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General Manager

Cooperative Storage Program Revisions

In 1993 your Board authorized the General Manager
to enter into Cooperative Storage (Program) agreements
with member agencies for advanced delivery and storage of
Seasonal Storage Service (SSS) in groundwater basins and
reservoirs for future use and sale.

The Program, as an adjunct to Seasonal Storage
Service, 1s intended to expand regional conjunctive use,
providing mutual water supply reliability benefits to
both Metropolitan and participating member agencies.
The program, allows agencies with limited funds on hand
an opportunity to obtain increased deliveries of imported
water for storage when it is available and pay for the water
later when it is used under prescribed rules for the benefit
of the Metropolitan region and the participant. Being an
advance delivery of SSS, Program water falls within the
definition of SSS in Sections 4114 and 4514 of
Metropolitan's Administrative Code.

Proposed Cooperative Storage revisions would
facilitate Metropolitan's ability to use available storage
capacity managed by member and local agencies.

Since 1993, one contract has been executed
and others are in negotiation. However, some agencies
have expressed reluctance to participate because existing
provisions require members to pay the SSS rate prevailing
in the future when Program water is withdrawn from storage.
In particular, the agencies expressed discomfort with
uncertainty in escalation of the future SSS rate.
Additionally, some agencies expressed concern that they
would incur certain additional costs associated with
providing the regional water supply benefits of the
program and asked for reimbursement.




Board of Directors -2- March 23, 1994

As a solution to those concerns, Metropolitan
would sell the water to the member agency upon delivery
to storage, but would defer payment until Metropolitan
subsequently releases the water from storage. The
participating member agency would pay for the stored water
in place (minus storage losses) at the seasonal storage
service rate in effect at the time the imported water was
placed into storage free of interest. Attachment A provides
a sample financial analysis comparing revenue under this
proposed term to revenue under the existing term.

The only way for Metropolitan to withdraw water
from Cooperative Storage is by releasing it to meet a member
agency's SSS request. 1In consideration of this constraint
and to ensure that Cooperative Storage reserves will be
drafted to facilitate regional water supply reliability,
the following minimum-usage term is proposed:

The Member Agency shall accept an amount of
Cooperative Storage water equal to the Member
Agency's historic annual purchases of SSS (averaged
over the prior four years) upon 90-days advance
notice by Metropolitan. However, that amount shall
not exceed Metropolitan's usage limit of one-half
of the stored water in any fiscal year.

This minimum-usage clause will also help stabilize
Metropolitan's revenues during shortages. Attachment B
provides an example application of this minimum-usage term.

In the interest of streamlining procedures and
taking advantage of storage opportunities expeditiously,
it is also proposed that the Cooperative Storage Program
be implemented under rules to be added to Metropolitan's
Administrative Code as an alternative to contracts.
However, your Board's previous authorization, allowing
the General Manger to enter into contracts would continue
to be used in those cases where member agencies and local
conditions require formal contractual agreements.

Attachment C provides an outline of the proposed
Program terms to be added to the Administrative Code.
Specific language for the Code would be prepared by the
General Counsel's office.
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Authority is also requested to allow the General
Manager discretion to transfer water from the existing
drought storage account with the City of Pasadena into
a Cooperative Storage account. This action would allow
Pasadena to expeditiously store water with the understanding
that the newly stored water, as well as previously stored
water (about 20,000 acre-feet), could be transferred into
the Cooperative Storage Program following necessary local
approvals.

Consistent with the Financial Structure Study
recommendations previously approved in December 1993
by your Board, Program water would be exempted from
Readiness-to-Serve and New Demand Charge determinations
upon its delivery to storage but included in the year
Metropolitan releases the Program water.

This action is exempt from the provisions of the
California Environmental Quality Act (CEQA) because it can
be seen with certainty that there is no possibility that the
program modification may have a significant adverse effect
on the environment.

Given the uncertainty in future imported water
supplies, it appears prudent to establish the proposed
Program terms to prepare to store water, if the opportunity
arises.

