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6a 
AGENDA REPORT 

Public Hearing 

June 5, 2023 

TO: Commissioners 

FROM:   Keene Simonds, Executive Officer 
Priscilla Mumpower, Analyst II – Project Manager 
Carolanne Ieromnimon, Analyst I  
Chris Cate, Commission Consultant  
Adam Wilson, Commission Consultant     

SUBJECT: COMBINED PUBLIC HEARING 
Proposed “Rainbow Municipal Water District and Fallbrook Public Utility 
District Reorganizations: Wholesale Water Services” | Concurrent 
Annexations to Eastern Municipal Water District and Detachments from San 
Diego County Water Authority with Related Actions (RO20-05 & RO20-04) 

SUMMARY 

The San Diego County Local Agency Formation Commission (LAFCO) will consider two 
separate reorganization proposals filed by Fallbrook Public Utility District (PUD) and Rainbow 
Municipal Water District (MWD) that have been administratively combined for hearing 
purposes by the Executive Officer.  The proposals seek LAFCO approvals to transfer wholesale 
water service responsibilities within the applicants’ jurisdictional boundaries from the San 
Diego County Water Authority to Eastern MWD.  The purpose of the proposals is to achieve 
cost-savings to the applicants and their retail ratepayers based on the difference in charges 
between the two wholesalers.  LAFCO staff independently estimates the average monthly 
cost-savings for the applicants’ ratepayers is $23.50 per household.  LAFCO staff separately 
estimates the average monthly cost-increases to the remaining County Water Authority 
member agencies’ ratepayers at $2.20 per household.   
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As detailed, five distinct alternative actions are available to the Commission at the conclusion 
of its deliberations.  These alternatives are organized linearly as follows.      

• Option One involves approving the proposals with only standard conditions.

• Option Two involves approving the proposal with additional conditions that include
requiring the applicants to pay exit fees to County Water Authority.

• Option Three involves deferring consideration of the proposals until the completion of
a scheduled municipal service review on the County Water Authority.

• Option Four involves disapproving the proposals without prejudice.

• Option Five involves disapproving the proposals.

Staff believes three of the five available alternatives – Options Two, Three, and Four – are 
readily merited based on the administrative reviews and distinguished by addressing different 
and otherwise appropriate Commission policy priorities.  Among these three merited 
alternatives, staff recommends Option Two with special terms to require the applicants pay a 
combined annual exit fee payment for five years totaling $24.305 million.  This alternative 
prioritizes the stand-alone merits of the applicants’ proposals and concurrent policy 
enhancement of supporting a viable agriculture economy in North County.   Related actions 
in support of the staff preferred alternative are also recommended and include making 
exemption findings under the California Environmental Quality Act.    Any approval would be 
subject to voter confirmation within the applicants’ jurisdictional boundaries.  

BACKGROUND 

Application Filings & 
Requested Applicants’ Terms 

San Diego LAFCO has received separate resolution of applications submitted in March 2020 
from Fallbrook PUD and Rainbow MWD each requesting Commission approval to transfer 
wholesale water supply responsibilities within their jurisdictional boundaries from the 
County Water Authority to Eastern MWD.   The resolution of applications were both 
approved by unanimous votes.  The proposals have been administratively combined for 
processing and hearing purposes by the Executive Officer with the applicants’ consent.  The 
proposals individually seek two concurrent jurisdictional changes as follows:  

• Fallbrook PUD is requesting the detachment of the 28,193 acres comprising its
jurisdictional boundary from the County Water Authority and concurrent annexation
to Eastern MWD.
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• Rainbow MWD is requesting the detachment of the 50,857 acres comprising its 
jurisdictional boundary from the County Water Authority and concurrent annexation 
to Eastern MWD.  

 
Matching approval terms are included in both resolution of applications.  Requested terms 
include limiting any voter confirmations to electors in the Fallbrook PUD and Rainbow MWD 
jurisdictional boundaries.  The applicants also request the County Water Authority be allowed 
to continue to collect any unpaid bonded indebtedness on properties within the Fallbrook 
PUD and Rainbow MWD jurisdictional boundaries to the extent allowed under the law.  
 
The underlying effects of the proposals if approved under LAFCO statute is two-fold. First, 
the County Water Authority’s legal authority, rights, and duties to exercise a wholesale water 
supply function within the affected territory would cease.  The County Water Authority 
would no longer receive any revenues collected on the property tax rolls within Fallbrook 
PUD and Rainbow MWD’s jurisdictional boundaries with additional details footnoted.1   
Second, Eastern MWD would receive legal authority to exercise a wholesale water supply 
function within the affected territory with the corresponding ability to seek future voter 
approval to establish new fees, charges, and/or parcel assessments.2    
 
Affected Territory 
 
The affected territory as submitted aligns with the existing jurisdictional boundaries of 
Fallbrook PUD and Rainbow MWD and totals 79,050 acres – or 123.5 square miles – with 99% 
involving unincorporated lands.3   This acreage total represents 3.4% of all San Diego County.  
The estimated population in the affected territory is 56,116 with 32,781 registered voters.  The 
total assessed value of the affected territory is $8.99 billion and divided between Fallbrook 
PUD and Rainbow MWD at $4.078 and $4.912 billion, respectively.4  An aerial map of the 
affected territory and its regional setting is provided on page five of this report. 
 
Subject Agencies 
 
The proposed reorganizations before San Diego LAFCO involves two subject agencies: 
Eastern MWD and County Water Authority.5  A summary of the subject agencies in terms of 
governance, population, municipal functions, and financial standings follow. 
 
 

 
1  The portion of AB8 revenue (i.e., the portion of the 1% in property tax currently allocated to the County Water Authority) would be redirected in full to 

Eastern MWD consistent with an existing master property tax agreement adopted by the County of San Diego.   The amount of AB8 revenue collected by 
the County Water Authority in 2021-2022 totals $0.173 million within Fallbrook PUD and $0.209 million within Rainbow MWD. County Water Authority also 
collects $0.266 million and $0.458 million annually in unitary and availability charges within these respective jurisdictional boundaries. These latter revenue 
sources would be eliminated if the proposals are approved.  Additional discussion on the property tax exchange is provided in proceeding sections.  

2  Eastern MWD does not presently collect any fees, charges, or assessments on the tax roll. 
3  The affected territory is entirely unincorporated with the exception of an approximate 859.0-acre area within Rainbow MWD that overlaps with the City of 

Oceanside’s Morro Hills neighborhood. 
4  The Fallbrook community anchors the affected territory and serves as the economic and social center for the other subject communities that include 

Bonsall, De Luz, Gopher Canyon, Live Oaks, Rainbow Valley, and Winterhaven.  The affected territory’s exterior boundary is framed by Camp Pendleton to 
the west, Pala to the east, Valley Center to the south, and Riverside County to the north. The population density ratio is 0.7 residents for every one acre 
and reflects the semi-rural character prevalent within most of the affected territory and the historical relationship with agriculture and specifically 
commercial nursery flower, citrus, and avocados groves.      

5  Reference to Government Code § 56077. 
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• Eastern MWD is an independent special district governed by a five-member board of 
directors.   An appointed general manager oversees day-to-day activities, and this 
includes a current full-time budgeted staff of 642.0.    Eastern MWD was formed in 
1950 with an existing jurisdictional boundary spanning 542 square miles and includes 
the Cities of Hemet, Moreno Valley, Murrieta, Perris, and Temecula.   The estimated 
jurisdictional resident population is 816,000.  Eastern MWD’s active municipal 
functions and associated classes involve potable water (retail and wholesale), 
wastewater (collection and treatment), and recycled water (retail).  Approximately 
84.3% of water supplies presently accessed by Eastern MWD for wholesaling or 
retailing are drawn from MET (Colorado River and Sacramento Bay-Delta) with the 
remainder coming from local groundwater. The most recent audit shows Eastern 
MWD’s net position at $1.939 billion as of June 30, 2022. This accrued amount reflects 
an overall three-year change of 11.3% and includes an unrestricted portion of $307.290 
million.  The unrestricted amount is adjusted to $399.771 million less pension and 
related retiree dedications and equals 11.6 months of recent actuals.  The current 
Board officers and senior management roster follows.  
 

President, Phillip E. Paule 
Vice President, Randy Record 
General Manager, Joe Mouawad 
Deputy General Manager, Laura M. Nomura 
Deputy General Manager, Nicolas Kanetis 

 
• County Water Authority is an independent special district governed by a 36-member 

board of directors that represent 24 local member agencies.   An appointed general 
manager oversees, and their senior staff oversees day-to-day activities, and this 
includes a current full-time budgeted staff of 249.50.   The County Water Authority by 
special legislation in 1944 with an existing jurisdictional boundary spanning 1,486 
square miles and includes all 18 cities in San Diego County.  The estimated jurisdictional 
population is 3,224,678.  The County Water Authority’s lone active municipal service 
function is water (wholesale class).   Approximately 75% of all wholesale supplies are 
drawn from the Imperial Irrigation District (Colorado River).  Another 15% of wholesale 
water supplies are drawn from the County Water Authority’s own desalination facility 
in Carlsbad.   The remaining 10% of wholesale supplies are drawn from MET (Colorado 
River and Sacramento Bay Delta).  The most recent audit shows County Water 
Authority’s net position at $1.625 billion as of June 30, 2022.  This accrued amount 
reflects an overall three-year change of 1.9% and includes an unrestricted portion of 
$318.232 million.  The unrestricted amount is adjusted to $364.076 million less pension 
and related retiree dedications and equals 5.5 months of recent actuals.  The current 
Board officers and senior management roster follows.  
 

Chair, Mel Katz (City of Del Mar) 
Vice Chair, Nick Serrano (City of San Diego)  
Secretary, Frank Hilliker (Lakeside Water District)  
General Manager, Sandra Kerl  
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Deputy General Manager, Dan Denham  
Assistant General Manager, Tish Berge 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Affected Local Agencies 
 
The affected territory lies within the jurisdictional boundaries and/or spheres of influence of 
22 local agencies directly subject to San Diego LAFCO as listed below.  These agencies qualify 
as “affected local agencies” and have been provided notice of the proposed actions.6  
 
 

 
6  Reference to Government Code 56014 

MAP NO. 1 
SUBJECT AGENCIES + REGIONAL SETTING  
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• City of Oceanside 
• County Service Area No. 135 (regional communications) 
• County Service Area No. 81 (parks) 
• Deer Springs Fire Protection District 
• Fallbrook Regional Healthcare District 
• Metropolitan Water District of Southern California 
• Mission Resource Conservation District 
• Morro Hills CSD 
• North County Fire Protection District 
• North County Cemetery District 
• North County Transit District  
• Oceanside Small Craft Harbor District 
• Palomar Health Healthcare District 
• Resource Conservation District of Greater San Diego County 
• San Diego County Water Authority  
• San Diego County Fire Protection District  
• San Diego County Flood Control District 
• San Diego County Street Lighting District 
• Tri-City Healthcare District 
• Upper San Luis Rey Resource Conservation District 
• Valley Center Cemetery District 
• Vista Fire Protection District 

 
The affected territory also lies in the following college and school districts and received 
notice of the proposed actions: Mira Costa and Palomar College Districts and Valley Center-
Pauma Unified and Vista Unified School Districts.7   
 
Proposals’ Preambles  
 
The following actions were taken by San Diego LAFCO either in anticipation or in response to 
the proposed reorganization filings in consultation with the applicants and subject agencies.    
 

• Preamble No. 1 
Approval of Memorandum of Understanding with Riverside County LAFCO 

  
 At its October 2019 meeting, and based on preliminary discussions with the 

applicants, San Diego LAFCO entered into a memorandum of understanding (MOU) 
with Riverside LAFCO to establish responsibilities should the proposal filings proceed 
forward.   The MOU delegates San Diego the responsibility to process any proposal 
submittals and prepare related analyses – including, but not limited to – a municipal 
service review on Eastern MWD to inform a conforming sphere of influence action.  

 
7  Voluntary notice of the proposed actions has also been provided to all other County Water Authority member agencies.  
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The MOU specifies San Diego shall actively consult with Riverside LAFCO in processing 
the reorganizations and related studies.  

 
• Preamble No. 2 

Approval for Alternative Conducting Authority Proceedings 
  
 At its May 2020 meeting, San Diego LAFCO approved requests from the County Water 

Authority to apply alternative conducting authority proceedings should the 
Commission approve Fallbrook PUD and/or Rainbow MWD’s reorganization 
proposals. Approval of the alternative process was based on the County Water 
Authority meeting certain criteria under statute.  The substantive result means any 
approval of the proposals will bypass standard protest proceedings in LAFCO statute 
and directly proceed to a confirmation election of registered voters consistent with 
the County Water Authority’s principal act.8 

 
• Preamble No. 3  

Establishment of an Advisory Committee 
  
 At its June 2020 meeting, San Diego LAFCO approved the establishment of an 

advisory committee to directly assist the Executive Officer in the administrative 
review of the reorganization proposals.  The establishment of the “Ad Hoc 
Committee” included the Commission setting the composition at 10 members with 
the overall task of addressing disputes among the subject agencies consistent with 
the provisions of the Commission’s Legislative Policy 107 (L-107).   The Ad Hoc 
Committee roster was subsequently finalized by the Executive Officer with consultant 
Adam Wilson contracted to serve as moderator.  The Ad Hoc Committee membership 
as of the date of this agenda report follows. 

 
 

 

TABLE NO. 1 
Ad Hoc Committee 
Moderator Adam Wilson  
 

Member Title Agency Representation 
Jack Bebee General Manager Fallbrook PUD Applicant  
Tom Kennedy General Manager Rainbow MWD Applicant  
Nick Kanetis Assistant General Manager Eastern MWD Subject Agency 
Sandy Kerl  General Manager County Water Authority Subject Agency  
Gary Croucher Board Member County Water Authority CWA Appointee  
Nick Serrano * Board Member County Water Authority CWA Appointee  
Lydia Romero City Manger  City of Lemon Grove Cities Committee 
Kimberly Thorner General Manager Olivenhain MWD  Districts Committee 
Brian Albright Parks Director County of San Diego  At-Large 
Keith Greer ** Regional Planner SANDAG  At-Large  

 
 

 
8  The Commission separately took no action involving two other related requests by the County Water Authority to suspend work on the reorganization 

proposals due to COVID-19 and condition any future approvals on an expanded vote in all member agencies’ jurisdictions. 

 

  *  Successor appointee following resignation of David Cherashore 
** Successor appointee following resignation of Rachel Cortes 
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• Preamble No. 4
Completion of the Fallbrook Region Municipal Service Review

At its March 2022 meeting, San Diego LAFCO received a final report on a scheduled
municipal service review on the Fallbrook region and the local agencies operating
therein subject to the Commission’s oversight – including Fallbrook PUD and Rainbow
MWD.  The final report and its accompanying prospectus outline nine central
conclusions relative to LAFCO’s growth management tasks and interests that
collectively address the availability, need, and adequacy of municipal services in the
Fallbrook region and based on data collected and analyzed between 2016 and 2020.
Markedly, this includes finding Fallbrook PUD and Rainbow MWD have experienced
clear and measurable financial stress during the report period and reflected in
substantive declines in their liquidity, capital, and margin levels.  The Commission
formally received the final report and in doing so attested to its completeness in
making the required determinations under the municipal service review statute,
which were separately adopted by resolution.

DISCUSSION 

This item is for San Diego LAFCO to consider the 
merits of the proposed reorganizations and the 
principal actions to transfer wholesale water service 
responsibilities within the affected territory – 
Fallbrook PUD and Rainbow MWD’s jurisdictional 
boundaries – from the County Water Authority to 
Eastern MWD.   The Commission may consider 
exercising discretion to modify the physical scope of 
the reorganizations by adding and/or subtracting 
lands.   The Commission may also consider applying conditions so long as it does not directly 
regulate land uses, property developments, or subdivision requirements.  Additional 
discussion on the proposals’ purpose, ancillary development considerations, and the 
Commission’s focus under statute and policy follows.  

Proposals’ Purpose 

The stated purpose of the proposed reorganizations before San Diego LAFCO is to 
accommodate cost-savings for the two applicants and by extension their retail ratepayers by 
transitioning wholesale water services within their jurisdictional boundaries from the County 
Water Authority to Eastern MWD.  The immediate timing of the proposals follows the 
applicants negotiating agreeable terms with Eastern MWD for wholesale water service and 
memorialized in an MOU signed in August 2019.9  The MOU specifies Eastern MWD offers to 
provide wholesale supplies to the applicants should the reorganizations be approved at the 
current MET rate plus a commodity charge of $11 per acre foot.   The substantive effect would 

9  The applicants’ MOU with Eastern MWD extends through August 2025.  

State law delegates broad discretion to 
LAFCOs in acting on proposed jurisdictional 
changes.  Within this broad discretion, 
statute orients LAFCOs’ decision-making to 
consider the proposals’ overall effects in 
facilitating accountable and efficient local 
government while also recognizing the 
potential to weigh competing goals. 
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adjust the current wholesale supply costs to the applicants from $1,608 under the County 
Water Authority to $1,195 per acre-foot under Eastern MWD – a savings of (34.6%).   

The applicants’ proposals similarly attest the following four key justifications for filing their 
respective reorganization proposals with LAFCO: 

1. The reorganizations will produce cost-savings for the applicants and their ratepayers
by only paying for infrastructure used for the delivery of wholesale water from
Eastern MWD.

2. The applicants’ direct access to MET eliminates the need for new infrastructure costs
to their ratepayers to accommodate the change in wholesale water service.

3. The applicants’ estimate the cost-impact to the County Water Authority and its other
retail member agencies will be limited with a monthly household increase of $0.40
cents or $5.00 dollars per year.

4. The applicants’ consultant analysis confirms Eastern MWD has a reliable water supply
to meet their ratepayers’ respective needs going forward.

Current and Planned Development & Related Policies 

No development plans are associated with the reorganization proposal.  Exactly 99.0% of 
affected territory is unincorporated and under the land use authority of the County of San 
Diego and its adopted policies. Specific development policies for this portion of the affected 
territory are largely delegated in the County General Plan to the Bonsall, Fallbrook, and 
Rainbow Community Plans, which are three of 22 designated communities identified by the 
Board of Supervisors meriting stand-alone land use provisions.  These three Community Plans 
collectively cover more than four-fifths of the affected territory and implemented with the 
direct participation of separately elected advisory sponsor groups.10   The principal function 
of the sponsor groups is to serve as information links between the communities and the 
County on matters dealing with planning and land uses within their respective areas. 
Premising land use goals within each Community Plan follows.  

Fallbrook Community Plan 

“Perpetuate the existing rural charm and village atmosphere surrounded by semi-rural 
and rural lower density development, while accommodating growth.” G-LU-1.1 

Bonsall Community Plan 

“A unique balance of Bonsall’s rural agriculture, estate lots, ridgelines, equestrian uses, 
and open space land uses in the community, including open space and low-density buffers 

10  The remaining portion of the unincorporated lands comprising the affected territory is covered under the incomplete Pendleton-De Luz 
Community Plan.  
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separating the community from adjacent cities and unincorporated community and new 
development that conserves natural resources and topography.” G-LU-1.1 

 
Rainbow Community Plan  
 

“Land use that retains and enhances the rural character of the community.” G- LU-1-1. 
 
Commission Focus  
 
Three central and sequential topics underlie San Diego LAFCO’s consideration of the 
proposed reorganizations and the decision to approve, approve with conditions, or 
disapprove relative to facilitating accountable and efficient local government.  These policy 
items ultimately take the form of determinations and orient the Commission to consider the 
interrelated merits of (a) accommodating sphere of influence actions for both subject 
agencies, (b) timing of the reorganization, and (c) whether modifications or approval terms 
are appropriate.  Consideration of these three policy items – markedly – includes the 
Commission balancing competing interests and goals as needed.   
 
ANALYSIS  
 
San Diego LAFCO’s analysis of the proposed reorganizations is divided into two subsections. 
The first subsection evaluates the central topics referenced in the preceding section.  This 
involves analyzing the merits of conforming sphere of influence actions for the two subject 
agencies and the role spheres serve as the Commission’s principal planning tool in directing 
orderly growth and development.   This also involves assessing the overall public value of the 
reorganizations’ themselves and their timing under statute and policy with the latter marked 
by addressing the inter-jurisdictional disputes underlying both proposals consistent with 
Policy L-107.   Potential modifications and terms – including those requested by the applicants 
and subject agencies – round out the first subsection’s analysis.  The second subsection 
considers other germane statutory issues and includes making related findings under the 
California Environmental Quality Act (CEQA).  
 
Central Topics  
 
Item No. 1 |  
Conforming Sphere of Influence Actions 
 
The proposed reorganizations necessitate San Diego LAFCO to consider conforming sphere 
of influence actions for the two subject agencies to achieve consistency with the requested 
jurisdictional changes as required under statute. Consideration of the amendments are 
premised on LAFCO’s statutory responsibility to designate spheres to demark the affected 
agencies’ appropriate jurisdictional boundary and/or service areas now and into the 
immediate future as determined by the Commission. This includes demarking the 
Commission’s expectation of exclusive responsibilities for one or more municipal services.  
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Specific actions prompted by the proposed 
reorganizations involve (a) establishing a sphere for 
Eastern MWD specific to its wholesale function to 
include the affected territory and concurrently (b) 
removing these lands from the County Water Authority 
sphere.  The proceeding analysis focuses on the lead 
action involving Eastern MWD as the receiving entity 
and organized to consider three related factors 
necessitated under statute and local policy.  The 
statutory factors are divided between macro and micro 
considerations and involve overall agency information analyzed in a municipal service review 
paired with addressing the notional relationship between the agency and affected territory.11  
Local policies involve consideration of L-102 and its provisions to guide sphere actions in San 
Diego County.  Analysis of these three sphere factors follow.  
 

• Sphere Factor No. 1:  
Consideration of a Municipal Service Review 
 

Statute requires LAFCO to prepare municipal service reviews to inform its connected 
planning task to establish or update local agencies’ spheres of influence.  The statute 
further directs LAFCO perform sphere updates every five years as needed. The most 
recent municipal service review germane to these proposals covers Eastern MWD and 
was completed by Riverside LAFCO in May 2019.12  The document evaluates Eastern 
MWD’s full complement of active service functions (potable water, wastewater, and 
recycled water) as part of a regional report on western Riverside County.  The 
municipal service review largely draws on data collected between 2014 and 2018 and 
generally affirmative with regards to assessing Eastern MWD’s overall service 
capacities and related administrative controls.   
 
In consultation with Riverside LAFCO through the MOU process, and as part of the 
administrative reviews of the applicants’ reorganization proposals, San Diego LAFCO 
has prepared an addendum to the municipal service review.  The addendum provides 
gap analysis on Eastern MWD with specific attention to its potable water function and 
financial standing through data collected between 2017 to 2021.  Among other topics, 
and as outlined in the accompanying prospectus, the addendum concludes Eastern 
MWD maintains adequate infrastructure to meet current and anticipated potable 
water demands (retail and wholesale) with available capacity to accommodate 
additional growth.  This conclusion is reflected in average annual and daily system 
demands for Eastern MWD equaling less than one-third of its available capacities 
(supplies and associated infrastructure) during the 60-month period.  The addendum 

 
11    Reference to Government Code Sections 56430 and 56425, respectively.  
12  Municipal service reviews serve as a centerpiece to the most recent rewrite of LAFCO statute in 2001 and represent comprehensive studies on the level, 

range, and performance of governmental services provided within defined geographic areas.  LAFCOs are tasked with preparing municipal service reviews 
to explicitly inform subsequent sphere of influence actions and done so to provide the Commission a holistic assessment of the subject agencies with respect 
to certain designated topics.  These designated topics are headlined by growth and population projections, infrastructure needs and financial standing.  
LAFCOs are relatedly required to update spheres every five years.    

 

The analysis of the conforming 
sphere actions is three-fold.  The first 
two factors tie to statute and involve 
considering Eastern MWD’s overall 
standing via a recent municipal 
service review plus addressing the 
notional relationship between 
Eastern and the affected territory.  
The third factor ties to local policy and 
LAFCO’s use of spheres for various 
policy purposes in San Diego County.  
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also concludes Eastern MWD is fiscally sound overall and marked by finishing with 
positive total margins in the last four of the five years covered.  

 
• Sphere Factor No. 2:  

Consideration of the Agency-Affected Territory Relationship 
 

The Legislature prescribes consideration of five factors anytime LAFCOs act on 
spheres of influence.  These factors parallel the macro topics in municipal service 
reviews with a notional focus on the relationship with the affected territory – 
including service needs and adequacy of available services.  The factors also orient the 
Commission to broadly consider the relationship between current and planned land 
uses in the affected territory plus – and as needed – effects on qualifying 
disadvantaged unincorporated communities.   The factors and staff analysis follow.   

 
-   With respect to present and planned land uses, the affected territory as submitted 

spans 79,050 acres with 99% being unincorporated.13  Close to three-fourths of the 
affected territory is subject to the County of San Diego’s Fallbrook Community 
Plan.14  Four distinct subregions comprise the affected territory and include Bonsall, 
De Luz, Fallbrook, and Rainbow.  Fallbrook and its “village” setting headlines the 
four subregions with its cultural, retail, medical offices, schools, and entertainment 
venues that residents in the other subregions regularly patron. The region overall 
remains mostly rural in character outside Fallbrook’s “town” core and continues to 
function as a community separator between the more urban uses to the north 
(Temecula) and south (Escondido) along the Interstate 15 corridor.   As addressed 
in LAFCO’s recent municipal service review on the Fallbrook region, it appears the 
affected territory is at a pivot point with respect to substantive changes in 
development and land uses.  Specifically, the affected territory’s historical 
immersion in agriculture with avocados being the primary cash crop over the last 60 
plus years appears to be waning. Measuring this transition is marked by the loss of 
nearly one-fifth – or (18.7%) – of the total number of avocado acreages in the 
affected territory over a recent five-year period. Some of this acreage has already 
been converted into housing with nearly 600 new units added over the same five-
year period; an amount equal to an overall 2% increase in the housing stock and 
above historical averages. More of this acreage appears to have been left fallow and 
suggests – among other items – the cost of growing avocados in the “Avocado 
Capital of the World” for many local farmers has become unsustainable.  

 
-   With respect to present and probable need for one or more public services, the 

affected territory’s existing and planned land uses merit a full range of municipal 
services.   The present needs tie directly to the affected territory’s current estimated 
population of 56,116, which makes it the one of the largest unincorporated 
communities with a resident total that exceeds 7 of the 18 cities in San Diego County.   
It is also reasonable to assume the need for a full range of municipal services will 

 
13  The remaining portion of the affected territory – totaling 859 acres – lies in Oceanside and part of the Morro Hills neighborhood.  
14  The Fallbrook Community Plan is premised on the following land use goal: “perpetuate the existing rural charm and village atmosphere surrounded by 

semi-rural and rural lower density development, while accommodating growth.” 
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further intensify given the expectation of further growth and development within 
the affected territory. This assumption ties to the critical demand for housing in San 
Diego County paired with the region’s available land supply with more than two-
fifths of private acreage remaining undeveloped paired with existing jurisdictional 
access to wholesale water supplies.  Further, and whether for residential or 
agricultural purposes, the lack of available local water resources accentuates the 
paramount importance of imported supplies and related infrastructure to the area.  
 

-  With respect to overall adequacy of the agency’s public services, a comprehensive 
evaluation of Eastern MWD was most recently prepared as part of a regional 
municipal service review by Riverside LAFCO.  The municipal service review was 
completed in May 2018 and evaluates Eastern MWD’s full complement of active 
service functions – potable water, wastewater, and recycled water – and largely 
based on data collected between 2014 and 2018.  This municipal service review is 
generally affirmative with regards to assessing Eastern MWD’s overall service 
capacities and administrative controls without the identification of any substantive 
infrastructure deficiencies.  An addendum to the municipal service review prepared 
by San Diego LAFCO provides gap analysis to include data up to 2021 and similarly 
attests to Eastern MWD’s overall service capacities and related administrative 
controls specific to its potable water function.  

 
- With respect to social or economic communities of interest if relevant to the 

agency, the affected territory’s existing development and land uses largely tie back 
to earlier annexations to the County Water Authority and Metropolitan Water 
District of Southern California (“MET”).   These annexations and the associated 
availability of wholesale water supplies made available to the affected territory 
materially underlies its social and economic welfare.   It is reasonable to assume 
these social and economic communities of interests within the affected territory 
tied to the provision of wholesale water supplies are transferable and would be 
readily assumed by Eastern MWD should the reorganizations be approved.   

  
- With respect to present and probable need for agency services involving any 

disadvantaged unincorporated communities within the existing sphere of 
influence, two distinct considerations are identified.  First, there are currently 22 
distinct qualifying areas – or DUCs – located within Eastern MWD’s existing sphere 
based on information independently evaluated by Riverside LAFCO. These DUCs 
range in size from 13.3 to 4,232.2 acres in size with the latter involving the Good Hope 
community with an estimated resident population of 8,681.  Eastern MWD currently 
serves 5 of these 22 existing DUCs. Second, there are two DUCs located within the 
affected territory – comprising approximately 15% and 3% of Fallbrook PUD’s and 
Rainbow MWD’s jurisdictional boundaries – and generally cover the Fallbrook 
Village and Gopher Canyon communities. 
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• Sphere Factor No. 3:  
Consideration of Policy L-102 
 

San Diego LAFCO’s policies guiding sphere of influence actions are primarily codified 
under L-102.  This policy was adopted in August 1990 and last substantively updated in 
June 2000.   It directs the Commission to utilize spheres to guide deliberations on future 
changes of organizations and in doing so – and among other growth management 
objectives – help reflect and preserve community identities.  The policy further directs 
LAFCO to use spheres to discourage duplication of municipal services and similarly 
encourages local agency consolidations, whether functional or political.  The policy 
separately includes a provision for LAFCO to maintain a sphere for the County Water 
Authority that is coterminous with the spheres of its member agencies.15    
 
The sphere of influence actions necessary to accommodate the proposed 
reorganizations – and precisely establishing a sphere for Eastern MWD to include the 
affected territory while removing the lands from the County Water Authority sphere –
conforms with L-102.  Most notably, the sphere actions would continue to designate 
one agency – Eastern MWD – as the chosen singular wholesale water service provider 
for the affected territory.  The sphere actions would also establish a new and otherwise 
meritorious policy statement consistent with L-102 by recognizing a cohesive identity 
within the affected territory that is substantively distinct from adjacent areas. 

 

 

 
15  The referenced policy provision deemphasizes the stand-alone function of the County Water Authority’s sphere of influence under statute given any changes made 

therein are responses to changes to the spheres of the member agencies.  

 

CONCLUSION | 
MERITS OF CONFORMING SPHERE OF INFLUENCE ACTIONS 

 
 
 

The conforming sphere of influence actions to accommodate the Commission 
separately considering the proposed reorganizations appear sufficiently 
justified under both statute and local policy.  Justification is marked by the 
preceding analysis and largely premised on the following two assumptions: 
 
• First, it is assumed the Commission determines the municipal service 

review and associated addendum prepared by Riverside and San Diego 
LAFCOs, respectively, adequately informs the decision-making process in 
evaluating the overall service and fiscal standing of Eastern MWD with 
respect to its potable water function.   

 
• Second, it is assumed the Commission determines the affected territory 

shares relevant communities of interests that are distinct from adjacent 
lands in San Diego County and can be appropriately preserved through 
placement in Eastern MWD’s sphere.   

 
Should either of these premising assumptions misalign with Commission 
preferences, it would be appropriate to disapprove or term the conforming 
sphere actions and remedy as needed.  
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Item No. 2 |  
Reorganizations’ Timing 
 
San Diego LAFCO’s consideration of the proposed 
reorganizations’ timing draws on analyzing 
baseline factors required in statute as well as 
applicable policies set by the Commission and 
related project-specific considerations identified by 
the Executive Officer.  Most of the baseline factors 
in statute focuses on disclosing and otherwise 
addressing compatibility issues with external goals 
and policies of other State, regional, and local 
agencies as well as assessing the ability of Eastern 
MWD – as the receiving agency – to provide services.16   Applicable local policies prompted 
for consideration are headlined by L-107 and its attention to addressing jurisdictional 
disputes, which are germane to the proposals given the numerous objections raised by the 
County Water Authority and some of its member agencies.    LAFCO staff has also identified 
several other considerations underlying the proposal’s timing and merits/demerits therein 
based on the administrative reviews of the proposals.   
 
Analysis of these three related timing factors follows.  
 

• Timing Factor No. 1:  
Consideration of Eastern MWD’s Ability to Serve  
 

State law prescribes the mandatory consideration of certain and multifaceted factors 
anytime LAFCOs consider jurisdictional changes.  These factors range in substance 
from disclosures – such as the affected territory’s current land uses, assessed values, 
registered voter counts, and so on – to discretionary analyses.  This latter category is 
highlighted by evaluating the proposed jurisdictional changes’ relationship to 
community needs as well as the service capacities and related financial resources of 
Eastern MWD as the receiving agency in contrast to baseline conditions.  A summary 
of key conclusions generated in the review of these discretionary matters for the 
proposed reorganizations regarding (a) service needs, (b) service availability and 
capacities, and (c) related financial considerations follow.  
 
- With respect to service needs, the provision of imported wholesale water supplies 

associated with the proposed reorganizations has proven necessary due to the 
overall limitation on local sources in the affected territory.  These needs underlie the 
previous actions by both applicants’ governing boards to pursue annexations to the 
County Water Authority to establish access to imported water supplies from the 
Colorado River and later Sacramento-Bay Delta.17 The applicants assert the 
increasing costs for imported water supplies from the County Water Authority – 

 
16  Reference to Government Code Section 56668. 
17   The Fallbrook Public Utility District annexed upon their formation in 1944. The Rainbow Municipal Water District annexed shortly after their formation and 

in 1954 to provide access to Colorado River water supplies. 

 

The analysis of the reorganizations’ timing is 
three-fold.  The first factor ties to statute 
and involves addressing multiple topics with 
most directed towards Eastern MWD’s 
ability to provide wholesale water services 
to the affected territory.  The second factor 
involves addressing consistency with local 
policies and headlined by L-107 and its 
provisions to address jurisdictional disputes.  
The third factor involves other local 
considerations identified by LAFCO staff.  
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however – have begun to adversely affect the quality of life within the affected 
territory, and most notably for agricultural users.  The applicants quantify the 
adverse impact by estimating an average cost increase in water rates at 8% annually 
over the preceding decade.  The applicants relatedly attribute the size of the cost 
increases in large part to sustaining an expanding County Water Authority 
infrastructure portfolio that does not proportionally benefit the affected territory.  

 
There are no disagreements that imported wholesale water supplies remain a 
critical need within the affected territory.   These needs are paramount within 
Rainbow MWD given their absolute dependency – now and within the foreseeable 
future – on imported supplies given the lack of alternative local resources.   These 
needs remain present also within Fallbrook PUD, albeit to a lesser extent.  This 
distinction ties to Fallbrook PUD’s recent investment in a conjunctive use project 
with Camp Pendleton that has the potential to provide PUD annually up to 4,200 
acre-feet of potable water – or 46% of its current average annual demand – from the 
Santa Margarita Watershed.    
 
There similarly appears to be sufficient evidence that the quality of life within the 
affected territory has been adversely affected by the otherwise significant rise in 
the County Water Authority’s imported water supplies.  The adverse effects tied to 
the rise in imported water costs on agricultural users also appears substantiated. 
This comment draws on the recent municipal service review prepared on the 
Fallbrook region (2022) and related analysis showing an estimated loss of nearly 
(one-fifth) of avocado acreage in the affected territory over the preceding five-year 
period.   Further, and irrespective of other market factors, the increase in imported 
water costs is more than one-third the corresponding change in the per pound price 
of avocados in California in the last ten years.18 
 

 - With respect to service availability and capacities, the approval of the 
reorganizations would transfer wholesale water supply responsibilities – including 
all rights and duties – within the affected territory from the County Water Authority 
to Eastern MWD.  The mechanics of this transfer are addressed in the applicants’ 
plans of service and draw on a three-party MOU with Eastern MWD.   Key items 
covered in the applicants’ plans of service filed with LAFCO regarding access, supply 
and reliability, and contingency planning follows.  
 

 
18  According to the California Association of Avocados Growers, the average price of Hass avocados per pound has increased from $0.84 to $1.22 in the last 

nine years and reflects a 45.5% increase. 
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Access.   Fallbrook PUD currently maintains four 
connections to receive wholesale water supplies 
from County Water Authority via MET’s Skinner 
Water Treatment Facility in Riverside County.   
Three of these connections are to pipelines 
owned by MET that extend into San Diego 
County.  The fourth connection involves a 
pipeline owned by the County Water Authority.  
Post reorganization approval, Fallbrook PUD 
states it would continue to receive wholesale 
supplies from Skinner via Eastern MWD using 
only the three connections owned by MET.  (The 
fourth connection to pipeline owned by the 
County Water Authority would be abandoned.)   
 
Rainbow MWD currently maintains eight connections to receive wholesale supplies 
from the County Water Authority.   These connections are equally divided between 
four pipelines owned by MET serving the northern distribution system and four 
pipelines owned by the County Water Authority serving the southern distribution 
system.   Like Fallbrook PUD, nearly all of the wholesale water delivered to Rainbow 
MWD arrives from Skinner.  However, and unlike Fallbrook PUD, Rainbow MWD can 
also receive wholesale water for its southern distribution system via the County 
Water Authority’s Twin Oaks Treatment Facility under certain hydraulic conditions.  
Post reorganization approval, Rainbow MWD would exclusively receive wholesale 
supplies from Skinner via Eastern MWD using all eight existing connections – 
including the four pipelines owned by the County Water Authority under a future 
wheeling agreement.   If a wheeling agreement is not reached, Rainbow MWD 
would use its existing distribution system to pump wholesale water from Eastern 
MWD – via four northern connections – as well as construct new infrastructure to 
ensure service delivery to its southern service area. A wheeling agreement involving 
the City of Oceanside’s Weese Filtration Plant will also need to be executed.19 
 
Supply and Reliability.  Fallbrook PUD and Rainbow MWD currently receive 
wholesale water supplies from County Water Authority that are imported from the 
Colorado River and Sacramento Bay-Delta.  The quantity of supplies is unrestricted 
and based on overall availability.   Until recently, the County Water Authority’s 
imported supply from the Colorado River was exclusively purchased through MET.  
This changed in 2003 when the County Water Authority began to separately 
purchase Colorado River supplies also from the Imperial Irrigation District (ID), 
which have high-priority rights in the event of limitations enacted by the Federal 

 
19  The Weese Filtration Plant is presently located in Rainbow MWD’s service area. Rainbow MWD and the City of Oceanside entered into an agreement that 

commits the parties to the transfer and treatment of raw water – at the Weese Filtration Plant – and in doing so utilizing unused capacity. Should 
detachment be approved, the City of Oceanside, Rainbow MWD, the Water Authority, and Eastern MWD would need to establish a wheeling agreement. 

 

The applicants’ attest no new 
infrastructure is needed to access 
wholesale water from Eastern MWD 
with one qualifier.  This qualifier 
involves Rainbow MWD and its 
preference to enter into a wheeling 
agreement with County Water 
Authority to continue to access four 
connection points along the San 
Diego Aqueduct to dependably 
supply Rainbow’s southern 
distribution system.  Absent a 
wheeling agreement, Rainbow would 
need to build new infrastructure.  
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government.20   Access to purchased Colorado River supplies from Imperial ID, 
however, remains entirely dependent on MET conveyance facilities at this time.21   
 
The applicants attest to the overall 
reliability of the County Water Authority’s 
wholesale supplies relative to their 
demands.  This includes attesting neither 
the County Water Authority or MET have 
taken actions to curtail the availability of 
supplies to its member agencies at any 
time during the last five years (i.e., all 
requested demands have been 
accommodated).  Post reorganization 
approvals, Eastern MWD would provide 
Fallbrook PUD and Rainbow MWD with 
wholesale supplies.  These wholesale 
supplies, however, would be generated only from MET and purposefully excludes 
any of Eastern MWD’s own local resources.   This limitation is part of the current 
three-party MOU and would result in the applicants becoming entirely dependent 
on MET’s two supply sources: Colorado River and Sacramento Bay Delta.   This 
contractual arrangement mirrors existing wholesale relationships for Eastern MWD 
in supplying seven local retailers within its jurisdictional boundary.  These existing 
wholesale relationships were established between 1964 and 2003 and divided 
between three cities (Hemet, Perris, and San Jacinto), three special districts (Lake 
Hemet MWD, Western MWD, and Rancho Water District), and one private entity 
(Nuevo Water Company).22  Eastern MWD has not issued any of its own curtailments 
on wholesale deliveries at any time during the last five years.  
 
Rainbow MWD’s application materials include supplemental analysis on the topic of 
reliability and differences between the County Water Authority and Eastern MWD 
via MET.   This supplemental analysis has been prepared by Ken Weinberg and 
includes three pertinent and intertwined conclusions.23  The first conclusion states 
the County Water Authority supply is comparatively more certain given recent 
investments to diversify both imported and local resources.  The second conclusion 
asserts planned MET investments to improve reliability paired with continued 
decreases in demands will reduce the existing margin of difference going forward.  
The third conclusion serves as a carveout for agricultural users and states these 
customers may experience an overall improvement in reliability as a result of the 
reorganizations.  This carveout ties to eliminating the County Water Authority’s 

 
20   The Colorado River Quantification Settlement Agreement (QSA) signed in 1998 – between Imperial Irrigation District (IID) and the SDCWA – was a result of 

severe droughts in 1990 and 1991 which led SDCWA to seek less dependency on MWD for its water supplies. The agreement held the SDCWA financially 
responsible for the lining of the All-American and Coachella Canals while also legally binding MWD to delivering QSA water supplies from IID to the SDCWA. 
The agreement took effect in October 2003 and has since facilitated the SDCWA’s reduced reliance on MWD for water and reflected in a 75% decrease since 
1991 (95% in 1991 to 20% in 2022). 

21  The applicants also materially benefit from the County Water Authority’s seawater supply generated from its Carlsbad (Bud Carlson) Desalination       
Treatment Facility, which serves to increase the overall reliability of supplies available to Fallbrook PUD and Rainbow MWD. 

22   All seven of these wholesale users rely on Eastern to supplement their systems and own local supplies. 
23  Ken Weinberg is the principal with Weinberg Water Resources Consulting LLC.    

 

Post reorganization approvals, Fallbrook 
PUD and Rainbow MWD would continue to 
receive wholesale supplies from the 
Colorado River and Sacramento Bay-Delta.  
These supplies – whether through County 
Water Authority or Eastern MWD – have 
proven reliable with neither wholesaler 
curtailing availability over the last five years 
due to any shortfalls.   Nonetheless, the 
Colorado River supplies available to the 
applicants post reorganizations would be 
materially lessened given they would no 
longer include access to grandfather rights 
currently held by the County Water Authority 
through its agreement with Imperial ID.    
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Transitional Special Agricultural Water Rate (TSAWR) program, which provides 
eligible users with reduced costs in exchange for being subject to higher cutbacks 
in the event of supply shortages.  
 
Contingency Planning.  During an emergency event, causing disruption to water 
pipelines, facilities, and service delivery to residents the agencies would continue to 
receive water under storage programs available via the County Water Authority or 
– should detachment be approved – the Eastern MWD through Metropolitan. When 
implemented, these storage programs have the capacity to accommodate a 75% 
level of service to its member agencies. A distinguishing factor among the County 
Water Authority’s program in comparison to Metropolitan’s is that ratepayers 
under the TSAWR program, would not experience a higher cutback, which under 
CWA is equivalent to a 59% level of service.  Should service be completely cutoff, 
Metropolitan maintains that repairs would be completed within 14 days. During this 
time, Rainbow MWD and Fallbrook PUD would need to supplement the loss of 
water with local supplies. Rainbow MWD’s total storage capacity is 695.0 acre-feet 
and is equivalent to accommodating 15 days of average day demands without 
recharge. Should the emergency result in more than a 14-day lapse in service, 
Rainbow MWD has signed an MOU with Fallbrook PUD committing Fallbrook PUD 
to supply them with local potable water supplies from its Santa Margarita River 
Conjunctive Use Project and through an imported water system. The Fallbrook PUD 
has a total storage capacity of 1,453 acre-feet and is equivalent to accommodating 
58 days of average day demands without recharge. 
 

- With respect to financial considerations, the 
Fallbrook PUD and Rainbow MWD presently 
pay the County Water Authority $1,565 and 
$1,536, respectively, for every acre-foot of 
wholesale treated water delivered. These 
wholesale charges are incorporated into each 
applicants’ adopted retail water use rates along 
with recovering operation and maintenance 
costs. The retail rates are similarly distinguished 
by both applicants into two demand classes – agricultural and municipal and 
industrial – with different charges based on customer types (i.e., commercial 
agriculture rate v. special agricultural rate).   The average portion of retail rates tied 
to recovering wholesale supply costs from the County Water Authority is 
approximately 65% for Fallbrook PUD and 79% for Rainbow MWD over the last five 
available years. Post reorganization approvals, and based on the negotiated MOU, 
the applicants would pay Eastern MWD $1,195 for every acre-foot of wholesale 
treated water delivered.  This equates to an introductory annual cost-savings to 
Fallbrook PUD and Rainbow MWD of 23.7% and 22.2%, respectively.   

 
 
 

 

Fallbrook PUD and Rainbow MWD’s 
wholesale water supply costs 
currently account for 65% to 79% of 
their respective retail rates.  Post 
reorganization approvals, Fallbrook 
PUD and Rainbow MWD would 
experience an approximate 24% and 
22% annual savings in wholesale 
water supply costs.   
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• Timing Factor No. 2: 
Consideration of Policy L-107 & 
Associated Findings by Dr. Michael Hanemann 
 
 

San Diego LAFCO adopted L-107 in May 2010 to require all applicants to disclose 
jurisdictional disputes associated with their proposal filings.  If applicable, and unless 
waived by the Executive Officer, the policy requires applicants and/or their 
representatives to consult with opponents to resolve any known issues – concerns, 
disputes, etc. – before the item is formally considered by the Commission.  The 
Executive Officer retains discretion to determine the extent of consultation needed.  
If an agreement is reached through the consultation process, the policy states the 
Commission shall consider the provisions as part of the application.   If an agreement 
is not reached, and the Executive Officer concurrently determines good-faith efforts 
have been satisfied, the policy states the Commission shall proceed to consider the 
application as submitted.  
 
Consistent with the reporting requirements under L-107, Fallbrook PUD and Rainbow 
MWD both disclosed objections to the proposed reorganizations from the County 
Water Authority in filing the coordinated applications with LAFCO in March 2020.   The 
applicants summarized the objections from the County Water Authority at the time of 
the filings into three topical items.   Two of the items overlap and involve a dispute 
over the County Water Authority’s request that the applicants’ detachments not cause 
any net loss in revenue (“revenue neutrality”) or require exit fee payments.  The third 
item involves a dispute over the County Water Authority’s request that any 
detachment elections be conducted within its entire jurisdictional boundary as 
opposed to only Fallbrook PUD and/or Rainbow MWD.    The applicants also disclosed 
a fourth objection raised by the Otay Water District with regards to the applicants’ 
using Class 20 exemptions as lead agencies under CEQA.    
 
At its June 2020 meeting, and at the 
recommendation of the Executive Officer, the 
Commission approved the establishment of an 
advisory committee to satisfy the consultation 
process required under L-107 given the above-
referenced dispute disclosures. The 
establishment of the Fallbrook-Rainbow Ad Hoc 
Committee (“Ad Hoc”) included the Commission 
setting the composition at 10 members as 
detailed in an earlier section and tasked with 
advising the Executive Officer through the 
administrative review process on specific 
disputes and/or controversies tied to the 
proposals – including but not limited to the 
items disclosed by the applicants.     
 

 

Fallbrook PUD and Rainbow MWD each 
disclosed four jurisdictional disputes to 
their reorganization proposals at the 
time of filing in March 2020 as follows.  
 
1. Request by CWA for detachments to 

show revenue neutrality.  
 

2. Request by CWA for exit fees in lieu of 
revenue neutrality. 

 

3. Request by CWA that any detachment 
elections include voters throughout 
its (CWA) jurisdictional boundary.  

 

4. Objection by Otay WD to exempt the 
detachments under CEQA Class 20. 

Item 6a: Page 20



San Diego LAFCO  
June 5, 2023 Meeting  
Agenda Item No. 6a | Combined Public Hearing: Proposed “Rainbow MWD and Fallbrook PUD Reorganizations” (RO20-04/RO20-05) 
 

21 | P a g e  

 

The Ad Hoc subsequently held 13 public meetings between December 2020 and April 
2023.  Most of the meetings were dedicated to addressing three overlapping topics – 
(a) water supply reliability, (b) financial impacts, (c) potential exit fees – selected by 
the Ad Hoc with their related tasking of Dr. Michael Hanemann with Arizona State 
University to provide expert analysis.   Dr. Hanemann proceeded to issue a draft report 
on all three topics to the Ad Hoc in September 2021 followed by a formal public review 
and comment period.  A final report was presented to the Ad Hoc in February 2022 
with the following key summary conclusions. 
 
- With respect to water supply reliability, Dr. Hanemann concludes both the County 

Water Authority and Eastern MWD have established reliable wholesale supplies.    Dr. 
Hanemann finds County Water Authority supplies are more reliable given they are 
more diversified and marked by having direct access to desalinated water.  However, 
Dr. Hanemann does not define the reliability differences between the two as 
substantive relative to industry standards.    

 
- With respect to financial impacts, Dr. Hanemann concludes the net cost-savings to 

Fallbrook PUD and Rainbow MWD if they detach and change wholesalers will be $2.9 
million and $4.8 million each year, respectively, and generate a combined net annual 
savings of $7.7 million.  The individual amounts represent net savings of 35% for 
Fallbrook and 21% for Rainbow.   Concurrently, Dr. Hanemann concludes the County 
Water Authority will lose $4.1 million each year if Fallbrook PUD detaches and $8.5 
million each year if Rainbow MWD detaches.  The combined annual loss for the 
County Water Authority should both applicants detach is $12.6 million and represents 
a net loss of (2%) for the County Water Authority.    

 
- With respect to potential exit fees, Dr. Hanemann concludes payments to the County 

Water Authority are economically justified for both Fallbrook PUD and Rainbow 
MWD if they depart.   Dr. Hanemann defers to LAFCO to consider various options in 
deciding an appropriate metric in devising an exit fee.  One specific option offered 
by Dr. Hanemann involves tying an annual exit fee to recover the applicants share of 
the County Water Authority’s annual payment to Imperial Irrigation District for direct 
and grandfathered supplies to the Colorado River.  These supplies are referred to as 
Quantification Settlement Agreement water or “QSA” water.  Dr. Hanemann 
calculates an annual exit fee based on QSA recovery for Fallbrook PUD and Rainbow 
MWD at $5.3 million and $7.7 million, respectively.    The combined annual exit fee is 
$13.0 million (rounded).  Dr. Hanemann further concludes it would be reasonable to 
require Fallbrook PUD and Rainbow MWD to pay an annual exit fee to the County 
Water Authority for no less than three years and no more than 10 years.   

 
In receiving the final report in February 2022, each Ad Hoc member was asked to go on 
the record with respect to determining whether they believe Dr. Hanemann’s analysis 
positions LAFCO to make informed decisions on each of the three topics.   The 
Committee unanimously responded “yes.”  A copy of the final report is attached.  
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• Timing Factor No. 3: 
Other Material L-107 Considerations  
 
 

LAFCO staff has identified a range of other considerations relative to L-107 meriting 
the Commission’s attention in assessing the overall timing of the proposed 
reorganizations and related merits and/or demerits.   These other considerations 
incorporate topics largely sourced to affected agencies – including the County Water 
Authority and several of its member agencies – that have been generated during the 
approximate three-year span of the administrative reviews.  Other topics are sourced 
to comments received by the Cities and Special Districts Advisory Committees as well 
as the general public.  A listing of these other considerations number eighteen and are 
summarized below along with staff analysis.  
 
- (a) MET’s Position on the Detachments 
 

The applicants – Fallbrook PUD and Rainbow MWD – and the subject agencies – 
Eastern MWD and County Water Authority – are all members of MET.   The MET Board 
has taken no formal position on the proposed reorganizations. However, LAFCO 
staff is in receipt of two separate comment letters from MET officials outlining their 
own observations on the proposals. These comments are materially divergent from 
one another as summarized below. 
 
The first comment letter was received on September 17, 2020, from then MET 
General Manager Jeffrey Knightlinger. These comments, which followed formal 
notice of the proposals by LAFCO to all affected agencies, addresses several 
germane technical and policy topics.  The substance of these topics ranges from 
describing the blended nature of supplies available to Eastern MWD and County 
Water Authority to assessing governance impacts at MET should the detachments 
proceed.    The comments conclude with the following statement:  
 

“In conclusion, the proposed reorganization would not impact Metropolitan’s 
ability to provide reliable water supplies to its 26 member agencies. Nor would it 
increase the demands on the Bay Delta. It would have only a de minimis impact on 
voting entitlements and representation by SDCWA and Eastern at Metropolitan. It 
would not affect the County Assessor’s ability to collect taxes to be distributed 
throughout Metropolitan’s service area.”  (Knightlinger, September 17, 2020)  

 
The second comment letter was received on March 22, 2023 from current Chair Adán 
Ortega. These comments followed the publication of an original draft report on the 
proposals for discussion at the Cities and Special District Advisory Committees’ 
March 17th meetings and address several concerns with the reorganization 
proposals. This includes citing the proposals’ potential to prioritize water 
affordability among MET members at the expense of regional water supply 
adaptation measures. These comments conclude with the following statement: 
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“If permitted by LAFCO in San Diego County, the implication of its decision would 
be relevant to Metropolitan’s current master planning process. Efforts toward 
climate adaptation through investments in long-term water supply planning could 
become trapped in the immediate issues of affordability that could otherwise be 
addressed over the long-term. This would occur as communities chase after the 
lesser rates among adjacent Metropolitan Member Agencies in a potential race to 
the bottom compromising past investments.”  
 

- (b) SANDAG’s Position on the Detachments  
 
 

During the administrative reviews the County Water Authority has raised various 
topics relating to the potential impacts of the detachments on SANDAG.  Specifically, 
the County Water Authority has commented the detachments would counter 
SANDAG’s efforts to coordinate regional water planning among all land use 
authorities in San Diego County.  Staff proceeded to communicate these topics 
directly to SANDAG in an April 19, 2022 letter to the Chief Executive Officer’s Office 
with the invitation to provide comments.  No comments have been received, and 
accordingly staff believes it is reasonable to assume there are no direct conflicts tied 
to the detachments with respect to SANDAG policies or programs.24  
 

- (c) Financial Differences Between “Roll-Offs” and Detachments at CWA 
 
The topic of “roll off” has been cited regularly during the administrative reviews and 
frequently by the applicants and their proponents as context to considering the 
financial impacts tied to detachment.  The Ad Hoc Committee tasked a working 
group to independently address the topic and specifically key differences between 
roll-off and detachment with regard to financial impacts to the County Water 
Authority.25  The working group’s summary follows.     
 

“It is important to note that there is no obligation for any member agency to take 
any amount of supply from SDCWA. However, a member agency that remains as a 
member of the SDCWA will still have to pay fixed costs to SDCWA, even if they do 
not take a drop of water. The elephant in the room is not if detachment and roll off 
are the same. They are not. The impacts of detachment and roll off are different in 
that an agency that rolls off will still be a member agency of the SDCWA and will be 
contributing to future cost increases and rates set by the SDCWA board. A 
detachment, once completed, means that a member agency is no longer a member 
agency of SDCWA and will not be contributing to future costs – unless an exit fee is 
conditioned by LAFCO for a certain time period. The true elephant in the room is 
that unless SDCWA reduces (or leverages to others) its fixed take or pay supplies; it 
will have more fixed take or pay supplies than it will have demand in the next ten 
years if its member agencies fully develop all of their local supply projects. Dr. 
Hanemann also noted in his presentation to the LAFCO Detachment Workgroup 
that there is a “Financial exposure to reduction in water sales. With current rates, I 

 
24  This conclusion is further supported given a SANDAG appointee has continually participated as an at-large member on the Ad Hoc Committee.  
25  The Ad Hoc Committee’s working group included the following members: Kim Thorner; Lydia Romero; Brian Albright; and Keith Greer.  
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estimate that for every 1,000 AF less that SDCWA delivers to member agencies, its 
net revenue falls on average by almost $1M. This is of some concern given that 
SDCWA is projected to experience a reduction of about 60,000 AF in deliveries to 
member agencies by around 2030.” If member agencies roll off to the tune of 
60,000 acre feet by 2030 through the development of local supplies, (according to 
Dr. Hanemann) this will reduce the SDCWA net revenue by $60,000,000. By way of 
comparison, FY 2022 Net Water Sales Revenue by SDCWA (in its annual budget) is 
$108,586,236. A loss of $60 million in net revenue is more than half of SDCWA’s total 
current annual net revenue. This is not a sustainable future and does not bode well 
for future rate affordability. This topic should be explored in depth via the 
upcoming SDCWA MSR. Any MSR review of SDCWA should also include a review of 
MWD and its operations and agreements within the SDCWA region.” (Ad Hoc 
Working Group Memo, August 11, 2022)  
 

In further considering the topic, the County Water Authority recently presented to 
its Board of Directors an update on planned potable reuse projects and expected 
production (graph below).  The presentation focused on three known and 
otherwise certain reuse projects that will generate roll-offs: City of San Diego Pure 
Water; City of Oceanside Pure Water; and East County Advanced Water Purification.  
The County Water Authority estimates these three projects will collectively 
generate annual potable resuse supplies starting at 3,000 acre-feet in 2025-2026 
and incease to 50,000 acre-feet by 2028-2029.   
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Based on the financial estimate provided by Dr. Hanemann – and specifically the 
cost to the County Water Authority of $0.940 million for each unsold acre-foot – 
the annual loss of water sale revenue tied to the three reuse projects would start 
at $2.82 million in 2025-2026 and increase to $47.0 million in 2028-2029.  LAFCO staff 
has further apportioned the loss revenue among the member agencies as part of a 
rate recovery adjustment by the County Water Authority as shown in the following 
table with additional details footnoted. 26   In terms of translating revenue loss to a 
percentage impact on rates, the County Water Authority has stated as a rule of 
thumb that every $5.0 million equates to a 1% rate impact.27  This latter principle 
suggests the financial impact of roll-offs tied to the three resuse projects would 
produce an approximate 9.4% increase to ratepayers by the end of the decade.  
Converserly – and detailed further in (e) – the detachments financial impact would 
produce an approximate 2.5% increase to ratepayers by the end of the decade 
applying the same principle and absence (completed or omitted) of any exit fees.  

 
 

 
 

TABLE NO. 2 
Estimate of Roll-off Impacts to Member Agencies  
Involving San Diego, Oceanside, and East County Reuse Projects  
(Source: SD LAFCO)  
 
 

 
Agency % of 2022 

Revenue Total 

 
 Year 2026 

3k AF 
Year 2027 

20k AF 
Year 2028 

43k AF 
Year 2029 

50k AF 
Carlsbad MWD 4.02% $113,434 $756,227 $1,625,887 $1,890,567 
City of Del Mar 0.27% $7,660 $51,068 $109,797 $127,671 
City of Escondido  3.28% $92,537 $616,915 $1,326,366 $1,542,286 
Fallbrook PUD 0.00% $0 $0 $0 $0 
Helix WD 6.60% $186,198 $1,241,319 $2,668,837 $3,103,298 
Lakeside WD 0.99% $28,014 $186,762 $401,539 $466,906 
City of National City n/a n/a n/a n/a n/a 
City of Oceanside  5.94% $167,425 $1,116,167 $2,399,759 $2,790,417 
Olivenhain MWD 4.91% $138,467 $923,112 $1,984,692 $2,307,781 
Otay WD 9.27% $261,475 $1,743,164 $3,747,803 $4,357,911 
Padre Dam MWD 3.17% $89,490 $596,602 $1,282,695 $1,491,506 
Camp Pendleton  0.01% $362 $2,410 $5,182 $6,025 
City of Poway 2.57% $72,468 $483,121 $1,038,710 $1,207,802 
Rainbow MWD 0.00% $0 $0 $0 $0 
Ramona MWD 1.27% $35,846 $238,971 $513,788 $597,427 
Rincon MWD 1.60% $45,154 $301,030 $647,214 $752,575 
City of San Diego  39.79% $1,122,131 $7,480,874 $16,083,880 $18,702,186 
San Dieguito WD 1.07% $30,051 $200,343 $430,738 $500,858 
Santa Fe ID  1.78% $50,260 $335,069 $720,398 $837,672 
South Bay ID  1.17% $33,039 $220,263 $473,565 $550,657 
Vallecitos WD 3.51% $98,930 $659,535 $1,418,000 $1,648,838 
Valley Center MWD 4.84% $136,407 $909,382 $1,955,171 $2,273,454 
Vista ID 2.57% $72,365 $482,435 $1,037,235 $1,206,088 
Yuima MWD  1.32% $37,349 $248,992 $535,332 $622,479 
Contract Water 0.03% $936 $6,238 $13,411 $15,595 
 100.00% $2,820,000 $18,800,000 $40,420,000 $47,000,000 

 
 

 
26  It is assumed each member agency’s apportioned share to true-up the County Water Authority’s rates to recover the full revenue loss associated with the 

three reuse project will be the same percentage in collected water sale revenue. Additionally, the apportionment assumes the approval of detachment by 
Fallbrook and Rainbow. 

27  CWA presentation to Board of Directors. March 23, 2023. Slide 144. 
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Table Notes: 
1) Assumes detachments of Fallbrook PUD and Rainbow MWD proceed. 

 
- (d) Detachments’ Impact on CWA’s Credit Rating 

 
At multiple intervals during the administrative reviews, representatives from the 
County Water Authority have asserted the proposed detachments would produce 
significant determinantal impacts on its credit rating.  A recent review on the topic 
shows the County Water Authority’s credit ratings via the three principal reporting 
agencies (Moody’s, Standard & Poor’s, and Fitch) have remained steady with high to 
highest placements since the detachments were filed in March 2020.  These high to 
highest placements – at least notionally – position the County Water Authority to 
readily secure lower interest rates when seeking debt financing through the public 
bond market with repayment based on the pledge of future revenues – including 
water sales.  The rating agencies have also provided the County Water Authority with 
“stable” outlook assignments over the same three-year period with one notable 
exception.   This exception occurred during 2020-2021 with Standard & Poor’s 
modifying the outlook assignment from “stable” to “negative.” The following 
passage is drawn from Standard & Poor’s March 2021 report and, among other 
considerations, cites the potential impacts from detachments:  
 

“The authority has a higher degree of litigation and member discord than is 
standard in the sector, in our opinion. This includes ongoing rate litigation with 
Metropolitan Water District, some of which has been settled in the authority's favor 
and some of which is ongoing. In addition, the authority is currently resolving a $6.1 
million lawsuit with Vallecitos Water District regarding overcharges. Lastly, two 
member agencies have petitioned the Local Agency Formation Commission (LAFCO) 
for detachment from the authority because they believe they can receive their 
water supply more affordably directly from Metropolitan Water District (through 
an arrangement with Eastern Municipal Water). Given the geographic location of 
the members, they reportedly believe that they do not receive sufficient benefit 
from remaining with the authority. LAFCO may deny the detachments or approve 
the detachments with conditions. The authority's management reports that the 
LAFCO process will likely take up to two years with a draft report anticipated in 
Spring 2021. The authority has hired a consultant to advise on the proceedings and 
the authority intends to seek reimbursement for associated debt and costs 
attributable to the two agencies. Management believes they could adjust supply 
requirements through resource planning. While we do not believe any of the 
aforementioned issues will have a financial effect in the near-term, we do believe 
ongoing litigation has associated costs and introduces potential longer term 
political risk--especially if an approved detachment sets a precedent if members can 
easily detach from the authority. This would be further exacerbated if the two 
members are not required to pay for their portion of the associated debt and 
infrastructure costs that the authority has undertaken to provide reliable water 
sources.”  (Standard & Poor’s Report on CWA, March 17, 2021) 
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Standard & Poor’s reverted and upgraded its outlook assignment for the County 
Water Authority in 2022 to stable.  

Given Standard and Poor’s own observations on the topic, it is reasonable to assume 
detachments would impact the County Water Authority’s credit rating.  It is also 
reasonable to presume the impact would be less than significant given two factors.  
First, Standard & Poor’s identified several reasons other than detachments 
contributing to downgrading the County Water Authority’s outlook in 2021.  
Standard & Poor’s decision to subsequently upgrade the outlook one year later 
suggests the detachments were not a primary reason in the original downgrading 
decision.  Second, Standard & Poor’s stated concerns with detachments tie to the 
uncertainty of whether the applicants will pay their share of outstanding debt and 
the potential precedent of other member agencies pursuing detachments.  These 
latter concerns appear sufficiently controlled with the imposition of exit fees and the 
related true-up for the County Water Authority over a period of time to meet its 
pledge of future revenues in paying bonded long-term debt.  The precedent concerns 
are separately controlled based on the geographic conditions that uniquely position 
Fallbrook PUD and Rainbow MWD to propose detachments given their ready ability 
to connect to the MET transmission line.  

- (e) Financial Impacts from Detachments:
 Remaining County Water Authority Member Agencies + Ratepayers 

Dr. Hanemann’s final report calculates a total net revenue loss to the County Water 
Authority – and by extension the remaining member agencies – from detachments 
at $12.581 million each year over the first 10 years (“short-run) based on 2022 
projections.28    The loss of net revenues attributed to Rainbow MWD accounts for 
two-thirds of the total at $8.517 million.   Fallbrook PUD accounts for the remaining 
one-third net revenue loss at $4.064 million.  Dr. Hanemann calculates the 
net revenue loss would decline to $10.988 million (2022 base year) annually 
after the tenth year (“long-run”).  Dr. Hanemann did not calculate total net 
revenue losses beyond 2022 given the existence of too many external variables as 
stated below:  

“I will not present a multi-year analysis. I feel that there is now too much uncertainty 
about future water supply, future water demand, and future rate schedules to 
justify making a projection of the annual financial impact over the coming decade. 
Therefore, I restrict my analysis to an estimate of the financial impact in CY 2022.”  
(Hanemann, December 31, 2021) 

Both the applicants – Fallbrook PUD and Rainbow MWD – and the County Water 
Authority have separately forwarded their own estimates to LAFCO on financial 
impacts tied to the detachments.  The County Water Authority estimates their total 
annual net-revenue loss associated with the detachments at $16.884 million.29   

28  The calculation assumes the loss of all property taxes for County Water Authority that are currently received within the affected territory.  This assumption 
has been separately confirmed by the County Auditor’s Office.  

29  This amount is detailed in the County Water Authority’s formal response to the notice of the reorganizations dated September 18, 2020. 
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Fallbrook PUD and Rainbow MWD estimate the total annual net-revenue loss to the 
County Water Authority due to the detachments at $5.600 million.30  Dr. Hanemann 
reviewed both estimates prior to making his own independent conclusion.  
 
Using Dr. Hanemann’s total estimated annual net-revenue loss for the County Water 
Authority at $12.581 million (based on 2022), LAFCO staff has proceeded to calculate 
individual cost impacts for remaining member agencies and their ratepayers 
(equivalent meter units).  The calculation assumes the County Water Authority would 
recover the full revenue loss by passing it in full to the remaining member agencies 
by increases in the wholesale rates going forward.  The calculation uses the County 
Water Authority’s water sale revenues over a recent five-year period as a baseline in 
identifying individual percentage shares among all member agencies.  The share 
collectively tied to Fallbrook PUD and Rainbow MWD equals 6.0% and is the amount 
staff has reapportioned and added to the remining member agencies’ share to keep 
the County Water Authority whole post detachments.  
 
Overall, LAFCO staff estimates the remaining member agencies’ ratepayers would 
experience an average increase to their water bills of $26.41 annually and $2.20 
monthly. These amounts vary among the remaining member agencies and most 
notably based on the dependency level on wholesale supplies and their economies 
of scale to spread out costs among a larger pool of households.   As the largest 
member agency, the City of San Diego’s annual recovery share to make up for the 
loss net revenue should the detachments proceed is calculated by staff at $4.979 
million.  This amount translates to annual and monthly ratepayer increases of $12.60 
and $1.05, respectively. In contrast, the smallest member agency is Yuima MWD and 
their annual recovery share to make up for the loss revenue for the County Water 
Authority is calculated by staff at $0.134 million.  This amount translates to annual 
and monthly ratepayer increases of $224.56 and $18.71, respectively.   
 
The calculated cost increases for the remaining member agencies should the 
detachments proceed is shown below with a full breakdown attached.   
 
 
(continued)  
 
 
 
 
 
 
 
 
 
 

 
30  This amount is detailed in the applicants’ joint formal response to the notice of the reorganizations via London Moeder Advisors and 

dated September 20, 2020. 

Item 6a: Page 28



San Diego LAFCO  
June 5, 2023 Meeting  
Agenda Item No. 6a | Combined Public Hearing: Proposed “Rainbow MWD and Fallbrook PUD Reorganizations” (RO20-04/RO20-05) 
 

29 | P a g e  

 

 
TABLE NO. 3  
LAFCO’s Estimate of Detachment Impacts to Member Agencies + Ratepayers: 
Applies Asset Shares (Water Sales) Between FY2017 and FY2022 
(Source: SD LAFCO Staff)  
 
 
 
 
Agency 

 
 

Annual  
Agency Impact 

 
 

Annual 
Ratepayer Impact 

 
Monthly 

Ratepayer  
without Exit Fee 

Monthly  
Ratepayer  

with Exit Fee 
Carlsbad MWD 642,432 17.56 1.46 0.00  
City of Del Mar 40,152 16.02 1.34 0.00  
City of Escondido  388,136 10.90 0.91 0.00  
Helix WD 749,504 11.44 0.95 0.00  
Lakeside WD 107,072 13.06 1.09 0.00  
City of National City 66,920 n/a n/a 0.00  
City of Oceanside  722,736 12.40 1.03 0.00  
Olivenhain MWD 562,128 19.81 1.65 0.00  
Otay WD 1,070,721 17.64 1.47 0.00  
Padre Dam MWD 374,752 13.86 1.15 0.00  
City of Poway 294,448 17.24 1.44 0.00  
Ramona MWD 173,992 16.85 1.40 0.00  
Rincon MWD 200,760 19.27 1.61 0.00  
City of San Diego  4,978,851 12.60 1.05 0.00  
San Dieguito WD 133,840 8.71 0.73 0.00  
Santa Fe ID  227,528 21.55 1.80 0.00  
South Bay ID  187,376 4.33 0.36 0.00  
Vallecitos WD 615,664 22.42 1.87 0.00  
Valley Center MWD  562,128 38.27 3.19 0.00  
Vista ID 347,984 9.65 0.80 0.00  
Yuima MWD  133,840 224.56 18.71 0.00  
     
TOTALS 

 
$12,580,968 

 
$26.41 

 
$2.20 

 
0.00 

 
Table Notes: 

 
1) Full breakdown of the LAFCO calculation provided as an attachment.  

 
2) The calculation assumes the County Water Authority would recover the full revenue loss – i.e., the $12.581 million – by passing it 

in full to the remaining member agencies by increases in the wholesale rates going forward.  The calculation uses the County 
Water Authority’s water sale revenues over a recent five-year period as a baseline in identifying individual percentage shares 
among all member agencies.   
 

3) The County Water Authority’s estimated individual member agency impacts tied to the detachments and net-revenue losses is 
listed on page 59 (Table 4.9) of its September 18, 2020 formal response to the reorganization proposals.   The Authority’s 
estimated base year rate impact for the City of San Diego is $7.338 million and represents a 47.4% difference above the estimate 
calculated by LAFCO staff.  This difference would similarly adjust the projected individual ratepayer impacts in San Diego to 
$18.57 annually and $1.55 monthly. 

 
4) The final column in the table reflects impacts to ratepayers within the five-year exit fee period and assuming an annual exit fee 

of $12.581 million is applied. 
 
