
 

 
 

 Board of Directors 
Finance and Insurance Committee 

5/14/2013 Board Meeting 

8-1 
Subject 

Set public hearing to consider suspending Section 124.5 of the Metropolitan Water District Act to maintain the 
current ad valorem tax rate 

Executive Summary 

This letter recommends that the Board set a public hearing in June 2013 to consider maintaining the ad valorem 
tax rate at current levels. 

Details 

The Metropolitan Water District has assessed ad valorem taxes in its service area since its inception.  
Metropolitan’s current ad valorem tax assessment is set under Section 124.5 of the Metropolitan Water District 
Act (MWD Act), which is included as Attachment 1.   

Metropolitan has constitutional and statutory authority, as well as voter authorization, to collect revenues through 
ad valorem taxes assessed on real property within its service territory.  Generally, Metropolitan may collect 
ad valorem taxes to cover its general obligation bonds and its State Water Contract (SWC) payments, as described 
below.  Since fiscal year 1990/91, Section 124.5 of the MWD Act has limited property tax collections to the 
amount necessary to pay the total of annual debt service on Metropolitan’s general obligation bonds plus a small 
portion of its SWC payment obligation, limited to the debt service on state general obligation bonds (Burns Porter 
bonds) for facilities benefitting Metropolitan as of 1990/91.  Under this approach, ad valorem property tax 
revenue has been decreasing, and will continue to decrease, as the bonds are paid off.  However, the existing 
facilities of the State Water Project are over 50 years old and in need of repair and replacement, which are 
expected to increase SWC operating and capital payments in the future.  Similarly, SWC payments would further 
increase with the potential implementation of the Delta Habitat Conservation and Conveyance Program (DHCCP) 
and Bay Delta Conservation Plan (BDCP). 

Section 124.5 includes a provision that permits Metropolitan to suspend the limitation discussed above if the 
Board finds that such revenue is essential to the fiscal integrity of the district.  The Board must conduct a public 
hearing prior to making such a finding.  Notice of the hearing must be filed with the offices of the Speaker of the 
California Assembly and the President pro Tempore of the Senate at least ten days before the hearing date.  This 
letter proposes that the Board set a public hearing in June 2013 to consider suspending the limits in Section 124.5 
of the MWD Act.   

Historical Revenue Sources 

Metropolitan has assessed ad valorem taxes in its service area since its inception, pursuant to authority to “levy 
and collect taxes on all property within the district for the purposes of carrying on the operations and paying the 
obligations of the district.”  (MWD Act, Section 124.)  Prior to 1942, Metropolitan was constructing the Colorado 
River Aqueduct and had no water to sell so all revenues came from ad valorem taxes.  In fiscal year 1941/42, 
Metropolitan began to sell water, but the majority of Metropolitan's revenues were derived from ad valorem taxes.  
Not until 1974 did 50 percent of revenues come from water sales, with the remainder deriving from ad valorem 
taxes.   
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Metropolitan executed its State Water Contract in 1960.  The ability to levy property taxes to provide for 
payments under the SWC is expressly provided for in the contract.  (See “State Water Contract Obligations” 
below.)  Indeed, under certain circumstances, upon written notice from the state, Metropolitan must levy a 
property tax sufficient to provide for SWC payments then due or coming due.     

In 1984, the Legislature adopted SB 1445, amending the MWD Act to add section 124.5.  Section 124.5 sets 
Metropolitan's annual property tax levy to the amount needed to pay the total of annual debt service on 
Metropolitan’s general obligation bonds and the portion of the SWC payment for debt service on State Burns 
Porter bonds for facilities benefitting Metropolitan as of 1990/91.  SB 1445 also authorized alternative sources of 
fixed revenue, including standby or readiness-to-serve charges and benefit assessments.  It was not until fiscal 
year 1992/93, when standby charges were initially adopted, that Metropolitan had any fixed revenue other than 
property tax.  Due to the formula to decrease tax rates as bonds are paid off, Section 124.5 accelerated the shift to 
revenue from the sale of water so that today over 80 percent of Metropolitan’s revenue is derived from volumetric 
water sales.   

State Water Contract Obligations 

Metropolitan is one of 29 agencies that contract with the State of California for service from the State Water 
Project (SWP).  Metropolitan’s SWC was the first contract executed and the prototype for the state water 
contracts that followed; its terms were validated by the California Supreme Court in Metropolitan Water Dist. v. 
Marquardt (1963) 59 Cal.2d 159.   

