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H O W  T H I S  M S R  I S  O R G A N I Z E D SAN DIEGO LAFCO

P A R T  I  — T O D A Y

San Diego County
Water Authority

Draft Presentation + Commission review

If on track → 45-day public review

Final version as early as Aug. 2026

P A R T  I I  — U P C O M I N G

Metropolitan
Water District

→ Technical Review period ended May 1

→ 60-day agency review begins ~May 8

→ Draft Presentation → ~Aug. 2026

→ Final Presentation as early as Oct. 2026



B A C K G R O U N D

What is an MSR and Why it Matters

LAFCO's Core Tool

Planning and 

oversight instrument 

under state law —

independent 

assessment.

Independent Evaluation

Assesses an agency's 

ability to provide 

services now and into 

the future.

Informs Key Decisions

Sphere of influence 

updates, boundary 

decisions, and potential 

governance changes.



C O N T E X T

Why This MSR? Why Now?

First of Its Kind

First stand-alone wholesale water MSR in San Diego LAFCO history.

Insights Learned

Grew out of key insights from the Fallbrook Public Utility District & Rainbow 
Municipal Water District (member agency) detachments. 

Comprehensive Scope

Designed to assess overall performance, governance, and long-term sustainability 
of wholesale water service in San Diego.



P O L I C Y  F R A M E W O R K

Local Policy Context

Policy
L-106

60-day administrative review completed on March 23, 2026

·  Set scope and scale
·  Noticed today's public hearing 
·  Utilized social media accts. to inform

Incorporated Where AppropriateCWA Comments Were…

Considered Incorporated,

where appropriate

Included with 

Staff Responses as 

Attachments

Executive Officer:



Key Premises,
Assumptions &
Benchmarks

S AN  D I E G O L AF C O  ·   C WA M S R  Pa r t  I

Foundational 

Document

Focused on 

Wholesale 

Water Service

Uses 15-Year 

Reporting Period 

(FY2009–FY2023)

Analysis: 

Systemwide & 

Trend-Based

Designed to 

Inform, Not 

Predetermine



A G E N C Y  O V E R V I E W

CWA at a Glance

1944
Year Formed

Special Legislation & 
Voter Confirmation

1946
Year CWA 

Joined MWD

22
Member Agencies

Served

1,300+
Square Miles
Service Area

3.1M+
Residents

Served

~80%
of Region’s

Water Supply



T O D A Y ' S  P R E S E N T A T I O N  &  S P E A K E R S

Today’s Speakers
Dr. Michael Hanemann
Finance & Supply Analysis

Water and environmental economist  ·  Professor, Arizona State University

Ph.D. Economics, Harvard University M.A. Public Finance & Decision Theory, Harvard

M.Sc. Development Economics, London School 
of Economics

B.A. Philosophy, Politics & Economics, Oxford

Patrick Bouteller
Governance & Institutional Analysis

Public policy and government affairs professional

Director of Government Affairs, City of San Diego Capitol Director, Assemblyman Nathan Fletcher

Aide to Councilman Mark Kersey

SAN DIEGO LAFCO  ·  CWA MSR Part I  ·  May 4, 2026



O V E R V I E W

Four Central Takeaways

1
Reliability Improved — Affordability Pressures Increased
The 1990s business model shift greatly improved water reliability, but at significant and 
growing cost to ratepayers.

2
Structural Strain is Growing
Financial and governance strain are now apparent — fixed costs rising, revenues shrinking, 
and member alignment weakening.

3
CWA Is Approaching an Inflection Point
Pure Water demand reductions could trigger a 109–133% rate increase by 2035 under 
historical sensitivity ratios.

4
A Measured Pause Is Warranted
Change is needed — but immediate restructuring is not the recommendation today. 
Recent positive developments support a pause.



TA K E A WA Y  1  OF  4

Reliability vs Affordability

R E L I A B I L I T Y

↑
Investments substantially 

reduced drought 

vulnerability.

