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Petitioner San Diego County Water Authority (“Petitioner” or “Water Authority™) brings
this Petition for Writ of Mandate, Complaint for Declaratory Relief, and Complaint for

Determination of Invalidity (“Complaint™) and alleges as follows:

INTRODUCTION

1. The Water Authority is one of 26 member agencies of Respondent and Defendant
Metropolitan Water District of Southern California (Metropolitan) and is its single largest customer.
Like all other Metropolitan customers, the Water Authority is legally entitled to fair rates for the
water, water transportation and other services Metropolitan provides. Although the Water Authority
has made repeated, good faith efforts to work with Metropolitan to ensure that Metropolitan’s rates
and charges fairly allocate its costs among its customers, Metropolitan adopted rates and charges on
April 13, 2010 that, when they take effect on January 1, 2011 and January 1, 2012, will overcharge
the Water Authority by more than $29.9 million annually. Unless corrected, that overcharge will
continue o increase indefinitely. Metropolitan imposes this multi-million dollar annual overcharge
by mischaracterizing certain water supply costs as water transportation costs. This miscaﬁegorization
uniquely disadvantages the Water Authority, which is Metropolitan’s largest customer for water
transportation,

2. This overcharge occurs in two ways. First, Metropolitan improperly allocates a large
percentage of the costs it incurs to purchase water from the State Department of Water Resources
("DWR") as a water transportation cost, not a water supply cost. Second, Metropolitan improperly
incorporates the costs of subsidizing conservation and the development of local water supplies in the
charges it imposes for water transportation; however, these expenses, too, should be allocated as a
water supply cost. The effect of these misallocations is to artificially increase the charge that the
Water Authority pays Metropolitan to transport water through its facilities.

3. All of Metropolitan’s member agencies other than the Water Authority benefit
directly from Metropolitan’s overcharge for the use of water t_;ggg_por@i_q?"f{clcilities. Accordingly,
the representatives of these member agencies, who comprise a majority of Metropolitan’s board,

have no incentive to remedy Metropolitan's overcharge to the Water Authority. This overcharge
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violates constitutional, statutory and common law, as well as Metropolitan’s own administrative
guidelines, which require it to impose fair and reasonable charges that are proportionate to the cost
of serving each customer. Moreover, Metropolitan’s misallocation of supply costs as transportation
costs disguises the true cost of importing water via the environmentally constrained Sacramento-San
Joaquin Delta (“the Delta”). This is inconsistent with the stated objectives of the California Water
Code and policy proclamations by Metropolitan’s Board of Directors.

4, The Water Authority has a responsibility to the approximately 3.2 million people in
San Diego County and businesses that generate $175 billion in gross domestic product annually to
ensure it pays Metropolitan only what the law permits for the services Metropolitan provides to the
Water Authority. Accordingly, the Water Authority asks this Court to declare that the rates and
charges adopted April 13, 2010 are invalid and issue an order prohibiting Metropolitan from

misallocating supply costs to transportation.

PARTIES

5. Petitioner is, and at all times mentioned herein was, a county water authority
organized under the laws of the State of California and located in the County of San Diego,
California. _

6. Respondent and Defendant Metropolitan is, and at all times mentioned herein was, a
public agency of the State of California organized pursuant to the Metropolitan Water District Act
[Stats. 1969, ch. 209 as amended; West’s California Water Code—Append. §§ 109-134 (2010)], and
located in Los Angeles, California.

7. The true names and capacities of the Respondents identified as DOES 1-10, inclusive,
are unknown to Petitioner, and Petitioner will amend this Complaint to insert the true names and
capacities of those fictitiously named Respondents when they are ascertained. Petitioner is informed

and believes, and on that basis alleges, that at all times relevant to this action each of the

‘Respondents, including those fictitiously named, was the agent or employee of each of the other

Respondent or Respondents, and while acting within the course and scope of such employment or

agency, either took part in the acts or omissions alleged in this Complaint.
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SERVICE OF PROCESS

8. Petitioner will serve Metropolitan with the summons and complaint in this action in
the manner provided by law for the service of summons in a civil action.

9. Published notice of this action in newspapers of general circulation published in the
counties served by Metropolitan is the method most likely to give notice to persons interested in
these proceedings. Those counties include Ventura, Los Angeles, Riverside, San Bernardino,
Orange and San Diego. Petitioner will seek an order ex parre ordering:

a. Publication of the summons in newspapers of general circulation in these counties
pursuant to Code of Civil Procedure Section 861; and,

b. that notice be given by mailing a copy of the summons and complaint to those
persons, if any, or their attorneys, who have notified Petitioner’s attorneys of record
in writing of their interest in the matter not later than the date on which publication of
the summons is complete or such other time as the Court may order.

10. If Metropolitan agrees, as an alternative to an ex parre application, Petitioner will
present the Court with a stipulation and proposed order for publication of the summons as set forth

above,

JURISDICTION AND VENUE
11. This Court has jurisdiction over this matter pursuant to Code of Civil Procedure
Section 1085, and with respect to the Fifth Cause of Action, Code of Civil Procedure Sections 860,
et seq., and Government Code Section 66022,
12, Venue is proper in this court as Respondent is located within the County of Los
Angeles and the acts and events giving rise to the claims occurred in part in the County of Los

Angeles. However, the lawsuit is subject to transfer of venue to a neutral county pursuant to Code of

|.Civil Procedure Section 394(a).
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GENERAL ALLEGATIONS

13.  Metropolitan imports, stores, transports and distributes water throughout the Southern
California counties of San Diego, Orange, Los Angeles, Riverside, San Bernardino and Ventura.
Metropolitan has 26 member agencies, including the Water Authority. These agencies in turn sell
water they obtain from Metropolitan to sub-agencies and utilities or directly to consumers.

14, Metropolitan imports water from the Colorado River via its Colorado River Aqueduct
and from Northern California via the water storage and delivery system owned and operated by the
DWR known as the State Water Project.

15, Metropolitan has a right to purchase State Water Project water pursuant to a
November 4, 1960 contract with the DWR as amended to date (“Water Supply Agreement™). The
entire agreement, which is 391 pages in length, including its many amendments, may be viewed on
DWR’s website at: www.water.ca.gov/swpao/docs/wsc¢/MWDSC O C.pdf. |

16.  The Water Authority purchases from Metropolitan some of the water that the Water
Authority supplies to its customers and is Metropolitan’s largest customer.

17, In addition to purchasing water from Metropolitan, the Water Authority has its own
Colorado River water supplies comprised of conserved water ("IID Water") purchased from the
Imperial Irrigation District ("IID") and conserved water from the lining of the All American and
Coachella Canals (“Canal Lining Water”). In 2009, the Water Authority purchased 60,000 acre-feet
of IID Water and approximately 80,000 acre feet of Canal Lining Water. The amount of 11D Water
will increase over time to a maximum of 200,000 acre feet. The Water Authority must transport this
water to San Diego through Metropolitan water transportation facilities. The Water Authority has a
contractual right to the dedicated use of Metropolitan facilities to transport 11D Water and Canal
Lining Water in accordance with a 2003 Amended and Restated Agreement for the Exchange of
Water (“Transportation Agreement’). The Authority is the only Metropolitan customer which

purchases significant water transportation services from Metropolitan separate and apart from the

_purchase of water.

18.  Section 5.2 of the Transportation Agreement provides that the charges Metropolitan

imposes on the Water Authority for water transportation “shall be equal to the charge or charges set

2
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by Metropolitan’s Board of Directors pursuant to applicable law and regulation generally applicable
to the conveyance of water by Metropolitan on behalf of its member agencies.” A true and correct
copy of the Transportation Agreement is attached hereto as Exhibit A.

19.  Metropolitan sets the amounts it charges its member agencies for water, water
transportation and other services. Metropolitan’s principal act requires that such rates “shall be
uniform for like classes of service throughout the district.” (Stats. 1969, ch. 209 as amended; West’s
California Water Code—Append. §§ 109-134 (2010).)

20.  Metropolitan also has stated in its Administrative Code, and by other policy directives
of its Board of Directors, the purposes for its rate structure. These include: (a) to impose tiered
prices for water supply to encourage conservation; (b) to unbundle rates to reflect the distinct costs
of supply, conveyance, distribution, stewardship and power; and (c) to charge a capacity reservation
or peaking charge to discourage demand during peak summer water delivery periods.

21.  Metropolitan has established several rate components including the System Access
Rate, the System Power Rate, and the Water Stewardship Rate. Metropolitan also provides
treatment services for which it charges a treatment surcharge rate that is paid solely by purchasers of
treated water. As described in more detail below, these rates are included in the charges paid by the
Water Authority and Metropolitan’s other customers for water supply and water transportation. A
true and correct copy of the background material Metropolitan staff prepared for the meeting at
which Metropolitari’s Board adopted the rates and charges challenged in this action is attached
hereto as Exhibit B. That material states the rationale for each of the rates which are included in the
newly adopted charges for water supply and water transportation:

a) Metropolitan’s System Access Rate “recovers the cost of providing conveyance and
distribution capacity to meet average annual demands.” (Ex. B at p. 50.) This rate
therefore recovers a large share of Metropolitan’s costs to maintain and operate its
distribution system within the Southern California region and the Colorado River
Aqueduct. In addition, the System Access Rate includes a large share of the costs
Metropolitan pays DWR tfo purchase water delivered through the State Water Project,

even though that system is neither owned nor operated by Metropolitan.
6
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b} Metropolitan’s System Power Rate “recovers the cost of pumping water to Southern
California.” (Ex. B at p. 50.) It therefore includes “the costs of power for both the
SWP and CRA” (id) — i.e., both the amounts Metropolitan pays DWR for water
delivered through the State Water Project and the costs Metropolitan incurs to operate
its own Colorado River Agueduct and distribution facilities within the Southemn
California region.

¢) Metropolitan’s Water Stewardship Rate “recovers the costs of providing financial
incentives for existing and future investments in local resources including conservation
and recycled water.” (Ex. B at p. 50.) This rate therefore purports to account for costs
associated with water conservation and local water supply development by
Metropolitan’s member agencies.

22.  The composite charge Metropolitan imposes on its customers for water supply is a
volumetric rate (7.e., a charge stated in dollars per acre-foot) that includes the System Access Rate,
the System Power Rate, the Water Stewardship Rate and the Supply Rate. The Supply Rate purports
to represent the cost of the water Metropolitan supplies to its customers. Metropolitan has created
two categories for supply, a Tier | Supply Rate énd a Tier 2 Supply Rate, which purport to reflect
the cost of water for which the rate is charged.

23.  The composite charge Metropolitan imposes on its customers for each acre foot of
water transported through Metropolitan’s facilities is the sum of three rates — the System Access
Rate, the Water Stewardship Rate, and the System Power Rate. Thus the charge imposed by
Metropolitan for the transportation of non-Metropolitan water does not - on its face ~ include the
Supply Rate. ‘

24, Industry standards, cost allocation principles and the law all require Metropolitan to
distinguish between the cost it pays for water supply and the cost it pays to transport water through
its own facilities.

25.  Under industry standards and legal requirements, Metropolitan’s costs of purchasing
water under its Water Supply Agreement with DWR that are not covered by its Readiness to Serve

charge (described in the Board materials at Exhibit B, p. 52, as “[t]he costs of providing standby
7
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service, such as emergency storage” and also includes “the demand and standby related costs
identified for the conveyance and aqueduct service function™) or its share of property taxes are a cost
of supply that should be allocated to Metropolitan's Supply Rates. Yet Metropolitan adopted rates
and charges on April 13, 2010, which are challenged in this action, that allocate most of its costs
under the Water Supply Agreement to the System Access Rate and the System Power Rate. The
adopted rates and charges therefore require water transportation customers to subsidize water supply
customers and conform neither to industry standards nor, as alleged in more detail below, the
constitutional, statutory, common law and administrative requirements applicable to Metropolitan’s
rates and charges. Rather, these requirements and established industry standards require a clear
distinction between the costs Metropolitan incurs for water supplies and the costs it incurs to
transport water across its own facilities.

26.  Metropolitan’s misclassification of most of its payments to DWR for imported water
as costs to operate its own facilities overstates its cost to provide water transportation and
understates its cost of imported water. The rates based on this misclassification (the System Access
Rate and the System Power Rate) are included in charges that illegally and unfairly impose on the
Water Authority more than its proportionate cost for water transportation.

217. Similarly, the charge Metropolitan imposes for transporting water may not lawfully
include Metropolitan’s Water Stewardship Rate. Instead, the Water Stewardship Rate should be
charged only for water supplies provided by Metropolitan. That is because the Water Stewardship
Rate recovers costs to subsidize local projects to develop water supplies, such as desalination |
projects, groundwater recovery and reclaimed water facilities, as well as costs fo encourage
conservation. These costs should be allocated to supply. The constitutional, statutory, common law
and administrative requirements applicable to Metropolitan’s rates, and established industry
standards, require a clear distinction between the costs Metropolitan incurs for water supplies
obtained through conservation and local project development, and the costs it incurs to transport
water using its own facilities.

28.  These illegal subsidies and over-charges subvert stated policy objectives of the State

Legislature and Metropolitan’s own Board for three reasons. First, they deter cost-effective
8
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conservation by Metropolitan water customers because Metropolitan under-prices its water supply.
Second, they deter development of cost-effective local water supply resources by artificially
decreasing the relative cost of State Water Project water, thus causing local water supplies to appear
relatively more costly than is actually the case. Third, by overpricing water transportation, they
deter cooperative local water supply development projects and water transfers which depend on cost-
effective access to Metropolitan facilities to be economically viable.

29.  As a direct result of Metropolitan’s unlawful rates, the Water Authority estimates it
will be overcharged by at least $29.9 million per year if the rates and charges challenged in this
action take effect January 1, 2011 and fanuary 1, 2012 as planned. This annual overcharge will
grow larger each year so long as Metropolitan’s rate structure continues to be based on such

unlawful cost allocations.

MET’S APPROVAL OF THE CHALLENGED RATES

30, On or about January 6, 2010, Metropolitan’s Board set a March 8, 2010 public
hearing before its Business & Finance Committee on Metropolitan’s proposed rates and charges to
become effective January 1, 2011, continuing though 2012.

31, On or about March 8, 2010, Metropolitan’s Business and Finance Committee held
that public hearing. Water Authority Assistant General Manager Dennis Cushman attended the
meeting and described numerous problems with the proposed rates and charges, including the
misallocations described above. Mr. Cushman also provided a written statement to the Committee
that summarized findings of the Authority’s water-rate consultants and economists, Bartle Wells
Associates, regarding Metropolitan’s proposed rates. These findings supported the Water
Authority’s position on these issues. A true and correct copy of Mr. Cushman’s written comments to
the Committee, including the Bartle Wells Associates’ report, is attached hereto as Exhibit C.

32 On or about April 12, 2010, counsel for the Water Authority submitted a letter to
Metropolitan’s Board reiterating that the rates and charges challenged here violate the State
Constitution, state statutes, the common law, and Metropolitan’s own Administrative Code and

Board policy directives. A true and correct copy of that letter is attached hereto as Exhibit D.
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33. Nevertheless, on April 13, 2010, without any discussion of the points raised by the
Water Authority and its consultants, Metropolitan’s Board adopted the proposed water rates and
charges, without remedying the problems identified by the Water Authority and its experts.
Attached hereto as Exhibit E is a true and correct copy of the approved Board minutes for the April
13, 2010 meeting, which reflect the Board’s vote to adopt the rates and charges set forth in Option
#3 in the staff report attached hereto as Exhibit B.

34.  Pursuant to the dispute resolution provisions of Section 11.1 df the Transportation
Agreement, the Water Authority invited Metropolitan to negotiate toward reselution of this rate
dispute. Metropolitan agreed to such negotiations. However, the Water Authority had no choice but
to initiate this litigation before such discussions could commence to comply with the potentially
applicable statute of limitations contained in Code of Civil Procedure Sections 860 and 863. In the
event such negotiations reach a successful conclusion, this litigation will be resolved consistent with

any settlement agreement the parties reach.

FIRST CAUSE OF ACTION
FOR WRIT OF MANDATE RE STATE WATER PROJECT COST ALLOCATION
(Against Respondent Metropolitan)

35.  Petitioner realleges paragraphs 1 through 34 above as though set forth fully herein.

36.  Metropolitan is under a clear and present duty, pursuant to Article XIII A, Section 4
of the California Constitution (adopted by Proposition 13 in 1978), and its implementing statute,
Government Code Section 50076, to set rates and charges that are limited to the “reasonable cost of
providing the service ... for which the fee is charged.” (Gov. Code § 50076.) Under that duty,
Metropolitan’s rates and charges must reasonably and fairly allocate its costs among the services
Metropolitan provides. Otherwise, the rates and charges imposed for these services constitute a
special tax for which two-thirds voter approval is required by Proposition 13. Metropolitan did not
obtain voter approval of the rates and charges challenged here.

37.  Additionally, Metropolitan is under a clear and present duty, imposed by its principal

act, to set rates and charges that “shall be uniform for like classes of service throughout the district.”
10
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([Stats. 1969, ch. 209 as amended; West’s California Water Code—Append. §§ 109-134 (2010)].)
Under this duty, Metropolitan’s rates and charges must also apportion costs equitably among its

customers.

38,  Metropolitan also has a clear and present duty pursuant to California common law to
set rates and charges that are fair, reasonable, and proportionate to the cost of service.

39,  Finally, Metropolitan is under a clear and present duty, pursuant to Government Code
Section 54999.7(a), to set rates and charges that do “not exceed the reasonable costs of providing the
public utility service.”

40,  Metropolitan has failed to perform these duties. In fact, as more specifically alleged
above, it has wrongfully adopted rates aﬁd charges that do not comply with these legal requirements.
In particular, the adopted rates and charges allocate most of Metropolitan’s cost of obtaining water
from the State Water Project to the System Access Rate and Syster Power Rate and thus to charges
for water transportation. Because of this misallocation, Metropolitan improperly recovers the costs
of its State Water Project water supply through charges imposed for the use of Metropolitan’s
facilities. As a result, the newly-adopted rates and charges overcharge for water transportation and
undercharge for water supply and therefore do not comply with Metropolitan’s obligations described
above to establish rates and charges that are fair, reasonable, and proportionate to the cost of service
to each customer.

41.  The Water Authority estimates that if Metropolitan’s misallocation of its State Water
Project costs remains unchanged, it will be overcharged by at least $24.49 million annually (out of
the $29.9 million annual overcharge described above). This annual overcharge will increase each
year until a court orders Metropolitan to comply with the duties outlined above.

42.  Petitioner has no plain, speedy, and adequate remedy at law, other than the relief
sought in this Complaint. Petitioner is beneficially interested in the issuance of a Writ of Mandate as
it is the only method available to obtain judicial review of Metropolitan’s illegal overcharges.

43.  Accordingly, Petitioner is entitled to issuance of a Peremptory Writ of Mandate as

specified more fully below, u
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SECOND CAUSE OF ACTION
DECLARATORY RELIEF RE STATE WATER PROJECT COST ALLOCATION
(Against Respondent Metropolitan)

44,  Petitioner realleges paragraphs 1 through 43 above as though set forth fully herein.

45.  Anactual and present controversy has arisen and now exists between Petitioner, on
the one hand, and Metropolitan, on the other. Petitioner contends that the rates and charges
Metropolitan adopted over its objections on April 13, 2010 violate state constitutional, statutory and
common law as well as Metropolitan’s own Administrative Code and policy directives of its Board.
That is because the rates allocate most of Metropolitan’s cost of water from the State Water Project
to the System Access Rate and the System Power Rate and thus to charges for water transportation.
As a result, the challenged rates and charges overcharge for water transportation and undercharge for
water supply and do not comply with Metropolitan’s duty to impose rates and charges that are fair,
reasonable, and proportionate to the cost of service to each customer.

46.  Respondent Metropolitan disagrees with these allegations and asserts that the rates
and charges challenged here are lawful in all respects. |

47 Inthe absence of declaratory relief Metropolitan will continue to impose rates and
charges that are not fair, reasonable, and proportionate to the cost of serving its customers, including
the Water Authority. The Water Authority estimates that if Metropolitan’s newly adopted rates
remain unchanged, it will be overcharged by at least $24.49 million annually (out of the $29.9
million annual overcharge described above) based on the misallocation of Metropolitan’s State
Water Project costs. \

48,  Petitioner desires and is entitled to a judicial declaration that, because of
Metropolitan’s misallocation of its State Water Project costs, Metropolitan’s rates and charges are
contrary to law and violate constitutional, statutory and common law as well as Metropolitan’s own
Administrative Code and Board policy directives.

49,  Such declaratory relief is necessary and appropriate now, because the Water
Authority anticipates that Metropolitan will continue to impose rates and charges which viclate

constitutional, statutory and common law as well as Metropolitan’s own Administrative Code and
12
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Board policy directives. A declaration is therefore necessary to protect the Water Authority from

these unlawful rates and charges.

50.  Therefore, Petitioner prays for declaratory relief as specified more fully below.

THIRD CAUSE OF ACTION
FOR WRIT OF MANDATE RE WATER STEWARDSHIP RATE COST ALLOCATION
(Against Respondent Metropolitan)

51.  Petitioner realleges paragraphs 1 through 50 above as though set forth fully herein.

52.  Metropolitan is under a clear and present duty, pursuant to Article XTI A, Section 4
of the California Constitution (adopted by Proposition 13 in 1978), and its implementing statute,
Government Code Section 50076, to set rates and charges that are limited to the “reasonable cost of
providing the service ... for which the fee is charged.” (Gov. Code § 50076.) Under that duty,
Metropolitan’s rates and charges must reasonably and fairly allocate its costs among the services
Metropolitan provides. Otherwise, the rates and charges imposed for these services constitute a
special tax for which two-thirds voter approval is required by Proposition 13. Metropolitan did not
obtain voter approval of the rates and charges challenged here.

53, Metropolitan is under a clear and present duty, imposed by Metropolitan’s principal
act, to set rates and charges that “shall be uniform for like classes of service throughout the district.”
(Stats. 1969, ch. 209 as amended; West’s California Water Code—Append. §§ 109-134 (2010).)
Under this duty, Metropolitan’s rates and charges must apportion costs equitably among its
customers.

54,  Metropolitan also has a clear and present duty, pursuant to California common law to
set rates and charges that are fair, reasonable, and proportionate to the cost of service.

55,  Finally, Metropolitan is under a clear and present duty, pursuant to Government Code
Section 54999.7(a), to set rates and charges that do “not exceed the reasonable costs of providing the
public utility service.”

56.  Metropolitan has failed to perform these duties. In fact, as more specifically alleged

above, it has adopted rates and charges that do not comply with these legal requirernents. In
13
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particular, while the Water Stewardship Rate accounts for costs associated with local water supply
development and water conservation efforts by Metropolitan’s member agencies, Metropolitan
assigns these water supply costs to its charges for water transportation. Accordingly, Metropolitan
unlawfully overcharges the Water Authority for water transportation while undercharging all its
customers for water supply. Metropolitan’s misallocation of the Water Stewardship Rate, therefore,
does not comply with the duties described above to set rates and charges that are fair, reasonable,
and proportionate to the cost of service to each customer.

57.  Petitioner estimates that if Metropolitan’s misallocation of the Water Stewardship
Rate remains unchanged, Metropolitan will overcharge the Water Authority at least $5.414 million
annually (out of the $29.9 million annual overcharge described above). This annual overcharge will
increase each year until Metropolitan is ordered by a court to comply with the duties outlined above.

58.  Petitioner has no plain, speedy, and adequate remedy at law, other than the relief
sought in this Complaint. Petitioner is beneficially interested in the issuance of a Writ of Mandate as
it is the only method available to obtain judicial review of Metropolitan’s illegal overcharges.

59.  Accordingly, Petitioner is entitled to the issuance of a Peremptory Writ of Mandate as

specified more fully below.

FOURTH CAUSE OF ACTION
DECLARATORY RELIEF RE WATER STEWARDSHIP RATE COST ALLOCATION
{Against Respondent Metropolitan)
60.  Petitioner realieges paragraphs 1 through 59 above as though set forth fully herein.
61.  An actual and present controversy has arisen and now exists between Petitioner, on
the one hand, and Metropolitan, on the other. Petitioner contends that the rates and charges
Metropolitan adopted over its objections on April 13, 2010 violate state constitutional, statutory and
common law as well as Metropolitan’s own Administrative Code and the policy directives of its
Board. That is because Metropolitan includes the Water Stewardship Rate as a component of the
charge it imposes for water transportation. As a result, the challenged rates and charges overcharge

for water transportation and undercharge for water supply and therefore do not comply with the duty
i4
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to impose rates and charges that are fair, reasonable, and proportionate to the cost of service to each
customer.

62.  Respondent Metropolitan disagrees with these allegations and asserts that the rates
and charges challenged in this action are lawful in all respects.

63.  In the absence of declaratory relief Metropolitan will continue to impose rates and
charges that are not fair, reasonable, and proportionate to the cost of serving its customers, including
the Water Authority. The Water Authority estimates that, if Metropolitan’s misallocation of the
Water Stewardship Rate remains unchanged, it will be overcharged at least §5.414 million annually
(out of the $29.9 million annual overcharge described above).

64.  Petitioner desires and is entitled to a judicial declaration that, because of
Metropolitan’s misallocation of the Water Stewardship Rate, its newly-adopted rates are contrary to
constitutional, statutory and common law as well as Metropolitan’s own Administrative Code and
Board policy directives.

65.  Declaratory relief is necessary and appropriate now, because the Water Authority
anticipates that Metropolitan will continue to impose rates and charges in excess of the limitations
contained in constitutional, statutory and common law as well as Metropolitan’s own Administrative
Code and Board policy directives. A declaration is therefore necessary to protect Petitioner from
such unlawful rates and charges.

66.  Therefore, Petitioner prays for declaratory relief as specified more fully below.

FIFTH CAUSE OF ACTION
DETERMINATION OF INVALIDITY OF RATES ADOPTED BY METROPOLITAN
ON OR ABOUT APRIL 13, 2010
(CCP §§ 860 et seq.; Govt. Code § 66022)
(Against All Respondents) »
67.  Petitioner realleges paragraphs 1 through 66 above as though set forth fully herein.
68. Petitioner is informed and believes, and on that basis alleges, that the rates and

charges Metropolitan adopted on or about April 13, 2010 may include capacity charges as defined in
15
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Government Code Section 66013, Government Code Section 66022 authorizes an action pursuant to
Code of Civil Procedure Sections 860 et seq. to challenge a public agency’s adoption of rates that
include capacity charges as defined in Government Code Section 66013,

69, Because the law in this area is shifting and complex, and whether the rates and
charges challenged in this action include capacity charges is uncertain, Petitioner seeks a
determination pursuant to Code of Civil Procedure Sections 860 and 863 that the rates and charges
described below are invalid.

70.  Code of Civil Procedure Section 863 provides that “any interested person may bring
an action . . . to determine the validity of the matter” in situations where a public agency could bring
a validation action. The Water Authority is an “interested person” within the meaning of Section
863.

71. The rates and charges Metropolitan adopted on or about April 13, 2010 are invalid
under Art. XIII A, Section 4 of the California Constitution (adopted by Proposition 13), and its
implementing statute, Government Code Section 50076, because these rates and charges are not
limited to the “reasonable cost of providing the service . . . for which the fee is charged.” (Gov. Code
§ 50076) The water rates and charges challenged here violate these provisions for two independent
reasons, either one of which alone is sufficient to render the rates invalid:

a. The challenged rates and charges, including any capacity charges, recover the bulk of

Metropolitan’s costs of water from the State Water Project through the System Access Rate

and the System Power Rate, rather than Metropolitan’s Supply Rate. As a result, the

challenged rates and charges overcharge for water transportation and undercharge for water
supply. Thus, these rates and charges do not allocate to each customer the actual, reasonable
and proportionate cost of serving that customer and instead are unreasonable, arbitrary,
capricious, and discriminatory.

b. The challenged rates and charges, including any capacity charges, include the Water

Stewardship Rate in the rates and charges Metropolitan imposes for water transportation. As

a result, the challenged rates and charges overcharge for water transportation and

undercharge for water supply. For this reason, 100, these rates and charges fail to allocate o
16
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each customer the actual, reasonable and proportionate cost of serving that customer and

instead are unreasonable, arbitrary, capricious, and discriminatory.

72.  For the reasons set forth in the preceding paragraph, the rates and charges adopted by
Metropolitan’s Board on or about April 13, 2010 are also invalid under: (a) Metropolitan’s principal
act, Stats. 1969, ch. 209 as amended; West’s California Water Code—Append. §§ 109-134 (2010),
which requires Metropolitan to set rates and charges that are “uniform for like classes of services
throughout the district™; (b) California common law, which requires that Metropolitan’s rates and
charges be fair, reasonable, and proportionate to the actual cost of service; and (c¢) Government Code
Section 54999.7(a), which requires that its rates and charges “not exceed the reasonable cost of
providing the public utility service.”

73 Petitioner is therefore entitled to a declaration pursuant to the Validation Statutes that

Metropolitan’s rates and charges adopted on April 13, 2010 are invalid and must be set aside.

PRAYER FOR RELIEF
WHEREFORE, Petitioner prays that judgment be entered against Defendants and gach of
them as follows:
1. As to the First Cause of Action, the Court issue a peremptory writ of mandate
directing Metropolitan to:

e Vacate the rates set on or about April 13, 2010;

¢ Refrain from allocating any costs associated with State Water Project water
supplies to charges for water transportation; and,

» Allocate all costs associated with State Water Project water supplies that are
not paid for through the Readiness to Serve charge or property taxes to
charges for supplying water.

2 As to the Second Cause of Action, a declaration that the rates and charges
adopted by Metropolitan on April 13, 2010 are invalid and must be set aside, that
Metropotitan cannot allocate any costs associated with State Water Project water supplies

to charges for water transportation and that Metropolitan must allocate all costs agsociated
17
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with State Water Project water supplies that are not paid for through the Readiness to
Serve charge or property taxes to charges for supplying water.
3. Asto the Third Cause of Action, the Court issue a peremptory writ of mandate
directing Metropolitan to:
e Vacate the rates set on or about April 13, 2010;
* Refrain from allocating any costs associated with Metropolitan’s Water
Stewardship Rate to charges for water transportation; and
¢ Allocate all costs associated with Metropolitan’s Water Stewardship Rate to
its charges for supplying water.

4. Asto the Fourth Cause of Action, a declaration that the rates and charges
adopted by Metropolitan on April 13, 2010 are invalid and must be set aside, that
Metropolitan cannot allocate any costs associated with its Water Stewardship Rate to
charges for water transportation and that Metropolitan must allocate all costs associated
with its Water Stewardship Rate to charges for water supply;

5. As to the Fifth Cause of Action, an order that the rates and charges adopted by
Metropolitan on April 13, 2010 are invalid and must be set aside and that Metropolitan
cannot allocate any costs associated with State Water Project water supplies or with its
Water Stewardship Rate to charges for water transportation;

6. For reasonable attorneys fees and costs of suit incurred herein; and,

7. For such other and further relief as the Court deems proper.

DATED: June 11,2010 HOWARD RICE NEMEROVSKI CANADY
FALK & RABKIN
A Professional Corporation

DANIEL S. HENTSCHKE
San Diego County Water Authority

COLANTUONO & LE PC

/J‘M//

HOLLY O. WHATLEY Y
Attorneys for Petitioner and Plaintiff
SAN DIEGO COUNTY WATER AUTHORITY
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AMENDED AND RESTATED AGREEMENT BETWEEN THE
METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA
AND THE SAN DIEGO COUNTY WATER AUTHORITY

FOR THE EXCHANGE OF WATER

THIS AMENDED AND RESTATED AGREEMENT FOR THE EXCHANGE OF

WATER ("Agreement”) is made and enfered into as of Qetober 10, 2003, between The

Metropolitan Water District of Southern California (hereinafier "Metropolitan™) and the San
Diego County Water Authority (hereinafter "SDCWA"). Metropolitan and SDCWA are
sometimes referred to as the "Parties”.
| RECITALS

A, SDCWA is a county water autherity incorporated under the California County
Water Authority Act, Stats. 1943, ¢.545 as amended, codified at Section 45-1 er seq. of the
Appendix to the California Water Code, for the purpose of pfoviding its member agencies in San
Diego County with a safe, reliable, and sufficient supply of imported water,

B. Metropolitan is a public agency of the State of Califorfxi; incorporated under the
Metropolitan Water District Act, Stats. 1969, ch. 209, as amended, codified a;.t Section 109.1 ez
seq. of the Appendix to the California Water Code, engaged in transporting, storing and
distributing water in the counties of Los Angeles, Orange, Riverside, San Bemardino, San Diego
and Ventur, within the State of Californiz.

C. SDCWA is a member agency of Metropolitan.
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D.  On April 29, 1998, SDCWA and the Imperial Irrigation District (“TID") entered
into an Agreement for Transfer of Conserved Water, as amended by the Revised Fourth
Amendment dated as of October 10, 2003, bétween SDCWA and D (as thereby amended, the
"Transfer Agreement™). |

E. On November 10, 1998, SDCWA and Metropolitan executed a Contra;ct for the
Eﬁchange of Water to be acquired by SDCWA under the Transfer Agreement; this Agxeeﬁent
amends and restates that Contract in its.entirety, '

F, This Agreement is one of several agreements executed and delivered as of the
date hereof by the Parties and by other agencies, including 1ID, MWD and Coachella Valley.
‘Water Distxict‘(“CVWD”),.pursuam to the Quantification Settlement Agreement among 1D,
MWD and CVWD dated as of October 10, 2003 (the “QSA™), which setiles a variety of iong—
standing disputes regarding the pﬂoﬁ&, use, and transfer of Colorado River water and
establishes the terms for the further distribution of .Collorado River water among these entities for
up té seventy-five (75) years bésed upon. the Wa;ter budgets set forth-therein. |

‘G, Also, on October 10, 2003, as contemplated by the QSA, SDCWA entered into
the‘Allocaﬁon Agreement with the United States of America, IID, CVWD, MWD and other
parties named therein (the “Allocation Agreement”) pertaining to the allocation and distributioh
of water to be conserved from the All-American Canat Lining Project and the Coachella Canal

Lining Project (as such terms are defined thercin).
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AGREEMENT

NOW THEREFORE, the Parties in consideraﬁoﬁ of the foregoing recitals and the
Tepresentations, warranties, covenants and agreements contained in this Agreement and for other
good and vafuable consideration, the receipt and sufficiency of which the Parties hereby
acknowledge, Metropolitan and SDCWA agree to the following terms and conditions of this
Agreemenf: _ | |

L
DEFINITIONS AND RULES OF CONSTRUCI‘ION

1.1  Definitions. As used in this Agreement thesc tetms; including any grammatical
variations theréof, have the following meanings:

()  “Administrative Code” means the Metropolitan Water District
Administrative Code adopted on January 13, 1987, as amended from time to fizne
thereafier, and as in exisience on the date of this Agreement, subject to modification to
the extent provided in Paragraph 13.12 of this Agreement.

()  “Allocation Agreement” is as defined in Recital G, subject to mo_diﬁéation
for purposes of this Agreement after the date hereof to the extent provided in Paragraph
13.13 of this Agreement. | |

{c) "AItemative Facilities" means facilities other than facilities owned and
operated by Metropolitan. | o

(@  “Bureau” means the Bureau of Reclamation of the United States

Department of the Interior.
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(e) “California Plan” means the draft plan dated May 11, ‘2000, to ensure that
California caﬁ live within the state’s apportionment of Colorac;io River water; prqvided,
however, if any final California Plan is approved by the Colorado River Board of
California and all the public agencies represented on the Colorado River Board of
California, “California Plan” means such final Caﬁfoﬁia Plan. |

@ “Caval Lining Water” means the quantity of Colorado River water
a]lqcated each Year to SDCWA in accordance ';viﬂz the Allocation Agreement.

{g) "Colorado River Aqueduct” means the axineduct‘ system owned and
operated by Metropdlitan and transporting water from Lake Havasu on the Colorado
River to Lake Mathews in Riverside County, California, |

) "Conserved Water” means Conserved Water as such term is defined in
Section 1.1 of the QSA.

(@ “Drought Manaéernent Plan” means any plan for the allocation and

management of water resources of Metropolitan during a water shortage, as adopted by

Metropolitan and in effect at pertinent times during the term of this Agreement.

), “Barly Exchange Water” means the Exchange Water to be delivered by
Metropolitan to‘SDCVlVA in exchange for Early Transfer Water to be Made Available by
SDCW A to Metropolitan under this Agreement. | '

(k)  “Early Transfer Water” means the aggregate ten thousand (10,000) acre-
feet.of Conserved Water to be transferred to SDCWA by 11D in accordance with Section

3.5 of the Transfer Agreement.
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b “Effective Date” means the Effective Date as such term is defined in
Section 1.1 of the QSA.

{m) "“Exchange Water” méans, for cach Year, water that is delivered o
SDCWA by Metropolitan at the Metropolitan Point(s) of Delivery ina liké quantity as
the quantity of water that SDCWA has Made Available to Metropolitan under the
Transfer Agreement and/or the Aﬂocation Agreement and this Agreement for the same
Year. The Exchange Water may be from whatever source or séurces and shall be
delivered using such faci]iﬁe& as may be determined by Metropolitan, provided that the
Exchange Water deliver&d in each Year is of like quality to the Conserved Water and/or
the Canal Lining Water which is Made Available td Metropolitan at the SDCWA Point of
Transfer in such Year. |

") “IID”isas deﬁne& in Recital D.

(o)  “Implementation Agreement” is as defined m Section 1.1 of the QSA.

(p)  “Interim Agricultural Water Program™ means the program by that name
for delivery of water for agriculturai uses regulated in Sections 4900 to 4906 of the
Administrative Code, including any successor program established by Metropo!itén.

(©)  “Local Water” meaﬁs water supplies not served iwy Metropolitan. Such
Local Water includes, for example, ground water, surface water production, recycled
water, desalinated water and other water aoéuired, owned or produced by any of

Metropolitan’s member agencies, water retailers or other local agencies within
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Metropolitan’s service area (including suppliés from érojects pasticipating in
' Metropolitaﬁ’s Local Projects Program).
| 49)  “Made Available,” “Make Available” or “Making Available.” As used

herein, Conserved Water and Canal Lining Watei' will be déemed to have been Made
Available to Metropolitan when (1) such water has been transferred to SDCWA pursuant
10 the Transfer Agreement and/or allocated to SDCWA pursuant to the Allocation
Agreement, (2) valid and conﬁnuing authorization has been given by the Bureau legally
entitling Metropolitan to divert, for the Year in question, Conserved Water and/or Canal
Lining Water at the SDCWA Point of Transfer, in addition to the water that Metropolitan
is otherwise authorized to diyert from the Colorado River, and (3) all other necessary
legal rights, entiflements, -approvals and permissions, under the laws of the United States
and the State of California for diversions from the Colorado River by Metropolitan, if
any, have been obtained and are in full force and eﬂ_’ect. “Make Available” and “Making
Available” are grammatical variations of “Made Available.” |

(s}  Metropolitan Poini(s) of Delivery is as defined in Paragraph 3.5(b).

(f)  “Price” means the applicable amount to be paid per acre-foot of Exchange
Water delivered by Metmpoﬁtén to SDCWA at the Metropolitan Point(s) of Delivery
under this Agreement, .

() “Price Dispute” is as defined in Paragraph 11.1.

(v)  "SDCWA Point of Transfer" is as defined in Paragraph 3.5(a).

{w)  “Secretary” means the United States Secretary of the Interior.
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X ‘;Tefmination Date” means the termination date determined under
Paragraph 7.1, subject to the provisions of Paragraph 7.2.

(y)  “Transfer Agteement” is as defined in Recital D, subject to modification
to the extent provided in Paragraph 13.13 hereof.

(z)  “Treated Exchange Water” ﬁeaus Exchange Water that has been treated

to SDCWA.

_ by filtration and disinfection at a Metropolitan water filtration facility for direct delivery

{za) “Treatment Sﬁi’charge” means the rate(s), charge(s) and/or other fee(s) as

determined pursuant to the Administrative Code for the provision of treated water
service.

(bb)' “Year” means the period commencing on the Effective Date and ending
on the immediately following December 31 (thé first {1*) Year), and each consecutive
calendar year thereafter during the term of this Agreement.

1.2 Rules of Construction. |
(8)  Unless the confext clearly requires otherwise:
6y The plural and singular forms include the other;
(it "Shall,” "will," "must," and "agrees” are each ma.uda:tory;
(ili) "May" is permissive;
(iv)  "Or" is not exciusive;
(v)  "Includes” and "including” are not Hmiting; and

(v*i) "Between" includes the ends of the identified range.
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(i)) Headings at the beginning of Paragmphfs and éubparagraphs of this
Agreement are solely for the convenience of the Parties, are not a part of this Agreelﬁem
and shall not be used in construing it.

(¢)  The masculine gender shall inclu&e the feminine and neuter genders and
vice versa, - |

(d)  The word “person” shall include individual, partnership, corporation,

limited liability company, business trust, joint stock company, trust, unincorporated
association, joint venture, governmental authority,water district and other entity of
whatever nature, except either Metropolitan or SDCWA or an officer or employee
thereof.

(&)  Reference to any agreemenf (including this Agreement), ﬁocument, or
instrument means such agresment, document, Instrument as axnended or modified and m
“effect from time to time in accordance with the texms thereof and, if applicable, the te:mé

hereof.

43 Except as specéﬁ;:ally provided herein, reference to any law, statute,'

ordinance, regulation or the like means such law as amended, modified, codified or
reenacted, in whole or in part, and in effect from time to time, including any rules apd :

regulations promulgated thereunder.
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I
REPRESENTATIONS AND WARRANTIES
2.1  Representations and Warranties of Mefropolitan. As a material inducem‘ent to
SDCWA 1o enter into this Agreement, Metropolitan represents and warrants as follows:

()  Metropolitan is 2 metropolitan water district, duly organized, validly
existing and in good standiﬁg under the laws of the State of California, and subject to
satisfaction of Metropolitan’s conditions precedent, as set forth in Paragraph 8.1 hereof,
Metropolitan has all necessary power and authority to perfbrm its obligations hereunder
on the terms set forth in this Agreement, and the execution and delivery hereof by
Metropolitén and the performance by Metropolitan of its obligations hereunder will not
violate or constitute an event of default under the terms or provisions of any agmement,.
docurment or instrument to which Metropolitan isa party or by which Metropolitan is
bound.

(b)  Subjectto ﬂie satisfaction of Metropolitan’s conditions precedent, as set
forth in Paragmph 8;1 hereof, this Agreement is a valid and binding obligétion of
Metropolitan, enforceable in accordance with its terms, subject to the requirements of
applicable Jaw.

22 Rgg@l sentations and Warranties of SDCWA. As a material inducement fo
Metropolitan to enter into this Agtf;,emem, SDCWA represents and warrants as follows:
(2) SDCWA is a county water authority, duly organize&, validly existing and

in good standing under the laws of the State of California, and subject to satisfaction of
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SDCWA’s conditions precedent as set forth in Paragraph 8.2 hereof, SDCWA has all
necessary power and authority to perform its obligations hereunder on the terms set forth

in this Agreement, and the execution and delivery hereof by SDCWA and the

‘perforitiance by: SDCWA of its obligations hereunder will not violate or constitute.an

event of default under the ferms or provisions of any agreement, document or instrument

to which SDCWA is a party or by which SDCWA is bound.
(b)  Subject to the satisfaction of SDCWA’s conditions precedent, as set forth

in Paragraph 8.2, this Agreement is a valid and binding obligation of SPCWA

“enforceable in accordance with its terms, subject to the requirements of applicable law.

{c) SDCWA will have 6btah18d such approvals and permissions as may be

necessary, under applioaﬁie laws of the United States and the State of Califormia, to Make

Available to Metropolitan Conserved Water and Canal Lining Water pursuant to this -

Agreement.
111
QUANTITY, DELIVERY AND SCHEDULING

3.1 Consérved Water and Canal Lining Water,

{a) SDCWA will Make Available the Conserved Water and/or the Canal '

Lining Water to Metropolitan at the SDCWA Point of Transfer each Year, in the nuanner

et forth below. The quantity of Conserved Water and/or Canal Lining Water Made

Available to Met:opoiitan by SDCWA at the SDCWA Point of Transfer each Year shall

be the lesser oft (1) the sum of the quantity of water which IID transfers to SDCWA

10
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under the Transfer Agreoment in such Year and the quantity of Canal Lining Water
allocated to SDCWA under the Allocation Agreement in such Year; or (2) 277,700 acre
feet, The Conserved Water and/or the Canal Lining Water Made Available in éach Year
shall be deemed to have been Made Available to Metropolitan in monthly installments,
with oner_welﬁh (1/12) of such waiér deemed to have been Made Avaifable in each
calendar month of such Year (provided that, in the first Year, the quantity of such water
deemed to .have been Made Available in each month shall be determined by dividing fh_’e '
total quahtity for that Year by the number of calendar months or portions thereof in that
Year). A

(b) SDCWA will also Make Available to Metropolitan, in the manner set forth

 in subparagraph (a) above, the Eaily Transfer Water, in three annual installments as

follows:
n calendér year 2020 2,500 acre-feet
In calendar year 2021 5,000 acre-feet
In: calendar year 2022 2,500 acre-foot

(c) SDCWA. will provide to Metropolitan aunmal written notice by
November 1% each Year (or, in the case of the first Year, reasonable advance writicn

potice) of the quantity of Conserved Water (including Eériy Fransfer Water, if

‘ applicable) to be transferred to SDCWA in accordance with the Transfer Agreement, and

of the quantity of Canal Lining Water to be allocated to SDCWA in accordance with the

Allocation Agreemént, and in each case to be Made Available to Metropolitan at the

11
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SDCWA Point of Transfer during the immediately following Year. The Conserved
Water and/or the Canal Lining Water will be Made‘Available to Metropolitan by
SDCWA in a2 manner consistent with the Bureau’s operations schedule and will be
measured as provided in Paragraph 3.4. |

3.2  Exchange Water,

‘ (a)  Provided that the Conserved Water (including Early Transfer Water, if
applicable) and/or the Canal Lirﬁng Water has been Made Available to Metrépo]itan at
~ the SDCWA Point of Transfer pursuant to Paragraph 3.1, Metropolitan shall deliver
Exchange Water (including Early Exchange Water, if applicable) to SDCWA at the |
Metropolitan Point(s) of Delivery, in cumplianée with this Agreement, and in the mammer
and to the extent set forth below. In any Year, Metropolitan will not be required to
deliver an amount of Exchange Water that is greater than the aggregate amount of
Conserved Water (including Barly Transfer Water, if applicable) and Canal Lining Water
© Made Available to Metropolitan in that Year pursuant to Paragraph 3.1, subject to the
provisions of subparagraphs (B) and {c) of Paragraph 7.2.

