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Adopt resolutions fixing and adopting water rates and charges for 2017 and 2018; and adopt the resolution finding
that continuing an ad valorem tax rate at the rate levied for fiscal year 2015/16 is essential to Metropolitan’s fiscal
integrity. Approve biennial budget for fiscal years 2016/17 and 2017/18, proposed ten-year forecast, proposed
revenue requirements for fiscal years 2016/2017 and 2017/18, and recommended water rates and charges to be
effective on January 1, 2017 and January 1, 2018;

Executive Summary

This letter recommends approval of the biennial budget for fiscal years (FY) 2016/17 and 2017/18 and the
associated ten-year forecast, the revenue requirements for FY 2016/17 and FY 2017/18, and the recommended
water rates and charges to be effective on January 1, 2017 and January 1, 2018; adoption of (1) the resolution
fixing and adopting water rates to be effective on January 1, 2017 and January 1, 2018; (2) the resolution to fix
and adopt the Readiness-to-Serve Charge effective January 1, 2017; (3) the resolution to fix and adopt the
Capacity Charge effective January 1, 2017; and (4) the resolution to fix and adopt the Treated Water Fixed
Charge effective January 1, 2017. This letter also recommends adoption of the resolution suspending the
restriction in Section 124.5 of the Metropolitan Water District Act (MWD Act) and continuing an ad valorem
property tax rate at the existing FY 2015/16 rate of .0035 percent for FY 2016/17 and FY 2017/18 to generate tax
revenues for Metropolitan to pay the annual debt service on its general obligation bonds and a portion of its
obligations to the State of California under its State Water Contract (SWC).

Metropolitan’s Board, the Finance and Insurance (F&I) Committee of the Board, and Metropolitan’s member
agencies have been reviewing and evaluating Metropolitan’s proposed biennial budget and revenue requirements,
and the rates and charges necessary to support the revenue requirements. The ten-year forecast of costs, fixed
charges, revenue requirements, and rates and charges were also presented and implications of near-term actions
on long-term revenue requirements were discussed. The Proposed Biennial Budget, Ten-Year Financial Forecast
(Ten-Year Forecast), and Capital Investment Plan (CIP) — all previously provided to the Board and posted online
—are included collectively as Attachment 1 — Proposed Biennial Budget FY 2016/17 and FY 2017/18. On
January 28, 2016, staff provided to the Board the Proposed Biennial Budget and Ten-Year Forecast, containing
revenue requirements and cost of service analysis, and the estimated rates and charges necessary to meet the
revenue requirements contained in the Proposed Biennial Budget. On February 5, 2016 staff posted online the
Biennial Budget, Ten-Year Forecast and CIP documents. On March 16, 2016, staff provided to the Board and
posted online the updated CIP with minor revisions. On March 16, 2016, staff also provided to the Board and
posted online the cost of service report. On March 30, 2016, staff provided to the Board and posted online an
updated cost of service report with minor revisions as Attachment 3 — Metropolitan Water District of Southern
California, Fiscal Years 2016/17 and FY 2017/18 Cost of Service for Proposed Water Rates and Charges. The
F&I Committee held four public workshops on February 8, 2016, February 23, 2016, March 7, 2016 and

March 22, 2016, which were open to full board participation. These workshops included extensive budget,
revenue requirements, and rates and charges discussions.

At Workshop #1, held on February 8, 2016, staff made an extensive presentation regarding the estimated revenue
requirements that form Metropolitan’s projected costs of service, an overview of the Proposed Biennial Budget,
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major expenditures, reserves, Ten-Year Forecast, and the treatment of the San Diego County Water Authority
(SDCWA) exchange agreement set-aside. At Workshop #2, held on February 23, 2016, staff addressed specific
questions raised by the Board, provided further detail regarding the estimated revenue requirements in the
Proposed Biennial Budget, and provided an overview of Metropolitan’s existing rate structure and the process of
determining rate components under Metropolitan’s existing rate structure. Mr. Rick Giardina, Executive Vice
President with Raftelis Financial Consultants, Inc. (RFC), an independent financial and rate consultant, and
current Chair of the American Water Works Association (AWWA) Rates and Charges Committee, presented to
the Board a proposed fixed charge alternative to recover a portion of the treatment revenue requirement that is
currently recovered through the existing 100 percent volumetric Treatment Surcharge. Mr. Giardina’s
presentation was preceded by a presentation on this topic to the member agency managers by staff in
September 2015 and by Mr. Giardina on January 15, 2016.

At Workshop #3, held on March 7, 2016, staff discussed the proposed water rates and charges and made a
presentation addressing further questions from the Board. Mr. Giardina of RFC also made a presentation further
addressing questions raised by the Board regarding the fixed treated water charge alternative. At Workshop #4,
held on March 22, 20186, staff discussed the proposed CIP, provided an overview of the cost of service report, and
addressed additional questions raised by the Board. Mr. Giardina also provided a presentation summarizing the
options for a fixed treated water charge alternative.

PUBLIC HEARING: Proposed Rates and Charges and Suspending the Tax Rate Restriction in
Section 124.5 of the Metropolitan Water District (MWD) Act

A public hearing on proposed rates and charges and the proposal to suspend the tax rate restriction in

Section 124.5 of the MWD Act was held on March 8, 2016, where members of the public addressed the Board
and provided comments. Sixteen speakers provided oral comments to the Board. In addition, two letters were
received on the proposed rates and charges and made part of the record of the public hearing. A list of all member
agencies, subagencies and members of the public that provided comments in response to the proposed rates and
charges and proposed continuation of the ad valorem tax at the existing rate is included in Attachment 2 — Public
Hearing Comments. All materials received at the public hearing have been reviewed by staff and are available for
review in the office of the Chief Financial Officer and on the Directors’ and Metropolitan’s websites.

Details

BIENNIAL BUDGET AND RATES AND CHARGES

Based on the Board discussions over the past two months, the Proposed Biennial Budget for FY 2016/17 and

FY 2017/18, revenue requirements for FY 2016/17 and FY 2017/18 to support the Proposed Biennial Budget, and
rates and charges for calendar years 2017 and 2018 are presented for the Board’s consideration as described
below. The proposal meets the Board’s financial policies by providing anticipated revenues that meet the
anticipated cost of service, as shown in the biennial budget proposal and cost of service report, meets the fixed
charge coverage target, provides funding from revenues for the CIP, and promotes long-term fiscal sustainability
goals as reflected in the Ten-Year Forecast. The proposal also allocates costs so that payers bear their fair and
reasonable share.

The Proposed Biennial Budget and revenue requirements are based on normal conditions. Calendar year 2016 is
anticipated to provide approximately a 50 percent allocation on the State Water Project (SWP) due to recent rains
and snow in Northern California. The conditions in the Colorado River watershed are near normal. With a

50 percent allocation on the SWP and approximately 1.0 million acre-feet (MAF) of diversions on the Colorado
River Aqueduct, Metropolitan should be able to replenish its storage reserves by approximately 200 to

300 thousand acre-feet (TAF) of water.

Metropolitan delivers a reliable water supply to the region throughout a variety of hydrologic conditions.
Metropolitan has a diverse water supply portfolio and has made long-term investments in storage programs,
conservation, local resource development, and drought response to help meet customer demands by storing in wet
years to manage through dry years. Historically, Metropolitan’s water sales have varied widely. Over the last
twenty years, annual sales have averaged 2.0 MAF. Over the last five years, annual sales have averaged
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1.8 MAF. Therefore, it is reasonable for Metropolitan to base the Proposed Biennial Budget and revenue
requirements on a conservative annual sales estimate of 1.70 MAF, SWP deliveries of approximately 955 TAF,
and Colorado River diversions of 1.0 MAF for each of FY 2016/17 and FY 2017/18. Variations in revenues and
costs due to hydrology will be managed by use of financial reserves established for this purpose.

Attachment 1 — Proposed Biennial Budget FY 2016/17 and 2017/18 — provides an overview of the biennial
budget; departmental budget detail; information on Metropolitan’s SWP costs, CRA power costs, Supply
Programs, Demand Management Programs and Capital Financing; and information on the CIP. The Proposed
Biennial Budget also includes the Ten-Year Forecast.

Table 1: FY 2016/17 and 2017/18 Proposed Operating and Capital Appropriations, $ millions

Proposed Budget FY 2016/17 FY 2017/18 Total Biennium
Operating Budget $1,200.2 $1,231.2 $2,431.4
Debt Service $328.5 $344.1 $672.6
PAYGo $120.0 $120.0 $240.0
Grand Total $1,648.7 $1,695.3 $3,344.0

The Proposed Biennial Budget, revenue requirements and rates and charges assumes the Board maintains the ad
valorem tax rate at its current level when the rate is set in August of 2016 and 2017. The current ad valorem tax
rate is estimated to generate $199 million over the next two fiscal years, providing $88 million to pay for general
obligation and State Water Contract (SWC) Burns-Porter bond debt service and $111 million to offset other SWC
costs. In addition, maintaining the ad valorem tax rate helps to maintain a balance between fixed and variable
revenues and mitigate the need for future water rate increases. If the ad valorem tax rate restriction is not
suspended when the Board sets the tax rate in August, the projected rate increases in FY 2016/17 and FY 2017/18
will need to be 3 percent higher; in this event, the Board would need to waive the requirements of Administrative
Code Section 4304 and direct staff to return to the Board at its regular May 2016 meeting with a revised Biennial
Budget, revenue requirements, and rates and charges to produce the necessary revenue.

Proposed Rates and Charges for Board Consideration

The Staff Recommendation is proposed overall rate increases of 4.0 percent in FY 2016/17 and 4.0 percent in
FY 2017/18. These increases continue funding the Board’s key priorities as described in the February 9, 2016
Board Letter 9-2, including:

e Funding for the CIP of $400 million for the biennial period of FY 2016/17 and FY 2017/18, of which
$240 million will be funded from revenues. This level of revenue-funded capital is appropriate given the
significant portion of the capital program that is focused on replacement and refurbishment of capital
facilities, and lessens the pressure on water rates from debt service in future years. This level of revenue-
funded capital will cover 60 percent of the projected capital spending for the next two fiscal years.

