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Exhibit 39: Measures of CSD performance improvement 

Despite these improvements, many of the programs described above will require significant 
capital expenditure (e.g., CIS) as well as diligent project management to achieve the desired 
results.  This is particularly true when considering the number and complexity of interrelated 
projects.  Close management and oversight of the projects is therefore critical.  

In addition, several of improvements cited above relate to increasing staff levels (including in 
the contact centers).  However, results from the 2007 benchmarking suggest that CS cost is a 
key focus area for the Department.  Specifically, results from 2007 suggest that while overall 
CS expenses decreased compared to 2005, expenses in 2006 remained above the mean for 
the panel.  Specifically, Contact Center expenses show the most departure from the mean, 
while field service, payment and local office expenses are among those that improved the 
most between 2005 and 2006.   
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Exhibit 40: Overall Customer Service cost per adjusted customer 

Note also the relatively high cost of Contact Center operations versus other key LADWP 
functions.  

Exhibit 41: 2006 Customer Service Expense by Functional Area (c ost per adjusted customer)  

Note that CS costs are above the mean for Q1 panel companies in all areas, and above the 
mean in four of nine service areas.  Moving forward, CSD is committed to continuing with 
customer service improvements while managing costs.  Specifically, CSD is planning to 
continue freeze the existing budget for the next four years and shift staff to areas of need to 
meet the workload demands.  Additionally, Customer Service Centers that are in close 
proximity will be consolidated to reduce costs.  As discussed above, steps will be taken to 
increase the usage of automated processes such as on-line payment, wireless meters, and e-
billing to decrease costs.  (Estimates suggest that a 20% increase in automated processes 

$0.00

$10.00

$20.00

$30.00

$40.00

$50.00

$60.00

2005 Customer
Service Overall

2006 Customer
Service Overall

Mean Q1 LADWP

$0.00

$5.00

$10.00

$15.00

$20.00

Cont
ac

t C
en

te
r

M
et

er
 R

ead
ing

Fiel
d 

Ser
vic

e

Billi
ng

Pay
m

ent 
Ser

vic
es

Lo
ca

l O
ffic

e

Cre
dit

 &
 C

oll
ec

tio
ns

Reve
nue

 P
ro

te
cti

on

CS S
upp

or
t

E
xp

en
se

 in
 d

ol
la

rs

Mean Q1 LADWP



Assessment of Operational Issues…  

4-150 

City of Los Angeles 2/4/09 

can result in a 30% decrease in costs.)  The ultimate goal of CSD is to seamlessly and cost-
effectively serve customers through the Internet, telephone, e-mail, and face-to-face 
interactions.  

iv. Recommendations 

A detailed process audit, as well as a “refresh” of the 2007 Polaris benchmarking study, is 
necessary to determine progress to-date on these and other performance improvement plans.  
However, as noted above, evidence suggests that improvement is being made in certain 
areas of the CS organization versus 2006 performance.  In recognition of CSD’s customer 
service performance, LADWP was recently recognized with two 2008 Quality and Productivity 
Awards for the City of Los Angeles: The first was for the CCC (“Record Breaking Customer 
Contact Service Levels”) that showcased the improvements in the percentage of calls 
answered in 60 seconds, and the second was an award for the Remittance Processing 
Center (“Check 21 Processing Method”) that highlights the efficiency gains and cost-savings 
realized by automated imaging and processing of customers’ payment checks.     

f. COMMODITY RISK MANAGEMENT 

i. Description 

Risk management is a broad discipline that involves the selection and implementation of a 
risk control strategy given an organization’s inventory of critical risks, business objectives, 
and risk tolerance, followed by the active monitoring and evaluation of the effectiveness of 
that strategy.  While risk management is commonly associated with broad enterprise-wide 
sources of risk, or indemnification and other loss prevention strategies, for the purpose of this 
analysis “commodity risk management” is defined as activities and processes related to the 
measurement, management, and reporting of energy commodity procurement-related risks 
within the Department, including the control environment in which these activities occur. 

In general, there are a variety of focus areas within the discipline of commodity risk 
management, including: 

• Market Risk:  The impact of price movements in energy commodities on financial 
performance 

• Credit Risk:  The risk of loss caused by a counterparty not fulfilling its obligations 

• Operational Risk:  Addresses both the risks associated with the producing, delivering, 
storing, etc. of physical energy products and the risks associated with failed internal 
processes, systems, people, etc. 

• Business Risk:  The risk surrounding the uncertainty in the business environment in which 
companies conduct operations.   

These risk categories – often referred to as risk “buckets” – provide the framework for 
identifying, categorizing, and continually evaluating the impact of various sources of 
commodity risk that impact an organization’s strategic objectives.   

ii. Benchmarks / Companies 

The discipline of commodity risk management has increased in sophistication over the last 
decade.  Increasing commodity price volatility, the heightened challenge assessing the risk 
associated with new asset types and related derivative products, and the need to optimize 
portfolios of complex assets have in combination contributed to the increased importance of 
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risk management.  In this environment, oversight organizations, credit rating agencies, and 
regulatory groups (among others) contribute to the evolving definition of leading or best 
practice energy commodity risk management standards.  Meanwhile energy companies 
themselves are contributing to new standards through the continual development of 
enhanced analytics, risk and performance measurement and reporting methods, and capital 
allocation protocols.   

For the purposes of this benchmarking, evolving standards from a variety of well-regarded 
organizations were considered, as were the practices of similarly situated municipal utilities 
and IOUs.  Specific sources for best practice protocols used in this analysis include: 

 

Source Primary Reference Overview 

The Group of Thirty (G30) Derivatives: Practices 
and Principles, Global 
Derivatives Study Group 
(1993) 

Articulates 24 recommendations 
in four broad areas that serve as 
a foundation for risk 
management 

Committee of Sponsoring 
Organizations of the Treadway 
Commission (COSO) 

Internal Control – 
Integrated Framework 
(1992) 

Provides principles-based 
guidance for designing and 
implementing effective internal 
controls 

White Papers from the 
Committee of Chief Risk Officers 
(CCRO) 

CCRO Organizational 
Independence and 
Governance Working 
Group: Governance and 
Controls White Paper 
(2002) 

Offers guidance on the control 
infrastructure for physical and 
financial energy trading 
organizations in two primary 
areas: the business processes 
and the governance over them 

Assessment criteria from 
Standard & Poor’s, Moody’s, and 
Fitch 

Various position papers 
and evaluation criteria 
related to risk 
management  

Consistent framework 
approaches to the evaluation of 
risk control practices across 
energy organizations in areas 
such as policy (business 
strategy, risk tolerance, 
disclosure practices), 
infrastructure (personnel, 
operations, technology) and 
methodology (risk metrics 
employed, testing and validation 
procedures) 

Exhibit 42: Assessment criteria for commodity risk management   

The positions of these organizations are relevant as it relates to prudent commodity 
procurement and risk management.  However, for this analysis general recommendations 
have been oriented to the specific goals and objectives and risk tolerance of the Department 
as a municipal power organization.  With this in mind, concepts of “prudent utility practices” 
are a key reference for the analysis, with specific focus on “practices, methods, and acts” that 
accomplish the desired result at the “lowest reasonable cost consistent with good business 
practices, reliability, safety, and expedition”.  In short, the general objectives of municipal 
utilities (including steps to eliminate or mitigate the impact of “surprises”, keeping costs lower, 
and preserving high credit ratings) were explicitly considered.   
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While the protocols above form the main point of comparison for assessment, the practices 
and protocols of several peer companies were also referenced.  Specific peer companies 
used in this analysis include both large municipal utilities as well as regional investor owned 
utilities: 

• CPS Energy (CPS) 

• Orlando Utilities Commission (OUC) 

• Pacific Gas & Electric. 

A complete profile of these companies is provided in Appendix C.   

As described in section 3.2.3 b., the following represent core areas of any commodity risk 
management program:  

• Measurement & Reporting:  Methodologies and protocols utilized to assess and report risk 

• Governance & Controls:  Policies and processes, “checks and balances” and overall risk 
oversight 

• Information Technology:  The flexibility and strength of risk management and related 
systems 

• Capital Allocation:  Protocols around the evaluation of financial performance and 
allocation of capital to assets or hedging programs 

These represent the primary areas of focus for our analysis.  In addition to the current state of 
commodity risk management functionality at the Department, the assessment reviews current 
risk management capability and infrastructure in relation to potential future strategic 
commercial and asset management objectives and requirements.  

Process and Functional benchmarks are principally used in this analysis, leveraging the 
position papers, recommendations, and business evaluation parameters listed above.  A list 
of over 100 questions was derived from these sources around the focus areas identified 
above and relevant to the Department’s operations; scores were given based on the 
presence or absence of the practice, approach or methodology in question, and its relative 
maturity.  As noted, while a full process audit was not conducted as an aspect of the 
Operational Assessment, observations regarding the Department’s commodity risk 
management program were formulated given results from the interview and data request 
process conducted during the Assessment of Strategic Issues.   

iii. Analysis 

Understanding the primary objective of the Department is a critical aspect of this analysis.  It 
would be inappropriate to compare the Department to either a large merchant energy 
company with considerable proprietary trading, or a very small municipal utility with extremely 
limited commodity procurement requirements.  Stated simply: This assessment was 
conducted understanding the Department’s strategic and market position as a large public 
power utility with extremely limited risk tolerance, and a large scale commodity procurement 
and hedging requirement.   

Given this, the following are observed maturity levels for the four focus areas identified above:  
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Exhibit 43: CMM scores for key risk management focus areas   

In general, the Department’s maturity levels are generally “Repeatable” and/or “Defined”, with 
areas available for improvement to reach the “Managed” state.  The following are specific 
scores for each focus area: 
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Exhibit 44: CMM scores for key risk management focus areas   

• Measurement & Reporting:  Risk management reporting is appropriately focused on 
hedge position information for forward time periods.  However, at this time, common risk 
measurements for exposures are not generated or regularly reported.  Such 
measurements should be a common aspect of Department risk reporting versus 
established limits, and supplemented by stress tests or scenario analyses.  

• Governance & Controls:  The governance framework of the Department is generally 
strong, due to policies established through city Charter.  However, appropriate 
segregation of duties is lacking as reported in the Strategic Assessment.  In addition, limit 
structures / notification protocols around commodity exposures should become a common 
aspect of the control infrastructure.   

• Information Technology:  The Department requires an integrated front-to-back office 
application as its primary transaction management system, in which all physical and 
financial obligations are managed and valued.  A single application would increase 
process efficiency and automation, while also increasing risk and performance reporting 
capability.  In general, commodity risk management will require dedicated IT assistance to 
maintain and improve operations as commercial operations change.   

• Capital Allocation:  Risk management functions are increasingly charged with 
independently evaluating capital requirements under various portfolio hedge scenarios, 
enabling the optimization of hedging decisions.  A more definitive connection between risk 
tolerance and limits and collateral constraints is seen as a leading practice when forming 
and implementing hedging strategies. 
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In conclusion, the observed relative maturity of the Department’s commodity risk 
management function is represented as follows: 

Exhibit 45: CMM score for commodity risk management   

This maturity level is below that of relevant municipal and investor owned utility peers, which 
as a group are trending increasingly toward “Managed” processes around commodity risk 
management.  (Importantly, over the last several years many utility commodity risk 
management organizations have continued to trend from “Managed” to “Optimizing” process 
maturity.)   

iv. Recommendations 

Effective commodity risk management is characterized by the integration of policies, 
protocols, tools and governance hierarchies that enable the realization of an organization’s 
business strategy.  The Department should continue to make strides in several areas, 
including risk analytics and reporting and documentation of business process, to continue to 
increase the group’s maturity and institute a culture of continuous improvement.  Further, the 
Department’s processes, data management, and reporting capabilities would benefit from an 
infusion of enhanced technology.  However, most critically, responsibility for commodity risk 
management at LADWP continues to reside in various areas of the organization.  One of the 
most critical recommendations from the 2007 functional audit of the group – the elimination of 
the segregation of duties conflict identified above – has not been addressed.   

The following are recommendations to increase the maturity of the Department’s commodity 
risk management function: 

• Immediately resolve all issues related to proper segregation of duties between the Risk 
Control and Wholesale Energy Resource Management groups   

o Ensure that responsibility for all transaction management and control activities resides 
in Risk Control, and not Wholesale Energy Resource Management 

o Make organizational design, job description, and line of reporting changes to affect 
required changes 

• Conduct a systematic review of the “as-is” commodity risk management-related software 
and database applications and data management processes  
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o Identify software and data management requirements associated with “to-be” energy 
commodity procurement activities 

• Capture all energy commodity transactions (physical and financial) in a single software 
application 

o Lead an ETRM software requirement and vendor assessment initiative, focusing 
specifically on current and future trading and risk management requirements 

• Increase rigor of market and credit risk management analytics to account for exposures 
related to physical assets, contracts, and financial hedge positions 

• Enhance reporting to include various risk related analyses, including cash flow risks and 
historically relevant stress tests around commodity procurement. 

g. ENERGY COST ADJUSTMENT FACTOR (ECAF) 

i. Description 

LADWP’s electric rates consist of a base rate and a fuel adjustment charge that is commonly 
referred to as the Energy Cost Adjustment Factor (ECAF).  The ECAF is a pass-through 
charge that enables LADWP to recover fluctuating energy costs related to the following.   

• Purchased power 

• Fuel expenditures 

• Annual debt service costs on new projects 

• Off-balance sheet procurement through the Southern California Public Power Authority 
(SCPPA) 

In anticipation of energy deregulation, LADWP froze the ECAF in 1998 at 1997 levels. At that 
time, other utilities in California continued to keep their fuel adjustment charge in place and 
passed on higher fuel costs to their customers.  Further, in 1998, the California State 
Legislature established a Public Benefits Charge to fund Low-Income and Lifeline programs, 
as well as research and development, energy efficiency, and renewable energy. While other 
utilities increased their electric rates and passed this charge on to their customers, the 
LADWP absorbed this cost within its frozen rates.  The cost of this State-mandated program 
is calculated at 2.8% of LADWP’s power revenues, or approximately $70 million each year.13  
These examples confirm the Department’s historical ability and willingness to closely manage 
rates (and specifically, the flow of collections from ECAF through rates) to reduce impact to 
customers.   

However, recent rate actions through the unfreezing of the ECAF confirm that the Department 
must take measures to increase power system revenue.  Therefore the ECAF – and 
specifically the manner in which it is managed and its likely role and impact going-forward – is 
a focus of this analysis.   

                                                

13 Fact Sheet: LADWP Management’s Proposed Electric Rate Action. Spring 2006. 
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ii. Benchmarks / Companies 

We reviewed the equivalent of LADWP’s Energy Cost Adjustment Factor (ECAF) practices at 
the following companies: 

• CPS Energy 

• Burbank Water & Power 

• Anaheim Public Utilities 

• Austin Energy 

• Sacramento Municipal Utility District (SMUD) 

• Pasadena Water & Power 

Although there is no recovery mechanism best practice, there are certain elements of a cost 
recovery mechanism that should be integrated into the rate recovery process irrespective of 
the size and geographic location of the utility.  Those elements include: 

• Robust analytics: Including robust scenario planning around the Department’s hedging 
regime, increased sophistication of gas price and other forecasts (and impact on various 
strategies.) 

• Enhanced reporting: Including monthly and ad hoc reporting, assessing potential changes 
in ECAF 

• Clear communication: Including regular meetings that enable a transparent process and 
reflect changes in the market, etc. 

• Rate adjustment: A well-thought out rate adjustment structure that allows for sustainable 
and realistic under-collections 

iii. Analysis 

As noted, LADWP’s ECAF was unfrozen in 2006 following an increase in gas prices that 
increased Department costs in a manner not proportionate to any increase in revenues over 
the same time period.  However, the recovery mechanism could not exceed the rate 
stabilization target amount set by Board resolution, which capped the cost recovery to 0.4 
cents per kWh per year, and prevented the complete sharing of risks with customers.   

Our review of recovery mechanisms found considerable variation in the degree of complexity, 
the inclusion of a reserve fund, upward and downward limitations (bandwidth), and the 
determination of certain estimates and sensitivities.  However, our review found that 
LADWP’s ECAF process undermines the financial stability and desired rate continuity, as it 
does not appear to: 1) include sensitivity analyses, which limits their ability to accurately 
determine revenue requirements going forward, or 2) provide guidelines for action based on 
ECAF levels.  Specifically, there does not appear to be rigorous decision-making criteria for 
when collections should be increased through rate increases and an unlocking of ECAF.  This 
lack of a set of clear decision rules and governance around levels of ECAF collections and 
related rate increases creates the opportunity for potential rate shock if decisions are delayed.   
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iv. Recommendations 

Upgrades to the budgeting process and internal ownership have provided a sound foundation 
to work from in addressing future revenue requirements.  However, the Department does not 
currently appear to be adequately prepared to tackle the uncertainty associated with future 
changes to its cost structure.  Renewable energy procurement obligations and the 
commencement of greenhouse gas regulations are likely to compound the challenge already 
posed by natural gas price volatility, and the power rate setting process will continue to be 
handicapped until greater efforts are made to ascertain and account for the range of possible 
impacts. 

Under the current regime, the ECAF structure presents a considerable financial risk to the 
Department and the City of Los Angeles.  Not only has the Department’s ability to issue debt 
for projects and procurement has diminished, but the increase in costs related to RPS have 
the potential to increase the ECAF collections to levels that are unsustainable. 