5) For illustrative purposes, a narrative detailing of the calculation for the City of San Diego is footnoted.31   

 

 
31  Step One.  San Diego contributed $1.286 billion in water sales revenue over the five-year period.   This amount equals 37.2% of the $3.459 billion collected 

by the County Water Authority over the 60-month period.  Step Two.  San Diego’s proportional share of the County Water Authority’s net revenue loss 
of $12.581 million should Fallbrook PUD and Rainbow MWD detach before any true-up is $4.680 million.  This amount equals 37.2% of the total.  Step Three. 
San Diego’s proportional share of the County Water Authority’s net revenue loss of $12.581 million should Fallbrook PUD and Rainbow MWD detach plus 
making up for the agencies’ 6.0% contribution to water sales revenue over the five-year period is 39.6%.  This post true-up adds 2.4% to San Diego’s share 
of cost-recovery and the result of dividing 37.2% into 6.0%.  Step Four.  San Diego’s proportional annual share for the County Water Authority to make up 
the net revenue loss of $12.581 million should Fallbrook PUD and Rainbow MWD detach is $4.979 million.  This annual agency amount is the result of 
dividing 39.6% out of $12.581 million.  Step Five.  San Diego’s proportional annual share for the County Water Authority to make up the net revenue loss 
of 12.581 million should Fallbrook PUD and Rainbow MWD detach among its ratepayers is $12.60.  This annual ratepayer amount is the result of dividing 
the agency total of $4.979 million by its 395,266 equivalent meter units.  Step Six.  San Diego’s proportional monthly share for the County Water Authority 
to make up the net revenue loss of 12.581 million should Fallbrook PUD and Rainbow MWD detach among its ratepayers is $1.05.     This monthly ratepayer 
amount is the result of dividing the annual ratepayer estimate of $12.60 by 12.   
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At the March 17th Special Districts Advisory Committee meeting, staff was asked to 
assess the “net” impact of detachment to the CWA’s remaining member agencies to 
account for  any proposed discounting (further detailed in (j)).32 The below table 
reflects a high-level approximation of the resulting impact of detachment to each 
member agency, prior to the payment of the exit fee documented within the 
Hanemann Report. The figures are however inclusive of cost savings – or cost 
avoidance – associated with the construction of the ESP North County Pump Station 
divided over the five years. The below analysis utilizes the Fiscal Year 2022 revenue 
share by member agency as provided by CWA to LAFCO staff.33 

TABLE NO. 4 
LAFCO’s Estimate of Net Detachment Impacts to Member Agencies with Discount: 
Based on Actual 2022 Revenues with Cost Escalators 
(Source: SD LAFCO Staff)

Agency 
2022 

Revenue Share 
Annual  

Agency Impact  

(a) 
Annual Impact w/ 
7% Cost Escalator 

(b) 
Less ESP  

Cost Savings 

(c) 
Less ESP  

 7% Cost Escalator 

100% $12,580,968 $13,461,636 $4,858,168 $5,738,836 

Carlsbad MWD 4.02% $506,067 $541,492  $195,419 $230,844 
City of Del Mar 0.27% $34,175 $36,567  $13,197 $15,589 
City of Escondido  3.28% $412,839 $441,738  $159,419 $188,318 
Fallbrook PUD 0.00% $0 $0  $0 $0 
Helix WD 6.60% $830,691 $888,840  $320,773 $378,922 
Lakeside WD 0.99% $124,982 $133,730  $48,262 $57,011 
City of National City n/a n/a n/a n/a n/a 
City of Oceanside  5.94% $746,939 $799,225  $288,432 $340,718 
Olivenhain MWD 4.91% $617,747 $660,990  $238,544 $281,787 
Otay WD 9.27% $1,166,526 $1,248,183  $450,457 $532,114 
Padre Dam MWD 3.17% $399,247 $427,194  $154,170 $182,117 
Camp Pendleton  0.01% $1,613 $1,726  $623 $736 
City of Poway 2.57% $323,305 $345,936  $124,845 $147,476 
Rainbow MWD 0.00% $0 $0  $0 $0 
Ramona MWD 1.27% $159,919 $171,114  $61,753 $72,948 
Rincon MWD 1.60% $201,449 $215,551  $77,790 $91,892 
City of San Diego  39.79% $5,006,204 $5,356,639  $1,933,157 $2,283,591 
San Dieguito WD 1.07% $134,070 $143,455  $51,771 $61,156 
Santa Fe ID  1.78% $224,228 $239,924  $86,586 $102,282 
South Bay ID  1.17% $147,400 $157,718  $56,919 $67,237 
Vallecitos WD 3.51% $441,361 $472,256  $170,433 $201,328 
Valley Center MWD  4.84% $608,559 $651,158  $234,996 $277,595 
Vista ID 2.57% $322,846 $345,445  $124,668 $147,267 
Yuima MWD  1.32% $166,625 $178,289  $64,343 $76,007 
Contract Water 0.03% $4,174 $4,467  $1,612 $1,904 

32  In the staff report, Option Two outlines a recommendation to the Commissioner that includes the payment of an exit fee over a five-
year period. If inclusive of the cost savings associated with the ESP North County Pump Station would result in an net exit fee payment 
of $24.305 million, or an annual payment of $4.861 million for five years.

33  CWA Letter to LAFCO August 10, 2022. 
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Table Notes: 

1) The County Water Authority’s forecasted rate impact of detachment, and corresponding 2022 Estimated Revenue Share percentages 
is outlined in the County Water Authority’s June 9, 2022 correspondence. 

2) In the June 9, 2022 County Water Authority Correspondence, the Authority costs have increased by 7% since 2021. The columns in the
table reflect amounts with and without this cost escalation. 

3) The County Water Authority’s Fiscal Year 2022-2023 Adopted Budget indicates a cost of $38.6 million for the North County Emergency 
Storage Project. This amount, with and without a 7% cost inflation factor are divided amongst the member agencies using the revenue 
share apportionment provided by the County Water Authority. 

4) Fallbrook Public Utility District and Rainbow Municipal Water District show an impact of $0.00 as this table assumes detachments are 
approved. 

- (f) Assessing the “Significance” of the Financial Impacts to CWA + Ratepayers

Parallel to the preceding differences addressed in (d) involving the overall financial
impact of the detachments, the applicants – Fallbrook PUD and Rainbow MWD – and
the County Water Authority similarly have disparate views on assessing the
associated “significance.”  LAFCO staff believes assessing the overall significance on
the calculated financial impacts on the County Water Authority relative to inflation
serves as a reasonable and certain measurement for purposes of this analysis.  The
appropriate period to determine the comparative inflation rate, however, is less
certain and could reasonably involve one-year or multiple-years.   Relying on the
current one-year inflation rate – 6.4% in the San Diego-Carlsbad region – appears
most reasonable given it best aligns with Dr. Hanemann’s analysis. 34    Using this
inflation benchmark, LAFCO staff has focused on two distinct one-year
measurements in assessing whether the financial impacts to the County Water
Authority are significant.  The first measurement ties to Dr. Hanemann’s calculated
annual net-revenue impact to the County Water Authority of $12.581 million based on
one-year estimates for 2022.   This measurement represents 4.4% of the County Water
Authority’s 2023 gross water sales revenue requirement and below the one-year
inflation rate of 6.4%, and therefore reasonably considered less than significant.35

The second measurement ties to staff’s calculated average annual ratepayer impacts
among the remaining member agencies of $26.41 based on reapportioning the full
net-revenue loss identified by Dr. Hanemann.  This measurement represents a 3.6%
increase in ratepayer charges and below the one-year inflation rate of 6.4%, and it
too is considered reasonably less than significant.36

A second reasonable measurement to assess the significance of the proposed
detachments and their financial impacts involves recent rate adjustments approved
by the County Water Authority.  This measurement draws on the calculation made in
(e) to estimate the overall rate impact on the remaining member agencies should the
detachments proceed is 2.5% less any exit fees. Since 2019, rate adjustments enacted
by the County Water Authority has generated average annual rate increases above

34  Reference to U.S. Bureau of Labor Statistics at http://data.bls.gov.   Inflation rates for the San Diego-Carlsbad region over the preceding ten and five year 
periods have been 3.6% and 4.6%.    

35  The County Water Authority’s CY2023 Cost of Service Study states Gross Water Sales Revenue Requirement for 2023 is $282.97 million.  
36  Measurement further utilizes methodology established in section (e) by dividing annual average revenues by total number of EMU’s to establish annual EMU 

baseline. 
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detachment at 3.8% for untreated water and 3.9% for treated water.  This second 
measurement on detachments also produces a less than significant outcome.  
 

- (g) Merits and Options to Impose Exit Fees and Other Payments: 
          Mitigating Net Revenue Losses and/or Outstanding Debt  
 
 As discussed in considerable detail during the Ad Hoc Committee process, the 

applicants – Fallbrook PUD and Rainbow MWD – and County Water Authority have 
articulated distinct positions on the merits of LAFCO requiring exit fees and other 
payments as conditions to any detachment approvals.  The applicants assert no 
payments are necessary given there are no provisions within the County Water 
Authority principal act to require exit fees should any of its member agencies leave.   
In contrast, the County Water Authority and several of its member agencies are on 
record with LAFCO requesting exit fees and related measures apply to help protect 
the Authority from any financial disadvantages – including net revenue losses and 
long-term debts – that tie to the detachments.  Towards this end, the County Water 
Authority estimates its total net revenue losses tied to detachments at $16.401 
million annually.  The County Water Authority – however – does not calculate a 
proportional share of the applicants’ share of the Authority’s $21.1 billion in long-term 
debt given the “practical impossibility for Fallbrook and Rainbow to pay no matter how 
much time the debt might be stretched over.”37    

 
 With respect to merits, LAFCO staff believes it is reasonable to require exit fees on 

the applicants should the detachments proceed.  This conclusion aligns with the 
uniformly accepted acknowledgment from all sides – albeit with different estimates 
– that the detachments will result in unavoidable financial impacts on the County 
Water Authority in the near term.  As detailed in (e), while not necessarily meeting 
the threshold of significance as defined by LAFCO staff, these impacts are to the left 
of a decimal point and merit attention.  Dr. Hanemann similarly has attested exit or 
departure fees are economically justified in the near term with the following 
statement in his final report to the Ad Hoc Committee:  

 
“The purpose of a departure fee is to assist SDCWA in covering its financial 
obligations that are fixed, ongoing and unavoidable for a limited period while it 
adjusts to the changed financial situation.”  (Hanemann, December 31, 2021) 

  
With respect to options, focusing on mitigating annual net revenue losses appears 
most appropriate in setting exit fees for the detachments.   This focus addresses the 
most concrete and quantifiable impact to the County Water Authority and 
independently calculated by Dr. Hanemann at $12.581 million annually.  Materially, 
focusing on mitigating annual net revenue losses also covers long-term debt in the 
near term by helping to keep the County Water Authority whole and its ability to 
service debt on an annual basis.  Any exit fees set to also recover outstanding debt 
over the same time would appear as double-counting. 

 
37  Reference to page 62 to the County Water Authority’s formal response to the notice of the reorganizations filed with LAFCO, September 18, 2020.  
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Establishing a dedicated payment from the applicants over a longer period to 
recover their proportionate share of the outstanding long-term debt obligations of 
the County Water Authority’s appears impractical.  This impractically ties to the 
uncertainty in fairly calculating each member agency’s proportionate share of each 
debt issuance by the County Water Authority until maturity, while also reconciling 
the amount of water purchased by each member agency for the duration of the debt. 
As referenced above, the County Water Authority’s rate-setting process includes 
determining the revenue requirements to satisfy annual debt service payments and 
covenants, which are thus included in the rates paid by member agencies.  Relatedly, 
member agencies appear to be under no financial obligation to pay an annual pre-
determined fixed amount towards the County Water Authority’s debt obligations – 
or at least they do not appear to be readily disclosed.    
 

- (h) Identifying the Appropriate Length of an Exit Fee   
 

Dr. Hanemann advised LAFCO and the Ad-Hoc Committee that a reasonable length 
of period to apply an exit fee to the applicants was three to ten years.   Dr. Hanemann 
further advised any term beyond 10 years would be unreasonable.  Drawing from this 
parameter, it appears five-years is a good and reasonable benchmark given the three 
relatable considerations.  First, the Ad Hoc’s working group made note that the best 
predictor of future cost allocations is to look at past rolling averages and a five-year 
period account for high water and low water demand years.  (This five-year period 
was then used in their evaluation in determining the specific rate impacts to the City 
of Poway, City of San Diego and Valley Center.)  Second, Urban Water Management 
Plans are prepared by urban water suppliers every five years and are submitted to 
the state for their review. These plans support the suppliers’ long-term resource 
planning to ensure that adequate water supplies are available to meet existing and 
future water needs.  Third, municipal service reviews serve as a centerpiece to the 
comprehensive rewrite to LAFCO law in 2001 and represent comprehensive studies 
of the level, range, and performance of governmental services provided within 
defined geographic areas.  Statute provides MSRs be prepared every five years.  
 

- (i) LAFCO’s Authority to Require Exit Fees: 
    Reconciling the County Water District Act and Cortese-Knox-Hertzberg Act  
 

The applicants – Fallbrook PUD and Rainbow MWD – have been consistent in their 
comments during the administrative reviews that the principal act governing the 
County Water Authority does not contemplate the imposition of exit fees should a 
member agency leave.  The applicants advise instead the principal act provides only 
the continued payment of property taxes to cover any “bonded and other 
indebtedness.” Though the principal act does not require the imposition of an exit 
fee beyond, when applicable, the continuation of property taxes for purposes of 
bonded indebtedness should a member agency leave, it also does not prohibit 
imposing one, and LAFCO staff does not believe the principal act precludes the 
Commission’s authority to condition approval on payment of such a fee.  This 
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conclusion draws on LAFCO’s authority in its own principal act – Cortese-Knox-
Hertzberg Act – and the following material sections in California Government Code: 
 

“56100. (a) Except as otherwise provided in Section 56036.5 and subdivision (b) of 
Section 56036.6, this division provides the sole and exclusive authority and 
procedure for the initiation, conduct, and completion of changes of organization 
and reorganization for cities and districts.  All changes of organization and 
reorganizations shall be initiated, conducted, and completed in accordance with, 
and as provided in, this division.” (Cortese-Knox-Hertzberg Act, 2022 Update) 
 
“56886. Any change of organization or reorganization may provide for, or be made 
subject to one or more of, the following terms and conditions. However, none of 
the following terms and conditions shall directly regulate land use, property 
development, or subdivision requirements.” 
 
“56886. (v) Any other matters necessary or incidental to any of the terms and 
conditions specified in this section.” 
 

While concluding LAFCO has authority to condition approval on payment of an exit 
fee, LAFCO staff does not believe it has authority to condition approval on the 
continued imposition and collection of the San Diego County Water Authority’s 
Availability Charges.  Once detached territory is excluded from the County Water 
Authority, the County Water Authority will no longer be authorized to impose such 
charges.  Thus, the conditional continuation of such fees to mitigate the financial 
impacts of detachment is not an option.   

 
 Additionally, the applicants have also commented during the administrative reviews 

that LAFCO’s authority to impose exit fees as part of any approval conditions without 
their consent are not options given Antelope Valley-East Kern v. Los Angeles County 
LAFCO (1988).   Commission Counsel concludes the reference court decision does not 
impact LAFCO’s decision-making on the topic of exit fees. Antelope Valley involved a 
detachment where LAFCO purported to relieve the detaching territory of tax 
obligations that the district’s principal act provided would continue upon 
detachment.  There, the court of appeal determined that LAFCO’s general powers 
did not extend to “relieve detached territory of the tax obligations which the 
Legislature has deemed essential to the successful financing of the state water 
project.”  LAFCO’s resolution purporting to relieve the territory of that obligation 
directly conflicted with the principal act.  Here, LAFCO does not suggest that the 
applicants’ territory be relieved of any tax obligation the Authority’s principal act 
mandates continue post-detachment.   And nothing in the Authority’s principal act 
prohibits LAFCO from conditioning detachment on payment of a fee.  At most, the 
principal act sets the floor for a fee—at a minimum, any existing property tax or 
assessment that funds bonded indebtedness must continue.  It does not set a ceiling 
for other possible fees on detachment.  Thus, the proposed exit fee does not conflict 
with the principal act and otherwise falls within LAFCO’s discretion. 
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- (j) Discounting Exit Fees: 
        Accounting for the Budgeted but Unbuilt ESP North County Pump Station  
 
 The County Water Authority has plans to implement the final phase of its multi-phase 

Emergency Water Storage Project (ESP) to extend emergency water supply service 
to the northernmost portions of San Diego County. To extend ESP service to these 
areas, the ESP North County Pump Station phase proposes two new pump stations 
which together will lift and convey water to these northern service areas.  Due to the 
potential detachments, the CWA Board directed that all work ceases on the project 
segments serving these members agencies (Fallbrook PUD and Rainbow MWD) until 
the detachment proposals are resolved.  
 
The topic of crediting Fallbrook PUD and Rainbow MWD for the cost-avoidance to 
the County Water Authority involving the ESP North County Pump Station should the 
detachments proceed was evaluated by a working group formed by the Ad Hoc 
Committee. None of the working group members are affiliated with the applicants 
or subject agencies.   The working group’s conclusion on the topic follows.   
 

“Fallbrook and Rainbow assert that there is a cost savings to the remaining member 
agencies if they detach as the ESP North County Pump Station does not need to be 
built if they detach. SDCWA asserts that there is no cost savings, as construction of 
the ESP North County Pump Station is not included in their current budget. Both of 
these statements are true. However, almost $21 million was identified in the SDCWA 
2010/2011 Budget for the ESP North County Pump Station. According to a mid-term 
budget review, this project was deferred in 2011, however bond documents appear 
to show inclusion of this project in 2008. If debt was already issued to pay for this 
project and rates were set accordingly, there should be some costs that are avoided 
by not having to build this pump station. SDCWA should look at its older documents 
to identify and address this issue. This was a project included in the CIP (and some 
funds were spent on design) that set rates and debt issuance over a decade ago to 
pay for construction this project.”  (Ad Hoc Working Group Memo, August 11, 2022)    

 
The County Water Authority more recently referenced the ESP North County Pump 
Station to cost “about $40.0 million” as indicated in footnote on Page 61 of their 
September 18, 2020 response to LAFCO.  

 
"A planned Water Authority infrastructure program for the Rainbow/Fallbrook 
service areas has been temporarily deferred by the Water Authority Board, with the 
concurrence of the applicants, pending this reorganization proceeding. If the Water 
Authority did not have to construct this infrastructure, it would save about $40 
million in planned costs. This would in essence cover roughly about 2.5 years of 
uncompensated Rainbow/Fallbrook detachment under the base year.” 
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Additionally, the CWA in its adopted budget for FYs 2022 and 2023, identifies the ESP 
North County Pump Station in their Capital Improvement Program.  While the project 
components related to Rainbow and Fallbrook remain in a holding pattern, the work 
associated with serving Valley Center and Yuima remains on-going which results in a 
$6.85M increase to the total project cost due to updated design and construction 
estimates.  This brings the total estimated project cost to the ESP North County 
Pump Station to $45.4 million.  Extracting the on-going portion (Valley Center and 
Yuima), this leaves the total project cost associated with Rainbow and Fallbrook at 
$38.6 million.  (Page 148 – Adopted FY 22-23 CWA budget).   
 
The preceding analysis provides sufficient justification to apply a full discount to 
Fallbrook PUD and Rainbow MWD should any exit fees apply between $21.0 million 
and $38.6 million.   The latter amount would align with the most recent estimate 
provided by the County Water Authority.  
 
Additional discussion is footnoted.38  

 
- (k) Risks to Applicants in Greater Reliance on the Sacramento Bay-Delta and Related      

Policy Considerations 
 
 Dr. Hanemann has advised there are potential risks to applicants and their ratepayers 

with respect to increased reliance on the Sacramento Bay-Delta.  As detailed in 
section (l), Dr. Hanemann concludes that while the applicants may face challenges if 
they switch wholesale suppliers, ultimately the challenge rests in “paying a higher 
price than they had anticipated to get by in a drought” rather than that of running out 
of water. (Hanemann, December 31, 2021) This identified risk is further illuminated by 
recent events involving cutbacks to the historically reliable water supplies of the 
Colorado River, which may inevitably result in cutbacks to MET. The State Water 
Resources Control Board’s Delta Watermaster, Michael Patrick George, also 
provided insight on this topic with the following submitted comment:  

 
“[T]he two agencies would be increasing reliance on the Delta because they would 
abandon a less Delta-dependent supply mix (available through their SDCWA 
membership) in favor of a more Delta-reliant supply mix (available under the 
contract with Eastern MWD).” (May 6, 2022) 

 
Dr. Hanemann further advised the Ad-Hoc Committee:  

 
 

38  It is material to assume that future costs and material will only increase over time resulting in a higher total cost to the project. Therefore, we have a 
significant range between costs to the proposed ESP North County Pump Station based on old and new figures. At minimum it would appear appropriate 
to assess a discount to the proposed detachment fee in the tune of $21.0 million based on 2010/2011 figures; however, it would also be fair and reasonable 
to assess a discount of $40M based on CWA 2020 correspondence and further affirmed in their FY2022-2023 Adopted Budget, as these are the most up-
to-date costs associated with the project.  Bottom line: the development of the ESP North County Pump station and the associated costs are contingent 
– one way or another – on the proposed detachment. Should approval of the detachments be granted, it is a reasonable consideration to conditionally 
credit the applicants $38.6 million for the total project costs.  Notably, comments have been received that any credit to the ESP North County Pump 
Station should be proportional to the respective contributions for each member agency.  However, since detachment is “directly dependent” to the 
development of the ESP North County Pump Station it would result in an overall “cost-avoidance” which means Rainbow and Fallbrook have mitigated 
or eliminated any potential costs to the project for the CWA and all remaining agencies. Based on this a full credit is with merit and warranted.  
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“If FPUD and RMWD switch from SDCWA to EMWD, they will switch from relying on 
SWP water for 24% of their supply to relying on SWP water for 63% of their supply.” 
(Hanemann, August 16, 2021) 
 

Notwithstanding the above comments and based on Hanemann’s estimate of a 
combined reliance of 63.0% on the State Water Project (SWP) – representing 16,320 
acre-feet of the applicants’ total demand – and a 5-year review of SWP’s deliveries 
through the Delta this would equate to a flow increase of 0.84% over baseline 
conditions.39  If the applicants demand were to increase to 100% reliance on the Bay-
Delta water supply this would result in an impact of 1.65%.  
 

- (l) Risks to Applicants in Changes to MET Wholesale Rates   
 
 Dr. Hanemann advised on this topic within his final report submitted to LAFCO: 

 
“While FPUD and RMWD are taking something of a gamble on supply reliability if 
they switch from SDCWA to EMWD, the gamble ultimately is not one of running out 
of water but, rather, paying a higher price than they had anticipated to get by 
during a drought. For surface water users in Southern California (unlike some 
groundwater users) the risk is not that the tap runs dry but, rather, that a 
temporary solution in a drought emergency turns out to be a rather expensive 
proposition.” (Hanemann, December 31, 2021) 
 

LAFCO staff later confirmed with Dr. Hanemann that he refers to a “financial 
gamble,” in which applicants risk paying more for water in the long run. 

 
- (m) Detachments’ Impact on CWA’s Voting Power at MET 
 

Eastern MWD presently has one representative while the County Water Authority 
has four representatives on the, MET Board.   MET’s principal act governs both 
director and vote entitlement for member public agencies.  Under Section 52, 
assessed valuation is used to determine how many representatives an agency has 
on the MET Board.  Each member agency is entitled to one board member and may 
appoint an additional representative for each full 5 percent of MET’s assessed 
valuation of taxable property that is within each member agency’s service area.  
Under Section 55, each member of the Board shall be entitled to vote on all 
questions, orders, resolutions, and ordinances coming before the board, and shall 
be entitled to cast one vote for each ten million dollars ($10,000,000), or major 
fractional part thereof, of assessed valuation of property taxable. 
 
As of August 2021, Eastern MWD’s service area assessed valuation constituted 2.81% 
of the total MET service area and entitles Eastern to 9,492 votes at MET. The County 
Water Authority’s service area assessed valuation constituted 17.26% of the total 
MET service area and entitles the Authority to 58,302 votes at MET.  If the 

 
39  LAFCO staff reviewed the Department of Water Resources Bulletin 132 reports from Fiscal Years 2014 through 2018. 
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applicants’ – Fallbrook PUD and Rainbow MWD – service areas are detached from 
the County Water Authority the weight of the Authority’s vote will be reduced by 
1,021 votes and the weight of Eastern’s vote will be correspondingly increased.40 
This would substantively result in a 0.3% transfer of voting power at MET from the 
County Water Authority to Eastern MWD.   

In assessing the significance of the 0.3% transfer in voting power, LAFCO staff 
reviewed the last 900+ votes of the MET Board during the last 10 years.  Within this 
period there have only been two votes in which the decision was within the margin 
of voting rights that would be shifted.  These two votes follow.  

On March 9, 2021, a motion to approve Director Michael Camacho as a non-
officer member of the Executive Committee was approved.  This motion was 
approved by a margin of 0.28%. 

On June 8, 2021, a motion to hold a vote on the appointment of the new general 
manager until after the Board had the opportunity to speak with the final 
candidate in open session. This motion was approved by a margin of 0.09%. 

Neither of the two above votes appear significant in terms of generating long-term 
impacts on MET’s member agencies.   A third and otherwise substantive vote did 
come close to the margin difference and therefore does create an outlier in the 
Commission’s consideration on the topic.   This outliner involves the appointment 
of the current General Manager Adel Hagekhalil, which was approved by the MET 
Board on June 8, 2021 with a margin of 0.42%.  

Additional discussion is footnoted.41 

- (n) Detachments’ Effect on Pure Water and Other Reuse Projects

The proposed reorganization of Rainbow MWD and Fallbrook PUD does not appear
to have any material direct impacts on the City of San Diego’s Pure Water project or
other regional reusable projects such as Pure Water Oceanside and East County
Advanced Water Purification.  In offering this conclusion, staff is making a distinction
that these reusable projects are predominately developed to resolve wastewater
issues, such as treatment costs and therefore are on a separate merit track to
proceed with the ancillary benefit of enhancing local supply portfolios. Updated
projections for when these projects will be operational indicate a delay from the
timelines provided in CWA’s most recent Urban Water Management Plan. These
delays do not appear to be associated with, or the result of, detachment proceedings

40  See attachment.  
41  In evaluating the topic during the administrative reviews, LAFCO staff proposed two potential conditions that would serve as mediation to any impacts related 

to voting shift changes.  The two following options were explored and presented.  First it was proposed LAFCO impose a 5-year waiting period to the filing of 
the project’s certificate of completion, as this would provide a benefit of delay and a transitional adjustment period to any shift in voting rights power.  Second, 
it was proposed LAFCO require a MOU between Eastern MWD and the County Water that would outline terms and conditions related to the assignment and 
timeframe to any voting rights shift.  Both options were opposed and gained no further traction with the latter also having legality issues being raised from 
all parties including MET.    
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or any potential financial impacts thereof.  Indirect impacts – nonetheless – apply 
given these reuse projects will lessen the agencies (San Diego, Oceanside, etc.) 
reliance and associated demand on supplies from the County Water Authority, which 
will reduce sale revenues.     

 
As stated by the County Water Authority, by 2029 regional potable reuse projects will 
account for 50 thousand acre-feet of water supply, thereby reducing annual water 
sales revenue to the wholesaler by $47 million, based on the analysis by LAFCO staff 
and Dr. Hanemann. This is a long-term impact that CWA and its member agencies will 
have to address in order increase fixed revenues to cover fixed costs. 

 
-  (o) Emergency Supplies During a Catastrophic Event 
 

This topic has been raised by the County Water Authority and specific to raising 
concerns with regards to the applicants’ – Fallbrook PUD and Rainbow MWD – ability 
to serve their ratepayers if entirely dependent on MET supplies via Eastern MWD 
should a catastrophic event disrupt flows from the north.   LAFCO staff believes 
existing MET policy paired with supplemental analysis provided by Eastern MWD 
provides sufficient assurances these risks are reasonably controlled.   The following 
two passages are drawn from Eastern MWD’s Technical Memorandum filed with 
LAFCO on February 12, 2020 and materially states:   
 

"FPUD and RMWD rely on the imported water that is transported through the San 
Diego Aqueduct operated by Metropolitan. Pipelines 4 and 5, which are part of this 
aqueduct system, cross the Elsinore Fault Zone in the Temecula Valley, with portions 
of the pipelines in areas with moderate to high liquefaction potential and may 
consequently be subject to disruption in the event of a major earthquake. However, 
Metropolitan maintains an emergency response plan for maintaining or quickly 
restoring service to its member agencies following a major earthquake or other 
catastrophic event” (Page 24).   

 
"Metropolitan has also adopted a policy that allows for isolation of Metropolitan’s 
system for the purpose of conveying potable water. This would allow either EMWD 
or Rancho California Water District (an agency covering much of the Temecula area 
that receives wholesale water service from EMWD and the Western Municipal 
Water District) to provide potable water through existing connections to the 
Metropolitan system to supply water to FPUD and RMWD in the event of an 
emergency.” (Page 25).  

 
LAFCO separately notes Eastern MWD via MET has the capacity to provide 75% level 
of service in an emergency based on current storage. Should pipelines or 
infrastructure completely disrupt service delivery, MET has a 14-day timeline for 
repairs. In the interim, and independent of MET, Rainbow MWD and Fallbrook PUD 
have a combined total local water storage capacity of 2,148.0 acre-feet and 
equivalent to accommodating 73 days of average day demands without recharge. 
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- (p) Effect of Stipulated CEQA Settlements on LAFCO:
 Otay Water District v. Rainbow MWD, Case No. 37-2020-00001510-CU-MC-CTL 

   Otay Water District V. Fallbrook PUD, Case No. 37-2020-00004572-CU-MC-CTL 

In early 2020 and shortly after the receipt of the applicants’ – Fallbrook PUD and 
Rainbow MWD – detachment proposals the Otay Water District filed separate 
petitions for writs of mandate asserting they had failed to comply with the California 
Environmental Quality Act (CEQA).   The writs challenged the applicants’ separate 
findings as lead agencies that the proposals qualified for exemptions under Class 20 
(CEQA Guidelines Section 15320) and instead asserted additional environmental 
review was required under statute.  The parties – the applicants and Otay Water 
District only as LAFCO was not named in the suit – subsequently entered into court-
mandated settlement discussions and agreed to stipulated judgements.  The parties 
agree the stipulated judgements do not bind LAFCO to the role of responsible agency 
under CEQA and could assume lead agency roles for the proposals and make 
different findings.  However, and significantly, Otay Water District asserts the 
stipulated judgements prohibit LAFCO from remaining a responsible agency and 
relying on the applicants’ Class 20 findings (i.e., LAFCO needs to do an initial study or 
a full environmental impact report.)     The County Water Authority is on record in 
supporting the position of Otay Water District.  The applicants believe otherwise and 
assert nothing in the stipulated judgements prevent LAFCO from retaining its 
responsible agency role under CEQA and relying on the applicants’ findings as lead 
agencies that the Class 20 exemptions appropriately apply.  

Irrespective of the dispute between the parties regarding the scope of the stipulated 
judgements, LAFCO staff does not believe there is any material impact on the 
Commission’s decision-making and related discretion under CEQA.   LAFCO is not a 
party to the stipulated judgements.  Accordingly, and as advised by Commission 
Counsel, LAFCO is not bound – however the parties choose to interpret – by the 
stipulated judgements’ provisions.  

- (q) Determining the “Affected Territory” for Election Purposes

Should the Commission approve one or both of the proposed detachments the
registered voters within the affected territory would take up the item for purposes
of confirmation based on a majority of votes cast (50% plus 1). The direct confirmation 
of registered voters deviates from standard process in LAFCO statute to hold a
protest hearing and the results therein determine if an election is necessary.  This
direct confirmation follows the earlier request of the County Water Authority via
their application for “non-district” status, which affects the Commission’s discretion
regarding protest and election proceedings.  The County Water Authority had the
option to seek “non-district” status, and it did so here as to Part 4 of the Cortese-
Knox-Hertzberg Act on April 2, 2020. The Commission approved the County Water
Authority’s application on May 4, 2020.
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The issue of defining the affected territory specific to establishing registered voter 
eligibility in a confirming election for the detachments that extends beyond the 
applicant’s jurisdictional boundaries (Fallbrook PUD and Rainbow MWD) has been a 
topic of interest during the administrative reviews.   The County Water Authority and 
some of its member agencies are on record requesting any confirming votes be 
expanded to include all registered voters within the Authority.  The substantive 
difference of expanding any confirming election from the applicants’ jurisdictional 
boundaries to include all of the County Water Authority is a 51-fold increase in 
registered voters from 36,664 to 1,878,136.  The applicants object to the request with 
an otherwise fair observation that defining the affected territory beyond the area 
directly subject to the jurisdictional changes through LAFCO’s conditioning powers 
would be precedent setting. It would also considerably increase election costs.   
 
Commission Counsel has reviewed the topic and concludes LAFCO’s otherwise 
available discretion to expand the affected territory for purposes of expanding 
registered voter eligibility in a conforming election per the County Water Authority 
request is not available.  The following summary in support of this conclusion is 
provided by Commission Counsel and commences with the material relevance of the 
non-district status request approved by the Commission on May 4, 2020:  
 

“Government Code section 56036.6, subdivision (b) addresses the implications 
of such a determination:  
 

If the commission determines that an entity described in this section is not a 
‘district’ or ‘special district,’ any proceedings pursuant to Part 4 
(commencing with Section 57000) for a change of organization involving the 
entity shall be conducted pursuant to the principal act authorizing the 
establishment of that entity. 

 
Government Code section 56128 also states:  
 

If the commission determines that any applicant district, agency, or authority 
enumerated in subdivision (a) of Section 56036.6 is not a district or special 
district, for purposes of Part 4 (commencing with Sections 57000) or Part 5 
(commencing with Section 57300), then those provisions shall not apply to 
the change of organization or reorganization described in the application 
and proceedings for the change of organization or reorganization shall be 
taken under and pursuant to the principal act. 

 
Government Code section 56036.6, subdivision (b), makes clear that if an 
agency is determined to not be a district, then protest and election proceedings 
take place under that agency’s principal act, not Part 4 of CKH. An agency that 
is not a district is still subject to Parts 1–3 and, unless it requested exemption, 
Part 5 of CKH.  
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Because CKH does not apply to the protest or election proceedings regarding 
detachment, SDCWA’s Principal Act, the County Water Authority Act, applies 
instead (Water App. Code, §45-1 et seq.) Water Code Appendix Section 45-11, 
subdivision (a)(2) states:  

 
Any public agency whose corporate area as a unit has become or is a part of 
any county water authority may obtain the exclusion of the area therefrom 
in the following manner: The governing body of any public agency may 
submit to the electors thereof at any general or special election the 
proposition of excluding from the county water authority the corporate area 
of the public agency. 

 
The “electors thereof” refers to the electors of the public agency seeking 
exclusion. In this case, Rainbow and Fallbrook voters would be the electors 
under the county water authority law, not the entire territory of SDCWA.  
 
CKH’s general provisions in Gov. Code §§ 56876 and 56886 do not permit the 
Commission to place conditions of approval regarding elections that override 
SDCWA’s Principal Act.  Under well-established rules of statutory construction, 
these general statutory provisions must give way to the specific provisions of 
Gov. Code § 56036.6, which expressly governs the rules regarding protests and 
elections when a district has been granted “non-district” status.  The specific 
controls over the general, and as a result the Commission cannot place 
conditions that would ignore the provisions of SDCWA’s Principal Act regarding 
elections to confirm the two detachments if approved. 
 
Eastern MWD, by contrast, did not request a determination from the 
Commission regarding its exemption under Government Code section 56127. 
In the absence of such an exemption, CKH controls the election proceedings 
as they relate to annexation. Government Code section 56876 provides the 
Commission with the option to order an election, if required, regarding 
annexation just within the territory of Rainbow or Fallbrook or within all or a 
portion the territory of Eastern MWD.”    

 
-  (r) Role of Agriculture in the Proposals + LAFCO Decision-Making  

 

 
A central premise to the applicants’ – Fallbrook PUD and Rainbow MWD – 
detachment proposals involve providing economic relief to their agricultural 
customers by securing less expensive water supplies from Eastern MWD.  The 
economic relief ties to the approximate 26% cost-savings in the current “all-in” acre-
foot charge between the County Water Authority and Eastern MWD (via MET).   This 
cost-savings looms significant for both applicants.  Agricultural customers presently 
represent 36% of all retail sales in Fallbrook PUD and 65% of all retail sales in Rainbow 
MWD; despite each applicant incurring no less than a (one-fourth) decline is ag user 
water sales over the preceding five-year period.  
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The specter of agriculture loss is a prominent consideration under LAFCO statute and 
adopted policy.    Although independent, LAFCO is expected to act within a set of 
State-mandated parameters encouraging “planned, well-ordered, efficient urban 
development patterns” while concurrently providing for the “preservation of 
agriculture and open-space lands.”  This includes specific consideration of the effects 
of jurisdictional changes on agriculture. (Government Code Section 56668).   LAFCO 
recently updated its own implementing policies relevant to preserving agriculture in 
September 2020 and – among other items – added a section to “enhance” 
agriculture in San Diego County.  Staff believes the substantive tie between statute 
and policy in relationship considering the detachment proposals is the added 
allowance to treat agriculture as a unique and/or protected group and in doing make 
special accommodations as the Commission deems appropriate.  

 
 
CONCLUSION | 
REORGANIZATION MERITS & TIMING  

 
 
The analysis of the proposed reorganizations’ timing and connectivity with 
statutory and local policy considerations produces three distinct and otherwise 
merited options.  Consideration of these three options are prefaced on the 
Commission applying its collective preferences in assigning priorities in balancing 
public benefits and interests.  These three options are:  

 
Approve with Exit Fees (Option Two) 
Approve the proposals with conditions that are marked with a total exit fee of 
$62.905 million spread out over five consecutive year payments less the $38.6 
million most recently budgeted by the County Water Authority to construct the 
ESP North County Pump Station.   The total adjusted exit fee with the discount 
is $24.305 million and translates to an annual payment of $4.861 million.  This 
option is appropriate should it be the Commission’s collective priority to 
address the stand-alone merits of the applicants’ proposals with the explicit 
paring of a policy enhancement of supporting a viable agriculture economy in 
North County.   This policy enhancement provides justification in balancing the 
financial impact of detachments on the County Water Authority in tandem with 
applying an exit fee to cover the estimated revenue loss over the first five years 
less the cost-avoidance associated with the ESP North County Pump Station. 
 
(continued)  
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Pause Consideration (Option Three) 
Administratively hold consideration of the reorganization proposals until the 
completion of the Commission’s scheduled municipal service review covering 
the County Water Authority.   This option would be appropriate should it be the 
Commission’s collective priority to comprehensively assess the County Water 
Authority with respect to current and planned service levels, community needs, 
and financial standing before taking any potential actions to change baseline 
conditions – such as the proposed detachments.  The option – notably – ties to 
the analysis of the proposals to date and what appears as major structural 
challenges for the County Water Authority going forward in balancing declining 
water sale revenues (roll-offs, etc.) versus fixed and increasing costs.  
 
Disapprove without Prejudice (Option Four)  
Disapprove the proposals without prejudice.  This option would be appropriate 
should it be the Commission’s collective priority to retain and reinforce the role 
of the County Water Authority as the most appropriate policy vehicle to 
singularly govern and plan regional wholesale water supplies for all of San 
Diego County.   This option – notably – would recognize the applicants’ 
proposals in-and-of-themselves have merit, but the external considerations and 
overall detrimental impacts on the region, including loss of voting power at 
MET, negate the specific benefits to the Fallbrook and Rainbow communities.  
This option could also be merged into a hybrid alternative involving the 
completion of a municipal service review on the County Water Authority.  
  

 
Item No. 3 | Modifications and Terms 
 
No modifications to the submitted reorganization have been identified by San Diego County 
LAFCO staff meriting Commission consideration at this time.  This includes noting annexation 
of the affected territory to Eastern MWD would not result in any unserved corridors or other 
boundary irregularities for the subject agency.  
 
Analysis of potential approval terms will be separately address in a staff memorandum.  

 
 
CONCLUSION | 
MODIFICATIONS AND TERMS  
 
 
No modifications to the proposed reorganization appear merited as detailed. 
Approval terms will be addressed under separate cover.    
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Other Statutory Considerations 
 
Exchange of Property Tax Revenues 
 
California Revenue and Taxation Code Section 99(b)(6) requires the County of San Diego and 
subject agencies to submit an adopted resolution to LAFCO agreeing to accept the exchange 
of property tax revenues associated with the proposed reorganization. The County has 
determined one of their adopted master property tax transfer resolutions apply to the 
proposed reorganization. The application of the County’s adopted master exchange 
resolution will result in 100% of all AB8 monies (the portion of the 1% in property taxes 
biannually collected) transferring to Eastern MWD. In the absence of consent of the 
applicants and affected agencies, LAFCO does not have the power to override application of 
the master exchange resolution.  The total value of the property tax transfer is $0.382 million 
and divided between $0.173 within Fallbrook PUD and $0.209 million in Rainbow MWD.  (All 
remaining revenues collected by the County Water Authority off of the property tax roll 
within the affected territory involves unitary fees and availably charges would immediately 
cease at the time of recordation.  These other revenues currently total $0.723 million.)  
 
Environmental Review 
 
San Diego County LAFCO is responsible under CEQA to assess whether environmental 
impacts would result from activities approved under the Commission’s authority. 
Accordingly, the Commission is tasked with making two distinct findings under CEQA in 
consideration of the proposed reorganization.  Staff’s analysis follows. 
 

• San Diego County LAFCO serves as lead agency under CEQA for the conforming 
sphere of influence actions associated with accommodating the reorganizations. It is 
recommended the Commission find these actions – and specifically establishing a 
sphere for Eastern MWD covering its wholesale function to include the affected 
territory and concurrently removing these lands from the County Water Authority 
sphere – collectively qualify as a project under CEQA but exempt from further review 
under State Guidelines 15061(b)(3). This exemption appropriately applies given it can 
be seen with certainty that spheres are planning policies and any associated actions 
(establishment, update, or amendment) in and of itself does not change the 
environment or authorize any new uses or services. 
 

• Fallbrook PUD’s and Rainbow MWD’s initiating actions involving the reorganization 
proposals position these agencies to serve as lead agencies in assessing the potential 
impacts - and specifically the annexation to Eastern MWD and detachment from 
County Water Authority - under CEQA.  In their roles as lead agency, both Fallbrook 
PUD and Rainbow MWD have made findings that the proposal qualifies as a project 
but is exempt from further review under State CEQA Guidelines Section 15320.  Staff 
independently concurs this exemption appropriately applies given the underlying 
action involves the transfer of existing municipal service functions within the same 
area with no additional powers or expansions therein.    

Item 6a: Page 45



San Diego LAFCO  
June 5, 2023 Meeting  
Agenda Item No. 6a | Combined Public Hearing: Proposed “Rainbow MWD and Fallbrook PUD Reorganizations” (RO20-04/RO20-05) 
 

46 | P a g e  

 

Alternative Conducting Authority Proceedings 
 
San Diego LAFCO previously approved requests from the County Water Authority to apply 
alternative conducting authority proceedings should the Commission approve Fallbrook PUD 
and/or Rainbow MWD’s reorganization proposals.  Approval of the alternative process was 
based on the County Water Authority meeting certain criteria under statute and 
substantively means any approval of the proposals will bypass standard protest proceedings 
and directly proceed to a confirmation of registered voters with the applicant’s service areas. 
 
RECOMMENDATION 
 
It is recommended San Diego LAFCO consider its collective policy priorities relative to the five 
alternative actions identified in the proceeding section.  Staff believes three of these 
alternatives – Options Two, Three, and Four – have the most merit based on the preceding 
analysis.   Staff recommends Option Two.  
 
ALTERNATIVES FOR ACTION 
 
The following alternative actions are available to San Diego LAFCO and all premised on the 
Commission directing staff to return with conforming resolutions for formal action at the next 
regular meeting: 
 

Option One  
Approve both reorganization proposals as submitted (no modifications) with standard 
conditions.  No exit fees would apply given deference to the County Water Authority 
principal act and its silence on the topic.  Approval is prefaced on prioritizing the stand-
alone merits of the proposals and its local benefits – including direct support to agriculture 
in North County.  Approval includes exemption findings under CEQA and subject to 
confirmation by registered voters within the affected territory.  
 
Option Two (recommended)  
Approve both reorganization proposals as submitted (no modifications) with special 
conditions.   This includes requiring the applicants to pay a combined adjusted exit fee of 
$24.305 million divided equally over five years.  Approval is prefaced on the stand-alone 
merits of the proposals and its local benefits – including direct support to agriculture in 
North County – while also providing net-revenue protection to the County Water Authority 
and its member agencies for the first 60 months. Approval includes exemption findings 
under CEQA and subject to confirmation by registered voters within the affected territory. 

 
Option Three: 
Continue consideration of the reorganization proposals in conjunction with completing a 
holistic assessment of wholesale water supply issues in San Diego County via the 
scheduled municipal service review on the County Water Authority.  

 
 
 

Item 6a: Page 46



San Diego LAFCO  
June 5, 2023 Meeting  
Agenda Item No. 6a | Combined Public Hearing: Proposed “Rainbow MWD and Fallbrook PUD Reorganizations” (RO20-04/RO20-05) 
 

47 | P a g e  

 

Option Four: 
Disapprove the reorganization proposals without prejudice.  Disapproval is prefaced on 
weighing the external disbenefits of the proposals to the County Water Authority and its 
member agencies as of date.   This option could be combined with Option Three.  
 
Option Five: 
Disapprove the reorganization proposals.  Disapproval is prefaced on weighing both the 
local and external disbenefits of the proposals.   

 
PROCEDURES FOR CONSIDERATION 
 
This item has been placed on San Diego LAFCO’s agenda for action as part of a noticed public 
hearing.  The following procedures are suggested.    

 
1.  Commissioner disclosures, if any.    
2.  Receive verbal presentation from staff and consultants.  
3.     Presentation from applicant Fallbrook PUD. 
4.     Presentation from applicant Rainbow MWD.  
5.  Open the public hearing and invite testimony beginning with the subject agencies.  
6.  Discuss item and consider the staff recommendation. 

 
On behalf of the Executive Officer, 

 
Priscilla Mumpower 
Analyst II  
 
Appendices: 
 
A) Analysis of Proposal Review Factors  
 
Report Attachments:  
 
1) Fallbrook PUD Application to LAFCO  
2) Rainbow MWD Application to LAFCO  
3) County Water Authority Principal Act  
4) San Diego + Riverside LAFCOs MOU  
5) County Water Authority Request for Non-District Status for Fallbrook PUD Proposal 
6) County Water Authority Request for Non-District Status for Rainbow MWD Proposal  
7) San Diego LAFCO MSR on Fallbrook Region: Prospectus  
8) San Diego LAFCO MSR Addendum on Eastern MWD: Prospectus  
9) Dr. Michael Hanemann Final Report for Ad Hoc Committee  
10) LAFCO Spreadsheet Calculating Ratepayer Impacts  
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APPENDIX A 

 
Government Code Section 56668 

Mandatory Proposal Review Factors 
 

a) Population and population density; land area and land use; per capita assessed valuation; 
topography, natural boundaries, and drainage basins; proximity to populated areas; the 
likelihood of significant growth in the area, and adjacent areas, in the next 10 years. 

_____________________________________________________________________________ 
 

The affected territory as proposed comprises the entirety of Rainbow MWD’s and Fallbrook 
PUD’s jurisdictional boundaries located in north San Diego County. The affected territory is 
entirely unincorporated with the exception of an approximate 859.0-acre area within 
Rainbow MWD that overlaps with the City of Oceanside’s Morro Hills neighborhood. LAFCO 
estimates the total resident population within the affected territory is 56,116. The elevation 
ranges from 673 feet to 1,800 feet above sea level with the latter point recorded on the 
foothills between the Aqua Tibia Mountain and Santa Margarita Mountain. Predominant land 
uses largely involve rural residential and agricultural uses. Total assessed value (land) within 
the affected territory is a combined $8.99 billion and divided between $4.078 billion within 
Fallbrook PUD and $4.912 billion within Rainbow MWD. 
 
b)  The need for municipal services; the present cost and adequacy of municipal services and 

controls in the area; probable future needs for those services and controls; probable 
effect of the proposed incorporation, formation, annexation, or exclusion and of 
alternative courses of action on the cost and adequacy of services and controls in the 
area and adjacent areas. 

_____________________________________________________________________________ 
 

The County of San Diego serves as the primary purveyor of general governmental services to 
the affected territory. These services include community planning, roads, street lighting, and 
law enforcement. Other pertinent service providers include Rainbow MWD, Fallbrook PUD, 
County Service Area No. 81, and North County Fire Protection District. The proposal affects 
only Rainbow MWD and Fallbrook PUD’s functions and the proposed transfer of wholesale 
water services to Eastern MWD and is the focus of the following analysis.  
 

• Transferring Wholesale Water Services to Eastern MWD 
Rainbow MWD and Fallbrook PUD have experienced overall limitations on local 
sources of wholesale water in the affected territory. This is marked by the increasing 
costs of wholesale water supplies from the County Water Authority which has begun 
to adversely impact the quality of life for residents within the affected territory – most 
notably for agricultural users. Both Fallbrook and Rainbow quantify the adverse impact 
by estimating the average cost increase in water rates at 8% annually over the 
preceding decade. The two agencies relatedly attribute the size of the costs to 
sustaining an expanding County Water Authority’s infrastructure portfolio that does 
not proportionally benefit the affected territory. The need for imported wholesale 
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water supplies remains critical given Rainbow’s absolute dependency on imported 
supplies due to the lack of other local resources. The same applies to Fallbrook albeit 
to a lesser extent.  

 
c)  The effect of the proposed action and of alternative actions, on adjacent areas, on mutual 

social and economic interests, and on local governmental structure. 
_____________________________________________________________________________ 
 

None.  
 
d) The conformity of the proposal and its anticipated effects with both the adopted 

commission policies on providing planned, orderly, efficient patterns of urban 
development, and the policies/priorities set forth in G.C. Section 56377. 

_____________________________________________________________________________ 
 

Approval of the recommended reorganizations to transfer wholesale water supply from the 
County Water Authority to Eastern MWD serves as a viable alternative. Additionally, the 
proposal would not induce or otherwise facilitate the loss of open-space lands, and as such 
does not conflict with the provisions of Government Code Section 56377. 
 
e) The effect of the proposal on maintaining the physical and economic integrity of 

agricultural lands, as defined by G.C. Section 56016. 
_____________________________________________________________________________ 
 

Portions of the affected territory qualify as agricultural land under LAFCO law. The 
reorganization proposal, nonetheless, is specific to transferring wholesale water supply 
services between three local governmental agencies and would not adversely affect the 
physical or economic well-being of the agricultural lands. 

 
f) The definiteness and certainty of the boundaries of the territory, the nonconformance 

of proposed boundaries with lines of assessment, the creation of islands or corridors of 
unincorporated territory, and other similar matters. 

_____________________________________________________________________________ 
 

LAFCO is in receipt of a draft map and geographic description of the affected territory that 
details metes and bounds that appears consistent with the standards of the State Board of 
Equalization and conforming with lines of assessment. LAFCO approval would be conditioned 
on approval of the map and geographic description by the County Assessor’s Office and 
address any modifications enacted by the Commission.  
 
g) A regional transportation plan adopted pursuant to Section 65080. 
_____________________________________________________________________________ 
 

The reorganizations would not conflict with San Diego Forward, the regional transportation 
plan established by the San Diego Association of Governments (SANDAG). 
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h) Consistency with the city or county general and specific plans.
_____________________________________________________________________________

The affected territory recommended for reorganization is 99% unincorporated and subject to 
the land use policies of the County of San Diego. The County’s implementing land use policy 
documents for the affected territory are the Fallbrook, Rainbow, Bonsall, and yet to be 
completed, Pendleton-De Luz Community Plan’s. These documents guide development 
toward enhancing and preserving the existing rural character of the communities marked by 
semi-rural and rural lower density development. The incorporated portion of the affected 
territory lies within the City of Oceanside and part of the Morro Hills neighborhood. The 
Oceanside General Plan – which was last updated in September 1986 – designates the area for 
low density residential use. 

i) The sphere of influence of any local agency affected by the proposal.
_____________________________________________________________________________

See agenda report analysis. 

j) The comments of any affected local agency or other public agency.
_____________________________________________________________________________

Notice of the submitted reorganization proposals was distributed to all affected and subject 
agencies as required under LAFCO law.  Notices were also provided to all local college and 
school districts.   Copies of all correspondence received on the proposals has been posted 
online and available on a dedicated page cited at www.sdlafco.org.    

k) The ability of the newly formed or receiving entity to provide the services which are the
subject of the application to the area, including the sufficiency of revenues for those
services following the proposed boundary change.

_____________________________________________________________________________ 

Eastern MWD is primarily funded through user fees and charges. Eastern MWD is currently 
in good financial standing and marked by Eastern MWD having an unrestricted fund 
balance, less pension and related employee obligations, equal to almost 20 months of 
operating expenses.

l) Timely availability of adequate water supplies for projected needs as specified in G.C.
Section 65352.5.

_____________________________________________________________________________ 

The affected territory lies within Rainbow MWD and Fallbrook PUD and eligible to receive 
potable water service with water supplies currently dependent on local and imported water 
supplies. The reorganization does not change these baseline conditions. 
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m) The extent to which the proposal will affect a city or cities and the county in achieving 
their respective fair shares of the regional housing needs. 

_____________________________________________________________________________ 
 

The proposed reorganization would not impact any local agencies in accommodating their 
regional housing needs.  
 
n) Any information or comments from the landowners, voters, or residents. 
_____________________________________________________________________________ 
 

All correspondence received from landowners, voters, and/or residents on the proposed 
reorganizations has been posted online and available on a dedicated page cited at 
www.sdlafco.org.    
 
o) Any information relating to existing land use designations.  
_____________________________________________________________________________ 
 

See above analysis for (h).  
 
p) The extent to which the proposal will promote environmental justice. 
_____________________________________________________________________________ 
  
The reorganization has the potential to promote environmental justice by reducing wholesale 
water supply costs within the affected territory and for any groups that are susceptible to 
pollution burdens and their effects.  This latter category – notably – low-income communities, 
communities of color, tribal nations, and other disadvantaged groups.  Consideration of 
existing environmental justice factors within the affected territory draw on staff analyzing 
data available from the California Environmental Protection Agency through its online 
assessment tool (CalEnviroScreen 4.0).  Two composite percentile rankings for the affected 
territory are generated within this analysis and involves pollution burdens (exposures and 
environmental effects) and at-risk population characteristics (sensitive populations and 
socioeconomic factors) relative to all census tracts in California.  Key results are summarized 
below followed by fulling table listings.   
 

• The affected territory’s composite pollution burdens ranking falls in the 35 percentile.  
Six pollution burden measurements exceed the 50 percentile and considered relatively 
high. These five measurements comprise (a) three exposures involving ozone, 
pesticides, and traffic as well as (b) three environmental effects involving groundwater 
threats, impaired water and solid waste sites.  
 

• The affected territory’s composite at-risk population ranking falls in the 26 percentile. 
Two at-risk population measurements exceed the 50 percentile and considered 
relatively high.  These two measurements comprise two socioeconomic factors 
involving poverty and housing burden. 
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q) Information contained in a local hazard mitigation plan, information contained in a
safety element of a general plan, and any maps that identify land as a very high fire
hazard zone or maps that identify land determined to be in a state responsibility area, if
it is determined that such information is relevant to the affected territory.

_____________________________________________________________________________ 

The County of San Diego General Plan contains a hazard mitigation plan for potential fire, 
flooding, and earthquakes. The affected territory lies between Moderate to Very-High Fire 
Hazard Severity Zone.  

r) Section 56668.3(a)(1) Whether the proposed annexation will be for the interest of the
landowners or present or future inhabitants within the district and within the territory
proposed to be annex to the district.

_____________________________________________________________________________ 

To be determined by the Commission.   

TABLE NO. 5 
Pollution Burdens and At-Risk Population within the Affected Territory 
(Source: California Environmental Protection Agency and SD LAFCO) 

Factor Rainbow MWD + Fallbrook PUD  

No. of Census Tracts 28 
Estimated Population 245,597 
Pollution Burden Weighted Percentile 
… Percentile  35.29 
Indicator | Air Quality: Ozone 54.07 
Indicator | Air Quality: PM 2.5: 21.04 
Indicator | Air Quality: Diesel PM: 20.91 
Indicator |Pesticides: 63.95 
Indicator | Toxic Releases: 12.15 
Indicator |Traffic: 58.57 
Indicator | Drinking Water Contaminants: 47.42 
Indicator | Lead in Housing: 29.36 
Effects | Cleanup Sites: 47.42 
Effects | Groundwater Threats: 52.42 
Effects | Hazardous Waste: 49.44 
Effects | Impaired Water: 74.78 
Effects | Solid Waste: 56.19 
At Risk Population Characteristics  Weighted Percentile 
… Percentile  26.59 
Sensitive Population | Asthma: 13.23 
Sensitive Population | Low Birth Weight: 34.27 
Sensitive Population | Cardiovascular Disease: 30.83 
Socioeconomic Factor | Education Attainment: 30.84 
Socioeconomic Factor | Linguistic Isolation: 19.78 
Socioeconomic Factor | Poverty: 50.67 
Socioeconomic Factor | Unemployment: 30.84 
Socioeconomic Factor | Housing Burden: 55.63 
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Municipal 
Service Review

REPORT SUMMARY | February 2022

FALLBROOK REGION

The Fallbrook region serves as the social and economic 
epicenter of unincorporated “North County.” It comprises 
four internally distinct subregions that collectively draw on 
municipal services provided by the County of San Diego and 
the four special districts that are evaluated as part of this 
report: Fallbrook PUD; North County FPD; Rainbow MWD; 
and CSA No. 81. The Town of Fallbrook and its “village” 
setting headlines the four subregions with its cultural, retail, 
medical offices, schools, and entertainment venues that 
residents in the others – Bonsall, De Luz, and Rainbow –  
regularly patron. The region overall remains mostly rural in 
character outside the Town core and continues to function as 
a community separator between the more urban uses to the 
north (Temecula) and south (Escondido) along the Interstate 
15 corridor. Population growth also remains moderate – 
at least in comparison to countywide averages – but has 
cumulatively added up with an overall resident estimate 

of 56,482 at the end of the five-year report period. This 
estimate makes the region one of the largest unincorporated 
areas with a population base that exceeds 7 of the 18 cities 
in San Diego County. 

While conditions in the Fallbrook region appear to be holding 
course, there are indications that foundational changes are 
underway. Most notably, the region’s historical immersion 
in agriculture with avocados being the primary cash crop 
over the last 60 plus years appears to be waning and could 
spell fundamental changes in land uses and municipal service 
needs going forward. Measuring this transition is marked 
by the loss of nearly one-fifth – or (18.7%) – of the total 
number of avocado acreages in the region during the report 
period. Some of this acreage has already been converted 
into housing with nearly 600 new units added in the region 
during the reporting period; an amount equal to an overall 2% 
increase in the housing stock and above historical averages. 

General Themes and Conclusions
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More of this acreage appears to have been left fallow and 
suggests – among other items – the cost of growing avocados 
in the “Avocado Capital of the World” for many local farmers 
has become unsustainable. Consequently, and in the absence 
of a turnaround and/or replacement crop emerging, the 
region will increasingly become an intersection point where 
the demand for housing in greater San Diego County meets 
the supply of available land.

A review of the Fallbrook region relative to San Diego 
LAFCO’s growth management tasks and interests produces 

nine central themes or conclusions. These conclusions 
collectively address the availability, need, and adequacy 
of municipal services in the region and range in substance 
from addressing governance dynamics to financial 
standing. The conclusions also address potential sphere of 
influence changes among the four affected local agencies. 
The conclusions are independently drawn and sourced to 
information collected and analyzed by the Commission 
between 2016 and 2020 with limited exceptions and 
detailed in the agency profiles.

Close to one-fifth of all avocado groves in the Fallbrook 
region have been lost during the report period. 
Consequently, and in the absence of a turnaround 
and/or replacement crop emerging, the region will 
increasingly become an intersection point where 
the demand for housing in greater San Diego County 
meets the supply of available land. 

No. 1
Introductory Municipal Service Review 
This report represents the Commission’s first comprehensive 
municipal service review prepared on the Fallbrook region 
and the four affected local agencies – Fallbrook PUD, North 
County FPD, Rainbow MWD, and CSA No. 81. The report 
consequently serves as a dual introduction. This is marked 
by introducing the affected agencies and their constituents 
in real-time to an otherwise unfamiliar and relatively 
detailed outside planning process. The introduction similarly 
introduces the Commission to the affected agencies and 
their service functions at depths previously unvisited with 
the underlying goal of establishing baseline information to 
track and measure going forward. 

No. 2
Slow and Steady Consolidation of Local 
Government 
The Fallbrook region has slowly and steadily experienced a 
significant amount of consolidation in local government in 
recent history with the number of special districts having 
been reduced by one-half from eight to the current four: 
Fallbrook PUD; North County FPD; Rainbow MWD; and CSA 
No. 81. Opportunities for additional consolidation appear 
notionally plausible – and in some cases presumably probable 
– given overlapping and/or adjacent boundaries with common
services powers. Nonetheless, community interest in the topic 
appears limited at this time and materially contributed to the
Commission choosing to reject the last proposed consolidation 
in the region involving Fallbrook PUD’s proposed takeover of
Rainbow MWD in September 2015.

General Themes and Conclusions
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No. 3
Avocados’ Influence in the Region
The Fallbrook region remains mostly rural in 
character outside the Town of Fallbrook’s core 
and continues to function as a community 
separator between the more urban uses to 
the north (Temecula) and south (Escondido) 
along the Interstate 15 corridor. This 
historical role is largely attributed to 
the region’s successful immersion in 
agriculture with avocados being the 
primary cash crop since the introduction of 
reliable water supplies in the 1950s. The 
recent and significant decline in avocado 
production, highlighted by the loss of 
nearly one-fifth of planted acreage during 
the reporting period, suggests the cost of 
growing avocados in the “Avocado Capital 
of the World” is becoming unsustainable and 
fundamental changes in land use and municipal 
service needs may be on the horizon.

No. 4
Growth is Happening
Irrespective of the staying power of avocados and agriculture 
overall, it is reasonable to assume some level of substantive 
growth and development will occur in the Fallbrook 
region and potentially within the timeframe of this report. 
This assumption ties to the critical demand for housing 
in San Diego County paired with the region’s available 
land supply with more than two-fifths of private acreage 
remaining undeveloped with existing jurisdictional access 
to wholesale water supplies via the County Water Authority 
and Metropolitan Water District of Southern California. 
Ongoing declines in avocado production will expedite and 
intensify this otherwise expected trend.  

No. 5
Distinguishing Gray, Green, and Blue 
(Collar) Demographics 
Demographic information for the Fallbrook region shows 
residents tend to be measurably older with higher household 
incomes relative to overall averages in San Diego County at 
the end of the report period. Somewhat relatedly, one out 
of every four adults in the region are collecting retirement 
payments, which is nearly double the ratio for all of San 
Diego County. Additionally, and separately, the combination 
of high incomes and comparatively low college degree 
holders suggests a relatively high percentage of the region’s 
workforce involves professional blue collar (i.e. agriculture, 
construction, public safety, etc.).

General Themes and Conclusions

Solar panels 
facilitate well 

pumping in 
Fallbrook, California.

No. 6
Adequate and Excess Municipal 
Service Capacities 
Fallbrook PUD, North County FPD, and Rainbow MWD 
collectively serve as the municipal service hubs for the 
Fallbrook region and through the end of the report period have 
established adequate capacities to meet current demands 
relative to their core growth-supporting functions: potable 
water; wastewater; and fire protection. No substantive 
deficiencies have been identified and all core functions have 
excess capacities to accommodate the anticipated growth 
within the report timeframe without exceptions.    

No. 7
Stress-Testing is Underway 
Three of the four affected agencies in the Fallbrook region – 
Fallbrook PUD, North County FPD, and Rainbow MWD – have 
experienced clear and measurable financial stresses during 
the report period. This includes all three agencies undergoing 
moderate to substantive declines in their liquidity, capital, and 
margin levels with the latter measurement  magnified by two – 
North County FPD and Rainbow MWD – finishing with negative 
average total and operating margins over the corresponding 60 
months. While all three agencies remain solvent based on their 
overall net positions, the recent trends are noteworthy and 
merits additional Commission attention going forward. 
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Residential homes 
near Interstate 15 in 
Fallbrook, California.

The Fallbrook region comprises four distinct subregions – Bonsall, De Luz, 
Fallbrook, and Rainbow – and finished the report period with a total population 

estimate of nearly 57,000. This estimate makes the region one of the largest 
unincorporated communities in San Diego County. 

General Themes and Conclusions

No. 8
The Unknown Case for Incorporating 
Fallbrook 
There has been reoccurring interest in the Fallbrook region and 
more specifically within the Town of Fallbrook to incorporate 
and transition local governance from the County of San Diego 
Board of Supervisors to a newly established city council. 
Incorporation interest peaked in the form of a formal proposal 
filing by Fallbrook PUD in 1987, which was approved by the 
Commission but failed to receive majority voter approval.  
Community interest has persisted via continued informal 
inquiries and it is reasonable to assume formal efforts to 
revisit incorporation will reemerge within the Town given its 
size and local resources. Accordingly, and consistent with 
earlier policy direction, it would be beneficial for LAFCO to 
prepare an informational report to advise on current statutory 
thresholds and associated incorporation opportunities in San 
Diego County to include – but not limited to – Fallbrook.

No. 9
Reorganizations are on the Mind 
of Locals 
There are three separate reorganization proposals currently 
on file with the Commission that propose substantive 
jurisdictional changes within the Fallbrook region and – 
among other items – necessitate conforming sphere of 
influence actions. Two of the proposals involve separate 
requests by Fallbrook PUD and Rainbow MWD to change 
wholesale water suppliers and detach from the County 
Water Authority and annex to Eastern MWD. The third 
proposal involves Fallbrook PUD’s request to activate its 
park and recreation, roads, and street lighting functions.    
As intended under statue, the Commission will draw on the 
information in this report in considering the individual merits 
of each proposal at separately noticed hearings.  
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Recommendations

The following recommendations call for specific action either from San Diego LAFCO and/or one or more of the affected 
agencies in the Fallbrook region based on information generated as part of this report and outlined below in order of their 
placement in Section 5.0 (Written Determinations). Recommendations for Commission action are dependent on a subsequent 
directive from the membership and through the annually adopted work plan.

Agricultural lands in 
Fallbrook, California.

1.  San Diego LAFCO should coordinate with the County
of San Diego and SANDAG to develop buildout
estimates specific to each affected agency in the
Fallbrook region and incorporate the information
into a future municipal service review. This should
include assessing potential impacts tied to the
recent passage of Senate Bill 9 (Weiner) and
the allowance for additional lot splitting to
accommodate more housing throughout
California.

2.  The estimated loss of nearly (one-fifth) of
avocado acreage in the Fallbrook region during
the five-year report period is concerning and
contrasts with San Diego LAFCO’s adopted
policies to promote and enhance agricultural
resources. The Commission should explore this
topic in more detail as part of its current two-
year planning grant with the State of California to
independently assess agricultural trends in San Diego
County.

3.  San Diego LAFCO should coordinate with the County
of San Diego to identify permitted groundwater wells
and septic systems within Fallbrook PUD and Rainbow
MWD and incorporate the information into a future
municipal service review.

4.  San Diego LAFCO should address Fallbrook PUD’s
recycled water service activities as part of a future policy
update to Commission Rule No. 4 with respect to formally 
identifying the function, class, and authorized location as
necessitated under Government Code 56425(i).

5.  San Diego LAFCO should develop performance
measurements in consultation with North County FPD
with respect to hazardous materials response and
weed abatement (fuel reduction) and incorporate the
analysis into future municipal service reviews.

6.  Additional information is needed to determine the
number of mutual water companies operating in the
Fallbrook region. San Diego LAFCO should defer this
analysis, accordingly, to a future informational report
and in doing so meet its related obligation in statute.

7.  San Diego LAFCO should revisit fire protection and
emergency medical services and costs in the North
County FPD as part of an update to the Commission’s
countywide fire service study.

8.  North County FPD should consolidate its two existing
taxing authority zones into one and eliminate the antiquated 
and cumbersome distinction associated with maintaining a
separate subzone for the Rainbow community.

9.  Opportunities for additional consolidations in the
Fallbrook region appear notionally plausible – and
in some cases presumably probable. No information
analyzed in this report, however, suggest the timing of
any consolidation proposals are imminent or otherwise
merit initiation by San Diego LAFCO at this time.
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Downtown 
Fallbrook area on 

a sunny day.

Recommendations

10.  All affected agencies in the Fallbrook region should
enhance accountability to their constituents by
permanently live-streaming and posting videos of
board meetings online. These efforts grant constituents
immediate access to the Board while remedying
logistical obstacles (work, childcare, etc.) and further
sunlights decision-making.

11.  The Commission should prepare a future informational 
report to advise on current statutory thresholds
and associated incorporation opportunities in the
Fallbrook region.

12.  Fallbrook PUD has filed a reorganization with San Diego
LAFCO to activate certain latent powers and headlined
by parks and recreation, roads, and street lighting.
Approval of the proposal may further illuminate the
merits of reorganizing Fallbrook PUD into a community
services district to provide a local governance model
that can continue to evolve with the community needs
and serve as the preferred transitional vehicle to a
potential incorporation.

13.  Fallbrook PUD, Rainbow MWD, and CSA No. 81 do
not report providing municipal services beyond their
jurisdictional boundaries. There also does not appear to
be any pending needs or demands to establish services
outside the affected agencies’ boundaries. San Diego
LAFCO should proceed with updating and affirming –
with no changes – these agencies’ spheres of influence
upon completion of the municipal service review.

14.  There appears to be merit in expanding North County
FPD’s sphere of influence into Riverside County to
more accurately reflect the FPD’s current and probable
service area going forward given location and existing
automatic aid arrangements. San Diego LAFCO should
further explore this potential amendment – directly
or as special study area – upon completion of the
municipal service review.

15.  Notwithstanding other recommendations, a boundary
adjustment between San Diego and Riverside Counties
appears geographically merited to expand the former
further into the De Luz area to reflect existing
accessibility and first‐responder activities. San Diego
LAFCO should coordinate with Riverside LAFCO in
assessing the political merits of a boundary change and
related interest therein by affected landowners and
residents and proceed as appropriate.

Photo: Google Maps
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Municipal Service 
Review Addendum

REPORT SUMMARY | December 2022

EASTERN MUNICIPAL 
WATER DISTRICT

DRAFT

Eastern MWD has been in considerable growth mode since 
its formation in 1950 and by the start of the 21st century 
emerged as one of the largest potable water providers 
(retail and wholesale) in all of Southern California. This 
emergence ties to Eastern MWD’s direct accessibility to 
the Colorado River Aqueduct, paired with the local housing 
boom in southwest Riverside County that began in the 
1980s. Eastern MWD’s ability to accommodate additional 
water demands generated by the conversion of relatively 
cheap former ranching lands into large tract subdivisions 
contributed to its jurisdictional boundary becoming one 
of the fastest growing areas in California and marked by 
five incorporations between 1984 and 2008. Growth 
continues into the new century with Eastern MWD’s 
estimated population increasing by nearly two-thirds since 
2000 from 531,056 to 868,426; an equivalent of adding 
44 new residents each day over 21 years.

Ongoing capital investments by Eastern MWD marks 
its ability to accommodate the continued growth in its 
jurisdictional boundary and headlined by the diversification 

General Themes and Conclusions

of potable supplies to now include local groundwater 
– distilled and desalination. (Eastern MWD also has
established a leading recycled water program to redirect
a sizable portion of former potable uses.) During the
addendum period, Eastern MWD has dedicated $245.7
million on capital projects with 97% directly funded from
developer fees and grants.6 The scope of these capital
investments and their non-operating sources underlies
the one-fifth increase in Eastern MWD’s net position
during the addendum period to $1.828 billion and
translates to a per capita value change of 13.7% from
$1,852 to $2,105.

A review of Eastern MWD relative to San Diego LAFCO’s 
two-fold task to inform a potential sphere of influence action 
and as an ongoing monitoring tool produces eight central 
themes or conclusions. These conclusions tie to topics 
analyzed in this addendum and focus therein on Eastern 
MWD’s potable water system and the present relationship 
between capacities, demands, and performance.

Agenda Item No. 6a I Attachment Eight
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General Themes and Conclusions

No. 1
Unique LAFCO Introduction
This addendum serves as a unique introduction to Eastern MWD with its municipal activities being otherwise substantively 
unknown to the Commission. The uniqueness is further reflected in the tailored purpose of the addendum to inform a possible 
sphere of influence action to accommodate an expansion of Eastern MWD into San Diego County at the request of Fallbrook 
PUD and Rainbow MWD. This latter feature creates two distinct possibilities for this addendum to either serve as a one-and-
done document or as an ongoing performance measurement.
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General Themes and Conclusions

No. 2
Timely Assist from Riverside LAFCO
The preparation of a full municipal service review 
on Eastern MWD has been avoided in favor of this 
addendum given the Commission’s ability to draw on 
good and timely information provided in Riverside 
LAFCO’s comprehensive report completed in May 2019. 
This tiering approach allows the Commission to focus on 
providing gap analysis on Eastern MWD’s potable water 
function and financial standing through 2021. Notable 
conclusions made by Riverside LAFCO within its earlier 
document and incorporated herein with regards to the 
mandatory factors follow.

With respect to growth, Riverside LAFCO expects Eastern 
MWD’s overall population (wholesale and retail), within its 
jurisdiction, to increase by an additional one-half between 
856,500 in 2020 to 1,274,600 in 2040. This projection 
produces an average annual growth rate of 2.4%.

●  With respect to disadvantaged unincorporated
communities (DUCs), Riverside LAFCO identifies
15 qualifying areas within Eastern MWD. These 15
DUCs are in the Hemet and Perris areas and LAFCO
attests they have access to water and sewer
service. An additional DUC outside Eastern
MWD, but adjacent to its sphere of influence,
has also been identified. This subject DUC is
located in the Pechanga area and LAFCO
confirms it is without access to water
and sewer service.

●  With respect to present and planned
capacities, Riverside LAFCO – drawing
from Eastern MWD’s Urban Water
Management Plan (2015) – concludes
Eastern has sufficient supplies and
related contingencies to meet potable
demands (wholesale and retail) through
2040.

●  With respect to finances, Riverside LAFCO
states Eastern MWD has been experiencing
modest surplus total revenues over expenses,
as well as occasional increased spending
over the last several years. LAFCO attributes
this primarily to planned capital expenditure debt
service and cash flows. LAFCO adds appropriate rate
increases, which have been implemented for water
and sewer over the prior years, utilizing a cost-of-
service analysis to have services funded by fees and
charges.