The level of revenue-funded capital that the water rates and charges are set to generate in FY 2016/17 and
FY 2017/18 is lower than the $221 million for FY 2015/16. This lower level of revenue-funded capital
provides cost relief as other budgeted costs are increasing.

e Continued funding of $161 million for the biennial period of FY 2016/17 and FY 2017/18 for Supply
Programs in the region, the Central Valley, and the Colorado River system to cover the costs of storing or
withdrawing supplies. This initiative helps reduce the likelihood that Metropolitan will need to declare a
Water Supply Allocation in future dry years.

e Continued funding of Demand Management Programs at $151 million for the biennial period of
FY 2016/17 and FY 2017/18 to help Metropolitan’s member agencies and their retail water subagencies
meet the state-mandated 20 percent by 2020 goal of reduced per capita water consumption and meet the
2015 Integrated Resources Plan Update goals for local resource development. These programs reduce the
need to transport water into the Metropolitan service area or within Metropolitan’s distribution system.
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e Funding of $838 million for the biennial period of FY 2016/17 and FY 2017/18 for Operations and
Maintenance (O&M), including labor and benefits, water treatment chemicals, solids handling,
professional services, and operating equipment purchases. This proposed O&M funding includes
increased benefit costs, including retirement-related benefits, and merit increases.

e Funding of $1,282 million for the SWC and Colorado River power costs for the biennial period of
FY 2016/17 and FY 2017/18 to ensure a reliable water supply to southern California.

e Rate increases in the remaining eight years of the Ten-Year Forecast ranging from 4 to 5 percent, which
meet all financial policy guidelines.

As noted, the cost of service report supporting the proposed rates and charges for 2017 and 2018 is provided as
Attachment 3 — Metropolitan Water District of Southern California, Fiscal Years 2016/17 and FY 2017/18 Cost
of Service for Proposed Water Rates and Charges.

REVENUE REQUIREMENTS

Table 2 summarizes the revenue requirements for FY 2016/17 and FY 2017/18, which incorporates the
expenditures described above, as well as revenues from sources other than water rates and charges that offset the
amount to be generated by water rates and charges.

Table 2: Revenue Requirements, $ in millions

2015/16 2016/17 2017/18

Fiscal Year Ending Adop/ted Propo/sed Propo/sed
Departmental and Other O&M 390 393 395
Variable Treatment 28 24 25
State Water Project (without Variable Power) 328 435 447
State Water Project Variable Power 187 147 153
CRA Power 37 47 54
Supply Programs 66 79 82
Demand Management 62 75 76
Debt Service 325 328 344
PAYGO 221 120 120
Change in Required Reserves 18 65 25
Subtotal Expenditures 1,661 1,714 1,721
Revenue Offsets 150 139 146
Total Revenue Requirement 1,511 1,575 1,574

Metropolitan’s Board establishes rates and charges for water services that, so far as practicable, result in revenues
to pay for Metropolitan’s operations and maintenance expenses, operating equipment, power costs on the CRA,
SWP operations, maintenance, power and replacements costs, SWP capital charges, demand management
programs, and supply programs. To develop each biennial budget proposal and establish Metropolitan’s revenue
requirement for a given period, Metropolitan staff assemble and calculate Metropolitan’s operating expenses,
capital financing costs and other requirements expected to be incurred during the fiscal years in the budget period
—the cost of service. Staff also estimates offsetting revenue sources. This information is used to develop the
Proposed Biennial Budget and revenue requirements.

RATES AND CHARGES

The detailed rates and charges to support the biennial budget expenditures and resulting revenue requirements are
shown in Table 3.
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Table 3: Proposed Water Rates by Element and Charges

Option #1a Option #1b Option #2

Rates and Charges Effective January 1st| 2016 2017 2018 2017 2018] 2017 2018
Tier 1 Supply Rates ($/AF) $156 $201 $209 $201 $209 $201 $209
Tier 2 Supply Rate ($/AF) $290 $295 $295 $295 $295 $295 $295
System Access Rate ($/AF) $259 $289 $299 $289 $299 $289 $299
Water Stewardship Rate ($/AF) $41 $52 $55 $52 $55 $52 $55
System Power Rate ($/AF) $138 $124 $132 $124 $132 $124 $132
Full Service Untreated Volumetric Cost ($/AF)
Tier 1 $594 $666 $695 $666 $695 $666 $695
Tier 2 $728 $760 $781 $760 $781 $760 $781
Treatment Surcharge ($/AF) $348 $195 $197 $195 $197 $313 $320
Full Service Treated Volumetric Cost ($/AF)
Tier 1 $942 $861 $892 $861 $892 $979  $1,015
Tier 2 $1,076 $955 $978 $955 $978 | $1073  $1,101
Readiness-to-Serve Charge ($M) $153 $135 $140 $135 $140 $135 $140
Capacity Charge ($/cfs) $10900 | $8,000  $8,700 | $8,000 $8,700 | $8,000  $8,700
Treated Water Fixed Charge ($M) $98 $102 $98 $102

Options #1a and #1b include a Fixed Treated Water Charge to recover $97.5 million in FY 2016/17 and
$101.7 million in FY 2017/18. The balance of the treatment costs are recovered through the Treatment
Surcharge. The difference between Option #1a and Option #1b is how the Treated Water Fixed Charge is
apportioned among member agencies with treated water purchases.

Option #2 does not include a Treated Water Fixed Charge; treatment costs are recovered solely through the 100
percent volumetric Treatment Surcharge.

All other rates and charges are the same under Options #1a, #1b, and #2.

Table 3 also shows the bundled full-service untreated and full-service treated cost for purposes of demonstrating
the combined impact of the rate elements. The volumetric rate components of the bundled full-service untreated
cost are increasing, with the exception of the System Power Rate, due to increased costs for Supply Programs, the
SWC, Demand Management Programs, and Departmental O&M. These increased costs are partially offset by
lower overall power costs recovered through the System Power Rate.

In comparison, the bundled full-service Tier 1 treated cost is increasing only slightly due to lower treatment costs,
as described in the February 9, 2016 board letter.

The Readiness-to-Serve Charge (RTS) and Capacity Charge are decreasing from the amounts set effective
January 1, 2016. As explained in the February 9, 2016 board letter, these charges recover only capital financing
costs, and are therefore sensitive to changes in the components of capital financing, which are PAYGo (capital
funded from revenues) and debt service. As explained above, the amount of revenue-funded capital included in
the revenue requirement decreased from $221 million for FY 2015/16 to $120 million in FY 2016/17 and

FY 2017/18. This reduction is causing the RTS and Capacity Charge to decrease from the January 1, 2016
amounts.

The Ten-Year Forecast provides planning beyond the budget period and provides information to the Board on the
impacts of different rate proposals and funding assumptions over a longer planning horizon.

Actual revenues and expenses may vary from budgeted amounts for a variety of reasons. Administrative Code
Section 5202(e) contemplates variation in actuals to budget and provides policy guidance to the Board.
Metropolitan’s financial obligations may include liabilities and future commitments, such as retiree obligations
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and debt service, that are not reflected in the budget but that can be addressed in a fiscally prudent manner to
reduce future obligations and keep future rate increases reasonable within the policy guidance provided by
Administrative Code Section 5202(e).

Staff will provide a mid-cycle biennial budget review in June 2017.
TREATED WATER FIXED CHARGE

A proposal for a Treated Water Fixed Charge has been provided to the Board. The proposal is cost of service
(COS)-based, as it uses the information from Metropolitan’s COS report to identify the costs allocated to Fixed
Demand and Fixed Standby for recovery through a fixed charge. The proposal aligns the fixed charge with the
service level and investment Metropolitan has made in the capacity and treatment processes at its five treatment
plants. A Treated Water Fixed Charge ensures that a portion of Metropolitan’s treatment costs, of which

91 percent are fixed, are covered regardless of volumes sold, thereby improving revenue stability.

A Treated Water Fixed Charge would recover the sum of the Fixed Demand and Fixed Standby costs, which are
approximately 38 percent of the Treatment Revenue Requirement in FY 2016/17 and FY 2017/18, or

$97.5 million and $101.7 million, respectively. A Treated Water Fixed Charge would be apportioned among the
member agencies with historical treated water purchases.

The remaining Treatment Revenue Requirement, approximately 62 percent, would be recovered through a
volumetric rate of $195 per acre-foot effective January 1, 2017 and $197 per acre-foot effective January 1, 2018.

Options for a Treated Water Fixed Charge are provided in Attachment 7 — Resolution Fixing and Adopting a
Treated Water Charge, and include:

e A fixed charge made up of two components. The first component recovers the Fixed Standby costs
($56.7 million in FY 2016/17) and is apportioned to member agencies based on the average treated water
sales by member agency for the most recent ten fiscal years (ten-year rolling average). The second
component recovers the Fixed Demand costs ($40.8 million in FY 2016/17) and is apportioned to
member agencies based on each agency’s peak treated water demand for the last three summer seasons,
defined as the highest daily treated water demand for May through September. This proposal has no
minimum amount.

o A fixed charge that is apportioned to member agencies based on the higher of the average treated water
sales by member agency for fiscal years 1998 through 2007, or the most recent ten fiscal years (ten-year
rolling average) and recovers both the Fixed Standby costs and the Fixed Demand costs ($97.5 million in
FY 2016/17). This proposal would maintain a minimum amount for each member agency on a
go-forward basis.

SDCWA EXCHANGE AGREEMENT SET-ASIDE

Due to SDCWA'’s litigation challenging Metropolitan’s rates, Metropolitan currently holds $235.5 million in its
financial reserves in accordance with the 2003 Amended and Restated Exchange Agreement between
Metropolitan and SDCWA (exchange agreement). This amount includes $188.3 million associated with exchange
agreement water deliveries from January 2011 through December 2014, $42.2 million associated with exchange
agreement water deliveries since January 2015, and accumulated interest on both amounts. Amounts held
pursuant to the exchange agreement will continue to accumulate while the litigation, including all appeals, is
pending based on the quantities of exchange agreement water that Metropolitan provides to SDCWA and the
amount of charges disputed by SDCWA. In accordance with the exchange agreement, the amounts held are
SDCWA'’s payments under the exchange agreement that are in dispute and interest earned thereon, which is based
on Metropolitan’s investment portfolio. The amounts held do not include the statutory prejudgment interest
award or statutory post-judgment interest, nor awards of costs or attorneys’ fees, none of which the exchange
agreement requires to be held.