We recommend the Department engage in the following: 

• Bolster analytics around the evaluation of prospective collections under the ECAF, 
including running detailed scenarios around gas price forecasts that are reliable and 
rigorous. This would also include an evaluation of optimal hedging strategies and the 
inclusion of realistic renewable and other strategic scenarios that impact ECAF 

• Introduce a monthly (or more frequent) reporting process to all stakeholders (including 
LADWP Commissioners) to allow for discussions about the options and best course of 
action to flow costs through rates.  This reporting process would also include up-to-date 
fuel price forecasts 

• Review the amount of over and under collection gaps and the frequency of adjustment of 
the ECAF 

• Introduce a “trigger” mechanism based on tiers of collections into ECAF, which would 
initiate rate increases so as to avoid rate shocks 

4.3.3 Internal / Global 

a. HUMAN CAPITAL 

i. Description 

As described in the Strategic Assessment, Human Capital refers to the set of skills and 
knowledge that people bring to their jobs to perform tasks and produce economic value for an 
organization.  There are several interrelated components that make up Human Capital, these 
include: recruitment practices, workforce management and succession planning, 
reward/compensation measures and performance measures, technical competencies, 
knowledge management, and training.   

ii. Benchmarks / Companies 

Within the human capital space, there are certain rules of thumb in terms of benchmarking 
HR related practices among companies.  Some of these are: 
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• HR to organization FTE ratio: Regardless of the industry, the ratio of HR staff should be 
more than 1:75 employees.   As a rough rule of thumb, for blue collar industries such as a 
manufacturing is 1:250 while for white collar industries such as banking is 1:100 

• Total HR costs to business revenue: The total cost of running HR functions compared to 
revenue in the fiscal year should be no more than 0.3% 

• Access to HR services: Managers and supervisors should have easy access to HR 
services.  A single phone number, an email address, a portal with single sign-on and a 
repository for all HR related interactions is best practice. 

• Automation: Continually increasing automation is vital.  Employees should be able to 
update their personal details, adjust their bank account details, request absences, view 
the value of their pension, etc.  And at the click of a button, the HR staff should be able to 
establish the total employee account and consolidate all employee and financial data 

• Education (number of hours of formal training per hours worked per FTE):  Training is a 
critical part to develop any workforce.  It allows for providing efficiencies through the staff 
learning new practices and new technologies that allows for efficiencies in the workplace 

• Personnel (Absence and Termination rates): Capturing absence and termination rates 
allow a company to get an indication of the level of unhappiness of their workforce with 
the work or compensation, it can also indicate unsafe or unhealthy conditions, or that too 
few employees give satisfactory performance (due to unrealistic expectations or poor 
candidate screening)  

• Recruitment (Acceptance rates): This is indicative of how successful a company is in its 
recruitment practices.  This can be determined by: alignment of salary offers, benefits, job 
location, overall hiring process, and overall feeling of fitting within a company for the 
prospective employee. Dissatisfaction of any one of these factors can affect the 
acceptance rate bottom line.  If the acceptance rate is low, it is worth investigating to 
determine the company’s competitiveness in the job market 

Unfortunately, most of these benchmarks are not available for this analysis, as this data is not 
captured on a regular basis, if at all. 

iii. Analysis 

The Department has taken action towards minimizing the negative impact of their present 
practices in terms of Human Capital.  For instance, the recently completed Performance 
Audit-Review of Vacancy Management Practices identified several areas that need to be 
immediately addressed to improve hiring at the Department.  We believe that the 
implementation of the findings and initiatives is crucial to the Department’s continued 
improvement in this area.  However, we are unaware of a project plan or set of tasks 
underway to implement and enforce the recommendations set forth in the audit.   

In addition, there have been various initiatives such as the workforce development plan that 
aimed to address workforce analysis and the need for a labor supply and demand analysis, 
strategic development and workforce retention, and the streamlining of processes related to 
the allocation of positions (among others).  However, in these and other areas we are 
unaware of action plans or recurring progress reports versus recommendations.  We 
encourage the Department to continue creating new ways to target the pockets of 
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deficiencies that have been neglected over the years, as well as a dedication to closely 
managing these initiatives to achieve lasting results. 

In general, our analysis identified several critical areas for improvement within the Human 
Capital functions that include: 

• Workforce management and succession planning: To our knowledge, as aforementioned 
in the strategic assessment, there is one unit in the Water System involved in succession 
planning efforts, with no formal programs/initiatives in place that tackle these efforts in a 
consistent manner throughout the Department.  And while we praise the Department’s 
initiatives to engage in more successful and effective practices to hire critical personnel, 
we believe a more systematic and strategic program needs to be in place to tackle the 
various workforce management problems facing the Department (e.g., shortage of skilled 
labor, aging workforce) with specific processes to ensure their execution and measure 
their success over time. 

o  Programs that increase the pipeline of prospective young employees to the 
Department such as Student Worker Program have been reintroduced.  The success 
record attracting and retaining employees from these programs is, at the time of this 
writing, undetermined and should be evaluated in a broader scope. 

• Training: While technical training is provided by each system and general business 
training is provided by HR, there are no efforts to keep records that measure cost, 
success, value-added in either system, which would help to determine the level of 
achievement of overall training efforts and future budgetary allotments. 

According to the December 2007 QualServe Water and Wastewater Utilities 
Benchmarking Survey, LADWP fell short in terms of the quantity of formal training that it 
provides to its water system employees, placing it in the bottom quartile of those that 
participated in the survey (LADWP/Bottom quartile = 12.1, while the median was 15.5 and 
the top quartile 23.9 hrs of training per FTE). 

It is worth noting that the Department’s ability to implement certain HR functional changes is 
dependant upon IT enhancements.  

iv. Recommendations 

Designing a framework of supporting services that facilitate the best management of staff, 
enable workforce planning and succession, provide relevant training opportunities that allow 
for workforce growth, among other key factors can prove challenging for any organization.  In 
the case of LADWP, those challenges are maximized because of the size and complexity of 
the organization, civil service requirements, and other factors.   

To achieve the desired level of satisfaction and support among staff, we recommend the 
following: 

1. Expand programs that evaluate their HR-related functions, such as the 
aforementioned performance audit, as a cost-effective way to identify and/or validate 
existing problems.   
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2. Create enforcement and monitoring mechanisms to work with HR on the solutions 
identified, understanding the potential constraints related to civil service rules and 
other requirements.   

3. Conduct a comprehensive workforce and succession planning study, which would 
become a critical aspect of the Department’s Strategic Plan.  (Equally important will 
be the monitoring and adherence to a realistic and aggressive project plan for the 
implementation of the feasible efforts identified.) 

4. Begin compiling and evaluating technical training records that capture cost, success, 
and value-add or both the Water and Power Systems; these records would ultimately 
serve as roadmaps to decide the level of achievement of overall training efforts and 
future budgetary allotments of those trainings 

5. Select and begin capturing data on several targeted HR-related metrics, such as: HR 
to FTE ratio, Revenue to FTE ratio, absence rates, acceptance rates and number of 
hours of training per FTE, to better monitor and assess the effectiveness of 
Department HR-related practices. 

6. Substantially increase training opportunities to achieve benchmark parity, particularly 
in “futures technologies”, including water quality science, IT applications for both 
water and power, and operations efficiency. 

b. STRATEGIC PLANNING 

i. Description 

In today’s environment, utilities face a large number of complex challenges that directly 
impact how strategies are established and executed.  For power and water utilities, common 
challenges include commodity supply and price pressures (e.g., fuel and water) Federal 
regulatory compliance requirements (e.g., NERC Reliability Standards, EPA Water Quality 
Standards), general State and Federal regulatory uncertainty, and the aging workforce / 
technical skill gap issue (to name a few). 

Importantly, a large number of challenges are distinct to LADWP and make the process of 
strategic planning particularly critical.  Principal among these challenges include the 
consistent attrition of senior leadership (most specifically the GM), and the oversight of and 
relationship to a variety of stakeholders (including the Mayor’s Office, other City departments, 
the City Council, the Board of Commissioners, and the various unions relevant to LADWP, 
among others).  Further, mandated State legislative requirements (e.g., the California Global 
Warming Solutions Act (AB32)) and increasing demands from neighborhood councils around 
a variety of factors (including reliability, service quality, and rate increases) provide a uniquely 
challenging environment within which the Department must operate.  

As defined in section 3.1.2 b above, strategic planning is the systematic process by which an 
organization envisions its future and develops the vision, mission, goals, objectives, and 
action plans to achieve that future.  While capital budgets often focus on much longer term 
periods (particularly for utilities), a common period defining strategic planning processes is 
often 3-5 years.  Within that timeframe, strategic objectives and a realistic assessment of the 
financial, human, infrastructure, and relationship resources required to implement the plan are 
assessed.  Key components of effective strategic planning include:  
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• Annual strategy meetings, focused on critical objectives (e.g., “where to play”, “how to 
win”), with active discussion and debate on the interplay between commercial and risk 
management strategies, opportunities to enhance operations, and critical issues to be 
resolved (among others) 

• Development of streamlined and focused strategy proposal documents, focusing on “sure 
things”, “big bets”, operating improvements, etc.   

• Clear assessment criteria, including alignment with company objectives and themes, 
forecasted financial performance, and risk profile; completed SWOT analyses for all 
proposed strategies  

• Development and implementation of performance indicators and measurement 
techniques for selected strategies, including evaluation parameters and reporting 
protocols 

• Continual close interplay between business leadership and staff / key practitioners within 
the business who will execute the selected strategies  

• Recurring update meetings, during which progress versus goals, objectives, and targets 
are assessed  

• Specific protocols for socializing agreed strategies with key stakeholders as part of a 
broader annual strategic planning process. 

The following exhibit and related steps reflect a generalized approach to planning and 
executing a comprehensive business planning process: 

Exhibit 46: Stages of strategic planning process 

• Define the Vision and Mission for the organization  

Define the Vision

Identify Core & Non-Core Activities

Specify Commercial & Asset Strategies

Define Business Processes for Core Activities

Define Technical Competencies to Deliver 
Strategies 

Align Technology & Infrastructure to New 
Organization and Strategies

Measure Performance Versus Targets & 
Objectives

Revise the Organization Structure

Effective strategic planning is founded on a 
clear definition of vision and objectives, 

followed by an understanding of the 
organization’s ability to address current 

issues 

Successful execution is contingent on 
proper alignment of the organization to the 
requirements of selected strategies, with 

clear decision-rights and consistent 
communication 
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o The overall Vision and Objectives for the Department, as well as comparable 
definitions for the Systems and functional groups that align with the Department 
objectives.  

• Conduct an environmental scan and SWOT analysis 

o A comprehensive assessment of the market, regulatory, and competitive environment 
within which the Department operates, and a review of “Strengths, Weaknesses, 
Opportunities, and Threats” (SWOT) given the Vision and Mission of the Department.   

• Identify and validate strategic issues 

o An assessment and confirmation of the issues facing the organization (in conjunction 
with the Visioning exercise) to ensure challenges to the Department are accounted for. 

• Specify commercial, asset, organizational and other strategies  

o The Department’s “readiness” to address agreed issues and meet financial reliability 
and other objectives through existing strategies and approaches should be evaluated.   

• Identify Core and Non-Core activities 

o Identify and focus attention on those activities that enable achievement of core 
Department and functional group objectives; non-core activities should be further 
evaluated.  

• Define and document business processes for Core activities  

o The definition and documentation of baseline business processes to help build a strong 
culture of process improvement and efficiency, and facilitate cross-training.  

• Revise the organizational structure to best deliver strategies 

o Specifying the organizational structure to best deliver the desired strategies, to facilitate 
operational excellence, and meet workforce development and other human resource 
objectives.   

• Define technical competencies to deliver strategies 

o Comparing the technical competencies required to deliver the selected strategies and 
objectives, versus the skill mix of the current staff, is a key element of workforce 
planning.  

• Align technology and infrastructure to organization and strategies 

o Implementing new, and enhancing existing IT systems to help meet goals and 
objectives; also, continually improving the work environment, real estate portfolio, and 
other aspects of the Department’s infrastructure.  

• Measure performance versus targets and objectives 

o Development and implementation of Key Performance Indicators (KPI) that reflect 
Department goals and objectives, with executive dashboard and detailed reporting 
functionality.   
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While there is no single accepted process for how to conduct successful strategic planning, 
the objective is clear: Focus attention on the organization's mission and objectives; clarify the 
external and internal realities that face the organization; identify sources of risk and 
opportunity that impact the organization's survival and growth; allocate scarce capital (time 
and financial) to strategic priorities; and establish a protocol for performance assessment.   

ii. Benchmarks / Companies 

As discussed, there is no single “template” for strategic planning.  However, there are broad 
standard benchmark areas that can be evaluated.  These areas include: 

• Process:  The protocols according to which strategic planning is executed, including the 
derivation and evaluation of strategic alternatives, analyses included, and development 
and validation of inputs and outputs (among others)  

• Documentation:  The nature of the strategic planning document, including the types of 
supporting analyses and completeness of the final document 

• Authorization:  Approval protocols and governance hierarchy around the plan  

• Reporting:  Types of reports identifying progress-to-date versus targets and thresholds  

• Review:  Evaluation protocols around approved strategies, including protocols for 
modifying strategies 

As noted, the approach outlined above offers the broad steps of an end-to-end strategic 
planning and implementation process.  For each company, the timing and process of any 
strategic planning effort will differ depending on industry, environment in which the company 
operates, and the size and culture of the business.  However, certain general objectives 
apply: the American Quality and Productivity Center’s International Benchmarking 
Clearinghouse analyzed the strategic planning processes of 45 top companies, including 
Alcoa, Deere & Company, Frito-Lay, Shell International Petroleum Company, Whirlpool and 
Xerox Corporation. The following is a summary of many of the leading practices employed by 
the selected panel corporations:14 

1. Stretch goals are identified that drive strategic and innovative thinking; set targets that 
required a shift from business as usual 

2. Planning processes are evolving and flexible. A "continuous improvement" philosophy 
guides the planning-process design 

3. Communication of the strategic plan is a formal and significant element of the process 
and it is viewed as a measure of quality planning 

4. Planners emphasize action plans and strategic thinking. Planners expect strategic 
thinking to take place primarily at the business unit level 

5. The planners' distinction between strategic planning and business planning is 
increasingly blurred. As the cycle time between strategic plans shortens, business 
planning is done within the context of a strong corporate vision or culture, even if a 
corporate strategy is not articulated 

                                                

14 APQC, Strategic Planning: Final Report. Houston, TX: American Productivity & Quality Center,1996. 
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6. The role of strategic planning as a key element in the management system is explicitly 
recognized through strong links to other elements of the management system (e.g., 
strong human resources and organizational structures) 

7. Documentation of strategic thinking is stressed 

This framework is supplemented based on specific market factors, cultural issues, and 
internal challenges, and enhancements to the discipline of strategic planning are also 
consistently incorporated into a company’s approach.   

While the protocols above form the main point of comparison for assessment, the practices 
and protocols of several peer companies were also referenced.  Specific peer companies 
used in this analysis include both large municipal utilities as well as regional investor owned 
utilities: 

• CPS Energy (CPS) 

• Austin Energy 

• Pacific Gas & Electric 

A complete profile of these companies is provided in Appendix C.   

iii. Analysis 

At present, the Department does not have a well-defined strategic planning process that 
integrates and evaluates the various goals and objectives of each System, and through which 
the cost and benefit of various critical programs can be evaluated and prioritized.  Further, 
other areas that incorporate aspects of strategic planning (including integrated resource 
planning) are lacking in appropriate levels of rigor, given the strategic challenges and 
alternatives available to the Department.  While the Department’s budgeting process is a 
critical internal process, properly conceived, budgeting follows from strategic planning.  In 
fact, the budgeting process is often confused for strategic planning among personnel within 
the Department.   

A well-coordinated strategic planning process is required to best allocate scarce Department 
capital, and closely manage plans versus desired performance, risk, and other benchmarks.  
Preliminary efforts are underway to develop and implement a strategic planning process in 
the Department.  As discussed above, the scope and scale of strategic issues faced by the 
Department require a clear method of identifying, prioritizing, and selecting strategic 
alternatives according to a clear assessment protocol and in-line with the Department’s 
Mission, Vision, Values, and Goals.   

A key finding of this Survey is the critical need for a robust strategic planning process that 
considers the transformational issues impacting the Department.  To date the Department 
has not conducted regular or adequate strategic planning exercises and may require external 
support to ensure a productive and lasting result.  

iv. Recommendations 

The following are recommendations to increase the maturity of the Department’s strategic 
planning process: 
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• Continue efforts to immediately develop and implement a rigorous strategic planning 
program, consolidating disparate efforts across the Water, Power, and Joint Systems  

• Retain independent, external support to facilitate development of the strategic planning 
program  

• Integrate financial planning analyses (including debt service and other key ratios) into 
strategic planning processes and consolidated capital program evaluation 

• Integrate a comprehensive enterprise risk assessment into the strategic planning process, 
linking prioritized strategic objectives to an assessment of critical risks  

c. ENTERPRISE RISK MANAGEMENT 

i. Description 

As defined above, risk management is a broad discipline that involves the selection and 
implementation of a risk control strategy, followed by the active monitoring and evaluation of 
the effectiveness of that strategy given an organization’s inventory of critical risks, business 
objectives, and risk tolerance.  Risk tolerance is the level of acceptable risk or exposure of an 
organization to various risk factors, identified through a process whereby the “inventory” of 
risks and associated probability and severity are identified and prioritized.  Specific risk 
management strategies include transferring risks to another party, avoiding the identified 
risks, reducing the negative effect of the risks, and accepting some or all of the consequences 
of particular risks. 

Enterprise Risk Management (ERM) is defined as a process, affected by the board of 
directors, management and other personnel, designed to: 1) identify potential events that may 
affect the ability of the organization to meet its strategic objectives, and 2) define processes to 
manage risks within an identified risk appetite.  ERM creates value by enabling decision-
makers to proactively address potential future events that undermine the achievement of 
strategic objectives, and respond in a manner that reduces the likelihood of downside 
outcomes while increasing the upside (however defined).  Given these underlying principles, 
ERM is equally applicable to investor owned utilities, merchant energy companies, and public 
power entities.   

