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Re: Draft Report: The Cost of Water in San Diego: the SDCWA-IID Water
City of San Diego Transfer and SDCWA Water Rates
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Public Utility Diu’,ict

Dear Mr. Allen:
Heliu Water District

Lakeside Water District

Olivenirain The San Diego County Water Authority has a long track record working closely
Municipal Water District with the business community in San Diego, Southern California and throughout

OteyWaterDistrict the State on public policy initiatives affecting water supply reliability. I am a
Municipal WaDisftM member of the board of directors of the San Diego Regional Chamber of

CarrpPendletan Commerce, and two past Chairmen of the Regional Chamber and San Diego
Marine Carps Base Regional Economic Development Corporation, Vince Mudd and Tom Wornham,

Muiiicipal Water DuNd serve on the Water Authority’s board of directors. We have historically worked
together cooperatively with both the Los Angeles Chamber of Commerce and

Municipal Water Diutrict

d ID b’ with the Los Angeles County Economic Development Corporations, most
Murricipc,laterDirid recently on the successful passage of the 2009 water bill package and bond

San Diegaita Water Datrict measure.
Santa Fe Irrigirliari District

Muricipal Water District

OTHER
REPRESENTATIVE

MEMBER AGENCIES

Carlsbad
Mueicioal Water District

City of Del Mar

City 0f Oceanside

City ai Paway

South Bay Irrigation Drstrict We were very surprised recently to discover a draft report by LAEDC (copy
Vallecitas Water District attached) (Draft Report) that turned up in response to a Public Records Act
MuicipaIWa’Dotrict request to a public agency in Orange County. While we do not yet have all of

Vista lirigarion District the relevant information, we do know from records that are now available that
the origin of the Draft Report was a plan by a group of Metropolitan Water
District member agencies to discredit the Water Authority and its investments in
Colorado River water supplies. It appears that the agencies involved wished to
conceal the identity of the Report’s true sponsors. The records we have

Coanty of San Diego obtained indicate that LAEDC was paid $50,000 for this work. We would
appreciate it if you would let us know who paid for this project.

A public agency providing a safe and reliable water supply to the San Diego region
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I presume you are aware of the litigation that is pending between the Water
Authority and Metropolitan regarding Metropolitan’s water rates and charges,
including charges relating to the transportation of the Water Authority’s Colorado
River supplies that are the subject of the Draft Report. It is not clear, and I
would like to discuss with you how the cost of water in San Diego is relevant to
the LA County Strategic Plan for Economic Development that guides your
selection of projects. We both know how important it is that LAEDC meet its
commitment of offering unbiased economic and policy research. With that in
mind, and in light of the secretive nature of the Draft Report and the likelihood
that it will be the subject of discovery in the litigation, the easiest way to
conclude this matter is for LAEDC to immediately disassociate itself from, and
terminate any further work on the Draft Report.

If LAEDC feels compelled to complete the Report, the Water Authority requests
an opportunity to meet with you and the authors1 of the Report to provide more
complete data. The Draft Report contains a number of incorrect assumptions
and data, omissions and invalid “apples-to-oranges” comparisons.2 In all
candor, I don’t understand why the Water Authority was not contacted earlier in
connection with the preparation of a Report on San Diego water rates. I will
make myself and my staff available to your staff and the authors to ensure that
complete and accurate information is provided. Based on Public Record Act
records, it is my understanding that this opportunity has already been provided
to Metropolitan and the agencies that secretly funded the Draft Report.

Finally, in light of the unusual circumstances, we would also request that any
Final Draft Report be submiffed for peer review by independent, objective and
credible economists jointly selected by the Water Authority and the Metropolitan
Water District.

Since he has been a paid consultant to Metropolitan in past litigation against the Water Authority, we
question whether one of the report’s authors, Dr. Steven Erie, qualifies as an “unbiased” author. He
should be disqualified from further work on the report and any analyses he provided should be
disregarded. A second author, Vladimir Kogan, appears to be an associate of Dr. Erie at the University of
California, San Diego. The Water Authority would like to understand more fully how the authors of the
Draft Report were selected and the ties they may have to the parties to the litigation.
2 A preliminary DRAFT analysis of Errors and Omissions in the Draft Report is attached.
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Thank you for your consideration of these requests. The Water Authority looks
forward to working with LAEDC in the future. Please do not hesitate to call me if
you have any questions; otherwise, we look forward to receiving your response.

Since rely,

Maureen A. Stapleton
General Manager

Attachments

cc: Mayor Jerry Sanders
Mayor Antonio Villaraigosa
Ruben Barrales, President and CEO, San Diego Regional Chamber of

Commerce
Mark Cafferly, President and CEO, San Diego Regional EDC
Water Authority Board of Directors
Metropolitan Water District Board of Directors



Preliminary DRAFT Analysis of
Errors and Omissions in the

DRAFT Los Angeles Economic Development Corporation Study Entitled:
“The Cost of Water in San Diego: the SDCWA-IID Water Transfer and SDCWA

Water Rates”

Assumptions
As with any economic analysis, assumptions are critical. Because the Colorado River
Quantification Settlement Agreement (QSA) agreements and terms are complex, it is
easy to overlook some details of the water transfer agreement that are fundamental to
valuation of this long-term water supply. In reviewing the DRAFT LAEDC Report, a
number of critical assumptions regarding supplies and costs have not been considered,
and other assumptions are incorrect or invalid.

lID Supply Rate and Other Water Transfer-Related Costs
By limiting the time frame to 2015, the DRAFT LAEDC Report provides a distorted
comparison of the cost of MWD and Water Authority QSA supplies. No explanation is
provided why the study is limited to this very short time period. While the commodity
cost of lID water, not including transportation, is higher than the cost of MWD’s Tier 1
and Tier 2 water during the first 15 years of the transfer agreement, in the remaining 30
years of this 45-year agreement, the lID supply rate is projected to escalate at a
significantly lower rate than the total projected cost of MWD water to the Water
Authority. If the contractual time frame of the QSA agreements is taken into
consideration, and if the RTS and Capacity Charges that LAEDC’s DRAFT Report failed
to include are also considered, the lID water supply is projected to become a lower-cost
alternative to MWD. The pending litigation was initiated by the Water Authority to
redress Metropolitan’s action to shift the costs of its acquisition of State Water Project
supplies, and other water supply costs, to the Water Authority through transportation
charges Metropolitan imposes on the QSA supplies. While the Water Authority has
taken steps to manage the long-term risk of the cost of its QSA supplies by linking the
price escalation to an inflation index, there is no such limitation on the future rate
increases that may be imposed by MWD.

The 10-year compound annual growth of MWD’s Tier 1 and Tier 2 Untreated supply
from 2004-2014 are 7.96% and 6.53%, respectively. The 10-year growth of MWD’s
Readiness to Serve Charge and Capacity Charges are 7.98% and 3.78% respectively.
Beginning in 2016 the price per acre-foot for lID supply will be based on the annual
increase in the Gross Domestic Product Implicit Price Deflator (GDPIPD) as published
by the Bureau of Economic Analysis of the United States Department of Commerce.
For comparison purposes to historic MWD rates and charges, the 10-year (2001-2011)
compound annual growth rate for this index is 2.25%, and it is 3.79% over the past 40
years (1971-2011).
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In addition to the supply price paid to lID for water, the Water Authority has committed
to pay a number of other costs that should be reflected in the unit cost of water. These
include:

• $1 14 million in nominal costs to mitigate the environmental impacts of the water
transfer with lID.

• $40 million in nominal costs to lID for socioeconomic mitigation from 2003-2017.
Beginning in 2018, lID will repay the Water Authority $10 million of this amount
based on a set schedule.

• $6 million to lID for previously disputed costs and $50 million for water
conservation projects in the Imperial Valley. This nominal funding served as the
catalyst for indexing the lID supply rate to the GDPIPD (as opposed to indexing
to MWD rates and charges, which was contemplated in the original Water
Transfer Agreement with lID but was subsequently considered to present too
great a risk). By providing these funds to lID the Water Authority not only
created a mechanism to stabilize the lID supply rate increases for the remaining
35-years of the initial transfer agreement term, but also removed the shortage
premium through 2034, which is paid during times of drought, further adding to
the long-term cost effectiveness — and cost-certainty -- of this supply.

From 2003-2047 the Water Authority will have received 6.9 million-acre feet of highly
reliable water from the water transfer, resulting in an average cost of $31 per acre-foot
(adjusted for inflation) for these “other” water transfer costs.

All American and Coachella Canal Lining Projects
The cost of water from the AACLP and CCLP is estimated at $10 per acre-foot per year
(2012 dollars) based on the operations and maintenance (O&M) expenses of the
canals.

Upon substantial completion of the canal lining projects, the United States Bureau of
Reclamation issued a final “secretarial determination” with a total project yield of 77,700
acre-feet per year for the AACLP and CCLP. In addition to this supply, the Water
Authority negotiated an agreement with the Coachella Valley Water District to receive
up to an additional 4,850 acre-feet per year related to the CCLP. For planning purposes
the Water Authority expects to receive approximately 2,500 acre-feet per year from this
source (actual amounts will vary based on environmental mitigation requirements.
From 2007-2011 an additional 13,000 acre-feet has been diverted). Over the remaining
110-years, approximately 8.4 million acre feet will be received from this source. The
limited O&M costs and the additional 4,850 acre-feet per year worth of supply was not
considered in the DRAFT LAEDC Report.

The total nominal project cost of the CCLP was $129 million, of which $87 million was
paid from the State General Fund and Proposition 50 funds. The total nominal project
cost for the AACLP was $319 million, of which $170 million was paid from the State
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General Fund, Proposition 50 funds, and Proposition 84 funds. The Water Authority
debt-financed all environmental mitigation and construction costs that exceeded
available State funding.

Total project costs in the DRAFT LAEDC Report are incorrect, and no consideration
was given to the economic value of a 110-year water supply project. After the period
during which Water Authority debt is retired, only the $10 per-acre-foot (2012 dollars) in
O&M expenses will be required for the 80,000 acre-feet of supply annually.

Over the 110-year term that the Water Authority has rights to the conserved water from
the canals, an estimated 8.4 million-acre feet will be delivered at an average cost of $34
per acre-foot (adjusted for inflation).