To provide greater clarity on the amount of the exchange agreement set-aside, Metropolitan proposes to establish
a designated fund to hold these amounts, the Exchange Agreement Set-Aside Fund. The fund would be separate
from Metropolitan’s Water Rate Stabilization Fund and Revenue Remainder Fund. Disputed amounts will be
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transferred to the Exchange Agreement Set-Aside Fund as SDCWA payments are received and would continue to
be invested with Metropolitan’s short-term investments managed by the Treasurer until such time as the litigation
is resolved.

UNSPENT CONSERVATION PROGRAM FUNDS

The Board-approved conservation program budget for the current biennial period ending June 30, 2016 is

$450 million. Staff estimates that expenditures for the conservation program will be approximately $60 million
below budget at $390 million. The amount of unspent funds will be subject to final verification at the end of the
fiscal year. Staff seeks authorization to use these unspent funds in the following manner:

A. Extend the Onsite Recycled Water Retrofit Program through June 30, 2018 and authorize the use of
$10 million in funding for the program during the biennial budget period 2016/17-2017/18; and

B. Authorize staff to process applications for turf removal that were placed on a waiting list pending review
of funding status. Processing of these applications could begin July 1, 2016 or as soon as availability of
funding is verified. Total funding of these applications and the associated administrative fees could be as
much as $23 million, if all participants complete their projects; and

C. Authorize all remaining unspent conservation funds, after items A and B above, to be used to augment the
conservation program budget for the biennial period of 2016/17-2017/18.

The actions listed above would continue to provide funding for highly popular programs that conserve water and
develop recycled water supplies. These programs provide long-term benefits in conserving and developing water
supplies at the local level, and reducing demands on Metropolitan’s system, and also continuing Metropolitan’s
drought response in the near-term.

TEN-YEAR FINANCIAL FORECAST

The Proposed Biennial Budget and Ten-Year Forecast comprise Metropolitan’s long-range financial plan. The
Biennial Budget establishes the foundation for a ten-year forecast of water sales, expenditures, revenues,
projected rate increases and financial indicators. Incorporating a ten-year financial forecast within the biennial
budget process helps ensure the long-range financial plan is continuously updated every two years to reflect any
changes in underlying assumptions and/or financial policies. This approach is well suited to the dynamic
environment Metropolitan operates in, rather than periodic updates of a stand-alone long-term financial planning
document. The Ten-Year Forecast is included in Attachment 1 — Proposed Biennial Budget FY 2016/17 and
FY 2017/18.

The Proposed Biennial Budget sets the stage for predictable and reasonable rate increases over the ten-year
planning period. Use of operating revenue funding for the CIP will result in lower revenue requirements in later
years of the forecast, as the use of operating revenues to fund the CIP will reduce any needed new money bond
issues. Over the ten-year forecast, the higher proposed levels of revenue funding for the CIP will result in debt
service by FY 2025/26 that is approximately $20 million less than FY 2016/17. These lower costs combined with
maintaining the ad valorem tax rate at its current level throughout the ten-year period will mitigate increases in
future water rates and charges.

Key financial indicators of the ten-year forecast are summarized in Figure 1.
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Figure 1: Projected Rate Increases, Reserves, and Financial Indicators
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Fiscal Year Ending

2015
2016
2017
2018

Ave Rate Increase 1.5% 15% 4.0% 4.0% 45% 45% 45% 4.5% 4.5% 45% 4.5% 4.5%

Sales, MAF 190 163 170 170 175 175 175 175 180 180 180 1.80
Rev.Bond Cvg 2.7 1.5 1.6 1.6 1.7 1.8 1.9 2.0 2.3 2.4 2.6 2.7
Fixed Chg Cvg 2.4 1.3 1.3 1.3 1.4 14 14 1.4 1.5 1.5 1.5 1.5

PAYGO, $M 210 284* 120 120 120 120 120 123 127 130 133 137

*includes PVID land purchases
The Ten-Year Forecast, which is included in Attachment 1, assumes the following:
e Sales are forecasted to range from 1.70 MAF in FY 2016/17 to 1.80 MAF in FY 2025/26;

e Beginning in FY 2016/17, 60 percent of the CIP is revenue funded. Revenue-funding a percentage of the
CIP costs rather than using a fixed dollar amount allow revenue-based funding to adjust to changes in the

CIP over time;
e Metropolitan’s investments in storage programs continue, providing regional supply reliability; and

e Demand management programs continue to be funded to help ensure that Metropolitan’s member
agencies and their retail water subagencies meet the 20 percent by 2020 goal of reduced per capita water

consumption.
Resulting rate increases beyond the biennial budget period are in a range of 4 percent to 5 percent each year.
SUSPENSION OF THE TAX RATE RESTRICTION IN SECTION 124.5 OF THE MWD ACT

Since FY 1990/91, Section 124.5 of the Metropolitan Water District Act (MWD Act) has limited property tax
collections to the amount necessary to pay the total of annual debt service on Metropolitan’s general obligation
bonds plus a small portion of its SWC payment obligation, limited to the preexisting debt service on state general
obligation bonds (Burns-Porter bonds) for facilities benefitting Metropolitan. Section 124.5 permits Metropolitan
to suspend this restriction if, following a public hearing, the Board finds that such revenue is essential to the fiscal
integrity of the District. Metropolitan held public hearings under Section 124.5 for FY 2013/14, FY 2014/15, and
FY 2015/16 and adopted the resolutions suspending the rate restriction and continuing the current ad valorem
property tax rate at the rate levied since FY 2012/13 (of .0035 percent of assessed valuation). This letter proposes
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the Board again consider suspending the Section 124.5 restriction for FY 2016/17 and FY 2017/18 by adopting
the resolution included in Attachment 8 — Resolution Finding that Continuing an Ad Valorem Property Tax Rate
at the Rate Levied for Fiscal Year 2015/16 is Essential to the Fiscal Integrity of the District and Suspending the
Ad Valorem Tax Rate Restriction.

Metropolitan has assessed ad valorem property taxes in its service area since its inception. Metropolitan has
constitutional and statutory authority, as well as voter authorization, to collect revenues through ad valorem taxes
assessed on real property within its service territory.

Generally, Metropolitan may collect ad valorem property taxes to cover its general obligation bonds and its SWC
obligations, as described below. Since FY 1990/91, Section 124.5 of the MWD Act has limited property tax
collections to the amount necessary to pay the total of annual debt service on Metropolitan’s general obligation
bonds plus a small portion of its SWC payment obligation, limited to the preexisting debt service on state general
obligation bonds (Burns-Porter bonds) for facilities. Under Section 124.5’s restriction, the ad valorem property
tax rate has been decreasing, and will continue to decrease, as the bonds are paid off. In the meantime,
Metropolitan's SWC obligations have been increasing and will continue to increase. For example, the state is
expecting substantial costs associated with repair and replacement of the 50-year-old State Water Project (SWP)
infrastructure. Further, implementation of the proposed California WaterFix would lead to increased SWC
payments. A significant portion of Metropolitan’s SWC costs are fixed charges that must be paid regardless of
the volume of water Metropolitan receives from the SWP. It is appropriate and fiscally prudent to pay such fixed
costs from fixed, rather than volumetric, revenues to the extent possible.

Section 124.5 permits Metropolitan to suspend the tax rate restriction if, following a public hearing, the Board
finds that such revenue is essential to the fiscal integrity of the District. The Board conducted a public hearing at
its March 8, 2016 regular meeting to consider suspending the tax restriction clause of Section 124.5 for the
limited purpose of maintaining the ad valorem tax at current levels. Notices of the public hearing were filed with
the offices of the Speaker of the Assembly and the President pro Tempore of the Senate on February 22, 2016.
After carefully considering the comments from the public hearing, as well as board presentations, workshops and
underlying materials described in this board letter, the Board may consider the proposal to suspend the limitation
in Section 124.5 to maintain the ad valorem property tax rate at the current level of .0035 percent of assessed
valuation resulting in approximately $98 million in FY 2016/17 and $101 million in FY 2017/18, as incorporated
in the proposed Biennial Budget for FY 2016/17 and FY 2017/18.

Continuing the current ad valorem tax rate will significantly contribute to Metropolitan’s long-term fiscal health
and stability by providing a diverse, fixed revenue source, balancing the mechanisms for funding the immediate
and anticipated obligations of the SWC, helping to maintain Metropolitan’s creditworthiness, and providing the
Board with flexibility as it funds Metropolitan's SWC obligations and other obligations, including refurbishment
and replacement of Metropolitan’s infrastructure, continued funding of retiree medical and pension costs, and cost
impacts of replenishing storage, which was drawn down during the recent multiyear drought.

Metropolitan continually evaluates its financial condition, including its long-term fiscal health and stability. Over
the past five years, beginning with rate refinement discussions involving Metropolitan staff and member agencies,
Metropolitan has examined the contributions of ad valorem property taxes and other fixed and variable revenue
sources to its financial strength. Board letters, presentations, and board reports from August 2011 through

March 2016, presentations to member agencies, correspondence, contracts and reports on water rates and charges,
potential revenue sources, revenues and expenses, the SWP and SWC, financings and financial planning, and
other materials relating to Metropolitan’s long-term fiscal health and stability are available at www.mwdh2o.com.

Historical Revenue Sources

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

In 1984, the Legislature adopted SB 1445, amending the MWD Act to add Section 124.5, and other sections.
Effective FY 1990/91, Section 124.5 limits Metropolitan's annual property tax levy at the amount needed to pay
the total of annual debt service on Metropolitan’s general obligation bonds and the then-existing portion of the
SWC obligation for debt service on State Burns-Porter bonds for facilities benefitting Metropolitan, unless after
notice and hearing the Board finds that not reducing the tax rate is essential to the District's fiscal integrity. Due
to the formula to decrease tax rates as bonds are paid off, Section 124.5 accelerated the shift to revenue from the
sale and delivery of water so that today over 80 percent of Metropolitan’s revenue is derived from volumetric
water rates.