Under the SWC, Metropolitan is obligated to pay allocable portions of the cost of construction of the system and 
ongoing operating and maintenance costs through at least 2035, regardless of quantities of water available from 
the project.  Other payments are based on deliveries requested and actual deliveries received, costs of power 
required for actual deliveries of water, and offsets for credits received.  Metropolitan’s SWC payment obligation 
for the fiscal year ended June 30, 2012 was $486.4 million.  For the fiscal year ended June 30, 2012, its SWC 
payment obligation accounted for approximately 36 percent of Metropolitan’s total annual expenditures.  As 
previously noted, needed repairs and replacements to the State Water Project facilities along with the expected 
implementation of the BDCP are expected to increase Metropolitan’s SWC payment obligation in the future.   

The ability of state water contractors to levy property taxes sufficient to provide for payments under their state 
water contracts, if they determine to do so, was a foundation of the Burns-Porter Act and a factor relied on by 
California voters in approving it.  Goodman v. County of Riverside, et al.  (1983) 140 Cal.App.3d 900, 905-06; 
see also, Alameda County Flood Control, etc., et al., v. Department of Water Resources, Antelope Valley-East 
Kern Water Agency et al., ( 2013) 213 Cal. App. 4th 1163.  In approving the Burns-Porter Act, California’s voters 
approved “an indebtedness in the amount necessary for building, operating, maintaining, and replacing the [State 
Water] Project, and they intended that the costs were to be met by payments from local agencies with water 
contracts.  Further, … the voters necessarily approved the use of local property taxes whenever the boards of 
directors of the agencies determined such use to be necessary to fund their water contract obligations…”  
Goodman, 140 Cal.App.3d 900, 910.  Thus, SWC obligations are voter-approved indebtedness that may be 
funded by override property taxes (taxes above Article XIIIA’s one percent general tax limit).  

Most of the other state water contractors substantially rely on ad valorem taxes to satisfy their SWC payment 
obligations.  Metropolitan is unique in that it collects only a declining portion of the state general obligation bond 
debt service (the Burns Porter Bonds)—which is a small portion of its SWC payment obligation—through its ad 
valorem tax rate. 

Maintaining the Ad Valorem Tax Rate 

Section 124.5 provides Metropolitan’s Board with the flexibility to set aside the prescribed reductions in its 
ad valorem tax rate “…if the board of directors of the district, following a hearing held to consider that issue, 
finds that a tax in excess of these restrictions is essential to the fiscal integrity of the district . . ..” Fundamental to 
Metropolitan's fiscal health is consideration of current and anticipated SWC payment obligations and a balancing 
of proper mechanisms for funding the obligations.  SWC obligations have steadily increased since Section 124.5 
was added to the MWD Act, and they are expected to continue to increase.  In fiscal year 2012/13, budgeted SWC 
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costs are $595 million.  SWC obligations are expected to increase to $625 million by fiscal year 2016/17.  In 
2012/13, Metropolitan expects to receive about $80 million through property taxes, of which $41 million will be 
used to cover SWC payment obligations.  Absent suspension of the rate limitation, and stabilization of the tax 
rates at current levels, the amount of property taxes available to satisfy SWC obligations will continue to decline 
and by 2016/17, the portion of SWC obligations that can be paid with tax revenues will be less than 4 percent.  

An important consideration is determining a fair and appropriate balance between fixed costs and fixed revenues 
(charges, such as property taxes and Metropolitan's standby and readiness-to-serve (RTS) charges and capacity 
charges, that do not vary directly depending on the amount of water purchased).  For fiscal year 2012/13, 
Metropolitan anticipates that fixed costs will make up 80 percent of total expenditures, whereas fixed revenue 
sources will provide only 17 percent of revenues.  The RTS and capacity charges combined represent about 
12 percent of total revenues.  The ad valorem tax assessment contributes approximately 5 percent.  By fiscal 
year 2016/17, the RTS and capacity charges will still contribute about 12 percent to Metropolitan's forecasted 
total revenues, but ad valorem taxes will decline to 3.5 percent.  Absent suspension of the section 124.5 tax 
restrictions or other changes, fixed revenues as a percentage of total revenues will decline from 17 percent to 
15.5 percent, and this decline will continue.   

A diverse portfolio of revenue sources preserves equity across member agencies.  Metropolitan ensures a reliable 
supplemental water supply to a broad service area.  Although its member agencies rely on Metropolitan’s 
supplemental supplies to varying degrees, the entire region and its substantial economy benefit from the 
availability of Metropolitan water.  An agency that normally purchases small amounts of Metropolitan water may 
need to substantially increase its reliance on Metropolitan for emergency supply or if a local water source is 
impaired.  A mix of fixed and volumetric revenues balance the burdens so that each member agency bears a fair 
share of costs.  

Fundamental to fiscal health is a fair distribution of costs.  Ad valorem taxes are an important and unique tool for 
ensuring that the cost of Metropolitan's services are shared by all residents and businesses within Metropolitan's 
area, because all benefit from Metropolitan's infrastructure and capacity.  Unlike volumetric charges, ad valorem 
property taxes ensure that those who benefit from the availability of Metropolitan's services bear some costs 
related to that availability.  And unlike charges upon member agencies, charges upon real property within 
Metropolitan's service area help ensure that all residents and businesses bear a share of the costs for availability of 
Metropolitan's services.    