Comparison of Water Authority QSA Supplies to MWD Rates and Charges
The graph below depicts the 45-year comparison of the Water Authority’s QSA supplies
to MWD’s Tier 1 and Tier 2 rates. for supplies. This includes the actual and estimated
commodity cost for lID supply from 2003-2047; $31 per acre-foot for “other” water
transfer costs (environmental/socioeconomic mitigation and GDPIPD supply index); $34
per acre-foot related financing the CCLP and AACLP; and $10 per acre-foot for canal
O&M expenses.
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NOTE: Beginning in 2035, either the Water Authority or lID can, if certain criteria are met, elect a
market rate price through a formula described in the lID/Water Authority Conserved Water
Transfer Agreement. For the purposes of this comparison, in 2035 the lID supply rate
was increased by approximately $900/acre-foot in consideration of the variables used to
determine a market-based rate for the transfer water. While the price may in fact be lower,
this estimate provides a reasonable assumption for the purposes of this comparison.

Failure to Recognize Water Shortages from MWD
A central premise of the DRAFT LAEDC study is that the Water Authority could save
money by purchasing water from MWD instead of lID. While the economic analysis
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above shows that basic premise to have limited validity, the DRAFT LAEDC study
completely ignores the fact that MWD does not have sufficient water supplies available
to meet the Water Authority’s near or long-term needs without itself investing in water
supply options that will come at a substantially higher cost that its historical imported
water supplies. In fact, the study fails to mention that, due to water supply shortages,
MWD found it necessary to implement its water supply allocation plan for almost two full
years of the study period, from July 1, 2009, through April 2011. During this period,
MWD deliveries to the Water Authority were cut back by 13 percent. Given these facts,
there is no basis for the assumption in the DRAFT Report that the Water Authority could
have simply replaced its QSA water supplies with additional purchases of lower cost
water from MWD. Just the opposite is the case — the availability of the QSA supplies
helped to reduce water supply shortages that otherwise would have been experienced
throughout the MWD service territory.

QSA-Related Summary
In the early years, supplies from MWD are slightly less costly — to the extent they are
available — than QSA water supplies. Over the remainder of these long term
agreements — which run 45, 75 and 110 years, respectively — water supplies from the
QSA are both far more reliable and less costly than supplies from MWD.

Other Issues
The DRAFT Report discusses a number of other issues relating to the Water Authority’s
investments and water rates that is incomplete and inaccurate. A more detailed
presentation and complete information will be provided to LAEDC in accordance with
our meeting discussion.

###
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DRAFT

The Cost of Water in San Diego: the SDCWA-lID

Water Transfer and SDCWA Water Rates

Los Angeles County Economic Development Corporation
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Gregory Freeman, Steven P. Erie, PhD, Vladimir Kogan, and Theodore Groves, PhD

DRAFT

This report was prepared by the Economic and Poilcy Consulting Practice of the Los Angeles County Economic Development

Corporation (LAEDC).

As the Southern California region’s premier economic development organization, the mission of the LAEDC is to attract, retain

and grow businesses and jobs in the regions of Los Angeles County, as well as to identify trends and to effect positive change on

the local economy.

The LAEDC Consulting Practice offers unbiased, fee-based custom economic and policy research for public agencies and

private firms. The Consulting Practice focuses on economic impact studies, regional industry analyses, economic forecasts and

issue studies, particularly in water, transportation, infrastructure and environmental policy. Projects are selected based on their

relevance to the LA. County Strategic Plan for Economic Development and the potential for the research to shape policy that

supports the LAEDC mission.

444 S. Flower Street, 34th Floor.Los Angeles, CA 90071. (888) 4-LAEDC-1.www.LAEDC.org

0CPRA00024072



DRAFT SDCWA ID Water Transfer Analysis

Abstract

This analysis shows that water from the SDCWA-IID transfer is more expensive than MWD water

(see Exhibits 1-9, 1-10). SDCWA’s rates are going UI) due to three factors: (a) increasing costs for

MWD and lID water; (b) higher capital (debt) costs; and (c) lower water sales, due primarily to

conservation, which means higher fixed costs per unit of water sold. Going forward, SDCWA water

rates will have to continue to increase independent of the cost of MWD water. Two rnaor policy

drivers are greater reliance upon higher-priced lID water (which will make up a growing share of

SDCWA’s water supply as the share of imported water from M\VD is reduced); and escalating

capital costs as principal payments (rather than interest-only payments) fully kick in.

LAEDC Consulting Practice
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DRAFT SDCWA lID Water Transfer Analysis

Executive Summary

The purposes of this report are three-fold: (1) to ascertain the cost to the San Diego County Water

Authority (SDCWA) of water obtained under the SDCWA-Imperial Irrigation District (lID) Water

Transfer; (2) to compile a 10-year history of SDCWA water rate increases compared to Meopolitan

Water District rate increases over the same period; and (3) to analyze SDCWA’s rate structure and

identif’ SDCWA policy drivers and decisions that have raised the cost of SDCWA water deliveries

in recent years. The report relies upon information publicly available and reported by the SDCWA,

III), Metropolitan Water District of Southern California (MWD), and other public agencies.

The report’s major findings are as follows:

(1) The effective cost to SDCWA of water from the lID Water Transfer is higher than

buying the equivalent amount from MWD. The higher cost includes payments for

environmental mitigation. The cost of the water transfer falls when factoring in the state-

subsidized water conserved from lining the Mi-American and Coachella canals, which costs

less than purchasing the equivalent amount from MWD, but the average cost per acre-foot

for the total volume of water delivered to SDCWA under the agreements is still higher than

the rates for water from MWD.

We use a series of exhibits to examine the cost of the SDCWA-IID water transfer. The exhibits

cover the first eight years of the water transfer (2003-2010) and present projections for the next five

years (2011-2015). In particular, we estimate the effective price per acre-foot paid by SDCWA for

water procured under the various agreements governing the transfer and compare this amount to

the price of a similar amount ofwater available from MWD utilizing the same infrastructure.

‘There are three components to the SDCWA cost of the water deliveries associated with the lID

SDCWA transfer, which are presented in turn. First, we consider the cost of water purchased from

lID and exchanged by MWD, which includes payments to lID for the water and to MWD to

convey it (i.e., to exchange it for an equivalent amount of water delivered to San Diego). Next, we

estimate the cost of the water conserved by lining the canals, which consists of the construction

costs for the canal lining projects and the conveyance cost paid to MWD to transport the water.

Finally, we turn to the ancillary payments made by SDCWA as a condition of the transfer, such as

those for local (economic) rnigation and restoration of the Saiton Sea.

The charts on the next page show the SDCWA commodity cost of water (i.e. the amount paid for

the water itself) and the total cost of SDCWA water (i.e. the amount paid for the water plus

transportation and any other charges). MWD Tier 2 rates are included for comparison even though

SDCWA has only rarely bought sufficient water from MWD for these rates to apply.

LALDC ConsuWng Pracce
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DRAFT SDCWA lID Water Transfer Analysis

SDCWA Commodity Cost of Water
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The commodity cost of the water conserved by the canal lining projects is zero; the total cost

includes SI)CWA’s share of the canal lining construction, plus the cost to transport the water.

Comparison of SDCWA Total Water Cost by Source
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For 2003-2010, the average cost to SDCWA per acre-foot of lID Transfer Water is $802. For

combined lID Transfer and Canal Lining Water, the average cost to SDCWA is $619/aL For Canal

Lining Water only, the average cost is $327/af. For the same period, MWD Tier I Water (untreated)

cost on average $375/af while MWD Tier 2 Water (untreated) cost on average $503/af. For 2011-

2015, the projected average cost to SDCWA for lID Transfer Water is S1,043/af. For combined

lID Transfer and Canal Lining Water, the projected average cost is $774/af. For Canal Lining

LAEDC ConsuIng Practice
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DRAFT SDCWA lID Water Transfer Analysis

Water oniy, the projected cost is $450/af. For 2011-2015, the project cost of MWD Tier 1 \Vater

(untreated) is $590/af while the projected cost of MWI) Tier 2 Water (untreated) is $724/af.

(2)(a) Comparing SDCWA and MW.D water rates, 2003-2010, the water supply rates, Tiers 1

and 2 (treated and untreated), for both agencies were the same in 2003. The cumulative

increase in Tier 2 rates for treated and untreated water has tracked closely between the two

agencies and in 2010 were still the same or only very slightly different. In contrast, SDCWA

water supply charges for Tier 1 treated and untreated water have increased more quickly

than MWD rates since 2003.

For 2003-2010, SDCWA Tier 1 rates per acre-foot rose 83% for treated water and 63% for

untreated water. During this period MWD Tier 1 rates rose 72% for treated water and 49% for

untreated water. In 2010, SDCWA supply rates for Tier I treated water were $46 per acre-foot

higher for treated water and $48 per acre-foot higher than MWD for untreated water.

(2)(b) The rate SDCWA charges its member agencies increased, 2003 to 2010 by between

62% and 91%, depending on the type of water bought. Full service Tier 1 untreated water

increased $342/af to $786/af—a 77% increase—while Tier 1 treated water increased by

$475/af to $1,001/af —a 90% increase.

The SDCWA water supply charges (2)aabove do not represent a complete water rate picture,

since SDCWA member agencies also pay transportation, customer service, storage charges and a

share of the readiness-to-serve and capacity charges levied by MWD. From 2003 to 2010, the

transportation rate increased by 22%, from $55/af to $67/af. For the same period, SDCWA

average customer service and storage charges rose 140%, from $44/af to nearly $106/af. During this

period SDCWA’s cost per acre-foot for MWD RTS and capacity charges increased by a combined

$19/af to almost $81/af.

There are four factors driving the increase in the average SDCWA customer service and storage

charges per acre-foot. First, the customer service charge has shown an average increase of

approximately 4 -5% annually based on inflation in the cost of employee wages and benefits plus

growth in the conservation program. Second, the storage charge, which pays the debt service on the

$1.6 billion Emergency Storage Project, has more than doubled since 2003.

Third, sales of SDCWA water declined, falling 20% (124,110 acre-feet) from 2003 to 2010. The

declining water sales would have pushed up the average fixed charge per acre-foot even if the fixed

charges had remained flat. The primary source of SDCWA operating revenue is water sales, which

generate revenue based on water rates and the amount of water purchased by customers. With

water s’ales falling, water rates must go up if revenues are to cover total costs. This pressure to

increase rates will be keenly felt by SDCWA (and other organizations characterized by large fixed

costs), because its fixed costs are being spread over fewer units of water sold. Fourth, SDCWA is at

the same time increasing its fixed costs by investing in major capital projects including storage and

other water reliability projects. Higher fixed costs will necessarily translate into increased water rates.