●  With respect to shared facilities and/or services,
Riverside LAFCO notes Eastern MWD maintains
several cooperative arrangements with other
agencies for the mutual benefit of all constituents.
This includes – but not limited to – partnering with
MET as well as Western MWD, Elsinore Valley WD,
and Rancho California WD with supply and intertie
connections to share water in emergency situations.

●  With respect to government structure and
accountability, Riverside LAFCO confirms Eastern
MWD meets regularly on the first and third
Wednesdays of each month at 9:00 a.m. at the
District office located at 2270 Trumble Road, Perris,
California 92570. LAFCO also confirms Eastern
MWD provides public information on its website,
including historical information of the District,
current projects, water and sewer information,
annual budgets, and audits.

Orange flowers 
from Hemet, CA
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General Themes and Conclusions

Public Beach at 
Lake Perris State 
Recreation Area

No. 3
Expansive + Expanding Footprint
Eastern MWD has become one of the largest potable 
water service providers in Southern California, and at the 
end of the addendum period, serves more than one-third 
of Riverside County’s population. This expansion follows 
an average increase of 44 persons each day in Eastern 
MWD since 2000. The expansion is further reflected 
during the addendum period with the physical footprint of 
Eastern MWD’s potable system increasing by 154 miles 
– or 6.5% – as well as the number of active connections
rising by 10,795 – or 8.9% – over the 60-month period.

No. 4
Positive Water Demand-to-Capacity 
Relationship
As the principal municipal water service provider for 
southwest Riverside County, Eastern MWD maintains 
adequate infrastructure capacities and related administrative 
controls to meet current and anticipated demands (retail 
and wholesale) in the timeframe of this addendum. This 
statement is reflected in the average annual and daily system 
demands equaling less than one-third of available supplies 
and associated infrastructure capacities under normal 
conditions during the 60-month period. This demand-to-
capacity ratio increases to slightly more than one-half under 
average peak-day demands and is considered sufficient.

No. 5
Impactful Impact Fees
Eastern MWD continues to benefit from development 
within its jurisdictional boundary based on the sizable 
collection of impact fees during the addendum period. 
The annual average collected has been $31.4 million 
– which equals 12.6% of average annual operating
revenues – and underlies a one-fifth increase in
Eastern MWD’s net position over the 60-month
period. The collection of impact fees and associated
capital investments is also reflected in Eastern MWD
finishing the period with a markedly high (good) capital
replacement rate of 14.4 years.

No. 6
Finances Trending Upward
Standard measurements used to assess Eastern MWD’s 
financial health with respect to liquidity, capital, margin, 
and asset management efficiencies shows the District 
trending positively overall during the addendum period. 
This overall summation is reflected in Eastern MWD’s 
improving its operating and total margin ratios during 
the 60-month period with the latter category, which the 
Commission uses as a primary benchmark in assessing 
solvency, increasing more than four-fold.
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No. 7
Good Financial Standing with 
a Qualification
Eastern MWD finished the addendum period in overall good 
financial standing and marked by having an unrestricted fund 
balance, less pension and related employee obligations, 
equal to almost 20 months of operating expenses. This 
strong liquidity is similarly reflected with a days’ cash ratio 
– or burn rate – at 632 at the end of the period. Eastern
MWD’s otherwise good financial standing is qualified
given the differences in operating and total margins during
the period and the related dependency of the District
on property taxes and other non-operating revenues to
subsidize its enterprise functions. This difference
merits attention going forward given the
reasonable assumption development
and its associated revenues – i.e.,
property taxes, impact fees,
etc. – will eventually slow
and necessitate improved
cost-recovery through
rates and other direct
charges.

No. 8
Proceeding with a Sphere of Influence 
Action
No significant deficiencies and/or otherwise material 
concerns have been identified in this addendum with 
respect to Eastern MWD’s ability to plan, deliver, and 
finance potable water services. Accordingly, it would 
be appropriate to proceed with adopting a sphere of 
influence for Eastern MWD to include the Fallbrook PUD 
and Rainbow MWD jurisdictional boundaries should 
the Commission separately determine the associated 
reorganization proposals are sufficiently justified.

Agricultural lands 
in Fallbrook, 

California
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The following recommendations call for specific action either from San Diego LAFCO, Eastern MWD, or other local 
agencies based on information generated as part of this addendum and outlined below in order of their placement in Section 
5.0 (Written Determinations). Recommendations for Commission action involving additional studies are dependent on a 
subsequent directive from the membership and through the annually adopted work plan.

1.  Given the scope of this addendum, it is appropriate for the Commission to limit its recommendations to addressing the
core question necessitating this analysis. Accordingly, and given no significant deficiencies or otherwise, material concerns
have been identified in the addendum; it would be appropriate for the Commission to proceed with the following actions.

Recommendations

a)  Adopt a sphere of influence for Eastern MWD to include
the Fallbrook PUD and Rainbow MWD boundaries
should the Commission separately determine the
associated reorganizations are sufficiently merited
under both statute and local policy (emphasis added).

b)  Should a sphere of influence for Eastern MWD be
established to include the Fallbrook PUD and Rainbow
MWD boundaries, the Commission should concurrently
limit the authorized powers within the subject lands to
only potable water function and wholesale class.

Murrieta Hills
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REPORT TO SAN DIEGO LAFCO 

FALLBROOK PUD AND RAINBOW MWD WHOLESALER 
REORGANIZATION 
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Professor Michael Hanemann 
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INTRODUCTION 

I was engaged by the San Diego County Local Agency Formation Commission (LAFCO) to perform 
three tasks, as follows: 

Topic One (Water Rate Impacts) 

The Consultant shall prepare a written memorandum analyzing the potential water rate impacts 
to the San Diego County Water Authority, the Fallbrook Public Utility District, and the Rainbow 
Municipal Water District under three distinct scenarios: (i) Commission approval of both 
proposals; (ii) Commission approval of only the proposal filed by Fallbrook Public Utilities District; 
and (iii) Commission approval of only the Rainbow Municipal Water District. If the information 
on file and/or as augmented by the Commission Agreement Administrator is deemed insufficient, 
the memorandum should succinctly identify the missing, incomplete, incorrect, or otherwise 
unsubstantiated information needed to appropriately address this topic. 

Topic Two (Water Supply Reliability) 

The Consultant shall prepare a written memorandum analyzing whether any substantive 
differences exist with respect to the overall water supply reliability between the San Diego 
County Water Authority and Eastern Municipal Water District. The Consultant shall use their 
professional expertise in quantifying and/or qualifying "substantive" relative to addressing water 
supply reliability. If the information on file and/or as augmented by the Commission Agreement 
Administrator is deemed insufficient, the memorandum should succinctly identify the missing, 
incomplete, incorrect, or otherwise unsubstantiated information needed to address this topic. 

Topic Three (Potential Departure Fees) 

The Consultant shall prepare a written memorandum quantifying what - if any - departure fees 
(also referred to as exit charges) should be made conditions of approval if the Commission 
approves either or both proposals. This includes - and among other considerations the Consultant 
believes to be pertinent - addressing potential rate impacts to the Water Authority addressed in 
Topic One. If the information on file and/or as augmented by the Commission Agreement 
Administrator is deemed insufficient, the memorandum should succinctly identify the missing, 
incomplete, incorrect, or otherwise unsubstantiated information needed to address this topic. 

I have discharged those tasks in this report. 
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I was engaged to address these topics as an economist. I was not engaged to conduct legal 
analysis or offer legal advice on the issues I addressed, and I do not offer any legal opinions.  

The report is organized largely in a question-answer format. I chose this format because 
experience has shown that it is often the most effective way to convey detailed analysis to an 
audience. I selected and formulated the questions myself. No one assigned the questions for me 
to answer. Some questions occurred to me after hearing statements being made at meetings of 
the Ad Hoc Advisory Committee. 

I wish to thank the members of the Ad Hoc Advisory Committee and, most especially, to Jack 
Bebee and his staff at Fallbrook Public Utility District, Tom Kennedy and his staff at Rainbow 
Municipal Water District, Sandy Kerl and Kelley Gage and their staff at the San Diego County 
Water Authority, and Nick Kanetis and his staff at Eastern Municipal Water District. Jack, Tom, 
Sandy, Kelley and Nick were exceptionally helpful and generous with their time in answering all 
manner of questions. I am extremely grateful to them. I also greatly appreciate the assistance 
provided to me throughout this project by Adam Wilson. 

This report contains my opinions based on the information presently available to me. Any opinion 
that I may have stated previously but that is not repeated here is no longer my view. I alone am 
responsible for the opinions expressed here. Any errors remaining are my responsibility. 
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CHAPTER ONE | EXECUTIVE SUMMARY 

NO. 1  |  HOW THE SAN DIEGO COUNTY WATER AUTHORITY SERVICE AREA GETS ITS WATER 

The San Diego County Water Authority (SDCWA) service area has limited local supplies of surface 
water and groundwater, which are controlled by the SDCWA member agencies. Most of the 
water used in the SDCWA service area is provided by SDCWA to member agencies. From its 
formation in 1947 until 2003, SDCWA’s sole source of water was water purchased from the 
Metropolitan Water District of Southern California (MWD), of which SDCWA is now the largest 
member agency – I refer to this water as M-water. 

MWD was created in 1928 to import water to the Greater Los Angeles area from the Colorado 
River. In 1960 it contracted to receive water from the new California State Water Project (SWP). 
The SWP was originally planned to deliver 4.2 million acre-feet (MAF) a year to member agencies, 
and MWD was the single largest contractor with a 48% share of the supply. However, the SWP 
was not expanded as planned and it has a delivery capacity of only about 2.4 MAF. MWD’s 48% 
share of contract entitlements allow it to receive 1.2 MAF of average year supplies and about 0.6 
MAF or less in a dry year.  

Until 1963, MWD had a firm allocation of 1.2 MAF a year of Colorado River water. Following the 
US Supreme Court’s ruling in Arizona v California in 1963, this was reduced to 550,000 AF. MWD 
was still able to divert more than this amount until the Colorado River Quantification Settlement 
Agreement (QSA) took effect in October 2003. Including water purchased from Imperial Irrigation 
District (IID) in 1988, MWD now has a firm allocation of about 600,000 AF from the Colorado 
River. 

The antecedent of the current issue is the severe drought in 1990 and 1991. For the first time 
ever, MWD mandated member agencies to reduce their water use culminating in March 1991 
when it cut deliveries for Municipal and Industrial (M&I) use by 30% and for agricultural use by 
90%. At the time, SDCWA depended on MWD for 95% of water used in its service area. That 
experience led SDCWA to seek to become less dependent on MWD for its water supply. In 1998 
it signed an agreement with IID to purchase water that IID diverted under a senior water right 
from the Colorado River. That purchase agreement took effect in October 2003 as part of the 
larger QSA, which also includes Colorado River water obtained by SDCWA after paying to line the 
All-American and Coachella Canals. 

SDCWA uses MWD’s Colorado River Aqueduct (CRA) to move its QSA water to its service area 
under an Exchange Agreement negotiated with MWD.  Under that agreement, MWD receives 
SDCWA’s QSA water and is obligated to deliver a like amount of water to SDCWA. SDCWA pays a 
volumetric rate for the conveyance of this water. I refer to QSA water delivered by MWD to 
SDCWA as exchanged water or E-water. The delivery of E-water commenced in 2003 and ramped 
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up to the full amount of 277,700 AF in 2021. E-water has accounted for almost 64% of the water 
delivered by MWD to SDCWA in the last five years, and 80% in the last two years. 

In addition, in 2016, SDCWA started to receive desalinated seawater from the Carlsbad 
Desalination Facility. 

It has been suggested that, if Fallbrook Public Utility District (FPUD) and Rainbow Municipal 
Water District (RMWD) detach from SDCWA and instead become wholesale customers of Eastern 
Municipal Water District (EMWD), they will be receiving the same MWD water as before. That is 
incorrect. They will be receiving 100% M-water from EMWD rather than a mix of 80% E-water 
and 20% M-water from SDCWA. Regardless of whether molecules of E- and M-water are 
physically indistinguishable, they are legally different with regard to their underlying water right 
and reliability. 

FPUD and RMWD are different from many other SDCWA member agencies in still having a high 
level of agricultural use. They are also the only member agencies located sufficiently far north in 
San Diego County that they receive some of their water from pipeline turnouts owned by MWD 
rather than SDCWA. This does not change ownership of the water – it is still owned by SDCWA – 
but it lowers the delivery charge levied by SDCWA. 

NO. 2  |  HOW EXPENSIVE IS SDCWA WATER, AND WHY? 

Two conceptual economic distinctions come into play in answering these questions, that 
between variable versus fixed costs (and revenues); and that between average versus marginal 
costs (and revenues). 

Variable costs vary directly with the quantity of water delivered and variable revenues vary 
directly with the quantity of water sold. Fixed costs do not vary directly with the quantity of water 
delivered (fixed revenue is revenue that does not vary with the quantity of water sold). 

The average cost of water is defined as the total amount paid divided by the volume of water 
received; it is the cost per unit of water delivered. The marginal cost is defined as the change in 
total cost paid per unit change in the amount of water delivered. It measures the incremental 
cost per incremental unit of water.  

Discussion on how much SDCWA charges focuses on the average cost of SDCWA water. 

SDCWA imposes both variable and fixed charges for the delivery of its water, with separate 
variable charges for treated versus untreated water. The fixed costs can be converted to an 
equivalent volumetric charge by dividing them by the quantity of water delivered. The volumetric 
equivalent of the fixed costs counts towards the calculation of average cost. SDCWA’s overall 
average cost of treated water in CY 2021, known as its all-in cost, was $1,769/AF, while its all-in 
cost for untreated water was $1,474/AF. Table ES1 compares these rates with MWD’s all-in water 
rates. In CY 2021, SDCWA’s rate for treated water is $367/AF higher (26% higher) than MWD’s 
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rate. SDCWA also offers a special rate for agricultural use that is $107/AF lower (7% lower) than 
MWD’s standard rate; in exchange for this special rate, agricultural rate water users are subject 
to higher cutbacks in the event of supply shortage. 

TABLE ES1 | All-In Water Rates Compared 

It is not surprising that SDCWA charges more than MWD as a wholesale supplier of water since 
SDCWA buys water from MWD (both E-water and M-water) at a point near the northern 
boundary of San Diego County and then has the cost of maintaining and operating a separate 
water distribution system within the County. More significant, however, is that the differential 
between SDCWA’s water rate and MWD’s water rate widened starting around 2010. Figure ES1 
depicts the growth in the rate differential, albeit somewhat inaccurately.1 

FIGURE ES1 | Comparison of SDCWA All-In rates and MWD Full-Service Rate for Treated Water2 

It has been suggested that this occurred because QSA E-water is more expensive for SDCWA than 
M-water from MWD. My analysis suggests otherwise. If QSA water was sometimes more

1 This compares SDCWA’s all-in rate, combining its fixed and variable charges, with MWD’s variable charge alone, omitting MWD’s fixed charges 
that amount to around $300/AF in 2020-2022.The graph thus overstates the rate differential. 
2Joshua Smith “What Fallbrook and Rainbow’s revolt says about San Diego’s skyrocketing water rates” San Diego Union-Tribune December 18, 2021, retrieved 
on 12-28-2021 from https://www.sandiegouniontribune.com/news/environment/story/2021-12-18/fallbrook-rainbow-revolt-water-rates

Item 6a: Page 215



10 

expensive for SDCWA than M-water, that difference would not have been large, and it no longer 
exists. E-water costs SDCWA no more than M-water, or less, as shown in Table ES2, which 
describes SDCWA’s supply sources in CY 2021 and their cost to SDCWA. 

TABLE ES2 | SDCWA's Untreated Water Supply Cost 

If SDCWA had not used any Carlsbad Desal water in CY 2021 and, instead, delivered a 75-25 mix 
of E- and M-water, its water cost would have been $1,056/AF instead of $1,271/AF, a savings of 
$215/AF. However, Carlsbad Desal water is more reliable than E- or M-water because it is not 
derived from streamflow that is being affected by climate change. 

SDCWA only started using Carlsbad Desal water in 2016, so that does not explain why the SDCWA-
MWD rate differential started to widen around 2010. Moreover, the $215/AF cost differential 
between Carlsbad and E/M-water accounts for only part of the $399/AF differential between 
SDCWA’s and MWD’s rates for untreated water. So, something else is at work. I believe that two 
other factors contributed to the rate differential: 

1. SDCWA invested in some major water supply infrastructure projects just before and after
2010, a period when MWD was not making any unusually large investments. That would
have caused the rate differential to widen.

2. Between 2010 and now, SDCWA experienced a 40% reduction in member agencies’ demand
for its water while MWD experienced only a 20% reduction. That difference would have
caused the rate differential to widen, given that both agencies have very high fixed costs.

Contrary to what has sometimes been suggested, I have seen no evidence that SDCWA has 
charged member agencies unfairly, or that FPUD and/or RMWD were paying an excessively large 
share of the fixed charges levied by SDCWA, leading them to subsidize other member agencies. 
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NO. 3  |  THE FINANCIAL IMPACT OF DETACHMENT 

In the event of detachment by FPUD and/or RMWD, SDCWA would lose a variety of revenues 
including fixed and variable charges for water and also some charges borne by properties in the 
FPUD/RMWD service areas. It would also experience a reduction in its cost of operation. 
However, because almost 90% of SDCWA annual expenditures are fixed costs, the reduction in 
expenditures would fall far short of the reduction in revenues. Table ES3 below shows the impact 
on SDCWA’s annual net operating revenue calculated for CY 2022. 

TABLE ES3 | SDCWA Net Revenue Impact CY 2022 

The exact reduction in revenue depends on whether SDCWA would continue to receive all, some, 
or none of the property tax revenue from the FPUD and RMWD service areas in the event of 
detachment, about which there seems to be some disagreement. Also, the reduction in 
expenditure will be different in the short run versus the long run. In the short run immediately 
after detachment, SDCWA will experience little reduction in the amount assessed against it by 
MWD for the Readiness to Serve (RTS) charge. Ten years later, MWD’s RTS will be lowered based 
on the full reduction in M-water needed by SDCWA due to detachment. 

The loss of annual net revenue is not a one-time event. It will occur for as long as SDCWA is paying 
the financial commitments that it has incurred to date. The exact amount of the annual impact 
will vary from year to year, depending on SDCWA’s annual finances and rates. 
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The future financial impact will be lessened to the extent that SDCWA may find another buyer 
for the water that it would have delivered to FPUD and RMWD. But that will not fully offset the 
financial loss for two reasons: (1) The payment from the sale may not cover all the payments 
made annually to SDCWA by FPUD/RMWD as member agencies. (2) The water not delivered to 
FPUD/RMWD does not belong to FPUD and RMWD individually. Any financial benefit to SDCWA 
in the event that it sells the water that would have been delivered to FPUD/RMWD to some other 
party belongs collectively to SDCWA member agencies, and not to FPUD and RMWD individually. 

Table ES4 presents my estimate of the cost-savings to FPUD and RMWD in CY 2022 if they switch 
from being served by SDCWA to being served by EMWD. Their financial gain would be somewhat 
smaller than SDCWA’s financial loss. 

TABLE ES4 | Savings In Water Cost When FPUD & RMWD Switch From SDCWA to EMWD 
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NO. 4  |  A DEPARTURE FEE 

As I understand their positions, SDCWA argues that, if they detach, FPUD and RMWD should be 
liable for covering their shares of SDCWA’s bonded and other indebtedness, which totals about 
$21 billion. Their share could amount to around $1 billion. In contrast, FPUD and RMWD argue 
that they should be able to detach without any further financial liability. In my judgment, as an 
economist experienced in the economics of water, neither position – a liability of about $1 billion 
nor a liability of zero – is reasonable. 

However, the decision maker here is San Diego LAFCO, not me. The question confronting LAFCO 
is whether two SDCWA member agencies with a distinctive set of needs and situated at a 
distinctive location should be allowed to walk away scot-free, entirely unencumbered by any of 
the financial commitments that SDCWA has assumed on behalf of its member agencies. 

The purpose of a departure fee is to assist SDCWA in covering its financial obligations that are 
fixed, ongoing and unavoidable for a limited period while it adjusts to the changed financial 
situation. It is not intended as payment for water being received; it is payment for obligations 
incurred when receiving water in the past, given that water supply is highly capital-intensive, 
requires long-term commitments, and is not operated on a PayGo basis. 

If San Diego LAFCO were inclined to require a departure fee as a condition for approving 
detachment by FPUD or RMWD, it would need to decide what is the appropriate share to assign 
to FPUD or RMWD, of which SDCWA ongoing financial obligations, and for what length of time. 

SDCWA is committed to making annual payments that run through 2047 (for IID Transfer water) 
and 2112 (for canal lining water). This year (CY 2021), the annual payments for QSA water amount 
to almost $285 million. LAFCO might use that amount as a starting point for thinking about what 
a fair and reasonable departure fee could be.  

Table ES5 illustrates what an annual departure fee might be if it is framed as FPUD/RMWD’s share 
of SDCWA’s annual QSA payment commitment in CY 2021 ($284,524,900), using their three-year 
average share of either all deliveries or deliveries for M&I (non-PSAWR) use. 
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TABLE ES5 | Calculation of a Departure Fee 

This calculation could be adjusted in many different ways and as LAFCO sees fit. 

NO. 5  |  WATER SUPPLY RELIABILITY 

EMWD has both retail and wholesale customers. While about half of EMWD’s supply is local 
supplies, it does not share those with its wholesale customers. Under the present arrangement, 
if FPUD and RMWD become members of EMWD this will not bring them access to any of EMWD’s 
local supply. Through EMWD they will receive only M-water from MWD. With the Santa 
Margarita Conjunctive Use Project online, about half of FPUD’s total consumption is now local 
supply, but RMWD has almost no local supply and will be essentially as dependent on MWD as 
SDCWA was in 1991. In contrast, SDCWA is now largely independent of M-water: that accounted 
for 24% of SDCWA’s supply in CY 2020, about 12% in CY 2021, and is projected to decline even 
further over the next decade. The bulk of SDCWA’s supply portfolio is: (i) QSA water from the 
Colorado River which comes under a higher priority water right than most of MWD’s Colorado 
River M-water, and (ii) water from the Carlsbad Desal facility, which is fully protected against 
streamflow uncertainty. 

The superior reliability of SDCWA’s supply has benefitted FPUD and RMWD in the past. In the 
drought of 2009, SDCWA faced a 13% cut-back in the delivery of M-water. However, because of 
its access to QSA water, SDCWA was able to reduce deliveries to its member agencies by only 8%. 
In the 2015-2016 drought, the supply from the Carlsbad Desalination Facility was certified as 
drought-resilient, which lowered FPUD and RMWD’s mandated water use reduction from 36% to 
28%. In May 2016, the conservation mandate was replaced with a localized “stress test” under 
which a wholesale water agency could document its ability to meet demands for 2017-2019 
should dry conditions continue.  Based on the availability of SDCWA’s drought resilient supply, 
the conservation requirement for FPUD, RMWD and other member agencies was reduced to 0%.     

Both of MWD’s sources of M-water – SWP water and Colorado River water -- have supply 
reliability issues.  

Share Annual payment
USING THE SHARE OF M&I DELIVERIES
   FPUD 1.9% $5,295,156
   RMWD 2.7% $7,710,209
         Total 4.6% $13,005,365

USING THE SHARE OF ALL DELIVERIES
   FPUD 2.3% $6,402,041
   RMWD 4.3% $12,107,975
         Total 6.5% $18,510,016
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There are supply reliability issues for SWP water with regard to: (i) the amount of water available 
for it to take from its source, the Feather River in the Sacramento Valley, and (ii) the ability to 
convey that water through the Sacramento/San Joaquin Delta to SWP member agencies south of 
the Delta. 

- With regard to the availability of Feather River water, long-standing issues are that droughts
are a fact of life in California and that SWP has relatively little carryover storage. A new
factor is climate change and the growing recognition that droughts will become more
frequent and more severe. Before 2013, there were only two years since SWP deliveries
began in 1972 when it delivered a very low supply relative to its Table A commitment; but
six of the nine years since then have seen a very low SWP supply. In addition, with soils
becoming drier, with climate warming, northern California streamflow is becoming harder
to predict using the standard hydrological models, rendering water supply less predictable.

- With regard to conveyance through the Delta, there are two issues: (i) environmental
restrictions on releases have increased since the 2000s and (ii) there is a general recognition
that the levee system used to convey SWP water is unreliable and will have to be replaced.
The first proposal, launched in 2015 and known as WaterFix, involved two tunnels under
the Delta, at an estimated cost of about $17 billion in 2017 dollars. MWD planned to acquire
a 64.6% share in the supply at a projected cost of $10.8 billion. The proposal was withdrawn
by Governor Newsom in 2019, and a one-tunnel project is being developed, known as the
Delta Conveyance Project, with a preliminary cost estimate of $15.9 billion (in 2020 dollars).
Exactly when the project will be completed, and at what cost, is unknown. It might not come
into full operation for another 10 or 15 years. Without it, the ability to convey SWP (and
CVP) water to users south of the Delta remains at risk.

The Colorado River was MWD’s original source of water and remained its larger source until the 
QSA took effect in 2003, reducing MWD’s firm supply of Colorado River water. Starting in 2003, 
SWP made up the majority of MWD’s water. The recent difficulties with SWP deliveries are 
causing a return to Colorado River water. However, there has been a twenty-year drought on the 
Colorado River, and the impacts are now beginning to be felt. Lake Mead and Lake Powell, the 
country’s two largest reservoirs, are now at their lowest levels ever. In September, for the first 
time in history, a Tier 1 shortage was declared on the river. Tier 1 reduces diversions by Arizona 
and Nevada but not California. California loses about 5% of its diversion under Tier 2b, and about 
8% under Tier 3. Current projections are that there is a 25% chance of a Tier 3 declaration in 2023, 
a 44% chance in 2024, and a 59% chance in 2025. In the event of a California reduction, the brunt 
would be borne by MWD, not SDCWA, because of the seniority of the water right to which 
SDCWA has access. Looking to the future, Tier 3 will not be enough to manage the Colorado River 
under the “new normal” conditions now being anticipated; sharper cutbacks will probably be 
required for all three lower basin states. 
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In anticipation of possible shortage, MWD has built up substantial dry-year reserves stored in 
groundwater banks in the San Joaquin Valley and Coachella Valley and in Lake Mead. This will 
enable it to withstand two or three critical shortage years in a row. However, projected climate 
change scenarios indicate the possibility of significantly longer droughts in the future. It is not 
clear that MWD yet has the practical capacity to sustain more severe and prolonged drought, 
especially on the Colorado River. 

In switching from being wholesale customers of SDCWA to EMWD, FPUD and especially RMWD 
may face some challenges. Riverside County is the fastest growing county in California. While 
EMWD has significant local supplies, it does not share those with its wholesale customers – it 
provides only MWD water to them. Most of EMWD’s wholesale customers themselves have 
substantial local supplies. The City of Perris and RMWD will be the only EMWD wholesale 
customers who are solely dependent on MWD water.  

EMWD presented an analysis showing that it would be able in a drought to withstand a 30% 
reduction in MWD deliveries, sparing any wholesale customer (including FPUD and RMWD) from 
being short of supply. However, that analysis rests on certain assumptions which I find unrealistic. 

In summary, while I believe that FPUD and RMWD are taking something of a gamble on supply 
reliability if they switch from SDCWA to EMWD, the gamble ultimately is not one of running out 
of water but, rather, paying a higher price than they had anticipated to get by in a drought. 

NO. 6  |  WHAT IS THE PROBLEM? 

The problem generally is not that SDCWA is using water that is too expensive. My analysis 
indicates that QSA water is not more expensive than M-water from MWD. Desal water from 
Carlsbad is expensive, but it also has real economic value as insurance against disruption of 
supplies derived from streamflow, and it proved its value during the 2015-2016 drought. It would 
be even more valuable if this reliability could be shared across a wider set of Southern California 
water users. 

Increased use of recycled water is also not a solution to the high cost of water supply. While 
recycling brings important environmental benefits and also has a significant economic benefit as 
the solution to overcapacity in wastewater collection, treatment and disposal systems, it is 
generally an expensive source of water supply.  

The larger problems underlying the present detachment issues are problems with SDCWA’s fiscal 
model and, to some degree, its governance model. 

There is a severe structural imbalance in SDCWA’s finances, arising from a mismatch between 
the share of its revenues that are variable versus fixed and the share of its expenditures that are 
variable versus fixed. That creates significant financial vulnerability when the volume of water 
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delivered to member agencies declines.  When it delivers less water, while it saves on some 
expenditure, its revenue declines even more, causing a net loss. This vulnerability is not unique 
to SDCWA – it is shared with MWD and many other water agencies. Table ES6 below shows the 
mismatch between its variable revenue share and its variable expenditure share for SDCWA in 
comparison with MWD. 

TABLE ES6 | Financial Exposure to Variation in Water Sales 

 
These figures are based on SDCWA’s current rate structure and could change if the rates changed. 
They also indicate that MWD is even more vulnerable to a reduction in deliveries than SDCWA. 
Still, SDCWA’s situation is quite serious. As a rough example, I estimate that for every 1,000 AF 
less that SDCWA delivers to member agencies, on average its annual net revenue falls by almost 
$1M. This is a significant concern given that, over the coming decade, SDCWA is projected to 
experience a 60,000 AF reduction in deliveries as member agencies substitute increased use of 
local recycled water for SDCWA water. 

The problem with SDCWA’s governance is also shared with many other water agencies, including 
MWD. The problem is that the Board of Directors makes major investment decisions without any 
upfront commitment by member agencies to take and pay for the water that will be generated. 
This strategy commits current resources without guaranteeing the future revenues to pay for 
new investments. This is a problem that was noted for MWD in a Blue Ribbon Task Force Report 
to which I contributed in 1993-1994, and it still has not been fixed by MWD.  

Member agencies need flexibility to change their supply portfolio in the future without being tied 
down by long-term purchase commitments. But water supply infrastructure is massively capital 
intensive and very long-lived. It cannot be funded on a PayGo basis; it needs a long-term financial 
commitment. The problem was less severe in the past when property tax revenues provided the 
main repayment source for water infrastructure investments. That source of revenue stability is 
now lacking.  

It has been suggested elsewhere that water transfers and exchanges can contribute to solving 
the financial dilemmas of urban water supply. Whether that is true depends, in part, on the 
nature and form of the transfer activity. Up to now, SDCWA and MWD have been the principal 
actors in water transfers in Southern California, initiating and implementing transfers through 
the networks that they control. However, the need for transfers now arises increasingly at the 
local level of individual member agencies with varying needs for reliability in water and varying 
willingness to pay for water. To take advantage of the variety in individual member needs and to 
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overcome the financial challenges confronting Southern California’s water at a time of climate 
change, it will be important that local member agencies step up, take more responsibility for the 
water they obtain through regional wholesalers, commit financially on a long- rather than short-
term basis, and become leading actors in shaping their individual supply portfolios through water 
transfers and exchanges as needed. In that scenario, SDCWA and MWD will to some degree 
become facilitators and providers of assistance rather than the principals. For this to work, it will 
also be essential to have a strong degree of cooperation and collaboration between SDCWA and 
MWD as Southern California’s two premier water supply agencies. 
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CHAPTER TWO | REPORT ANALYSIS 
 
2.1    HOW THE SAN DIEGO COUNTY WATER AUTHORITY SERVICE AREA GETS ITS WATER 
 
Q. If I am served by a member agency of the San Diego County Water Authority (SDCWA), 
where does my water come from? 

A. Your water comes from one of two sources: (1) local supplies -- water your member agency 
obtains from local sources that it controls, and (2) water supplied to your member agency by 
SDCWA. 
 
Q. What are local supplies? 

A. Historically, local sources were groundwater and surface water within the local area of the 
urban water agency. Before 1947, the San Diego region relied entirely on local surface water 
runoff and groundwater pumped from local aquifers. 

Over time, local sources have expanded to include the use of treated wastewater from local 
wastewater plants, the use of desalinated local groundwater and, also, desalinated seawater 
(some of the seawater at the Carlsbad Facility is contracted for by SDCWA member agencies 
Carlsbad MWD and Vallecitos WD and counts as part of their local supplies). 

However, as the region’s population and economy grew, local supplies became insufficient to 
meet the region’s water needs. 
 
Q. How did San Diego County’s local supplies come to be augmented? 

A. In 1928, the Metropolitan Water District of Southern California (MWD) was formed to develop, 
store and distribute supplemental water in Southern California, with the specific intention of 
importing water to the region from the Colorado River. MWD built the Colorado River Aqueduct 
(CRA) during the 1930s to convey this water, with the aqueduct coming into operation in 1941. 
The founding members were Los Angeles and its neighboring cities in Los Angeles County. 

World War II caused a great increase in water consumption in San Diego and threatened to 
deplete the region’s available local water supply. The solution was to connect the region to the 
Los Angeles area CRA and import Colorado River water from MWD. In 1943, engineering studies 
were completed for an aqueduct that would connect with the CRA at what is now called Lake 
Mathews and convey water south across Riverside County and into San Diego County. The San 
Diego County Water Authority was organized with nine original members in June 1944 under an 
enabling act of the California State Legislature known as the County Water Act.3 The primary 
purpose was to contract with MWD as a member agency and supply imported MWD water to 

 
3 SDCWA now has 24 member agencies. 
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the region. The San Diego Aqueduct was completed and placed in operation in December 1947. 
Between the 1950s and the 1980s, SDCWA constructed four additional aqueducts that are all 
connected to MWD’s distribution system and import water to the County.  

 SDCWA supplies from 75% to 95% of the region’s water consumption, depending on hydrologic 
conditions and yield from local supplies.  

Q. Where does SDCWA get its water from? 

A. For almost sixty years, from 1947 to 2003, MWD was the sole provider of imported water to 
SDCWA. This changed in 2003; starting that year, SDCWA began to receive water purchased in a 
transfer agreement with Imperial Irrigation District (IID). In 2007, SDCWA started to receive an 
amount of water from projects that lined portions of the All-American Canal (AAC) and the 
Coachella Canal (CC) in order to conserve water that infiltrated into the ground before the canals 
were lined. The ramp-up in the delivery of this water from the Colorado River is depicted in the 
graph below:4 
 
FIGURE 1 | Build-up of QSA Water Delivery to SDCWA 

I will refer to the water obtained by SDCWA from IID and from the canal lining as QSA water. It is 
conveyed from the Colorado River to the SDCWA service area by MWD using the CRA under a 
2003 agreement known as the Exchange Agreement.  

 
4 Source: Presentation to SDCWA Board, 1-25-2018, slide 65. 
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In addition, in 2016, SDCWA started to receive desalinated seawater from the Carlsbad 
Desalination Facility. 

Q. Why did SDCWA decide to broaden its source of water beyond water from MWD?

A. SDCWA decided it needed to expand the sources from which it received water in the light of
its experience with MWD during the drought in 1991.

Q. What happened to SDCWA during the drought in 1991?

A. The period from 1987 to 1992 saw one of the major droughts in California’s history.

This was by no means California’s first drought. There had been multi-year droughts in California 
in 1918-1920, 1928-1934, 1947-1950, 1976-1977 and, subsequently, there were droughts in 
2007-2009 and 2012-2016. But, the droughts prior to 1976-1977 occurred when California’s 
population was much smaller and before major reservoirs had been constructed.  

What made the droughts of 1976-1977, 1987-1992, 2007-2009 and 2012-2016 so significant was 
the combination of very low precipitation, low runoff, and severely depleted reservoir storage.   

1976-1977 was the single most severe drought in terms of precipitation and runoff, but it was 
just a two-year drought, and the water supply impact was not as severe as in the subsequent 
longer droughts starting with 1987-1992.  

The drought of 1987-1992 came as a major shock to Southern California’s water system. In April 
1990, MWD’s Board had approved a first-ever drought management plan, calling on agricultural 
and municipal water users within its service area to voluntarily reduce their usage of water.  
Adopting a tougher approach, in December 1990 MWD mandated cutbacks in water use by 
agricultural and municipal users. In January 1991 it mandated sharper cutbacks. It increased the 
mandated cutbacks in February 1991 and again in March 1991, when it ended up cutting 
deliveries of water for agricultural use by 90% and deliveries for municipal use by 30%. MWD 
came within a few weeks of an even more severe cutback – it had given notice of an upcoming 
cutback of 50% in the County’s water supply. This was avoided when heavy rains fell during the 
March Miracle of 1991.  

The 30/90% cutbacks that were implemented were still devasting to SDCWA. SDCWA was almost 
entirely dependent on delivered water from MWD – MWD deliveries accounted for 95% of the 
water supply in its service area that year, with local supplies making up only 5%. By contrast, the 
City of Los Angeles relied on MWD for about 60% of its water, having its own supplies for the 
remainder. A 30% cut back on 60% of Los Angeles’ municipal water supply equated to an 18% cut 
overall, while a 30% cut back on 95% of San Diego County’s water supply equated to a 28.5% cut 
overall. MWD’s cutback of deliveries for agricultural users was even more draconian since, in 
1991, SDCWA accounted for 63% of MWD’s total agricultural water sales.  
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The SDCWA Board decided to meld MWD’s water supply cutbacks and impose a uniform 31% cut 
on all member agencies, regardless of whether those were agricultural or municipal uses of 
water. 
 
Q. What were the consequences of the 1991 drought experience? 

A. The experience during the drought in 1991 had important consequences both for SDCWA and 
for MWD. 

For SDCWA, the consequence was a desire for less dependence on MWD and “a unified regional 
resolve to use visionary planning and smart investments to ensure San Diego’s water supplies 
would be more resilient to shortage.”5 This led to the 1998 agreement between SDCWA and IID 
under which SDCWA would purchase water from IID, and also to the negotiations between 
SDCWA and Poseidon Resources, initiated in 2002 and finally consummated in 2012, for the 
construction of the Carlsbad Desalination Facility. 

For MWD, too, the consequence was a desire for greater resilience in its water supply, including 
more water marketing transactions and the acquisition of more water storage capacity outside 
MWD’s service area.6 
 
Q. Where does MWD get its water from? 

A. MWD has two core sources of water. The first source, as noted above, was water from the 
Colorado River, for which MWD was established in 1928, and which it started to deliver in 1941. 
The second is water from the State Water Project (SWP), which is owned by the State of 
California.  

The SWP stretches more than 600 miles from Lake Oroville on the Feather River in Butte County 
down to Lake Perris in Riverside County. MWD contracted with California’s Department of Water 
Resources (CDWR) in 1960 when the project was planned. MWD is one of 29 water agencies that 
have long-term contracts with the SWP. SWP was initially planned to deliver about 4.2 million 
acre-feet (MAF) of water, and MWD contracted for about 2 MAF, or about 48% of the total. MWD 
received its first deliveries of SWP water in 1972. 

An important feature of the SWP contracts is that the full amount of water was not anticipated 
to be needed for at least the first 20-30 years. Facilities needed to transport the full 4.2 MAF were 
expected to be constructed over time as demands on the system increased. However, in a famous 
ballot in 1982, California voters rejected what was known as the Peripheral Canal Act that would 
have authorized building a canal around the periphery of the Sacramento-San Joaquin River Delta 
to move additional SWP water down to Central and Southern California. That left the SWP 

 
5 Pete Wilson, Foreword on To Quench a Thirst: A Brief History of Water in the San Diego Region as quoted in SDCWA Combined Response, 9-
18-2020, p. 18. 
6 MWD’s planning for the Eastside Reservoir (Diamond Valley Lake) had begun in 1987, and so predated the 1991 drought. 
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delivery capacity at about 2.7 MAF on average, and only about 1.2 MAF in a dry year. The most 
recent estimate of average SWP Table A deliveries is 2.4 MAF.7 Following amendments to the 
SWP contracts under the 1994 Monterey Agreement, all SWP supplies are allocated to 
contractors in proportion to their original contractual entitlements. Thus, MWD’s 48% share of 
total SWP contract entitlements allows it to receive about 1.2 MAF of average year SWP supplies, 
and about 0.6 MAF or less in a dry year depending on the severity of the drought. 

In addition to a reduced supply of SWP water, MWD has also had to deal with a reduced supply 
of Colorado River water. Until 1963, MWD had a firm allocation of 1.2 MAF of Colorado River 
water through contracts with the U.S. department of Interior, which was enough to keep the CRA 
full. However, as the result of the U.S. Supreme Court’s 1963 ruling in Arizona v. California, 
California’s supply of Colorado River water was reduced to a total of 4.4 MAF and MWD’s supply 
was reduced to 550,000 AF.  

That ruling had little effect at first because Arizona and Nevada did not make use of the full 
apportionment of Colorado River water awarded to them by the U.S. Supreme court. In the 
interim, California water users, including MWD, took advantage of the situation to divert more 
Colorado River water than their allocation. 

By the 1990s, the situation was different. By then, Las Vegas had grown into a large metropolitan 
area, and the Central Arizona Project, authorized by Congress in 1968 to deliver Arizona’s 
apportionment of Colorado River water, had been completed. Arizona and Nevada were ready 
to take their full allocation of Colorado River water (2.8 MAF and 0.3 MAF, respectively). 
However, California water agencies, notably IID and MWD continued their high rates of diversion. 
On average during the 1990s, MWD was able to fill the CRA and California overall took 5.1 MAF 
of Colorado River water.8 At this point the Secretary of the Interior stepped into the situation and 
moved to enforce the limits on California’s use of Colorado River water. 

The new arrangement on the Colorado River took effect when the Quantification Settlement 
Agreement (QSA) was signed in October 2003. This enforced the limits on California’s use of 
Colorado River water, including MWD’s limit of 550,000 AF.9 

In addition to its contractual rights to SWP water and Colorado River water, MWD has augmented 
its water supply through water leasing and transfer arrangements with other parties outside its 
service area, including other holders of Colorado River water rights, other SWP contractors and 
other California water agencies. To store this water, MWD developed additional storage, both 
the Eastside Reservoir (which was completed in 2000) and additional storage outside its service 

 
7 California DWR, The Final State Water Project Delivery Capability Report 2019, August 2020, Figure 5.2. 
8 The years 1996-2000 were relatively wet in the Colorado River watershed and the Secretary of the Interior was able to declare that surplus 
water was available, which benefited California’s water users and gave them some time to prepare for the coming change.  
9 In addition, MWD had completed a water transfer agreement with IID in 1988 to obtain about 106,000 AF out of IID’s right to Colorado River 
water. Under certain conditions, however, MWD must provide 50,000 AF to the Coachella Valley Water District. Therefore, MWD’s firm supply 
from the Colorado River is about 600,000 AF. 
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area, including storage in groundwater banks and storage in Lake Meade through the Colorado 
River ‘s Intentionally Created Surplus program.  

Figure 2 summarizes MWD’s changing mix of supply sources over time.10 After MWD first 
received SWP water in 1972, it reduced the amount of water it took from the Colorado River 
(labelled CRA water in the figure). The chart depicts the steep reduction in delivery of SWP water 
delivery in the 1991 drought; the reduction in MWD diversions of Colorado River water following 
MWD’s loss of surplus supplies (662,000 AF) in 2003; the initiation of MWD’s program to build 
up out-of-district storage supplies starting in 2004; the reduction in SWP deliveries following 
increasing  environmental restrictions on Delta export pumping; and the severe drought 
emergency in 2014 leading to a drastic reduction in SWP deliveries which continued into 2015.  

FIGURE 2 | MWD’s Changing Reliance on Sources of Supply 

 

Q. Where does Fallbrook Public Utility District (FPUD) get its water from? 

A. FPUD obtains its water from (i) some small local supplies and (ii) mainly from SDCWA. 

Local supplies: according to FPUD’s 2020 Urban water Management Plan, in Calendar Year (CY) 
2020 FPUD obtained 100 AF from local groundwater and 517 AF of recycled water from its 
Fallbrook Water Reclamation Plant, for a total local supply of 617 AF. 

SDCWA: In addition, FPUD obtained 8,303 AF from SDCWA in CY 2020. 

 
10 Taken from Presentation to SDCWA Board on 6-26-2014, slide 146. 
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Q, Will FPUD’s local supplies increase in the future? 

A. Yes: there are three projects that will increase FPUD’s local supplies.

FPUD recently completed a rehabilitation of its Fallbrook Water Reclamation Plant which will 
allow it to increase the use of recycled water from 517 AF to 830 AF. 

FPUD has been developing a major new local supply project, the Santa Margarita Conjunctive-
Use Project, in collaboration with Camp Pendleton. The project involves capturing high surface 
water flows along the Santa Margarita, a short intermittent river that runs through Camp 
Pendleton, and storing the surplus flow in an aquifer on Camp Pendleton. Facilities to pump raw 
water from the aquifer near the Pendleton/FPUD boundary have been completed, and FPUD is 
currently constructing an advanced water treatment plant to desalinate the brackish 
groundwater extracted from the aquifer. The project came online during 2021. The amount of 
water yielded is expected to vary with hydrological conditions; it has been assessed 
conservatively at an average annual yield of 4,200 AF.   

FPUD is also working on a project to obtain 300 AF of surface water by relocating a water right it 
held to the Santa Margarita but could not utilize to a diversion point on a tributary of the river 
outside its service area, upstream of Lake Skinner in Riverside County. Lake Skinner is MWD’s 
reservoir that feeds MWD’s Skinner Drinking Water Treatment Plant which provides drinking 
water to MWD’s member agencies in Riverside and San Diego Counties. FPUD will store the water 
it diverts from the tributary in Lake Skinner, and MWD will wheel (convey) the water to FPUD via 
the SDCWA pipeline that connects SDCWA and MWD in return for a treatment charge plus a 
wheeling charge to be levied by MWD. When this comes into operation, it is conservatively 
expected to provide a yield of 300 AF for FPUD. 

Q. Where does Rainbow Municipal Water District (RMWD) get its water from?

A. RMWD, like FPUD, is a member agency of SDCWA. It currently has no local supply and relies
on SDCWA for the entirety of its water supply, which amounted to 14,297 AF in CY 2020.

Q. Will RMWD develop some local supply in the future?

A. RMWD is investigating the feasibility of developing local San Luis Rey River basin groundwater
resources as a local supply of water. This would require the construction of a desalting plant or
some other appropriate form of treatment facility for the groundwater extracted. In its 2020
Urban Water Management Plan, RMWD anticipates that this groundwater project might provide
a local supply of 2,000 AF by 2030.
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Q. Is FPUD served by MWD as its wholesaler?  

A. No. 

So far in its history, PFUD has had no supply relationship with MWD. FPUD is not a member 
agency of MWD, and MWD does not sell water to non-member agencies. FPUD is a member 
agency of SDCWA, and SDCWA is its sole wholesale supplier. 

If FPUD starts to receive a surface water diversion from upstream of Lake Skinner, wheeled to it 
by MWD, then it will have a relationship with MWD. But MWD will then be serving in the roles of 
a treater of the water and a (partial) conveyor of the water, not as a supplier of that water. 

MWD’s water distribution line that comes down from Riverside County and connects to SDCWA’s 
distribution system is owned by MWD for some of its length and by SDCA for the rest.11 Although 
the county line demarcates the boundary of SDCWA’s service area, the county line did not serve 
as the demarcation point between the portion of the pipeline controlled by MWD and the portion 
controlled by SDCWA. Instead, the control demarcation points for Aqueducts 1, 2, 3 and 4 are 
located at varying distances into San Diego County.  

In consequence, FPUD and RMWD are each served by some turnouts owned by MWD and some 
owned by SDCWA. The details are presented in the following table:12 

 
11 This was motivated by how the pipeline’s construction cost was split between MWD and SDCWA. 
12 Provided to me by SDCWA in an email dated 8-31-2021.  
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TABLE 1 | Metered Deliveries to FPUD and RMWD (AF) 

As shown, FPUD was served by three pipeline turnouts owned by MWD and one owned by 
SDCWA. FPUD took delivery of water from the turnout owned by SDCWA for the last time in 
November 2019 (within FY 2020). 

RMUD is currently being served by four pipeline turnouts owned by MWD and by four owned by 
SDCWA. 
Q. Are there any other SDCWA member agencies that have turnouts on a portion of the pipeline 
from Lake Skinner owned by MWD? 

A. No. FPUD and RMWD are the only SDCWA member agencies located sufficiently far north in 
San Diego County that they receive water from turnouts owned by MWD rather than SDCWA. 
 
Q. Does the fact that MWD owns a turnout from which FPUD or RMWD receives water make 
MWD a wholesale supplier to FPUD or RMWD? 

A. No. The fact that MWD owns a turnout from which a SDCWA member agency receives water 
does not make that member agency a wholesale customer – or any other form of customer – of 
MWD. The member agency is solely a customer of SDCWA. 
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This is so for several reasons: 

SDCWA is the entity that acquired the water from MWD. 

SDCWA is the entity billed by MWD for the water. 

SDCWA owns the water it obtains from MWD. 
 
Q. Does the fact that SDCWA waives its Transportation Charge for water received by FPUD and 
RMWD from a turnout owned by MWD make that not SDCWA water? 

A. No. The fact that SDCWA has decided to waive its Transportation Charge for water received 
by FPUD and RMWD does not make this something other than SDCWA water, for the reasons 
stated above. 
 
Q. Is it the case that, if FPUD and RMWD exit from SDCWA, they still would end up receiving 
the same MWD water from the same turnouts on the same pipes? Nothing would really 
change? 

 A. No – that is not the case. 

FPUD and RMWD would not receive water from turnouts owned by SDCWA. 

More importantly, FPUD and RMWD would NOT be receiving the same water as they receive as 
member agencies of SDCWA. 
 
Q. Why will it not be the same water? 

A. It will be water belonging to MWD and supplied by MWD, rather than water belonging to 
SDCWA and supplied to FPUD and RMWD by SDCWA. 
 
Q. How is water supplied by MWD different from water supplied by SDCWA? 

A. It is different in source, it is different in supply reliability, and it is different in pricing. 
 
Q. How is MWD water physically delivered by MWD to FPUD and RMWD different in source 
from SDCWA water physically delivered by MWD to FPUD and RMWD? 

A. SDCWA, as an MWD member agency, purchases water from MWD. But this is supplemental 
water. SDCWA’s base water supply – water that it owns directly – consists of QSA water from the 
Colorado River (canal lining water and IID Transfer water) and desalinated water from the 
Carlsbad Facility. 
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MWD base supply – water that it owns directly – consists of water obtained under its right to 
Colorado River and water purchased from IID, totaling approximately 600,000 AF, plus water 
obtained by MWD through its 48% share of the SWP supply.  

Q. Isn’t it true that MWD currently delivers to SDCWA some water from the SWP?

A. It is more complicated than that. MWD delivers molecules of SWP water to SDCWA in two
distinct capacities.

MWD delivers SWP water to SDCWA as a supplier of water. MWD also delivers water as a 
conveyor of water through an exchange agreement with SDCWA.  

Q. What is the difference between MWD’s role as a supplier of water versus its role as a
conveyor of water under an exchange agreement with SDCWA?

A. As a supplier of water, MWD is both selling the water and transporting the water to SDCWA.
MWD owns the water supplied and it owns the conveyance facility. It charges for both the water
supplied and for the conveyance.

Under the exchange agreement with SDCWA, MWD is providing water to SDCWA in exchange for 
water owned by SDCWA and received by it from SDCWA – it is charging just for conveyance of 
the exchanged water. 

Q. Is MWD’s exchange agreement the same as wheeling water?

A. No.

A dictionary definition of wheeling water is the following: 

“The conveying of water through the unused capacity in a pipeline or aqueduct by someone other 
than the owner.” 

There is an important distinction between wheeling water and what MWD does for SDCWA under 
the 2003 Exchange Agreement between those two parties. Typically, wheeling occurs only if 
there is available capacity in the pipeline.  

Under the exchange agreement, however, MWD is obligated to making capacity available. 
SDCWA pays MWD a volumetric rate to cover MWD’s expenses in exchange for the conveyance 
of water. “Unlike the wheeling context, the Exchange Agreement does not literally call for the 
conveyance of water but instead for the exchange of water.”13 

13 Karnow, August 28, 2015, p.27. 
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Q. Is MWD selling the water it delivers to SDCWA under the Exchange Agreement? 

A. This question was resolved in the course of rate litigation between SDCWA and MWD.  

MWD had argued that the Exchange Agreement involved a purchase of water by SDCWA 
because, under the agreement, SDCWA gives money and water to MWD (namely, QSA water) 
and obtains from MWD different water – some blend of Colorado River water and SWP water.  

The trial judge in San Francisco Superior court ruled against MWD and in favor of SDCWA.  He 
held that “San Diego is not purchasing water from Met. San Diego is exchanging water with Met 
to make use of its own independent supplies. The parties agreed to exchange an equal amount 
of water; the only water quality requirement was for Met to provide San Diego with water of at 
least the same quality as the water Met received from San Diego. These facts underscore that 
the Exchange Agreement was not an agreement pursuant to which San Diego obtained water 
from Met, but instead an agreement pursuant to which Met in effect conveyed water on behalf 
of San Diego. That the Exchange Agreement differs in some respects from a wheeling contract 
does not mean that the Exchange Agreement was not in substance an agreement to convey, 
rather than purchase water.”14 

The trial judge’s ruling was relitigated before the California Court of Appeals in 2017. The Court 
of Appeals upheld the trial court on this point. It stated: 

“The trial court found ‘the Exchange Agreement was not an agreement pursuant to which [the 
Water Authority] obtained water from [Metropolitan], but instead an agreement pursuant to 
which [Metropolitan] in effect conveyed water on behalf of [the Water Authority].’ … We agree 
with this conclusion.”15 

The Appeals Court further stated: “The purpose, structure and terms of the [exchange] contract 
make it clear that the Water Authority is not purchasing water from Metropolitan but from 
Imperial. As the trial court rightly discerned, the Water Authority is exchanging water with 
Metropolitan ‘to make use of its own independent supplies.’ … In agreeing to pay rates equal to 
the Metropolitan-supplied water rates, the Water Authority did not agree it was purchasing 
Metropolitan water. There was no purchase of Metropolitan water…”16 
 
Q. Is water delivered by MWD to SDCWA as a member agency the “same water” as water 
provided by MWD to SDCWA under the exchange agreement? 

A. No. 

The molecules of water may be the physically and chemically indistinguishable, but they are 
different legally, with regard to both their underlying water right and their reliability.  

 
14 Karnow, August 28, 2015, pp. 28-29. 
15 Court of Appeals, June 21, 2017, 372. 
16 Op cit., 373.  
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With what I will call M-water, water that MWD delivers to SDCWA in its capacity as a MWD 
member agency, this is water owned by MWD under its right to Colorado River water or under 
its contract with the SWP.  

With what I will call E-water, water supplied to QSA under the 2003 Exchange Contract, this is 
water that MWD is exchanging with SDCWA in return for water that is owned by SDCWA under 
SDCWA’s agreements with IID for QSA water, which in turn reflect IID’s right to Colorado River 
water. 

As explained further below, IID’s right to Colorado River water is senior to MWD’s right to 
Colorado River water and is therefore more reliable. 

MWD’s obligation to deliver E-water to SDCWA is different from its obligation to deliver M-water 
to SDCWA. 

MWD has the same obligation to deliver M-water to SDCWA as it has to deliver that water to 
other MWD member agencies. MWD’s obligation to deliver E-water to SDCWA is unique to 
SDCWA. 

If MWD experiences a shortfall in its supply of water from the SWP or in its diversion of water 
from the Colorado River, it can declare a reduced allocation to MWD member agencies, including 
SDCWA in its capacity as a member agency. Regardless of that, if SDCWA delivers to MWD the 
volume of water specified under the Exchange Agreement, my understanding is that MWD is not 
free to deliver a reduced amount of water to SDCWA under that agreement: it is obligated to 
deliver the amount specified in the Exchange Agreement.17 
  
Q. Is most of the water delivered by MWD to SDCWA M-water? 

A. That used to be true, but it is no longer true– see Table 2 below.18 
 

 
 
 
 
 
 
 
 
 
 

 
17 The terms of the exchange are that (1) SDCWA makes the water that it purchases from IID and that it obtains from the lining of canals 
available to MWD at Lake Havasu, and (2) MWD delivers a like amount of water from any source to SDCWA in equal 1/12th monthly deliveries, 
regardless of when in the year SDCWA makes the IID and canal lining water available to MWD (SDCWA Exhibit 28, p. 6). 
18 This uses data provided to me by SDCWA in an email dated 9-2-2021. 
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TABLE 2 | Breakdown of Water Delivered by MWD to SDCWA 

As Table 2 shows, in the past decade overall, the water delivered by MWD to SDCWA broke down 
almost evenly between M-water and E-water, but the share of E-water has grown steadily from 
37% in 2012 and 2013 to almost 64% in the last five years, to 80% in the most recent two years. 

A clear implication is that the bulk of the water received by FPUD and RMWD, whether through 
turnouts owned by MWD or by SDCWA, is now E-water, not M-water. 

Q. Are FPUD and RMWD different from other SDCWA member agencies?

A. Two features stand out as points of some difference between FPUD and RMWD versus other
SDCWA member agencies.

First, as noted above, FPUD and RMWD are the only member agencies located sufficiently far 
north in San Diego County that they receive water from turnouts owned by MWD rather than by 
SDCWA. 

Second, FPUD and RMWD are heavily agricultural users of water. Agricultural water uses in 
SDCWA’s service area overall amounted to about 37,050 AF, or 8% of total water use in the 
service area in 2020.19 However, in RMWD agricultural use amounted to 8,876 AF out of a total 
use of 14,297 AF in 2020, or 62%. 20 FPUD had about 2,676 AF of agricultural use, or about 30% 
of total water use.21 

19 SDCWA 2020 Urban Water Management Plan p. ES-1. 
20 RMWD 20202 Urban Water Management Plan, Table 4-1, p. 4-1. 
21 FPUD 2020 Urban Water Management Plan p. 12. 
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Other SDCWA member agencies with significant levels of agricultural use include Valley Center 
MWD, Ramona MWD, Yuima MWD and the City of Escondido, all located in the northern parts of 
the County. 

The primary crops grown by SDCWA’s agricultural water users include avocado, citrus, cut-
flowers, vegetables, vine crops and nursery products. These are generally high value agricultural 
crops. Nevertheless, a high price for water is an issue for many agricultural producers, even of 
high value crops. As shown below, SDCWA’s charges for water have risen significantly since 2000. 
The consequent rise in the retail price of water has been a factor in the reduction of crop 
production and agricultural water use in the FPUD and RMWD service areas since 2000. In the 
case of RMWD, its total annual water use has declined by about 50% from around 30,000 AF in 
2000 to 14,297 AF in 2020. 
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2.2    HOW EXPENSIVE IS SDCWA WATER, AND WHY? 

Q. What does SDCWA charge for water?
A. SDCWA obtains revenue from its member agencies as their wholesale supplier through a mix
of charges. The charges for CY 2021 and CY 2022 are itemized in Table 3, below.

TABLE 3 | SDCWA Rates and Charges 

Some of the items are charged to member agencies (items a-h), and others are charged to 
properties in the SDCWA service area (l-o). 

Item 6a: Page 240



35 
 

Depending on the item, charges to member agencies vary by acre-feet of water supplied each 
month (items a-d), or by the individual agency’s proportional share of a three-year or five-year 
rolling average of the total quantity supplied to all member agencies, or by the number of 
individual meter equivalents served by the agency in the previous year (h).22 

Items a-d are volumetric charges. Economists classify these as variable costs for member agencies 
since they vary directly with the quantity of water delivered that year to the member agency. The 
other charges listed in Table 3 are fixed charges; these are what economists call fixed costs for 
member agencies because they do not vary directly with the quantity of water delivered that 
year to the member agency.23 Items e-f-g do vary indirectly with the quantity of water delivered, 
in that they apportion to each member agency a portion of a quantum of fixed cost ($25.6M, in 
the case of item e) based on the member agency’s share of the total quantity delivered to all 
member agencies over a span of three or five years. A change in the quantity of water delivered 
to a member agency in 2021, say, will have the potential to change the agency’s allotted share of 
a cost item e, f, or g three or five years hence. 

SDCWA offers a separate rate for water delivered to member agencies for agricultural use known 
as the Permanent Special Agricultural Water Rate (PSAWR). The PSAWR rate applies item b in 
place of a.24 It includes the transportation rate, c, the treatment rate, d, and the customer service 
charge, e, but it excludes the storage charge, f, and the supply reliability charge, g. In exchange 
for this special agricultural rate water users are subject to higher cutbacks compared to M&I 
users in the event of a supply limit imposed by MWD (“an allocation”) or other water shortages 
faced by SDCWA.25 PSAWR users do not receive the benefit from the supply reliability or storage 
programs since they do not pay the charges for those programs.26  

For planning purposes, a common practice is to convert the fixed charges e-f-g-h into equivalent 
volumetric charges ($/AF) by dividing them with the total (projected) quantity of water delivered 
to member agencies. For CY 2021, SDCWA estimates that its all-in untreated water cost 
27amounts to $1,474/AF, while its all-in treated water rate amounts to $1,769/AF.28  

These all-in rates are averages across all SDCWA member agencies. For any individual member 
agency, its actual all-in rate for SDCWA water will vary with the quantity of water it buys that 
year from SDCWA, as well as with its mix of M&I water versus PSAWR water. The member agency 
allocations of fixed charges are based on the agencies’ past shares of total water deliveries and 

 
22 Customer service charge is applied to a three-year rolling average of all SDCWA deliveries; Storage charge is applied to a three-year rolling        

average of M&I (non-PSAWR deliveries); and Supply reliability charge applies to a five-year rolling average of M&I (non-PSAWR) deliveries. 
23 This does not imply that fixed charges cannot be lowered: it means that they cannot be lowered just by delivering less water. 
24 By design, SDCWA’s agricultural water supply rate, item b, is kept the same as MWD’s full volumetric rate for its Tier 1 water supply (items a plus 

c plus d in Table 4). 
25 If MWD imposed a reduction in its delivery of M-water (as opposed to E-water), deliveries to PSAWR users would be cut in the proportion used 

by MWD regardless of the availability of QSA water or Carlsbad water. 
26 Less than half of FPUD and RMWD’s agricultural customers avail themselves of the PSAWR rate. 
27 The all-in cost is the unit cost or average cost of water. 
28 The all-in treated water agricultural water rate amounts to $1,295/AF in CY 2021 and $1,355 in CY 2022. 
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total M&I deliveries; if an agency takes less SDCWA water this year than it had in the past (which 
is especially true of FPUD in 2021 and 2022), it will raise its all-in SDCWA water rate.  

Q. How has the cost of SDCWA water changed over time?

A. Figure 3, plots SDCWA’s all-in treated water rate over the period FY 1999 through FY 2019.29

Figure 3 | SDCWA All-In Treated Water Rate 1998-1999 to 2018-2019 

The all-in treated water rate was $516/AF in FY 1999, and it stayed around that level through FY 
2003. It started to rise in FY 2004, and it grew at a faster rate after FY 2009. FPUD and RMWD 
have cited the increasing trend in SDCWA’s all-in treated water rate as their reason for wanting 
to depart from SDCWA. 

29 This figure was prepared by RMWD and presented to the RMWD Board of Directors on December 3, 2019. See Memorandum Subject: Consider 
Adoption of a Resolution of Application Authorizing the General Manager to Prepare and Submit an Application to the San Diego LAFCO to 
detach from SDCWA and Annex to EMWD.” Page 46 of 238.
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Q. What does MWD charge for water? 

Table 4 below shows how MWD currently charges its member agencies for water this year.30 

MWD’s Tier 1 water supply rate applies to a member agency’s water purchases that are within 
the agency’s set Tier 1 maximum. In addition, MWD applies its System Access rate and its System 
Power rate to cover MWD’s cost of transporting water delivered to member agencies. Up to CY 
2020, MWD also applied its Water Stewardship Rate. Thus, the MWD Full-Service Tier 1 untreated 
rate, the sum of items a, c, d and f, amounted to $755/AF for CY 2020, $777/AF for CY 2021, and 
$799/AF for CY 2022. 

The Full-Service Tier 1 treated water rate (row k) adds in the treatment surcharge (item e), for a 
total of $1,078/AF in CY 2020, $1,104/AF in CY 2021, and $1,143/AF in CY 2022. 

Items a-f are all variable (volumetric) charges in the sense defined above. Items g and i are fixed 
charges, although they vary indirectly with the quantity of water delivered by MWD. Item g (the 
Readiness to Serve Charge, RTS) allocates to each member agency a portion of a fixed quantum 
($130M, in CY 2021) identified by MWD as recovering the cost of providing capacity, including 
emergency storage capacity, to meet outages and hydrologic variability. This cost is allocated to 
member agencies based on each agency’s proportional share of a ten-year rolling average of all 
M-water deliveries.31 It is a fixed charge in the short run; it is a variable charge in the long-run as 
the ten-year rolling average adjusts. 

Item i (the Capacity Charge) is charged on each member agency’s individual peak (maximum) 
summer day delivery of water from MWD measured, in cfs, over a three-calendar year period. 
This varies, therefore, with changes in peak daily delivery, but not with total annual delivery. 

For planning purposes, SDCWA converts g and i into equivalent volumetric charges ($/AF) by 
dividing them by the quantity of water it expects to purchase from MWD as a member agency 
(i.e., the quantity of M-water).32 The table includes those equivalent per-acre foot charges (rows 
h and j) for CY 2020, 2021 and 2022, as presented to the SDCWA Board on 2-25-2021. What 
SDCWA refers to as MWD’s all-in rate adds the per-acre foot equivalent MWD RTS and Capacity 
charges (rows h and j) to MWD’s other charges (rows a+c+d+e+f) shown in Table 4. 

 

 

 
30 The charge structure was different in the past. MWD used to have a special agricultural rate which was discontinued. 
31 Member agencies may choose to have a portion of their total RTS obligation offset by standby charge collections levied by MWD on their 
behalf, and SDCWA chooses to do this. 
32 This is a delicate calculation. In the case of row g, the per-acre-foot estimate varies depending on whether one uses the average annual 
delivery over the previous ten years, on which the RTS is based, the projected delivery to SCWA this year (used by SDCWA here), or the actual 
realized CY delivery. 
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TABLE 4 | MWD Water Rates and Charges 
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Q. How does what SDCWA charges for water compare with what MWD charges? 

A. Comparisons of what MWD charges for water versus what SDCWA charges are typically framed 
in terms of the all-in rates for water discussed above.33 Table 5 presents the comparison of 
SDCWA versus MWD all-in water rates in CY 2021. 

TABLE 5 | All-in Rates Compared ($/AF) CY 2021 

 

The all-in SDCWA treated water rate is about 26% higher than the all-in MWD treated water rate 
($1,769 vs $1,402). This is due primarily to the difference in the charge for untreated water, 
where the SDCWA rate is about $400/AF higher than the MWD rate, which amounts to a price 
differential of 37% ($1,474 vs $1,075). SDCWA’s treatment cost is about 10% lower than MWD’s 
treatment cost ($295 vs $327).34 

Q. Is it surprising that SDCWA charges more for water than MWD? 

A. No. 

In addition to having its own source of water (E-water), SDCWA obtains water from an outside 
wholesale supplier, namely M-water from MWD. Every water agency that is supplied with water 
by an outside wholesaler supplies water to its own customers at a higher cost than what its 
wholesale supplier charges.  This is because the water agency is both paying towards the costs of 
the wholesale supplier’s infrastructure and also covering the cost of its own supply infrastructure 
for its own service area. 

Thus, there definitely should be a difference between what MWD charges and what SDCWA 
charges. SDCWA obtains water through the MWD pipeline at the north end of San Diego County 
and then maintains, operates and manages a distribution system serving the entire western 
portion of the county. It is obvious that there has to be some mark-up over MWD’s wholesale 
rate to cover the cost of maintaining, operating and managing water distribution in the county. 

 
33 I expand on that cost analysis below. 
34 Some commentaries have compared the MWD all-in untreated rate of $1,075/AF with the SDCWA all-in treated rate of $1,769/AF, but that is 

comparing apples with oranges. Others have compared SDCWA’s all-in treated water rate with MWD’s Full-service Tier 1 treated rate, rather 
than MWD’s all-in treated rate – see Figure 4 below. 
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It also should be noted that, just as SDCWA’s wholesale water rate has increased substantially 
over the past two decades, so has MWD’s wholesale rate. 

I do not have the data to consistently compare SDCWA’s and MWD’s water rates over time. What 
I have is shown in Figure 4. This compares SDCWA’s all-in treated water rate not with MWD’s all-
in rate (Table 4, row l) but, rather, with MWD’s Full-service Tier 1 treated water rate (row k). This 
omits the Readiness to Serve and Capacity charges imposed by MWD – rows h, j -- which amount 
to $282/AF in CY 2020, $298/AF in CY 2021, and $330/AF in CY 2022. Figure 4 thus has the effect 
of overstating the rate differential between SDCWA and MWD. Nevertheless, it is probably 
correct in pinpointing when the differential began to widen. 

From 2000 to 2005, the differential between SDCWA’s rate and MWD’s rate as depicted in Figure 
4 was around $100/AF; from 2006 to 2009, it was around $150/AF. In 2010 it rose to about 
$220/AF, in 2011 it became about $300/AF, and it continued to rise thereafter. Thus 2010 seems 
to have been the turning point when SDCWA’s wholesale water rate began to rise significantly 
faster than MWD’s rate. 

FIGURE 4 | Comparison of SDCWA All-In Rates and MWD Full-Service Rate for Treated Water 35 

Q. Is it significant that the differential between SDCWA rates and MWD rates widened starting
around 2010?

A. Yes.

35Joshua Smith “What Fallbrook and Rainbow’s revolt says about San Diego’s skyrocketing water rates” San Diego Union-Tribune December 18, 2021, retrieved 
on 12-28-2021 from https://www.sandiegouniontribune.com/news/environment/story/2021-12-18/fallbrook-rainbow-revolt-water-rates 
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That widening differential between SDCWA rates and MWD rates has been an important factor 
underlying FPUD and RMWD’s wish to detach from SDCWA.  
 
Q. Why did the differential between SDCWA rates and MWD rates widen starting around 2010? 

A. Below, I investigate four possible explanations: 

(1) QSA water (E-water) is more expensive for SDCWA than M-water from MWD.  
(2) The Carlsbad desalination water is more expensive for SDCWA then M-water from MWD. 
(3) SDCWA made major infrastructure investments soon before and after 2010; this was a 

time when MWD happened not to be making major infrastructure investments. 
(4) SDCWA was hit harder than MWD by a sharp reduction in demand for its water from its 

member agencies. 
 

Q. Is QSA water (E-water) more expensive for SDCWA than M-water from MWD?  

A. It depends on what is being referred to: more expensive in terms average cost or marginal 
cost? Also, more expensive in terms of short-run marginal cost or long-run marginal cost? 

I compare here the average cost of QSA water for SDCWA versus the average cost of M-water, 
and also the marginal cost of E-water versus the long- and short-run marginal costs of M-water. 

The average cost of water is defined as the total amount paid divided by the volume of water 
received; it is the cost per unit of water delivered (E-water or M-water). If this cost per unit is 
multiplied by the number of units of water delivered, this yields the total amount paid that year, 
inclusive of all charges, for E-water or M-water. 

The marginal cost is defined as the change in total cost paid per unit change in the amount of 
water delivered. It measures the incremental cost per incremental unit of water.  

The marginal cost is relevant when contemplating changes in the amount of water delivered. If a 
change in the amount of water delivered to SDCWA is contemplated, multiplying the marginal 
cost by the change in the delivered amount yields the change in total cost paid by SDCWA. Using 
the short-run marginal cost yields the savings in cost paid if this is a one-time reduction in water 
delivery that year. Using the long-run marginal cost yields savings in cost paid if the reduction in 
quantity delivered is sustained over a multi-year period. 

While both variable and fixed costs count towards the calculation of average cost, only variable 
costs (volumetric charges) count towards the calculation of marginal cost. Thus, the all-in costs 
reported in the text preceding Table 5, and in Table 5 itself, are average costs, not marginal costs. 
Table 6A and 6B assess the cost of QSA water to SDCWA versus the cost of M-water in FY 2021 
(as opposed to CY 2021), breaking cost down into its components and separately identifying 
average cost versus short-run marginal cost versus long-run marginal cost. 
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TABLE 6a | AVERAGE/MARGINAL COST QSA E-WATER 

Table 6A deals with the QSA water, which came to SDCWA in FY 2021 in three separate varieties: 
(i) regular transfer water whose amount had built up on a schedule specified in the 2003 Revised 
Fourth Amendment Transfer Agreement between SDCWA and IID; (ii) early transfer water which 
provided for the additional transfer of small quantities of IID water to SDCWA in 2020, 2021 and 
2022 at a special, low price; and (iii) canal lining water which became available to SDCWA from 
the Coachella Canal in 2007 and from the All-American Canal between 2008 and 2010. IID transfer 
water came with a specified scheduled of annual prices that grew over time. The price rose by 
roughly 10% a year between 2007 and 2015; from 2016 through 2034 it follows a price index 
which, so far, has been rising at less than 2% a year. For canal lining water, there is no charge for 
the water per se, but SDCWA pays an annual debt service on its financing of the canal lining, 
amounting to roughly $76/AF per year, plus a small annual amount to cover the cost of 
operations, maintenance and replacement, which amounted to $17/AF in 2021. In summary, of 
the two main supply items, canal lining water provides SDCWA with 77,700 AF/year at a current 
unit cost of $93/AF which will increase by only a couple of dollars a year, and IID transfer water 
provides 200,000 AF/year at a purchase cost in FY 2021 of $688, which, currently, is rising at less 
than 2% per year. The weighted average of the costs of these two forms of QSA water amounted, 
in FY 2021, to $515/AF. 

