO AAUPL NG KeaaIng: >
: and (4) the re: n to fix and adopt the Capacity Charge effective January 1,

ion on the budget and

B ok B ot o B * Process ensures Board members

) and Member Agencies they represent
e ot e et v e e are fully informed in advance of the

vote and they have sufficient time to

consider proposed rates

MWDRECORD2012_018584

DTX-090: 4/13/2010 Bd. Action Ltr., AR2610-011443 & AR2012-011443; DTX-110: 4/10/2012 Bd. Action Ltr., AR2012-016594



2. MWD Rates and Charges at Issue



MWD's Rates and Charges Are Uniform for All Member Agencies 31

Water Rate Payments .
Volumetric Charges ($/AF) Fixed Charges

Supply Rate of Water Capacity Charge

Readiness-to-Serve (RTS)

\
System Access Rate
For
System Power Rate >Transportation
of Water

Water Stewardship Rate

For Treatment
of Water

g Vo sevroe o §

Treatment Surcharge }

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-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 006475; DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at

11474-75, 11492, 11495, 11499-500; DTX-110: 2012 COS, AR2012-016594 at 16681, 16689, 16700, 16693, 16695, 16697, 16699



MWD's Rates and Charges Are Uniform for All Member Agencies 32

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

» Costs incurred to supply water from the
Tiesfl al"dRTiF-’fZ SWP and CRA facilities and programs

S SR that relate to maintaining and
developing supplies to meet the
Member Agencies’ demands

System Access Rate . . . .
« Capital financing, operating,

maintenance and overhead costs for
storage in MWD's reservoirs

System Power Rate

Water Stewardship Rate

Everyone pays the same Tier 1 or Tier 2
Supply Rate per acre-foot

Treatment Surcharge

DTX-090: 2010 COS, AR2010-011443 & A;R2012-011443 at 11474-75, 011499-500; DTX-110: 2012 COS, AR2012-016594 at 16681, 16700




MWD's Rates and Charges Are Uniform for All Member Agencies 33

System Access Rate Recovers:
Volumetric Charges (S/AF)
 Most of the capital, and all of the
Tiesf 1 alndRTiefZ operations, maintenance and
R overhead costs for the transportation
facilities in the SWP and CRA and

MWD distribution system, except
System Access Rate power

 Regulatory storage costs

T « This storage provides operational

flexibility in meeting peak demands,
essentially increasing the physical

Treatment Surcharge distribution capacity

Everyone pays the same System Access Rate
per acre-foot

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 6518; DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at
11473, 11475, 11484-85, 11488, 11490-92; DTX-110: 2012 COS, AR2012-016594 at 16680, 16682, 16695-97



MWD's Rates and Charges Are Uniform for All Member Agencies 34

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 Everyone pays the same System Power Rate
per acre-foot
Treatment Surcharge

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 6475, 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 39

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 M Water Stewardship Rate

Everyone pays the same Water Stewardship Rate
per acre-foot

Treatment Surcharge

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



MWD's Rates and Charges Are Uniform for All Member Agencies 36

Water Rate Payments * Every member agency pays supply
SO s A and transportation rates that recover
costs for MWD water and the use of
MWD’s facilities and its rights to use

Tier 1 and Tier 2

Supply Rate

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 6475; DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at

SWP facilities

System Access Rate

System Power Rate

Water Stewardship Rate

Treatment Surcharge

11474-75, 11492, 11495, 11499-500; DTX-110: 2012 COS, AR2012-016594 at 16681, 16689, 16700, 16693, 16695, 16697, 16699



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



3. MWD Properly Passes Through SWP Transportation Charges




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

SWP - SUPPLY

RS L

L [

5

Art. 22(a), AR2010-000001 & AR2012-000001 at 65

* DTX-055: 2005 DWR Contract




SWP Supply Charges Are Allocated to MWD’s Supply Rates m

The SWP Charges for Then go into MWD’s
Supply (Delta Water Charge) Supply Charges to
Incurred by MWD MWD’S Member Agencies

SWP — SUPPLY
Gharges incurret ny Mwb

MWD SUPELY




SWP Transportation Charges Are Allocated to MWD’s Transportation Rates

The SWP Charges for Then go into MWD’s
Transportation Transportation Charges to
Incurred by MWD MWD’S Member Agencies

SWP — IRANSPUORIATION MWD System MWD System
Ciarges incurrea ny Mwb Access Rate POWer nate

~A
e W
¥
o bd-
), T i"' iy
i
K ;
hA
g
éi
&
|

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 6518; DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at
11473, 11475, 11490; DTX-110: 2012 COS, AR2012-016594 at 16680, 16682, 16695



SWP Transportation Charges Are Allocated to MWD’s Transportation Rates

Mills 1978 ||

f
£

|
F’\(\;} Skinner 1976
/
f

River
Aquedyes

oYStei FOWer hate

Pays for Power for Pumping Water
to Convey It For Delivery

IR e T e e L.
\”“\"#‘\:"W TN . Lk . [' 2 ]
W S =T =y - |

Edmonston
Pumping Plant
“Big Lift”

< L &3 “ ' e L%
e S TR e P e SO 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



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 16586



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



MWD’s Contract with DWR
SWP - SUPPLY

\ : d&%mw o
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:

TRANSPORTATION

23. Transportation Charee

mi. RS, [P Py [

110 pdyl 1ents to be made 0y €acn COilli 1 Lo delivery of ‘pl‘Oj ect
from the project transportation facilities shall include an annual charge under the
designation Transportation Charge. This eharg,e shall return to the State during the

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

procedures heremafter set forth. Wherever reference 1s made, in connection w1th the
computation, determination, or payment of the Transportation Charge, to the costs of any

facility or facilities included in the System, such reference shall be only to those costs of
such fn_mhm or facilities which are reimbursable hU the contractors as determined hu the

AL AR WAL e W A A A WA e S BAA AL WA R A WAL WS u“v.- S A A A YR A e e A A AR A e R A A

Diselaimer

saeweer State. The Transportation Charge shall consist of a capital cost component; a minimum
"ew  Operation, maintenance, power, and replacement component; and a variable operation,

should di

{As of January 1, 2005)

MWDRECORD000001

DTX-055: 2005 DWR Contract, Art. 23, Ak2010-000001 & AR2012-000001 at 71



MWD's Contract with DWR

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

L AR e ( = s
ey T g_vrlfé 70— A\ P = =2
= 1 Qrov (k, el i - = k- 2
"

San Diego =N '

DTX-055: 2005 DWR Contract, Art. 23, AR2010-000001 & AR2012-000001 at 71 — _—————




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

CONTRACT HETWHE TRANSPORTATION

Transportaiion Charve -- Capital Cost Componeni.

(a) The capital cost component of the Transportation Charge shall be
sufficient to return to the State those capital costs of the prcn ect transportation facilities

!

nececeary tn deliver w .y Jnnr fr\ ‘rhp contractor which ar
L T W T L R [ ) Tad e’ L L “ T A T ALE W -y

£ L e L LALLM LAy s a

an allocation of capital costs to the contractor, and (2) a
computatlon of annual payment of such allocated capital costs and interest thereon,
computed at the project interest rate, to be made by the contractor.

Disefaimer! This document integrates The Metropolitan Water District of Southern Califormia™s
State Water Project water supply contract with the many amendments to the contract enlered into
since 1960, It is intended only to provide a convenient reference source, and the Department of
Water Resources is unable Lo provide assurances that this integrated version accurately represents
the original doeuments. For legal purposes, or when precise accuracy is required, users
should direct their aliention o original source documents rather than this inlegrated version.

{As of January 1, 2005)

MWDRECORD000001

DTX-055: 2005 DWR Contract, Art. 24, Ak2010-000001 & AR2012-000001 at 74



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 TBA“ spn nTATI 0 “

25. Transportation Charge -- Minimum Operation, Mainienance, Power, and
Replacement Component,

. iver water to th ract |
operation, maintenance, power, and replacement costs incurred irrespective of the amount
of project water delivered to the contractor and which are allocated to the contractor
pursuant to (b) below: Provided, That to the extent permitted by law, the State may
establish reserve funds to meet anticipated minimum replacement costs; and deposits in
such reserve funds by the State: (1) shall be made in such amounts that such reserve
funds will be adequate to meet such anticipated costs as they are incurred, and (2) shall
be deemed to be a part of the minimum replacement costs for the year in which such

deposits are made.

{As of January 1, 2005)

MWDRECORD000001

DTX-055: 2005 DWR Contract, Art. 25, Ak2010-000001 & AR2012-000001 at 83



The transportation charge also contains a variable charge for operation,

maintenance, power and replacement, dependent upon the amount of water
delivered to MWD

The Metropolitan Water District of Southern California

TRANSPORTATION

26. Transportation Charge -- Variable Operation, Maintenance, Power, and
Replacement Component.

AL TANTY A T AT I YT T T

transportation facilities necessary to deliver water to the contractor which constiiuie
operation, maintenance, power and replacement costs incurred in an amount which is
dependent upon and varies with the amount of project water delivered to the contractor
and which are alloca,ted to the contractor pursuant to (l) and (2} below Prowded That to

Diselein
Slate Wat
since 19¢
Water Res .
gle costs as they are incurred, and (2) shall be deemed to be a part of the variable

replacement costs for the year in which such deposits are made. The amount of this
component shall be determined as follows:

MWDRECORDO000001

DTX-055: 2005 DWR Contract, Art. 26, Ak2010-000001 & AR2012-000001 at 86



MWD’s Contract with DWR

SWP’s Variable Transportation Charge is principally composed of the
power cost to pump water through the aqueduct and over the Tehachapi
mountains to transport water to MWD and its Member Agencies

"

.
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DTX-055: 2005 DWR Contract, Arrt. 26,;5«}2010-000001 & AR2012-000001 at 86 = —— S



MWD's Contract with DWR November 4, 1960

THIS CONTRACT, made thls 4th day of November, 1960,
pursuant to the provisions of the California Water Resources
Development Bond Act, the State Central Valley ProJject Act, and 1 pay all of the costs of

of projest water to it, and

octher applicable laws of the State of California, between the ur:“‘a:"'::n:'“°:m;,°“
State of California, acting by and through i1ts Department of Watep [ " coven e coste themet:
Resources, hereln referred %o as the "State", and The Metropolitan

Water District of Southern California, a public agency in the State

of California, duly organized, existing, and actlng pursuant to the

laws thereof with its principal place of business in Loe Angeles,

California, herein referred to as the "District",

WHEREAS, the State is authorized to comatruct and opers l

P bk st onnte asd aomisianss off anfaw  sswbndn

(4) The District shall pay all of the costs of
delivery structurea for the delivery of project water to it, and
shall deposit with the State, prior to the commencement of cone
struction of any such dellvery structure, an amount of money

ecvimated by the State to be sufficlient to cover the costs therecof.

MWDRECCRDO000180 MWDRECORD000200

DTX-006: 1960 DWR Contract, AR2010-0700173 & AR2012-000173 at 180, 200



MWD's Contract with DWR November 4, 1960

MWD’s Payments for SWP Transportation Costs Commenced
with Building the SWP Transportation Facilities, and Preceded
SWP Water Deliveries:

29, Time and Methoed of Paviment.

(a)  Payments by the District under the Delta Water Charge shall commence in
the year of initial water delivery to the Distnct

(b) Pavments by the District under the capital cost component of the
Transportation Charge shall commence in the vear following the yvear in which the State

commences construction of the nroject transportation facilities.

{(c) Payments by the District under the minimum operation, maintenance,
power and replacement component of the Transportation Charge shall commence for
each aqueduct reach in the vear following the yvear in which construction of that reach is
completed.

Large scale construction of the California Aqueduct began in 1963,
DWR Bulletin 132-64, p.98-99

DTX-006: 1960 DWR Contract, AR2010-0700173 & AR2012-000173 at 260



MWD's Contract with DWR November 4, 1960

MWD’s Payments for SWP Transportation Preceded
Water Deliveries by Nearly 10 Years

Annual Entitiements,

(a) The vear of initial water delivery to the District 1s presently estimated to
be 1972, To the extent practicable, the State shall notify the District of any change in this
estimate.

DTX-006: 1960 DWR Contract, AR2010-000173 & AR2012-000173 at 192



SWP Transportation Charges Are Allocated to MWD's Transportation Rates [
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SWP Transportation Gharges Are Allocated to MWD’s Transportation Rates

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

T S S THE METROPOLITAN WATER DISTRICT
B _f—ﬁ*f OF SOUTHERN CALIFORNIA
S & -' r !ﬁg'

April 5, 2010

Boeard of Directors

General Manager
General Counsel

Response to Public Comments to Proposed Rates and Charges

MWDRECORDO11305

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



SWP Transportation Gharges Are Allocated to MWD’s Transportation Rates

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

am Mﬂtmpﬁhtan allocates SWP costs among the various functions, including conveyance and
aqueduct, supply and standby because the SWP provides different functions. More specifically:

Date:
Ta:

From: 1) Metropolitan uses the SWP as a conveyance facility. MWD uses the SWP to

Subject convey Project and Non-Project water for Metropolitan and its member agencies. For

eropol example, Metropolitan used the SWP to convey water transfers acquired in 2009 north of

s the Delta from a non-State Water Contractor for delivery to Metropolitan’s service area.

oo bart) Another example 1s the 2009 transfer of 14,000 acre-feet of water from the Placer County
Water Agency, a non-State Water Contractor, to the San Diego County Water Authority.
Because MWD can use the SWP as a conveyance facility, it is reasonable to allocate

s et SWP costs attributable to conveyance, into Conveyance and Aqueduct. Article 55 of the

it State Water Contract, added in the Monterey Amendment, gives contractors the right to

o e | use SWP transportation facilities to transport Non-Project water for delivery to their

'i;;: service areas or for interim storage, by payment for power and incremental operation,

- maintenance and replacement costs, and other incremental costs. Contractors not

St s participating in repayment for a reach used for the transfer must also pay a use of

oo, facilities fee for use of that reach. This is because a contractor that participates in the
repayment for a reach has already paid costs of using that reach for conveyance of water

supplies in the Transportation Charge invoiced under its Statement of Charges.

