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Watch and engage as needed to protect Metropolitan’s interests on SB 625 (Bradford, D-Gardena); Central Basin
Municipal Water District: receivership; the General Manager has determined that the proposed action is exempt or
otherwise not subject to CEQA

Executive Summary

The Central Basin Municipal Water District (Central Basin) is a member agency of Metropolitan. It was formed
in 1952 under the Municipal Water District Law of 1911 and became a member agency in 1954. The selection of
the board of directors of Central Basin, like other municipal water districts, is governed by the Water Code.

In 2016, the Legislature passed SB 953 (Lara) imposing certain restrictions on Central Basin and AB 1794

(C. Garcia), increasing the Central Basin’s board of directors to eight directors by adding three directors
appointed by the water purveyors in the service area. In 2019, AB 594 (C. Garcia) clarified who can be an
appointed member of the Central Basin board of directors and the requirements for appointed directors to avoid
conflicts of interest.

There is currently a vacancy on the Central Basin board of directors, and due to disagreements among board
members, the board has had difficulty approving matters in accordance with legislative requirements. Litigation
was filed in March 2020, challenging the validity of various board procedures and actions.

SB 625 (Attachment 1) proposes to amend the Water Code to dissolve Central Basin’s current board of directors
and designate the Water Replenishment District of Southern California (WRD) as the receiver for Central Basin
for 18 months. The powers vested in the board of directors of Central Basin would be transferred to the WRD
board of directors during the receivership. The new provisions would be repealed as of January 1, 2022.

Details

Central Basin is a municipal water district formed under the Municipal Water District Law of 1911, which
provides for municipal water districts to have five members on the board of directors. In 2016, the Legislature
passed AB 1794 (C. Garcia), which amended the Central Basin board of directors to add three representatives
appointed by the water purveyors within Central Basin’s service area until the election in November 2022. The
legislation further provided that in November 2022, the district is to be divided into four divisions, and the board
is to be made up of four elected representatives and continue to have three appointed directors.

In 2016, the Legislature also passed SB 953 (Lara). This bill was tied to AB 1794 and imposed certain limitations
on Central Basin’s board procedures including adding Section 72770 to Division 20 of the Water Code requiring
the affirmative vote of two-thirds of the members of the Central Basin board to take action relating to the ethics,
compensation, or benefits of its board members.

Section 4.4(a) of the Central Basin Administrative Code requires the affirmative vote of at least five directors for
the board to take action on other matters. In October 2019, an appointed director resigned, leaving a vacancy on
the Central Basin board. The seat remains unfilled today. A dispute arose among the Central Basin directors
regarding the legal requirements to determine a quorum and a majority of the board, whether either was based on
the seven filled seats of the board or the eight seats of the board. A portion of the board asserts that, due to the
current vacancy, only four affirmative votes are required to take action. The board has been unable to achieve
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five affirmative votes on most items on the board agenda. This has created further disputes as to whether the
General Manager and General Counsel have been legally appointed, have the requisite authority, and are entitled
to be paid.

On March 6, 2020, the Los Angeles District Attorney sent a letter to the Central Basin board asserting the Central
Basin board had violated the Ralph M. Brown Act, based on the District Attorney’s position that a majority of the
board is based on the eight seats of the Board, not seven, and therefore, five votes are required to constitute a
quorum. On March 25, 2020, district customers filed a lawsuit alleging illegal actions by the board and seeking to
stop future alleged illegal actions. The trial is set for July 23, 2020. Meanwhile, the Central Basin board has been
unable to adopt its standby charge, which provides approximately $3.3 million per year in revenues to Central
Basin.

Proposed Receivership

SB 625 proposes to put Central Basin into receivership by dissolving the current board of directors and
appointing the WRD to act as the receiver for 18 months. The planned election of Central Basin directors of
November 3, 2020, would be cancelled. For purposes of receivership, the bill vests the WRD with all necessary
powers under the Municipal Water District Law of 1911 to take control of Central Basin and would transfer all
powers vested in the Central Basin board of directors to the WRD board of directors.