The key feature of these QSA costs is that, in economic terms, they are all fixed costs, stemming 
from commitments that SDCWA has made. SDCWA has committed to pay for the specified annual 
amounts of IID transfer water at the specified annual prices, and it borrowed money to co-fund 
the lining of the canals. Therefore, SDCWA’s QSA expenditure would not be reduced if, for 
whatever reason, it decided to take less than 200,000AF/year from IID, or less than 
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77,700AF/year from the canal lining. These are long term commitments: the canal lining contract 
runs through 2113; the IID transfer contract runs through 2047 and can be extended to 2077 
upon mutual consent.  

To transport the QSA water from the Colorado River to the San Diego County service area, SDCWA 
signed the Exchange Agreement with MWD, which runs through 2047. Under this agreement, 
MWD charges a rate per acre-foot exchanged. In CY 2021, the exchange rate amounted to 
$534/AF (row 10).  

Prior to CY 2021, MWD’s Exchange Rate for QSA water had also included the Water Stewardship 
charge levied by MWD (amounting to $65/AF in CY 2020). In June 2010, SDCWA sued MWD 
challenging the Exchange Rate which MWD had adopted for CY 2011 and 2012 on the grounds 
that (i) MWD was misallocating certain SWP costs included in the System Access charge and 
System Power rate and wrongfully applying them towards the QSA water Exchange Rate, and (ii) 
the Stewardship rate was really a cost of MWD water supply and should not be included in the 
Exchange Rate.36 The San Francisco Superior Court issued a ruling in April in 2015, which was then 
appealed. The California Court of Appeal issued its ruling in June 2017. My understanding is that 
the Superior Court essentially upheld both of SDCWA’s claims, (i) and (ii); the Appeals Court 
reversed this judgment on (i) while upholding it on (ii). There is still ongoing litigation on these 
and other issues related to the Exchange Rate in more recent years.37 However, MWD’s Board of 
Directors decided to suspend the Stewardship rate for CY 2021 and 2022, thus removing it from 
both M-water and E-water. 

If, for whatever reason, SDCWA had decided to take less than the contracted amounts of QSA 
water in CY 2021, it would have avoided paying the MWD Exchange Rate cost ($534/AF) per acre-
foot not taken, but it would still have had to pay the contracted total of $145.7M shown in row 
6 of Table 6A. Thus, the average (unit) cost of QSA water for SDCWA in CY 2021 was $1,049/AF 
(= $515 + 534), while the marginal cost saved by taking a smaller amount of QSA water than was 
contracted for would have been $534/AF. 

 
36 MWD used the Stewardship rate to fund member agency investments in local resources including recycled water, conservation and demand 

management.  
37 According to a press release issued by SDCWA on 10-28-2021, the two parties are now seeking to resolve the remaining issues outside of court. 

Also, MWD recently refunded to SDCWA some excess payment of the Stewardship rate plus interest. 
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TABLE 6b | Average/Marginal Cost of MWD M-Water 

 

Table 6B shows the costs to SDCWA of M-water from MWD. As with QSA water, there are two 
main charges: a cost for the water itself and a cost to transport it through MWD’s system to the 
SDCWA service area. In addition, there are some other MWD charges that do not vary directly 
with the quantity of M-water supplied that year. 

The cost for the water itself is the Tier 1 untreated rate (row 1), which in CY 2021 amounted to 
$243/AF. The variable costs are the MWD System Access charge and the System Power Rate 
(rows 2, 3), which together total $534/AF. 

The other charges for untreated M-water are the Capacity charge and the Readiness to Serve 
(RTS) charge (rows 8, 9). The Capacity charge depends on the peak (maximum) daily delivery of 
water by MWD to a member agency. If the annual delivery of water to a member agency changes 
but the peak daily delivery does not change, then the Capacity charge would be effectively a fixed 
cost, not a variable cost, and it would not count towards the marginal cost of M-water.38 The RTS 
charge does count towards the marginal cost of M-water, but it counts differently in the long-run 
and the short-run.  

Converting these charges to a per-acre-foot equivalent is non-trivial, and it produces varying 
estimates depending on whether the quantity of water being divided into these charges is the 
projected water use looking forward over the coming year or the historical water use that actually 
materialized, looking backward. Also, in the case of the RTS, it makes a difference whether one 
uses an agency’s proportional share of a ten-year rolling average of total M-water deliveries or 

 
38 The flow of M-water to SDCWA drives the capacity charge paid to MWD by SDCWA. Since E-water is delivered in equal monthly instalments 

under the Exchange Agreement, it should not impact the peak daily flow received by SDCWA from MWD.  
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its actual delivery that year. In the case of the per-acre-foot equivalents of the RTS and the 
Capacity charge reported by SDCWA and used in Table 4 (rows j and l) and Table 6B (rows 8 and 
9), I believe SDCWA was using the projected water delivery that calendar year. The difference 
between the amounts reported in row 7 versus row 8 of Table 6B is as follows. The amount in 
row 7 ($88/AF) is the MWD-wide RTS charge per acre foot, obtained by taking the target amount 
to be raised through this charge ($130M in CY 2021) and dividing it by the past ten-year rolling 
average total delivery of M-water to all MWD member agencies (1,475,544 AF). However, the 
amount of M-water taken by SDCWA has been declining over the past 10 years (see Tables 8 and 
9 below), so that amount of M-water projected to be taken by SDCWA in CY 2021 is below its 
proportionate share of that ten-year average. Dividing SDCWA’s proportional share of the $130M 
RTS charge by the lower amount of its projected delivery of M-water in CY 2021 raises SDCWA’s 
average per acre-foot RTS charge from the systemwide average of $88/AF to $161/AF (row 8). 

Table 7 summarizes the results of this analysis. It shows SDCWA’s average supply costs of QSA 
water and M-Water in FY 2021, broken down into three components: cost per unit for water 
supply, cost per unit for conveyance, and cost per unit for fixed charges. It also shows the 
marginal supply cost of QSA water and the long- and short-run marginal supply costs of M-water. 
In FY 2021, the average cost of M-water from MWD was a little higher than the average cost of 
QSA water, $ 1,075/AF versus $1,049/AF, and the short- and long-run marginal costs of M-water 
were also higher than those of E-water. 
 
TABLE 7 | SDCWA’s Supply Cost for Untreated E-Water vs. M-Water 

 

Table 8 extends the analysis back in time to 2003 when delivery of QSA started, on a CY basis. 
Following the methodology employed in Tables 6A,B and 7, the cost reported in column (C) of 
Table 8 represents the average cost of QSA water for SDCWA, while the cost reported in column 
(B) is the marginal cost of QSA water. The cost reported in column (G) is the long-run marginal 
cost of M-water for SDCWA.39 I do not have the data needed to calculate SDCWA’s average cost 

 
39 The sum of columns (D) and (E) constitutes the short-run marginal cost of MWD water. 
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of MWD water over the period 2003-2020. I don’t know the per-acre-foot equivalent of the short-
run MWD RTS charge (SDCWA’s actual annual payment by divided by the amount of M-water 
actually delivered that year), but it is probably larger than the amount recorded in column F in 
the same way that row 8 in Table 6B is larger than row 7. I also do not know the per-acre-foot 
equivalent of the annual MWD Capacity charge, corresponding to row 9 in Table 6B. Those two 
missing items should be added to the number in column (G) to calculate the average cost of M-
water. This would significantly reduce the cost difference between QSA water and M-water, 
shown in column (I), and reverse it in some years. 

Two conclusions emerge from this analysis:  

(1) While the annual average cost of QSA water for SDCWA may have been higher than that 
of M-water from MWD in some individual years, that difference would not have been 
large. Quite often the costs would have been about the same. Sometimes, including 
recently, the average cost of QSA water was lower than that of M-water.  

(2) It is unlikely that the importation of QSA water starting in 2003 had a significant role in 
the widening of the gap between the all-in SDCWA rate and the all-in MWD rate starting 
around 2010, as depicted in Figure 5. 

TABLE 8 | SDCWA’s Supply Cost for Untreated E-Water vs. M-Water  
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Q. Tables 7 and 8 show that SDCWA pays a higher unit cost for water supply for QSA water 
compared to MWD M-water, but exactly the same unit cost for conveyance. Is this surprising? 

A. The fact that the water supply cost per unit of QSA water is higher than that for M-water is 
not a surprise. The fact that the conveyance cost per unit of QSA water is the same as that of M-
water is something of a surprise. 
 

Q. Why is it not a surprise that the water supply cost per unit of QSA water is higher than that 
for M-water? 

A. Three factors explain why the supply cost of MWD M-water is relatively low. 

1) There is no water supply cost per se for the water that MWD obtains from the Colorado River 
under its own water right of 550,000 AF.  

2) MWD does pay for the 108,000 AF of Colorado River water that it contracted to obtain from 
IID in 1988; that price was represented by IID as $128/AF.  

In the negotiation with IID, MWD required that the price of this water “not exceed -- indeed, 
remain below – the cost for State Water Project deliveries south of the Tehachapi’s (at the time 
$249/AF inclusive of power charges to get the water over the mountains).”40  IID had wanted to 
receive a higher price which MWD rejected. The outcome was that IID did not sell an additional 
200,000 AF to MWD which had been on the table. This is the supply that SDCWA contracted for 
with IID in 1998, at an initial cost (in 2003) of $253/AF, roughly twice what MWD had been willing 
to pay in 1988. 

3) The supply cost component of water projects – whether the SWP or the lining of the Coachella 
and All-American canals – are typically based on the historical construction cost of the project, 
not the future replacement cost. With inflation over time, the supply cost of water from an older 
project is lower than that of a more recently constructed project: older water is cheaper. The 
SWP, the major NON-Colorado River source of MWD water, was constructed in the 1960s and is 
older water. 
 

Q. Why is it something of a surprise that the conveyance cost of QSA water is exactly the same 
as that of M-water? 

A. The Exchange Rate set by MWD is based on its cost of transporting all of its water, not just 
water from the Colorado River but also SWP water from Northern California. The setting of this 
rate was beset by contention from the very beginning – there was what has been called a 
“wheeling-rate war” between SDCWA and MWD in which their other past feuds became 

 
40 Norris Hundley, The Great Thirst, University of California Press, Revised edition, 2001, p. 474. 
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entangled.41 The wheeling rate that emerged reflected MWD’s desire “that SDCWA continue 
paying its full share of MWD expenses”42 rather than being a fine-grained calculation of the 
economic cost to MWD of transporting and exchanging QSA water. 

SDCWA has stated that the real point-to-point cost to MWD for performing the exchange of QSA 
water is less than half the Exchange Rate charged by MWD.43 However, I am not in a position to 
make my own assessment of that statement. 

SDCWA first sued MWD with regard to the proposed Exchange Rate in 1997. The litigation 
continued on and off since then, picking up in 2010, and continuing in some form to the present 
day. The Court of Appeal ruled in 2017 that the Exchange Rate is not illegal. That does not make 
it actually fair or reasonable. The Court held that: ““[s]ubstantial deference must be given to 
[Metropolitan’s] determination of its rate design. Rates established by the lawful rate-fixing body 
are presumed reasonable, fair and lawful.”44 

Q. Could the sharp increase in SDCWA’s all-in water rate be due to the desalinated seawater 
from the Carlsbad Facility? 

A. At a CY 2021-unit cost of $2,752/AF,45 water from the Carlsbad Facility is significantly more 
expensive for SDCWA than purchased MWD water with an all-in rate of $1,075/AF. But this is 
unlikely to explain much of the escalation in the SDCWA’s all-in water rate for two reasons. 

 

 
41 Hundley, op. cit., pp 483-501. 
42 Hundley, ibid. 
43 For example, Dan Denham presentation to SDCWA Imported Water Committee, January 26, 2017. 
44 2017 Ruling, p. 29, citing a 2004 ruling in SDCWA’s earlier litigation against MWD. 
45 Presentation by Jeremy Crutchfield to SDCWA Board of Directors, October 22, 2020. 
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TABLE 9 | Total Water Use in SDCWA Service Area, Broken Down By Source 

 

First, the sharp increase in SDCWA’s all-in rate began around 2010, but SDCWA did not start 
receiving Carlsbad water until 2016. 

Second, since 2016 Carlsbad water has accounted for only a small fraction of the water delivered 
by SDCWA -- see Table 9. 

Table 10 compares the unit cost (average cost) of the three sources of water used by SDCWA: 
QSA (E-water); desalinated water from the Carlsbad facility; and M-water from MWD.  

Item 6a: Page 255



50 
 

TABLE 10 | SDCWA's Untreated Water Supply Cost 

 

 

 

 

 

 

 

 

 

If SDCWA had not used any Carlsbad Desal water and, instead, delivered a 75-25 mix of E- and 
M-water in CY 2021, its water cost would have been $1,056/AF instead of $1,271/AF, a savings 
of $215/AF. However, Carlsbad Desal water is more reliable than E- or M-water because it is not 
derived from streamflow that is being affected by climate change. Moreover, the $215/AF cost 
differential between Carlsbad and E/M-water accounts for only part of the $399/AF differential 
between SDCWA’s and MWD’s rates for untreated water (Table 5). So, something else is at work. 
I believe that two other factors contributed to the rate differential: (1) SDCWA invested in some 
major water supply infrastructure just before and after 2010, a period when MWD happened not 
to be making any unusually large investments. (2) Between 2010 and now, SDCWA experienced 
twice as large a reduction in member agency demand as MWD and that would have caused the 
rate differential to widen, given that both agencies have very high fixed costs. 

Q. Could the fact that SDCWA made some major infrastructure investments soon before and 
after 2010 help explain the widening of the gap between the all-in SDCWA rate and the all-in 
MWD rate starting around 2010? 

A. Yes. In those years, SDCWA made some major investments in water supply infrastructure 
projects, including the following:46  

Olivenhain Dam (2003)    $198M 

Coachella Canal Lining (2006)   $129M 

Twin Oaks Treatment Plant (2007)  $179M 

All-American Canal Lining (2009)   $149M 

 
46 Amounts and dates taken from presentation to SDCWA Board, 6-9-2015. 
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San Vicente Pipeline (2011)   $300M 

Lake Hodges Pumped Storage (2012)  $208M 

San Vicente Dam Raise (2014)   $825M 

Carlsbad Desal Facility (2015)   $1,000M   

Figures 5A and 5B together chart SDCWA annual capital improvement program expenditures 
between FY1991 and FY 2021. Annual CAPEX expenditures from 2006 through 2010 reached 
levels above $250M, roughly double the amount in the years before or since then. These were 
substantial financial commitments for SDCWA.  

To illustrate the scale of this financial commitment by SDCWA, it is useful to make the comparison 
with MWD’s capital improvement expenditures (Figure 6). In the recent period, MWD had CIP 
expenditures exceeding $300M only in FY 2007-2008-2009, and its annual CIP expenditure in 
those peak years was about $500M, less than twice SDCWA’s peak annual expenditure, while 
MWD delivers three to four times more water than SDCWA.   

It is not that MWD has never undertaken capital investments on the scale experienced by SDCWA 
around 2010. MWD had made comparably scaled financial commitments at the time of the 
construction of the State Water Project.  

CIP investments tends to occur in cycles, and the period around 2010 found SDCWA and MWD 
at different phases of their investment cycles. 

Figures 7A and 7B show that SDCWA took on significant debt to finance these investments, but 
this large debt burden will be extinguished by 2039. 
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FIGURE 5a | SDCWA CIP Spending FY 1991-201447 

FIGURE 5b | SDCWA CIP Spending FY 2000-202148 

47 Presentation to SDCWA Board, 6-28-2012. 
48 Presentation to SDCWA Board, 1-28-2021.
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FIGURE 6 | MWD CIP Expenditures FY 1996-FY 202549 

 

FIGURE 7a |  Paying For Major Infrastructure: Debt Serviced Through 205050 

 

 

 
49 Figure 5-2 in MWD 2020 Annual Report. 
50 Presentation to SDCWA Board, 6-28-2012. 
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FIGURE 7b | SDCWA Debt Service51 

 

 

Q. Was SDCWA hit harder than MWD by a reduction in the revenue-earning supply of water to 
member agencies?  

A. Yes. 

Figure 3 above depicts something else that changed for RMWD besides the price of SDCWA 
water. The amount of water purchased by RMWD from SDCWA fell dramatically from around 
30,0000 AF through about 2006 to around 14,297 AF in 2020. The reduction in water demand 
may have been especially pronounced in RMWD because of the large component of agricultural 
water use, which is likely to be more price-sensitive than urban use generally. However, a striking 
reduction in water demanded by member agencies was occurring at this time throughout 
SDCWA’s service area. The phenomenon was not limited to RMWD. It was driven by two things: 
a very substantial reduction in per capita water use in SDCWA’s service area combined with 
increased development of member agency local supplies. 

Figure 8 documents the very substantial decline in per capita water use in SDCWA’s service area. 
Per capita use declined by 19% between 1990 and 2005 and by even more between 2005 and 
2017 -- 35%.   

 

 
51 Presentation to SDCWA Board, 1-26-2017. 
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FIGURE 8   |  Decline in Per Capita Potable Water Use in SDCWA Service Area52 

 

 

 

 

 

 

 

 

 

 
 

The reduction in water sales by SDCWA to its member agencies was even larger than the 
reduction in per capita water use, as shown in Figure 9. 

FIGURE 9  |  SDCWA Supply to Member Agencies53 

 
52 Presentation by Tim Bombadier to SDCWA Board, February 22, 2018. 
53 Presentation to SDCWA Board of Directors, January 28, 2021. 
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Sales to member agencies declined from over 600,000 AF in 2008 to about 365,000 AF in 2020, a 
reduction of almost 40%. 

The fact that sales to member agencies declined by more than the reduction in per capita use 
signifies the effect of increased development of member agency local supply. 

MWD also experienced a reduction in the volume of water purchased from it by its member 
agencies. MWD’s sales to member agencies are shown in Figure 11. Note that MWD includes in 
this data the QSA water that it supplies to SDCWA under the Exchange Agreement. However, as 
noted above, it earns significant revenue from this water. Between 2008 and 2020, there was a 
20% reduction in MWD’s sales of revenue-earning water. This is about half the magnitude of the 
reduction in SDCWA’s sales of revenue-earning water shown in Figure 10.  
 
FIGURE 10  |  MWD Supply to Member Agencies (Fiscal Years)54 

  

 

 

 
54 Figure 3-8 in MWD 2020 Annual Report. 
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Q. Could SDCWA’s larger reduction in the supply of revenue-earning water help explain the 
widening of the gap between the all-in SDCWA rate and the all-in MWD rate starting around 
2010? 

A. Yes, assuming that, for both SDCWA and MWD, a large share of operating costs is fixed costs. 
 
Q. Is it the case that, for both SDCWA and MWD, a large share of their operating costs is fixed 
costs? 

A. Yes. Table 11 presents a breakdown of SDCWA operating expenditures in FY 2020. Table 12 
similarly presents a breakdown of MWD’s operating expenditures for FY 2021.  
 
TABLE 11 | SDCWA Expenditures FY 2020 
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For SDCWA, I estimate that only about 15% (= row d/row i) of its cost of operation in FY 2020 was 
variable cost, namely the portion associated with its purchase of M-water.55 Back in 2010, 
however,   M-water constituted a larger component of SDCWA’s supply than now. Instead of 
being about 24% of SDCWA’s supply in 2020 (Table 9), M-water was about two-thirds of SDCWA’s 
supply in 2010, QSA water being the rest. As a rough estimate, I assume that the purchase of M-
water – SDCWA’s only variable cost component – might have accounted for about 30% of 
SDCWA’s cost of operation in 2010. 

For MWD, I estimate that only about 12% (= rows a + c) of its cost of operation in FY 2021 is 
variable cost. I assume that the proportion was roughly the same back in 2010. 

TABLE 12 | MWD Planned Expenditures FY 2021 

 

 

 
55 The cost associated with the MWD Exchange Agreement would become a variable cost if SDCWA decided to take less than its committed 

quantity of IID Transfer water or canal lining water, but I see that as highly unlikely at present. 
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Q. How could SDCWA’s larger reduction in the supply of revenue-earning water help explain 
the widening of the gap between the all-in SDCWA rate and the all-in MWD rate starting around 
2010? 

In the case of SDCWA in 2010, under my assumptions 70% of its total operating cost was fixed 
cost and would not change if it sold less water; 30% of its total operating cost was variable costs 
and this would fall if it sold less water. If it sold 40% less water, its total variable cost would go 
down by 40%. Its total operating cost – fixed plus variable -- would go down by only 12%:  70% 
of that cost would not change, while the other 30% would fall by 40%.  

Its total operating cost would fall by 12%, but this cost would now have to be raised from the sale 
of 40% less water. SDCWA would be financing 88% of the previous cost while selling only 60% of 
the previous quantity of water.  This would raise the unit cost per acre-foot sold by 47%. 

Turning to MWD in 2010, under my assumptions 88% of its total operating cost was fixed costs 
and would not change if it sold less water. 12% of its total operating cost was variable costs and 
this would fall if MWD sold less water. If it sold 20% less water, its total variable cost would go 
down by 20%. Its total operating cost – fixed plus variable -- would go down by only 2.4%:  88% 
of that cost would not change, while the other 12% would fall by 20%. 

MWD’s total operating cost would fall by 2.4%, but this cost would now have to be raised from 
the sale of 20% less water. MWD would be financing 97.6% of the previous cost while selling only 
80% of the previous quantity of water.  This would raise the unit cost per acre-foot sold by about 
22%, or just under half SDCWA’s increase in unit cost. Table 13 summarizes these calculations. 

TABLE 13 | Impact of Sales Reduction on Unit Cost 

 

Two conclusions result from this analysis: 

1) When the cost of water supply contains a large, fixed cost component, a reduction in the 
quantity of water supplied raises the unit cost to provide water, and this puts upwards 
pressure on rates charged for the water. 

2) Since SDCWA experienced about twice as large as a sales reduction starting in 2010 as 
that experienced by MWD, this would have caused the rate differential between SDCWA’s 
water rate and MWD’s water rate to widen after 2010. 
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Q. In summary, what caused the differential between SDCWA’s all-in water rate and MWD’s 
all-in water rate to widen starting around 2020? 

A. Here are my conclusions: 

1) Given the way that QSA water was priced under the Exchange Agreement with MWD, the 
importation of QSA water did not have a significant role in the widening of the rate 
differential that started around 2010.  

2) Using water from the Carlsbad Desalination Facility contributes in some degree to the 
rate differential but only since 2016: it was not a factor in 2010 -2015. 

3) SDCWA’s investment in some major water supply infrastructure projects just before and 
after 2010, a period when MWD happened generally not to be making major 
infrastructure investments, caused the rate differential to widen starting around 2010. 

4) The fact that SDCWA experienced a 40% reduction in member agencies’ demand for its 
water between 2010 and now, while MWD experienced only a 20% reduction, also would 
have caused the rate differential to widen. 

 
Q. Was the reduction in member agency demand for SDCWA water starting around 2010 
caused by the increase in SDCWA’s all-in water rate? 

A. On the whole, I believe the answer is no. 

I believe the reduction in member agency demand starting around 2010 was driven by two 
longer-run trends that were set in motion before the differential in SDCWA and MWD all-in rates 
started to widen in 2010. Those trends were  

1) Increased conservation which accelerated following the experience of the 2007-2009 
drought in California and motivated Governor Schwarzenegger’s 2009 initiative requiring 
that urban water demand be reduced by 20% by the year 2020.  

2) increased development of local supplies, including expanded use of treated groundwater 
and treated wastewater.  

Higher water rates at the retail level will have complemented these trends,56 but I do not believe 
that higher retail water rates were generally the prime mover. 

 

 

 

 
56 There is some evidence that urban water agencies with increasing block rates that sharpened those rate structures during the 2014-2016 
drought had more success in meeting Governor Brown’s conservation mandate than other urban water agencies. 
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Q. Did the increase in SDCWA’s water rates cause agricultural water use to decline in SDCWA’s 
service area? 

A. Table 14 presents data on the trends in total water use and agricultural water use within 
SDWCA’s service area and within RMWD, using data from their respective Urban Water 
Management Reports. 

In both cases, there was a substantial drop in both total water use and agricultural water use 
between 2005 and 2010, and between 2015 and 2020. By comparison, the changes in water use 
between 2010 and 2015 were smaller. The drop in water use between 2005 and 2010 came about 
in the aftermath of the 2007-2009 drought; the drop between 2015 and 2020 was in the 
aftermath of the 2014-2016 drought.  

It looks as though the drought experiences may have had more impact on water use than the 
increase in SDCWA water rates following 2010. 

TABLE 14 | Trends in Water Use, SDCWA and RMWD 

 

Q. Will the differential between SDCWA water rates and MWD water rates stay this wide in 
future, or widen, or become smaller? 

A. I don’t know. 

The recent trend has been for the average cost of M-water to SDCWA to grow faster than the 
that of QSA water. That would tend to narrow the differential between SDCWA’s all-in rate and 
MWD’s all-in rate. 

Q. Are the rates that SDCWA has charged its member agencies unfair? 

A. I will note two facts. 

1) So far, I have not been presented with any evidence that would support a claim of 
unfairness by SDCWA. 
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2) Whether or not one agrees with this, it is worth quoting what the California Court of 
Appeal has stated: ”Rates established by the lawful rate-fixing body [of a water agency] 
are presumed reasonable, fair and lawful.” 
 

Q. Has FPUD and/or RMWD paid an unfairly high share of SDCWA’s fixed charges? 

A. No. 

The report by London Moeder Advisors, Rainbow MWD and Fallbrook PUD Cost-Benefit Analysis 
of SDCWA Membership dated 9-15-2020 asserts that, in the years from 2009 to 2019, FPUD and 
RMNWD paid an excessively large share of the fixed charges collected by SDCWA and, over that 
period, subsidized the other member agencies by $49.5 M. It also asserts that, over this period, 
FPUD and RMWD achieved a benefit-to-cost ration of 0.12 from the payment of fixed charges, 
while the remaining SDCWA member agencies benefited from this imbalance, representing a 
benefit-to-cost ratio of 1.04. 

I have analyzed those assertions – see Appendix A – and find that they lack foundation.  
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2.3    THE FINANCIAL IMPACT OF DETACHMENT 

This section analyzes both the financial impact on the other member agencies of SDCWA if FPUD 
and/or RMWD detach from SDCWA and also the financial impact on FPUD and RMWD. 

I start with the financial impact on SDCWA member agencies. Then I discuss the financial impact 
on FPUD and RMWD. 

The detachment of a member agency reduces the revenues received by SDCWA. It also to some 
degree reduces the expenses incurred by SDCWA in operating in its water supply and distribution 
system. The key question is the net impact: will SDCWA’s revenues be reduced by as much or 
more than its operating expenses? 
 
Q. How large are FPUD and RMWD in relation to the other SDCWA member agencies? 

A. FPUD and RMWD accounted for 1.7%57 of the population served by SDCWA in FY 2020 and 
8.1%58 of the acreage in SDCWA’s service area.59  Tables 15 shows the breakdown of SDCWA 
deliveries over the period FY 2017 – FY 2021 to FPUD and RMWD versus other member 
agencies.60 Over this period, FPUD accounted for an average of 2.3% of all SDCWA deliveries to 
member agencies, and RMWD accounted for 4.4%. which represents a higher rate of usage per 
capita, but not per acre, than the average across all member agencies. 

Going forward, FPUD’s share of water delivered to SDCWA member agencies will fall as the Santa 
Margarita Conjunctive-Use Project comes on-line.  

About 42% of the water received by FPUD and RMWD has come under the SDCWA’s Permanent 
Special Agricultural Water Rate (PSAWR) program for agricultural water users in the SDCWA 
service area. 

 

TABLE 15 | SDCWA Deliveries to FPUD & RMWD FY 2017-2021 

 

(TABLE CONTINUED…) 

 
57 = 54,944/323,060.6. 
58 = 75,658/934,777.5. 
59 These and the following statistics are taken from the SDCWA Annual Report FY 2020, consulted online at 
sdcwa.org/annualreport/2020/diversification-and-operation/water-sources-and-uses.php on 6/11/2021. 
60 Data supplied to me by SDCWA in an email on 10-7-2021. 

FY 2017 FY 2018 FY 2019 FY 2020 FY 2021 5 - YEAR AVERAGE
ALL MEMBERS (AF) 405,400 392,871 365,083 346,431 376,465 377,250
FPUD (AF) 9,101 10,007 7,766 7,893 8,822 8,717
RMWD (AF) 16,983 19,240 14,831 14,386 17,082 16,504
FPUD (%) 2.2% 2.5% 2.1% 2.3% 2.3% 2.3%
RMWD (%) 4.2% 4.9% 4.1% 4.2% 4.5% 4.4%
Source: SDCWA Annual Reports
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Q. If FPUD and/or RMWD leave SDCWA’s service area, which of SDCWA’s revenue sources 
shown in Table 3 would be affected? 

A. If FPUD and/or RMWD leave SDCWA’s service area, SDCWA’s revenue from every row in Table 
3 would be affected. The revenue items fall into four groups: 

A. Volumetric charges on deliveries to member agencies 
B. Fixed service charges applied to member agencies 
C. Annual charges borne by properties in the SDCWA service area 
D. Charges paid by new meters for properties within the SDCWA service area  

Acre Feet Deliveries - Includes certified and non-certified ag water
FY'17 FY '18 FY '19 FY'20 FY'21

Carlsbad 12,149 13,780 12,095 11,719 12,501
Del Mar 939 1,078 961 954 1,046
Escondido 14,886 9,526 12,435 7,416 12,286
Fallbrook 9,101 10,007 7,766 7,893 8,822
Helix 24,960 25,713 24,480 21,035 24,756
Lakeside 2,604 2,839 2,643 2,879 3,223
National City 2,978 246 495 526.9 296
Oceanside 21,249 22,510 19,902 19,844 22,240
Olivenhain 17,475 19,432 16,817 17,189 19,548
Otay 27,002 29,638 27,385 28,309 30,126
Padre Dam 9,346 10,321 9,300 9,585 10,244
Camp Pendleton 134 188 201 166 163
Poway 8,635 10,231 8,535 8,837 9,752
Rainbow 16,983 19,240 14,831 14,386 17,082
Ramona 4,406 4,872 4,291 4,075 4,510
Rincon del Diablo 4,981 5,468 4,738 4,839 5,271
San Diego 153,496 152,193 143,551 140,505 137,049
San Dieguito 3,984 2,660 3,382 3,127 3,820
Santa Fe 7,450 5,819 6,435 5,642 6,911
South Bay 10,691 1,709 3,531 1,929 2,897
Vallecitos 10,910 12,634 10,724 10,877 12,053
Valley Center 20,220 22,526 16,500 16,684 18,846
Vista 16,332 4,156 9,340 3,361 7,401
Yuima 4,494 6,088 4,747 4,653 5,624
Total 405,400 392,871 365,083 346,431 376,465
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All of these revenue items will be reduced if FPUD and RMWD leave SDCWA’s service. 

So far, at least four estimates have been presented of the financial impact on SDCWA and its 
remaining member agencies if FPUD and RMWD depart: 

(i) SDCWA presented its estimate of the financial impact on pages 54-62 of its Combined 
Response dated 9-18-2020. This contained estimates of the financial impact both in a 
single year and in a ten-year sequence. SDCWA staff provided backup for that analysis in a 
zoom call on 6-23-2021 and then in a spreadsheet and memo emailed to me on 7-2-2021. 

(ii) I provided an estimate of the financial impact at the Advisory Committee meeting on June 
14, and I corrected an error in my presentation and my report on June 18. 

(iii) My October Draft Report contains an analysis of the financial impact combining what I had 
presented in June and what SDCWA had presented in their 2020 Combined Response. 

(iv) In comments on my Draft Report date 10-25-2021, FPUD and RMWD submitted their own 
analysis of the financial impact, replicating the decadal analysis submitted by SDCQA in 
2020 but with differences. 

Below, I present a new analysis which replaces the one contained in my October Draft Report.  

I will not present a multi-year analysis. I feel that there is now too much uncertainty about future 
water supply, future water demand, and future rate schedules to justify making a projection of 
the annual financial impact over the coming decade. Therefore, I restrict my analysis to an 
estimate of the financial impact in CY 2022. 

A key variable is how much water FPUD and RMWD would purchase from SDCWA as their 
wholesale supplier if they stayed within the SDCWA service area. 

I based my June analysis on the FY 2020 delivery levels for FPUD and RMWD as reported in 
SDCWA’s 2020 Comprehensive Annual Financial Report, namely 7,822 AF for FPUD and 14,479 AF 
for RMWD.61 Since then, FPUD’s Santa Margarita Conjunctive-Use Project has come online, 
replacing up to about 4,000 AF formerly received by FPUD from SDCWA. In recognition of this, 
SDCWA had projected FPUD’s FY 2022 water use as 4,130 AF. FPUD’s projection, consistent with 
the 2020 Urban Water Management Plan, is 4,045 AF. I will use 4,100 AF as a rough estimate of 
FPUD water use in CY 2022.  SDCWA had projected RMWD’s FY 2022 water use as 13,924 AF; 
RMWD projects it as 13,750. I will use 14,000 AF as a rough estimate of RMWD water use in 
2022.62 In line with FPUD and RMWD estimates, I assume that 1,600 AF of the FPUD’s 4,100AF, 
and 6,000 AF of RMWD’s 14,000 AF, are received under SDCWA’s PSAWR rate. To assess the loss 
of revenue, I use SDCWA’s CY 2022 water rates. 

 
61 Those are different from the FY 2020 delivery levels listed in Table 14, which come from an email from SDCWA dated 10-4-2021. 
62 FPUD and RMWD also propose lower bound estimates of their 2022 water use that are 15% lower, on the grounds that Urban Water 
Management generally overstate future water demand by about 15%. Since the 2020 Urban Water Management Plans were delivered in June 
2021, a 15% overstatement for the year beginning six months later seems too high. I will stick with the single projection given above.  
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Table 16 presents my estimate of the annual revenue loss to SCDCWA in CY 2022 if FPUD and/or 
RMWD detach from the SDCWA service area.  

There appears to be some question as to whether SDCWA would continue to receive all, some, 
or none of the property tax revenue if FPUD and/or RMWD detach. If SDCWA would continue to 
receive all the property tax revenue, the overall one-year revenue loss for SDCWA amounts to 
$32.9 M; if it would receive none of the property tax revenue, the one-year revenue loss is $33.3 
M. To put this in context, Table 17 shows the percentage breakdown of SDCWA’s overall revenue 
in FY 2020. 88.1% of SDCWA revenue came from water sales (row f). If FPUD and RMWD both 
detach, that revenue would be reduced by $31.3 M (row m in Table 16). The remaining revenue 
loss hits Other Revenue items in Table 16. 

TABLE 16 | SDCWA Revenue Reduction CY 2022 
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TABLE 17 | SDCWA Breakdown of Revenues FY 2020 

 

As for the reduction in SCDCWA’s expenditure if FPUD and/or RMWD detach from SDCWA’s 
service area, Table 11 above showed how SDCWA’s expenditures broke down in FY 2020. Because 
the short-run marginal cost of M-water to SDCWA is larger than that of E-water, if SDCWA faced 
a reduction in its deliveries to member agencies, it generally would be better financially for 
SDCWA to take less M-water rather than less E-water.63 Therefore, for present purposes, M-
water is the only variable input for SDCWA, and the cost of M-water is the only variable cost in 
SDCWA’s budget; all the other cost items represent fixed costs. As Table 11 showed, only about 
15% of SDCWA’s cost of water operations is a variable cost (row d/row f), while 85% represents 
a fixed cost. 

Table 18 presents my estimate of the reduction in SDCWA’s annual expenditure in CY 2022 if 
FPUD or RMWD or both detach from the SDCWA service area. I assume that detachment leads 

 
63 There are some logistical constraints on SDCWA’s logistical ability to do this: it receives E-water in equal monthly 
amounts, which may limit the extent to which it can reduce M-water in peak delivery months.  
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SDCWA to purchase less treated M-water from MWD and I apply MWD’s CY 2022 full-service Tier 
1 treated rate. In the first year of detachment, that will have no impact on the amount of the 
Readiness to Serve charge paid by SDCWA to MWD (see short-run expenditure reduction), but 
over ten years it will build up to the amount shown as the long-run expenditure reduction. To 
account for the future long-run RTS impact, I apply MWD’s CY 2022 RTS charge calculated as a 
per-acre-foot charge based on system-wide usage.  

I do not know whether detachment would affect SDCWA’s maximum daily delivery from MWD. 
It would have no effect in the first year (CY 2022) but if It did reduce maximum daily deliveries 
then, after three years, this would lower the Capacity charge paid by SDCWA to MWD. In the 
absence of other information, however, I assume no impact on the Capacity charge paid by 
SDCWA to MWD.  

The short-run reduction in SDCWA annual expenditure is $20.7M. In the long run, when the full 
impact on the RTS charge paid by SDCWA takes effect, the expenditure reduction is $22.3M. 
 
TABLE 18 | SDCWA Expenditures Reduction CY 2022 

 

Table 19 presents my resulting estimate of the reduction in SDCWA net revenue in CY 2022 if 
FPUD and/or RMWD detach from SDCWA’s service area. The short-run (immediate) reduction in 
annual net revenue is $12.2M or $12.6M, depending on whether SDCWA retains or loses the 
property tax revenue from FPUD and RMWD. The long-run reduction in annual net revenue after 
a decade is $10.6M or $11M. 
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TABLE 19 | SDCWA Net Revenue Impact CY 2022 

This differs from my previous estimate in my Draft Report and from the estimates submitted by 
SDCWA and by FPUD/RMWD. The year is different, the assumed annual amounts of water are 
different, the water rates are different and some of the other cost items accounted for are 
different. 

Two important differences are the following: 

1) In its analysis of the financial impact of a detachment, SDCWA included an accounting for
the use of reserves. In my Draft Report, I deferred to SDCWA’s assessment of this item,
which I understand was based on the financial model they use to manage their various
reserve accounts. I exclude that item here, for two reasons. I myself am not an expert in
debt finance and municipal accounting, so that I cannot form my own assessment of
SDCWA’s reserve accounts and their funding.64 But, as I now understand SDCWA’s
rationale for including the item, I do not believe it is appropriate.

As I understand it, SDCWA was making the following argument. It argued that its water
rates in CY 2022 were unduly low because it was drawing down reserves on a temporary
basis to cover certain cost items that would normally be covered through the rate
schedule. Had rates been set in the usual manner, the rates would have been higher,

64 In my previous experience as an expert witness in water rate litigation, a colleague with expertise in municipal 
bond finance was the one who testified on the funding of reserve accounts. 
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making the amount of revenue foregone by SDCWA if the delivery of water to FPUD and 
RMWD were discontinued larger by approximately $3.6 M.65 

I believe that it is more appropriate for me to make my assessment based on SDCWA’s 
water rates as they are, and not as they might have been. 

However, I do acknowledge that the following is a valid assertion. If the CY 22022 water 
rates that I use in Table 16 to calculate the reduction in SDCWA net revenue are unduly 
low because of a temporary and unusual reliance on funds obtained by drawing down 
reserves, my estimate will understate the revenue lost due to FPUD/RMWD detachment 
when SDCWA cannot draw down reserves in the same manner. 

2) The FPUD/RMWD analysis reduced its estimate of the financial impact of detachment on
SDCWA by the cost of the North County ESP Pumping Station that will not be needed in
the event of detachment. The Pumping Station project is said to cost $35 million, and this
is divided into 10 annual amounts of $3.5 million which are subtracted from
FPUD/RMWD’s estimate of the annual financial impact of detachment over the ten-year
period FY 2022 – FY 2031. I do not agree with that adjustment.

For the sake of argument, I assume that the North County ESP Pumping Station would
indeed cost $35M. The adjustment proposed by FPUD/RMWD would have merit if (i)
there had been a decision to go ahead and fund construction of the project and this was
reflected in the current rates, and (ii) it was being cash funded out of those current rates.
As I understand the situation, neither of those conditions holds. According to an email
from SDCWA on 12-22-2021, “[T]he final phase of the ESP construction to provide
complete service from the south to Rainbow and Fallbrook was scheduled to be done,
and the initial construction had been budgeted (not funded)” when Fallbrook and
Rainbow announced their intention to seek detachment.

At that point, the North County project was put on hold. Had it continued on schedule,
according to an email from SDCWA 12-21-2021, it would have been debt financed over a
30-year period. Thus, the FPUD/RMWD adjustment is based on what SDCWA’s rates
might have been, rather than what they are.

There seems to be a degree of inconsistency in the position adopted by FPUD/RMWD – 
past financial commitments incurring ongoing payments and debt service appear not to 
be relevant when assessing FPUD/RMWD detachment, but future investments that would 
not be incurred are relevant to that assessment. 

65 This refers to the foregone deliveries assessed by SDCWA in Table 4.7 of the Combined Response of 9-18-2020 
and, specifically, the last row of that table.  
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Q. Is the amount of $12.2 – 12.6M short-run impact on SDCWA’s net revenue just a one-year
phenomenon?

A. No.

There will be a recurring annual loss of net revenue for SDCWA once the detachment occurs, 
lasting for as long as SDCWA has to pay for the financial commitments that it has incurred to 
date. As elaborated below, these financial commitments last for varying periods of time and 
stretch far into the future. 

The exact annual financial impact in the future will vary from year to year, depending on SDCWA’s 
annual finances and rates. 

The future financial impact will be lessened to the extent that SDCWA may find another buyer 
for the water that it would have delivered to FPUD and RMWD. But that will not fully offset the 
financial impact of FPUD/RMWD detachment for two reasons:  

(1) The payment from the sale may not cover all the payments made annually to SDCWA by
FPUD/RMWD as member agencies.

(2) The water not delivered to FPUD/RMWD does not belong to FPUD and RMWD
individually. Any financial benefit to SDCWA in the event that it sells the water that would
have been delivered to FPUD/RMWD to some other party belongs collectively to SDCWA
member agencies, and not to FPUD and RMWD individually.

Q. How large is this net financial impact in relation to SDCWA’s total operating revenue and
operating expenses?

A. SDCWA’s actual operating revenues and expenses totaled around $569 million in FY 2020. My
estimate of a CY 2022 net revenue loss of about $12.2M amounts to 2.1% of the FY 2020
operating revenue and expense.

Q. What is the financial impact on FPUD and RMWD?

A. To answer this, I use the same assumptions as above. I focus on CY 2022, and I assume that
FPUD obtains 4,100 AF from its wholesale supplier, whether SDCWA or EMWD, while RMWD
receives 14,000 AF. FPUD and RMWD are planning to switch their wholesale supplier because
this will lower the cost of their wholesale supply. Here I calculate the cost saving to FPUD and
RMWD in their wholesale supply for CY 2022, recognizing that they may also bear some other
expenses relating to their water equipment.

FPUD and RMWD avoid the cost they would have paid to SDCWA for this supply of water. Figure 
16 shows that cost. Not every row in Table 16 represents a cost paid by FPUD and RMWD. Some 
of the revenue items lost by SDCWA in the event of detachment are paid by property owners 
within the FPUD and RMWD service areas (namely, rows o + p + q in Table 16). Row m in Table 
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16 totals up the portion of the revenue lost by SDCWA that is a cost paid by FPUD and RMWD to 
SDCWA. The totals in row m are a mix of variable charges (volumetric payments) and fixed 
charges. Row n in Table 16 converts the total payment (row m) into an equivalent payment per 
acre-foot received, i.e., an “all-in” amount, for each agency separately. The all-in cost of SDCWA 
water to FPUD amounts to $2,007/AF; that cost to RMWD amounts to $1,645. This reflects the 
fact that RMWD receives more than three times the amount that FPUD receives from SDCWA. 
Thus, when SDCWA’s fixed charges are averaged over the amount of water delivered by SDCWA, 
the unit cost for RMWD is lower than for FPUD.  

Table 20 compares what FPUD and REMWD would have paid SDCWA if they remained member 
agencies in CY 2022 with what they would pay if they became member agencies of EMWD. Row 
b in Table 20 is the same as row m in Table 16 and shows what they would pay SDCWA. Row h 
shows what they would pay if served by EMWD, based on my understanding that they would be 
asked to pay the MWD Tier 1 treated water rate, plus their shares of MWD’s RTS and Capacity 
charges to EMWD, plus a markup of $11/AF to cover EMWD’s cost of collecting MWD’s charges 
from them. I estimate that the cost savings to FPUD and RMWD combined in CY 2022 amounts 
to about $7.7 million. FPUD and RMWD’s net gain is less than SDCWA’s net loss (Table 20). 

TABLE 20 | Savings in Water Cost when FPUD & RMWD Switch from SDCWA to EMWD 
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2.4    A DEPARTURE FEE 

I was asked to address the possibility of a financial obligation to be imposed on FPUD and RMWD 
if they are permitted to detach from SDCWA, such as a departure fee.  

I am aware that there is currently disagreement among the parties with respect to whether 
LAFCO has the legal authority to prescribe conditions that include a financial obligation such as a 
departure fee. I am not being asked to opine on that legal question, and I am not offering an 
opinion on that question. Instead, I am being asked to examine whether there is a sound 
economic justification for imposing a financial obligation of FPUD and RMWD and, if so, what an 
appropriate obligation could be. However, the decision maker here is the LAFCO Commission.  

There are two basic questions: 

(1) Should some form of financial obligation be placed on FPUD and RMWD as a condition 
for approving their detachment from SDCWA? 

(2) If the answer is yes, how large a financial obligation, and for what period of time? 

Here, I offer some suggestions to LAFCO for answering these questions. 
 
Q. Do the parties agree on this? 

A. No. They disagree. 

As I understand their positions, SDCWA argues that, if they detach, FPUD and RMWD should be 
liable for covering their shares of about $21 billion of bonded and other indebtedness. The 
combined share could amount to about $1 billion. In contrast, FPUD and RMWD argue that they 
should be able to detach without any further financial liability. 

In my judgment, as an economist experienced in the economics of water, neither position – a 
liability of about $1 billion nor a liability of zero – is reasonable. 
 
Q. Is there a sound economic justification for imposing some continuing financial obligation? 

A. Yes. 

Since 2000, SDCWA has made major infrastructure investments and has taken on substantial 
contractual commitments for a more reliable water supply. The infrastructure investments and 
the purchase commitments have benefited all member agencies, including both FPUD and 
RMWD. These commitments are long-term in nature, and they impose a fixed and ongoing 
financial burden on SDCWA and its member agencies.  

Behind this disagreement lies the difficult challenge of financing San Diego County’s water supply 
system and, more generally, Southern California’s water supply system, in an era of conservation, 
growing recycling of wastewater, and increasing water supply uncertainty due to climate change. 
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Supplying water, as an industry, is exceptionally capital intensive – more so than supplying 
electricity, natural gas, telecom services, or any other utility industries. The infrastructure 
involved in water supply is exceptionally long-lived compared to that in other utility industries. 
The infrastructure is dominated by major economies of scale, which make it uneconomic to 
expand the infrastructure by small gradual increments. It has to be sized to meet future needs 
looking quite far into the future. Moreover, once installed, water supply infrastructure has little 
salvage value in any alternative use – if unneeded, it becomes a classic example of a stranded 
asset.  

Over the past two decades, SDCWA has made major infrastructure investments and has made 
major long-term commitments to obtain some independent, and highly reliable, sources of 
water. It will be paying for those commitments for the next 20-25 years or more. 

The question confronting LAFCO is whether SDCWA member agencies with a distinctive set of 
needs and situated at a distinctive location should be allowed to walk away scot-free, entirely 
unencumbered by any of the financial commitments that SDCWA has assumed on behalf of its 
member agencies. 
 
Q. If a departure fee were to be imposed, what would be the purpose?  

A. The purpose of imposing some financial obligation on FPUD or RMWD if they are permitted to 
detach from SDCWA is to provide a level of financial protection for SDCWA and the remaining 
member agencies in the short run while they adjust to the changed financial situation of a 
detachment.  

The purpose is to cover SDCWA’s own financial obligations that are fixed, ongoing and 
unavoidable for the duration of a period of adjustment. These include the following: 

- SDCWA is committed to paying for 78,700 AF of canal lining water through 2112.  
- It is committed to paying IID for 200,000 AF of conserved water through 2047 
- Under the exchange agreement, SDCWA is committed to paying MWD to convey this 

water for the same period of time as in those underlying supply contracts.   

A departure fee is intended to promote flexibility and efficiency in the management of scarce 
water resources and in the operation of a supply network that is essential to the wellbeing of the 
regional economy. It is not appropriate that the departure fee afford such protection in 
perpetuity. It is important that SDCWA and all its member agencies receive an economic signal 
about the need for efficient network organization and rationalization. Compensation continuing 
for the long run would work against the objective of promoting the efficient use of the region’s 
water infrastructure assets. 
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Q. What portion of SDCWA’s outstanding water-supply related obligations should serve as the 
basis for determining a departure fee? 

A. That is a judgment call for LAFCO. 

On the one hand, like every other SDCWA member agency, FPUD and RMWD have benefited 
from all of the financial obligations incurred by SDCWA because member agencies are bound 
together by an integrated infrastructure network. Each member agency benefits to some degree 
from all investments in the infrastructure either directly or indirectly.  

A member agency benefits directly from an investment in a particular source of supply or in a 
particular component of the infrastructure if it is directly served by that particular infrastructure 
component or it directly receives water from that particular supply source. But, even if a member 
agency is not served directly by that particular component and does not directly receive water 
from that particular supply source, the member agency still benefits indirectly through being part 
of an integrated water distribution network. If other member agencies receive water from that 
particular source or through that particular component, it makes it possible for this member 
agency to receive water from another source within SDCWA’s portfolio, thereby benefiting 
indirectly. 

On the other hand, it is reasonable to recognize that FPUD and RMWD are in a somewhat special 
situation by virtue of both their particular location at the furthest end of SDCWA’s distribution 
system and their rural and agricultural local economies. 

In the light of these factors, I recommend that a departure fee be limited to the portion of 
SDCWA’s outstanding obligations that relates specifically to QSA water. QSA water constitutes 
about 80% of the water FPUD and RMWD have received in the past two years. 
 
Q. What is the portion of SDCWA’s outstanding obligations that relates to QSA water? 

A. In its submission on 9-18-2020, SDCWA presented a table breakdown of its contractual water 
supply payment obligations as, follows:66 

TABLE 21 | SDCWA Contractual Water Supply Payment Obligations 

 

 
66 Table 4.3. 
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The first four rows of this table cover SDCWA’s payments relating to QSA water. SDCWA is 
committed to making annual payments that run through 2047 (for IID Transfer water) and 2112 
(for canal lining water). This year (CY 2021), the annual payments for QSA water amount to 
$284.525 M. This committed annual payment is projected to grow over time based on price 
adjustments built into SDCWA’s contracts with IID, MWD and other parties. The combined total 
financial obligation over the lives of these QSA commitments amounts to just under $16.2 billion. 

LAFCO might use SDCWA’s current annual payment for QSA water of around $285 million as a 
starting point for thinking about what a fair and reasonable departure fee could be. 

Q. What is the underlying logic of the position being adopted by FPUD and RMWD? 

A. The position being adopted by FPUD and RMWD – that, once they detach from SDCWA, they 
should not be liable for any ongoing financial obligation to SDCWA – would be reasonable if 
SDCWA were supplying water to its member agencies solely on a pay-as-you-go (“PayGo”) basis. 
If that were the case, a member agency which no longer received water from SDCWA should have 
no obligation for any further payment to SDCWA. But, SDCWA does not supply water to its 
member agencies solely on a PayGo basis – nor does MWD, nor does any other wholesale water 
supply agency that I know of. 

A departure fee is intended as a payment for obligations incurred by having received water in the 
past; it is not a payment for water to be received currently. 
 
Q. Why does SDCWA not supply water to its member agencies on a PayGo basis? 

A. SDCWA does not supply water to member agencies on a PayGo basis because that would be 
extremely burdensome to them financially. This is so for at least two reasons. 

1) Much of the infrastructure being financed – dams, aqueducts, treatment plants, etc.67 
– has a useful life of 40 years to over 100 years. Financing this infrastructure on a cash 
basis at the time of construction would be burdensome, and also unfair, for 
contemporary water users. Debt finance is generally far more reasonable. 

2) In the case of IID Transfer, IID would only agree to sell this water to SDCWA on a long-
term basis. It was unwilling to sell water to SDCWA (or MWD) on a year-by-year basis. 
That was the commitment a buyer had to make in order to receive IID water with its 
senior water right. 

Q. Why don’t water agencies rely more on property tax revenues to pay for long-term debt 
service and water purchase commitments? 

A. Public and municipal water agencies used to rely almost entirely on property tax revenue to 
finance their debt service and other long-term financial commitments. However, they stopped 

 
67 See for example the recent major investments by SDCWA listed on page 18 above. 
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doing this in the 1960s and 1970, and switched instead to relying on revenue from water sales 
raised particularly via volumetric water rates. 

Figures 11a and 11b illustrate the switch from property tax to water sales as the foundational 
revenue source for the case of MWD.  

The switch – at MWD and elsewhere – was motivated in part by concerns of fairness. In the case 
of MWD, for example, the City of Los Angeles had the highest property tax base of all member 
agencies, but it was using relatively little M-water from MWD because it had access to its own 
water from Mono Lake. Other growing member agencies had small property tax bases but were 
far more heavily reliant on water from MWD. Charging member agencies based on their usage 
of water was seen as fairer (and more efficient economically) than charging based on their 
property values.  

FIGURE 11a | Changing Sources of MWD Revenue Over Time68 

 

       

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
68 Steven P. Erie, Beyond Chinatown. Stanford University Press, 2006, Figure 3.1, 
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FIGURE 11b |  MWD Revenue Sources69 

          

 

 

 

 

 

 

 

 

 

 

Q. What is a fair share of SDCWA’s contractual obligation to pay for QSA water to assign to 
FPUD and RMWD?  

A. This is something for LAFCO to decide. 

It could be based on FPUD and RMWD’s shares in either total deliveries to SDCWA member 
agencies or in deliveries for municipal and industrial use as opposed to deliveries made under 
SDCWA’s special PSAWR agricultural rate program.  

Table 22 provides an example of the calculation of these shares using the data for FY 2021.70 In 
FY 2021, FPUD and RMWD together accounted for 6.9% of total water deliveries to all member 
agencies, and 4.8% of deliveries for M&I (non-PSAWR) use.71 

 

 

 

 

 
69 Metropolitan Water District, Report of the Blue Ribbon Committee, April12, 2011, Figure 2.6. 
70 Other years could also be used – the share in an earlier year, or the average share over a span of several past years. 
71 In my October Draft report, I had used FPUD and RMWD’s shares in projected FY 2021 deliveries of SDCWA water. Now I am using their 
shares in the actual, realized FY 2021 deliveries, which turned out to be larger than had been projected.  
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TABLE 22 | FPUD/RMWD Share in SDCWA Water Deliveries 

 

 

 
 

FY 2012 ACTUAL FY 2013 ACTUAL FY 2014 ACTUAL FY 2015 ACTUAL FY 2016 ACTUAL 
Delivered (AF) Share Delivered (AF) Share Delivered (AF) Share Delivered (AF) Share Delivered (AF) Share

PSAWR DELIVERIES 
Fallbrook 3,953              10.3% 4,348              10.0% 4,811              10.0% 3,853              9.4% 3,039        9.6%
Rainbow 8,025              21.0% 9,769              22.4% 11,413           23.8% 9,688              23.6% 7,846        24.8%
    Subtotal 11,978           31.3% 14,117           32.4% 16,224           33.8% 13,541           33.0% 10,885           34.3%
All Member Agencies 38,267           43,610           47,941           41,055           31,696     

M&I DELIVERIES 
Fallbrook 8,163              2.0% 8,594              2.0% 8,535              1.9% 7,876              1.8% 6,430              1.8%
Rainbow 12,441           3.1% 12,745           2.9% 11,567           2.5% 10,486           2.4% 9,204              2.6%
    Subtototal 20,603           5.1% 21,339           4.9% 20,102           4.4% 18,362           4.1% 15,633           4.3%
All Member Agencies 401,285         436,439         458,044         444,107         360,307         

ALL DELIVERIES 
Fallbrook 12,116           2.8% 12,942           2.7% 13,346           2.6% 11,729           2.4% 9,468        2.4%
Rainbow 20,466           4.7% 22,514           4.7% 22,980           4.5% 20,173           4.2% 17,050     4.3%
    Subtotal 32,582           7.4% 35,456           7.4% 36,325           7.2% 31,902           6.6% 26,518           6.8%
All Member Agencies 439,552         480,048         505,985         485,162         392,003   
Source: SDCWA Annual Reports 

FY 2017 ACTUAL FY 2018 ACTUAL FY 2019 ACTUAL FY 2020 ACTUAL FY 2021 ACTUAL 
Delivered (AF) Share Delivered (AF) Share Delivered (AF) Share Delivered (AF) Share Delivered (AF) Share

PSAWR DELIVERIES 
Fallbrook 2,602              8.3% 2,971              8.3% 1,843              7.3% 1,830              7.8% 1,998           6.9%
Rainbow 7,937              25.4% 8,807              24.7% 6,002              23.9% 5,654              24.2% 7,256           25.2%
    Subtotal 10,538           33.7% 11,778           33.0% 7,845              31.2% 7,484              32.0% 9,255           32.1%
All Member Agencies 31,254           35,696           25,118           23,370           28,831         

M&I DELIVERIES 
Fallbrook 6,499              1.7% 7,035              2.0% 5,922              1.7% 6,063              1.9% 6,823           2.0%
Rainbow 9,046              2.4% 10,433           2.9% 8,830              2.6% 8,732              2.7% 9,826           2.8%
    Subtototal 15,545           4.2% 17,469           4.9% 14,752           4.3% 14,795           4.6% 16,649         4.8%
All Member Agencies 374,147         357,175         339,965         323,061         347,634       

ALL DELIVERIES 
Fallbrook 9,101              2.2% 10,007           2.5% 7,766              2.1% 7,893              2.3% 8,822           2.3%
Rainbow 16,983           4.2% 19,240           4.9% 14,831           4.1% 14,386           4.2% 17,082         4.5%
    Subtotal 26,083           6.4% 29,247           7.4% 22,597           6.2% 22,279           6.4% 25,904         6.9%
All Member Agencies 405,400         392,871         365,083         346,431         376,465       
Source: SDCWA Annual Reports 

3-YEAR AVERAGE 5-YEAR AVERAGE 10-YEAR AVERAGE
Delivered (AF) Share Delivered (AF) Share Delivered (AF) Share

PSAWR DELIVERIES 
Fallbrook 1,891           7.3% 2,249           7.8% 3,125           9.0%
Rainbow 6,304           24.5% 7,131           24.7% 8,240           23.8%
    Subtotal 8,194           31.8% 9,380           32.5% 11,364         32.8%
All Member Agencies 25,773         28,854         34,684         

M&I DELIVERIES 
Fallbrook 6,270           1.9% 6,469           1.9% 7,194           1.9%
Rainbow 9,129           2.7% 9,373           2.7% 10,331         2.7%
    Subtototal 15,399         4.6% 15,842         4.5% 17,525         4.6%
All Member Agencies 336,887       348,396       384,216       

ALL DELIVERIES 
Fallbrook 8,160           2.3% 8,717           2.3% 10,319         2.5%
Rainbow 15,433         4.3% 16,504         4.4% 18,570         4.4%
    Subtotal 23,593         6.5% 25,222         6.7% 28,889         6.9%
All Member Agencies 362,660       377,250       418,900       
Source: SDCWA Annual Reports 
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Q. What annual payment would be assigned to FPUD and RMWD, based on SDCWA’s QSA-
related financial obligations? 

A. This is a decision for LAFCO.  

The amount of the departure fee depends on (i) what one takes as SDCWA’s annual expenditure 
commitment for QSA water, and (ii) what one takes as FPUD’s share and RMWD’s share of that 
annual cost. 

Table 23 illustrates what an annual departure fee might be if it is framed as FPUD/RMWD’s share 
of SDCWA’s annual QSA payment commitment in CY 2021 ($284,524,900), using their three-year 
average share of either all deliveries or deliveries for M&I (non-PSAWR) use.  

TABLE 23 | Calculation of a Departure Fee 

 

 

 

 

 

 

 

These calculations could be modified in any manner that LAFCO sees fit.  

In particular, the FPUD/RMWD share could be calculated for a different set of years. 
 
There is also the question of for how many years an annual departure fee would be paid – that is 
also something to be decided by LAFCO. I offer some thoughts below. 
 
Q. Why should FPUD and/or RMWD be required to make an annual payment to SDCWA if they 
do not receive any water from SDCWA that year? How is that fair? 

A. The logic of a departure fee is that it is not a payment being made in exchange for the delivery 
of water. Instead, it is a payment being made in exchange for being permitted to detach from 
financial commitments previously made on behalf of FPUD and RMWD along with the other 
SDCWA member agencies. It is a payment for obligations incurred by having received water in 
the past, for the purpose of providing some limited financial relief to SDCWA while it adapts to 
the change in its financial circumstances. 
 

Share Annual payment
USING THE SHARE OF M&I DELIVERIES
   FPUD 1.9% $5,295,156
   RMWD 2.7% $7,710,209
         Total 4.6% $13,005,365

USING THE SHARE OF ALL DELIVERIES
   FPUD 2.3% $6,402,041
   RMWD 4.3% $12,107,975
         Total 6.5% $18,510,016
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Q. If FPUD and RMWD detach from SDCWA, would it possible for SDCWA to sell the water that 
it otherwise would have delivered to FPUD and RMWD to some other water agency that is not 
a member agency, thereby recouping lost revenue? 

A. In theory, one mechanism by which SDCWA might recoup lost revenue is to sell water that 
otherwise would have been delivered to FPUD and RMWD to a non-member water agency. 
Logical possibilities are to sell water to MWD itself or to individual member agencies served by 
MWD. The water distribution systems serving MWD and SDCWA are sufficiently interlinked that 
this ought to be possible in principle, although there could be some operational complications 
and constraints.  

From a purely economic perspective, Southern California as a region would be better served if 
there could be a more open and collaborative relationship between MWD and SDCWA, its largest 
single customer.72  

However, depending on the price SDCWA was able to negotiate for the sale of any unneeded 
water, the revenue earned might not fully offset the net revenue lost by the detachment of FPUD 
and RMWD. 
 

Q. Wouldn’t the justification for a departure fee be eliminated if SDCWA could work out an 
arrangement to resell part of the QSA water? 

A. No, the economic justification for a departure fee would not be eliminated, for at least two 
reasons. 

First, it is unlikely that SDCWA could arrange and implement a long-run financial adjustment 
within a year from when detachment occurs. A&N Technical Services states that almost all 
California water transfers are negotiated in less than 12 months.73 Negotiation is not the same 
as implementation, especially where regulatory approval is required. Short-run transfers (leases) 
in California are often negotiated and consummated within twelve months, but that is because 
they are exempted from the conventional legal requirements for the transfer of an appropriative 
water right in California (proof of no injury and proof of the historical right) on condition that the 
water is being transferred for a period of one year or less. With regard to the proposed new 
transfer cited by A&N between Glenn-Colusa Irrigation District and Marin Municipal Water 
District, the newspaper article that they reference actually states the following: “If an agreement 
is worked out, it would be for a one-time transfer occurring in 2022.”  

 
72 The agreement announced on December 14 whereby SDCWA will make available to MWD some of the groundwater which it has stored in 
the Semitropic Water Bank, while a temporary arrangement for 2022, may be a harbinger of a new and more productive relationship between 
the two agencies. 
73 Email dated 11-8-2021. On 11-5-2021, SDCWA submitted an email disputing this claim by A&N Technical Services. 
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It is thus likely that it will take SDCWA several years to work out and implement the adjustments 
needed as a permanent fix for the financial issues raised by detachment. 

Second, assuming that SDCWA can replace the net revenue lost by the detachment through the 
resale of some QSA water to another party, as I noted above, the QSA water no longer delivered 
to FPUD and RMWD does not belong to them individually. Any financial benefit from resale of 
that water belongs collectively to SDCWA member agencies. 

Q. In the event of a detachment, would the departure fee be paid annually for a period of 
several years or in one lump sum? 

A. This is something for LAFCO to decide. As noted above, the detachment will cause an ongoing 
loss of annual net revenue, not a one-time loss.  
 
Q. Over how long a period should FPUD and RMWD bear an obligation for a departure fee? 

A. This is something for LAFCO to decide. 

The purpose of the financial obligation is to provide an appropriate level of protection for SDCWA 
and the remaining member agencies in the short run while they adjust to the changed situation 
of a departure.  

I do not think it likely that the adjustment will be completed quickly. 

If the departure fee involves an annual payment, the period during which FPUD and RMWD bear 
that financial obligation to SDCWA should not exceed 10 years. In the water industry, a period of 
10 years would typically count as the short run for planning purposes.  The period should not be 
less than three years, given the time likely to be needed to for SDCWA to arrange a permanent 
remedy for the financial impact of detachment on its member agencies. 
 
Q. Could there be a different approach to determine the amount of their financial obligation 
to SDCWA in the event that FPUD and RMWD detach? 

A. Yes, there are other possible approaches besides the one I outlined above, based on assigning 
to FPUD and RMWD a share of SDCWA’s annual payment commitment for QSA water. 

For example, FPUD and RMWD could be obligated to make a pre-specified payment to SDCWA 
based on the contingency that SDCWA fails to earn a pre-specified level of revenue from water 
sales that year, or on the contingency that SDCWA fails to be able to sell a pre-specified quantity 
of water, or on some other contingency. 

In principle, this is something that could be negotiated between SDCWA, FPUD and RMWD. In 
the end, however, LAFCO has the final decision on whether to approve the terms of a 
detachment. 
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2.5    WATER SUPPLY RELIABILITY 
 
The IID Transfer and canal lining agreements and some of SDCWA’s major infrastructure 
investments listed above were motivated by SDCWA’s desire to increase the reliability of its 
water supply portfolio. 

That raises two questions: 

(A) Is SDCWA’s wholesale supply of water actually more reliable than the wholesale supply 
of EMWD, which will become FPUD and RMWD’s wholesale supplier if they depart from 
SDCWA? 

(B) If SDCWA’s wholesale supply is more reliable, does that justify the higher cost of water 
when staying with SDCWA as a wholesale supplier? 

In this report, I do not address question (B). That is a policy judgment for FPUD and RMWD Boards 
of Directors and perhaps LAFCO to make. This section contains my analysis of question (A). 
 
Q. What are the threats to the reliability of supply for FPUD and RMWD? 

A. There are conceptually two distinct kinds of threat: (1) A situation occurs where the wholesale 
supply agency – SDCWA, MWD or EMWD – does not itself have access to sufficient water to 
provide all the water that FPUD and/or RMWD wishes to obtain; the supply provided to them is 
curtailed or rationed. (2) A physical break or disruption occurs on a major pipeline supplying FPUD 
and/or RMWD and there is not sufficient connectivity remaining in the wholesale agency’s 
distribution system to deliver the amount of water that FPUD and/or RMWD wishes to receive. 
In one case, the wholesale agency lacks sufficient water; in the other, it (temporarily) lacks 
sufficient connectivity.74 

Q. With regard to the possibility of an insufficient water supply, how could that differ as 
between SDCWA vs EMWD? 

A. FPUD and MWD could face differences in the reliability of their water supply when served by 
EMWD versus SDCWA in two ways: (1) SDCWA and EMWD have supply portfolios with differing 
degrees of reliability, and (2) the member agency status currently proposed for FPUD and RMWD 
within EMWD will be different from the status they currently have within SDCWA, and that gives 
them a different degree of access to their wholesaler’s full supply portfolio. 
 
 
 
 
 

 
74 I do not analyze (2) here because that is beyond my expertise. 
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Q. How do EMWD and SDCWA differ in the reliability of their water supply? 

A. EMWD relies on M-water from MWD for about half of its supply; the rest is local supplies from 
local groundwater, recycled water and desalination of brackish local groundwater.75 However, 
under their proposed arrangement with EMWD, FPUD and RMWD would not have any access to 
EMWD’s local supplies; they would be 100% reliant on M-water from MWD. 

SDCWA relied on M-water from MWD for 24% of its supply in CY 2020 and about 12% in CY 2021 
(Table 9). This is projected to decline even further over the next decade. The rest of SDCWA’s 
supply portfolio is (i) QSA water from the Colorado River which comes under a higher priority 
water right than most of MWD’s Colorado River M-water and (ii) water from the Carlsbad Desal 
facility which is fully protected against streamflow uncertainty. 
 
Q. Has the distinctive reliability of SDCWA’s supply portfolio actually made any difference? 

A. Yes. It would have made a difference if SDCWA had QSA water in the 1991 drought, it did make 
a difference that SDCWA had QSA water in the 2007-2009 drought, and it made a difference that 
SDCWA had desal water in the 2015-2016 drought. 

Figure 12 is a presentation made to the SDCWA Board on 6-28-2012 showing what difference it 
would have made if SDCWA had access to QSA water in the 1991 drought: member agency 
deliveries would have been reduced by 14% instead of 31%. 

FIGURE 12 | What if SDCWA had QSA Transfers in 1991? 

 
75 The figure of 50% reliance on MWD comes from an interview with EMWD’s General Manager Mouawad in Municipal Water Leader dated 
December 1, 2021, accessed at https://municipalwaterleader.com/joe-mouawad-of-eastern-municipal-water-district-diversifying-supply-for-
efficiency-minded-customers/. EMWD’s 2020 Urban Water Management Plan gives the reliance on MWD as 60% in CY 2020. 
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Due to the drought in 2009, SDCWA faced a 13% cut from MWD in its FY 2010 delivery of M-
water. However, because of its access to QSA water, SDCWA was able to reduce deliveries to its 
member agencies by only 8%. 

Under the drought emergency regulation adopted in May 2015, FPUD and RMWD were required 
to reduce their monthly water use starting in June 2015 through February 2016 by 36% compared 
to the level in 2013. In February 2016, the emergency regulation was amended to allow for new 
local drought-resilient supplies developed after 2013. In March 2016, the supply from the 
Carlsbad Desalination Facility was certified as drought resilient. This lowered FPUD and RMWD’s 
mandated water use reduction from 36% to 28%. In May 2016, the conservation mandate was 
replaced with a localized “stress test” under which a wholesale water agency could document its 
ability to meet demands for 2017 - 2019 should dry conditions continue.  Based on the availability 
of SDCWA’s drought resilient supply, the conservation requirement for FPUD and RMWD was 
reduced from 28% to 0%. 

Q. How does MWD water have supply reliability issues? 

A. Both of MWD’s sources of M-water – SWP water and Colorado River water -- have some supply 
reliability issues.  
 
Q. What are the supply reliability issues with SWP water? 

A. There are supply reliability issues for SWP water with regard to (i) the amount of water 
available for it to take from its source, the Feather River in the Sacramento Valley, and (ii) the 
ability to convey that water through the Sacramento/San Joaquin Delta to SWP member agencies 
south of the Delta. 
 
Q. What are the supply reliability issues with regard to the amount of water SWP can obtain 
from the Sacramento Valley? 

A. There are two long-standing reliability issues and one newer issue now coming into focus. 

The long-standing issues are that (i) droughts are a fact of life in California, and (ii) the SWP has 
relatively little carryover storage compared, say, to the Colorado River – two consecutive years 
of drought in Northern California could create a difficult situation for SWP supply. 

The new factor now coming more clearly into focus is climate change. For almost twenty years 
now, scientists have been warning that climate change will make California’s droughts worse – 
both more frequent and more severe.76 The new feature is a recognition that not only will 
droughts become more frequent and more severe in California, but they will also become harder 
to predict on a seasonal basis. The higher temperatures currently being experienced in California 

 
76 This was a major finding from the State of California’s Climate Scenarios Project. I served on the steering committee for this project from 
2003 to 2011. 
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are making seasonal forecasts of streamflow runoff less reliable, with past forecast methods 
turning out this year to be too optimistic.77 Snowmelt in the Sacramento River Basin was forecast 
in early May this year to be about 800,000 AF less than had been predicted in early April based 
on the past relationship between snowpack and runoff. This was equivalent to 10% less 
Sacramento River system runoff than had been predicted by California’s Department of Water 
Resources using its standard models and methods.78 
 
Q. Has the SWP supply to member agencies diminished in recent years? 

A. Yes. 

One indication is the changing estimates of the average Table A amount that the SWP can deliver 
from the Delta which have appeared biennially in the SWP Delivery Capability Reports since 2005. 
The estimated average Table A delivery from the Delta was 2.818 MAF/yr in the 2005 Report and 
2.414 MAF/yr in the most recent 2019 Report. This change is due to increased environmental 
regulation over the last three decades aimed at protecting native species of fish in the Delta.  

In addition, however, actual SWP deliveries have decreased since 2006 in a manner indicative of 
climate change. Through 2012, there were only two years in SWP history where it delivered low 
supplies relative to the Table A amounts – 1991, where it delivered 20% of Table A, and 2008 
where it delivered 35%. Since then, there have been six years of very low SWP supplies amounting 
to 35% of Table A entitlements in 2013, 5% in 2014, 20% in 2015, 35% in 2018, 20% in 2020 and 
5% this year. On December 1 of this year, before the onset of the rains, the SWP set its initial 
2022 allocation to M&I and agricultural contractors at 0%.  
 
