June 11, 2017
Randy Record
and members of the Board
P. O. Box 54153
Los Angeles, CA 90054‐0153
RE:

Board Memo 8-1: Adopt CEQA determination and adopt Ordinance No. 150
determining that the interests of Metropolitan require the use of revenue bonds in the
aggregate principal amount of $400 million to finance a portion of capital expenditures
-- OPPOSE

Chairman Record and Members of the Board:
We OPPOSE Board Memo 8-1 because staff has failed to present information upon which the
Board could reasonably determine that the interests of MWD require an additional $400
million in unplanned borrowing in order to pay capital costs. Contrary to statements made in
the staff Presentation, Board Memo 8-1 and attached Ordinance 150, this action is not
consistent with the budget adopted by the Board in April 2016 or with the plan that was
presented then or until now to pay MWD's capital costs. Rather, this proposed action is
necessary as a result of the hundreds of millions of dollars in unplanned spending that has
occurred prior to and since MWD adopted its budget in April 2016.
In October 2015, the MWD Board adopted Ordinance No. 149, determining that the interests
of MWD then required the use of $500 million in revenue bonds to fund MWD's Capital
Investment Plan (CIP) through June 30, 2018. Although it is difficult to discern, Board Memo
8-1 evidences that more than three-quarters (¾) -- $383.3 million -- of the $500 million was
used to fund unbudgeted expenditures.i Today, with a full year left to go on staff's last
projection, only $37 million of the $500 million is left -- and MWD staff is asking for authority to
borrow another $400 million.ii While staff states that this bond financing will last for the next
five fiscal years (i.e., through FY 2022) or "may last longer," there is no reasonable expectation
that will be the case, based on MWD's track record over the past two years. Moreover, staff
also states that the funds may be used for projects that are not in the budget at all, nor in the
CIP or ten-year financial forecast. In other words, these funds may be spent, as the lion's share
of the last $500 million in bond proceeds was spent, with the MWD Board making decisions on
an ad hoc basis, "adopting" and approving its "budget" ex post facto. This is simply no way to
manage the finances of a multi-billion dollar agency and, we believe, should be a matter of
concern to the MWD Board of Directors.
MWD's costs were allocated and rates set in April 2016 when it adopted the biennial budget,
including rate assumptions projecting capital financing for the two-year period in the amount
of $400 million. At that time, MWD staff recommended and the Board approved payment of
these capital costs by a formula of 40 percent PAYGo and 60 percent revenue debt financing

June 11, 2017
Chair Record and members of the Board
Page 2
based on capital expenditures of $200 million annually.iii Since that time, the MWD Board has
approved expenditures that have greatly exceeded -- by 44 percent -- the capital budget the
Board adopted in April 2016.
In short, it is not accurate to say that the current proposed authorization of $400 million in
revenue bonds is "consistent" with the budget adopted by the Board in April 2016, or with the
Board's adopted plan for payment of CIP costs. Indeed, the only reason staff may make the
representation that this debt is "consistent" with the budget is due to its own practice of
increasing the "budget" every time the Board approves expenditures outside of the budget, and
then calling it the "adopted" biennial budget as though that's happened during the Board
budget process. Even if MWD Board members are able to track this reinvention of reality by
staff, we doubt that investors in MWD bonds are able to do so.
We have no disagreement with parts of Board Memo 8-1 that discuss the wisdom in general of
debt financing a percentage of MWD's capital costs; indeed, we believe that is a prudent
component of long term capital planning. Unfortunately, such a prudent policy gets lost
where, as here, there is no long term resource or financial plan in place.
Sincerely,

Michael T. Hogan
Director
cc:

i

Keith Lewinger
Director

Elsa Saxod
Director

Fern Steiner
Director

Water Authority Board of Directors

Of this amount, $208.3 million was used to make $PAYGo money available to meet O&M expenses and
$175 million was used to buy Delta islands, without any contribution from other state or federal
contractors.
ii
This spending summary does not take into account the $847 million in overcharges MWD collected and
also spent. https://urldefense.proofpoint.com/v2/url?u=http-3A__www.mwdfacts.com_behind-2Dthe2Dnumbers_&d=DwIFAg&c=wT9hcAyWecHwFHlf1ZE3OA&r=snG7bynUGHQrW_cEWZ012Q&m=JHkFKjncT
dS7c4Nnvh7DpZZor18pr4TiCQq18COPt0E&s=Qqxo4xqctSLHIjxooQOK6eAIYWiMsLFGoxDGTiSeiGk&e=
iii
Lacking a long range finance plan to guide and stabilize its water supply investments and rates, MWD's
"policy" for payment of its capital costs has frequently shifted simply to meet MWD's cash flow
requirements. The 2014 biennial budget, for example, recommended payment of capital costs with 100%
cash and planned only to slowly phase in bond financing beginning in 2018 and increasing to 40 percent
by 2020. The 2016 budget recommended use of 40% bond financing only after spending down all of the
cash MWD then had on hand. See attached excerpts from MWD's adopted biennial budgets for fiscal
years 2015 and 2016, and fiscal years 2017 and 2018. Board Memo 8-1 is highly inaccurate and misleading
in describing the April 2016 budget and plan to pay MWD's capital expenditures.

Adopted Budget for Fiscal Years 2015 and 2016: 4/8/2014 8-1 Attachment 10, Pages 9 and 12 of 13
http://edmsidm.mwdh2o.com/idmweb/cache/MWD%20EDMS/003734834-1.pdf)

Adopted Budget for Fiscal Years 2017 and 2018: 4/12/2016 8-1 Attachment 1, Pages 178 and 182 of
315: http://edmsidm.mwdh2o.com/idmweb/cache/MWD%20EDMS/003736595-1.pdf