MWDRECORDO11305

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



SWP Transportation Gharges Are Allocated to MWD’s Transportation Rates

The DWR Contract also allows MWD to use SWP “transportation facilities to transport
water procured ... from [non-DWR] sources for delivery to [its] service areas”

7 55. Transportation of Nonproject Water. THA“SP““TATI“"

The Metropoll

(a) Subject to the delivery priorities in Article 12(f), contractors shall have the
right to receive services from any of the project transportation facilities to transport water
procured by them from nonproject sources for delivery to their service areas and to

thEMp 0terim storage outside their service areas for later transport and delivery to their service

ot areas: Provided, that except to the extent such limitation in Section 12931 of the Water
Code be changed, a contractor shall not use the project transportation facilities under this
option to transport water the right to which was secured by the contractor through
eminent domain unless such use be approved by the Legislature by concurrent resolution
with the majority of the members elected to each house voting in favor thereof.

TE
DEPAR’

(b) For any nonproject water delivered pursuant to this article, contractors
shall pay the State the same (including adjustments) for power resources (including
on-aqueduct, off-aqueduct, and any other power) incurred in the conservation and

e o transportation of such water as if such nonproject water were entitlement water, as well
sae Wawr o water st 99 gl] incremental operation, maintenance, and replacement costs, and any other

since 1960, It is intended ¢
Water Resources is unable ()

o ame s iNCremental costs, which may include an administrative or contract preparation charge,
sosddiaterat a1l as determined by the State. Incremental costs shall mean those nonpower costs which
would not be incurred if nonproject water were not scheduled for or delivered to
contractors. Only those contractors not participating in the repayment of a reach shall be
required to pay a use of facilities charge for the delivery of nonproject water from or
through that reach. Costs for transporting water placed into interim storage shall be paid
in the same manner provided for in subdivision (¢)(6) of Article 56.

DTX-055: 2005 DWR Contract Art. 55, AR2010-000001 & AR2012-000001 at 153
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4. This Practice of Allocating SWP Transportation
Gosts to Transportation Rates Pre-tates the Unbundling



This Practice of Allocating SWP Transportation Costs to Transportation Rates
Pre-tates Unbundling

THE METROPOLITAN WATER DISTRICT
OF SOUTHERN CALIFORMIA

The 1997 Wheeling Rat i

RESOLUTION OF THE BOARD OF DIRECTORS
OF THE METROPOLITAN WATER DISTRICT OF
SOUTHERN CALIFORNLA G AND
ADOPTING WHEELING RATES

WHEREAS, The Metropolitan Water District of Southemn California
{Memopolitan) owns and operates a water conveyance system inchuding the Colorado
Ridver Aqueduct, pumping plarts, reservoirs, water treatment facilities, pipelines asd
wantrol srocruees and associated facilities for the Tanspost, ssorage and delivery of water
1o bts member public agencies;

WHEREAS, Metropolitan bas a contract with the Stste of California
which requires Metropolitan, on a take or pay basis, to pay & propostionate share of the
costs of constructing and operating the State Water Project (SWP), whech cansists of

Oraville Dam and Reservoir, the Harvey O. Basks Pumping Plant, the California
J a n u a ry 1 997 L] Agqueduct and its pumping plants, reservoirs and associated facilities for conserving,
O sioring and transporting water to Metropolitan's service ares;

MWD’S Boa rd "WHEREAS, under its contract with the State of California, Memopelitan

has an eptitlement 1o water and associated mansposation thereof by the WP and the right
t d t d t 0 use 3WF transport facilities for its own purposes, subject to cenain conditions.
Vo e 0 a o p a Metropelitan's conveyance system, and its rights to the use of the SWP conveyance

Wh ee I i n g rate Syskem de 5 e a5 the " conveyance system ;

WHEREAS, Metropolitan has in the past wheeled waies on an emergenay,
ad hoe basis pursuant 1o negotiated agreemesis, and continues 1o recedve inquiries
regasding the use of its Eacilitles, of its fghts to use SWP facilities, 1o manspom water nat
owred af conwalled by Metrepolitan [ wheeling™),

WHEREAS, Waler Code Sections |810-1814 provide, in part, that no
public agency may deny a bona fide ransferor of water the uss of a water conveyance
Facility awned by the public agency to the extent it has unused capacity, subject to ceriain
conditions, including that the statate zpplies 1o only 70 percent of the unased capacity;

75

v

MWDRECORDO02446

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

DTX-680: Resolution 8520, AR2010-002446 & AR2012-002446



This Practice of Allocating SWP Transportation Costs to Transportation Rates
Pre-tates Unbundling

THE METROPOLITAN WATER DISTRICT
OF SOUTHERN CALIFORNIA

RESOLUTION 8520

The 1997 Wheeling Rate

RESOLUTION OF THE BOARD OF DIRECTORS
OF THE METROPOLITAN WATER DISTRICT OF
SOUTHERN CALIFORNIA FIXING AND
ADOPTING WHEELING RATES

ORI STRICTURSS A ASS0CIAT80 TACILITISS 10T INE TANSpOM, SOrage nd Jefvery of water

NOW THEREFORE, the Board of Directors of the Metropolitan Water
District of Southern California does hereby resolve, find, determine and order as follows:

Section 1. That the Board of Directors of Metropolitan hereby fixes and
adopts wheeling charges effective January 15, 1997.

EMOIUG U LG UL L LEULIES, U N3 LIS W 3 3 T JGRALIES, 1 LI i (e
owred af conwalled by Metrepolitan (“wheeling™),

WHEREAS, Water Code Sections 1810-1814 pravide, in part, that no
public agency may deny a bona fide ransferor of water the uss of a water conveyance
Facility awned by the public agency to the extent it has unused capacity, subject to ceriain
conditions, including that the statute applies 1 onky 70 percent of the unused capacity:

75

4 MWDRECORDO02446

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

DTX-680: Resolution 8520, AR2010-002446 & AR2012-002446



This Practice of Allocating SWP Transportation Costs to Transportation Rates
Pre-tates Unbundling

January 1997: MWD’s Board of Directors voted to adopt a wheeling rate — same
rate regardless of distance water is transported and source

s » Board developed rate in
S —— consultation and cooperation
oo or prssToRs with MWD’s Member Agencies

THE METROPCLITAN WATER DISTRICT OF SOUTHERN CALTFORNIR

JANUARY 14, 1997

WATER DISTRICT OF SOUTHERN CALIFORNIA FIXING AND ADOPTING
e WHEELING RATES (Resclution 8520)

42214
Gary A. Morse

The Chair called for a vote on the motion to adept

Directo

wne | Regolutions 8520 and 8521.

present
Brick,
Herman,
Mason,

Murph, Mla =~
Watton, LdlT LW

aritten Ayes: Total 72,932 wotes.
Nees: Total 13,402 votes.

MWDRECORDO002490

DTX-026: 1/14/97 MWD Bd. Minut.es, AREO10-002490 & AR2012-002490 at 2497-99



This Practice of Allocating SWP Transportation Costs to Transportation Rates n
Pre-tates Unbundling

While the 1997 Wheeling Rate was in place, it included MWD’s
SWP transportation expenses

1997 Wheeling Rate included:

 MWD’s transportation costs
THE METROPOLITAN WATER DSTRICT under the SWP Contract

RESOLUTION 8520

RESOIITTION NF THE ROABN OF NTRECTARE

Section 5. That the allocation of costs as shown

Metropolitan’s transmussion function accurately retlects the capltal, operation,

maintenance and replacement costs incurred by Metropolitan to convey water to its
member agencieg, through Metronolitan’c convevance cvqtmn: including Metronolit:

A A N e e e £ 8 & R

an el zen flam Qénda TR ndmas Pl i nnd oxrot e A thnd 3 nliad: e
RRETELS 1H] RLIC OILALL ¥Y alld FIUVCLL S Y olLlid, diidl uial Lill.rll.llllllz: Luu‘wc COSLE

wheeling rate is necessary to insure recovery of fair compensation for

conveyance S_}’Steﬂl.

system are hersatter referred to as the “conveyance system™;

WHEREAS, Metropalitan has in the past wheeled water on an emergenay,
ad hoe basis pursuant to negotiated agreemenis, and continues 1o receive inquiries
regasding the use of its facilivhes, or its rights to use SWF facilities, 1o ranspom water nat
awned ar conmolled by Metrepolitan wheeling™),

WHEREAS, Water Cade Sections 1810-18 14 provide, in part, that ne
public agency may deny a bona fide transferor of water the use of a water canveyance
facility owned by the public agency to the extent it has unused capacity, subject to ceriain
conditions, including that the statute spplies 1o only 70 percent of the unased capacity;

78

MWDRECORD002446

DTX-680: Resolution 8520, AR2010-0024i46 & AR2012-002446 at 2449



This Practice of Allocating SWP Transportation Costs to Transportation Rates  [RC)
Pre-tiates Unbundling

The Rate was assessed on any Member Agency engaged in a wheeling transaction
from Jan. 15, 1997 until MWD’s unbundled rates took effect in 2003

1997 Wheeling Rate Rate Elements San Diego
included: now challenges include:

« MWD’s transportation costs  MWD’s transportation costs
under the SWP Contract under the SWP Contract

- - v

e —— — il y

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

SWP Costs Have Been Included For Over 16 Years

DTX-680: Resolution 8520, AR20i0-002246 & AR2012-002446 at 2449 ) — .



9. MWD Reasonably Allocates the Water Stewardship Rate
to Its Transportation Rates



esource
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



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, 11515DTX-019: 1996 IRP Vol. 1, AR2010-001406 & AR2012-001406 at
1504, 1506



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

Southern California’s I ;‘?iﬁg?‘ﬁf-{’{f szzi{«"r Efﬁéamwg ﬁfm

Volume 2: W{fi@“ﬁj}@!ﬁf@% 5 &%fﬁ;@ @w zfzma

Repors Number 110
ﬁf}’m‘zb }’f{?f

118

MWDRECORDO001520

DTX-020: 1996 IRP Vol. 2, AR2010-001520 & AR2012-001520




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

Reduce Infrastructure Requirements

Supply Conveyance 'Evéluario'n Methodology

Supply conveyance facilities needs are based on two major factors: the availability of water supplies
and supplemental water demands, which include consumptive demands as well as deliveries to

storage during wet periods required to meet dry year demands. In addition, other factors that are

MWDRECORDO001520

DTX-020: 1996 IRP Vol. 2, AR2010-001520 & AR2012-001520 at 1590



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

Future peak demands on Metropolitan’s treatment and distribution system are projected and used to
evaluate the adequacy of Metropolitan’s existing treatment and distribution system. The analyses
are performed by comparing projected peak flows to existing pipeline and treatment plant capacities
within Metropolitan’s service area to identify where capacity deficiencies exist. The remainder of
this section describes Metropolitan’s existing distribution system, peak demands on facilities, and

MWDRECORDO001520

DTX-020: 1996 IRP Vol. 2, AR2010-001520 & AR2012-001520 at 1592



MWD’s March 1996 Integrated Water Resources Plan Demonstrates

that the Economic Benefits of Local Water Management Programs
Reduce Infrastructure Requirements

. The
conveyance capacity required to deliver sufficient water to storage in wet and normal periods so
dry year demands could be met, as well as the capacity required in a dry year to deliver available

supphes were evaluated.
i T

Current analyses indicate that addltlonal conveyance is required in the future to reliably dehver

available State Project water to storage and meet the regional reliability goal and summer blend
goal.

Valume 2: Metropoliia

MWDRECORDO001520

DTX-020: 1996 IRP Vol. 2, AR2010-001520 & AR2012-001520 at 1592



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

Table 6-1
Metropolitan’s Anticipated Capital Expenditures ($ million)

Total Program
Escalated Costs  Escalated Costs  Estimate Including
Over the Next Over the Next Contingencies and
Description 10 Years 25 Years Actuals

Supply, Distribution, and Storage Projects
Regional Water Management Facilities
Conjunctive Use/Groundwater Storage
Eastside Reservoir Project
Inland Feeder
Distribution Facilities
San Diego Pipeline No. 6
West Valley Interconnection
CPA Conveyance Projects
Treated Water Distribution Facilities

DTX-020: 1996 IRP Vol. 2, AR2010-001520 & AR2012-001520 at 1653, 1657



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

preater than expecied local supply development could

, 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, AR2010-001466 & AR2012-001406 at 1504, 1506



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

Reduce Infrastructure Requirements

Table 6-1
Metropolitan’s Anticipated Capital Expenditures ($ million)

Total Program
Escalated Costs  Escalated Costs  Estimate Including
' Over the Next Over the Next Contingencies and
Description 10 Years 25 Years Actuals

Supply, Distribution, and Storage Projects
Regional Water Management Facilities
Conjunctive Use/Groundwater Storage
Eastside Reservoir Project
Inland Feeder
Distribution Facilitics
San Diego Pipeline No. 6
West Valley Interconnection
CPA Conveyance Projects
Treated Water Distribution Facilities

Sensitivity of Projects to a 5% Decrease in Retail Demands

A 5% decrease in retail demands would allow several projects to be delayed. The following list

describes projects whose schedules change if retail water demands decrease 5%:

!