The bill would require the Local Agency Formation Commission for the County of Los Angeles (LA LAFCO) to
conduct a municipal service review of Central Basin and to seek ideas through a public process for the future
governance of Central Basin, including seeking ideas from Metropolitan. LA LAFCO would then report the
results to the Legislature. The bill would also require the WRD board of directors, as receiver, to complete the
process to adopt Central Basin’s standby charge that it uses to pay for their recycled water system.

Impacts on Metropolitan

As a Metropolitan member agency, Central Basin has the right to appoint representatives to the Metropolitan
Board of Directors pursuant to sections 51 to 56 of the Metropolitan Water District Act (MWD Act). Currently,
Central Basin is entitled to two representatives on the Metropolitan Board and, as a result of AB 1220 (C. Garcia,
D-Bell Gardens) passed in 2019, that is the minimum number of representatives Central Basin will be entitled to
going forward.

Under Section 51 of the MWD Act, representatives to the Metropolitan Board “shall, at the option of the agency,
either be designated and appointed by the chief executive officer of the member public agency with the consent
and approval of the governing body of the agency or be selected by a majority vote of the governing body of the
agency.” (MWD Act, § 51.) SB 625’s proposed receivership vests the powers of the Central Basin board of
directors in WRD. For the duration of the receivership, WRD would have the authority to appoint Central Basin’s
representatives to the Metropolitan Board.

Appointment of an existing WRD board member to the Metropolitan Board would result in the board member
losing their seat on the WRD board. There is an Attorney General Opinion (No. 05-1113) finding that concurrent
membership on the WRD board and the Metropolitan Board constitutes an “incompatible office.” Pursuant to
state law, if a public official takes a second, incompatible office, he or she automatically loses their first office.

Recommendation

Staff recommends Metropolitan take a watch and engage as needed on SB 625 to protect Metropolitan’s interests.
Metropolitan took a watch position on prior bills relating to the governance of Central Basin’s Board. In 2019,
Metropolitan did support AB 1220 (C. Garcia), which related to the appointment of representatives to the
Metropolitan Board by amending the MWD Act.

Policy

Administrative Code Section 11104: Delegation of Responsibilities
Metropolitan Water District Act Section 51: Appointment of Directors
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California Environmental Quality Act (CEQA)
CEQA determination for Option #1:

The proposed action is not defined as a project under CEQA (Public Resources Code Section 21065, State CEQA
Guidelines Section 15378) because the proposed action will not cause either a direct physical change in the
environment or a reasonably foreseeable indirect physical change in the environment and involves legislative
proposals that do not involve any commitment to any specific project which may result in a potentially significant
physical impact on the environment (Public Resources Code Section 21065 and Section 15378(b)(1) of the State
CEQA Guidelines).

CEQA determination for Options #2:
None required

Board Options
Option #1
Watch and engage as needed to protect Metropolitan’s interests on SB 625 (Bradford;D-Gardena); Central
Basin Municipal Water District: Receivership.
Fiscal Impact: None
Business Analysis: Not applicable
Option #2
Take other action as directed by the Board.

Fiscal Impact: None
Business Analysis: Not applicable

Staff Recommendation
Option # 1
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Senate Bill 625, Central Basin Municipal Water District; receivership, as amended 05/26/2020
AMENDED IN ASSEMBLY MAY 26, 2020

AMENDED IN ASSEMBLY JULY 1, 2019

SENATE BILL No. 625

Introduced by Senator-HiH Bradford
(Principal coauthors. Assembly Members Cristina Garcia and
Jones-Sawyer)
(Coauthors: Assembly Members Calderon, Carrillo, Chau, Gipson,
Kamlager, Rendon, and Santiago)

February 22, 2019

" : . I o i le—and

| .  and ” ; I sl
Code—relating—to—party—buses—An act to add and repeal Part 3.5
(commencing with Section 71400) of Division 20 of the Water Code,
relating to water.