Under the COSO framework, there are four ERM categories: 1) Strategic, 2) Operations, 3) 
Reporting, and 4) Compliance.  Common ERM risk “buckets” for municipal and investor 
owned utility peers include:  

• Governance 

• Strategic 

• Operational  

• Financial 

• Regulatory/Legislative 

• Event/Hazard 

These are generalized risk categories/areas: The specific areas of focus for any ERM 
program within an organization will depend greatly on the business objectives and risk 
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tolerance of that organization.  In general, dedication to a consistent and integrated 
enterprise-wide approach to risk management is believed to enable a more accurate 
assessment of the risks in an organization’s strategy, and help link risk appetite directly to 
financial plans and business objectives.  It is important to note that ERM is a preferred end-
state: Dedication to an ERM program requires continuous diligence and is akin to hitting a 
moving target.  

ii. Benchmarks / Companies 

In the energy sector, the number and character of risk factors continues to evolve, requiring 
consistent and active management.  In this environment, the character and quality of risk 
management – in particular, the method of assessing the inventory and related probability of 
enterprise risks that could impact the successful achievement of an organization’s strategic 
objectives – is of primary interest to a variety of stakeholders.   

For the purposes of this benchmarking, the following specific sources for best practice 
protocols used in this analysis: 
 

Source Primary Reference Overview 

Assessment criteria from 
Standard & Poor’s, Moody’s, and 
Fitch 

Various position papers 
and evaluation criteria 
related to risk 
management  

Consistent framework 
approaches to the evaluation of 
risk control practices across 
energy organizations in areas 
such as policy (business 
strategy, risk tolerance, 
disclosure practices), 
infrastructure (personnel, 
operations, technology) and 
methodology (risk metrics 
employed, testing and validation 
procedures) 

White Papers from the 
Committee of Chief Risk Officers 
(CCRO) 

CCRO Organizational 
Independence and 
Governance Working 
Group: Governance and 
Controls White Paper 
(2002) 

Offers guidance on the control 
infrastructure for physical and 
financial energy trading 
organizations in two primary 
areas: the business processes 
and the governance over them 

Committee of Sponsoring 
Organizations of the Treadway 
Commission (COSO) 

Enterprise Risk 
Management – 
Integrated Framework 
(2004) 

Defines essential enterprise risk 
management (ERM) 
components, discusses key ERM 
principles and concepts, 
suggests a common ERM 
language, and provides clear 
direction and guidance for ERM 

Exhibit 47: Stages of strategic planning process 

In combination, these and related organizations are continuously working to codify the 
principles of ERM that are expected to be in place in energy and other organizations.  
However, the prominence of ERM in energy is gaining importance in large part due to the 
stated intent on the part of Standard & Poor’s (S&P) to include an assessment of companies’ 
ERM practices as a standard component of the credit rating process.  S&P believes that a 
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company’s ERM proficiency is a key indicator of its quality of management and, in turn, its 
creditworthiness.   

The S&P approach to ERM assessment includes four major analytic components, regardless 
of the company or sector: 

• Risk management culture and governance 

o Organizational structure 

o Risk management staff roles and accountability 

o Risk communication (internal and external) 

• Risk controls 

o Risk identification, measurement, and monitoring 

o Risk limit application and enforcement (e.g., risk financing, risk offset) 

o Risk control processes – policies, infrastructure, methodology (PIM) 

o Sector- and firm-specific risk control criteria 

• Emerging risk preparation 

o Environmental scanning, trending, stress testing, contingency planning and other pre-
loss practices 

o Pre-loss expectation planning for negative events and post-loss performance 

• Strategic risk management 

o Utilization of risk management and return on risk in corporate strategic decision making 

o Risk consideration within capital budgeting and allocation, product development 

o M&A, performance measurement and other business practices 

S&P will apply a four-point scale to score a firm’s ERM processes.  The four scores range 
from “weak” to “excellent”:  

• Weak: Firms that are missing complete controls for one or more significant risks and have 
limited capabilities to identify, measure, and comprehensively manage risk exposures 

• Adequate:  Firms that exhibit conventional “silo-based” risk management processes, in 
which risks within its business functions are well-managed, but its risk responses are not 
well-coordinated across business units 

• Strong:  Firms that exhibit an enterprise-wide view of risks allowing for consistent 
identification, measurement and management of risks across business units within 
predetermined risk tolerances.  These companies will also include risk and risk 
management discussions in their strategic business planning efforts 
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• Excellent:  Firms that, in addition to those characteristics of strongly-rated companies, 
also exhibit risk/reward optimization behavior 

Given the prominent role the S&P standard will play going-forward in rating actions, this 
standard is the primary method of evaluation for this analysis.   

However, while the protocols above form the main point of comparison for assessment, the 
practices and protocols of several peer companies were also referenced.  Specific peer 
companies used in this analysis include both large municipal utilities as well as regional 
investor owned utilities: 

• CPS Energy (CPS) 

• Xcel Energy 

• Pacific Gas & Electric 

A complete profile of these companies is provided in Appendix C.   

iii. Analysis 

At present, the Department has not adopted an enterprise-wide approach to risk 
management.  The cornerstone of any ERM initiative – a comprehensive risk “scan”, 
inventory, assessment, and prioritization versus either a Strategic Plan or budget – is not 
conducted.  This activity is central to an on-going assessment of risk across an organization, 
which is critical to understanding the relationship between risk factors, and the development 
of increasingly effective and efficient methods or mitigating risk factors.   

Further, the Department does not have an officer solely dedicated to the analysis of 
enterprise risks, such as a Chief Risk Officer (CRO) or equivalent position – a role that is 
commonplace in utility environments.  The CRO is functionally independent from risk-taking 
functions (and therefore often reports directly to the Chief Executive Officer, with dotted line 
reporting to the Audit Committee of the Board).  The CRO should be high enough in the 
corporate organizational structure to facilitate independent assessment of risk on an 
enterprise-wide basis. This includes assessment of risk taking activities managed by the 
Chief Financial Officer (CFO) (capital structure activities involving derivatives and other 
commitments and guarantees, marketable equity securities, investment decisions, etc.).15  At 
present, the Department’s risk management function reports through the Office of the CFO.   

Additional governance is established through a corporate Risk Management Committee 
(RMC), charged with recurring assessments of enterprise risk levels and mitigation plans, 
violations of the risk management policies and procedures, and risk assessments related to 
prospective projects (among others).  Typically, membership of the RMC includes, at a 
minimum, the CRO, CFO, and other senior management of the organization.  The specific 
composition of the RMC is dependent on the type of utility business in question: As asset 
based companies, utilities may include Operations executives (or comparable positions) on 
the RMC.   

                                                

15 From the Committee of Chief Risk Officers (CCRO), Organizational Independence and Governance 
Working Group, Volume 2 of 6: Governance and Controls. November 2002.   
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iv. Recommendations 

PA recommends the Department assess the merits of a consolidated enterprise-wide risk 
management function, charged with independently measuring, managing, and reporting on 
the variety of risks that impact the achievement of strategic objectives.  As noted, a core 
aspect of this function would be the determination of the Department’s risk tolerance in a 
number of areas, and those sources of risk the Department would actively mitigate versus 
those tolerance levels.  Properly designed, staffed, and equipped, this group would conduct 
day-to-day risk control activities and conduct more strategic activities, including project, 
investment, and transaction evaluation.  

d. IT SYSTEMS INFRASTRUCTURE / INFORMATION MANAGEMENT 

i. Description 

IT Systems Infrastructure / Information Management comprises all business information 
systems in use in an organization. This includes all hardware and software enabling business 
processes: telecommunications, networks, radio communications, mainframes, servers, 
desktops, operating systems and applications systems.  It also includes all the management 
processes that encompass systems, such as IT strategy, IT governance, IT portfolio 
management, IT program management office, IT service delivery (ITSD) and IT operations 

ii. Benchmarks / Companies 

Within the IT Systems, there are common benchmarks among utility companies: 

• IT Strategy, architecture, governance policies & procedures 

• IT Opex/Capex costs per customer/meter/user/line mile/service territory and as a % of 
total costs and revenue 

• IT staff per IT costs/revenue/users and as % of total staff 

• Applications costs as % of IT costs/total costs/revenue 

• IT infrastructure costs as % of IT costs/total costs/revenue 

• Age of applications and infrastructure 

iii. Analysis 

Strategic planning, through which IT needs are assessed and prioritized in relation to 
business objectives, is critical for any utility IT organization.  This is particularly true given 
advancements in metering, customer service, and other technologies and business 
processes.  However, planning is particularly critical given the urgent needs of the 
Department in various areas.  While ITSD has completed a Strategic Planning exercise, 
additional work is required to further enhance existing plans.  Specifically:  

• The IT applications portfolio is out of date—to the point that, because of the aging 
workforce in ITSD, it has become a significant risk to the Department 
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• ITSD’s enterprise architecture needs to be further defined through continued definition of 
an enterprise architecture.  Such an architecture will enable systems replacement 
projects, reducing the cost and difficulty of addressing the age of the portfolio 

• The ITSD budget has approximately $85 million dollars in the next 5 years for Enterprise 
IT projects, in addition to budgets within the operating systems.   This amount will be 
refined as the key application stack is selected in the next 12-18 months.  At present, 
specific project planning (including implementation time-frames) and budgets relating 
back to the plan are limited 

• ITSD has developed a draft Governance Charter document – this is the result of 
discussions with the Chief Operating Officer (COO) as well as an update to the Strategic 
Agenda document.  Efforts to solidify IT Governance within the Department (and 
specifically, the linkages between IT and business interests) should continue; business is 
an essential partner in making IT and IT governance effective.  . 

In general, we believe the Department’s IT infrastructure requirements have absolutely 
reached critical levels.  The Department’s ability to achieve its strategic objectives is at-risk, 
given the overall condition of the IT infrastructure.  Individual key projects including Advanced 
Metering Infrastructure (AMI) / Smart Grid and CIS are underway.  The business case and 
supporting documentation for these efforts (in particular AMI) have been clearly documented 
by the Department.16  However, the complexity of these and other IT-related projects will 
require extremely effective project management to avoid cost overrun and time-slippage.  In 
general, these efforts are notoriously complex, and often lead to sub-optimal results.  
Importantly, the Department’s executive leadership is appropriately focused on IT-related 
challenges (including a Chief Information Officer (CIO), who although relatively new to the 
position, is moving forward as rapidly as is prudent with IT initiatives).   

Further, PA performed a performance benchmarking analysis of LADWP’s IT area.  This 
benchmarking analysis identified a number of high-level metrics from which to measure 
LADWP’s IT costs, staffing levels and other areas relative to comparable utilities across the 
US.  By comparing LADWP on a like-for-like basis with other US utilities, PA was able to 
understand LADWP’s expenditure on IT costs – both O&M and Capital – and whether they 
were in-line or out-of-line with others deemed as appropriate comparables.  

As a first step in performing the benchmarking analysis, various data points were established 
and documented so the analysis was transparent for all stakeholders involved.  PA submitted 
a data request to LADWP in order to collect a number of data points and IT metrics to 
analyze.  PA also conducted ad hoc research from LADWP’s audited annual reports and its 
website in order to supplement this data request.  In the interest of transparency, all data 
points used for the benchmarking analysis are included in the table below.   
 

Data Point Description Source 

8,552 Total LADWP employees (2008) LADWP website 

429 Total IT Department employees (2008) LADWP data request 

                                                

16 Department of Water and Power, “Advanced Metering Infrastructure / Smart Grid Project”, April 22, 
2008. 
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Data Point Description Source 

2,080,000 Total number of Water (680,000) and Power 
(1,400,000) service connections 

LADWP website 

$3,521,172,961 Combined revenue: Water and Power (year-
ended June 30, 2008)  

LADWP data request 

$799,000,000 Total Capital Spend: Water and Power (year-
ended June 30, 2008, $573m Power, $226m 
Water) 

LADWP data request 

$31,771,100 IT Capital spend (year-ended June 30, 2008) LADWP data request 

$79,922,200 IT O&M spend (year-ended June 30, 2008) LADWP data request 

$50,006,200 IT O&M costs (minus telecom/radio) LADWP data request 

$43,707,900 Total IT labor costs ($40,567,800 regular, 
$3,140,100 overtime) 

LADWP data request 

39.1% IT labor costs as a percentage of total IT costs PA calculation 

8,552 Number of LADWP IT users (note: this is equal 
to the total number of employees and confirmed 
by LADWP) 

LADWP data request 

15,252 LADWP Help Desk tickets closed (Sep 2007 - 
Sep 2008) 

PA calculation from LADWP 
data request 

Exhibit 48: Data list for benchmarking 

For the LADWP analysis, PA used benchmarking data from a panel of nine electric and gas 
utilities.  The data was from 2005, as this was the most recent data available that went into 
detail regarding IT-specific cost metrics for utilities.  In terms of performing the analysis, in 
most cases relative cost data (e.g., IT costs as a percentage of revenue) did not require any 
normalization.  This was because relative costs are proportionally the same regardless of the 
year; escalating them for inflation would yield the same relative proportions.  However, in the 
cases where there are nominal dollar amounts (e.g., IT costs in dollars per total LADWP 
employees), PA inflated the nominal dollar amounts using the consumer price index (CPI) in 
order to bring 2005 dollars to the present.  Details surrounding the inflation rates used with 
this CPI data are included in the table below.  
 

CPI inflation rate Year 

3.4% 2005 

2.5% 2006 

4.1% 2007 

Exhibit 49: Inflation rates17  

                                                

17 US Bureau of Labor Statistics (www.bls.gov/CPI) 
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By inflating the 2005 data set with the inflation figures above, LADWP’s 2008 metrics could 
be compared on an equal basis.  Other than inflation, no other normalization factors were 
necessary for the dataset.  

Benchmarking results  

Within benchmarking circles, there is some debate regarding the proper denominators to use 
in order to draw useful insights from the data.  For the case of LADWP, PA used a number of 
different denominators in order to achieve as robust an analysis as possible. The various 
metrics and their denominators included: 

• IT costs as a percentage of revenue (Water and Power) 

• IT costs in dollars per total LADWP employees (Water and Power) 

• IT costs per user (Water and Power) 

• IT O&M costs – less telecom/radio – per user 

• IT costs per total LADWP service connections (Water and Power) 

• IT labor as a percentage of total IT costs  

• IT employees per 100,000 service connections (Water and Power) 

• IT employees as a percentage of total LADWP employees 

• Help desk tickets closed per total LADWP FTE.  

By using a diverse set of denominators, PA is able to ensure that results are not distorted in 
any way in the event that there are isolated denominators that are outliers relative to the other 
denominators. By analyzing the entire list of diverse denominators, PA is able to cross-check 
the consistency of its analysis.  

IT costs as a percentage of revenue (Water and Powe r) 

In order to obtain a high-level view of IT expenditure at LADWP, PA first looked at IT costs as 
a percentage of revenue.  The methodology for calculating this benchmark involved taking 
LADWP’s IT O&M and IT Capital costs for the year ending June 30, 2008.  These numbers 
were summed together to give an overall IT cost number.  This number was then divided by 
LADWP’s revenues for both its Power and Water operations for the same year ending June 
30, 2008.  This ratio did not require any normalization or adjustment in order to be compared 
to the benchmarking panel. 
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Exhibit 50: IT O&M and capital costs benchmark / as % of Revenue 

As can be seen from the chart above, LADWP’s results are the second to highest among the 
panel.  They are also above the average.  This indicates that a larger share of the utility’s 
revenues are absorbed into IT costs relative to the majority of the panel utilities.  There are a 
few possibilities for these relatively high IT costs.  First, it is possible that LADWP had some 
large capital and/or IT upgrade projects that ballooned its IT cost base, whereas the others in 
the panel may not have.  Another possibility is that LADWP simply has higher recurring IT 
costs compared with the other utilities.  If this is indeed the case, another possibility is that the 
utility with the highest IT costs relative to revenue – in this case utility “27” – implemented a 
large capital project – for example advanced metering infrastructure (AMI) - during the year 
the data was compiled.  If this was the case, LADWP’s results could potentially be even the 
highest, assuming “27’s” high IT costs were a one-off for that specific year. While neither of 
these possibilities is known for certain, they do raise interesting questions about LADWP’s 
relative performance.  

It should be noted that high IT costs are not necessarily a bad thing. Again, it is indeed 
possible that large capital projects were completed during the year-ending June 30, 2008.  
Or, another possibility is that LADWP’s IT costs are indeed higher but the reason for this is 
that its IT performance and effectiveness are also better than those in the panel.  Only further 
analysis can lend insight into the reasons for the higher IT costs as a portion of revenue.  

IT O&M and Capital costs in dollars per total LADWP  employees  

In addition to the metrics above that look at IT costs in terms of revenue and overall costs, it 
is also important to look at IT costs relative to the number of full-time equivalent (FTE) 
employees at LADWP.  For this analysis, the total number of LADWP employees used was 
8,552.  The IT O&M and IT Capital costs were summed and divided by the number of 
employees to derive the cost per employee.  The data used was for the year-ended June 30, 
2008. In order to normalize the PA benchmarking data, the inflation rate was used to bring 
2005 dollars to 2008 dollars.  
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Exhibit 51: IT O&M and capital costs benchmark / per Company FTEs 

As can be seen from the chart above, LADWP’s costs per employee are above the average 
and the second to highest among the panel.  Due to its higher costs, LADWP’s results with 
this metric raise the same questions regarding whether or not its performance in the IT area 
justify the higher costs.  

