July 9, 2012
Jack Foley
Chairman
Metropolitan Water District of Southern California
P.O. Box 54153
Los Angeles, CA 90054‐0153
RE:

Update on Rate Refinement Discussions (Finance & Insurance Committee Item 7‐a)

Dear Mr. Foley:
We have reviewed the PowerPoint presentation to the Finance & Insurance Committee, item
7‐a, July 9, 2012 RE Update on Rate Refinement Discussions (the PowerPoint). After waiting
more than five years – since the Long Range Finance Plan (LRFP) subgroup of member
agency managers was formed in mid‐2007 to discuss Metropolitan’s Long Range Finance
Plan and “Rate Refinement” – we believe the recommendations described in the PowerPoint
fail to address the right priorities or solutions for Metropolitan.
Metropolitan’s revenues have been insufficient to pay its expenses in five out of the last six
years. Revenue stability and certainty should be a priority, and we agree with the belated
conclusion now reached by Metropolitan staff and the member agency managers that the
use of purchase orders has failed to meet this board objective over the past ten years.
During this time, Metropolitan’s fiscal stability has continued to deteriorate. “Use of the
current rate structure” (however that is defined) will not address Metropolitan’s need for
revenue stability and cannot be relied upon to ensure that there will be a source of revenue
for the multi‐billion investments in the Delta and otherwise that Metropolitan is planning to
make.
Rather than accepting the narrow “priorities” identified by staff and the member agency
managers, we request that a board workshop be scheduled as part of next month’s Finance
& Insurance Committee meeting to consider the elements and priorities of a Long Range
Finance Plan for Metropolitan – a plan that is now long overdue. Metropolitan should not
continue to spend money on water supply projects without evidence describing the need for
these projects, and its member agencies unwilling to pay for them over the long term. We
ask that the subject of take‐or‐pay contracts be considered by the board of directors, along
with any and all other proposed alternatives to reasonably ensure Metropolitan’s recovery
of sufficient revenues to pay its future costs and avoid stranded investments.
At a workshop, the board could consider all issues associated with a Long Range Finance
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Plan, including whether there is any support for ad valorem tax increases and any staff
proposals to address the appropriate allocation of all standby service costs (not just treated
water). We have distributed to the managers and attach to this letter a slide that depicts
projected dry‐year peaking by the Los Angeles Department of Water and Power, based on its
Urban Water Management Plan. The staff’s recent recommendation that all member
agencies “share” this cost is not acceptable to the Water Authority because these costs are
required to be charged to and paid by the member agencies that benefit from
Metropolitan’s expenditures to provide this service. The Water Authority expects to pay the
costs associated with its own peaking – as all agencies should – but cannot and will not ask
our ratepayers to “share” the costs of providing service to other agencies.
We ask that the board of directors take this issue up at the proposed workshop along with all
other issues proposed for consideration by members of the board.
Sincerely,

Lynne Heidel
Director
cc:

Keith Lewinger
Director

Fern Steiner
Director

Doug Wilson
Director

Metropolitan Board of Directors

Attachment: LADWP Historic & Projected Water Purchases from MWD
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