* San Diego No. 6 Pipeline is delayed 4 years to 2006;

» Central Pool Augmentation Conveyance Extension Project is delayed beyond 2021;

DTX-020: 1996 IRP Vol. 2, AR2010-001520 & AR2012-001520 at 1653, 1657




November 21, 1997 Board Letter
Local Resources Program Principles Developed by the Rate Refinement Participants

7-4
Mo
Iﬁl pols B METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA

Ta: Board

November 21, 1997

From:  gap, Geners

Board of Directors (Executive Committee--Action)

O (Water Planning and/Resources/{Corfimitte
Subject: Lacal | -
Partic
| From: g General Manager

it Submitted by: Debra C. Man, Chief &&M %

propased program Plannmg and Resources

EXECUTIVE SUMM

Metropolitan worked w Subject: Local Resources Program Principles Developed by the Rate Refinement

Resources Program =

Fores recommends ot Participants
a8 guidelines for definin :
principles will help ensu

conaistent with the regic

opanl o gt o RECOMMENDATION

DETAILED REFORI

In August 1995, your B It is recommended that the Board of Directors approve the Local Resources Program Principles

Resources Program (LB

spplicuions, your Boar included as Attachment A to this letter as guidelines for defining administrative rules for the

program rules. Ground

Snicaion of e LB proposed program.

Program agreements to the terms of the proposed 1RP were authorized. Those temporary
amendments, principally incorporating the 30 1o 5250 acre-foot sliding scale incentive, were 1o be

WAWDRECORDE0Z (02858

DTX-027: 11/21/97 MWD Bd. Ltr., AR2010-002868 & AR2012-002868 at 2870, 2871



November 21, 1997 Board Letter
Local Resources Program Principles Developed by the Rate Refinement Participants

Local Resources Program (LRP) Principles

—

Ta: Board of Directors (Executive Committge—. ‘u:tu:ln] .

1. Key goals of the prcposed LRP are to:

Assist local projects that improve regional water

a.
supply reliability and avoid or defer MWD capital
expenditures;

EXECUTIVE SUMMARY

projects. Preference will be given to broaects based
on the following ranking factors.

with its member 2 gencnst de\rdop LRP administrative rules and will report back with a detailed

nronasal for vour Board's anoroval

MWD facility benefits - projects that avoid, defer
or reduce the cost of MWD’s treatment and

distribution systems;

Proposes L wWers suinoneed.  1noss

e.

DTX-027: 11/21/97 MWD Bd. Ltr., AR2016-002868 & AR2012-002868 at 2870, 2871




November 21, 1997 Board Letter
Local Resources Program Principles Developed by the Rate Refinement Participants

The principles cutlined above are supported by the Rate
< Refinement Participants for consideration by Metropolitan

Wa;g;_plstrlct’E'ng;é—ﬁf—aaxgctors.

Wést Basih Mﬂnicipal Water District

IR /4

JLrdile %% ;
San Diego County Water Authority

i

Foothill Municipal Water District

My o Ten

City of Los Angeles

1(( ;’W[’{f Clatlys

City of Anaheim

et /1ot

Ciﬂ% of Long Beach]
‘:khgkf{?\¢\hhﬂﬂ41‘*\
Laégfijgeneg Municipal WETer District
- !
N /‘('J q N

Metropolitan Water Distriect of Southern California

MWDRECORD002873

DTX-027: 11/21/97 MWD Bd. Ltr., AR2016-002868 & AR2012-002868 at 2870, 2873




The Water Stewardship Rate Is Appropriately Allocated to Transportation

Water Stewardship Rate

Metropolitan Water District of Southern Californ Meiropolitan Water District of Southern California

Final Report
Rates and Charges

Final Report
Rates and Charges

June 28, 2002

June 28, 2002

WMWDRECCRTZ012_D06463

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



The Water Stewardship Rate Is Appropriately Allocated to Transportation

Metropolitan Water District of Southern California
Rates and Charges

(average use), demand (peak use), and standby (emergency and future growth) related costs.

532 Benefts

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
transters, Because conservation measures and local resource investments reduce the overall
level of dependence on the imported water system, more capacity 1s available in existing
facilities for a longer period of time. The capacity made available by conservation and
recycling 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.

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

MWDRECORD006519

DTX-045: Final Report on Rates énd Ch;rges, AR2010-006463 & AR2012-006463 at 6519



The Water Stewardship Rate Is Appropriately Allocated to Transportation

_
V12010 Boan Mesiog . Arachmene 3, Page 7 f 35 K < Water Stewardship Rate

THE METROPOLITAN WATER IMSTRICT OF 30U THERS CALIFCORMIA
ENGINEERS REPORT

4/13/2010 Board Meeting Attachment 3, Page 7 of 36

The: M

inpartg THE METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA

tham 18

inchude ENGINEER’S REPORT

Metrop

As part

s e PROGRAM TO LEVY READINESS-TO-SERVE CHARGE,

Metrop
comtin

rogecs INCLUDING LOCAL OPTION FOR STANDBY CHARGE,
ks DURING FISCAL YEAR 2010/11

1% o
vear M

- April 2010

issued ©

{‘I‘l"lrp. 1SRGV N ERETSTS S RS W ST O EEE] (CNEE

part or all of such member ageney's KTS change obhigabon. The It I'S charge will pamially pay for the ﬁ].I:Ih[ILS
and programs descnbed m s report. The standby charge. of combmuesd within a member ageney . will be utillized
solely for capital payments and debt service on the capital facilities identified in this report

METROPOLITANS RESPONSE TO INCREASING WATER DENANDS

T respond o mercasing densmids for water, Metropolitan and 15 member agencies collectvely examned the
available local and imposted resounce opticns in order © develop a least-cost plan kst meets the relsabiling amd
quality needs of the region. The product of this inlensive effort was an Imegrated Besowrces Plan (IRF) for
achicving a reliable and affoedable water supply for Southern Califomia. The major abgective of the [RP was o
develop a comprehensive water resources plan that ensares (1) relighilioy, {2) affordabilicy, (3) waser qualit

(4) diverainy of supply, and (3) adaprabilicy for the region, while recognizing the environmental, instinational, and
political constraints to resounce divelopment. As these constrants change over tme, the TRP i penodically
revisined and updated by Metropolitan and the member sgences oo reflec cument condinens. The TRP update s

MWDRECORDO11508

DTX-090: 4/10 Board Resolution, AR2010-011443 & AR2012-011443 at 11509



The Water Stewardship Rate Is Appropriately Allocated to Transportation

4/13/2010 Board Meeting 82 Attachment 3. Page 9 of 36

resource programs and conservation projects. Investments in i side pement programs like
conservation. water recveling and eroundwater recovery reduce the need to provide additional imported water

resource programs and conservation projects. Investments in demand side management programs like
conservation, water recycling and groundwater recovery reduce the need to provide additional imported water
supplies and help defer the need for additional conveyance, distribution, and storage facilities. A summary of the

member agency-sponsored projects that best help the region achieve its local resource production goals of
restoring degraded groundwater resources for potable use and developing recyeled supplies. In both instances, the
programs provide new water supplies, which help defer the need for additional regional conveyance, distribution
and storage facilities

Combined production from participating recveling and groundwater recovery projects is expected to vield
approximately 250, 130 acre-feet of water for fiscal vear 2010/1 1 with financial incentive pavments of about

$39 million. Regional recveling. recovered groundwater, and desalinated seawater production are projected to be
about 730,000 acre-feet per year, by year 2025 An estimate of potential benefits as measured by Metropolitan®s
estimated incentive payvments for recyeling and groundwater recovery projects is shown in Table 2.

Water Conservation

Metropolitan actively promotes water conservation programs within its service area as a cost-effective strategy for
ensuring the long-term reliability of supplies and as a means of reducing the need to expand system conveyance,
distribution and treatment capacity. Through the Conservation Credits Program. Metropolitan reimburses local
agencies for a share of their costs of implementing conservation projects. Since fiscal year 1990/91, Metropolitan
has spent over $268 million in financial incentives to support local conservation projects

In 1991, Metropolitan agreed to implement conservation “Best Management Practices” (BMPs). By signing the
California Urban Water Congervation Council's Memorandum of Undersianding Regarding Urban Warer
Conservation (amended March 10, 2004), Metropolitan committed to implement proven and reliable water
conserving lechnologies and practices within its junisdiction. Based on Metropolitan’s IRP. the Conservation
Credits Program, in conjunction with plumbing codes and other conservation efforts, has saved over

1.271.000 acre-feet sinee inception through fiscal year 2008/09. By 2025, it 1s estimated that conservation
nreactices will eave nver ane millinn acre-feet ner vear_reducine Metronolitan“e tatal water reaniremente b ahont

15 percent. Conservation is a critical element of Metropolitan’s demand management program, effectively
increasing the reliability of existing water supplies by lessening the need to import additional water while at the
same time deferring the need to expand system capacity. An estimate of the potential benefits of water

e e e e L e s A A A R S A e A S

n.p.nd over future years. The principal source of revenue for repayment of these bonds is water sales. which is
currently Metropolitan’s largest source of revenue. In addition, ad valorem property taxes provide an additional
limited revenue source, which is used to pay pre-1978 voter-approved indebtedness

Since the passage of Article XIITA of the California Constitution, Metropolitan has necessarily relied more on
water sales revenue than on ad valorem property taxes for the pavment of debt. Water sales have become the

MWORECORD2012_011511

DTX-090: 4/10 Board Resolution AR201b-011443 & AR2012-011443 at 11511



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 Water Stewardship Rate Is Appropriately Allocated to Transportation

Water Stewardship Rate

Metropolitan Water District of Southern Caliorn ~ Metropolifan Water District of Southern California

Final Report
Rates and Charges

Final Report
Rates and Charges

June 28, 2002

June 28, 2002

WMWDRECORDZ012_D06463

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



The Water Stewardship Rate Is Appropriately Allocated to Transportation

Metropolitan Water District of Southern California
Rates and Charges

(average use), demand (peak use), and standby (emergency and future growth) related costs.
Onlv commodity related costs are allocated to the SAR. Therefore. the SAR only pavs for as

0.3.2 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
transters, Because conservation measures and local resource investments reduce the overall
level of dependence on the imported water system, more capacity 1s available in existing
facilities for a longer period of time. The capacity made available by conservation and
recycling 1s 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.

SUUILE U TR e walel Duppy .

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: 6/28/02 MWD Rates Report, A|i2010-006463 & AR2012-006463 at 6519




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,
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The Water Stewardship Rate Is Appropriately Allocated to Transportation

Water Stewardship Rate
SB60 Mandate:

Sec. 130.5 [Legislative Findings and Declarations Relating to Conservation]

(a) The Legislature finds and declares all of the following:

(2) It 1s the intent of the Legislature that the Metropolitan Water District of

Southern California expand water conservation, water recycling, and groundwater recovery
efforts.

(b) The Metropolitan Water District of Southern California shall place increased
emphasis on sustainable, environmentally sound. and cost-effective water conservation.,
recycling, and groundwater storage and replenishment measures.

MWD ACT §130.5
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The Water Stewardship Rate Is Appropriately Allocated to Transportation

Water Stewardship Rate

Metropolitan Water District of Southern California
Rates and Charges

(average use), demand (peak use), and standby {emergency and future growth) related costs.
Only commodity related costs are allocated to the SAR. Therefore, the SAR only pays for as
available conveyance service.

The SAR is an easily understood approach. Like the current water rates, the SAR isa
uniform, volumetric per acre-foot rate and is straightforward for both Metropolitan and the
member agencies to implement and administer.

L TP P R R S,

5.3 Water Stewardship Rate

acre-Toot of water that moves through the Metropolitan system. All system users {member
agency or third parties) will pay the same proportional costs for existing and future
conservation and recycling investments made by MWD. The WSR is recommended to be
$23 per acre-foot in fiscal year 2002/03. The WSR will be set on an annual basis by the
Board under its existing authority to levy rates and charges.

FAaA Pl

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
Metropolitan to increase its investments in conservation, watershed management, and other
local resources. Because Metropolitan is mandated under S.B. 60 to fund water supply
programs like conservation and recycling it is appropriate to recover the costs of supporting
these programs on all water moved through the system.

Dated: June 28, 2002 Page 52 of 86_

MWDRECORDO006519
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The Water Stewardship Rate Is Appropriately Allocated to Transportation

O SOUTHERN CALIFORNIA

: w s d h ] n
THE METROPOUTTAN WATER DNETRICT 1 A < ate r tewa r s I n ate

Office of the General Manager

Date: April 5, 2012 e L
- AN R
- . .1-:'\ L ? g
To: Board of Directors T Ry
Member Agency Managers Lo >

From: General Manager Jeffrey Kightling L% b i “ THE METROPOLITAN WATER DISTRICT
General Counsel Marcia Scully e _' (‘v”' i}(J{.THf.RI\: L“;«L{IF()RNHA

Subject: Response to SDCWA Report on €

At the public hearing on March 12, 2012, the San |
provided a report entitled "San Diego County Wat,
Service Rate Review™ (FCS Review). Our respon
The Water Authority Misconstrues Metropolitan
Setting

Owerall, the FCS Review appears to be based on n) Oﬁfﬂ‘e Df fhe GE”E ra} Mana‘ger

the system's functionality informs the rate setting,

The FCS Review Fails to Appreciate the |

Metropolitan's system draws on diverse supply sol -
distributes water in six counties, and serves an are Dﬂtei A prll 5 - 20 ] 2

the most recent study of the system, the 2007 Intey

flexibility as a key component of overall reliability

the ability to respond to short-term changes in reg .

requirements, and member agency demands. And - ~
maintain partial to full water supply deliveries dur) TG"’ Bnard Of I_}]'I-E:C'tﬂ ]
Metropolitan's integrated conveyance, distribution

reliability. It is fair and reasonable, therefore, to e ME]TI bEr Agerl C}'I Mﬂ“agﬁrs

and maintaining these assets because all member ¢

Operational flexibility has been achieved by creati

integrating the State Water Project (SWP) and the - - .

with the in-basin distribution system. This integra (_'l' Cncrdl M H]]agcr J o ffrc}'r K lght llngc r

from the SWP and the CRA with a diverse portfol C 1 C ] . q I 1

including the Central Valley groundwater storage ] [

flexible storage capacity in Castaic Lake and Lake ]ene ra ﬂunhe MarCld * Cu }J

Valley (DWCV) Advanced Delivery account, in-b)

and Lake Mathews, and in-basin groundwater Cor,

network allows Metropolitan to move supplies thr . . N

and operational needs, and i shown in Fgare 1: | Subject: Response to SDCWA Report on Cost of Service Review

Portfolio.