SB 1445 also authorized alternative sources of fixed revenue, including standby or readiness-to-serve charges and
benefit assessments. It was not until FY 1992/93, when standby charges were initially adopted, that Metropolitan
had any fixed revenue other than property tax. Now, however, those fixed-revenue alternatives are likely
governed by additional legal requirements not in place or contemplated when the Legislature enacted SB 1445.
Further, the precise scope of those requirements is uncertain, meaning that uncertainty and potential risk will
accompany reliance on any new fixed revenue alternative authorized by SB 1445.

State Water Contract Obligations

Metropolitan is one of 29 agencies that contract with the state for use of and deliveries from the SWP.
Metropolitan’s SWC was the first contract executed and the prototype for the state water contracts that followed,
and its terms were validated by the California Supreme Court in Metropolitan Water Dist. v. Marquardt (1963)
59 Cal.2d 159. Metropolitan is the largest agency in terms of the number of residents in its service area, the
allocation of SWP water that it has contracted to potentially receive, and the allocation of SWP infrastructure and
power costs that results in Metropolitan paying the highest percentage of total annual payments made to the
Department of Water Resources of all of the agencies with state water contracts.

Under the SWC, Metropolitan is obligated to pay allocable portions of the cost of construction of the SWP system
and ongoing operating and maintenance costs. Metropolitan is obligated to pay these fixed costs regardless of
guantities of water available from the project and received. In contrast, a smaller portion of payments are based
on deliveries requested and actual deliveries received, costs of power required for actual deliveries of water, and
offsets for credits received. Approximately 70 to 80 percent of Metropolitan’s SWC obligations are fixed, or
unrelated to the quantity of water delivered.

The ability of state water contractors to levy property taxes sufficient to satisfy their contractual obligations was a
foundation of the Burns-Porter Act and a factor relied on by California voters in approving it. Goodman v.
County of Riverside (1983) 140 Cal.App.3d 900, 905-06; see also, Alameda County Flood Control v. Department
of Water Resources, Antelope Valley-East Kern Water Agency (2013) 213 Cal. App. 4th 1163. In approving the
Burns-Porter Act, California’s voters approved “an indebtedness in the amount necessary for building, operating,
maintaining, and replacing the [State Water] Project, and they intended that the costs were to be met by payments
from local agencies with water contracts. Further, the voters necessarily approved the use of local property taxes
whenever the boards of directors of the agencies determined such use to be necessary to fund their water contract
obligations . . ..” Goodman, 140 Cal.App.3d at 910. Thus, SWC obligations are voter-approved indebtedness
that may be funded by override property taxes (taxes above the one percent general tax limit established by
Acrticle XIIIA (Proposition 13) of the state constitution).

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

ad valorem tax rate.
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Continuing an Ad Valorem Property Tax Rate at the FY 2015/16 Rate is Essential to Fiscal Integrity

As noted above, Section 124.5 provides Metropolitan’s Board with the flexibility to suspend the rate restriction
“. .. if the board of directors of the district, following a hearing held to consider that issue, finds that a tax in
excess of these restrictions is essential to the fiscal integrity of the district . ...” SB 1445 did not define
“essential” or “fiscal integrity” but the full text of the provision, the legislative context, and the legislative history
provide guidance to their intended meaning.

Fundamental to Metropolitan's fiscal health is consideration of current and anticipated SWC obligations and a
balancing of proper mechanisms for funding immediate and anticipated obligations. SWC obligations have
steadily increased since Section 124.5 was added to the MWD Act in ways that the Legislature did not anticipate,
and those obligations are expected to continue to increase. Budgeted SWC costs are $582 million in FY 2016/17
and $599 million in FY 2017/18, comprise approximately 35 percent of Metropolitan's annual expenditures and
are Metropolitan's single largest cost category. If ad valorem taxes are reduced, in FY 2016/17 the amount of
property taxes available to satisfy SWC obligations will be approximately $26.5 million and the proportion of
SWC obligations that would be covered would be approximately 4.5 percent. By FY 2025/26, SWC obligations
are expected to increase to $1,131 million if the proposed California WaterFix is implemented. The amount of
property taxes available to satisfy SWC obligations will be zero.

Ad valorem taxes are important to fiscal health because they help Metropolitan equitably distribute the costs of
Metropolitan's services. As a wholesale water agency, Metropolitan’s customers are its 26 member agencies.
Each member agency pays volumetric rates based on the amount of water Metropolitan sells and delivers to it. In
contrast, ad valorem taxes are levied directly on residents and businesses that are property owners within
Metropolitan’s service area. All property owners within Metropolitan’s service area benefit from the water
system that allows water to be sold and delivered in Southern California. Ad valorem taxes ensure that residences
and businesses pay a share of costs of the system.

Similarly important to fiscal health is a diverse portfolio of revenue sources and, as only one of three fixed
revenue sources, ad valorem taxes are fundamental to Metropolitan’s diverse portfolio. Diverse revenues help
maintain Metropolitan’s strong credit ratings, which lower interest costs, increase access to credit markets
allowing greater flexibility to respond to market changes, and increase the affordability of Metropolitan’s
services. The Board’s willingness to make difficult rate decisions and follow through with planned financial
actions demonstrates strong financial management. Metropolitan has adopted a set of financial policies, including
revenue bond coverage and fixed charge coverage targets, capital paid for from revenues (Pay-As-You-Go, or
PAYGo), and reserve policies that support Metropolitan’s strong credit ratings. An important element of these
financial policies is a diversity of revenue sources and fixed revenue sources.

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

Also important to fiscal health is a fair and appropriate balance between fixed costs and fixed revenues (revenues
from charges such as property taxes and Metropolitan's standby and readiness-to-serve (RTS) charges and
capacity charges that do not vary directly depending on the amount of water purchased and delivered). In

FY 2016/17, approximately 80 percent of Metropolitan’s budgeted costs are fixed, while approximately

17 percent of Metropolitan’s budgeted revenues are from fixed sources. The ad valorem property tax contributes
approximately 6 percent, or one-third of fixed revenues. By FY 2025/26, the RTS and capacity charges will
contribute about 11 percent to Metropolitan's forecasted total revenues, but ad valorem taxes will be near zero.
Absent maintenance of the tax rate or other changes, fixed revenues as a percentage of total revenues will decline
from 17 percent to 11 percent.
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An analysis of fiscal health and stability must consider long-term circumstances, and the full spectrum of facts
and circumstances, including the appropriate mix of property taxes and water rates and charges that will best
allow Metropolitan to satisfy the region’s long-term water supply and delivery needs. Metropolitan's fixed costs,
particularly fixed SWC obligations, are increasing—and increasing in ways unforeseen by the Legislature in
1984. Fixed revenue alternatives to the property tax are unavailable or impractical—another circumstance
unforeseen by the Legislature in 1984. Metropolitan's long-term fiscal well-being in significant part turns on the
balance between water rates, charges and property taxes. Suspension of the Section 124.5 restriction is necessary
and appropriate to allow Metropolitan to maintain a critical fixed revenue source at a meaningful level. It is also
essential to satisfy Metropolitan's SWC obligations, which will allow Metropolitan to ensure the region's water
supply, delivery, and water quality for the long term.

Continuing the ad valorem property tax rate at the FY 2015/16 rate of .0035 percent would maintain a modest
portion of Metropolitan's revenues, about 6 percent, on the tax roll. For example, a house with a $400,000
assessed valuation in Metropolitan's service area currently pays about $14 a year in taxes towards Metropolitan's
costs. Importantly, maintaining the ad valorem tax revenues helps mitigate future rate increases that would be
needed to make up for the loss of tax revenues. By helping mitigate future rate increases, this action provides
Metropolitan’s Board with flexibility as it considers funding for programs such as ongoing needed repair and
replacement work; conservation, recycling and reclamation projects; groundwater clean-up efforts; environmental
mitigation work; the impacts of climate change; and the many other costs associated with ensuring a safe and
reliable supply of water for Southern California.

Policy

Metropolitan Water District Act Section 61: Ordinances, Resolutions and Orders

Metropolitan Water District Act Section 124.5: Ad Valorem Tax Limitation

Metropolitan Water District Act Section 130: General Powers to Provide Water Services
Metropolitan Water District Act Section 133: Fixing of Water Rates

Metropolitan Water District Act Section 134: Adequacy of Water Rates; Uniformity of Rates
Metropolitan Water District Act Section 134.5: Water Standby or Availability of Service Charge
Metropolitan Water District Administrative Code 4301(a): Cost of Service and Revenue Requirement

Metropolitan Water District Administrative Code Section 4304: Apportionment of Revenues and Setting of Water
Rates

Metropolitan Water District Administrative Code Section 5107: Biennial Budget Process
Metropolitan Water District Administrative Code Section 5109: Capital Funding from Current Revenues
Metropolitan Water District Administrative Code Section 5200(b): Funds Established

Metropolitan Water District Administrative Code Section 5202(e): Fund Parameters (Water Rate Stabilization
Fund)

California Environmental Quality Act (CEQA)
CEQA determination for Option #1, #2, and #3:

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

The CEQA determination is: Determine that the proposed action is not defined as a project under CEQA and is
not subject to CEQA pursuant to Sections 15378(b)(2) and 15378(b)(4) of the State CEQA Guidelines.
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Board Options

Option #1
Adopt the CEQA determination that the proposed action is not defined as a project under CEQA and is not
subject to CEQA, and

a. Approve the FY 2016/17 and FY 2017/18 biennial budget;

b. Appropriate $2,431.4 million for Metropolitan O&M and operating equipment, power costs on the
Colorado River Agueduct, SWP operations, maintenance, power and replacement costs and SWP
capital charges; demand management programs including the local resources and conservation credits
program; and costs associated with supply programs;

c. Appropriate as a continuing appropriation, $672.6 million for FY 2016/17 and FY 2017/18 debt
service on Metropolitan general obligation and revenue bonds;

d. Authorize the use of $240 million in operating revenues to fund the Capital Investment Plan;

e. Determine that the revenue requirements to be paid from rates and charges are $1,575.0 million in
FY 2016/17 and $1,574.3 million in FY 2017/18;

f.  Approve water rates effective January 1, 2017, and January 1, 2018, as shown in Table 3, Option #1a
above;

g. Adopt the Resolution Fixing and Adopting Water Rates To Be Effective January 1, 2017 and 2018, in
the form of Attachment 4, using the rates shown in Section 1, Option #1a in the Resolution;

h. Adopt the Resolution Fixing and Adopting A Readiness-To-Serve Charge Effective January 1, 2017,
in the form of Attachment 5, using the charge shown in Section 6 of the Resolution;

i. Adopt the Resolution Fixing and Adopting A Capacity Charge Effective January 1, 2017, in the form
of Attachment 6, using the charge shown in Section 6 of the Resolution;

j.  Adopt the Resolution Fixing and Adopting A Treated Water Charge Effective January 1, 2017, in the
form of Attachment 7, using the charge shown under Option #1a in Section 6 of the Resolution;

k. Approve the Ten-Year Financial Forecast, as shown in the Proposed Biennial Budget FY 2016/17 and
FY 2017/18 in Attachment 1;

I.  Adopt the Resolution Finding that Continuing an Ad Valorem Property Tax Rate at the Rate Levied
for FY 2015/16 is Essential to the Fiscal Integrity of the District and Suspending the Ad Valorem Tax
Rate Restriction for FY 2016/17 and FY 2017/18, in the form of Attachment 8;

m. Authorize establishment and use of the Exchange Agreement Set-Aside Fund as set forth in this
letter; and

n. Authorize use of unspent conservation funding, including extension of the Onsite Recycled Water
Retrofit Program through the biennial budget period, as set forth in this letter.