(b)  Metropolitan’s delivery of Exchange Water at the Metropolitan Poinf(s) of
Delivery shall be govémed b& its rules and regulations for delivery of water set forth in |
Chapter 5 6f Division IV of the Administrative Code in the same manner as other water
.de]ivered by Méhnpolitan, except as may otherwise be provided in this Agreement. |

{c) The Exchange Water to be delivered in any Year shall be delivered m

approximately equal monthly installments over the Year so that at the end of the twelith '

12
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month thé aggregate éuantity of Exchange Water de]iveied by Metropolitan will be equal
to the aggregate quantity c-)f Conserved“ Watef (including Eariy T@sfer Water, if
applicable) and Canal Lining Water Made Available to Metropolitan at the SDCWA
Point of Transfer for that Year, or at the times and in the arnounts as the Parties may
otherwise agree. |

(d)  Inthe cvent that the delivery of Exchange Watér to the Metropolitan
Point(s) of Delivery is temporarily suspended or intexfupted during any Year pursnant to
Paragraph 3.3 below, the remaining quantity of Exéhange Water to be delivered for such
Year will be delivered by Méh'opolitan ratably over the remainder of such Year or as
otherwise agreed by the Parties. |

(e) Metropolitan shall have the right to deliver Exchange Water ,utiliéing such
facilities and by such delivery path as shall be determined By Metropolitan at its sole
discretion. Utilization of 2 particular delivery path for any such delivery shall not operate
as or bé deemed to be a commitment fo uﬁiizg the same 'délivery path for any future |
delivery, Mctro;iolitan has not dedicated and shall not be d(_aemed or i:onstzued to have

dedicated any particular facilities for delivery of the Exchange Water.

3.3  Temporary Shutdown of Metropolitan Facilities. Metropolitan's Chief Executive

_ Officer shall have the right to control, curtail, interrupt or suspend the .deiivery of Exchange
Water to SDCWA. in accordance with the Administrative Code. SDCWA undorstands that any B
number of factors, including emergencies, inspection, maintenance or repair of Metropolitan

facilities or the State Water Project facilitics, may result in a temporary and incidental

13
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modification of the delivery schedule contemplated in Paragraph 3.2. Metropolitan sﬁaﬂ notify
SDCWA of any control, curtailment, interruption or suspension of delivery of Exchange Water

in accordance with and to the extent set forth in the Administrative Code, as if the Exchange

. Water were water served by Metropolitan. Metrcpohtan agrees that dehvery of Exchange Water

shall be resumad as soon as possible following any such curtailment, mterrupnon or suspenszon .
of delivcry. Unless Mctropolitan is otherwise relieved of its obligations under thc provisions of
this Agreement, a curtailment, interruption or suspension of the delivery of Exchange Water
pursuant to this Paragraph 3.3 shall not change the amount of Bﬁchange Watef Metropolitan is
obligated to deliver during any Year.

34 Measurement of Deliveries, The quantity of Exchange Water delivered in sach

Year by Metropolitan at the applicable Metropolitan Point(s) of Delivery, which amount w_ill 'be
metered at such Poir;t(s) of Delivery as provided in the Administrative Code, shall be equal to
the aggregate quantitylof Con@ed Water (including Early Transfer Water, if applicable) and
Canal Lining Water Made Available to Metropolitan in such Year at the SDCWA Point of
Transfer. The Parties agree that they will be bound by such meter readings.

3.5. Points of Transfer or Delivery.

{a) The SDCWA Point of Transfer, As used herein, the “SDCWA Point of

Transfer” shall be Metropolitan’s intake at Lake Havasu

(b) The Metropolitan Poini(s} of Delivery. Asused hcrem the “Metropolitan

Point(s) of Delivery” shall be any or all San Diego Pipeiineé One through Five (inclusive)

i4
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~or at similar facilities that may be constructed in the future at a point near the Szn Luis

Rey River in Northern San Diego County.

3.6 Quality of Exchanpe Water. ‘Metropolitan in its sole discretion shall have the

right to deliver Exchange Water of a quality which exceeds the quality of the Conserved Water
and/or Canal Lining Water which Metropolitan receives, and such Exchange Water shall fully

_ satisfy Metropolitan’s obligation to deliver Exchange Water of like quality to such Conserved
Water and Canal Lining Water. In such event, Metropolitan’s election shall not operate as or be
construed to be a commitment to deliver Exchange Water of better quality in the future, and in
no event shall SDCWA be deemed to have aﬁy right to receive Exchange Water of better quality
than the Conserved Water and/or Cana! Lining Water. '
| 37  Alternative Facilities. SDCWA may determine, in its sole discretion,
permanently t§ reduce the aggregate quantity of Conserved Water and Canal Lining Water to he
Made Available t.o Metropolitan under this Agreement to the extent SDCWA decides continually
énd regnlarly to ﬁanspei‘t Conserved Water and/or Canal Lining Water in an amount equal t(; '
such reduction in quantity to San Diego County through Altemaﬁve Facilities; i)rovided, '

H however, that SDCWA shall furnish to Metropolitan a minimum of five (5) years' advance

written notice of such determination, The written notice shall confirm the quantity of Conserved

Water and/or Canal Lining Water (if any) which SDCWA will continue to Make Available to

Metropolitan. If SDCWA exercises its right under this Paragraph 3.7, Metropolitan’s obligation

to deliver Exchange Water shall be limited to that spef:iﬁed quantity of Conserved Water and/or
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. Canal Lining Water that SDCWA continues to Mai(e Available to Metropoiit_an pursuzant to this

Agrecment.
Iv.

CHARACTERIZATION OF EXCHANGE WATER

41  Exchange Water as an Independent Local Supply. The Exchange Water shall be
characterized for the purposes of all of Metropolitan's ordinances, plans, programs, rules and

regulations, including any then-effective Drought Management Plan, and for calculation of any

Readiness-to-Serve Charge share, in the same manner as the Local Water of other Metropolitan

member agencies, except as provided in Paragraphs 4.2 and 5.2.

42  FException for Interim Agriculiural Water Program and Determination of Price.

Noﬁxiﬁmtanding the provisions of Paragraph 4.1, the Exchange ‘Water delivered to SDCWA
shall I;e characterized as Metropolitan water and not as Local Water only for the Hmited
purposes of Parégaph 5.2 and the Interim Agricultural Water Program.
V.
FRICING AND PAYMENTS |
. 51  Payments. SDCWA shall pay the Price for each acre-foot of Exchange Water
(including Early Exchange Water, if applicable) delivered by Metropolitan at the Metropolitan
Point(s) of Delivery. ' . -
5.2 ThePrice. The Price on the date of Execution of this Agreement shall be Two
Hundred Fifty Three Dollars ($253.00). Thereafier, the Price shall be equal 1o the charge or

charges set by Metropolitan’s Board of Directors pursuant to applicable law and regulation and
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“) - generally applicable to the conveyance of water by Metropoliten on behalf of its member
agencies. For the term of this Agreement, neither SDCWA nor Metropolitan shall seek or
support in any legislative, administrative or judicial forum, any change in the form, substance or
interpretation of any appliéablc law or regulation (including thc“ Administrative Code) in effect
on the date of this Agreement and pertaining to tiheﬁchargé or charges set by Metropolitan’s
Board of Directors and generally applicable to the conveyance of water by Metropolitan on
behalf of its member agencies; provided, however, that Metropolitan may at any time amend the
Administrative Code in accordance with Paragraph 13.12, and the Administrative Code as
thereby amended shall be included within the foregoing restriction; and, provided, further, that
(a) after the conclusion of the first five (5) Years, nothing herein shall preclude SDCWA from
contesting in an administrative or judicial forom whether such charge or chafges have been set in

_____ accordance with applicable law and regulation; an& (b) SDCWA and Metropolitan may agree in

e writing at any time to exempt any specified matter from the foregoing limitation. In the event
that SDCWA contests a matter pursuant to the foregoing sentence, the prevailing Party shall be
entitled to recovery of reasonable costs and attorneys fees incurred in prosecuting or defending
against such contest.

53  Billing and Payments, Metropolitan shall mail monthly invoices to SDCWA in
‘accordance with the Adminjsﬁative Code, and SDCWA shall make monthly payments of
amounts due pursuant to Paragraph 5.1 in accordance with the Administrative Code. The
amount of each monthly billing and payment pursuant to this Agreement shall be the quantity in

acro-feet of Exchange Water to be delivered by Metropolitan at the Metropolitan Poini(s) of
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” ) Delivery during the applicable Year, multiplied by the Price as of the commencement of that

Year, divided by twelve (12)

5.4  Treatment Surcharge. SDCWA shall pay to Metropolitan an amount equal to the

Treatment Smf-cha':rge, in addition to the Price, for each acre-foot of Treated Exchange Water.

VI.
ADDITIONAL NOTIFICATIONS
6.1  Confirmation of Water Conservation. SDCWA will provide a written report to
Metropolitan, prior t;: March 31 of each Y'car, describing the method bsr which any Conserved
_ Wat& (including Early Transfer Water, if applicable) that was Made Available to Metropolitén
in the prior Year was conserved by IiD, including a description of conservation projects resulting
in the Conserved Water and the quantity of Conserved Water conserved by each project.

» 62

Notice of Developments.

{(a) After the Effective Date, SbCWA agrees to give prompt notice .to
’ Metropoii_tan if it discovers that any of its own represe%ltaﬁons and waﬁmﬁes herein were
untrue when made or determines that any of its own representations and warranties will
be untrue as of any datc during the term of this Agreement. |
(b)  After the Effective Date, Metropolitan agrees to give prompt notice to
SDCWA if it discovers that any Qf its own repi'esentations and warranties herein were
‘;;nime when made or determines that any of its own representations and warranties will

be untrue as of any date during the term of this Agreement.
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VIL
TERM
7.1 | Commencement and Expiration, This Agréement shall become eﬁ'ectiv':j: on the
Effective Date and shall expire on the Termination Date, which shall be the liater of the dates
determined pursuant to subparagraph (2) and (b) below. |
{a)’ ~ Metropolitan’s and SDCWA’s rights and obligations under this

. Agréement pertaining to Conserved Water Made Available to Metropolitan pursuant t§
ﬂie Transfer Aéreement &_md this Agrcemant ghall expire and shall théreupqn terminate on
December 31 of the thirty-fifth (35th) Year, unless SDCWA elects by written Notice to
Metropolitan no later than the end of the fifieenth (1 S'f’) Yearto eﬁtend this Agreement to
December 31 of the forty-fifth (45™) Ye&, or shall terminate as otherwise provided in
Paragraph 7.2. |

()  Metropolitan’s and SDCWA’s rights and obligations under this
Agreement pertaining to the Canal Lining Water shall expire and shall thereupon
terminate on Decemnber 31 of the same Year in which the Allocation Agreement
terininates, or shall terminate as otherwise provided in Paragraph 7.2.
7.2 = Force Majeure.
{a) Ifthe perfofmance, in whole or in part, of the obligations of the respective

Parties, or either of them, to Make Available Conserved Water or Canal Lining Water or
to deliver Exchange Water {as fhe case rﬁa}r be) under this Agreement is prevented: By

acts or failure to act of any agency, court or other government anthority, or any other
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person; by natural disaster (such as earthquake, fire, droaght or flood), contamination or

outbreak of a water borne disease, war, strikes, lockouts, act of God, or acts of civil or

m'ilitary authority; by the operation of applicable law; or by any other éau;sc beyond the
control of the affected Party or Parties, whether similar to the causes specified herein or
not, then, in any such circumstance, the obﬁgation of the affected Party or Parties to
cause the delivery of the Conserved Water or Canal Lining Water or to deliver the

Exchange Water (as the case may be) under ﬂﬁs Agreement shall be suspended ﬁ'om the

shall be observed by the affected Party or Parties, so far as it hes in their power, In
performing such respective obhgahons in whole or in part under this Agreement. In the

event such performance of either of the Parties under this Agreement is prevented as

described above, then during the period of such prevention, performance by the non-

affected Party under this Agreement shall be excused until such prevention ceases, at
which time both the Parties shall become obligated to resume and continne performance
of their respective obligations hereunder during the term of tﬁis Agreement.
Notwithstanding the foregoing, no such prevé:ntioh shall suspemi or otherwise affect any
payment obligations for Exchange Water actually c_lelivered or any obligation of either
Party to indemnify the other pursuant to Paragraph 13.10, or shall extend the term of this
Agreement beyond the Termination Date, exc:ept as provided i Paragraph 7.2(c) below.
(b} " In the event the performance by Metropolitan or SDCWA is i;revemed as

described above, the Parties agree actively to cooperate and use their reasonable best
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efforts, without diminution of any storage or other rights Me;tropolitan or SDCWA may

ha\%g, to support a request to the Bureau for emergency storage in Lake Mead or Lake

Havasu for the Conserved Water and/or th;e Canal Lining Water, if it would avoid the

waste or loss of the Conserved Water and/or the Canal Lining Water.

(¢)  Inthe event the delivery of Exchange Water by Metropolitan is prevenfed
as described in Paragraph 7.2(a) above, and in the event Cﬂnserve(i Water and/or the

Canal Lining Wflter has been stored as contemplated by Paragraph 7.2(b) above, and such

stored Conserved Water and/or the Canal Lining Water is Made Available to

Metropolitan, the term of this Agreement shall be extended, for a period not to exceed

five Years, without the necessity for further action by cither Party, if and to the extent

necessary fo permit Metropolitan to complete the delivery of Exchange Waterina
quantity equal to such stored Conserved Water and/or the Canal Lining Watcr.

73  Survival. Notwithstanding the foregoing or anything to the contrary in this
Agreement, any remaining payment obligation of SDCWA under Asticle V, and the provigions
in Péragraphs 12.5,13.2,13.3,13.8, 13.10 and 13.15 and Aﬁ.icles X and XI, shall survive the
termination of this Agreement. |

VHI.
CON”DiTIONS PRECEﬁENT

8.1  Metopolitan’s Condition Precedent, Metropolitan’s obligations under this

Agreement are subject to the execution and delivery of the QSA and the Related Agreements (as

defincd in Section 1.1 of the QSA), and to the occurrence of the Effective Date.
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82 SDCWA's Conditions Precedent. SDCWA’s obligations und¢r this Agreement
are subject to thé execution and delivery of the Revised Fourth Amendment to the Transfer
Agreemeﬁt, the Allocation' Agreement and the Implcméntatioﬁ Agreement, and to the occurrence
of the Effectwe Date. o

83  Failurc of Condmons If Metropolitan’s conditions precedent nmder Paragraph

8.1 are not satisfied or waived in writing by Metropolitan, or if SDCWA’s condmons precedent

under Paragraph 8.2 are not satisfied or waived in writing by SDCWA, in cach casc on or before

 December 31, 2003, then this Agreement will be void, and all rights and obligations provided

hereunder will be terminated.
IX.
| COMPLIANCE WITH APPLICABLE LAWS
‘91 Applicable Laws. This Agreement and the activities described herein are -

contingent upon and subject to compliance with all applicable laws.

). &
ADDITIONAL COVENANTS
10.1 Impact on Transfer Apreement. Nothing in this Agreement shall be construed to
amend the Transfor Agreement. |
10.2 Implementation of Transfcr Ag;eement Insofar as the Transfer Agrecment is
consistent with and unpiemented in accordance with state and federal law and the California

Plan, Metropolitan shall not oppose approval or implementation of that Agreement before the
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~ California State Water Resources Control Board, the Burcauw, the United States Department of

the Interior or in any other judicial or administrative proceedings

10.3  Support for Sg@‘ lus Criteria. SDCWA will use reasonable best efforts to support
all reasonable efforts by Metropolitan to promote and secure surplus ctiteria on the Colcra&o
‘River with the objective of maintaining a full Colorado River Aqueduct.

10.4 Report to Legislature. The Parties shall report as requested to the Legisiature of

the State of California on the implementation of this Agreement.

10.5 Covenants of Good Faith. This Agreement is subject to reciprocal obligations of

" good faith and fair dealing.

106 SDCWA Consent and Waiver, Notwithstanding any Jimitations set forth in the

Transfer Agreement otherwise restricting IID’s right to transfer water to Metropolitan, SDCWA
hereby consents to TID’s transfer of water to Metropolitan as provided in Articles 5 and 6 of the
HD/MWD Acquisition Agreement (as defined in Section 1.1 of the QSA) and waives any right to
object thereto. SDCWA shali provide to IID, and shall be bound by, a written acknowledgement
of its consent and waiver set forth in the preceding sentence above in such form and to such
effect as Metropolitan may reasonably request. . | | |

10.7 Allocation Ag;geementA Responsibilities. SDCWA shall indenﬁaify Metropelitan
and defend and hold it harmless at SDCWA’s sole cost and expense from and against any
obligation, liability or responsibility of any kind assigned to SDCWA under and pursuant to the

Allocation Agreement and any claim by any person that MWD has any conﬁnuiﬁg obligation,
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liability or responsibility of any kind with respect to the matters assigned to SDCWA under the
Alocation Agreement. |

X1

| DISPUTE RESOLUTION

11.1  Reasonable Best‘ Efforts to Resolve by Negoti ation. The Parties shall exercise
reasonable best efforts to resolve all disputes, including Price Disputes, arising under this
Agreement through negotiation; provided, however, that SDCWA shall not dispute whether the
Price determined pursuant to Paragraph 5.2 for the first five (5) Years of this Agreement was
determined in accordance with applicable law or regulation (a “Price Dispute™). In the event
negotiation is unsuccessful, then the Parties reserve their respebtive rights to all legal and
equitabie remedies. |

XIL

EVENTS OF DEFAULT; REMEDIES
12.1  Events of Default by SDCWA. Each of the following constitutes an “Event of

Default” by SDCWA under this Agreement if not cured within 30 days of receiving written

notice from Metropolitan of such matter:

(@) Subject to Paragraphs 7.2 and 9.1, SDCWA fails to Make Available to
Metropolitan Conserved Water or Canal Lining Water, as required under this Agreement.
(b) SDCW A fails to perform or observe any other term, covenant or

undertaking that it is to perform or observe under this Agreement.
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(c; Any repres'entélion, warranty or stateraent made by or on behalf of the
SDCWA and contained in this Agreemeﬁt or in any exhibit, certificate or other documeﬁt
MShed pursuant to this Agreement ison fhe date made or later proves to be fal;e,
misleading or untrue in any material respect. |
122  Events of Default by Metropolitan. Each of the following constitutes an “Event
of Default” by Metropolitan under this Agreement if not cured with_in 30 days of receiving
written notice from SDCWA. of such matter:
| (a) Subjéct to Pare;graphs 7.2 and 9.1, Metropolitan fails to deliver the
Exchange Water as required under this Agreement. |
(b)  Metropolitan fails to perform or obseﬁe any other ferm, covenant or
undértakhg that it is to perform or observe under this Agreement. |
{cy Any 'rcpres;entation,' warranty or statement made by or on behalf of
Metropolitan and contained in this Agreement or in any exhibit, certificate or other
documeh.t furnished pursuant to this Agreement ié on the date made or later proves to be
false, misleading or untrue in any material respect.

12.3 Remedies Genérally. If an Event of Default occurs, the non-breaching Party will

have all rights and remedies provided at law or in equity against the breaching Party.

124  Enforcement of Transfer and Exchange Obligations.
(8  Any Event of Default as defined in Paragraph 12.1(a) or 12.2(2) may be

remedied by an order of specific performance.
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(b)  Solong as no Event of Default as defined in Parggraph 12,1(a) has
occurred and is‘ continuing, and so long as SDCWA tenders to Metropolitan full payment
of the Agreement Price when due, Metropolitan shall not sus;ﬁend or delay, in whole or in

part, delivery of Bﬁichangc Water as required under this Agreement on account of any

breach, or alleged breach, by SDCWA unless first authorized to do so by a final
judgment. So long as no Event of Default as defined in Paragraph 12.2(a) has occurred
and is continuing, SDCWA shall not suspend or delay, in whole or in part, Making
Available Conserved Water and/or Cana‘l 1ining Waie_:r s required under this Agreement
on account of any breach, or alleged breach, by Metropolitan unless first authorized to do
so by alﬁnal judgment. A violation of the provisions of this subparagraph (b) may be
_remedied by an order of specific performance.

(¢)  Inthe event of a dispute over the Price, SDCWA shall pay when due the
full amount claimed by Metropolitgn; provided, however, that, during the pendency of
the dispute, Metropolitan shall deposit the difference between the f’rice asserted by
SDCWA and the Price claimed by Metropolitan in a separaté inferest bearing account. If
SDCWA prevails in the dispute, Metropolitan shall forthwith pay the disputed amount,
plus all interest eamed thereon, to SDCWA. If Metropolitan prevails in the dispute,
Metropolitan may then transfer the disputed amount, plus all interest earned thereon, into
any oth& fund or account of Metropolitan.

12.5  Cumulative Rights and Remedies. The Parties do not intend that any right or

remedy given to a Party on the'breach of any provision under this Agreement be exclusive; each
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such right or remedy is cumulative and in addition to any other remedy provided in this

Agreement or otherwise available at law or in equity. If the non-breaching Party fails to exercise

- or delays in exercising any such right or remedy, the non-breaching Party does not thereby waive

that right or remedy. In additi;)n, no single or partial exercise of any right, power, or privilege
preciudes any other or further exercise of a right, power, or privilege granted by this Agreement

or otherwise.

12.6. Action or Proceeding Between the Parties. Bach Party acknowledges thatitisa

"local agency" within the meaning of § 394{5) of the Califormia Code of Civil Procedure
{"CCP"™). Each Paﬁy further acknowledges that any acfion or proceeding commenced by one
Party against 'the other would,'unde.r § 394(a) of the CCP, as 2 matter of law be subiject to
{a) being transferred to a "Neutral County,”" or instead
®) haviﬁg a disinterested judge from aNeutrﬂ County assigoed by the
Chairman of the Judicial Council to hem; the action or proceeding,
{©) A "Neutral County” is any county other than Imperial, Los Angeles,
Orangé, Riverside, San Bernardino, San Diego or Ventura. In the event an action is ﬁla&
by either party against the other to enforce this Agreement and to obtain damages for its

alleged breach, eachi Party hereby:

@ Stipulates to the action or proceeding being transferred to 2 Neutral
'County or to having a disinterested judge from a Neutral County

assigned to hear the action;
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(i) Waives ttae' usual notice required under the law-and-motion
provisions of Rule 317 of the California Rules of Court;

~ (iii) Consents to having any motion under § 394(c) heard with notice as

an ex parte matter under Rule 379 of the California Rules of Court;

and
(iv)  Acknowledges that this Agreement, and in particular this section,

may be submitted to the court as part of the moving papers.

(@)  Nothing ini this Paragraph 12.6, however, impairs or limits the ability of a

Party to contest the suitability of any particular county to serve as a Neutral County, or

opcratcé to waive any other rights.

X101
GENERAL PROVISIONS
13.1 No Third—Paﬁy. Rights. "I‘his Agre_ement is made solely for the benefit of the
Parties and their respective permitted successors and assigns (if any). Except forsucha

permitted successor or ‘assign, no other person or entity may have or acquire ény right by virtue

 of this Agreement.

132 Ambiguities. Fach Party and its counsel have participated fully in the drafting,
review and revision of this Agreement. A rule of construction to the éffect that ambiguities are
1o be resolved against the dr_aﬁi;lg Party will not apply in interpreting this Agreement, including

any amendments or modifications.
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13.3  Governing Law. This Agreement shail be governed by and construed in
accordance with the laws of the State of California, wi'_thout giving effect to conflict of laws
provisions; provided, however, that federal law shall be applied as appropriate to the extent il
bears on the resolution of any claim or issue relating to the permissibility of the transfers or the
Making Available of Colorado .River water, as contemplated herein.

13.4 Binding Effect; No Assignment. This Agreement is and will be binding upon and
will inure to the benefit of the Parties and, upon dissolution, the legal successors and assigns of
their assets and hiabilities. Neither Party may assign any of its rights or delegaw any of its dutics
under this Agreément. Any assignment or delegation made in violation of this Agreement is

void and of no force or effect.

13.5 Notices. All notices, requests, demands, or other communications under this

Agreement must be in writing, and sent to both addresses of each Pﬁy. Notice will be
sufficiently given for all purposes as follows:
. Personal Delivery. When personally delivered to the recipient. Notice is
| effective on delivery.
. First-Class Mail. When mailed first-class, postage prepaid, to the last address of
the recipient known to the Party giving notice. Notice is effective five mail delivery days
after it is depo;ited in a United States Postal Service office or mailbox.
. Certified Muil. When mailed certified mail, return receipt requested. Notjce is

effective on receipt, if a return receipt confirms delivery.
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. Ovemz‘ght.Delivery. When delivered by an overnight delivery service such as
Federal Express, charges prepaid or charged to the sender's account. Notice is effective
on deiivéxy; if delivery is confirmed by the delivery service. |
« Facsimile Transmission. Notice is effective on receipt, provided that a copy is mailed
by first-class mail on the facsimiie {ransmission date.

. Addresses for purpose of giving notice are as follows:
To Metropolitan: Meu'op'olitan Water District of Sonthefn California

Attn,: Chief Executive O_ﬁccr

Address for US. mail:  P.0.Box 54153

Los Angeles, CA 90054-0153

_Address for personal or overnight delivery:

700 Nortﬁ Alameda Street
Los Angeles, CA 90012-2544 |
Telephone: 213-217-6000
Fax: 213-217-6950
With a copy delivered by the same means and at the same address to:
Metropolitan Water District of Souﬁern California
Atto.: General Counsel |
To SDCWA:
San Diego County Water Authority

At General Manager
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4677 Overland Avenue _
San Diego, California 92123-1233
Telephone: 858-522-6780
Fax: 858-522-6262
With a co}ﬁy to: Sah Dfego County Water Authority
Attn.: Goneral Counsel
4677 Overland A,venué
San Diego, California 92123-1233
Telephon;e:‘ 858-522-6790
Fax: 858-522-65366
(@) A cormectly addressed notice that is refused, unclaimed, or undeliverable
because of an act or omission by the Party to be notified will be deemed effective as of *
the first d;ite that notice was refused, unclaimed, or deemed undeliverable by the postal
authorities, méssenger, or overnight delivery scrvice.
(b) A Party may change its address by givfng the other Party notice of the |
change in any manner permitted by this Agreement.
13.6 Entire Aggeément. This Agreement constitutes the ﬁﬁal, complete, and exclusive ‘
statement of ﬂzc terms of the Agreerﬁent between the Parties pertaining té its subject matter and

supersedes all prior and contemnporaneous understandings or agreeiments of the Partics. Neither

~ Party has been induced to enter into this Agreement by, nor is either Party relying on, any

representation or warranty outside those expressly set forth in this Agreement.
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») ' 13.7 Time of the Fssence. If the day on which ?erfurmanca of any act or the
occurrence of any event hereﬁnder (excgpt the delivery of Exchange Water) is due is not a
business déy, the time when such performance or occurrence shall be due shall be the first
business day (as Ideﬁned in Section 4507 of the Administrative Code) occutring after the day on |

~ which performanoce or océﬁrrence would otﬁe:wise be due hereunder. All times provided in this

' Agreement for the performance of any act will be strictly construed, time bair;g of the essence of
this Agreement. |

13.8 M@diﬁcaﬁon. This Agfeement may be supplemented, amended, or modified only
by the written agfeement of tﬁe Parties. No supplement, amendment, or modification will be |

. binding unlegs it is in writing and signed b.y:both Parties.

13.9 Waiver. No waiver of a breach, failure of condition, or any right or remedy
contained in or Q'a.uted by the provisions of this Agreement is effective unless it is in writing and
signed by the Party waiving the breach, failure, right, or remedf. No waiver of a breach, failure
of condition, or right or remedy is or may be deemed a.waiver of any other breach, failure, right
or remedy, whether similar of not. In addition, no waiver will constitute a continuing waiver ‘
unlsss.the writing so specifies.

13.10 Indemnification.

(a) SDCWA shall mdemnify Metropolitan pursuant to Section 4502 of the

Administrative Code against liability in connection with acts of SDCWA after

Metropolitan’s delivery of the Exchange Water, to the same extent as is required with

respect to water supplied by Metropolitan to a member pubhic agency. Such

32

EXHIBIT A
Page 32



indemmification shall be in addition to any indemnification rights available under
applicable law and to any other remedy provided under this Agreement.

()  Metropolitan shall indemnify SDCWA pursuant to Section 4502 of the

Administrative Code against Hability in connection with Metropolitan’s delivery of the

Exchéngé Water to the same extent as is required with respect to water supplied by
Metropolitan to a member public agency. Such indemnification shall be in addition to

any indemnification rights available under applicable law and to any other remedy

'provided under this Agreement.

(c)  Notwithstanding anything in this Agreement to the contrary, each Party
agrees to proceed with reasonable diligence and use reasonable good faith efforts to

jointly defend any lawsnit or administrative proceeding by any person other than the

~ Parties challenging the legaﬁtj, validity, or enforceability of this Agreement.

13.11 Authority of the ieeislahxre. Nothing in this Agreement will limit any authority

of the Legislature of the State of California to allocate or reallocate water.

13.12 Right to Amend the Adminisirative Code. Notwithstanding an);thing to the

céntrary in this Agreement, express or implied, Metropolitan shall have the right to amend the .
Administrative Code at its sole discn%tion, except that, for the purposes ;)f this Agreement, no
such amendment shall ﬁave the effect of changing or modifying Par#graphs 8.1 and 8.2, or the
obﬁgati§n of Metropolitan to deliver Exchange Water hereumiei, unless such effect is first -

approved by the Board of Directors of SDCWA,
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13.13 Right to Amend Transfer Agreement and Aﬁocaﬁ;)n Agreement.
Notvvithgtaading aﬁythin g to the contrary in this Agreement, express or implied, SDCWA shall
ha;fe the right to :_am;:md the 'i‘ra:nsfcr Agrécmcnt and/or the Allocation Agreemeng atits sole
discretion, except that, for purposes of this Agreeniént, no such amendment shall ha*;lc the effect
of changing or modifying Paragraphs 8.1 and 8.2, the obligation of SDCWA to Make Available
Conserved Water and/or Canal Lining Water hereunder, or thé PﬁceA payabie by SDCWA with
respect to any Exchange Water, or be binding on Metropolitan, unless such effect is first
approved by the Board of Directors of Metropolitan.

13.14 Counterparts. This Agreement may be éxecuted in two or more counterparts,
each of which, when executed and delivered, shél} be an original and all of which together shall
constitate one instrument, with the same force and effect as though all signatures appéared én a
single document,

13.15 Audit. Each Party shall be responsible for assuring the accuracy of its books,

reéords and accounts of billings, payments, metering of water, and other records (whether on
hard copy or in electronic or other format) evidencing the performance of its o’bligatiohs pursuant
to this Agreement and shall maintain all such records for not less than three years.‘ Each Party
will have the right to audit the other Party’s books and records relating to this Agreement for

purposes of determining compliance with this Agreement during the term hereof and for a period

of three years following termination of this Agreement. Upon reasonable notice, each Party shall -
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cooperate fully with any such audit and shall perniit access to its books, records and accounts as

may be necessary to conduct such audit,

IN WITNESS WHEREOF, the Parties have executed this Agreement as of the

date first written above.

Approved as to Form: - The Metropolitan Water District of Southern California

Chief Executive Officer

The San Diege County Water Authority

- IS T

General Manager 7 - N

By:
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THE METROPOLITAN WATER DISTRICT
OF SOUTHERN CALIFORNIA

® Board of Directors
Business and Finance Committee

4/13/2010 Board Meeting

8-2
Subject
Adopt (1) recommended water rates and charges; and (2) resolutions to impose charges for fiscal year 2010/11
Description
SUMMARY

This letter recommends approval of an increase in rates and charges and, further, that the Board implement this
increase by approving: (1) the revenue requirement for 2010/11; (2) the recommended rates and charges effective
January 1, 2011 as discussed in this letter; (3) the resolution to impose the Readiness-to-Serve Charge effective
January 1, 2011; and (4) the resolution to impose the Capacity Charge effective January 1, 2011,

The Board, Business and Finance Committee, and member agencies have been reviewing and evaluating
Metropolitan’s 2010/11 budget and the required rates necessary to support that budget since December 2009.
During that time period, the Board held three board workshops and had three Business and Finance Committee
meetings, as well as a public hearing before the Business and Finance Committee. In addition, staff and the
member agencies met on four separate occasions to discuss options regarding the overall size of the budget, the
average rate increase and the cost of service supporting the rates. As a result of that process, this letter presents
four options for the Board’s consideration as it adopts the fiscal year 2010/11 budget and rates and charges.

In four of the last five years Metropolitan has not collected sufficient revenues to cover its costs. Instead, in an
effort to mitigate rate increases, Metropolitan has been utilizing its reserves to fund expenditures. At the same
time, the largest court ordered supply cutback in the history of the State Water Project (SWP) occurred. Supply
cutbacks are expected to continue due to hydrology and pumping restrictions imposed fo protect endangered fish
(e.g. Delta smelt). In July 2009 Metropolitan responded to continued supply constraints by declaring a Level 2
Regional Water Supply Allocation. This allocation imposes a set of penalties for member agencies that use more
than their allocation limits. Conservation measures have been implemented throughout Southern California to
manage within the limits of the water supply allocation. These conservation measures, combined with Jower
levels of economic activity due to the recession, have combined to reduce water sales throughout Metropolitan’s
service area. Metropolitan’s water sales in fiscal year 2009/10 are trending at 1.83 million acre-feet, below the
budgeted levels of 1.9 million acre-feet, and significantly lower than water sales of almost 2.3 million acre-feet
just three years ago.

At the same time that water supplies and water sales are constrained, some of Metropolitan’s costs are expected to
increase in 2010/1 1 including:

a. Higher costs for State Water Project deliveries: The cost payable under the State Water Contract in
2010/11 is estimated to be about $45 million higher than projected in 2009/10. These cost increases are
primarily driven by increases in off-aqueduct power and capital-refated costs, as well as Metropolitan’s
share of the environmental work and preliminary engineering of the Delta Habitat Conservation and
Conveyance Program (DHCCP).

b. Debt service: The financing costs for Metropolitan’s ongoing $3.85 billion capital program will result in
an increase of about $43 million in debt service from 2009/10. A significant portion of the capital
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program is to repair and improve treatment processes and to upgrade and repair Metropolitan’s aging
water delivery system.

¢. Increase in Pay-as-you-go (PAYGO) for R&R capital funding: Funding of replacement and
refurbishment (R&R) capital from PAYGO is projected to increase by almost $58 miliion from about
$37 million in 2009/10 to $95 million in 2010/11. This increase is necessary to meet the Board’s policy
of funding $95 million of capital expenditures associated with replacement and refurbishment of existing
facilities from revenues. Funding higher levels of PAYGO is consistent with restoring Metropolitan’s
revenue bond coverage and fixed charge coverage ratios to board-adopted targets, thus helping to
preserve Metropolitan’s current bond ratings. In addition, funding more of the CIP from revenues wiil
reduce the long-term cost of the program by reducing interest costs.

d. Higher power costs on the Colorado River Aqueduct (CRA): CRA power costs are projected to be
$13 million higher in 2010/11 as a result of higher flows on the CRA.

In order to help mitigate impacts on member agencies, the proposed 2010/11 departmental operating budget has
been reduced by $3 million compared to the 2009/10 budget. Additionally, proposed demand management costs
are equal to the 2009/10 budget, and Metropolitan’s Capital Investment Plan has been reduced by $84 million
from the 2009/10 budget as expenditures for large capital projects like the Inland Feeder and Skinner Oxidation
Retrofit Program come to a close.

As has been discussed over the past four months, drought and environmental constraints have combined to limit
the amount of water that has been available to Metropolitan over the past two years. The proposed budget, which
was initially presented in January, has been modified to reflect input received from the Board and member
agencies, and reflects staff’s best estimate of the costs to effectively operate the system while investing in those
capital projects necessary to ensure reliable water supplies in the future. In particular, the estimates for the State
Water Project and the payouts associated with the Cargill litigation have each been reduced from the January
budget proposal.

The resulting budget would require a 12.4~percent overall increase in water rates and charges, effective January i,
2011 in order to meet the Board’s direction to recover the full cost of service in 2010/11. This increase would be
required even though the expenditure budget has been reduced by $66 million compared to last year’s budget,
with the Metropolitan Operating and Maintenance budget down about $3 million compared to the 2009/16
budget. This would be the second year in a row that the operating budget has been reduced from the prior year.
As part of that reduction, over 60 positions will be eliminated in the 2010/11 budget. This will mean that
Metropolitan has eliminated 100 positions over the past two budget years.

The four rate options are presented within the context of the state of the economy today, as well as the need to
invest in a safe and reliable water supply for now and the future, While the recommended 12.4 percent rafe
increase is substantially lower than the 21 percent increase that was forecast at this time Jast year, it is recoghized
that this is a large increase that has impacts on the member agencies and the public. As such, three other options
are presented for the Board’s consideration. These three options require lower increases, and as such require
changes to expenditures (or other revenues) in order to meet the cost-of-service recovery identified by the Board
last year,

REVENUE REQUIREMENTS

Table 1 summarizes the 2010/11 revenue requirements. Based on the proposed 2010/11 budget, the revenue
requirements (including capital financing costs, but not construction outlays financed with bond proceeds) will
total approximately $1.389 billion in 2010/11.
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Table 1. Revenue Requirements (by budget line item)

Fiscal Year Ending % of Revenue
2011 Requirements {1)
Departmental Operations & Maintenance 322,028,600 19.0%
General District Requirements
State Water Project 497 325,222 29.3%
Colorado River Aqueduct 59,589,167 3.5%
Supply Program Costs paid from operating revenues 103,165,940 8.1%
Water Management Programs 58,236,726 3.4%
Capitat Financing Program 443,120,428 26.1%
Other O&M 15,436,100 0.9%
increase (Decrease) in Required Reserves 45,100,000 2.7%
Total 1,221,983,584 71.9%
Revenue Offsets (154,880,952) 9,1%
Net Revenue Requirements $ 1,389,131,232 100.0%

{1) Given as a percentage of the absolute values of total doliars allocated.
Totals may not foot due to rounding

Metropolitan generates a significant amount of revenue from interest income, hydroelectric power sales and
misceflaneous income. These additional revenues are expected to generate about $74 miilion in fiscal

year 2010/11. It is expected that Metropolitan will also generate about $81 million in ad valorem property tax
revenues and annexation charges. Property tax revenues are used to pay for a portion of Metropolitan’s general
obligation bond debt service, and a portion of Metropolitan’s obligation to pay for debt service on bonds issued to
fund the State Water Project. The total revenue offsets for fiscal year 2010/11 are estimated to be around

$155 million. Therefore, the revenue required from rates and charges is the difference between the total costs and
the revenue offsets, or $1.389 biilion.

MAJOR ASSUMPTIONS - REVENUE REQUIREMENTS FOR FY 2010/11

Water Sales : 1.93 million acre-feet
Cash vear water sales (including Tier 1, Tier 2, agricultural, and wheeling/exchange sales) are projected to be about
1.93 million acre-feet in fiscal year 2010/11. This forecast is based on expected demands under average weather
conditions. If water sales are Jess than anticipated, rate stabilization reserves would be used to meet expenditures.
Treated water sales are expected to be about 1.3 million acre-feet or 65 percent of total sales. About 1.66 million
acre-feet are expected to be sold at the Tier 1 rate, 48 thousand acre-feet are expected to be sold at the higher Tier 2
rate, 62 thousand acre-feet are expected 1o be sold through the Interim Agricultural Water Program, and no water sales
are projected at Replenishument rates. ‘

State Water Project (inciuding SWP power) $497.3 million

Total costs for 2010/11 under the State Water Project are estimated to be approximately $497.3 miltion, including
about $100 million for variable power costs, net of projected credits. Costs for OMP&R and capital are expected to
be $45 million higher than in 2009/10. State Water Project costs in 2010/11 will not benefit from this refund.
Variable power costs for the State Water Project are expected to be $3.3 million higher than in 2009/10, due to a
higher projected power rate on the State Water Project. Costs of off-aqueduct power facilities are also projected to
increase by more than $8 million. SWP cost estimates are based on projected water deliveries of about 0.92 million
acre-feet in 2010/11 and estimates provided by DWR.

Colorado River Power Costs $59.6 million
The revenue requirement incorporates costs associated with pumping approximately 1.18 million acre-feet from the
Colorado River in 2010/11. Power from Metropolitan’s share of Hoover and Parker, plus energy under the contract
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with Southern California Edison will not be sufficient to move these supplies. Total costs for pumping are estimated
to be about $59.6 million, which includes about $39 million to procure power on the open market in 2010/11.

Supply and Sterage Programs $103.2 million

Total expenditures for water transfer and storage programs are estimated to be about $103.2 million in 2010/11.
Colorado River Supply Program expenditures total $54.2 million and inchude $17.3 million for the Palo Verde
Irrigation District (PVID) Program, $10.1 million for the Imperial Irrigation District/Metropolitan Conservation
Program, new agricultural water transfers of $13.7 million, and $13.1 million for various other Colorado River-
based supply programs. Supply program costs along the State Water Project total $39.2 million and include
approximately $30.3 million in water transfer purchases, $4.2 million for the Arvin-Edison Water Storage Program,
$2.1 million for the Yuba Accord Program, and $2.6 million for the Semitropic Water Storage Program. An
additional $9.8 million will be used to fund ongoing operating costs for in-basin supply projects including conjunctive
use programs within Metropolitan’s service area. Water transfer costs reflect expenditures for transfers that will be
delivered in calendar year 2011, It is anticipated that 100 thousand acre-feet of transfer water will be purchased
through the State Water Contractors for calendar year 2011.

Demand Management Programs $58.2 million

Demand management program payments made to the member agencies in support of local resources development and
active conservation efforts are expected to total $58.2 million in 2010/11. This reflects incentive payments for
conservation of $19.1 million and local resources development of $39.1 million. These incentives do not reflect other
costs associated with these programs, including labor, administration, and public information and outreach costs of
almost $19.3 million that are included in Metropolitan’s departmental O&M estimates. Recycling and groundwater
recovery projects supported by Metropolitan are expected to increase annual production by about 27 thousand acre-
feet over current year estimates, to a total of 250 thousand acre-feet in 2010/11. Projected expenditures reflect
Metropolitan’s ongoing commitment to water conservation, local recycling, and groundwater cleanup. These
estimates are consistent with efforts to develop local water supplies in cooperation with the member agencies and
other local agencies based on the Integrated Resources Plan.

Capital Financing Program $443.1 million

Capital Financing Program costs include $294 million of water revenue bond debt service payments on approximately
$4.6 billion of outstanding Water Revenue Bond debt as of December 31, 2009. This represents an increase of
approximately $43 million above 2009/10 projected debt service payments, due in part to the issuance of water
revenue bonds in 2009/10 and 2010711 to finance the ongoing CIP. These costs also reflect debt service increases that
are the result of higher interest payments for taxable Build America Bonds (BABs). As part of the Federal American
Recovery and Reinvestment Act, the federal government will provide a subsidy to public entities like Metropolitan
that issue taxable bonds. While the interest payments on these bonds are higher than tax-exempt bonds, Metropolitan
will receive a subsidy from the federal government equal to 35 percent of the interest payment, making these bonds an
attractive funding option for the capital program. The subsidy does not show up in Metropolitan’s debt service, rather
it increases Metropolitan’s revenue offsets, which reduce the revenue requirement to be generated from rates and
charges, Additional capital financing costs include $39 million of general obligation bond debt service which are paid
by ad valorem property taxes, and $15.1 million for debt administration expenses for remarketing, liquidity support,
and administrative costs associated with Metropolitan’s variable rate debt program, and State Revolving Fund Loan
payments.