2007 Integrated Area Study, Report No. 1317, pg 2-10.

MWDRECORD201M2_0168583

DTX-109: 4/5/2012 MWD Response to SDCWA COS Report AR2012-016583 at 16590



The Water Stewardship Rate Is Appropriately Allocated to Transportation

% THE METROPOUTAN WATER INSTRICT
R OF SOUTHERN CALIFORNEA

Office of the General Manager
[Date: April 5, 2012

To Board of Directors
Member Agency Managers

From: General Manager Jeffrey Kightlinger
General Counsel Marcia Scully

Subject: Response to SDCW A Report on Cost of Serviee Review

Similar to the public benefit charges implemented in the electric and natural gas industries in California
after "open access" (customer choice of supplier) was implemented, the regional benefits of demand
management are assessed to all users of the Metropolitan system, regardless of the source of the imported
water supply. Otherwise, member agencies could avoid providing revenues to support regional demand
management activities through wheeling while still being able to realize the benefits of the program to
fund local activities.

§§ 1810-1814.) Nor is it consistent with fairness and reason. Metropolitan's rates are designed to ensure that
agencies that receive the same services pay the same amount. Exempting wheeling transactions from transportation
costs would mean that agencies receiving the same service would pay different amounts. Such a result is neither fair
nor reasonable. Wheeling water should not jeopardize Metropolitan's robust and flexible supply and delivery

flexible storage capacity in Castaic Lake and Lake Perris, Lake Mead storage, the Desert Water/Coachella
Valley (DWCV) Advanced Delivery account, in-basin surface storage in Diamond Valley Lake (DVL)
and Lake Mathews, and in-basin groundwater Conjunctive Use Programs. This integrated, regional
network allows Metropolitan to move supplies throughout the system in response to supply availability

and operational needs, and is shown in Figure 1: Metropolitan Facilities, Supplics and Storage
Portfolio.

' 2007 Integrated Area Study, Report No. 1317, pg 2-10.

MWDRECORD2012_016583

DTX-109: AR2012-016583 at 16590



6. Raftelis Review Gonfirms Reasonableness of
MWD’s Cost of Service and Rate Setting Methodology



Raftelis Report

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 Cahforma (“MWD").

1}y Tne 010 COUS and rate gy 18 L= with 1aw,
specifically Government Code Section 54999.7 (requiring a COS study every ten years),
and consistent with § 133 and 134 of the Metropolitan Water District Act {requiring the
levying of rates sufficient to cover costs) and §4301 of the District’s Administrative Code
(requiring rates sufficient to cover costs and reflecting the costs of the District’s major
service functions).

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

MetroPOIita n Water D iStriCt 3} The 2010 proposed rates have been developed consistent with Board policies and, more

specifically, with the 2001 Rate Structure Framework.

Of SOUthern Californ ia 4) The 2010 COS is accurate and consistent with the 2001 COS,

AR AT T T TRTY S

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

Final Report

April 8, 2010 ? "'3 g i 2 N
RAFTELIS FINANCIAL E ; E

CONSULTANTS, INC.

George Raftelis, CPA
7Chief Executive Officer

MWDORECORD20M2_011308 MWDORECORD2012_011310

DTX-088: 2010 Raftelis Report, AR2010-611309 & AR2012-011309 at 11310



Raftelis Report

Metropolitan Water District of Southern California
Independent Review of Cost of Service and Rate Setting Process

Plan. As a result, the Tier 1 cutoff would need to be reestablished. The Tier |
rate would reflect the biended COS for SWP and CRA, while Tier 2 could still
reflect the cost of water transfers.

1I. Introduction

The Metropolitan Water District of Southern California ("MWD™) began a slrateglc
planning process in July 1998 to address the evolving needs of its 27 member agencies’®
and their retailers as they continued to provide a high quality, reliable supply of
affordable water for their residents. The MWD Board of Directors (“Board”) was
m\rul\-'cd in the strategic planning process for a year and a half and dm eloped lhr: Rate

o Mﬂﬂﬁﬁ!hhﬂrﬁﬂ t‘i‘fﬁ;ﬁ wrator inductry hused seackican cuol ac

common interests was Cmr 4Homrwn and ate Structure. In detmnu’ung the most
appropriate COS and rate structure, a set of pricing objectives, or guiding rate principles,
was developed, These guiding rate principles defined MWD's Rate Structure Framework
by which wvarious COS and rate-setting methodologies could be evaluated.

* Currently MWD has 16 member agencies.

Metropalitan Water District of Southern California
Independent Review of Cost of Service and Rate Setting Frocess

Final Report 4-06-10

for these agencies to reduce their usage of the MWD system during peak demand times.
The last rate design element is the RTS charge. This charge relates to the third category
of water service - standby service or emergency storage. The RTS charge is allocated to
mernber agencies based on each agency's share of a ten-year rolling average of all firm
deliveries.

in both full-service raw water and fuil-service treated water, all rate components and
charges apply including the SAR, WSR, SPR, Tier 1, Tier 2, RTS, and the capacity
charge. The only difference between full-service raw water and full-service treated water
is that reated water pays for the associated cost for treatment. In wheeling service, the
SAR, WSR, RTS, and Capachy charge appIy Thc logic bch.md whcc]]ng service paying

ORI T 1.t S L DU, st st ittt kB

Iﬂ eaa‘lv 201(} 1N.fI‘WD engaged RFC to mdenendentlv review whether the ;Jrnnosed 2010

isff'nf wn‘ﬁ fhe Rate “-«‘rmrhrw mef-wnrk

ll.l.\»w-lihl\'h: b wwrll AL

{“Ji’ﬁ?“ll}'h”\ KA
i Yo j rvadiiUdl

b 1
P et == P S SR
pwu:ha IIl{u} ided examimng

- T M

identification

MWD 2010 COS and rate methndology is consistent with California law, specifically
Government Code Section 54999.7, which requires a COS study be conducted every 10
vears. MWD conducts a COS on an annual basis. The 2010 COS and rate methedology
15 consistent with § 133 and 134 of the Metropolitan Water District Act and §4301 of the
District’'s Administrative Code. Section 133 states that MWD can set the rates of water
and 134 states that the rates can be sufficient to cover cost associated with operating the
district as long as the rates are uniform for like classes of service throughout the distriet.
Lastly, the District’s Administrative Code §4301 requires rates and charges 1o be
sufficient to cover cost and be reflective of MWD's major service functions, which
include Supply, Conveyance, Power, Storage, Distribution, and Treatment, to the greatest
degree practicable.

Final Report 4-06-10

REC ﬁfqn ﬂmhmfnﬁ the
thao

MWDRECORD2012_011314 MWDRECORD2012_011321

DTX-088: 2010 Raftelis Report, AR2010-011309 & AR2012-011309 at 11314, 11321



Metropaolitan Water District of Southern California
Independent Review of Cost of Service and Rate Setting Process

for these agencies to reduce their usage of the MWD system during peak demand times.
The last rate design element 15 the RTS charge.  This charge relates to the third category
of water service - standbv service or emergency storage, The RTS charge is allocated to

1)} Reviewing whether the 2010 COS and rate methodology is reasonable and consistent
with Ca!y"ﬂrma law, Metmpo!zran Water D:smctA ct, cmd District Administrative Code.

MWD 2010 COS and rate methodology is consistent with California law, specifically
Government Code Section 54999.7, which requires a COS study be conducted every 10
vears, MWD conducts a COS on an annual basis. The 2010 COS and rate methodology
is consistent with § 133 and 134 of the Metropolitan Water District Act and §4301 of the
District’s Administrative Code. Section 133 states that MWD can set the rates of water
and 134 states that the rates can be sufficient to cover cost associated with operating the
district as long as the rates are uniform for like classes of service throughout the district.
Lastly, the District’s Administrative Code §4301 requires rates and charges to be
sufficient to cover cost and be reflective of MWD’s major service functions, which
include Supply, Conveyance, Power, Storage, Distribution, and Treatment, to the greatest
degree practicable.

Final Report 4-06-10
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Raftelis Report

Metropolitan Water District of Southern California ¥
independent Review of Cast of Service and Rate Setting Process

2} Reviewing whether the 2010 COS and rate methodology is consistent with water
industry best practices, and complies with COS and rate guidelines in the AWWA
Manual M-1, Principles of Water Rates, Fees, and Charges.

MWD’s 2010 COS and rate methodology follows the process as prescribed by AWWA’s
Manual M-1, Principles of Water Rates, Fees, and Charges. Specifically, MWD’s

methodology 1s consistent with M-1’s four step process: 1) development of revenue
requirements, 2) identification of service function costs, 3) classification of costs, and 4)
allocation of costs to rate desipn elements.

*  Statement of comumon mterests
+  Rate structure principles

The 2000 letter from the member agencies presented a proposed Rate Structure
Framework which supported the Statement of Common Interests as discussed in Section
IIL. When RFC went through the COS and rate study process in 1998 it developed a rate
structure consistent with the Rate Structure Framework. A chart detailing how the rate
structure supports, clarifies, or meets the Statement of Common Interests and Rate
Structure Framework is provided in Appendix A. Based upon our review of this chatt,
the current rate structure continues to address the Statement of Commen Interests and
Rate Structure Framework. However, should the Board's Statement of Common
Interests and Rate Structure Framework change, adjustments to the rate structure may be
required.

fFinal Report 4-06-10

MWDRECORD2012_011322
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Raftelis Report

Metropolitan Water District of Southern California
independent Review of Cast of Service and Rate Setting Process

2) Reviewing whether the 2010 COS and rate methodology is consistent with water
industry best practices, and complies with COS and rate guidelines in the AWWA
Manual M-I, Principles of Water Rates, Fees, and Charges.

MWD's 2010 COS and rate methodology follows the process as prescribed by AWWA’s
Manual M-1. Principles of Water Rates. Fees. and Charges.  Specificallv. MWD's

3} Reviewing whether 2010 propoesed rates have been deveioped consistently with
Board policies, and mare specif cally, with the 2001 Rate Structure Framewerk.

e e et et et e D

The m;}fJOE] letter from the member agmcres presen*ed 2 propssed Rate Structure

-n.-“m ﬂr- Fd
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[II. When RFC went through the COS and raie study process in 1998 't developed a rate
structure consistent with the Rate Struciure Framework., A chart detailing how the rate
structure supports, clarifies, or meels the Statement of Common Interests and Rate
Structure Framework is provided in Appendix A. Based upon our review of this chart,

the current rafe structure continues to address the Statement of Common Interests and
Rate Structure Framework. However, should the Board’s Statement of Common

Interacts aned Rate Stenetinre
EA AT E TR WA A E b A el S bl W

required.

Final Report 4-06-10

MWDRECORD2MZ_011322

DTX-088: 2010 Raftelis Report, AR2010-b11309 & AR2012-011309 at 11322



Raftelis Report

¥

Metropuiltan Wah.-r Dlstrlct o‘ So uthern Callfcmla

4 Rev:ewmg whether the 20114 C OS is accurate and consistent with the 200 model.

. i.lﬁti: aociy m.y, !‘U“l.._ ‘ﬁPUL'

RFC also checked the revenue requirements

with the proposed budget for FY iﬂlﬂxii. The allocation bases and the data sources for
the model were also checked. After the 2010 model was examined for accuracy and
completeness, the 2010 mode! was then checked tor consistency with the 2001 model.

The 2010 model has followed the same structure as the 2001 model, but includes some
18 to allocation factors. These modifications t:hn__fd be expected, given

_—— et _—— T = ==mnd L CR A AT  § i r

e
Arth momher aconsioe naalina hoedreal ‘ Athor farntars
1 ¥y $-|.‘.y ML\P#IJUHI u&hxi‘wlw FWW‘E’ u.y WEl B LALIANE AdEWil®r) o,

TEVEIue, DY Ao TR A | MVI'U I SUUTCES (16 1ESUES U1 WCTTANG nmm-m(y g
future and the reality Dfreve"ue instabifity,

Thige potential ways fo1 MWD w do dis are to mainiain the wl valoren propenty fax
rate, develop & fixed revenue for the SAR, or expand the BTS charge and the capacity
charge to include related O&M expenses.

Currently, MWD has statutory authority and voter zuthorization 1o collect & portion of its
revenues through ad valorem tx assessmens on property within its service ferritory,
Since FY 1990/91, Section 124.5 of the MWD Act limits property tax revenues, and
thereby the tax levy, to the total needed to pay annual debt service oo MWD general

Final Report 4-06-10 12
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1. San Diego’s Documents Do Not Undermine
the Reasonahleness of MWD's Rates




san Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates
SDCWA: Raftelis Guide to Water and Wastewater Finance and Pricing
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Water and Wastewater
Finance and Pricing

Serond Edition

George A. Raftelis
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DTX-134: Raftelis Textbook, AR2012-016288_5282 at 5291



san Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates
SDCWA: Raftelis Guide to Water and Wastewater Finance and Pricing

« “Raftelis had already conceded—in his textbook on water rates—that costs
‘associated with the source of water supply,’ including ‘water right

purchases, should be attributed to supply rather than transportation.”
SDCWA Pretrial Brief at 16 citing SDCWA2010-2012_00000907 at 00001090-91

e Source of supply: operating and capital costs associated
with the source of water supply (reservoir construction
and maintenance costs, water right purchases, supply

development costs, conservation costs, etc.)