LEGISLATIVE COUNSEL’S DIGEST

SB 625, as amended, Hilt Bradford. Party-buses—eannabis-Central
Basin Municipal Water District: receivership.

(1) Existing law, the Municipal Water District Law of 1911, provides
for the formation of municipal water districts and grants to those
districts specified powers. Existing law permits a district to acquire,
control, distribute, store, spread, sink, treat, purify, recycle, recapture,
and salvage any water for the beneficial use of the district, its
inhabitants, or the owners of rights to water in the district. Existing
law requires the board of directors of the Central Basin Municipal
Water District (CBMWD) to be composed of 8 directors until the
directors elected at the November 8, 2022, election take office, when
the board would be composed of 7 directors, as prescribed.
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Thisbill would dissol ve the board of directors of CBMWD and would
provide that the November 3, 2020, election for directors of CBMWD
shall not occur. The bill would require the Water Replenishment District
of Southern California (WRD) to act asthe receiver for CBMWD, would
vest WRD with all necessary powersunder the Municipal Water District
Law of 1911 to take control of CBMWD, and would transfer all powers
vested in the board of directors of CBMWD to the board of directors
of WRD, except as specified. The bill would require CBMWD'’s board
of directors to surrender all control of CBMWD and its resources to
WRD.

The bill would require the Local Agency Formation Commission for
the County of Los Angeles to conduct a municipal service review of
CBMWD and to seek ideas through a public process for governance of
CBMWD. The bill would require the commission to report the results
of those activities to the Legislature, as provided.

The bill would make its provisions inoperative 18 months after the
effective date of the bill and would repeal its provisions as of January
1 of the following year.

By imposing additional duties on the board of directors of the
CBMWD, WRD, and the Local Agency Formation Commission for the
County of Los Angeles, the bill would impose a state-mandated local
program.

(2) Thisbill would make legidlative findings and declarations as to
the necessity of a special statute for the Central Basin Municipal Water
District.

(3) The California Constitution requires the state to reimburse local
agencies and school districts for certain costs mandated by the state.
Satutory provisions establish procedures for making that
rei mbur sement.

This bill would provide that with regard to certain mandates no
reimbursement is required by this act for a specified reason.

With regard to any other mandates, this bill would provide that, if
the Commission on State Mandates determines that the bill contains
costs so mandated by the state, reimbursement for those costs shall be

Attachment 1, Page 2 of 11
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Vote: majority. Appropriation: no. Fiscal committee: yes.

State-mandated local program: ne-yes.

The people of the Sate of California do enact as follows:

SECTION 1. The Legidature hereby finds and declares all of
the following:

(@ In a 2015 audit of the Central Basin Municipal Water
District (district), the California State Auditor concluded that the
district’s board of directors poor leadership, decisionmaking,
and oversight hinder the district’'s ability to meet its
responsibilities. In other findings, the audit states that the board
violated statelaw in creating a $2,750,000 trust fund. In addition,
the audit observed that the board gave its members benefits that
were too generous. The California State Auditor recommended
that the Legislature preserve the district as an independent entity
but modify its governance structure to ensure it remains
accountableto thoseit serves—it could changethedistrict’s board
from one elected by the public at large to one appointed by the
district’s customers.

(b) In 2016, the Legidature reformed the district’s board by
enacting Chapter 401 of the Statutes of 2016 to add three water
or management professional s appointed by the district’s customers,
which are public water systems, increasing the total number of
directors to eight. The district does not serve water directly to
residents or voters. A majority of the board of a municipal water
district constitutes a quorum for the transaction of business,
thereby requiring five of the eight total district board membersto
forma quorum or take any action.

(©) Inlate 2019, four members of the district’s board (the Four
Directors) started asserting that a majority of the board only
required four board members, because one of the appointed
members had resigned in October 2019. Despite the parties
responsible for the appointment completing the required process
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for appointment, the board has resisted swearing in an eighth
member.