In addition fo debt service, Metropolitan’s capital financing costs include $95 miilion of capital expenditures funded
from revenues or reserves, also referred to as PAYGQ funding. By way of comparison, more than $170 million of the
proposed Capital Improvement Program in 2010/11 is for replacement and refurbishment (R&R). R&R expenditures
are reflective of the ongoing cost to maintain Metropolitan’s facilities due to the current and previous use of the
system. Under prior board policy and direction, $95 million of these costs would be paid by current users of the
system, as opposed to debt-financed. This policy was included in the L.ong Range Finance Plan, and reflected a
compromise between funding all repair and replacement capital costs through revenues and mitigating rate impacts in
the near term. As such, it is appropriate for PAYGO levels to be increased from the $36.7 million in the 2009/10
budget to $95 million in 2010/11. By restoring PAYGO funding to $95 million from rates and charges in 2010/11
and beyond, Metropolitan’s revenue bond coverage will come closer to meeting the board-adopted target of 2 times
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debt service coverage. In the future, funding PAYGO through rates at or above $100 million per year will be an
important part of Metropolitan’s strategy to maintain its high bond ratings and mitigate long-term debt service costs.

Operations and Maintenznce $337.5 million

The revenue requirement inciudes $337.5 million for operations and maintenance, including labor and benefits,
professional services, operating equipment purchases and water treatment chemicals, power, and solids handling.
This estimate is $2.8 million or about one percent lower than projected 2009/10 costs. A detailed breakdown of
departmental budgets is provided in the 2010/11 proposed budget.

Adjustments in Reserves $45.1 million

Required reserve balances are estimated to increase by $45.1 mitlion from June 30, 2010 to June 30, 2011, in
accordance with board policies contained in Metropolitan’s Administrative Code for the State Water Contract Fund,
and Revenue Remainder Fund, and in accordance with bond covenants for the Operations and Maintenance Fund and
Revenue Bond Reserve Funds. About $15.5 million of this portion of the revenue requirement is for the increase in
the board-adopted minimutn reserve levels for rate stabilization purposes. This portion is subtracted from the revenue
requirement for the purposes of calculating the necessary rate increases.

Other Revenues $154.9 million

To determine the rates and charges revenue requirement, the total estimated obligations of $1.54 billion are
reduced by revenue from ad valorem property taxes, interest income, hydropower revenues, CRA power sales,
Federal BAB subsidies, and miscellaneous revenues. Ad valorem property taxes levied at the current tax rate of
0.0043 percent of assessed valuations are estimated to be $80.8 million. Annexation charges are expected to
provide $1 miliion. BAB subsidies are expected to generate $10.4 million in 2010/11. Power recoveries, interest
on investments and miscellaneous revenue are expected to produce $62.7 million in 2010/11. Based on the
projected expenditure estimates described above, fotal revenues required from rates and charges in 2010/11 are
projected to be $1.389 billion.

RATE OPTIONS

As shown above, the total revenue requirement to be generated from rates and charges in fiscal year 2010/11 is
projected to be $1.389 billion. Rate options 1, 2, and 4 as presented in this letter would fully recover
Metropolitan’s cost of service in 2010/11. Rate option 3 would fully recover the cost-of-service by 2011/12.

Major Assumptions and Cost DPrivers Common to all Options
The four most important cost drivers and assumptions are:

a. Sales volumes. Rate options discussed in this letter have been developed based on water sales of 1.93
million acre-feet in 2010/11 and 2 million acre-feet in 2011/12,

b. Expenditures. Budget eipenditures of $1.732 billion or $66 million lower from the 2009/10 budget.
Details of the proposed budget are included in Board Letter 8-1, which is also under consideration at the
Board’s April meeting.

c. Capital funding. Pay-As-You-Ge (PAYGO) funding for refurbishment and replacement (R&R) projects
in the Capital Investment Plan in 2010/11 of $95 million and $125 million in 2011/12.

d. Delta Surcharge. The Delta pumping restrictions impacts on Metropolitan's finances are reflected in the
Delta Surcharge first introduced last year. The costs and derivation of the Delta Surcharge are detailed
below.

The following overall rate options are provided for the Board’s consideration.

o Option 1 — Average rate increase of 12,4 percent effective on January [, 2011. This rate increase
recovers the full cost-of-service within fiscal year 2010/11 without draws from reserves. Revenue bond
debt service coverage would be 1.9 times in 2010/11.

» Option 2 ~ Average rate increase of 8.9 percent effective on January 1, 2011, and a reduction in the
2010/11 expenditures by $14 million. This cost reduction could be achieved by delaying some of the CIP
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projects and postponing an expected bond issuance to the last half of 2011/12, and reducing SWP capital
costs by $5 million. This rate increase recovers the full cost of service within fiscal year 2010/11 without
draws from reserves. Revenue bond debt service coverage would be 1.9 times in 2010/11. The 2012
overall rate increase is estimated to be 6 percent.

o  Option 3 - Average rate increases of 7.5 percent on January 1, 2011 and 7.5 percent on January 1, 2012,
This option would require draws of about $20 million from reserves in 2010/11. Revenues would recover
the full cost of service in 2011/12. Revenue bond debt service would be 1.9 times in 2010/1}, and 2.0 in
2011712,

Option 4 - Average rate increase of 9.6 percent in 2011 and no change to Metropolitan’s property tax
rate. This option presents an average increase in rates and charges of 9.6 percent on January 1, 2011. In
addition to the rate increase, Metropolitan would maintain the current property tax rate of 0.0043 percent
of assessed valuations in the service area. Under Option 4 Metropolitan would sponsor legislation to
change Section 124.5 of the MWD Act to allow Metropolitan to cap the maximum tax levy rate at the rate
in effect for fiscal year 2009/10. Maintaining the tax rate at it current level would generate an additional
$10 million in tax revenues in 2010/11 compared to the other options. This would reduce the need for
revenues 10 be generated from rates and charges, resulting in a 9.6 percent average rate increase in 2011.
The 9.6 percent average rate would recover the full cost of service without any draws from financial
reserves. Revenue bond coverage would be 1.9 in 2010/11 and 2.0 in 2011/12.

Ad valorem tax rate

While Option 4 includes capping Metropolitan’s tax rate, this revenue source could apply to any option, and will
be considered by the Board in coming months, Metropolitan could seek a legislative change to Section 124.5 of
the MWD Act to allow Metropolitan to cap the tax levy rate at the rate in effect for fiscal year 2009/10. Despite
the fact that Metropolitan currently has statutory authority and voter authorization to levy ad valorem tax
assessments on property within its service territory for its own general obligation bonds and its State Water
Contract obligation, since fiscal year 1990/91, Section 124.5 of the MWD Act limits property tax revenues {and
thereby the tax levy rate) to the total of annual debt service on Metropolitan’s general obligation bonds and the
portion of the State Water Contract payment for debt service on State general obligation bonds (Burns Porter
bonds) issued to finance facilities that benefit Metropolitan and outstanding in the 1990/91 fiscal year. As
principal payments on these bond obligations are made, the sum of these amounts is decreasing over time.

Metropolitan would seek to cap its tax levy rate at the current level of 0,0043 percent to help mitigate impacts on
future water rates due to increased costs of capital facilities paid through the State Water Contract. Under the
State Water Contract, Metropolitan and all other contractors are authorized to use property tax revenues to make
payments to California to fund their share of the State Water Project costs. Capping the property tax rate at
current [evels (0.0043 percent of assessed valuations in Metropolitan’s service area) would generate an additional
$10 million in property tax revenues in fiscal year 2010/11, if the change was effective. ‘

Delta Supply Surcharge

Each of the rate options includes a Delta Supply Surcharge of 851 per acre-foot. This surcharge reflects the
impact on Metropolitan’s water rates of lower supplies from the State Water Project due to pumping restrictions
associated with U.S. Fish & Wildlife’s Biological Opinion on Delta smelt and other actions to protect endangered
fish species. The Delta Surcharge would remain in effect until a fong-term solution for the Delta was achieved. It
is expected that the surcharge would be phased out as interim Delta improvements ease pumping restrictions.

The Delta Supply Surcharge reflects the additional supply costs that Metropolitan faces as a result of the pumping
restrictions (such as purchases of water transfers, Yuma Desalter, etc.), lost value in supplies available from the
State Water Project, and the cost of personnel and consultants working on Delta improvements. These costs ate
estimated to be approximately $87 million in 2010/11. The Delta Supply Surcharge would be charged to all

Tier 1 sales, IAWP and Replenishment sales, estimated to total about 1.7 million acre-feet. This results in a Delta
Supply Surcharge of $51 per acre-foot.
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The detailed cost of service study, supporting Option 1, is included in Attachment 2; the proposed Readiness-to-
Serve Charge resolution is included as Attachment 3; and the proposed Capacity Charge is included as
Attachment 4.

Cost-of-service Analysis

Attachment 2, Metropolitan Water District of Southern California, FY 2010/11 Cost of Service, is the detailed
cost-of-service study that aliocates Metropolitan’s costs to the different rate elements shown in Table 2. This
cost-of-service study is for the recommended option, the full cost-of-service recovery and overall rate increase of
12.4 percent. The cost-of-service methodology is consistent with the policy and guidelines approved by the
Board in 2001, and first implemented in 2003 when rates were “unbundled”. The cost-of-service methodology
was adopted after three years of study and work with the member agencies and the Board, culminating in the rate
structure currently used by Metropolitan. As part of this year’s cost-of-service study, Metropolitan retained the
services of Raftelis Financial Consulting, a leading rate and finance consultant, to evaluate the cost-of-service
methodology to ensure that it continues to be consistent with the Board’s objectives, consistent with practices in
the water industry, and consistent with state law. In areport to be mailed separately from this board letter,
Raftelis finds that the existing methodology is consistent in all three areas, and makes suggestions as to
improvements to be considered as Metropolitan and the member agencies negotiate and renew (as appropriate) the
purchase order agreements that expire in 2012,

Depending on the rate option adopted by the Board, the detailed cost-of-service study will be updated to reflect
that option, consistent with the current methodology.

Table 2 shows the individual rate elements proposed under each option, along with the fully bundled rates.

Table 2: Rates and Charges by Option

Qption 1 Option 2 Option 3 Option 4
Effoctive! Jan1,2010 | Jan.1,2011 | Jan 1,2011 | Jan1,2011  Jan 41,2012 | Jan1, 2011

Tier 1 Supply Rate ($/AF) $101 $112 $106 $104 $106 $108
Delta Supply Surcharge ($/AF} $69 81 $51 $51 $58 $51
Tier 2 Supply Rate (5/AF) $280 $280 $280C $280 $280 %280
System Access Rate ($/AF) $154 $217 $207 $204 $217 $206
Water Stewardship Rate ($/AF} $41 343 $41 $41 $43 $42
System Power Rate ($/AF) $119 §135 5131 $127 $136 $133
Full Senice Unireated Volumetric Cost (§/AF)

Tier 1 $484 $558 $536 §527 $560 $540

Tier 2 ‘ $504 3675 $659 $652 $686 $661
Replenishment Water Rate Untreated ($/AF) 3386 $440 3418 $409 $442 $422
Inferim Agricuftural Water Program Untreated ($/AF $416 $513 $491 $482 $537 $495
Treatment Swicharge ($/AF} $217 $217 $217 217 $234 $217
Full Service Treated Volumetric Cost (3/AF)

Tert | $701 $775 $753 §744 $794 8757

Tier 2 $811 5352 3876 $869 $020 5878
Treated Replerishment Water Rate ($/AF) $558 $632 3610 $601 $651 §$614
Treated Interim Agriculiural Water Program ($/AF) 3615 $718 3606 $687 8765 $700
Readiness-to-Serve Charge {$M) $114 $133 $127 $125 $146 $120
Capacity Charge ($/cls) $7,200 $7.200 $7.200 $7.200 $7.400 $7.200
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Policy

Metropolitan Water District Administrative Code Sections 4301 () (b): Cost of Service and Revenue
Requirement

Metropolitan Water District Administrative Code Sections 4304 (c) (f): Apportionment of Revenues and Setting
of Water Rates and Charges to Raise Firm Revenues

California Environmental Quality Act (CEQA)
CEQA determination for Options #1, #2, #3, #4 and #:

The proposed actions are not defined as a project under CEQA, because they involve continuing administrative
activities, such as general policy and procedure making (Section 15378(b)(2) of the State CEQA Guidelines). . In
addition, the proposed actions are not subject to CEQA because they involve the creation of government funding
mechanisms or other government fiscal activities, which do not involve any commitment to any specific project
which may result in a potentially significant physical impact on the environment (Section 15378(b)(4) of the State
CEQA Guidelines). '

The CEQA determination is: Determine that the proposed actions are not subject to CEQA pursuant to
Sections 15378(b)(2) and 15378(b)(4) of the State CEQA Guidelines.

Board Options

Option #1 .
Adopt the CEQA determination and
a. Determine that the revenue requirement to be paid from rates and charges is $1.389 biliion;
b. Approve water rates effective January 1, 2011;
¢. Adopt Resolution to Impose the Readiness-to-Serve Charge; and
d. Adopt Resolution to Impose the Capacity Charge.
Fiscal Impact: Revenues from rates and charges of $1.37 billion in fiscal year 2010/11, and an increase in the
effective rate of 12.4 percent in 2011 if the rates and charges are adopted as recommended. This represents an
increase of $48 million in revenues in fiscal year 2010/11.

Option #2
Adopt the CEQA determination and
a. Determine that the revenue requirement fo be paid from rates and charges is $1.377 billion;
b, Approve water rates effective January I, 2011;
¢. Adopt Resolution to Impose the Readiness-to-Serve Charge; and
d. Adopt Resolution to Impose the Capacity Charge.
Fiscal Empact: Revenues from rates and charges of $1.36 billion in fiscal year 2010/11, and an increase in the
effective rate of 8.9 percent in 2011 if the rates and charges are adopted as recommended. This represents an
increase of $34 million in revenues in fiscal year 2010/11.
Option #3
Adopt the CEQA determination and
a. Determine that the revenue requirement to be paid from rates and charges is $1.389 billion for
FY 2010/11 and $1.517 billion for FY 2011/12;
b. Approve water rates effective January 1, 2011, and January 1, 2012;
¢. Adopt Resolution to Impose the Readiness-to-Serve Charge; and
d. Adopt Resolution to Impose the Capacity Charge.
Fiscal Impact: Revenues from rates and charges of $1.35 billion in fiscal year 2010/11, and an increase inthe
effective rate of 7.5 percent in 2011, and 7.5 percent in 2012 if the rates and charges are adopted as
recommended. This represents an increase of $29 million in revenues in fiscal year 2010/11.
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Option #4
Adopt the CEQA determination and
Determine that the revenue requirement to be paid from rates and charges is $1,379 billion;
Approve water rates effective January 1, 2011;
Adopt Resolution to Impose the Readiness-to-Serve Charge;
Adopt Resolution to Impose the Capacity Charge; and
Sponsor legislation to change Section 124.5 of the MWD Act to allow Metropolitan to cap the
maximum tax levy rate at the rate in effect for fiscal year 2009/10.
Fiscal Impact: Revenues from rates and charges of $1.36 billion in fiscal year 2010/11, and an increase in the
effective rate of 9.6 percent in 2011 if the rates and charges are adopted as recommended. This represents an-
increase of $37 million in revenues in fiscal year 2010/11.
Option #5
Adopt the CEQA determination and instruct staff to modify the recommended rates and charges.
Fiscal Impact: Unknown

oo oW

Staff Recommendation
Option #1
4/1/2010
Date
41172010
Date

Attachment 1 — Public Comments

Attachment 2 - Metropolitan Water District of Southern California, FY 2010/11 Cost of Service
Attachment 3 - Resolution to Fix and Adopt Readiness-to-Serve Charge

Attachment 4 - Resolution to Fix and Adopt Capacity Charge

Ref# cfo12604002
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Attachment 1

Public Comments

Public Hearing Held March 8, 2010
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BOARD OF DIRECTORS
Brian Bowcock
David D. De Jesus
Dan Horan. -
Luis M, Juarez
Bob Kubhn
John Mendoza
Joseph T. Ruricka

GENERAL MANAGER/CHIEF ENGINEER
Richard W. Hansen, P.E.

February 17, 2010

Mr. Jeff Kightlinger, General Manager
Metropolitan Water District of Southern California

RE: Proposed 2011 Rates
Dear Jeff:

I am writing on behalf of Three Valleys Municipal Water District and its partner sub-agencies to
state that we are looking for cost certainty with rates over the next few years. Our primary objective
is to have MWD adopt a multi-year rate structure, as the uncertainty of rates from year-to-year
hinders realistic financial planning. We support MWD adopting a three-year rate increase that
achieves full cost of service for 2011 with sustainable rate increases after that between 2% and 5%
for 2012 and 2013.

By adopting multi-year rates, the following benefits are achieved:
= Improved creditability with the citizens of Southem California
= Smoother implementation related to Proposition 218 compliance and Public Utility
Commission hearings for both public and investor-owned retailers
= Improved financial planning for wholesalers and retailers

We are also aware that rate setting is dependent upon water sales. We propose MWD adopt rates
based on a lower amount of expected sales. We believe this makes sense in light of the following:
*  Ever-present possibility of lower projected State Water Project allocations
* Lower sales expected due to the message of conservation
= Increasing adoption of tiered rate structures by retail agencies that are likely to significantly
reduce current and fiture water sales.
*  The ability to strengthen MWD’s reserves with any additional water sold.

Three Valleys and its sub-agencies appreciate your consideration of these suggestions as you
continue the budgetary and rate setting process. Please don’t hesitate to contact me regarding any
questions.

Sincerely,

Richard W, Hansen, P.E.
General Manager/Chief Engineer

{ EXHIBIT B
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San Diego County Water Authority

4677 Overland Avenue * San Diego, California 92123-1233
[858) 522-6600 FAX (B58) 522-6568 www, sdewa. org

March §, 2010

Mr. Tim Brick _

Chairman of the Board : . :
Metropolitan Water District of Southern California
P.0. Box 54153

Los Angeles, CA 90054-0153

Re:  Business and Finance Committee
Weeting of March 8, 2010
Agendaitemn 1
Public Hearing: Comments on proposed rates and charges.

Dear Chairman Brick:

The Water Authority believes that Metropolitan must charge rates reflecting the actual
cost of its water and services, that those rates must be reasonable, and that the rates paid
by each member agency must be proportionate to the cost of providing the services that
member agency receives from Metropolitan. Because Metropolitan's rate structure does
not meet these requirements, it violates industry standard, cost-of-service principles, and

California law,

The Water Authority objected when Metropolitan first adopted its new rate structore in
2001, and again during the public hearing in 2003 through a letter from Maureen
Stapleton to Metropolitan’s General Manager that was attached to the March 11, 2003
Metropolitan Board letter 9-1. The Water Authority has repeatedly raised its concerns in
all possible forums, including Metropolitan’s Member Agency Managers meetings and
meetings of this committee and board of directors, but our concerns have not been

addressed.

Because a financially sound Metropolitan requires a rate structure that complies with
industry standards and California law, the Water Authority retained Bartle Wells
Associates, experts in public agency utility rates, to evaluate Metropolitan’s proposed
rates. These rate experts have identified fundamental flaws in Metropolitan’s rate
structure that must be corrected.

A public agency providing o sofe and refiable water supply to the Son Diago region o
EXHIBIT B
Page 12
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Ms. Tim Brick
March 8, 2010

First, Metropolitan’s costs under its contract for State Water Project water supplies must
be allocated to the water supply rate. Because these costs are supply-related, neither the
System Access rate nor the System Power rate should recover any of these costs.

Met does not own, operate, or maintain the State Water Project facilities. In fact, its State -
Water Project supply costs are to Metropolitan the same as Metropolitan’s costs are {0 its
member agencies — they are plainly and solely a cost of supply. By way of example, the
Water Authority assigns to its water supply rate the cost of purchasing water from Met
and its other suppliers such as its Colorado River Quantification Settlement Agreement
water, The Water Authority also assigns to its supply rate the costs it pays to
Metropolitan for wheeling and exchanges because it does not own the Met facilities
through which its transfer water is transported: This is the correct and lawful way to do
it. Indeed, neither Bartle Wells nor the Water Authority’s own professional staff have
been able to find any other SWP contractor that allocates payments for SWP water ina
manser similar to Metropolitan's practice.

Second, the Water Stewardship rate must also be assigned to supply and charged to
member agencies purchasing water from Metropolitan. This is because the Water
Stewardship rate recovers costs associated with the provision of subsidies for local supply

. projects and conservation programs. These are supply functions and these costs clearly
have no relation to Metropolitan’s transportation facilities.

Metropolitan’s principal act, the common law of utility rate-making in California,
Proposition 13, and statutes implementing Proposition 13 all require that Metropolitan’s
rates reflect costs of service which are (i) actoal, (if) reasonable, and (iii) proportionate to
the cost of serving the customers that pay those rates. Because Metropolitan’s rate
structure requires a customer or a class of customers to bear costs that ought to be borne

by others, Metropolitan's rates violate these rules.

As a result of its misallocation of State Water Project and Water Stewardship costs,
Metropolitan is undercharging for supply services and overcharging recipients of other
Metropolitan services. These illegal subsidies and over-charges subvert stated policy
objectivés of the Metropolitan Board and California Legislature by deterring:

) Water conservation, because the cost of water is underpriced;

({iy  Development of local water supply resources because the relative cost of
imported water and locally developed supplies is distorted and causes local projects to
appear relatively more costly than is actually the case; and,

(i) Development of a water market by overpricing the cost of transportation,

A copy of the Bartle Wells Associates memorandum of findings is artached to this letter.
This letter is being submitted in connection with public testimony at the public hearing of
the Business and Finance Committee. The Water Authority requests that the letter be

2
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Mr. Tim Brick
March 8, 2010

-made a record of the Committee and Board proceedings relating to the setting of rate for
2011, Thank you for your consideration and we look forward to working with this
Committee, the Metropolitan Board of Directors, and Metropolitan staff to remedy these

concerns.

Sincerely,

Dennis A. Cushman,
Assistant General Manager

o Business and Finance Commiitiee
MWD Board of Directors

Attachment: Bartle Wells Associntes Memorandum dated March 5, 2010

EXHIBITB
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1889 Alcatraz Avenue
BARTLE WELLS ASSOCIATES Berkeley, CA 94703
INDEPENDENT PUBLIC FINANCE ADVISORS 310653 3399 fax; 510 653 3769

e-mail: rschimidv@bartlewells.com

TO: San Diego County Water Authority
FROM: Thomas Gaffney / Reed Schmidt

DATE: March §, 2010

SUBJECT: Metropolitan Water District of Southern California Water Rates

Intreduction ,

Bartle Wells Associates (BWA) has been retained by San Diego County Water Authority
(SDCWA) to exainine the water rates charged by Metropolitan Water District of Southern
California (MET) to its metriber agencies. Bartle Wells Associates provides expert financial,
rate structure design, and similar consulting services to many cities and special districts. We
have extensive experience in cost of service rate structure requirements. The general,
overarching rule for cost of service rate design for California public agencies is that rates must
reflect actual costs of providing service, they must be reasonable, and the rates must be
proportional to the cost of the service to the customers paying those rates.

In conducting our review, we have examined information regarding METs rates available
from MET's website, MET’s Administrative Code provisions regarding rates and funds, MET
board letters regarding rates from 2000 to the present, MET"s State Water Project contract, and
other information provided by Water Authority staff or obtained by our independent research.
This memorandum presents a summary of our findings.

Findings

Our psimary finding is that MET fails to properly allocate to the Supply category all of its
State Water Project (SWP) contract revenue requirement above that recovered by MET's
readiness-to-serve charge (RTS) and property taxes. Iustead of following standard industry
practice and cost of service allocation principles, MET allocated a substantial portion of the
costs from its water supplier (Department of Water Resources) to a MET revenue category for
conveyance and distribution. This allocation has resulted in improper distortion of MET's
water Supply and System Access rates. It has also resulted in distortion of the System Power
rate. We also find that & portion of MET’s Water Stewardship revenue requirement, which is
intended to recover costs associated with providing subsidies for development of local water

Bartle Wells Associares I March §, 2016

MWD Rates Memo
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supplies and conservation programs, is improperly collected as a portion of MET's charge for
comnveyance service.

Allocation Of Expenses Is Not Equitable Or Logical. The January 12, 2010 MET Board
Action Memo 8-1, shows in Schedule 1 that SWP costs amount to be nearly $501 million, 30%
of MET"s revenue requirement. These costs are for payments MET makes under its SWP water
supply contract. These are costs for purchasing water that MET then provides to its wholesale
customers. The water is delivered to MET through facilities owned, maintained, and operated
by the State of California, not through facilities MET owans, maintains, and operates. Yet
Schedule 5 of the same memo shows that rather than allocating all of these costs to Supply,

- MET"s proposed rate plan allocates $429 million (85%) of such cost to MET’s Conveyance
and Aqueduct service function. Because MET does pof own or operate, maintain, or operate
any of the SWP facilities, the SWP costs are a MET cost of Supply and not a cost of
Conveyance and Aqueduct service. »

Although MET recovers some of the SWP costs through its RTS charge, property taxes, and
its supply rate, MET allocates most of its SWP costs to MET's Conveyance and Aqueduct
service function and then recovers these service function costs with the System Access Rate
and the System Power rate. This is inconsistent with proper cost of service allocation. The
portion of SW costs cuirently collected by the System Acoess rate and the System Power rate
should instead be assigned to the Supply service function and recovered with the Supply rates.

This misallocation of Supply costs is significant now and the misallocation will have an
increasing impact over time -— $429 million is a large number, even in the context of an
agency which serves a region of 19 million people. MET’s own 10-year budget forecast
projects that SWP costs will increase dramatically in the coming decade due to the costs of 2
Delts fix, environmental requirements and rising energy costs associated with global warming

regulations,

MET does own and operate the Colorado River Aqueduct (CRA). MET allocates to the
Supply rate water purchase costs that MET pays for Colorado River water under its delivery
contracts with the Secretary of Interfor and conserved water purchase agreements with
Tmperial Irrigation District, Palo Verde Irrigation District, and others. MET allocates other
costs for the CRA that do relate to conveyance to its System Access Rate. This is entirely
different than MET’s SWP contract where it pays a price for a product delivered by
infrastructure which it neither owns nor maintains, By treating both SWP costs and CRA costs
as conveyance costs, when it is plain that the former are supply costs and the latter are in
substantial part conveyance costs, the MET rate structure treats dissimilar costs as though they
were the same and deviates from reasonable industry practice and the stated logic of the rates
themselves in doing so. :

Angther misallocation regards the System Power rate, which recovers the costs of pumping
water from the SWP and Colorado River to MET’s service area. Currently, MET allocates the

Bartle Wells Associates 2 March 5, 2010

MWD Rates Memo
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power costs to the Conveyance and Aqueduct service function. This allocation is not correct
for water supplied by the SWP. The SWP power costs should be allocated to the Supply
service function and recovered through the Supply rates, because they are a supply-related
cost. MET’s current allocation is not consistent with how MET allocates power costs related
to water treatment to the Treatment Surcharge. MET’s allocation for supply should be
consistent with the allocation of power costs for treatment.

We reviewed information from three other SWP contracting agencies and all of them allocate
SWP costs as supply costs. We are aware of no other agency that benefits from the SWP that
allocates SWP costs the way MET does. BWA finds MET's cost-of-service aliocation is not
consistent with proper cost of service allocation, and is not consistent with industry practice.

MET’s Water Rate Structure Does Not Accomplish MET's Stated Goals, The October
16, 2001 MET Board Action Memo 9-6 stated that proposed MWD rate structure furthers
MET"s strategic objectives, supports and encourages sound water resource management,
accommodates a water transfer market, enhances fiscal stability and is based on cost-of-service
principles. The development of a water market in California is a goal also expressed as a
Legislative policy of the State in Water Code Sections 109(b) and 475. However, by
allocating a disproportionate amount of its costs to conveyance and agueduct rates, MET
hinders ifs member agencies from developing water transfer programs — i.e., the cost of water
transfers is artificially inflated and the market is distorted to discourage what the MET Board
has stated it wishes to encourage.

Artificially reducing supply rates reduces the financial incentive to secure local water supply
alternatives, and disserves MET policy and good public policy given the water supply situation
in our State, the long-term threats to the MET’s SWP supply and increased competition from
other Colorado River Basin states for supplies delivered via the CRA.

By not aliocating SWP project costs to the supply rates, MET's current water rates and cost
allocation do not encourage conservation by its member agencies, thus compromising another
fundamental policy goal of MET and the Legislature (Water Code Sections 10608 and
10608.4). Higher supply rates that more accurately reflect supply costs would send an
accurate price signal to MET member agencies and encourage water conservation and
development of local water supplies. Subsidized supply prices distort the price signal and
create irrational incentives for Southern Califomians facing very grave risks to their short-term
and long-term water supplies.

Water Stewardship Rate. MET has a goal of encouraging member agencies to develop other
sources of water. (October 16,2001 MET Board Action Memo 9-1, Att. 1, page 2IYMET’s
Water Stewardship Rate recovers the costs associated with MET’s subsidies to local agencies
for the development of new local supply projects and funding of conservation programs. The
Water Stewardship Rate should not be charged on all water moved through the MET system,
but only on water that MET sells to its member agencies. Because the Water Stewardship

Bartle Wells Associates ‘ 3 ' March 5, 2010
MWD Rates Memo
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service function is intended to increase water supply through projects, such as recycling,
desalination, and groundwater recovery, and conservation, the costs of these projects should be

recovered with Supply rates.

MET’s 2001 Rate Structure and Cost-of-Service Stady. MET''s current water rate structure
differs from what was presented in MET’s 2001 Rate Study, Several components of MET's
current structure have changed in description and purpose since the 2001 Rate Study — which
is the stated basis of MET’s current rates — so that the current rate structure is therefore not

well supported by that study.

Attached is a graphic using data provided by MET during a cost of service review presentation
in July 2009 that shows a proper reallocation of METs revenue requirement to appropriate
MET rate categories, based on the principles discussed in this memorandum.

Bartle Wells Associates 4 March 5, 2010

MWD Rates Memo
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W
THOMAS E. GAFFNEY, rg, CiPFA

Experience

Thomas E. Gaffney is a principal consultant of the firm and has over 35 years of consulting experience,

He is an expert in developing financing plans, impact foe studies, utility rate studies, multi-agency contracts
and financing programs, contract negotiations, and bond marketing. Mr. Gaffney has directed projects
involving more than 300 separate agencies in California and five other western states,

Mr. Gaffsey has developed the key terms and conditions of multiple-agency agreements for over 20 regional
financing programs. Tor has served as project manager on projects involving water and wastewater,
reclaimed water, hydroelectricity, public buildings, community storm drainege, flood control, and highways.
He has helped implement utility billing systems for over 20 local agencies. Mr. Gaffney has managed sales
of various forms of municipal bonds. . ‘

Mr. Gaffney specializes in water-related financing plans and rate studies. He has worked extensiveij
developing wastewater tevenue programs conforming to the SWRCB's Revenue Program Guidelines, He
has developed water rate analyses involving virtually every type of fixed and volume water rate

configurations. |

Representative Assignments
% Clty of Vacaville: Water and wastewater rate studies and wastewater capital facilities financing plan,
Developed wastewater connection charge.

% City of Fresno: Prepared financial plan and rate study for $400 million of wastewater facilities.
Worked with citizen’s Utlity Advisory Board to secure approval of rate recommendations.

v Selma-Kingsburg-Fowler CSD: Prepared a Financial Policies and CIP Update for $28 million of
capital facilities. Recommended connection charges for the district and its member cities.

»  City of Weodland: Prepared water, wastewater, and storm drain rate studies. Developed a fully pay-
as-you-go financing plan for each of the three City enterprises.

» City of Thousand Oaks: Wastewater financing plan including SRF loans, revenue bonds, and rates
and connection charges for $75 million of capital improversents. Water financing plans end rate
studies.

x  City of Petaluma: Developed financing plan for $125 million Ellis Creek wastowater treatment plant.

Assisted with securing $115 million of SRF loans and $100 million line of credit.

o Napa Sanitation District: Prepared a revenue program required for SRF loan approval. Developed 2
pay-as-you-go financing plan for $10 million of wastewater facilities.

» Novato Sanitary District: Financiat advisor for $110 million wastewater treatment master plan.
Recommended a reserve policy plan for District funds.

» Zone 7 Water Agency: Prepared a plan for financing agricultural water facilities totaling over $200
million. Developing financing elements for stream management master plan.

Memberships and Professional Affilintions
s California Association of Sanitation Agencies
» California Water Environment Association

Registradons/Certifications

Registered Civil Engineer in California

Certified Independent Public Finance Advisor (CIPFA), and professional member of the National
" Association of Independent Public Finance Advisors

Education
B.S., Civil Engineering, University of California, Berkeley
M.B.A., Finance, University of California, Berkeley

. EXHIBITB
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REED V. SCHMIDT, cirra

Experience

Reed V, Schmidt is a principal consultant with 30 years of practical experience in financiat and economic
consulting, research, and apalysis. He has directed over 150 projects for cities, counties, and special districts in
the areas of public works financing, utility rate studies, utility connection fee studies, public utility pricing and
valuation, and energy planning,

Mr. Schruidt’s expertise is creating financial plans for local governments in order to complets water,
wastewater, and recycled water capital programs. His comprehensive plans have analyzed & wide variety
of financing mechanisms, both conventional and innovative, and hsve identified the sources of revenue to
fund capital and operating costs. He has developed cost-of-service studies for water, wastewater, and
electricity rates, and has developed computer models to design water and sewer rates and connection foes.

Mr, Schmidt has appeared as an expert witness on utility rates and costs before regulatory agencies in
California, Nevada, Texas, Arkansas, and Obio. He has appraised public utility property and has
appeared as an expert witness in superior court.

Before joining Bartle Wells Associates, Mr. Schmidt was a partner in Chester & Schmidt Consultants and

had also worked as an independent consultant. He began his consulting career as senior financial analyst

with Tusmer, Collie & Braden, Inc., in Houston, and was also senior economist and utilities saalyst with

Jones-Titlson & Associates in San Mateo. :

Representative Assignments

= Montars Water & Sanitary District: Water rate desiga, financial feasibility analysis, and

negotiations for purchase of the District’s water system. Financial advisor on sale of bonds & notes.

City of Brentweod: water and wastewater rate studies.

City of Cotati: Water and wastewater rate studies and development impact fees.

Delts Diablo Sauitation District: Wastewster rate and fee analysis; power purchase negotiations.

South Tahoe Public Utility District: Financing plans for water and wastewater capital improvement

programs and financial advisory services for water and wastewater revenue bonds.

City of Huntington Beach: Water rate study and evaluation of transitioning to tiered quantity rates.

» East Bay Municipal Utility District: Power purchasing evaluations for water and wastewater
operations, electric rate analysis, and feasibility studies.

s Tahee City Public Utility District: Water and wastewsater financing plans and bond sales.

City of Benicla: Financing options anelysis for water and sewer capital projects. .

Ironhouse Sanitary Disirict: Financing plan and rate recormmendations for wastewater treatment

and disposal facilities, :

San Lorenzo Valley Water District: feasibility assessment of purchase of a private water system.

‘Town of Apple Valley: feasibility study of acquisition of two privately owned water companies.

Sanitary District No. 2 of Marin County: Design of wastewater connection fee.

City of Yuba City: Sale of water revenue certificates to acquire 4 private water company and

valuation of water system.

Memberships and Professional Affiliations
National Association of Business Economists, International Association of Energy Economics, and

American Water Works Association

Education
B.A., magna cum laude, Economics - University of Houston

M.A., Economics - University of Houston :

Certification
Certified Independent Public Finance Advisor (CIPFA)
Professional member of the Nationa! Association of Independent Public Finance Advisors
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BARTLE WELLS ASSOCIATES |

Bartle Wells Associates is ap independent financial advisor to public agencies with expertise in water,
wastewater and recycled water rates and finance. Our firm was established in 1964 and is owned and managed
by its principal consultants. We have advised over 480 public agencies in the western United States and
completed over 3,000 assigoments. Bartle Wells Associates has the diversity of experience and abilities 1o evaluate
8l types of financial issues faced by local governments and to recommend the most appropriste, cost-effective, and

practical solutions,

Bartle Wells Associates specializes in three professional services: Tt
financigl plans, utility rate & fee studies, and project financing. PRQFES-S’ON‘M_’ SERVICES
We are the only independent financial advisor providing alf three « Findrictal Plans

services to public agencies. . Rﬂ: ate & Fee Stidies
roje anci

Bartle Wells Associates has s highly-qualified professional . _Erq,[&c! Fm . cinq

staff with backgrounds in finance, civil engineering, business,

public administration, and cconomics. The firm is a charter member of the National Association of

Independent Public Finance Advisors (NAIPFA), which establishes strict otiteria for independent advisory

firms, All of our consultants are Certified Independent Public Finance Advisors (CIPFAs).

FINANCIAL PLANS Our financial plans provide agencies with a flexible roadmap for funding long-tenn
operating and capital needs. We develop long-term cash flow projections to help agencies evaluate the wide
range of financing options available and identify long-term revenue requirements. If debt is needed, we
recommend the most appropriate and lowest-cost financing approaches and clearly identify the sources of
revenue for funding projects and repaying debt. We also help agencies develop prudent financial policies,
such as fund reserve targets, to support sound financial management. BWA has developed over 1,000
financial plans to help water and wastewater agencies fund their operating and capital programs and maintain

fong-term financial health.

RATE & FEE STUDIES Our rate and fee studies employ a cost-of-service approach and are designed to
maintain the long-term financial health of a utility enterprise while being fair to all customers. We develop
practical recommendations that are easy to implement and often phase in rate adjustments over fime to
minimize the impact on ratepayers. We also have extensive experience developing impact fees 1o recover the
costs of infrastructure required to serve new development. BWA has completed hundreds of water, wastewater,
and recycled water rate and fee studies. We are familiar with virtually every type of water and sewer rate
sttucture and are knowledgeable about the legal requirements governing water and sewer rates and connection
fees. We develop clear, effective presentations and have represented cities and special districts at bundreds of
public hearings to build consensus and public acceptance for our recommendations.

PROJECT FINANCING Our project financing experience includes coordination of over 300 bond sales
including General Obligation bonds, water and sewer revenue bonds, Assessment District bonds, Mello-Roos
Community Facilities District bonds, mulii-agency bond pools, and Certificates of Participation (COPs). We
also have extensive experience helping agencies secure funding via competitively bid bank loaxs, lines of
credit, and state and federal grants and loan programs. To date, we have helped California agencies obtain
over $4 billion of infrastructare financing. We generally recommend issuing debt via a2 competitive sale
process to achieve the lowest interest rates possible. As independent financial advisors, we work only for
public agencies and do not buy, trade, or resell bonds. Our work is concentrated on providing independent
advice which enables our clients to finance their projects on the most favorable terms ~ lowest issuance costs,

jowest interest rates, smallest Issue size, and greatest flexibility.

Bartle Wells Associates is commiitted to providing value and the best advice to our clients. Our strengih is
guality—the quality of advice, service, and work we do for all our clients.
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March 4, 2010

Metropolitan Water District of Southern California
Business and Finance Committee Board of Direclors
700 N. Alameda Street

Los Angeies, CA 90012

Re: Olivenhain Municipal Water District’s Objections to MWD’s Options for
2010711 rates and charges

Dear Business and Finance Committee Board of Directors:

The Olivenhain Municipal Waler District (District) would like to officially be entered into
the public record of the Metropolitan Water District of Southern California (MWD)
Business and Finance Committee meeting as objecting to the large water whdlésale

cost increases,

" The District is a member agency of the San Diego. County Water Authority (Authorily).
and provides retail water treatment and supply to approximately 68,000 customers in
north San Diego Cotinty. The District purchases its water from the Authority who gets

the majority of its water supply from MWD.

Our customers are being faced with unprecedented, grave economic times, with San
Diego's unemployment rate soaring at 10.1%. We are asking the MWD's Businass and
Finance Commiltee members to be extremely sensitive to the retail water agencies’
water customers who, in effect, would be expected to cover MWD's budget shortfalls,

When the MWD's Board of Directors adopted a 21.1% rate increase and the Authority
increased its wholesale water cost to all of its retail agencies by 18.1% in 2008, the
District passed through only 8% of the water wholesale cost increase fo our customers
by implerefting a variety of mitigation measures. The District has aggressively
implementad budget cutting measures in response to dramatic increases in our cost of
water combined with concurrently lower water sales due fo conservation. Six (6) of our
Full-Time paositions have not been filled, representing an approximate 7% reduction in
our work force. Our customers and Board of Directors expect District’s Staff to operate
with less personnet and resources in coping with the tough economic-times.

The District belaves that customers who have participated in our conservation
programs to reduce water use, including but net tmited to our farmers who have
absorbed a 30% cut in their water use over the last few years. should not be rewarded

with a higher cost of water.
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We propose ihe following suggeslion for the Committee's consideration:

The District understands the importance of maintaining Melropolitan’s financial
health and the need (o preserve the excellent bond ratmgs which ullimately provide
considerable savings to rate payers. However, in light of the need to balance difficull
exlernal economic conditions impacting the member sgencies, we expect more

budget cutting measures proposed by MWD's Staff in the Operation and
Maintenance expenditures, not just a $3 million reduction {or a 1% cut) as currently

proposed in order to mitigate the depletion in MWD's financial reserves. While the
District understands that the wholesale water cosfs will continue (o rise, we are
requesting the Business and Finance Committee members to ask their Staff fo

identify additional, crealive cost-culting measures in response lo dramatically lower

revenues.

Thank you for allowing us the opportunity to be heard. The District believes passionately
that MWD needs to take into account the perspectives and needs of the retail water

suppliers who are on the front line and directly accountable to the public. As a side
note, we are also concernad thal the information was only available one week before

the public hearing on this issue by MWD,

Finally, when a rate option is ultimately selected by the MWD Board, please consider
support for an option similar to your proposed gption 2 that allows for a smoother rate
implementation for our customers.

Respectfully submilted on behalf of,

“\O!ivenh ' ?un: ipal Whter District Board of Directors
L ¥ , ‘/‘ ’
i’/i 'U[ i ‘JI/L\ \
i

y
Mark A. Muir
OMWD Board Treasurer and
OMWD San Diego County Waler Authority Represeative

Copy To: San Diego Delegates for Metropolitan
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1  Cost of Service

Prior to discussing the specific rates and charges that make up the rate structure, it is important to
understand the cost of service process that supports the rates and charges. The purpose of the cost of
service process is to: (1) identify which costs should be recovered through rates and charges;

(2) organize Metropolitan’s costs into service functions; and (3) classify service function costs on the
basis for which the cost was incurred. The purpose of sorting Metropolitan’s costs in a manner that
reflects the type of service provided (e.g. supply vs. conveyance), the characteristics of the cost

(e.g. fixed or variable) and the reason why the cost was incurred (e.g. to meet peak or average
demand) is to create logical cost of service “building blocks”. The building blocks can then be
arranged to design rates and charges with a reasonable nexus between costs and benefits.

1.1 Cost of Service Process

The general cost of service process involves the four basic steps outlined below.

Step I - Development Of Revenuye Requirements

In the revenue requirement step, the costs that Metropolitan must recover through rates and charges,
after consideration of revenue offsets, are identified. The cash needs approach, an accepted industry
practice for government-owned utilities, has historically been used in identifying Métropolitan’s
revenue requirements and was applied for the purposes of this study, Under the cash needs approach,
revenue requirements include operating costs and annual requirements for meeting financed capital
items (debt service, funding of replacement and refurbishment from operating revenues, efc.).

Step 2 -~ Identification of Service Function Cosis

In the functional allocation step, revenue requirements are allocated to different categories based on
the operational functions served by each cost. The functional categories are identified in such a way
as to allow the development of logical allocation bases. The functional categories used in the cost of
service process include:

» Supply

» Conveyance and Aqueduct

+ Storage

» Treatment

+ Distribution

» Demand Management

»  Administrative and General

»  Hydroelectric

In order to provide more finite functional allocation, many of these functional categories are
subdivided into more detailed sub-functions in the cost of service process. For example, costs for the
Supply and Conveyance and Aqueduct functions are further subdivided into the sub-functions State
Water Project (SWP), Colorado River Aqueduct (CRA), and Other. Similarly, costs in the Storage
function are broken down into the sub-functions Emergency Storage, Drought Carryover Storage, and
Regulatory Storage.

EXHIBIT B
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Step 3 - Classification Qf Costs

In the cost classification step, functionalized costs are separated into categories according to their
causes and behavioral characteristics. Proper cost classification is critical in developing a rate
structure that recovers costs in a manner consistent with the causes and behaviors of those costs.
Under American Water Works Association (AWWA) guidelines, cost classification may be done
using efther the Base/Extra-Capacity approach or the Commodity/Demand approach. In the simplest
sense, these approaches offer alternative means of distinguishing between utility costs incurred to

. meet average or base demands and costs incurred to meet peak demands. The Commodity/Demand
approach was modified for its application to Metropolitan’s rate structure by adding a separate cost
classification for costs related to providing standby service. Analysis of system operating data
indicated that a modified Commodity/Demand approach was most appropriate for developing
Metropolitan’s cost of service classification bases.