L4EDC Consulting Practice iii

0CPRA00024076



DRAFT SDCWA lID Water Transfer Analysis

(3) Regarding policy drivers, the SDCWA rate increases reflect higher water supply rates,

transportation charges and fixed costs. Metropolitan Water District rate increases represent

the largest, but not the sole, cost driver. Growing conservation (falling volume of water

sold), higher fixed costs, and the price of water purchased from the Imperial Irrigation

District account for between one-sixth and one-third of the rate increases for SDCWA

member agencies. Non-MWD cost will account for an increasing share of SDCWA rate

increases over the next decade.

Ybe risin,g cost ofwaler siqp/y accounts/b,’ between 58% and 71% ofthe total increase SDCWA water rates, 2003

to 2010, dependiig on whether the water was Tier I or Tier 2, treated or untreated. For full service Tier 1

untreated water, for example, the water supply charges contributed to 6O% of the overall increase,

with rising MWI) water supply rates accounting for 46% of the total cost increase, and SDCWA

increases accounting for l4%. The SDCWA increase most likely reflects the higher cost of water

from the lID transfer, hut may include other factors.

Increases in MW’D readiness-to-serve and capaci’ chaiges account/or behreen 13% and 19% of the total increase

SDCW7A water rates, 2003 to 2010. For frill service Tier I untreated water, for example, MWD RTS

and capacity charges accounted for 18% of the total increase. The increase reflects: (I) higher MWD

rates; and (2) fewer acre-feet bought (because the RTS charge is calculated based on average lagged

sales, falling sales do not directly translate into lower RTS; also, since other agencies are also buying

less, SDCWA’s share of the WI’S charge doesn’t necessarily fall when its sales fall.)

Higher traniporz’ation charges accountedfbr 3-4% of the overall increase in SDCW/A water rates, 2003 to 2010.

For full service Tier I untreated water, for example, transportation charges accounted for 4% of the

total increase.

Intreases in the aeny rfixed costs accountedJbr between 13% and 19% of the total increase SDCWA water rates,

2003 to 2010. For full service Tier I untreated water, for example, higher fixed costs (including

customer service and storage charges) accounted for 18% of the total increase. The higher fixed

costs reflect both an absolute increase in fixed costs (12% of the total increase) and the need to

spread the fixed costs over a smaller number of acre-feet (6% of the total increase). Successful water

conservation lowered total water sales which necessitated higher fixed costs per acre-foot sold,

These factors have similarly affected most other water agencies in Southern California faced with

declining s’ales, including M’VD.

Overall, MWD increases in water suppiy and fixed charges accounted for between 64% and 84% of

the total increase in SDCWA rates, while SDCWA increase (in water supply rates, transportation

charges and fixed costs) accounted for between 16% and 36% of the total increase. For Tier 1

untreated water, MWD accounted for 64°/b of the increase and SDCWA accounted for 36%,

Going forward, SDCWA rates will likely rise based on the agencies mix of water supply and

increases in capital costs. The per acre-foot cost of lID water has exceeded the price of comparable

water available from MWD. The gap will remain during the next decade of lID transfers, and the

difference between SDC\VA rates and MWD rates will likely grow larger as the water authority

LAEDC Consulting Practice iv
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DRAFT SDCWA lID WaterTransler Analysis

increases its reliance on higher cost water procured through the water transfer. In 2010, lID and

canal lining water represented 26 percent of SDCWA water supplies; by 2020, this figure is projected

to grow to nearly a third of SDCWA total supplies.

Recent SDCWA capital projects, designed to increase reliability of water supply and reduce

dependence on water imported by MWD, have resulted in substantial new costs. Total SDCWA

debt outstanding, 2003-2010, grew from $864 million to $2.45 billion—a 198% increase. The cost of

debt repayment will continue growing after 2015, when principal payments on the debt For these

projects fully kick in. lID water, costs associated with the emergency storage program, and lower

sales (due to conservation, weather, and the economy) represent significant causes of higher water

rates for SDCWA member agencies.

LAEDC Consulting Practice v

0CPRA00024078



DRAFT SDCWA lID Water Transfer Analysis

Section 1: Cost of the SDCWA-IID Water Transfer

Introduction

The initial agreement for the rural-to-urban water transfer between the Imperial Irrigation District

(lID) and the San Diego County Water Authority (SDCWA) was signed in April 1998. Yet, the

water transfer was only made possible by several agreements signed in October 2003 by lID,

SDCWA, and several other entities, including the United States of America, the Coachella Valley

Water District (CVWI)), and the Metropolitan Water District of Southern California (MWD). These

include the Quantification Settlement Agreement (QSA), the Exchange Agreement, and the

Allocation Agreement.

The Quantification Settlement Agreement (QSA) was prompted by then-Secretary of the Interior

Gale Norton’s declaration that California must restrict itself to its 4.4 million acre-feet allonent of

Colorado River water or face cutbacks. The QSA “settles a variety of long-standing disputes

regarding the priority, use, and transfer of Colorado River water and established the terms for

further distribution of Colorado River water.. .for up to seventy-five (75) years based up on the

water budgets set forth therein.”1 Specifically, the QSA allows for the transfer of up to 300,000 acre-

feet of water annually from lID to SDCWA, CVWD and MWD, including the IID-SDCWA

transfer.

Water is moved from the Imperial Valley to San Diego under the terms of the Amended and

Restated Agreement between the Metropolitan Water District of Southern California and the San

Diego County Water Authority for the Exchange of Water (Exchange Agreement). The Exchange

Agreement creates a virtual “pipe within a pipe” for San 1)iego, by guaranteeing capacity not subject

to availability. In practice, for a fee called the “exchange rate,” MWD takes delivery of lID water at

its Lake Havasu intake inlet on the Colorado River and delivers an equivalent amount of water to

SDCWA at one of five San Diego pipelines.2The fee is equivalent to MWI)’s standard conveyance

rate applicable to all member agencies for transporting Colorado River water to the district’s service

area. The exchange rate is equivalent to the transportation charges included in rates paid for water

purchased from M\X1), except the water mated under the exchange qgreement is not inchided in calculations ofthe

M1VD Reacliness-to-Serue charge, a fee shared among MWD members based on total water deliveries.

SDCWA signed the Exchange Agreement, which had previously been the subject of disagreement

and litigation, in part because the separate Allocation Agreement granted it rights for 110 years to

water conserved by the lining of the All-American and Coachella canals. SDCWA gave up its pursuit

of a more favorable exchange rate on the lID transfer to secure the canal lining water.

In this section, we use a series of exhibits to examine the cost of the SDCWA-IID water transfer.

The exhibits cover the first eight years of the water transfer (2003-2010) and present projections for

the next five years (2011-2015). In particular, we estimate the effective price per acre-foot paid by

SDCWA for water procured under the various agreements governing the transfer and compare this

price to the price of a similar amount of water available from MWD utilizing the same infrastructure.

We find that the effective cost to SDCWA of water from the transfer, including payments for

environmental mitigation, is higher than buying the equivalent amount from MWD. The cost falls

when the subsidized water conserved from lining the canals, which costs less than purchasing the

equivalent amount from MXVI), is Factored in, but the average cost per acre-foot for the total

t.AEDC Consulting Practice
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volume of water delivered to SDCWA under the agreements is still higher than the rates for water
from MWD. This finding assumes that MWD would be willing and able to supply SDCWA an
equivalent amount of water, which was the case over the years 2003-2011. We have not assessed
whether the assumption is valid beyond 2015.

tAEDC Consulting Pracce 2
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Water Deliveries

Under the terms of the water conservation and transfer agreements that make up the IID-SDCWA

transfer, lID will conserve up to 200,000 acre-feet of water annually from its Colorado River

allotment for transfer to San Diego. lID has sole discretion in determining how to conserve the

water, with the caveat that water may be conserved by fallowing farmland only during the first

fifteen years of the deal. ‘The transfer will be in effect for 45 years, after which it may be renewed for

an additional 30 years. The volume of lID water transferred each year will ramp up gradually until

reaching the full 200,000 acre-feet in 2021.

SDCWA will also receive, for 110 years, 56,200 acre-feet of water conserved annually by the lining

of the All-American Canal and 21,500 acre-feet conserved each year by the lining of the Coachella

Canal. (Lining the earthen All-American and Coachella canals with concrete prevents losses due to

seepage. In addition to the water for SDCWA, a further 16,000 acre-feet of water conserved by the

lining projects has been allocated to several bands of Mission Indians in northern San Diego

County——the San Luis Rey Settlement Parties - —to settle a long-standing dispute over water rights.)

The volume of annual water deliveries from 2003 through 2015 under the agreements covering the

IID-SDCW’\ transfer is shown in Lxhihit 14.

lID
All American Coachefta JMterfroni TotaHIDHf

Calendar ‘‘ Tra
Canal Lrnlng Canal Ung Canaftining Canal Water

n er1, Poject(at) Pject(4 Projects (at) Supphed

2003 10,000 - - 10,000

2004 20,000 - - 20,000

2005 30,000 - - 30,000

2006 40,000 - - 40,000

2007 50,000 - 21,500 21,500 71,500

2008 50,000 8,000 21,500 29,500 79,500

2009 60,000 54,000 21500 75,500 135,500

2010 70,000 56,200 21,500 77,700 147,700

Total ‘03-’10 330,000 118,200 86,000 204,200 534,200

2011 80,000 56,200 21,500 77,700 157,700

2012 90,000 56,200 21,500 77,700 167,700

2013 100,000 56,200 21,500 77,700 177,700

2014 100,000 56,200 21,500 77,700 177,700

2015 100,000 56,200 21,500 77,700 177,700

Total ‘11-15 470,000 281,000 107,500 388,500 858,500

The steady increase in the volume ofwater in the IID-SDCWA transfer column is based on the lID

SDCWA Water Transfer Agreement Delivery Schedule. The water conserved from the canal lining

projects is based on i-he Allocation Agreement. The ramp up in water from the lining of the All-
American Canal reflects the completion of that project in phases.

EDC Consulting Practice 3
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SDCWA Cost of Water Deliveries

‘There are three components to the SDCWA cost of the water deliveries associated with the III)

SDCWA transfer, which we present in turn. First, we consider the cost of water purchased from lID

and exchanged by MWD, which includes payments to Ill) for the water and to MWD to convey it

(i.e., to exchange it for an equivalent amount ofwater delivered to San Diego). Next, we estimate the

cost of the water conserved by lining the canals, which consists of the construct-ion costs for the

canal lining projects and the conveyance cost paid to MWD to transport the water. Finally, we turn

to the ancillary payments made by SDCWA as a condition of the transfer, such as those for local

(economic) mitigation and restoration of the Salt-on Sea.