# Lewrs puBLISHERS

DTX-134: Raftelis Textbook, AR2012-016288_5282 at 5291



MWD: The Raftelis Guide to Water and Wastewater Finance and Pricing
Supports MWD’s Cost Allocations

* Source of supply: operating and capital costs associated
with the source of water supply (reservoir construction
and maintenance costs, water right purchases, supply
development costs, conservation costs, etc.)

° Pumping and conveyance: costs associated with pump-
ing raw water from the source of supply and transferring

Water g Wastewater | it through a piping network for treatment

Finance and Pricing . 1 1 .

from the point of treatment through a major trunk to
major locations within the service area

George A. Raftelis

e Distribution: costs associated with the smaller local ser-
vice distribution mains transporting water to specific
locations within the service area; water storage costs are
normally considered a part of distribution costs

I Lewns PuBLISHERS

DTX-134: Raftelis Textbook, AR2‘012-01'6288_5282 at 5291-92



San Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates
SDCWA: October 1995 RMI Cost of Service and Alternative Rates Study

COST OF SERVICE AND
ALTERNATIVE RATES STUDY

STUDY APPROACH

« SWP “costs should be allocated
to ‘Water Supply and Purchases
_ of Water,” not to transportation

METROPOLITAN WATER DISTRICT and the wheeling rate.”
OF SOUTHERN CALIFORNIA SDCWA Pretrial Brief at 13 citing
AR2010-001101 at 001104 and 001112

PREPARED By

MWDPRADO01Z

DTX-013: Oct. 1995 RMI Study, AR2010-001101 & AR2012-001101 at 1104, 1112



San Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates

MWD: The October 1995 RMI Assessment
Supports MWD’s Cost Allocations

semvomermes e o e RMI does not include
P - transportation-related SWP costs
S TS in MWD’s “supply function.”

Supply Functmn — Costs of operanng and maintaining water supply facilitie:

dams and associated reservoirs, wells, and desalination plants, an

A rncte nf pur
water from wholesale water suppliers.

Med  AWSLTRWLT LFL

Pumping Function — Costs of operating and maintaining the facilities needed to pump
water from the source of supply to the centers of demand and to the customer.

Transmission Function — Cosis of operating and maintaining the aqueducts to move
water from sources of supply to major centers of demand.

A.dmm stra H amI Gen alFu.n non Coal Emanag ement, dmnustrzb on, and other

THY S

g um“mg Function — Costs of operating and maintaining the facilities needed tc pump
water from the source of supply to the centers of demand and to the customer.

CONSIcnon.

Bond resolutions usually require a minimum level of "debt service coverage” for outstanding
bonds. Debt service coverage provides protection for the bondhelders by requiring the

REVIEW DRAFT
33 OCTOBER 6, 1993

MWDPRAGU0140

MWDRECORDO001112

DTX-013: Oct. 1995 RMI Study, AR2010-601101 & AR2012-001101 at 1112



san Diego’s Documents Do Not Undermine the Reasonableness of MWD's Rates
SDCWA: 1996 RMI Cost of Service Study

COST OF SERVICE STUDY

» Classifying SWP costs as
— “purchase of water” means all
" OF SOUTHERN CALIFORNIA SWP costs should be allocated

to “supply.”

MWDRECORDZ012 016288 1796

DTX-133: 1996 RMI COS Study, AR2012-016288_1796



MWD: The 1996 RMI Cost of Service Study
Supports MWD’s Cost Allocations

Source of Supply Function — Source of supply costs include the costs of operating and
maintaining water source facilities, such as dams and associated reservoirs, wells, and
desalination plants, and costs of purchasing water from wholesale water suppliers.

specific to their own situati In the functionalizati prbceés, the utility’s budget or
accounting data is reorganized into functional accounts to provide a consistent basis for the

Transmission Function — Transmission costs consist of the costs of operating and
maintaining the aqueducts to move water from sources of supply to major centers of
demand.

Distribution Function — Distribution costs consist of the costs of operating and maintaining
the distribution pipelines which deliver water from the major aqueducts to storage facilities,
to treatment plants, and to customer service connection points.

Distribution Function — Distnbution costs consist of the costs of oneratine and maintainine

For this study insufficient information existed to disaggregate many costs into the
transmission and distribution functions. Consequently, transmission and distribution were
considered using one joint function, the Transmission/Distribution function.

Pumping Function — Pumping costs consist of costs of operating and maintaining the
facilities needed to pump water from the source of supply to the centers of demand and to
the customer.

AU RATIOUDII L

DTX-133: 1996 RMI COS Study, &R201é-016288_1 796 at 1874



San Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates

MWD: The 1996 RMI Cost of Service Study
Supports MWD’s Cost Allocations

FUNCTIONALIZATION OF REVENUE REQUIREMENTS

PLANT IN-SERVICE AND CWIP

Although not a component of test year revenue requirements, plant in-service and CWIP
data are important components of the functionalization process and provide a basis for
functionalizing plant-related revenue requirements. Plant in-service and CWIP were
functionalized based on a line item by line item review of Metropolitan's accounting data
and discussions with Metropolitan's staff. These expenditures were generally functionalized
to Source of Supply, Transmission/Distribution, Treatment, Storage, and Other. Where
plant in-service or CWIP expenditures existed that could not be specifically assigned to these
functional categories, they were prorated across all of the functional categories.

Tables 10 and 11 provide summary information on the functionalization of plant in-service
and CWIP accounts, respectively. Appendix Il provides a detailed listing of the
functionalized CWIP accounts.

DivisIONAL BUDGETS

[ PR U SR PR, kL s

STATE WATER PROJECT
Metropolitan pays SWP costs on the basis of billings from the Department of Water

Resources (DWR). These expenses were functionalized to either Source of Supply or to

Transmission/Distribution. The distinction was drawn on the basis of the nature of the
expense. DWR breaks the SWP bills into a number of different categories. Two categories

are clearly transmission-related, namely the capital charges for transmission facilities and
the operations and maintenance charges for transmission facilities. These expenses were

Resources (DWR). These expenses were functionalized to either Source of Supply or to
Transmission/Distribution. The distinction was drawn on the basis of the nature of the
expense. DWR breaks the SWP bills into a number of different categories. Two categories
are clearly transmission-related, namely the capital charges for transmission facilities and
the operations and maintenance charges for transmission facilities. These expenses were

33
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DTX-133: 1996 RMI COS Study, AR2012:016288_1 796 at 1876 ' - i



MWD: The 1996 RMI Cost of Service Study
Supports MWD’s Cost Allocations

Meatropolitan Water District Cf Southern Callfornia

Factore Uged In Functionalization of Operations & Malntenance Expanses

Program

Source Of Sup|

SWP

Treatment

Trana, /
st

Customer
Billing &
Support

Admin &
Genaral

Functonallzation Of Line ltem

Adminisirative Sanvices Division:
Mrgmnt & Suppon
FurchasingWarahouse
Off Srvcs & Support
Fadilities Management
Graphics Systems
Fleet Management

Environmental Complianca Division:
Office of the Director
Regulatory Affairs
Work Place Hith &Sty
Ervironmental

Legal Departrment, Tolal

Auchl Dapartmeant, Tolal

NON-DEPARTMENTAL O&M
Source of Sg:lphf

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

Administrathve & Goneral
Administralive & General
Administrative & General
Administrative & General
Administrative & Genoral
Administrative & General

Administrative & General
Administrativa & General
Administrative & General
Administralive & Ganeral

Adminkstrative & General

Adminisirative & General

State Water Project
Oparations and Melntanance
Dalta Water Charges

100% Source Of Supply, SWP
Transmission Distribution

Oft-Agueduct
Of-Aqueduct Transportation

Capital Charges
Delta Water Chames 100.00%
Transport. (incl. East Branch) 100.00%
O-Aqueduct 100 .00%

DTX-133: 1996 RMI COS Study, AR2012-016288_1796 at 1904

100% Source Of Supply, SWP
100% Sourca Cf Supply, SWP

100% Source Of Supply, SWP
Transmission Distribution
100% Source Of Supply, SWP




San Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates

SDCWA: National Association of Regulatory Utility Commissioners’
(“NARUC”) Uniform System of Accounts

| UNIEORM SYSTEM OF ACCOUNTS |
5%y ARAARsS §  “The NARUC system, which Raftelis cites
=: as authoritative . . . provides that ‘the
cost at the point of delivery of water
purchased for resale’ must be accounted

for as a supply cost.”
SDCWA Pretrial Brief at 16 citing at SDCWA2010-
2012_00000744 at 00000902

NATIONAL ASSOCIATION OF
REGULATORY UTILTY COMMISSIONERS

1101 Vérmant Avenue MW
- Washington, D.C. 20005
ELSA

Tel- (202) BIB-2200
Pa {2021 BOB-2913
WWW.REIUE. 0

- 52500

PTX-005; 1996 NARUC Chart of Accounts, AR2012-016288_1754 at 1755, 1757 : — .



SDCWA: National Association of Regulatory Utility Commissioners’
(“NARUC”) Uniform System of Accounts

610. Purchased Water

i This account shall include the cost at the point of delivery
of water purchased for resale.

21
Source of
Supply and
Expenses -
| FEEEEEE R | Operations
i UNIFORM SYSTEM OF ACCOUNTS

FORCLASSA -
WATER UTILITIES

Salaries and Wages -

Employees 601.1
Salaries and Wages -

Officers, Directors and
B Majority Stockholders 603.1
S Employee Pensions and

RS SRR Benefits 604.1

T {202y B98-2213
aruC o

Y Purchased Water ' 310.1

1996

PTX-005; 1996 NARUC Chart of Accounis, AR2012-016288_1754 at 1755, 1757



San Diego’s Documents Do Not Undermine the Reasonableness of MWD's Rates

SDCWA: National Association of Regulatory Utility Commissioners’
(“NARUC”) Uniform System of Accounts

WATER UTILITIES

B i « “[l]f the NARUC chart of accounts is effectively integrated

into the utility’s accounting system, identification of cost by
functional category is provided by the accounting

| | system.”
| SDCWA2010-2012_00000907 (Raftelis Textbook) at 00001091

| * “[T]he detailed accounting of operation and maintenance
expenses, in accordance with the NARUC guidelines,
provides for adequate breakdown of expenses for cost
of service allocation and appropriated distribution of
functionally allocated expenses to customer classes in
proportion to their respective demands on the water
system.” AR2010-003865 (AWWA M1 Manual) at 004176

DTX-134: Raftelis Textbook, AR2612-0]76288_5282 at 5292; AWWA M1 Manual, AR2010-003865 & AR2012-003865 at 41 %6 7



AWWA Manual M1

Principles of Water Rates,

Fees, and Charges

As with the other manuals prepared by the Rates and Charges Subcommittee,
this manual will not prescribe a solution. Rather, it is intended to provide guidance
and advice. The examples presented are merely examples. The underlying data and

assumptions are not endorsed or recommended either by AWWA or the Rates and
Charges Subcommittee for use elsewhere. The purpose of this manual i1s to describe
and present issues associated with developing water rates and charges, to
enumerate the advantages and disadvantages of various alternatives, and to
provide information to help users determine water rates and charges that are most
relevant to a particular situation.

IRy T\E\ 1

American Water Works Association

MWDRECORD2012_003865

DTX-030: AWWA Manual M1, AR2010-00£’;865 & AR2012-003865 at 3879



Rate Setting Is Different Than Accounting

MWD: The NARUC System of Accounts
Does Not Mandate Allocating SWP Costs to Supply

20 PEINCIFLES OF WATER RATES. FEES, AND CHARGES

Pl’inCipleS Of Water Rates’ CLASSIFYING O&M EXPENSES

T prupe b- account. for D&M expenses, it |S. mecegzary W develop a common
wethnd far elpasiflving espenses consistently Mom vear W year, Specifically,
fl&“ ehiald b clasified ir :l-\'hiwe- the fllowing goals:

Fees 3 and Charges ®  Permib proper mo reporting of each Ol sxpense ile-lln.

*  Beparale capatal res from DM expenses,

*  DProvide appropria ation bo utilily manngers for operading the utility
in o wat-efective manner.

®*  Provide historical data in o formal that fncilisales projections.
*  Huppori costolservice and rale-making caleulntions.
* Enhance comparabilily of expenses among wader utilities.

Chart of Accounts

The most. effective way ||‘_$c'=l[ ond track (MM expenscs o
Ihrrm}-nﬁ.nl'berrnr Inml't-m|1F nn

The National Association of Regulatory Utility Commissioners (NARUC) has
recommended a “Uniform System of Accounts,” which is widely used by regulated
utilities and can be modified for government-owned utilities as shown in the AWWA

publication, Water Utility Accounting. Other charts of accounts that meet the goals
previously set forth are also used.

perl' furmend fn conreclivn w ll ple-l'dll. 1 BUURCE . upply, T i
H the I.h h id, the = ] s are required for mainbenance in soarce and supply,
the w:w:l. mber is GILE

| IDENTIFYING NOMRECURRING O&M EXPEMSES
FOUNDED

Some TR ex pq e do ol I & the charscleristice of ongoing annual expenss

These eapense o vk incnrred repeantedly from pear to year bak acar mfregquently,

: ing (MeM expense i the ool of painting a waler

T i 1 shars pk. Tank pa 2 doess nol creale a oew assel, bul provides mamlesance Ly

AmefICOn WGTer Works ASSOC'O“O” un exi=ting assed, Thi= expense i@ an Q8B expenss, sven though i might be incwrred
only onee every 10 yesrs.

Amortization

Many ulilities amortize infrequently ccourring QEM expense over Lhe expecied
period between expenditures fo mimimize major fudbuslions in annual expenses.