Q. What is the Sacramento-San Joaquin River Delta and how does it affect the conveyance of 
SWP water? 

A. The Delta is a web of channels and reclaimed islands at the confluence of the Sacramento and 
San Joaquin Rivers. It originated through sea level rise after the last ice age bringing a steady 
accumulation of sediment into a large freshwater marsh which commingled with vast quantities 
of organic matter from the vegetation, forming an area of shallow channels and sloughs amid low 
islands of peat and tule. Starting around 1850 with the planting of orchards to provide fresh fruit 
for the gold mining camps, these Delta lands were drained to reclaim them for farming and 
protected by levees to form a network of islands separated by freshwater channels. By 1900, 
nearly half of the Delta’s land area had been reclaimed. By the 1920’s reclamation of almost all 
the farmable land in the Delta had been completed. 

 
77 As noted below, the same is turning out to be true for the forecasts of streamflow used for the Colorado River. 
78 Abatzoglou, J. et al. “California’s Missing Forecast Flows in Spring 2021 – Challenges for seasonal flow forecasting,” CaliforniaWaterBlog.com, 
Posted on July 18, 2021. 
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When the Central Valley Project (CVP) came into operation in the late 1940s, and then the SWP 
in the 1960s, the Delta became the hub of the system for transporting water from the 
Sacramento Valley to the San Joaquin Valley and Southern California. Water stored behind dams 
in the Sacramento Valley is released into the Sacramento River and flows naturally into the 
northern end of the Delta. It flows south on the eastern side of the Delta, kept separate by the 
various islands from brackish water on the far western side of the Delta, which would be harmful 
for water supply purposes. The water flows in the channels between the Delta islands (“Tracts”) 
but, instead of following the natural course of streamflow in a westerly direction to exit the San 
Francisco Estuary at the Golden Gate, it is sucked by powerful pumps at the southern end of the 
Delta into two major aqueducts that convey the water to CVP and SWP users in the San Joaquin 
Valley and Southern California.  
 
Q. What are the supply reliability issues with regard to the ability to convey SWP water through 
the Sacramento/ San Joaquin Delta to SWP member agencies south of the Delta? 

A.  The integrity of the levees has long been a concern. The levees were quite often poorly 
designed and constructed, they were generally poorly maintained, and they are subject to natural 
erosion. Moreover, the Delta islands are mainly peat soil which is highly erodible with wind 
action. The land inside the islands is now mostly below sea level. This land subsidence has 
triggered failures of some levee and flooding of some islands.  

It has also long been known that there are several major earthquake faults within the vicinity of 
the Delta that are capable of generating ground shaking which could likely lead to levee failure, 
although so far there have been no significant earthquakes in or closely adjacent to the Delta 
since the late 1800s.  

Between 1900 and 1982, there were over 160 levee failures, but significant improvements were 
then made to the levee system and there was no major levee failure for the next 22 years. On a 
sunny June day in 2004, with calm seas, the Upper Jones Tract levee failed spontaneously 
inundating the entire island with more than 150,000 AF. It took three weeks to repair the levee, 
using special equipment which had to be brought down from Seattle, and an additional five 
months to de-water the island, which lay 3 meters below sea level, for a total cost of about $90 
million. 

Around the same time, new data mapping became available showing that the Delta islands lie 
further below sea level than previously thought, up to 8 meters in some cases. The implication 
was that, if a levee was breached, the task of restoring the land would be more arduous than 
expected because of the great volume of water that would have to be extracted.79    

 
79 Jeffrey Mount and Robert Twiss, ”Subsidence ,Sea Level Rise and Seismicity in the Sacramento-San Joaquin Delta.” San Francisco Estuary & 
Watershed Science, vol. 3, issue 1 (March 2005). 
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Sea level rise due to climate change adds a new risk on top of seismicity. The sea level off San 
Francisco has risen about 10” since 1900 and is projected to rise by a meter or more by 2100. The 
threat from sea level rise becomes acute during a storm coming at high tide, because that 
increases the chance of waves overtopping levees and destroying them.  
 
Q. What is the current assessment of the supply reliability issues with regard to the ability to 
convey SWP water through the Delta? 

A. Between land subsidence within the Delta Islands, the fragility of the Delta levees, the threat 
of an earthquake and the anticipated rise in sea level due to climate change, there is a very high 
likelihood – in fact, a certainty – of significant levee failures in the Delta during this century. 
Indeed, there is a high likelihood that multiple levees might fail at the same time, whether due 
to an earthquake or a winter storm at high tide, rather than a single levee failing as in June 2004. 
If several Delta levees were breached simultaneously, the physical resources would probably not 
be available to repair them all and the islands would be irreversibly flooded.80 Depending on their 
location, the flooding of multiple islands would increase the risk of brackish water intruding and 
comingling with CVP and SWP water being conveyed through the Delta, thereby shutting down 
those projects’ deliveries.  
 
Q. If it is certain that the current conveyance of CVP and SWP project through the water will 
not endure, what is California’s policy response? 

A. California’s policy response, which emerged in the aftermath of the 2009 Delta Reform Act 
and became known as WaterFix, was to re-rout the conveyance of CVP and SWP project water 
underneath the Delta through two deep tunnels that would provide an alternative to conveyance 
using the Delta channels thereby eliminating dependence on the integrity of the Delta levees. 
More detailed engineering and financial analysis for the development of an EIR/EIS was initiated 
in 2015. In 2017, MWD approved its participation for a 26% share in the project (a 47% share in 
the SWP’s 55% stake in the project). The estimated cost of WaterFix was about $17 billion in 2017 
dollars, with MWD’s 26% share amounting to $4.3 billion. MWD’s Board subsequently authorized 
the acquisition of an unsubscribed share of the project, bringing its total share to 64.6% and its 
cost to about $10.8 billion. In 2019, however, incoming Governor Newsom announced that he 
did not support a two-tunnel Delta project but preferred a smaller one-tunnel project instead. 
Planning documents are being developed for a one-tunnel project, now named the Delta 
Conveyance Project. A preliminary cost estimate released in August 2020 was $15.9 billion (in 
2020 dollars) and MWD has not yet determined its participation in the new project. 
 
 

 
80 “Over the next 50 years there is a two-thirds chance of catastrophic levee failure in the Delta leading to multiple island flooding’s and the 
intrusion of sea water” PPIC 2007, p. v 
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Q. Will the Delta Conveyance Project fix the reliability issues for SWP? 

A. If the Delta Conveyance Project is completed, it will eliminate the present risk associated with 
the ability to convey SWP and CVP water to users south of the Delta. It will maintain the current 
ability to convey SWP water against the threat of future disruption. It is a means of preserving 
the status quo.  

It will not fix the unreliability associated with declining streamflow in the Sacramento River Basin 
due to the effects of climate change.   
 
Q. Will the Delta Conveyance Project raise the cost of SWP water? 

A. For sure.  

The Delta Conveyance Project does not generate any additional water supply. It prevents future 
reductions in SWP deliveries to member agencies south of the Delta that would be caused by 
failures of the levees in the Delta. In effect, SWP member agencies will have to pay more for the 
same water that they receive at present. 
 
Q. When will the Delta Conveyance Project be completed? 

A. That is not known at present. Once the Project is fully financed and authorized, which could 
perhaps take another three to five years, construction is expected to ramp up over a period of 
about ten years – so, perhaps, about 15 years from now. 
 
Q. How important is MWD’s Colorado River water as a source of supply for MWD compared to 
its SWP water? 

A. As noted earlier, MWD was formed to bring water from the Colorado River to Southern 
California. The Colorado River constituted MWD’s only source of supply until SWP deliveries 
started arriving in the 1970s. The Colorado River remained MWD’s dominant source of water 
until the QSA was implemented in 2003.81 Between 1982 and 2002, MWD took an average of 
over 1.1 MAF annually from the Colorado River alongside an average of 860,000 AF annually from 
the SWP. Over this period, the Colorado River made up 56.8% of MWD’s supply while the SWP 
made up 43.2%. The access to Colorado River water shielded MWD from the worst effects of 
drought on SWP supplies in 1977 and 1991.  

The situation changed once the QSA came into effect in 2003. MWD’s firm supply of Colorado 
River water was reduced to about 600,000 AF.82 In consequence, MWD has come to rely more 

 
81 In the fifty years prior to 2003, California overall had exceeded its 4.4 MAF annual apportionment of Colorado River water almost every year, 
drawing on Arizona’s and Nevada’s unused apportionments. About half of the time California took more than 5 MAF. 
82 See footnote 7 above. 
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on its SWP supply.  Between 2003 and 2020, the Colorado River made up about 37% of MWD’s 
supply, while the SWP made up about 63%. 
 
Q. Apart from the reduction in MWD’s water right once the QSA was implemented, are there 
any supply reliability issues affecting Colorado River water? 

A. Climate change, which has been impacting the availability of streamflow in the Sacramento 
River Basin, is also affecting streamflow in the Colorado River Basin.  

The drought in the Colorado River Basin has actually been more severe and more sustained than 
that in the Sacramento River Basin.  

Lake Mead was last at full capacity (an elevation of 1,221 feet) in 2000. Over the subsequent 22 
years, the watershed has experienced 17 dry years. According to Udall and Overpeck (2017): 
“Between 2000 and 2014, annual Colorado River flows averaged 19% below the 1906–1999 
average, the worst 15-year drought on record. Approximately one-third of the flow loss is due to 
high temperatures now common in the basin, a result of human caused climate change.”83 The 
drought continued, with dry winters in 2019-2020 and in 2020-2021. 

Until now, water users were shielded by the availability of extensive storage in the basin, 
including in Lake Mead and Lake Powell, the two largest reservoirs in the U.S. However. Those 
reservoirs have been depleted since 2000 and are now at the lowest levels ever reached since 
first being filled (Lake Mead around 1935, Lake Powell in 1980). Between January 1 and October 
1 of this year, the water level in Lake Mead dropped by 16 feet and it dropped by another 10 feet 
by the end of December, for a total of 26 feet this calendar year, to a level of 1,066 feet on 12-
28-2021. A decline of one foot in the level of Lake Mead corresponds to a reduction of about 
85,000 AF held in storage. Lake Mead is now at 35% of its capacity.  
 
Q. Is the historically low water level in Lake Meade currently an issue for California’s water 
supply from the Colorado River? 

A. It is not currently an issue for California. 

It is an issue for Arizona and Nevada under the Interim Guidelines for the Colorado River Lower 
Basin promulgated by the Secretary of the Interior in 2007 in response to then seven years of 
drought in the Colorado River Basin.  

The Secretary of the Interior functions as the master of the river for the Colorado River Lower 
Basin and must approve all diversions in the Lower Basin. The 2007 Guidelines set limits on 
diversions by the three Lower Basin states depending on the amount of water in storage at Lake 
Mead. Those limits are now taking effect. 

 
83 Xiao, Udall and Lettenmaier, “On the Causes of Declining Colorado River Streamflows” Water Resources Research, August 2018 subsequently 
modified this analysis to estimate that 50% of the flow reduction from 2000 to 2014 was due to higher temperatures. 
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The limits are tied to specific water elevations in Lake Mead. Under the Interim Guidelines, as 
supplemented by the 2019 Drought Contingency Plan for the Lower Basin, Tier Zero applies in a 
calendar year when the January 1 elevation is projected to fall below 1,090 feet. This has been in 
effect since January 2020. Under Tier Zero, Arizona forfeits 192,000 AF of its 2.8 MAF annual 
entitlement to Colorado River water, and Nevada forfeits 8,000 AF of its annual entitlement to 
300,000 AF. 

Tier One applies when the elevation at Lake Meade on January 1 is projected to fall below 1,075 
feet (which happened this May).84 Under Tier One, Arizona forfeits a total of 512,000 AF of its 
Colorado River entitlement, and Nevada forfeits 21,000 AF. In August, the Secretary of the 
Interior announced that the Tier One restrictions will take effect starting January 2022. Those 
apply to Arizona and Nevada but not California. 

On December 15, California, Arizona and Nevada signed a new agreement, called the 500+ Plan, 
to spend up to $100 million to add an annual 500,000 AF to storage in Lake Mead in each of 2022 
and 2023 to prevent the reservoir level from becoming perilously low.85 It is not yet clear where 
the extra 500,000 AF of water will come from. So far, it appears that it may come mainly from 
reduced agricultural use, with growers in the three states being paid to fallow land. 
 
Q. Could a historically low water level in Lake Meade become an issue for California’s water 
supply from the Colorado River? 

A. Yes. 

California starts to forfeit some of its annual entitlement to Colorado River if the projected 
January 1 elevation falls below 1,045 feet, which triggers what is known as Tier 2b.86 87 Under 
Tier 2b, California forfeits 200,000 AF of its 4.4 MAF entitlement to Colorado River water; Arizona 
forfeits 640,000 AF; and Nevada forfeits 27,000 AF. 

If the projected January 1 elevation of Lake Mead falls below 1,025 feet, this triggers Tier Three 
for that year.88 Under Tier Three, California forfeits 350,000 AF, Arizona forfeits 720,000 AF, and 
Nevada forfeits 30,000 AF. 

The Bureau of Reclamation issues five-year projections of future conditions in the Colorado River 
system in January every year and then updates them in April and September (but known as the 
August projection). The projections released this September, looking through January 2026, 
project zero chance that Lake Mead will be below 1,025 feet in January 2022, a 25% chance in 

 
84 To put this in perspective, as explained below Lake Mead is holding water to meet a delivery of 9 MAF to the Lower Basin states and to 
Mexico, plus there is 0.6 MAF of evaporation loss from Lake Mead. At an elevation of 1,075 feet, Lake Meade is storing about 9.6 MAF.  
85 The federal government will also contribute $100 million. This is expected to raise the reservoir level by about 16 feet. 
86 Tier 2a is triggered if the elevation falls below 1,050 feet. That tier impacts only Arizona (which forfeits 592,000 AF) and Nevada (which 
forfeits 25,000 AF). 
87 At an elevation of 1,045 feet, Lake Mead is storing about 7.3 MAF. 
88 At an elevation of 1,025 feet, Lake Mead is storing about 6 MAF. 
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January 2023 (thereby triggering Tier Three), a 44% chance in January 2024, a 59% chance in 
January 2025, and a 62% chance in January 2026. 

The Bureau also projected that, while there is zero chance that Lake Mead will fall below 1,000 
feet in January 2022 or 2023, there is a 12% chance that it will fall below 1,000 AF in January 
2024, a 19% chance in January 2025, and a 22% chance in January 2026. An elevation below 1,025 
feet, such as 1,000 feet, was not anticipated in the 2007 Interim Guidelines and would necessitate 
more drastic actions by the Lower Basin states.89  

Obviously, conditions may change between now and January 2023 or January 2025, but as of 
today there is a real probability that Tier Three may take effect within the next three to five years, 
thus triggering a reduction in the amount of water that California can obtain from the Colorado 
River. 
 
Q. If California did have to reduce the amount of water it takes from the Colorado River water, 
would that affect MWD and SDCWA equally? 

A. No.  

Reductions in the diversion of Colorado River water are governed by the seniority of the right to 
that water within California. Under the 1931 Seven-Party Agreement among California users of 
Colorado River water, there are four tranches of seniority. The first two seniority tranches take 
up the full current allocation of 4.4 MAF. The senior allocation is 3.85 MAF for Palo Verde 
Irrigation District, the Yuma Project, and Imperial Irrigation District. Junior to this is an allocation 
of 550,000 for MWD.90  

SDCWA obtains all of its Colorado River water in a transfer or exchange with IID, and this water 
is covered by IID’s seniority. 

Some of MWD’s Colorado River water comes from a transfer agreement with Palo Verde 
Irrigation District (about 50,000 AF) and is covered by that seniority. The remainder of MWD’s 
Colorado River water comes from its lower seniority right of 550,000 AF, and this is junior to the 
QSA water which SDCWA obtains from IID. 

Therefore, if California is required to forfeit some of its entitlement to Colorado River water, the 
reduction would be disproportionately larger for MWD than for SDCWA.  

Exactly how the reduction would be apportioned among the California users is something that 
could be modified in future negotiations, including negotiations among the Lower Basin States, 

 
89 The 2019 Drought Contingency plan itself expires at the end of 2026, by which time a new Drought Contingency Plan will have to be 
negotiated. 
90 Following this is an additional allocation of 662,000 AF to MWD, followed by an allocation of 300,000 to Imperial Irrigation District and Palo 
Verde Irrigation District. These would come into play in the event of a surplus supply of Colorado River water.  
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and also between them and the Upper Basin states, to formulate a post-2026 Drought 
Contingency Plan. Those negotiations are likely to be brutal.91 
 
Q. Will the water supply situation in the Colorado River get better in the long run? 

A. No. 

In addition to climate change, there is a second calamitous threat to the Colorado River Basin 
states’ entitlements to Colorado River water. Even without climate change, the fact is that the 
river was over-allocated when the Colorado River Compact was negotiated among the states in 
1922. The seven basin states divided up among themselves water that did not actually exist.  

The negotiators of the Compact believed that the natural flow of the Colorado River at Lees Ferry 
was 17.5 MAF. The Compact itself allocated 16.5 MAF – 7.5 MAF each to the Upper and Lower 
Basins, and 1.5 MAF held for an eventual arrangement with Mexico.92 This was mistaken in two 
ways. It overlooked evaporation and operational losses, and it overestimated streamflow. 

Because of evaporation and operational losses, there is a water deficit built into the Lake Mead 
Budget. With releases from Lake Powell upstream and side inflows, the annual inflow into Lake 
Mead would average 9.0 MAF. Lake Mead is intended to deliver 9.0 MAF to the Lower Basin and 
to Mexico. However, there is an evaporation loss of 0.6 MAF from Lake Mead itself, and there 
are evaporation and operational losses downstream of Lake Meade also amounting to about 0.6 
MAF. The result is a structural deficit of 1.2 MAF. 

At the time the Compact was negotiated, some government hydrologists had lower estimates of 
the average natural flow of the Colorado River over the prior period 1878-1920, including 14.2 
MAF and 15 MAF.93 These turned out to be closer to the mark. The average over the period 1906-
2017 is 14.8 MAF, but with a clear downward trend. The average flow between 2000 and 2018 
was only 12.8 MAF; extended through 2021, this average falls to 12.4 MAF.  

At its maximum extent (Tier 3), the 2019 Drought Contingency Plan brought about a reduction of 
1.1 MAF in total diversions by Lower Basin States, which more or less removed the structural 
deficit at Lake Mead with an average annual streamflow at Lees Ferry of 14.8 MAF. But, Tier Three 
is not adequate if the “new normal” average streamflow is 12.4 MAF. Closing that gap might 
require some cap on Upper Basin diversions along with a substantial increase – perhaps a 
doubling – in the reductions imposed on the Lower Basin states under a post-2026 Drought 
Contingency Plan.  
 

 
91 The executive director of the Colorado River Board of California, which coordinates California’s users of Colorado River water, was quoted last 
month as saying that the basin states must grapple with the “new normal” of reduced flows. “We’re dealing with a new reality, and it’s got to 
change the way we think about putting our long-term plans together” FarmProgress, September 17, 2021, accessed at 
https://www.farmprogress.com/print/444857. 
92 The treaty with Mexico was negotiated in 1944. 
93 The story of these estimates and their neglect by the parties negotiating the Compact is recounted by Kuhn and Fleck, Science Be Dammed: 
How Ignoring Inconvenient Science Drained the Colorado River. University of Arizona Press, 2019. 
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Q. If MWD is forced to withdraw less water from the Colorado River, and at the same time 
faces a very much reduced SWP allocation, would that necessarily reduce the amount of water 
it will deliver to its member agencies, including EMWD? 

A. Not necessarily – it depends on several factors including, in the first instance, (i) how much 
MWD’s diversion of Colorado River water and allocation of SWP water are cut back, (ii) how much 
MWD is able – and decides -- to cushion that blow by drawing on its dry-year reserve of stored 
surface water and groundwater that year, and (iii) How MWD goes about allocating the remaining 
shortfall among its member agencies. 
 
Q. How large is MWD’s dry-year storage reserve? 

A. In the 1991 drought, MWD had a very small dry-year reserve94 limited primarily to storage in 
within-district reservoirs. Following the end of the drought, MWD has actively built up a large 
portfolio of dry-year balances, using both groundwater storage and surface water storage, and 
located within Southern California, in the San Joaquin Valley, in Coachella Valley, and in Lake 
Mead. Coming in to 2021, MWD had about 3.2 MAF in dry-year storage, a record high level. Its 
total storage capacity now amounts to almost 6 MAF. 
 
Q. To what extent would MWD’s dry-year storage reserve cushion the blow of a reduced SWP 
and Colorado River supply? 

A. MWD’s annual delivery is about 1.6-1.75 MAF, so its beginning of year storage in 2021 
represented a roughly two-year reserve supply. As late as early November, it was expecting to 
end 2021 with about 2.5 MAF in reserve storage, having drawn down about 700,000 AF of its 
reserve during 2021.95 If the drought had continued into 2022 and beyond, MWD would have 
been able to rely on this storage reserve for a second and probably third year.  

However, there are two potential complications. One is the fact that there can be some logistical 
constraints on MWD’s ability to access and deploy its reserves at particular times. With storage 
in groundwater banks, there are constraints on put/take capacity and there may be constraints 
arising from the need to coordinate with other conjunctive use partners; there is a capacity 
constraint on the CRA; and there may be a constraint on the amount that MWD can withdraw 
from storage in Lake Mead when the lake level is dangerously low. The other concern is longer 
multi-year droughts than we have experienced so far. The period 2014-2016 was the longest 
multi-year period of critical water shortage experienced so far in modern California. But 
projected climate change scenarios conducted for California indicate the possibility of 
significantly longer droughts in the future. It is not clear that MWD yet has the practical capacity 
to sustain a more severe drought and a longer run drought, especially on the Colorado River. 

 
94 Dry-year storage balances are distinct from emergency storage balances which are reserved for emergency events such as supply 
interruptions from earthquakes or pipe ruptures etc. MWD currently aims to hold 0.75 MAF in emergency storage. 
95 MWD staff presentation to Board Water Planning and Stewardship Committee, item 6a, November 8, 2021.  
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Q. If MWD is short of water, how does it limit the supply available to its member agencies? 

A. In 1990 (as noted above) MWD had adopted a first-ever drought management plan which 
called on member agencies to voluntarily cut their water usage. As that drought grew more 
severe, this became a mandatory requirement ultimately cutting back municipal water deliveries 
by 30% and agricultural deliveries by 90%. That rationing program ended when the drought 
abated.  

In 2007, with the possibility of drought re-appearing, MWD initiated a process to develop what 
became its Water Supply Allocation Plan (WSAP), adopted in February 2008 and put into effect 
in April 2009, covering the period July 2009 – April 2011.  

In 2014, when another dry year was anticipated, the WSAP was updated and then implemented 
in April 2015, covering the period July 2015 – June 2016.  

The 2014 version remains MWD’s official policy for allocating supplies in the event of shortage.   

Key features of the WSAP are that (1) it does not impose mandatory cutbacks but, instead, uses 
an economic incentive to encourage member agencies to achieve their targeted reduction in 
water use, and (2) the targeted reduction is tailored to the circumstances of each member agency 
based on several factors including its dependence on MWD at the retail level and its existing level 
of per capita use.  

As in the 1990 program, there are tiers of reduction corresponding to the degree of regional 
water shortage. In Tier 3, which applied in 2015-2016, depending on their situation, member 
agencies received an allocation from MWD that at a minimum is 7.5% less than their baseline 
allocation and is no more than 30% below that baseline.96 In Tier 5, MWD member agencies 
receive an allocation that at a minimum is 12.5% below their baseline allocation and is no more 
than 37.5% below that baseline. 

However, if a member agency needs to exceed its WSAP allocation, it can do so on payment of a 
surcharge of $1,480/AF above the MWD Tier 1 water rate97 for excess water up to 15% over the 
WSAP allocation, or a surcharge of $2,960/AF for excess water beyond 15% over the WSAP 
allocation. 
 
 
 
 
 
 

 
96 Member agencies more heavily dependent on MWD received a smaller cutback. 
97 For comparison, the MWD Tier 1 rate for treated water is $1,104/AF in 2021. 
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Q. Isn’t supply reliability for an urban water agency in California becoming a non-issue because 
in any future drought the governor will mandate a cutback in per-capita use, following 
Governor Brown’s precedent in 2015-2016, and that will take care of a shortage arising from 
reduced supplies? 

A. No – that is likely too simplistic. 

What happens will depend on multiple factors: (i) how severe the drought is and how great a 
shortage in supply it generates; (ii) whether the governor intervenes and how large a reduction 
in per capita consumption he mandates; and (iii) to what extent water users actually comply with 
the governor’s mandate. Consumer compliance with a governor’s conservation mandate should 
not be taken for granted. During Governor Brown’s 2015-2016 conservation mandate there was 
less than perfect compliance. While RMWD met its conservation target during the period June 
2015 – February 2016, FPUD did not; nor did EMWD. Moreover, during the drought this summer, 
there was significantly less conservation than had been requested by Governor Newsom.98 

While SDCWA and MWD member agencies have experienced a remarkable reduction in per-
capita water use since around 2010, one cannot necessarily count on that trend to be repeated 
indefinitely. Looking into the future, demand hardening may become more noticeable.   

In short, I do not think it prudent to assume that, as a general proposition, having a more reliable 
water supply in the future – whether from a more senior right to Colorado River water or from 
desalination – will have no economic value and will no longer be worth paying for. 
 
Q. Suppose FPUD and RMWD join EMWD and, some time thereafter, MWD faces a shortage of 
water and imposes an allocation on its member agencies including EMWD. Will FPUD and 
RMWD experience the same degree of shortage as other member agencies served by EMWD? 

A. They may face a larger degree of shortage than some other EMWD wholesale customers. 

EMWD is a both a retailer and a wholesaler of water. While about half of EMWD’s water supply 
is local supplies, those are used almost exclusively for EMWD’s retail customers. EMWD’s 
wholesale customers receive only M-water from MWD. However, there is a difference with 
respect to how different wholesale customers receive M-water. By virtue of its location, one 
existing wholesale customer, Rancho California Water District (RCWD), takes water directly from 
turnouts on an MWD pipeline, as would FPUD and RMWD if they join EMWD. Other wholesale 
customers receive M-water pumped by EMWD through EMWD-owned and operated booster 
stations and transmission lines. These other wholesale customers are therefore connected to 

 
98 Kurtis Alexander ”Californians fail to meet Newsom’s water-savings target amid growing drought” San Francisco Chronicle, September 22, 
2021. 
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EMWD’s distribution system, while RCWD and also FPUD/RMWD if they join are isolated from 
EMWD’s distribution system.99  

While FPUD and RMWD would – like EMWD’s other wholesale customers – receive only M-water 
from EMWD, their isolation from the EMWD distribution system might leave them a bit more 
vulnerable in the event that MWD cuts its supply to EMWD: being connected to EMWD’s 
distribution system would make it possible to tap into EMWD’s local supply if EMWD were willing 
to allow that.100  

RMWD could be especially vulnerable in a shortage of MWD water since it has no local supplies, 
while most of EMWD’s other wholesale customers have substantial local supplies. RCMWD would 
join the City of Perris as the only wholesale customers entirely dependent on MWD water from 
EMWD.101 
 
Q. Doesn’t EMWD’s Technical Memorandum of February 12, 2020, demonstrate that EMWD 
has adequate supplies such that even with a Regional Shortage Level 5 (a 30% cut in MWD 
deliveries) no wholesale customer, including FPUD and RMWD, would run short of supply or 
be forced to pay MWD’s allocation penalty surcharge? 

A.  EMWD’s memorandum does reach that conclusion, but under some assumptions not all of 
which seem realistic. 

In addition to the Regional Shortage level, which determines the magnitude of the reduction in 
MWD deliveries, the outcome depends on the base period consumption used by MWD and the 
adjustments applied to that baseline to account for population growth as well as other 
adjustments that MWD might apply when calculating the required reduction in member agency 
use (e.g., 30% reduction under Shortage level 5). 

As explained in Appendix B, EMWD’s analysis assumed that the baseline allocation to which MWD 
applied a 30% delivery cut was 47% higher than EMWD actually needed. That is why EMWD 
projected it had more than enough water for its member agencies, including FPUD and RMWD, 
in the event of a 30% cut by MWD.  

Looking to the future, the notion that EMWD could absorb a 30% cut in MWD deliveries with no 
ill effect does not strike me as plausible. 
 

 
99 The EMWD water rate proposed for FPUD and RMWD shown in Table 11 matches the rate currently paid by RCWD – the MWD Full-Service 
Tier 1 rate plus a share of MWD’s RTS and Capacity charges plus an administrative fee of $11/AF. Other wholesale customers who make use of 
EMWD’s distribution system pay in effect the MWD Full-Service Tier 1 rate plus an EMWD charge of $246/AF. 
100 Despite being isolated from EMWD’s distribution system, FPUD and RMWD could in theory obtain virtual access to EMWD’s local supply 
through an in-lieu arrangement under which EMWD forebears from taking some MWD water, substituting more local supply, while FPUD and 
RMWD divert the additional quantum of water from MWD turnouts. However, that is not presently incorporated and priced into EMWD’s 
agreement with FPUD and RMWD.  
101 With the Santa Margarita Conjunctive Use Project online, about half of FPUD’s total use is now local supply. About 58% of RCWD’s total use 
is local supply; for the City of Hemet and Lake Hemet NWD, local supply is about two-thirds of the total use; for the City of San Jacinto, it is 98% 
of total use.  
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Q. Is urban growth in EMWD’s service area also a possible consideration here? 

A. Yes. 

In 2019, Riverside County was identified as the fifth fastest growing county in the country. Based 
on data from the 2020 UWMP, EMWD’s retail service population and its current wholesale 
service area population are each expected to grow by around 22% between 2020 and 2035. 
Demand for water is expected to grow more over this period -- by 46% in the retail service area 
and by 59% in the current wholesale service area. By 2035, EMWD will need to supply an 
additional 75,315 AF/yr (an increase of 49% overall). 

While EMWD plans to increase its recycled water supply by 31% and its groundwater supply by 
38%, it will also need an extra 24,920 AF/yr from MWD by 2035, an increase of 27% compared to 
now.  

If FPUD and RMWD join EMWD’s service area that adds an extra demand of about 17,600 AF/yr 
in 2030 and 2035, raising the need for extra MWD water to 42,543 AF/yr in 2035, an increase of 
46% compared to now.  
 
Q. In summary, how does the reliability of supply for FPUD and RMWD differ if they join EMWD 
compared to the reliability they have with SDCWA? 

A. Riverside County is the fastest growing county in California. EMWD relies on MWD for half of 
its supply, and it is that half which will have to meet the needs of EMWD’s growing wholesale 
population. SDCWA now relies on MWD for less than 20% of its supply, but it fully shares its non-
MWD supply with its member agencies. SDCWA’s non-MWD supply is QSA water from the 
Colorado River, which comes under a higher priority water right than most of MWD’s Colorado 
River M-water, and water from the Carlsbad Desal facility which is fully protected against 
streamflow uncertainty. 
 
Q. Is it likely that FPUD and/or RMWD will find themselves running out of water if they detach 
from SDCWA and join EMWD? 

A. No.  

While FPUD and RMWD are taking something of a gamble on supply reliability if they switch from 
SDCWA to EMWD, the gamble ultimately is not one of running out of water but, rather, paying a 
higher price than they had anticipated to get by during a drought.  

For surface water users in Southern California (unlike some groundwater users) the risk is not 
that the tap runs dry but, rather, that a temporary solution in a drought emergency turns out to 
be a rather expensive proposition. 
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2.6    WHAT IS THE PROBLEM? 

The issue confronting LAFCO – the desire on the part of FPUD and RMWD to detach from SDCWA 
because of the high cost of SDCWA water – is obviously a serious problem. It raises issues that 
go beyond FPUD and RMWD, and beyond SDCWA. It points to some fundamental difficulties that 
are endemic to the economics of water supply in San Diego County that may need to receive 
more sustained attention. 

Q. Is the problem that SDCWA is using water that is just too expensive?

A. No.

Of course, the problem is the high cost of SDCWA water. But the fact is that there is no cheap 
water available in Southern California. All water is expensive and will become even more so in 
the future. 

My analysis above indicates that SDCWA’s QSA water is no more expensive than M-water from 
MWD. 

Desal water from Carlsbad is significantly more expensive. But, desal has real economic value as 
an insurance against both drought and state-mandated conservation reductions in water use, 
and it proved its value during the drought in 2015-2016. 

Like all forms of insurance, desal water becomes economically more valuable if it can be shared 
across a larger number of persons at risk – that is to say, if it can be shared across a wider swathe 
of Southern California water users, including other member agencies of MWD. If there is a will to 
do this on both sides and if a price can be agreed, the economic value of the Carlsbad facility 
could be enhanced through more widespread sharing using in-lieu arrangements with other 
MWD members. 

As noted above, SDCWA’s use of Carlsbad water accounts today for barely over half the cost 
differential between SDCWA’s and MWD’s wholesale water rates. Two other factors are at work 
besides the cost of SDCWA’s water supply portfolio. 

One major driver of water supply cost is the cost of distribution infrastructure. That varies with 
several factors including timing and age: with continued inflation in construction costs, older 
infrastructure built long ago provides cheaper water than infrastructure built recently – until the 
older infrastructure needs a major investment for maintenance or replacement. Due to the 
happenstance of timing, SDCWA was significantly upgrading its storage and distribution 
infrastructure at a time when MWD was not making any unusually large infrastructure 
investments. This will be reversed in the future as MWD engages with the Delta Conveyance 
Project. 
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Another major driver of water costs is the fact that the overwhelming portion of water supply 
costs are what economists call fixed costs – costs that are not reduced much when the agency 
delivers less water. Then, almost the same cost has to be spread across fewer units of water 
supplied, which propels the unit cost upwards. 

Rather than the expense of the SDCWA’s water supply portfolio, these two factors are the main 
reason why the gap between SDCWA’s and MWD’s wholesale rates widened starting around 
2010. 
 
Q. Would recycling treated wastewater be a much cheaper source of potable water supply? 

A. I do not think so. 

Recycling treated wastewater for direct or indirect potable use is not necessarily a cheap source 
of supply. The cost depends on many factors, including location, treatment method, and the way 
in which the treated effluent is introduced into the potable distribution system. In some cases, 
recycled water is cheaper than desalinated water. In other cases, it may not be cheaper. In 2017, 
an MWD white paper assessed the cost of recycled water as a source of potable supply and found 
that it ranges from $1,222/AF to $3,224/AF in 2017 dollars.102 

Even if it is not cost-effective as a source of water supply, recycled water has other important 
benefits that can justify its use, including environmental benefits and also economic benefits as 
a solution to overcapacity in wastewater collection, treatment and disposal systems. 
 
Q. If it is not SDCWA’s supply sources, what is the real problem with SDCWA water? 

A. There are two underlying problems: a problematic fiscal model and a problematic governance 
model. 
 
Q. What is problematic about SDCWA’s fiscal model? 

A. There is a structural Imbalance in SDCWA’s finances. The imbalance arises from a mismatch 
between the share of revenues that are variable versus fixed and the share of expenditures that 
are variable versus fixed.103 This imbalance is not unique to SDCWA. It is experienced by MWD 
and by many other water agencies. 

If a water agency’s variable/fixed split between revenues does match the variable/fixed split 
between its costs, any variation in the quantity of water that it sells should have little impact on 
its net revenue. Otherwise, sales variation can have a significant impact.  

 
102 MWD California WaterFix Finance and Cost Allocation, August 2017. 
103 I use “variable” and “fixed” in their economic sense. If an expenditure is fixed in this sense, this does not mean that it cannot be reduced; it 
means that it cannot be reduced just by selling less water. Some of the comments on my October Draft Report seem to have misunderstood 
that distinction. 
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For most water agencies in practice, the share of their costs that is fixed is far larger than the 
share of their revenues that is fixed. This is good news if there is a rising trend in water sales. 
Selling more water raises revenues more than it raises costs (because their revenue has a larger 
variable cost component than their expenditure). But, for many water agencies in Southern 
California, the sales trend is downwards, not upwards.104 With a downward sales trend, revenue 
falls by more than costs, causing net revenue to drop. 

Tables 11 and 12 above showed the split between variable and fixed components of expenditure 
for SDCWA and MWD. Table 23 below presents MWD’s split between variable and fixed 
components of revenue, which can be compared with SDCWA’s split shown in Table 17. Table 24 
uses these data to compare the variable/fixed split between expenditures and revenues overall 
for SDCWA and MWD. 
 
TABLE 24  |  MWD Revenue Breakdown 

 

 

 
104 With EMWD and Riverside County being notable exceptions. 
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TABLE 25 | Shares of Fixed vs Variable Revenue & Cost, SDCWA and MWD 

SDCWA and MWD are in a very similar position with respect to expenditures: the fixed costs of 
water supply account for about 85% of the cost of operations in the case of SDCWA and 84% for 
MWD.  On the revenue side, fixed revenue sources account for only 28% of SDCWA’s revenue 
but for significantly less – 12% -- in the case of MWD.   

The difference in variable/fixed revenue split between SDCWA and MWD is testimony to 
SDCWA’s foresight in introducing the Infrastructure Access Charge in 1998 and the Supply 
Reliability Charge in 2015. However, even though SDCWA’s mismatch between the variable/fixed 
split of revenue and expenditure is less severe than MWD’s mismatch, it still constitutes a serious 
financial problem for SDCWA in an era of declining deliveries to member agencies. 

Consider the following hypothetical example. In FY 2020, SDCWA earned water operating 
revenue of $585.1 M (Table 17) and it delivered 354,007 AF of water. That corresponds to an ex 
post all-in revenue rate of about $1,653/AF.105 Suppose SDCWA delivered 1,000 AF less to some 
member agencies. About 72% of the all-in rate is variable revenue which will be lost when sales 
decline by 1,000 AF, leading to a revenue loss of about $1.2M (= 0.72*1653*1000). On the 
expenditure side, about 15% of the $1,653/AF is variable cost, so SDCWA’s saving in expenditures 
when it delivers 1,000 AF less to member agencies amounts to only about $0.25M (= 
0.15*1653*1000). Using these figures, when SDCWA deliveries decline by 1,000 AF its net 
revenue falls by $0.94 M – unless the rate structure is altered to offset this. 

 
105 This is an ex post all-in rate which will differ from the all-in rate stated when the next year’s rates are announced, since that is based on a 
projection of sales. Also, $1,653 is the all-in rate averaged over all member agencies. Because the balance of fixed and variable charges varies 
among member agencies, one member agency’s all-in rate will be different from another’s – as exemplified by the difference between FPUD 
and RMWD in row n of Table 16. 
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This back-of-the envelope calculation is intended as an illustration of the phenomenon that is in 
play not only with detachment by member agencies but also with demand roll-off when member 
agencies substitute increased use of local recycled water for SDCWA delivery. Such roll-offs are 
projected to occur between now and 2030 in an amount exceeding 60,000 AF. 

Detachment is certainly different than demand roll-off because, with a roll-off, the agencies are 
still members of SDCWA and can in theory be assessed charges that would offset the net revenue 
loss; with detachment the members cannot be assessed charges except in the case of a departure 
fee. However, the difference between detachment and roll-off may turn out not to be that large 
in practice: both phenomena are financially detrimental to SDCWA. 
 
Q. What is problematic about SDCWA’s governance model? 

A. Just as SDCWA’s fiscal model is essentially the same as that of many other water agencies 
including MWD so, too, its governance model is not particularly different from that of other water 
agencies, including MWD. Under this common model, member agencies are represented on the 
Board of Directors, and the Board decides infrastructure investments through some form of 
majority voting. But investment decisions are made without any upfront commitment by 
member agencies to take and pay for the water that will be generated. This strategy commits 
current resources without guaranteeing the future revenues to pay for new investments. Almost 
thirty years ago, this was flagged as a problem for MWD by a 1993 Blue Ribbon Task Force.106 The 
Task Force stated that it was  

“troubled to learn, for example, that some of the member agencies most strongly 
supporting big-ticket projects like the [Eastside] reservoir also had the most aggressive 
plans to reduce their future MWD water purchases and develop independent supplies. In 
effect, such agencies appear to want MWD to develop costly backup capacity-or 
insurance-for their local supply strategies, while seeking to shift the costs for these 
benefits on to Metropolitan and other agencies and consumers.”107  

A consequence was that:  

“Current users-which control the Board-will have incentives to define new and future 
capacity investments in ways that may shift the costs of system improvements that 
actually benefit both current and future consumers exclusively onto future users.”108  

This is ultimately a problem of governance. The Task Force asserted that “regional governance 
concerns are at the heart of MWD's planning, pricing, and strategic implementation activities” 
and it concluded that: 

 
106 I served as a consultant to the Task Force’s Subcommittee on IRP and Rate Structure. 
107 Metropolitan Water District Blue Ribbon Task Force, Final Report, January 1994, p.23. 
108 Op cit., p 17. 
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“Governance skills also will determine if MWD can actually pay for its future projects. 
With bond and property tax revenues limited, and in an era of high business and 
consumer rate sensitivity, MWD can no longer afford to build major facilities and hope 
that member agencies will buy enough water to pay for them over several years.”109 

In the same vein, MWD’s 2010-2011 Blue Ribbon Committee remarked: 

“The challenge going forward for MWD, and its members is to develop a business model, 
and associated governance approach, that manages risks associated with investments in 
both imported and local resources and infrastructure.”110 

It is certainly understandable that member agencies of an organization like SDCWA or MWD like 
the flexibility to change their supply portfolio in the future without being tied down by purchase 
commitments. But this can also be financially detrimental to the wholesaler organization and to 
other member agencies. Water supply infrastructure is massively capital intensive and very long-
lived. It cannot be funded on a PayGo basis; it needs a long-term financial commitment. The 
problem was less severe in the past when property tax revenues provided the main repayment 
source for water infrastructure investments. That source of revenue stability is now lacking. 

MWD’s 2010-2011 Blue Ribbon Committee identified two elements of a solution: (i) MWD should 
aim for water supply security through diversity in the supply portfolio, and (ii) MWD should play 
an increased role in facilitating and managing transfers and trades in water among member 
agencies.  MWD and SDCWA have both made great progress with respect to (i), but almost none 
with respect to (ii). 
 
Q. Are water transfers a solution? 

A. It depends. There are two different conceptualizations of urban water marketing in Southern 
California, a top-down conception and a bottom-up conception. 
 
Q. What is the difference between the top-down and the bottom-up conceptions of water 
marketing? 

A. In the top-down conception, SDCWA and MWD are the principal actors in the water transfer 
activity in Southern California, initiating and implementing transfers through the water 
distribution networks that they control.  

The drawback with this approach is the fact that the necessity for water transfers arises 
increasingly from the local needs of member agencies reflecting a diversity of local factors – their 
changing customer mixes, their different potentials for water conservation, and their different 
opportunities for demand management and for increasing local supply through new recycling 

 
109 Ibid. 
110 Metropolitan Water District, Report of the Blue Ribbon Committee, April 12, 2011, pp 50-51. 
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and/or groundwater development. This diversity creates differences in the need for, and 
economic value of, water supply reliability. Differences in the individual circumstances of SDCWA 
and MWD member agencies create the potential for a significant regional economic benefit from 
water transfers. In economics, gains from trade are generated, and markets thrive, where there 
is sufficient heterogeneity among the potential market actors. That level of heterogeneity now 
exists in Southern California – not so much as the aggregate regional level (SDCWA versus MWD) 
but at the level of individual water agencies – for example, RMWD versus the City of San Diego.  

To take advantage of the variety in individual member needs and to overcome the financial 
challenges confronting Southern California’s water at a time of climate change, it will be 
important that local member agencies step up, take more responsibility for the water they obtain 
through regional wholesalers, commit financially on a long- rather than short-term basis, and 
become leading actors in shaping their individual supply portfolios through water transfers and 
exchanges as needed. In that scenario, SDCWA and MWD will to some degree become facilitators 
and providers of assistance rather than the principals. For this to work, it will also be essential to 
have a strong degree of cooperation and collaboration between SDCWA and MWD as Southern 
California’s two premier water supply agencies. 
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APPENDIX A 

REVIEW OF LONDON MOEDER ADVISORS “RAINBOW MWD & FALLBROOK PUD 
COST-BENEFIT ANALYSIS OF SDCWA MEMBERSHIP” 

 

The LMA Report contains three sections, each of which I consider in turn. 

1. Fixed Charge Analysis 

LMA note that, over the period 2010 – 2019, SDCWA received approximately $1.233 billion in 
revenue from fixed charges from member agencies – the customer service charge, storage 
charge, supply reliability charge and infrastructure access charge. The charges paid by FPUD and 
RMWD over that period amounted to approximately $56 million, or 4.5% of the SDCWA total.  

LMA go on to observe that between 2010 and 2019 there were a total of 908,302-to-925,093-
meter equivalents served by the SDCWA system. FPUD and RMWD consistently comprised 
approximately 2.7% to 2.9% of all meter equivalents served by SDCWA. 

LMA note that had FPUD and RMWD’s share of all SDCWA member agency fixed charges been 
the same as their share of meter equivalents (2.8%), FPUD and RMWD would have paid a total of 
$34.5 million in fixed charges to SDCWA over the period 2010 – 2019, instead of $56 million. LMA 
imply that FPUD and RMWD paid more than their fair share of SDCWA fixed charges. 

I disagree. 

While SDCWA allocates the total fixed charge revenue to be raised through the infrastructure 
access charge among member agencies in proportion to their share of the meter equivalents 
served by the Authority, it allocates the total revenue to be raised through each of the other 
three fixed charges in proportion to member agencies’ share of the three- or five-year rolling 
average of all water purchases or M&I water purchases.  

That FPUD’s and RMWD’s combined share of all fixed charges is 4.5% while their combined share 
of meter equivalents is 2.8% reflects the fact, on average, FPUD and RMWD customers use more 
water per meter equivalent than do customers of the other SDCWA member agencies.  

By way of example, in FY 2019, FPUD and RMWD together accounted for 5.9% of the water 
supplied by SDCWA to member agencies, while at the same time accounting for 2.9% of the meter 
equivalents. Specifically, In FY 2019 FPUD and RMWD received 22,253 AF from SDCWA for use by 
their 26,542-meter equivalents (ME), amounting to a usage of 0.8384 AF per ME. In FY 2019, the 
other member agencies combined received 356,277 AF for use by 898,551 ME, amounting to an 
average usage of 0.3965 AF per ME. The average usage of SDCWA water per meter equivalent 
within the FPUD and RMWD service areas in FY 2019 was more than twice that of the other 
member agencies (0.8384 AF/ME versus 0.3965 AF/ME).  

Item 6a: Page 312



107 
 

Based on my own experience of analyzing the costs of municipal water supply systems in 
California, I see no reason for apportioning the fixed costs of water supply among wholesale 
customers of a supply agency like SDCWA based on the member agencies’ shares of the total 
number of meter equivalents serviced by the wholesale agency. 

From an economic perspective, it is more appropriate to allocate fixed costs among member 
agencies based on (i) their share of annual water deliveries, or on something like (ii) their share 
of peak hourly or daily deliveries. Those variables are more likely to drive the fixed costs 
experienced by SDCWA than the number of meter equivalents serviced by the individual member 
agencies. 
 
2A. Benefits Received by FPUD and RMWD 

The LMA report equates the degree to which FPUD and RMWD benefit from their membership 
in SDCWA to the share of their water supply not “received from” MWD.  

For example, the report states that, prior to 2020, 85% of FPUD’s water supplies “were received 
directly from MWD facilities,” the remaining 15% being received from SDCWA facilities. From 
this, the report infers that FPUD benefits from SDCWA membership only for 15% of its water 
supply. 

LMA makes a parallel argument with respect to RMWD. 

This argument is not correct. 

Even if FPUD and RMWD were to receive all of their water supply as treated water from MWD’s 
Skinner Water Treatment Plant delivered to them via flow control facilities owned by MWD, all 
of that water is a benefit of their SDCWA membership. FPUD and RMWD would not be in a 
position to receive a single drop of water from the Skinner Plant if (1) SDCWA were not a member 
agency of MWD, and (2) had not contracted with MWD to receive that water. 

Some of the water from Skinner is QSA water that belongs to SDCWA, not MWD. The rest of the 
water from Skinner is MWD water (from the State Water Project or obtained under MWD’s rights 
to Colorado River water) which has been purchased by SDCWA from MWD as a member agency. 
Either way, all of the water received by FPUD and RMWD from Skinner belongs to SDCWA and 
comes to FPUD and RMWD as a benefit of their membership in SDCWA. FPUD and RMWD cannot 
assert a sort of riparian right to water flowing in MWD-owned facilities through their service 
areas. 

Therefore, LMA’s conclusion that, over the period 2010 – 2019, FPUD and RMWD benefited from 
their membership of SDCWA only in the amount of $6.5 million is not correct.  
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2B. Benefit – to – Cost Ratio 

The LMA Report’s benefit-cost analysis is not correct.  

The measurement of the benefits received by FPUD and RMWD is not correct for the reason I 
have stated above (in 2A). 

The measurement of the “fair share of fixed charges” attributed by LMA to FPUD and RMWD is 
not correct for the reason I have stated above (in 1).  

Consequently, the estimate in the Report that FPUD and RMWD have subsidized the remaining 
member agencies by $49.5 million over the period 2010 – 2019 lacks foundation and is incorrect. 
The same observation applies to the statements in the LMA report that (1) during the years of 
2010 through 2019, FPUD and RMWD achieved a benefit-to-cost ratio of 0.12 from the payment 
of fixed charges, and (2) the remaining MDCWA member agencies have benefited from this 
imbalance representing a benefit-to-cost ratio of 1.04. Both statements lack foundation and are 
incorrect. 
 
3. Reallocation of Fees 

The LMA Report assesses the financial impact of FPUD and RMWD de-annexation on the 
remaining member agencies. The report observes that, between 2010 and 2019, FPUD and 
RMWD paid SDCWA an average of approximately $5.6 million annually in fixed charges. The 
report goes on to state that $5.6 million per year “represents the hypothetical amount that 
SDCWA will have to re-allocate to the remaining member agencies in order to avoid an increase 
in variable water rates.” 

The statement just cited is not correct, for two reasons. 

First, under de-annexation, in addition to the loss of revenues from the fixed charges considered 
by LMA (the customer service charge, storage charge, supply reliability charge and infrastructure 
access charge), SDCWA would also lose some quantum of revenue from property taxes, capacity 
charges and the availability standby charge. These revenues are used to finance some of SDCWA’s 
fixed costs of operation that would still be incurred by SDCWA for the benefit of its member 
agencies after de-annexation. 

Secondly, SDCWA also uses a large portion (in fact, the majority) of the revenue from its variable 
water rates to cover fixed costs of operation. Under de-annexation, SDCWA’s water rate revenue 
would go down, but it would still incur the same fixed costs that are paid for through variable 
water rates.  
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With a reduced volume of water delivered due to the de-annexation of FPUD and RMWD but the 
same fixed costs, SDCWA would have to raise not only its fixed charges but also its variable water 
rates in order to offset the revenue loss. 

Consequently, LMA’s estimate of $5.6 million for the annual financial impact of de-annexation 
on the remaining SDCWA member agencies is a significant understatement.  
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APPENDIX B 

REVIEW OF EMWD TECHNICAL MEMORANDUM “ANALYSIS OF EASTERN MUNICIPAL WATER 
DISTRICT’S WATER SUPPLY AND SYSTEM RELIABILITY WITH THE POTENTIAL ANNEXATION OF 

FALLBROOK PUBLIC UTILITY DISTRICT AND RAINBOW MUNICIPAL WATER DISTRICT” 
FEBRUARY 12, 2020. 

 
This EMWD memorandum evaluates how annexation of FPUD and RMWD into EMWD’s 
wholesale service area would impact EMWD’s water supply portfolio under three planning 
scenarios and in three alternative Regional Shortage Levels (1, 3 and 5) as defined in MWD’s 
Water Supply Allocation Plan (WSAP). 

The memorandum finds that, under all of the conditions evaluated adequate supplies existed 
such that no single EMWD retail agency, including RMWD and FPUD, would be subject to the 
MWD allocation surcharge even at a Regional Shortage Level 5. 
 
Context 

In 1990, MWD had adopted a first-ever drought management plan which called on member 
agencies to voluntarily cut their water usage. As that drought grew more severe, this became a 
mandatory requirement ultimately cutting back municipal water deliveries by 30% and 
agricultural deliveries by 90%. That rationing program ended when the drought abated.  

In 2007, with the possibility of drought re-appearing, MWD initiated a process to develop what 
became its Water Supply Allocation Plan (WSAP), adopted in February 2008 and put into effect 
in April 2009, covering the period July 2009 – April 2011.  

In 2014, when another dry year was anticipated, the WSAP was updated and then implemented 
in April 2015, covering the period July 2015 – June 2016.  

The 2014 version remains MWD’s official policy for allocating supplies in the event of shortage.   

Key features of the WSAP are that (1) it does not impose mandatory cutbacks but, instead, uses 
an economic incentive to encourage member agencies to achieve their targeted reduction in 
water use, and (2) the targeted reduction is tailored to the circumstances of each member agency 
based on several factors including its dependence on MWD at the retail level and its existing level 
of per capita use.  

As in the 1990 program, there are tiers of reduction corresponding to the degree of regional 
water shortage. When MWD has a shortage, this is said to be an “allocation” situation. In a Tier 
1 Shortage, depending on their situation member agencies face a reduction in the amount of 
water allocated to them by MWD amounting to between 5% and 7.5% of the amount that would 
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have been allocated in the absence of shortage.111 In a Tier 3 Shortage, which applied in 2015-
2016, member agencies face a reduction in the amount of water allocated to them by MWD 
amounting to between 15% and 22.5% of the amount that would have been allocated in the 
absence of shortage. In a Tier 5 Shortage, member agencies face a reduction in the amount of 
water allocated to them by MWD amounting to between 25% and 37.5% of the amount that 
would have been allocated in the absence of shortage. 

However, if a member agency wishes to exceed its WSAP allocation, it can still do so on payment 
of a surcharge. The surcharge amount is $1,480/AF above the MWD Tier 1 water rate112 for excess 
water up to 15% over the WSAP allocation, or $2,960/AF for excess water beyond 15% over the 
WSAP allocation.  

Thus, rather than placing an absolute limit on the amount of water it will deliver to a member 
agency in a shortage situation, as in 1990, with the WSAP program MWD employs stiff financial 
incentives to constrain the demand for its water during an allocation year.  
 
EMWD’S Analysis 

EMWD analyzed three shortage scenarios. 

One scenario was the 2015 Drought. This scenario considered how EMWD’s customers, along 
with FPUD and RMWD, would have fared during the severe drought conditions resulting in 2014-
2016 under the emergency conservation order issued by Governor Brown.  

Another scenario was current day conditions, as of 2019 (the report was finalized in February 
2020). This scenario considered how EMWD’s customers, along with FPUD and RMWD, would 
have fared had MWD implemented an allocation during 2019. 

The final scenario was future conditions in 2035. This scenario considered how EMWD’s 
customers, along with FPUD and RMWD, would fare in the future, using projections for 2035 
taken from EMWD’s 2015 Urban Water Management Plan. 

For my purposes, the current day conditions (2019) scenario seems most relevant. I confine my 
remarks here to that scenario. For that scenario, EMWD used several assumptions, the most 
important being the following: 

1. The base period used to calculate MWD’s allocation was calendar year 2013 and 2014 – 
this is the base period previously used for an allocation by MWD and it represents the 
most recent period where demands were not influenced by drought response both at the 

 
111 Member agencies more heavily dependent on MWD receive a cutback at the lower end of the scale. In addition, there is a reward for having 
lowered per capita water use as between a baseline period and the current year, which takes the form of a small additional allocation based on 
the amount of the reduction in per capita water use. Member agencies also receive a credit (in the form of a larger allocation) for 
“extraordinary” local supply being put to use during an allocation period. 
112 For comparison, the MWD Tier 1 rate for treated water is $1,104/AF in 2021. 
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local and state level. That is consistent with MWD’s intent to define a base period that 
reflects non-drought conditions. 

2. The allocation year is 2019. 
3. The adjustment for population growth between the base period and the allocation period 

was based on population estimates generated by the California Department of Finance.  
Since the base period was 2013-2014, the growth rate was calculated as the growth from 
the 2013-2014 average population value to the 2019 population value. 

4. Allocation year local supplies were assumed to be equal to actual local supply usage in 
calendar year 2019. 

5. No adjustments permitted by the WSAP for conservation demand hardening or low per-
capita use were applied. 

6. No extraordinary local supplies were considered. 
7. While 2019 was actually a wet year rather than a dry year, the hydrology still resulted in 

reduced service area demands – accordingly, 2019 totals were assumed to reflect a dry 
year with some degree of customer conservation in place. 

EMWD’s technical analysis demonstrated that, under these conditions in 2019, EMWD and all 
the agencies it served (plus FPUD and RMWD if it served them) would be in compliance with 
MWD’s shortage allocation, regardless of whether the Shortage Level was Tier 1, Tier 3 or Tier 5. 
Neither EMWD nor its member agencies (including FPUD and RMWD) would be in a situation 
where they have to pay MWD’s allocation surcharge.  
  
Some Limits to EMWD’s Analysis 

EMWD’s technical analysis is thoughtful and painstaking. It is certainly to be commended. 

However, there is one important issue. 

In an email dated October 15, 2021, responding to some questions I had emailed the day before, 
Nick Kanetis forwarded to me comments made in response by EMWD’s Gordon Ng. Gordon Ng 
indicated that, while he couldn’t be absolutely sure, he guessed that the cutback in MWD supplies 
imposed on EMWD during an allocation would likely be around the middle of the range – i.e., an 
18% cutback in the case of a Tier 3 Shortage. Extrapolating, this implies a 6% cutback in the case 
of a Tier 1 Shortage, and a 30% cutback in the case of a Tier 5 Shortage. 

 Combining those percentage cutbacks with the resulting MWD allocations as projected by 
EMWD for the current day conditions scenario in Tables 5, 6 and 7 allows me to back out the 
implied allocation of water by MWD to EMWD in the absence of a shortage. This comes out to 
around 124,000 AF. 

As reported by MWD, the amount of water actually delivered by MWD to EMWD in 2019 was 
about 84,000 AF. That figure is also consistent with the data in the first two columns of Tables 5, 
6 and 7 in EMWD’s Technical Memorandum. Those columns show EMWD’s projected total 
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potable demand in 2019 and EMWD’s local potable supply in 2019. The difference between the 
two numbers is what EMWD would have obtained from MWD, and that amounts almost exactly 
to 84,000 AF. 

Thus, the current day conditions scenario in EMWD’s Technical Memorandum has MWD 
allocating 124,000 AF for EMWD under non-shortage conditions, and then reducing that by 6%, 
18% or 30% depending on whether there was a Tier 1 Shortage, a Tier 3 Shortage or a Tier 5 
Shortage. But, EMWD actually needed only 84,000 AF from MWD in 2019. This difference is why 
EMWD turns out to have more than enough water for its member agencies (including FPUD and 
RMWD) in the face of a Tier 1, Tier 3 or Tier 5 shortage: MWD was basing the cutback on a 
presumed demand from EMWD for MWD water of 124,00 AF, which is about 47% larger than the 
actual demand from EMWD. 

Some discrepancy between MWD’s projection of a member agency’s demand for MWD water in 
the absence of shortage and the agency’s actual demand in a shortage year is inevitable for two 
reasons:  

(1) Under the WSAP protocol, MWD is basing its projection of demand for MWD water on
updates of information from a previous base period, and the updating can introduce some
error.

(2) Because it is a shortage year, the demand for water in the member agency will be
depressed by drought restrictions on water use and conservation requirements whether
at the local or state levels.

In this case, however, drought restrictions alone are unlikely to explain a 47% gap between the 
actual member agency demand for MWD water in a shortage year and the non-shortage member 
agency demand from which MWD thought it was cutting back its delivery. 

Implications 

MWD and its member agencies are much better prepared for drought today than they were in 
1990. MWD has vastly more reserves in storage today than it did in 1990. MWD’s WSAP protocol 
is, in my view, a superior approach to handling scarcity than what MWD did before WSAP was 
introduced. However, it is also true that in past droughts MWD and Southern California were 
shielded from the effects more than Northern California because of their access to water from 
the Colorado River – in all of California’s droughts up to now, including 2012-2016, Colorado River 
water was Southern California’s bulwark.  

As of this year, that has changed. The vulnerability of the Colorado River to climate change is 
being dramatically re-assessed, as reflected in the Bureau of Reclamation’s new supply projection 
methodology introduced in the last month or two. 
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We know how painful a 30% cut in MWD deliveries was back in 1990. Therefore, the notion that 
EMWD could today absorb a 30% cut (Tier 5) in MWD deliveries with no ill-effect is quite striking. 
The technical analysis in EMWD’s memorandum is impressive. But, I do not consider it conclusive 
proof that EMWD could not be significantly affected in the future by reduced MWD deliveries on 
the scale of a Tier 5 Shortage, or even a Tier 3 Shortage.  
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STEP ONE STEP TWO STEP THREE STEP FOUR  STEP FIVE STEP SIX 
Baseline…  Isolating Detachment Impacts…  Detachment True Ups…  Annual Agency Impacts…  Annual Ratepayer Impacts…  Monthly Ratepayer Impacts… 

Water Sales + Equivalent Meter Units  FPUD and RMWD Revenue Share Adjusting for Detachments Redistribution of Loss Revenue  Redistribution of Loss Revenue Redistribution of Loss Revenue

5‐Year Averages
FY17 to FY22 

Assumes Property Tax Loss Making Up for FPUD and RMWD Leaving…  MACRO: Each Agency (annual)  MICRO: Indivual Ratepayers (annual)  MICRO: Indivual Ratepayers (annual) 

% of  # of Active Years 1 to 10 Years 11 + Adjusted… Years 1 to 10  Years 11 + Years 1 to 10 Years 11 + Years 1 to 10 Years 11 +

Total EMUs 12,580,968  10,988,168        % of Total  differnece 12,580,968         10,988,168      12,580,968   10,988,168   12,580,968   10,988,168  

Carlsbad MWD 4.80% 36,577        603,886.46  527,432.06         5.106% 0.306% Carlsbad MWD 642,432               561,098           Carlsbad MWD 17.56              15.34              Carlsbad MWD 1.46                1.28               

City of Del Mar 0.30% 2,506          37,742.90  32,964.50           0.319% 0.019% City of Del Mar 40,152                  35,069             City of Del Mar 16.02              13.99             City of Del Mar 1.34                1.17                

City of Escondido  2.90% 35,618        364,848.07  318,656.87         3.085% 0.185% City of Escondido  388,136               338,997           City of Escondido  10.90             9.52               City of Escondido  0.91                0.79              

Fallbrook PUD  2.10% 11,887        264,200.33  230,751.53         0.000% Fallbrook PUD ‐  ‐  Fallbrook PUD  ‐                  ‐                 Fallbrook PUD ‐                  ‐                

Helix WD 5.60% 65,537        704,534.21  615,337.41         5.957% 0.357% Helix WD 749,504              654,614           Helix WD 11.44               9.99               Helix WD 0.95               0.83              

Lakeside WD 0.80% 8,199          100,647.74  87,905.34           0.851% 0.051% Lakeside WD 107,072               93,516              Lakeside WD 13.06              11.41               Lakeside WD 1.09                0.95              

City of National City  0.50% * 62,904.84  54,940.84           0.532% 0.032% City of National City  66,920                58,448             City of National City  City of National City ‐                  ‐                

City of Oceanside  5.40% 58,289        679,372.27  593,361.07         5.745% 0.345% City of Oceanside  722,736               631,235            City of Oceanside  12.40              10.83             City of Oceanside  1.03                0.90              

Olivenhain MWD 4.20% 28,376        528,400.66  461,503.06         4.468% 0.268% Olivenhain MWD 562,128               490,961           Olivenhain MWD 19.81              17.30              Olivenhain MWD 1.65                1.44               

Otay WD 8.00% 60,715        1,006,477.44  879,053.44         8.511% 0.511% Otay WD 1,070,721             935,163           Otay WD 17.64              15.40             Otay WD 1.47                1.28               

Padre Dam MWD 2.80% 27,048        352,267.10  307,668.70         2.979% 0.179% Padre Dam MWD 374,752               327,307           Padre Dam MWD 13.86              12.10              Padre Dam MWD 1.15                 1.01               

Camp Pendelton 0.00% ‐   ‐  0.000% 0.000% Camp Pendelton ‐  ‐  Camp Pendelton Camp Pendelton ‐                  ‐                

City of Poway 2.20% 17,076        276,781.30  241,739.70        2.340% 0.140% City of Poway 294,448              257,170            City of Poway 17.24              15.06              City of Poway 1.44                1.26               

Rainbow MWD 3.90% 14,864        490,657.75  428,538.55         0.000% Rainbow MWD ‐  ‐  Rainbow MWD ‐                  ‐                 Rainbow MWD ‐                  ‐                

Ramona MWD 1.30% 10,328        163,552.58  142,846.18         1.383% 0.083% Ramona MWD 173,992               151,964            Ramona MWD 16.85              14.71              Ramona MWD 1.40                1.23               

Rincon MWD 1.50% 10,418        188,714.52  164,822.52         1.596% 0.096% Rincon MWD 200,760              175,343            Rincon MWD 19.27              16.83             Rincon MWD 1.61                 1.40               

City of San Diego  37.20% 395,266     4,680,120.10  4,087,598.50     39.574% 2.374% City of San Diego  4,978,851            4,348,509       City of San Diego  12.60              11.00              City of San Diego  1.05                0.92              

San Dieguito WD 1.00% 15,371        125,809.68  109,881.68         1.064% 0.064% San Dieguito WD 133,840               116,895            San Dieguito WD 8.71                7.60               San Dieguito WD 0.73                0.63              

Santa Fe ID 1.70% 10,560        213,876.46  186,798.86         1.809% 0.109% Santa Fe ID 227,528               198,722            Santa Fe ID 21.55              18.82             Santa Fe ID 1.80                1.57               

Sweetwater 1.40% 43,303        * 176,133.55  153,834.35         1.489% 0.089% South Bay ID 187,376               163,654           South Bay ID 4.33                3.78               South Bay ID 0.36               0.31               

Vallecitos WD 4.60% 27,461        578,724.53  505,455.73         4.894% 0.294% Vallecitos WD 615,664               537,719            Vallecitos WD 22.42              19.58             Vallecitos WD 1.87                1.63               

Valley Center MWD 4.20% 14,690        528,400.66  461,503.06        4.468% 0.268% Valley Center MWD 562,128                490,961           Valley Center MWD 38.27              33.42             Valley Center MWD 3.19                2.79              

Vista ID 2.60% 36,047        327,105.17  285,692.37         2.766% 0.166% Vista ID 347,984              303,928           Vista ID 9.65               8.43               Vista ID 0.80               0.70              

Yuima MWD 1.00% 596              125,809.68  109,881.68         1.064% 0.064% Yuima MWD 133,840               116,895            Yuima MWD 224.56           196.13            Yuima MWD 18.71 16.34

Total:  100.00% 930,732      12,580,968  10,988,168         100.000% 6.000% Totals 12,580,968         10,988,168     Annual Averages 26.41$            23.06$           Monthly Averages 2.20$              1.92$             

… per month average 1,048,414.00$   915,680.67$   … per month average  2.20$              1.92$             

Less FPUD and RMWD Others Comibined

Years 1 to 10  94.00% 6.00%

Years 11 + 94.00% 6.00%

* Sweetwater's EMU total of 33,284 is split with National City

ESTIMATED DETACHMENT IMPACTS TO MEMBER AGENCIES + RATEPAYERS
Agenda Report, June 5, 2023
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6a 
AGENDA REPORT 

Public Hearing 

June 5, 2023 

TO: Commissioners  

FROM:   Priscilla Mumpower, Analyst II – Project Manager 

SUBJECT: SUPPLEMENTAL REPORT ON THE COMBINED PUBLIC HEARING 
Proposed “Rainbow Municipal Water District and Fallbrook Public Utility 
District Reorganizations: Wholesale Water Services” | Concurrent 
Annexations to Eastern Municipal Water District and Detachments from San 
Diego County Water Authority with Related Actions (RO20-05 & RO20-04) 

SUMMARY 

The San Diego County Local Agency Formation Commission (LAFCO) will review supplemental 
items relating to the consideration of reorganization proposals filed by Fallbrook Public Utility 
District (PUD) and Rainbow Municipal Water District (MWD) that have been administratively 
combined for hearing purposes by the Executive Officer.  These supplemental items all involve 
topics that have emerged after the original distribution of the agenda report on April 26, 2023.   
Notable topics include staff responses to written comments received on the final report by 
May 22nd as well as summaries of the deliberations and any related actions of three advisory 
committees – Ad Hoc, Cities, and Special Districts – that have participated in the administrative 
review.  Another topic addresses Assembly Bill 530 and an additional recommendation by staff 
for the Commission to take an official “oppose” position.    

BACKGROUND 

None. 

Agenda Item No.6a | Attachment 11
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DISCUSSION 
 

This item is for San Diego LAFCO to consider supplemental items on the proposed 
reorganization proposals filed by Fallbrook PUD and Rainbow MWD to change wholesaler 
providers after the agenda report was issued on April 26th.    The supplemental items have 
been generated following the distribution of the agenda report on April 26th and organized 
through a series of topic-specific memorandums.  All of the memorandums are presented for 
information purposes.  One of the memorandums involving Assembly Bill 530 also includes a 
related action to formally take a “oppose” position for reasons detailed.  
 
In all, the following topics are addressed as part of the attached memorandums.  
 

1. Prospectus on Final Report  
2. Timeline of Important Dates and/or Milestones  
3. Advisory Committees’ Deliberations and/or Actions on Draft Report 
4. Response to Written Comments on Agenda Report Item No. 6a  
5. Written Comments Received after May 22nd on Agenda Report Item No. 6a  
6. Recommendation to Oppose Assembly Bill 530 as Amended  
7. Potential Changes to County Water Authority Rate Structure  
8. Draft Resolutions of Approval for Agenda Report Item No. 6a (Option Two)  

 
ANALYSIS  
 
None.  
 
RECOMMENDATION 
 
It is recommended San Diego LAFCO review the supplemental items and expand its 
consideration of actions presented in the agenda report from April 26th to include taking an 
oppose position on Assembly Bill 530.       
 
ALTERNATIVES FOR ACTION 
 
See agenda report from April 26th.  
 
PROCEDURES FOR CONSIDERATION 
 
See agenda report from April 26th.  
 
 
 
Attachments: as stated.  
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Chair Jim Desmond 
County of San Diego  

Joel Anderson 
County of San Diego  

Nora Vargas, Alt. 
County of San Diego  

Jo MacKenzie 
Vista Irrigation  

Barry Willis  
Alpine Fire Protection  

David A. Drake, Alt. 
Rincon del Diablo  

 

Kristi Becker 
City of Solana Beach 

Dane White 
City of Escondido 

John McCann, Alt. 
City of Chula Vista 

Andy Vanderlaan 
General Public  

Harry Mathis, Alt. 
General Public  

Vice Chair Stephen Whitburn 
City of San Diego  

Marni von Wilpert, Alt.  
City of San Diego  

MEMORANDUM 

DATE: May 26, 2023 

TO: Commissioners 

FROM: Priscilla Mumpower, Local Government Analyst II 
Michaela Peters, Local Government Analyst I 

SUBJECT: Prospectus on Final Report   
     Proposed “Rainbow Municipal Water District and Fallbrook Public Utility 

District Reorganizations: Wholesale Water Services” 

This memorandum is part of the supplemental report prepared for the above-referenced 
agenda item set for hearing on June 5, 2023.  This memorandum via the attached prospectus 
summarizes the proposed reorganizations and key policy issues addressed during the 
administrative reviews – including jurisdictional disputes and other material topics identified 
by the Executive Officer – along with outlining staff recommendations. A copy of the 
prospectus is attached.  

Attachment: as stated 
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Proposed 
Reorganizations

STAFF REPORT | May 2023

FALLBROOK PUD + 
RAINBOW MWD

This prospectus covers San Diego LAFCO’s administrative review of two related reorganization proposals filed by Fallbrook 
Public Utility District (PUD) and Rainbow Municipal Water District (MWD). The proposed reorganizations affect – directly or 
indirectly – a sizable portion of San Diego County residents and are scheduled to be presented to the Commission for formal 
deliberations as part of a joint-hearing on June 5, 2023. This prospectus summarizes the proposed reorganizations and key 
policy issues addressed during the administrative reviews – including jurisdictional disputes and other material topics identified 
by the Executive Officer – along with outlining staff recommendations.

Fallbrook PUD and Rainbow MWD via separate proposal filings in March 2020 are requesting LAFCO approval to transfer 
wholesale water service responsibilities within their combined 124 square mile jurisdictional boundaries from the San Diego 
County Water Authority to Eastern MWD in Riverside County. The requested transfer necessitates multiple jurisdictional 
changes and related approvals by LAFCO and headlined by concurrently (a) detaching the affected territory from the County 
Water Authority and (b) annexing into Eastern MWD. The stated purpose of the proposals is to achieve cost-savings for the 
applicants and by extension their retail ratepayers with additional focus on agricultural users. The savings ties to the applicants’ 
agreement with Eastern MWD for wholesale water supplies at a per acre-foot charge that is (one-third) lower than the charge 
from the County Water Authority. 

OVERVIEW

PROPOSAL FILINGS:
What Fallbrook PUD and Rainbow MWD are Requesting…

PROSPECTUS

sdlafco.org

Item 6a: Page 327

https://www.sdlafco.org/


sdlafco.org PAGE 2

Regional Setting: Fallbrook PUD and Rainbow MWD

San Diego County Water Authority + Member Agencies

The County Water Authority is on record opposing the proposals unless:

PROPOSAL FILINGS:
What the County Water Authority is Requesting in Response…

 ●  Rainbow and Fallbrook guarantee all obligations as 
promised to their own ratepayers are met. 