(1) Cost of lID Water

Exhibit 1-2 presents the amount of lID water transferred annually to SDCWA, and the

corresponding payments to lID (for the water) and to IVIWD (for its conveyance.

SDCWA Pymets toll D arI MW[foijiD Water

Water D
1yinents Exchange Payments

CalendarYear - Delivered :‘á. OlID - :LOMIND -‘ -

- Otl

-

- (af) - - . *iiY. ($14.

2003 10,000 $258 $2.58 $253 $2.53 $5.11

2004 20,000 267 5.34 253 5.06 10.40

2005 30,000 276 8.28 258 7.74 16.02

2006 40,000 286 11.44 258 10.32 21.76

2007 50,000 296 14.80 258 12.90 27J0

2008 50,000 301 15.15 278 13.90 29.05

2009 60,000 350 21.0 278/314 17.40 44.40

2010 70,000 405 28.35 314 21.98 50.33

Total ‘03-10 330,000 -- $112.94 — $91.83 $204.77

2011 80,000 446 35.68 372 29.76 65.44

2012 90,000 491 44.19 396 35.64 7983

2013 100,000 540 54.0 416 41.58 95.58

2014 100,000 594 59.40 437 43.66 103.06

2015 100,000 624 6240 458 45.84 108.24

Total ‘11-15 470,000 — $255.67 -- $196.48 $452.15

The transfer volume is from Exhibit 1-1. The lID rate, including projections, is based on the Fifth

Amendment to the SDCWA-IID ‘l’ransfer Agreement (December 21, 2009). The rate paid in

calendar year 2009 was increased six months into the year, from $347 per acre-foot to $353 per acre-

foot; the rate in the table is the annual average. ‘The anounts paid to lID reflect payments for water

in the year it was delivered.

We have included the actual M\Vl) exchange rate for 2003 through 2011 and assumed a fire percent

annual increase thereafter.3The exchange rate also increased mid-year in 2009, from 5278/Al’

through August 31’ to 5314/AF beginning September 1’.
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(2) Cost of Conserved Canal Water

Exhibit 1-3 presents SDCWA payments for water conserved by lining the All-American and

Coachella canals. This water was a particularly good deal for SDCWA. ‘I’he conserved water, which

otherwise would have gone to MWD, was assigned to SDCWA for 110 years under the Allocation

Agreement.4Further, as shown in Exhibit 1-4, the state paid just over two-thirds of the construction

costs of the canal lining projects.

Water Water &change Payments Cstudon TO[
Calendar Yedr Dehvered Rate IoMWD Coat

(at) ($J ($/af) $mli) (f)

2003 — — — — — —

2004 — — — — — —

2005 — — —
— —

2006 — — — —
— --

2007 21,500 0 $258 $5.55 $34 $6.28

2008 29,500 0 278 8.20 34 9.20

2009 75,500 0 287 21.67 34 24.23

2010 77,700 0 314 24.40 34 27.04

Total ‘03-10 204,200 — -- $59.81 — $66.75

2011 77,700 0 372 28.90 34 31.54

2012 77,700 0 396 30.77 34 33.41

2013 77,700 0 416 32.32 34 34.96

2014 77,700 0 437 33.95 34 36.59

2015 77,700 0 458 35.59 34 38.23

Total ‘11-15 388,500 0 -- $161.54 — $174.73

The volume of conserved water is from Exhibit 1-1. The Allocation Agreement granted the

described volume of conserved water to SDCWA, which is reflected in no additional cost for the

water itself. The Exchange Agreement covers the conveyance of the conserved water. The rates are

copied from Exhibit 1-2, except 2009 for which we have combined the two rates in effect that year

into the annual average. ‘I’he construction cost is our estimate of SDCWA’s share of the lining

project, plus interest. The derivation of the construction cost is presented in Exhibits 1.4 and 1-5.
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Exhibit 1-4 shows construction costs of lining the canals. (The projects built a new concrete-lined

canal parallel to the existing earthen one sand then diverted water to the new canal.) The All-

American Canal lining project cost $250.39 million according to the state’s Strategic Growth Plan

Bond Accountability website. SDCWA paid about 32 percent of the cost; the state paid the rest. The

Coachella Canal lining project cost $119.7 million according to SDC\VA press releases. SDCWA

paid about 30 percent of the cost; the California Department of \Vater Resources paid the

remainder.

a

can

:.;‘“

:Cans :anal
;:.ToW.: s.

State of California $126.00 - $126.0

Proposition 84 34.74 - 34.74

Other Stale Bond 9.65 - 9.65

CA Dept of Water Resources - $83.60 83.60

SDCWA 80.0 36.10 116.10

Subtotal $250.39 $119.70 $370.09

Interest 375.59 179.55 555.14

Total $625.98 $299.25 $925.23

We added estimated interest based on a 30-year bond at 5 percent (a typical rate for long-term

California government bonds) to reflect the opportunity cost of the investment in lining the canals.

In Exhibit 1-5, we spread the total construcnon costs over the total 8.55 million acre-feet of water

granted to SDCWA under the Apportionment Agreement to arrive at an estimate of construction

cost per acre-foot of xvater.

;:.;:...:. .:..r: .r .1k .::BothCanaIs.: Costp&AF
(Smil) .: i:.. ($1a9

Waler Provided Annually (af) 77,700 -

Years Water Supplied 110 -

Total Water Supplied (at) 8,547,000 -

Construction Costs including interest) $925.23 -

SDCWA Share $290.25 $34.0

The total construction cost, including interest was $925.2 million, of which SDCWA paid

approximately $290 million (31 percent), for 8.55 million acre-feet of water, or about $34 per acre-

foot.

a
ItLAEDC Consulting Practice 6

0CPRA00024084



DRAFT SDCWA lID Water Transfer Analysis

(3) Other Costs Associated with the Transfer

SDCWA makes additional payments to offset the expected third-party impacts of the transfer of

water from rural Imperial Valley to urban San Diego. These mitigation payments, taken from QSA

Water Conservation and Transfer Project Annual Implementation Report(s), are presented in

Exhibit 1-6.

2004 2.05 1.03

2005 3.11 1.10 17.99

2006 5.25 1.31 6.57

2007 0.00 5.60 5.60

2008 6.00 4.36 10.36

2009 0.00 8.14 8.14

2010 2.94 2.77 5.71

2003-10 Totals $19.45 $26.66 $59.90

2011 2.94 3.08 - 6.02

2012 2.94 3.50 - 6.44

2013 2.94 - 5.25 8.19

2014 2,94 5.29 - 8.23

2015 2.94 -
6.08 -

9.02

Total 11-’15 $14.70 $0.0 $23.20 $0.00 $37.89

lID established a “Local Entity” to administer the receipt and disbursement of socioeconomic

impact mitigation payments made by SDCWA and liD, i.e. funds intended to mitigate the impact of

fallowirig farmland in the Imperial Valley to conserve water for transfer. Under the terms of a

settlement agreement with lID in 2007, SDCWA will contribute a total of $40 million to address

third party impacts of fallowing through 2017. The $40 million will consist of the $10.48 million

already paid at the time of the settlement, a $6 million payment in 2008, and annual payments of

$2.94 million, 2010 through 2017.

Natural Community Conservation Planning (NCCP) is a specific type of Habitat Conservation

Program (HCP), one which aims for a cooperative, “ecosystem approach to planning for the

protection and perpetuation of biological diversity.”6The NCCP and other HCPs are run by the

California Department of Fish and Game’s Habitat Conservation Planning Branch.

The Quantification Settlement Agreement (QSA) Joint Powers Authority (JPA) administers fundmg

for environmental mitigation related to QSA water transfers, including the SDCWA-IID transfer,

and is comprised of representatives from the California Department of Fish and Game (DFG),

CVWD, lID, and SDCWA.7

tAEDC ConsuWng Practice
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The Sal’ron Sea Restoration Fund (SSRF) was established by the state legislature as part of the QSA.

Administered by DFG, the SSRF is used for environmental and engineering studies and other

activities related to the restoration of the Salton Sea.8

SDCWA also made payments totaling $50 million to lID not shown in Exhibit 1-6. These payments,

intended to allow Ill) to invest in water consenration programs, represent prepayments for future

water deliveries (rather than additional charges) and thus do not affect the unit cost of water under

the transfer.

(4) Summary of SDCWA Costs

The next two exhibits show the effective cost to SDCWA of water from the ITD-SDCWA transfer.

Exhibit 1-7 combines the cost of lID water (Exhibit 1-2) and the other payments associated with

the transfer (Exhibit 1-6) and divides by the amount of water provided (Exhibit 1-1) to arrive at the

effective cost to SDCWA per acre-foot of lID water. Exhibit 1-8 (on the next page) adds in the

supply of conserved canal water (Exhibit 1-1) and its cost (Exhibit 1-3) to estimate the effective cost

to SDCWA of all water procured under the aegis of the IID-SDCWA transfer.

I>:’’[
DCWA Cttf 1W Water *per Acre Foot}

C ci Year Delivered Conveyance Other Costs Total Cost Unlt Cost
a en ar ($mH) (Smil) ($taf)

• . .
.

.:.:.
. .

• 2003 10,000 $5.11 $2.44 $7.55 $755

2004 20,000 10.40 3.08 13.48 674

2005 30000 16.02 17,99 34.01 1,134

2006 40,000 21.76 6.57 28 33 708

2007 50,000 27.70 5.60 33.30 666

2008 50,000 29,05 10.36 39 41 788

2009 60,000 44.40 8.14 5254 876

2010 70,000 50.33 5.71 5604 801

2003-10 Totals 330,000 $204.77 $59.90 $264.66 $802

2011 80,000 65.44 6.02 71.46 893

2012 90,000 79.83 644 86.27 959

2013 100,000 9558 8.19 103.77 1,038

2014 100,000 103.06 8.23 111.29 1,113

2015 100,000 108.24 9.02 117.26 1,173

Total 11-’15 470,000 $452.15 $37.89 $490.05 $1,043

During the first eight years of the transfer, the lumpiness of the payments for environmental and

economic planning, mitigation and restoration creates a wide range for the annual estimates of the

effective cost per acre-foot of lID water. The average cost for the 330,000 acre-feet delivered from

2003 to 2010 was $802 per acre-foot. The cost is projected to rise to an average of $1,043 per acre-

foot over the next five years of the transfer.

LAEDC Consulting Practice 8
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The inclusion of the conserved canal water lowers the average cost for the 534,200 acre-feet
delivered from 2003 to 2010 to an estimated $619 per acre-foot. The cost is projected to rise to an
average of $774 per acre-foot over the next five years of the transfer, $269 per acre-foot less than
the cost of lID water alone during the same period.