MWDRECORD2012_003665 MWORECDRDEDZ_003004

DTX-030: AWWA Manual M1, AR2010-00£3865 & AR2012-003865 at 3904, 3997-98 and 3963



Rate Setting Is Different Than Accounting

MWD: The NARUC System of Accounts
Does Not Mandate Allocating SWP Costs to Supply

Principles of Water Rates,

Fees, and Charges Chapter 14

Fixed Versus
Variable Charges

AWWA MANUAL M1

Cost-of-service water rate designs olten 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
Fifth Edition bill will be the same, or fixed, for each bill regardless of the amount of water the

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.

associated with serving customers irrespective of the amount or rate of water they

use. These types of costs are referred to as eustomer costs and typically are costs that

would be recovered through a fixed charge. These costs are usually recovered on a per

- customer basis or some other nonconsumption basis.

FOUNDED Utilities also incur cosis associated with meeting average and above average
consumption. As described in chapter 7 of this manual, these costs may be
categorized as base and extra-capacity costs, or commodity and demand ecosts,

1 H 1 depending on the allocation method used. Regardless of the allocation method

Ame”CGn WGTer Works ASSOClghon selected, a utility incurs these costs because of the amount and pattern of its
customers’ water demands, Based on cost causation, these eosts are most appropri-
ately recovered through a consumption charge that varies with the customer’s
consumption

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

113

MWDRECORD2012_003865 MWDRECORD2012_003087

DTX-030: AWWA Manual M1, AR2010-00’3865 & AR2012-003865 at 003997-98



Rate Setting Is Different Than Accounting

MWD: The NARUC System of Accounts
Does Not Mandate Allocating SWP Costs to Supply

Principles of Water Rates, ““‘“”.
Fees, and Charges

Chapter 9

Selecting Rate Structures

PLANNING THE RATE STRUCTURE STUDY

The process of selecting the most appropriate rate structure for a particular utility is
not simple. The selection is complex because there are so many types of rate
structures. No one rate structure meets all utility objectives equally, and not all
objectives are valued the same by the utility or its customers,

Because selecting the most appropriate rate structure is an important
undertaking, it is advisable that the utility spend some time up front planning the

R Ay BT g ARSI SSABA M b B At

somrlimes compeding objectives,
When diverse and cummpe pling objeciives are wel ]| nalersiond and eva I whel,
utility ha |.I ppm ity to design & rate structo IJ al does more tha |:p]_v
recover ils cosis. A properly seleclsd rate struciure hwl.d upport and qu
FOUNDED blen d. E warious utility ohjeclives an d should work ns a public information w-ol in
oIy uting these objectives Lo customers.

American Water Works Association PLANNING THE RATE STRUICTURE STUDY

‘]‘h vrwuw-[ electing the most appropriate rate siroct I‘r wl. ilar wtility
mple. The seledion B eom rle because |?re<|n- ru-n«e of r Le

Ini.‘l.r\. Mo o rale elruciu weds all utility ¢ ~:un:l wlly, and ned all
abgectiv na]vdl.heqnelr-t]e utility ar its custon

Hem TE 9‘|t‘\.'- g the st agpe rrmt rale 1n|¢|urt g an imporlant
undertaking, it is advisable tkat ihe ulilily spend some time up Fenl pannmg the

T

MWDRECORD2012_003865
MWORECORDENMZ_00283

DTX-030: AWWA Manual M1, AR2010-00’3865 & AR2012-003865 at 3963



San Diego’s Documents Do Not Undermine the Reasonableness of MWD's Rates
SDCWA: 1969 Brown and Caldwell Water Pricing Policy Study

* “The 1969 Study . . . accounted
for SWP costs . . . as water
supply costs.”

THE METROPOLITAN
WATER DISTRICT OF SOUTHERN CALIFORNIA

JUNE 1383

BROWN AND CALDWELL — ROBERT A. SKINMER COMSULTING

MWORECORD2012_018286_1723

PTX-006; June 1969 Brown & Caldwell S;tudy, AR2012-016288_1723 at 1744



San Diego’s Documents Do Not Undermine the Reasonableness of MWD'’s Rates
SDCWA: 1969 Brown and Caldwell Water Pricing Policy Study
* “The 1969 Study . . . accounted for SWP costs . . . as water supply costs.”

Allocation to Functional Cost Components., For purposes of making the cost
separation discussced above all costs of the MWD system are considered allocable
to functional cost groups. The four functional components of cost considerad in

thie ctiidsr are the fAllavpstise
[T R N l—!'h-‘uﬁ."-rk! el ki L e d-'\-\..-'A‘.I-\.rF'll-I-LL'I:;-

1. Supply Svstem. The supply svstem includes all facilities involved in
the lunction ol making wailer available (o the initial regulating reservolirs of thoe
MWD distribiution system. This includes tho Colorado River Aqueduct up te the
inlot works of Lake Mathews, the proposcd Bolsa Island desalination plant and
its treated water transmission system, and the State Water Project facilities ax—
cluding the terminal regervoirg of that system, In sum, this calegory includes
facilities whose function is the delivery of water from the sourcas of supply to
the MWD digtribution system but whose oparation is essentially unrclated to the
problems of meeting short term fluctuations in demand of the individual customer

SDCWA2010-2012_00206541 of Brown and Caldwell Report

BROWMN AND CALDWELL — ROBERAT A, SKINMER COMSULTING EMGIMEERS

Footnote 9

MWDORECORD201Z_016286_1722

PTX-006; June 1969 Brown & Caldwell Study, AR2012-016288 1723 at 1744



San Diego’s Documents Do Not Undermine the Reasonableness of MIWD's Rates
SDCWA: 1969 Brown and Caldwell Water Pricing Policy Study

“The 1969 Study . . . accounted for SWP costs . . . as water supply costs.”

Table 8-4. {Continued)

Coat assigned to function, thowsand dollars

Admin,
Supply Dist, system Trexa koot ard

- - - Py T A e Iy i Y a e v L ) +
Ttem Tlaond lvamamo Miserd Wariable | Pixed WVariable jgeneral

Fistal year 1982-90

Operating expansas charged to:
Coloradn River aqueduoct
Distribution sy slem

DY =

Water tweatmont IJLuﬁlj

WARER "m“ Electncj..y for aqueducl pumping
POLICY STODLY rater purchase
R Colarado River 131
THE METROPOLITAN State of Califernia
WATER DISTRICT OF SOUTHERN CALIFORNIA Delty waler charge g, 070116, 009
Iransportation charge 7 oAALEAE 60
Administrative and general 9,850
Total operating expensc 149,013
Capital Teguirements
I=sterest 32,530
BROWN AND CALDWELL — ROBERAT A. SKINNER COMNSULT TING ENGINEERS a L) 13T
Foorriors 8 Rond redemption 12,297 .
Net capital for cnnst“LCtlor 1,070 9g
MWDRECORD2012_016268_1723 Tetal capital from rates and taxes | 45,877 3.817
Revenue reguired from rates and T T T ’
rogular axes 7,
Rowenue available from regular taxes G0 1,
Raedistribution of admin, and
general expenses 0 , 858 0 a: 734
Rewvenue required from water sales 151,500( 70,850 | 28,745 [ 3%, 614 | 6,473

paroant of revenue from water sales 1an.0 \E.GT 15.5% 4.27

JUNE 1968

3L 65
9l

@ Band redemption plus payments to city of Pagadena and San Niego Cannty Water Authority.
Grogse estimated capital construction, less funds availahle from bord procegds,
annexation fees, miscellanscus revenue and reserves,

¢ Includes saymant on State coatract,

SDCWA Pretrial Brief, p. 7 (citing SDCWA2010-2012_00206354 at 00206541, 00206543); PTX-006; June 1969 Brown & Caldwell Study at AR2012-
016288_1723 at 1746




San Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates

MWD: The 1969 Brown and Caldwell Study
Does Not Mandate Allocating SWP Costs to Supply

 The study was commissioned almost 50 years ago
when MWD had not yet unbundled its rates and did not
yet charge separately for transportation and supply
expenses.

« Study noted “[t]here are essentially two steps in a cost
of service study. The first is separation of total costs into
cost segments. . . . The second step is assignment of
these cost segments to appropriate cost components for
rate formulation.” AR2012-016288_1723 at 1739

 Brown and Caldwell separated supply from other costs in
step one. AR2012-016288_1739
Step two lumped “the cost[s] of producing and delivering
water” together because MWD had a single “commodity
component of a water rate” and not separate supply and
transportation rates. AR2012-016288_1723 at 1750

PTX-006; June 1969 Brown & Caldwell S:tudy, AR2012-016288_1723 at 1739, 1750



San Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates

SDCWA: December 1995 RMI Assessment of Principles
For Pricing Water Wheeling Services

ASSESSMENT OF PRINCIPLES FOR * “RMI concurred [with industry standards]

PRICING WATER WHEELING SERVICES BY

METROPOLITAN WATER DISTRICT that SWP costs are ‘supply costs’ that cannot

OF SOUTHERN CALIFORNIA

reasonably be included in a wheeling rate.”
SDCWA Pretrial Brief at 13 citing AR2010-001222 at 001245-46

* RMI “concluded that the wheeling rate MWD
ultimately adopted ‘could be perceived as
excessive’ because it ‘includes costs not
incurred to provide wheeling service, such

as ‘fixed SWP costs.”
SDCWA Pretrial Brief at 13 citing AR2010-001222 at 001249

DTX-136: Dec. 1995 RMI Study, AR2010-_001222 & AR2012-001222 at 1245-46, 1249



San Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates

MWD: The December 1995 RMI Assessment
Does Not Mandate Allocating SWP Costs to Supply

ST » MWD did not adopt any of the four options that
| RMI suggested, and did not, as SDCWA suggests,
adopt Option |

== OPTION I: INCREMENTAL POWER AND OTHER VARIABLE COST APPROACH
Under this option, Metropolitan’s initial wheeling rate would be based on the differential
between Metropolitan’s firm sales rate and Readiness-To-Serve Charge (RTS) and SWP’s
charges for incremental power and other variable costs. Under Metropolitan’s contract with -
the SWP, incremental power and fish program and replacement costs are the only costs that
Metropolitan would avoid in the short-run if its takes of water from the SWP were reduced

at the margin. Hence, they are a reasonable proxy for the costs that Metropolitan would not
incur to provide wheeling service. Hence, a wheeling Member Agency paying the firm sales
rate plus the RTS minus avoided costs would make the same contribution to the recovery
of ‘Metropolitan fixed costs (or margin) as a Member Agency purchasing water from
Metropolitan at the firm sales rate. This would be consistent with the equivalent margin
method of deriving an initial wheeling rate.

DTX-136: Dec. 1995 RMI Study, AR2010:001222 & AR2012-001222 at 1244



San Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates

MWD: The December 1995 RMI Assessment
Does Not Mandate Allocating SWP Costs to Supply

 Option |: MWD'’s rate for wheeling service is not
MWD’s firm sales rate plus the Readiness-to-Serve
Charge minus SWP’s charges for incremental power
and other variable costs

§ 4405. Wheeling Service.

(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

DTX-136: Dec. 1995 RMI Study, AR2010-601222 & AR2012-001222 at 1244; MWD Administrative Code § 4405



San Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates

MWD: The December 1995 RMI Assessment
Does Not Mandate Allocating SWP Costs to Supply

« RMI does not state that all SWP costs are
supply costs; it states that a wheeling rate may
be designed “by subtracting all SWP and CRA
supply costs.” RMI does not address

transportation-related SWP costs.
AR2010-001222 at 001245-46

» RMI does not state that SWP costs cannot
reasonably be included in a wheeling rate; the
“total avoided supply cost approach” was one of
four options RMI| evaluated for MWD’s
wheeling rate— some options included fixed
SWP costs. Ar2010-001222 at 01244-45

DTX-136: Dec. 1995 RMI Study, AR2010-001222 & AR2012-001222 at 1244-46



San Diego's Documents Do Not Undermine the Reasonableness of MWD's Rates

MWD: The December 1995 RMI Assessment
Does Not Mandate Allocating SWP Costs to Supply (cont’d)

* RMI evaluated the pros and cons of four
different proposed wheeling rates. RMI

ASSESSMENT OF PRINCIPLES FOR

P ey SELVICES px concluded that two of the four options could be

OF SOUTHERN CALIFORNIA

perceived as excessive. AR2010-001222 at 001249, 001251

* RMI recommended MWD adopt the wheeling rate
option that included fixed SWP costs because it
was the “only rate method examined that would
satisfy the requirement . . . that Member
Agencies be ‘held harmless’ from any cost
shifting due to wheeling.” Ar2010-001222 at 01254

DTX-136: Dec. 1995 RMI Study, AR2010-601222 & AR2012-001222 at 1249, 1251, 1254



8. MWD Supported Its Determination Under the Wheeling Statute
with Written Findings



The Wheeling Statute

 No “public agency may deny a bona fide transferor of water the use of
a water conveyance facility which has unused capacity, for the period
of time for which that capacity is available, if fair compensation is paid
for that use” cal. water Code § 1810

 “Fair compensation” is 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” cal. water Code § 1811(c)

 The public agency “shall support its determinations by written
findings” Cal. Water Code § 1813



MWD’s Written Findings Under The Wheeling Statute

42238

NOW THEREFORE, the Board of Directors of the Metropolitan Water
District of Southern California does hereby resolve, find, determine and order as follows:

RESOLUTION OF THE BOARD OF DIRECTORS
OF THE METROPOLITAN WATER DISTRICT OF

Section 3. Thatin order to recover fair compensation for the use of its
conveyance system for wheeling, it is necessary for Metropolitan to adopt wheeling rates
according to the methodology set forth in Attachment 1.

to its member public agencies;

WHEREAS, Metropolitan has a contract with the State of California
which requires Metropolitan, on a take or pay basis, to pay a proportionate share of the

Seetmn 4.