Step 4 - Allocation Of Costs To Rate Design Elements

The allocation of costs to the rate design elements depends on the purpose for which the cost was
incusred and the manner in which the member agencies use the Metrepolitan system. For example,
costs incurred to meet average system demands are typically recovered by doilar per acre-foot rates
and are allocated based on the volume of water purchased by each agency. Rates that are levied on
the amount or volume of water delivered are commonly referred to as volumetric rates as the
customer’s costs vary with the volume of water purchased. Costs incurred to meet peak demands
(referred to in this report as demand costs) are recovered through a peaking charge (the Capacity
Charge) and are allocated to agencies based on their peak demand behavior. Costs incurred to
provide standby service in the event of an emergency are referred to here as standby costs, )
Differentiating between costs for average usage and peak usage is just one example of how the cost of
service process allows for the design of rates and charges that improves overall customer equity and
efficiency. Figure I summarizes the cost of service process.
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Figure 1. The Cost of Service Process

-
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1.2 Revenue Requirements

The estimated revenue requirements presented in this report are for FY 2010/11. Throughout the
report, FY 2010/11 is used as the “test year” to demonstrate the application of the cost of service
process. Schedule 1 summarizes the FY 2010/11 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 $1.54 billion in FY 2010/11.

The rates and charges do not have to cover this entire amount. Metropolitan generates a significant
amount of revenue from interest income, hydroelectric power sales and miscellaneous income. These
internally generated revenues are referred to as revenue offsets and are expected to generate about
$73 million in FY 2010/11. It is expected that Metropolitan will also generate about $82 million in
ad valorem property tax revenues and annexation charges. Property tax revenues are used to pay for a
portion of Metropolitan’s general obligation bond debt service, and a portion of Metropolitan’s
obligation to pay for debt service on bonds issued to fund the State Water Project. The total revenue
offsets for FY 2010/11 are estimated to be around $155 million. Therefore, the revenue required
from rates and charges is the difference between the totaf costs and the revenue offsets, or

$1.39 billion. No withdrawals from the Water Rate Stabilization Fund will be used to fund
Metropolitan’s expenditures during 2010/11. Given an effective date of January 1, 2011, the rates
and charges recommended in this report, combined with rates and charges effective through

EXHIBIT B
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December 31, 2010 will generate a total of $1.37 billion in 2010/11. The rates would recover the cost
of service, '

All of Metropolitan’s costs fall under the broad categories of Departmental Costs or General District
Requirements. Departmentai Costs include budgeted items identified with specific organizational
groups. General District Requirements consist of requirements associated with the Colorado River
Aqueduct, State Water Project, the capital financing costs associated with the Capital Investment
Program (CIP), 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 72 percent of the
absolute value of the allocated costs. The largest component of the revenue requirement relates to
SWP expenditures, which make up approximately 29 percent of Metropolitan’s FY 2010/11 revenue
requirements, Metropolitan’s SWP contract requires Metropolitan to pay its aliocated share of the
capital, minimum operations, maintenance, power and replacement costs incurred to develop and
convey water through the project irrespective of the quantity of water Metropolitan takes delivery of
in any given year. Metropolitan's capital financing program is the second largest component of the
revenue requirement, constituting approximately 26 percent of the revenue requirement.
Departmental O&M costs make up 19 percent of the total revenue requirement in FY 2010/11. Water
System Operations is the largest single component of the Departmental Costs and accounts for 11
percent of the revenue requirement. Water System Operations responsibilities include operating and
maintaining Metropolitan’s pumping, storage, treatment, and hydroelectric faciiities, as well as the
Colorado River Aqueduct and other conveyance and supply facilities.

! The revenue requirement includes a $15.5 miilion increase in required reserves associated with changes in the
minimum rate stabilization reserves. Since the rate stabilization funds exceed this minimum, revenues are not
required to fund that change in required reserves. As such, revenues need to oniy generate $1.37 billion.
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Schedule 1. Revenue Requirements (by budget line item)

Fiscal Year Ending % of Revenue
2011 Requirements (1)
Departmental Operations & Maintenance 322,028,600 19.0%
General District Requirements
State Water Project 497,325,222 29.3%
Colorado River Agueduct 59,586,167 | 3.5%
Supply Program Costs paid from operating revenues 103,165,940 6.1%
Water Management Programs 58,236,726 3.4%
Capital Financing Program 443,120,428 26.1%
Other O&M 15,436,100 0.9%
Increase (Decrease) in Required Reserves 45,100,000 2.7%
Total 1,221,983,584 71.9%
Revenue Offsets (154,880,952 9.1%
Net Revenue Requirements $ 1,389,131,232 100.0%

(1) Given as a percentage of the absolute values of total dollars allocated.

‘Totals may not foot dus to rounding

1.3 Service Function Costs

Several major service functions result in the delivery of water to Metropolitan’s member agencies.
These include the supply itself, the conveyance capacity and energy used to move the supply, storage
of water, distribution of supplies within Metropolitan’s system, and treatment of these supplies.
Metropolitan’s rate structure recovers the majority of the cost of providing these functions through

rates and charges.

The functional categories developed for Metropotitan’s cost of service process are consistent with the
American Water Works Association rate setting guidelines, a standard chart of accounts for utilities
developed by the National Association of Regulatory Commissioners (NARUC), and the National
Council of Governmental Accounting. Because all water utilities are not identical, the rate structure
reflects Metropolitan’s unique physical, financial, and institutional characteristics.

A key goal of functional allocation is to maximize the degree to which rates and charges refiect the
costs of providing different types of service. For functional allocation to be of maximum benefit, two

criteria must be kept in mind when establishing functional categories.

e The categories should correlate charges for different types of service with the costs of

providing those different types of service; and

+ Each function should include reasonable allocation bases by which costs may be allocated.

Each of the functions developed for the cost of service process is described below.

= Supply. This function includes costs for those SWP and CRA facilities and programs that
relate to maintaining and developing supplies to meet the member agencies’ demands, For
example, Metropolitan’s supply related costs include investments in the Conservation
Agreement with the Imperial Irrigation District and the Palo Verde Irrigation District (PVID)
Program from the Colorado River supply programs. The SWP programs include the Drought
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Water Bank purchases, and transfer programs such as Semitropic Water Storage Program,
Yuba Accord Program, and the Arvin-Edison Water Storage Program. Supply costs also
include costs of the State Water Project that relate to developing water supply and are
reflected in Metropofitan®s invoices as supply costs. Costs for groundwater conjunctive use
programs within Metropolitan’s service area, such as the North Las Posas Groundwater Basin
Conjunctive Use Agreement are also included.

o Conveyance and Aqueduct. This function includes the capital, operations, maintenance, and
overhead costs for SWP and CRA facilities that convey water to Metropolitan’s internal
distribution system. Variable power costs for the SWP and CRA are also considered to be
Conveyance and Agueduct costs but are separately reported under a “power” sub-function.
Conveyance and Aqueduct facilities can be distinguished from Metropolitan’s other facilities
primarily by the fact that they do not typically include direct connections to the member
agencies. For purposes of this study, the Intand Feeder Project functions as an extension of
the SWP East Branch and is therefore considered a Conveyance and Agueduct facility as
well. :

o Storage. Storage costs include the capital financing, operating, maintenance, and overhead
costs for Diamond Valley Lake, Lake Mathews, Lake Skinner, and five smaller regulatory
reservoirs within the distribution system. Metropolitan’s larger storage facilities are operated
to provide (1) emergency storage in the event of an earthquake or similar system outage;

(2) drought storage that produces additional supplies during times of shortage; and

(3) regulatory storage to balance system demands and supplies and provide for operating
flexibility. To reasonably allocate the costs of storage capacity among member agencies, the
storage service function is categorized into sub-functions of emergency, drought, and
regulatory storage.

o Treatment, This function includes capital financing, operating, maintenance, and overhead
costs for Metropolitan’s five treatment plants and is considered separately from other costs so
that treated water service may be priced separately.

e Distribution. This function includes capitai financing, operating, maintenance, and overhead
costs for the “in-basin” feeders, canals, pipelines, laterals, and other appurtenant works. The
“in-basin” facilities are distinguished from Conveyance and Aqueduct facilities at the point of
connection to the SWP, Lake Mathews, and other major turnouts along the CRA facilities.

»  Demand Management. A separate demand management service function has been used to
clearly identify the cost of Metropolitan’s investments in focal resources like conservation,
recycling, and desalination.

o Administrative and General (4&G). These costs oceur in each of the Groups’ departmental
budgets and reflect overhead costs that cannot be directiy functionalized. The cost-of-service
process allocates A&G costs to the service functions based on the labor costs of non-A&G
dollars allocated to each function. ‘

e Hydroelectric. Hydroelectric costs include the capital financing, operating, mainsenance,'and
overhead costs incurred to operate the 16 small hydroelectric plants located throughout the
water distribution system.
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1.3.1 Functional Allocation Bases

The functional allocation bases are used to alfocate a cost to the various service functions. The
primary functional allocation bases used in the cost-of-service process are listed below,

Direct assignment

Work-In-Progress or Net Book Value plus Work-In-Progress
Prorating in proportion to other allocations

Manager analysis

Schedule 2 summarizes the amounts of total cost aliocated using each of the above types of allocation
bases, ,
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Schedule 2. Summary of Functional Allocations by Type of Allocation Basis

Estimated for % of Aliocated

Primary Functional Allocation Bases FY 2011 Dollars

Direct Assignment . $ 1,006,828,874 58.3%

Work in Progress/Net Book Value 484,302,292 28.5%

Prorating 76,942,830 4.5%

Manager Analysis 27,653,100 1.6%

Other 3 103,165,840 6.1%

Total Dollars Allocated $ 1,698,893,135 100.0%
Portion of Above Allocations Relating to:

Revenue Reguirements before Offsets 1,644,012,184

Revenue Offsets 154,880,952

Total Dollars Allocated $ 1,698,893,135

Totals may not foot due to rounding
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Each of the primary allocation bases is discussed in detail in the remainder of this section. Discussiot:
of each allocation basis includes exampies of costs allocated using that particular basis.

(a) Direct assignment .

Direct assignment makes use of a clear and direct connection between a revenue requirement and
the function being served by that revenue requirement. Directly assigned costs typically include:
costs associated with specific treatment plants, purely administrative costs, and certain
distribution and conveyance departmental costs. Examples of costs that are directly assigned to
specific functional categories are given below.
™
*  Water System Operations Group departmental costs for treatment plants are directly
assigned to treatment.
*  Transmission charges for State Water Contract are directly assigned to conveyance
SWP. ‘

(b) Work-In-Progress; Net Book Value Plus Work-In-Progress

Capital financing costs, including debt service and “pay-as-you-go™ funding of replacements and
refurbishments from operating revenues, comprise about 26 percent of Metropolitan’s annual
revenue requirements, One approach would be to allocate payments on each debt issue in direct
proportion to specific project expenditures made using bond proceeds. But, this approach would
result in a high degree of volatility in relative capital cost allocations from year to year. The
approach used in this analysis is one widely used in water industry cost-of-service studies.
Capital and debt-related costs (including repair and replacement costs paid from current
revenues) are allocated on the basis of the relative net book values of fixed assets within each
functional category. This approach produces capital cost allocations that are consistent with the
functional distribution of assets. Also, since the allocation basis is tied to fixed asset records
rather than debt payment records, the resulting allocations are more reflective of the true useful
lives of assets. Use of net book values as an allocation basis provides an improved matching of
functional costs with asset lives. A listing of fixed asset net book values summarized by asset
function is shown in Scheduie 3.
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ress Allocation Base

, NBV for % of Total
Functional Categories FY 2011 NBV
Source of Supply $ 34,810,760 0.4%
Conveyance & Aqueduct 1.451,574,78% 18.3%
Storage 2.289,080,169 28.9%
Treatment 2,615,928,731 33.0%
Distribution 1,157,166,004 14.6%
Administrative & General 273,732,097 3.5%
Hydroelectric 111,873,118 1.4%
Total Fixed Assets Net Book Value $ 7,934,263,668 100.0%

Totals may not foot due to rounding
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In most instances, the cost-of-service process uses net book value plus work-in-progress to
develop allocation bases for debt and capital costs, For organizational units handling current
construction activity, however, allocations are based on work-in-progress alone. For these
organizational units, exclusion of net book value from the allocation basis is done because the
costs being allocated relate directly to work in progress not yet reflected in the completed assets
records.

Examples of revenue requirements allocated using these net book value and work-in-progress
allocations are shown below,

#  General Obligation and Revenue Bond Debt Service: allocated using Work In
Progress plus Net Book Value.

* Annual deposit of operating revenue to replacement and refurbishment fund:
allocated using Work In Progress plus Net Book Value.

To calculate the relative percentage of fixed assets in each functional category, Metropolitan
staff conducted a detailed analysis of historical accounting records and built a database of fixed
asset accounts that contains records for all facilities currently in service and under construction.
Each facility was sorted into the major service function that best represented the facilities
primary purpose and was then further categorized into the appropriate sub-functions described
earlier,

(¢) Prorating in proportion to other allocations

Utility cost of service studies frequently contain line items for which it would be difficult to
identify an allocation basis specific to that line item. In these cases, the most logical allocation
basis is often a prorata blend of allocation results caiculated fof other revenue requirements in
the same departmental group, or general category. Reasonable prorata allocations are based ona
Jogical nexus between a cost and the purpose which it serves. For example: Human Resources
Section costs are allocated using all labor costs, since Human Resources spends its time and
resources attending to the labor force.

(d) Manager analyses

The functional interrelationships of some organizational units are so complex and/or dynamic
that reliable allocation bases can only be developed with extensive input from the organization’s
managers. In these cases, managers use their first-hand knowledge of the organization’s internal
operations to generate a fanctional analysis of departmental costs. An example of revenue
requirements allocated based on manager analyses is: Water System Operations Group:
Operations Planning Unit.

A summary of the functional allocation results is shown in Schedules 4 and 5. Schedule 4 provides'a
breakdown of the revenue requirement for FY 2010/11 into the major service functions and sub-
functions prior to the re-distribution of administrative and general costs. Schedule 5 serves as a cross-
reference summarizing how the budget line items are distributed among the service functions. The
jargest functional component of Metropolitan’s revenue requirement is the Conveyance and Aqueduct
function, which constitutes approximately 38 percent of the allocated revenue requirement.
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Schedule 4. Revenue Requirement (by service function)

Fiscal Year Ending % of Aflocated
Functional Categories 2011 DoHars (1}
Source of Supply
CRA $ 58,811,488 4.2%
sSwWpP 147,442,786 8.3%
Other Supply 18,508,845 1.3%
Total 194,763,131 13.8%
Conveyance & Aqueduct
CRA
CRA Power (net of sales) 65,314,384 4.6%
CRA Ali Other 40,847 958 2.9%
SWP
SWP Power 172,884,563 12.2%
SWrP All Other 202,357,863 14.3%
Other Conveyance & Agueduct 61,422,230 4.3%
Total 542,826,998 38.4%
Storage
Storage Costs Other Than Power
Emergency 66,570,522 4.7%
Drought 54,428,113 3.8%
Regulatory 13,319,581 £.9%
Wadsworth plant pumping/generation 1,340,650} 2.1%
Total 132,968,566 8.6%
Treatment
Jensen 42,554,958 3.0%
Weymouth 40,081,231 2.8%
Diemer 51,061,307 3.6%
Milts 36,049,155 2.5%
Skinner 63,276,820 4,5%
Total . 233,033,572 16.5%
Distribution 114,611,923 8.1%
Demand Management 609,602,962 4.9%
Hydroelectric (11,637,889} 0.8%
Administrative & General 113,061,970 8.0%
Total Functional Allocations: $ 1,389,131,232 100.0%

(1) Given as a percertage of the absolute values of total dollars allocated.

Totals may not foot due to rounding
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1.4 Classified Costs

In the cost classification step, functionalized costs are further categorized based on the causes and
behavioral characteristics of these costs. An important part of the classification process is identifying
which costs are incurred to meet average demands vs, peak demands and which costs are incurred to
provide standby service. As with the functional allocation process, the proposed classification
process is consistent with AWWA guidelines, but has been tailored to meet Metropolitan’s specific
operational structure and service environment.

In the cost of service process, cost classification is done using a hybrid of two methods discussed in
the AWWA M1 Manual, Principles of Water Rates, Fees and Charges. These two methods are the
Commodity/Demand method and the Base/Exfra Capacity method.

The Commodity/Demand method allocates costs that vary with the amount of water produced to the
commodity category with all other costs associated with water production allocated fo the demand
category. In the Base/Extra Capacity method costs related to average demand conditions are
allocated to the base category and capacity costs associated with meeting above average demand
conditions are atlocated to the extra capacity category.

The approach used to classify Metropolitan®s costs differs from the Base/Extra Capacity method by
the fact that costs are separated into a variable category and a fixed category. The Base/Extra
Capacity method does not separate these costs into two categories but rather combines them into one
category referred to as base costs. The approach used to classify Metropolitan’s costs differs from the
Commodity/Demand method in the fact that demand costs are separated into fixed commeodity and
fixed demand costs. The Commodity/Demand method would not make this distinction, but would
combine these costs into the demand category. By using the hybrid method, costs are disaggregated
to a lower leve] of detail, providing greater visibility to costs. Under the hybrid classification method,
functional cost categories are reallocated into demand, commodity, or standby categories, which are
discussed below. Classification of costs into these categories depends on an analysis of system
capacity as well as actual system operating data.

Classification categories used in the analysis include:
+ Fixed demand costs
e Fixed commodity costs
¢ Fixed standby costs
e Variable commodity costs
» Hydroelectric costs

Demand costs are incurred to meet peak demands. Only the direct capital financing costs were
included in the demand classification category. 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. 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 refation to the
volume of water supplied. Fixed commodity costs include fixed operations and maintenance and
capital financing costs that are not related to accommodating peak demands or standby service.
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Standby service costs relate to Metropolitan’s role in ensuring system reliability during emergencies
such as an earthquake or an outage of a major facility like the Colorado River Aqueduct. The two
principal components of the standby costs were identified as the emergency storage capacity within
the system and the standby capacity within the State Water Project conveyance system.,

An additional component used in Metropolitan’s cost classification process is the hydroelectric
component. While not a part of most water utilities” cost classification procedures, the hydroelectric
classification component is necessary to segregate revenue requirements carried from the
hydroelectric function established in the functional allocation process. Hydroelectric revenue
requirements are later embedded in the distribution function. Any net revenues generated by the
hydroelectric operations offset the distribution costs and reduce the System Access Rate. All users of
the distribution system bénefit proportionately from the revenue offset provided by the sale of
hydroelectric energy.

Schedule 6 provides the classification percentages used to distribute the service function costs into
demand, commodity and standby service classification categories. All of the supply costs are
classified as fixed commodity costs. Because these particular supply costs have been incurred to
provide an amount of annual reliable system yield and not to provide peak demand delivery capability
or standby service they are reasonably treated as fixed commodity costs.

Costs for the Conveyance and Aqueduct (C&A) service function are classified into demand,
commodity, and standby categories, Because the capital costs for C&A were incurred to meet all
fhree classification categories, an analysis of C&A capacity usage for the three years ending June
2011 was used to determine that 62 percent of the available conveyance capacity has been used to
meet member agency demands on an average annuai basis. A system peak factor’ of 1.5 was applied
to the average annual usage to determine that 30 percent of available capacity is used to meet peak
monthly deliveries to the member agencies. The remaining portion of C&A, around 8 percent, is used
for standby, The same classification percentages are applied to thie CRA, SWP, and Other (Inland
Feeder) Conveyance and Aqueduct sub-functions. The classification shares reflect the system
average use of conveyance capacity and not the usage of individual faciities. All of the Conveyance
and Aqueduct energy costs for pumping water to Southern California are classified as variable
commodity costs and, therefore, are not shown in Schedule 6 because they carry through the
classification step.

Storage service function costs for emergency, drought and regulatory storage are also distributed to
the classification categories based on the type of service provided. Emergency storage costs are
classified as 100 percent standby related. Emergency storage is a prime example of a cost
Metropolitan incurs to ensure the reliability of deliveries to the member agencies. In effect, through
the emergency storage capacity in the system, Metropolitan is “standing by” to provide service in the
event of a catastrophe such as a major earthquake that disrupts regional conveyance capacity for an
extended period of time. Drought carryover storage serves to provide reliable supplies by carrying
over surplus supplies from periods of above normal precipitation and snow pack to drought periods
when supplies decrease. Drought storage creates supply and is one component of the portfolio of
resources that result in a reliable amount of annual system supplies. As a result, drought storage is
classified as a fixed commodity cost, in the same manner as Metropolitan’s supply costs. Regulatory
storage within the Metropolitan system provides operational flexibility in meeting peak demands and

% Peak monthly deliveries to the member agencies average about 50 percent more than the average monthly
deliveries.
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flow requirements, essentially increasing the physical distribution capacity. Therefore, regulatory
storage is classified in the same manner as distribution costs.

Distribution service function costs were classified using daily flow data for the three calendar years
ending December 2008. During this period, the average annual volume of deliveries to the member
agencies used 58 percent of the peak distribution capacity. The difference between the average flow
and system capacity, or 42 percent of the distribution capacity, was used to meet peak day demands in
excess of average annual flows. Although the Metropolitan distribution system has a great deal of
operational flexibility, the total amount of distribution capacity was limited to the peak non-
coincident® 24-hour daily flow of all the member agencies.

As presented in Schedule 6, treatment service function costs were also classified using daily flow data
of deliveries to the member agencies for the ten years ending December 2010. Total treated water
capacity of 4,204 cfs, the total design capacity of all the treatment plants, was used in the calculation.
Schedule 7 summarizes the service function revenue requirements by classification category.
Administrative and general costs have been allocated to the classification categories by service
function based on the ratio of classified non-A&G service function costs to total non-A&G service
function costs.

* The term “non-coincident” means that the peak day flow for each agency may or may not coincide with the
peak day system flow. Both non-coincident and coincident approaches to measuring peak derands are used in
rate design approaches. A non-coincident approach is used in the rate design to capture the different operating
characteristics of the member agencies (e.g., the distribution system is designed to meet peak demands in
different load areas within the System that have non-coincident demands due to each member agencies unique
operating characteristics),
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A summary of cost classification results is shown in Schedule 7. The classification of the service
function costs results in about 10 percent, or $140 million of the total revenue requirements, being
allocated to the demand classification category. This amount represents a reasonable estimate of the
annual fixed capital financing costs incurred to meet peak demands {plus the allocated administrative
and general costs). A portion of Metropolitan’s property tax revenue is allocated to C&A fixed

demand costs and offsets the amount that is recovered through rates. The taxes are used to pay for the -
general obligation bond debt service allocated to the C&A costs.
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About 65 percent of the revenue requirement ($904 million) is classified as “fixed commodity”.
These fixed capital and operating costs are incurred by Metropolitan to meet annual average
service needs and are typically recovered by a combination of fixed charges and volumetric rates.
Fixed capital costs classified to the “Standby” category total about $83 million and account for
about 6 percent of the revenue requirements. Standby service costs are commonly recovered by a
fixed charge allocated on a reasonable representation of a customer’s need for standby service.
The variable commodity costs for power on the conveyance and aqueduct systems, and power,
chemicals and solids handling at the treatment plants change with the amount of water defivered
to the member agencies. These costs are classified as variable commodity costs, total about
$273 million, and account for about 20 percent of the total revenue requirement. Because of the
vatiable nature of these costs, it is appropriate to recover them through volumetric rates.

2 Rates and Charges

Schedule § provides a cross-reference between the classified service function costs and their
allocation to the rate design elements. The specifics of each rate design element are discussed in
detail in the following section. Schedule 9 summarizes the rates and charges that would be
effective on January 1, 2011 in order to collect all costs from rates and charges in fiscal year
2010/11, without the use of draws from reserve funds. Average costs by member agency will
vary depending upon an agency’s RTS allocation, capacity charge and relative proportions of
treated and untreated Tier 1, Tier 2, Replenishment, and Interim Agricultural Water Program
purchases.
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Effective Effective
Jan 1, 2010* | Jan. 1, 2011

Tier 1 Supply Rate ($/AF) $101 $112
Delta Supply Surcharge ($/AF) $69 $51
Tier 2 Supply Rate {$/AF) $280 $280
System Access Rate (3/AF) $164 $217
Water Stewardship Rate (3/AF) $41 $43
System Power Rate ($/AF) $119 $135
Full Service Untreated Volumetric Cost ($/AF)

Tier 1 $484 $558

Tier 2 $594 $675
Replenishment Water Rate Untreated ($/AF) $366 $440
interim Agricultural Water Program Untreated ($/AF) $418 $513 -
Treaiment Surcharge ($/AF) $217 $217
Full Service Treated Volumetric Cost ($/AF)

Tier 1 $701 $775

Tier 2 3811 $892
Treated Replenishment Water Rate ($/AF) $558 $632
Treated Interim Agricultural Water Program ($/AF) $615 $718
Readiness-to-Serve Charge ($M) $114 $133
Capacity Charge {$/cfs) $7.200 $7,200

* Most rates effective Sept 1, 2009

** Rates and charges necessary to collect sufficient revenues when combined with
rates effective through 2010 to cover expenditures incurred in fiscal year 2010/11.
Note that rates effective in 2011 provide only four months of revenue in 2010/11
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2.1  System Access Rate (SAR)

The SAR is a volumetric! system-wide rate levied on each acre-foot of water that moves through the
MWD system. All system users (member agency or third party) pay the SAR to use Metropolitan’s
conveyance and distribution system. To meet the board stated objective to collect all costs in 2010/11
the SAR would increase from its current level of $154 per acre-foot to $217 per acre-foot. The SAR
recovers the cost of providing conveyance and distribution capacity to meet average annual demands.
Current estimates indicate that the SAR revenue requirement will be about $388 million in FY
2010/11, or 28 percent of the total revenue requirement.

2.2 Water Stewardship Rate (WSR)

Under the board’s guidelines, the WSR. would increase from its current level of $41 per acre-foot to
$43 per acre-foot. The WSR recovers the costs of providing financial incentives for existing and
future investments in local resources including conservation and recycled water. These investments
or incentive payments are identified as the “demand management” service function in the cost of
service process. Demand management costs are classified as 100 percent fixed commodity costs and
are estimated to be about $77 million in FY 2010/11, about 6 percent of the revenue requirement.
The WSR is a volumetric rate levied on each acre-foot of water that moves through the Metropolitan
system. Al system users (member agency or third parties) will pay the same proportional costs for
existing and foture conservation and recycling investments.

2.3 System Power Rate (SPR)

SPR would increase from $119 per acre-foot to $135 per acre-foot in 2011. The SPR is a volumetric
rate that recovers the costs of pumping water to Southern California. The SPR recovers the cost of
power for both the SWP and CRA. InFY 2010/11 the revenue requirement for the SPR s estimated
to be about $242 million, about 17 percent of the total revenue requirement.

2.4 Treatment Surcharge

The treatment surcharge wouid remain unchanged at its current level of $217 per acre-foot to collect
all treatment costs in 2010/11. The treatment surcharge is a system-wide volumetric rate set to
recover the cost of providing treated water service. The treatment surcharge revenue requirement is
expected to be about $253 million in FY 2010/11, almost 18 percent of the total revenue requirement.
The treatment surcharge recovers all costs associated with providing treated water service, including
commodity, demand and standby refated costs. Significant capital improvements at Metropolitan’s
five treatment plants, such as the Ozone Retrofit Program, Skinner Filtration Plant Expansion Project,
and improvement programs at all five treatment plants result in additional capital financing costs
being allocated to the treatment surcharge.

2.5 Capacity Charge

The Capacity Charge would remain at its current level of $7,200 per cubic-foot-second of capacity
during 2011. The capacity charge is levied on the maximum summer day demand placed on the
system between May 1 and September 30 for a three-calendar year period. The three-year period

* A volumetric rate is a charge applied to the actual amount of water delivered,
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ending December 31, 2009 is used to levy the capacity charge effective January 1, 2011 through
December 31, 2011. Demands measured for the purposes of billing the capacity charge include all
firm demand and agricultural demand, including wheeling service and exchanges. Replenishment
service is not included in the measurement of peak day demand for purposes of billing the capacity
charge.

The capacity charge is intended to pay for the cost of peaking capacity on Metropolitan’s system,
while providing an incentive for local agencies to decrease their use of the Metropolitan system to
meet peak day demands and to shift demands into lower use time periods particularly October
through April. Over time, a member agency will benefit from local supply investments and
operational strategies that reduce its peak day demand on the system in the form of a lower total
capacity charge. The estimated capacity charge to be paid by each member agency in calendar year
2011 (as of March 2010) is included in Schedule 10.
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Peak Day Demand {cfs)

{May 1 through September 30}

Calendar Year
Calendar Year
2011 Capacity
Charge
AGENCY 2007 2008 20091 3-Year Peak ($7,200/cis)

Anaheim 37.9 38.1 40.7 407 § 293,040
Beverly Hills 33.8 32.9 31.0 338 % 244,080
Burbank 337 34.2 218 34.2( % 246,240
Calleguas 260.8 250.0 192.8 260.8| $ 1,877,760
Central Basin 125.9 102.7 04,7 125.9] $ 506,480
Compton 7.4 4.9 5.8 71 8% 51,120
Eastern 303.0 263.1 227.8 30301 % 2,181,600
Foothill 25.4 21.5 24.3 254 § 182,880
Fullerton 36.9 271 374 374 % 269,280
1Glendale 54.6 85,7 £56.0 56.0| $ 403,200
Inland Empire 176.2 125.8 108.1 176.2| & 1,268,640
Las Virgenes 45,3 45.3 42,7 453| % 326,160
Long Beach 61.3 68,1 87.2 68.11 § 490,320
Los Angsles 768.5 8219 608.2 821.9] § 5,917,680
MWDOC 469.2 453,7 £30.4 630.41 § 4,538,880
Pasadena 58.5 55.6 50,2 5B.5 & 421,200
San Diego 1278.4 1039.9 1065.3 1278.4] $ 8,204,480
San Fernando 6.5 0.1 0.0 6.5 % 46,800
San Marino 5.2 5.2 3.8 521 % 37,440
Santa Ana 28.7 14,5 16.4 207! % 213,840
Santa Monica 27.6 262 250 2781 % 188,720
Three Valleys 171.4 168.1 132.7 171.4| § 1,234,080
Torrance 41.6 355 39.3 418 § 209,520
Upper San Gabriel 63.8 36.9 2786 63.8 § 459,360
West Basin 262.3 243.3 221.3| 262,3] $ 1,888,580
Western 2881 271.4 219.9 289,41 $ 2,081,820
Tofal 4,673.8) 4,239.7 4,088.0 4,900.4 1 % 35,282,880

Yolals may hot foot due to rounding

2.6  Readiness-to-Serve Charge

The costs of providing standby service, such as emergency storage, are recovered by the RTS.

Metropolitan’s cost for providing emergency storage capacity within the system are estimated to be
about $72 million in FY 2010/11. In addition, to simplify the rate design by reducing the number of
separate charges, the demand and standby related costs identified for the conveyance and agueduct
service function are also allocated to the RTS. These costs are estimated to be about $42 million in
FY 2010/11. Currently the RTS recovers $114 million, an amount that represents a portion of the

capital financing costs for facilities that serve existing users. The RTS would increase to
$133 million in calendar year 2011 to recover the additional costs associated with conveyance.
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The RTS is allocated to the member agencies based on each agency’s proportional share of a ten-year
rolling average of all firm deliveries (including water transfers and exchanges that use Metropolitan
system capacity). The ten-year rolling average will not include repienishment service and interim
agricultural deliveries because these deliveries will be the first to be curtailed in the event of an
emergency. A ten-year rolling average leads to a relatively stable RTS allocation that reasonably
represents an agency’s potential long-term need for standby service under different demand .
conditions. Member agencies that so choose may have a portion of their total RTS obligation offset
by standby charge collections levied by Metropolitan on behalf of the member agency. Schedule 11
provides an estimate as of March 2010 of each agency’s total RTS obligation for calendar year 2011.
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Schedule 11. Readiness-to-Serve Charge (by member agency)

Rolling Ten-Year
Average Firm

Deliveries (Acre- 12 months @ $133
Feet) FY1998/G0 - million per year
Member Agency FY2008/0% RTS Share {1111-1211)
Anaheim : . _ 20,966 191% | 8 1,470

urbank

MWD Total . 1 896 143 190.00% $ 133,000,000
“Totals may not foot due fo rounding '
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2.7  Purchase Order

The rate structure relies on a Purchase Order to establish a financial commitment from the member
agency to Metropolitan. In return for providing a financial commitment to Metropolitan the member
agency may purchase more of its supply at the lower Tier 1 Supply Rate than had it not provided the
commitment,

The Purchase Order is voluntarily submitted by the member agency to Metropolitan. Through the
Purchase Order the member agency commits to purchase a fixed amount of supply from Metropolitan
(the Purchase Order Commitment). The Purchase Order Commitment is determined as a portion of
the member agency’s historical demands on the Metropolitan system and the term of the Purchase
Order.

Term

The Purchase Order is for a ten-year term beginning January 1, 2003. Ten years was chosen as a
balance between the long-term investments Metropolitan makes to secure water supply (many of the
supply development agreements Metropolitan commits to are for 20 years or more) and a shorter
period that would require less of a commitment from the member agencies. In addition, a ten-year
period will most likely allow sufficient time for high and low demand years to average, reducing the
likelihood that 2 member agency will pay for unused water.

Initial base demand

The maximurm annual firm demands since FY 1989/90 through June 30, 2002 are used to establish
each member agency’s “initial base demand”. Firm demands are defined as all deliveries through the
Metropolitan system to a member agency excluding replenishment service, interim agricultural
service, deliveries made under the interruptible service program and deliveries made to cooperative
and cyclic storage accounts at the time water was put into the accounts.

Purchase Order Commitment

The Purchase Order Commitment is Himited to a portion of a member agency’s initial base demand.
The Purchase Order Commitment is defined as ten times 60 percent of the member agency’s initial
base demand. The ten times reflects the ten-year term of the Purchase Order and the 60 percent was
chosen to balance risk transferred to the member agencies with the need for a financial commitment
1o Metropolitan,

Twao factors influenced the use of the 60 percent demand level. First, there is substantial fluctuation
in demands as a result of weather. During cool, wet weather, member agencies use less imported
supply from Metropolitan’s system. As a result, the Purchase Order Commitment was set at a level
that would accommodate these annual fluctuations in weather driven demands, while helping to
ensure that member agencies would have a reasonable opportunity to utilize all of the water during
the ten-year Purchase Order term. Second, the 60 percent level was selected in consultation with
member agency representatives and represents a sufficient incentive to utilize Metropolitan’s supplies
and provide a base financial commitment to the regional system. Since the Purchase Order
Commitment is voluntary, no member agency is required to commit to the minimum level, But, in
exchange for the commitment, the member agency may purchase more Metropolitan water supply (up
to 90 percent of its Base Demand) at the Jower Tier 1 Supply Rate. The Purchase Order Commitment
quantity and the Tier 1 Annual Limit for all member agencies are shown in Schedule 12.

EXHIBIT B
Page 55



April 13, 2010 Board Meeting

8-2 Attachment 2, Page 32 of 36

Schedule 12. Purchase Order Commitment Quantities (acre-feet)

2011 Tier 1 limit Purchase Order

with Opt-outs Commitment (acre-feet)
Anaheim 22,240 148,268
Beverly Hills 13,380 89,202
Burbank 16,336 108,810
Calleguas 110,249 692,003
Central Basin 72,361 482,405
Compton 5,058 33,721
Eastern 87,740 504,664
Foothill 10,887 73,312
Fullerton 11,208 75,322
Glendale 26,221 174,809
Inland Empire 59,792 |- 398,348
Las Virgenes 21,087 137,103
Long Beach 39,471 263,143
Los Angeles 304,970 2,033,132
MWDOC 228,130 1,486,161
Pasadena 21,180 141,197
San Diego 547,239 3,342,571
San Fernando 830 -
San Marino 1,199 -
Santa Ana 12,129 80,858
Santa Monica 11,515 74,062
Three Valleys 70,474 469,331
Torrance 20,967 139,780
Upper San Gabriel 16,512 110,077
West Basin 166,874 1,045,825
Western 69,720 301,791
Total 1,857,768 12,495,995

Totals may not foot due to rounding
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28 Tier 2 supply rate

The Tier 2 Supply Rate reflects Metropolitan’s cost of developing long-term firm supplies. The Tier 2
Supply Rate encourages the member agencies and their customers 1o maintain existing local supplies
and develop cost-effective local supply resources and conservation. The Tier 2 Supply Rate also
recovers a greater proportion of the cost of developing additional supplies from member agencies that
have increasing demands on the Metropolitan system. Because of the uncertainty about supply and
critically dry conditions, Metropolitan will have to purchase water transfers in 2010/11, at a cost of as
much as or more than $280 per acre-foot. The Tier 2 Supply Rate may remain at its current level of
$280 per acre-foot depending on the cost of additional supplies.

The total revenue requirement for the supply service function is about $273 million in FY 2010/11.
At an expected average sales level of 1.93 million acre-feet it is estimated that about 48 thousand
acre-feet will be sold at the Tier 2 Supply Rate, resulting in about $13 million in revenues at the $280
per acre-foot rate in effect during 2010/11. The remaining supply costs are recovered by the Tier 1
Supply Rate and by the replenishment rate and agricultural water rate discussed below.

The two-tier pricing approach is closely linked to the Purchase Order and a base level of demand.
The initial base demand (IBD) is defined as the maximum annual firm demands on the Metropolitan
system for the 13 years ending June 30, 2002, Firm demands are defined as all deliveries through the
Metropolitan system to a member agency excluding: (1) replenishment service; (2) interim
agricultural service; (3) deliveries made under the interruptible service program and (4) deliveries
made from cooperative, cyclic and conjunctive use storage accounts not certified under the
replenishment program.

Member agencies that submitted a Purchase Order may purchase up to 90 percent of the IBD at the
lower Tier 1 Supply Rate. For supply purchases in excess of 90 percent of the IBD the member
agency will be charged the higher Tier 2 Supply Rate. Member agencies that do not submit a
Purchase Order are charged the higher Tier 2 Supply Rate for supplies that exceed 64 percent of the
IBD. Over time the IBD will be compared to a rolling ten-year average of firm demands (not
including water transfers and exchanges). The greater of the IBD and the rolling ten-year average of
firm demands will be used to set the breakpoint between supply purchases made at the Tier 1 and
Tier 2 Supply Rates,

29 Tier I supply rate

The Tier 1 Supply Rate, including the Delta Supply Surcharge would be reduced from its current
level of $170 per acre-foot to $163 per acre-foot. The Tier 1 Supply rate inctudes a Delta Supply
Surcharge of $51 per acre-foot. This surcharge reflects the impact on Metropolitan’s water rates of
lower supplies from the State Water Project due to pumping restrictions associated with U. S. Fish &
Wildlife's biological opinion on Delta Smelt and other actions to protect endangered fish species, as
well as the ongoing drought conditions. The Delta Surcharge would remain in effect until a long-term
solution for the delta was achieved or interim facility improvements are made to restore yield on the
State Water Project. The Tier 1 Supply Rate recovers the majority of the supply revenue requirement.
The Tier 1 Supply Rate is simply calculated as the amount of the total supply revenue requirement
that is not recovered by the Tier 2 Supply Rate and a portion of the revenues from the replenishment
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water rate and agricultural water rate divided by the estimated amount of Tier 1 water sales, Atan
expected demand level of about 1.93 million acre-feet it is estimated that Metropotitan will sell about
1.66 million acre-feet at the Tier 1 Supply Rate in 2010/11.

2,10 Replenishment and agricultural water rates

Metropolitan currently provides interruptible service for long-term replenishment operations and
agricultural deliveries through the replenishment program and the interim agricultural water program
(IAWP). Because of the critically dry conditions and uncertainty about supply, replenishment
deliveries will remain curtailed in 2010/11. In October 2008, the Board approved a five-year phase
out of the IAWP, In 2010/11 certified agricultural deliveries are expected to be about 62

thousand acre-feet. However, if water supply conditions improve and surplus water becomes
available, Metropolitan could make Replenishment service available to its member agencies at the
rates of $440 per acre-foot for untreated, and $632 per acre-foot for treated water.

3  Sales

Staff estimates of water sales used for developing the rate recommendation were based on current
member agency demands and information and an expectation that demands will trend fo levels
expected under normal weather conditions. Since 1989/90, total sales have averaged about

2.00 million acre-feet per year, ranging from a high of around 2.5 million acre-feet in 1989/90 to a
low of about 1.5 million acre-feet in 1997/98. In 2009/10 water sales are projected to be around
1.83 million acre-feet. Water sales in 2010/11 are expected to be about 1.93 million acre-feet.
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4  Proof of Revenue

Based on expected sales of 1.93 MAF the expected revenues would be about $101 million higher than
the total revenue requirement, if the rates and charges were in effect the entire test year period. The
cost-of-service allocation assuming a full twelve months of revenue is used to allocate costs among
the various rate elements, but should not be interpreted as over- or under-collection during a given
fiscal year. However, because the recommended rates do not take effect until January 1, 2011, the’
expected revenues for 2010/11 will be about $15.1 million (one percent) fess than the total revenue
requirement in 2010/11. The total revenue requirement includes a $15.5 million increase in the
required reserves for the Revenue Remainder Fund. Accounting for this adjustment, the proposed
rates and charges will recover the full cost of service in 2010/11.

EXHIBITB
Page 598



Bulpunos o} anp 100} Jou Aewl S[ejo |

%L~ {151} 1'68¢°L o'vle'L jejol
%21 X3 0'ig 6'VE abieys Ajoede)
%L~ (670} yyel G'eZl abileyy entes-o}-ssauipesy
%4 9'91 TRATA 0022 abieyoing jusulealy
%" ) §'Zre £0€T ajeYy Jamod weisg
%l 672 1'9L 9'6. ajey diyspiemais 1siep
%G1~ (0°09) 6°28¢ 6'L2¢ ajey $$200Yy WaYSAg
%01 9'ge 2elz 9'L0¢ Addng
palosilon sjuswainbay 1 uep aAoelg
(41opun) 190 % eousiopid anuansy sajex J SONUSADY
(smorruz §) T A1enuEp SANOYFH SAEY JI IRWIANY JO 30014 YE/0TOT XA ¥ JMPAPS
mcm_ucso._ 0} 8anp 1004 ou Aeus S{eJoL
%L 0'Lob 1'688°L L'06Y°L 1ejo1
Y%irl £y 0'LE €'Ge abreyn Ajpede)
% 9’8 aZA 0'eel ebJey) snses-0}-ssoulpeay
%L g'0l VAN TA 2042 obieyoing juswiess ]
%/ 991 SZYe 1652 ajey JoMod WejsAg
%8 8'c 1’9 G'78 ajey displemals Jejem
%1 68z 6°18¢ v oLy 9]ey SS800Y WasAg
%l 0T AV XA 9'e6T . Addng
[FSRETS) siuawsinbay 1 Repy eAoel]
(Japun) Jen0 % sausiepa anuaaay sajey Jl senusAsy

9¢ J0 9¢ o8e ‘7 JULUYIENY

(suonruI §) Teax IS0L [N 103 IANVYIY SINEY J ANTIARY JO Jooud T1/0107 Ad "€ ARPIPS

-8 Supesiy preogd 0107 ‘g1 pady

EXHIBIT B
Page 60



4/13/2010 Board Meeting 8-2 Attachment 3, Page 1 of 36

THE METROPOLITAN WATER DISTRICT
OF SOUTHERN CALIFORNIA

RESOLUTION

RESOLUTION OF THE BOARD OF DIRECTORS
OF THE METROPOLITAN WATER DISTRICT OF
SOUTHERN CALIFORNIA
FEXING AND ADOPTING :
A READINESS-TO-SERVE CHARGE FOR CALENDAR YEAR 201

WHEREAS, at its meeting on October 16, 2001, the Board of Directors (“Board™) of
The Metropolitan Water District of Southern California (“Metropolitan”) approved a rate structure
proposal described in Board Letter 9-6 dated October 16, 2001, including a readiness-to-serve charge; and

WHEREAS, providing firm revenue sources is a goal of such rate structure; and

WHEREAS, the amount of revenue to be raised by the readiness-to-serve charge shail be
as determined by the Board and allocation of the readiness-to-serve charge among member public
agencies shail be in accordance with the method established by the Board; and

WHEREAS, the readiness-to-serve charge is a charge imposed by Metropolitan upon its
member agencies, and is not a fee or charge imposed upon real property or upon persons as an incident of
property ownership; and ‘

WHERFEAS, Metropolitan has legal authority to impose such readiness-to-serve charge as
a water rate pursuant to Section 134 of the Metropolitan Water District Act (the “Act™), and as an
availability of service charge pursuant to Section 134.5 of the Act; and

WHEREAS, under authority of Sections 133 and 134 of the Act, the Board has the
authority to fix the rate or rates for water as will result in revenue which, together with other revenues,
will pay Metropolitan’s operating expenses and provide for payment of other costs, including payment of
the interest and principal of Metropolitan’s non-tax funded bonded debt; and

WHEREAS, pursuant to Resolution 8329, adopted by the Board on July 9, 1991,
proceeds of the readiness-to-serve charge and other revenues from the sale or availability of water are
pledged to the payment of Metropolitan’s outstanding revenue bonds issued and revenue bonds to be
issued pursuant to Resolution 8329; and

WHEREAS, under authority of Section 134.5 of the Act, a readiness-to-serve charge
imposed as an availability of service charge may be collected from the member public agencies within
Metropolitan, or may be imposed as a standby charge against individual parcels within Metropolitan’s
service area; and

WHEREAS, under such authority, the water standby charge may be imposed on each
acre of land or each parcel of land less than an acre within Metropolitan to which water is made available
for any purpose by Metropolitan, whether the water is actually used or not; and
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WHEREAS, certain member public agencies of Metropolitan have opted in prior fiscal
years to provide collection of all or a portion of their readiness-to-serve charge obligation through a
Metropolitan water standby charge imposed on parcels within those member agencies; and

WHEREAS, Metropolitan is willing to comply with the requests of member public
agencies opting to have Metropolitan continue to levy water standby charges within their respective
territories, on the terms and subject to the conditions contained herein; and

WHEREAS, the readiness-to-serve charge applicable to each member public agency, the
method of its calcuiation, and the specific data used in its determination are as specified in the Engineer’s
Report dated April 2010 (the “Engineer’s Report”); and

WHEREAS, the Business and Finance Committee of the Board conducted a public
hearing at its regular meeting on March 8, 2010, at which interested parties were given the opportunity to
present their views regarding the readiness-to-serve charge and the Engineer’s Report; and

WHEREAS, notice of the public hearing on the proposed rates and charges was
published prior to'the hearing in various newspapers of general circulation within Metropolitan’s service
area; and

WHEREAS, notice of the public hearing and of the intention of Metropolitan’s Board to
consider and take action at its regular meeting to be held April 13, 2010, on the General Manager’s
recommendation to increase Metropolitan’s readiness-to-serve charge for calendar year 2011 was mailed
to each of Metropolitan’s member public agencies; and

WHEREAS, board workshops regarding the préposed budget and future rates and
charges were held on January 26, February 16, and March 23, 2010; and

WHEREAS, an updated cost of service report, dated April 2010 and included in the
General Manager’s recommendation for rates and charges on April 12, 2010, was produced based on the
feedback received from the public comments and the board workshops; and

WHEREAS, each of the meetings of the Board were conducted in accordance with the
Brown Act (commencing at Section 54950 of the Government Code), for which due notice was provided
and at which quorums were present and acting throughout;

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

Section 1. That the Board of Directors of Metropolitan hereby fixes and adopfs a
readiness-to-serve charge for the period from January 1, 2011 through December 31, 2011.