 ●  Detachments will not adversely affect other County 
Water Authority member agencies and San Diego 
County as a region – financially or environmentally. 

 ● Detachments will not increase reliance on the Bay Delta. 

 ●  Detachments will not diminish the County Water 
Authority’s voting power at MET.

Fallbrook PUD
Board President Charley Wolk 
General Manager Jack Bebee 
Formed in 1922
Estimated Population is 33,986
Avg Annual Water Demand is 9,161 AF
6% of Customers are Ag
38% of Water Demand is Ag

Rainbow MWD
Board President Hayden Hamilton 
General Manager Tom Kennedy
Formed in 1953
Estimated Population is 22,130
Avg Annual Water Demand is 16,976 AF
29% of Customers are Ag
67% of Water Demand is Ag
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ADMINISTRATIVE REVIEW 
Informing Preambles… 

Approval of Memorandum of 
Understanding with Riverside LAFCO 
In response to the proposal filings, San Diego and Riverside 
LAFCOs entered into a memorandum of understanding 
(MOU) to establish tasks and responsibilities in October 
2019. The MOU designates San Diego as lead in preparing 
all related analysis and this includes completing a municipal 
service review on Eastern MWD to inform a conforming 
sphere of influence action to accommodate any annexation 
approvals. The MOU specifies San Diego shall actively 
consult with Riverside in processing the reorganizations 
and related studies. All approvals are delegated to San 
Diego. 

RIVERSIDE

SAN DIEGO

Anza-Borego
Desert

State Park

Cleveland
National Forest

Joshua Tree
National Park

Palomar
Mountain

El Cajon

Alpine

Pine Valley

Mt Laguna

Julian

Ramona

Escondido

Pauma Valley Warner
Springs

Anza

La Quinta

Plaster City El Centro

Westmorland

Ocotillo

Salton City

Salton Sea

Indio

Palm Desert
Cathedral City

Palm Springs

Cabazon

BeaumontMoreno Valley

Perris San Jacinto

Hemet

Temecula

Murrieta

Corona

Desert Hot
Springs

Borrego
Springs

Carlsbad

Vista

Oceanside

10

10

5

5

8

8
8

15

215

15

15

15

74 

74 

79 

74

371

111

86

86

78
78

79

79

76

56

52

67

111

111

Lake Elsinor EASTERN MWD

FALLBROOK PUD

RAINBOW

Approval of Alternative Conducting 
Authority Proceedings 
As allowed under statute, at its May 2020 meeting 
San Diego LAFCO approved a request from the County 
Water Authority to apply alternative conducting authority 
proceedings should the Commission approve Fallbrook 
PUD and/or Rainbow MWD’s proposals. This means any 
proposal approval will bypass standard protest proceedings 
and directly proceed to a confirmation election of registered 
voters. An election would be limited to the boundaries of 
the Fallbrook PUD and Rainbow MWD and may – at the 
discretion of the Commission – be expanded to include the 
boundaries of Eastern MWD.
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Administrative Review

Municipal Service Review on the 
Fallbrook Region  
As a prerequisite to considering the proposed jurisdictional 
changes, San Diego LAFCO has prepared and completed 
a municipal service review on the Fallbrook region and the 
local agencies operating therein subject to the Commission’s 
oversight – including Fallbrook PUD and Rainbow MWD. The 
final report – approved March 2022 – outlines nine central 
conclusions relative to LAFCO’s growth management tasks 
and interests based on data collected and analyzed between 
2016 and 2020. This includes concluding Fallbrook PUD and 
Rainbow MWD have experienced clear and measurable financial 
stresses and reflected in substantive declines in their liquidity, 
capital, and margin levels over the preceding 60-month period.  

Addendum to Municipal Service Review 
on Eastern MWD 
As a separate prerequisite to considering the proposed jurisdictional 
changes, San Diego LAFCO has prepared and completed an 
addendum to Riverside LAFCO’s most recent municipal service 
review on Eastern MWD. The addendum provides gap analysis on 
Eastern MWD with specific attention to its potable water function 
and financial standing through data collected and analyzed 
between 2017 to 2021. The addendum concludes Eastern MWD 
maintains adequate infrastructure to meet current and anticipated 
potable water demands (retail and wholesale) with available 
capacity to accommodate additional growth. This conclusion is 
reflected in average annual and daily system demands for Eastern 
MWD equaling less than one-third of its available capacities 
(supplies and associated infrastructure) during the 60-month 
period. The addendum also concludes Eastern MWD is fiscally 
sound overall and marked by finishing with positive total margins 
in the last four of the five years covered.

Solar panels 
facilitate well 

pumping in 
Fallbrook, California.

Establishment of an Advisory Committee 
& Technical Expertise from Dr. Michael 
Hanemann 
Given the complexities and associated jurisdictional disputes 
underlying the proposals, at its June 2020 meeting San 
Diego LAFCO created a 10-member Ad Hoc Committee 
to advise the Executive Officer through the administrative 
review process. The Ad Hoc includes representatives from 
all four subject agencies plus at-large members and held 13 
public meetings between December 2020 and April 2023. 
Most of these meetings were dedicated to addressing three 
overlapping topics – (a) water supply reliability, (b) financial 
impacts, (c) potential exit fees – selected by the Ad Hoc with 
their related tasking of Dr. Michael Hanemann with Arizona 
State University to provide expert analysis. Dr. Hanemann’s 
final report was presented to the Ad Hoc In February 2022. 

Property Tax Exchange Process 
As required for all proposed jurisdictional changes, a 
property tax exchange analysis has been prepared for the 
Fallbrook PUD and Rainbow MWD proposals. This analysis 
concludes an existing tax exchange resolution previously 
adopted by the Board of Supervisors applies to the 
proposals. The application of the County’s adopted master 
exchange resolution would result in 100% of all AB8 monies 
(the portion of the 1% in property taxes biannually collected) 
transferring to Eastern MWD. The total annual value of the 
property tax transfer is $0.382 million. All remaining annual 
revenues collected by the County Water Authority off the 
property tax roll within the affected territory involves unitary 
fees and availably charges and would immediately cease.  
These other annual revenues currently total $0.723 million.
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Timing Considerations:
Addressing Jurisdictional Disputes + Other Material Topics …

The central focus of the administrative review involves analyzing the proposals’ timing relative to three overlapping factors.  
The first factor involves baseline considerations in statute ranging from disclosing and otherwise addressing compatibility with 
external policies of other State, regional, and local agencies as well as assessing the ability of Eastern MWD – as the receiving 
agency – to provide services. The second factor involves addressing consistency with Commission policies and includes L-107 
and its provisions to disclose and remedy – if reasonable – known jurisdictional disputes. The third factor expands on addressing 
jurisdictional disputes an involves evaluating 18 other material topics selected by the Executive Officer that are largely sourced 
to comments generated during the approximate three-year administrative review. These 18 topics collectively capture the key 
policy issues underlying consideration of the proposals and include all of the following subjects:

 ● MET’s Position on the Detachments

 ●  Financial Difference Between “Roll-Offs” and 
Detachments

 ●  Financial Impacts from Detachments on CWA’s Member 
Agencies + Ratepayers

 ●  Merits and Options to Impose Exit Fees

 ● LAFCO’s Authority to Require Exit Fees

 ●  Risk to Applicants in Assuming Greater Reliance on the 
Sacramento Bay-Delta

 ●  Detachments’ Impact on CWA’s Voting Power at MET 
Based on Recent History

 ●  Emergency Supplies Available to the Applicants During 
a Catastrophic Event

 ●  Determining the “Affected Territory” for Election 
Purposes

 ● SANDAG’s Position on the Detachments

 ●  Detachments’ Impact on CWA’s Credit Rating and 
Ratepayers

 ●  Measuring the Significance of the Financial Impacts to 
CWA + Ratepayers

 ● Appropriate Length of Any Exit Fees

 ● Merits to Discount Any Exit Fees

 ●  Risk to Applicants in Changes to MET Wholesale Rates 
Going Forward

 ●  Detachments’ Effect on Reuse Projects in San Diego 
County

 ●  Effect of Stipulated CEQA Settlements Involving 
Applicants on LAFCO

 ●  Role of Agriculture in the Proposals + Influence on 
LAFCO Decision-Making

Residential homes 
near Interstate 15 in 
Fallbrook, California.
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KEY STAFF CONCLUSIONS

1.  Fallbrook PUD + Rainbow MWD’s 
Ratepayers Will See Cost-Savings  
LAFCO staff estimates the average monthly cost-savings 
for the applicants’ ratepayers is $23.50 per household. 
This estimate draws on Dr. Hanemann’s macro calculations 
and assumes full-pass through to ratepayers. 

2.  County Water Authority’s Member 
Agencies’ Ratepayers Will See Cost-
Increases 

  LAFCO staff estimates the average monthly cost-
increases to the remaining County Water Authority 
member agencies’ ratepayers at $2.20 per household. This 
estimate draws on Dr. Hanemann’s macro calculations 
and assumes full-pass through to ratepayers.

3.  Financial Impacts to CWA + Ratepayers 
are Material – But Not Significant

  LAFCO staff believes the financial impacts of the detachments 
on the County Water Authority – and by extension its member 
agencies and retail ratepayers – are material but not significant 
given standard measurements. This includes showing the 
annual net-revenue impact on the County Water Authority of 
$12.581 million (Dr. Hanemann calculation) equaling 4.4% of 
its gross water sales and below the one-year inflation rate of 
6.4% for San Diego County (emphasis). 

4.  Approval of the Proposals with an Exit 
Fee is Reasonable   

  Conditioning any proposals’ approvals to require an exit fee 
to the County Water Authority is reasonable and merited 
given the financial impacts and need therein for a period 
of adjustment. LAFCO staff believes mitigating annual 
net revenue losses appears appropriate in setting exit fees 
since it is the most concrete and quantifiable impact to the 
County Water Authority. Dr. Hanemann calculates this 
impact at $12.581 million annually. Focusing on mitigating 
annual net revenue losses also covers long-term debt by 
helping to keep the County Water Authority whole and its 
ability to service debt on an annual basis. 

5.  Discounting an Exit Fee to Reflect 
Cost-Savings is Reasonable   

  The County Water Authority would save $38.6 million should 
Fallbrook PUD and Rainbow MWD detach that would 
otherwise be expended on proceeding with the planned and 
budgeted construction of the ESP North County Pump Station. 
Discounting the exit fee to account for this cost-avoidance to 
the County Water Authority is reasonable and merited. 

The following key conclusions are directly drawn from the administrative review and inform the staff recommendations.

6.  Near-Certain Roll-Off Impacts are 
Measurably Higher than Detachment 
Impacts 

  The estimated annual net-revenue loss tied to expected 
roll-offs involving three reuse projects (San Diego, 
Oceanside, and Padre/Helix) on the County Water 
Authority is $47.0 million by the end of the decade and 
translates to a ratepayer impact of 9.4%. Comparatively, 
the estimated impact of detachments on the County Water 
Authority’s annual net-revenue is $12.6 million (less any 
exit fees) and translates to a ratepayer impact of 2.5%.

7.  Loss of Voting Rights at MET is a Valid 
Concern

  Should Fallbrook PUD and Rainbow MWD detach from 
the County Water Authority and annex into Eastern MWD 
a proportional change in voting rights at MET would 
follow.  The estimated value of voting rights totals 0.3% 
and considered material given the proximity to the recent 
margin in the successful vote of the new MET General 
Manager in June 2021. While staff does not believe the 
proportional change in voting rights associated with the 
detachments would measurably increase going forward, 
this topic does merit Commission attention.  

8.  Detachments Would Benefit 
Agriculture in North County 

  A central premise to the applicants’ proposals involve 
providing economic relief to their agricultural customers 
by securing less expensive water supplies from Eastern 
MWD. The specter of agricultural losses is a prominent 
consideration under LAFCO statute and adopted policy 
with the latter having been recently expanded to now 
consider actions whenever appropriate to “enhance” 
agriculture. The substantive 
ties between statute and 
policy in supporting 
agriculture provides 
added allowance for 
the Commission 
to make special 
accommodations for 
the affected territory 
in evaluating the 
proposals.
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STAFF RECOMMENDATIONS + MORE 

Available Alternatives… 
Five alternative actions for the proposed reorganizations are 
available to the Commission. These alternatives are organized 
linearly as follows:

 ●  Option One involves approving the proposals with only 
standard conditions. 

 ●  Option Two involves approving the proposal with 
additional conditions that include requiring the applicants 
to pay exit fees to County Water Authority. 

 ●  Option Three involves deferring consideration of the 
proposals until the completion of a scheduled municipal 
service review on the County Water Authority. 

 ●  Option Four involves disapproving the proposals 
without prejudice.

 ● Option Five involves disapproving the proposals. 

Staff Recommendations… 
Staff believes three of the five available alternatives – Options 
Two, Three, and Four – are readily merited based on the 
administrative review and distinguished by addressing different 
and otherwise appropriate Commission policy priorities. Among 
these three merited alternatives, staff recommends Option 
Two with special terms to require the applicants pay a combined 
annual exit fee payment for five years totaling $24.305 
million. This alternative prioritizes the stand-alone merits of 
the applicants’ proposals and concurrent policy enhancement 
of supporting a viable agriculture economy in North County. 
Related actions in support of the staff preferred alternative 
are also recommended and include making exemption findings 
under the California Environmental Quality Act. 

Public Review + Comment.
Staff’s full report and recommendations on the proposed reorganizations are available online at www.sdlafco.org. The public is 
encouraged to review the report and consider submitting comments. All written comments received by Monday, May 22, 2023 will 
be incorporated into the agenda packet provided to the Commission and posted online ahead of the public hearing set for Monday, 
June 5, 2023. Comments should be emailed to Priscilla Mumpower at priscilla.mumpower@sdcounty.ca.gov. Comments are 
also welcomed during the hearing. 
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For more information or to 
access the full municipal service 

review report, please visit:
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MEMORANDUM 

DATE: May 26, 2023 

TO: Commissioners 

FROM: Priscilla Mumpower, Local Government Analyst II 
Michaela Peters, Local Government Analyst I 

SUBJECT: Timeline of Important Dates and/or Milestones   
     Proposed “Rainbow Municipal Water District and Fallbrook Public Utility 

District Reorganizations: Wholesale Water Services” 

This memorandum is part of the supplemental report prepared for the above-referenced 
agenda item set for hearing on June 5, 2023.  This memorandum via the attached timeline 
summarizes important dates and/or milestones in the processing of the proposals.  A copy of 
the timeline is attached.  

Attachment: as stated 
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MEMORANDUM 

DATE: 

TO: 

FROM: 

SUBJECT: 

May 26, 2023 

Commissioners  

Priscilla Mumpower, Analyst II 

Advisory Committees’ Deliberations and/or Actions on Draft Report 
Proposed “Rainbow Municipal Water District and Fallbrook Public Utility 
District Reorganizations: Wholesale Water Services” 

This memorandum is part of the supplemental report prepared for the above-referenced 
agenda item set for hearing on June 5, 2023.  This memorandum summarizes the deliberations 
performed by three advisory committees – Ad Hoc, Cities, and Special Districts – in considering 
the draft report on the proposals prepared by LAFCO staff.  Pertinently, the draft included 
versions of all five options under consideration by the Commission as part of the final report.   
Any related actions taken by the committees are also addressed.  

Ad Hoc Committee 

The Ad Hoc Committee was established in June 2020 and tasked with advising the Executive 
Officer in the administrative review of the proposals with a focus on addressing jurisdictional 
disputes.  The Commission designated the Ad Hoc with 10 members with the majority 
comprising representatives of the applicants and subject agencies.  The Ad Hoc met on April 
10, 2023 to deliberate on the draft report with the aid of Moderator Adam Wilson.  The Ad Hoc 
did not take any group action given the lack of consensus on any specific option.  The 
following individual recommendations were made.     

Applicant Representative Jack Bebee with Fallbrook PUD 
- approval of the proposals with exit fees

Applicant Representative Tom Kennedy with Rainbow MWD 
- approval of the proposals with exit fees
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Subject Agency Representative Nick Kanetis with Eastern MWD  
- neutral   
 
Subject Agency Representative Sandy Kerl with County Water Authority   
- disapprove the proposals without prejudice  
 
County Water Authority At-Large Representative Mel Katz1 
- disapprove the proposals without prejudice  
 
County Water Authority At-Large Representative Nick Serrao 
- disapprove the proposals without prejudice  
 
Cities Advisory Committee Representative Lydia Romero with Lemon Grove  
- approval of the proposals with exit fees  
 
Special Districts Advisory Committee Representative Kim Thorner with Olivenhain MWD 
- defer consideration on the proposals and proceed with MSR on County Water Authority 
 
County of San Diego At Large Representative Brian Albright  
- approval of the proposals with exit fees  
 
SANDAG At Large Representative Keith Greer  
- absent  

 
Cities Advisory Committee  
 
The Cities Advisory Committee was reestablished in 2018 and tasked with advising the 
Commission on all germane topics under LAFCO’s planning and regulatory responsibilities.   All 
18 cities are represented through their city managers or their designees.    The Committee met 
on March 17, 2023 to deliberate on the draft report with 13 of the 18 cities represented.  After 
a lengthy discussion, and via motion by Adrian Granda (San Diego) and second by Chris 
Hazeltine (Poway), the Committee approved a recommendation to disapprove the proposals 
without prejudice on a vote of 10 to 1 with two abstentions.   The roll call follows: 
 

City of Carlsbad Representative Paz Gomez, Yes  
 
City of Chula Vista Representative Tiffany Allen, Yes  
 
City of Coronado Representative Tina Friend, Yes 
 
City of Del Mar Representative Clem Brown, Yes  
  
City of Encinitas Representative Portland Bates, Yes  
 

 
1 Mr. Katz attended in place of Gary Croucher. 
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City of Escondido Representative Christopher McKinney, No  
 
City of Imperial Beach Representative Tyler Foltz, Yes  
 
City of National City Representative Roberto Yano, Yes 
 
City of Oceanside Representative Jonathan Borrego, Abstain  
 
City of Poway Representative Chris Hazeltine, Yes 
 
City of San Diego Representative Adrian Granda, Yes 
 
City of Santee Representative Michael Coyne, Yes 
 
City of Solana Beach Representative Greg Wade, Abstain 

 
Special Districts Advisory Committee  
 
The Special Districts Advisory Committee was established by the Commission in August 1971 
and tasked with advising the Commission on all germane topics under LAFCO’s planning and 
regulatory responsibilities.   The 16 members are elected to the Committee by all independent 
special districts with the current roster footnoted.2  The Committee met on March 17, 2023 to 
deliberate on the draft report with 14 of the 16 members in attendance. After a lengthy 
discussion, no motions were made given the lack of consensus among the members.  
 
 
 
 
 
 
 

 
2   Chair Kimberly Thorner, Olivenhain MWD; Vice Chair Jack Bebee, Fallbrook PUD; Ann Baldridge, RCD of Greater San Diego; 

Paul Bushee, Leucadia WD; James Gordon, Deer Spring FPD; Diane Hansen, Palomar Health; Tom Kennedy, Rainbow MWD; 
Albert Lau, Santa Fe Irrigation District; Hector Martinez, South Bay Irrigation District; Dave McQuead, Rancho Santa Fe FPD; 
Marty Miller, Vista ID; Mark Robak, Otay WD; Joel Scalzetti, Helix WD; Mike Sims, Bonita-Sunnyside FPD; Oliver Smith, Valley 
Center FPD; Jeff Egkan, North County FPD. 
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MEMORANDUM 
 

 
DATE:  May 26, 2023 
 
TO: Commissioners  
 
FROM: Priscilla Mumpower, Analyst II 
 Michaela Peters, Analyst I  
 
SUBJECT: Response to Written Comments on Agenda Report Item No. 6a |  
                            Proposed “Rainbow Municipal Water District and Fallbrook Public Utility 

District Reorganizations: Wholesale Water Services” 
 

 
This memorandum is part of the supplemental report prepared for the above-referenced 
agenda item set for hearing on June 5, 2023.  This memorandum addresses written comments 
received by LAFCO staff after the agenda report and associated public hearing notice was 
posted online and distributed to affected and subject agencies on April 26th. The public 
hearing notice was also published in the San Diego Union Tribune and Village News on April 
24th and May 4th, respectively, with a commitment that all comments received by May 22nd 
would be incorporated by staff into the formal agenda packet.  A total of 18 written comments 
were received by the close of business on May 22nd from all of the following: 
 

1. County Water Authority 2. City of San Diego 
3. Helix Water District 4. Steven Smith  
5. Lisa Herman 6. Valley Center Municipal Water District 
7. Jack Groshans  8. M/M Wiseman  
9. City of Oceanside 10. San Diego County Taxpayers Association 
11. Otay Water District 12. Rainbow Municipal Water District 
13. Olivenhain Municipal Water District 14. Carlsbad Municipal Water District  
15. Fallbrook Public Utility District 16. City of Poway  
17. Lloyd Pellman, Special Counsel 18. Santa Fe Irrigation District  

 
All 18 written comments received are attached to the memorandum with margin markings 
made by staff to track with staff responses provided below.    
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Comment Letter No. 1 | 
San Diego County Water Authority 
 
The San Diego County Water Authority (CWA) letter was received by LAFCO on May 22, 2023.  
The letter was signed by General Manager Sandra L. Kerl.  A summary of the comments with 
brief staff responses follow.  
 
Comment 1.1 
CWA comments San Diego LAFCO staff is recommending the Commission’s approval of the 
detachments with a “very limited” exit fee. 
 
Staff disagrees with the description of the exit fee.  The proposed annual exit totals $24.305 
million and has been calculated to represent five years of the estimated net revenue impact 
of the detachments to CWA less cost-savings attributed to no longer funding the budgeted 
construction of the ESP North County Pump Station.  The exit fee is number-based and fair. 

 
Comment 1.2 
CWA recommends San Diego LAFCO adopt Option Five as listed in the agenda report to 
disapprove the reorganization proposals with prejudice. 
 
Comment acknowledged.    
 
Comment 1.3 
CWA states the agenda report omits the objections to the reorganization proposals formally 
made by the City of San Diego and the Cities Advisory Committee.  
 
Staff has prepared a separate memorandum as part of its supplemental report to the agenda 
item addressing the deliberations and any associated actions of all three advisory committees’ 
– Cities, Special Districts, and Ad Hoc— that have participated in the administrative review of 
the reorganization proposals.   The City of San Diego’s comment letter and position statement 
on the proposals is addressed later in this memorandum (Comment No. 2.1).  

 
Comment 1.4 
CWA cautions San Diego LAFCO to not “ignore the judgment of the Water Authority’s Board 
of Directors which has both the expertise and statutory responsibility for long-term water 
planning in San Diego County for more than 75 years.”  
 
Staff disagrees with the characterization.  The reorganization proposals have been evaluated 
under LAFCO statute and through the collective expertise of San Diego LAFCO staff, counsel, 
and third-party consultants.  When appropriate, the evaluation incorporates and defers to 
other agencies’ expertise. This includes drawing on real-time feedback from the County Water 
Authority via the Ad Hoc Committee – including, but not limited to, the selection of LAFCO’s 
third-party water economist expert, Dr. Michael Hanemann.  
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Comment 1.5a. 
CWA objects to approval of the reorganization proposals on the basis of “diluting the San 
Diego region’s influence at MWD and harming all San Diego County water ratepayers.”  

 
Staff believes this is a reasonable concern.  As detailed in the agenda report, staff confirms 
the proposed reorganizations would lessen CWA’s voting power at MET by a margin of 0.3%.  
In assessing the significance of the 0.3% transfer in voting power, LAFCO staff reviewed the 
last 900+ votes of the MET Board during the last 10 years. Within this period, there have only 
been two votes in which the decision was within the margin of voting rights that would be 
shifted.  Staff does not believe either of these votes are significant in the long view of MET 
and its member agencies given their procedural topics.  A third and otherwise substantive 
vote did come close to the margin difference and therefore does create an outlier in the 
Commission’s consideration on the topic. This outliner involves the appointment of the 
current General Manager, which was approved by the MET Board on June 8, 2021 with a 
margin of 0.42% 
 
Comment 1.5b. 
CWA objects to approval of the reorganization proposals on the basis that it would “cause 
water rate hikes across San Diego County, as other member agency ratepayers must cover 
the revenue losses caused by a Fallbrook and Rainbow exit.”  
 
Not necessarily.  The purpose of the recommended exit fee is to provide an adjustment period 
and the opportunity therein for CWA to absorb and/or recover the loss revenue from the 
detachments.  This could include reducing costs and/or establishing new revenues that would 
alleviate the need to pass the monetary impacts on to member agencies and their ratepayers. 
Otherwise, and as detailed in the agenda report, staff estimates the average monthly 
household impact should the costs be directly passed on to ratepayers is $2.20.  
 
Comment 1.5c. 
CWA objects to approval of the reorganization proposals on the basis that it would set “a 
dangerous precedent, and adverse financial rating impacts at the Water Authority and 
MWD, raising borrowing costs and therefore causing water rates to even further increase 
across San Diego County and Southern California.”  
 
It is possible – but not necessarily probable – approval of the reorganization proposals could 
prompt other CWA member agencies to seek their own detachments.    Any such future 
proposals would be evaluated on their own merits under LAFCO statute and policy.   This said, 
the precedent concerns appear separately controlled based on the geographic conditions 
that uniquely position Fallbrook PUD and Rainbow MWD to propose detachments given their 
ready ability to connect to the MET transmission line. 
 
It appears reasonable to assume detachments would generate some impact on CWA’s credit 
rating.  It is also reasonable to presume the impact would be less than significant, given recent 
circumstances.  This latter presumption ties to Standard and Poor’s actions to modify CWA’s 
outlook from “stable” to “negative” in 2021 and back to “stable” in 2022.  These dates overlap 
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with the proposals’ administrative review and suggest – among other things – the 
detachment filings were not a primary reason in the original downgrading decision.  
 
Comment 1.5d. 
CWA objects to the approval of the reorganization proposals on the basis that Fallbrook PUD 
and Rainbow MWD residents would lose a reliable water supply “by becoming totally 
dependent on MWD, without benefit of the MWD preferential water rights they have 
already paid for at the Water Authority.” 
 
Comment acknowledged. 

 
Comment 1.5e. 
CWA objects to the approval of the reorganization proposals on the basis that it would limit 
Fallbrook PUD and Rainbow MWD residents “in an emergency by reliance on water from the 
north, without adequate analysis of how a serious earthquake would threaten farms and 
residents.”  
 
Staff disagrees.  Adequate analysis has been performed and addressed in the agenda report.   
This includes noting Eastern MWD has capacity to supply a 75% level of service in an emergency 
through existing connections. Further, should there be a complete disruption in service 
delivery from the north, Rainbow and Fallbrook have a combined total local storage capacity 
equivalent to accommodating 73 days of average day demands without recharge. 

 
Comment 1.5f. 
CWA objects to the approval of the reorganization proposals on the basis that Fallbrook and 
Rainbow risk “significant water rate increases” given the expectation that MWD “is heading 
into a major capital investment cycle that will raise its rates significantly”. 
 
It is possible – and presumably probable – MET will increase water rates as it pursues capital 
improvements in combination with continuing to adjust to decreasing water usage.   This 
dynamic is addressed in the agenda report and references Dr. Michael Hanemann’s third-party 
assessment that the applicants are taking a “financial gamble” in changing wholesalers.  The 
applicant’s elected boards – nonetheless – have accepted this gamble and believe the savings 
in changing wholesalers will hold in the long term.   

 
Comment 1.6 
CWA objects to the approval of the reorganization proposals on the basis that “the 
applications, if granted, will increase reliance on the fragile Bay-Delta water system, 
contravening State law and policy” (emphasis added).  
 
Staff concurs the reorganization proposals would result in greater demands on the Bay-Delta 
and in doing so stray from State policy (Water Code 85021) to reduce reliance on the Delta.   
Materially, a similar policy directive was recently formalized by the United States for the State 
of California – among others western states – to reduce reliance on the Colorado River given 
its accelerated depletion in recent years.    
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Comment 1.7 
CWA objects to the approval of the reorganization proposals on the basis that “there has 
been no CEQA review of the effect of granting the applications; including their combined 
effect and Bay-Delta impacts.”  
 
Staff disagrees.  Staff has performed the appropriate level of analysis required under CEQA as 
detailed in the agenda report.  This includes determining both reorganization proposals 
qualify as projects but are categorically exempt from further environmental review under 
State CEQA Guidelines Section 15320, known as “Class 20” (emphasis). This exemption 
appropriately applies given the underlying jurisdictional changes involve the transfer of 
existing municipal service functions (i.e., wholesale water) within the same geographic area 
with no additional powers or expansions therein.  Staff has also not identified any “unusual 
circumstances” to trigger an exception to the exemption process – including any conditions 
within the Bay-Delta.1  The exemption has been similarly used by LAFCO when processing 
comparable reorganizations in which active service functions have been transferred from one 
government agency to another without modifying the authorized service areas, and this 
includes recent proposals to change fire protection providers in Julian (2018), Bostonia (2018), 
Pauma Valley (2019), Ramona (2022), and Borrego Springs (2023).      

 
Comment 1.8 
CWA objects to the approval of the reorganization proposals on the basis that it will 
“damage coordinated regional planning efforts in San Diego County for water supply 
reliability and other critical issues.” 
 
Staff believes the reorganization proposals would change – but not damage – regional water 
supply planning in San Diego with the applicants joining other municipal service providers that 
are not members of CWA.  

 
Comment 1.9 
CWA objects to the approval of the reorganization proposals on the basis that “extensive 
data [is] missing from the applications, making them defective until remedied.” 
 
Staff disagrees.  The Executive Officer attests the applications are now complete under LAFCO 
statute and policy and has issued a Certificate of Filing under Government Code 56020.6    
 
Comment 1.10 
CWA substantiates its objection to the reorganization proposals on the basis it will cause 
CWA to “lose voting rights at MWD”.  
 
See response to 1.5a. 
 

 
1  Recorded flows through the Bay-Delta portion of the State Water Project have experienced significant fluctuations on a year-to-year 

basis of no less than 25% over the last five-years of available data published in the Department of Water Resources’ Bulletin 132 (2014 to 
2018).  In detailed in the agenda report, and in the improbable event 100% of all water demands by Fallbrook PUD and Rainbow MWD 
are accommodated by the State Water Project post detachments, this would represent a 1.65% of the average-five-year flow demand 
occurring with the Bay Delta and well below - and specifically 15 times less – the annual fluctuation already occurring.  
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Comment 1.11 
CWA substantiates its objection to the reorganization proposals on the basis it will cause 
CWA ratepayers to “pay higher rates”. 
 
See response to 1.5b 

 
Comment 1.12 
CWA substantiates its objection to the reorganization proposals on the basis they will 
“increase reliance on the Bay-Delta”. 
 
See response to 1.6. 
 
Comment 1.13 
CWA substantiates its objection to the reorganization proposals on the basis that “no proper 
CEQA review has been performed”. 
 
See response to 1.7. 

 
Comment 1.14 
CWA substantiates its objection to the reorganization proposals on the basis that “Fallbrook 
and Rainbow water users lose water reliability and may not even save money.” 
 
See responses to 1.5d and 1.5f. 
 
Comment 1.15 
CWA substantiates its objection to the reorganization proposals on the basis that “there has 
been no proper review of earthquake risks.” 
 
See response to 1.5e. 
 
 
Comment 1.16 
CWA substantiates its objection to the reorganization proposals on the basis that “there is 
risk of negative precedent.” 
 
See response to 1.5c. 
 
Comment 1.17 
CWA substantiates its objection to the reorganization proposals on the basis that “material 
information is still missing.” 
See response to 1.9. 

 
Comment 1.18 
CWA requests San Diego LAFCO condition the reorganization proposals – should they be 
approved – with the following terms of approval: 
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“An affirmative majority vote in the entire Water Authority service area, as well as one in 
the Fallbrook and Rainbow service areas.” 
 
The requested term – and irrespective of any merits – to expand a confirmation vote within 
the entirety of CWA’s jurisdictional boundary is not available.  CWA previously requested and 
received approval from the Commission in May 2020 to process any necessary conducting 
authority proceedings to follow the County Water Authority Act.  Accordingly, and because 
LAFCO statute does not govern the conducting authority proceedings, the Commission does not 
have discretion to deviate from the explicit provisions of the County Water Authority Act, 
which states only registered voters within the public agencies seeking “exclusion” are eligible 
to vote (emphasis added).  
 
“An increased “exit fee” for a longer period of time to allow the Water Authority to manage 
the county-wide ratepayer impacts caused by detachment, and with a much-reduced offset 
to match the years included in an exit fee.” 
 
Comment acknowledged. 
 
“A requirement that any “exit fee” be agreed to via formal majority vote in Fallbrook and 
Rainbow’s service areas such that if the agencies do not timely pay for any given year(s), the 
taxpayers agree via their vote that the unpaid amounts may be levied on their properties by 
the Water Authority.” 
 
The requested term substantively deviates from Commission practice to have applicants 
agree to all approval conditions – and specifically those occurring post recordation – through 
a notarized agreement.   This standing practice has proven successful in holding applicants 
legally responsible for completing approval terms.  Staff defers to the Commission should it 
collectively want to further explore this request.  
 
“That all Water Authority costs of the engineering and infrastructure changes that need to 
be made to accommodate the reorganizations be paid for by Fallbrook and Rainbow.” 
 
It is unclear what specific infrastructure costs would be required of CWA to accommodate the 
proposed reorganizations.    
 
“Require the Applicants to formally apply for annexation to MWD to establish, rather than 
assume, MWD terms and conditions, or confirm that MWD Board policy is that no 
annexation is required under the MWD Act so long as the detaching and annexing areas are 
within the MWD service territory.” 
 
Unnecessary.   MET has previously confirmed to LAFCO that the proposed reorganizations 
would not require any new annexations into MET. 
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“Require the Applicants to secure formal resolution of the Eastern Board of Directors 
identifying exactly how Fallbrook and Rainbow customers will be represented should 
annexation be granted, and demonstrating compliance with all local, regional, and 
statewide legal requirements.” 
 
Unnecessary.   Eastern MWD and its five-member Board would be legally responsible under 
its principal act to extend equal representation to Fallbrook PUD and Rainbow MWD should 
the reorganizations proceed.   Fallbrook PUD and Rainbow MWD would continue to have its 
own Board to oversee and manage its affairs as it deems appropriate. 
 
Comment 1.20 
CWA requests all application materials, Dr. Hanemann’s report and presentations, 
proceedings of the Ad-Hoc Committee, and all other correspondence and related materials 
be made part of the official administrative record. 
 
Staff agrees.  
 
Comment Letter No. 2 | 
City of San Diego  
 
The City of San Diego letter was received by LAFCO on May 22, 2023.  The letter was signed by 
Mayor Todd Gloria.  A summary of the comments with brief staff responses follow.  
 
Comment 2.1 
City of San Diego states its opposition to the proposed reorganization proposals. 
 
Comment acknowledged.    
 
Comment 2.2 
The City of San Diego states its acknowledgement of “the spirit and point that Fallbrook PUD 
and Rainbow MWD are attempting to make with their proposed detachments,” however, 
“believe it is the wrong answer to the challenges represented by both agencies.” 
 
Comment acknowledged.    
 
Comment 2.3 
The City of San Diego states “the proposed action will have significant, long-term economic 
and political impacts to the vast majority of households in San Diego County.” 
 
Not necessarily.  The purpose of the recommended exit fee is to provide an adjustment period 
and the opportunity therein for CWA to absorb and/or recover the loss revenue from the 
detachments. This could include reducing costs and/or establishing new revenues that 
alleviate the need to pass the detachment impacts on the City of San Diego and other member 
agency and their ratepayers.  The potential political impacts are also variables may or may not 
prove material.   
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Comment 2.4 
The City of San Diego objects to the reorganization proposals on the basis that “nearly every 
household in San Diego County will see an increase in their water rates.”  
 
It is possible – and perhaps probable – the reorganization proposals would generate increases 
in the retail water rates for the remaining CWA member agencies and households therein.   
Staff has calculated the probable rate increases for all member agencies in the agenda report.   
The increases – however and as noted in response to 2.3 – are not a certainty given the 
opportunity for CWA to absorb and/or recover impacts through cost-savings and/or related 
revenue opportunities associated with the detachment – the latter included the possibility to 
sell excess water to interested agencies that would otherwise go to the applicants.   
 
Comment 2.5 
The City of San Diego objects to the reorganization proposals on the basis that “San Diego 
County will lose voting rights at Metropolitan Water District of Southern California (MET).” 
 
Staff believes this is a reasonable concern.   As detailed in the agenda report, staff confirms 
the proposed reorganizations would lessen San Diego County’s (via CWA) voting power at 
MET by a margin of 0.3% as detailed in the agenda report.  In assessing the significance of the 
0.3% transfer in voting power, LAFCO staff reviewed the last 900+ votes of the MET Board 
during the last 10 years. Within this period there have only been two votes in which the 
decision was within the margin of voting rights that would be shifted. Staff does not believe 
either of these votes are significant in the long view of MET and its member agencies given 
their procedural topics. A third and otherwise substantive vote did come close to the margin 
difference and therefore does create an outlier in the Commission’s consideration on the 
topic. This outliner involves the appointment of the current General Manager, which was 
approved by the MET Board on June 8, 2021 with a margin of 0.42%.   
 
Comment 2.6 
The City of San Diego objects to the reorganization proposals on the basis that “the voters 
of our region will not have a say,” given “LAFCO staff has unilaterally determined that a vote 
of all impacted San Diego County residents is not necessary nor required.” The City proceeds 
to assert LAFCO has the “discretion to recommend a countywide vote, which would be in 
parity with other jurisdictional boundary changes LAFCO considers.”  

 
Staff disagrees with the characterizations.   
 
With respect to setting the electorate of any conforming elections, CWA previously requested 
and received Commission approval for any conducting authority proceedings to follow the 
County Water Authority Act.   Accordingly, and because LAFCO statute does not govern these 
conducting authority proceedings, the Commission does not have discretion to deviate from 
the explicit provisions of the County Water Authority Act, which states detachments are 
subject to voter confirmations from only the registered voters within the public agencies 
seeking “exclusion.” (emphasis added).  
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With respect to consistency with other jurisdictional changes, staff is not aware of any existing 
provisions – not in LAFCO statute and presumably not in any other principal act – that provides 
special district voters the approval power over proposed detachments.   The only example 
staff is aware of involves “special reorganizations” as defined in LAFCO statute where an 
incorporated area seeks to detach and form its own city (e.g., San Fernando Valley).  In this 
limited instance – which does not involve special districts – a concurrent confirmation vote is 
needed from both the registered voters within the affected territory as well as all registered 
voters within the existing city.   
 
Comment Letter No. 3 | 
Helix Water District   
 
The Helix Water District (WD) letter was received by LAFCO on May 18, 2023.  The letter was 
signed by General Manager Brian Olney.  A summary of the comments with brief staff 
responses follow.  
 
Comment 3.1 
Helix WD objects to approval of the reorganization proposals on the basis that Fallbrook 
PUD and Rainbow MWD are avoiding short-term costs – byway of these proposals – and 
benefitting a “relatively small number of County residents versus the remaining 23 member 
agencies who will be permanently negatively impacted.” 
 
Comment acknowledged.  

 
Comment 3.2 
Helix WD objects to approval of the reorganization proposals on the basis that they will 
negatively impact “economically disadvantaged communities,” and highlight the 
“comparatively few 4,350 economically disadvantaged members of the Fallbrook and 
Rainbow communities [as] substantially less than the approximately 112,000 disadvantaged 
community population of Helix Water District.”  
 
It is possible – and perhaps probable – the reorganization proposals would generate increases 
in the retail water rates for the remaining CWA member agencies.   Staff has calculated the 
probable rate increases for all members agencies in the agenda report.   Any increases to retail 
ratepayers would reasonably be expected to disproportionately impact lower-income 
communities.  The increases – however and with the aid of recommended exit fees over a five-
year period – are not a certainty given the adjustment opportunity for CWA to absorb and/or 
recover impacts through cost-savings and/or related revenue opportunities.   Additionally, the 
federal government established the Low-Income Household Assistance Program in December 
2020, which provides financial assistance to low-income Californians to help manage their 
residential water utility costs.   
 
Additional analysis on the topic is attached via a separate memorandum from LAFCO 
Consultant Chris Cate.  
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Comment 3.3 
Helix WD states their board has approved a water rate increase of $40 per year and 
detachments will impose an additional $11.40 per year increase, resulting in a total 29.0% 
increase to their customers. Helix cites this change as “significant.” 
 
Comment acknowledged with concurrence from staff that a 29% increase is significant based 
on the standard measurements that have been utilized in the agenda report.  These same 
measurements show the estimated impacts of the reorganization proposals if fully passed 
through to CWA member agencies and their ratepayers is material but not significant with the 
average impact totaling 3.6% and below the one-year inflation rate of 6.4%. 
 
Comment 3.4 
Helix WD objects to approval of the reorganization proposals on the basis “the applicants 
have benefited from hundreds of millions of capital infrastructure investment dollars made 
by SDCWA that are not being recuperated in the current exit fee calculation methodology. 
In light of this approach, the application of a discount to the exit fee to account for avoided 
costs of future infrastructure is inappropriate. Additionally, the duration of the proposed 
exit fee period should be reconsidered to better align with relevant cost factors.” 
 
It seems reasonable to assume all member agencies have benefited from capital 
infrastructure investments made by CWA in direct proportion to rates paid by the agencies. 
As detailed in the agenda report, staff believes focusing on mitigating annual net revenue 
losses appears most appropriate in setting exit fees for the detachments and in doing so 
provide CWA a reasonable period to adjust its costs and/or revenue sources going forward. 
This focus addresses the most concrete and quantifiable impact to CWA. Materially, focusing 
on mitigating annual net revenue losses also covers long-term debt in the near term by helping 
to keep CWA whole and its ability to service debt on an annual basis. Any exit fees set to also 
recover outstanding debt over the same time would appear as double counting. 

 
Comment 3.5 
Helix WD asserts the “same issue of increasing water costs will arise in the short term for 
both Fallbrook PUD District and Rainbow MWD, even if they detach and begin receiving 
service from Eastern MWD.” 
 
Comment acknowledged.  
 
Comment 3.6 
Helix WD asserts “the report fails to consider the negative and permanent impact to the 
many disadvantaged communities outside of Fallbrook PUD and Rainbow MWD.” 
 
See response to 3.2. 
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Comment 3.7 
Helix WD objects to approval of the reorganization proposals on the basis that “Helix will 
have to cover an additional $749,504 to $888,840 in costs associated with Fallbrook PUD and 
Rainbow MWD moving to a new wholesaler” and note this change as a “significant impact 
to [their] customers, including the 112,000 disadvantaged population we serve, and should 
not be minimized or dismissed.” 
 
Not necessarily.  The purpose of the recommended exit fee is to provide a five-year 
adjustment period and the opportunity therein for CWA to absorb and/or recover the loss 
revenue from the detachments.  This could include reducing costs and/or establishing new 
revenues that alleviate the need to pass the detachment impacts on to Helix WD ratepayers.   
Staff has also not dismissed the cost impacts should they be fully passed on to end users 
(ratepayers) and instead has assessed their “significance” relative to standard 
measurements.   These standards include inflation-based measurements all conclude the cost 
impacts are not significant.  Additionally, and specific to impacts to disadvantaged residents, 
federal legislation now provides financial assistance to low-income residents in California to 
help manage their residential water costs under the Low-Income Household Assistance 
Program. 
 
Comment 3.8 
Helix WD asserts that the ESP North County Pump Station “has not been built nor has the 
cost of the funds necessary to build the pump station been included in SDCWA rates,” and 
therefore a credit should not be included as part of the exit fee. 
 
Staff disagrees.  In its adopted budget for FYs 2022 and 2023, CWA identifies the ESP North 
County Pump Station in their Capital Improvement Program. While the project components 
related to Rainbow and Fallbrook remain in a holding pattern, the work associated with 
serving Valley Center and Yuima remains on-going which results in a $6.85M increase to the 
total project cost due to updated design and construction estimates. This brings the total 
estimated project cost to the ESP North County Pump Station to $45.4 million. Extracting the 
on-going portion (Valley Center and Yuima), this leaves the total project cost associated with 
Rainbow and Fallbrook at $38.6 million.  This provides sufficient justification to apply a full 
discount to Fallbrook PUD and Rainbow MWD in the amount of $38.6 million given the clear 
cost-avoidance to CWA should the detachments proceed.  
 
Comment 3.9 
Helix WD suggests “the credit for the ESP project only include the debt that would be 
payable during the duration of the exit fee period,” and “that the duration [of the exit fee] 
should be on the higher end of Dr. Hanemann’s recommended window.” 
 
Staff considered the merits of adjusting the discount for the ESP North County Pump Station 
as suggested by Helix WD.  This alternative would involve applying a proportional credit each 
year of the exit fee period on the assumption CWA would otherwise debt fund the $38.6 
million project costs over an extended period.  This approach is reasonable but not necessarily 
clean.  Staff concludes a more reasonable and cleaner approach is to apply a full discount on 
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the assumption that the ESP could be paid in cash (CWA’s own long-term financing plan 
prescribes a 65% cash to 35% debt funding mix for its capital improvement program.)  This 
approach relatedly avoids the challenge of accounting for inflation as well as interest on any 
debt funding on ESP that overtime would presumably extend the total cost well beyond the 
current $38.6 million estimate.    
 
With respect to the duration of the exit fee period, Dr. Hanemann recommended a minimum 
period of three years and a maximum period of ten years.   Drawing from this parameter, staff 
believes five years is a good and reasonable benchmark to apply to the reorganizations.  The 
five-year benchmark – among other apt policy parallels – similarly applies to preparing urban 
water management plans and municipal service reviews.    
 
Additional analysis on the first topic is attached via a separate memorandum from LAFCO 
Consultant Chris Cate.  
 
Comment 3.10 
Helix WD co-signs earlier comments made by MET Chair Adán Ortega: 
 
“If permitted by LAFCO in San Diego County…efforts toward climate adaptation through 
investments on long-term water supply planning could become trapped in the immediate 
issues of affordability that could otherwise be addressed in the long-term. This would occur 
as communities chase after the lesser rates among adjacent Metropolitan Member Agencies 
in a potential race to the bottom compromising past investment.” 
 
Comment acknowledged.  
 
Comment 3.11 
Helix WD recommends the Commission approve Option Four disapproving the proposals 
without prejudice due to “the complexity and issues not evaluated as part of the staff 
report.” 
 
Comment acknowledged.  
 
Comment Letter No. 4 | 
Steven Smith, Rainbow MWD Customer    
 
Steven Smith’s letter was received by LAFCO on May 18, 2023.   A summary of the comments 
with brief staff responses follow.  
 
Comment 4.1 
Mr. Smith supports the reorganization proposals and requests the Commission approve the 
applications and “let the voters of Fallbrook and Rainbow ultimately decide.” 
 
Comment acknowledged.  
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Comment Letter No. 5 | 
Lisa Herman, Rainbow MWD Customer    
 
Lisa Herman’s letter was received by LAFCO on May 19, 2023.   A summary of the comments 
with brief staff responses follow.  
 
Comment 5.1 
Ms. Herman supports the reorganization proposals and requests the Commission approve 
the applications “without exit fees.” 
 
Comment acknowledged.  

 
Comment 5.2 
Ms. Herman objects to the imposition of exit fees “of the magnitude suggested” given “it 
unfairly rewards SDCWA for the operational neglect and lack of service benefits for RMWD 
that others in San Diego County enjoy.”  
 
Staff disagrees.  The recommended exit fee provides an appropriate adjustment period and 
the opportunity for CWA to absorb and/or recover the loss revenue from the detachments 
without any immediate impacts to the remaining member agencies and their ratepayers.  
 
Comment Letter No. 6 | 
Valley Center Municipal Water District  
 
Valley Center Municipal Water District (MWD)’s letter was received by LAFCO on May 19, 2023.  
The letter was signed by General Manager Gary Arant.  A summary of the comments with brief 
staff responses follow.  
 
Comment 6.1 
Valley Center MWD restates its support for all the approval conditions previously requested 
by CWA at the time the reorganization proposals were filed with LAFCO and outlined in CWA 
Resolution No 2020-06.   
 
Comment acknowledged. 

 
Comment 6.2 
Valley Center MWD states the reorganization proposals’ associated cost increases on the 
remaining member agencies along with “the impending roll-off of SDCWA Member 
Agencies” will “only hasten the negative financial impact on [their] local agricultural 
community.” 
 
Comment acknowledged. 
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Comment 6.3 
Valley Center MWD states “that it is time for the SDCWA to make a serious evaluation of its 
cost structure and the balance between fixed costs/variable costs and fixed costs/fixed 
revenues to deal with future negative impacts of agency roll-off on its financial future.” 
 
Staff agrees.  As addressed in the agenda report, staff estimates the financial impact of roll-
offs tied to the three reuse projects currently in the queue (San Diego, Oceanside, and East 
County) would produce an approximate 9.4% increase to ratepayers by the end of this decade.  
This topic merits detailed focus in the scheduled municipal service review on CWA.  
 
Comment Letter No. 7 | 
Jack Groshans, Fallbrook PUD Customer    
 
Jack Groshans’ letter was received by LAFCO on May 21, 2023.   A summary of the comments 
with brief staff responses follow.  
 
Comment 7.1 
Mr. Groshans states support for the reorganization proposals and specifically staffs’ 
recommendation for the Commission to proceed with Option Two to approve the 
reorganization proposals with exit fees.  
 
Comment acknowledged. 
 
Comment Letter No. 8 | 
Marie and Lewis Wiseman, Rainbow MWD Customers    
 
Marie and Lewis Wiseman’s letter was received by LAFCO on May 21, 2023.   A summary of the 
comments with brief staff responses follow.  
 
Comment 8.1 
Mr. and Mrs. Wiseman state their support for the reorganization proposals and importance 
to local agricultural production. 
 
Comment acknowledged. 

 
Comment Letter No. 9 | 
City of Oceanside  
 
The City of Oceanside’s letter was received by LAFCO on May 21, 2023.  The letter was signed 
by Public Utilities Director Lindsey Leahy.  A summary of the comments with brief staff 
responses follow.  
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Comment 9.1 
City of Oceanside states its support of the reorganization proposals and specifically support 
staffs’ recommendation of Option Two that includes requiring the applicants to pay exit fees 
to CWA.   Oceanside emphasizes its support on the basis that “Oceanside recognizes all the 
work that has gone into this effort and respects LAFCO as the authority having jurisdiction 
on this matter [and] feel as though opposing staff’s recommendation or detachment in 
general, diminishes the purpose and value of LAFCO.” 
 
Comment acknowledged. 

 
Comment 9.2 
City of Oceanside notes that “there are potentially more impactful topics for Oceanside 
ratepayers occurring at SDCWA in the future. For example, the proposed SDCWA calendar 
year 2024 rate increase is seven times the proposed increase caused by detachment to the 
average Oceanside resident’s monthly bill. With the inclusion of the exit fee, Oceanside 
ratepayers would not see an increase from this reorganization and SDCWA will have five 
years to evaluate their budget and operations to minimize impacts to their rate payers.” 
 
Staff agrees.  
 
Comment 9.3 
City of Oceanside objects to Option Three to defer consideration of the reorganization 
proposals until the completion of a scheduled municipal service review on CWA given the 
effects on the applicants.    
 
Comment acknowledged.  
 
Comment 9.4 
City of Oceanside recommends a municipal service review on CWA proceed – whether the 
reorganization proposals proceed forward.  
 
Staff agrees.  
 
Comment Letter No. 10 | 
San Diego Taxpayers Association     
 
The San Diego Taxpayers Association letter was received by LAFCO on May 22, 2023.   The 
letter is signed by President and Chief Executive Officer Haney Hong.  A summary of the 
comments with brief staff responses follow.  
 
Comment 10.1 
The San Diego County Taxpayers Association states its opposition to the reorganization 
proposals based on several considerations. 
 
Comment acknowledged.  
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Comment 10.2 
The San Diego County Taxpayers Association asserts the “structure and sheer number of 
local governments is already confusing and the reorganizations would “worsen confusion.”  
 
Comment acknowledged.  
 
Comment 10.3 
The San Diego County Taxpayers Association objects to the approval of the reorganization 
proposals on the basis “detachment would result in San Diego County ratepayers not 
represented in San Diego County deliberations… [and] awkwardly give San Diego County 
ratepayers voice for Riverside County water matters, which then devalues Riverside County 
ratepayer representation in their own deliberations.” 
 
Comment acknowledged.  
 
Comment 10.4 
The San Diego County Taxpayers Association objects to the approval of the reorganization 
proposals on the basis “the Association believes there is a more prudent and more efficient 
mechanism to reducing rates through a local consolidation of the two agencies.” 
 
As detailed in the regional municipal service review on the Fallbrook region and referenced in 
Attachment Seven to the agenda report, community interest in the topic of consolidation 
appears limited.  These conditions materially contributed to the Commission disapproving a 
staff recommendation to consolidate Fallbrook PUD and Rainbow MWD  in September 2015. 
The Commission was similarly disinterested in revisiting the topic in the most recent municipal 
service review completed on the region in 2022.  

 
Comment 10.5 
The San Diego County Taxpayers Association objects to the reorganization proposals on the 
basis that “structural changes such as the deannexation of Rainbow MWD and Fallbrook 
PUD merely exchange short-term relief for delays in achieving long-term goals.” 
 
Fallbrook PUD and Rainbow MWD’s elected boards have independently determined the 
benefits of detachments outweigh risks in both the short and long-term. LAFCO staff 
estimates the monetary benefits to the applicants and their ratepayers with the average 
household saving $23.50 each month through eh change in wholesalers.  

 
Comment Letter No. 11 | 
Otay Water District  
 
The comment letter from the Otay Water District (WD) was received by LAFCO on May 22, 
2023.   The letter is signed by General Manager Jose Martinez.  A summary of the comments 
with brief staff responses follow.  
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Comment 11.1 
Otay WD states that “fundamentally LAFCO’s own assessment and experts within th[e] 
report confirm approval of detachments would increase costs for over 3 million customers 
remaining throughout San Diego County while only benefiting the applicants.” 
 
Additional context is merited in considering the comment.  Staffs’ estimate of projected 
impacts from the reorganization proposals on CWA’s member agencies and their ratepayers 
is prefaced on assuming a full pass through.  This preface underlies staffs’ estimate of an 
overall monthly household impact among the remaining member agencies of $2.20 should the 
proposals proceed.   Staff is also recommending approvals be conditioned on an exit fee paid 
over a period of five years.  The purpose of the recommended exit fee is to provide an 
adjustment period and the opportunity therein for CWA to absorb and/or recover the loss 
revenue from the detachments.  This could include reducing costs and/or establishing new 
revenues that would alleviate the need to pass the monetary impacts on to member agencies 
and their ratepayers.  
 
Comment 11.2 
Otay WD states the applicants should remain financially responsible for their portion of 
CWA’s Bond debt, Desalination, and QSA obligations “until the contracts are completed and 
can be renegotiated,” and notes objection to allowing “Rainbow and Fallbrook to avoid 
what is their responsibility while offloading their cost.” 
 
Establishing a dedicated payment from the applicants over a longer period to recover their 
proportionate share of the outstanding long-term debt obligations appears impractical. This 
impractically ties to the uncertainty in fairly calculating each member agency’s proportionate 
share of each debt issuance by CWA until maturity, while also reconciling the amount of water 
purchased by each member agency for the duration of the debt. 
 
Comment 11.3 
Otay WD requests “if detachment is permitted, that the true financial cost stays with 
Rainbow and Fallbrook” to “prevent unjustly placing an additional financial burden on our 
customers should be done.” 
 
See responses to 11.1 and 11.2. 
 
Comment 11.4 
Otay WD states “the term of an annual exit fee should match the term of the costs that were 
incurred on behalf of the exiting parties” and note that “Dr. Hanemann stated: “In the water 
industry, a period of 10 years would typically count as the short run for planning purposes.” 
(Pg. 82). Therefore, a 10-year exit fee with a five-year analysis and update would be more 
appropriate based on the recommended logic by both Dr. Hanemann and th[e] LAFCO 
report, should detachment be considered.” 
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Dr. Hanemann recommended a minimum period of three years, and a maximum period of ten 
years should LAFCO determine exit fees were appropriate (emphasis added).2   Drawing from 
this parameter, staff believes five years is a good and reasonable benchmark to apply to the 
reorganizations.  The five-year benchmark – among other apt policy parallels – similarly 
applies to preparing urban water management plans and municipal service reviews.    
 
Comment 11.5 
Otay WD states, “the rationale behind granting ESP credit to Rainbow and Fallbrook for the 
North County Pump Station is flawed.” The district goes on to say “funds, which originate 
from all member agencies, being returned solely to Rainbow and Fallbrook is not justified.” 
 
Staff disagrees.  CWA identifies the ESP North County Pump Station in their Capital 
Improvement Program. While the project components related to Rainbow MWD and 
Fallbrook PUD remain in a holding pattern, the work associated with serving Valley Center and 
Yuima remains on-going, which results in a $6.85M increase to the total project cost due to 
updated design and construction estimates.  This brings the total estimated project cost to 
the ESP North County Pump Station to $45.4 million. Extracting the on-going portion (Valley 
Center and Yuima), this leaves the total project cost associated with Rainbow and Fallbrook 
at $38.6 million and would need to be constructed/paid should Fallbrook PUD and Rainbow 
MWD remain with the CWA.   This provides sufficient justification to apply a full discount to 
Fallbrook PUD and Rainbow MWD in the amount of $38.6 million given the clear cost-
avoidance to CWA should the detachments proceed. 
 
Comment 11.6 
Otay WD states, “Rainbow and Fallbrook need to retain the responsibility for their full share 
of the CWA debt… Per Dr. Hanemann’s Report (Pg. 12), CWA’s bonded and other 
indebtedness totals approximately $21 billion, with Rainbow and Fallbrook’s share 
amounting to approximately $1 billion.” 
 
Staff disagrees.  This approach – among other consequences – would necessitate 
consideration of Fallbrook PUD and Rainbow MWD’s proportional share of CWA assets. 
Additional analysis on the topic is attached via a separate memorandum from LAFCO 
Consultant Chris Cate.  

 
Comment 11.7 
Otay WD points to staffs’ agenda report and state the “detachment will increase reliance on 
the Sacramento Bay-Delta. While some have argued the impacts are small, it still 
acknowledges that allowing detachment will adversely affect an already stressed resource 
which is depended on by all southern California.” 
 
Comment acknowledged.  

 
 

 
2 It is pertinent to clarify Dr. Hanemann did not address whether an exit fee should be applied – only whether if an exit fee would be 

economically justified.  
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Comment 11.8 
Otay WD states “while Fallbrook and Rainbow may see cost savings, there is no justification 
to offer our customers for raising what they pay for water… other than they are subsidizing 
the savings of others and that this is being done without a direct say on the matter.” 
 
As noted in response to 11.1, staff is also recommending the reorganization proposals’ 
approval be conditioned on an exit fee paid over a period of five years.  The purpose of the 
recommended exit fee is to provide an adjustment period and the opportunity therein for 
CWA to absorb and/or recover the loss revenue from the detachments.  This could include 
reducing costs and/or establishing new revenues that would alleviate the need to pass the 
monetary impacts on to Otay WD and other member agencies and their ratepayers.    
 
Comment 11.9 
Otay WD states “detachment would create a precedent of letting some parties create 
expensive reliability and then escape the cost.” 
 
It is possible – but not necessarily probable – approval of the reorganization proposals could 
prompt other CWA member agencies to seek their own detachments. Any such future 
proposals would be evaluated on their own merits under LAFCO statute and policy. The 
precedent concerns appear separately controlled based on the geographic conditions that 
uniquely position Fallbrook PUD and Rainbow MWD to propose detachments given their 
ready ability to connect to the MET transmission line. 
 
Comment 11.10 
Otay WD states “detachment undermines the representation of San Diego and our ability to 
pursue equity for our residents at MWD. In combination, they constitute the second largest 
voting bloc in San Diego County Water Authority. Once again, allowing detachment would 
adversely impact the representation of the ratepayers throughout San Diego County at 
MWD without allowing them to have a vote on the matter.” 
 
Comment acknowledged.  Staff believes it is prudent to acknowledge context with respect to 
addressing the comment’s implication that voters throughout CWA should directly participate 
in the decision-making on the proposed reorganizations given the potential for rate impacts.   
(Potential is used, given it is not a certainty with the opportunity for CWA to absorb and/or 
recover detachment costs through various means.)  This context involves the recognition that 
much larger rate impacts at CWA loom tying to roll-offs, which are expected to generate 
nearly a 10% increase in ratepayer charges by the end of the decade without any voter 
approvals.   

 
Comment 11.11 
Otay WD states “allowing detachment in this specific matter would destabilize CWA and 
orderly government planning and structure throughout our region.” 
 
No explicit examples have been identified indicating any destabilizing in regional coordinated 
planning efforts that would result should these proposals proceed.  
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Comment 11.12 
Otay WD states its opposition to the reorganization proposals and “recommends LAFCO 
proceed with Option Four” and disapprove without prejudice.  
 
Comment acknowledged.  
 
Comment Letter No. 12 | 
Rainbow MWD  
 
The comment letter from Rainbow MWD was received by LAFCO on May 22, 2023.   The letter 
is signed by General Manager Tom Kennedy.  A summary of the comments with brief staff 
responses follow.  
 
Comment 12.1 
Rainbow MWD note their continued disagreement “with LAFCO on whether LAFCO has the 
authority to impose an “exit fee” on Rainbow MWD as part of this process,” and request 
that should an exit fee be imposed “some sort of credit should be applied for these assets 
that we will leave behind.” 
 
Comment acknowledged.  
 
Comment 12.2 
Rainbow MWD notes “SDCWA has consistently indicated that there will be ZERO Operations 
and Maintenance (O&M) savings related to detachment. This salient point should be 
emphasized in the report. While it is hard to imagine this the case, if SDCWA is correct, 
Rainbow MWD is grossly overpaying for services it does not receive. This fact alone is a basis 
for the approval of detachment.” 
 
Comment acknowledged.  
 
Comment 12.3 
Rainbow WD notes “Dr. Hanemann (with LAFCO staff concurrence) concludes that SDCWA’s 
leased Colorado River water supplies offer a higher level of reliability than the diversified 
supplies from the Metropolitan Water District (MWD). As we have all seen over the last year, 
the Colorado River supply is hardly a secure future source of water and is likely to be cut 
significantly in the upcoming years.” 
 
Comment acknowledged.  

 
Comment 12.4 
Rainbow MWD notes “Wheeling Agreements for Rainbow’s southerly connections…are not 
a prerequisite for detachment. Irrespective of the detachment decision, Rainbow is in the 
process of moving all of our water purchases to our MWD connections as SDCWA’s 
exorbitant transportation fee makes this a cost-effective option for us. As noted in our 
original application from 2020 and in correspondence since then, Rainbow MWD has not yet 
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completed construction of the limited facilities required to make this transition and will 
need to consult with LAFCO on the exact timing of the detachment should it be approved by 
the Commission and subsequently by the voters in our service area.” 
 
Comment acknowledged.  

 
Comment 12.5 
Rainbow MWD notes “each and every time SDCWA approves debt, the Board of Directors at 
SDCWA adopts a resolution that clearly states that no member agency has any obligation to 
pay any specific amount of the debt, nor do they have any obligation to purchase any set 
amount of water. While Helix may have its own opinions here, the SDCWA board is clear on 
this topic: we do not owe anything for their outstanding debt.” 

 
Comment acknowledged.  
 
Comment 12.6 
Rainbow MWD comments on the financial impacts between “roll-off” and “detachment” 
and note “the flawed governance model in place at SDCWA will ensure that these ‘roll off’ 
agencies (including the City of San Diego, Helix, and others) will have the voting power to 
block any attempt to equitably redistribute costs into true fixed charges. This will leave non-
roll off agencies, such as Rainbow MWD, Valley Center MWD, and others to foot the bill, 
leading to devastating rate impacts for the customers of these agencies and our agricultural 
communities.” 
 
Comment acknowledged. Staff also agrees the cited issues on governance should be 
incorporated for analysis into the pending municipal service review.  

 
Comment 12.7 
Rainbow MWD states “LAFCO policies require that special consideration be given for the 
preservation of agricultural lands. LAFCO should follow this guidance and recommend 
approval without an exit fee.” 
 
Staff agrees agricultural resources and their protection and enhancement merit special 
consideration by LAFCO and should play a role in the Commission’s consideration of the 
proposed reorganizations.   Staff disagrees with respect to approving the proposals without 
an exit fee.  Pertinently, an exit fee provides an appropriate adjustment period and the 
opportunity for CWA to absorb and/or recover the loss revenue from the detachments 
without any immediate impacts to the remaining member agencies and their ratepayers.  

 
Comment 12.8 
Rainbow MWD objects to Option Three to pause consideration of the reorganization 
proposals until the completion of a scheduled municipal service review on CWA.  
 
Comment acknowledged.    
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Comment Letter No. 13 | 
Olivenhain Municipal Water District  
 
The comment letter from Olivenhain Municipal Water District (MWD) was received by LAFCO 
on May 22, 2023.   The letter is signed by General Manager Kimberly Thorner.  A summary of 
the comments with brief staff responses follow.  
 
Comment 13.1 
Olivenhain MWD states its support for Option Three to defer consideration of the 
reorganization proposals in favor of first competing a scheduled municipal service review 
on CWA.   The comment adds this option “would allow the comprehensive review of SDCWA 
with respect to current and planned service levels, community needs, and financial standing 
before taking any potential actions on the detachments.” 
 
Comment acknowledged.  

 
Comment 13.2 
Olivenhain MWD states its objection to any action that would “increase its costs in the near 
or far term.” 
 
Comment acknowledged. 
 
Comment 13.3 
Olivenhain MWD states that should the Commission not favor Option Three its “default 
position would be Option Four, which would be to disapprove the proposals without 
prejudice.” 
 
Comment acknowledged.  
 
Comment Letter No. 14 | 
Carlsbad Municipal Water District  
 
The comment letter from Carlsbad Municipal Water District (MWD) was received by LAFCO 
on May 22, 2023.   The letter is signed by Boardmember Teresa Acosta.  A summary of the 
comments with brief staff responses follow.  
 
Comment 14.1 
Carlsbad MWD states its objection to any action that would “increase its costs in the short 
or long term.” 
 
Comment acknowledged.  
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Comment 14.2 
Carlsbad MWD notes its concern “with the long-term consequences of the possible 
detachments in combination with larger impending roll-offs of the San Diego County Water 
Authority (Water Authority) member agencies with local supply projects that will be 
completed over the next decade.” 
 
Comment acknowledged.   Staff also agrees the referenced issues on larger roll-offs at CWA 
and their impacts be incorporated for analysis into the pending municipal service review.  
 
Comment 14.3 
Carlsbad MWD recommends “considering the Water Authority municipal service review 
before making a decision on the reorganization,” and in doing so “take a deep dive into the 
water supply and demand challenges facing the San Diego region…” 
 
Comment acknowledged. 

 
Comment Letter No. 15 | 
Fallbrook PUD  
 
The comment letter from Fallbrook PUD was received by LAFCO on May 22, 2023.   The letter 
is signed by General Manager Jack Bebee.  A summary of the comments with brief staff 
responses follow.  
 
Comment 15.1 
Fallbrook PUD requests the agenda report “make very clear that the Commission must take 
separate action on each District’s Reorganization Application.” 
 
The “Alternatives for Action” in the agenda report make clear LAFCO is to take actions on 
each individual reorganization proposal.  

 
Comment 15.2 
Fallbrook PUD questions the “appropriateness of an exit fee.” 
 
Staff believes the exit fee as recommended is appropriate.  Most notably and based on 
recovering the net revenue loss for the first five years less cost-avoidance of building the 
North County ESP, the exit fee provides an adjustment period and the opportunity therein for 
CWA to absorb and/or recover the loss revenue from the detachments.  This could include 
reducing costs and/or establishing new revenues that would alleviate the need to pass the 
monetary impacts on to the remaining member agencies and their ratepayers.    

 
Comment 15.3 
Fallbrook PUD requests “LAFCO staff consider making Option One the preferred staff 
recommendation or at least designating Option One as a staff “recommended” alternative 
for the Commission's consideration.” (This option approves the reorganization proposals 
without special conditions requiring an exit fee.)  

Item 6a: Page 366



San Diego LAFCO  
May 26, 2023 
Memorandum: Response to Written Comments on Agenda Item No. 6a set for June 5, 2023 Meeting  

 

25 | P a g e  

 

See response to 15.2. 
 

Comment 15.4 
Fallbrook PUD objects to Option Three and the deferral of acting on the reorganization 
proposals until after staff completes a scheduled municipal service review on CWA.    
 
Comment acknowledged.  
 
Comment 15.5 
Fallbrook PUD expands on its request for Option One to proceed without any exit fee since 
that is “what is provided for, and required by, the County Water Authority Act.”  
 
Comment acknowledged.  
 
Comment 15.6 
Fallbrook PUD states it “has not utilized any portion of SDCWA pipeline since November 
2019.” 
 
Comment acknowledged.  

 
Comment 15.7 
Fallbrook PUD requests “LAFCO staff consider including a sentence that identifies for the 
Commission, that recent events on the Colorado River create an additional level of 
uncertainty of the relative reliability of the Colorado River supplies under Eastern MWD or 
SDCWA.” 
 
Staff concurs with the underlying observation that the reliability of the Colorado River 
appears less certain now as compared to when Dr. Hanemann preformed his analysis.   Staff 
– however – does not have the expertise or data to readily quantify the status of the Colorado 
River relative to current conditions in the Bay Delta beyond what Dr. Hanemann has provided.  
 
Comment 15. 8 
Fallbrook PUD notes “LAFCO lists the total revenue impact at $12.58 million and the RMWD 
impact at $8.517 million but incorrectly identifies the FPUD fee at $7.285 instead of $4.07 
million ($12.58 million - $8.51 million) as correctly listed on page 21.” 
 
Staff agrees and the error will be addressed in a corrective version.  
 
Comment 15.9 
Fallbrook PUD notes “discussion states that both sides accept there are near term 
unavoidable financial impacts of detachment. This statement is only partially true as because 
the impacts are not unavoidable,” and that “if SDCWA continues to take no actions to reduce 
its costs there will be a cost impact to remaining member agencies, SDCWA could reduce its 
supply commitments to offset the loss in demands.” 
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Staff agrees.   
 
Comment 15.10 
Fallbrook PUD notes their continued disagreement with LAFCO imposing an exit fee and 
question LAFCO’s authority to do so. 
 
Comment acknowledged.  
 
Comment 15.11 
Fallbrook PUD notes staffs’ discussion on the calculation of an exit fee “confusing” and 
request staff use “SDCWA adopted budget for FYs 2022 and 2023.” 
 
Staff has drawn on Dr. Hanemann’s analysis in determining a full discount of $38.6 million is 
merited given the cost avoidance for CWA in not having to construct the ESP North County 
Pump Station. Further – and to clarify the confusion – the total estimated project cost 
associated with the ESP North County Pump Station is $45.4 million. The $45.4 million includes 
costs associated with two other agencies – Valley Center and Yuima – totaling $6.85 million. 
Extracting this latter amount leaves the total project cost associated with Rainbow and 
Fallbrook at $38.6 million. (Page 148 – Adopted FY 22-23 CWA budget). 

 
Comment 15.12 
Fallbrook PUD notes that in addition to their local supply storage, it has the ability to receive 
additional supplies from Camp Pendleton via the Santa Margarita Conjunctive Use Project. 
 
Comment acknowledged.  

 
Comment 15.13 
Fallbrook PUD notes staff “may incorrectly state the funding source for Eastern MWD, as it 
states it is funded by general fund allocations by the Riverside County Board of Supervisors. 
LAFCO staff may also want to consider including a statement to make clear that under the 
Municipal Water Districts Law of 1911, municipal water districts, such as Eastern Municipal 
Water District (Eastern MWD), may include non-contiguous territory.” 
 
Staff agrees and the error will be addressed in a corrective version.  

 
Comment 15.14 
Fallbrook PUD states its support for staffs’ recommendation of Option Two, however 
request reconsideration on the amount of the exit fee as well as the applicable years. 
 
Comment acknowledged.  
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Comment Letter No. 16 | 
City of Poway  
 
The comment letter from the City of Poway was received by LAFCO on May 22, 2023.   The 
letter is signed by Mayor Steve Vaus.  A summary of the comments with brief staff responses 
follow.  
 
Comment 16.1 
City of Poway notes their disappointment in seeing “the proposal going forward to the 
Commission” as they fail to address their earlier submitted comments.  
 
All comments submitted to LAFCO staff during the administrative review have been 
considered and incorporated into the analysis as appropriate.   
 
Comment 16.2 
City of Poway notes the cost savings to the applicants – should the reorganization proposals 
proceed – “comes at the expense of every customer in Poway, and throughout region.” 
 
Staff recommends Option Two and the approval of the reorganization proposals on an exit 
fee paid over a period of five years.  The purpose of the recommended exit fee is to provide 
an adjustment period and the opportunity therein for CWA to absorb and/or recover the loss 
revenue from the detachments.  This could include reducing costs and/or establishing new 
revenues that would alleviate the need to pass the monetary impacts on to the City of Poway 
and other member agencies and their ratepayers.  

 
Comment 16.3 
City of Poway states it “adamantly opposes allowing the agencies to detach and therefore 
supports Option Four (disapprove without prejudice).” 
 
Comment acknowledged.   
 
Comment 16.4 
City of Poway objects to staffs’ recommendation with respect to the length of the exit fee. 