(d) OnJanuary 30, 2020, the Four Directorsrejected the advice
fromthe district’s counsel at a public meeting that, with only four
members remaining, they no longer had a quorum and could not
legally transact district business. The Four Directors then
purported to appoint Leticia Vasguez as president of the board.
On February 6, 2020, the Four Directors purported to fire the
district’s counsel and hire another attorney, who then advised the
board publicly that four members of the board constituted a
quorum.

(e) OnMarch 6, 2020, the LosAngeles District Attorney’ s Office
(DA) sent the district’s board members a letter demanding that
they cure the February 6, 2020, violations of the Ralph M. Brown
Act (Chapter 9 (commencing with Section 54950) of Part 1 of
Division 2 of Title 5 of the Government Code). Specifically, the
DA demanded the cure of deficient notice of the February 6, 2020,
“gpecial meeting” and the insufficient votes to appoint a new
attorney. The board’s purported attorney responded in a letter,
rgjecting the DA's demand and arguing that four members
constituted a majority.

() On March 25, 2020, district customers filed City of
Commerce et al v. Central Basin Municipal Water District to void
thedistrict’salleged illegal actionsand stop the board of directors
of the district from further illegal action. In response, the board's
purported attorney filed an ex parte application for the superior
court to order that four board members constituted a majority.
The court denied the ex parte application, and set thetrial for July
23, 2020, despite the board’s purported attorney arguing that the
district needed an immediate answer because the district could
not obtain insurance.

(g) Thedistrict operates at a deficit, using its reserve funds to
make up the difference. It hasfailed to enact cost-cutting measures
in light of a substantial loss of water sales revenue. The district
has not adopted a budget for the 202021 fiscal year and has not
started the process required to impose the standby charge it has
imposed since 1991. Failure to approve the standby charge would
reduce the district’s annual revenues by more than $3,000,000.

(h) Thedistrict hasfailed to legally appoint a general manager
or general counsel with the necessary five directors to approve
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those appointments. The district has failed to contract for
information technology support services, resulting in risk to its
supervisory control and data acquisition (SCADA) system, billing
system, payroll system, and computer network.

(i) In light of the COVID-19 crisis, a stable and consistent
drinking water supply is essential to the people of the southeastern
portion of the County of Los Angeles. They cannot afford to have
the public water systems that deliver drinking water to their taps
focus on conflict with the district. Their public water systems need
a water supply from a stable wholesale water agency.

() Theproblemsat thedistrict that the California State Auditor
identified in 2015 cannot be resolved by the district board as
currently constituted. Protecting the water supply imported by the
district requires immediate action to appoint a receiver for the
district while the community addresses alternatives for long-term
governance.

SEC. 2. Part 3.5 (commencing with Section 71400) is added
to Division 20 of the Water Code, to read:

PART 3.5. CENTRAL BASN MUNICIPAL WATER DISTRICT
RECEIVERSHIP

71400. For purposes of thispart, “ district” meansthe Central
Basin Municipal Water District.

71401. Notwithstanding Chapter 1.6 (commencing with Section
71265) of Part 3, all of the following shall apply:

() The board of directors of the district is hereby dissolved. A
member of the board of directors of the district shall have no claim
for benefits other than those the member actually received while
a member of the board of directors.

(b) Upon the effective date of this part, the district’s board of
directorsshall surrender all control of the district and itsresources
to the Water Replenishment District of Southern California. The
members of the district’s board of directors shall surrender to
district staff all district property, including, but not limited to,
keys, mobile telephones, and credit cards, and access to district
bank accounts and other resources or information provided to the
directorsin their capacity as directors.
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(c) The board of directors of the district shall not have any
authority, including, but not limited to, the authority to do either
of the following:

(1) Represent theinterests of the votersor public water systems
within the service territory of the district.

(2) Influence the operation of the district.

(d) The November 3, 2020, election for directors of the district
shall not occur.