Exhibit 1-8 presents only the cost to SDCWA of the water. It does not include the portion of the
canal lining construction costs paid by the state. Nor does it include the value of avoided readiness-
to-serve RTS) charges. The RTS charge is shared among MWD member agencies in proportion to
the rolling 10-year “average of deliveries (including exchanges and transfers) through Metropolitan’s
system” but excludes water sales under the Local Resources Program and several other categories.
Under the Exchange Agreement, the lID water and the water conserved from the canal lining
projects are both treated as local water. This designation makes SDCWA’s deliveries more secure
than they would be otherwise during shortages on the Colorado River and also has the effect of
excluding the deliveries from the calculation of SDCWA’s share of the RTS charges.9

PLAEDC Consulting Practice 9
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Adding in the conserved canal water lowers the effective price per acre-foot of all water supplied

under the IID-SDCWA transfer. For the conserved water, SDCWA pays only the exchange rate (to

convey the water) and its portion of the lining projects’ construction costs.

2004 20,000

2005 30,000 3401 — 3401 1,134

2006 40,000 28.33 — 28.33 708

2007 71,500 33.30 $5.55 38.85 543

2008 79,500 39,41 920 48.61 611

2009 135,500 52.54 24.23 76.77 567

2010 147,700 56.04 27.04 83.08 562

2003-10 Totals 534,200 $264.66 $66.75 $330.68 $619

2011 157,700 71.46 31.54 103.01 653

2012 167,700 86.27 33.41 119.67 714

2013 177,700 103.77 34.96 138.73 781

2014 177,700 111.29 36.59 147.88 832

2015 177,700 117.26 38.23 155.48 875

Total ‘ll-’lS 858,500 $490.05 $174.73 $664.78 $774
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Comparison of Water Supply Cost

Next, in Eachibit 1-9, we compare the cost of supplies from four possible sources of SDCWA water:

conserved water from lining the Coachella and All-American canals, MWI) Tier 1 supplies, M\XT1)

Tier 2 supplies, and Colorado River water purchased under the lID transfer agreement. SDCWA has

only rarely purchased enough water from Metropolitan that it has been subject to Tier 2 rates.

MWD Tier 2 rates are included nonetheless for comparison, particularly since SDCWA negotiated

the lID transfer with the expectation that, under the status quo, it would be at least partially subject

to Tier 2.

The Tier 1 supply rate covers Metropolitan’s cost of maintaining a reliable amount of supply, while

the Tier 2 supply rate is set to reflect Metmpolitan’s cost of developing additional supply to

encourage efficient USC of local resources. MWD member agencies can purchase up to 90 percent of

their initial base firm demand (i.e. their highest annual delivery of water from MWD between fiscal

years 1989-90 and 2001-02, inclusive) at the Tier I supply rate provided they have signed a purchase

order commitment. Deliveries that exceed cN) percent of the initial base firm demand in a year are

subject to the Tier 2 supply rate.1°

The comparison here is strictly the cost of the water itself, exclusive of any additional

charges, such as system access, transportation, and environmental mitigation fees.

2004

2005
2006

2007

2008
2009
2010

2003.10
2011

2012

2013
2014

2015
11-’15

73 267

73 276

— 73 169 286

$0 73 169 296

0 73 171 301

0 106 250 350

0 101 280 405

$0 $89 $219 $324

0 104 280 446

0 106 290 491

0 111 305 540

0 117 320 594

0 123 336 624

$0 $112 $307 $544

SDCWA does not incur any charges to acquire the conserved canal water. The MWD Tier 1 and

Tier 2 supply charges, 2003 through 2012, are MWD supply rates, i.e. the cost-of-water component

in the frill service rates, to which water supply surcharges, system access fees, water stewardship

charges, system power charges, and treatment surcharges are added. The supply charges were
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estimated for 2013 through 2015 based on a five percent annual increase. The 2003-2010 and

2011-2015 rate totals are weighted averages calculated as if M\X1D Tier 1 or Tier 2 supplies had been

substituted for actual SDCWA water deliveries from lID and conserved canal water.

The lID water charges are the amount paid by SDCWA to lID for water under the transfer

agreement. The 2003-2010 and 2011-2015 rate totals are weighted averages based on actual and

scheduled deliveries of water.

Even though the ultimate source of the water in all four cases may be the same (the Colorado

River), the terms under which it is acquired lead to wide variation in cost. Based on the purchase

cost of the water, the canal lining project makes financial sense for SDCWA. The cost ofwater from

liD, on the other hand, is considerably higher than an equivalent amount of water purchased from

MWD at Tier 1 or Tier 2 supply rates.

Summary of SDCWA Cost of Water per Acre-Foot, by Source

Exhibit 1-10 summarizes the total cost to SDCWA of water from five available sources, in

increasing order of cost: lining the Coachella and All American canals; MWD Tier 1 supplies

(untreated); MWD Tier 2 supplies (untreated); the IID-SDCWA transfer, including conserved canal

water; and the IID-SDCWA transfer alone. Here we are comparing the full cost of untreated water,

including transportation charges, system access charges and any mitigation costs. (We have not,

however, added the fixed RTS costs to the MWD rates since the RTS is based on a rolling 10-year

average of deliveries and we do not have access to sufficient historical data to estimate how

SDCWA’s share of the RTS would have been affected in the absence of the lID transfer.)

:::.

Comp3nson o SDCWA Water Cost Souroe
{SperMre Foot)

• 2 Combined liD

Calendar Y
CatialUrnng

(at) ,($M)

2003 — $326 $407 $755 $755

2004 — 326 407 674 674

2005 — 331 412 1,134 1,134

2006 — 331 427 706 708

2007 $292 331 427 543 666

2008 312 351 449 611 788

2009 321 436 540 567 876

2010 348 484 594 562 801

2003-10 $327 $375 $503 $619 $802

2011 406 527 652 653 893

2012 430 560 686 714 959

2013 450 588 720 781 1,038

2014 471 617 756 832 1,113

2015 492 648 794 875 1,173

‘11-’15 $450 $590 $724 $774 $1,043
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The subsidized conserved canal water is the least expensive, since SDCWA pays oniy the exchange

rate to convey the water and its share of the canal lining construction costs. The cost of the

conserved canal water is based on Exhibit 1-3; it is the total cost to SDCWA divided by the amount

of water supplied. The MWD Tier 2 supply rates for untreated water from 2003 to 2012 are from

MWD; those for 2013 through 2015 were estimated based on an assumed increase of five percent

annually. The 2003-2010 and 2011-2015 totals are a weighted average based on actual and scheduled

annual deliveries of water from all sources under the IID-SDCWA transfer. The effective cost of the

lID and canal lining water is from Exhibit 1-8; the effective cost of the lID water alone is from

Exhibit 1-7. (The total cost of water from the liD transfer is compared with the total cost of the

same volume of water purchased at Metropolitan Tier I and Tier 2 rates in the Appendix.)

The comparison in Exhibit 1-10 assumes that MWD would be willing and able to supply SDCWA

an equivalent number of acre-feet of water at Tier 1 and, where applicable, Tier 2 rates. Based on

MWD’s Water Surplus and Drought Management reports, this was the case for the years 2003 to

2011. During these years an equivalent volume to transfers From lID could have been delivered by

foregoing the creation of the conservation surplus in Lake Mead, withdrawing water from Diamond

Valley Lake, maximizing the number of acres of farmland fallowed in Palo Verde Valley, and in 2005

only, reducing deliveries to the Desert Water-Coachella Valley Service Connection.12We have not

assessed whether the assumption would be valid beyond 2015 as water deliveries under the lID

SDCWA transfer continue to increase.

The comparison does not consider differences in long-term reliability among the sources. SDCWA

might reasonably argue that additional cost of the Ill) water in excess of the cost of MWD supplies

should be viewed as an insurance premium. Just as it is prudent to have paid one’s fire insurance

premiums even if one does not suffer a fire, SDCWA could argue that it is worth paying for the

greater reliability offered by the lID water, even if conditions under which such reliability would

matter do not materialize. Such an argument would be predicated on the transferred water in fact

being more reliable, an assumption that might be tested by the need to mitigate the impact of the

transfer on the Safton Sea.
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Section2: SDCWA and MWD Water Rates Comparison

In this section we compare the S1)CWA and MWD water rates since 2003. The choice of 2003 as

the reference year reflects the shift in rate structures at both water agencies that year. We start with

MWD water rates, 2003 through 2012, and then turn to the various components of SDCWA rates,

2003 through 2010. All figures in this section are presented in nominal (non-inflation adjusted)

dollars. Cumulative inflation from 2003 through 2010, based on the U.S. Consumer Price Index, was

approximately 18.5 percent (i.e. $100.00 in 2003 had the same purchasing power as $118.51 in 2010.

The exhibits show that the cumulative increases in SDCWA and MWD water rates have exceeded

inflation, in some cases considerably.

MWD Rates

Exhibit 2-1 shows MWD water rates, 2003 through 2012.’

MWD Wtst Rates, 200S 12
Sates($1afJ

Elfece
Tier 1 Tier2

A B
SstmChaiesidurcliares

1/1/2003 $73 $l54 $141 $23 $89 $82

1/1/2004 73 154 163 30 60 92

1/1/2005 73 154 152 25 81 112

1/1/2006 73 169 152 25 81 122

1/1/2007 73 169 143 25 90 147

1/1/2008 73 171 143 25 110 157

1/1/2009 109 250 $25 $0 143 25 110 167

9/1/2009 101 250 0 69 154 41 119 217

1/1/2010 101 280 0 69 154 41 119 217

1/1/2011 104 280 0 51 204 41 127 217

1/1/2012 106 290 0 58 217 43 136 234

Key A Water Supply Surcharge D Water Stewardship

B Delta Supply Surcharge F System Power

C System Access F Treatment Surcharge

The Tier 1 supply rate covers the of cost of maintaining a reliable amount of supply, while the Tier 2

supply rate is set to reflect Metropolitan’s cost of developing additional suppiy to encourage efficient

use of local resources.14To these base rates are added various system charges and surcharges. The

sIqpy surchaiei — the Delta suppiy surcharge and its forerunner, the water supply surcharge — reflect

the additional supply costs due to the pumping restrictions on the State Water Project. The tem

access i-ate covers a poron of delivery costs. The water stewardship rate bands conservation, water

recycling, groundwater clean-up and other local resource management programs. The sjstern power rate

is based on the cost of pumping water to Southern California. The tn’atrnent surchai,e recovers the

costs of treating imported water. The ball service water rates, which include the system charges and

surcharges, are shown in Exhibit 2-2 (on the next page).
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0. ull,., tC

Etfectve .
Ited. , . L . :i.. .