Section 2. That said readines_s-tonserve.charge shall be in an amount sufficient to provide
for payment of debt service and other appropriately allocated costs, for capital expenditures for projects
needed to provide standby and emergency storage service needs.

Section 3. That such readiness-to-serve charge for January 1, 2011 through and
including December 31, 2011 shall be a water rate equal to $70.14 per acre-foot, which shall be charged
on & historic basis for each acre-foot of water, excluding water used for purposes of replenishing local
storage and agriculture as defined by the Administrative Code, included in Metropolitan’s average water
deliveries to its member agencies for the applicable ten-year period identified in Section 5 below. The
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aggregate readiness-to-serve charge for the period from January 1, 2011 through and including December
31, 2011 shall be $133,000,000.

Section 4. That in the alternative, and without duplication, the readiness-to-serve charge
shall be an availability of service charge pursuant to Section 134.5 of the Act.

Section 5. That the readiness-to-serve charge for January 1, 2011 through December 31,
2011 shall be allocated among the member public agencies in proportion to the average of deliveries
through Metropolitan’s system (in acre-feef) to cach member public agency during the ten-year period
ending June 30, 2009. Metropolitan sales of reclaimed water under the Local Projects Program,
groundwater under the Groundwater Recovery Program, and deliveries under the Replenishment and
Interim Agricultural Water Service Programs are not included in the readiness-to-serve charge water sales
calculation. The allocation of the readiness-to-serve charge among member agencies is based on sales
data recorded by Metropolitan and shall be conclusive in the absence of manifest error.

The amount of the readiness-to-serve charge to be imposed on sach member public
agency effective January 1, 2011, is as follows:

Table 1

Calendar Year 2011 Readiness-To-Serve Charge

Rolling Ten-Year
Average Firm

Deliveries (Acre- 12 months @ $133
Feet) FY1999/00 - million per year
Namber Agency FY2008/09 RYS Share (11111211}

20,5966 1,470,578

SR

i ; b D43BE
143 100.00% 3 133,000,000

VWD Total _ T T 189,
“Totals may not foot due fo rounding
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Section 6. That the allocation of the readiness-to-serve charge among member agencies set forth
in Section 5 above is consistent with the per-acre-foot water rates imposed pursuant to Section 3 above.

Section 7. That it is the Intent of the Board that water conveyed through Metropolifan’s system
for the purposes of water transfers, exchanges or other similar arrangements shall be included in the calculation of
a member agency’s rolling ten-year average firm demands used to allocate the readiness-to-serve charge.

Section 8. That the readiness-to-serve charge and the amount applicable to each electing member
public agency, the method of its calculation, and the specific data used in its determination are as specified in the
General Manager’s recommendation on rates and charges to be effective January 1, 2011, which forms the basis
of the readiness-to-serve charge. Such recommendation is on file and avaiiable for review by interested parties at
Metropolitan’s headquarters. An updated cost of service report, dated April 2010 and included in the General
Manager’s recommendation for rates and charges on April 12, 20 10, was produced based on the feedback
received from the public comments and the board workshops.

Section 9. That except as provided in Section 11 below with respect to any readiness-to-serve
charge collected by means of a Metropolitan water standby charge, the readiness-to-serve charge shall be due
monthly, quarterly or semiannuaily as agreed upon by Metropolitan and the member agency.

Section 10. That such readiness-to-serve charge may, at the request of any member agency
which elected to utilize Metropolitan’s standby charge as a mechanism for collecting its readiness-to-serve charge
_ obligation in FY 1996/97, be collected by continuing the Metropolitan water standby charge at the same rates
imposed in FY 1996/97 upon land within Metropofitan’s (and such member public agency’s) service area to
which water is made available by Metropolitan for any purpose, whether such water is used or not.

Section 11. That the proposed water standby charge, if continued, shall be collected on the tax
rolls, together with the ad valorem property taxes which are levied by Metropolitan for the payment of pre-1978
voter-approved indebtedness. Any amounts so collected shall be applied as a credit against the applicable
member agency’s obligation to pay a readiness-to-serve charge. After such member agency’s readiness-to-serve
charge allocation is fully satisfied, any additional collections shall be credited to other outstanding obligations of
such member agency to Metropolitan or future readiness-to-serve obligations of such agency. Notwithstanding
the provisions of Section 9 above, any member agency requesting to have all or a portion of ifs readiness-to-serve
charge obligation collected through standby charge levies within its territory as provided herein shall pay any
portion not collected through net standby charge collections to Metropolitan within 50 days after Metropolitan
issues an invoice for remaining readiness-to-serve charges to such member agency, as provided in Administrative
Code Section 4507.

: Section 12. That on March 8, 2010, the Business and Finance Committee of Metropolitan’s
Board conducted a public hearing at which interested parties were afforded the opportunity to present their views
regarding the readiness-to-serve charge in accordance with Section 4304(c) of Metropolitan’s Administrative
Code, ‘
Section 13. That notice is hereby given to the public and to each member public agency of
The Metropolitan Water District of Southern California of the intention of Metropolitan’s Board to consider and
take action at its regular meeting to be held May 11, 2010 (or such other date as the Board shall hold its regular
meeting in such montk), on the General Manager’s recommendation to continue its water standby charge for
FY 2010/11 under authority of Section 134.5 of the Act on land within Metropolitan at the same rates, per acre of
land, or per parcel of land less than an acre, imposed in FY 1996/97 upon land within Metropolitan’s (and such
member public agency’s) service area. Such water standby charge will be continued as a means of collecting the
readiness-to-gerve charge.
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Section 14. That no failure to collect, and no delay in collecting, any standby charges shall
excuse or delay payment of any portion of the readiness-to-serve charge when due. All amounts collected as
water standby charges shall be applied solely as credits to the readiness-to-serve charge of the applicable member
agency, with any excess collections being carried forward and credited against other outstanding obligations of
such member agency to Metropolitan.

Section 15, That the readiness-to-serve charge is imposed by Metropotitan as a rate or charge on
its member agencies, and is not a fee or charge imposed upon real property or upon persons as incidents of
property ownership, and the water standby charge is imposed within the respective territories of electing member-
agencies as a mechanism for collection of the readiness-to-serve charge. In the event that the water standby
charge, or any portion thereof, is determined to be an unauthorized or invalid fee, charge or assessment by a final
judgment in any proceeding at law or in equity, which judgment is not subject to appeal, or if the collection of the
water standby charge shail be permanently enjoined and appeals of such injunction have been declined or
exhausted, or if Metropolitan shall determine to rescind or revoke the water standby charge, then no further
standby charge shali be collected within any member agency and each member agency which has requested
continuation of Metropolitan water standby charges as a means of collecting its readiness-to-serve charge
obligation shall pay such readiness-to-serve charge obligation in full, as if continuation of such water standby
charges had never been sought.

Section 16. That the General Manager and the General Counsel are hereby authorized to do all
things necessary and desirable to accomplish the purposes of this Resolution, including, without limitation, the
commencement or defense of litigation.

Section 17. That this Board finds that the readiness-to-serve charge and other charges provided
in this Resolution are not defined as a Project under the California Environmental Quality Act (“CEQA™} since
they involve continuing administrative activities, such as general policy and procedure making (Section
15378(b)(2) of the State CEQA Guidelines). In addition, the proposed actions are not subject to CEQA because
they involve the creation of government funding mechanisms or other government fiscal activities, which do not
involve any commitment to any specific project which may result in a potentially significant physical impact on
the environment (Section 15378(b)(4) of the State CEQA Guidelines).

Section 18, That if any provision of this Resolution or the application to any member agency,
property or person whatsoever is held invalid, that invalidity shall not affect other provisions or applications of
this Resolution which can be given effect without the invalid portion or application, and to that end the provisions
of this Resolution are severable.

Section 19. That the General Manager is hereby authorized and directed to take all necessary
action to satisfy relevant statutes requiring notice by mailing or by publication.

Section 20. That the Board Executive Secretary is hereby directed to transmit a certified copy of
this Resolution to the presiding officer of the governing body of each member public agency.
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1 HEREBY CERTIFY that the foregoing is a full, true and correct copy of a Resolution adopted
by the Board of Directors of The Metropolitan Water District of Southern: California, at its meeting held on April

13, 2010. .

Board Executive Secretary
The Metropolitan Water District
of Southern California
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THE METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA
ENGINEER’S REPORT

PROGRAM TO LEVY READINESS-TO-SERVE CHARGE,

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

April 2010
BACKGROUND

The Metropolitan Water District of Southern California is a public agency with a primary purpose to provide
imported water supply for domestic and municipal uses at wholesale rates to its member pubiic agencies. More
than 18 million people reside within Metropolitan’s service area, which covers over 5,000 square miles and
includes portions of the six counties of Los Angeles, Orange, Riverside, San Bernardino, San Diego and Ventura,
Metropolitan currently provides over 50 percent of the water used within its service area.

REPORT PURPOSES

As part of its role as an imported water supplier, Metropolitan builds capital facilities and implements water
management programs that ensure reliable high quality water supplies throughout its service area. The purpose of
this report is to: (1) identify and describe those facilities and programs that wiil be financed in part by
Metropolitan’s readiness-to-serve (RTS) charge in fiscal year 2010/11, and (2) describe the method and basis for
continuing Metropolitan’s standby charge for those agencies electing to collect a portion of their RTS obligation
through Metropolitan’s standby charge. Because the standby charge is levied and collected on a fiscal year basis
the calculations in this report also are for the fiscal year, even though the RTS charge is imposed on a calendar
year basis. The RTS charge for calendar year 2010 was adopted by Metropolitan’s Board on April 14, 2009 and
the RTS charge for 2011 will be considered by the Board on April 13, 2010, The calculations in this report use
 six months of RTS charges for calendar year 2010 at the adopted rate and six months of RTS charges for calendar
year 2011 at the rate recommended below.

Metropolitan levies the RTS charge on its member agencies to recover a portion of the debt service on bonds
issued to finance capital facilities needed to meet existing demands on Metropolitan’s system. The standby
charge is levied on parcels of land within certain of Metropolitan's member agencies as a method of collecting
part or all of such member agency’s RTS charge obligation. The RTS charge will partially pay for the facilities
and programs described in this report. The standby charge, if continued within a member agency, will be utilized
solely for capital payments and debt service on the capital facilities identified in this report. '

METROPOLITAN’S RESPONSE TO INCREASING WATER DEMANDS

To respond to increasing demands for water, Metropolitan and its member agencies coliectively examined the
available local and imported resource options in order to develop a least-cost plan that meets the reliability and
quality needs of the region. The product of this intensive effort was an Integrated Resources Plan (IRP) for
achieving a reliable and affordable water supply for Southern California. The major objective of the IRP was to
develop a comprehensive water resources plan that ensures (1) reliability, (2) affordability, (3) water quality,

(4) diversity of supply, and (5) adaptability for the region, while recognizing the environmental, institutional, and
political constraints to resource development. As these constraints change over time, the IRP is periodicaily
revisited and updated by Metropolitan and the member agencies to reflect current conditions. The IRP update is
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currently underway and the final report is expected at the end of 2010, To meet the water supply needs of

. existing and future customers within its service area, Metropolitan continues to identify and develop additional
water supplies to maintain the reliability of the imported water supply and delivery system. These efforts include
the construction of capital facilities and implementation of demand management programs,

Capital Facilities

The capital facilities include the State Water Project (SWP), the Colorado River Agqueduct (CRA), storage
facilities including the recently compieted Diamond Valley Lake (DVL), and additional conveyance and
distribution system components. The benefits of these capital facilities are both iocal and system-wide, as the
facilities directly contribute to the reliable delivery of water suppties throughout Metropolitan’s service area.

State Water Project Benefits

In 1960, Metropolitan contracted with the California Department of Water Resources (DWR) to receive SWP
supplies. Under this contract, Metropolitan is obligated to pay its portion of the construction and operation and
maintenance costs of the SWP system through at least the year 2035, regardless of the quantities of project water
Metropolitan takes. Metropolitan has contracted to receive 1.9 million acre-feet of the total SWP Table A amount
of 4.2 million acre-feet, All Metropolitan member agencies benefit from the SWP supplies, which are distributed
to existing customers and are available to future customers throughout Metropolitan’s service area. The potential
benefit of the SWP allocable to the RTS charge and standby charge in fiscal year 2010/11 is shown in Table 1.

Svstem Storage Benefits

The Metropolitan system, for purposes of meeting demands during times of shortage, regulating system flows,
and to ensure system reliability in the event of a system outage, provides over 1,000,000 acre-feet of system
storage capacity. DVL provides 800,000 acre-feet of storage capacity for water from the Colorado River
Aqueduct and SWP, effectively doubling Southern California’s previous surface water storage capacity. Water
stored in system storage during above average supply conditions (surplus) provides a reserve against shortages
when supply sources are limited or disrupted. System storage also preserves Metropolitan’s capability to deliver
water during scheduled maintenance periods, when conveyance facilities must be removed from service for
rehabilitation, repair, or maintenance. The potential benefit of system storage in fiscal year 2010/11 is shown in
Table 1.

Conveyance and Distribution System Benefits

Metropolitan has an ongoing commitment, through physical system improvements and the maintenance and
rehabilitation of existing facilities, to maintain the reliable delivery of water throughout the entire service area.
System improvement projects include additional conveyance and distribution facilities to maintain the dependable
delivery of water supplies, provide alternative system delivery capacity, and enhance system operations. ‘
Conveyance and distribution system improvement benefits also include projects to upgrade obsolete facilities or
equipment, or to rehabilitate or replace facilities or equipment. These projects are needed to enhance system
operations, comply with new regulations, and maintain a reliable distribution system. A list of conveyance and
distribution system facilities is provided in Table 3 along with the fiscal year 2010/11 estimated conveyance and
distribution system benefits.

Pemand Management Program Benefits

Demand management programs to be financed by the RTS charge and standby charge include Metropolitan’s
participation in providing financial incentives to local agencies for the construction and development of local
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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
estimated benefits of the demand management programs as measured by Metropolitan’s anticipated expenditures
for these programs in fiscal year 2010/11 is shown in Tabie 1.

Local Resources Program

In 1998, Metropolitan’s Board adopted the Local Resources Program (LRP) with the goal of developing local
water resources in a cost-efficient manner. Financial incentives of up to $250 per acre-foot are provided to
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 recycled 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 recycling and groundwater recovery projects is expected to yield
approximately 250,130 acre-feet of water for fiscal year 2010/11 with financial incentive payments of about

$39 million. Regional recycling, recovered groundwater, and desalinated seawater production are projected to be
about 750,000 acre-feet per year, by year 2025. An estimate of potential benefits as measured by Metropolitan’s
estimated incentive payments for recycling 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 Conservation Council's Memorandum of Understanding Regarding Urban Water
Conservation (amended March 10, 2004), Metropolitan committed to implement proven and reliable water
conserving technologies and practices within its jurisdiction. 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 since inception through fiscal year 2008/09. By 2025, it is estimated that conservation
practices will save over one million acre-feet per year, reducing Metropolitan’s total water requirements by about
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
conservation projects as measured by Metropolitan’s incentive payments is given in Table 2.

LONG-RANGE FINANCIAL PLANNING

Metropolitan’s major capital facilities are financed largely from the proceeds of revenue bond issues, which are
repaid 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 XIIIA of the California Constitution, Metropolitan has necessarily relied more on
water sales revenue than on ad valorem property taxes for the payment of debt. Water sales have become the
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dominant source of revenue, not only for operation and maintenance of the vast network of facilities supplying
water to Southern California, but also for replacement and improvement of capita! facilities.

The increased reliance on highly variable water sales revenue increases the probability of substantial rate swings

" from year to year. The use of water rates as a primary source of revenue has placed an increasing burden on
ratepayers, which might more equitably be paid in part by assessments on land that in part derives its value from
the availability of water. In December 1993, Metropolitan’s Board approved a revenue structure that included
additional charges to establish a commitment to Metropolitan’s capital improvement program and provide
revenue stability. This revenue structure included the RTS charge and standby charge.

Readiness-To-Serve Charge

As noted above, Metropolitan levies the RTS charge on its member agencies to recover a portion of the debt
service on bonds issued to finance capital facilities needed to meet existing demands on Metropolitan’s systent.
The estimated potential benefits that could be paid by an RTS charge, including standby charge, in fiscal year
2010/11 are about $330 miltion as shown in Table 1.

Although the RTS charge could be set to recover the entire potential benefit amount, the General Manager is
recommending that the RTS charge only recover a portion of the total potential benefit. For fiscal year 2010/11,
this amount is estimated to be $123,500,000. These funds, when combined with Metropolitan’s overall financial
resources, will result in greater water rate stability for all users throughout Metropolitan’s service area.
Consistent with the rate structure approved by the Board in October of 2001, the RTS charge for fiscal year
2016/11 is allocated to each member agency on the basis of a ten-year rolling average of historic water purchases
from Metropolitan ending June 30, 2009. This average includes all deliveries used to meet firm demand
(consumptive municipal industrial demands), including water transfers and exchanges. The estimated fiscal year
2010/11 RTS for each member agency is shown in Table 4,

Standby Charge Option

Metropolitan’s standby charge is authorized by the State Legislature and has been levied by Metropolitan since
fiscal year 1992/93. The standby charge recognizes that there are economic benefits to lands that have access to a
water supply, whether or not such lands are using it. Utilization of the standby charge transfers some of the
burden of maintaining Metropolitan’s capital infrastructure from water rates and ad valorem taxes to all the
benefiting properties within the service area. A fraction of the value of this benefit and of the cost of providing it
can be effectively recovered, in part, through continuation of the standby charge. The projects to be supported in
part by the standby charge are capital projects that provide both local and Metropolitan-wide benefif to current
landowners as well as existing water users. The estimated potential benefits system-wide are several times the
amount to be recovered by means of the standby charge.

Metropolitan will continue to fevy standby charges only within the service areas of the member agencies that
requested that the standby charge be utilized. The standby charge for each acre or parcel of less than an acre
varies from member agency to member agency, as permitted under the legislation establishing Metropolitan’s
standby charge. The water standby charge for each member agency will be the same as that imposed by
Metropolitan in fiscal year 1996/97 and is shown in Table 5.

The proposed standby charge includes the reimposition of water standby charges on: (1) parcels which water
standby charges have been imposed in fiscal year 1996/97 and annually thereafter (“pre-1997 standby charges™)
and (2) parcels annexed to Metropolitan and to an electing member agency after January 1997 (“annexation
standby charges™). Only land within member agencies which standby charges were imposed in fiscal year
1996/97 will be subject to the reimposition of pre-1997 standby charges for FY 2010/11. Only land annexed to
Metropolitan and to an electing member public agency with respect to which standby charges were approved in
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accordance with the procedures of Article XIIID, Section 4 of the California Constitution will be subject to the
imposition or reimposition, as applicable, of annexation standby charges for fiscal year 2010/11, Table 6 lists
parcels annexed, or to be annexed, to Metropolitan and to electing member agencies during FY 2009/10, such
parcels being subject to the annexation standby charge upon annexation. Parcels annexed prior to FY 2009/10 are
subject to annexation standby charges as described in the Engineer’s Report for the fiscal year of their annexation.
These parcels and parcels that are subject to the pre-1997 standby charges are identified in a listing filed with the
Executive Secretary.

The estimated potential benefits of Metropolitan’s water supply program, which could be paid by a standby
charge, is approximately $330 million for fiscal year 2010/11, as shown in Table 1. An average total standby
charge of about $76.12 per acre of land or per parcet of less than one acre would be necessary to pay for the total
potential program benefits. Benefits in this amount will accrue to each acre of property and parcel within
Metropolitan, as these properties are eligible to use water from the Metropolitan system. Because only properties
located within Metropolitan’s boundaries may receive water supplies from Metropolitan (except for certain
contractual deliveries as permitted under Section 131 of the Metropolitan Water District Act), any benefit
received by the public at large or by properties outside of the proposed area to be annexed is merely incidental.

Table 5 shows that the distribution of standby charge revenues from the various member agencies would provide
net revenue flow of approximately $43.6 million for fiscal year 2010/11. This total amount is less than the
estimated benefits shown in Table 1. Metropolitan will use other revenue sources, such as water sales revenues,
readiness-to-serve charge revenues (except to the extent collected through standby charges, as described above},
interest income, and revenue from sales of hydroelectric power, to pay for the remaining program benefits. Thus,
the benefits of Metropolitan’s investments in water conveyance, storage, distribution and supply programs far
exceed the continued standby charge.

Equity

The RTS charge is a firm revenue source. The revenues fo be collected through this charge will not vary with
sales in the current year. This charge is levied on Metropolitan’s member agencies and is not a fee or charge upon
real property or upon persons as an incident of property ownership. It ensures that agencies that only occasionally
purchase water from Metropolitan but receive the reliability benefits of Metropolitan’s system pay a greater share
of the costs to provide that reliability. Within member agencies that elect to pay the RTS charge through
Metropolitan’s standby charges, the standby charge resuits in lower water rates than would otherwise be
necessary due to the amount of revenue collected from lands which benefit from the avaitability of Metropolitan’s
water supply. With the standby charge, these properties are now contributing a more appropriate share of the cost
of importing water to Southern Caiifornia.

Metropolitan’s water supply program increases the availability and reliable delivery of water throughout
Metropolitan’s service area. Increased water supplies benefit existing consumers and land uses through direct
deliveries to consumers and properties, and through the replenishment of groundwater basins and reservolr
storage as reserves against shortages due to droughts, natural emergencies, or scheduled facility shutdowns for
maintenance. The benefits of reliable water supplies from the SWP, CRA, DVL, and system improvements
accrue to more than 250 cities and communities within Metropolitan’s six-county service area. Metropolitan’s
regional water system is interconnected, so water supplies from the SWP and CRA can be used throughout most
of the service area and therefore benefit water users and properties system-wide.

Additional Metropolitan deliveries required in the coming fiscal year due to the demands of property development
will be reduced by the implementation of demand management projects, including water conservation, water
recycling, and groundwater recovery projects. As with the SWP, CRA and DVL and the conveyance and
distribution facilities, demand management programs increase the future reliability of water supplies. In addition,
demand management programs provide system-wide benefits by effectively decreasing the demand for imported
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water, which helps to defer construction of additional system conveyance and distribution capacity. However, the
abilities of each member agency to implement these projects under Metropolitan’s financial assistance programs
vary and are generally represented by the historic use of imported Metropolitan water.

A major advantage of a firm revenue source, such as a RTS charge, is that it contributes to revenue stability
during times of drought or low water sales. It affords Metropolitan additional security, when borrowing funds,
that a portion of the revenue stream wiil be unaffected by drought or by rainfall. This security will help maintain
Metropolitan’s historically high credit rating, which results in lower interest expense io Metropolitan, and
therefore, lower overail cost to the residents of ifs service area.

SUMMARY

The foregoing and the attached tables describe the current benefits provided by the projects listed as mainstays to
the water supply system for Metropolitan’s service area. Benefits are provided to both water users and property
owners. The projects represented by this report provide both Jocal benefits as well as benefits throughout the
entire service area. It is recommended, for fiscal year 2010/11, that the RTS charge be imposed with a continuing
option for local agencies to request that a standby charge be imposed on lands within Metropolitan's service area
as a credit against such member agency’s RTS, up to the standby charge per acre or parcel of less than one acre
levied by Metropolitan within the applicable member agency for fiscal year 2010/11. The maximum standby
charge would not exceed $15 per acre of land or per parcet of less than one acre. The benefits described in this
Engineer’s Report exceed the recommended charge. A listing of ali parcels in the service area and the proposed
2010/11 standby charge for each is available in the office of the Chief Financial Officer. '

Prepared Under the Supervision of: Prepared Under the Supervision of:
Robert L. Harding, RCE C50185 Brian G. Thomas

Unit Manager V Assistant General Manager/

‘Water Resource Management Chief Financial Officer
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TABLE 1

ESTIMATED DISTRIBUTION OF BENEFITS OF WATER SUPPLY
PAYABLE BY STANDBY CHARGE

Estimated Potentlal
Program Benefits for Doltars Per Parcel
Water Conveyance, Sterage, Distribution and Supply Program FY2010/11 of 1 Acre or Less
Net Capital Payments to State Water Project {iess portion paid by properly taxas) 26,827,497 $6.18
Non Tax Supported Debt Senvice Costs for System Storage : 116,583,036 $26.86
Non Tax Supported Debt Service Costs for Conveyance and Distributien System 2 $128,782,041 $20.67
Sub-Total Capital Payments $272,192,574 $62.71
less Estimated Standby Charge Revenues 3 {43,604,138} (5%6.05)
Remaining capital paymemé $228,588,437 $52.66
Demand Management Programs: Water Recycling, :
Groundwater Recovery, and Water Congetvation Projects $58,236,726 $13.42
Sub-Total Capital Finansing and Demand Management Programs
Costs nof Paid by Standby Charge Revenues $286,826,163 $66.08
Total Benefits: Capital Financing and Demand Management Programs $330,429,300 $76.12

Notes: .

[11 System storage inciudes Diamond Valley Laks, Lake Mathews, Lake Skinner ang several other smatter surface reservoirs which provide storage
for cperational purpOSEs.

12] Conveyance and Distribution facilities include the Colorado River Aqueduct and the pipelines, laterals, feeders and canals that distribute water
throughout the service area.

‘fotals may not fool due to rounding
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TABLE 2

WATER RECYCLING, GROUNDWATER RECOVERY
AND CONSERVATION PROJECTS

FY 2010111
Project Name Payment

Water Recycling Projects $29,196,111

Alamitos Barsier Reclaimed Water Project

Burbank Reclaimed Water System Expansion Project
Caiabasas Reclaimed Water System Expansion
‘Capistrano Valley Non-Domestic Water System Expansion
Century Reclamation Program

Cerritos Reclaimed Water Expansion Project

City of industry Regional Water System - Rowland

City of industry Regioral Water System - Suburban

City of Indusiry Regional Water System - Walnut
Conejo Creek Diversion Project

Decker Canyon WRP

Deveiopment of Non-Domestic Water Sys. Exp. Ladera
Birect Reuse Project Phase lIA

Dry Weather Runoff Rectamation Facility

Eastern Recycled Water Pipeline Reach 16

Eastern Regional Reclaimed Water System

EMWE Reach | Phase il

Encina Basin Water Rec. Prog ~ Phases | and il

Encina Water Pollution Control Facility Rech. Project
Escondido Regionat Reclaimed Water Project

Fallbrook Reclamation Project

Giendale Brand Park Reclaimed Water Project
Glendale Verdugo-Scholl Canyen Resl. Water Project
Glendale Water Reclamatiory Expansion Project

Green Acres Reclamation Project - Coastal

Green Acres Reclamation Project - MWDOC

Green Acres Reclamation Project - Santa Ana
Groundwater Replenishment System Talbert Seawater intrusion Barrier Component
Hansen Area Water Recycling Project Phase 1

Hansen Area Water Recycling Project Phase 2

Harbor Water Recydling Project

{EUA Regional Recycled Water Dist. System

1EUA Regional Recycled Water Dist. System Expansion
Irvine Ranch Reclamation Project

IRWD Recycled Water System Upgrade

Lakewood Water Reclamation Project

Las Virgenes Reclamation Project
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TABLE 2 (Continued)

WATER RECYCLING, GROUNDWATER RECOVERY
AND CONSERVATION PROJECTS

FY 2010111
Project Name Payment

Water Recycling Projects (continued)
Long Beach Reclamation Expansion Phase |
Long Beach Reclamation Project
Los Angeles Greenbelt Project
Mouiton Niguel Phase 4 Reclamation Sysiem Expansion
Moulton Niguet Reclamation Project
North City Water Reclamation Project
Oak Park/North Ranch Water Reciamation Project
Oceanside Water Reclamation Project
Olivenhain Recycled Project - SE Quadrant
Otay Recycled Water Systern
Otay Water Reclamation Project
Padre Dam Reclaimed Water System Phase |
Ramona/Santa Maria Water Reclamation Project
Rancho California Reclamation Expansion
Rancho Santa Fe Reclaimed Water System
RODMWD Recycled Water Program
Recycled Water Distribution Line Extension
Rio Honde Water Reclamation Program
San Clemente Water Reclamation Project
San Elijo Water Reclamation Sysiem
San Pasqual Reclamation Project
Santa Margarita Reclamation Expansion Project
Sepulveda Basin Water Reclamation Project
Sepulveda Basin Water Recycling Project Phase IV
Shad‘owridge Reclaimed Water System
South Lagina Reclamation Expansion Project
South Laguna Reclamation Project
South Valiey Water Recycling Project
Talor Yard Water Recycling Project
Trabuco Canyon Reclamation Expansioh Project
Wainut Valley Reclamation Expansion Project
West Basin Water Reclamation Program
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TABLE 2 (Continued)
WATER RECYCLING, GROUNDWATER RECOVERY
AND CONSERVATION PROJECTS
FY 2010/11
Project Namne Payment

Groundwater Recovery Projects $9,702,822

Arlington Desalter

Beverly Hills Desalter

Burbark Lake Street GAC Plant

Capistrano Beach Desalter

Chino Basin Desalter No. 1 - IEUA

Chino Basin Desalter No. 1 - Western

Glenwood Nitrate

hvine Desalter

Juan Weidl Fitter Facility

Lower Sweetwater Desaiter Phase 1

Madrona Desalter (Goldsworthy)

Menifee Basin Desaiter

Mesa Consolidated Colored Water Treatment Facility

Oceanside Desalter Phase |

Oceanside Desalter Phase 1 and H

Pomona Well # 37

Rowland GW Treatment Proiect

San Juan Desalter

Santa Monica GW Treatment Plant

Sepulveda Desalter

Tapo Canyon Water Treatment Plant

Temescal Basin Desaiting Facility

Tustin Desalter

Wells # 7&8 - NF Water Treatment Facility

West Basin Desalter No. 1

Westlake Wells - Tapia WRF Intertie
Other 5-year Supply Plan Local Projects $237,693
Conservation Projects $19,100,000

Regionwide Residential

Regionwide Commercial

Public Secior Program

Member Agency

Water Savings Performance Program

Enhanced Conservation Program

Agriculture Conservation
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TABLE 3

CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Description

Conyevance and Agueduct Facilities
ALL PUMPING PLANTS - 230 KY 8 69 KV DISCONNECTS REPLAGEMENT

ACCESS STRUCTURE, TRANSITION STRUCTURE AND MANHOLE COVER REPLACEMENT
ALL PUMPING PLANTS - BRIDGE CRANES

ALL PUMPING PLANTS - TRANSFORMER BANK BRIDGE

ALLEN MCGOLLOCH PIPELINE - RIGHT OF WAY

ALLEN MCCOLLOGH PIPELINE - URPDATE / MODIFY ALL BOYLE ENGINEERING DRAWINGS
AQUEDUCT & PUMPING PLANT tSOLATION / ACCESS FIXTURES - STUDY
AQUEDUCT & PUMPING PLANT ISOLATION GATES

ARROWHEAD EAST TUNNEL CONSTRUCTION

ARROWHEAD TDS REDUCTION

ARROWHEAD TUNNELS CLAIMS COST

ARROWHEAD TUNNELS CONNEGTOR ROAD

ARROWHEAD TUNNELS CONSTRUCTION

ARROWHEAD TUNNELS ENGINEERING

ARROWHEAD TUNNELS RE-DESIGN

ARROWHEAD WEST TUNNEL CONSTRUCTION

AULD VALLEY CONTROL STRUCTURE AREA FACRITIES UPGRADE STUDY

AUXILIARY POWER SYSTEM REHMABILITATION / UPGRADES STUDY

BACHELOR MOUNTAIN COMMUNICATION SITE ACQUISITION

BACHELOR MOUNTAIN TELECOM SITE IMPROVEMENTS

BANK TRANSFORMERS REPLACEMENT STUDY

BLACK METAL MOUNTAIN - COMMUNICATIONS FACILITY UPGRADE

BOX SPRINGS FEEDER REHAB PHASE I

BUDIGET ADJUSTMENT

CABAZON RADIAL GATE FACILITY IMPROVEMENTS

CATHODIC PROTECTION STUDY - DESIGN AND CONSTRUCTION

CGRP - BLOW-OFF VALVES PHASE 4 PROJECY

CCRP - CONTINGENCY

CCRP - EMERGENCY REPAIR

CCRP - HEADGATE CPERATORS & CIRCUIT BREAKERS REHAB.

CORP - PART 1 & 2

CCRP - SAND TRAP CLEANING EQUAPMENT & TRAVELING CRANE STUDY

CCRP - TRANSITION & MAN-WAY ACCESS COVER REPLACEMENT - STUDY & DESIGN
GCRP - TUNNELS STUDY

CEPSRP - 230 KV SYSTEM SYNCHRONIZERS

CEPSRP - ALL PUMPING PLANTS - CONTINGENCY & OTHER CREDITS

CEPSRP - ALL PUMPING PLANTS - REPLACE 6.9 KV TRANSFORMER BUSHINGS
CEPSRP - ALL PUMPING PLANTS - REPLACE 230KV , 69 KV & 6.9 KV LIGHTENING ARRESTERS
CEPSRP - ALL PUMPING PLANTS - REPLAGE 230KV TRANSFORMER PROTECTION
CEPRSRP - SWITCHYARDS & HEAD GATES REHABILITATION

CEPSRP- ALL PUMPING PLANTS - IRON MOUNTAIN - 230KV BREAKER SWITCH. INST.
COLORADC RIVER AQUERUCT - PUMPING

CONTRCL SYSTEM DRAWING UPGRADE STUDY (PHASE 1) - STUDY

COPPER BASIN AND GENE DAM QUTLET WORKS REHABILITATION (STUDY & DESIGN)
COPPER BASIN INTERIM GHILORINATION SYSTEM

COPPER BASIN CUTLET GATES RELIABILITY

COPPER BASIN POWER & FHONE LINES REPLACEMENT

CORROSION CONTROL OZONE MATERIAL TEST FACILITY

COST OF LAND AND RIGHT OF WAY

CRA - ACCESS STRUCTURE, TRANSITION STRUCTURE AND MANHOLE COVER REPLACEMENT
CRA - AQUEDUCT AND PUMPING PLANT ISOLATION GATES
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TABLE 3

CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Description

Convevance and Aquedyct Facllities {continued)

CRA - AUXILIARY POWER SYSTEM REHAB

CRA - BANK TRANSFORMERS REPLAGEMENT STUDY

CRA - BLOW.QFF VALVES PHASE 4

CRA - CIRCULATING WATER SYSTEM STRAINER REPLACEMENT

CRA - CONTROL SYSTEM IMPLEMENTATION PHASE CLOSE OUT

CRA - CONVEYANCE RELIABILITY PROGRAM PART 1 & PART 2

CRA - COPPER BASIN QUTLET, AND COPPER BASIN & GENE WASH SLUICEWAYS REHABILITATION
GRA - COPPER BASIN POWER & PHONE LINES REPLACEMENT '

CRA - CUT & COVER FORNAT WASH EXPOSURE STUDY

CRA « CUT AND COVER FORNAT WASH EXPOSURE STUDY

CRA - DANBYTOWER FODTER REPLACEMENT

CRA - DESERT PUMP PLANT Qil. CONTAINMENT

CRA - DESERT SEWER SYSTEM REMABILITATION

CRA « DESERT WATER TANK ACCESS & SAFETY IMPROVEMENTS

CRA - DISCHARGE CONTAINMENT PROGRAM - INVESTIGATION

CRA - ELECTRICAL POWER SYST REL. PROG, - [RON MTHN - 230KV BREAKER SWITC, INST.
CRA - GENE PUMPING PLANT MAIN TRANSFORMER AREA

CRA - INTAKE PUMPING PLANT - COOLING AND REJECT WATER DISCHARGE TO LAKE HAVASU
CRA - INTAKE PUMPING PLANT AUTOMATION PROGRAMMING

CRA - INVESTIGATION OF SIPHONS AND RESERVOIR QUTLETS

CRA - LAKEVIEW SIPHON FIRST BARREL - REPAIR DETERIQRATED JOINTS

CRA - MAIN PUMP MOTOR EXCITERS

GRA - MAIN PLIMP STUDY

CRA - MOUNTAIN SIPHONS SEISMIC VULNERABILITY STUDY

CRA - PUMPING PLANT RELIABILITY PRCGRAM CONTINGENCY

CRA - PUMPING PLANTS VULNERABILITY ASSESSMENT

CRA - PUMPING WELL CONVERSION

CRA - QUAGGA MUSSEL BARRIERS

CRA - REAL PROPERTY - BQUNDARY SURVEYS

CRA - RELIABILITY PROGRAM 230 KV & 69 KV DISCONNECTS REPLACEMENT STUDY (5 PLANTS}
CRA - RELIABILITY PROGRAM INVESTIGATION

CRA - RELIABILITY PROGRAM PHASE 6 (AQUEDUCT PHASE § REHAB.} - SPEC 1568

CRA - RELABILTY PHASE It CONTINGENGY

CRA - SAND TRAP CLEANING EQUIPMENT AND TRAVELING CRANE

CRA - SERVICE CONNECTION DWCV-2T VALVES REPLACEMENT AND STRUCTURE CONSTRUCTION
CRA - SERVICE CONNECTION DWGY-4 A, B, C, & D PLUG VALVES REPLACEMENT

CRA - SIPHONS, TRANSITIONS, CANALS, AND TUNNELS REHABILITATION AND IMPROVEMENTS
CRA - SUCTION & DISCHARGE LINES EXPANSION JOINT REHAR

CRA - SUPERVISORY CONTROL AND DATA ACQUISITION (SCADA) SYSTEM

CRA - SWITCHYARDS AND HEAD GATES REHAB

CRA - TRANSFORMER OIL & CHEMICAL UNLOADING PAD CONTAINMENT

CRA - TUNNELS VULNERARILITY STUDY - REPAIRS TO TUNNELS .

CRA - WEST PORTAL UPGRADE - REMAB OF STILLING WELL, SLIDE GATE OPERATCORS AND RADIAL GATES
CRA 2.4 KV STANDBY DIESEL ENGINE GENERATORS REPLACEMENT

CRA 230 KV & 63 KV DISCONNECTS SWITCH REPLACEMENT

CRA 230KV & 69KV PROTECTION PANEL UPGRADE

CRA AQUEDUCT BLOCKER GATE REPLACEMENT

GRA BLACK METAL COMMUNICATION SITE il UPGRADE

CRA CANAL CRACK REHAB AND EVALUATION

CRA CANAL CRAGK REHABILITATION

_ |CRA CIRCULATING WATER SYSTEM STRAINER REPLACEMENT

CRA CONVEYANCE RELIABILITY PROGRAM {CCRP) - BLOW-OFF REPAIR
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TABLE 3

CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Desaripfion

Conveyance and Agueduct Faeliities {continued|

CRA CONVEYANCE RELIABILITY PROGRAM PART 1 & PART 2

CRA DESERT AIRFIELDS IMPROVEMENT

CRA DISCHARGE CONTAINMENT PROGRAM - CONTINGENCY

CRA DISCHARGE CONTAINMENT PROGRAM - GENE & IRON DRAIN SYSTEMS

CRA DISCHARGE CONTAINMENT PROGRAM - INVESTIGATION

CRA DISCHARGE CONTAINMENT PROGRAM - OlL & CHEMICAL UNLOADING PAD CONTAINMENT
CRA ELECTRICAL / POWER SYSTEM RELIABSE.ITY PROGRAM (CEPSRP)

CRA ENERGY EFFICIENCY IMPROVEMENTS

CRA GENE STORAGE WAREHOUSE REPLACEMENT

CRA MINDS PUMPING PLANT - WASH AREA UPGRADE

CRA INTAKE PPLANT - POWER & COMMUNICATION LINE REPLACEMENTY

CRA IRON GARAGE HEAVY EQUIPMENT SERVICE PIT REPLACEMENT

CRA IRON HOUSING REFLAGEMENT

CRA MAIN PUMP STUDY

CRA MILE 12 POWER LINE & FLOW MONITORING EQUIP. STUDY

CRA PUMP PLANT FLOW METER UPGRADE

CRA PUMP PLANT SUMP PIPING REPLACEMENT STUDY .

CRA PUMPING PLANT RELIABILITY PROGRAM - HIGH PRESSURE COMPRESSOR REPLACEMENT
CRA PUMPING PLANT RELIABILITY PROGRAM - SUCTION & DISCHARGE LINES EXPANSION JOINT STUDY
CRA PUMPING PLANTS SWITCH HOUSE FAULT CURRENT PROGTECTION

CRA PUMPING PLANTS VULNERABILITY ASSESSMENT

CRA PUMPING WELL CONVERSION

CRA QUAGGEA MUSSEL BARRIERS

CRA RELIABILITY PROGRAM - DISCHARGE VALVE LUBRICATORS

CRA RELIABILITY PROGRAM - MOTOR BREAKER FAULTY CURRENT STUDY {§ PLANTS}

CRA RELIABILITY PROGRAM PHASE 68 {AQUEDUCT PHASE 6 REHAB.} - SPEC 1568

GRA SEISMIC EVALUATION - SWITCH HOUSE AND PUMP ANCHORAGE

CRA SERVICE CONNECTION DWCV-2T VALVES REPLACEMENT AND STRUCTURE CONSTRUCTION
CRA SERVICE CONNECTION DWCV-4 VALVES REPLACEMENT

CRA SIFHON REHAB

CRA SIPHONS, TRANSITIONS, CANALS, AND TUNNELS REHABILITATION AND IMPROVEMENTS
DAM SLUICEWAYS AND OUTLETS REHABILITATION

DANBY TOWER FCOTER REPLACEMENT

DESERT FACILITIES FIRE PROTECTION $YSTEMS UPGRADE

DESERT LAND ACQLESITIONS

DESERT PUMP PLANT OlL CONTAINMENT

DESERT ROADWAY IMPROVEMENT

DESERT SEPTIC SYSTEM

DESERT SEWER SYSTEM REHABILITATION

DESERT WATER TANK ACCESS - FIRE WATER, CIRCULATING WATER, DOMESTIC WATER- STUDY
DIEMER FILTRATION PLANT - METROPOLITAN/SCE HELIPAD LAND SITE

DISCHARGE LINE 1SOLATION BULKHEAD COUPLINGS

DISTRIBUTION SYSTEM FACILITIES - REMABILITATION PROGRAM

DISTRIBUTION SYSTEM FACILITIES REHABILITATION PROGRAM - MAINTENANCE & STORAGE SHOP (PC-1)
DISTRIBUTION SYSTEM RELIABILITY PROGRAM - PHASE 2

DVL TO SKINNER TRANSMISSION LINE STUDY

E. THORNTON IBBETSON GUEST QUARTERS

EAGLE AND HINDS EQUIPMENT WASH AREA UPGRADE

EAGLE KITCHEN UPGRADE

EAGLE MOUNTAIN PUMPING PLANT SCADA SYSTEM

EXHIBIT B
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CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Description

Conveyance and Aquaduct Facllifles (confinued

EAGLE MOUNTAIN SAND TRAPS STUDY

EAGLE MOUNTAIN SIPHONS SEISMIC VULNERABRITY STUDY

EAGLE MTN SAND TRAPS STUDY

EAGLE ROCK ASPHALT REPAIR PROJECT '

EAGLE ROCK MAIN ROOF REPLACEMENT

ENVIRONMENTAL MITIGATION

ETIWANDA PIPELINE LINER REPAIR

ETIWANDA RESERVOIR LINER REPAIR

FUTURE SYSTEM RELIABILITY PROJECTS

GARVEY RESERVOIR - AUTOMATED DATA ACQUISITION SYSTEM

BARVEY RESEVOIR AUTOMATED DATA ACQUISITON SYSTEM REPLACEMENT
GENE & INTAKE P,P. - FREQUENCY PROTECTION RELAY REPLACEMENT
GENE & INTAKE PUMPING PLANTS - REPLAGE UNDER FREQUENCY PROTECTION RELAY
GENE AIR CONDITION

GENE PUMPING PLANT - AIR STRIP EXTENSION PROJECT

GENE PUMPING PLANT - HEAVY EQGUIPMENT SERVICE PIT

GENE PUMPING PLANT - PEDDLER SUBSTATION REPLACEMENT

GENE PUMPING PLANT - SCADA SYSTEM

GENE PUMPING FLANT MAIN TRANSFORMER AREA

GENE STORAGE WAREHOUSE REPLACEMENT

HEADGATE OPERATORS & CIRCUIT BREAKERS REHAB.