IT costs per user (Water and Power)  

By looking at IT costs per user, it is possible to analyze the efficiency of the IT department in 
terms of the actual number of users they are serving.  In some cases, the actual number of 
users can be significantly less than the number of overall employees and so it is important to 
separate out actual users from the larger employee base.  In the case of LADWP, the IT 
department considers all employees as “users” so PA used the overall employee count for 
this metric.  Some of the other utilities in the panel had fewer users than their total number of 
employees and therefore the results are slightly different from the metric above.  

Exhibit 52: IT O&M and capital costs ($ per user)  
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As can be seen in the graph above, the results are largely the same as the metric looking at 
IT costs per LADWP employee, with only subtle differences among some of the comparable 
utilities’ results. 

IT O&M costs - less telecom/radio - per user  

Another metric is one that looks at IT department O&M expenses, minus the O&M expenses 
committed to telecom and radio expenses, per user.  Telecom and radio O&M expenses can 
be significant and by stripping them out of the equation it is possible to refine the 
benchmarking analysis to see if these particular costs are causing high overall costs.  

Exhibit 53: IT O&M spending less telecom / radio per user (power and water)  

In the chart above, LADWP’s relative position is very similar to those metrics that do include 
telecom and radio expenses.  Therefore, these telecom and radio expenses do not seem to 
be an outlier that significantly alters LADWP’s relative benchmark position among the panel. 

IT labor costs as a percentage of total IT costs  

The metrics above look at high-level cost figures but do not break them down into any further 
detail.  They provide a top-down view showing that overall costs are towards the high-end, 
but they provide limited insight into why or where these costs may be high.  The metric below 
– IT labor as a percentage of total expense – begins to drill-down into more detail in order to 
look at the labor component of IT costs.  It begins to answer the question of whether or not 
overall IT costs are high due to a large labor component of the cost structure.   

IT O&M Spending Less Telecom/Radio Per User (Both P ower and Water)

0

1,000

2,000

3,000

4,000

5,000

6,000

7,000

8,000

27 15 14 LADWP 2

D
ol

la
rs

 P
er

 U
se

r

"AVG"



Assessment of Operational Issues…  

4-177 

City of Los Angeles 2/4/09 

Exhibit 54: IT labor (as % of total IT cost)  

Results in the chart above show that LADWP is just about at the average of the panel. This 
would indicate that LADWP’s relative labor component of costs is no higher than most of its 
peer group in the panel.  

IT employees per 100,000 service connections (Water  and Power)  

As with the metric above, this metric – IT employees per 100,000 service connections – also 
goes one step further in terms of granularity.  This metric looks at specific IT staffing levels 
and whether or not they are high relative to a denominator of 100,000 service connections.  
Like the labor metric above, it helps assess whether the IT staffing numbers are high relative 
to the panel of peer utilities.   
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Exhibit 55: IT employees per 100,000 service connections (power and water)  

As can be seen in the graph above, LADWP again is just about at the average of the peer 
panel.  This suggests that LADWP’s IT department staffing levels are not out-of-line with 
comparables in the industry, when looked at from a per service connection denominator.  
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IT employees as a percentage of total LADWP employe es 

Another metric that looks at the IT department’s staffing levels is IT employees as a 
percentage of total LADWP employees.  This is yet another denominator that helps to 
answer the same questions regarding the IT department’s staffing levels.  

Exhibit 56: IT employees as % of total LADWP employees (power and water)  

As can be seen from the chart above, LADWP is towards the low end of the percentage of IT 
staff relative to total staff.  There are two possible interpretations to this result: The first is that 
the IT department is understaffed relative to its peer group in the panel.  The other potential 
interpretation is that the rest of the LADWP is overstaffed relative to the peer group.  

Average number of Help Desk tickets closed for each  LADWP employee  

Once costs and staffing levels of the IT department are analyzed, it is also insightful to delve 
into metrics that touch upon the activity of the department.  In this case, one measure of the 
department’s activity, or throughput, is the number of Help Desk tickets closed per total 
company full-time equivalent (FTE) employee.  Among the panel of comparable utilities, the 
average number of Help Desk tickets closed per employee was over six.  
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Exhibit 57: Help desk tickets closed per FTE (power and water)  

LADWP recorded just under two Help Desk tickets closed for each employee over a one year 
period.  This indicates that the IT department’s activity or throughput is well below the 
majority of those in the panel.  

Findings from LADWP IT performance benchmarking ana lysis  

PA performed a robust IT benchmarking exercise that looked at LADWP’s relative position 
from the perspective of a number of different denominators.  This ensured that the findings 
were consistent and any possible one-off factors or potential outliers with individual 
denominators did not compromise the integrity of the analysis.  By looking across all of the 
different denominators and metrics used in the IT benchmarking analysis, a common theme 
emerges of high IT costs at LADWP.  

LADWP’s high IT costs however are not met with a correspondingly high staffing component.  
Therefore, a tentative conclusion could be that staffing levels are in-line with comparable 
utilities.  However, when taken one step further, it emerges that although staffing levels are 
in-line with comparables, the throughput of the IT department is well below comparables 
(e.g., number of help desk tickets closed per FTE).  This would imply idle capacity within the 
department. More research and analysis needs to be conducted to determine exactly where 
costs are high and performance is below par.  

iv. Recommendations 

• ITSD must further establish an enterprise architecture and solidify its governance process.  
Implementing these fundamental aspects of IT will increase the probability of successfully 
addressing the aging portfolio issue.   

o LADWP has reported that a series of architectural decisions have been made over the 
last year to start narrowing the range of applications and tools in use within LADWP 
and to identify technologies upon which to focus the skill development of LADWP staff: 

− Selection of an Identity Management Platform  

− Selection and installation of the server platform for Oracle database consolidation  
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− Large scale migration of Windows servers to virtualized environments  

− Achieving agreement to consolidate asset management for Water and Power on 
Maximo  

− Implementing a new change management process consistent with ITIL practices  

− Selection of the standard Enterprise Reporting Platform  

− Selection of the standard Document Management Platform.  
 

Selection of the Web publishing platform will be completed within the next 30 days. 

• ITSD must develop a real roadmap, with schedules and estimated costs for replacing the 
aging applications portfolio.  Unless this portfolio is modernized, the Department will be 
seriously hampered to meet specific strategic and performance improvement objectives.   

e. PUBLIC RELATIONS & COMMUNITY OUTREACH 

i. Description 

Public Relations & Community Outreach encompasses the various processes utilized by an 
organization to communicate with key stakeholders.  This function shapes the public’s 
perception of how the organization operates and communicates with the communities it 
serves.  Community Outreach is a powerful tool that allows management to engage the public 
at the neighborhood level through events, programs, initiatives, and projects that mutually 
benefit the organization and the community. 

ii. Benchmarks / Companies 

Local public agencies of various sizes and functions were considered for this part of the 
assessment.  Among them were: 

• Los Angeles Unified School District 

• Los Angeles Community College District 

• Metropolitan Water District 

• Port of Long Beach 

Within those organizations, several components of well developed Public Relations & 
Community Outreach Programs were evaluated.  Some of these components included: 

• Community Activities: For example at MWD, where there are three divisions that 
concentrate on community activities: business, conservation and community all of which 
are highly-coordinated.  MWD also participates on events through sponsorships and uses 
them as a vehicle to providing information about their programs.  The community’s 
perception of MWD is positive, as a partner to the community 

• Communication/Marketing Initiatives: For example, LAUSD is highly effective with its 
marketing/communication of specific issues, i.e. bonds that appear on ballots.  These 
efforts usually entail an intense outreach and marketing campaign and while LADWP 
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issues differ, the public expects the Department to conduct these informational and 
marketing campaigns that allow for the easy transfer of information 

• Economic Opportunity: The Port of Long Beach is a good example of an agency that 
markets its economic opportunities to small and minority-owned businesses effectively.  
Through Bidnet (a repository of small businesses), the port of Long Beach shares 
information for marketing purposes with other agencies.  This information is searchable by 
a number of formats including business codes.  LADWP is not part of this effort and it 
would be very beneficial for the Department to use this or a similar service as a way to 
market its business opportunities to small, minority and woman-owned businesses 

• Monitoring of Results: Several of the institutions mentioned in this study put together an 
annual report of their outreach activities that entails the cost spent on these minority 
contracts, initiatives, outreach efforts, among others.  These reports are then provided to 
the Board, who decides what policies and programs are worth repeating or extending 
according to their measured success. 

iii. Analysis 

The Public Relations & Community Outreach functions at the Department has suffered from 
neglect for several years and operated without leadership.  Media Relations was handled 
primarily by facsimile and the Department did not keep track of media personnel while other 
public contact databases became obsolete.   

Since a new Director of Public Affairs was brought onboard, more focus has been given to 
staffing and developing plans for long term direction.  Although plans for hiring additional staff 
have been in the works for some time, the lack of work requirements that fit into current civil 
service classifications has delayed the hiring process considerably.  Nevertheless, the 
Department now implements and/or coordinates a number of outreach initiatives on a regular 
basis.  Among these are: 

• Speakers Bureau:  Speakers are recruited from Water, Power, and Joint Systems to 
present information to the public at various events. 

• Program and Initiative Marketing:  Public Relations promotes conservation, energy, water, 
rebate, and discount programs.  This is accomplished through press releases, staff 
exhibits at events, advertising, and other methods. 

• Web-based Notification Systems (Website Notice Registration: Residents or businesses 
can sign up to receive automatic notices and press releases, email blasts to targeted 
audiences, etc.) 

• Crisis Communication: Stakeholders receive regular updates throughout a crisis situation 

Education Partnership Programs are a long standing tradition with the Department.  The 
Mayor, City Council, and LADWP have created the following programs to encourage 
community participation though early education: 

• Cool Schools Tree Planting and Education Program 

• LADWP Science Bowl 

• Adopt-A-School 

• Teacher Training and Lesson Distribution 
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• Elementary Electric Safety Program 

• Power Plant I Field Trips  

• Skill Craft Training 

• Youth Services Academy 

• Times in Education Program 

• Los Angeles Infrastructure Academy 

LADWP has also created partnerships with educational institutions to educate students, train 
teachers, and provide programs that encourage careers related to the delivery of water and 
power.  These partnerships teach safety and conservation to students at an early age.  
However, the multitude of programs and initiatives seem to be implemented through different 
divisions without a centralized coordinating function that ensures strategic plans are met.   

Finally, the Department has not always provided timely and complete information to the public 
on important issues, which has led to a certain level of distrust and guarded skepticism from 
the public.  This skepticism has also caused the Department to struggle to build support for 
the transition to long term initiatives. 

In terms of business and employment outreach, LADWP has engaged in several initiatives: 

• The Department recently sponsored an employment fair and a business opportunity 
workshop in the Crenshaw district (August 23, 2008) that included other city departments 
and local agencies.  It was estimated that over 4,000 residents participated in the job fair  

• The Department also sponsored a professional services expo at LADWP headquarters 
(October 9, 2008) that drew 80 to 90 business representatives.  The Event was well 
organized and provided participants with information regarding various aspects of doing 
business with LADWP: current opportunities, economic development programs, small 
business preference, and minority and woman business enterprise certification. 

These outreach events are a product of more recent focus on providing opportunities to the 
community.  It is our opinion that the new leadership’s focus in this area has begun to make a 
difference.  However, the internal monitoring of on-going progress, data collection, and 
reporting is underdeveloped.  Current databases are not up-to-date with regard to actual 
business dollars awarded and/or jobs offered/accepted as a result of outreach efforts.   

Collecting data does not seem to be institutionalized and the Department seems to rely on 
manually created ad-hoc reports from buyers and others to capture progress.  Further, the 
reliability and accuracy of data regarding minority and woman owned business participation 
does not seem to be completely verifiable. 

iv. Recommendations 

• The Department should establish a strategic plan for budgeting, coordinating and 
communicating all Public Relations & Community Outreach activities.  High level 
coordination is required due to the decentralized nature of the function 
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• Establish mechanisms to collect data and report results of the various programs and 
initiatives.  The results should be analyzed and only successful programs and initiatives 
should be repeated in the future 

• Further develop, enhance, and publicize employment and business opportunities  

• Improve relations with customers and community groups such as senior citizens by clearly 
communicating future plans for operations, infrastructure, programs offered and spending 

• Upgrade technology and increase staffing to meet future requirements  

• Re-design website to emphasize most important programs and issues identified through 
strategic planning   

• Develop a stakeholder report to illustrate Public Relations and Community Outreach 
successes (i.e. dollar amount of rebates per program, amount of conservation/efficiency 
savings, amount of discounts for low income residents and senior citizens, etc.). 

In terms of the business and employment outreach, which aims to share economic 
opportunities with the community, the Department should act as a vehicle to strengthen the 
local economy through business and employment opportunities derived from revenue 
provided by the community by: 

• Increasing the number of business outreach events and job fairs held annually 

• Utilizing existing resources to advertise upcoming opportunities (i.e., MWD and other 
public agency websites) 

• Developing technology and processes to reliably report minority/woman business 
enterprise participation and number of jobs offered to job fair/education partnership 
participants 

• Implementing a formal plan to recruit and encourage local, small, minority, and woman 
businesses to participate in the procurement process (professional services, capital 
projects, and materials) 

• Creating a diversity procedure and document outreach efforts and results for contracts 
under $150,000 

• Establishing compliance program to monitor bid/proposal commitments to small, minority, 
and woman business subcontractors 

• Including a prominent link for employment opportunities on the LADWP website. 

4.3.4 Concluding Thoughts 

Benchmarking provides a quantitative or qualitative evaluation and “ranking” of an 
organization’s activities versus leading or accepted practice at a point in time.  Assessing the 
Department in a variety of critical areas, and for given metrics and processes, has yielded a 
varied result: As expected, in some areas the Department is comparable to industry leaders, 
while in others more work is to be done (and in a few instances, the selected practice is 
entirely lacking).  In general, the Department has a varied record depending on the measure 
or practice being evaluated.  However, general themes from the benchmarking include: 
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• Responsibility for benchmarking as well as derivation and reporting of KPIs resides in 
pockets across the Department  

• Data management practices are disparate, with no single, central data store for critical 
Department data 

• There is no single executive reporting “dashboard” that incorporates historical and current 
measures, providing a glimpse into relative performance. 

We recommend the continued development and full implementation of the Business 
Performance Management function within the Budget, Rates and Efficiency Division to 
address these issues.  At present, this group is understaffed, does not have the necessary 
analytical resources, or the adequate support across the organization to fulfill its objectives.   

Finally, organizations are constantly looking for ways to improve operations, with certain 
programs succeeding while others “miss the mark”.  The Department has initiated a large 
number of programs, aimed at increasing the efficiency, effectiveness, and resiliency of 
several key activity areas.  Principal among these efforts are programs in IT and customer 
service, as well as early stage efforts underway in strategic planning.  Our evaluation aimed 
to take into consideration these new or on-going programs; however, the success or failure of 
these programs is yet to be determined, and therefore are only mentioned in the interest of 
providing a comprehensive account of activities at the Department.   

4.4 ASSESSMENT OF STAKEHOLDER RELATIONS 

4.4.1 Stakeholder Groups 

A variety of stakeholder groups directly impact the ability of the Department to meet its 
strategic objectives.  These groups require significant attention from the Department, often 
from all levels of the organization.  The following assessment investigates the relationship 
between the Department and several of the most critical stakeholder groups.   

4.4.2 Approach to Assessment 

The results of this assessment were derived from interviews with the stakeholders 
themselves, as well as relevant representatives from the Department.   

a. BOARD OF COMMISSIONERS 

i. Description 

The Board of Commissioners (Board) has broad organizational and financial oversight 
responsibilities in relation to Department activities.  Section 511 of the City Charter specifies 
the duties of the Board, and suggests the need for a close working relationship with the 
Department in a variety of key areas, including budget-setting and general governance – 
areas that will only grow in importance in relation to various strategic issues facing LADWP in 
the next 3-5 years    
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ii. Findings 

At present, the relationship between several members of the Board and the Department (and 
specifically, the Office of the GM) is not conducive to effectively or efficiently resolving current 
or prospective challenges: 

• Interaction between the Department and members of the Board is often contentious, and 
issues related to trust need to be addressed 

• The proper role of the Board in relation to the Department is not agreed.  The Board 
believes it has been charged by the Mayor to be “activist”; the Department believes the 
Board is unnecessarily intrusive  

• The Board recognizes the gravity of the issues facing LADWP, and has reservations 
about the ability of the Department to address them in a timely and thorough manner.  
Further, certain Members of the Board believe that a corporate culture of business and 
process improvement is entirely lacking; the concern around process discipline also 
extends to a lack of consistent strategic planning   

• Each party believes the other has adopted a pattern of behavior that undermines trust, 
cooperation, and effective decision-making (e.g., the Board, by pursuing inappropriate 
oversight; the Department, by being unresponsive to data and information requests, and 
creating barriers to open communication and perpetuating a lack of transparency)    

b. LABOR UNIONS 

i. Description 

Labor Unions play an important role at LADWP.  With approximately 94% of its workforce 
covered by union agreements, the Department depends on strong relationships with union 
leadership.  Six unions currently represent the employees of LADWP: 

1) The International Brotherhood of Electrical Workers (IBEW), Local 1818 

2) The Service Employees Union, Local 721 

3) The LADWP Dispatchers Association 

4) The DWP Management Employees Association (MEA) 

5) The Association of Confidential Employees 

6) The Los Angeles/Orange counties Building and Construction Trades Council 

These union are working under five (5) year agreements or negotiating agreements.  Wages, 
benefits, built-in cost of living increases, and work classifications will have a major long-term 
impact on the cost of labor for the organization 

                                                

18 Despite our best efforts, we have been unable to interview Brian D’Arcy, the Business Manager of 
the International Brotherhood of Electrical Workers-Local 18.  
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ii. Findings 

LADWP workforce is dominated by one labor union (IBEW) which represents the employees 
that provide the core services for the organization.  The other five (unions) represent less 
than 10% of the workforce.  As such, the Department inherently focuses most of its attention 
and resources on the needs of the IBEW, while the other unions do not play a meaningful role 
in discussions regarding future Department plans.  Further, communication with these unions 
on important issues that aren’t related to day-to-day employee problems is almost non-
existent.   

c. NEIGHBORHOOD COUNCILS 

i. Description 

Neighborhood Councils (NC) were created by an amendment to the Los Angeles City Charter 
in 1999.  According the Department of Neighborhood Empowerment, the mission of the NCs 
is to “promote citizen participation in government and make government more responsive to 
local needs”. 