Treated .

Date Tier I .: . Tier 2 ‘,“
,, Tier I .. . ... Tier

111/2003 $326 — $407 -- $408 -- $489 —

1/1/2004 326 0.0% 407 0.0% 418 2 5% 499 2,0%

1/1/2005 331 1.5% 412 1.2% 443 6.0% 524 5.0%

1/1/2006 331 0.0% 427 36% 453 2.3% 549 4.8%

1/1/2007 331 0.0% 427 0.0% 478 5.5% 574 4.6%

1/1/2008 351 6.0% 449 5.2% 508 6.3% 606 5.6%

111/2009 412 17.4% 528 17.6% 579 14.0% 695 14.7%

9/1/2009 484 17.5% 564 68% 701 21.1% 781 12.4%

1/1/2010 484 0.0% 594 53% 701 0.0% 811 3.8%

1/1/2011 527 8.9% 652 98% 744 6.1% 869 7.2%

1/1/2012 560 6.3% 686 52% 794 6.7% 920 5,9%

The annual increase in water rates has varied considerably over the 10 years, 2003 to 2012, but the

cumulative trend has been upward. By 2012, MWD full service water rates xviii have increased by at

least two-thirds since 2003. The rates for untreated water will have increased 71.8 percent for Tier I

and 68.6 percent for Tier 2 water. The rates will have increased even more for treated water; i’ier I

treated rates will have almost doubled, rising 94.6 percent since 2003, while Tier 2 rates will he 88.1

percent higher.

Exhibit 2-3 shows other MWD rates.

Ohr MWO Rates 2O 2MG
CapacIty
Chrge Readiness4o , Secured

j$Icubicfoot Serve Cbarge ‘ Property Tax
Calendar Year second)’ ($mI1 Rate

2003 $6,100 $80 0.0067%

2004 $6,100 $80 0.0061%

2005 $6,800 $80 0.0058%

2006 $6,800 $80 0.0052%

2007 $6,800 $80 0,0047%

2008 $6,800 $82 0.0045%

2009 $6,800 $92 0.0043%

2010 $7,200 $114 0.0043%

2011 $7,200 $125

2012 $7,400 $146
Not avalabJe

The capacity charge is based on an agency’s peak summer day demand (between May 1 and
September 30) during the previous three-calendar-year period. The RTS, discussed above, is
allocated proportionately among all MWD member agencies based on their average share of all

LAEDC Consulting Practice 14

0CPRA00024092
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MWD deliveries (with a few exceptions) over the most recent 10 years.’5 Exhibit 2-4 shows the

share of these charges paid by SDCWA, 2003 to 2011.

2003 613,916

2004 638,178

2005 530,501

2006 541,833

2007 609,397

2008 562,152

2009 478,048

2010 331,825

2011 223,005

The cost of the fixed charges pet- acre -foot paid by SDCWA have been rising because the MWD

charges have increased, as shown in Exliibit 2-3, and because SDCWA’s purchases of M\VD water

have fallen by almost two-thirds since 2003. Since the RTS is based on a rolling 10-year average of

purchases, the per-acre foot charges would rise during a period of declining purchases, even if the

total RTS rate were constant.

Exhibit 2-5 adds the fixed charges in Exhibit 2-4 to the frill service water rates presented in Exhibit

2-2.

Gaiejiclar FuU eivice Tier I Full Service Tier 2

Year Untreated treated Untreated treated

2003 $345 $427 $426 $508

2004 350 442 431 523

2005 365 477 446 558

2006 364 486 460 582

2007 361 508 457 604

2008 384 541 482 639

2009 453 742 605 822

2010 565 782 675 892

2003 to2OlO

Difference $220 $355 $249 $384

% Change 63.8% 83.1% 58.5% 75.6%

LAEDC Consulting Practice 15

$8.36

$8.81

$8.81

$8.81

$8.81

$9.33

$9.20

$9.76

$9.26

$9.37

$9.78

$10.87

$17.48

$18.60

$15.76

$16.26

$14.46
$15.68

$18.43

$28.12

$41.27

$18.40

$17.10

$15.38

$17.40

$22.73

$52.68

$83.39

$18.75

$24.45

$34.16

$33.36

$29.84

$33.08

$41.16

$80.80

$124.67
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SDCWA Rates

In 2003, SDCWA overhauled its water rates in response to an analysis and subsequent lawsuit by the

Economic Study Group (ESG), a group of six SDCWA member agencies from north San Diego

County (Falibrook, Rainbow, Vallecitos, Valley Center, Vista, and Yuima). The ESG argued for an

unbundled water rate that would isolate transportation charges so that water rates paid by member

agencies would more closely reflect actual use of the aqueduct system. SDCWA replaced a single

per-acre-foot charge with separate charges for Supply water cost, Transportation, Customer

Service (general administration, overhead, and conservation) and Storage. We consider each of these

member agency charges before turning to SDCWA charges for the end users of the water. All

figures in this section are from SDCWA annual financial reports.

(1) Water Supply Charges

Exhibit 2-6 shows the full service Tier 1 and Tier 2 supply rates for treated and untreated water.

These charges represent the cost of SDCWA water purchased from MWD and, since 2005, the cost

of lID water, including the exchange rate for conveying lID and conserved canal water.

Fufl Service Rate ($taI

Effective Date Untreated Treated

Tiert Tier2 Tier 1 Tier2

1/1/2003 $326 — $407 — $408 — $489

1/1/2004 326 0.0% 407 0.0% 418 2.5% 499 2.0%

1/1/2005 349 7.1% 412 1.2% 461 10.3% 524 5.0%

1/1/2006 360 3.2% 427 3.6% 485 5.2% 552 5.3%

1/1/2007 365 1.4% 427 0.0% 512 5.6% 574 4.0%

1/1/2008 390 6.8% 449 5.2% 554 8.2% 606 5.6%

1/1/2009* 463 18.7% 528 17.6% 631 13.9% 695 14.7%

1/1/2010 532 14.9% 594 12.5% 747 18.4% 809 16.4%
* Reflects the mid-year price increase effective September 1, 2009.
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Exhibit 2-7 compares MWD water rates and SDCWA water supply charges since 2003.

CQmpanso of MW Water Rates and SDCWA Water Spy Charges 2Oi ZOIG

MWD Waterl?ates
Effective Untreated - Treated

Tierl Tier2 Tierl Tier2

1/1/2003 $326 $407 $408 $489

1/1/2004 326 407 418 499

1/1/2005 331 42 443 524

1/1/2006 331 427 453 549

1/1/2007 331 427 478 574

1/1/2008 351 449 508 606
1/1/2009* 484 564 701 781

1/1/2010 484 594 701 811
2003te204C

Difference $158 $187 $293 $322

% Change 48.5% 45.9% 718% 65.8%
* Reflects the mid-year price Increase effectwe September 1 2009

Untreated Treated

Tier I Tier2 . Tier I Tie2
$326 $407 $408 $489
326 407 418 499

349 412 461 524

360 427 485 552

365 427 512 574

390 44•9• 554 606

463 528 631 695

532 594 747 809

$206 $187 $339 $320
632% 459% 83.1% 65.4%

The water supply rates for both agencies were the same in 2003. The cumulative increase in Tier 2
rates for treated and untreated water has tracked closely between the two agencies and in 2010 were

still the same or only very slightly different. In contrast, SDCWA water supply charges for Tier I

treated and untreated water have increased more quickly than MWD rates since 2003. In 2010,

SDCWA supply rates for Tier 1 treated water were S48 per acre-foot higher than MWD for

untreated water and $46 per acre-foot higher for treated water.

The water supply charges do not present a complete picture, since SDCWA member agencies also
pay transportation, customer service and storage charges under the recently adopted unbundled rate
structure.
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(2) Transportation, Customer Service, and Storage Charges

Exhibit 2-8 shows the SDC\VA transportation rate charged to member agencies per acre-foot of

water purchased, along with the annual and cumulative percentage change since 2003.

SOCWA Water T potatln Obarges, 2W

Annual Percentage
yea Change

1/1/2003 ... —

1/1/2004 55 0 0%

1/1/2005 55 0.0%

111/2006 60 9.1%

1/1/2007 60 0.0%

1/1/2008 60 0.0%
1/1/2009* 64 6.7%

1/1/2010 67 4.5%

2003 to 2010

Difference $12 —

% Change 21.8% —

* Reflecis the midyear price increase effective September 1,2009

The transportation rate increased by 21.8 percent frum 2003 to 2010, based on a $5 increase in 2006

an increase of $7 between 2008 and 2010.
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Exhibit 2-9 shows the fixed charges paid by SDCWA member agencies. The customer service

charges are apportioned to member agencies based on the average deliveries during the previous

three years. The storage charge is caiculated the same way, except that it excludes agricultural water.

-. . . ,,

Ficed Charges
Effective (S mu) Water Sold Average FiXed Annual%
1ate Storage (S peraf Sold)

. .. :: Service .....

1/1/2003 $13.75 $13.38 614,939 $44.12

1/1/2004 13.60 14.60 644247 43.77

111/2005 13.60 14.60 551,888 51.10 16.7%

1/1/2006 14.20 17.70 581,888 54.82 7.3%

111/2007 14.20 17.70 660,455 48.30 -11.9%

1/1/2008 15.20 22.20 613,095 61.00 26.3%

1/1/2009* 16.00 23.00 557762 69.92 14.6%

1/1/2010 18.00 34.00 490,829 105.94 51.5%

2003 t 2010

Difference $4.25 $20.62 -124,110 $61.83

% Change 30.9% 154.2% -20.2% 140.1%
*Average fixed charges under the two different rate structures in effect in 2009 estimated based on annual water

deliveries.

There are four flictors driving the leap in the average SDCWA customer service and storage charges

per acre-foot, which have increased 140 percent since 2003. First, the customer service charge has

shown an average increase of approximately four to five percent annually based on inflation in the

cost of employee wages and benefits plus growth in the conservation program. Second, the storage

charge, which pays the debt service on the $1.6 billion Emergency Storage Project, has more than

doubled since 2003.

Third, sales of water declined, falling twenty percent (124,110 acre-feet) froni 2003 to 2010. The

declining water sales would have pushed up the average fixed charge per acre-foot even if the fixed

charges had remained flat. The primary source of SDCWA operating revenue is water sales, which

generate revenue based on water rates and the amount of water purchased by customers. With water

sales falling, water rates must go up if revenues are to cover total costs. This pressure to increase

rates will be keenly felt by SDCWA (and other organizations characterized by large fixed costs),

because its fixed costs are being spread over fewer units of water sold.