71402. (a) The Water Replenishment District of Southern
California shall act asthe receiver for the district.

(b) The Water Replenishment District of Southern California
shall have all necessary powers described in this division to take
control of thedistrict, including, but not limited to, powersrelated
to assets, revenues, employees, facilities, and services. Financial
ingtitutions holding money or other assets owned by the district
shall transfer control of those assets to the Water Replenishment
District of Southern California.

(c) All powers vested in the board of directors of the district
are hereby transferred to the board of directors of the Water
Replenishment District of Southern California, except that the
Water Replenishment District of Southern California shall not
have the authority to do either of the following:

(1) Dissolvethedistrict.

(2) Revisethetransfer of powers fromthe district to the Water
Replenishment District of Southern California as provided in this
part.

(d) The board of directors of the Water Replenishment District
of Southern California shall, on or before 30 days after the effective
date of this part, present a financial plan for managing the
receivership to its existing budget advisory committee.

(e) The Water Replenishment District of Southern California
shall, on or before 60 days after the effective date of this part,
complete the annual process required by the Uniform Standby
Charge Procedures Act (Chapter 12.4 (commencing with Section
54984) of Part 1 of Division 2 of Title 5 of the Government Code)
to impose the standby charge that the district hasimposed annually
since 1991.

() The Water Replenishment District of Southern California
shall use only the district’s revenues to pay the costs of the
receivership and the reasonable costs of the Local Agency
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Formation Commission for the County of Los Angelesto complete
the municipal service review required pursuant to Section 71403.
(g) Totheextent permitted under the Constitution of the United
Sates or the Congtitution of the Sate of California, the Water
Replenishment District of Southern California shall not be held
liable for claims concerning the operation and supply of water
from the district before the commencement of the receivership.

71403. (a) The Local Agency Formation Commission for the
County of Los Angeles shall, using its existing authority, conduct
amunicipal servicereview of thedistrict pursuant to Section 56430
of the Government Code.

(b) (1) Thecommission shall report the results of the municipal
service review to the Legislature in compliance with Section 9795
of the Government Code on or before six months after the effective
date of this part or December 31, 2020, whichever date occurs
later.

(2) Thereport shall focuson the element of the municipal service
review described in paragraph (7) of subdivision (a) of Section
56430 of the Gover nment Code by recommending alter natives for
long-termgovernance of the services of selling Metropolitan Water
District of Southern California water to public water systemsin
the serviceterritory of the district and selling recycled water from
the Los Angeles County Sanitation Districts.

(c) (1) The commission shall, through a public process, seek
ideas for governance of the district fromall of the following:

(A) Customerswho buy water from the district, represented by
the Central Basin Water Association.

(B) Other public agencies in or near the district’s service
territory, including, but not limited to, the County of Los Angeles,
the Water Replenishment District of Southern California, and the
Metropolitan Water District of Southern California.

(C) The general public in and near the district’'s service
territory.

(2) The commission shall include the results of the public
process in the report.

71404. Thispart shall become inoperative 18 months after the
effective date of this part, and, as of January 1 of the following
year, isrepealed.

SEC. 3. TheLegidaturefindsand declaresthat a special statute
isnecessary and that a general statute cannot be made applicable
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within the meaning of Section 16 of Article 1V of the California
Constitution because of the unique need to protect the water supply
imported by the Central Basin Municipal Water District by
immediately appointing a receiver for the district while the
community addresses alternatives for long-term gover nance.

SEC. 4. No reimbursement is required by this act pursuant to
Section 6 of Article Xl11 B of the California Constitution because
alocal agency or school district has the authority to levy service
charges, fees, or assessments sufficient to pay for the program or
level of service mandated by thisact, within the meaning of Section
17556 of the Government Code.

However, if the Commission on State Mandates deter mines that
thisact contains other costs mandated by the state, reimbursement
to local agenciesand school districtsfor those costs shall be made
pursuant to Part 7 (commencing with Section 17500) of Division
4 of Title 2 of the Government Code.
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