A F F O R D A B I L I T Y  P R E S S U R E

↑
Rate increases outpacing 

demand growth.

vs



T A K E A W A Y  2  O F  4

Structural Strain Is Emerging

FINANCIAL STRAIN

Fixed expenses increased 30%

Untreated wholesale rates increased 164%

Days cash (liquidity marker): 

19 months → 5 months

Debt service = $1.7B 

(only ~30% to principal)

Significant risk if deliveries fall below 

322,000 AF take-or-pay threshold

GOVERNANCE STRAIN

Weighted voting depends on aligned 

member interests

Alignment appears to be weakening

City of San Diego holds 

~42% voting power

Roll-offs & local supply diversification may 

widen governance tension



T A K E A W A Y  3  O F  4

CWA is Approaching a Tipping Point

1 Historical Pattern: ~1% decline in sales→ ~4% increase in untreated rates

2
If Pure Water reduces demand by ~111,000 AF: projected untreated rate 
increase of ~133% by 2035

3
With Eastern + Western transfer offsets (~20,000 AF): projected increase 
reduced to ~109% by 2035

4 Staff views both projections as conservative estimates



Tipping Point: How the Math Works
The 15-year reporting period ratio projects a 133% rate increase by 2035

1

Historical Sensitivity

162% ÷ 40%

rate increase ÷ volume decline

=  4-to-1
FY2009–FY2023 ratio

2

Projected Volume Loss

111,000 ÷ 333,000

potable reuse AF ÷ FY23 baseline AF

=  33.3%
expected demand decline

3

Projected Rate Increase

33.3% × 4

volume decline × sensitivity ratio

=  133%
≈ 11% avg. annual (2023–2035)

TAKEAWAY: Every 1% drop in CWA sales has historically required a 4% rate increase. 
This ratio projects forward under Pure Water demand loss.



Tipping Point: Adjusted for Water Transfers
Factoring 20k AF of annual transfers reduces projected rate increase to 109%

1

Historical Sensitivity

162% ÷ 40%

rate increase ÷ volume decline

=  4-to-1
FY2009–FY2023 ratio 

(unchanged)

2

Projected Volume Loss

91,000 ÷ 333,000
potable reuse AF, 

net of 20K transfers

=  27.3%
expected demand decline

3

Projected Rate Increase

27.3% × 4

volume decline × sensitivity ratio

=  109%
≈ 9% avg. annual (2023–2035)

ADJUSTMENT: 20,000 AF of annual transfers with Eastern and Western MWDs reduces 
projected volume loss from 111,000 to 91,000 AF.



T A K E A W A Y  4  O F  4

Takeaway No. 4: A Measured Pause
Recent developments support a pause before evaluating fundamental restructuring:

Leadership Changes Settlement with MWD Exchange Agreements

AZ / NV Opportunities 

Being Explored

Launch of CWA's Business 

Model Review Process

BOTTOM LINE:  The issues are significant — but the agency is not static.



M S R  R E C O M M E N D A T I O N S

7 Key Recommendations

1
Revisit weighted voting structure & 

alignment with member agencies

2
Explore supplemental fixed revenue 

source (i.e., special property tax)

3 Support Pure Water Phases I & II

4
Explore potable reuse partnership 

opportunities with MWD

5
Should review its CWA governance / 

board appointment practices

6
Return in 24 months with an 

addendum & assess CWA progress

7
Proceed with affirming current SOI 

with no change

To: San Diego CWA

To: San Diego LAFCO

To: City of San Diego



C O M M I S S I O N  A C T I O N

Feedback Requested Today

O P T I O N  1

Authorize staff to proceed 

with 45-day public review 

and comment period, 

incorporating any 

refinements requested today.

O P T I O N  2

Direct staff to make revisions 

and return with a revised 

draft at the next commission 

meeting.



SAN DIEGO
LAFCO

Commission Meeting
May 4, 2026

Agenda Item No. 6a

Comments
& Questions?

Wholesale Water Service Agencies MSR
Part I: San Diego County Water Authority
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