In April of 2005, the Board of Commissioners approved a Memorandum of Understanding 
(MOU) with the NCs to establish lines of communications and ensure that citizens have the 
opportunity to review and comment on policies and programs that impact their community.  
The MOU requires the Department to provide a liaison for each of the seven (7) planning 
district’s and provide notification to the NCs regarding all matters it deems significant or 
matters deemed significant by the NC Oversight Committee. 

ii. Findings 

The Department seems to be understaffed in this area.  Without additional staffing, LADWP 
will likely continue to be perceived by some neighborhood councils as unable or unwilling to 
meet certain mandates of its MOU, more specifically, section 1.3 of the MOU, which states 
that LADWP’s liaisons are responsible for (1) attending and participating in board and 
committee meetings of NC regarding matters involving LADWP (2) receiving request for 
information, assistance or service from neighborhood councils in their districts, transmitting 
the requests to the appropriate person (s) within LADWP, attempting to provide responses to 
the NCs in a timely manner, and (3) processing requests for speakers or educational 
materials.  This perception has led the leadership of certain NCs to believe that the 
Department is not serious about getting input from the community on important issues.  This 
has resulted in a somewhat adversarial relationship between certain NCs (and in particular, 
the Oversight Committee) and the Department.    

It is worth noting that PA attempted to get a more representative view of the NC feelings 
about the Department through a survey that went out to all neighborhood councils with valid 
email addresses.  The response was minimal (less than 1%), which makes it difficult for us to 
present a different view other than that received from a few neighborhood councils. 
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d. CUSTOMER ACCOUNTS 

i. Description 

Customer Accounts are industrial, institutional, and business accounts serviced by LADWP, 
and make up 60% of LADWP’s revenues.  Depending on the size of the account, a single 
account representative may be assigned to that account to provide customer service.  
Smaller accounts are assigned to a group of account representatives that handle their needs.  
Customer Service representatives handle requests from these customers and/or help them 
find the appropriate unit or individual that can help them with their particular issue 

ii. Findings 

Premiere Accounts (largest customers) assigned to an account representative are generally 
satisfied with the level of service provided by LADWP.  Smaller accounts indicate frustration 
over not having a single point of contact to help resolve billing and service issues.  These 
accounts find the delivery and reliability of power provided by LADWP to be very good with 
few exceptions.  The same is true for the water supply.  However, some accounts have 
concerns regarding water quality that affect their business processes (i.e. water hardness, 
chemical deposit build up damaging equipment, algae blooms, etc.)  Some Commercial 
Customers indicate frustration over the amount of time and effort it takes to get a project 
through the approval process.  To address this issue, Customer Service has plans to 
establish a one-stop shop that will locate help for permits, technical issues, service 
scheduling, and related processes in one location 

e. PARTICIPATION IN FEDERAL AND STATE LEGISLATIVE PROCESS 

i. Description 

Active and effective participation in Federal and State legislative processes (and more 
broadly, regulatory relations) is critical for all utilities in today’s uncertain environment.  
Legislative affairs are particularly important in California given the focus on key issues such 
as mandated renewable programs, required capacity additions, and transmission upgrades 
and additions (among others) 

ii. Findings 

The Department’s Regulatory & Legislative Affairs group has several core objectives: 1) 
specify the policy positions of the Department; 2) sponsor Federal and State legislation; 3) 
identify authors for legislation important to the Department; and 4) work with lobbyists to pass 
identified legislation 

Several findings address the relative effectiveness and efficiency of conducting group 
activities.  First, experience and relationships are a critical determinant of success in 
legislative affairs.  At present, few staff have the appropriate contacts in the legislature or 
other agencies to drive the types of decisions that would benefit the Department.  In addition, 
staff are taking on more special analysis projects, which leads to somewhat less time to 
execute core functions.  Second, coordination is a key determinant of successful legislative 
affairs; efforts are underway to derive positions faster (working with the Divisions) and moving 
from policy positions to successful legislation 
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On this note, approval and “buy-in” from the Mayor, City Council and Office of the Chief 
Legislative Analyst (CLA) is required before a position can be communicated publicly.  Due to 
the nature of the process, the Department cannot lobby and express its opinion without formal 
approval, which delays the legislative process.  In a highly competitive and fast moving 
environment, the impact of this delay can be significant (in particular, vis-à-vis the State’s 
IOUs).  The combination of streamlining processes and increasing personal relations with 
various stakeholders is critical.  

f. OTHER GOVERNMENTAL ENTITIES 

i. Metropolitan Water District (MWD) 

Description 

MWD is LADWP’s most important and essential water support service.  As the reliability of 
LA’s traditional water sources, Owens Valley and San Fernando Valley groundwater is 
increasingly challenged, MWD makes up the difference to assure water availability even in 
drought periods. As a special district, MWD can act rapidly on behalf of its member’s interests 
and provides subsidies for local projects, technical support, assistance to such agencies as 
DWR that operates the State Water Project.  MWD engages in regional integrated resources 
planning and associated policy making that affects rates and charges paid by the 
Department.  

Findings  

The importance of MWD’s activities to the future of LADWP cannot be overstated.  It is in 
LADWP’s interest to actively support MWD, participate in its activities, and increase its 
advocacy particularly with regard to MWD’s assurance of long term water supply reliability 
through water transfers and regional conservation practices.  LADWP is in a position to 
influence MWD and that influence is directly proportional to the staff level efforts that are 
made in support of MWD. There appears to be a difference of opinion between the various 
responsible parties (MWD delegates, Commissioners, GM, and staff) on long-term water 
policy. 

A clear, comprehensive, and cohesive set of policies and positions must be articulated and 
fully-supported at all levels of the City, and most especially LADWP.  In this most critical 
drought in the State’s modern history, solidarity of Southern California water users is 
essential.  LA should team with MWD and its member agencies and use its enormous 
statewide influence to further the already stated policies regarding the SWP and other state 
water supply issues.  

ii. Southern California Public Power Authority (SCPPA) 

Description  

The Southern California Public Power Authority (SCPPA) is a joint powers agency comprising 
eleven municipal utilities and one irrigation district.  SCPPA’s members consist of the 
municipal utilities of Anaheim, Azusa, Banning, Burbank, Cerritos, Colton, Glendale, Los 
Angeles, Pasadena, Riverside, Vernon, and the Imperial Irrigation District.  Together they 
deliver electricity to over two million customers in the southern California basin, spanning an 
area of 7,000 square miles, and with a total population that exceeds five million.  Formed in 
1980, SCPPA was created for the purpose of providing joint financing, construction and 
operation of transmission and generation projects. 
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Findings 

LADWP is a critical member of SCPPA, providing “critical mass” for the organization’s 
operations through its sheer size and influence.  Meanwhile the Department receives benefits 
from its membership in SCPPA through the group’s advantageous financing and access to 
potential involvement in various important projects.  Finally, the Department receives benefit 
as a member, to the extent that potentially sensitive issues can be taken on by the 
organization.  

In terms of operations, the Department’s “large a varied bureaucracy” is cited as a challenge 
relative to gaining timely decisions on SCPPA initiatives.  (The Department is seen as taking 
a longer time for decision-making, as compared to other member organizations.)  This 
characteristic is seen as worsening, rather than improving.  Further, the impact of changing 
agendas, objectives, and the lack of a consistent message from the Department is also seen 
as a challenge.   

Over the years, it is believed that the decision-making autonomy of the Department vis-à-vis 
various stakeholders has deteriorated.  Decision-making around power system planning 
obviously requires a long time horizon; it is believed that the Department has made fewer 
decisions with the necessary strategic time horizon than is appropriate for system planning, 
due in part to the agendas and interests of stakeholders outside the utility.   

Finally, the Department’s insistence on adhering to the asset “ownership model” has reduced 
the opportunity to pursue other contracting models (e.g., PPA) pursued by other members.  
This, combined with the decision-making delay and bureaucracy, is seen as an inhibitor  
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5. SUMMARY OF FINDINGS 

This report provides a broad review of the strategic challenges facing the Department, and 
offers an operational assessment and benchmarking across a number of functional areas and 
activities.  Results from the 2008 Survey suggest that the Department faces a tremendous 
number of complex challenges that will require leadership, consistent and rigorous program 
management, and significant financial resources to resolve.  To this end, the Department 
requires a clear prioritization of the strategic issues it aims to address, a clear understanding 
of the costs and benefits and associated risk factors related to pursuing necessary initiatives.  

The results from the operational assessment suggest that improvement in a variety of areas 
is possible versus industry peers and leading practices.  The Department has kicked-off a 
variety of programs to increase the maturity of current operations; further, this report provides 
a series of recommendations that we believe will continue efforts to enhance operations.  
However, ensuring that recommendations are pursued – from program design to 
implementation – is absolutely critical.  Evidence from the 2002 IEA Survey reflects a lack of 
accountability for implementation of recommendations that emerged from that report.  In 
addition to fully vetting the various recommendations in the report, we believe a program 
management approach to implementation – including a quarterly update to the Joint 
Administrators and the Board on progress to-date – is imperative.  Failure to act on the 
recommendations included in the report will reduce the value of the 2008 Survey initiative, 
and slow progress to address strategic issues and enhance Department operations.   

Finally, successfully meeting the challenges the Department faces will demand efficient and 
effective (and often rapid) decision-making, an absolute dedication to program management, 
and clear and effective communication and teamwork with various stakeholders.  Efforts 
should be made to continue pursuing innovative programs to enhance operations in areas 
such as recruitment, customer service, and many other areas.  Importantly, governance 
hierarchies and decision-making authorities should be revisited to ensure flexibility in 
operations, while maintaining an environment of strong risk control and appropriate 
accountability.  In short, the Department should work closely with key stakeholders to 
appropriately adjust the balance between oversight and control from various relevant 
stakeholders, and the need for an operating framework that enables experts at the 
Department to efficiently and effectively conduct their business.  We believe the number and 
complexity of existing strategic challenges faced by the Department make the current 
“business as usual” operating framework infeasible.  
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APPENDIX A:  LIST OF INTERVIEWS 

Name of Interviewee Interviewee Department and Title 

Al Stephens Supply Chain, CAO office 

Al Stephens (2nd interview) Supply Chain, CAO office 

Albert Gastelum Manager, Project Engineering Section 

Ali Morabbi Power Control and Business Systems 

Ann Santilli Asst. CFO and Controller 

Aram Benyamin AGM, Power System 

Aram Benyamin (2nd interview) AGM, Power System 

Avery Neaman Manager, Risk Management 

Ben Truong Budget, Rates & Efficiency 

Bill Carnahan SCPPA 

Brad Packer Power System 

Bruce Moore Manager, Air quality standards compliance 

Cecilia Weldon CAO 

Cindy Montanez Legislative and Regulatory Affairs 

Cliff Eng Assistant Director of Information Systems 

Commissioner Knox LADWP Commissioner 

Commissioner Patsouras LADWP Commissioner 

Commissioner Alpert LADWP Commissioner 

Commissioner Hogan-Rowles LADWP Commissioner 

Commissioner Ramirez LADWP Commissioner 

David Hirano Office of the City Administrative Officer 

David Nahai GM, LADWP 

DeMarlo Sims Labor Union - Assoc. of Confidential Employees 

Don Sievertson Labor Union - Dispatchers Association 

Eileen Lau Administrative Manager, Power System 

Eric Tharp Power Engineering Manager, Generation 

Frank Christine IT programs  

Gary Wong CAO, Operations Support 

Glen Singley Director of Water Engineering 

Glen Singley (2nd interview) Director of Water Engineering 

Hal Lindsey Corporate Safety, CAO office 
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Name of Interviewee Interviewee Department and Title 

Jaffar Bazzaz Director, Production Modeling 

James Tam Director, Internal Audit, CFO office 

James Yannotta Asst. Director of Water Resources 

Jeff Peltola Director, Budget, Rates & Efficiency 

Jeff Peltola (2nd interview) Director, Budget, Rates & Efficiency 

Jerald Pfefferman Labor Union - Mgmt Employee Association 

Jim Caldwell Asst. GM Environmental Affairs 

Jim Lim (for Jafar Bazzaz) Production Modelling 

Jim Lin (2nd Interview) Production Modelling 

Jim McDaniel Chief Operating Officer, Water System 

Joe Castruita  Water Distribution 

Joe Ramallo Director, Public Affairs 

Joe Ramallo (2nd interview) Director, Public Affairs 

John Chen Director, Customer Service, CAO office 

John Chen (2nd interview) Director, Customer Service 

Julie Butcher Labor Union - SEIU 

Kathy Irish Econ. Development and Outreach 

Kecia Washington Assoc. Director, Mayor's Office 

Loretta Dotson Administrative Manager, Water System 

Marianne Anz Manager, Performance Management Group 

Mario Ignacio Director, Finance & Risk Control 

Mark Sedlacek Environmental Compliance  

Marty Adams Director of Water Quality 

Marvin Moon Manager, Power System Engineering Services 

Mathew Lampe CIO 

Michael Cockayne Manager, Load Forecasting 

Michele Nagin CAO, Employee Services 

Michele Nagin (2nd interview) CAO, Employee Services 

Mike Coia Director, GS Manager, Integrated Support Services 

Mike Webster Electrical Service Manager, Power services 

Mohammed Johar Beshir Manager, Transmission plan, Engineering & Centers 

Nancy Sutley DM of Energy and Environment, Mayor's Office 



A: List of Interviews  

A-3 

City of Los Angeles 2/4/09 

Name of Interviewee Interviewee Department and Title 

Olivia Aceves-Vallelunga CAO’s Office 

Pankaj  Parekh Director, Water Quality Compliance 

Paula DiSano Emergency Preparedness and Business Contiuity 

Peter Huynh Manager, Debt, Investment and Risk Control 

Rafael Prieto CLA’s office 

Raman Raj COO 

Randy Howard Power Engineering Manager, Power Services 

Richard Slawson Labor Union - Building and Construction 

Richard West BRED Rates, Forecasting 

Robert Pettinato Mechanical Engineer, Natural Gas Supply 

Robert Roth CAO’s office 

Ronaldo Vasquez CFO 

Sam Siegel Councilmember Eric Garcetti’s office 

Steve Malinoski Director of Water Distribution 

Susan Damron Legislative and Regulatory Affairs 

Susan Rowghani Managing Water Utility Engineer 

Therese Savery Manager, SCPPA Accounting and Investments 

Tom Erb Director, Water Resources 

William Creitz CAO’s office 

William Engles Manager, Coal Procurement 

William Koenig CAO’s office 

Winifred Yancy Public Affairs Outreach 

Exhibit 58: List of Interviews
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APPENDIX B: LIST OF DOCUMENTS 

Documents Collected 

2007 Residential Water Customer Satisfaction Survey 

2008 reports on current drought response strategies, including MWD shortage allocations and 
transfer purchases 

Action Plan templates related to statements of goals and objectives 

All workforce planning policies and procedures 

Annual Report on Legislative Sponsorship Proposals 

Any documentation related to the Power Revenue Fund and Water Revenue Fund 

Attendance Improvement Plans 

BM or PI projects conducted under IWA, AWWARF, or other cooperative programs-scope, 
status, results and/or reports 

Budgets (consolidated and business unit) 

Business continuity and emergency preparedness plans 

CA State Dept of water resources projections of water availability and demand 

CAL OSHA Reports 

Capital Expenses IT (2003-2008) 

Commodity Trading Strategy Documents and Protocols 

Communication to stakeholders – form, frequency, and process 

Current Project Plans related to system implementation projects 

D&T Performance Audit and Evaluation of CH2M Hill Contract 10444 

Deloitte Assessment of Retirement Plan 2006 

Deloitte Assessment Report for LADWP Investments 

Documentation related to the Management Performance Review Program (MPRP) 

Documentation supporting the Management Performance Review Program (MPRP) (or related 
program) 

Drinking Water public health goals report 

DWP Manager's Source Book 

Employee Satisfaction Surveys  

Environmental Affairs Organizational Chart 

EPRI report on Power System Reliability 
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Documents Collected 

Financial and Operational objectives for the Power and Water System(s) 

Financial Policies and Protocols related to the AGM-FSO 

Five Year Fuel and Purchased Power Budget 

Full listing and description of KPIs and related targets 

Functional Business Processes related to F, M, B Office Operations 

Greater LA Integrated Regional Water Management Plan Consolidated Report and any 
relevant updates 

Hiring and promotion protocols 

Inspection and maintenance compliance reports plus any other such reports for internal 
measurement 

Internal water benchmarking or performance indicator studies, results and reports   

IT Governance Charter 

ITSD Draft Strategy 

IT Labor Costs 

Joint System Functional Organizational Chart 

LADWP 10-year or approppriate Capital Improvement Projects Report 

LADWP I Strategic Agenda 

LADWP Risk Policies  

LADWP Outage Data 

LADWP Weekly Staffing Reports (Aug-Oct 08) 