Fiscal Impact: Fiscal Impact: Revenues from rates and charges of $1,487.5 million in FY 2016/17, and
$1,548.1 million in FY 2017/18, and an increase in the overall effective rate of 4.0 percent in 2017 and
4.0 percent in 2017 if the rates and charges are adopted as recommended.
Option #2
Adopt the CEQA determination that the proposed action is not defined as a project under CEQA and is not
subject to CEQA, and
a. Approve the FY 2016/17 and FY 2017/18 biennial budget ;

b. Appropriate $2,431.4 million for Metropolitan O&M and operating equipment, power costs on the
Colorado River Aqueduct, SWP operations, maintenance, power and replacement costs and SWP
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m.

n.

capital charges; demand management programs including the local resources and conservation credits
program; and costs associated with supply programs;

Appropriate as a continuing appropriation, $672.6 million for FY 2016/17 and FY 2017/18 debt service
on Metropolitan general obligation and revenue bonds;

Authorize the use of $240 million in operating revenues to fund the Capital Investment Plan;
Determine that the revenue requirements to be paid from rates and charges are $1,575.0 million in FY
2016/17 and $1,574.3 million in FY 2017/18;

Approve water rates effective January 1, 2017, and January 1, 2018, as shown in Table 3, Option #1b
above;

Adopt the Resolution Fixing and Adopting Water Rates To Be Effective January 1, 2017 and 2018, in
the form of Attachment 4, using the rates shown in Section 1, Option #1b of the Resolution;

Adopt the Resolution Fixing and Adopting A Readiness-To-Serve Charge Effective January 1, 2017, in
the form of Attachment 5, using the charge shown in Section 6 of the Resolution;

Adopt the Resolution Fixing and Adopting a Capacity Charge Effective January 1, 2017, in the form of
Attachment 6, using the charge shown in Section 6 of the Resolution;

Adopt the Resolution Fixing and Adopting A Treated Water Charge Effective January 1, 2017, in the
form of Attachment 7, using the charge shown under Option #1b in Section 6 of the Resolution;
Approve the Ten-Year Financial Forecast, as shown in the Proposed Biennial Budget FY 2016/17 and
FY 2017/18 in Attachment 1;

Adopt the Resolution Finding that Continuing an Ad Valorem Property Tax Rate at the Rate Levied for
FY 2015/16 is Essential to the Fiscal Integrity of the District and Suspending the Ad Valorem Tax Rate
Restriction for FY 2016/17 and FY 2017/18, in the form of Attachment 8;

Authorize establishment and use of the Exchange Agreement Set-Aside Fund as set forth in this letter;
and

Authorize use of unspent conservation funding, including extension of the Onsite Recycled Water
Retrofit Program through the biennial budget period, as set forth in this letter.

Fiscal Impact: Revenues from rates and charges of $1,487.5 million in FY 2016/17, and $1,548.1 million in
FY 2017/18, and an increase in the overall effective rate of 4.0 percent in 2017 and 4.0 percent in 2017 if the
rates and charges are adopted as recommended.

Option #3
Adopt the CEQA determination that the proposed action is not defined as a project under CEQA and is not
subject to CEQA, and

a.
b.

Approve the FY 2016/17 and FY 2017/18 biennial budget and:

Appropriate $2,431.4 million for Metropolitan O&M and operating equipment, power costs on the
Colorado River Agueduct, SWP operations, maintenance, power and replacement costs and SWP
capital charges; demand management programs including the local resources and conservation credits
program; and costs associated with supply programs;

Appropriate as a continuing appropriation, $672.6 million for FY 2016/17 and FY 2017/18 debt service
on Metropolitan general obligation and revenue bonds;

Authorize the use of $240 million in operating revenues to fund the Capital Investment Plan;
Determine that the revenue requirements to be paid from rates and charges are $1,575.0 million in

FY 2016/17 and $1,574.3 million in FY 2017/18;

Approve water rates effective January 1, 2017, and January 1, 2018, as shown in Table 3, Option #2
above;

Adopt the Resolution Fixing and Adopting Water Rates To Be Effective January 1, 2017 and 2018, in
the form of Attachment 4, using the rates shown in Section 1, Option #2 in the Resolution;

Adopt the Resolution Fixing and Adopting A Readiness-To-Serve Charge Effective January 1, 2017, in
the form of Attachment 5, using the charge shown in Section 6 of the Resolution;

Adopt the Resolution Fixing and Adopting A Capacity Charge Effective January 1, 2017, in the form of
Attachment 6, using the charge shown in Section 6 of the Resolution;

Approve the Ten-Year Financial Forecast, as shown in the Proposed Biennial Budget FY 2016/17 and
FY 2017/18 in Attachment 1;
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k. Adopt the Resolution Finding that Continuing an Ad Valorem Property Tax Rate at the Rate Levied for
FY 2015/16 is Essential to the Fiscal Integrity of the District and Suspending the Ad Valorem Tax Rate
Restriction for FY 2016/17 and FY 2017/18, in the form of Attachment 8;

I.  Authorize establishment and use of the Exchange Agreement Set-Aside Fund as set forth in this letter;

and

m. Authorize use of unspent conservation funding, including the extension of the Onsite Recycled Water
Retrofit Program through the biennial budget period, as set forth in this letter.
Fiscal Impact: Revenues from rates and charges of $1,487.5 million in FY 2016/17, and $1,548.1 million in
FY 2017/18, and an increase in the overall effective rate of 4.0 percent in 2017 and 4.0 percent in 2017 if the
rates and charges are adopted as recommended.

Option #4

Do not adopt the CEQA determination, and do not adopt the proposed biennial budget and rates and
charges; provide staff direction and waive Administrative Code Section 4304.

Staff Recommendation

Option #1

Attachment 1 -

Attachment 2 —
Attachment 3 -

Attachment 4 —
Attachment 5 —

Attachment 6 —
Attachment 7 —

Attachment 8 —

Ref# cf012641446

3/30/2016
Gary Breaux' '’ / Date
Assistant General Manager/Chief Financial
Officer
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and 2018
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2017

Resolution Finding that Continuing an Ad Valorem Property Tax Rate at the
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District and Suspending the Ad Valorem Tax Rate Restriction for Fiscal Years
2016/17 and 2017/18
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DISTRICT OVERVIEW

The Metropolitan Water District of Southern California (Metropolitan) is a metropolitan water district
created in 1928 under authority of the Metropolitan Water District Act (California Statutes 1927,

Chapter 429, as reenacted in 1969 as Chapter 209, as amended (the Act)). Metropolitan has 26 member
public agencies and its primary purpose is to provide its members with a supplemental wholesale water
supply service for domestic and municipal uses. Metropolitan may develop, store, and distribute water for
domestic and municipal purposes, and other beneficial uses if excess water is available, and may provide,
generate, and deliver electric power within or without the state for the purpose of developing, storing, and
distributing water.

Metropolitan is governed by a 38-member board of directors representing the 26 member agencies.
Metropolitan directors are selected by their respective member agencies and some also serve on the
governing body of that particular member agency. All powers, privileges and duties vested in or imposed
upon Metropolitan are exercised and performed by and through its Board of Directors. Board and committee
meetings are open to the public and are broadcast on the Internet through Metropolitan’s website,
www.mwdh2o.com. A schedule of board and committee meetings is available on the Web.

To supply Southern California with reliable and safe water, Metropolitan imports water from the Colorado
River and Northern California to supplement local supplies, and helps its member agencies develop increased
water conservation, recycling, storage and other local resource programs. Metropolitan was established to
obtain an allotment of Colorado River water and to construct and operate the 242-mile Colorado River
Aqueduct (CRA), which runs from an intake at Lake Havasu on the California-Arizona border, to an endpoint
at Metropolitan’s Lake Mathews reservoir in Riverside County. Metropolitan owns and operates an extensive
range of capital facilities including the CRA, 16 hydroelectric facilities, nine reservoirs, 830 miles of large-
scale pipes, and five water treatment plants. Four of these treatment plants are among the 10 largest plants in
the nation. In fact, Metropolitan is the largest distributor of treated drinking water in the United States.

In 1960, Metropolitan, along with 30 other public agencies, signed a long-term contract with the state for
supply and transportation of water from the State Water Project (SWP). The SWP is the largest state-built,
user-financed water project in the country. Its facilities were constructed with several general types of
financing, the repayment of which is made by the 29 agencies and districts that have long-term contracts with
the state (the State Water Contractors). The State Water Contractors also pay for the operations,
maintenance, power, and replacement costs of the SWP, as the State Water Contracts are the basis for all SWP
construction and ongoing operations. As the largest of the now 29 contractors, Metropolitan contracts with
the state Department of Water Resources (DWR), which operates the SWP, for slightly less than half of all
SWP supplies. Water supplies from the SWP are conveyed to Metropolitan via the SWP’s 444-mile California
Aqueduct, which was made possible pursuant to Metropolitan’s State Water Contract; the SWP serves urban
and agricultural agencies from the San Francisco Bay area to Southern California.