Staff Recommendation 

Staff proposes that the Board consider freezing the ad valorem tax rate to stabilize the rate in effect for fiscal year 
2012/13 of .0035 percent of assessed valuations.  This would maintain tax revenues which are voter-approved 
indebtedness.  Holding the ad valorem tax rate at .0035 percent simply would maintain a modest portion of 
Metropolitan's revenues, about 5 percent, on the tax roll.  For example, a house with a $300,000 assessed 
valuation in Metropolitan's service area currently pays about $10 a year in taxes towards Metropolitan's costs.  
Importantly, maintaining the ad valorem tax revenues helps mitigate future rate hikes that would be needed to 
make up for the loss of tax revenues.  By helping mitigate future rate hikes, this action provides Metropolitan’s 
Board with flexibility as it considers funding for programs such as a potential BDCP solution; ongoing needed 
repair and replacement work; conservation, recycling and reclamation projects; groundwater clean-up efforts; 
environmental mitigation work; and the many other costs associated with ensuring a safe and reliable supply of 
water for Southern California.  Staff recommends that this tax freeze be effective for fiscal year 2013/14.   

Next Steps 

In order to maintain the current tax rate under Section 124.5, the Board must provide written notice of a public 
hearing to the offices of the Speaker of the Assembly and the President pro Tempore of the Senate at least 10 days 
prior to the date of the hearing.  At the public hearing, the Board will hear information regarding the action under 
Section 124.5, and thereafter will determine whether to adopt a resolution to maintain the current ad valorem tax 
rate.    
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Policy 

MWD Act Section 124.5.   

Metropolitan Water District Administrative Code Section 4301: Cost of Service and Revenue Requirement 

California Environmental Quality Act (CEQA) 

CEQA determination for Option #1:   

The proposed action is not defined as a project under CEQA because it involves continuing administrative 
activities, such as general policy and procedure making (Section 15378(b)(2) of the State CEQA Guidelines).  In 
addition, the proposed action is not subject to CEQA because it involves other government fiscal activities, which 
do not involve any commitment to any specific project which may result in a potentially significant physical 
impact on the environment (Section 15378(b)(4) of the State CEQA Guidelines). 

The CEQA determination is:  Determine that the proposed action is not subject to CEQA pursuant to 
Sections 15378(b)(2) and 15378(b)(4) of the State CEQA Guidelines. 

Board Options 

Option #1 
Adopt the CEQA determination, set a Public Hearing for the June 2013 Board Meeting to consider 
suspending Section 124.5 of the Metropolitan Water District Act to maintain the ad valorem tax rate at current 
levels, and instruct the Board Executive Secretary to provide notice of the Public Hearing, as provided in 
Section 124.5. 
Fiscal Impact:  Additional future revenue source compared to the current forecast, projected to be 
approximately $4.4 million in fiscal year 2013/14, if property tax rates are fixed at .0035% of assessed 
valuation  
Business Analysis: Not applicable 

Option #2 
Take no action 
Fiscal Impact:  Reduction of ad valorem tax revenues of approximately $4.4 million in fiscal year 2013/14 
Business Analysis:  Not applicable 

Staff Recommendation 

Option #1 
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The Metropolitan Water District Act 
(Statutes 1969, ch.209, as amended; 

West’s California Water Code – Appendix Section 109 
Deering’s California Water Code – Uncodified Act 570) 

 
Sec. 124.5. [Ad valorem Tax Limitation] 
 
 Subject only to the exception in this section and notwithstanding any other provision of law, 
commencing with the 1990-91 fiscal year any ad valorem property tax levied by a district on taxable 
property in the district, other than special taxes levied and collected pursuant to annexation proceedings 
pursuant to Articles 1 (commencing with Section 350), 2 (commencing with Section 360), 3 
(commencing with Section 370), and 6 (commencing with Section 405) of Chapter 1 of Part 7, shall not 
exceed the composite amount required to pay (1) the principal and interest on general obligation bonded 
indebtedness of the district and (2) that portion of the district's payment obligation under a water service 
contract with the state which is reasonably allocable, as determined by the district, to the payment by the 
state of principal and interest on bonds issued pursuant to the California Water Resources Development 
Bond Act as of the effective date of this section and used to finance construction of facilities for the 
benefit of the district.  The restrictions contained in this section do not apply if the board of directors of 
the district, following a hearing held to consider that issue, finds that a tax in excess of these restrictions is 
essential to the fiscal integrity of the district, and written notice of the hearing is filed with the offices of 
the Speaker of the Assembly and the President pro Tempore of the Senate at least 10 days prior to that 
date of the hearing. 
 
 Added by Stats. 1984, ch. 271. 
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