Fourth, SDCWA is at the same time increasing its fixed costs by investing in major capital projects

including storage and other water reliability projects. Higher fixed costs will necessarily ivanslatc into

increased water rates.

We can estimate the impact: of the lower water sales and increasing fixed costs by considering what

the fixed charges would have been per acre-foot if SDCWA had sold the same amount of water in

2010 as it had in 2003. If the 2010 fixed costs were spread across water sales of 614,939 acre-feet,
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$526

449 541

489 601

508 633

503 650

544 708

638 806

786 1,001

2003to 2010

$475

90.36%

DRAFT SDCWA lID Water Transfer Analysis

then average fixed charge per acre-foot would have been $84.56, a $40.45 (91.7% percent) increase

from 2003. This increase represents the impact of higher fixed costs at SDCWA, independent of the

impact of declining water sales.

The $21.38 difference between the two estimates of average fixed charges per acre-foot for 2010
($84.56 assuming 614,939 acre-feet of water sold and $105.94 based on actual sales of 490,829 acre-

feet) is the increase in cost attributable to spreading the fixed cost over fewer acre-feet of water sold.

Exhibit 2-10 combines the water charges in Exhibits 2-4 (SDCWA share of MWD RTS and capacity
charges), 2-6 (SDCWA water supply rates), 2-8 (SDCWA transportation charges), and 2-9 (SDCWA.

customer service and storage charges) to create an estimate of the average charge per acre-6ot of
water.

2003

2004

2005

2006

2007

2008

2009

2010

530

552

575

565

603

703

848

622

664

700

712

760

870

1,063

$323

61.56%

Difference $342 $456

% Change 77.08% 75.16%
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Exhibit 2-11 presents a summary comparison of SDCWA and MWD water rates in 2010.

(3) Components of SDCWA Water Rate Increases

$171

The average cost per acre-foot SDCWA charges its member agencies increased, 2003 to 2010, by

between $323 per acre-foot and $475 per acre-foot, including a prorated share of each agency’s fixed

charges. The water rates reflect higher water supply rates, M\VD fixed charges, transportation

charges, and SDCWA fixed costs, as shown in Exhibit 2-12.

2003to 2O1Olncrease
SDCWA

Wiir RItCompoI1flt Full Service Tier I Fuli Service Tier 2

Untreated Treated Untreated Treated

MWD RTS and Capacity Charges

MWD Total

SOCWA TotaL

Total

$220

$342

$355

$120

$475

$249 $384

$74 $72

$32 $456
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$1,001 $848 $1,063

$782 $675 $892MWD $565

Difference in 2010

Difference $221 $219 $173

Water &ipply Rates

Transportation Charges

Fixed Costs

$206 $339 $187 $320

MWD Increase $158 $293 $187 $322
SDCWA Increase $48 $46 $0 -$2

$62 $62 $62 $62

$12 $12 $12 $12

$62 $62 $62 $62

Higher fixed costs $40 $40 $40 $40
Lower water sales $21 $21 $21 $21
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The change in water supply rates is from Exhibit 2-6. It reflects the increasing cost of MWD

supplies and the increase in SDCWA water supply rates over-and-above those of MWD (Exhibit 2-

7). The SDCWA component of the increasing water supply rates reflects, at least in part, the higher

cost of water obtained under the IID-SDCWA transfer (Exhibits 1-9, 1-10). The higher

transportation charges are from Exhibit 2-8. The higher fixed costs are from Exhibit 2-9.

Exhibit 2-13 shows the share of the overall increase in SDCWA water rates contributed by

component for 2003 to 2010.

Estnnatpd Compoftents of SDCWA WØr Rates increases (Stat)

-.‘ SUUWA :-‘:... - -

WaterRatetoiigoncnt I Pull Sesvicc Tier 2

iinhted rreaet Untreated . Treated

Water Supply Rates 50.2% 71.4% ST 9% 70.2%

MWD Increase 46.2% 61.7% 57.9% 70 6%
SDCVVA Increase 140% 9.7% 0% -0.4%

MWD RTSand Capacity Charges 18.1% 13.1% 19.2% 13.6%

Transportation Charges 3.5% 2.5% 3.7% 2.6%

Fixed Costs 18 1% 13.1% 19.2% 13.6%

Higherlixed costs 11.7% 8.4% 12.4% 88%
Lowerwalersales 6.1% 4.4% 6.5% 4.6%

MWD Total . . 64.3% 74.7% 77.1% 84.2%

SDCWATotaI - . 35.7% 27.4% 22.9% 15.8%

Total . . . 100.0% 100.0% 10O.0% 100.0%

The increasing cost of SDCWA’s water supply accounts for at least 57.9 percent of the increase in

water rates, 2003 to 2010. For full service Tier 1 untreated water, for example, the water supply

charges contributed to 60.2 percent of the overall increase. Rising M\VD rates accounted for 46.2

percent of the total cost increase and SDCWA increases accounted for an additional 14.1 percent of

the total increase. The SDCWA increase most likely reflects the higher cost of water from the 1111

transfer, hut may include other factors. Note that SDCWA did not add any increase beyond those

imposed by MWD to Tier 2 supply charges.
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The rising cost of MWD RTS and capacity charges were responsible for between 13.1 percent and
19.2 percent of the increase in SDCWA water rates. Higher transportation charges accounted for
between 2.5 percent and 3.7 percent of the overall increase in S1)CWA water rates.

Higher fixed costs accounted for between 13.1 percent and 19.2 percent of the overall increase in
SDCWA water rates. ‘The higher fixed costs reflect both an absolute increase in fixed costs (11.7
percent for Tier 1 untreated water, for example) and the need to spread the fixed costs over a
smaller number of acre-feet (which increased Tier 1 untreated water rates by 6.1 percent). The latter
increase is a case of no good deed going unpunished: successfrul water conservation lowered water
sales which necessitated higher fixed costs per acre-foot sold.

Note: The MWD increases are being driven in part by the same need to spread fixed costs over a
declining volume of sales, which fell 673,000 acre-feet (29.6%) from 2.27 million acre-feet sold in
2003 to 1.60 million acre-feet sold in 2010.

(4) Additional Charges for Water Users

Water users pay SDCWA member agencies for the water they received and additional water charges
in the form of standby, capacity and infrastructure charges. These fees are shown in Exhibit 2-14.

Vab1e es:. : .. :
Effective ..

. .. •.,.. ; :.: ‘ :.;
.•:.

Standb” Caacihrt$ $ecured Tax Unsecured Infrasfructmir
.:

.. r . ..: Rate .

. xRate . Access ($)
1/1/2003 $10 $2,004 0.00075 0.00083 1.00
1/1/2004 10 2004 0,00067 0.00075 1.15
1/112005 10 2,465 0 0 1.15
1/1/2006 10 4,313 0 0 1.48

1/1/2007 10 4,492 0 0 1.56
1/1/2008 10 4,492 0 0 1.70
1/1/2009* 10 4,492 0 0 1.90
1/1/2010 10 4,492 0 0 2.02

2003 to 2010

Difference $0 $2,488 $1.02

% Change 0.0% 124.2% 102.0%
* Retlects the mid.year price increase effectrm September 1,2009.

Thc standby charge, which is levied on property owners per parcel or per acre, whichever is greater.
has remained unchanged since 2003. The capacity charge, a fee collected per equivalent meter for
the installation of new or larger retail water meters connected to the water system, more than
doubled from $2,004 in 2003 to $4,492 in 2010. During the same time period, the infrastructure
access charge, a monthly per equivalent meter fee collected from water users to finance the cost of
new infrastructure construction, doubled from $1.00 to $2.02.
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Section 3: SDCWA Expenses

In this section, we examine SDC’A’s expenses to see which components have increased since
2003. We start by looking at trends in total SDCWA expenses (operating expense, interest expense,
other expenses, nonoperating expenses) and break out the components of operating expenses (cost
of water sold, operations and maintenance, planning general and administrative, and depreciation
and amortization). We also present information on SDCWA capital projects, debt, and debt service.

The operating expenses, particularly the cost of water sold, are important because the cost of
SDCWA water supplies is rising and accounts for the largest share of overall rate increases since
2003, as shown in Exhibits 2-9 and 2-10. The increase in the cost of water reflects both the rising
cost of water supplied by MWD and the growing share of total SDCWA supplies made up by even
more cosfly water obtained from the IID-SDCWA transfer.

The capital projects, debt and debt service are important because SDCWA is increasing its fixed
costs by investing in major capital projects including storage and other water reliability projects.
Higher fixed costs will necessarily translate into increased water rates. At the same time, declining
water sales will lead to higher fixed costs because of the need to spread the fixed costs across fewer
unit sales of water. Note, these C) drivers—increased investment in capital projects combined with
decreased consumptionwater sales) —will cause rates to increase even if the cost of purchased
water remains unchanged. Q1’he pressure for a rate increase may he delayed but not avoided by
SDCWA’s use of a financing structure that backloads payments on bonds issued for capital projects
and the repayment of old debt using proceeds from newly issued bonds.)

We do not attempt to forecast whether the expenses will continue increasing. Indeed, some
expenses, such as those associated with planning the Emergency Storage Project, will slow and
eventually fall as the project nears completion. Nor do we analyze whether SDCWA and its
ratepayers received sufficient value for the increased expenses and commensurately higher rates.
Certainly, SDCWA would argue that the lID transfer has increased the reliability of its supplies in
the event of a significant drought. And the 2006-2007 San I)iego County Grand Jury commended
the SDCWA staff and Board of Directors for undertaking the Emergency Storage Program and
“addressing a decades old concern.”6
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Trends in Total SDCWA Expenses

SDCWA lID Water Transfer Analysis

Total expenses increased $107 million (35 percent), from 2003 to 2010. Operating expenses, with a
$94.7 million increase, was the single largest driver and accounted for almost 89 percent of the
growth in total expenses. The next largest increase was in interest expenses, which were $13.4
million (52 percent) higher in 2010 than in 2003 and were higher still in 2005 and 2006 to 2009,
inclusive. Higher interest expenses made up slightly less than 13 percent of the increase in total
expenses.

In this section we present SDCW.A. expenses, 2003 to 2010, starting with Exhibit 3-5. We also
provide details on the largest components of higher expenses: operating expenses (Exhibit 3-6) and
interest expense. We explore the latter in a look at SDCWA capital projects, debt, and debt service

(Exhibits 3-7, 38, and 3-9).