HIGHLAND PIPELINE CONSTRUCTION

HINDS PUMPING PLANT SCADA SYSTEM

INLAND FEEDER CONTINGENCY

INLAND FEEDER COST OF LAND AND RIGHT OF WAY

INLAND FEEDER ENVIRONMENTAL MITIGATION

INLAND FEEDER GROUNDWATER MONITORING

INLAND FEEDER HIGHLAND PIPELINE CLAIMS COST

INLAND FEEDER HIGHLAND PIPELINE CONSTRUCTION

INLAND FEEDER HIGHLAND PIPELINE DESIGN

- JINLAND FEEDER MENTONE PIPELINE CONSTRUCTION

INLAND FEEDER MENTONE PIPELINE DESIGN

INLANE FEEDER MENTONE PIPELINE RUSD CONSTRUCTION

INLAND FEEDER OWNER CONTROLLED INSURANCE PROGRAM

INLAND FEEDER PROJECT MANAGEMENT SUPPORT

INLAND FEEDER PURCHASE OF LAND AND RIGHT OF WAY

INLAND FEEDER RAISE BURIED STRUCTURES AND REALIGN DAVIS RD.
INLAND FEEDER REVERSE OSMOSIS PLANT

INLAND FEEDER RIVERSIDE BADLANDS TUNNEL CONSTRUCTION

INLAND FEEDER RIVERSIDE NORTH PIFELINE DESIGN

INLAND FEEDER RUSD CLAIMS DEFENSE

INLAND FEEDER STUDIES

INLAND FESDER UNDERGROUND STORAGE TANK REMOVAL & ABOVEGROUND STORAGE TANK INSTALLATION
INSULATION JOINT TEST STATIONS

INTAKE PPLANT ~ POWER & COMMUNICATION LINE REPLAGEMENT

INTAKE PUMPING PLANT - COOLING AND REJECT WATER DISCHARGE TO LAKE HAVASU
INTAKE PUMPING PLANT AUTOMATION PROGRAMMING

INTAKE PUMPING PLANT INSTRUMENTATION REPLACEMENT

INTAKE PUMPING PLANT INSTRUMENTATION REPLACEMENT & AUTOMATION
INTAKE PLMPING PLANT INSTRUMENTATION REPLACEMENT & AUTOMATION (4 PLANTS)
INTAKE PUMPING PLANT POWER & COMMUNIGATION LINE REPLACEMENT
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CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Description

Conveyance and Aqueduct Fagifities fcontinued)
INTAKE PUMPING PLANT SCADA SYSTEM

{RON MOUNTAIN PUNMPING PLANT

IRON MOUNTAIN PUMPING PLANT SCADA BYSTEM

LAKE MATHEWS FOREBAY & HEADWORK FACILITY & EQUIPMENT
LAKE MATHEWS FOREBAY WALKWAY REPAIRS

LAKE MATHEWS ICS .

LAKE MATHEWS INTERIM CHLORINATION SYSTEM

LAKE SKINNER - OUTLET CONDUIT FLOWMETER INSTALLATION

LAKE SKINNER BYPASS PIPELINE NO. 2 CATHODIC PROTECTION
LAKE SKINNER QUTLET CONDUIT

LAVERNE FACILITIES - EMERGENCY GENERATOR

LAVERNE FACIITIES - MATERIAL TESTING

MAGAZINE CANYON OIL & WATER SEPARATOR

MAGAZINE CANYON OILAWATER SEPARATOR

MAPES LAND ACQUISTION

MILE 12 POWER LINE & FLOW MONITORING EQUIPMENT STUDY
MILLS FILTRATION PLANT - MODULE NO, 1 FILTER BED

MILLS PLANT SUPPLY PUMP STATION STUDY

MOTOR BREAKER FAULTY (5 PPLANTS}

NEWHALL TUNNEL - REPAIR BTEEL LINER

NEWHALL TUNNEL - UPGRADE LINER SYSTEM

0OC 44 SERVIGE CONNECTIONS & EOC#2Z METER ACCESS ROAD REPAR
OC 88 PUMP PLANT FIRE PROTECTION STUDY

OLINDA PCS FACILITY REHABILITATION AND UPGRADE

OLINDA PRESSURE CONTROL STRUCTURE FACILITY REHABILITATICN AND UPGRADE
ORANGE COUNTY 44 SERVICE CONNECTIONS & EOC#2 METER ACCESS ROAD REPAIR
ORANGE COUNTY B8 PUMP PLANT FIRE PROTECTION STUDY
OWRNER CONTROLLED INSURANCE PROGRAM

PALC VERDE VALLEY LAND PURCHASE - 15,000 ACRES

PALOS VERDES FEEDER REHABILITATION OF DOMINGUEZ CHANNEL
PALCS VERDES RESERVOIR SPILLWAY MODIFICATION

PROJECT MANAGEMENT SUPPORT

PUDDINGSTONE RADIAL GATE REHABILITATION

PURCHASE OF LAND AND RIGHT OF WAY

QUAGGA MUSSEL STUDY

REPAIR UPPER FEEDER LEAKING EXPANDSION JOINT

REPAIRS TO TUNNELS

RIALTO FEEDER REPAIR OF ANOMALOUS PIPE SECTION

RIVERSIDE S8ADLANDS TUNNEL CONSTRUCTION

RIVERSIDE BRANCH - ALESSANDRO BLVD. LEFT LAND TURN LANE
RIVERSIDE BRANCH - CONSTRUCTION OF CONTROL PANEL DISPLAY WALL
RIVERSIDE NORTH PIPELINE DESIGN & CONSTRUCTICN

RIVERSIDE S8CUTH PIPELINE CONSTRUCTION

SAN DIEGO PIPELINE REPAIR AT STATION 1268+57

SAN FERNANDO TUNNEL STATION 778+80 VALVE REPLACEMENT
SAN GABRIEL TOWER SEISMIC ASSESSMENT

SAN GABRIEL TOWER SLIDE GATE REMABILITATION

SAN JACINTO TUNNEL, WEST PORTAL

SAN JOAQUIN RESERVOIR - NEW DESIGN

SAN JOAQUIN RESERVOIR IMPROVEMENT- FLOATING COVER

SAN JOAQUIN RESERVOIR IMPROVEMENTS

EXHIBITB
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CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Bescription

Conve ¢ and Aguedict Facllitfes {eontinved,

SAN JOAQUIN RESERVOIR IMPROVEMENTS STUDY

SAND TRAP CLEANING EQUIPMENT AND TRAVELING CRANE STUDY

SANTA ANA RIVER BRIGDE SEISMIC RETROFIT

SANTIAGO TOWER ACCESS ROAD UPGRADE

SANTIAGD TOWER PATROL ROAD REPAIR

S05 REPAIR

SECOND LOWER FEEDER CARBON FIBER REPAIRS

SECURITY FENGING AT OC-88 PUMPING PLANT

SEISMIC PROGRAM

SEISMIC UPGRADE OF 11 FACILITIES OF THE CONVEYANCE & DISTRIBUTION BYSTEM
SERVICE CONNECTION & EOCF #2 METER ACCESS ROAD UPGRADE & BETTERMENT
SKINNER FILTRATION PLANT - 172

SKINNER FILTRATION PLANT HELIPAD UPGRADE

SUCTION & DISCHARGE LINES EXPANSION JOINT STUDY

SWITCHYARDS AND HEAD GATES REHAB

TEMESCAL HYDRO-ELECTRIC PLANT ACCESS ROAD UPGRADE
TRANSFORMER OIL & CHEMICAL UNLOADING PAD CONTAINMENT

U.5. BUREAU OF L.AND MANAGEMENT LAND ACQUISITION

UPPER FEEDER CATHODIC PROTECTION SYSTEM

UPPER FEEDER LEAKING EXPANDSION JOINT REPAIR

UPPER FEEDER SCHEDULES 25

VALLEY BRANCH - PIPELINE CORROSION TEST STATION

WEST VALLEY FEEDER #2 CATHODIC PROTECTION SYSTEM REHABILITATION
WEYMOUTH FIL TRATION PLANT CHLORINE UNLOADING

WHITE WATER SIPHON PROTECTION

WHITEWATER SIPHON PROTECTION $TRUCTURE

Sub-fotal Conveyance and Aqueduct facilitios benefits $ 69,847 484
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TABLE 3

CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Dascription

Distribution Facifitles
42" CONICAL PLUG VALVE REPLACEMENT

ACGUSONIC FLOW METER UPGRADE

ALAMEDA CORRIDOR PIPELINE

ALL FACILITIES - WATER DISCHARGE ELIMINATION

ALl FACILITIES INSPECTION AND REPLACEMENT OF CRITICAL VACUUM VALVES
ALL PUMPING PLANTS - INSTALL HYPOCHLORINATION STATIONS

ALLEN MCCOLLOCH PIPELINE INTERCONNECTIONS

ALLEN MCCOLLOCH PIPELINE LOCAL CONTROL MODIFICATIONS

ALLEN MCCOLLOGH PIPELINE REPAIR

ALLEN MCCOLLOCH PIPELINE REPAIR - CARBON FIBER LINING REPAIR
ALLEN MCGOLLOCH PIPELINE REPAIR - SERVICE CONNECTIONS UPGRADES
ALLEN MCCOLLOCH PIPELINE REPAIR - STATION 276+63

ALLEN MCCOLLOCRK PIPELINE REPAIR - SURGE SUPPRESSION SYSTEM AT OCSBA
ALLEN MCCOLLOCH PIPELINE REPAIR - VALVE ACTUATOR REPLACEMENTS
ALLEN MCCOLLOGCH PIPELINE REPAIR SERVICE CONNECTIONS SIMPLIFICATION
ALLEN MCGOLLOCH PIPELINE STRUCTURE - ROOF SLAB REPAIRS
ALLEN-MCCOLLOGH CORROSIONANTERFERENCE MITIGATION, STATION 719+34 TO 1178402
ALLEN-MCCOLLOGCH PIPELINE

ALLEN-MGCOLLOCH PIPELINE VALVE AND SERVICE CONNECTION VAULT REPAIRS
AP -SERVICE CONNECTIONS UPGRADES

AMP WVALVE ACTUATOR REPLAGEMENTS

AMP COMPLETION RESOLUTION RIGHT OF WAY ISSUES

AMR - RTU UPGRADE - PHASE 2

ANODE WELL REPLACEMENT FOR ORANGE COUNTY AND RIALTO FEEDERS
ASPHALT REPAIRS TO PERIMETER OF SEPULVEDA PCS

ASSESS THE CONDITION OF METROPOLITAN'S PRESTRESSED CONCRETE GYLINGER PIPE
ASSESS THE CONDITIONS OF METS

AULD VALLEY CONTROL STRUCTURE AREA FACILITIES

AUTOMATED RESERVOIR WATER QUALITY MONITORING

AUTOMATIC METER READING SYSTEM - RTy UPGRADE PHASE 2

AUTOMATIC METER READING SYSTEM UPGRADE

AUTOMATION COMMUNICATION UPGRADE

AUTOMATION DOCUMENTATION SURVEY F/A

BAR 97- ENHANCED AREA VEHICLE TESTING

BATTERY MONITORING SYSTEM FOR AUTOMATIC METER READING SYSTEM
BLACK METAL MOUNTAIN ELECTRICAL TRANSFORMER

BOX SPRINGS FEEDER BROKEN BACK REPAIR

BOX SPRINGS FEEDER BROKEN BACK REPAIR PHASE {

BOX SPRINGS FEEDER REPAIR - PHASE I

BUDGET ADJUSTMENT

. |c&D CRANE INSTALLATION AT OC-88 PUMPING PLANT

CALABASAS FEEDER CARBON FIBER /BROKEN BACK REPAIR

CALABASAS FEEDER INTERFERENCE MITIGATION

CAPITAL PROGRAM FOR PROJECTS COSTING LESS THAN $250,000 FOR FY 2010111
CAPITAL PROJECTS COSTING LESS THAN $250,000 FOR FY2008-08

CASA LOMA AND SAN DIEGO CANAL LINING STUDY - PART 2

CATHODIC PROTECTION SYSTEM UPGRADES

CCP-PHASE 2 CONSTRUCTION |

CDSRP - DISCHARGE ELIMINATION .

CDSRP - ENTRAINED AR IN UPPER FEEDER PIPELINE STUDY

CDSRP - SEPULVEDA FEEDER REPAIRS

CDSRP - SEPULVEDA TANKS RECOATING

EXHIBIT B
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CONVEYANGE AND DISTRIBUTION SYSTEM BENEFITS

Rescription

Dstribution Facilliles (continued|

CENTRAL POOL AUGMENTATION - TUNNEL AND PIPELINE & RIGHT-OF-WAY ACQUISITION
CENTRAL POOL AUGMENTATION AND WATER QUALITY PROJECT (CPAWQP)

CHEMICAL INVENTORY AND USAGE REWRITE AND ELECTRICAL. SYSTEM LOG
CHEMICAL UNELOADING FAGILITY RETROFIT

CHEVALIER FALCON MILLING MAGHINE

COASTAL JUNCTION REVERSE FLOW BYPASS

GCOMMUNICATIONS STRUCTURE ALARM MONITORING

COMPREHENSIVE INFORMATION SECURITY ASSESSMENT PHASE Il

CONSTRUCTION PHASE 2

CONTRACT & LITIGATION TASKS -CONTRACT # 1396

CONTROL SYSTEM DATA STORAGE AND REPORTING

CONTROL SYSTEM DRAWING & DOCUMENTATION UPDATE

CONTROL SYSTEM ENHANCEMENT PROGRAM {CSEP) - DIGITAL SUBNET STANDARDIZATION
GONTROL SYSTEMS AUTOMATION COMMUNICATION UPGRADE

CONTROLS COMMUNICATIONS ERAME RELAY CONVERSION - APPROPRIATED
CONVERSION OF DEFORMATION SURVEY MONITORING AT GENE WASH, COPPER BABIN, AND DIEMER BASIN 8
CONVEYANGE AND DISTRIBUTION SYSTEM REHABILITATION PROGRAM (COSRP) - CURRENT DRAIN STATIONS
COPPER BASIN ICS

COPPER BASIN SEWER SYSTEM

CORROSION MATERIALS TESTING FACILITY SCADA UPGRARE

COVINA PRESSURECONTROL FACILITY

COYOTE CREEK NORTHERN PERIMETER LANDSCAPING

CPA PIPELINE & TUNNEL ALIGNMENT

CPA PIPELINE & TUNNEL ALIGNMENT - NON FUNDED PORTION

CPA PIPELINE & TUNNEL ALIGNMENT - STUDY

CPA WATER TREATMENT PLANT ~ NON FUNDGED PORTION

CPA WATER TREATMENT PLANT - RIGHT OF WAY - PHASE 2

CPA WATER TREATMENT PLANT - STRIDY

CPAWQP - PHASE 2

CPAWQP - STUDY AND LAND ACQUISITION - CONTINGENCY

CPAWGP - STUDY AND LAND ACQUISITION - PIFELINE & TUNNEL ALIGNMENT - STUDY
CPAWGP - STUDY AND LAND ACQUISITION - RIGHT-OF-WAY-ACQUISITION

CPAWGE - STUDY AND LAND ACQUISITION - WATER TREATMENT PLANT - RIGHT OF WAY - PHASE 2
CPAWQP - STUBLY AND LAND ACCHESITION « WATER TREATMENT PLANT - STUDY

CRA CABAZON & FOTRERO SHAFT COVERS

CRA CONTROL INTEGRATION

CBEP - ELECTRONIC SYSTEM L.OG {ESL}

CSEP - ENERGY MANAGEMENT SYSTEM PHASE It

CSEP - ENHANCED DISTRIBUTION SYSTEM CONTROL PROJECT

CSEP - IMPLEMENTATION

CSEP - OPERATIONS & BUSINESS DATA INTEGRATICN PLOT

CSER - PLANT INFLUENT REDUNDANT FLOW METERING AND SPLITTING

CSEP - PLC PHASE 2 - LIFE-CYCLE REPLACEMENT

CSEP - PLC STANDARDIZATION

CBEP - PLC STANDARDIZATION PHASE Il

CSEP - POWER MANAGEMENT SYSTEM

CSERP - WATER PLANNING APPLICATION

CSEP IMPLEMENTATION

CSEPR- SMART OPS (FORMERLY REAL TIME OPERATIONS SIMULATION)

CURRENT DRAIN STATIONS

DAM REHABILITATION & SAFETY IMPROVEMENTS ST, JOHN'S CANYON CHANNEL ERCSION MITIGATION
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Description

Distributlon Facllities {eontinued;

DANBY TOWER FOUNDATION INVESTIGATION AND SHORT TERM MITIGATION

DEODERA PCS PAVEMENT UPGRADE & BETTERMENT

DESERT BRANCH PUMP PLANT AUXILIARY (STATION SERVICE}

DESERT BRANCH, PURCHASE & INSTALL 5 PORT VIDEO CONFERENCING

DESERT FACILITIES DOMESTIC WATER GAC SYSTEM INSTALLATION

DESERT HiGH VOLTAGE TRANSMISSION TOWERS - REPLAGE COPPER GROUND WIRES ON

DETAIL SEISMIC EVALUATION OF WATER STORAGE TANK '

DEP . ELIMINATE BACKUP GENERATOR TIE-BUS & INSTALL MANUAL TRANSFER SWITCH FOR CHLORINE SCRUBBER
DIEVER AREA & PLANT - REPLACEMENT CF AREA CONTROL SYSTEMS

DIEMER FILTRATION PLANT - AR COMPRESSORS REPLACEMENT

DIEMER FILTRATION PLANT « ABPHALT

DIEMER FILTRATION PLANT - ASPHALT ROAD REPAIRS

DIEMER FILTRATION PLANT - EMERGENCY POWER FEED

DIEMER FILTRATION PLANT - NOCRTH STORM DRAIN REPLACEMENT

DIEMER FILTRATION PLANT - ON-LINE TURBIDITY

DIEMER FILTRATION PLANT - SLOPE REPAIR

DIEMER FILTRATION PLANT - SLUDGE DEWATERING/DISPOSAL STUDY

DIEMER FILTRATION PLANT - SLUDGE LINE & STORM

DIEMER FILTRATION PLANT - USED WASHWATER RETURN PUMP CHECK VALVES UPGRADE

DIEMER FILTRATION PLANT - WASTE WATER DISCHARGE SYSTEM

DISCHARGE £LIMINATION

DISTRIBUTION SYSTEM - STANDPIPE STRENGTHENING PROGRAM

DISTRIBUTION SYSTEM - STATIONARY CORROSION REFERENCE

DISTRIBUTION SYSTEM CONTROL 8 EQUIP UPGRADE - ENHANCED DISTRIB. SYSTEM AUTOMATION PHASE |
DISTRIBUTION SYSTEM EQUIPMENT & INSTRUMENTATION UPGRADES

DISTRIBUTION SYSTEM REHABILITATION PROGRAM - ASSESS THE STATE OF MWD'S DISTRIBUTION SYSTEM
DISTRIBUTION SYSTEM REPLACEMENT OF AREA CONTROL SYSTEMS - WILLOWGLEN RTUS ADMINISTRATION
DISTRIBUTION SYSTEM REPLACEMENT OF AREA CONTROL SYSTEMS (DSRAGS)

DISTRICT WIDE - ENHANCED VAPOR RECOVERY PHASE 2 GASCLINE DISPENSING

DSRACS « OPERATIONS CONTROL CENTER - CONTRACT #1386

OBRACS - SKINNER AREA

DBRACS - SOFTWARE DEVELGPMENT COST

DBRACS - WEYMOUTH ,

DVL & CONTROL SYSTEM REPLACEMENT INVESTIGATION & PREPARATION FOR PRELIMINARY DESIGN
EAGLE EQUIPMENT WASH AREA UPGRADE

EAGLE ROCK - ASPHALT REHABILITATION

EAGLE ROCK - FIRE PROTECTION AT THE WESTERN AREA OF THE EAGLE ROCK CONTROL CENTER PERIMETER GROUNDS
EAGLE ROCK LATERAL INTERCONNECTION REPAIR

EAGLE ROCK MAIN BUILDING ROOF REPLACEMENT - STUDY

EAGLE ROCK QCC - REHAB CONTROL ROOM

EAGLE ROCK OPERATIONS CONTROL CENTER

EAGLE ROCK RESIDENCE CONVERSION

EAGLE ROCK TOWER SUIDEGATE REHABILITATION

EAST INFLUENT CHANNEL REPAIR PROJECT

EAST DRANGE COUNTY FEEDER #2 REPAIR

EASTERN AND DESERT REGIONS PLUMBING RETROFT

E-DISCOVERY STORAGE MANAGEMENT SYSTEM UPGRADE

ELECTRONIC SYSTEM LOG (ESL)

ENERGY MANAGEMENT SYSTEM - PHASE 2

ENMANGED DISTRIBUTION SYSTEM AUTOMATION PHASE |

ENHANCED DISTRIBUTION SYSTEM AUTOMATION PHASE 1|

EQUIPMENT UPGRADE AT THE NORTH PORTAL OF THE HOLLYWOOD TUNNEL
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CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Description

Distribution Facliities {continued)

ETIWANDA / RIALTO PIPELINE INTER-TIE CATHORIC PROTECTION

ETIWANDA CAVITATION TEST FAGILITY COMMUNIGATION AND CONTROL SYSTEM REPLACEMENT
ETIWANDA HEP NEEDLE VALVE OPERATORS

ETIWANDA PIPELINE AND CONTROL FAGILITY - RIGHT OF WAY

ETIWANDA PIPELINE AND CONTROL FACILITY - AS BUILTS

ETIWANDA PIFELINE AND CONTROL FACILITY - CATHORIC PROTECTION

ETIWANDA PIPELINE AND CONTROL FACILITY - EMERGENCY DISCHARGE CONDUITS
ETIWANDA PIPELINE AND CONTROL FAGILITY - LANDSCAPING AND IRRIGATION

ETIWANDA PIPELINE AND CONTROL FAGILITY - RESIDENGES

ETIWANDA PIPELINE AND CONTROL FACILITY - RIALTO FEEDER TO UPPER PIPELINE
ETIWANDA RESERVOIR - EXTEND QUTLET STRUCTURE

FAGILITY AND PROCESS RELIABILITY ASSESSMENT

FILTER ISOLATION GATE AND BACKWASH CONTROL WEIR COVERS MODULES 1-6
FLOWMETER MODIFICATION - LAKE SKINNER INLET, ETIWANDA EFFLUENT & WADSWORTH CROSS CHANNEL
FOOTHILL FEECER ADEN AVE, REHABILITATION

FOOTHILL FEEDER CARBON FIBER REPAIR

FOOTHILL FEEDER CATHODIG PROTECTION

FOOTHILL FEEDER POWER PLANT EXPANSION

FOOTHILL FEEDER REFAIR @ SANTA CLARITA RIVER

FOOTHILL HYDROELECTRIC RUNNER REPLACEMENT

FOOTHILL PCS - UNINTERRUPTIBLE POWER SOURCE SYSTEMS INSTALLATION

FOOTHILL PCS FLOOD PUMP INSTALLATION DESIGN DOCUMENTATION

FOOTHILL PCS INTERNAL VALVE LINERS UPGRADE

FUTURE SYSTEM RELIABILIYTY PROGRAM

GARVEY RESERVOIR - HYPOCHLORITE FEED SYSTEM

GARVEY RESERVOIR - INSTALL HYPOCHLORINATION STATIONS

GARVEY RESERVOIR - LOWER ACCESS PAVING ROAD & DRAINS

GARVEY RESERVOIR HYFOCLORITE FEED SYSTEM

GENE & IRON POOLS

GENE AIR CONDITIONING SYSTEM REPLACEMENT

GENE MESS HALL AIR CONDITIONING UNIT

GENE SPARE PARTS WAREMOUSE IMPROVEMENTS

GLENDALE 01 SERVICE CONNECTION REHAB

GREG AVE PGS FACILITY REHASILITATION

GREG AVENUE CONTROL STRUCTURE VALVE REPLACEMENT

GREG AVENUE PCS CONTROL BUILDING INTERICR REHABILITATION

HINDS GARAGE ASBESTOS SHEETING REPLACEMENT

HYDROELECTRIC PLANT CARBON DIOXIDE (CO2) FIRE SUPPRESSION SYSTEM MODIFICATIONS
1AS PROJECTS - CPA

1AS PROJECTS - DVL-SKINNER

IAS PROJECTS « MILLS SUPPLY RELIABILITY

INLAND PCSUST REMOVAL & AST INSTALLATION

INSTALL MOTION SENSORS 1N NEW EXPANSION

INSTALL TEST LEADS AT FOUR LOCATIONS

INSULATION JOINT TEST STATIONS

IRON MOUNTAIN - TRANSFORMER OIL TANK RELOCATION

JENSEN DISTRIBUTION SYSTEM - REPLACEMENT OF AREA CONTROL SYSTEMS - CONTRACT # 1306
JENSEN FILTRATION PLANT - AUTOMATION OF EXISTING WASHWATER/SLUDGE PROCESSING
JENSEN FILTRATION PLANT - EJECTOR NOISE ABATEMENT
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CONVEYANGE AND DISTRIBUTION SYSTEM BENEFITS

Description

Distribution Facilities {continuad)
JENSEN FlL TRATION PLANT - FIRE SYSTEM FOR NADC! SYSTEM

JENSEN FILTRATION PLANT - FIRE WATER LOOP PRESSURE UPGRADE

JENSEN FILTRATION PLANT - ICC ASBESTOS ABATEMENT

JENSEN FILTRATION PLANT - INSTALL INFLUENT SCUPPER GATES

JENSEN EILTRATION PLANT - MODIFICATIONS AT WASHWATER INTERCONNECTION
JENSEN EILTRATION PLANT - PRESSURE INDICATION AT CODLING WATER PUMPS
JENSEN FILTRATION PLANT - RELOCATE AMMONIA

JENSEN FILTRATION PLANT - REPLACE ADMINISTRATION BUILDING AIR CONDITIONING
JENSEN FILTRATION PLANT - ROAD RECONSTRUCTION

JENSEN FILTRATION PLANT - SANDBLASTING BOOTH PURCHASE & INSTALLATION
JENSEN FILTRATION PLANT - TRAVELING BRIDGE RETROFIT MODULE 2 & 3
JENSEN FILTRATION PLANT - WTP PROTECTION BOLLARDS

LA VERNE FACILITIES - BRIDGEPORT E.2-PATH

LA VERNE FACHITIES - ENERGY CONSERVATION ECMT1 - 10

LA VERNE FACILITIES - EXPANSION OF THE SANITARY SEWER

LA VERNE PACILITIES - HAZARDOUS WASTE STORAGE

LA VERNE FACILITIES - MAIN TRANSFORMERS REPLACEMENT

LA VERNE FACILITIES - MATERIALS TESTING LABORATORY

LA VERNE FACILITIES - REPLACEMENT OF FLOCCULATOR STUB SHAFT - BASING 1 & 2
LA VERNE MACHINE SHOP - AIR CONDITIONING UNIT REPLACEMENT

LA VERNE MACHINE SHOP - REPAIR HORIZONTAL BORING MILL

LA-35 DISCHARGE STRUCTURE REPAIRS

L AKE MATHEWS - CONSTRUCTION OF BACKUP COMPUTER FACILITIES

LAKE MATHEWS - DIVERSION TUNNEL WALKWAY REPAIR

LAKE MATHEWS - FACHITY WIDE EMERGENCY WARNING AND PAGING SYSYEM
L.AKE MATHEWS - FOREBAY MCC ROOF IMPROVEMENT

LAKE MATHEWS - MAIN DAM TOE SEEPAGE COLLECTION

LAKE MATHEWS - MULTIPLE SPECIES MANAGER'S OFFICE & RESIDENCE

LAKE MATHEWS - RENOVATION OF BLDGS. 8 & 15, GENERAL ASSEMBLY & ADMIN. BLDG, OFFICE AREAS
LAKE MATHEWS - RETROFIT LOWIER ENTRANCE GATE SWING ARM

LAKE MATHEWS FOREBRAY MCC ROOF IMPROVEMENT

LAKE MATHEWS MAIN DAM TOE SEEPAGE GOLLECTION

LAKE MATHEWS RETROFIT LOWER ENTRANCE GATE SWING ARM

LAKE PERRIS BYPASS PIPELINE EXPLORATION

LAKE PERRIS EMERGENCY STANDBY GENERATOR AND TRANSFER SWITCH REPLACEMENT
LAKE SKINNER - AERATOR AIR COMPRESSOR REPLACEMENT

LAKE SKINNER - CUTLET TOWER VALVE REHABILITATION

LAKE SKINNER - REPLACEMENT AERATOR RING

LAKE SKINNER AERATOR AIR COMPRESSOR REPLACEMENT

LAKE SKINNER EAST BYPASS SCREENING STRUCTURES

LAKE SKINNER WEST BYPASS SCREENING STRUCTURE

LAKEVIEW PIPELINE - REPLAGE VACUUMAIR RELEASE

LAKEVIEW PIPELINE CATHORIC PROTECTION SYSTEM

LOWER FEEDER - CATHODIC PROTECTION

LOWER FEEDER WR 33 - AREA REPAIR AND REMEDIATION

MAGAZINE CANYON CANCPY

MAGAZINE CANYON-SOLATION GATE JACKING FRAME

MAPES LAND ACQUISTION

MICROWAVE COMMUNICATION SITES BUILDING UPGRADE

MIDDLE CROSS FEEDER CATHODIC PRUTECTION

MIDDLE FEEDER - CATHODIC PROTECTION SYSTEMS

MIDDLE FEEDER - NORTH CATHODIC PROTECTION SYSTEM
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TABLE 3

CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Description

Bistribytion Fagilities (continged]
MIDDLE FEEDER NORTH CATHODIC PROTECTION SYSTEM

MILLS COMBINED FILTER EFELUENT MIXING BAFFLE WALL RETROFIT
MILLS FILTRATION PLANT - ADMINISTRATION BUSLDING INSTALL

MILLS FILTRATION PLANT - CONSTRUCT V. DIYCH

MILLS FILTRATION PLANT - INFLUENT CONTROL STRUCTURE LADDER UPGRADE
MILLS FILTRATION PLANT - INVESTIGATION TO RELOCATE ACCESS ROAD
MILLS FILTRATION PLANT « MAINTENANGE GENTER BACKUP GENERATOR RELOGATION
MILLS FILTRATION PLANT - REPLAGEMENT OF AREA CONTROL SYSTEMS
MENOR CAP 08/09 PLACEHOLDER )
ABNOR CAPITAL PROJECTS PROGRAM 07/08 - REMAINING FUNDS

MWD ROAD GUARDRAIL

NITROGEN STORAGE STUDY

NORTH PORTAL OF HOLLYWOOD TUNNEL

NORTH REACH CONSTRUGTION / INSPECTION / CM

NORTH REACH CONSTRUCTIGN/ASBUILT

NCRTH REACH ENVIRONMENTAL - CONSTRUCTION

NORTH REACH FINAL DESIGN & ADV/NTP

NORTH REACH POST DESIGN / ASBUILT

NORTH REAGH PROGRAM MANAGEMENT - CONSTRUGTION

OAK 8T. PCS ROOF REPLACEMENT

OC 44 SERVICE CONNEGTIONS & EOCHZ METER ACCESS ROAD REHAB
OC FEEDER STA 1920478 BLOWOFF STRUCTURE & RIP-RAP REPAIRS
OC-7% FLOW CONTYROL FACILITY

0C-88 - SECURITY FENGING AT PUMP PLANT

0C-88 EMERGENCY STANDBY GENERATOR UPGRADE STUDY

OC-88 PUMP PLANT AIR COMPRESSOR UPGRADE

OLINDA PRESSURE CONTROL STRUCTURE

ON-CALL RESOURGCES MANAGEMENT APPLICATION

OPERATIONS CONTROL CENTER AT EAGLE ROCK

OPERATIONS SCORING STUDY

ORANGE COUNTY - 88 PUMP PLANT AIR COMPRESSOR UPGRADE
ORANGE COUNTY - 88 SECURITY FENCING AT PUMP PLANT

ORANGE COUNTY FEEDER INSPECTION

ORANGE COUNTY FEEDER INTERNAL INSPECTION STUDY

ORANGE COUNTY FEEDER PRESSURE CONTROL STRUCTURES

ORANGE COUNTY FEEDER SCHEDULE 37SC CATHOBIC PROTECTION
ORANGE GOUNTY FEEDER STA 1820+78 BLOWOFF STRUCTURE & RIP-RAP REPAIRS
ORANGE COUNTY RESERVOIR - INSTALL HYPOCHLORINATION STATIONS
ORANGE COUNTY RESERVOIR - PIEZOMETERS & SEEPAGE MONITORING AUTOMATION
OXIDATION DEMONSTRATION PLANT CONTROL SYSTEM REPLACEMENT
PALOS ALTOS FEEDER - 108TH ST,

PALOS VERDES EEEDER PCS - VALVE REPLACEMENT

PALOS VERDES RESERVOIR - INSTALL HYPOCHLORINATION STATIONS
FG-1 EFFLUENT OPEN GHANNEL TRASH RAGK

PC-1 EFFLUENT GPEN CHANNEL TRASH RACK PROJECT

PERIMETER FENCING AT PLACERITA CREEK

PERMANENT LEAK DETECTION/PIPELINE MONITORING SYSTEM

PERKIS PCS - UNINTERRUPTIBLE POWER SOURCE SYSTEMS INSTALLATION
PERRIS PCS ROOF REHAB

PERRIS PUMPBACK COVER

PERRIS VALLEY PIPELINE - DESIGN-BUILD {EMWD)

PERRIS VALLEY PIPELINE - GENERAL
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TABLE 3

CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Description

Distribution Fecilitfes {continued]
PERRIS VALLEY PIPELINE - NORTH REACH

PERRIS VALLEY PIPELINE - RESERVED FOR STAGE |} DESIGN / BUILD
PERRIS VALLEY PIPELINE - SOUTH REACH

PERRIS VALLEY PIPELINE - STUDY

PERRIS VALLEY PIPELINE - TIE-IN (WMWD)

PERRIS VALLEY PIPELINE - VALVES

PERRIS VALLEY PIPELINE DESIGN-BUILD (EMWD)

PERRIS VALLEY PHPELINE NORTH REACH

PERRIS VALLEY PIPELINE SOUTH REACH

PERRIS VALLEY PIPELINE TIE-IN (WMWD)

PERRIS VALLEY PIPELINE VALVES

PLACENTIA RAILROAD LOWERING PROJECT

PLACERITA CREEK PERIMETER FENGING

PLANT INFLUENT REDUNDANT FLOW METERING AND SPLITTING
PRESTRESSED CONCRETE CYLINDER PIPE - PHASE 2

PRESTRESSED CONGRETE CYLINDER PIPE -PHASE 3

PUDDINGSTONE SPILLWAY CROSS CONNECTION

RED MOUNTAIN HEP FL.OOD DAMAGE

RED MTN COMM. TOWER & METER STRUCTURE

RELOCATION OF ORANGE COUNTY FEEDER

RELOGATION OF PORTION OF ORANGE COUNTY FEEDER {(MWD'S SHARE}
REMAINING PORTIONS

REPAIRS TO THE LA-35 DISCHARGE STRUCTURE

REPLACE 2 FIRE & DOMESTIC WATER SYSTEM

REPLACE COMMUNICATION LINE TO THE SAN GABRIEL CONTROL TOWER
REPLACE COPPER GROUNDWIRES ON DESERT HIGH VOLTAGE TRANSMISSION TOWERS
REPLACE VALVE POSITION iINDICATORS

RIALTO FEEDER BROKEN BACK REPAIR

RIALTC FEEDER VALVE STRUCTURE

RIALTO FEEDER, REPAIRS AT SELECT LOCATIONS, STUDY

RIALTO PIPELINE - CONSTRUCTION PHASE 1

RIALTO FIPELINE - CONSTRLICTION PHASE 2

RIALTO PIPELINE IMPROVEMENTS

RIALTO PIPELINE IMPROVEMENTS ~ CONSTRUCTION

RIALTO PIPELINE IMPROVEMENTS - CONSTRUCTION PHASE Il

RIALTO PIPELINE IMPROVEMENTS - DESIGN PHASE 2

RIALTO PIPELINE IMPROVEMENTS - DESIGN PHASE 3

RIALTO PIPELINE IMPROVEMENTS - FINAL DESIGN '
RIALTO PIPELINE IMPROVEMENTS - VALVE PROCUREMENT
RIALTO PIPELINE IMPROVEMENTS PHASE 1 FINAL DESIGN
RIALTO PIPELINE REPAIRS AT STATION 3188+44

ROBERT B. DIEMER FiLTRATION PLANY - LAND ACQUISITION
ROCF REPLACEMENT AT $OTO ST. FAGILITY )
SAN DIEGD CANAL - EAST & WEST BYPASS SGREENING STRUCTURES STUDY
SAN DIEGC CANAL - ELECTRICAL VAULT & CONDUCTOR REPLACEMENT
SAN DIEGC CANAL - FENCING

SAN DIEGO CANAL - INSTALL ACOUSTIC FLOW METER

SAN DIEGO CANAL - PIEZOMETER

SAN DIEGO CANAL - REPLACE SODIUM BISULFATE TANK

SAN DIEGO CANAL - SEEPAGE STUDY
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TABLE 3
CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS
Description

SAN DIEGO CANAL WEST

SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO,
SAN DIEGO PiPELINE NO.
SAN DIEGO PIPELINE NO,
SAN DIEGO PIPELINE NO,
SAN DIEGO PIPELINE NO.
SAN DIEGG PIPELINE NO,
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO,
SAN DIEGO PIPELINE NO,
SAN DIEGO PIPELINE NO,
SAN DIEGO PIPELINE NO,
SAN DIEGC PIPELINE NO.
SAN DIEGO PIPELINE NO,
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELING NO.
SAN DIEGO PIRELINE NO,
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGO PIFELINE NO.
SAN DIEGG PIPELINE NO.
SAN DIEGO PIPELINE NO,
SAN [HEGO PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGD PIPELINE NO.
SAN DIEGO PIPELINE NO.
SAN DIEGO PIPELINE NO,
SAN DIEGO PIPELINE NO
SAN DIEGO PIPELINE NO
SAN DIEGO PIPELINE NO
SAN DIEGO PIPELINE NO
SAN DIEGO PIPELINE NO
SAN DIEGO PIPELINE NO
SAN DIEGO PIPELINE NO
SAN DIEGO PIPELINE NO

SAN DIEGO PIPELINE NG

Distribution Faclitins {eontinued)
SAN DIEGO CANAL SEEPAGE STUDY

BYPASS TRASH RACK

SAN DIEGO PIPELINE #4 VALVE REPLACEMENT
SAN DIEGO PIPELINE 1 BLOW-CFF VALVE REFLACEMENT
SAN DIEGO PIPELINE 5 & LAKE SKINNER QUTLET REPAIR

3 BYPASS

6. RIVERSIDE BRANCH - ETIWANDA FACILITY/DROP INLET STRUCTURE
6 - RIVERSIDE BRANCH - PLEASANT PEAK, COMMUNICATIONS
6 - RIVERSIDE TUNNEL CONSTRUCTION - AS BUILY

6 - RIVERSIDE TUNNEL COST OF RIGHT OF WAY (OPTIONAL PORTAL SITE}
6. RIVERSIDE TUNNEL ENVIRONMENTAL CONSTRUCTION

6 - RIVERSIDE TUNNEL ENVIRONMENTAL PRELIMINARY DESIGN
& - RIVERSIDE TUNNEL PRELIMINARY DESIGN

§ - RIVERSIDE TUNNEL PROGRAM MANAGEMENT

& - RIVERSIDE TUNNEL RIGHT OF WAY PRELIMINARY DESIGN
£ - CONTRACT NO.1 SAN DIEGO CANAL TO MOUNT OLYMPUS
6 - CONTRACT NO,2 MOUNT OLYMPUS TUNNEL & FORTALS

B - NORTH REACH CONSTRUCTION - AS BUILY

6§ - NORTH REACH ENVIRONMENTAL - CONSTRUCTION

6 - NORTH REACH ENVIRONMENTAL PRELIMINARY DESIGN

5 - NORTH REACH FINAL DESIGN & ADVINTP

6 « NORTH REACH POST DESIGN

&« NORTH REACH PRELIMINARY DESIGN

& - NORTH REACH PROGRAM MANAGEMENT - CONSTRUCTION
& - NORTH REAGCH PROGRAM MANAGEMENT - DESIGN

6 - NORTH REAGH RIGHT OF WAY FINAL DESIGN

6 - NORTH REACH RIGHT OF WAY PRELIMINARY DESIGN

6 - NORTHERN PIPELINE COST OF RIGHT OF WAY

6 - NORTHERN REACH ENVIRONMENTAL FINAL DESIGN

5 - PIPELINE/TUNNEL STUDY - DESIGN

6 - PIPELINE/TUNNEL STUDY - ENVIRONMENTAL

6 - PIPELINE/TUNNEL STUDY - PROJECT MANAGEMENT

& - PIPELINE/TUNNEL STUDY - RIGHT OF WAY

§ - PRCJECT MANAGEMENT

& - RIGHT OF WAY

6 - SOUTH REACH - PROGRAM MANAGEMENT

6 - SOUTH REACH / TUNNEL STUDY

6 - SOUTH REACH CONSTRUCTION / AS BUILT

§ - SOUTH REACH COST OF RIGHT OF WAY

6 - SOUTH REACH ENVIRONMENTAL - CONSTRUCTION

§ « SOUTH REACH ENVIRONMENTAL FINAL DESIGN

. 6 - SOUTH REACH ENVIRONMENTAL PRELIMINARY DESIGN

. 6 - SOUTH REACH FINAL DESIGN/ADY

. 6 - SOUTH REACH PRELIMINARY DESIGN

, 6 - SOUTH REACH RIGHT OF WAY FiNAL DESIGN

, & - SOUTH REACH RIGHT OF WAY PRELIMINARY DESIGN

. 6 - SOUTH REACH TUNNEL ALIGNMENT ANALYSIS

. 6 AREA STUDY

. 6 ENVIRONMENTAL MITIGATION

SAN DIEGO PIPELINE NO.4 & AULD VALLEY PIPELINE CARBON FIBER REPAIR STUDY

S, TAND 3 - VALVE REPLACEMENT
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TABLE 3

CONVEYANGE AND DISTRIBUTION SYSTEM BENEFITS

Pescription

Distri acliities {continued)

SAN DIMAS REP BATTERY BANK AND GENERATOR BREAKER

SAN DIMAS PCS - UNINTERRUPTIBLE FOWER SQURCE SYSTEMS INSTALLATION

SAN FRANCISQUITO PIPELINE BLOW OFF STRUCTURE, STA 287+70, ACCESS ROAD CONSTRUCTION
SAN GABRIEL TOWER SLIDE GATE REHABILITATION

SAN JACINTOD #1 AND #2 CASA LOMA FAULT CROSSING STRUCTURE UPGRADE

SAN JOAQUIN RELIEF STRUCTURE FOR EASTERN ORANGE COUNTY FEEDER #2

SAN JOAQUIN RELIEF STRUCTURE FOR EASTR OC FOR #2

SAN JOAQUIN RESERVOIR, INSTALL BULKHEAD

SANTA ANA RIVER BRIDGE SEISMIC RETROFIT

SANTA MONICA FEEDER RELOCATION

SANTA MONICA FEEDER STAYION 465+10 REHMABILITATION

SANTIAGO LATERAL REPLACE MOTOR - OFERATED VALVE

SANTIAGO LATERAL STA 216+40 BUTTERFLY VALVE REPLACEMENT

SANTIAGO TOWER ACCESS RCAD IMPROVEMENT

SCADA SYSTEM HARDWARE UPGRADE

SCADA SYSTEM NT SOFTWARE UPGRADE

SCADA 5YSTEM SUPPORT PROGRAMS

50 AND CASA LOMA CANALS LINING

SD CANAL BAST & WEST BYPASS SCREENING STRUCTURES STUDY

5D CANAL REPLACE 50DiUM BISULFITE TANK

8D PIPELINE 3 CULVERT ROAD REHAB

8D PIPELINE 3,4, AND 5 PROTECTIVE COVER

SD PIFELINE 4 EXPLORATORY EXCAVATION

SO PIPELINE § EXPLORATDTY EXCAVATION

SD PHPELINES 3 AND 5 REMOTE CONTROL BYPASS STRUCTURE GATES AND ISOLATION VALVES
SECOND LOWER & SEPULVEDA FEEDERS SCl DRAIN STATIONS

SECOND LOWER CROSS FEEDER « VALVE PROCUREMENT

SECOND LOWER CROSS FEEDER CONSTRUCTION

SECOND LOWER CROSS FEEDER FINAL DESIGN

SECOND LOWER FEEDER - INSTALL LINER

SECOND LOWER FEEDER CURRENT MITIGATION REFURBISHMENT

SECOND LOWER FEEDER PCCP REPAIRS

SELECTED PRESSURE REPLACE VALVE POSITION INDICATORS

SEPULVEDA FEEDER CORROSIGNANTERFERENCE MITIGATION, STATION 950+00 TO 1170+00
SEPULVEDA FEEDER REPAIRS AT 3 SITES

SEPULVEDA FEEDER STATION 2002402 TO 2272+28 STRAY CURRENT INTERFERENCE MITIGATION
SEPULVEDA FEEDER STRAY CURRENT MITIGATION REFURBISHMENT

SEPULVEDA PCS - PERIMETER ASPHALT REPAIRS :

SERVICE CONNECTION LV-01 UPGRADES .
SIMULATION AND MODELING APPLICATION FOR REAL TIME OPERATIONS SMART OPS
SIGNNER BRANCH - AIR INJECTION MODSFICATIONS TO RED MOUNTAIN POWER PLANT
SKINNER BRANCH - CASA LOMA CANAL

SKINNER BRANGH - CASA LOMA SIPHON BARREL ONE

SKINNER BRANCH - CATWALIK FOR TRAVELING MAINTENANCE BRIDGE FOR

SKINNER BRANCH - FABRICATE & REPLACE THE STEMS, NUTS & KEYS

SKINNER BRANCH « REPAIR MODULE 1 AND 2 FLOCCULATORS BRIDGES

SKINNER DISTRIBUTION SYSTEM - CONTRACT # 1396 .