To secure additional supplies, Metropolitan also has groundwater banking partnerships and water transfer
arrangements within and outside of its service area. Metropolitan also provides financial incentives to its
member agencies for local investments in water management projects and programs. An increasing
percentage of Southern California’s water supply comes from these local resources, including conservation,
water recycling and recovered groundwater.
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To pay for its costs, the Act authorizes Metropolitan to: levy property taxes within its service area; establish
water rates; impose charges for water standby and service availability; incur general obligation bonded
indebtedness and issue revenue bonds, notes and short-term revenue certificates; execute contracts; and
exercise the power of eminent domain for the purpose of acquiring property. In addition, Metropolitan’s
Board is authorized to establish terms and conditions under which additional areas may be annexed to
Metropolitan’s service area.

Mission

The mission of Metropolitan is to provide its 5,200-square-mile service area with adequate and reliable
supplies of high-quality water to meet present and future needs in an environmentally and economically
responsible way.

Periodically the Board has reviewed its policies and mission to ensure they fit with the times. In FY 2016/17,
the General Manager intends to embark on a strategic review of Metropolitan’s Mission and Programs.

Core Values

Metropolitan’s core values include the following:
o Integrity
o Stewardship
o Diversity
o Open Communication
o Leadership

o Teamwork

Metropolitan Service Area

Metropolitan’s service area comprises approximately 5,200 square miles and includes portions of the six
counties of Los Angeles, Orange, Riverside, San Bernardino, San Diego and Ventura. When Metropolitan
began delivering water in 1941, its service area consisted of approximately 625 square miles. Its service area
has increased by 4,500 square miles since that time. The expansion was primarily the result of annexation of
the service areas of additional member agencies.

Metropolitan estimates that approximately 18.5 million people lived in Metropolitan’s service area in 2014,
based on official estimates from the California Department of Finance and on population distribution
estimates from the Southern California Association of Governments (SCAG) and the San Diego Association of
Governments (SANDAG). Population projections prepared by SCAG in 2012 and SANDAG in 2010, as part of
their planning process to update regional transportation and land use plans, show expected population
growth of about 18 percent in Metropolitan’s service area between 2010 and 2035. The 2010 Census
population estimates are incorporated into SCAG’s 2012 projections. The 2010 SANDAG regional growth
projections do not incorporate the 2010 Census population estimates. The economy of Metropolitan’s service
area is exceptionally diverse. In 2014, the economy of the six counties which contain Metropolitan’s service
area had a gross domestic product larger than all but fifteen nations of the world. Metropolitan has
historically provided between 40 and 60 percent of the water used annually within its service area.
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The climate in Metropolitan’s service area ranges from moderate temperatures throughout the year in the
coastal areas to hot and dry summers in the inland areas. Annual rainfall in an average year has historically
been approximately 13 to 15 inches along the coastal area, up to 20 inches in foothill areas and less than

10 inches inland.

Service Area Map

The map below shows the area served by Metropolitan. It includes parts of six of the ten counties that
comprise Southern California. The area served by Metropolitan represents the most densely populated and
heavily industrialized portions of Southern California.

The economy of the area served by Metropolitan is generally described in terms of data for the six-county
area (Six County Area) consisting of Los Angeles, Orange, Riverside, San Bernardino, San Diego, and Ventura
counties. Although these counties comprise Metropolitan's service area, Metropolitan's territory does not
encompass all of the area within each of the six counties. In 2014, the economy of the Six County Area was
larger than all but fifteen nations of the world. The Six County Area economy ranked between Mexico
($1.28 trillion) and Indonesia ($888 billion), with an estimated gross domestic product (GDP) of just over
$1.25 trillion. The Six County Area’s gross domestic product in 2014 was larger than all states except
California, Texas, and New York.
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Summary of Recent Trends and Outlook for the Six County Area Economy

The national economy has expanded since 2009 although at growth rates below the historical average for
economic recoveries. Private sector nonfarm wage and salary job levels in August 2015 were nearly

4.3 million above the pre-recession peak level, including a gain of over 850,000 manufacturing jobs and
734,000 construction jobs since the recession low. The unemployment rate in the nation has declined from
near 9.8% in November 2010 to 5.1% in August 2015.

Housing starts and new permits have rebounded as the number of foreclosures has declined and housing
prices have risen in most parts of the country, although the pace of housing recovery has slowed in recent
months. Consumer price increases remain well below 2% annually aided by the decline in oil prices.

The Six County Area has regained all the jobs lost during the recession and more. Revised job estimates
released in March 2015 show that job gains in 2013 and 2014 were much larger than previously reported and
higher than the national growth rate. Year-over-year job gains continued in 2015 and between August 2014
and August 2015 job growth for the entire Six County Area was 214,200 jobs or a gain of 2.5% compared to a
2.1% increase in jobs for the nation.

Unemployment rates in the Six County Area have declined sharply between 2010 and August 2015. In
August 2015 unemployment rates ranged from a low of 5.1% in Orange County to a high of 7.0% in Riverside
and Los Angeles counties. Income, taxable sales, assessed valuation and housing prices rose in 2013 and
2014. Residential building permits rebounded in 2013 and 2014 and were up 22% for the first seven months
of 2015. Nonresidential permit levels reached a record $12.3 billion in 2014 and were down 5% in the first
seven months of 2015.

The Six County Area is experiencing growth in both domestic and foreign visitors. Hotel rates and occupancy
are increasing in the Six County Area and the same is true for employment in the hotel and amusement park
sectors. In 2014 Los Angeles County set tourism records in visitors (44.2 million), hotel occupancy rates
(78.9%) and average daily rate ($147.30). Foreign travel to the region is outpacing domestic travel with large
gains in visitors from China of +20.4% in 2014 to 686,000 visitors. Air passenger travel in the Six County Area
reached a record level in 2014 and was up again in 2015.

Population growth in the Six County Area since 2010 has exceeded the national average according to both the
California Department of Finance (“DOF”) estimates and those published by the Census Bureau. However,
population growth in California and the Six County Area has been slowing since 2000 compared with
previous decades. The Six County Area added an average of 230,000 residents per year between 2000 and
2005 but only an additional 154,000 residents per year in the next nine years although gains in the past

three years have averaged 190,000 residents per year.

Long-term job growth is driven by the Six County Area’s economic base—those sectors that sell most of their
goods and services in national and world markets outside of the Six County Area. Recent projections by the
Center for Continuing Study of the California Economy (CCSCE), the Southern California Association of
Governments (SCAG) and the San Diego Association of Governments (SANDAG) report that the Six County
Area will see job growth that slightly exceeds the national average during the next 10 to 30 years, led by gains
in Professional and Business Services, Wholesale Trade, Tourism and Entertainment and Health Care.

The recent growth in taxable sales, assessed valuation and hotel occupancy in the Six County Area has led to

higher revenue growth for cities and counties and allowed them to rehire some of the local government and
school employees who were laid off during the recession.
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For selected demographic and economic information for Metropolitan’s service area or the Six County Area,
please refer to the appendix which includes information on:

o Job growth trends

o Construction activity
o Housing trends

o Assessed valuation

o International Trade
o Income & Wages

o Population

o Economic structure and long term prospects

Strategic Plan Summary

The General Manager submits to the Board of Directors a business plan containing the General Manager’s key
priorities for the coming year for review and approval.

Five strategic priorities support Metropolitan’s mission for fiscal years 2016/17 and 2017 /18:

Strategic Priority #1: Complete the Bay Delta Conservation Plan/California WaterFix Environmental Impact
Report/Statement.

Strategic Priority #2: Develop Water Supplies and Manage Water Reserves.
Strategic Priority #3: Embark on Strategic Review of Metropolitan’s Mission and Programs.

Strategic Priority #4: Educate the Public and Stakeholders on Critical Water Supply Conditions and Critical
Water Management Decisions.

Strategic Priority #5: Employee Development
For more detail on the GM’s strategic priorities, please refer to the Office of the General Manager budget.

The General Counsel, General Auditor and Ethics Officer also submit to the Board of Directors a business plan
containing their department’s key priorities for the coming year for review and approval.

The groups within the General Manager department submit their business plans to the General Manager

annually for review and approval. These business plans include a group mission statement and Objectives
and Actions to support the relevant General Manager’s strategic priorities.
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Performance Indicators

Metropolitan has developed a series of performance measures that are used to measure and maintain
mission-critical processes as well as support internal decision making. These includes financial, water
quality, human resource, legislative, outreach, etc. measures which are closely aligned with Metropolitan’s
business plans, key priorities and objectives.

Please see the Operating Expenditures section for Metropolitan’s performance measures including fiscal year
results and targets.

Organization Structure
Member Agencies

The following table lists the 26 member agencies of Metropolitan which include 11 municipal water districts,
14 cities and one county water authority.

Municipal Water Districts Cities County Water Authority
Calleguas Anaheim San Diego
Central Basin Beverly Hills
Eastern Burbank
Foothill Compton
Inland Empire Utilities Agency Fullerton
Upper San Gabriel Valley Glendale
Western of Riverside County Long Beach
Las Virgenes Los Angeles
Orange County Pasadena
Three Valleys San Fernando
West Basin San Marino

Santa Ana

Santa Monica

Torrance
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Metropolitan is governed by a 38-member Board of Directors. Each member public agency is entitled to have
at least one representative on the Board, plus an additional representative for each full five percent of the
total assessed valuation of property in Metropolitan’s service area that is within the member public agency.
Changes in relative assessed valuation do not terminate any director’s term. Accordingly, the Board may,
from time to time, have more than 38 directors.

The Board includes business, professional and civic leaders. Directors serve on the Board without

compensation from Metropolitan. Voting is based on assessed valuation, with each member agency being
entitled to cast one vote for each $10 million or major fractional part of $10 million of assessed valuation of
property within the member agency, as shown by the assessment records of the county in which the member
agency is located. The Board administers its policies through the Metropolitan Water District Administrative
Code (the “Administrative Code”), which was adopted by the Board in 1977. The Administrative Code is
periodically amended to reflect new policies or changes in existing policies that occur from time to time.

Metropolitan’s day-to-day management is under the direction of its General Manager, who serves at the
pleasure of the Board, as do Metropolitan’s General Counsel, General Auditor, and Ethics Officer.

Organization Chart

A larger version is provided on the inside back cover of the biennial budget book.

METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA

BOARD OF DIRECTORS
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Metropolitan Senior Management

Jeffrey Kightlinger General Manager

Marcia Scully General Counsel

Gerald Riss General Auditor

Deena Ghaly Ethics Officer

Gary Breaux Assistant General Manager/Chief Financial Officer
Debra Man Assistant General Manager/Chief Operating Officer
Fidencio Mares Interim Assistant General Manager / Chief Administrative Officer
Roger Patterson Assistant General Manager/Strategic Water Initiatives
Dee Zinke Assistant General Manager/External Affairs

Dawn Chin Board Executive Secretary

Workforce

Metropolitan employs approximately 1,840 people. Most are represented by the American Federation of
State, County and Municipal Employees (AFSCME), Local 1902; the Management and Professional Employees
Association (MAPA), Local 1001; the Supervisors Association; and the Association of Confidential Employees
(ACE). The four bargaining units represent approximately 99 percent of Metropolitan’s employees. The
remaining one percent is unrepresented.

Offices

Metropolitan’s headquarters are located at 700 N. Alameda St., Los Angeles, California 90012. Metropolitan
has legislative offices in Sacramento and Washington D.C.

2016/17 and 2017/18 Proposed Budget 14 District Overview



4/12/2016 Board Meeting 8-1 Attachment 1, Page 17 of 315
Financial Organization

Fund Structure and Descriptions (from Metropolitan’s Administrative Code)

To provide for accountability of public moneys in accordance with applicable federal and state law and
regulations and Board policies, the following funds active or prospectively active have been established in the
Treasury of the District:

e General Fund (Fund No. 1001, established 1929).

o Moneys not specifically allocated or appropriated may be placed in this fund and used for
general purposes of the District.

o Expenditures for reimbursable work and water conservation capital and indirect costs under the
contract with Imperial Irrigation District are paid from this fund.

e Replacement and Refurbishment Fund (Fund No. 5001, established 1988).

o Used to finance certain capital program expenditures from current revenues in accordance with
Section 5109, subject to the conditions contained in Section 5202 (b).

e State Contract Fund (Fund No. 5701, established 1960).

o Used for the payment of capital charges under the State Water Contract, including the capital
charges for off-aqueduct power facilities, subject to the conditions contained in Section 5201(d).

e Special Tax Fund (Fund No. 5702, established 1951).

o Annexation fees (cash payments and special tax collections) are deposited in this fund and
transferred to the State Contract Fund to pay a portion of State Water Contract capital charges.

e  Water Revenue Fund (Fund No. 1002, established 1975).

o Receipts from water sales are deposited in this fund and are transferred to various other funds in
accordance with revenue bond covenants and Board resolutions to pay in order of priority:

1. Operation and maintenance expenditures;

2. Principal of, premium, if any, and interest on the Prior Lien Waterworks Revenue
Bonds and any required deposits into any reserve funds or accounts therefore;

3. The interest on and bond obligation of Subordinate Lien Water Revenue Bonds and
Parity Obligations issued pursuant to Master Resolution 8329 (the Master
Resolution) adopted by the Board on July 9, 1991 and any Supplemental Resolutions
thereto;

4. All other payments required for compliance with the Master Resolution, and any
Supplemental Resolutions;

5. Principal of and interest on Commercial Paper Notes and other amounts due a
provider of a liquidity facility;
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6. Deposits into the Water Standby Charge Fund in accordance with resolutions
imposing such charges; and

7. Any other obligations which are charges, liens, or encumbrances upon or payable
from net operating revenues.

o Moneys remaining at the end of each month, after the foregoing transfers, are transferred to the
Revenue Remainder Fund.

e  Operation and Maintenance Fund (Fund No. 1003, established 1975).

o Used to pay all operation and maintenance expenditures, including State Water Contract
operation, maintenance, power and replacement charges, subject to the conditions contained in
Section 5201(f).

e Revenue Remainder Fund (Fund No. 1004, established 1975).

o Used to maintain working capital and may be used for any lawful purpose by the District, subject
to the conditions contained in Section 5202.

e  Water Rate Stabilization Fund (Fund No. 5501, established 1987).

o Used to reduce future water revenue requirements or, as directed by the Board, for other lawful
purposes, in accordance with Section 5202.

e  Water Treatment Surcharge Stabilization Fund (Fund No. 5502, established 1988).

o Used to mitigate required increases in the surcharge for water treatment or, as directed by the
Board, for other lawful purposes, in accordance with Section 5202.

e Revolving Construction Fund (Fund No. 5003, established 1988).

o Capital expenditures made from this fund are to be reimbursed from proceeds of security sales
to the extent such expenditures are authorized uses of debt proceeds under the Act, subject to
the conditions and restrictions contained in Section 5201(g).

e Employee Deferred Compensation Fund (Fund No. 6003, established 1976).

o Compensation deferred by employees under Section 457 of the Internal Revenue Code of 1986,
as amended, is deposited in this fund and is withdrawn in accordance with Articles 2 and 3 of
Chapter 7 of Division VI of this Administrative Code.

e [ron Mountain Landfill Closure/Postclosure Maintenance Trust Fund (Fund No. 6005, established 1990).

o Used as a trust fund to maintain moneys sufficient to cover the costs of closure and postclosure
maintenance of the District's solid waste landfill facility at [ron Mountain, in accordance with
regulations of the California Integrated Waste Management Board, and subject to the conditions
contained in Section 5201(1).

e  Water Standby Charge Fund (Fund No. 1005, established 1992).

o Used to separately hold revenues attributable to water standby charges; amounts deposited in
this fund are used exclusively for the purpose for which the water standby charge was
authorized.
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e  Water Transfer Fund (Fund No. 1007, established 1995).

o Used for moneys set aside for the purchase of water through transfers or similar arrangements,
and for the costs of filling the Eastside Reservoir Project.

e Self-Insured Retention Fund (Fund No. 1008, established 1999).

o Used to separately hold amounts set aside for emergency repairs and claims against the District
as provided in Section 5201 (o).

e Lake Matthews Multi Species Reserve Trust Fund (Fund 6101, established 1997.)

o Used as set forth in agreement between Metropolitan and the Riverside County Habitat
Conservation Agency for the Multi Species Reserve.

e  Other Funds to be established for bond issues, notes or other obligations of the District

o There shall be established in the Treasury of the District such funds and accounts as are required
pursuant to bond covenants, tax and non-arbitrage certificates, bond counsel letters of
instruction and related documents, to provide for accountability of District funds and compliance
with applicable federal and state law and regulations. Such funds and accounts shall be
established for each issue of bonds, notes or other obligations of the District as required in the
respective bond or note resolution and closing documents.

e  Water Stewardship Fund (Fund No. 1009 established 2005).

o Used to collect revenue from the Water Stewardship Rate and to pay costs associated with water
recycling, seawater desalination, conservation, brackish water desalination, or other demand
management programs. These funds can also be used to fund administrative costs associated
with these programs. Funds may be used as directed by the Board, for other lawful purposes, in
accordance with Section 5201 (p) and Section 5202(d).

Financial Reporting

Metropolitan prepares its financial reports in conformity with generally accepted accounting principles
(GAAP). The Office of the Chief Financial Officer prepares, at the conclusion of each fiscal year, the
Comprehensive Annual Financial Report (CAFR) in compliance with principles and standards for financial
reporting set forth by the Governmental Accounting Standards Board (GASB).

Budgetary and Accounting Basis

The budget is developed and monitored on a modified accrual basis. This means that revenues and expenses
are recognized in the period they are earned and incurred regardless of whether cash has been received or
disbursed. Differences between the basis of budgeting and the financial statements are minimal.
Depreciation and amortization will not be recorded and payments of debt service will be recorded when due
and payable. The modified-accrual basis of accounting provides a better match of revenues and expenses for
budgeting and reporting.

Financial Planning
In conjunction with the development of the biennial budget, Metropolitan prepares a ten year financial

forecast. The ten-year plan supports long range resource, capital investment and operational planning. It
includes a forecast of future costs and the revenues necessary to support operations and investments in
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infrastructure and resources that are derived from the most recent Integrated Resources Plan and other
planning processes.

To support Metropolitan’s biennial budget, ten-year forecast, and financial planning, revenue requirements
are evaluated to determine the level of rate adjustments required for the upcoming budget year. To the extent
possible, increases in rates are adjusted to avoid large fluctuations.

Financial, Administrative and Operating Policies

Metropolitan establishes policies and resolutions to comply with the stipulations set forth in the Metropolitan
Water District Act and Administrative Code.

The following policies are included in the appendices as a reference:
e §.5107. Biennial Budget Process.
e §.5200. Funds Established.
e §.5201. Restricted Funds.
e §.5202. Fund Parameters.
e §. 5203. Indirect Credit of District
e §.5204. Compliance with Fund Requirements and Bond Indenture Provisions
e §.5101. Investment of Surplus Funds.
e Operating policy F-01. Operating, Expensed and Capital Equipment
e  Operating policy F-07. Capitalization & Retirement of Plant Assets
e Statement of Investment Policy

§. 5107. Biennial Budget Process sets forth the process, requirements and timeline in which the biennial
budget must be submitted to and adopted by the Board.

§. 5200. Funds Established sets forth the active or prospectively active funds that have been established in
the Treasury of the District.

§. 5201. Restricted Funds sets forth the conditions under which cash and securities are held in the various
ledger funds.

§. 5202. Fund Parameters sets forth the parameters for the minimum cash and securities to be held in the
various ledger funds as of June 30 of each year.

§. 5203. Indirect Credit of District gives the Chief Executive Officer authority to negotiate with the
Department of Water Resources on the basis of using the indirect credit of the District to finance State
Revenue Bonds.

8. 5204. Compliance with Fund Requirements and Bond Indenture Provisions sets forth the conditions
under which the Chief Executive Officer assures annual compliance with minimum fund requirements and
with the provisions of the covenants for all outstanding District bond issues during the preceding fiscal year.
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8. 5101. Investment of Surplus Funds delegates to the Treasurer of the District the authority to invest or to
reinvest funds of the District subject to the terms and conditions set forth in Section 5101.

Operating policy F-01. Operating, Expensed and Capital Equipment governs the purchase, assignment,
tracking, maintenance and retirement of operating, expensed and capital equipment.