Board Committee Assignments

This letter is referred for action to:

The Water Problems Committee because of its
responsibilities related to importation, exchange, and
underground storage of water pursuant to Administrative
Code Sections 2481 (a), (c), (d), and (i);

The Legal and Claims Committee because of its
responsibilities related to the organization and contents
of the Administrative Code pursuant to Administrative Code
Section 2461 (h); and

The Finance and Insurance Committee because of its
authority to determine revenues to be obtained through sales
of water, water standby, or availability of service charges,
and the levying of taxes, pursuant to Administrative Code
Section 2441(e).
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Recommendation

WATER PROBLEMS AND LEGAL AND CLAIMS COMMITTEES FOR ACTION
It is recommended that the Board:

1. Authorize the General Counsel to amend the
Administrative Code consistent with the program description
in this letter.

2. Authorize the General Manager to implement the
Cooperative Storage Program consistent with the program
description in this letter.

3. Authorize the General Manager to transfer water

from Metropolitan's drought storage account with the City
of Pasadena to a Cooperative Storage account.
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Attachment A

Cooperative Storage Program

Sample Financial Analysis

This sample analysis is provided to demonstrate,
under a given scenario, the financial impact of revising
payment provisions for stored water.

It is assumed that Metropolitan places 100,000
acre~feet of untreated water into a Cooperative Storage
account in the beginning of fiscal year 1993-94 in a
groundwater basin.

In any fiscal year, up to 50 percent of the stored
water may be released to the Member Agency under Program

terms.

The following tabulation assumes a maximum allowable

draw on the water occurs in fiscal years 1996-97, 1997-98,

Assumed
seasonal storage service (SSS) rates are also listed for

and 1998-99 to deal with a sustained drought.

reference.

Fiscal Year

1992-93
1993-94
1994-95
1995-96
1996-97
1997-98
1998-99
1999-00

Total

Under the proposed terms,

End-of-Year

Account
Balance Water Used
(AF) (AF)
0 0
100,000 0
100,000 0
100,000 0
50,000 50,000
25,000 25,000
12,500 12,500
12,500 0
87,500

SSS

Rate

($/AF)

0
208
222
222
231
249
264
266

the stored water would be

sold at the applicable SSS rate in effect when that water

was placed into storage.

Under existing terms, the stored

water would be sold at the SSS rate prevailing at the time

of release.

illustrated below:

Fiscal Year

1996-97
1997-98
1998-99

Total

Water Used
(AF)

50,000
25,000

12,500

87,500

Existing
Terms
Payment
To Met

(%)

11,550,000
6,225,000
3,300,000

21,075,000

The difference in revenue to Metropolitan is

Proposed
Terms
Payment

To Met

($)

10,400,000
5,200,000
2,600,000

18,200,000
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Attachment B
Minimum-Usage Term Example Application

The minimum-usage term states:

The Member Agency shall accept an amount of
Cooperative Storage water equal to the Member Agency's
historical annual purchases of SSS (averaged over the prior
four years) upon 90-days advance notice by Metropolitan.
However, that amount shall not exceed Metropolitan's usage
limit of one-half of the stored water in any fiscal year.

An agency's historic SSS purchases are assumed as:

FY 1991-92 22,000 AF
FY 1992-93 18,000 AF
FY 1993-94 16,000 AF
FY 1994-95 24,000 AF
Four-Year Average 20,000 AF

Furthermore, the agency's FY 1995-96 Cooperative
Storage account balance is assumed as 42,000 AF.

It is also assumed that in FY 1995-96, the agency
indicates that it plans to buy 24,000 AF of in-lieu SSS
deliveries. However, because a shortage occurs,
Metropolitan decides that it will substitute Cooperative
Storage water for the SSS deliveries. Since Metropolitan is
limited in any fiscal year to not more than one-half of the
account storage, it can release no more than 21,000 AF in
FY 1995-96. Metropolitan would be expected to provide the
remaining 3,000 AF SSS request as a normal in-lieu delivery.
(unless Metropolitan's General Manager decides to suspend
SSS deliveries).