SKINNER FILTRATION PLANT - CHLORINE MASS FLOW METERS

SKINNER FILTRATION PLANT - EFFLUBENT WATER QUALITY BLDG

SKINNER FILTRATION PLANT - ELEVATED SLAB IN SERVICE BLDG 1
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THE METROPOLITAN WATER DISTRICT
OF SOUTHERN CALIFORNIA

RESOLUTION

RESOLUTION OF THE BOARD OF DIRECTORS
OF THE METROPOLITAN WATER DISTRICT OF
SOUTHERN CALIFORNIA
FIXING AND ADOPTING
A CAPACITY CHARGE
EFFECTIVE JANUARY 1,2011

WHEREAS, the Board of Directors (“Board”) of The Metropolitan Water District of Southern
California (“Metropolitan”), pursuant to Sections 133, 134 and 134.5 of the Metropolitan Water District Act (the
“Act™, is authorized to fix such rate or rates for water as will result in revenue which, together with revenue from
any water standby or availability of service charge or assessment, wiil pay the operating expenses of
Metropolitan, provide for repairs and maintenance, provide for payment of the purchase price or other charges for
property or services or other rights acquired by Metropolitan, and provide for the payment of the interest and
principal of its bonded debt; and

WHEREAS, the capacity charge is a fixed fee imposed (on a dollar per cubic-foot-per-second
basis) on member agencies on the amount of capacity used by such member agency and is designed to recover the
cost of providing peaking capacity within the distribution system; and

WHEREAS, on January 11, 2010, the General Manager presented to the Business and Finance
Committee of Metropolitan’s Board his determination of total revenues and of revenues to be derived from water
sales and firm revenue sources required during the fiscal year beginning in FY 2010/11, and a detailed report
describing each of the rates and charges and the supporting cost of service process, dated December 2009 (the
“Report™, that (i) describes the rate structure process and design, (ii) shows the costs of major service functions
that Metropolitan provides to its member agencies, (iii) classifies these service functions costs based on the use of
the Metropolitan system to create a logical nexus between the revenues required from each of the rates and
charges, and (iv) sets forth the rates and charges necessary to defray such costs; and

" WHEREAS, on March 8, 2010, the General Manager presented to the Business and Finance
Committee options for rates and charges to be imposed and determination of total revenues to be derived from
water sales and firm revenue sources required during the fiscal year beginning in FY 2010/11; and

WHEREAS, the Business and Finance Committee of the Board conducted a public hearing at its
regular meeting on March 8, 2010, at which interested parties were given the opportunity to present their views
regarding the proposed capacity charge; and '

WHEREAS, notice of the public hearing was published prior to the hearing in various
newspapers of general circulation within Metropolitan’s service area; and
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WHEREAS, board workshops regarding the proposed budget and future rates and charges were
held on January 26, February 16, and March 23, 2010; and

WHEREAS, an updated cost of service report, dated April 2010 and included in the General
Manager's recommendation for rates and charges on April 12, 2010, was produced based on the feedback
received from the public comments and the board workshops; and '

WHEREAS, each of the meetings of the Board were conducted in accordance with the Brown
Act (commencing at Section 54950 of the Government Code), for which due notice was provided and at which
quorums were present and acting throughout; and

WHEREAS, the amount of revenue to be raised by the capacity charge shall be as determined by
the Board and allocation of such charges among member public agencies shall be in accordance with the method
established by the Board; and

WHEREAS, the capacity charge fs a charge impdsed by Metropolitan upon its member agencies,
and is not a fee or charge imposed upon real property or upon persons as an incident of property ownership; and

WHEREAS, Metropolitan has legal authority to impose the capacity charge as a water rate
pursuant to Sections 133 and 134 of the Metropolitan Water District Act (the “Act”); and

WHEREAS, under authority of Sections 133 and 134 of the Act, the Board has the authority to
fix the rate or rates for water as will resuit in revenue which, together with other revenues, will pay Metropolitan’s
operating expenses and provide for the payment of other costs, including payment of the interest and principal of
Metropolitan’s non-tax funded debt; and

WHEREAS, the capacity charge is intended to recover the debt service and other appropriately
allocated costs to construct, operate and maintain projects needed to meet peak deémands on Metropolitan’s
distribution system, as shown in the Report; and

WHEREAS, in the alternative under Section 134.5 of the Metropolitan Water District Act, an
_availability of service charge may be collected from the member public agencies within Metropolitan;

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

Section 1, That the Board of Directors of Metropolitan hereby fixes and adopts & capacity
charge, as described below, to be effective January 1, 2011.

Section 2. That the capacity charge shall be in an amount sufficient to provide for payment of the
capital financing costs not paid from ad valorem property taxes, as well as operations, maintenance and overhead
costs incwrred to provide peaking capacity within Metropolitan®s distribution system.

Section 3. That such capacity charge effective January 1, 2011 shall be a water rate of $7,200 per
cubic-feet-per-second (set in dollars per cubic-feet-per-second of the peak day capacity) for capacity provided to a
member agency.

Section 4. That in the alternative, and without duplication, the capacity charge shall be an
availability of service charge pursuant to Section 134.5 of the Act.
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Section 5. That on March 8, 2010, the Business and Finance Committee of Metropolitan’s Board
conducted a public hearing at which interested parties were afforded the opportunity to present their views
regarding the capacity charge in accordance with Section 4304(c) of Metropolitan’s Administrative Code.

Section 6. That this Board finds and determines that the capacity charge is a reasonable fee for
use of capacity of Metropolitan’s distribution system.

Section 7. That the capacity charge shall be a fixed charge as shown in the following table and

collected from each member agency monthly, quarterly or semiannually as agreed to by Metropolitan and the
member agency.,

Table 1. Calendar Year 2011 Capacity Charge

Peak Day Demand (cfs)
{May 1 through September 30)
Calendar Year
Calendar Year
2011 Capacity
AGENCY 2007 2008 2008 3-Year Peak Charge
Anaheim 37.9 6.1 40.7 40.7 $293,040
Beverly Hills 33.9 32.9 31.0 33.9 $244,080
Burbark 33.7 342 218 34.2 $246,240
Calleguas 260.8 250.0 192.8 260.8 $1.877,760]
Central Basin 125.9 102.7 847 125.9 $908,480
Compton 7.1 4.9 5.9 7.1 $51,120
Eastern 303.0 263.1 227.8 303.01 $2,181,600
Foothilt 254 21.5 243 25.4 $182,880
Fullerion 36.8 . 271 374 374 $269,280
Gilendale 54.6 55.7 56.0 56.0 $403,200
intand Empire 176.2 125.8 106.1 176.2 $1,268,640
Las Virgenes 453 453 42.7 45.3 $326,160
Long Beach 61.3 68.1 87.2 68.1 $490,320
t.os Angeles 768.5 821.9 698.2 821.9 $5,917,680
MWDQC 469.2 453.7 404.5 494.5 $3,660,400
Pasadena 58.5 55.6 50.2 58.5 $421,200
San Diego 1,278.4 1,038.9 1,055.3 1278.4] . $9,204,480
San Fernando 6.5 0.1 0.0 6.5 $46,800
San Marino 5.2 52 35 5.2 $37,440
Santa Ana 297 14.8 16.4 29.7 $213,840
Santa Monica 276 26,2 25.0 27.6 $198,720
Three Valleys 171.4 168.1 132.7 171.4 $1,234,080
Torrance 41.6 355 38.3 416 $299,520
Upper San Gabriel 63.8 38.9 27.6 63.8 $459,360
West Basin 262.3 243.3 2213 262.3 $1,888,560
Waestern 289.1 271.4 . 2198 288.1 $2,081,520
Total 4673.8| 4,239.7 3,932.1 4,764.5 $34,304,400

Totals may not foot dus to rounding
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Section 8, That the capacity charge for each member public agency, the method of its
calculation, cost allocations and other data used in its determination are as specified in the Report, which is on file
and available for review by interested parties at Metropolitan’s headquarters.

Section 9. That the General Manager and the General Counsel are hereby authorized to do all
things necessary and desirable to accomplish the purposes of this Resolution, including, without limitation, the
commencement or defense of litigation.

Section 10, That this Board finds that the proposed capacity charge is not defined as a Project
under the California Environmental Quality Act (“CEQA™) since it involves continuing administrative activities,
such as general policy and procedure making (Section 15378(b)(2) of the State CEQA Guidelines). In addition,
the proposed action is not subject to CEQA because it involves the creation of government funding mechanisms
or other government fiscal activities, which do not involve any commitment to any specific project which may
result in a potentially significant physical impact on the environment (Section 15378(b)(4) of the State CEQA
Guidelines).

Section 11. That the General Manager is hereby authorized and directed to take all necessary
- action to satisfy relevant statutes requiring notice by publication.

Section 12. That the Board Executive Secretary is hereby directed to transmit a certified copy of
this Resolution to the presiding officer of the governing body of each member public agency.

1 HEREBY CERTIFY that the foregoing is a full, true and correct copy of a Resolution adopted
by the Board of Directors of The Metropolitan Water District of Southern California, at its meeting held on April
13,2010,

Board Executive Secretary
The Metropolitan Water District
of Southern California
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TABLE 3

CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Description

Diafribution Facliitles fcontinued)
SKINNER FILTRATION PLANT - FERRIC CHLORIDE RETROFIT

SKINNER FILTRATION PLANT - INSULATING FLANGES AT PLANT 1 BUTTERFLY VALVES
SKINNER FE.TRATION PLANT - LOADING RAMPS AT AND PC-1

SKINNER FILTRATION PLANT - MODULES 1 & 2 TRAVELING BRIDGES SOLIDS PUMPS
SKINNER FILTRATION PLANT - ONLINE FILTER PROCESS

SKINNER FILTRATION PLANT - PERIMETER FENCING

SKINNER FILTRATION PLANT - REPLACE AIR GOMPRESSOR

SKINNER FILTRATION PLANT - REPLACEMENT FOR WETCELL BATTERY AND INVERTER
SKINNER FILTRATION PLANT « REPLACEMENT OF AREA CONTROL SYSTEMS
SKINNER FILTRATION PLANT - SAMPLE LINE FOR INFLUENT CONDUIT # 2

SKINNER FILTRATION PLANT - SCADA SERVERS RELOCATION

SKINNER FILTRATION PLANT - THICKENERS PUMPS REPLACEMENT

SKINNER FILTRATION PLANT SEISMIC .

SKINNER INSULATING FLANGES AT PLANT 1 BUTTERFLY VALVES

SKINNER REPLACEMENT FOR WETCELL BATTERY AND INVERTER

SKINNER SCADA SERVERS RELOCATION

SKINNER SOLIDS HANDLING SYSTEM CONVEYOR ACCESE STAIRS

SKINNER WTP PERIMETER FENCING

SMART-COPS (FORMERLY RTOS}

S0TO STREET FACILITY - BUILDING SEISMIC UPGRADE

SOTO STREET FACILITY - REPLACE HEATING

SOTO STREET FACILITY - ROOF REFLACEMENT

SOUTH REACH / TUNNEL STUDY

SOUTH REACH CONSTRUCTION/ASBUILT - FUTURE UNAPPROPRIATED

SOUTH REACH DESIGN - FUTURE/UNAPPROPRIATED

SOUTH REACH ENVIRONMENTAL - FUTURE/UNAPPRCPRIATED

SOUTH REACH FEASIBILITY STUDY

SOUTH REACH PROJECT MANAGEMENT - FUTURE/UNAPPROPRIATED

SOUTH REACH RIGHT OF WAY - FUTURE/UNAPPROPRIATED

SPECIAL SERVICE BRANCH - REPLACE PLATE BENDING

ST, JOHN'S CANYON CHANNEL EROSION MITIGATION

SYSTEM RELIABILITY PROGRAM

TREATED WATER CROSS CONNECTION PREVENTION - FINAL DESIGN & CONSTRUGTION
TREATED WATER CROSS CONNECTION PREVENTION - UNFUNDED WORK
TWO-WAY RADIO ENHANCEMENT - EMERGENCY SERVICES, FIRE CONTROL, EVACUATION & BLDG. MAINT,
TWO-WAY RADIO ENMANCEMENT FOR EMERGENCY SERVICES, FIRE CONTROL, EVACUATION AND BLDG. MAINTENANCE
UNDER GROUND STORAGE TANK DISPENSER SPILL CONTAINMENT & REMEDIATION
UPGRADE SUNSET GARAGE

UPPER FEEDER - SANTA ANA RIVER BRIDGE REPAIRS

UPPER FEEDER GATE REHABILITATION

UPPER FEEDER SANTA ANA RIVER DISCHARGE PAD

UPPER FEEDER SERVICE CONNECTIONS UPGRADES

UPS SYSTEMS INSTALLATION AT FOOTHILL PCS

UPS SYSTEMS INSTALLATION AT PERRIS CONTROL STRUCTURE

UPS SYSTEMS INSTALLATION AT SAN DIMAS PCS

UTILEYY BUSINESS ARCHITECTURE (CBJECT MAPRING/MODELING}

VALLEY & LOS ANGELES DISTRIBUTION VALVE POSITION DISPLAY UPGRADE
VALVE PROCUREMENT

VIDEQ CONFERENCE SYSTEM UPGRADE

VIDEQCONFERENCING UPGRADE

WADSWORTH PUMPING PLANT CONDUIT REPAIR AND PROTECTION

WATER DELIVERY SYSTEM AUTOMATION

EXHIBIT B
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TABLE 3

CONVEYANCE AND DISTRIBUTION SYSTEM BENEFITS

Description

Disrribu_{l_on Fgcﬂfﬂes {confinued}
WATER PLANNING APPLICATION

WATER QUALITY - REMCTE MONITORING

WATER QUALITY LABORATORY BUILDING EXPANSION

WATER QUALITY MONITORING AND EVENT DETECTION SYSTEM

WATER TREATMENT PROCESS OPTIMIZATION

WEST COAST FEEDER - CATHODIC PROTECTION SYSTEMS

WEST VALLEY AREA STUDY

WEST VALLEY FEEDER RO, 1 ACCESS ROADS AND 8TRUCTURES IMPROVEMENTS
WEST VALLEY FEEDER NO, 1 VALVE STRUCTURE MODIFICATIONS

WESTERN REGION PLUMSING RETROFIT

WEYMOUTH DISTRIBUTION SYSTEM - REPLACEMENT OF AREA CONTROL SYSTEMS - CONTRACT #1306
WEYMOUTH FILTRATION PLANT - 140" EFFLUENT CONDUAT ROOF REPAIR
WEYMOUTH FILTRATION PLANT {(WFP) - AREA CONTROL SYSTEM REPLAGEMENT
WFP « ASPHALT REHABILITATION

WEP - BASIN BLUDGE PUMP FLUSHING

WFP - COMPRESSED AIR SYSTEM IMPROVEMENT

WFP - DOMESTIC WATER PUMP UPGRADE

WFF - DRY POLYMER

WFP - EFFLUENT CHLORINE {NJECTION

WFP - LAND ACQUISITION

WFP - PURCHASE OF REAL PROFPERTY

WFP - REPAIR TO BL.DG # 1

WEP - REPLACE ACTUATORS/OPERATORS/ MOTORS FOR EFFLUENT VALVE CONVERSION FILTER BEDS 1-24
WFP - WASHWATER RECLAMATION (WWRP)

YORBA LINDA FDR STA 924+11 PORTAL ACCESS

YORBA LINDA FEEDER - STA 924+11 PORTAL ACCESS

YORBA LINDA FEEDER BYPASS
Sub-total Distribution facilities benefits 13 58,934,557
Total Conveyance and Distribution faclities benafits $ 128,782,041
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TABLE 4

FiSCAL YEAR 2040/11
ESTIMATED READINESS-TO-SERVE CHARGE REVENUE

Rofling Ten- Roliing Ten-
Year Average Year Average
Firm Defiverles & months @ [Firm Deliveries 6 months @
{Acre-Feet) $114 miflion |(Acre-Feet} $133 miilllon Total RTS
FY1998/99 - RtS | per year {TH0- |FY1989/00 - RTS8 |peryear {tM1| Charge FY
Member Agency FYZ2007/03 Share 12/10} FY2008/09 Share 611} 2010/11
e i 'F“ e L i S ] ='!'

i Rk
Baverly Hills 12,912 400,580

g

Foothill MWD 349,564
R %

a
Glendals

iz,
7.7
E '

dena
s

] - !
Waestern MWD ' 126, A
MWD Total 1,837,281 100.00%. & 57,000,000
Tolals may not foot due to rounding '

1,886,143

100.00%

19,656,129

$ 65,500,000 § 123,500,000
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TABLE 5
FISCAL YEAR 2010/11
ESTIMATED STANDBY CHARGE REVENUE

Total Number Gross

Parcel Of Parcels Revenues
Member Agencies Charge Or Acres {Doflars) !
Anaheim $ 855 69,160 % 581,317
Beverly Hills - - -
Burbank ‘ 14.20 29,006 411,884
Calleguas MWD 9.58 256,791 2,460,053
Central Basin MWD 10.44 340,616 3,556,027
Compton 8.92 18,072 161,201
Eastern MWD 8.94 406,562 2,821,538
Foothill MWD 10.28 30,447 312,991
Fullerton 10.71 34,499 369,482
Glendale 12.23 44,704 548,727
Inland Empire Utilities Agency 7.59 248,598 1,886,860
Las Virgenes MWD 8.03 58,193 467,287
Long Beach 12.16 91,825 1,116,567
Los Angeles - - -
Municipai Water District of Orange County * 10.09 718,629 7,382,114
Pasadena 11.73 38,636 453,200
8an Diego County Water Authority 11.51 1,107,331 12,745,382
San Fernando 7.87 5,083 40,005
San Marino 8.24 4,972 40,969
Santa Ana 7.88 54,182 426,956
Santa Monica . - -
Three Valleys MWD 12,21 151,585 1,850,855
Torrance 12.23 40,4891 495,206
Upper San Gabriel Valley MWD 9.27 211,431 1,959,867
West Basin MWD - - -
Western MWD 0.23 380,013 3,507,520
MWD Total 4,340,825 $ 43,604,138
(1} Estimates per FY2009/10 applied amounts
(2} Adjusted for inclusion of Coastal MWD
Note: Totals may hot foot due to rounding.
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TABLE 8
PARCELS SUBJECT TO ANNEXATION STANDBY CHARGES
AS OF JULY 1, 2009
Proposed Standby Charge
Annexation Parcel Number Acres {FY 2009/10)
Riverside County:
Portions of the 41st Fringe 910-140-040 10.55 97.38
to Western MWD 910-140-058 2.28 21.04
910-140-059 2.28 21.04
Eastern MWD
g6th Fringe Area 956-090-010 3.33 23.11
956-080-011 217 15.06
956-090-012 2.98 20.68
956-090-013 3.95 27.41
956-000-014 5.25 36.44
856-080-015 32.60 228.25
956-080-016 9,48 85,79
100th Fringe Area 910-100-006 17.90 124.23
Véntura County:
Annexation No. 88 695-0-031-080 57.25 548.46
£595-0-031-150 4.01 38.42
695-0-031-165 4.32 41,38
695-0-062-010 0.60 9,58
San Diego County:
Citrus Heights 576-650-01 16.17 186.12
EXHIBIT B
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THE METROPOLITAN WATER DISTRICT
OF SOUTHERN CALIFORNIA

S AP RESOLUTION

RI%SOLUTION OF THE BOARD OF DIRECTORS
OF THE METROPOLITAN WATER DISTRICT OF
SOUTHERN CALIFORNIA
FIXING AND ADOPTING
A CAPACITY CHARGE
EFFECTIVE JANUARY 1, 2011

WHEREAS the Board of Directors (“Board™) of The Metropolitan Water District of Southem
California (“Mctropohtan”) pursuant to Sections 133, 134 and 134.5 of the Metropolitan Water District Act (the
“Act”™), is authorized to fix such rate or rates for water as will result in revenue which, together with revenue from
any water standby or availability of service charge or assessment, will pay the operating expenses of
Metropolitan, provide for repairs and maintenance, provide for payment of the purchase price or other charges for
property or services or other rights acquired by Metropolitan, and provide for the payment of the interest and
principal of its bonded debt; and

WHEREAS, the capacity charge is a fixed fee imposed (on a dollar per cubic-foot-per-second
basis) on member agencies on the amount of capacity used by such member agency and is designed to recover the
cost of providing peaking capacity within the distribution system; and

WHEREAS, on January 11, 2010, the General Manager presented to the Business and Finance
Compmittee of Metropolitan’s Board his determination of total revenues and of revenues to be derived from water
sales and firm revenue sources required during the fiscal year beginning in FY 2010/11, and a detailed report
describing each of the rates and charges and the supporting cost of service process, dated December 2009 (the
“Report™), that () describes the rate structure process and design, (i) shows the costs of major service functions
that Metropolitan provides to its member agencies, (ili) classifies these service functions costs based on the use of
the Metropolitan system to create a logical nexus between the revenues required from each of the rates and
“charges, and {iv) sets forth the rates and charges necessary to defray such costs; and

WHEREAS on March 8, 2010, the General Manager presented to the Business and Finance
Committee options for rates and charges to be imposed and determination of total revenues to be derived from
water sales and firm revenue sources required during the fiscal year beginning in FY 2010/11; and

WHEREAS, the Business and Finance Committee of the Board conducted a public hearing at its
regular meeting on March 8, 2010, at which interested parties were given the opportunity o present their views
regarding the proposed capacity charge; and

WHEREAS, notice of the public hearing was published prior to the hearing in various
newspapers of general circulation within Metropolitan’s service area; and

EXHIBITB
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WHEREAS, board workshops regarding the proposed budget and fiture rates and charges were
held on January 26, February 16, and March 23, 2010; and

WHEREAS, an updated cost of service report, dated April 2010 and included in the General
Manager’s recommendation for rates and charges on Aprif 12, 2010, was produced based on the feedback
received from the public comments and the board workshops; and

WHEREAS, each of the meetings of the Board were conducted in accordance with the Brown
Act (commencing at Section 54950 of the Government Code), for which due notice was provided and at which
quorums were present and acting throughout; and

WHEREAS, the amount of revenue to be raised by the capacity charge shall be as determined by
the Board and allocation of such charges among member public agencies shall be in accordance with the method
established by the Board; and

WHEREAS, the capacity charge is a charge imposed by Metropolitan upon its member agencies,
and is not a fee or charge imposed upon real property or upon persons as an incident of property ownership; and

WHEREAS, Metropolitan has legal authority o impose the capacity charge as a water rate
pursuant to Sections 133 and 134 of the Metropolitan Water District Act (the “Act™); and

WHEREAS, under authority of Sections 133 and 134 of the Act, the Board has the authority to
fix the rate or rates for water as will result in revenue which, together with other revenues, will pay Metropolitan’s
operating expenses and provide for the payment of other costs, including payment of the interest and principal of
Metropolitan’s non-tax funded debt; and

WHEREAS, the capacity charge is intended to recover the debt service and other appropriately:
allocated costs to construct, operate and maintain projects needed to meet peak demands on Metropolitan’s
distsibution system, as shown in the Report; and

WHEREAS, in the alternative under Section 134.5 of the Metropolitan Water District Act, an
availability of service charge may be collected from the member public agencies within Metropolitan;

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

Section 1. That the Board of Directors of Metropolitan hereby fixes and adopts a capacity
charge, as described below, to be effective January 1, 2011.

Section 2. That the capacity charge shall be in an amount sufficient to provide for payment of the
capital financing costs not paid from ad valorem property taxes, as well as operations, maintenance and overhead
costs incurred to provide peaking capacity within Metropelitan’s distribution system.

Section 3. That such capacity chargé effective January 1, 2011 shall be a water rate of $7,200 per
cubic-feet-per-second (set in dollars per cubic-feet-per-second of the peak day capacity) for capacity provided to a
member agency.

Section 4. That in the alternative, and without duplication, the capacity charge shall be an
availability of service charge pursuant to Section 134.5 of the Act.

EXHIBIT B
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Section 5, That on March 8, 2010, the Business and Finance Committee of Metropolitan’s Board
conducted a public hearing at which interested parties were afforded the opportunity to present their views
regarding the capacity charge in accordance with Section 4304(c) of Metropolitan's Administrative Code,

Section 6. That this Board finds and determines that the capacity charge is a reasonable fee for
use of capacity of Metropolitan’s distribution system.

. Section 7. That the capacity charge shall be a fixed charge as shown in the following table and

collected from each member agency monthly, quarterly or semiannually as agreed to by Metropolitan and the
member agency.

Table 1. Calendar Year 2011 Capacity Charge

Peak Day Demand (cfs)
{May 1 through September 30)
Calendar Year
» Cailendar Year
‘ 2011 Capacity
AGENCY 2007 2008 2009 3-Year Peak Charge
Anaheim 37.9 36.1 40.7 467 $293,040
Beverly Hils 33.¢ 32.9 3.0 33.9 $244,080
Burbank 33.7 34.2 21.8 34.2 $246,240
Calleguas 260.8 250.0 162.8 260.8 $1,877,760
Centra! Basin 125.9 102.7 94.7 125.9 $906,480
Compton 7.1 4.9 5.9 7.3 $51,120
Eastern 303.0 2631 227.8 303.0 $2,181,800
Foothill 254 215 24.3 254 $182,880
Fulierton 36.9 271 37.4 37.4 $269,280
Glendale 54.6 55,7 56.0 56.0 $403,200
Inland Empire 176.2 125.8 108.1 176.2 $1,268,640
Las Virgenes 45.3 45.3 42.7 45,3 $326,1860
Long Beach 61.3 68.1 87.2 68.1 $490,320
L.os Angeles 768.5 821.9 698.2 ) 821.9 $5,817,680
MWDOC 469.2 453.7 494.5 494.5 $3,560,400
Pasadena 58.5 55.6 50.2 58.5 $421,200
San Diego 1,278.4 1,038.9 1,055.3 1278.4 $9,204,480
San Fernando 6.5 0.1 0.0 6.5 $45,800
San Marino 8.2 5.2 35 5.2 $37,440
Santa Ana 29.7 14.5 16,4 28.7 $213,840
Santa Monica 27.6 28.2 250 27.6 $198,720
Three Valleys 171.4 168.1 132.7 171.4 $1,234,080
Torrarce 41.6 35.5 39.3 41.6 $299,520
Upper San Gabriel 63.8 369 278 63.8 $458,360
West Basin 262.3 243.3 221.3 262.3 $1,888,560
Western 2801 274 219.9 280.1 $2,081,520
Total 4,673.8 4,239.7 3,832.1 . 4,764.5 §34,304,400;
Totals may not foot due fo rounding
EXHIBIT B
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Section 8. That the capacity charge for each member public agency, the method of its
calculation, cost allocations and other data used in its determination are as specified in the Report, which is on file
and available for review by interested parties at Metropolitan’s headquarters,

Section 9. That the General Manager and the General Counsel are hereby authorized to do al
things necessary and desirable to accomplish the purposes of this Resolution, including, without limitation, the
commencement or defense of litigation.

Section 10. That this Board finds that the proposed capacity charge is not defined as a Project
under the California Environmental Quality Act (“CEQA”) since it involves continuing administrative activities,
such as general po]icy and procedure making (Section 15378(b)(2) of the State CEQA Guidelines). In addition,
the proposed action is not subject to CEQA because it involves the creation of government funding mechanisms
or other government fiscal activities, which do not involve any commitment to any specific project which may
result in a potentially significant physical impact on the environment (Section 15378(b)(4) of the State CEQA
Guidelines). .

Section 11. That the General Manager is hereby authorized and directed to take all necessary
action to satisfy relevant statutes requiring notice by publication.

Section 12. That the Board Executive Secretary is hereby directed to transmit a certified copy of
this Resolution to the presiding officer of the governing body of each member public agency.

[ HEREBY CERTIFY that the foregoing is a full, true and correct copy of a Resolution adopted
by the Board of Directors of The Metropolitan Water District of Southern California, at its meeting held on April
13, 2010.

Board Executive Secretary
The Metropolitan Water District
of Southern California
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4577 Overland Avenue * San Diego, Californio 92123-1233
{858} 522-6600 FAX {858) 522-6568 www.sdewa.org

March 8, 2010

Mr. Tim Brick

Chairman of the Board :
Metropolitan Water District of Southern California
P.O. Box 54153

Los Angeles, CA 90054-0153

Re:  Business and Finance Committee
Meeting of March §, 2010
Agenda item 1
Public Hearing: Comments on proposed rates and charges.

Dear Chairman Brick:

The Water Authority believes that Metropolitan must charge rates reflecting the actual
cost of its water and services, that those rates must be reasonable, and that the rates paid
by each member agency must be proportionate to the cost of providing the services that
member agency receives from Metropolitan. Because Metropolitan’s rate structure does
not meet these requirements, it violates industry standard, cost-of-service principles, and

California law.

The Water Authority objected when Metropolitan first adopted its pew rate structure in
2001, and again during the public bearing in 2003 through a letter from Maureen
Stapleton to Metropolitan’s General Manager that was attached to the March 11, 2003
Metropolitan Board letter 9-1. The Water Authority has repeatedly raised its conceras in
all possible forums, including Metropolitan’s Member Agency Managers meetings and
meetings of this committee and board of directors, but our concerns have got been

addressed.

Because a financially sound Metropolitan requires a rate structure that complies with
industry standards and Catifornia law, the Water Authority retained Bartle Wells
Associates, experts in public agency utility rates, 10 evaluate Metropolitan’s proposed
rates, These rate experts have identified fundamental flaws in Metropolitan’s rate
structure that must be corrected. .

A pub&"c agency providing a safe and reliable water supply to the San Disgo region
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Mr. Tim Brick
March 8, 2010

Pirst, Metropolitan’s costs under its contract for State Water Project water supplies must
be allocated to the water supply rate. Because these costs are supply-related, neither the
System Access rate nor the System Power rate should recover any of these costs.

Met does not own, operate, or maintain the State Water Project facilities. In fact, its State
Water Project supply costs are to Metropolitan the same as Metropolitan’s costs are to its
member agencies — they are plainly and solely a cost of supply. By way of example, the
Water Authority assigns to its water supply rate the cost of purchasing water from Met
and its other suppliers such as its Colorado River Quantification Settlement Agreement
water. The Water Authority also assigns to its supply rate the costs it pays to
Metropolitan for wheeling and exchanges because it does not own the Met facilities
throngh which its transfer water is transported: This is the correct and lawful way to do
it. Indeed, neither Bartle Wells nor the Water Authority’s own professional staff have
been able to find any other SWP contractor that allocates payments for SWP water in a
manner sipilar to Metropolitan’s practice.

Second, the Water Stewardship rate must aiso be assigned to supply and charged to
member agencies purchasing water from Metropolitan. This is because the Water
Stewardship rate recovers costs associated with the provision of subsidies for local supply
. projects and conservation programs. These are supply functions and these costs clearly
have no relation to Metropolitan’s transportation facilities. :

Metropolitan’s principal act, the common law of utility rate-making in California,
Proposition 13, and statutes implementing Proposition 13 all require that Metropolitan’s
rates reflect costs of service which are (i) actual, (ii) reasonable, and (iii) proportionate to
the cost of serving the customers that pay those rates. Because Metropolitan’s rate
structure requires a customer or a class of customers to bear costs that ought 10 be borne
by others, Metropolitan’s rates violate these rules.

As a result of its misallocation of State Water Project and Water Stewardship costs,
Metropolitan is undercharging for supply services and overcharging recipients of other
Metropolitan services. These illegal subsidies and over-charges subvert stated policy
objectives of the Metropolitan Board and California Legislature by deterting:

@) Water conservation, because the cost of water is underpriced;

. (iiy Development of local water supply resources because the relative cost of
imported water and locally developed supplies is distorted and causes local projects to
appear relatively more costly than is actually the case; and,

(iti) Development of a water market by overpricing the cost of transportation.

A copy of the Bartle Wells Associates memorandum of findings is attached to this letter.
This letter is being submitted in connection with public testimony at the public hearing of
the Business and Finance Commitice. The Water Aunthority requests that the letter be

2
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Mr. Tim Brick
March 8, 2010
made a record of the Committee and Board proceedings relating to the setting of rate for

2011. Thank you for your consideration and we look forward to working with this
Committee, the Metropolitan Board of Directors, and Metropolitan staff to remedy these

concemns.,

Sincerely,

Dennis A. Cushman,
Assistant General Manager

cC: Business and Finance Committee
MWD Board of Directors

Attachment: Bartle Wells Associates Memorandum dated March 5, 2010

EXHIBIT C
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1889 Alcatraz Avenue

BARTLE WELLS ASSOCIATES Berkeley, CA 94703
INDEPENDENT PUBLIC FINARCE ADVISORS 510 653 3399 fax; 510 653 3769

e-mail: mohmidi@bhardewelis.c

TO: San Diego County Water Authority

FROM: Thomas Gaffney / Reed Schmidt

DATE: March 5, 2010

SUBJECT: Metropolitan Water District of Southern California Water Rates

Introduction _
Bartle Wells Associates (BWA) has been retained by San Diego County Water Authority
(SDCWA) to examine the water rates charged by Metropolitan Water Digtrict of Southern
California (MET) te its meidber agenciés. Bartle Wells Associates provides expert financial,
rate strachure design, and similar consulting services to many cities and special digfricts. We
have extensive experience in cost of service rate structure requirements. The general,
overarching rule for cost of service rate design for California public agencies is that rafes must
reflect actual costs of providing service, they must be reasonable, and the rates must be
proportional to the cost of the service to the ctstomers paying those rates.

In conducting our review, we have examined information regarding MET’s rates available
from MET’s website, MET’s Administrative Code provisions regarding rates and funds, MET
board letters regarding rates from 2000 to the present, MET s Statc Water Project contract, and
other information provided by Water Authority staff or obtained by our independent research.
This memorandum presents a summary of our findings.

Findings

Our primary finding is that MET fails to properly allocate to the Supply category all of its
State Water Project (SWP) contract reverme requirement above that recovered by MET's
readiness-to-serve charge (RTS) and property taxes. Instead of following standard industry
practice and cost of service allocation principles, MET allocated a substantial portion of the
costs from its water supplier (Department of Water Resources) to a MET revenue category for
conveyance and distribution. This allocation has resulted in improper distortion of MET’s
water Supply and System Access rates. It has also resulted in distortion of the System Power
rate. We also find that a portion of MET"s Water Stewardship revenue requirement, which is
intended to recaver costs associated with providing subsidies for development of local water

Bartle Wells Associates I March 5, 2010

MWD Rates Memo
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supplies and conservation programs, is improperly collected as a portion of MET"s charge for
comveyance service.

Alloeation Of Expenses Is Not Equitable Or Logical. The January 12, 2010 MET Board
Action Memo 8-1, shows in Schedule 1 that SWP costs amount fo be nearly $501 million, 30%
of MET's revemue requirement. These costs are for payments MET makes under its SWP water
supply contract. These are costs for purchasing water that MET then provides to its wholesale
customers. The water is delivered to MET through facilities owned, maintained, and operated
by the State of California, not through facilities MET owns, maintains, and operates. Yet
Schedule 5 of the same memo shows that rather than allocating all of these costs to Supply,
MET’s proposed rate plan allocates $429 million (85%) of such cost to MET’s Conveyance
and Aqueduct service function. Because MET does not own or operate, maintain, or operate

any of the SWP facilities, the SWP costs are a MET cost of Supply and not 4 cost of
Conveyance and Aquednct service,

Although MET recovers some of the SWP costs through its RTS charge, property taxes, and
its suppiy rate, MET allocates most of its SWP costs to MET’s Conveyance and Aqueduct
service function and then recovers these service function costs with the System Access Rate
and the System Power rate. This is inconsistent with proper cost of service altocation. The
portion of SWP costs currently colfested by the Bystam Acoess tate and the System Power rate
should instead be assigned o the Supply service function and recovered with the Supply rates.

This misallocation of Supply costs is sighificant now and the misallocation will have an
increasing impact over time — $429 million is a large nember, even in the context of an
agency which serves a region of 19 million people. MET’s own 10-year budget forecast
projects that SWP costs will increase dramatically in the coming decade due to the costs of
Delta fix, environmental requirements and rising energy costs associated with global warming

regulations.

MET does own and operate the Colorado River Aqueduct (CRA). MET allocates to the
Supply rate water purchase costs that MET pays for Colorado River water under its delivery
contracts with the Secretary of Interior and conserved water purchase agreements with
Imperial Irrigation District, Palo Verde Irrigation District, and others, MET allocates other
costs for the CRA that de relaté to conveyance to its System Access Rate. This is entirely
different than MET's SWP contract where it pays a price for a product delivered by
infrastructure which it neither owns por maintains. By treating both SWP costs and CRA costs
as conveyance costs, when it is plain that the former are supply costs and the Jatter are in
substantial part conveyance costs, the MET rate structure treats dissimilar costs as though they
-were the same and deviates from reasonable industry practice and the stated logic of the rates

themselves in doing so.

Another misaliocation regards the System Power rate, which recovers the costs of pumping
water from the SWP and Colorado River to MET’s service area. Currently, MET allocates the

Bartle Wells Associates 2 March 5, 2010
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power costs to the Conveyance and Aqueduct service function. This allocation is not correct
for water supplied by the SWP. The SWP power costs should be allocated to the Supply
service function and recovered through the Supply rates, because they are a supply-related
cost. MET’s current allocation is not consistent with how MET allocates power costs related
to water treatment to the Treatment Surcharge. MET’s allocation for supply should be
consistent with the allocation of power costs for freatment.

We reviewed information from three other SWP contracting agencies and all of them allocate
SWP costs as supply costs. We are aware of no other agency that benefits from the SWP that
allocates SWP costs the way MET does. BWA finds MET s cost-of-service allocation is not
consistent with proper cost of service allocation, and is not consistent with industry practice.

MET*s Water Rate Structure Does Not Accomplish MET’s Stated Goals. The October

16, 2001 MET Board Action Memo 9-6 stated that proposed MWD rate structure furthers
MET"s strategic objectives, supports and encourages sound water resource management,
accommodates a water transfer market, enhances fiscal stability and is based on cost-of-gervice
principles. The development of a water market in California is a goal also expressed as a
Legislative policy of the State in Water Code Sections 109(b) and 475. However, by
allocating a disproportionate amount of its costs to conveyance and aqueduct rates, MET
hinders its member agencies from developing water transfer programs — i.e., the cost of water
transfers is artificially inflated and the market is distorted to discourage what the MET Board
has stated it wishes to encourage.

Artificially reducing supply rates reduces the financial incentive to secure local water supply
alternatives, and disserves MET policy and good public policy given the water supply situation
in our State, the long-term threats to the MET’s SWP supply and increased competition from
other Colorado River Basin states for supplies delivered via the CRA.

By not allocating SWP project costs to the supply rates, MET"s current water rates and cost
allocation do not encourage conservation by its member agencies, thus compromising another
fundamental policy goal of MET and the Legislature (Water Code Sections 10608 and
10608.4). Higher supply rates that more accurately reflect supply costs would send an
accurate price signal to MET member agencies and encourage water conservation and
development of local water supplies. Subsidized supply prices distort the price signal and
create irrational incentives for Southern Californians facing very grave risks to their short-term

and long-term water supplies.

Water Stewardship Rate. MET has a goal of encouraging member agencies to develop other
sources of water. (October 16, 2001 MET Beard Action Memo 9-1, Att. |, page 2.) MET's
Water Stewardship Rate recovers the costs associated with MET’s subsidies to local agencies
for the development of new local supply projects and funding of conservation programs. The
Water Stewardship Rate should not be charged on all water moved through the MET syster,
but only on water that MET sells fo its member agencies. Because the Water Stewardship

Bartle Wells Associates 3 March 5, 2010

MWD Rates Memo

EXHIBITC
" Page 6



service function is intended to increase water supply through projects, such as recycling,
desalination, and groundwater recovery, and conservation, the costs of these projects should be

recovered with Supply rates.

MET’s 2061 Rate Structure and Cost-of-Service Stady. MET’s current water rate structure
differs from what was presented in MET's 2001 Rate Study. Several components of MET"s
current structure have changed in description and purpose since the 2001 Rate Study — which
is the stated basis of METs current rates — so that the current rate structure is therefore not

well supported by that study.

Attached is a graphic using data provided by MET during a cost of service review presentation
in July 2009 that shows a proper reallocation of MET’s revenue requirement to appropriate -
MET rate categories, based on the principles discussed in this memorandum.

Bartle Wells Associates 4 March 5, 2010
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W
THOMAS E. GAFFNEY, PE, CIPFA : '

Experience
Thomas E. Gaffney is a principal consultant of the firm and has over 35 years of consulting experience.

He is an expert in developing financing plans, impact fee studies, utility rate studies, multi-agency contracts
and financing programs, contract negotistions, end bond marketing. Mr. Gaffiey has directed projects
involving more than 300 separate agencies in California and five other western states.

Mr. Gaffey has developed the key terms and conditions of mnltiple-agency agreements for over 20 regional
financing programs. Torn has served as project manager on projects mvolving water and wastewater,
reclaimed water, hydroelectricity, public buildings, community storm drainage, flood control, and highways.
He has helped implement utility billing systems for over 20 local agencies. Mr. Gafiney has managed sales
of various forms of municipal bonds. ‘

Mr. Gaffney specializes in water-related financing plans and rate studies. He has worked extensively
developing wastewater revepne programs conforming to the SWRCB's Revenue Program Guidelines. He
has developed water rate analyses involving virtually every type of fixed and volume water rate

configurations,

Representative Assignments

% Cityof Vacaville: Weter and wastewater rate studies and wastewater capital facilities financing plan.

Developed wastewater conpection charge.

City of Fresno: Prepared financial plan and rate study for $400 million of wastewater facilities.

Worked with citizen’s Utility Advisory Board to secure approval of rate recommendations.
Selma-Kingsburg-Fowler CSD: Prepared a F inancial Policies and CIP Update for $28 miltion of

capital facilities. Recommended connection charges for the district and its member cities.

City of Woodiand: Prepared water, wastewater, aud storm drain rate studies. Developed a fully pay-

as-you-go financing plan for each of the three City enterprises.

" City of Thousand Oaks: Wastewater financing plan incleding SRF loans, revenue bonds, and rates
and connection charges for $75 million of capital improvements. Water financing plans end rate
studies. :

City of Petaluma: Developed financing plan for $125 million Ellis Creek wastewater treatment plant.
Assisted with securing $115 million of SRF loans and $100 million line of credit.

= Napa Sanitation District: Prepared a revenue program required for SRF loan approval. Developed 2

pay-as-you-go financing plan for $10 million of wastewater facilities. o

Novato Sanitary District: Financiat advisor for $110 million wastewater freatment master plan,

Recommended a reserve policy plan for District funds.

Zone 7 Water Agency: Prepared a plan for financing agricultursl water facilities totaling over $200

million. Developing financing elements for stream management master plan.