R

A uniform rate is appropriate because of the integrated nature of Metropolitan’s
conveyance system; because Metropolitan’s historic and current rate setting policy has
been, and is, based on the postage stamp concept;

regarding the use of 1ts facilities. Or ItS FiENts to Use ¥WE tacilities. to transnort Water not —

because Water Code Section 1811(c) defines “fair
compensatlon to include reasonable charges for the use of the entire conveyance
“system.”

75

MWDRECORD2012_002446

DTX-680: MWD Resolution 8520—Fixing and Adopting Wheeling Rates, AR2010-002446 & AR2012-002446 at 2448



MWD’s Written Findings Under The Wheeling Statute

Section 5. That the allocation of costs as shown in Attachment 1 to
Metropolitan’s transmission function accurately reflects the capital, operation,
maintenance and replacement costs incurred by Metropolitan to convey water to its
member agencies, through Metropolitan’s conveyance system, including Metropolitan’s
rights in the State Water Project system, and that including those costs in Metropolitan’s
wheeling rate is necessary to insure recovery of fair compensation for the use of that
conveyance system.

WHEREAS, The Metropolitan Water District of Southern California

Section 9. That wheeling rates for member agencies during non-shortage
periods shall be a rate equal to $262 per acre-foot for firm wheeling service and a rate
equal to $141 per acre-foot for non-firm wheeling service effective January 15, 1997.

Aqueduct and its pumping plants, reservoirs and associated facilities for conserving,
storing and transporting water to Metropolitan's service area;

Section 11. That such wheeling rates for the period after June 30, 1997
shall be set annually as part of Metropolitan’s rate-setting practice under Sections 4300
through 4304 of Metropolitan’s Administrative Code.

regarding the use of its facilities, or its rights to use SWP facilities, to umsﬁon water not
owned or contralled hv Metranolitan (*wheeling™):

Section 15. That the determination whether there is unused capacity in
Metropolitan’s conveyance system, and in particular facilities of the conveyance system,

shall be made by the General Manager on a case-by-case basis in response to particular
requests for wheeling.

MWDRECORD2012_002446

DTX-680, MWD Resolution 8520’Fixin§ and Adopting Wheeling Rates, AR2010-002446 & AR2012-002446 at 2449 and 2450



9. The Exchange Agreement Does Not Undermine MWD’s Rates




The Exchange Agreement Is Irrelevant to the Rate Challenge

Prior to January 2003, MWD January 1, 2003
charged a bundled, inclusive single unbundled rate structure
rate for conveyance and supply becomes effective
July 1998 MWD begins strategic —
process to review management of October 10. 2003
assets, revenues and costs SDCWA ’
Dec. 14, 1999 Executes . .
Strategic Plan Policy Amended — Not Administrative Record
Principles adopted
following public Exchange
hearings and interviews Agreement

with Directors, Member —
Agencies, legislators,

business and

community leaders

Oct. 16, 2001
MWD Board
voted to adopt
unbundled rate
structure

March 12, 2002

MWD MA's approve DTX-042: 3/12/2002 MWD Bd. Vote Approving Rates, AR2010-
unbundled 006431 & AR2012-006431; DTX-045: Final Report on Rates and
components of water Charges, AR2010-006463 & AR2012-006463 at 6470-6471; DTX-132:
rates to be effective Resolution 8805, AR2012-006464_01; DTX-036: 10/16/2001 MWD
Jan. 1, 2003 Bd. Minutes, AR2010-005730 & AR2012-005730 at 5737-5739
AL

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013



Exchange Water is a Blend of SWP and CRA Water

THE METROPOUTAN WATER (NSTRICT
OF SOUTHERN CALIFORNIA

Office of the Genaral Manager HE A _ THE METROPOLITAN WATER DISTRICT
Date: Apiil 5,2012 B e B OF SOUTHERN CALIFORNIA

Tor Board of Directors
Member Agency Managers

From: General Manager Jetfrey Kightlinge
General Counsel Mareia Scully

Subject: Response to SDCWA Report on Cos
At the public hearing on March 12, 2012, the San Di Omce Df fhe Ge”eraf Manager
provided a report entitled "San Diego County Water
Service Rate Review™ (FCS Review). Our response

;Zn:;‘;amr/lurkomy Misconstrues Metropolitan’s | D &1 e Ap ri‘l 5 , 2 0 'I 2

Overall, the FCS Review appears to be based on mis
the system’s functionality informs the rate setting,

The FCS Review Fails to Appreciate the In TO : BO ard Of D i recto rs

Metropolitan's system draws on diverse supply sourg b A M

distributes water in six counties, and serves an area | h,-l

the most recent study of the system, the 2007 Integre ember g'en ':)" an a’gers
flexibility as a key component of overall rcliabilit_\.‘

the ability to respond to short-term changes in regior

requirements, and member agency demands. And it

maintain partial to full water supply deliveries during From : Generﬂ] Manager Jeffrey K_i g]]tlinger

Metropolitan's integrated conveyance, distribution ar

reliability. Itis fair and reasonable, therefore, to exp 1
e General Counsel Marcia Scully
Owperational flexibility has been achieved by creating

integrating the State Water Project (SWP) and the G

with the in-basin distribution system. This integrate: : : -

from the SWP and the CRA hh  diverse port oo Subjecect: Response to SDCWA Report on Cost of Service Review
including the Central Valley groundwater storage pri

flexible storage capacity in Castaic Lake and Lake Peifisyisme vt Siorage (e ireser wal e G oacneia

Valley (DWCV) Advanced Delivery account, in-basin surface storage in Diamond Valley Lake (DVL)

and Lake Mathews, and in-basin groundwater Conjunctive Use Programs. This integrated, regional

network allows Metropolitan 1o move supplies throughout the system in response to supply availability

and operational needs, and is shown in Figure 1: Metropolitan Facilities, Supplies and Storage

Portfolio.

2007 Integrated Area Study, Report No. 1317, pg 2-10.

MWDRECORDZ012_018583

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



Exchange Water is a Blend of SWP and CRA 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 ] R e
Member Agency Managers | Lial ¥ RE Wyl o il
- = ;i : T 21 Vi Tremmeant Plame .o | _

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\-i\:\’.'.a.ippcar:; to be based on mispereeptions regarding Metropolitan's system and how The same fexibility principles inform dev e]npmem 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 Importatice of Regional System Flexibifity reliability of Metropolitan's imported water service in the face of so many changing conditions is the
result of its m[cgraud [“Icmbh opcraung system, wnmsm]g uJ"Ihc umllum.n[ to use the SWP

[ s s e e i i Sl E

mtake for Colorado River water at Lake Havasu. Metropolitan delivers the Exchange Water in
approximately cqual 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.’And Metropolitan’s ability to blend water from various sources means
that the Exchange Water delivered to the Water Authority 1s less saline than the Conserved Water
transferred to Metropolitan at Lake Havasu. Given the operatmg ﬂex1b1|1ty of Metropolltan S system

ANGTLAKE MATEWs, ana M-pasin grounawater COMJuncrive USe Frograms. 1 nis INtegrated, regionar
network allows Metropolitan 1o move supplies throughout the system in response to supply availability
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.

Metronglitan's system draws on diverse s‘unnl\- SOUFCES, Lransnarts waler across a hrne part af 1113 State,
TJ T T

MWDRECORDZ012_018583 MWORECORD2012_016586

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



10. San Diego’s Dry Year Peaking Glaim Has No Support
in the Administrative Record

San Diego Alleges That MWD’s Rates and
Charges Fail to Properly Allocate Costs
Associated With Annual Variations in Water Use

SDCWA 2012 Complaint, 165 =



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).
LADWRP’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 costto
-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 propetly allocate the costs of standby service

SDCWA 2012 Complaint, | 65



San Diego’s “Dry Year Peaking” Claim

 MWD'’s peak-related rates and charges are designed to recover:

1. The cost of MWD standing by to deliver any unusually
high amount of water

2. The cost of having the capacity available to satisfy
the highest water demands throughout each year

* MWD’s volumetric supply and transportation rates ensure that
when a member agency buys more, it pays more for variations in
annual demand

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11473, 11483, 11492, 11494-95; DTX-110: 2012 COS, AR2012-016594 at 16697-80, 16688,
16698-99



San Diego’s “Dry Year Peaking” Glaim

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 Manual M1, AR2010-003865 & AR2012-003865 at 3935, 3941




San Diego’s “Dry Year Peaking” Glaim

» San Diego contends that
some Member Agencies
“roll on™ and “roll off” the
MWD system and do not pay
for their proportionate share
of costs

DTX-108: March 2012 FCS COS Iéeview,’AR2012-016154 at 16176-77

 San Diego misrepresents the
differences between member
agency annual variations

 San Diego’s own expert
showed that MWD's Member
Agencies all vary the amount
of water they use, and they
are not significantly different
from each other in how they
do it




San Diego’s “Dry Year Peaking” Claim

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



San Diego’s “Dry Year Peaking” Glaim

aunty Water Authofty MWD Cost of Service Rate Review

noos 19

Table 1. Evaluation of Water Deliveries

Standard
Deviation/Ave
Sales”

Peak

Increase
(AF)

N e ———

Average
Annual
Deliveries (AF)'

Peak/Ave
Sales Ratio

Peak Deliveries
(AF)

Agency

(.cnlral Basin B-i 900 119 "‘L‘m 34,300

anptnn 3,000 3,900 900

Eastern _] 104,100 _“]_3»5;;[-0 32,800

Foathill i 12,000 i 14,800 2,300

Fullerton J 12,500 | 17,800 |_ 5,300 N 32 :

Gmiae | mow | mm | eme | | ow « SDCWA's expert calculated the
| Inland Empire 76,500 “06,300 I 20,300 E 12

Las Virgenes 23,200 "? 100 3,900 . 06 1 '
e _ ratios of highest annual water

les Angeles 332,500 -1-34 100 102,200 2
T e _ use to average annual water

;Zi:‘i‘:; m _ ; use for all Member Agencies
| San Fernando 300 500 600

San Marina 1,000 1,600 | 60 g o Over the |aSt decade

Santa Ana | 15,600 I 22,000 6,400

‘ Smnla M:mln 2.7 01) 14,400 1 ?I‘It’lﬂ _

Three Valleys 5, 14,500

| Turnm e | 20, 1 2,500

31,600

| West Basin | 140,100 | 150,400
| I
Western MWD | 92,300 115,100 J

" Values rounded 1o the ncarcst 100 AF

? Standard deviatio

* .) F(_ q (JR()[J p W, Bie sgEF e p.c o

DTX-108: March 2012 FCS COS Review, 7AR2012-016154 at 16177
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13,000
T 34000
Q00
32,800
2,800
5,300
200 | w0 | 6200 N

T, “'IJL'I 96 SUD

= = Los Angclcs
-

- C— — | E—— 102,200

)fLB UROUP

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

 MWD’s largest customers
(>100,000 AF per year,
accounting for more than 70%
of total water deliveries) all had
a ratio between 1.07 and 1.32

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



San Diego’s “Dry Year Peaking” Glaim

ott of Service Rote Raview

» All Member Agencies had ratios
ronmes | i, | e | i, between 1.07 and 1.72,

£ Inerease .
i Ak Soiles Ra H
Deliveries (AF)' Ak (AF) iles Ratin Sales!

Anaheim 2o | aam 5,400 on exce t for MVVD’ S sSm al |e St
. Beverly Hills ! 12,400 I 13,600 1,200 0.08 p

e e | e | customer — San Fernando at 3.0,

Calleguas 118,400 13,000

#— BT T who averages 300 AF/yr

Em °°° (approx. 0.000176% of total
|4 e wa . G MWD projected water sales)

| Long Beach 40,900 47,500

: Los Angeles 332,500 434,700

MWDOC | 283,100 360,600

I Pa-.adelu J 23,300 25,500
San Dtegn 603,300 667,900 4,
. San Femando 300 900 T 0
San Marino 1,000 1,600
| 15,600 )

| Torrance
i

| Upper San

ClE0l00 | 150400
]

92,300 115,100

\ aluﬁ rnundtd o lhe nearest 100 AF

Sland:lrd deviation of average annual deliveries [Jm.'l uding sales and wheeling) divided by average sales

* .) ]"(_ 5 GROUP www, fesgraup.eom

DTX-108: March 2012 FCS COS Review, AR2012-016154 at 16177



San Diego’s “Dry Year Peaking” Claim

Chapter 3 1

Principles of Water Rates, Wholesale Rates
Fees, and Charges

WATER SERVICE

Whnleaxls servicn meay be defined me “n erustins = whach woler = sald e 0 cosiomer
or prania of delivery for memle o individon) retal susiomers
prea” Nosi whelessle cusiomers ame

il oeaibed wpler olilivies nsay purcdase whodesale i
o ulilivmes. & provider of wholssnk servies Uhal is groeing i
reginal woler golhorilies. Thi relee doecloped under sggional wualer ool
AV A RARLIAL M1 banafit from the we al scbe Lisd wilk alficmtly reelngy bermilarial
wiler demands
Filth Edifign In prosuling whalessls servics, mosi ulildies are doaleg wilk 5 Bw high-
consumplion oustomers, In mosl caeem, wheleale mstsmers de oot use oeripm
(oeilities ard servioes required by retall customers. Usually, the whelesale cosiomer
providis these ndditionnl servioos e is casasmers. This, the uiility provides aoier ai
ot of more delivery poinls, and the whalesoale costomser provides Uhe destribolion
ey, saler maading servies indivalual cusionser elligg, and cuslonsr servesa.
Thu whalesul F1T: Iy el providas gprouml o akoobed
slarape nf waiere