 
Staff has directly drawn on Dr. Hanemann’s recommendations for a three to ten-year window 
in setting an exit fee should LAFCO determine is appropriate.  Drawing from this parameter, 
staff believes five years is a good and reasonable benchmark to apply to the reorganizations.  
The five-year benchmark – among other apt policy parallels – similarly applies to preparing 
urban water management plans and municipal service reviews.    

 
Comment 16.5 
City of Poway recommends expanding the exit fee to a period of ten years as well as 
incorporating the agencies “proportionate costs for the Water Authority projects.” 
 
Comment acknowledged.   
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Comment 16.6 
City of Poway objects to providing a discounted exit fee of $24.0 million.  
 
The proposed annual exit totals $24.305 million and has been calculated to represent five 
years of the estimated net revenue impact less cost savings attributed to no longer funding 
the construction of the ESP North County Pump Station ($38.6 million). Staff believe the exit 
fee is reasonable and directly quantifiable. 

 
Comment 16.7 
City of Poway states its objection to “the loss of Water Authority’s voting rights at 
Metropolitan Water District (MET),” and note “LAFCO Staff seems to write this off as an 
inconsequential component of approval of the detachments.” 
 
LAFCO’s consideration of the reorganization proposals involves a balancing of completing 
interests and concerns.   As detailed in the agenda report, staff believes the loss of voting 
power for CWA at MET is material and warrants consideration.   

 
Comment 16.8 
City of Poway states “that a vote of all registered voters in San Diego was dismissed as 
something LAFCO Counsel does not believe is an option available to the Commission.” 
 
Staff disagrees with the overly broad characterization.  CWA previously requested and 
received approval from the Commission in May 2020 to process any necessary conducting 
authority proceedings to follow the County Water Authority Act.  Accordingly, and because 
LAFCO statute does not govern the conducting authority proceedings, the Commission does not 
have discretion to deviate from the explicit provisions of the County Water Authority Act, 
which states only registered voters within the public agencies seeking “exclusion” are eligible 
to vote (emphasis added).  

 
Comment 16.9 
City of Poway states its recommendation that the applicants “pay the maximum exit fee, 
with no discount, for the maximum period of time supported by Dr. Hanemann’s findings.” 
 
Comment acknowledged.  

 
Comment Letter No. 17 | 
Lloyd Pellman, Nossman LLP: Special Counsel for Rainbow MWD 
 
The comment letter Special Counsel Lloyd Pellman with Rainbow MWD was received by 
LAFCO on May 22, 2023.   A summary of the comments with brief staff responses follow.  
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Comment 17.1 
Mr. Pellman notes the importance of preserving agricultural lands as directed in 
Government Code Section 56668 and San Diego LAFCO’s policy L-101 and states “such 
preservation of agricultural land through the lowering of the costs of water needed for 
crops is the thrust of the proposal for the change of wholesalers.” 
 
Comment acknowledged.  
 
Comment 17.2 
Mr. Pellman notes the “official policy of the San Diego County Water Authority is reflected 
in its Official Statement for refinancing and its financing resolution adopted by its Board is 
that no member agency is obligated for any debt and no member agency is obligated to 
purchase any water.” 
 
Comment acknowledged.  
 
Comment 17.3 
Mr. Pellman states the CWA act does not require an exit fee nor does it “include any 
provision for the Commission to provide for a condition for detachment beyond the 
continuation of property taxes.” 
 
With respect to LAFCO powers, they are enumerated in the Cortese-Knox-Hertzberg Act, and 
this includes authorizing commissions with broad conditioning powers – including setting 
payments (Government Code 56886). 

 
Comment Letter No. 18 | 
Santa Fe Irrigation District  
 
The comment letter from the Santa Fe Irrigation District (ID) was received by LAFCO on May 
22, 2023.   The letter is signed by Board President Michael T. Hogan.  A summary of the 
comments with brief staff responses follow.  
 
Comment 18.1 
Santa Fe ID states its opposition to the reorganization proposals. 
 
Comment acknowledged.  
 
Comment 18.2 
Santa Fe ID states it is “deeply concerned about the long-term negative impacts of 
detachments on the water ratepayers of San Diego County residents while favoring the 
short-term economic gains of Fallbrook PUD and Rainbow MWD ratepayers.” 
 
The proposals provide a clear benefit to Fallbrook PUD and Rainbow MWD ratepayers and 
underlies the agencies’ decision in initiating the applications.  As addressed in the agenda 
report, it is possible but not necessarily probable the proposals will have long-term effects on 
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ratepayers within the other CWA member agencies. The variable ties to the ability afforded 
via the recommended five-year exit fee period for CWA to explore opportunities to absorb 
and/or recover the loss revenue associated with Fallbrook PUD and Rainbow MWD.   Further, 
while material, the overall average impact of the detachments should the loss revenue be 
directly passed on to remaining member agencies and their rate payers is estimated by LAFCO 
at $2.10 monthly per household.  This amount is not considered significant based on standard 
measurements detailed in the agenda report.  
 
Comment 18.3 
Santa Fe ID urges San Diego LAFCO “to carefully consider the potential implications of this 
reorganization action, as it will decrease supply reliability for the communities served by 
Fallbrook PUD and Rainbow MWD. The LAFCO staff noted Dr. Hanemann's report, which 
highlights that these agencies would be taking a significant gamble on supply reliability by 
switching from SDCWA to EMWD.” 
 
As addressed in the agenda report, Eastern MWD will provide Rainbow MWD and Fallbrook 
PUD adequate water supply reliability. Further, staff defers to Dr. Michael Hanemann and his 
summation that Fallbrook and Rainbow are taking a “financial gamble” in which they risk 
paying more for water in the long run. Fallbrook PUD and Rainbow MWD’s elected boards 
have independently determined the benefits of detachment outweigh these risks. 

 
Comment 18.4 
Santa Fe ID states, “the offsetting credit for the value of the avoided costs for the planned 
Emergency Supply Project fails to account for the region's existing debt incurred for the 
QSA,” and well as other projects. 
 
Establishing a dedicated payment from the applicants over a longer period to recover their 
proportionate share of the outstanding long-term debt obligations appears impractical. This 
impractically ties to the uncertainty in fairly calculating each member agency’s proportionate 
share of each debt issuance by CWA until maturity, while also reconciling the amount of water 
purchased by each member agency for the duration of the debt.  

 
Comment 18.5 
Santa Fe ID objects to the exit fee timeline. 
 
Staff has drawn on Dr. Hanemann's core analysis in recommending an exit fee based on the 
annual net revenue impact of $12.6 million less cost-avoidance (e.g., North County ESP) paid 
each year over a five-year period.  Staff believes five years is a good and reasonable 
benchmark to apply to the reorganizations and lies near the center point of Dr. Hanemann’s 
three to ten year recommended window.  The five-year benchmark – among other apt policy 
parallels – similarly applies to preparing urban water management plans and municipal service 
reviews.  
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Comment 18.6 
Santa Fe ID objects to staff’s “failure to account for a full share of obligations” by the 
applicants and a “lack of reassessment of financial obligations.” 
 
See responses to 18.2, 18.4, and 18.5.  
 
Comment 18.7 
Santa Fe ID requests that should the reorganization proposals proceed with an exit fee, the 
recommendation “include a stipulation that the exit fee be returned to CWA’s member 
agencies as LAFCO’s report specifically identified the financial impacts of the detachment on 
CWA’s member agencies.” 
 
Staff appreciates the suggestion and believes this option is reasonable and defers to the 
Commission on direction with respect to further analysis.    
 
Comment 18.8 
Santa Fe ID recommends the commission reject the reorganization proposals. 
 
Comment acknowledged.  
 
 
Attachments: 
1) Chris Cate Memorandum   
2) Written Comments with Margin Markings  
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M E M O R A N D U M 
  
DATE:        May 30, 2023 
  
TO:              Keene Simonds, Executive Officer 
  
FROM:        Chris Cate, 3MC Strategies 
  
SUBJECT: Response to Helix Water District Comments 

  
 
On May 18, 2023, Helix Water District submitted comments to the Proposed Reorganization of 
Fallbrook Public Utilities District and Rainbow Municipal Water District. Within the response by 
Helix, the following two comments were provided: 

1. Helix contends that a more consistent approach would be that the credit for the ESP 
project only include the debt that would be payable during the duration of the exit fee 
period.  

2. The estimated and comparatively few 4,350 economically disadvantaged members of 
the Fallbrook and Rainbow communities are substantially less than the approximately 
112,000 disadvantaged community population of Helix Water District, alone.  

LAFCO would like to respond to each of these comments made by Helix. 

1. Helix contends that a more consistent approach would be that the credit for the ESP 
project only include the debt that would be payable during the duration of the exit fee 
period. Additionally, the duration of the proposed exit fee period should be 
reconsidered to better align with relevant cost factors.  

Response: The above comments address two factors included within the proposed exit fee 
methodology provided by LAFCO staff, the term of the exit fee and the application of a 
credit. 

As outlined within the staff report, Dr. Hanemann advised LAFCO and the Ad-Hoc 
Committee that a reasonable length of period to apply an exit fee to the applicants was 
three to ten years. Dr.Hanemann further advised any term beyond 10 years would be 
unreasonable. Staff further notes that the report offers various reasons for the use of a 
five-year period, rationalizing that many cost factors and reports used by CWA and water 
agencies utilize a five-year period to determine rates and charges.  
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Staff further notes that according to CWA, volumetric commodity rates and service 
charges are “apportioned among the member agencies according to their respective 
three or five-year rolling average of water purchases from the Water Authority.”1 

Notably, CWA’s cost of service study states, “fixed commodity charges are allocated to each 
agency based on their proportionate share of either a three-year or five-year average of 
water purchases.”2 

Various rate categories charged to member agencies that utilize a rolling average to 
determine costs include a portion of those revenues applied to capital projects, whether 
paid for via debt or cash. Therefore, revenue collected from member agencies that is used 
to pay for capital projects, paid for by debt or cash, can fluctuate based on behavior. The 
duration used to determine rates and charges are not strictly aligned to cost factors. 

Second, the letter objects to the application of a credit toward the proposed exit fee. As 
was stated in the staff report, the development of the ESP North County Pump station and 
the associated costs are contingent – one way or another – on the proposed detachment. 
Since detachment is “directly dependent” to the development of the ESP North County 
Pump Station, staff believes it would result in an overall “cost-avoidance” which means 
Rainbow and Fallbrook have mitigated or eliminated any potential costs to the project for 
the CWA and all remaining agencies, whether the project be paid utilizing debt proceeds or 
cash.3 

If the project were to be paid using cash, a reduction of approximately $40 million in 
required revenues from CWA member agencies would provide relief in the short-term. If 
the project were to be paid by the issuance of debt, detachment would provide long-term 
relief to member agencies far greater than their proportional share of approximately $40 
million due to the need to pay interest on the debt. In either scenario, should detachment 
be approved each member agency would be relieved of an either short-term or long-term 
obligation as the capital project is solely contingent on the outcome of detachment. 

2. The estimated and comparatively few 4,350 economically disadvantaged members of 
the Fallbrook and Rainbow communities are substantially less than the approximately 
112,000 disadvantaged community population of Helix Water District, alone.  

Response: This comment is regards to the potential rate impact detachment may have on 
the economically disadvantaged communities in the Helix Water District and other 

 
1 San Diego County Water Authority Cost of Service Study. Section 1.1. Rates and Charges. 
2 San Diego County Water Authority Cost of Service Study. Section 5.1 Commodity Based Fixed Charges. 
3 The 2021 San Diego County Water Authority Long-Range Financing Plan assumes only two debt issuances in 2022 
and 2029. Between 2025 and 2028, CWA assumes its capital program be paid for entirely by PAYGO. 
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communities outside Fallbrook and Rainbow, as well as a comparison as to the size of the 
disadvantaged population between Fallbrook and Rainbow and Helix. Subsequent 
comments in relation to this are focused on the potential impact of increasing rates to 
offset revenue loss associated with detachment. 
 
First, it is important to note the difference in size, based on several factors, between 
Fallbrook and Rainbow and Helix. In terms of the number of meters, Helix has 
approximately 65,000 meters while Fallbrook and Rainbow have a combined approximately 
27,000 meters. In addition, Helix services approximately 277,000 residents while 
approximately 56,000 residents reside within the boundaries of Fallbrook and Rainbow.4 
Therefore, a comparison as to the size of each district’s disadvantage community based 
solely on population is not appropriate.  
 
Second, additional comments were made as to the rate impact of the proposed 
detachment, and its negative impact on Helix ratepayers. Notably, Helix questions staff use 
of a comparison of the potential rate impact of detachment, less any exit fees, and the 
average of the past five years of rate increases imposed by CWA. Helix further questions the 
use of a five-year average.  
 
Staff notes that when utilizing a ten-year average, CWA has imposed an annual average rate 
increase of 4.6% for both treated and untreated water. Staff provides this data point to 
show that by comparison, CWA member agencies have faced annual rate increases 
significantly more than the potential cost of detachment, less any exit fees. Additionally, 
staff has provided considerable information pertaining to the potential rate impact of roll-
off. Staff notes that based off estimates provided by CWA, the annual revenue loss needed 
to paid by member agencies due to roll-off will surpass any revenue loss, less exit fees, 
associated with detachment by 2027.  
 
Lastly, it’s important to note that LAFCO staff proposes the application of exit fees to 
mitigate any potential rate impacts of detachment. Absent exit fees, staff estimates the rate 
impact of detachment of 2.5%. Should the LAFCO Commission approve detachment and 
apply the $24.31 million in exit fees as recommended by staff, the estimated 2.5% annual 
rate impact of detachment would be significantly reduced. 

 
 
 
 

 
4 Helix Water District “About Us” section of website. 
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M E M O R A N D U M 
  
DATE:        May 30, 2023 
  
TO:              Keene Simonds, Executive Officer 
  
FROM:        Chris Cate, 3MC Strategies 
  
SUBJECT: Response to Otay Water District Comments 

  
 
On May 22, 2023, Otay Water District submitted comments to the Proposed Reorganization of 
Fallbrook Public Utilities District and Rainbow Municipal Water District. Within the response by 
Otay, the following comment was made: 

1. Bond Obligations - Rainbow and Fallbrook need to retain the responsibility for their full 
share of the CWA debt. Based on long range planning including UWMPs, CWA invested 
and executed major water supply infrastructure projects just before and after 2010, 
which is the financial obligation of all member agencies including Fallbrook and 
Rainbow. Per Dr. Hanemann's Report (Pg. 12), CWA's bonded and other indebtedness 
totals approximately $21 billion, with Rainbow and Fallbrook's share amounting to 
approximately $1 billion.  

Response: The comment implies that each CWA member agency is responsible for a 
proportional share of all the debt previously incurred and outstanding, in addition to all 
future debt issued by CWA. LAFCO staff disagrees with this contention. 

In the development of CWA’s rates and charges, there is no obligation or requirement for 
each member agency to pay a proportional share of the annual debt service payments or 
cash payments for CWA’s Capital Improvement Program. Rather, CWA’s Cost of Service 
Study includes within it the revenue requirement analysis to determine how much is 
needed from rates and charges to cover all expenses, including annual debt service. These 
costs are allocated across various rates and charges paid for by each member agency 
dependent upon their individual profile. 

Staff is unaware of any CWA document that states each member agency is obligated to 
cover a proportional share of debt. Nor are we aware that this obligation has been 
discussed as various member agencies have developed local supply projects with plans to 
reduce CWA water purchases.  
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Instead, CWA is in the process of developing a new rate structure that will increase the 
amount of fixed revenue that is recovered from member agencies, thereby ensuring a larger 
portion of fixed charges, including debt service, is recovered despite a potential reduction in 
water sales due to local supply projects. 

The development of the proposed Exit Fee is based on the loss of revenue analysis 
conducted by Dr. Hanemann. The revenue generated by the Exit Fee could then be 
potentially used by CWA to be applied toward annual expenses, including debt service. How 
CWA would use Exit Fee revenue will not be known until CWA conducts a Cost of Service 
Study should detachment be approved. 
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/J. San Diego County Water Authority 
� And Its 24 Member Agencies 

May 22, 2023 

VIA EMAIL AND PERSONAL DELIVERY 

San Diego LAFCO Commissioners 
Keene Simonds, Executive Officer 
San Diego County Local Agency Formation Commission 
2550 Fifth A venue, Suite 725 
San Diego, CA 92103 

RECEIVED

MAY 2 2 2023

SAN DIEGO LAFco

Re: Reorganization Applications by Fallbrook and Rainbow ("Applications") 

Dear San Diego LAFCO: 

The Commission has set June 5, 2023, for a hearing on the reorganization Applications by 

Fallbrook Public Utility District ("Fallbrook") and Rainbow Municipal Water District 

("Rainbow"), seeking detachment from the Water Authority and annexation to Eastern Municipal 

Water District ("Eastern"). LAFCO Staff has issued an Agenda Staff Report (the "Report") which 

recommends that the Commission approve detachment with a very limited "exit fee." 1 The Water 

Authority, which provides wholesale water service to almost the entire population of San Diego 

County and whose membership includes all major water provider cities and districts in its service 

area, opposes the Applications and objects to their approval. The Water Authority recommends 

that the Commission adopt Option 5 from the Report, which is to disapprove the reorganization 

proposals. 2 

At the outset, the Water Authority notes to the Commission two important facts not highlighted in 
the _Report: that the City o{San Diego -- representing more than 1.3 million residents -- opposes 
detachment (letter of 11/30/2022 to LAFCO from Mayor Todd Gloria), and LAFCO's own Cities 
Special Advisory Committee voted 10-1 to also oppose detachment (March 17, 2023, meeting; 
two abstentions). The Water Authority encourages the Commission to listen to the voices of our 
County's many cities and water agencies, whose millions of residents are being asked by Fallbrook 

1 Staff also issued an abbreviated "Prospectus" that merely summarizes the more detailed Agenda Report. 

2 The Water Authority Board resolved to oppose the Applications unless four key conditions were satisfied: (a) 
Rainbow and Fallbrook guarantee that all obligations promised to their own ratepayers are met; 
(b) detachment will not adversely affect other Water Authority member agencies and San Diego County as a region
financially or environmentally; (c) detachment and then annexation into Eastern will not increase reliance on the
Bay-Delta; and (d) detachment will not result in a diminution of the Water Authority's voting power at MWD, all as
detailed in our previous submittals. The conditions have not been satisfied, and thus this letter follows our Board's
direction as an objection by the Water Authority to the Applications.

MEMBER AGENCIES 

Carlsbad MWD • City of Del Mar • City of Escondido • Fallbrook Public Utility District • Helix Water District • Lakeside Water District • City of National City 
City of Oceanside • Ollvenhain MWD • Otay Water District • Padre Dam MWD • Camp Pendleton Marine Corps Base • City of Poway • Rainbow MWD 
Ramona MWD • Rincon del Diablo MWD • City of San Diego • San Dieguito Water District • Santa Fe Irrigation District • Sweetwater Authority 

Vallecitos Water District• Valley Center MWD • Vista Irrigation District • Yulma Municipal Water District 
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Comment Letter No. 1 |
San Diego County Water Authority

1.1

1.2

 1.3
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THE CITY OF SAN DIEGO 

TODD GLORIA

MAYOR

May 22, 2023 

San Diego County Local Agency Formation Commission
Attn: Keene Simonds, Executive Officer
2550 Fifth Avenue, Suite 725
San Diego, CA 92103 

RE: OPPOSE -- Proposed Reorganizations of Fallbrook Public Utilities District and 
Rainbow Municipal Water District 

Dear Honorable Members of the San Diego County LAFCO Commission: 

On behalf of the City of San Diego, I write to reaffirm the City of San Diego’s 
continued opposition to the proposed reorganization of the Fallbrook Public Utilities 
District (FPUD) and Rainbow Municipal Water District (RMWD).  

Since March of 2020, the City of San Diego has monitored and been engaged in San 
Diego County LAFCO’s review of the proposals from FPUD and RMWD to detach 
from the San Diego County Water Authority (Water Authority). The City has been 
part of the Ad-Hoc Committee and reviewed the correspondence and reports 
associated with the Ad-Hoc Committee’s work. This includes the Hanemann report 
and municipal service reviews of FPUD, RMWD, and Eastern Municipal Water 
District. The City has also met with FPUD and RMWD as well as the Water Authority 
at various points throughout the LAFCO review process. 

While the City acknowledges the spirit and point that FPUD and RMWD are 
attempting to make with their proposed detachment, we believe it is the wrong 
answer to the challenges represented by both agencies. Further, the proposed action 
will have significant, long-term economic and political impacts to the vast majority 
of households in San Diego County. 

Should the proposed detachment of FPUD and RMWD be approved: 

1. Nearly every household in San Diego County will see an increase in their
water rates. For residents of the City of San Diego, this would equate to an
increase of approximately $1.00-2.00 per month, per household. For the

Comment Letter No. 2 |
City of San Diego 
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residents of Valley Center, this would equate to an increase of approximately 
$3.00 per month, per household. For the residents of Pauma Valley, served by 
the Yuima Municipal Water District, this would equate to an increase of 
approximately $18.71 per month, per household. With the cost of living 
increasing for individuals and families in nearly every metric, none of these 
proposed rate increases are acceptable.   

2. San Diego County will lose voting rights at the Metropolitan Water District of
Southern California (MET). San Diego County would effectively cede this
voting power to Riverside County, which would diminish our voice at
Metropolitan. Given the history between San Diego County Water Authority
and MET and the fact that MET also represents the interests of Los Angeles,
Orange, Riverside, San Bernardino, Ventura, and Riverside Counties, it is not
prudent or wise for us to cede any portion of our voting rights to any other
entity as our ratepayers could bear the brunt.

3. The voters of our region will not have a say. Despite the long-term economic
and political implications of this government reorganization, LAFCO staff has
unilaterally determined that a vote of all impacted San Diego County residents
is not necessary nor required. LAFCO staff and the Commission have the
discretion to recommend a countywide vote, which would be in parity with
other jurisdictional boundary changes LAFCO considers. We believe all
registered voters in the County of San Diego who will be impacted deserve the
right to vote on this matter.

Again, while the City respects the spirit and perspective in which both FPUD and 
RMWD seek to detach from the Water Authority, we remain opposed to their 
detachment. Given the significant ramifications the proposed action would have for 
the vast majority of ratepayers in our region, the City respectfully requests that the 
LAFCO Commission reject staff recommendation and disapprove both proposals.  

Sincerely, 

TODD GLORIA 
Mayor 
City of San Diego 
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Administration Office 
7811 University Avenue 
La Mesa, California 91942-0427 

619-466-0585 
helix@helixwater.org 
hwd.com 

Board of Directors 
Kathleen Coates Hedberg, President 
Daniel H. McMillan, Vice President 
Andrea Beth Damsky, Division 2 
Mark Gracyk, Division 3 
Joel A. Scalzitti, Division 5 

Setting Standards of 
Excellence in Public Service 

May 18, 2023 

San Diego County Local Agency Formation Commission 
2550 Fifth Avenue, Suite 725 
San Diego, CA 92103 

To: Keene Simonds, Executive Officer 
Jim Desmond, Chair 
Joel Anderson, Commissioner 
Barry Willis, Commissioner 

Re: Proposed Fallbrook PUD and Rainbow MWD Reorganizations: Wholesale Water Services 

Honorable Chair Desmond and Commissioners, 

Helix Water District appreciates the opportunity to provide comments on the Proposed “Rainbow 
Municipal Water District and Fallbrook Public Utility District Reorganizations: Wholesale Water Services | 
Concurrent Annexations to Eastern Municipal Water District and Detachments from San Diego County 
Water Authority with Related Actions (RO20-05 & RO20-04).”  We also appreciate the effort from LAFCO 
staff to develop the final report and work done to provide a comprehensive analysis of this complex and 
significant item that will potentially impact every San Diego County resident. 

As you are aware, this item is complex and spans topics and issues that are intrinsically interrelated and 
go well beyond those considered in this report.  The final decision by this commission impacts more than 
the service areas of Fallbrook PUD and Rainbow MWD, it impacts the entire San Diego region and the 
water planning efforts made over many decades that ensure sufficient water supply and reliability.  It may 
well be the most significant item, with the broadest impact to every County resident, brought before this 
commission to date. 

Helix has several concerns regarding staff’s recommendation to approve the detachment applications 
with exit fees.  Our concerns include: 

Focus on short-term gains for the few versus long-term impacts to many. 

• The costs that Fallbrook PUD and Rainbow MWD are seeking to avoid are short-term in nature and
benefit a relatively small number of County residents versus the remaining 23 San Diego County
Water Authority member agencies who will be permanently negatively impacted.

Negative impacts to many San Diego County economically disadvantaged communities. 

• The estimated and comparatively few 4,350 economically disadvantaged members of the
Fallbrook and Rainbow communities are substantially less than the approximately 112,000
disadvantaged community population of Helix Water District, alone.

Comment Letter No. 3 |
Helix Water District  
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Significance of this action. 

• The Helix board recently approved an annual rate increase for its average residential customer of
3.8% or approximately $40 per year.  The recommended action imposes an additional payment of
$11.40 per year, or a 29% increase to these same customers.  This is significant, by any measure.

Proposed exit fee methodology. 

• The applicants have benefited from hundreds of millions of capital infrastructure investment

dollars made by SDCWA that are not being recuperated in the current exit fee calculation

methodology. In light of this approach, the application of a discount to the exit fee to account for

avoided costs of future infrastructure is inappropriate. Additionally, the duration of the proposed

exit fee period should be reconsidered to better align with relevant cost factors.

Focus on short-term gains for the few versus long-term impacts to many 

Helix, like the other water agencies in the County, understands the issues facing Fallbrook PUD and 
Rainbow MWD.  We all face many pressures impacting costs and sales, including specific state regulations 
that limit the amount of water that each agency can sell.  Helix itself has deep historic roots in agriculture. 
Agriculture drove the initial development of our agency 110 years ago. However, over time, it became 
apparent that agriculture in our service area was not sustainable due to the foreseeable limitations and 
costs associated with supplying water from regions so far away from our own.   

As one of 24 member agencies of the San Diego County Water Authority, Helix has been supportive of 
programs like SDCWA’s Permanent Special Agricultural Water Rate.  Our support of this program, which 
makes water more expensive for Helix customers, has benefited agricultural users.  Despite that, Helix 
Water District has supported this program with the sole purpose of acknowledging the importance of 
having agriculture within our region.  However, we also understand that agriculture will come under 
increasing cost pressures in the San Diego region due to the continued lack of local water resources that 
is further strained from a hotter and drier climate.  These cost pressures will exist regardless of short-term 
gains made by moving to a different water wholesaler.  

For Fallbrook PUD and Rainbow MWD this is ultimately a relatively convenient decision that provides near-
term relief from the larger structural and complex issues facing their ability to operate. These issues 
cannot be addressed by simply shifting costs to other agencies within the region, including Helix.  LAFCO 
staff acknowledges in the report that both Fallbrook PUD and Rainbow MWD are already seeing a 
transition that includes reduced agriculture and increased housing units developed in their respective 
areas.  This is a natural transition that supports improved operational benefits to both agencies through 
an increased customer base to pay for ongoing operational costs. 

In the end, this same issue of increasing water costs will arise in the short term for both Fallbrook PUD 
District and Rainbow MWD, even if they detach and begin receiving service from Eastern MWD.  As 
Eastern MWD and its supplier, the Metropolitan Water District, face the same environmental, reliability 
and infrastructure challenges that the SDCWA has already faced and, in many ways, addressed, their cost 
of supplying water to Fallbrook PUD and Rainbow MWD will increase.  This is the reality of water supply 
in Southern California.  
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Negative impacts to many San Diego County disadvantaged communities 

The report identifies disadvantaged communities within the service areas of both Fallbrook PUD and 
Rainbow MWD that would benefit from reduced costs as proposed by this action to change wholesalers. 
While this is positive for these disadvantaged communities, the report fails to consider the negative and 
permanent impact to the many disadvantaged communities outside of Fallbrook PUD and Rainbow MWD. 

Based on the data provided in the report, we have estimated that the disadvantaged population in the 
Rainbow and Fallbrook communities that would potentially see short-term lower water costs as a result 
of the move to a different wholesaler is approximately 4,350 residents.  Helix alone serves an estimated 
disadvantaged population of 112,000 residents that will see higher water bills from the shift in costs from 
Fallbrook PUD and Rainbow MWD moving to a new wholesaler.  This number does not include the 
disadvantaged communities that fall within the other water agencies throughout the County, including 
the city of San Diego, that will also see higher costs.  Use of this data point to justify the benefit to Fallbrook 
PUD and Rainbow MWD is overstated and unfortunately diminishes the impact to a significantly larger 
population of disadvantaged communities within the region. 

Significance of this action 

The LAFCO staff recommendation is also based on an additional evaluation of “other material issues”. 
This includes an analysis to determine the level of “significance” of the proposed action to the other San 
Diego County Water Authority ratepayers.  Staff uses two analyses to make its determination that this 
proposed action is less than significant to other SDCWA ratepayers, including Helix. 

In its first piece of analysis, LAFCO staff compares the financial impact to the SDCWA from a one-year loss 
of Fallbrook PUD and Rainbow MWD’s gross water sales revenue versus the inflation rate for San Diego 
County. In the report, staff identifies that it could use an individual year or an average of several years for 
this comparison.  However, staff uses a single base year for the comparison, choosing calendar year 2022, 
which leads to the conclusion that the 4.4% loss of gross sales revenue is less than the 6.8% rate of 
inflation, and therefore is considered less than significant.   

However, Helix Water District contends that using one single year of inflation data, particularly the single 
highest year of inflation for the region and the country in decades, skews the comparison and ultimately 
the basis for the recommendation.  Calendar year 2022 inflation is a historical high point, one that the 
Federal Reserve continues to address in an aggressive campaign to lower inflation.  LAFCO staff 
acknowledges in its footnote on page 31 of its report that the “Inflation rates for San Diego-Carlsbad 
region over the preceding ten- and five-year periods have been at 3.6% and 4.6%.”  Helix recommends 
using these averages for a comparison, as the longer, although still relatively short, comparative time 
frames provide a more meaningful comparison.  When using this data, the financial impact to the San 
Diego County Water Authority cannot be “considered reasonably less than significant.”      

The second measurement that LAFCO staff used to determine the significance of the financial impact of 
detachment is to compare the average SDCWA rate increase since 2019 of 3.8%-3.9% to the estimated 
2.5% increase to rates on the remaining member agencies, less any exit fees.  Helix has difficulty 
understanding the value of this comparison and the comparative timeframe that was chosen for this 
conclusion.   
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SDCWA sets rates to operate the wholesale system that all 24 of its member agencies must use.  The 
average SDCWA rate will vary over time from many factors, including the use of reserves, capital 
requirements and changing costs required to operate its system.  Additionally, the cost impacts from the 
Fallbrook PUD and Rainbow MWD detachments on SDCWA are additive to the SDCWA rate and not in lieu 
of the SDCWA rate.  If using staff’s methodology, the additional rate impact caused by Fallbrook PUD and 
Rainbow MWD should be added to the average SDCWA rate rather than compared to the SDCWA average 
rate resulting in a determination of a significant financial impact. 

Lastly, the staff report and SDCWA financial analysis indicate Helix will have to cover an additional 
$749,504 to $888,840 in costs associated with Fallbrook PUD and Rainbow MWD moving to a new 
wholesaler.  Table 3, page 29 of the report shows an annual ratepayer impact of $11.44 for Helix 
customers.  This is significant for our service area, which is comprised of over 40% of disadvantaged 
community residents.  The Helix Water District Board of Directors, on April 26, 2023, passed a water rate 
notice that authorized an annual increase of 3.8%, or $40.68 for fiscal year 2023-24 for our average 
residential customer.  An additional $11.44 represents 29% of this amount.  This is a significant impact to 
our customers, including the 112,000 disadvantaged population we serve, and should not be minimized 
or dismissed. 

Proposed exit fee methodology 

LAFCO staff recommends the creation of an exit fee to be paid by Fallbrook PUD and Rainbow MWD. 
Additionally, staff recommends offsetting this exit fee by applying a credit for the value of the avoided 
costs for a planned Emergency Supply Project pumping facility that would have benefitted these areas.  
However, this pump station has not been built, nor has the cost of the funds necessary to build the pump 
station been included in SDCWA rates.  Additionally, the proposed exit fee calculation methodology does 
not account for the debt owed by the applicants to SDCWA for all of the capital project costs it has incurred 
which have benefited the applicants over the past 70 years. Therefore to credit avoided capital costs, 
regardless of direct impacts, is inconsistent with this approach and should not be included as a credit to 
this fee.   

However, given that staff recommends an exit fee credit, Helix questions the calculation of the value of 
the exit fee credit included in this report.  The debt for the ESP would have been financed over several 
decades. However, under this proposed approach, Fallbrook PUD and Rainbow MWD’s annual share of 
debt for Quantification Settlement Agreement water would only be recouped for the duration of the exit 
fee period. If LAFCO staff insist that a credit is appropriate, Helix contends that a more consistent approach 
would be that the credit for the ESP project only include the debt that would be payable during the 
duration of the exit fee period. If Fallbrook PUD and Rainbow MWD are not going to pay for the long-term 
QSA debt beyond the exit fee period, they should not get credit for the avoided long-term debt for the 
ESP North County Pump Station beyond the exit fee period. 

Lastly, Dr. Hanemann advised that a reasonable combined exit fee for Fallbrook PUD and Rainbow MWD 
would be $13 million per year for 3 to 10 years. LAFCO staff recommends a duration of five years, citing 
“three relatable considerations” including the completion of Urban Water Management Plans and 
municipal service reviews every five years and the use of five-year rolling averages for predicting future 
cost allocations. However, these timeframes are wholly unrelated to the determination of the exit fee 
duration. The exit fee duration should be based only on financial analysis, not comparison to unrelated 
reporting cycles. Helix feels that a five-year duration for the exit fee puts the financial burden of QSA 
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recovery on the larger SDCWA community far too quickly and that the duration should be on the higher 
end of Dr. Hanemann’s recommended window. 

Conclusion 

Helix appreciates the significance and magnitude of the decision that has been brought forward to this 
Commission.  We appreciate staff effort in attempting to simplify a complex issue into manageable 
considerations to assist the commission in rendering a decision.  

We believe that the quote from Metropolitan Water District Chair Adán Ortega in the staff report sums 
up the overarching and complex issues associated with this proposal, “If permitted by LAFCO in San Diego 
County…efforts toward climate adaptation through investments on long-term water supply planning 
could become trapped in the immediate issues of affordability that could otherwise be addressed in the 
long-term.  This would occur as communities chase after the lesser rates among adjacent Metropolitan 
Member Agencies in a potential race to the bottom compromising past investment.” 

In light of the complexity and issues not evaluated as part of the staff report and considerations and 
conclusions that we feel are in error, Helix Water District would appreciate your consideration in favor of 
option 4 Disapprove without Prejudice.  This option does not pass on significant financial impacts to Helix 
and other agencies in San Diego for the benefit of a near-term gain for a few and continues to honor the 
investments and collaboration of the whole San Diego region in developing our long-term water supply.   

Sincerely, 

Brian M. Olney 
General Manager 
Helix Water District 
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From: S Smith <ksmsmith1220@earthlink.net>  
Sent: Thursday, May 18, 2023 8:10 PM 
To: Mumpower, Priscilla <Priscilla.Mumpower@sdcounty.ca.gov> 
Cc: Tom Kennedy GM RMWD <tkennedy@rainbowmwd.com> 
Subject: [External] Proposed Reorganizations Fallbrook PUD and Rainbow MWD 

Dear Ms. Mumpower, 

I am a residential customer of Rainbow Municipal Water District and have been for ten 
years.  We currently pay $5.00 for every 100 CF (748 gallons) of water used plus a monthly 
fixed charge of $69.20.  It is doubtful that anywhere else in the country pays higher costs for 
water delivered from a public utility.  It is a rare circumstance that any water utility customer has 
an option to change water suppliers (either retail or wholesale).  Now, the customers of 
Fallbrook PUD and Rainbow MWD have an opportunity to reduce the wholesale cost of water to 
each district.  It is understood that some of the cost savings would be offset by paying exit fees 
to SDCWA if staff recommended Option 2 is approved.  While the paying of any exit fee is 
disagreeable to Fallbrook and Rainbow customers, it is understandable that SDCWA would 
want to protect their rate base and not want to lose Fallbrook and Rainbow.  However, some of 
SDCWA  proposed costs for the reorganization have been excessively obstructive to the desires 
of Fallbrook and Rainbow customers to simply want to have a lower cost of water.  This does 
not seem proper or in the spirit of good government practice. 

My written comments submitted for inclusion into the agenda packet are as follows... 

I appreciate the thoughtful consideration that SDLAFCO staff has given this proposal and I urge 
the Commission to approve the proposed reorganization and let the voters of Fallbrook and 
Rainbow ultimately decide. 

Sincerely, 

Steven Smith, P.E. 

Water Manager, City of Orange, Ca. (Retired) 

Rainbow MWD Customer and 10 year Fallbrook resident. 

Comment Letter No. 4 |
Steven Smith, Rainbow MWD Customer  
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May 19, 2023  Honorable Commissioners 

San Diego Local Agency Formation Commission 

2550 Fifth Street, Suite 725 

San Diego, CA 92103  via email: Priscilla.mumpower@sdcounty.ca.gov 

RE:  Detachment of Rainbow Municipal Water District (“RMWD”) from San Diego County Water Authority (“SDCWA”) 

Dear Commissioners: 

I am a resident of Fallbrook and a customer of RMWD.  I wish to show my support for the proposed detachment of 
RMWD from SDCWA and to respectfully ask that you approve same WITHOUT an exit fee.   

You are well aware of the arguments in favor of this detachment.  The cost savings is of huge importance for agriculture, 
seniors and others living on limited incomes, RMWD who needs money desperately to replace and expand an ancient 
infrastructure, etc.  The tremendous benefits that could occur seem to more than outweigh the loss of a minor part of 
SDCWA’s income, especially when SDCWA did not spend that income for the benefit of this area.  This may be simplistic, 
but it appears that this is the cost/benefit analysis that you have to consider.  If there is any doubt in your minds what 
your constituents and the ratepayers of this district want, that is all the more reason to put it to a vote of the people.  

An exit fee of the magnitude suggested in your staff report dated May 2023 seems to be in actuality a penalty.  It 
unfairly rewards SDCWA for the operational neglect and lack of service benefits for RMWD that others in San Diego 
County enjoy. Further, if SDCWA had shown better stewardship of its resources such that huge rate increases had not 
occurred, you might not have had this detachment request before you.  Please do not penalize the ratepayers of RMWD 
for trying to survive. 

Thank you very much for your consideration. 

Sincerely, 

Lisa Herman 

l.herman5689@gmail.com

CC: RMWD 

Comment Letter No. 5 |
Lisa Herman, Rainbow MWD Customer   
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VALLEY CENTER 

MUNICIPAL WATER DISTRICT 
A Public Agency Organized July 12, 1954 

29300 Valley Center Road  •  P.O. Box 67  •  Valley Center, CA 92082 
(760) 735-4500  •  FAX (760) 749-6478  •  www.VCMWD.org  •  e-mail: vcwater@valleycenterwater.org

BOARD OF DIRECTORS 
Robert A. Polito 

President 

Enrico P. Ferro  
Vice President 

Daniel E. Holtz 

Director  

Oliver J. Smith 

Director  

Cooper T. Ness 

Director 

May 19, 2023 

Keene Simonds, Executive Director 
San Diego LAFCO 
9335 Hazard Way, Suite 200 
San Diego, CA 92123 

Subject: Fallbrook Public Utility District / Rainbow Municipal Water District Detachment from 
the San Diego County Water Authority 

Dear Keene, 

In May 2020, the Valley Center Municipal Water District voted to support all of the conditions of 
approval for the proposed detachment of Fallbrook Public Utility District and the Rainbow 
Municipal Water District, as set forth in the San Diego County Water Authority Resolution No. 
2020-06 (certified copy attached).  

Our position on the proposed detachment is still the same three years later. 

As a predominantly agricultural agency in North San Diego County, we understand the negative 
impact rapidly increasing water rates are having on commercial agriculture as well as the 
motivation of Fallbrook and Rainbow to seek a lower-cost alternative supply. However, we also 
understand that as these agencies seek solutions for their customers, water costs will certainly 
increase for our customers, compounding the problems with which our agency is dealing. These 
cost increases along with those we anticipate from the impending roll-off of SDCWA Member 
Agencies having developed significant local supplies, can only hasten the negative financial 
impact on our local agricultural community. 

After over three years in the process, the issue is scheduled to go to the San Diego Local Agency 
Formation Organization in early June. We must trust in LAFCO, if indeed it does approve the 
detachments, to conduct a fair and open process to impose terms and conditions which serve 
to minimize the negative financial impact the detachments will have on the SDCWA and the 
balance of its member agencies.  

Whatever the outcome of the detachment process, it is clear that it is time for the SDCWA to 
make a serious evaluation of its cost structure and the balance between fixed costs/variable 
costs and fixed costs/fixed revenues to deal with future negative impacts of agency roll-off on its 
financial future. 

Sincerely; 

Gary T. Arant 

Valley Center Municipal Water District General Manager, and  
San Diego County Water Authority Member Board of Directors 

Attachment:   SDCWA Resolution No. 2020-06 

Comment Letter No. 6 |
Valley Center Municipal Water District 
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From: hijax@comcast.net <hijax@comcast.net>  
Sent: Sunday, May 21, 2023 12:15 PM 
To: Mumpower, Priscilla <Priscilla.Mumpower@sdcounty.ca.gov> 
Subject: [External] Comments on Proposed Reorganization of the Fallbrook PUD 

Hello, Ms. Mumpower. 

My name is Jack Groshans, and I am a resident of Fallbrook for the past 7 years.  I am wri�ng the 
Commission to urge the acceptance of the proposed detachment of the Fallbrook PUD from the San 
Diego County Water Authority,  as recommended by the LAFCO staff (noted as “Op�on Two” in the staff 
proposal), and to be discussed at the 5 June 2023 mee�ng.  A�er some years of alignment, the day has 
come for a decision, and ask the Commissioners to approve the detachment.  Thank you for your 
considera�on. 

Kind regards, 
Jack 

Comment Letter No. 7 |
Jack Groshans, Fallbrook PUD Customer   
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----- Forwarded Message ----- 

From: Marie Wiseman <mt.wiseman@yahoo.com> 

To: Patricia.mumpower@gmail.com <patricia.mumpower@gmail.com> 

Sent: Sunday, May 21, 2023 at 05:16:09 PM PDT 

Subject: Support for Rainbow Municipal Water District detachment proposal 

Good Afternoon: 

We are Fallbrook residents and Rainbow Municipal Water District customers. We have 
participated in town hall meetings and discussions over the past several years regarding 
the proposed detachment from the San Diego County Water Authority (SDCWA).  We 
support this proposed detachment and urge LAFCO to approve the proposal. 

Rainbow Municipal Water District (RMWD) and its customers will realize substantial 
savings for the cost of water under the proposed detachment.  Eastern Municipal Water 
District (EMWD) has a lower standard treated water rate compared to the rate charged 
by SDCWA.  This rate savings is very important to both North County residential and 
commercial/agricultural users.  A high percentage of RMWD residential users are retired 
and savings in the cost of water is vital for our healthy environment. 

Reliability of water supply is equally important.  EMWD has sufficient sources to supply 
the needs of Rainbow MWD customers. 

We believe the combination of these benefits to North County water users/customers 
argues in favor of detachment.  We urge you to support this proposal and vote in favor 
of the detachment of Rainbow Municipal Water District from the San Diego County 
Water Authority. 

Respectfully, 

Marie & Lewis Wiseman 

Comment Letter No. 8 |
Marie and Lewis Wiseman, Rainbow MWD Customers   
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C I T Y  O F  O C E A N S I D E 
 WATER UTILITIES DEPARTMENT  

May 21, 2023 

Mr. Keene Simonds 
Executive Officer 
San Diego County LAFCO 
2550 Fifth Avenue, Suite 725 
San Diego, CA 92103 
Email: lafco@sdcounty.ca.gov 

RE: Comments on the Proposed Fallbrook PUD and Rainbow MWD Wholesaler 
Reorganization 

The City of Oceanside (Oceanside) has received the Notice of Public Hearing and 
has reviewed the LAFCO Staff Report pertaining to the proposed reorganization 
of Fallbrook Public Utility District (FPUD) and Rainbow Municipal Water District 
(Rainbow) wholesaler reorganization; concurrent annexations to Eastern 
Municipal Water District (EMWD) and Detachments from San Diego County water 
Authority (SDCWA), scheduled for a public hearing on June 5, 2023. The City 
would like to express our support of LAFCO staff’s recommendation of Option 
Two: approving the proposal with additional conditions that include requiring the 
applicants to pay exit fees to the SDCWA over five years totaling $24.305 Million 
combined between the two subject agencies.  

Oceanside recognizes all the work that has gone into this effort and respects 
LAFCO as the authority having jurisdiction on this matter. We feel as though 
opposing staff’s recommendation or detachment in general, diminishes the 
purpose and value of LAFCO. As described on your website, “LAFCOs’ principal 
regulatory responsibility date back to 1963 and involves approving or disapproving 
all jurisdictional changes involving the establishment, expansion, and 
reorganization of cities, towns, and most special districts in California.”  

We appreciate that LAFCO not only accepted comments from Oceanside, but 
considered and evaluated the points that were conveyed in our September 2020 
letter. At the time, the concerns of the City of Oceanside were SDCWA rate and 
cost impacts caused by detachment, onetime and ongoing financial obligations of 
FPUD and Rainbow, as well as the voting power of SDCWA as a member agency 
of the Metropolitan Water District of Southern California.  

While we understand that there will be impacts to Oceanside’s ratepayers after the 
five-year exit fee period, there are potentially more impactful topics for Oceanside 
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ratepayers occurring at SDCWA in the future. For example, the proposed SDCWA 
calendar year 2024 rate increase is 7 times the proposed increase caused by 
detachment to the average Oceanside resident’s monthly bill. With the inclusion of 
the exit fee, Oceanside ratepayers would not see an increase from this 
reorganization and SDCWA will have five years to evaluate their budget and 
operations to minimize impacts to their rate payers.  

Delaying the decision to reorganize FPUD and Rainbow will likely cause a 
continued decrease in water sales of those two agencies, resulting in a similar 
result to SDCWA and its member agencies as detachment, without the benefit of 
the exit fee. Oceanside does, however, recommend that a municipal service 
review of SDCWA is completed, whether or not detachment moves forward.  

The City of Oceanside appreciates the Committee’s time in considering 
Oceanside’s comments. I can be reached at (760) 435-5913 or 
LLeahy@OceansideCA.org should you have any questions or like to further 
discuss our comments. 

Kind regards, 

Lindsay Leahy 
City of Oceanside SDCWA Board Representative 

Cc: City of Oceanside City Council 
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2508 Historic Decatur Road #220 • San Diego, CA 92106 
info@sdcta.org • (619) 234-6423  • www.sdcta.org 

Commissioners 

San Diego County Local Agency Formation Commission 

2550 Fifth Avenue, Suite 725 

San Diego, CA 92103 

[Submitted electronically] 

22 May 2023 

Dear Chairman Desmond and SD LAFCO Commissioners: 

The San Diego County Taxpayers Association is a non-partisan, non-profit association of 

individual, business, and organizational members who seek the optimal returns on taxpayer 

investments. We are not anti-tax, nor are we a special interest blanketly supporting taxes that 

benefit specific industries. We are here for the day-to-day taxpayers, who are asked on a daily 

basis to give up some of their resources through taxes in the pursuit of shared public goals. 

I write to share with you the Association’s opposition to the detachment of the Rainbow 

Municipal Water District and the Fallbrook Public Utility District from the San Diego County 

Water Authority.  While we believe the staff report is thorough and appreciate the analyses 

conducted, there are other considerations that the Association believes you should consider: 

1. The structure and sheer number of local governments is already confusing to the

taxpayer, and we have regional agencies like the San Diego County Water Authority to

coordinate strategies on regional matters.  The alignment of Rainbow or Fallbrook to

Eastern Metropolitan Water District in Riverside County would worsen confusion and

reduce the ability to effect regional strategies; their detachment would result in San Diego

County ratepayers not represented in San Diego County deliberations.  Their alignment to

Eastern would also awkwardly give San Diego County ratepayers voice for Riverside

County water matters, which then devalues Riverside County ratepayer representation in

their own deliberations.

2. Given shared interests by Rainbow and Fallbrook, the Association believes there is a

more prudent and more efficient mechanism to reducing rates through a local

consolidation of the two agencies.  The Association is disappointed that efforts to

consolidate about a decade ago failed, but that failure should not mean this is no longer a

consideration by the two.  We have seen this Commission support fire district

consolidations to create efficiencies in municipal service delivery.

The Association acknowledges that our region faces growing costs in the delivery of so

many core municipal functions.  Our water is expensive because the region invested in reliability 
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after the shortages in the nineties; our electricity is expensive because the region uses the more 

renewables than any of other part of the country.  The Association would certainly welcome 

further governance studies to review the long-term fiscal health of our local governments and to 

find structural opportunities to provide relief for ratepayers, but piecemeal structural changes 

such as the deannexation of Rainbow MWD and Fallbrook PUD merely exchange short-term 

relief for delays in achieving long-term goals.  Thus, this and other deannexations like this 

should not be approved, and the opportunities to lower rates by consolidating governments 

should be pursued in earnest.   

Yours respectfully, 

Haney Hong 

President & CEO 
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OTAY

May 22, 2023

...(Dedicatedto Community Service
2554 SWEETWATER SPRINGS BLVD, SPRING VALLEY, CA 91978-2004
(619) 670-2222 otaywater.gov

San Diego County
Local Agency Formation Commission
2550 Fifth Avenue, Suite 725
San Diego, CA 92103

To: Keene Simonds, Executive Officer
Jim Desmond, Chair

RE: Proposed Fallbrook PUD and Rainbow MWD Reorganizations: Wholesale Water
Services

Honorable Chair Desmond and Commissioners,

The Otay Water District ("District") is writing on behalf of our customers who will be directly
impacted based on your decision regarding the detachment of Fallbrook Public Utilities
District (Fallbrook) and the Rainbow Municipal Water District (Rainbow) from the San
Diego County Water Authority (CWA) and the precedent it will set. The District has the
privilege of serving a large, diverse, and growing population of 227,957 people,
representing various communities including but not limited to: Otay Mesa, Chula Vista,
Spring Valley, Rancho San Diego, and Jamul. These areas include disadvantaged
communities as well as tribal nations.

This letter's purpose is to provide input on the report which outlines the current thoughts
and recommendations by LAFCO staff on the detachment application. On behalf of the
District, we want to sincerely thank LAFCO staff for all the work that has gone into the
evaluation. We recognize and appreciate the efforts of the Ad Hoc Advisory Committee
and the experts involved. The District understands this is an extremely complex and
difficult subject that has significant impacts on not just Rainbow and Fallbrook, but on
every District rate payer as well as every rate payer in the County. After review of the
recently published report, the District has identified some items of concern that we feel
are of significant importance which should be considered when making your decision.

Many of our customers face the challenges of poverty and we have a responsibility to
ensure that they can afford to purchase water. We urge you to pay attention to some key
points that are vital to our customers' well-being. We appreciate your efforts to be fair
and compassionate as you make decisions that affect our community.
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Jim Desmond

Proposed Fallbrook PUD and Rainbow MWD Reorganizations: Wholesale Water
Services

May 22, 2023
Page 2 of 5.

Financial

• Fundamentally LAFCO's own assessment and experts within this report confirm
approval of detachment would increase the costs for over 3 million customers
remaining throughout San Diego County while only benefiting the two applicants.

• Consider all Obligations - In addition to their portion of the CWA's Bond debt
obligation and the Desalination (Desal) obligation, Dr. Hanemann's Report (Pgs.
13 and 14), suggests a "starting point" for an annual exit fee covering only the QSA
agreement of $18.5M. Rainbow and Fallbrook need to retain the cost of the high
reliability water they want to leave behind, not just as it relates to QSA, but also
the Bond indebtedness they leave behind, and the cost of reliability related to the
Desal water. These three obligations should all remain the responsibility of both
Rainbow and Fallbrook until the contracts are completed and can be renegotiated.

• Responsibility for Actions - Detachment would allow Rainbow and Fallbrook to
avoid what is their responsibility while offloading their cost. Per Dr. Hanemann's
Report (Pgs. 15 and 75), Fallbrook and Rainbow benefitted from the superior
reliability of CWA's supply.

• Financial Hardship - A fair result for each of our constituents, especially those who
face financial hardship with the current high price of water, requires that if
detachment is permitted, that the true financial cost stays with Rainbow and
Fallbrook. Anything that can be done to prevent unjustly placing an additional
financial burden on our customers should be done.

• Exit Fee Timeline - From a financial perspective, the term of an annual exit fee
should match the term of the costs that were incurred on behalf of the exiting
parties. Rainbow and Fallbrook point to various fees at CWAthat have a 5 to 10
year roll off period to justifya short-term exit fee. CWA is in the process of updating
and balancing both costs and revenues in a new environment where water sales
stability is being reduced. The effort by CWA points to the need for a much longer
exit fee than 5 to 10 years.

• Exit Fee Timeline - While the current proposed timeline of 5 years appears
reasonable since it corresponds to the frequency of which Urban Water
Management Plans (UWMPs) are updated, it is important to note that UWMPs are
20-year planning documents and are only updated every five years. In response
to the question regarding the exit fee duration, Dr. Hanemann stated: "In the water
industry, a period of 10 years would typically count as the short run forplanning
purposes."(Pg. 82). Therefore, a 10 year exit fee with a 5 year analysis and update
would be more appropriate based on the recommended logic by both Dr.
Hanemann and this LAFCO report, should detachment be considered.
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Jim Desmond

Proposed Fallbrook PUD and Rainbow MWD Reorganizations: Wholesale Water
Services

May 22, 2023
Page 3 of 5.

• ESP North County Pump Station Credit - The rationale behind granting ESP credit
to Rainbow and Fallbrook for the North County Pump Station is flawed. The
Capital Improvement Program (CIP) of CWA experiences regular changes. It is
incorrect to assume that funds no longer required for one project automatically
result in a surplus of funds. When a project is removed from the CIP, the funds
allocated for that specific project are essentially credited back to each agency. At
the same time, these funds are repaid to CWA for new projects. While these
simultaneous transactions are clearly unnecessary and burdensome, they have
already taken place. The funds have already been returned and cannot be
returned again. Even if LAFCO disregards the actual process behind this, the idea
of funds, which originate from all member agencies, being returned solely to
Rainbow and Fallbrook is not justified.

• Bond Obligations - Rainbow and Fallbrook need to retain the responsibility for their
full share of the CWAdebt. Based on long range planning including UWMPs, CWA
invested and executed major water supply infrastructure projects just before and
after 2010, which is the financial obligation of all member agencies including
Fallbrook and Rainbow. Per Dr. Hanemann's Report (Pg. 12), CWA's bonded and
other indebtedness totals approximately $21 billion, with Rainbow and Fallbrook's
share amounting to approximately $1 billion.

• Dr. Hanemann's Report identifies that detachment is certainly different than
demand roll-off (Pg. 103). There is no ability to assess charges to an already
detached agency. This points to how highly sensitive it is to assess all costs in the
exit fee. There is no way to go back and assess a fee once the detachment is
complete. This process requires precision in the decision on assessing financial
impacts.

Environmental

• Bay Delta - Per Dr. Hanemann's Report (Pg. 78), environmental regulations over
the last three decades have aimed to protect native species offish in the Delta. As
pointed out in the staff report (Pg. 36), the detachment will increase reliance on the
Sacramento Bay-Delta. While some have argued the impacts are small, it still
acknowledges that allowing detachment will adversely affect an already stressed
resource which is depended on by all southern California.

Governance

• Representation - While Fallbrook and Rainbow may see cost savings, there is no
justification to offer our customers for raising what they pay for water, an already
high burden throughout the region, other than they are subsidizing the savings of
others and that this is being done without a direct say on the matter.
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Jim Desmond

Proposed Fallbrook PUD and Rainbow MWD Reorganizations: Wholesale Water
Services

May 22, 2023
Page 4 of 5.

• Regional Planning - Detachment would create a precedent of letting some parties
create expensive reliability and then escape the cost. This practice of price
shopping and avoiding the cost of being responsible discourages and
disincentivizes wholesalers from making the tough but necessary decisions that
are needed. Per the MWD Chair Ortega letter to LAFCO dated March 22, 2023:
"Given Metropolitan's recently started ClimateAdaptation Master Planning process
the issue of detachments and boundary changes, a precedent by San Diego
LAFCO could undermine the financial viability of future regional water supply
adaptation measures in a race to the bottom for cheaper water rates."

• Voting Rights - Detachment undermines the representation of San Diego and our
ability to pursue equity for our residents at MWD. In combination, they constitute
the second largest voting bloc in San Diego County Water Authority. Once again,
allowing detachment would adversely impact the representation of the ratepayers
throughout San Diego County at MWD without allowing them to have a vote on the
matter.

• Instability - CWAhas been providing reliable water services to the region for years,
and an exit by member agencies leads to added uncertainties and potential issues
in ensuring a stable water supply for the region. The Commissioners should
recognize that this opens the door for other agencies to exit CWA in the name of
seeking cheaper and less reliable water. Allowing detachment in this specific
matter would destabilize CWA and orderly government planning and structure
throughout our region.

The District appreciates the applicants' desire to achieve cost savings for their customers
and would not object ifthose savings were achieved through: an increase in efficiencies,
with no environmental impacts, and a more orderly governmental structure, consistent
with the fundamental objectives we trust LAFCO will continue to uphold. However, this
report, including LAFCO's own expert, Dr. Hanemann, confirm that approval of
detachment, as outlined in the options listed, would result in: a cost transfer,
environmental impacts, and less orderly government throughout the region. Therefore,
the District recommends that the LAFCO Board of Commissioners proceed with Option 4
- to Disapprove without Prejudice so that we can continue to address our regional
challenges with regional solutions.
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Jim Desmond

Proposed Fallbrook PUD and Rainbow MWD Reorganizations: Wholesale Water
Services

May 22, 2023
Page 5 of 5.

Thank you for your time in reviewing this letter. Please look at these issues and weigh
them carefully. The District understands this matter is time consuming, impacts several
parties, and it is a significant undertaking to assess all the factors. We appreciate your
professionalism, your time, and your engagement with this challenging evaluation and all
the efforts to find a resolution to this matter that is in the best interests of the public we all
serve.

Sincerely,
OTAY WATER DISTRIC'

Jose Martinez

General Manager
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3707 Old Highway 395 • Fallbrook, CA  92028 
(760) 728-1178 • Fax (760) 728-2575 • www.rainbowmwd.com

May 22, 2023 

Priscilla Mumpower 
San Diego Local Agency Formation Commission 
2550 Fifth Avenue 
Suite 725 
San Diego, CA 92103 

Subject: Comments on Draft Staff Report on Rainbow MWD Reorganization 

Dear Priscilla: 

First off I want to commend you and the LAFCO staff for your work in processing the application by 
Rainbow MWD for a detachment from the San Diego County Water Authority (SDCWA) and concurrent 
annexation into the Eastern Municipal Water District (EMWD).  I know this process has gone on longer 
than any of us would have preferred, but LAFCO has now received input from any and all interested 
parties and we look forward to bringing the matter to the Commission.  I offer the following comments 
for your consideration as you prepare the final staff report: 

- As you will see in separate communication by Rainbow MWD’s Assistant General Counsel Bill
Pellman, we continue to disagree with LAFCO on whether LAFCO has the authority to impose
an “exit fee” on Rainbow MWD as part of this process.

- Rainbow MWD has contributed hundreds of millions of dollars over the years to construct
assets south of us that serve other member agencies but have never provided any direct
benefit to Rainbow MWD.  Should LAFCO feel that it has the authority to impose an exit fee,
some sort of credit should be applied for these assets that we will leave behind.

- In numerous communications to LAFCO, SDCWA has consistently indicated that there will be
ZERO Operations and Maintenance (O&M) savings related to detachment.   This salient point
should be emphasized in the report.   While it is hard to imagine this the case, if SDCWA is
correct, Rainbow MWD is grossly overpaying for services it does not receive.   This fact alone
is a basis for the approval of detachment.

- In addition to assets such as pipelines and other physical infrastructure, Rainbow MWD leaves
behind millions of dollars in stored water that we paid for as a member agency that will benefit
the remaining member agencies directly.   Rainbow MWD also contributed just under 4% of all
SDCWA cash reserves which will be left behind.   Both are tangible direct benefits to the
remining member agencies that should be included in a credit against the exit fee proposed by
LAFCO.

- In the report Dr. Hanemann (with LAFCO staff concurrence) concludes that SDCWA’s leased
Colorado River water supplies offer a higher level of reliability than the diversified supplies from
the Metropolitan Water District (MWD).  As we have all seen over the last year, the Colorado
River supply is hardly a secure future source of water and is likely to be cut significantly in the
upcoming years.  SDCWA’s supply portfolio is heavily dependent on a single source of supply,
whereas MWD’s portfolio has multiple sources of supply.  The fact is that MWD’s preparation
for water shortages prevented any sort of curtailments in the Skinner service area (where
SDCWA and EMWD take service from MWD) even after the three driest years ever recorded.
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Priscilla Mumpower 
San Diego LAFCO 
May 22, 2023 
Page 2 

- On Page 17 the report discusses the need for Wheeling Agreements for Rainbow’s southerly
connections.  I want to clarify again that while such agreements would make good sense for
both Rainbow and SDCWA, they are not a prerequisite for detachment.   Irrespective of the
detachment decision, Rainbow is in the process of moving all of our water purchases to our
MWD connections as SDCWA’s exorbitant transportation fee makes this a cost effective option
for us.   As noted in our original application from 2020 and in correspondence since then,
Rainbow MWD has not yet completed construction of the limited facilities required to make this
transition and will need to consult with LAFCO on the exact timing of the detachment should it
be approved by the Commission and subsequently by the voters in our service area.

- The report correctly notes that Rainbow and the City of Oceanside have long planned to
maximize the efficiency of the Weese treatment plant by delivering excess capacity to Rainbow.
Were it not for stonewalling from SDCWA, this project, which has agreements and completed
construction drawings in place, would have already been constructed.   Should the detachment
be approved, a wheeling agreement would be required to move raw water a few miles into
SDCWA’s system to the Weese plant.

- I read with some interest the lengthy letter from Helix Water District, the second largest
member agency at SDCWA, where they make statements that claim that Rainbow must pay for
some of SDCWA’s debts.  As the letter from Bill Pellman will detail, each and every time
SDCWA approves debt, the Board of Directors at SDCWA adopts a resolution that clearly
states that no member agency has any obligation to pay any specific amount of the debt, nor
do they have any obligation to purchase any set amount of water.   While Helix may have its
own opinions here, the SDCWA board is clear on this topic: we do not owe anything for their
outstanding debt.

- The report correctly identifies the financial impact of the development of new local supply (also
called “roll off”) as being far greater than the impact of detachment.   The flawed governance
model in place at SDCWA will ensure that these “roll off” agencies (including the City of San
Diego, Helix, and others) will have the voting power to block any attempt to equitably
redistribute costs into true fixed charges.   This will leave non-roll off agencies, such as
Rainbow MWD, Valley Center MWD, and others to foot the bill, leading to devastating rate
impacts for the customers of these agencies and our agricultural communities.

- While the report does correctly identify the preservation of agriculture as a requirement under
State law and local LAFCO policies, the imposition of an exit fee as a condition of detachment
will add to the decades of harm the agricultural community has suffered in our area.   LAFCO
policies require that special consideration be given for the preservation of agricultural lands.
LAFCO should follow this guidance and recommend approval without an exit fee.

- LAFCO staff has included an option to pause the detachment proceedings in order to perform a
Municipal Service Review (MSR) on SDCWA.   There are numerous issues with this option
(Option Three):

o With an administrative record that is now well over 12,000 pages long in which every
aspect and impact of detachment on SDCWA has been scrutinized in minute detail, the
delay to perform an MSR is unlikely to produce any additional information that could
help guide the Commission on this decision.

o As my letter to Executive Officer Simonds from last week detailed, the City of San
Diego is now pursuing legislation to change the rules related to detachment.  While this
unfair gambit is unlikely to succeed, it highlights the need for the Commission to come
to a decision now, not a few years from now.
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o Should Option Three remain, we request that the five year exit fee period commence at
the time of the decision by the Commission.   We request that language be added to
Option Three that both starts the exit fee period and stipulates that should the
Commission approve detachment after the MSR is completed, Rainbow MWD’s exit
fee should be credited for the net revenues received by SDCWA during this period.
The rationale for this is based on communications from SDCWA that detachment is
different from roll off because SDCWA has time to plan for roll off and detachment is
somehow abrupt.   This process has been anything but abrupt, given that SDCWA was
notified of our intent to initiate detachment proceedings on May 21, 2019.   Four full
years of preparation time have already elapsed, and with an election process required
after Commission approval it is likely that SDCWA will have had five year’s notice even
before the five-year exit fee period.  Adding the MSR option would add even more
years – beyond even Dr. Hanemann’s 3-10 year adjustment period.  As I indicated in
my letter from last week, if SDCWA can’t adjust to a very small (<2%) reduction in their
net revenues in this amount of time, the problem is not detachment, it is SDCWA.

- I think it is important to keep the impact of detachment in perspective with the overall financial
situation at SDCWA.   SDCWA is now considering a budget of ~$900M per year.   LAFCO’s
calculation of a loss of net revenue of ~$12.8M amounts to 1.42% of this total budget.
SDCWA is also in the process of raising rates by up to 14% starting next year.   This proposed
single year rate increase is MORE THAN SEVEN TIMES the impact of detachment.

In conclusion, the decades of cost increases from SDCWA, mainly to pay for assets and services we 
don’t receive, has had a devastating impact on our community.   The loss of agricultural lands has been 
well documented and LAFCO has an opportunity to slow this loss by allowing the ratepayers of 
Rainbow MWD to exercise the rights given to them under State Law and choose their wholesale 
supplier. 

If you have any questions please feel free to contact me 

Sincerely, 

RAINBOW MUNICIPAL WATER DISTRICT 

Tom Kennedy 
General Manager 

cc:  Alfred Smith, RMWD General Counsel 
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May 22, 2023 

San Diego Local Agency Formation Commission 
Chair Jim Desmond 
2550 5th Avenue, Suite 725 
San Diego, CA 92103 

Via email: priscilla.mumpower@sdcounty.ca.gov 

Subject: Comment Letter from Olivenhain Municipal Water District on the Proposed “Rainbow 
Municipal Water District and Fallbrook Public Utility District Reorganizations: Wholesale 
Water Services” for the June 5th Public Hearing 

Dear Chair and Commissioners, 

On behalf of Olivenhain Municipal Water District (OMWD), I am writing to express our agency’s  
support for Option Three in the agenda report for the Proposed “Rainbow Municipal Water 
District (RMWD) and Fallbrook Public Utility (FPUD) District Reorganizations: Wholesale Water 
Services”, which is to administratively hold consideration of the reorganization proposals until 
the San Diego Local Agency Formation Commission (SDLAFCO) completes the currently 
scheduled municipal service review (MSR) covering the San Diego County Water Authority 
(SDCWA). 

Specifically, OMWD opposes any action by SDLAFCO that would increase its costs in either the 
near or far term. While detachment can be mitigated in the near term with an exit fee, the 
long-term consequence of detachment when combined with the impending member agency 
roll-offs are of great concern. Consequently, an administrative hold (and deep dive into these 
cumulative issues) is the most prudent path forward for the entire region. 

Option Three allows for a comprehensive analysis into the unknowns of the long-term 
ratepayer impacts, not just of detachment, but also roll-offs. By way of example, the projected 
annual potable reuse roll-off in the region is anticipated to be 50,000 acre-feet by 2029 and 
does not include the future Encina One Water project, recycled water development, or brackish 
groundwater development in the region.  The projected loss of sales from the detachment of 
both agencies is approximately 22,000 acre feet.  The detachment of RMWD and FPUD should 
not be examined independently of all the other impending roll-offs. The combined financial  
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impact of detachments and roll-offs should be analyzed collectively, as they both result in a 
reduced demand on SDCWA that currently has fixed take-or-pay supplies that may soon exceed 
the demand of the region. The true elephant in the room is that, unless SDCWA leverages its 
fixed take-or-pay supplies, it will have more fixed take-or-pay supplies than it will have demand 
in the next ten years if its member agencies fully develop all of their planned local supply 
projects.  Detachment would further exacerbate this problem.  SDCWA water sales have 
declined from a peak of 670,000 acre-feet per year in 2007 to projected water sales in 2024 of 
only 362,000 acre-feet.   This is before any roll-offs reduce water sales further.  

Option Three would allow the comprehensive review of SDCWA with respect to current and 
planned service levels, community needs, and financial standing before taking any potential 
actions on the detachments.      

Of note, the OMWD Board of Directors considered and discussed its position at its May 2023 
Board Meeting and believes that Option Three is the best path forward for the entire region.  
However, if the SDLAFCO commissioners do not ultimately support Option Three at the June 
5th hearing, OMWD’s default position would be Option Four, which would be to disapprove the 
proposals without prejudice.  

Thank you for the opportunity to comment on the record with OMWD’s position on this matter. 

Sincerely, 

Kimberly A. Thorner, Esq. 
General Manager 

cc: OMWD Board of Directors 

13.1

13.3

Item 6a: Page 476



Carlsbad Municipal Water District 
5950 El Camino Real  Carlsbad, CA 92008  442-339-2722  760-431-1601 fax  www.carlsbadca.gov 

May 22, 2023 

Chair Jim Desmond 
San Diego County Local Agency Formation Commission 
2550 Fifth Avenue, Suite 725 
San Diego, CA 92103 

RE: Comments on Proposed “Fallbrook PUD and Rainbow MWD Wholesaler Reorganizations” 
Concurrent Annexations to Eastern Municipal Water District and Detachments from San 
Diego County Water Authority with Related Actions 

Dear Chair Desmond, 

The Carlsbad Municipal Water District (CMWD) wants to thank the San Diego Local Agency 
Formation Agency (SDLAFCO) for the thorough analysis of the proposed reorganization of 
Rainbow Municipal Water District (Rainbow) and Fallbrook Public Utility District (Fallbrook) 
wholesale water services presented in the June 5, 2023, Agenda Report, and its attachments. 

CMWD opposes any action by SDLAFCO that would increase its costs in the short or long term. 
The report indicates that the Rainbow and Fallbrook exit fee mitigates the impact on CMWD and 
other member agencies over the next five years, which is acceptable. However, CMWD is very 
concerned with the long-term consequences of the possible detachments in combination with 
the larger impending roll-offs of the San Diego County Water Authority (Water Authority) 
member agencies with local supply projects that will be completed over the next decade. While 
roll-offs are different than detachment, these roll-offs will significantly decrease water demands 
on the Water Authority. 

CMWD asks SDLAFCO to choose Option 3 and administratively hold consideration of the 
reorganization proposals until completion of the Commission’s scheduled municipal service 
review covering the Water Authority. Considering the reorganization proposals in conjunction 
with completing a holistic assessment of wholesale water supply and demand issues in San Diego 
County will benefit every Water Authority member agency and the region as a whole. While we 
recommend considering the Water Authority municipal service review before making a decision 
on the reorganization, we urge SDLAFCO to begin the Water Authority municipal service review 
as soon as possible and take a deep dive into the water supply and demand challenges facing the 
San Diego region as soon as possible. 

Sincerely, 

Teresa Acosta 
CMWD Board of Directors 
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cc:  CMWD Board of Directors 
    Cindie McMahon, General Counsel  

Scott Chadwick, Executive Manager 
    Paz Gomez, Deputy City Manager, Public Works 
    Vicki Quiram, General Manager  
    Jason Haber, Intergovernmental Affairs Director 
    Keene Simonds, LAFCO Executive Officer, San Diego County 
    David J. Edwards, General Counsel, San Diego County Water Authority 
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May 22, 2023 

Fallbrook Public Utility District (FPUD) Comments on Draft agenda report 
(Draft Report) for the combined public hearing on June 5th, 2023 for the 
Proposed Rainbow Municipal Water District (RMWD) and Fallbrook Public 
Utility District (FPUD) Reorganizations (Proposed Reorganization(s)). 

We appreciate that this process is being brought forward for a hearing in 
front of the San Diego Local Agency Formation Commission (LAFCO) and the 
detailed analysis and extensive work put into this process by LAFCO staff.  
FPUD does have a few comments, set out below, on the Draft Report. 

General Comments: 

1. While it is noted that the FPUD and RMWD applications are separate and

were combined administratively for processing and hearing purposes with

the agreement of the parties, the Draft Report and LAFCO staff’s

recommendations in the Draft Report, should make very clear that the

Commission must take separate action on each District’s Reorganization

Application.  To this end, we request that all narratives and tables with

calculations within the Draft Report that identify the rate or other impacts

from, and combined figures (such as population or acreage) related to, the

Proposed Reorganizations, be also expressed separately for each District.

Last on this same note, we did notice a few instances where the Districts’

Proposed Reorganizations are referred to a singular “proposal” as opposed

to “proposals” (see for example, Page 2, “Option Two”) or “reorganization”

as opposed to “reorganizations” (see for example, Page 9). This request is

important as we believe that a it will result in creating a clean record of

proceeding as to each of the Districts’ separate Reorganization Applications.