Upon learning of Metropolitan's plan to use
Cooperative Storage water, the agency revises its SSS
request indicating that it now wants to take only the
3,000 AF as in-lieu SSS water. At Metropolitan's election,
following 90-days advance notice, the agency could be
required to accept and pay for up to 20,000 AF of
Cooperative Storage water during fiscal year 1995-96.

The 20,000 AF figure is established as the agency's
historic average annual purchases of SSS (averaged over
the prior four years).

In this example the minimum-usage term helps
stabilize Metropolitan's revenues during the shortage.
It also ensures that the stored water is withdrawn from
storage when it is needed by the region.



Attachment C
Revised Cooperative Storage Program Terms
(changes are underlined)

Member Agency's (Members) desiring to participate in

the Cooperative Storage Program must apply in writing

to Metropolitan's General Manager describing the

circumstances under which they would storage water for

Metropolitan.

Member Agency purchases the stored water when

Metropolitan delivers the water to the Member Agency

for Cooperative Storage.

The Member agrees to:

A.

Place the water into storage in a manner that meets
all applicable storage requirements and maintain a
reliable storage account during the storage period.

Indemnify Metropolitan for any damages or injuries
that may be caused as a result of storage.

Pay Metropolitan for the stored water pursuant to
these terms, at the applicable treated or untreated
Seasonal Storage Service rate in effect when
Metropolitan delivered the water to Cooperative

Storage.

Close Cooperative Storage account over a five-year
period upon one-year notice by Metropolitan or
one-year notice by itself to Metropolitan, by
paying for at least 20 percent of the water in
storage in each of the succeeding years.

Accept an amount of Cooperative Storage water
equal to the Member Agency's historic annual
purchases of SSS (averaged over the prior four
years) upon 90-days advance notice by
Metropolitan. However, that amount shall not
exceed Metropolitan's usage limit of one-~half of
the stored water in any fiscal vear.

Furnish Metropolitan evidence of compliance with
the California Environmental Quality Act prior to
delivery of imported water for Cooperative Storage.
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Substitute use of imported water for groundwater
or reservoir water during in-lieu deliveries to
Cooperative Storage with comparable increased
usage of Metropolitan's surface water deliveries.

Pay applicable treated or untreated
noninterruptible rates for Metropolitan's
deliveries to Cooperative Storage, to the extent
Member Agency fails to comply with these terms.

Metropolitan agrees to:

A.

Provide Member with verbal or electronic notice
of availability of imported water for Cooperative
Storage and of suspension of storage deliveries.

Deliver at its cost, available imported water to
a Member's connection for Cooperative Storage by
direct or in-lieu methods following verbal
electronic acceptance by the Member.

Bear reasonable and equitable losses of stored
water provided that Metropolitan's General

Manager gives written acceptance of the Member's
justification of the loss terms prior to placement
of water into storage. Default losses would be
zero.

Defer Member payment for the stored water until
Metropolitan releases it and the Member accepts it
pursuant to these terms.

Upon releasing the water from Cooperative Storage,
bill the Member for the oldest stored water first
at the applicable treated or untreated Seasonal
Storage Service rate in effect when the water was
placed into Cooperative Storage.

Release up to half of the water in the Cooperative
Storage account to the Member in any fiscal year,
to the extent that the Member requests Seasonal
Storage Service deliveries and Metropolitan desires
to substitute that stored water in place of the
Seasonal Storage Service Deliveries. (Regional
Benefit).



Release up to half of the water in the storage
account, to the extent the Member requests, in
any fiscal year in which Metropolitan's General
Manager suspends Seasonal Storage Service or
Noninterruptible Service deliveries. (Local
Benefit)

Release, to the extent the Member requests, all
the water in the storage account to meet emergency
water supply needs during emergency conditions, ‘
such as an earthquake upon Member's request in

an emergency. (Emergency Benefit)

Maintain records of stored water, withdrawals,
incurred losses, and water payments.

Exempt stored water from Readiness-to-Serve and
New Demand Charge determinations until it releases.
water from Cooperative Storage to the Member.

Close Cooperative Storage account over a five-year
period upon one-year notice by Member pursuant to
paragraph 3D.