DETERMIMIMG COST OF SERVICE

& gosi analysls e required do delermine revenpe requiremeni= of whelea
sy i Lo allocals this revenoe requiremenl W individisl wiakeanbke ol
Wi thie whelisinle grodiig as o clase, The analesis shoakd ineluiks sgaadic sindilos
pirvise o whilisale cuflomars, specilie lyps and livel of service peoveded. o
consideruiios of Be way m which the =tilily adoslly provides servics o ils
€ F Ty dasi i rubms should recover the oo, se meady as =
practicahle, of providing servioe i a custemer, o a clnee of rusiomeera, with minimal
eross-guhaidizing among cesirmer clonases

Secisan 1l of s mameal describes cosi allecmiion methedelogies. These meikbods
emphasioe thl e ooed ol providing woicr soevies vorkes wiih U5 dobal amooni of

American Water Works Association

MWDRECDORDOD3S65 MWDRECORDODG117

DTX-030: AWWA Manual M1, AR2010-003865 & AR2012-003865 at 4117
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ZM PEIECINEE OF WATER BATES, FEES, AX[FOTANLES

Tade 30-1  Custoemer o demarad Wctors

 ptrree Clasm $lamen pn-lhy Fhemr® brongr | Moaximum-Hour Factor Gronge

[ LR P I (B ] -4 W
Cammurainl L0 1. 6158
Ired uisiarial LS5 1.1

W bl La0-EE0 1500 4 0

=Nl v - ek Do, & e ie apid walle, o Sodws Pl e he Tund maimed i s Declars

wpter ooreamesi and the relaires peak demprd af custamem or dosses ol meiomsers
Ihis It has imperiant imphoaisans far wholesale cusiomers, Peak dempnd ollen =

Table 31-1 Customer class demand factors

Customer Class Maximum-Day Factor® (range) Maximum-Hour Factor (range)

Residential 1.50-4.00 2.00-8.00
Commereial 1.20-3.00 1.75-4.50
Industrial 1.05-2.25 1.30-3.00
Wholesale® 1.20-2.50 1.50-4.00

*Maximum-week factors, where applicable, are somewhat lower than maximum-day factors.

varinian o thess

Table 311 illesirmies thel che mAsimom-day ssd sasimomehoor domand
Toeiore foF winkesnk: wiler Servind mey vary widely, beaesen of Lhe dlkesirmliog
dhapiels, Ui mangs o inlei-claks diversaly Bir 1B w halisale eloks 1§ Somes Bal graler
Wi i perisanl withi s indhesinal ekiss, and beer ian 2 ashibiled within o
reeidmbial diss. Buch vansbbkiy =0 snliedlandable wism eoe onsales that s

ypizal whnlessls cusinmeer pervee 5 omo of mesdedind, cenmeerin, and asdueirial
1

rusinmeera. The many Lypes of usiomers sereed by the whalessle ¢ i
inte & more uniform dempsd on the supplving ubiliy, [n pddiion, the whelesale
tusinmer mey modily lis sysiem with purcheesed water to beiler manage spsien
wier resourees. Por esnngde, o wholesake utility may purchpse waier 0 pechorge &
il plarigde Bieilive Adwing Lhé sbarage ik odoeinlbom b Fies oF Tall &k disinnd
o emiad-uisd cusbansers, B0 wBokieak cetimiers demisad pralile oy sioms s s o
Lzl ol & B rsfusirisd cuslamar and cs= acbually el in redocing Us reccimre=-
heur demnnd placed oo the woier sepplier.

MWDRECORDODM118

DTX-030: AWWA M1 Manual, AR2010-003865 & AR2012-003865 at 4118




San Diego’s “Dry Year Peaking” Glaim

* Regardless, even if it were true
that Member Agencies rolled off
and on in very different ways,
MWD'’s rates and charges still
reasonably account for annual
variations in Member Agency

Metropolitan Water District of Southern California Wate r usage

Fiscal Year 2012/13 Cost of Service
Option 2

« Contrary to SDCWA'’s allegations,
in every rate-setting cycle MWD
has done a Cost of Service study
(sometimes multiple studies) that
properly allocates costs to rates
and charges

March 2012

MWDRECORD2012_016674

DTX-090: 2010 COS, AR2010-011443 & A:R2012-011443 at 11467; DTX-110: 2012 COS, AR2012-016594 at 16674
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Costs Associated with Annual Water Use Are Recovered
Through MWD’s Volumetric Rates and Charges

Water Rate Payments Supply Rates Recover:

Volumetric Charges (5/AF) « Costs for SWP and CRA facilities and programs
———ertaoncier?: o that relate to maintaining ar]d developing supplies
Supply Rate to meet the Member Agencies’ demands

» Capital financing, operating, maintenance and
overhead costs for drought storage in MWD’s
reservoirs

— Drought storage provides reliable supplies by
carrying over surplus supplies from periods of
above normal precipitation and snow pack to
drought periods when supplies decrease

Tier 1 v. Tier 2:

* |[f a Member Agency’s water purchases in a
Readiness-to-Serve (RTS) calendar year excegd a base amount, then it
must pay a higher Tier 2 Supply Rate

System Access Rate

System Power Rate

Water Stewardship Rate

Treatment Surcharge

Capacity Charge

DTX-090: 2010 COS, AR2010-011443 & A:R2012-011443 at 11474-75; 11499-500; DTX-110: 2012 COS, AR2012-0165§4 at 16681, 16700



San Diego’s “Dry Year Peaking” Glaim a4t

Costs Associated with Annual Water Use Are Recovered
Through MWD’s Volumetric Rates and Charges

Water Rate Payments System Access Rate Recovers:

Volumetric Charges (S$/AF)
L * Most (in 2013-14 rate cycle, 52%)
Supply Rate of the capital, and all of the operations,
maintenance and overhead costs for
the transportation facilities in the State
System Power Rate Water Project and Colorado River
Aqueduct, except power

System Access Rate

Water Stewardship Rate

* A portion of regulatory storage costs

Treatment Surcharge . . . .”_
— This provides operational flexibility in

meeting peak demands, essentially
Readiness-to-Serve (RTS) increasing the physical distribution
capacity

Capacity Charge

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 006518; DTX-090, 2010 Cost of Service, AR2010-011443 & AR2012-
011443 at 011492, 11484-11485, 11488, 11490; DTX-110, 2012 Cost of Service, AR2012-016594 at 016697, 016689, 016693, 016695
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Costs Associated with Annual Water Use Are Recovered
Through MWD’s Volumetric Rates and Charges

Water Rate Payments System Power Rate Recovers:

Volumetric Charges (S/AF)

* Energy costs for pumping water
to Southern California

Tier 1 and Tier 2
Supply Rate

System Access Rate

System Power Rate

Water Stewardship Rate

Treatment Surcharge

Readiness-to-Serve (RTS)

Capacity Charge

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 006520; DTX-090, 2010 Cost of Service, AR2010-011443 & AR2012-

011443 at 011492; DTX-110, 2012 Cost of Service, AR2012-016594 at 016697
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Costs Associated with Annual Water Use Are Recovered
Through MWD’s Volumetric Rates and Charges

Water Rate Payments Water Stewardship Rate Recovers:

Volumetric Charges (S/AF)

e Costs for

Tier 1 and Tier 2

Supply Rate
il — Local Resources Development

System Access Rate : :
— Conservation Credits Program

System Power Rate

— Desalination

Water Stewardship Rate

Treatment Surcharge

Readiness-to-Serve (RTS)

Capacity Charge

DTX-045: Final Report on Rates and Charges, AR2010-006463 & AR2012-006463 at 006519; DTX-090, 2010 Cost of Service,

AR2010-011443 & AR2012-011443 at 011492; DTX-110, 2012 Cost of Service, AR2012-016594 at 016697
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Costs Associated with Annual Water Use Are Recovered
Through MWD’s Volumetric Rates and Charges

Water Rate Payments Treatment Surcharge Recovers:

Volumetric Charges (S/AF)

» Capital, operating, maintenance and
overhead costs for MWD'’s five
treatment plants

Tier 1 and Tier 2
Supply Rate

System Access Rate

System Power Rate

Water Stewardship Rate

Treatment Surcharge

Readiness-to-Serve (RTS)

Capacity Charge

DTX-090: 2010 Cost of Service, AR2010-011443 & AR2012-011443 at 011492; DTX-110, 2012 Cost of Service, AR2012-016594 at 016697
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Schedule 9. Rates and Charges Summary

Effective January 1st

Tier 1 Supply Rate ($/AF)
Delta Supply Surcharge ($/AF)

Tier 2 Supply Rate ($/AF) * Annual variations in water usage
System Access Rate (S/AF) are also recovered through the
Water Stewardship Rate (S/AF) Readiness-to-Serve Charge,

System Power Rate ($/AF) which is allocated based on a 10-

Full Service Untreated Volumetric Cost ($/AF) :
it year rolling average
Tier 2
Replenishment Water Rate Untreated ($/AF) $442
Interim Agriculturai Water Program Untreated ($/AF $537

Treatment Surcharge ($/AF) $234
Full Service Treated Volumetric Cost ($/AF)
Tier 1 $794
Tier 2 $920
Treated Replenishment Water Rate ($/ $651
Treated Interim Agricultural Water Program ($/AF) $765

Readiness-tc-Serve Charge ($M) $146 $142

Capacity Charge ($/cfs) $7.400 $6,400
* The Delta Supply Surcharge will be suspended after 2012,

** Discussions on the replenishment program are continuing with the Member Agencies.
*** The interim Agricultural Water Prograrm will be discontinued after 2012.

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11491; 2012 COS, DTX-110: AR2012-016594 at 16696
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Annual Variations in Water Usage
Are Also Reflected in the
Water Rate Payments .
Volumetric Charges (S/AF) Readiness-to-Serve Charge:

"~ TierlandTier2 RTS Recovers:
Supply Rate

* Emergency and regulatory storage in
MWD's reservoirs

System Access Rate
System Power Rat . .
yerE POET A - Capital costs for State Water Project
Water Stewardship Rate and Colorado River Aqueduct facilities

e ——————— to meet peak monthly or seasonal
Treatment Surcharge deliveries

If a Member Agency’s water use goes up
Readiness-to-Serve (RTS) or down annually, that affects its RTS
Capacity Charge allocation for the next decade

DTX-090: 2010 COS, AR2010-011443 &A’«R2012-011443 at 11473, 11483, 11494-95; DTX-110: 2012 COS, AR2012-071 6594 at 16697-80, 16688, 16698-99
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Schedule 9. Rates and Charges Summary

Effective January 1st

Tier 1 Supply Rate ($/AF)
Delta Supply Surcharge ($/AF)
Tier 2 Supply Rate ($/AF)

System Access Rate ($/AF)

Water Stewardship Rate ($/AF) Variations in water usage also
System Power Rate ($/AF) affect the Capacity Charge, which

Full Service Untreated Volumetric Cost ($/AF)

Tier 1 IS allocated based on the

Tier 2

Replenishment Water Rate Untreated ($/AF) M e m ber Ag e n Cy’ S m aXl m u m

Interim Agriculturai Water Program Untreated ($/AF)

summer day demand over the
Treatment Surcharge ($/AF) .
Full Service Treated Volumetric Cast (3/AF) course of a three-year period

Tier 1
Tier 2 $9020
Treated Replenishment Water Rate ($/AF) $651
Treated Interim Agricultural Water Prog ($/AF) $765

Readiness-to-Serve Charge (3M $146 $142

Capacity Charge ($/cfs) $7.400 $6,400
elta Supply Surcharge will be suspended after 2012.

** Discussions on the replenishment program are continuing with the Member Agencies.

*** The interim Agricultural Water Prograrm will be discontinued after 2012.

#*

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11491; DTX-110: 2012 COS, AR2012-016594 at 16696
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Variations in Water Usage
Are Also Reflected in the
Water Rate Payments .
Volumetric Charges (S/AF) CapaCIty Charge:

e Capacity Charge Recovers:

System Access Rate » Cost of providing MWD’s distribution

facilities for peak usage
System Power Rate .
» Cost of providing seasonal peak storage

Water Stewardship Rate capacity within MWD’s system

Treatment Surcharge — Gives MWD the operational
flexibility to meet peak demands

Readiness-to-Serve (RTS) The Capacity Charge recovers the costs
of variations within a year

Capacity Charge

DTX-090: 2010 COS, AR2010-011443 & AR2012-011443 at 11,484-85, 11488, 11490, 11492; DTX-110: 2012 COS, AR2012-016594 at 16688-89, 16693,
16695, 16697
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* San Diego complains
Los Angeles is rolling on and
rolling off the MWD system

SDCWA 2012 Complaint, { 65

* It is not possible to “roll on” and
“roll off” MWD'’s system without
paying for its costs



san Diego Was an Active Participant
in Designing, Evaluating, and Approving Rates
Along With The Other Member Agencies




January, 2002: March, 2002: March, 2008:
San Diego voted to approve San Diego voted to San Diego voted to
Resolution 8796 describing | | 2acerove rates under approve rates under
the rate development same structure same structure =
initi i April, 2012:
process and initiated Pl arch, 2005: Rates effective ) 4
' ' ’ - Jan. 1, 2009 San Diego
adoption of the new rates h=al San Diego voted to e
, approve rates under & approve
Rates effective Jan. 1, 2003 same structure %q; - 2 different
I April, 2009: or;tion f%r
U4l March, 2006: San Diego ELES LT lET
A=l San Diego voted to voted to e salie
approve rates under approve rates structure;
same structure under same Rates were
I structure ?g;sedtby ?
Rates effective 0 \,’o B0
April, 2007: Jan. 1, 2010 MWD'’s Board
San Diego voted to
approve rates under
same structure
— —_ — 1 1 1 v
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

MWD Bd. Meeting Minutes and Rate Votes, DTX-040: AR2010-006223 & AR2012-006223; DTX-042: AR2010-006431 & AR2012-006431; DTX-059: AR2010-008252 &
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