266.8

$284.4

$269.3

$14.3

$12.4

$285.4

$46.1

2003 $306.7

2004 $29.1 $325.9

2005 $0.6 $316.0

2006 $3.6 $39.9 $325.3

$39.9

$41.5

$46.7

2007

2008

2009

2010

Difference

% Change

$36.3

$49.3

$52.2

$40.8

$39.0

324.7

$327.9

$342.6

$361.4

$94.7

35.5%

$6.8

$7.0

$7.2

$13.3

2003 to 2010

$13.4 -$1.0

52.3% -7.0%

$56.0

$59.1

$48.0

$52.3

$12.4

31.0%

$380.7

$387.1

$390.6

$413.7

$107.0

34.9%
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Exhibit 3-6 provides greater detail for SDCWA operating expenses.

SDCWA lID Waler Transfer Analysis

2005 $216.6 $12.6 $6.8

2006 $233.7 $11.6 $7.1

2007 $266.3 $13.9 $7.8 $23.8 $324.7

2008 $262.5 $14.5 $8.9 $28.5 $327.9

2009 $269.8 $17.4 $10.0 $30.0 $342.6

2010 $291.4 $15.5 $8.7 $30.7 $361.4

2003 to 2010

$67.0 $13.0 $94.7

29.9% 71.0% 77.9% 40.3% 73,7% 35.5%

All of the operating expenses increased during the period, with planning growing the fastest due to
work related to the capital program (described below. In absolute terms, the cost of water sold was
the largest component of the increase in operating expenses, growing $67 million (30 percent).

Overall, the cost of water sold accounted for 71 percent of the increase in operating expenses and 63

percent of the increase in total SDCWA expenses (Exhibit 3-5).

Trends in Capital Projects, Debt, and Debt Service

SDCWA debt has been increasing, mostly due to the Emergency Storage Project (ESP) and the

Carry-over Storage Project (CSP).

The ESP is a 14-year, $1.5 billion program to add 90,100 acre-feet of storage at the Hodges,

Olivenliain, and San Vicente reservoirs for emergency use, pius pumping stations and pipeline

extensions to facilitate distribution of the water. The project would make it possible to store locally

enough water to supply San Diego County for six months in the event of an interruption to imports

such as an earthquake in the Bay-Delta.

Under the ESP, the height of the 220-foot San Vicente l)am was to he raised, adding 52,00() acre-

feet of storage to the 90,000 acre-foot reservoir behind it. The CSP replaced this element of the ESP

with a more ambitious 4-year project to raise the height of the dam by 117 feet, adding 152.000 acre-

feet of storage.

2004 $241.1 $9.5 $5.2 $10.6 $17.9 $284.4

$11.9 $21.4 $269.3

$22.1 $285.4

Difference

% Change

$10.9

$12.8

$13.6

$15.3

$15.3

$4.4$6.4 $3.8
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SOCWA0apitaiProjects 20034014>
(S miNans)

Total Capital Total other
Not Aáèts-Nt Net Capital

Year treciated beprociatlá Assets

2003 $413.4 $781.7 $1,195.1

2004 $3102 $992.1 $1,302.3

2005 $335.1 $1,060.9 $1,395.9

2006 $4939 $1,176.1 $1,670.0

2007 $735.2 $1,234.9 $1,970.0

2008 $1,065.5 $1,249.9 $2,315 4

2009 $1,316.8 $1,288.4 $2,605.2

2010 $1,219.4 $1,615 7 $2,835.1

2003 to 2010

Difference $806.0 $834.0 $1,640.0

%Change 195 0% 106.7% 137.2%

-- Year : TttalDeM

2003 $863.9

2004 $833.6

2005 $1,161.4

2006 $1,129.8

2007 $1,446.2

2008 $1,906.3

2009 $1886.5

2010 $2,453.8

2003 to 2010

Difference $1,710.2

%Change 198.0%

SDCWA debt outstanding increased $1.7 billion, almosi Iripling from $864 million to $2.4 billion in

8 year-s. Based on San Diego County population and demographics, the agency’s debt as a

percentage of county personal income rose from 0.80% to 1.87% and its debt per capita increased
from $295 to S762.
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SCICWA Senior Lien Oebt Serwáe 2003-2010
(S mdkons)

• .

Year : Principal
: •

. Total

2003 $27.1 $38.7 $65.8

2004 $286 $37.8 $66.4

2005 $30.7 $47.6 $78.3

2006 $31.6 $51 8 $83.4

2007 $33.7 $50.2 $83.9

2008 $347 $48.4 $83.0

2009 $19.8 $532 $73.1

2010 $6.4 $73.1 $79.4

2003 to 2010

Difference -$20.7 $34.4 $13.7

% Change -76.5% 88.8% 20.8%

SDCWA annual debt service alcreased $13.7 million from $65.8 million in 2003 to $79.4 million in

2010. In addition, SDCWA debt service costs will continue growing over the next decade as it

begins to make principal payments on outstanding debt on which the agency has made interest-only
payments up until now. Between 2010 and 2015, SDCWA will begin making principal payments on
Certificates of Participation (COPs) issued in 2005 and 2008. These principal payments are projected

to add approximately $20 million a year in additional costs. Beginning in 2015, the agency is also
scheduled to begin making principal payments on water revenue bonds issued in 2004 and 2010.

The cost of principal payments on these bonds is projected to total nearly $60 million for the period

2016-2020.
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Appendix

Exhibit A-i compares the total expenditures by SDCWA on water from the lID transfer (including
water conserved by the canal lining projects) with the cost of purchasing the same volume of water
from MWD at Tier 1 or Tier 2 rates. Note: SDCWA has only rarely purchased enough water from
Metropolitan that it has been subject to Tier 2 rates. In both cases, however, the total expenditures
are higher for the water from the lID transfer.

Companson of SDCVME*e1ddures forlD W* rT krand Cast of ‘the
Sane’Vohint of Water at £fiWD Tiar I nd Tier 2 Rates ($ per Acre.Foot)

Water 1costtI Total Cost@ Total Cost@
CalendarYear telivered Transfer Tier I Water Tier2Water

(at) (Smil) ‘ :,

2003 10,000 $7.55 3.26 4.07
2004 20,000 13.48 6.52 8.14
2005 30,000 34.01 9.93 12.36
2006 40,000 28.33 13.24 17.08
2007 71,500 38.85 23.67 30.53
2008 79,500 48.61 27,90 35.70
2009 135,500 7677 5908 7317
2010 147,700 8308 71.49 87.73

2003-10 Totals 534,200 $33068 215.09 268.78
2011 157,700 103,01 83.11 102.82
2012 167,700 119.67 93.91 11504
2013 177,700 138.73 104.49 1280
2014 177,700 147.88 109.71 134.40
2015 177,700 155.48 115,20 141.12

Total i1-’15 858,500 $664.78 506.42 621.37
*lnclud water conserved by the canal lining projects
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I Amended and Restated Agreement between the Metropolitan Water District of Southern California and the San Diego
County Water Authority for the Exchange of Water (October 10,

2jbjd
3The MWD 2010 Long Range Finance Plan states that “Metropolitan’s objective is to provide manageable average
annual increases in rates and charges at approximately 5.6 percent per year” (December 1, 2010, p.8). The forecast rate
increases for 2013, 2014 and 2015 are 4.83%, 4.97%, and 5.08%, respectively, with slightly higher increases thereafter.
The actual increases, 2013 through 2015, may be greater depending on MWD water sales and other factors. We have
used the prolected increase to be conservative; assuming larger rate increases would make SDCWA’s cost of water from
the lID transfer higher.
‘I Under the Allocation Agreement, one of several agreements associated with the Quantification Settlement Agreement,

the conserved water would be allocated to MWD unless SDCWA selected that QSA-related option (and related
agreements). See, for example, MVID Board Letter 5-1 for the September 23, 2003 meeting, Attachment 2, p.3 and
Attachment 3, p. 15.

water
6htrpLwif.gc,g.qyLhabctii/. Other Habitat Conservation Programs include California Endangered Species Act
Permitting (CESA), California Environmental Quality Act Review (CEQA), Lake and Streambed Alteration Program
(LSA), and Conservation and Mitigation Banking.
7Quantification Settlement AgreementJoint Power Authority Fiscal Year 2011

8bt://bondaccountabdiw.resou.çea.cagov/plevel1.aspx?id=84&pid4 Other activities include the “protection of the
fish and wildlife dependent on the sea; implementation of conservation measures necessary to protect the fish and
wildlife species dependent on the sea, including adaptive management measures; implementation of the preferred Salton
Sea restoration alternative; and administrative, technical, and public outreach costs related to the development and the
selection of the preferred Salton Sea restoration alternative.” The SSRF receives funding from the state (Proposition 84),
SDCWA, lID, and CVWD.

On the calculation of the RTS charge, see The Metropolitan Water DistriaAdrni,dsiraal’e Code, if 4402(March 9, 2011). For
the treatnsent of the transferred water as local water, see Amended and Restated Agreement between the Metropolitan
Water District of Southern California and the San Diego County Water Authority for the Exchange of Water (October
10, 2003). On the importance of the local water designation during limes of shortage, see for example, the MWD letter
to Governor Gray Davis dune 24,2003). ht://www.iinperialgroup.fo/PDF/M to GD OSA.pdf

calculation of initial base firm demand excludes interruptible service and several other categories of deliveries.
Agencies have to commit to purchase 60 percent of their base demand times the number of years of the agreement,
where base demand is the higher of their initial base firm demand or the average annual delivery of water from MWD
during the most recent ten fiscal years. The 10 year average excludes the same categories of deliveries as the calculation
of initial base firm demand. The first purchase orders cover the 10 years fromJanuarv 1, 2003 through December 31,
2012 and offer “substantially the same terms” for all member agencies. The Metropolitan Water District Administrative Code,
ifif 4120, 4121,4122 and —1404(March 9, 2011).

See note 3, above.
MWD letters to the Board of Directors, Water Planning, Quality and Resource Committee regarding “Water Surplus

and Management Plan report on water suppiy and demand” (2003 through 2011).
1http://www.mwdh2o.coin /mwdh2o/pages/finance /finance ()2.hlani
http://www.mwdl.i2o.com/mwdh2o/pages/flnanc.eJlinance 03htmlAll definitions from MWD webpagc describing
water rates and charges.
‘5TheMitTopo/itari lVaterDist,jcrAdministrative Code, ifif 4402 and 4403(March 9, 2011).
‘6http:/ /www.co.san-diego.ca.us/grandjury/reports/2006 2007/emergencywater.pdf
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