Latest Load forecasting diagnostic assessment by PwC 

Latest Water Construction Manual 

Leed Facility Design Selection - Aug 2008 

List of exempt executive positions  

Load Forecasting Reports 

Management Performance Review Program Guidebook 

Matrices reflecting the Key Result Areas (KRA) related to Strategic Planning Processes 

Mayor's Water Plan: Securing LA's Water Supply 

Mission and Vision Statements (Corporate and Business Unit) 
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Documents Collected 

Most recent projections of population growth and current population by the State of CA 
Department of Finance 

Most recent projections of the Southern CA Association of Governments (SCAG) 

Most recent rate/revenue study 

Operational Risk Management processes and policies 

Organizational chart with detail to supervisor level, including staffing numbers (filled and 
vacant) 

Performance Reports (and other communications) from business units to corporate 

Power Bond Ordinance 

Power System Functional Organizational Chart 

Power System Integrated Resource Plan (IRP) 

Program Management Plan for capital projects, including standards and guide books (e.g., 
project management guide, PMO standards) 

Progress to-date implementing a Leadership Development Center 

Progress to-date implementing practices and protocols recommended in MOU with the 
California Urban Water Conservation Council 

Rate studies/ Comparative/Trajectory 

Receiving Station and Distribution Station Load Forecast (2008-2017) 

RCM or Asset Management program and plans 

Reliability industry standard indices reports plus any internal goals or indices  

Reports documenting progress to-date implementing Activity-Based Costing / Management 

Reports on fleet performance, reliability and cost 

Reports on T&D inventory 

Reports prepared for the quarterly project review meetings 

Reports reflecting progress to-date with generation repowering projects 

Retirement Projection Report 

Retirement Information 2000-2005 

Revenue Requirement Study 

Risk and Performance Reports  

Risk Limits and Limits of Authority 
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Documents Collected 

Risk Management and other Committee Meeting Minutes and Reports 

Risk Management and other Committee Meeting Preparation Materials 

Risk Management and/or other Committee Charters 

RPS Presentation 2010-2020 

Scott Madden & Associates, Procurement and Supply Chain Studies 

Security Plug Reports 

Spot check review of D&T Assessment of DWP's Retirement Plan - Investment Operations 

Staffing levels by business unit 

Status reports of current water quality improvement projects including chloramine conversion  

Strategic Planning Documents (Power and Water Systems - Corporate and Business Unit); 
including SWOT analyses  

Supervisory Certificate Information 

Summary of water system seismic upgrade projects compiled and provided by LADWP 

The FSO Administrative Manual 

The PRP, including scope, schedule and expected results 

Training information - optional and mandatory 

Training budgets 

Various Reports on Infrastructure Reliability Program (e.g., Asset Management Program) 

Water Bond Ordinance 

Water Distribution Succession Planning Doc 

Water Quality Annual Report 

Water Services Organization 2003-2008 Business Plan 

Water System Functional Organizational Chart 

Water System Urban Management Plan 

Workload measurement and management reports 

Exhibit 59: List of Documents 
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APPENDIX C: PROFILE OF BENCHMARK COMPANIES 

As mentioned in a prior section of this report, a combination of several approaches was used 
to complete the benchmark component of the operational assessment.  In addition, a number 
of criteria were considered to identify the most appropriate peer panel for the Operational 
Assessment.  In those areas where industry-specific benchmarks were required in specific 
Process benchmark areas, companies were selected given a variety of criteria, including: 

• Size of operations (customer count, miles of service territory) 

• Region (NERC or US Census Bureau region)  

• Business-type (municipal or investor owned utility) 

• Multi-commodity (power, gas, coal, water) 

• Load density (urban versus rural load features) 

Below is a table with information related to each criteria followed by a more detail description 
of each company.    

Utility Region Total Customers
Multi-commodity 

(Y/N)
Ownership Type

Coverage Area 
(Square Miles)

1 Austin Energy ERCOT 388,000 N Public

2 Anaheim Public Utilities Dept. West 110,000 N Public 50

3 CPS Energy (TX) West 685,000 Y Public

4 First Energy Corp. Midwest 4,500,000 N IOU 36,100

5 Long Island Power Authority Northeast 1,100,000 N IOU 1,377

6 Oglethorpe Power Southeast 4,100,000 N Cooperative

7 Orlando Utilities Commission Southeast 254,000 Y Public

8 Pasadena Water And Power West 143,731 Y Public 70,000

9 Pacific Gas & Electric West 5,100,000 Y IOU

10 Sacramento Municipal Utility District West 572,958 N Public 900

11 Seattle City Light West 375,869 N Public

12 Southern California Edison Company West 4,674,231 N IOU 50,000  

Exhibit 60: Company information 

• Austin Energy 

Austin Energy is the nation’s 9th largest community-owned electric utility serving 388,000 
customers.  Austin Energy provides service within the City of Austin, Travis County, and a 
small portion of Williamson County.  Like LADWP, Austin Energy returns profits to the 
community annually. It is estimated that Austin Energy has provided $1.5 billion in profits to 
the community since 1976.  Its portfolio includes nuclear, coal, natural gas, and renewable 
energy sources totalling over 2,600 megawatts (MW) of total generation. 

• Anaheim Public Utilities Department 

Anaheim Public Utilities is a municipal, not-for-profit, utility delivering water and electricity to 
345,000 residents and 15,000 businesses in Anaheim.  Its electric system has grown to 
support a customer base of more than 593,000 kW annual peak demand and using 2.6 billion 
kilowatt-hours a year. 
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• CPS Energy 

CPS Energy is the nation’s second largest municipally owned energy company providing both 
natural gas and electric service.  Acquired by the City of San Antonio in 1942, CPS serves 
approximately 685,000 electric customers and almost 320,000 natural gas customers in and 
around the seventh-largest city in the nation. Its 1,566-square-mile service area includes 
Bexar County and portions of Atascosa, Bandera, Comal, Guadalupe, Medina, Wilson and 
Kendall Counties. 

• First Energy Corporation 

FirstEnergy Corp. is a diversified energy company headquartered in Akron, Ohio. Its 
subsidiaries and affiliates are involved in the generation, transmission and distribution of 
electricity, as well as energy management and other energy-related services. Its seven 
electric utility operating companies comprise the nation's fifth largest investor-owned electric 
system, serving 4.5 million customers within 36,100 square miles of Ohio, Pennsylvania and 
New Jersey; and its generation subsidiaries control more than 14,000 megawatts of capacity 

• Long Island Power Authority 

Long Island Power Authority is a non-profit municipal electric utility that offers electricity 
distribution services to residential and commercial customers. It also designs energy 
conservation programs and publishes brochures and population surveys, which provide 
information related to the energy sector. LIPA is based in Uniondale, New York. 

• Oglethorpe Power 

Created in 1974, Oglethorpe Power (OPC) is one of Georgia's largest privately owned 
corporations, with annual revenues more than $ 1 billion and assets in excess of $4.5 billion.  
As the nation's largest power supply cooperative in assets, annual sales and ultimate 
customers served, the primary goal at Oglethorpe is meeting Georgia's energy needs.  
Oglethorpe Power supplies power to the Georgia Electric Membership Corporations (EMCs) 
which serve more than three million Georgians living in approximately two-thirds of the state's 
land area. The Corporation has assets of more than $4.5 billion and annual revenues more 
than $1 billion.  

• Orlando Utilities Commission 

In 1922, the City of Orlando bought Orlando Water & Light Company, a privately held 
company in operation since 1901.  Orlando’s initial $1.55 million investment has grown into 
an electric and water utility with more than $2 billion in assets and annual operating revenues 
in excess of $673 million. Total electric sales have soared from 7 million kilowatt hours a year 
to more than 8.5 trillion kilowatt hours a year. Likewise, water sales have risen from less than 
700,000 gallons a year to 31 billion gallons a year. 

Over the past 85 years, OUC’s customer base has grown from about 5,000 electric and water 
customers to more than 250,000, serving a population of more than 342,000 

• Pasadena Water & Power 

Pasadena Water and Power (PWP), originally called the Pasadena Municipal Light and 
Power Department, was initiated by City Ordinance in 1906.  Over the years, PWP has 
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expanded its resources and capabilities.  Today, PWP provides electricity to some 57,000 
customers within Pasadena.  We also deliver water to 37,000 households and businesses in 
Pasadena and adjacent communities in the San Gabriel Valley.  

• Pacific Gas & electric (PG&E) 

Pacific Gas and Electric Company (PG&E), incorporated in California in 1905, is one of the 
largest combination natural gas and electric utilities in the United States. Based in San 
Francisco, the company is a wholly-owned subsidiary of PG&E Corporation. 

There are over 20,000 employees who carry out PG&E’s primary business – the transmission 
and delivery of energy. The company provides natural gas and electric service to 
approximately 14 million people throughout a 70,000-square-mile service area in Northern 
and Central California. As the primary gas and electric service provider for Northern and 
Central California, PG&E’s territory stretches from Eureka in the north to Bakersfield in the 
south, and from the Pacific Ocean in the west to the Sierra Nevada in the east.  PG&E 
provides electricity to over 4.9 million customers and gas to over 3.9 million customers.  

•  Sacramento Municipal Utility District (SMUD) 

The Sacramento Municipal Utility District began providing electricity to customers on 
December 31, 1946.  SMUD is now the nation's sixth largest community-owned electric utility 
in terms of customers served.  It generates, transmits and distributes electric power to a 900-
square-mile service area that includes Sacramento County and a small portion of Placer 
County.  Its service area population amounts to 1.4 million, with approximately 589,599 total 
customers (522,228 residential, 67,361 commercial). SMUD possesses 2,161 employees, 
471 Transmission lines (in circuit miles) and 9,784 distribution lines (in circuit miles). 

• Seattle City Light 

Seattle City Light was created by the citizens of Seattle in 1902.  As a municipally-owned 
public power system, Seattle City Light is governed by elected Seattle officials and supported 
by customer revenues. Recognized as a national leader in energy efficiency and 
environmental stewardship, Seattle City Light provides low cost, reliable and environmentally 
responsible electric power to an average of 383,127 customers in Seattle and neighboring 
suburbs. It is the ninth largest public power system in the United States.  

• Southern California Edison Company (SCE) 

SCE provides power to more than 13 million people in 180 cities in 50,000 square miles of 
service area, encompassing 11 counties in central, coastal and Southern California.  Its 
customer base includes Commercial industrial and nonprofit customers, including: 5,000 large 
businesses and 280,000 small businesses.  Its infrastructure includes 16 utility 
interconnections, 4,990 transmission and distribution circuits, 425 transmission and 
distribution crews, more than 15,500 employees and more than a century of experience. 
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APPENDIX D: ACRONYMS 

Acronym/Term Meaning 

AB Assembly Bill 

ABC/M Activity-Based Costing/Management  

AGM Assistant General Manager at LADWP 

AMP Asset Management Program 

AVEK Antelope Valley East Kern Water Agency 

AWQR Annual Water Quality Report 

AWWA American Water Works Association 

BCM Business Continuity Management 

Board of Commissioners LADWP Board of Commissioners 

CAIDI Customer Average Interruption Duration Index 

CAMU Commercial Accounts Management Unit 

CAO Chief Administrative Officer 

CCAR California Climate Action Registry 

CCC Customer Contact Center 

CCRO Committee of Chief Risk Officers 

CEC California Energy Commission 

CEQA California Environmental Quality Act 

CFO Chief Financial Officer 

CIO Chief Information Officer 

CIP Capital Improvement Program 

CIS Customer Information System 

City City of Los Angeles 

CLA Chief Legislative Analyst 

CMM Capability Maturity Model 

CMMS Construction and Maintenance Management Systems 

COOP LADWP's Continuity of Operations Plan 

CPUC California Public Utilities Commission 
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Acronym/Term Meaning 

CRA Colorado River Aqueduct 

CSD Customer Service Division 

CVP Central Valley Project 

Delta Sacramento-San Joaquin Delta 

DSM Demand Side Management 

DSS Decision Support System 

DWR Department of Water Resources 

EBMUD East Bay Municipal Utility District 

EE Energy Efficiency 

ECAF Energy Cost Adjustment Factor 

EPA Environmental Protection Agency 

EPO Emergency Purchase Orders 

EPRI Electric Power Research Institute 

ERM Enterprise Risk Management 

ESC Executive Steering Committees 

ESERPC Energy Services Executive Risk Policy Committee 

ETRM Energy Trading and Risk Management 

FERC Federal Energy Regulatory Commission 

FIS Financial Information Systems 

FMS Fleet Management System 

FSO  Finance Services Organization 

FTE Full Time Employee 

G&T Generation and Transmission 

GHG Greenhouse Gas 

GIS Geographic Information System 

GM LADWP General Manager 

GWh Gigawatt hour 

HRMS Human Resources Management System 
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Acronym/Term Meaning 

IBEW International Brotherhood of Electrical Workers 

IEA Industrial, Economic and Administrative 

IEEE Institute of Electrical and Electronics Engineers 

IOU Investor-Owned Utility 

ISS Integrated Support Systems  

IRP Integrated Resource Plan 

IT Information Technology 

ITS Information Technology Services 

KPI Key Performance Indicator 

LAAC Los Angeles Administrative Code 

LADWP, DWP, Department Los Angeles Department of Water and Power 

LORP Lower Owens River Project 

LTSWTR Long Term Enhance Surface Water Treatment Rule 

MCL Maximum Contaminant Level 

MCLG Maximum Contaminant Level Goal 

MEA Management Employees Association 

MOU Memorandum of Understanding 

MPRP Management Performance Review Process 

MW Megawatt 

MWD Metropolitan Water District 

MWh Megawatt Hour 

NAAQS National Ambient Air Quality Standards 

NAESB North American Energy Standards Board 

NC Neighborhood Councils 

NERC North American Electric Reliability Corporation 

O&M Operation and Maintenance 

OTS Off The Shelf 

PA PA Consulting Group 
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Acronym/Term Meaning 

PHG Public Health Goal 

POU Point of Use 

PPA Power Purchase Agreement 

PPB Parts per Billion 

PRP Power Reliability Program 

P/S Products and Services 

PTC Production Tax Credit 

PT&DBU Power Transmission & Distribution Business Unit 

PV Photovoltaic 

PwC Price Waterhouse Coopers 

RPS Renewable Portfolio Standards 

RTC Reclaim Tradable Credits 

SAIDI System Average Interruption Duration Index 

SAIFI System Average Interruption Frequency Index 

SCPPA Southern California Public Power Authority 

SCS Supply Chain Services 

SDA Safe Drinking Act (Water) 

SDCWA San Diego County Water Authority 

SLA Service Level Agreements 

SWP State Water Project 

T&D Transmission and Distribution 

UWMP Urban Water Management Plan 

WETS Water Engineering and Technical Services 

WMIS Work Management Information System 

WSCS Water Sampling Customer Services 

WSO LADWP's Water Services Organization 

ZNE Zero Net Energy 

Exhibit 61; Acronyms 
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APPENDIX E:  ASSET MANAGEMENT CHARTS 

The following charts represent the current level of operational maturity as self-assessed by the Department in areas related to the 
implementation of an asset management program.  Each category on the chart maps back to a question area within the industry best 
practice themes questionnaire provided to LADWP.  The questionnaire has been used by PA to measure electric utilities’ maturity 
levels in terms of process, practice, or technology.   

As specified in the body of this report, the measurement scale is from 1-5, with 5 being “Most Mature” or “fully implemented” and 1 
being “not implemented.”  The outer layer of the spider chart corresponds to a 5 maturity level, and the core corresponds to 1.  The 
blue line on each exhibit reflects the Department’s score for that specific category; those areas with a score of 2 or lower (reflecting a 
point closer to the core of the diagram) are the areas identified as needing improvement.   
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Exhibit 62: Transmission and Distribution Reliability Maturity Chart 

Transmission & Distribution Reliability Maturity Ch art

Incentives for trouble response rates by restoration personnel (after
hours)

Trouble shooters w ith dedicated geographic areas
Stepped restoration process

SCADA full monitoring and control of all substation devices

Distribution Automation (DA) main feeder monitoring and device control

OMS outage consolidation and prediction, metric tracking

SCADA and DA linked directly to OMS

Fault locating relays on SCADA controlled devices

Fault locating relays on circuit protection

AMI outage notif ication

Critical customer identification that drives restoration priorities

Direct link to f ire, police and EMCs through phone, radio or internet

Incoming outage calls handled by IVR, validated and routed directly to OMS
Ability to modify relay settings remotely for emergency load pickup

Remote reporting from home for trouble shooters after normal w orking
hours

Use of contractors to supplement internal w ork force

Use of mobile or temporary transformers and/or generators for temporary
restoration

Staging of key spare parts on site

Automated call backs after service restoration using IVR

Customer service guarantees and/or penalties in place

ETR updated through OMS provided to internal personnel and customers
(through IVR)

ETR updates through IVR

Clarly established liaison and protocols w ith the media for restoration
updates

Customer counts from CIS/GIS updated automatically to OMS for outage
metrics generation

Analysis of dispatch, travel, assess, repair, and report times

Detailed analysis of outage restoration effectiveness after major events

What-if  scenario modeling and analysis for possible major outage events
N-1 contingency plans in place to pick up load from adjacent circuits
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Exhibit 63: Distribution SAIFI Improvement 

Distribution SAIFI Improvement
Annual distribution transformer load analysis and replacement program

Pole & ground/neutral continuity testing and correction

Pole ground line testing

Animal protection devices installed to prevent outages

Public safety focus on conductor clearances

Improved conductor spacing and/or elimination of slack spans

Cyclical tree trimming program driven by grow th rates and tree SAIFI

Lightning arrestor application based on lightning levels

Insulator w ashing or over insulation in contaminated areas

Regular infrared testing of connectors, arrestors, and equipment
Annual visual inspections of all overhead and underground lines for asset

condition and safety issue

Underground cable replacement programs based on age, condition and failure
rates

Substation SCADA for fault isolation (to keep outages <5 minutes)

Distribution Automation for fault isolation (outages <5 min)

OMS w ith trouble prediction algorithms and outage data analysis

Proper coordination w ith maximum use of reclosers and fuses

Condition and operating based maintenance on overhead sw itches and
padmounted sw itchgear

Replacement of arcing, cracked, or broken insulators

Design and construction standards focused on electrical and mechanical integrity
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Exhibit 64: Distribution SAIDI Improvement 

Distribution SAIDI Improvement

Incoming outage calls handled by IVR, validated and routed directly to OMS

SCADA and DA linked directly to OMS

SCADA full monitoring and control of all substation devices

AMI outage notif ication

Stepped restoration process

Ensuring core restoration materials are part of  truck stock

Dispatcher and restoration crew  teaming 

Detailed analysis of outage restoration effectiveness after major events

OMS outage consolidation and prediction, metric tracking

Direct link to f ire, police and EMC through phone, radio or internet

What-if scenario modeling and analysis for possible major outage events

GIS connectivity modeling, asset, data tracking

Weather and storm radar to track approaching storms 

WMIS crew  routing and resource optimization

Use of mobile or temporary transmers and/or generators for temporary
restoration

N-1 contingency plans in place to pick up load from adjacent circuit

Staging of key restoration materials at strategic locations

Use of contractors to supplement internal w ork force

Fault indicators on all underground cable

Fault locating relays on substation SCADA controlled devices

Ability to modify relay setting remotely for emergency load pickup

Wireless fault location technology for unmonitored field devices

Adding fuses and reclosers to limit outage exposure

Looped underground systems

Trouble shooters w ith dedicated geographic areas

MDT trouble response dispatching & data updates

Extended hour trouble response shift coverage

Customer service guarantees and/or penalties in place
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Exhibit 65: Substation Asset Management Maturity Chart 

Substation Asset Management Maturity Chart

Regular visual inspections of all substations

for asset condition and safety issues

Replacement of arcing, cracked, or broken

insulators

Regular testing and calibration of substation

relaying

Insulator washing or over insulation in

contaminated areas

Transformer dissolved gas analysis

Regular infrared testing of all connections,

bushings, and equipment

Regular doble and power factor testing of

substation equipment bushings

Substation ground grid testing
Performance tracking of major equipment

including operations, misoperations

On-line, real time equipment monitoring (oil

analysis, etc.)