Operating Policy F-07. Capitalization & Retirement of Plant Assets establishes the policies governing the
capitalization and retirement of plant assets. .

Statement of Investment Policy. Per Section 5114 of the Administrative Code, the Treasurer is required to
render a Statement of Investment Policy for the following fiscal year for approval by the Board and to obtain
the Board’s annual delegation of authority to the Treasurer to make investments on behalf of Metropolitan.

Budget Process

The budget process provides an opportunity to align shorter-term Objectives and Actions in the department
and group level business plans to Metropolitan's longer-term Mission, Values, and Strategic Priorities and the
needs of our member agencies. Each even numbered year, under the direction of the General Manager, a
biennial budget is prepared for Metropolitan operations covering the following two fiscal years. The Board
does have the opportunity to amend the budget as it sees fit to changing fiscal and climatic changes.

The budget is presented to the Board for consideration and adoption in April in order to align it with the
adoption of water rates also approved in April. This permits incorporation of approved 0&M budget
expenditures into the Revenue Requirements process, which facilitates the setting of water rates. The Board
and member agencies conduct extensive reviews of and provide significant input to the budget over three
months from January to April. This year's budget review process included board workshops on February 8,
February 23, March 7 and March 21, a public hearing on March 8, and several other presentations and
caucuses with member agencies, with final approval occurring at the April 12 Board meeting.

The O&M budget is presented in an organizational format and is described in terms of its scope of work,
personnel requirements, and allocation by expense category. The budget serves to identify the resource
requirements for the actions and tasks each group will engage in to support the General Manager’s Business
Plan. The overall emphasis, consistent with Metropolitan’s mission, has been on providing high quality and
reliable water supplies at a fair and competitive price and in an environmental and economically responsible
way.

Balanced Budget

Metropolitan considers the budget to be balanced when the sources of funds equals the uses of funds. That is,
budgeted operating revenues, and on occasion the use of water rate stabilization funds, are equal to or
greater than budgeted operating expenditures including debt service and ending fund balances meet
minimum policy levels. Rates and charges are set to ensure that revenues are sufficient to recover the total
cash needs in a given fiscal year.
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Budget Calendar

Due Date Activity

July - November Identification of major maintenance and capital projects and CIP Evaluation Team
review of new and continuing projects.

August - October Budget instructions issued to all groups. Personnel complements are developed
including full-time, part-time, temporary, and overtime estimates. Group
managers begin proposed budget presentations to senior management.

November CIP Evaluation Team completes review of project proposals for the CIP. O&M
budgets, CIP estimates, and operating equipment budgets are developed. Senior
management reviews and makes final recommendations on group budgets.

December Group budgets are revised as necessary. Proposed budget is finalized and
materials and presentations are developed for presentation to the Board of
Directors.

January-March Proposed budget is presented to the Board of Directors and member agency

managers. Proposed group and department budgets are presented to the relevant
Board committees. Proposed annual budget workshops are conducted with the
full Board and budget estimates are revised as necessary.

April Business and Finance Committee recommends action on the annual budget.
Board of Directors takes action on adoption of the annual budget.

Starting in the summer, the groups identify needed major maintenance and new capital projects and develop
cost estimates. In August, the budget guidelines and a calendar of budget process deadlines are issued to
group, assistant group, and section managers by Budget and Financial Planning staff outlining major budget
priorities consistent with the General Manager’s Business Plan, staffing and operational objectives.

The development phase begins with overall program formulation and identification of individual projects,
staffing, and equipment needs. Personnel budgets, including requests for temporary and part-time help, are
then prepared and professional services requirements are identified. All requests for personnel, equipment
purchases, and projects must be submitted with formal justifications, which address a standard set of
questions developed by Budget and Financial Planning staff.

Each organization is required to identify the extent to which its proposed budget supports the General
Manager’s strategic priorities as outlined in the Business Plan. This information is later used to update the
Business Plan in the late spring in an iterative process.

The procedures for preparation of each element of the budget are outlined below.
Labor and Professional Services Budget

The labor budget consists of regular full-time payroll, overtime, premium pay, and part-time and temporary
employees. The professional services budget consists of planned payments to outside consultants for
specialized skills. Personnel complements reflect the staffing of on-going work with regular employees rather
than temporary employees or consultants. In addition, each group provides detailed information on
consultant, overtime, and temporary employee usage. This enables senior management to examine the level
and types of resources being committed to the business plan strategic priorities and make appropriate
determinations for the allocation of labor resources.
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Adjustments to the proposed budget are made following the review by senior management and the General
Manager.

Equipment Budgets

Operating equipment is any equipment, machine, vehicle, tool, or other item that is portable, costs more than
$5,000, and has an anticipated useful life of at least five years. Expensed equipment is similar to operating
equipment except that it costs less than $5,000. All operating equipment is tracked while the tracking of
expensed equipment is required for only certain classes of equipment (e.g., workstation/laptop computers,
communications equipment, etc.).

The justification for equipment requests includes a description of the item, where it will be used, what it will
be used for, and whether or not the item is new or a replacement. If the item is a replacement, the frequency
of downtime and cost of repair of the old item versus purchasing a new one must be provided. If the item is
required equipment for expanded functions or additional personnel, this must also be explained. A

cost/benefit analysis is performed for equipment costing more than $40,000.

Depending on the nature of the equipment, the requests may be evaluated by several groups. For example,
each group manager and the fleet equipment coordinator review vehicle requests.

Finance Department Responsibilities
Treasury and Debt Management

e Recommend procedures for revenue collection, payment of approved demands, reporting and other
actions associated with the prudent management of Metropolitan’s financial resources.

e Provide for the issuance of debt to fund the capital improvement program.
Controller and Accounting Operations
e Prepare monthly expenditure and revenue reports.

e Prepare periodic reports on the status of expenditures, revenues, investments and actions taken to
ensure the financial stability of Metropolitan.

e Prepare and present information on financial trends to facilitate evaluation of Metropolitan’s financial
position and identify conditions requiring management attention.

Budget and Financial Planning

e Support the development of the Strategic Plan that includes projections of short range and long range
financial needs, and recommend methods for meeting those needs.

e Support the development of annual water rates and charges, Metropolitan’s biennial operating and
capital improvement program budget and ten year financial forecast.

e Prepare Metropolitan’s proposed biennial operating budget and budget documents.
e Prepare budget performance reports on a monthly, quarterly, semi-annual and annual basis.
e Develop procedures and controls to monitor and assure compliance with the budget.

e Assist departments throughout the year with their budgets and financial issues.
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e Prepare financial projections, schedules of rates and charges, tax rate proposals and other financial
materials.

Other Department Responsibilities

Engineering

e Prepare Metropolitan’s capital improvement program budgets and CIP budget document.
General Manager Responsibilities

e Review and present to the Board of Directors long range plans, budgets and revisions, schedules of rates
and charges, payments of financial demands and other financial transactions, as necessary.

e Prepare annual business plan containing General Manager’s key priorities for the coming year.

e Implement emergency financial procedures within approved limits, when necessary.

Budgetary Controls

Budget requests are evaluated at several management levels. Managers and staff review budget requests
during each phase of the budget process. Each request for a new project, additional personnel, or piece of
operating equipment is scrutinized by each group and further reviewed by Budget and Financial Planning
staff during the budget process.

All budget submittals are reviewed collectively by the group and section managers. Only those items that are
deemed appropriate to support the initiatives of the General Manager’s Business Plan are included in the
budget recommendation.

Once the budget is completed, the expenditures for each group are monitored on a monthly basis to ensure

that the groups do not exceed the authorized operating budget for the fiscal year or biennial period, unless
approved by the General Manager

Budget Adjustments

The budget may be amended outside of the normal budget cycle when overall expenditures are anticipated to
significantly exceed estimates. A report outlining the reasons for increasing the budget appropriation is
prepared and submitted to the Board of Directors for consideration. The Board of Directors must approve
any increases in the overall budget appropriations.

Capital Investment Plan (CIP)

The Capital Investment Plan (CIP) communicates the capital priorities of Metropolitan for the next two fiscal
years. Within the ten year financial forecast, the CIP projects have been carefully reviewed, scored and
ranked to ensure water reliability and safety while meeting all regulatory requirements.

Structure

The highest level of the CIP structure is Program. Under each CIP Program, there is one to several
appropriations, each with multiple projects.

There are 12 capital programs which include:
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o System Flexibility/Supply Reliability

o Water Quality/Oxidation Retrofit

o Colorado River Aqueduct (CRA) Reliability
o Treatment Plant Reliability

o Distribution System Reliability

o Right of Way & Infrastructure Protection

o Prestressed Concrete Cylinder Pipe Reliability
o Regulatory Compliance

o Minor Capital Projects

o Cost Efficiency & Productivity

o System Reliability

o Regional Recycled Water Supply Program

Definitions of the 12 capital programs can be found in the Capital Investment Plan Section of this budget
book.

Preparation
The Capital Improvement Program (CIP) is prepared as part of Metropolitan’s biennial budget process.

The CIP is updated to provide an overview of the financial, design, and construction status of existing projects
on a quarterly basis, as well as proposals for new projects on an annual basis. All projects are reviewed and
prioritized on a biennial basis by the CIP Evaluation Team.

When the need for a project is recognized, a justification is prepared which provides information regarding
the expected benefits, how the work will be accomplished, the consequences of not approving the project,
alternative levels of effort and cost to accomplish the project, a discussion of the impact of the project on
future O&M costs, and a cost estimate for the project.

Many of the major capital projects are developed through the planning process, which include area studies
that identify capital facilities needed to meet projected water demands. New and proposed water quality
regulations also have resulted in the need for major capital projects. These projects or requirements may
also be identified in detailed analyses such as the System Overview Study and the Integrated Resources Plan.

Capital projects include new facilities, betterments, and replacements that cost at least $50,000 and have an
anticipated useful life of at least five years. In the case of information technology capital projects, the cost
must exceed $250,000 and the resulting asset must have an anticipated useful life of at least three years.

Projects can be further differentiated into three general categories: major capital, minor capital, and major

O&M projects. Major capital projects cost at least $250,000 and are brought to the Board for approval prior
to funding. Minor capital projects cost between $50,000 and $250,000 are included in the CIP and are within
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