2. The Draft Report together with information provided by SDCWA to LAFCO

raise a big question as to the appropriateness of an exit fee (separate and

apart from our previously stated position regarding the legality of an exit

fee).  For example: LAFCO calculated the combined FPUD and RMWD lost

revenue to SDCWA resulting from the Proposed Reorganizations at $12.6

million ($8.5 million from RMWD and $4.1 million from FPUD). This is the

amount that is sent to SDCWA above the cost of providing the Districts the

treated MWD water supplies we are delivered without utilizing SDCWA

infrastructure.  In contrast, SDCWA has indicated there are zero operating

costs associated with serving either FPUD or RMWD and that its QSA

supplies are cheaper than MWD supplies (FPUD has never received any

desalination water).
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These statements raise the question as to the benefit FPUD currently receives for the estimated 
$4.1 million FPUD sends SDCWA annually, which serves as the basis for the proposed exit fee.   It 
appears that the bulk of FPUD’s $4.1 million helps fund facilities and operations that serve the 
other SDCWA members--meaning that FPUD ratepayers have been subsidizing SDCWA rates and 
funding infrastructure used by others for decades.  We suggest that the Draft Report more clearly 
describe and acknowledge that the Commission may consider, as part of its evaluation of whether 
there is a need for on-going payments as part of an exit fee, that there is a current misalignment 
of costs and benefits to FPUD due to the location of FPUD in the SDCWA service area as FPUD 
does not use any SDCWA infrastructure, justifying approval of FPUD’s Proposed Reorganization 
without an exit fee condition. 

FPUD has been paying to help fund infrastructure and offset operating costs for other agencies 
for decades and we hope LAFCO staff will consider this important point as they finalize the 
presentation and Draft Report, and that LAFCO staff consider making Option 1  the preferred staff 
recommendation or at least designating Option 1 as a staff “recommended” alternative for the 
Commission's consideration. 

3. Option Three will only lead to further “analysis paralysis.”  FPUD does not see how Option Three

is viable given that by the time the Proposed Reorganizations go to hearing, LAFCO will have just

issued the certificate of filing (mind you over 3 years following submission of the Reorganization

Applications to LAFCO).  The Commission should have long ago made a determination of whether

completion of a scheduled Municipal Service Review on SDCWA was required in order to process

our Reorganization Applications.  We find the Commission’s inaction over the last 3 years on this

issue a waiver of the need for an SDCWA MSR to process the Proposed Reorganizations.

In addition, the LAFCO staff report is clearly concludes that Eastern MWD can provide reliable 
service at a lower cost and similarly also concisely concludes that there are clear benefits to 
FPUD’s agricultural community and the impacts to the remaining agencies can be offset. While 
we agree that an analysis of SDCWA would be beneficial to ensure it is taking the necessary steps 
to continue to be an economically sound institution for the remaining member agencies, the 
issues relative to FPUD and RMWD are unique compared to the challenges faced by the remaining 
member agencies.  FPUD’s utilization of only MWD infrastructure to receive water deliveries, and 
reliance on agricultural make our situation unique.  Simply stated, the detachment of 56,000 
customers in Fallbrook, Rainbow and Bonsall will not impact the future evaluation of how SDCWA 
can best serve 3.2 million customers in its remaining service area.       

4. Any statements in the Draft Report implying that FPUD made “requests” regarding the location
of the detachment election (that the election be held within FPUD’s boundaries) and/or that
SDCWA be allowed to continue to collect property taxes from the properties within FPUD to
continue to pay for any SDCWA outstanding bonded or other indebtedness, should be corrected.
FPUD has only restated what is provided for, and required by, the County Water Authority Act.

Comments on Specific Portions of the Draft Report: 

1. Page 17 of the Draft Report identifies that FPUD has one connection on a SDCWA pipeline that
would be abandoned if the Reorganization Proposal is approved.  As this is not the case, the
statement should be revised as FPUD has not used this connection since November 2019.
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Additionally, the Draft Report should state that FPUD has not utilized any portion of any SDCWA 
pipeline since November 2019. 

2. Page 18 of the Draft Report references that the Colorado River Supplies under Eastern MWD

would be materially lessened given the higher priority of the contract supplies between SDCWA

and IID based on the Dr. Hanemann 2021 report.  Since the completion of the 2021 report,

conditions on the Colorado River have continued to deteriorate, and the Bureau of Reclamation

has developed two options for addressing the chronic over-draft.  One option is to follow the

existing priority system, which would support the conclusion in the 2021 report.  The other option

would equalize cuts across all users to account for evaporation, which would eliminate any

reliability benefit of the SDCWA IID supplies.  We suggest that LAFCO staff consider including a

sentence that identifies for the Commission, that recent events on the Colorado River create an

additional level of uncertainty of the relative reliability of the Colorado River supplies under

Eastern MWD or SDCWA.

3. Page 20, we believe the text box regarding jurisdictional disputes inaccurately reflects what FPUD

and RMWD believed to be the crux of dispute by SDCWA with the District’s Reorganization

Applications in March 2020.  These specific points were not finalized until SDCWA adopted a

resolution in May 2020 setting out these points. Given that FPUD provides more revenue to

SDCWA than it receives in services (as stated above), FPUD does not agree with SDCWA points of

contention.

4. Page 27, LAFCO lists the total revenue impact at $12.58 million and the RMWD impact at $8.517

million but incorrectly identifies the FPUD fee at $7.285 instead of $4.07 million ($12.58 million -

$8.51 million) as correctly listed on page 21.

5. Page 32, the discussion states that both sides accept there are near term unavoidable financial

impacts of detachment. This statement is only partially true as because the impacts are not

unavoidable.  While this is true if SDCWA continues to take no actions to reduce its costs there

will be a cost impact to remaining member agencies, SDCWA could reduce its supply

commitments to offset the loss in demands.  SDCWA could have (and arguably should have)

developed agreements to reduce the amounts of higher cost IID transfer and desalination supplies

by working with MWD or MWD member agencies.  In other words, SDCWA could already have a

framework in place to avoid any financial impact. Since SDCWA would no longer need to meet the

needs of FPUD and RMWD, it would have an equal amount of higher cost supplies and could have

pursued such a transfer. The fact is that SDCWA has chosen to take no action to mitigate any

financial impact associated with a variety of recent events, which include but are not limited to

the Reorganization Applications.  Similarly, the City of San Diego, which has the ability to push

changes at SDCWA, has not prioritized this as it does not appear to have FPUD’s same level of

concern over the cost and affordability of the current supply commitments.  SDCWA continues to

insist that there is greater reliability from its current water supply commitments claiming that

there is no price that can be put on this reliability.

FPUD and RMWD have been clear as members of the SDCWA Board that there must be a balance 
between cost and reliability.  Without such balance, FPUD and RMWD continue to see a decline 
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in the agricultural industry within our combined boundaries and continue to see threats to the 
financial viability of SDCWA generally. Due to declining regional demands and local supply 
development options for transferring supplies will need to be enacted with or without FPUD and 
RMWD. FPUD wants to clarify that it believes that these impacts are only in the immediate near 
term.  FPUD also believes that these impacts are only “unavoidable” because SDCWA has refused 
to plan proactively as to impacts not only resulting from the FPUD and RMWD Reorganizations if 
approved, but also as to upcoming impacts resulting from reduced demand reductions also in the 
relative near term, associated with member agency water supply diversification projects and 
lower regional demands.   

6. Page 33-34 addresses the authority of LAFCO to impose exit fees.  For the reasons set out in our

previous correspondence on this topic, FPUD restates its disagreement with the analysis set out

in the Draft Report.  Additionally, the County Water Authority Act clearly distinguishes the

financial requirements for an exclusion (i.e., detachment) of a member agency from a county

water authority (see Water Code Appendix Section 45-11 (a)(2)) the requirements applicable to

exclusion of just a portion of territory from a county water authority member agency in Section

45-11 (a)(1), which specifically requiring that those exclusions take place in accordance with the

provisions of law applicable to those exclusions.” In other words, the legislature did not

contemplate financial requirements in addition to those set out in Section 45-11 (a)(2) for

exclusion of an entire member agency, while it did so contemplate additional requirements

(seemingly of any legally permissible type) for exclusions from a county water authority of just a

portion of a member agency.

7. Page 36 addresses the offset to the exit fee resulting from not building the ESP North County

Pump Station.  We find the dialogue included in the Draft Report around whether to set the credit

on a budgeted amount back in 2010 instead of using updated amounts put forward by SDCWA in

its 2020 response to LAFCO or the SDCWA adopted budget for FYs 2022 and 2023, confusing.  If it

is confusing to us, it will likely even be more confusing to others, including Commissioners and

members of the public.  We believe it is appropriate and more than justified (without conceding

our disagreement with the exit fee in the first place) to use the calculated amount based on the

SDCWA’s FY 2022 and 2023 budgets—and leaving the discussion on this issue short and to the

point.

8. Page 39 discusses the impact of a large earthquake on FPUD water supplies and includes an

analysis that FPUD has 73 days of storage available, noting that this provides adequate time for

repairs to be made.  It should also be noted we have the ability to receive deliveries from our

SMRCUP project in coordination with Camp Pendleton.  FPUD’s combination of storage and local

supplies makes FPUD as resilient as any other SDCWA member agency.

9. Page 44 references potential approval terms that “will be separately address[sic] in a staff

memorandum.”  When will this be provided for comment?

10. Page 55, section (k) looks like it may incorrectly state the funding source for Eastern MWD, as it

states it is funded by general fund allocations by the Riverside County Board of Supervisors.

LAFCO staff may also want to consider including a statement to make clear that under the
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Municipal Water Districts Law of 1911, municipal water districts, such as Eastern Municipal Water 

District (Eastern MWD), may include non-contiguous territory.   

In summary, we support the recommendation by staff that FPUD should be allowed to detach from 
SDCWA and annex to EMWD, but we would request there is some reconsideration about how much and 
how long we should have to continue to pay to subsidize rates for the remaining agencies.  We appreciate 
your on-going efforts to complete this important Reorganization process for our community. 

Jack Bebee 
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Steve Vaus Barry Leonard Peter De Hoff Caylin Frank Brian Pepin 
Mayor Deputy Mayor Councilmember Councilmember Councilmember 

May 22, 2023 

Honorable Chair Desmond and Members of the Local Agency Formation Commission 
San Diego Local Agency Formation Commission 
2550 Fifth Avenue, Suite 725 
San Diego, CA 92103 

RE: City of Poway Comments on Proposed “Rainbow Municipal Water District and Fallbrook Public 
Utility District Reorganizations Wholesale Water Services” | Concurrent Annexations to Eastern 
Municipal Water District and Detachments from San Diego County Water Authority with Related 
Actions (RO20-05 & RO20-04 

Honorable Chair Desmond and Members of the Local Agency Formation Commission: 

The City of Poway is submitting our formal comments on the Proposed Rainbow Municipal Water 
District (MWD) and Fallbrook Public Utility District (PUD) Reorganization the Commission will be 
considering on June 5, 2023. The City previously submitted a letter to LAFCO Staff on November 30, 
2022 citing our concerns with the proposed reorganizations. Candidly, we are disappointed to see the 
proposal going forward to the Commission fails to address our concerns on behalf of our 14,220 water 
customers. As is clearly explained in the agenda report summary, the purpose of the detachments is 
to achieve cost-savings for Rainbow MWD and Fallbrook PUD ratepayers.  Unfortunately, that cost 
savings comes at the expense of every water customer in Poway, and throughout region. We find it 
concerning that LAFCO Staff’s reports to the advisory committees and now the Commission 
consistently minimize the financial impacts to all remaining agencies served by the County Water 
Authority (Water Authority) should the detachments be approved. 

The City of Poway adamantly opposes allowing the agencies to detach and therefore supports Option 
4 (disapprove without prejudice). With regard to the concept of an exit fee, Dr. Hanemann’s report, 
suggested that should Fallbook PUD and Rainbow MWD detach, it would be appropriate for an exit 
fee to be paid annually to the Water Authority for a period between three and ten years. For reasons 
that have not been well explained, Staff’s recommendation in the Fall and again in the June report 
concludes five years “appears to be an appropriate standard.”  Appropriate for who? This works well 
for the agencies seeking to detach, but not the agencies (and really all our customers) who will bear 
the financial burden of the agencies detaching for decades. The Water Authority has spent many years 
investing in projects and infrastructure to improve the reliability of the region’s water supply. This has 
been done with the understanding that all member agencies will share in the short and long-term 
costs of these projects. Those costs are incorporated into all our water rates. During the Cities 
Advisory Committee meeting held on October 27, 2022, it was stated by LAFCO Counsel that as they 
read the law, should Fallbrook PUD and Rainbow MWD detach, they have no long-term financial 
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City of Poway 
Letter to LAFCO 
Page 2 of 3 

obligation to pay toward debt service on projects the Water Authority has undertaken to improve 
water reliability for all member agencies simply because the debt service is not on the property tax 
rolls. How can this be? Should the Commission approve the detachment, the City of Poway would 
advocate the exit fee be paid for at least the ten year term identified in Dr. Hanemann’s report and 
incorporate both agencies proportionate costs for the Water Authority projects. One substantial 
change from earlier versions of LAFCO Staff recommendations is that in previous proposals LAFCO 
Staff had largely followed Dr. Hanemann’s conclusions that an appropriate exit fee would be 
approximately $13M annually for both agencies.  The prospectus presented to the Cities Advisory 
Committee in October 2022 showed an exit for five years of $12.5M annually.  We see in the final Staff 
recommendations in the June 5, 2023 report, they are proposing a “discount” of $24M for a capital 
project they say the Water Authority will not have to construct if the two agencies detach. While that 
may be true, that project is not currently a part of the Water Authority’s Capital Improvement Program 
(CIP) and no debt has yet been issued for it. So, the two agencies are receiving a substantial discount 
in the five-year exit fee for a project that does yet even exist in terms of the Water Authority’s financial 
obligations. We strongly disagree with the validity of this “discount”. 

Regarding the loss of the Water Authority’s voting rights at Metropolitan Water District (MET), again 
LAFCO Staff seems to write this off as an inconsequential component of approval of the detachments. 
Prior to consideration of the proposed detachments, LAFCO had little to no expertise in the area of 
water operations. Even to evaluate the detachment proposals they brought outside experts in the this 
extremely complex area of public policy. For Staff to make the assumption/assertion that the loss of 
voting rights at MET is an inconsequential detail reflects ignorance to the relationship between the 
Water Authority and MET and the importance of the Water Authority maintaining every voting right it 
currently has to best represent the interests of all the constituents in every member agency in San 
Diego County. 

During the Cities Advisory Committee meeting, on October 27, 2022 the Water Authority’s suggestion 
that the issue of detachment should be put to a vote of all registered voters in San Diego was 
dismissed as something LAFCO Counsel “does not believe is an option available to the Commission.” 
The June 5, 2023 agenda report makes very clear that should the Commission approve the 
detachments, Rainbow MWD and Fallbrook PUD customers would have the opportunity to vote 
whether or not they want to detach.  It seems wholly unfair the ratepayers who would benefit from 
detachment and save money get to vote, whereas every other water customer in San Diego County 
who would absorb these costs does not get to vote.  

As has been stated multiple times throughout this letter, the City of Poway opposes allowing Fallbrook 
PUD and Rainbow MWD to detach from the Water Authority. It is fundamentally unfair that two 
agencies can detach to save their own customers money, at the expense of every other water 
customer in San Diego County. Should the Commission allow the agencies to detach, the City of Poway 
would strongly advocate Fallbrook PUD and Rainbow PWD be required at a minimum to pay the 
maximum exit fee, with no discount, for the maximum period of time supported by Dr. Hanemann’s 
findings. The LAFCO Staff recommendations inexplicably appear to financially support two agencies, 
at the expense of every other water agency and water customer in San Diego County. These water 
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City of Poway 
Letter to LAFCO 
Page 3 of 3 

customers are Poway’s constituents and constituents of every city, special district, and unincorporated 
area that you as the Commission represent.  

Sincerely, 

Steve Vaus 
Mayor 

CC: Deputy Mayor Barry Leonard 
Councilmember Peter De Hoff 
Councilmember Caylin Frank 
Councilmember Brian Pepin 
City Manager, Chris Hazeltine 
Wendy Kaserman, Assistant City Manager 
Eric Heidemann, Public Works Director 
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May 22, 2023 

Mr. Jim Desmond, Chair 
San Diego LAFCO 
2550 Fifth Avenue 
Suite 725 
San Diego, CA 92103 

Re: Proposed “Fallbrook PUD & Rainbow MWD Wholesaler Reorganizations” – 
Concurrent Annexations to Eastern Municipal Water District and 
Detachments from San Diego County Water Authority with Related Actions. 

Dear Chairman Desmond: 

This comment letter is being submitted in my role as Assistant General Counsel for the applicant, 
Rainbow Municipal Water District. 

First, I wish to compliment your  Executive Officer, Keene Simonds, and his entire staff for the 
manner in which they have professionally handled the simple proposed switch of wholesale 
water sources in the face of a concerted  and well financed effort by the San Diego County Water 
Authority in an attempt to complicate the mater in an effort to continue its existing membership 
without regard to the detrimental impacts on the residents of North County who are served by 
Rainbow Municipal Water District and Fallbrook Public Utility District. 

In my view the Commission needs to focus only on three factors to reach its decision. 

The first factor is found in both the language of Cortese-Knox- Hertzberg and your Commission’s 
own policies. Government Code Section 56668 provides in relevant part as follows: “Factors to 
be considered in the review of a proposal shall include, but not be limited to, all of the 
following:…(e) The effect of the proposal on maintaining the physical and economic integrity of 
agricultural lands, as defined by Section 56016…” Similarly, your Commission policy L-101 –
Preservation of Open Space and Agricultural Lands - acknowledges that the State Legislature 
has instructed that open space and agriculture are to be preserved. Such preservation of 
agricultural land through the lowering of the costs of water needed for crops is the thrust of the 
proposal for the change of wholesalers. Yet this foundational factor – emphasized by the State 
Legislature – is never mentioned, let alone addressed, in the various lengthy, contentious letters 
filed by the San Diego County Water Authority. The Water Authority simply ignores these 
legislative and policy directives. 

ATTORNEYS AT LAW 
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Jim Desmond, Chair 
May 22, 2023 
Page 2 

The second of the three factors for the Commission to focus on is the representation that the San 
Diego County Water Authority uses in communicating with the buyers of its bonds. The official 
policy of the San Diego County Water Authority is reflected in its Official Statement for 
refinancing and its financing resolution adopted by its Board is that no member agency is 
obligated for any debt and no member agency is obligated to purchase any water. This was 
pointed out to your staff in a joint letter from the applicants dated June 22, 2022. 
https://www.sdlafco.org/home/showpublisheddocument/6362/637940086528530000. 
The San Diego County Water Authority has never commented on this in its frequent 
correspondence. Just as with the deafening silence from the Water Authority regarding the 
preservation of agriculture, the Water Authority has been silent on this issue because it has no 
basis to refute this point. Yet the Water Authority has sought to extract large sums from the 
applicants in exchange for the exercise of their rights to seek detachment. 

The third factor for the Commission to consider is that the principal act under which the County 
Water Authority was formed addresses the procedure for detachment. Section 45-11 (a)(2) only 
provides for a continuation of property taxes to be paid to the Water Authority following 
detachment – no other “exit fee” is required by the legislation. Most principal acts include no 
references to the role of the Local Agency Formation Commission with respect to changes in the 
boundaries of a public entity. The County Water Authority Act, however, references the role of 
the Commission multiple times with respect to annexations (sections 45.10 (d) and (e)) and once 
with respect to exclusions (section 45.11 (1)), but does not include any provision for the 
Commission to provide for a condition for detachment beyond the continuation of property taxes.  
This silence with respect to detachment in stark contrast to the other provisions is an indication 
that the State Legislature considered the role of the Commission and chose not to include any 
role to add additional financial conditions in the event of a detachment. The text of the relevant 
provision of the County Water Authority Act has never been amended despite the Act having 
been amended well over 100 times through 2005 (Exhibit B to our letter of September 24, 2021 
https://www.sdlafco.org/home/showpublisheddocument/5922/637684127802770000). Dr. 
Hanemann in his report acknowledged that he is not an attorney and that he did not seek 
counsel from any in his preparation of this portion of his report. (section 2.4 at page 73 
https://www.sdlafco.org/home/showpublisheddocument/6068/637777538812570000 ) 

Although the involvement of LAFCO is expressly acknowledged in the Act with regard to 
annexation to the Water Authority, no such provision appears with respect to a detachment such 
as this by entire existing agencies (February 15 2022 joint letter from counsel, 
https://www.sdlafco.org/home/showpublisheddocument/6124/637805980274130000). Like the 
first two factors, the Water Authority has not been able to refute this point. 

In conclusion, despite the Water Authority’s best efforts to defeat the simple change of water 
wholesalers to these two districts in North County, the delay of over three years needs to come 
to an end. If you look at (1) the legislative mandate regarding preservation of agriculture, (2) the 
representation the Water Authority has made to buyers of its bonds, and (3) the plain language 
of the principal act of the Water Authority, the applications should be approved and the residents 
of the two applicant districts should be permitted to vote on the issue. 
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Sincerely, 

Lloyd W. Pellman 
Nossaman LLP 

cc:  Keene Simonds, LAFCO Executive Officer 
 San Diego Local Agency Formation Commissioners 
 Holly Whatley, LAFCO Counsel 
 Adam Wilson, LAFCO Moderator 
 Tom Kennedy, General Manager, Rainbow Municipal Water District 
 Alfred Smith, General Counsel, Rainbow Municipal Water District 
 Jack Bebee, General Manager, Fallbrook Public Utility District 
 Paula De Sousa, General Counsel, Fallbrook Public Utility District 
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Santa Fe Irrigation District ~ PO Box 409 ~ 5920 Linea del Cielo ~ Rancho Santa Fe, CA  92067-0409 
Phone 858.756.2424   Fax 858.756.0450 

www.sfidwater.org 

Santa Fe Irrigation District

May 22, 2023 

San Diego County Local Agency Formation Commission 
2550 Fifth Avenue, Suite 725 
San Diego, CA 92103 

Subject: Comments – Proposed Fallbrook PUD and Rainbow MWD Reorganizations: 
concurrent annexations to Eastern MWD, as well as the detachment from San Diego 
County Water Authority (SDCWA), along with the related actions. 

To:  Honorable Chair Desmond and Commissioners, 

As one of the San Diego County Water Authority’s member agencies, Santa Fe Irrigation District 
would like to provide comments regarding the proposed reorganizations of Fallbrook PUD and 
Rainbow MWD, respectively. SFID wants to express our opposition to the proposed Fallbrook PUD 
and Rainbow MWD reorganization – concurrent annexations to Eastern MWD, as well as the 
detachment from San Diego County Water Authority (SDCWA), along with the related actions.  

We have reviewed the LAFCO staff recommendations, but we’re deeply concerned about the long-
term negative impacts of detachments on the water ratepayers of San Diego County residents while 
favoring the short-term economic gains of Fallbrook PUD and Rainbow MWD ratepayers. 

SFID urges the LAFCO commissioners to carefully consider the potential implications of this 
reorganization action, as it will decrease supply reliability for the communities served by Fallbrook 
PUD and Rainbow MWD. The LAFCO staff noted Dr. Hanemann's report, which highlights that 
these agencies would be taking a significant gamble on supply reliability by switching from 
SDCWA to EMWD. Relying on a temporary solution during a drought emergency could prove to be 
an expensive proposition. Approving detachment would expose these communities to higher levels 
of financial risk, burdening them with long-term consequences in exchange for short-term savings. 
Such an outcome contradicts LAFCO's mission to promote the efficient delivery of local government 
services for these communities and imposes unnecessary financial risks. 

In the event that the detachment is approved with an exit fee, our concerns regarding the proposed 
exit fee methodology utilized by the LAFCO staff are as follows: 

1. Inconsistency with independent consultant's recommendations: The offsetting credit for the
value of the avoided costs for the planned Emergency Supply Project fails to account for the
region's existing debt incurred for the QSA. Additionally, it neglects to include the cost of
reliability associated with Desalination, Twin Oaks Treatment Plant, and Emergency Storage 
Projects, which provide higher levels of reliability for the entire region.
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Santa Fe Irrigation District ~ PO Box 409 ~ 5920 Linea del Cielo ~ Rancho Santa Fe, CA  92067-0409 
Phone 858.756.2424   Fax 858.756.0450 

www.sfidwater.org 

2. Unreasonable exit fee timeline: The proposed exit fee timeline should be based on a
thorough financial analysis rather than being compared to unrelated planning and reporting
requirements such as the Urban Water Management Plan and Municipal Service Reviews,
which are conducted every five years. Although these planning documents are updated every
five years, their planning horizon typically extends beyond twenty years.

3. Failure to account for a full share of obligations: The exit fee proposed by the LAFCO staff
fails to account for the full share of obligations associated with past bonds by the San Diego
County Water Authority (CWA). CWA has made significant investments in regional water
supply infrastructure, and it is the financial responsibility of all member agencies, including
Fallbrook PUD and Rainbow MWD, to fulfill their share of these obligations.

4. Lack of reassessment of financial obligations: In LAFCO’s third-party consultant’s report,
Dr. Hanemann's viewpoint that calculating a "long-run" economic impact on CWA and its
member agencies is challenging. Therefore, it is crucial that the staff recommend a
reassessment of Fallbrook PUD and Rainbow MWD's remaining financial obligations every
five years until their full obligations are adequately accounted for.

5. If the Detachment is approved with an exit fee, the recommendation should include a
stipulation that the exit fee be returned to CWA’s member agencies as LAFCO’s report
specifically identified the financial impacts of the detachment on CWA’s member agencies.

In conclusion, SFID strongly urges the LAFCO commissioners to consider rejecting the proposed 
Fallbrook PUD and Rainbow MWD reorganization. It is essential to prioritize the economic well-
being of all water ratepayers in San Diego County and to ensure the continued supply reliability for 
the communities involved. We trust that you will carefully consider these concerns and decide to 
uphold the best interests of the residents and businesses that rely on these vital water services. We 
have reviewed the LAFCO staff recommendations, but we’re deeply concerned about the long-term 
negative impacts of detachments on the water ratepayers of San Diego County residents while 
favoring the short-term economic gains of Fallbrook PUD and Rainbow MWD ratepayers. The 
Water Authority is currently proposing a 14% rate increase for calendar year 2024, with equivalent 
increases in the next several years. Water affordability is already of grave concern to member 
agencies as we face difficult decisions on reducing services and projects at a local level to 
accommodate for the proposed increases. An additional layer of financial burden will shift more 
costs to our ratepayers during an economically challenging time nationwide. We fear this may be 
more than our communities can bear.  
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Thank you for the opportunity to comment, and we very much appreciate the time and effort of the 
staff, the commissioners, and all water districts involved in this very difficult and complex situation. 
We sincerely hope that the spirit of collaboration will continue in our region as we all work to find 
equitable, affordable solutions to our water supply and economic challenges.  

Sincerely, 

cc:  Albert Lau, GM, SFID 
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MEMORANDUM 
 

 
DATE:  May 26, 2023 
 
TO: Commissioners  
 
FROM: Priscilla Mumpower, Analyst II 
 Michaela Peters, Analyst I  
 
SUBJECT: Written Comments Received after May 22nd on Agenda Report Item No. 6a |  
                            Proposed “Rainbow Municipal Water District and Fallbrook Public Utility 

District Reorganizations: Wholesale Water Services” 
 

 
This memorandum is part of the supplemental report prepared for the above-referenced 
agenda item set for hearing on June 5, 2023.  This memorandum provides the Commission 
with written comments received by LAFCO staff after the May 22nd deadline provided as part 
of the public hearing notice posted online and distributed to affected and subject agencies on 
April 26th.  A total of 3 written comments were received by the close of business on May 26th 
from all of the following: 
 

1. Don McDougal, Fallbrook PUD Boardmember 
2. Vista Irrigation District 
3. Denise McFarland 
4. Nora Vargas, Chairwoman, County of San Diego Board of Supervisors 

 
All 3 written comments received are attached to the memorandum. 
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From: Don McDougal <don@GrandTradition.com>  
Sent: Wednesday, May 24, 2023 3:10 PM 
To: Mumpower, Priscilla <Priscilla.Mumpower@sdcounty.ca.gov> 
Subject: [External] Fallbrook/Rainbow Detachment 
 

To: San Diego LAFCO Commissioners 

Atn: Priscilla Mumpower (priscilla.mumpower@sdcounty.ca.gov) 

RE:  Fallbrook (FPUD) & Rainbow (RWMD) Detachment from San Diego County Water Authority 

 

Dear LAFCO Commissioners: 

 

My name is Don McDougal. I am a Director at the Fallbrook Public U�lity District and more importantly, 
a resident and owner of the Grand Tradi�on Estate and Gardens a local business in Fallbrook for over 39 
years. 

I ask you today to do what is fair and equitable for our community that has been plagued by excessive 
water rates for far too many years.  These rates have serious implica�ons to our business and the local 
economy of our community which is mostly agricultural.  Fallbrook has paid into infrastructure to the 
SDCWA without being able to reap the benefits of these funds and is now being asked to pay a 
detachment fee to separate from the SDCWA which is allowed by law.  This is unfair and unreasonable.   

Many state that this detachment will cost other San Diego County ratepayers if this is allowed but do 
not consider the savings these ratepayers have received from Fallbrook and Rainbow paying for their 
infrastructure over the years. 

Without agriculture, Fallbrook becomes another bedroom community and without the jobs created by 
agriculture we risk high unemployment, and loss of tax revenue greatly needed in the community. 

This should be a decision made by Fallbrook/Rainbow ratepayers and not by others in the county that 
have selfish mo�ves without concern for our ratepayers. 

I strongly ask that you do the right, fair and legal thing and vote to allow Fallbrook and Rainbow to 
detach from the San Diego County Water Authority. 
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May 25, 2023 

 

Priscilla Mumpower 

Analyst II 

San Diego Local Agency Formation Commission 

2550 Fifth Avenue, Suite 725 

San Diego, CA 92103 

 

Via U.S. Mail and email to priscilla.mumpower@sdcounty.ca.gov 

 

Re: June 5, 2023 Hearing—Comments on the proposed reorganizations of Fallbrook Public Utility District 

and Rainbow Municipal Water District 
 

Dear Ms. Mumpower: 

 

Vista Irrigation District (District) appreciates the opportunity to provide comments on the proposed reorganizations of 

the Fallbrook Public Utility District (Fallbrook) and Rainbow Municipal Water District (Rainbow), which seek to 

transfer wholesale water service from the San Diego County Water Authority (Water Authority) to Eastern Municipal 

Water District (Eastern). As San Diego Local Agency Formation Commission (LAFCO) staff is aware, the decisions 

made by the LAFCO Commission on this matter affect, not only the Water Authority, but also its member agencies and 

their ratepayers. The District is concerned about the negative impacts to our agency and ratepayers should the LAFCO 

Commission approve the reorganization based on the conclusions on key policy decisions presented in the May 2023 

prospectus on the proposed reorganizations prepared by LAFCO staff.  The following comments are being submitted 

for LAFCO’s consideration in connection with the hearing scheduled for June 5, 2023. 

 

1. Fallbrook and Rainbow ratepayers may not see a cost savings equal to the amount shown if an exit fee is 

assessed. LAFCO published estimates that the average monthly household savings for Fallbrook and Rainbow 

ratepayers is $23.50 per household if the proposed reorganizations are approved.  It is not clearly stated whether 

the estimated savings figure takes into consideration the payment of an exit fee to the Water Authority; if the 

figure does not include this cost, the estimated savings figure would be overstated (over time period that the exit 

fee is in place). The cost savings figure (at a minimum) should take into account the assessment of an exit fee (if 

it does not already) to fully inform those voting on the proposed reorganizations, including Fallbrook and Rainbow 

ratepayers and LAFCO Commissioners. 

 

2. Water Authority member agencies’ ratepayers will see cost increases.  The conclusion that other Water 

Authority member agencies’ ratepayers will have to pay higher rates (if Fallbrook and Rainbow detach and 

no exit fee is assessed; if an assessed exit fee does not equal the Water Authority’s revenue loss associated 

detachment; or after the term of an assessed exit fee terminates) is correct. Additionally, the Water 

Authority’s pass-through rate increase associated with the proposed reorganizations would be added to any 

other rate adjustments made by the Water Authority to address member agency roll-offs, Metropolitan 

Water District of Southern California (MWD) rate increases, etc. as well as the member agencies own rate 

and charge increases. 

Administrative Staff 
 

Brett L. Hodgkiss 
General Manager 

 

Lisa R. Soto 
Board Secretary 

 

Elizabeth A. Mitchell 
General Counsel 

 

Board of Directors 
 

Jo MacKenzie, President 

Division 5 
 

Marty Miller 
Division 1 

 

Richard L. Vásquez 
Division 2 

 

Peter Kuchinsky II 
Division 3 

 

Patrick H. Sanchez 
Division 4 
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Based on figures shown in the “Estimated Detachment Impacts to Member Agencies + Ratepayers” table, 

the District would see its costs increase $347,984 annually if an exit fee is not assessed (or after an exit fee 

terminates, if one is assessed).  The District would need to increase its commodity rates by an estimated 

five cents per billing unit to cover those higher costs from the Water Authority. This translates to the 

District’s typical customer (3/4” water meter using 24 billing units) being charged an additional $1.20 every 

two months. As previously noted, this increase would be in addition to any other rate adjustments made by 

the Water Authority and/or the District in futures years.  

 

3. Financial Impacts to Water Authority and ratepayers are material and significant when one considers 

the cumulative impact of the proposed reorganizations and future rate increases.  LAFCO staff’s 

conclusion that the financial impacts of the detachments are significant but not material because the annual 

net revenue loss to the Water Authority ($12.581 million) equals 4.4% of its gross water sales misses a key 

factor. The increase is significant and material when one considers that it would be added to any other to 

any other rate adjustments. 

 

4. Approval of the Proposals is reasonable only if conditioned on an appropriate exit fee and duration that it is 

in place. Conditioning the proposed reorganizations’ approval to require an exit fee is reasonable and merited 

given the financial impacts and need therein for a period of adjustment. This conclusion is correct; however, the 

exit fee would need to be equal to the estimated revenue loss for the Water Authority and not discounted, and 

the length of time the exit fee is in place (five years) be appropriate, which it is not. 

 

LAFCO staff’s conclusion that five years (based on the intervals that Urban Water Management Plans are 

updated and Municipal Service Reviews are conducted) is an appropriate standard to apply an annual exit 

fee is not supported. The Hanemann reports notes that in the water industry, 10 years would typically be 

considered short term for planning purposes.  Therefore, 10 years would be the shortest standard to apply. 

However, even 10 years is too short under the circumstances given the substantial investments/obligations 

that have been incurred by the Water Authority in order to supply water to its member agencies, including 

Rainbow and Fallbrook. The appropriate length of time for the exit fee should be tied to longer-term 

financial commitments made to construct major infrastructure (e.g. the largest debt burden through 2039 as 

shown in the Hanneman report) or to secure water supplies such as Imperial Irrigation District transfer water 

(which has commitments through at least 2047). 

 

5. Discounting an exit fee to reflect cost savings is not reasonable.  The prospectus’ statement that the Water 

Authority would save $38.6 million should Fallbrook and Rainbow detach that would otherwise be expended 

on proceeding with the Emergency Storage Project (ESP) North County Pump Station is incorrect; therefore, 

discounting the exit fee to account for this mythical cost avoidance is unreasonable.  Budgeting project is not 

the same as actually making an expenditure.  As noted in the District’s November 29, 2022 comment letter, the 

Water Authority has stated that only “deminimus amounts” have been spent on initial planning for this project, 

no debt has been issued for this project and no project costs have been included in its rates and charges. Given 

those statements, a firm commitment to fund and construct the project has not been made by the Water Authority; 

therefore, there are no savings to be realized. 

 

6. Near-certain roll-off impacts are measurably higher than detachment impacts; when considered 

together, they significantly affect the Water Authority, its member agencies and ratepayers. LAFCO staff 

estimates the annual net revenue loss tied to expected roll-offs involving three reuse projects will be $47.0 

million by the end of the decade, translating to a ratepayer impact of 9.4% (compared to a 2.5% ratepayer 

impact associated with the detachment).  This conclusion seems to support LAFCO staff’s alternative action 

to defer consideration of the proposals until the completion of a scheduled municipal service review on the 

Water Authority, which includes an evaluation of the financial condition of the agency. 
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7. Loss of voting Rights at MWD is a valid concern. LAFCO staff is correct that voting rights at the MWD are 

valuable, especially when voting on important decisions that have a lasting impact on San Diego region’s 

ratepayers; the loss of any voting rights is of the utmost concern.  

 

8. Detachments would not benefit agriculture in the North County. LAFCO staff notes that both agencies’ 

proposals center on the premise of providing economic relief to their agricultural customers by securing less 

expensive water supplies.  LAFCO statute and adopted policy address the loss of agriculture with the latter 

having been recently expanded to now consider actions whenever appropriate to “enhance” agriculture, which 

allows the Commission to make special accommodations for the affected territory in evaluating the proposals. 

As noted in the District’s November 29, 2022 letter, agricultural water use could be reduced by as much as 90% 

or be completely prohibited under the Human Health and Safety formula MWD (Eastern’s wholesale water 

supplier) used in parts of its service area during the last drought. The potential for this type of reduction during 

a drought does not appear to support a policy of enhancing agriculture rather it seems more likely to place 

agriculture in jeopardy. 

 

9. An election to include all registered voters within the Water Authority member agencies’ boundaries is 

warranted. The Water Authority has requested that LAFCO condition approval of the reorganization 

proposals on expanding the “affected territory” for the purposes of calling an election to include all 

registered voters within its member agencies’ boundaries.  LAFCO legal counsel has stated that LAFCO 

has no statutory authority to grant a vote by all those affected, a position that the Water Authority’s legal 

counsel does not agree with. Assembly Bill 530, which would allow a vote in the Water Authority’s service 

area when agencies seek to detach, may be the answer.  Given the financial impact that the reorganizations 

would have on the Water Authority as well as its member agencies and their ratepayers, a vote by all affected 

is warranted.  

 

Thank you for the opportunity to comment on the proposed reorganizations of Fallbrook and Rainbow. If you have 

any questions regarding our comments, please feel free to contact me at (760) 597-3117 or via email at 

bhodgkiss@vidwater.org. 

 

Sincerely, 

 
Brett Hodgkiss 

General Manager  
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From: Denise McFarland Realtors <denise@deniserealtors.com>  
Sent: Thursday, May 25, 2023 10:25 AM 
To: Mumpower, Priscilla <Priscilla.Mumpower@sdcounty.ca.gov> 
Subject: [External] Town Hall June 5th Comments 
 
Good Morning, 
 
I will be unable to attend the town hall meeting on June 5th regarding switching Fallbrook’s water 
supplier from SDCWA to EMWD. 
 
Fallbrook has some of the highest water rates in our area, which continues to dissuade agricultural 
business in our region. Please pass along my comment promoting Fallbrook’s ability to switch to EMWD. 
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Email: Nora.Vargas@sdcounty.ca.gov 
 

 

 

 

Nora Vargas 
SUPERVISOR, FIRST DISTRICT 
San Diego County Board of Supervisors 

May 25, 2023 
 

San Diego LAFCO Commissioners 
Keene Simonds, Executive Officer 
San Diego County Local Agency Formation Commission 
2550 Fifth Avenue, Suite 725 
San Diego, CA 92103 
 
RE: Reorganization Applications of Fallbrook and Rainbow Public Hearing June 5, 2023 
 
Dear San Diego LAFCO Commissioners, 

On behalf of the First District of the County of San Diego, I write in opposition to the proposed 
reorganization filed by Fallbrook Public Utility District (PUD) and Rainbow Municipal Water 
District (MWD) from the San Diego County Water Authority to Eastern MWD in Riverside 
County. LAFCO plays a vital role in coordinating local government boundaries changes by 
reorganization and annexation. I am concerned about the long-term impacts this detachment 
will have for our local region and ratepayers that are serviced by the San Diego County Water 
Authority. 
 

The impacts of this proposal will hit our low-income environmental justice communities the 
hardest, who will feel the financial increase of the detachment. The San Diego County Water 
Authority is currently addressing climate change and affordability topics, however, the 
proposed reorganization of Fallbrook and Rainbow will further exacerbate these issues. The 
proposed reorganization is not the solution and is inconsistent with the need for more regional 
integration of local, state, and federal planning processes. For these reasons, I urge my fellow 
Commissioners to oppose the detachment from the San Diego County Water Authority. 
 

Sincerely,  
 
 
 

Nora Vargas, Chairwoman 
First District Supervisor  
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General Public  
 

Harry Mathis, Alt. 
General Public  

 
 

Vice Chair Stephen Whitburn 
City of San Diego  
 
Marni von Wilpert, Alt.  
City of San Diego  

 

 

MEMORANDUM 
 

 
DATE:  May 26, 2023 
 
TO: Commissioners  
 
FROM: Keene Simonds  
 
SUBJECT: Recommendation to Oppose Assembly Bill 530 as Amended  
                            Proposed “Rainbow Municipal Water District and Fallbrook Public Utility 

District Reorganizations: Wholesale Water Services” 
 

 
This memorandum is part of the supplemental report prepared for the above-referenced 
agenda item set for hearing on June 5, 2023.  This memorandum addresses whole-sale 
amendments made to Assembly Bill (AB) 530 (Boerner) after the agenda report and 
associated public hearing notice was posted online and distributed on April 26th.  Markedly, 
AB 530 as amended on May 15th proposes changes to the County Water Authority Act to 
require a confirming vote of the entire electorate of the San Diego County Water Authority 
should any member agency receive approval from LAFCO to detach.  The amended bill is 
sponsored by the City of San Diego through the Mayor’s Office with the author confirming 
they will seek committee deadline waivers to allow the legislation to be considered this year.    
 
In consultation with the Chair, and in my capacity as Executive Officer, I submitted a comment 
letter to Assemblymember Boerner outlining concerns with AB 530 as amended.  This includes 
the direct complication the amended bill poses with “Option Three” and the alternative for 
the Commission to defer actions on the proposals in favor of first completing a scheduled 
municipal service review on the County Water Authority.   A copy of the letter is attached.  
 
As part of the supplemental agenda report prepared for the item, the Executive Officer is 
expanding the recommended actions to include taking a formal oppose position on AB 530. 
 
 
Attachment: as stated   
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May 25, 2023 
 
 
DELIVERED BY ELECTRONIC MAIL 
Assemblymember Tasha Boerner  
State of California 
77th Assembly District 
c/o Robert Charles, Chief of Staff    
robert.charles@asm.ca.gov 
 
 
SUBJECT:   Concerns with Assembly Bill (AB) 530 
 
 
Honorable Assemblymember Boerner: 
 
As  the  Executive Officer  of  the  San  Diego  County  Local  Agency  Formation  Commission 
(LAFCO),  I  am  writing  to  express  concerns  regarding  your  proposed  AB  530,  and  the 
amendments that were introduced on May 15th.  The amendments to a previously unrelated 
bill involving the reduction of methane emissions seek to revise the County Water Authority 
Act to require expanded voter confirmations of any LAFCO approved detachments.   The San 
Diego County Water Authority  is the only agency organized under this principal act.     The 
amended bill, accordingly, would require any member agency of the County Water Authority 
to  receive majority confirmation among  registered voters  throughout  the entirety of  the 
Authority’s jurisdictional boundary as a condition to detachment.    
 
As amended, AB 530 generates significant concerns in terms of timing and content. 
 

 With  respect  to  timing,  the  amended  bill  comes  at  the  end  of  a  prolonged 
administrative review process that began in April 2020 in which San Diego LAFCO has 
expended considerable public resources in evaluating Fallbrook Public Utility District 
(PUD) and Rainbow Municipal Water District’s (MWD) applications to detach from the 
County Water  Authority.    This  includes  staff  holding more  than  a  dozen  publicly 
noticed meetings with  three  different  advisory  committees  as well  as  employing 
multiple  outside  experts.    LAFCO  staff  has  recently  capitalized  on  this  extensive 
administrative review and the 4,000 plus pages of documents therein in issuing a final 
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report with recommendations on April 26, 2023 with a public hearing set for June 5th.   
Further,  one  of  the merited  options  evaluated  and  available  to  the  Commission 
involves administratively pausing action on  the proposals  in  favor of completing a 
comprehensive municipal service review on the County Water Authority, which would 
likely take 18‐24 months to complete.  This option now appears impractical with the 
potential chaptering of the amended bill.   

 With respect to content, the amended bill would establish a defacto prohibition on
member  agency  detachments  from  the  County  Water  Authority  given  the
unfavorable odds for any single agency in receiving majority approval from the entire
Authority  electorate, which  presently  tallies  1.9 million  registered  voters.   As  the
current proposals filed by Fallbrook PUD and Rainbow MWD indicate, there may be
unique  and  locally  meritorious  reasons  for  member  agencies  to  seek  future
detachments  that  would  be  otherwise  mooted  from  consideration  should  the
amended bill proceed into law.   Similarly, I am not aware of any existing provision –
certainly not  in LAFCO statute and presumably not  in any other principal act – that
provides  special  district  voters  the  approval  power  over  proposed  detachments.
Accordingly,  the  precedent  setting  nature  of  the  amended  bill  and  potential  for
unintended  consequences  should not be dismissed.     Similarly,  the amended bill’s
sidestepping  of  the  Legislature’s  long‐standing  delegation  to  LAFCOs  to
independently consider jurisdictional changes and term any approvals as appropriate
should not be dismissed given its own precedent setting nature.

San Diego LAFCO staff and counsel have made a series of decisions and determinations to 
guide its review of the Fallbrook PUD and Rainbow MWD detachment proposals in step with 
forwarding recommendations to the Commission ahead of a June 5th public hearing.   The 
amended bill introduces an additional layer of uncertainty and influence at the 11th hour and 
negatively  impacts our ability  to provide  clear and  reasonable guidelines and answers  to 
Commissioners.  The precedent setting nature of the bill is equally concerning as detailed.   

I appreciate your consideration of my letter.  I would also welcome any opportunity to further 
discuss  the  amended  bill with  you  and/or  your  staff  and will make myself  available  to 
accommodate  your  schedules.    I  am  available  by  telephone  at  619‐321‐3380  or  email  at 
keene.simonds@sdcounty.ca.gov. 

Respectfully, 

Keene Simonds 
Executive Officer 

cc: 

San Diego LAFCO Commissioners  
Honorable Mayor Todd Gloria of the City of San Diego  
Holly Whatley, Commission Counsel  
Aleks Giragosian, Deputy Commission Counsel 
Priscilla Mumpower, Analyst II  
Chris Cate, LAFCO Consultant 
Adam Wilson, LAFCO Consultant  
Nick Serrano, Deputy Chief of Staff for Mayor Todd Gloria 
Sandy Kerl, County Water Authority General Manager 
Jack Bebee, Fallbrook PUD General Manager 
Tom Kennedy, Rainbow MWD General Manager  
Nick Kanetis, Eastern MWD Assistant General Manager  
René LaRoche, CALAFCO Director  
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MEMORANDUM 
 

 
DATE:  May 26, 2023 
 
TO: Commissioners  
 
FROM: Keene Simonds, Executive Officer  
 Chris Cate, Consultant  
 
SUBJECT: Potential Changes to County Water Authority Rate Structure  
                            Proposed “Rainbow Municipal Water District and Fallbrook Public Utility 

District Reorganizations: Wholesale Water Services” 
 

 
This memorandum is part of the supplemental report prepared for the above-referenced 
agenda item set for hearing on June 5, 2023.  This memorandum provides additional analysis 
via LAFCO Consultant Chris Cate on the County Water Authority’s current rate structure and 
potential changes should the detachments proceed.    A copy of the Cate analysis is attached.  
 
 
Attachment: as stated   
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M E M O R A N D U M 
  
DATE:        May 25, 2023 
  
TO:              Keene Simonds, Executive Officer 
  
FROM:        Chris Cate, 3MC Strategies 
  
SUBJECT: Additional Review of Detachment  & Rate Impacts 

  
 
Following the release of the LAFCO staff report regarding the proposed Detachment 
application, I was asked to provide a review of the opportunities for the San Diego County 
Water Authority (CWA) to adjust rates to prepare for the potential decline in water sales and 
those potential rate impacts to member agencies. As the LAFCO report addresses the potential 
rate impacts of detachment and roll-off, questions have arisen regarding next steps and what 
actions could be taken to plan ahead. 
 
It's important to note that the analysis conducted to evaluate rate impacts is a high-level 
analysis. It should be noted the true impacts will not be known until CWA conducts its own rate 
analysis, which has also been noted by CWA in its communications to LAFCO. It’s also important 
to note CWA has been establishing the groundwork to adjust its rate structure in anticipation of 
changing conditions at the retail water agency level. 
 
At the June 27, 2019, meeting, the CWA Board of Directors approved reconstituting the Fiscal 
Sustainability Task Force (FSTF)1 to review various fiscal policies, including fixed rate charges. 
The idea would be to evaluate increasing fixed revenues to cover a larger portion of CWA fixed 
charges, as CWA, along with most water agencies, are heavily reliant on water sales revenue.   
 
Following the establishment of this group, CWA has adopted various planning documents, 
including its Urban Water Management Plan, Long-Range Financing Plan, and Fiscal Year 2024-
2028 Five-Year Financial Forecast. Each one of these planning documents outlines various 
scenarios that impact rates and charges and includes water demand projections inclusive of the 
development of local water recycling projects, such as the City of San Diego’s Pure Water 
Program. These planning documents have laid the foundation for the FSTF to discuss and 
develop options for revising CWA’s rate structure.  
 

 
1 This work group has utilized various names, including currently being named the Finance Planning Work Group. 
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In February 2022, the CWA Board directed the FSTF to bring forward a recommendation for an 
alternative rate structure following CWA staff working with member agencies. Following this 
action, a set of principles were prepared to guide the work of developing an alternative rate 
structure. These principles include maintain short-and long-term financial viability, establish 
fixed charge levels to cover fixed expenses, and promote cost-effectiveness and regional water 
affordability, to name a few.  
 
The FSTF is anticipated to reconvene in June following the adoption of the calendar year 2024 
rates and charges. It is unclear though when a new rate structure will be adopted and take 
effect. 
 
Depending upon the timeline by CWA to implement its new rates and charges, the process to 
draft and adopt the 2025 Urban Water Management Plan and other long-range planning 
documents may have begun. Additionally, local recycling projects could commence, further 
impacting rates. 
 
Therefore, once the new rates and charges are adopted and in effect, the impact of 
detachment will be different than currently assumed. This is due to a myriad of reasons, 
including the amount of revenue recovered from fixed and variable charges will change, thus 
changing how each member agency is charged. As an example, member agencies that have 
plans for local supply projects may see their share of fixed costs increase as they will be 
reducing the costs of purchasing water from CWA. Additionally, roll-off will occur leading to the 
loss of water sales and there will always be the potential for other cost drivers (i.e., inflation, 
increase in capital improvement budget, etc.). 
 
Lastly, CWA has implemented new policies that include the production of five-year financial 
outlooks and an earlier review of the annual budget and rate development. This allows for an 
extended time of review and preparation for any challenges that may impact rates. 
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MEMORANDUM 

DATE: May 26, 2023 

TO: Commissioners 

FROM: Priscilla Mumpower, Analyst II 
Michaela Peters, Analyst I  

SUBJECT: Draft Resolutions of Approval for Agenda Report Item No. 6a |  
     Proposed “Rainbow Municipal Water District and Fallbrook Public Utility 

District Reorganizations: Wholesale Water Services” 

This memorandum is part of the supplemental report prepared for the above-referenced 
agenda item set for hearing on June 5, 2023.  This memorandum provides draft resolutions of 
approval covering Option Two as recommended by LAFCO staff. Draft resolutions have been 
prepared for both applicants – Fallbrook PUD and Rainbow MWD.  

Attachments: 
1. Draft resolutions for Fallbrook PUD
2. Draft resolutions for Rainbow MWD
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RESOLUTION NO._______  
 

SAN DIEGO COUNTY LOCAL AGENCY FORMATION COMMISSION 
 

MAKING DETERMINATIONS, APPROVING, AND ORDERING A REORGANIZATION  
 

 “FALLBROOK PUBLIC UTILITY DISTRICT REORGANIZATION: WHOLESALE WATER 
SERVICES”  

CONCURRENT ANNEXATION TO EASTERN MUNICIPAL WATER DISTRICT AND DETACHMENT 
FROM SAN DIEGO COUNTY WATER AUTHORITY WITH RELATED ACTIONS  

LAFCO FILE NO. RO20-05  
 
 

WHEREAS, on March 18, 2020 and March 19, 2020, the Rainbow Municipal Water District 
(MWD) and Fallbrook Public Utility District (PUD), respectively, filed a resolution of 
application to initiate proceedings with the San Diego County Local Agency Formation 
Commission, hereinafter referred to as “Commission,” pursuant to the Cortese-Knox-
Hertzberg Local Government Reorganization Act of 2000; and 

 
WHEREAS, on April 28, 2020 the Executive Officer administratively combined the 

proposals for hearing purposes (Combined Proposals); and 
 

WHEREAS, each application seeks approval to reorganize and transfer wholesale water 
service responsibilities within each applicant’s jurisdictional boundaries – totaling 
approximately 79,050 acres – from the San Diego County Water Authority (CWA) to Eastern 
Municipal Water District (MWD); and 

 
WHEREAS, of that total acreage, the jurisdictional boundaries of Fallbrook total 

approximately 28,193 acres; and 
 
WHEREAS, the Combined Proposals necessitate concurrent annexations to Eastern MWD 

and detachments from San Diego CWA with conforming sphere of influence amendments to 
accommodate the jurisdictional changes; and 

 
WHEREAS, on October 24, 2019, pursuant to Government Code Section 56124, San Diego 

LAFCO entered into a memorandum of understanding (MOU) with Riverside LAFCO. The MOU 
delegates to San Diego LAFCO the responsibility to process the Combined Proposals and 
prepare related analyses – including, but not limited to – a municipal service review on Eastern 
MWD to inform a conforming sphere of influence action; and 

 
WHEREAS, on April 2, 2020, pursuant to Government Code Section 56127, CWA applied 

for “non-district” status for purposes of Part 4 (conducting authority proceedings) of CKH as 
it relates to the Combined Proposals; and 

 
WHEREAS, on May 4, 2020, pursuant to Government Code Section 56128, San Diego 

LAFCO determined CWA is not a district or special district for purposes of Part 4 (conducting 
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authority proceedings) of CKH as it relates to the Combined Proposals, resulting in protest 
and election proceedings taking place under CWA’s principal act should the Commission 
approve Fallbrook PUD and/or Rainbow MWD’s reorganization proposals; and 

 
WHEREAS, on June 1, 2020, San Diego LAFCO approved the establishment of an advisory 

committee to directly assist the Executive Officer in the administrative review of the 
Combined Proposals; and 
 

WHEREAS, on February 7 & March 7, 2022, San Diego LAFCO received and approved a final 
report on a scheduled municipal service review on the Fallbrook region and the local agencies 
operating therein subject to the Commission’s oversight – including Fallbrook PUD and 
Rainbow MWD; and  

 
WHEREAS, an applicable master property tax transfer agreement, dated December 2, 

1982, applies to the Combined Proposals; and 
 
WHEREAS, the Commission’s Executive Officer has reviewed the proposed reorganization 

and prepared a report with recommendations; and 
 

WHEREAS, the Executive Officer’s report and recommendations on the proposal have 
been presented to the Commission in the manner provided by law; and 

 
WHEREAS, staff published an advertisement notice of public hearing regarding this 

proposal in the San Diego Union Tribune and Village News on April 24th and May 4th, 
respectively; and 
 

WHEREAS, the Commission heard and fully considered all the evidence presented at a 
noticed public meeting on the proposal on June 5, 2023; and 
 

WHEREAS, the Commission considered all the factors required by law under Government 
Code Sections 56425, subdivision (a), and 56668 and adopted local policies and procedures. 
 

NOW, THEREFORE, THE COMMISSION DOES HEREBY RESOLVE, DETERMINE, AND ORDER 
as follows: 

 
1. The Recitals above are incorporated herein by reference. 

 
2. At the hearing, the Commission called for, heard, and considered all public comments 

by interested parties and read and considered the Executive Officer’s report. 
 

3. The Commission serves as responsible and lead agency under the California 
Environmental Quality Act (CEQA) in considering the two distinct “projects” 
associated with the proposed reorganization and as detailed in the Executive Officer’s 
report: (a) reorganization and (b) the related conforming sphere of influence 
action.   The Commission’s findings follow.    
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a) Fallbrook PUD’s and Rainbow MWD’s initiating actions involving the 
reorganization proposals position these agencies to serve as lead agencies in 
assessing the potential impacts - and specifically the annexation to Eastern 
MWD and detachment from County Water Authority - under CEQA.  In their 
roles as lead agency, both Fallbrook PUD and Rainbow MWD have made 
findings that the proposal qualifies as a project but is exempt from further 
review under State CEQA Guidelines Section 15320.  Staff independently 
concurs this exemption appropriately applies given the underlying action 
involves the transfer of existing municipal service functions within the same 
area with no additional powers or expansions therein.    
 

b) San Diego County LAFCO serves as lead agency under CEQA for the conforming 
sphere of influence actions associated with accommodating the 
reorganizations. It is recommended the Commission find these actions – and 
specifically establishing a sphere for Eastern MWD covering its wholesale 
function to include the affected territory and concurrently removing these 
lands from the County Water Authority sphere – collectively qualify as a project 
under CEQA but exempt from further review under State Guidelines 
15061(b)(3). This exemption appropriately applies given it can be seen with 
certainty that spheres are planning policies and any associated actions 
(establishment, update, or amendment) in and of itself does not change the 
environment or authorize any new uses or services. 

 
4. The Commission APPROVES an amendment to Eastern MWD’s sphere of influence   to 

include the affected territory and concurrently remove these lands from the County 
Water Authority sphere as further shown and described subject to all conditions below 
and in doing so makes the statements provided as Exhibit “A.” 
 

5. The Commission APPROVES the reorganization without modifications and subject to 
conditions as provided.   Approval involves all of the following. 
 

a) Annexation of the affected territory to the Eastern MWD as shown in “Exhibit 
B-1” and described in “Exhibit B-2.”  
 

b) Detachment of the affected territory from the San Diego CWA as shown in 
“Exhibit B-1” and described in “Exhibit B-2.”  
 

6. The Commission CONDITIONS all approvals on the following terms being satisfied by 
June 5, 2024 unless an extension is requested in writing and approved by the Executive 
Officer: 

 
a) Completion of the 30-day reconsideration period provided under Government 

Code Section 56895. 
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b) Submittal to the Commission of final map and geographic description of the 
affected territory as approved by the Commission conforming to the 
requirements of the State Board of Equalization – Tax Services Division. 

 
c) Submittal to the Commission of the following payments: 

 
- A check made payable to LAFCO in the amount of $100.00 for the County of 

San Diego-Clerk Recorder to reimburse for filing a CEQA Notices of 
Determination for the Sphere of Influence update and the reorganization 
consistent with the findings in the resolution. 
 

- A check made payable to the State Board of Equalization for processing fees 
in the amount of $3,500.00. 

 
- A check made payable to San Diego LAFCO in the amount of $719.98 to 

reimburse one-half of the cost of the public hearing notice published in the San 
Diego Union Tribune. 
 

- A check made payable to San Diego LAFCO in the amount of $200.00 to 
reimburse one-half of the cost of the public hearing notice published in the 
Village News. 
 

d) Within 30 days of the adoption of this Resolution, the execution of an obligation 
to indemnify and hold harmless, to the fullest extent permitted by law, the 
Commission, including its officers, agents, employees and volunteers, from and 
against any and all claims, losses, costs and expenses for any damage or injury 
arising out of or in connection with the Combined Proposals, and, upon the 
Commission’s request, the deposit of funds for the defense of the Commission. 
Such costs and expenses shall include reasonable attorneys’ fees due to counsel 
of Commission’s choice, expert fees and all other expenses of litigation. 

 
e) Pursuant to Government Code Section 56886, subdivision (v), the Commission 

imposes an exit fee of $8,506,750.00 to be paid to CWA in five annual installments 
of $1,701,350.00 The first payment shall be made to CWA within 30 days of the 
certification of the election results described below, if a majority of the electorate 
votes in support of Fallbrook’s proposal, and the subsequent four installments 
shall be paid annually thereafter.  

 
7. The Commission assigns the proposal the following short-term designation: 

“Fallbrook PUD Reorganization”   
 

8. The affected territory as designated by the Commission is inhabited as defined in 
Government Code Section 56046. 
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9. The Commission delegates to the Executive Officer the performance of all conducting 
authority proceeding requirements under Government Code Section 57000 for purposes 
of the Eastern MWD annexation. 
 

10. Pursuant to Water Code Appendix Section 45-11, subdivision (a)(2), the Board of 
Directors of Fallbrook PUD shall submit to its electors at the next available general or 
special election the proposition of detaching from CWA. 
 

11. In the above-referenced election, the voters shall approve the proposition of detaching 
from CWA. 
 

12. The Eastern MWD is a registered-voter district. 
 

13. The Eastern MWD utilizes the County of Riverside assessment roll. 
 

14. The affected territory will be liable for any existing bonds, contracts, and/or obligations 
of the Eastern MWD as provided under Government Section 57328, and will be subject 
to any previously authorized taxes, benefit assessments, fees, or charges of Eastern 
MWD provided under Government Code Section 57330, which Fallbrook PUD shall be 
authorized to assess, levy, and/or collect within its boundaries. 
  

15. Pursuant to Government Code section 57202, the effective date of the approval shall be 
the date of recordation of the certificate of completion, but only after all terms have 
been completed as attested by the Executive Officer. 
 

16. As allowed under Government Code Section 56107, the Commission authorizes the 
Executive Officer to make non-substantive corrections to this resolution to address any 
technical defects, errors, irregularities, or omissions.  
 

17. Under Government Code Sections 56880-56882, the Executive Officer is hereby 
authorized and directed to mail copies of this Resolution. 
 

18. The Executive Officer is further authorized and directed to prepare, execute, and record 
a Certificate of Completion, make the required filings with the County Assessor, County 
Auditor, and the State Board of Equalization as required by Section 57200, et seq., of the 
Government Code. 
 

** 
 

PASSED AND ADOPTED by the Commission on June 5, 2023 by the following vote: 
 

AYES:  
 
NOES:   
 
ABSENT:  
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ABSTAIN:  
** 
 

Attest: 
 
 
_______________ 
Keene Simonds  
Executive Officer 
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EXHIBIT A 
SPHERE OF INFLUENCE DETERMINATIONS 
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EXHIBIT B-1 
MAP OF THE AFFECTED TERRITORY  
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EXHIBIT B-2 
GEOGRAPHIC DESCRIPTION OF THE AFFECTED TERRITORY  
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RESOLUTION NO._______  
 

SAN DIEGO COUNTY LOCAL AGENCY FORMATION COMMISSION 
 

MAKING DETERMINATIONS, APPROVING, AND ORDERING A REORGANIZATION  
 

 “RAINBOW MUNICIPAL WATER DISTRICT REORGANIZATION: WHOLESALE WATER 
SERVICES”  

CONCURRENT ANNEXATION TO EASTERN MUNICIPAL WATER DISTRICT AND DETACHMENT 
FROM SAN DIEGO COUNTY WATER AUTHORITY WITH RELATED ACTIONS  

LAFCO FILE NO. RO20-04 
 
 

WHEREAS, on March 18, 2020 and March 19, 2020, the Rainbow Municipal Water District 
(MWD) and Fallbrook Public Utility District (PUD), respectively, filed a resolution of 
application to initiate proceedings with the San Diego County Local Agency Formation 
Commission, hereinafter referred to as “Commission,” pursuant to the Cortese-Knox-
Hertzberg Local Government Reorganization Act of 2000; and 

 
WHEREAS, on April 28, 2020 the Executive Officer administratively combined the 

proposals for hearing purposes (Combined Proposals); and 
 

WHEREAS, each application seeks approval to reorganize and transfer wholesale water 
service responsibilities within each applicant’s jurisdictional boundaries – totaling 
approximately 79,050 acres – from the San Diego County Water Authority (CWA) to Eastern 
Municipal Water District (MWD); and 

 
WHEREAS, of that total acreage, the jurisdictional boundaries of Rainbow total 

approximately 50, 857 acres; and 
 
WHEREAS, the Combined Proposals necessitate concurrent annexations to Eastern MWD 

and detachments from San Diego CWA with conforming sphere of influence amendments to 
accommodate the jurisdictional changes; and 

 
WHEREAS, on October 24, 2019, pursuant to Government Code Section 56124, San Diego 

LAFCO entered into a memorandum of understanding (MOU) with Riverside LAFCO. The MOU 
delegates to San Diego LAFCO the responsibility to process the Combined Proposals and 
prepare related analyses – including, but not limited to – a municipal service review on Eastern 
MWD to inform a conforming sphere of influence action; and 

 
WHEREAS, on April 2, 2020, pursuant to Government Code Section 56127, CWA applied 

for “non-district” status for purposes of Part 4 (conducting authority proceedings) of CKH as 
it relates to the Combined Proposals; and 

 
WHEREAS, on May 4, 2020, pursuant to Government Code Section 56128, San Diego 

LAFCO determined CWA is not a district or special district for purposes of Part 4 (conducting 
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authority proceedings) of CKH as it relates to the Combined Proposals, resulting in protest 
and election proceedings taking place under CWA’s principal act should the Commission 
approve Fallbrook PUD and/or Rainbow MWD’s reorganization proposals; and 

 
WHEREAS, on June 1, 2020, San Diego LAFCO approved the establishment of an advisory 

committee to directly assist the Executive Officer in the administrative review of the 
Combined Proposals; and 
 

WHEREAS, on February 7 & March 7, 2022, San Diego LAFCO received and approved a final 
report on a scheduled municipal service review on the Fallbrook region and the local agencies 
operating therein subject to the Commission’s oversight – including Fallbrook PUD and 
Rainbow MWD; and  

 
WHEREAS, an applicable master property tax transfer agreement, dated December 2, 

1982, applies to the Combined Proposals; and 
 
WHEREAS, the Commission’s Executive Officer has reviewed the proposed reorganization 

and prepared a report with recommendations; and 
 

WHEREAS, the Executive Officer’s report and recommendations on the proposal have 
been presented to the Commission in the manner provided by law; and 

 
WHEREAS, staff published an advertisement notice of public hearing regarding this 

proposal in the San Diego Union Tribune and Village News on April 24th and May 4th, 
respectively; and 
 

WHEREAS, the Commission heard and fully considered all the evidence presented at a 
noticed public meeting on the proposal on June 5, 2023; and 
 

WHEREAS, the Commission considered all the factors required by law under Government 
Code Sections 56425, subdivision (a), and 56668 and adopted local policies and procedures. 
 

NOW, THEREFORE, THE COMMISSION DOES HEREBY RESOLVE, DETERMINE, AND ORDER 
as follows: 

 
1. The Recitals above are incorporated herein by reference. 

 
2. At the hearing, the Commission called for, heard, and considered all public comments 

by interested parties and read and considered the Executive Officer’s report. 
 

3. The Commission serves as responsible and lead agency under the California 
Environmental Quality Act (CEQA) in considering the two distinct “projects” 
associated with the proposed reorganization and as detailed in the Executive Officer’s 
report: (a) reorganization and (b) the related conforming sphere of influence 
action.   The Commission’s findings follow.    
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a) Fallbrook PUD’s and Rainbow MWD’s initiating actions involving the 
reorganization proposals position these agencies to serve as lead agencies in 
assessing the potential impacts - and specifically the annexation to Eastern 
MWD and detachment from County Water Authority - under CEQA.  In their 
roles as lead agency, both Fallbrook PUD and Rainbow MWD have made 
findings that the proposal qualifies as a project but is exempt from further 
review under State CEQA Guidelines Section 15320.  Staff independently 
concurs this exemption appropriately applies given the underlying action 
involves the transfer of existing municipal service functions within the same 
area with no additional powers or expansions therein.    
 

b) San Diego County LAFCO serves as lead agency under CEQA for the conforming 
sphere of influence actions associated with accommodating the 
reorganizations. It is recommended the Commission find these actions – and 
specifically establishing a sphere for Eastern MWD covering its wholesale 
function to include the affected territory and concurrently removing these 
lands from the County Water Authority sphere – collectively qualify as a project 
under CEQA but exempt from further review under State Guidelines 
15061(b)(3). This exemption appropriately applies given it can be seen with 
certainty that spheres are planning policies and any associated actions 
(establishment, update, or amendment) in and of itself does not change the 
environment or authorize any new uses or services. 

 
4. The Commission APPROVES an amendment to Eastern MWD’s sphere of influence   to 

include the affected territory and concurrently remove these lands from the County 
Water Authority sphere as further shown and described subject to all conditions below 
and in doing so makes the statements provided as Exhibit “A.” 
 

5. The Commission APPROVES the reorganization without modifications and subject to 
conditions as provided.   Approval involves all of the following. 
 

a) Annexation of the affected territory to the Eastern MWD as shown in “Exhibit 
B-1” and described in “Exhibit B-2.”  
 

b) Detachment of the affected territory from the San Diego CWA as shown in 
“Exhibit B-1” and described in “Exhibit B-2.”  
 

6. The Commission CONDITIONS all approvals on the following terms being satisfied by 
June 5, 2024 unless an extension is requested in writing and approved by the Executive 
Officer: 

 
a) Completion of the 30-day reconsideration period provided under Government 

Code Section 56895. 
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b) Submittal to the Commission of final map and geographic description of the 
affected territory as approved by the Commission conforming to the 
requirements of the State Board of Equalization – Tax Services Division. 

 
c) Submittal to the Commission of the following payments: 

 
- A check made payable to LAFCO in the amount of $100.00 for the County of 

San Diego-Clerk Recorder to reimburse for filing a CEQA Notices of 
Determination for the Sphere of Influence update and the reorganization 
consistent with the findings in the resolution. 
 

- A check made payable to the State Board of Equalization for processing fees 
in the amount of $3,500.00. 

 
- A check made payable to San Diego LAFCO in the amount of $719.98to 

reimburse one-half of the cost of the public hearing notice published in the San 
Diego Union Tribune. 
 

- A check made payable to San Diego LAFCO in the amount of $200.00 to 
reimburse one-half of the cost of the public hearing notice published in the 
Village News. 
 

d) Within 30 days of the adoption of this Resolution, the execution of an obligation 
to indemnify and hold harmless, to the fullest extent permitted by law, the 
Commission, including its officers, agents, employees and volunteers, from and 
against any and all claims, losses, costs and expenses for any damage or injury 
arising out of or in connection with the Combined Proposals, and, upon the 
Commission’s request, the deposit of funds for the defense of the Commission. 
Such costs and expenses shall include reasonable attorneys’ fees due to counsel 
of Commission’s choice, expert fees and all other expenses of litigation. 

 
e) Pursuant to Government Code Section 56886, subdivision (v), the Commission 

imposes an exit fee of $15,798,250.00 to be paid to CWA in five annual 
installments of  $7,899,125.00 The first payment shall be made to CWA within 30 
days of the certification of the election results described below, if a majority of 
the electorate votes in support of Rainbow’s proposal, and the subsequent four 
installments shall be paid annually thereafter.  

 
7. The Commission assigns the proposal the following short-term designation: 

“Rainbow MWD Reorganization”   
 

8. The affected territory as designated by the Commission is inhabited as defined in 
Government Code Section 56046. 
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9. The Commission delegates to the Executive Officer the performance of all conducting 
authority proceeding requirements under Government Code Section 57000 for purposes 
of the Eastern MWD annexation. 
 

10. Pursuant to Water Code Appendix Section 45-11, subdivision (a)(2), the Board of 
Directors of Rainbow MWD shall submit to its electors at the next available general or 
special election the proposition of detaching from CWA. 
 

11. In the above-referenced election, the voters shall approve the proposition of detaching 
from CWA. 
 

12. The Eastern MWD is a registered-voter district. 
 

13. The Eastern MWD utilizes the County of Riverside assessment roll. 
 

14. The affected territory will be liable for any existing bonds, contracts, and/or obligations 
of the Eastern MWD as provided under Government Section 57328, and will be subject 
to any previously authorized taxes, benefit assessments, fees, or charges of Eastern 
MWD provided under Government Code Section 57330, which Rainbow MWD shall be 
authorized to assess, levy, and/or collect within its boundaries. 
  

15. Pursuant to Government Code section 57202, the effective date of the approval shall be 
the date of recordation of the certificate of completion, but only after all terms have 
been completed as attested by the Executive Officer. 
 

16. As allowed under Government Code Section 56107, the Commission authorizes the 
Executive Officer to make non-substantive corrections to this resolution to address any 
technical defects, errors, irregularities, or omissions.  
 

17. Under Government Code Sections 56880-56882, the Executive Officer is hereby 
authorized and directed to mail copies of this Resolution. 
 

18. The Executive Officer is further authorized and directed to prepare, execute, and record 
a Certificate of Completion, make the required filings with the County Assessor, County 
Auditor, and the State Board of Equalization as required by Section 57200, et seq., of the 
Government Code. 
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** 
 

PASSED AND ADOPTED by the Commission on June 5, 2023 by the following vote: 
 

AYES:  
 
NOES:   
 
ABSENT:  
 
ABSTAIN:  

** 
 

Attest: 
 
 
_______________ 
Keene Simonds  
Executive Officer 
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EXHIBIT A 
SPHERE OF INFLUENCE DETERMINATIONS 
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EXHIBIT B-1 
MAP OF THE AFFECTED TERRITORY  
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EXHIBIT B-2 
GEOGRAPHIC DESCRIPTION OF THE AFFECTED TERRITORY  
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