Condition and operating based maintenance

on major equipment components

CBM software for asset performance and

condition assessment

CMMS for data collection and work orders

Root cause analysis for major equipment

failures

MDT for field data collection and reporting
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Exhibit 66: T&D Overall Asset Management Maturity Chart 

T&D Overall Asset Management Maturity Chart
Asset data base with physical, operation, and maintenance data

linked to GIS

CMB software for asset performance and condition assessment

Asset condition feedback during maintenance work

Proactive and reactive performance reporting mechanisms

Use of performance trending to identify asset degradation in addition

to physical inspection

Business intelligence for performance monitoring

Root cause analysis used to identify performance variations

Specific asset reliability targets

Balance of time and counter based maintenance with CBM

Formal corrective action planning process for performance variations

Use of asset criticality in investment decisions

Health Index and end of life modeling on critical assetsUse of CBM for optimum asset decision

Life cycle planning drives investment decisions

Integration of financial risk into asset decision making process

Balanced scorecard for performance management

Formal process for KPI selection and target setting

Direct KPI alignment with strategic goals

KPI owners in place with action planning responsibility

Everyone understands their contribution to performance

SLA in place for field work

Separate performance management department

Computerized Maintence Management System data collection and

work scheduling
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Exhibit 67: Transmission Asset Management 

Transmission Asset Management
Annual visual inspections of all overhead and

underground lines

Public Safety focus on conductor clearances

Regular infrared testing of line switches, insulators,
splices, connectors, and arresters

Insulator washing or over insulation in contaminated
areas or polymer insulation

Installation of animal deterant devices on lines,
switches, and equipment

Replacement of arcing, cracked or broken insulators

Structure ground resistivity testing and correction

Lightning arrestor application based on lightning
levelsDesign and construction standards focused equally

on electrical and mechanical integrity
Work Management System (WMS) for work scheduling

and productivity tracking

MDT for field data collection and reporting

Performance tracking of major equipment including
number of operations, failed operations 

Condition and operating based maintenance on
switches

Root cause analysis for major equipment failures

Computerized Maintenance Management System
(CMMS) for data collection and work order scheduling

Condition Based Maintenace (CBM) software for asset
performance and condition assessment

GIS for asset data capture, network modeling
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Contracting Maturity Chart

Long term contractor and/or supplier
agreements

Service provider selection based on past
performance w ith same and other companies

Rationalized service provider netw ork

Self-managed service providers

Variable contract pricing mechanisms based
on w ork scope and volume

Performance based supplier contracts w ith
defined bonus/penalty incentives

Resourcing constraints are included for
dif ferent spending scenarios

Spending optimization process and supporting
technology in place

Balanced Risk/Rew ard contracting strategies

Open book contracting relationship

Long term resourcing strategies for optimal
blend of internal and external w ork force

Exhibit 68: Contracting Maturity Chart
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APPENDIX F: SUMMARY OF RECOMMENDATIONS 

The following tables provide a summary view of the recommendations for each assessment area identified from the 2008 Survey.   

F.1 POWER SYSTEM 

Focus Area Findings Recommendation Page 

1.     Based on the Department’s SAIFI (Q1), SAIDI (Q3), and CAIDI (Q4), LADWP should focus on improving response 
and repair times to improve overall reliability.  In the near term, efforts should be spent on reducing the average time of 
outages and tackling the causes that make outages so lengthy.  This includes response times, restoration techniques, 
sectionalizing, as well as equipment availability.  As SAIFI continues to improve, both SAIDI and CAIDI will actually 
increase.  SAIDI, however, can be improved by eliminating outages as well as reducing their duration, such as,  long 
duration cable outages as part of its cable replacement program as part of the PRP. 

2.     LADWP has instituted many practices that are best practice for outage restoration.  However, the measurement of 
the effectiveness and improvements in these areas should be monitored to continue to reduce SAIDI and CAIDI.  Root 
Cause Analysis assessments, such as those performed by the Department for heat and other storms should be repeated 
for other outages, not only for failure mode purposes, but also due to its impact on CAIDI and SAIDI.  An overall analysis 
for systemic issues that may contribute to this performance such as shift staffing levels, crew availability and call out 
response would also prove useful. 

3.     While LADWP’s PRP is expected to reduce the number and duration of service interruptions through the 
replacement of deteriorated failing cables and worst performing assets, the Department would benefit from transitioning to 
a more comprehensive effort that includes more robust systems and cost per unit metrics, part of a more sophisticated set 
of plans and strategies developed around its various assets. 

Power System 
Reliability 

LADWP’s frequency of outages (SAIFI) is exceptionally good in comparison to the 
Polaris panel.  However, data is mixed on LADWP’s performance for SAIDI being on 
average second quartile with major events included but third quartile when normalized 
against major events are excluded from the outage data for LADWP and the utilities 
within the panel.  In either case, the results suggest that once an outage occurs, the 
average duration (SAIDI) could be improved at least to second quartile excluding major 
events and possibly first quartile when not excluding major events.  The overall CAIDI 
performance including and excluding major events indicates that there are overall 
performance improvements to be obtained in this area.  

4.     The Department should also consider including all outages (planned and unplanned) and actual counts on the 
number of customers interrupted rather than the current assumption of 10 and 50 customers for small outages to be 
consistent with industry standards and to more accurately report the actual outage impact.  LADWP should also consider 
reporting their outage statistics based on the most recent IEEE 1366 2.5 Beta standard as well as the major exclusion 
event method to enable comparison of its overall performance with a larger sample.  While PA understands the 
differences between the Department and its neighbors, LADWP is encouraged to report in a consistent manner with their 
neighbors or at least somewhat consistently with CPUC regulations. IEEE standards would be the best method for 
measurement consistency. Although PA does concede that utilities have variances in their data collection and reporting 
methods, we recommending that LADWP calculate and compare their performance using widely used standards.  
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1.     Although not mandated to do so, we strongly believe that the Department would benefit from a formal and rigorous 
IRP to be developed every other year, in which the Department would provide rigorous and clear descriptions of how it will 
meet the load requirements of its customers (particularly given other requirements such as AB32).  This plan should 
include: 

·         Scenarios: An evaluation of all resource types, including meeting RPS goals and include financial impact analysis 
of those resources in the overall capital budget of the Department 

System 
Resource 
Planning 

Our review found that at this time, the Department produces limited formal 
documentation in regards to its IRP, while its formal analysis is dependant on individual’s 
experience, which would make it very difficult to repeat this process, should that 
individual leave the Department. 

·         Probabilistic modeling: Rigorous modeling  (especially in terms of RPS) that would provide a more realistic view of 
the certainty of the plan and potential risks in meeting the plan 
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Focus Area Findings Recommendation Page 

2.     We believe the IRP should be updated during the off-years as a result of potential volatility, not only technically and 
financially but also in the regulatory, political and legislative environment.  We would also recommend the Department to 
determine whether it possesses the expertise in-house to produce a rigorous IRP.  If not, a third party should be called 
upon to produce the IRP, as it is the case in many other utilities. 

3.     In terms of communicating its process to the public, the Department should use this opportunity to connect with its 
customers, but also to hear their ideas on how to make the IRP, one that includes options, technologies, and strategies 
that are looked at from different perspectives.  In addition to a rigorous public review with customer groups there should 
be an internal IRP and RPS review process with strict schedules and accountability at the management and then 
executive level.  The review process should also include the board and final presentation to the City Council and Mayor.  

4.     Ongoing significant updates other than the formal annual update should be provided in the monthly management 
and the board to keep them informed as to potential issues and also progress against the plan. 

LADWP staff continue to aggressively pursue procurement activities that will enable 
them to reach their RPS targets within an economic environment that is generally fairly 
unfavorable, given the high cost of renewable resources, the uncertain future of Federal 
tax credits, and the recent contraction of U.S. credit markets.  Improvement of internal 
processes could also improve the Department’s potential.   

As an example, we believe the evaluation of one recent initiative would have benefited from a series of more rigorous and 
comprehensive analyses, founded on various cost and risk scenarios – The Green Energy and Good Jobs for Los 
Angeles Act.   

  

1.     LADWP must carry out the deployment of an asset management program that incorporates equipment-specific 
strategies and system upgrades based on criticality, performance, and other factors that may or may not be life cycle 
replacement strategies.  Although we are aware of LADWP’s use of WMIS system and various Maximo uses, LADWP’s 
intended use of these to utilize these computer systems to track and record the maintenance, and generate the required 
maintenance work.  However, prior to setting rules for each type of equipment to time based, conditioned based, or even 
risk based or run to failure, LADWP needs to review its overall strategic asset management direction, and determine 
strategic asset management direction for the various equipment classes.  An example of this type of strategy 
development is PAS -55.    

2.     The current plan is to transition to a cyclic replacement program, with preemptive replacements made according to 
expected equipment life, but the Department may need to go a step further eventually.  There will be real value in 
incorporating equipment-specific strategies and system upgrades should ultimately be developed to aid in determining the 
best overall mix of alternatives and programs.  Such a program would focus on system design, specific feeders, 
automation, and human factors such as respond and restore.  

3.     The Department should continue the efforts of the Integrated Support Services Division but a review of the strategic 
viewpoint for the equipment beyond health and consequence including all of the R’s might prove helpful. 

4.     The current maintenance program development for circuit breakers is a step, part of a good asset management 
program that will need to be defined for the workers and become part of the standards.  The actual prioritization of the 
development of these plans by equipment and voltage level must to be part of the overall strategic asset management 
plan. 

Asset 
Management  

Current asset management practices for LADWP were self assessed by the Department 
utilizing PA's Polaris questionnaires for asset management, which included reliability 
figures.   Based on those responses, PA recommended a series of measures. 

5.     Continued further development and utilization of the tools the department is acquiring should assist them in having a 
good asset management foundation to continue to develop. 
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Focus Area Findings Recommendation Page 

1.     Proactively identify “People, Process, Technology, and Governance” requirements related to increased trading of 
natural gas to shape load requirements with a renewable-focused asset mix  

2.     Evaluate a range of gas procurement options given the “as-is” portfolio of assets, and various new scenarios given a 
“to-be” portfolio of potential assets (e.g., storage, transportation, supply, etc.); this analysis should include benefits, costs, 
and risks  

3.     Ensure that specific attention is dedicated to staffing and succession planning for primary procurement functions, 
including training and knowledge management 

4.     Complete necessary organizational and system changes to definitively integrate physical procurement and hedging 
functions into one functional group  

Fuel 
Procurement 

In general, the current fuel management function at the Department is organized and 
equipped to meet current and past requirements.  However, given the likely change in 
portfolio composition and future supply and management requirements, the Department 
needs to begin a comprehensive evaluation to identify fuel procurement needs in all 
relevant areas.  Specifically, the Department should evaluate fuel procurement strategies 
and potential areas for enhancing the functional group in the “as-is” – and importantly, 
the “to-be” – strategic environment.  

5.     Address potential changes required to procurement and risk management policies and procedures (including City 
Charters) given the prospective “to-be” environment. 
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Customer 
Service 

A detailed process audit, as well as a “refresh” of the 2007 Polaris benchmarking study is 
necessary to determine progress to-date on these and other performance improvement 
plans.  However, as noted above, evidence suggests that improvement is being made in 
certain areas of the CS organization versus 2006 performance.  In recognition of CSD’s 
customer service performance, LADWP was recently recognized with two 2008 Quality 
and Productivity Awards for the City of Los Angeles: The first was for the CCC (“Record 
Breaking Customer Contact Service Levels”) that showcased the improvements in the 
percentage of calls answered in 60 seconds, and the second was an award for the 
Remittance Processing Center (“Check 21 Processing Method”) that highlights the 
efficiency gains and cost-savings realized by automated imaging and processing of 
customers’ payment checks.     
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The following are recommendations to increase the maturity of the Department’s commodity risk management function: 

1.     Immediately resolve all issues related to proper segregation of duties between the Risk Control and Wholesale 
Energy Resource Management groups   

o       Ensure that responsibility for all transaction management and control activities resides in Risk Control, and not 
Wholesale Energy Resource Management 

o       Make organizational design, job description, and line of reporting changes to affect required changes 

2.      Conduct a systematic review of the “as-is” commodity risk management-related software and database applications 
and data management processes  

o       Identify software and data management requirements associated with “to-be” energy commodity procurement 
activities 

Commodity 
Risk 
Management 

The Department should continue to make strides in several areas, including risk analytics 
and reporting and documentation of business process, to continue to increase the 
group’s maturity and institute a culture of continuous improvement.  Further, the 
Department’s processes, data management, and reporting capabilities would benefit 
from an infusion of enhanced technology.  However, most critically, responsibility for 
commodity risk management at LADWP continues to reside in various areas of the 
organization.  One of the most critical recommendations from the 2007 functional audit of 
the group – the elimination of the segregation of duties conflict identified above – has not 
been addressed.    

3.     Capture all energy commodity transactions (physical and financial) in a single software application 
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Focus Area Findings Recommendation Page 

o       Lead an ETRM software requirement and vendor assessment initiative, focusing specifically on current and future 
trading and risk management requirements 

4.     Increase rigor of market and credit risk management analytics to account for exposures related to physical assets, 
contracts, and financial hedge positions 

5.     Enhance reporting to include various risk related analyses, including cash flow risks and historically relevant stress 
tests around commodity procurement. 

   

1.     Bolster analytics around the evaluation of prospective collections under the ECAF, including running detailed 
scenarios around gas price forecasts that are reliable and rigorous. This would also include an evaluation of optimal 
hedging strategies and the inclusion of realistic renewable and other strategic scenarios that impact ECAF 

2.     Introduce a monthly (or more frequent) reporting process to all stakeholders (including LADWP Commissioners) to 
allow for discussions about the options and best course of action to flow costs through rates.  This reporting process 
would also include up-to-date fuel price forecasts 

3.     Review the amount of over and under collection gaps and the frequency of adjustment of the ECAF 

Energy Cost 
Adjustment 
Factor (ECAF) 

Upgrades to the budgeting process and internal ownership have provided a sound 
foundation to work from in addressing future revenue requirements.  However, the 
Department does not currently appear to be adequately prepared to tackle the 
uncertainty associated with future changes to its cost structure.  Renewable energy 
procurement obligations and the commencement of greenhouse gas regulations are 
likely to compound the challenge already posed by natural gas price volatility, and the 
power rate setting process will continue to be handicapped until greater efforts are made 
to ascertain and account for the range of possible impacts.  Under the current regime, 
the ECAF structure presents a considerable financial risk to the Department and the City 
of Los Angeles.  Not only has the Department’s ability to issue debt for projects and 
procurement has diminished, but the increase in costs related to RPS have the potential 
to increase the ECAF collections to levels that are unsustainable. 4.     Introduce a “trigger” mechanism based on tiers of collections into ECAF, which would initiate rate increases so as to 

avoid rate shocks 
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F.2 WATER SYSTEM 

Focus Area Findings  Recommendation Page 

1.     Develop an expedited schedule (as part of a LADWP long-term strategy and budget) for SDWA compliance with 
surface water treatment rule 

2.     Develop a distribution water quality strategy to reflect varying source waters, and impacts of SDWA compliance 

3.     Evaluate and implement as appropriate a technical assistance program for owners of private residential water 
systems that impact water quality including: evaluation of devices, in-system chemical treatment, and other techniques to 
reduce complaints that result from deteriorating private systems 

4.     Institute a regular annual customer survey that is statistically reliable and comparable, reflects differences in the 
service areas, and incorporates reliability, water quality, cost, customer service, and public attitudes.  A model starting 
point would be the program conducted by EBMUD, (March 2008 East Bay Municipal Utility District Residential Customer 
Opinion Survey 2008, prepared by EBMUD and EMC Research Inc.) 