Memberships and Professional Affilintions
e California Association of Sanitation Agencies
» {(aliforniz Water Environment Association

Registrations/Certifications

Registered Civil Engineer in California

Certified Independent Public Finance Advisor (CIPFA), and professionel member of the National
Association of Independent Public Finence Advisors

Education
B.8., Civil Engineering, University of California, Berkeley
M.B.A., Finance, University of California, Berkeley

EXHIBITC
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REED V. SCHMIDT, ciera

Experience .
Reed V. Schmidt is & principal consultant with 30 years of practical experience in financial and economic
consulting, rescarch, and analysis. He has directed over 150 projects for cifies, counties, and special distriets in
the areas of public works financing, utility rate studies, utility connection fee shudies, public utility pticing and
valuation, and energy plamning. ‘

M. Schimidt’s expertise is creating financial plans for local governments in order to complete water,
wastewater, and recycled water capital programs. His comprehensive plans have analyzed & wide varisty
of financing mechanisms, both conventional and innovative, and have identificd the sources of revenue to
fund capital and operating costs. He has developed cost-of-service studies for water, wastewater, and
electricity rates, and has developed computer models to design water and sewer rates and connection fees.

Mr. Schmidt has appeared as an expert witness on utility rates and costs before regulatory agencies in
Californis, Nevada, Texas, Arkansas, and Ohio. He has appraised public utility property and has
appeared as an expert witness in superior court.

Before joining Bartle Wells Associates, Mr. Schmidt was a pariner in Chester & Schmidt Consultants and
had also worked as an independent consultant. He began his consulting career as senior financial analyst
with Turner, Collie & Braden, Inc., in Houston, and was also senior economist and utilities analyst with
Jones-Titlson & Asgociates in San Mateo.

Representative Assignments

» Montara Water & Sanitary District: Water rate design, financial feasibility analysis, and
niegotiations for purchase of the District’s water system. Financial advisor on sale of bonds & notes.
City of Brentwood: water and wastewater rate studies.

City of Cotati: Water and wastewater rate studies and development impact fees.

Delta Diablo Sunitation District: Wastewater rate and fee analysis; power purchase negotiations.
South Tahoe Public Utility District: Financing plans for water and wastewater capital improvement
programs and financial sdvisory services for water and wastewater revenue bonds. :

City of Huntington Beach: Water rate study aod evaluation of transitioning to tiered quantity rates.
s East Bay Municipal Utility District: Power purchasing evaluations for water and wastewater
operations, electric rate analysis, and feasibility studies.

Tahee City Puablic Utility District: Water and wastewater financing plans and bond sales.

City of Benicia: Financing options analysis for water and sewer capital projects. .
Ironhouse Sanitary District: Financing plan and rate recommendations for wastewater treatment
and disposal facilities.

Sun Lorenzo Valley Water Disfrict: feasibility assessment of purchase of a private water system.
Tovwn of Apple Valley: feasibility study of acquisition of two privately owned water companies,
Sanitary District No. 2 of Marin County: Design of wastewater connection fee.

City of Yuba City: Sale of water revenue certificates to acquire a private water company and

valuation of water system.
Memberships and Professional Affiliafions
National Association of Business Economists, International Association of Energy Economics, and
American Water Works Association

Education
B.A., magna cum laude, Economics - University of Houston

M.A., Economics - University of Houston

Certification
Certified Independent Public Finance Advisor {CIPFA)
Professional member of the National Association of Independent Public Finance Advisors
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BARTLE WELLS ASSOCIATES

Bartle Wells Associates is an independent financial advisor to public agencies with expertise in water,
wastewater and recycled water rates and finance. Our firm was established in 1964 and is owned and managed

by its principal consultants. We have advised over 480 public agencies in the western United States and
comple'wd over 3,000 assignments. Bartle Wells Associates has the diversity of experience and abilities to evaluate
all types of financial issues faced by local governments snd to recommend the most appmpmtc, cost-effective, and

practical solutions,

Bartle Wells Associates specializes in three professional services: T T e
finencial plans, utility rate & fee studies, and project financing. PRQFESS'OW SERVICES
‘We are the only independent financial advisor providing all three " Flm""c*ﬂl Plans

services to public agencies. - » Rafg & Feg Stidies
rojact Flnanchn
Bartle Wells Associates has a highly-qualified professional * ?m-j-m . l’?’ . c g
staff with backgrounds in finance, civil engineering, business,
public administration, and economics. The firm is & charter member of the Nationat Association of
Independent Public Finance Advisors (NAIPFA), which establishes strict ctitetia for independent advisory

firms; All of our consultants are Certified Independent Public Finance Advisors (CIPFAs).

FINANCIAL PLANS Ow financial plans provide agencies with a flexible roadmap for finding long-ferm
operating and capital needs. We develop long-term cash flow projections to help agencies evaluate the wide
range of financing options available and identify long-term revenue requirements. If debt is needed, we
recommend the most appropriate and lowest-cost financing approaches and clearly identify the sources of
revenue for funding projects and repaying debt. We also help agencies develop prudent financial policies,
such as fund reserve targets, to support sound financial mapagement. BWA has developed over 1,000
financial plans to help water and wastewater agencies fund their operating and capita! programs and mainfain

fong-term financial health.

RATE & FEE STUDIES Our rate and fee studies employ a cost-of-sexvice approach snd are designed to
maintain the long-tenm financial health of a utility enterprise while being fair to all customers. We develop
practical recommendations that arc casy to implement and often phase in rate adjustments over time to
minimize the imnpact on ratepayers. We also bave extensive experience developing impact fees to recover the
costs of infrastructure required to serve new development. BWA has compleied bundreds of water, wastewater,
and recycled water rate and fee studies. We are familiar with virtually every type of water and sewer rate
structure and are knowledgeable about the legal requirements governing water and sewer rates and connection
fess. We develop clear, effective presentstions and have represented cities and special districts at bundreds of
public hearings to build consensus and public acceptance for our recommendations.

PROJECT FINANCING Our project financing experience includes coordination of over 300 bond sales
inctuding General Obligation bonds, water and sewer revenue bonds, Assessroent District bonds, Mello-Roos
Community Facilities District bonds, multi-agency bond pools, and Certificates of Participation (COPs). We
also have extensive experience helping agencies secure funding via competitively bid bank loaus, lines of
credit, and state and federal grants and loan programs. To date, we have helped California agencies cbiain
over $4 billion of infrastructure financing. We generally recornmend issuing debt via a competitive sale
process to achieve the lowest interest rates possible. As independent financial advisors, we work only for
public agencies and do not buy, trade, or resell bonds. Our work is concentrated on providing independent
advice which enables our clients to finance their projects on the most favorable terms — lowest issuance costs,
lowest interest rates, smallest issue size, and greatest flexibility.

Bartle Wells Associates is commiitted to providing value and the best advice to our clients. Our strength is
quality—tbe quality of advice, service, and work we do for all our clients.

EXHIBIT C
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Colantuono & Levin, PC

300 S. Grand Avenue, Suite 2700

Michael G. Colantuono Los Angeles, CA 90071
MColantuono@CLLAW.US : Main: (213} 542-5700
(530) 432-7359 FAX: (213) 542-5710
‘ WWW.CLLAW.US

April 12, 2010

Mr. Tim Brick, Chairman and Members of the Board
Metropolitan Water District of Southemn Califorria
P.O. Box 54153

Los Angeles, CA 90054-0153

Re: Proposed Water Rates to be Effective Januarv 1, 2011

Dear Chairman Brick and Members of the Board:

Introduction and Summary of Conclusions. I write on behalf of the San Diego County
Water Authority to express the basis of our conclusion that the proposed water rates that
Metropolitan's staff recommends for Board adoption on April 13, 2010 do not coniply with
industry practice or Califoinia law, This opinion is based on our review of the rates, Board
letters and attachments that purport to justify them, an April 5" memo from your General
Manager and General Counsel which secks to. rebut these conceins as expressed by the Water
Authority at the Board’s March 8% meeting (“the April 5 memo™), the April 6" report from
Raftelis Financial Consultants (“April 6" Rafielis Report”), and other Metropolitan documents.
We have also reviewed the Water Authority letter of March 8, 2010, the Bartle Wells Associates
memorandam attached to that letter, the public hearing testimony of Dennis Cushman, and the
further letter from the Water Authority dated April 12, 2010 and a Bartle Wells memorandum
attached to that letter of that same date. For the reasons expressed below, we conclude the
proposed rates do not reflect industry practice and are not consistent with the requirements of
California law. In particular, the rates as proposed do not meet Metropolitan’s legal obligation to
adopt rates which reflect the actual; reasonable and proportionate cost of serving each customer
of Metropolitan. Accordingly, we urge your Board to refrain from adopting these rates and to
direct Metropolitan staff to revise the proposed rates to address the specific issues which are
addressed in the Bartle Wells memoranda, this letter and correspondence and testimony
previously provided by the Water Authority.

Discussion. Metropolitan is legally obligated to impose, and claims that it has imposed,
a rate structure that reflects costs to serve its various customers that are real, reasonable, and
proportionate to the cost of service. This obligation derives from Metropolitan’s principal act,
Proposition 13 and statutes implementing it, and the cominon law of utility rate-making
developed by California courts.

98057.6
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Metropolitan Water District of Southem California
April 12, 2010
Page 2

Metropolitan’s Principal Act. Water Code Appendix Section 109-134 (West’s) states that
Metropolitan’s rates “shall be uniform for like classes of service throughout the district.”
Metropolitan may not establish rates that discriminate between similarly situated customers.
Rather, Metropolitan’s rates must be equitable and appomon costs equitably among its
Custormers.

Proposition 13 and Its Imiplementing Statutes. Prop. 13 requires two-thirds voter
approval of “special taxes.” California Constitution Article XIII A, Section 4. The Legislature
implemented that section by adopting Government Code Section 50076, which states:

As used in this article, “special tax” shall not include any fee which does not
exceed the reasonable cost of providing the service or regulatory activity for
which the fee is charged and which is not levied for general revenue purposes.

Unless Metropolitan intends to obtain voter approval of its rates as speeial taxes, those rates must
comply with this exception to Proposition 13 and be limited to the “reasonable cost of providing
the service ... for which thie fee is charged.” The courts have amplified this standard. Beaumont
Investors v. Beaumont-Cherry Valley Water District, 165 Cal.App.3d 227, 234-35 (1985),
involved a challenge to a water connection fee imposed by the defendant district on the plaintiff
apartment developer. That court articulated the cost-limitation principle of Proposition 13 for
water rates and charges as follows:

Both plaintiff and deferidant agree that the facilities fee enacted by defendant, if
reasonably related to the cost of the service for which it was imposed, would fall
within the scope of the “service” fee defined by Government Code section 50076,
and would thus lie outside of the definition of “special tax™ as contemplated by
Proposition 13. Both agree further that defendant, a statutorily created irrigation
district, is within the ambit of Proposition 13,

Hence, the sole issue before us boils down to whether the record demonsirates
that the facilities fee sought to be imposed by defendant does or does not “exceed
the reasonable cost” of constructing the water system improvements contemplated
by the District. Such a shewing would require, at the minimum, evidence of
(1) the estimated construction costs of the proposed water systern improvements,
and (2) the District’s basis for determining the amount of the fee allocated to
plaintiff, ie., the manner in which defendant apportioned the contemplated
construction costs among the new users, such that the charge allocated fo
plaintiff bore a fair or reasonable relation to plaintiff’s burden on, and
benefits from, the system. (Mills v. County of Trinity, supra, 108 Cal.App.3d at
pp. 659-660, 166 Cal.Rptr. 674, County of Fresno v. Malmstrom (1979) 94
Cal. App.3d 974, 983-985, 156 Cal. Rptr 777.) (Emphasis added.)

93057.6
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Metropolitan Water District of Southern California
April 12, 2010
Page 3

Thus, Metropolitan’s rates must not only be limited to the “reasonable cost” of providing
services for which those rates are imposed, those rates must also “bear a fair or reasonable
. relation to [each customer’s] burden on, and benefits from, the [water] system.” Accordingly,
Proposition 13 requires that water rates be proportionate: to the cost of service to each customer
just as does Metropolitan’s principal act. Other cases imposing this proportionate-cost standard
include San Diego Gas & Electric Company v. San Diego County Air Pollution Control District,
203 Cal. App.3d 1132 (1988) (regulatory fees must be proportionate to cost of regulating each fee

payor).

Proposition 218, adopted in 1996 as “the Right to Vote on Taxes Act,” provides a useful
summary of these rate-making rules. Although water charges of wholesalers like Metropolitan
_ are not “property related fees” subject to Proposition 218, the substantive rules of Section 6(b) of
Article XIII D of the California Constitution {(unlike the procedural requirements of the balance
of that Section 6) provide instructive guidance to Metropolitan and other wholesalers because
courts are very likely to look to the language of Section 6(b) in evaluating the related
requirements of Proposition 13. Article XIII D, Section 6(b) states, in relevant part:

Requirements for Bxisting, New or Increased Fees and Charges. A fee or charge
shall not be extended, imposed, or increased by any agency unless it meets all of
the following requirements:

(1) Revenues derived from the fee or charge shall not exceed the funds required to
provide the property related service.

(2) Revenues derived from the fee or charge shall not be used for any purpose
other than that for which the fee or charge was imposed.

(3) The amount of a fee or charge imposed upon any parcel or person as an
incident of property ownership shall not exceed the proportional cost of the
service attributable to the parcel. '

Commeon Law of Utility Ratemaking. Even before the 1978 adoption of Propesition 13,
California law required utility rates established by local governments like Metropolitan to be fair,
reasonable, and proportionate to the cost of service. This body of judge-made, or common, law
includes Elliott v. City of Pacific Grove, 54 Cal.App.3d 53, 59 (1975), which described the pre-
Proposition 13 rate-making standard in rejecting a demurrer fo a challenge to a differential sewer
rate imposed on customers outside the defendant city:

[Wle conclude that plaintiffs have stated a cause of action. The complaint ...
alleges sufficient facts warranting judicial relief if such facts can be established at
trial. It is alleged therein that the ordinance in question sets a sewer service charge
for plaintiffs, who are users outside the city limits, at four times the rate set inside

98057.6
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Metropolitan Water District of Southern California
April 12,2010 '
Page 4

the city limits without any proper basis for the differential. This is an allegation
that the sewer charge imposed on plaintiffs is unreasonable, There exists in
plaintiffs, as users of a public utility’s sewer service, a primary right that
they cannot be charged an unreasonable rate for such service and there rests
on the city, as a public utility, the corresponding duty not to charge plaintiffs
an unreasonable rate for such service. The complaint seeks fo enforce

. defendants’ obligation to charge a reasonable rate. Having stated a cause of action
it will be incumbent upon plaintiffs at trial o sustain the burden of showing that
the rates charged them are unreasonable and, therefore, discriminatory.
{Emphasis added.)

Similarly, in Boynton v. City of Lakeport Mun. Sewer Dist. No. I, 28 Cal.App.3d 91, 94
(1972), the Court of Appeal reiterated the requirement that rates “must be reasonable, fair and
equitable.” In particular, they “must be proportional and not in excess of the benefits received.”
Id. at 95. “[I}f the difference in rates is based upon a reasonable and fair difference in conditions
which equitably and logically justify a different rate, it is not an unjust discrimination.” Id. at
97-98 guoting 12 McQuillin, Municipal Corporations, § 34.101, p. 231. Ultimately, the Boynton
court found irrational and discriminatory the defendant district’s practice of charging higher
minimum rates to commercial users with the same number of meters as other users charged less.
Id. at 98. Thus, the pre-Proposition 13 eommon law of utility rate-making also requires rates to
be reasonable and non-discriminatory.

In sum, Metropolitan’s principal act, Proposition 13 and the statutes implementing it, and
the common law of utility rate-making all require Mefropolitan’s rates to reflect costs of service
that are (i) actual, (ii) reasonable, and (iii) proportionate to the cost of serving the customers
which pay those rates. '

Metropolitan's_Rates Violate These Rules, Industry Practice and Public Policy.
Metropolitan’s. rates violates these legal requiremients becauise, as opinions prepared by Bartle
Wells & Associates dated March 5, 2010 and April 12, 2010 (“the BWA Opinions”)
demonstrate, Metropolitan recovers most of its cost of obtaining a water supply via the State
Water Project (SWP) by rates that are not charged solely in connection with obtaining
Metropolitan’s supplies. Instead these costs are allocated fo Metropolitan’s conveyance and
aqueduct service function and recovered through rates imposed for the use Metropolitan’s
conveyance system. This has the effect of over-charging for transportation and undercharging
for water supply. Accordingly, this proposed rate structure does not comply with the duty to
impose rates that are fair, reasonable, and proportionate to the cost of service to each customer,

Though the California Public Utilities Commission does not regulate public agency water
utilities like Metropelitan, its accounting guidelines for water utilities are nevertheless instructive
as to the reasonableness of Metropolitan’s cost of service allocation for its SWP costs,
particularly in light of Metropolitan’s claim that its rates have been peer-reviewed and reflect

98057.6
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Page S

industry standard practices. Uniform System of Accounts for Water Utilities (Cal. Pub. Util.
Comm’'n, 1955). Those guidelines require a separate expense category for “Sounrce of Supply -
Expenses,” which includes an account for “purchased water.” Section 704 of those guidelines
provides as follows:

A. This [purchased watet] account shall include the cost at the point of delivery
of water purchased for resale. This includes charges for readiness to serve and the
portion applicable to each accounting period of annual or more frequent payments for the
right to divert water at the source of supply.

B. The records supporting this account shall be so kept as to show for each
supplier from which water is purchased, point of delivery, quantity purchased, basis of
charges, and the cost of water purchased.

Stated in essentially identical language is Section 610 of the Uniform System of Accounts for
Class A Water Utilities (1996) published by the National Association of Regulatory Utility
Commissioners (NARUC), which requires separate cost accounting for water purchase costs, as
follows:

610. Purchased Water

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

B. The records supporting this account shall be se kept as to show for
each supplier frem. which water is purchased, point of delivery, quantity
purchased, basis of charges, and the cost of water purchased.”

These NARUC standards are .incorporated into the American Water Works Association’s
Manual M-1, Principles of Water Rates, Fees and Charges, with which Metropolitan claims to
comply. As the BWA Opinions note, rather than identifying the SWP costs as water supply
costs, Metropolitan “functionalizes” purchased water costs into non-supply accounts in a manner
which is not consistent with the AWWA Manual.

Given the terms of the “November 4, 1960 Contract Between the Metropolitan Water
District of Southern California and the: State of California Department of Water Resources for a
Water Supply” as amended to date (Metropolitan SWP agreement), all the costs Metropolitan
~ pays the Department of Water Resotirees (DWR) for a water supply under that agreement should
be assigned to a “purchased water,” or Supply, account. Indeed, the very title of the
Metropolitan SWP Agreement suggests as much. Thus, Metropolitan’s practice of including its
SWP costs in its wheeling and exchange rates plainly deviates from industry standards.

98057.6
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Further evidence on this point can be taken from Raftelis, Comprehensive Guide to
Water and Wastewater Finance and Pricing, 2™ Bd., 1993, pp. 168-69, in which
Metropolitan’s own cost-of-service consuitant concludes that costs atising from water purchases,
supply development, and conservation are “supply” costs and not conveyance, transmission or
distribution costs.

In the April 5" memo, your (eneral Manager and General Counsel admit that
Metropoliten treats its costs under the Metropofitan SWP Agreement just as it does costs for
maintaining and operating the Colorado River Aqueduct (CRA). The memo claims Metropolitan
may do so because it wheels some water through the SWP and cites Goodman v. County of
Riverside (1983) 140 Cal.App.3d 900, 903-04 for the proposition that Metropolitan may
differentiate transportation and supply costs for service over the SWP. While we do not address
here the propriety of Metropolitan’s charges for wheeling service across the SWP, we note the
California Supreme Court’s conclusion that Metropolitan is merely a customer of the SWP in
Metropolitan Water District v. Marquandt (1963) 59 Cal.2d 159, 201-202 (“The [Metropolitan]
does not obtain ownership of any facilities, ownership by the state being expressly provided for
fby the Metropolitan SWP. Agreement].”) Thus, Metropolitan’s claims are unpersuasive and do
not justify its treatment of the amounts it pays DWR for imported water service as a cost of
transporting water across its own system within Southern California.

Charging some customers more than the cost of service determined under industry
standards and generally accepted cost allocation principles, and concomitantly charging other
customers less than the cost of service, amounis to a cross-subsidy between customers. Such
cross-subsidies violate each of the legal authorities identified above requiring water service rates
to be proportionate to, and not to exceed, the cost of service.

As the BWA opinions note, overcharging for some services and undercharging for others
also distorts the decisions of customers to use imported water rather than reducing demand,
conserving water, developing additional local supplies and pursuing water fransfers from
agricultural and other users. In so doing, Metropolitan’s rate structure frustrates the policy
objectives of the State of California and the Metropolitan Board itself, as each has stated
commitments {0 encourage conservatlon the development of local water sources,” and the
development of a water market.® :

' The State’s commitment to promoting water conservation is stated at Water Code Sections 10608 and 10608.4,
recently adopted to impose & 20% conservation standard on urban water providers. Metropolifan’s commitment is
stated in the justification for its 2001 rate structure. See, e.g., January §, 2002 Board Letter 9-1 at page 1.

? Water Code Section 10608(c) states the Legislature’s finding that “(c) Diverse regional water supply portfolios
will increase water supply reliability and reduce dependence en the Delta.” Metropolitan’s commitment to the
development of local water sources is stated in the October 16, 2001 Board Letter No. 9-6 at page 2.

3 Water Code Sections 109(b) and 475 state the Lagislature’s stipport for water transfers and the development of a
water market. Metropolitan support for these goals isstited in the October 16, 2001 Board Letter No. 9-6 at page 2.
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Counter-Arguments of Staff and Raftelis are Unpersuasive. Metropolitan’s rate
consultant concluded in the April 6™ Rafielis Report that Metropolitan’s rates comply with
California law because they ate updated at least once every 10 years, as required by Government
Code Section 54999.7. April 6™ Raftelis Report at pp. 1 and 10. This is not correct. First, the
cited statute is a provision of the San Marcos legislation governing the application of water
service and other public utility rates to schools and other public agencies, which does not apply
to a water wholesaler like Metropolitan. Moreover, the rate-setting standards of Section 54999.7
and the San Marcos statute more generally require mote than a once-a-decade review of costs.”
These standards require that rates be actual, reasonable and proportionate to the cost of service,
just as do the authorities discussed above. See, Government Code Section 54999.7(a) (fee “shall
not exceed the reasonable cost of providing the public utility service™); Section 54999.7(b) (fee
on public agency “shall be determined on the basis of the same objective criteria and
methodology applicable to comparable nonpublic users, based on customer classes established in
consideration of service characteristics, demand patterns, and other relevant factors”). As the
BWA opinions demonstrate, Metropolitan’s proposed rates do not comply with these standards
and the April 6™ Raftelis Report’s conclusion to the contrary is both unsupported and
unpersuasive, Indeed, that report concedes Metropolitan’s capacity and readiness-to-serve
charges exceed Metropolitan’s actual costs. April 6™ Raftelis Report at pp. 2 and 14,

More generally, the April 6™ Raftelis Report provides no explanation why Metropolitan’s
review of compliance with California law is limited to, “specifically Governiment Code Section
54999.7 (requiring a COS study every 10 years).” The report thus suggests that compliance with
Section 54999.7's 10-year cost-of-service review requirement is tantamount to compliance with
all relevant provisions of California law. As described above, California law demands more of
Metropolitan than this.

Similarly, the April 6™ Raftelis Report claims Metropolitan’s rates comply with its
principal act because those rates are sufficient to cover its costs, reflect the costs of the District’s
major service functions and are uniform for like classes of service throughout the District. April
6™ Rafielis Report at pp. 1 and 10. However, thes¢ bald statements are unsupported by
discussion or analysis and are rebutted by the BWA Opinions. Moreover, the April 6™ Raftelis
Report concedes that Metropolitan treats SWP and CRA costs alike which, as demonstrated
above, neither law nor industry practice permits. /d. at 7.

Your General Manager and General Counsel also claim that Metropolitan’s Water
Stewardship rate is appropriately applied to transportation rates because the demand
management and local supply development efforts funded by that rate lower the capital costs of
the Metropolitan system for the benefit of all its customers and it is therefore appropriate that all

* Nor is it clear that Metropolitan has.satisfied even this limited view of California law given that the cost of service
study on which Metrepolitan claims to rely has as its basis a study performed in 1998, well before the current multi-
year drought and the imposition. of legal restrictions on water deliveries via the Sacramento-San Joaquin Delta.

98057.6
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customers pay that rate. April 5% Memo at 3-4. This begs the question. It is not enough to show
that particular costs Metropolitan incurs benefit its customers. To bear its burden to defend its
rates, Metropolitan must also show what portion of that benefit accrues to each class of
Metropolitan customers and that Metropolitan’s rates fairly apportion costs to those who benefit
from them. Thus your Manager and Counsel essentially admit Metropolitan has not done the
cost-accounting and rate-design tasks required by industry practice and by law to support
application of the Water Stewardship rate to rates for water transportation.

Similarly, the April 6™ Raftelis Report suggests that the water conservation and local
water supply development efforts funded by the Water Stewardship rate are properly charged to
water transportation customers because those efforts conserve capacity in distribution lines that
can be used for transportation. This reasoning, however, neglects two facts: first, Metropolitan
is not obligated to provide transportation services that it cannot provide due to a lack of
capacity;’ second, we understand that Metropolitan has not in recent years come close to its
capacity to deliver water and does not expect to do so in the years it has forecasted. Thus,
Metropolitan need incur no costs to generate excess capacity ih its system to facilitate
transportation for the SDCWA and others and therefore ought not to assign costs to do so on the
basis of water conservation efforts. Again, Metropolitan’s counter-arguments are simply
unpersuasive and insufficient to justify a rate structure that violates law, industry practice, and
public policy.” :

Conclusion. As demonstrated above, Metropolitan’s proposed rates violate the legal
requirements of Metropolitan’s principal act, Proposition 13 and the statufes implementing it,
and the California common law of utility rate-making. Those rates are also inconsistent with
industry practice. The proposed rates fail to fairly apportion SWP costs and the costs recovered
by the Water Stewardship rate to reflect the actual, reasonable and proportionate costs of the
services for which those rates are imposed.

On behalf of the San Diego County Water Authority we urge your Board not to adopt the
proposed rates, but to instruct Metropolitan staff to propose a revised rate structure that complies
with California Iaw and public policy as expressed by the Legislature and the Metropolitan
Board.

Very truly yours,

Michael G. Colantuone

MGCimge

5 Water Code § 1810,
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98057.6

EXHIBITD
Page 9



EXHIBIT E



MINUTES

REGULAR MEETING OF THE
BOARD OF DIRECTORS
THE KETROPOL:{TAN WATER DISTRICT OF SOUTHERN CALIFORNIA

APRIL 13, 2010

48215 The Board of Directors of The Metropolitan Water
District, of Southern California met in Regular Meeting in the
Board Room located in the building at 700 North Alameda Street
in the City of Los Angeles, State of California, on Tuesday,
April 13, 2010.

Chairman Brick called the Meeting to order at
12:02 p.m.

48216 The Meeting was opened with an invocation by
Lawrence R. Gibbs, Unit Manager, Real Property Development and
Management Group.

48217 The Pledge of Allegiance to the Flag was given by
Director Anthony R. Fellow.

48218 In the absence of Board Secretary Abdo, Chailrman Brick

designated Director Ted Grandsen as Secretary Pro Tem.

48219 Secretary Pro Tem Grandsgen called the roll. Those
answering present were: Directors Ackerman, Ballin, Barbre,
Blake, Brick, Brown, De Jesus, Dick, Edwards, Evans, Fellow,
Fleming, Foley, Friedman, Grandsen, CGray, Griset, Hawkins,
Lewinger, Little, Lowenthal, Morris, J. Murray, K. Murray,
Peterson, Pocklington, Quifionez, Record, Santiago, Steiner,
Vasquez, and Wright.

Those not answering were: Directors Abdo, Arceneaux,
Barrett, Grunfeid, and Wunderlich.

Chairman Brick declared a quorum present.

EXHIBITE
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48220 Chairman Brick invited members of the public to
address the Board on matters within the Board's jurisdiction.

Dennis Cushman, Assistant General Manager, San Diego
County Water Authority, requested that the letters from the
Authority relating to Agenda Items 8-1 and 8-2 regarding
the proposed budget for FY 2010/11 and the recommended
water rates and charges, respectively, be made a part of
Metropolitan's Board Minutes.

48221 There being no objection, Chairman Brick ordered the
reading of the Minutes of the Meeting for March 9, 2010,
dispensed with, a copy having been mailed to each Director.

_ Director Blake moved, secconded by Director Wright and
carried, approving the foregoing Minutes as mailed.

48222 A writtern report of meetings attended by Directors at
Metropolitan expense during the month of March was distributed.

48223 Chairman Brick announced that he has appointed Board
Vice Chair Fern Steiner to be Chair of the Water Planning and
Stewardship Committee, replacing Director James Barrett.

48224 Chairman Brick reported on events in which he
participated, as follows:

e March 12 - Attended the Alliance for Water Efficiency board
meeting in Chicago, Illinois.

¢ March 13 - Accepted on behalf of Metropolitan from the
Water Replenishment District the "WRD's Groundwater
Ambaggador Award for 2010" at its 3rd annual "Treasure
Beneath our Feet' event in Lakewood. The award was
presented in recognition of Metropolitan's water
conservation and education ocutreach efforts.

¢ March 15-18 - Along with Directors Ackerman, Arceneaux,
Ballin, Dick, Fleming, K. Murray, J. Murray, Santiago, and
Wunderlich and Metropolitan's staff, participated in the
Los Angeles Area Chamber of Commerce's annual "ACCESS D.C."
meetings with legislators in Washington, D.C.

EXHIBIT E
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¢ March 22 ~ Along with General Manager Kightlinger, met with
U.S. Department of Interior Secretary Ken Salazar; David J.
Hayes, Deputy Secretary of Interior; and David Nawi, Senior
Advisor to the Secretary of Interior, in Los Angeles.

s April 5 - Met with Congresswoman Napolitano in Pico Rivera.

Chairman Brick commented on the special photo exhibit
on "Water — OQur Thirsty World" being held at the Annenberg Space
for Photography in Century City, from March 27 to June 13. This
exhibit is on display in conjunction with the National
Geographic special edition on waters, including water
congervation.

Chairman Brick announced there will be a Global Water
and Techneology Forum to be held on May 20, 2010, at the Diamond
Valley Lake Visitor Center. This event will feature a lot of
new innovation and technology with regard to water,

Chairman Brick reminded the Board of the Chairman's
Bike Ride on Saturday, April 17, 2010, at Diamond Valley Lake
(DVL) from 8 a.m. to 12 moon, followed by lunch at the DVL
Vigitor Center. Valley-Wide Recreation and Park District will
open its aguatic center for swimming. Free parking will be at
the DVL Marina. Chairman Brick stated that more than 100 riders
have registered for the event.

Chairman Brick reported on the first meeting of the
Blue Ribbon Committee held March 30, 2010, which focused on
Metropolitan's history and current and future challenges. Water
Resource Management Group Manager Deven Upadhyay gave a
background of Metropolitan's planning process for the last
20 years in the development and the emerging challenges of the
new water options as Metropolitan moves to the future, with an
overview of how Metropolitan intends to move forward with its
Integrated Resources Plan. Chairman Brick stated that the Blue
Ribbon Committee material is sent to all Directors and the
member agency managers, and is also posted on Metropolitan's
website.

48225 Regarding Colorado River, Bay-Delta, and CALFED
matters, General Manager Kightlinger referred to the activity
report for March dated March 31, 2010, which was posted to the
Directors' website.

EXHIBITE
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General Manager Kightlinger commented on the series of
water forums taking place to provide outreach in education,
primarily regarding the upcoming water bond, as well as the
water crisis taking place in the Delta, which is being sponsored
by ACWA, Department of Water Resources, and the Latino water
coalition. Metropolitan has been one of the sponscors for the
eventsg held in Southern California.

General Manager Kightlinger reminded the Board cf the
upcoming Scolar Cup event to be held May 14-16, 2010, at
Lake Skinner, with 36 schools having signed up to participate.

General Manager Kightlinger referred to two handouts
at each Director’'s desk: (1) A briefing report put out by the
California State Senate Republicdan Caucus of a study done by the
National Academy of Sciences regarding the Biological Opinions
covering the State Water Project and the Central Valley Project.
{2) A letter from the City of Riverside dated April 12, 2010,
addressed to the Board regarding mitigation measures required
for the RBox Springs Feeder Repailr Phase 32 Project. General
Manager Kightlinger stated that staff would work this matter out
with the staff from the City of Riverside.

48226 Regarding Legal Department activities, General Counsel
Tachiki referred to the General Counsel's activity report for
March dated ARpril 5, 2010, which was posted to the Directors'
website.

General Counsel Tachiki had no further reporit and
stated that a full discusgion on the important pending items
took place earlier today at the Legal and Claims Committee
meeting.

48227 General Auditor Riss presented a report of the Audit
Department's activities for the month of March, dated Maxrch 31,
2010. He stated that during the month five reports were issued:
{1} Transit Reimbursement Program Audit Report; (2) Tax Revenue
audit Report; (3) Consulting Agreements on Hayfield Extraction
Project Audit Report; {4} F. E. Weymouth Treatwment Plant
Coagulant Tank Farm Modifications Audit Report; and

{5} Remarketing Statement for the Water Revenue Refunding Bonds,
2009 Authorization, Series A-1.

EXHIBIT E
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General Auditor Riss gave a brief review of the above-
listed éudit‘reports and stated that Audit Reports (1), (2), and
{3} received opinions that stated the accounting and
administrative controls included those practices usually
necegsgary to provide for a generally satisfactory internal
control structure; and that Audit Report {4) received an opinion
of having a satisfactory internal control structure.

General Auditor Rise stated that the review on Audit
Report (5) consgisted of specific procedures required by the
Remarketing Statement, and that no exceptions were noted.

48228 Ethice Officer Elliott referred to the activity report
for March dated March 31, 2010, which was posted to the
Directors' website. :

gthics Officer Elliott reported that over the past
month the Ethics office has been mostly busy with educational
activities. Dr. Elliott also announced that online programs are
in progress, and that the discrimination and harassment
prevention training is being vetted by the Legal Department and
should be posted on the Directors' website before the end of the
fiscal year. Dr. Elliott stated that another online decision
process on use and misuse of Metropolitan's property for
employees ig in its final development and should be posted on
the Intramet in the next couple of months.

Director RBRlake moved seconded by Director Fleming and
carried, and the Board approved the Consent Calendar Items,
M.I. 48229 tlirough M.I. 48231 as follows:

48229 Adopted the CEQA determinations and (a) appropriated
$1.24 million (Appropriation No. 15438, No. 9, from the Revenue
Ronds, Replacement and Refurbishment or General Funds); and
authorized (b) preliminary design to rehabilitakte Service
Connection DW-CV-2T; {(c) preliminary design of the Intake Power
Line Relocation; (d} final design and equipwent procurement to
replace the standby generator at Hinds pumping plant; and

(e) procurement of four aqueduct isolation gates, as set forth
in the letter signed by the General Manager on March 29, 2010,

48230 Adopted the CEQA determinations and {a) appropriated
$890,000 (Appropriation No. 15441, No. 20, from the Revenue
Bonds, Replacement and Refurbishment or General Funds}); and
authorized (b} final design to rehabilitate three service
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connections on the Upper Feeder; and {(c) a selsmic study of the
Sepulveda Canyon Control Facility water storage tanks, as set
forth in the letter signed by the General Manager on March 26,
2010..

48231 Adopted the CEQA determination and authorized the
General Counsel to amend the existing agreement wilth the
Resources Law Group for assistance on state and federal
Endangered Species Act issues, including development of the
Bay Delta Conservation Plan, to increase the maximum amount
payable by $200,000 to $8%0,000, as set forth in the letter
signed by the General Counsel on March 25, 2010.

48232 Business and Pinance Committee Vice Chairman Lewinger
moved, seconded by Director Lowenthal, that the Board approve
Option #2 in the letter signed by the General Manager on

April 1, 2010, and adopt the CHEQA determination and

(a) determine that the revenue reguirement to be paid from rates
and chargesg is $1.377 billion; (b) approve water rates effective
Januvary 1, 2011; (¢} adopt Resolution 5106 to Impose the
Readinegs-~to~Serve Charge; and (d) adopt Resolution 9107 to
Impose the Capacity Charge, said Resolutions entitled:

Resolution 8106 RESOLUTION OF THE BOARD OF DIRECTORS OF
THE METROPOLITAN WATER DISTRICT OF
SOUTHERN CALIFORNIA FIXING AND ADOPTING
A READINESS-TO-SERVE CHARGE FOR
CALENDAR YEAR 2011

Resclution 9107 RESOLUTION OF THE BOARD OF DIRECTORS OF
THE METROPOLITAN WATER DISTRICT OF
SOUTHERN CALIFORNIA FIXING AND ADOPTING
A CAPACITY CHARGE EFFECTIVE JANUARY 1,
2011

Director Foley moved a substitute motion that the
Board approve Option #3 in the letter signed by the General
Manager on April 1, 2010, and adopt the CEQA determination and
{a) determine that the revenue requirement to be paid from rates
and charges is $1.389 billion for FY 2010/11 (reduced by
approximately $20 miliion to cover full cost of service} and
$1.517 billion for FY 2011/12; (b) approve water rates effective
January 1, 2011, and January 1, 2012; {c¢) adopt Resolution 9106
to Impose the Readinessg-~to-8erve Charge; and (d}) adopt
Resgscolution 9107 to Impose the Capacity Charge.
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Board Vice Chairman J. Murray asked the maker of the
substitute motion if he would consider having staff bring
forward options to the Board to possibly accelerate the second
rate increase to September 1, 2011. Director Foley answered in
the affirmative. Beoard Vice Chairman J. Murray then seconded
the substitute motion as amended.

An extensive discussion took place on the various
options presented to the Board on the water rate increases, bond
ratings, reserves, deduction of additional $20 million from the
budget, Capital Improvement Plan project deferrals, three-year
relling budget, and monies in the PAYGO Fund.

Following the discussion, Director Dick reguested that
the substitute motion as amended be repeated. Generdl Manager

Kightlinger then stated the motion, as follows:

Option #3, as amended:

Adopt the CEQA determination and

a. Determine that the revenue reguirement to be paid from
rates and charges is $1.36¢9 billion for FY 2010/11 and
$1.517 billion for FY 2011/12;

b. Approve an effective rate increase of 7.5 percent and
water ratesg to be effective January 1, 2011 with a
reduction of $20 miilion in the budget to meet the
cost of service objective for FY 2010/11; and approve
a second effective rate increase of 7.5 percent and
water rates to be éeffective January 1, 2012, with
staff directed to bring forward options to the Board
to possibly accelerate that rate increase to
September 1, 2011;

C. Adopt Resolution to Impose the Readiness-to-Serve
Charge at the level provided in Opticn #3; and

d. Adopt Resolution to Impose the Capacity Charge.

The Chair then called for a vote on the substitute
motion, as amended, offered by Director Foley and seconded by
Beoard Vice Chairman J. Murray.

The following is a record of the vote on the
asubstitute motion, as amended:
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byes: Anaheim (Dir. K. Murray, 3,425 votes}), Burbank
(Dir. Brown, 1,818 votes), Calleguas Municipal Water District
(Dir. Grandsen, 7,958 votes), Central Basin Municipal Water
District (Dirs. Hawkins and Vasguez, 11,033 votes), Long Beach
{(Dir. Lowenthal, 3,858 wvotes), Los Angeles (Aves: Dirs.
Fleming, J. Murray, and Quifionez. Absent: Dir. Grunfeld.
40,418 votes), Municipal Water District of Orange County {Dirs.
Ackerman, Rarbre, Dick, and Foley, 34,553 votes), San Fernando
{Dir. Ballin, 148 votes}, Santa Ana (Dir. Griset, 2,027 votes),
Upper San Gabriel Valley Municipal Water District (Dir. Fellow,
7,245 votes), Western Municipal Water District of Riverside
County (Dir. Evans, 7,613 votes). Total 120,096 votes.

Noes:  EBastern Municipal Water District (Dir. Record,
5,711 votes), Foothill Municipal Water District (Dir. Edwards,
1,278 votes), Fullerton {Dir. Blake, 1,445 votes), Glendale
(Dir. Friedman, 2,226 votes), Inland Empire Utilities Agency
{Dir. Santiago, 8,149 votes), Las Virgenes Municipal Water
District {(Dir. Peterson, 1,956 votes), San Diego County Water
Authority {Noes: Dirs. Lewinger, Pocklington, and Steiner.
Absent: Dir. Barrett. 37,176 wvotes), San Marino (Dir. Morris,
412 votes), Three Valleys Municipal Water District (Dir.
De Jesus, 4,942 votes), Torrance (Dir. Wright, 2,242 votes),
West Basin Municipal Water District (Dirs. Gray and Little,
13,902 votes). Total 79,439 votes.

Abgtain: None.

Not Participating: Pasadena (Dir. Brick, 2,033
votes). Total 2,033 votes.

Absent: Beverly Hills (Dir. Wunderlich, 2,158 votes),
Compton (PRir. Arceneaux, 342 votes}, Santa Monica (Dir. Abdo,
2,393 voteg). Total 4,893 wvotes.

The Chailr declared the substitute mbtion, as amended,
passedrby a vote of 120,096 aves, 79,439 nces, 2,033 not
participating, and 4,893 absent.

48233 Chairman Brick announced that Agenda Item 8-1, the
proposed 2010/11 fiscal year budget, has been deferred to May.
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48234 Real Property and Asset Management Committee Chairman
Hawkins moved, seconded by Director Evans and carried, that the
Board adopt the CEQA deterwmination and {(a) affirm the General
Manager's determination that the subject property
{Metropolitan's Parcel No. 1006—1—100, Assessor Parcel No.
323-012-14) cowmprised of 0.170 acre is surplus and carry out
disposition of the property in its current condition; and

(b) market the property for sale on the open market for its fair
market value of $430,000 in a form approved by the General
Counsel, as set forth in the letter signed by the General
Manager on March 16, 2010.

Director Fleming withdrew from the Meeting at
1:06 p.m.

48235 Engineering and Operations Committee Chairman Record
moved, seconded by Director Wright and carried, that the Board
adopt the CEQA determination and:(a) appropriate $1.9 million
{Appropriation No. 15377, No. 31, from the Revenue Bonds,
Replacement and Refurbishment or General Funds); and

{b) authorize final design and pipe fabrication to repair 12
pipe sectiong on the Box Springs Feeder, as set forth in the
letter signed by the General Manager on March 25, 2010.

Director Fleming returned to the Meeting at 1:10 p.m.

48236 Newly appointed Water Planning and Stewardship
Committee Chailr Steiner moved, seconded by Director Wright and
carried, that the Board adopt the CEQA determinatiocn and

. {a) authorize the General Manager to execute a one-year
amendment to the agreement with California Department of Water
Rescurces (o purchase Yuba County Water Agency Component 4
Water; and (b) appropriate $7 million for water transfer
payments, as set forth in the letter 51gned by the General
Manager on March 30, 2010.

48237 Newly appointed Water Planning and Stewardship
Committee Chair Steiner moved, seconded by Director Fleming and
carried, that the Board adopt the CEQA determination and

{a} adopt Resolution 9108 supporting implementation of the Water
Supply Allocation Plan shown as Attachment 1 to the letter
signed by the General Manager on March 30, 2010; (b) maintain a
water supply "Condition 3 -~ Water Supply Allocation';

{¢} implement the Water Supply Allocation Plan at a Level 2
effective July 1, 2010, through June 30, 2011; and {(d) direct
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gtaff to return to the Board in May to update the Board on water
supply conditions and recommend changes to the Water Supply
Allocation Plan Level if appropriate, said Resolution entitled:

RESOLUTION OF THE BOARD OF DIRECTORS OF THE METROPCLITAN
WATER DISTRICT OF SOUTHERN CALIFORNIA IMPLEMENTING ITS
WATER SUPPLY ALLOCATION PLAN FOR 2010 AND ESTABLISHING THE
REGIONAL SHORTAGE LEVEL

48238 Legal and Claims Committee Chairman Quifionez stated
that the committee heard a report on the status of In re Tronox
Incorporated, et al., Chapter 11, Case No. 09-10156 (ALG) in
closed session and that no action was taken.

48239 Legal and Claims Committee Chairman Quiflonez moved,
seconded by Director Edwards and carried, that the Board adopt
the CEQA determination and authorize an increase of §1,575,000
to a maximum amount of 54,825,000 in Morrison & Foerster's
contract for representation in the Bay-Delta cases, as set forth
in the confidential letter signed by the General Counsel on
April 6, 2010.

48240 Communications and Legislation Committee Chairman
Griset moved, seconded by Director Wright and carried, that the
Board adopt the CEQA determination and oppose AB 1664 (Swanson,
D-Oakland) : Metropolitan Water District Act, as stated in the
letter signed by the General Manager on April 92, 2019.

Director Morris requestéd to be recorded as voiting no.

Directors Blake and Peterson requested to be recorded
as abstaining.

48241 The feollowing communication was submitted to the Board
for information:

a. Proposed Water Conservation Plan for fiscal year
2010/11, signed by the General Manager on March 30,
2010C.

48242 Referring to the letter from the San Diego County
Water Authority delegation, dated April 9, 2010, regarding the
taking of a roll call vote for each item, Chairman Brick stated
that the Executive Committee would consider this matter.
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48243 There being no objection, the Chairman adjourned the
Meeting at 1:15 p.m.

TED GRANDSEN
SECRETARY PRO TEM

TIMOTHY F. BRICK

CHATIRMAN

‘a
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