Water quality In general, PA found that while LADWP has improved its water quality performance (and 
fully complies with regulatory requirements), it is believed by its customers (or at least the 
small number that were surveyed) to be lower than other California utilities and definitely 
lower than such cities as Chicago, New York and Philadelphia.   

5.     Develop and implement a comprehensive public/consumer information program that satisfies the objectives of the 
current “Annual Water Quality Report”, provides user friendly information and interaction via a creative website, and is 
linked with other ongoing activities to achieve water conservation and other DWP objectives.  The Report should 
maximize access while at the same time complying with EPA’s rules. This report should not be a stand-alone, but 
integrated with the annual customer survey, and other ongoing public outreach particularly related to conservation.  
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1.     Support MWD/DWR current efforts on water transfers, and Delta levee improvements and benchmark progress 
against new reliability goals 

2.     Urge and team with MWD to take a leadership role in the development of a new generation of “The California Water 
Plan” that provides a blueprint for a state-wide drought shortage sharing policy, and a long-term drought period water 
transfer options program 

3.     Develop a LADWP drought use reduction targets and performance as a percent of a standardized state-wide 
baseline of water use 

4.     Use their California Conservation Councils Best Management Practices as benchmarks against other utilities 
achievements, through investments in standardized reporting 

Water Supply The current drought highlights the need for better statewide integration of supplies and 
the sharing of shortage between agricultural and urban users, and sharing within each 
class of users.  LADWP could benefit from knowing the changing impact on its supplies 
as a result of the MWD/SWP water transfer program, and improvements in Delta levee 
security such as those recently adopted, as well as South Delta channel improvements 
currently in the planning stages 

5.     Create a unit cost of water policy goal, together with acceptable rate increases to achieve policy objectives regarding 
source reliability, water quality and environmental protection. 
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1.     Organizational asset management strategies 

2.     Corporate asset management plan 

3.     Asset management IT strategy 

Asset 
Management 

LADWP should aggressively implement the recommended Improvement Initiative 
Roadmap of the IWA-WSAA study.  The study identified key opportunities for 
improvement, which are part of the recommendations section.  

4.     Triple bottom line with costing 
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5.     Risk management 

6.     Efficiency and effectiveness reviews and organizational performance 

7.     Supply chain management 

8.     Enhanced business case evaluations 

  

1.     LADWP should initiate a new annual customer survey.  The survey should have maximum statistical credibility, 
reflect the geography and cultural diversity of the service population, consider all classes of customers, include water 
source and distributional characteristics, and be designed to provide the basis for future Strategic planning, rate-making 
and budgeting. Recommendations on the Annual Water Quality Report and are discussed in that section, and should be 
developed and updated based on survey results 

2.     LADWP should support improvements in multi-agency benchmarking studies so that comparisons on issues of 
importance to Los Angeles should be adopted 

Customer 
Satisfaction 

While the Department is in compliance with the primary and secondary drinking water 
regulations, various factors combine to adversely affect public perceptions of drinking 
water quality.  Some of these are based on aesthetic factors which depend upon both 
LADWP and the customers to remedy.  Others reflect the current state of public 
environmental and health sensitivity.  As the largest utility in the West, LADWP has a 
unique opportunity to provide leadership in restoring public confidence in the quality of 
drinking water. 

3.     New periodic surveys should also be considered in the following areas: (1) Large California utility performance in 
achieving customer support for best management practices for water conservation; (2) With large southwestern utilities, 
particularly Phoenix, Las Vegas, EBMUD, and the City of San Diego, to assess water conservation, reuse, and customer 
practices which are unique to the region. 

4-122 

 

1.     Once a comprehensive strategic plan is in place (see the section on Strategic Planning), an annual review of the 
strategic plan should be completed in time for the annual budget process to incorporate into the budget proposal any 
changes in the goals and objectives. 

2.     Each business unit should review its operating plan to assure it is aligned with the strategic plan and to make 
modifications to their operating plan to reflect changes in the operating environment as well as progress made on 
achieving business unit goals and objectives.   

PA found that the linkages between strategic objectives and the budget at LADWP were 
not clearly stated.  Ideally, all major budget decisions should be based on the strategic 
plan, and all strategic plan elements should have clear support in the budget.  This 
should be done using the a general approach that encompasses recommendations 1-3: 

3.     Each business unit should develop budget proposals reflecting the updated operating plan, referencing how each 
budget item is linked to the operating plan. 

4.     Bills must be clear and easy to read for the average consumer. Technical terms should be minimized to the extent 
possible. Layout and formatting should be such that consumers can obtain information applicable to them without 
difficulty.  

5.     Bills must clearly indicate what consumers are being asked to pay for and how it is calculated, including all 
adjustment factors.  The bill should also explain their particular rate schedule and why that schedule is applicable to 
them.   

6.     Information regarding past water use should continue to be shown, such as use for each billing period through the 
same period in the previous year.  Graphs showing use are a plus.   

Finance  

The readability and information provided with the water bill was found to be complex and 
unclear. 

7.     A sample savings calculation should be included, informing the customer how much they could have saved for the 
last year if they had reduced their water use by 10% in each billing period. 
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8.     Provide internet-based bill review and payment options, giving options to go to a location where their water use can 
also be analyzed and estimates given for the cost savings potential of various levels of conservation. 

9.     Tie financial modeling to the rate structure and the behaviors being encouraged through the water rate structure.   

10.     Financial modeling should include assessments of the impact on existing and proposed initiatives on future rates 
and charges.  The time horizon for financial modeling should extend to the year that the last required long-term debt issue 
is retired.  

It has been more than 15 years since the Mayor’s Blue Ribbon Panel did its work, and circumstances have significantly 
changed since then.  The first step in revising the rate structure should be a thorough rate structure analysis.  This 
analysis should form the basis for changes to the rate structure.  We do not recommend the formation of another Blue 
Ribbon Panel at this time, but recommend that the effort be led by staff and consultants with rate-setting expertise who 
will seek ratepayer input, and provide recommendations to the Board of Commissioners on the range of options for 
changing the rate structure to one that it clearly supports the department’s strategic objectives.  However, because of the 
experiences of the department and the council during the last rate re-structuring, we recognize that a Blue Ribbon Panel 
may be needed to assist in making a recommendation for the final option to be recommended for council action.  

While we recommend the rate analysis be done to build a solid foundation for the final selection, we also offer our 
suggestions for changes to the rate structure: 

11.     The difference between the First Tier and Second Tier commodity rate should be increased to send a stronger 
pricing signal.   

12.     Consideration should be given to adding additional tiers to provide increasing incentives to reduce water use.  

13.     A small fixed monthly service charge should be added to all commercial and residential water bills to recover a 
portion of the fixed operating costs for running the Water System.  A lowered First Tier rate may assist in offsetting the 
cost impact of the fixed service charge.  While it is true that having no fixed monthly service charge sends a stronger 
pricing signal to encourage conservation, the California Urban Water Conservation Council’s Best Management Practice 
on Rates leaves room for some fixed monthly charge by stating the following:   

o       Conservation pricing requires volumetric rate(s). While this BMP defines a minimum percentage of water sales 
revenue from volumetric rates, the goal of this BMP is to recover the maximum amount of water sales revenue from 
volumetric rates that is consistent with utility costs (which may include utility long-run marginal costs), financial stability, 
revenue sufficiency, and customer equity 

o        In addition to volumetric rate(s), conservation pricing may also include one or more of the following other charges: 

a.  Service connection charges designed to recover the separable costs of adding new customers to the water distribution 
system 

b. Monthly or bimonthly meter/service charges to recover costs unrelated to the volume of water delivered or new service 
connections and to ensure system revenue sufficiency 

The water rate structure should incorporate a simpler menu of rates and charges to 
achieve the strategic goals and objectives of the department.  

  

  

  

  

  

c. Special rates and charges for temporary service, fire protection service, and other irregular services provided by the 
utility. 
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14.     One way to simplify the rate structure would be to eliminate the temperature zone and lot size pricing schedules.  
We commend the department for having implemented an early form of what has become known as a “water budget.”  
However, this discourages conservation in the areas of the city where conservation needs to be more encouraged 
through a pricing signal.  Larger lots and higher ambient temperatures do not necessarily create a need for more water 
use or a right to more water use at the lower tier rate.  Rather, residents in these locations should be encouraged to 
institute even more conservation measures.  We recognize that this may be a difficult step to take and that substantial 
opposition may come from customers who would be directly affected by such a change.  A response to this may be a 
gradual reduction in the differences in the tier threshold for lot size and temperature zones.  Consideration could also be 
given to revisiting the basis for the water budget used for the current pricing by basing water budgets on “California 
friendly” landscaping water use.   

15.     The seasonal commodity rate differential should be eliminated to send a pricing signal that water conservation is as 
important in the low season as it is in the high season.  If the purpose of the seasonal rate differential is to send a pricing 
signal to reduce peak system demand that can be accomplished by increasing the Second Tier rate and adding additional 
tiers. Since this rate adjustment is also a water-budget approach to pricing, the same comments in the previous item on 
temperature zones and lot sizes also applies 

16.     The various “adjustments” (Water Procurement, Water Quality Improvement, Water Security, Owens Valley 
Regulatory, Seasonal Variation) should be eliminated and rolled into the regular tier rates.  We appreciate the efforts of 
the department to provide more transparency in its rates by indicating the purpose for which these funds are being 
collected; however, the information would need to be clearly shown on the water bill for full transparency to be achieved.  
In the absence of the details being shown on the water bill, we suggest the rates just be eliminated and the base 
volumetric rates increased accordingly 

17.     Tiers or rate blocks based on fixed usage thresholds are intrinsically easier to understand.  We recommend 
LADWP consider fixing the usage thresholds for the rate tiers, calculate the charge based on usage, and then add 
charges or credits to this amount to come up with the final bill.  This way the customer can better understand how their 
behaviors are affecting their final water bill, assuming that the bill itemizes all the credits and charges 

18.     Consideration should be given to including a pumping charge for those areas served through pumping under 
normal conditions.  This will send a pricing signal that water use in these areas has an additional cost 

20.     A new connection or demand charge should be implemented for new commercial and residential meters.  This 
charge should differ from the charge to set or reset a meter of the same size on an existing service, as is the current 
practice.  Any meter that represents new demand or increasing demand (such as meter upsizing) should have a fee 
associated with it that pays for a fair portion of the following: new infrastructure required to meet the increased demand, 
initial, one-time costs for new water supplies (e.g., recycled water) to meet the increased demand, new capital 
investments to increase water use efficiency (e.g., incentives for irrigation system retrofits) to offset the increased 
demand, rehabilitation or replacement of existing infrastructure that will serve the increased demand, and a buy-in cost to 
infrastructure already in place. 

This Survey has not evaluated the pros and cons of the various changes that have been 
identified above.  Our purpose is to evaluate the current structure and compare it to best 
industry practices.  We believe the suggested changes are more likely than current 
practice to result in achieving the city's goals, particularly with respect to water 
conservation; however, a more rigorous analysis is needed. 

The June 19, 2008, presentation of the FY 08-09 budget of the Rates and Contracts Section contains the following: 
"Continue study of the residential water rates to identify new approaches that will improve equity, encourage drought 
tolerant landscaping, strengthen water conservation incentives in general, and encourage the reduction of water 
consumption." We recommend the department hire a firm experienced in utility rate design to prepare an analysis of the 
current water rate structure and make recommendations for changes that will support the department’s strategic 
objectives. 
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To achieve the desired level of satisfaction and support among staff, we recommend the following:   

1.      Expand programs that evaluate their HR-related functions, such as the aforementioned performance audit, as a 
cost-effective way to identify and/or validate existing problems.   

2.      Create enforcement and monitoring mechanisms to work with HR on the solutions identified, understanding the 
potential constraints related to civil service rules and other requirements.   

3.      Conduct a comprehensive workforce and succession planning study, which would become a critical aspect of the 
Department’s Strategic Plan.  (Equally important will be the monitoring and adherence to a realistic and aggressive 
project plan for the implementation of the feasible efforts identified.) 

4.      Begin compiling and evaluating technical training records that capture cost, success, and value-add or both the 
Water and Power Systems; these records would ultimately serve as roadmaps to decide the level of achievement of 
overall training efforts and future budgetary allotments of those trainings 

5.      Select and begin capturing data on several targeted HR-related metrics, such as: HR to FTE ratio, Revenue to FTE 
ratio, absence rates, acceptance rates and number of hours of training per FTE, to better monitor and assess the 
effectiveness of Department HR-related practices. 

Human Capital Designing a framework of supporting services that facilitate the best management 
of staff, enable workforce planning and succession, provide relevant training 
opportunities that allow for workforce growth, among other key factors can prove 
challenging for any organization.  In the case of LADWP, those challenges are 
maximized because of the size and complexity of the organization, civil service 
requirements, and other factors.   

6.      Substantially increase training opportunities to achieve benchmark parity, particularly in “futures technologies”, 
including water quality science, IT applications for both water and power, and operations efficiency. 
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1.      Continue efforts to immediately develop and implement a rigorous strategic planning program, consolidating 
disparate efforts across the Water, Power, and Joint Systems  

2.     Retain independent, external support to facilitate development of the strategic planning program  

3.     Integrate financial planning analyses (including debt service and other key ratios) into strategic planning processes 
and consolidated capital program evaluation 

Strategic Planning At present, the Department does not have a comprehensive and consolidated 
approach to strategic planning that directs project prioritization, capital allocation, 
and enterprise risk assessment.   

4.     Integrate a comprehensive enterprise risk assessment into the strategic planning process, linking prioritized strategic 
objectives to an assessment of critical risks  
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Enterprise Risk 
Management 

At present, the Department has not adopted an enterprise-wide approach to risk 
management.  Further, the Department does not have an officer solely dedicated to 
the analysis of enterprise risks, such as a Chief Risk Officer (CRO) or equivalent 
position – a role that is commonplace in utility environments.   

PA recommends the Department assess the merits of a consolidated enterprise-wide risk management function, charged 
with independently measuring, managing, and reporting on the variety of risks that impact the achievement of strategic 
objectives.  As noted, a core aspect of this function would be the determination of the Department’s risk tolerance in a 
number of areas, and those sources of risk the Department would actively mitigate versus those tolerance levels.  
Properly designed, staffed, and equipped, this group would conduct day-to-day risk control activities and conduct more 
strategic activities, including project, investment, and transaction evaluation.  
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ITSD’s enterprise architecture needs to be further defined through continued 
definition of an enterprise architecture.  Such an architecture will enable systems 
replacement projects, reducing the cost and difficulty of addressing the age of the 
portfolio 

1.     ITSD must further establish an enterprise architecture and solidify its governance process.  Implementing these 
fundamental aspects of IT will increase the probability of successfully addressing the aging portfolio issue.   

IT Information 
Infrastructure / 
Information 
Management 

PA performed a benchmarking analysis to measure LADWP’s IT costs, staffing 
levels and other areas relative to comparable utilities across the US.   This analysis 
showed that LADWP's costs are high compared to its performance, yet PA believes 
more research and analysis is needed to determine exactly where costs are high 
and performance is below par.  

2.     ITSD must develop a real roadmap, with schedules and estimated costs for replacing the aging applications portfolio.  
Unless this portfolio is modernized, the Department will be seriously hampered to meet specific strategic and performance 
improvement objectives.   
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1.      The Department should establish a strategic plan for budgeting, coordinating and communicating all Public 
Relations & Community Outreach activities.  High level coordination is required due to the decentralized nature of the 
function 

2.     Establish mechanisms to collect data and report results of the various programs and initiatives.  The results should 
be analyzed and only successful programs and initiatives should be repeated in the future 

3.     Further develop, enhance, and publicize employment and business opportunities  

4.     Improve relations with customers and community groups such as senior citizens by clearly communicating future 
plans for operations, infrastructure, programs offered and spending 

5.     Upgrade technology and increase staffing to meet future requirements  

6.     Re-design website to emphasize most important programs and issues identified through strategic planning   

The Public Relations & Community Outreach functions at the Department have 
suffered from neglect for several years and operated without leadership.  However, 
a new Director of Public Affairs now onboard has given more focus to staffing and 
developing plans for long term direction, yet there is significant room for 
improvement.   

7.     Develop a stakeholder report to illustrate Public Relations and Community Outreach successes (i.e. dollar amount of 
rebates per program, amount of conservation/efficiency savings, amount of discounts for low income residents and senior 
citizens, etc.). 

8.     Increasing the number of business outreach events and job fairs held annually 

9.     Utilizing existing resources to advertise upcoming opportunities (i.e., MWD and other public agency websites) 

10.    Developing technology and processes to reliably report minority/woman business enterprise participation and 
number of jobs offered to job fair/education partnership participants 

11.    Implementing a formal plan to recruit and encourage local, small, minority, and woman businesses to participate in 
the procurement process (professional services, capital projects, and materials) 

12.    Creating a diversity procedure and document outreach efforts and results for contracts under $150,000 

Public Relations & 
Community 
Outreach 

In terms of the business and employment outreach, which aims to share economic 
opportunities with the community, the Department should act as a vehicle to 
strengthen the local economy through business and employment opportunities 
derived from revenue provided by the community. 

13.    Establishing compliance program to monitor bid/proposal commitments to small, minority, and woman business 
subcontractors 
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14.    Including a prominent link for employment opportunities on the LADWP website. 

 




