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MWD AT A GLANCE

Authority: The Metropolitan Water District Act (California
Statutes 1927).

Incorporated: Dec. 6, 1928.

First Board Meeting: Dec. 29, 1928.

Mission: To provide Metropolitan’s service area with
adequate and reliable supplies of high-quality water to meet
present and future needs in an environmentally and
economically responsible way.

Imported Water Sources: Colorado River and California State
Water Project.

Service Area: About 5,200 square miles in Los Angeles,
Orange, San Diego, Riverside, San Bernardino and Ventura
counties.

Population Served: Approximately 19 million.

Member Agencies: 26.

Founding Cities (December 1928): Anaheim, Beverly Hills,
Burbank, Colton*, Glendale, Los Angeles, Pasadena, San
Bernardino*, San Marino, Santa Ana and Santa Monica.

* Withdrew in 1931.

Subsequent Member Agency Cities: Cities of Fullerton
(joined 1931), Long Beach (1931), Torrance (1931),
Compton (1931), and San Fernando (1971).

Municipal Water Districts: West Basin MWD (1948), Inland
Empire Utilities Agency (1950), Three Valleys MWD (1950),
Eastern MWD (1951), MWD of Orange County (1951),
Foothill MWD (1953), Central Basin MWD (1954), Western
MWD (1954), Calleguas MWD (1960), Las Virgenes MWD
(1960), and Upper San Gabriel Valley MWD (1963), County
Water Authority: San Diego (1946).

Board of Directors: 38. Each member agency is entitled to at
least one director; additional directors are based on the
agency’s assessed valuation. Board meetings are generally
held on the second Tuesday of each month. Check
www.mwdh?2o.com for meeting times and agendas.

Colorado River Aqueduct: 242 miles from Lake Havasu to
Lake Mathews, Riverside.

Construction: Began 1933, completed 1939; CRA and
regional distribution system operational 1941.

Capacity: 1.3 million acre-feetf annually.

Pumping Plants (east to west): Whitsett Intake (lift 291 ft.);
Gene (303 ft.); Iron Mountain (144 ft.); Eagle Mountain
(438 ft.); Julian Hinds (441 ft.); Total lift 1,617 feet.
Siphons: 144, totaling 29 miles.

Tunnels: 29, totaling 92 miles.

Canals: 63 miles.

Conduits and Pipeline: 58 miles.

Design Capacity: 1,605 cubic feet per second.

TAcre-foot=325,851.4 gallons

Water Treatment Plants: Joseph Jensen, Granada Hills
(capacity 750 million gallons per day); Robert A. Skinner,
Winchester (630 mgd); F.E. Weymouth, La Verne (520 mgd);
Robert B. Diemer, Yorba Linda (520 mgd); and Henry J. Mills,
Riverside (220 mgd)

Reservoirs: Diamond Valley Lake, Hemet, capacity

810,000 AF; Lake Mathews, Riverside, 182,000 AF;

Lake Skinner, Winchester, 44,000 AF; Copper Basin, Gene,
24,200 AF; Gene Wash, Gene, 6,300 AF; Live Oak, La Verne,
2,500 AF; Garvey, Monterey Park, 1,600 AF; Palos Verdes,
Rolling Hills, 1,100 AF; and Orange County, Brea, 212 AF.
Total Reservoir Storage Capacity: 1,072,000 AF
Distribution System: 830 miles of pipelines and tunnels;
about 400 connections to member agencies.

Hydroelectric Plants: 16; nameplate capacity 131 megawatts.
State Water Project: Metropolitan participates in the State
Water Project, with rights to use the facilities and an
allocation for water.

Average Daily Delivery: 4,100 AF (5-year avg. calendar
years 2017 to 2021)

Record Daily Delivery: 9,872 AF on June 28, 1994.

Record Annual Water Transactions: 2.5 million AF in 1990.
Unit Price (full service): Effective Jan. 1, 2022, rates are
$1,143 per AF for treated water, and $799 per AF for
untreated water. Effective Jan. 1, 2023, rates are $1,209 per
AF (treated) and $855 per AF (untreated), and effective Jan.
1, 2024, rates are $1,256 per AF (treated) and $903 per AF
(untreated).

Budgeted Water Transactions Assumption: 1.59 MAF for CY
2022/23 and 1.54 MAF in CY 2023/24.

Water Revenue Bond Ratings: Standard & Poor’s AAA;
Moody’s Aal; Fitch AA+.
Budget: July 1,2022 - June 30, 2023: $2,140 billion
July 1, 2023 - June 30, 2024: $2,254 billion
Capital Projects: $250 million (FY 2022/23)
$250 million (FY 2023/24)
Employees: 1,929 budgeted regular employees FY
2022/23 (full-time equivalent positions); 1,929 employees
(FTEs) FY 2023/24
Fund Sources: Water rates and charges, 71%; fund
withdrawals, 9%; taxes, 7%; hydroelectric sales and
miscellaneous income, 3%; other, 10% (Biennial Budget FY
2022/23,FY 2023/24).
Uses of Funds: State Water project payments, 29%;
operations & maintenance, 25%; debt service, 12%;
construction, 15%; fund deposits, 9%; demand management
programs, 2%; supply programs, 3%; and Colorado River
power, 4%; other, 1% (Biennial Budget FY 2022/23, FY
2023/24).


www.mwdh2o.com
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GENERAL MANAGER'S TRANSMITTAL LETTER

July 2022

Metropolitan is pleased to present the adopted fiscal year (FY) 2022/23 and FY 2023/24 Biennial Budget and
associated Ten-Year Financial Forecast.

The presentation of this budget comes at a challenging time for Metropolitan and its member agencies as we face
a drought emergency due to a historically low State Water Project (SWP) allocation, emerge from a worldwide
pandemic, and confront high inflation. Considering these circumstances, the adopted budget strikes a balance
between investing in reliable water supplies for Southern California while managing rates to address rising
operational costs and reduced revenues due to lower water transactions and severe drought. Nevertheless, the
Biennial Budget invests in the future of our region so that we are more resilient to climate change and drought.
We recognize that this is a transitional time with significant planning processes underway that will shape
Metropolitan's investments, business model, and long-term resiliency.

The Board, Finance and Insurance (F&I) Committee, and member agencies have participated in a lengthy and
transparent public process to evaluate and provide comment on Metropolitan’s Biennial Budget and the rates
and charges necessary to support the expenditures. The F&I Committee held budget workshops on February 7,
2022, February 22,2022, March 7, 2022, and March 22, 2022, allowing sufficient time to have extensive budget
and revenue discussions and affording staff the opportunity to respond to board member requests for additional
information. Public testimony was provided and considered at the public workshops, the public hearing on
March 8, 2022, the F&I Committee meeting on April 11, 2022, as well as the board meeting on April 12, 2022.

In bringing forward the final budget and rates proposal, staff carefully reviewed all means available that would
allow Metropolitan to fulfill its mission to the highest degree while also limiting overall rate increases to the
member agencies, recognizing that they too are contending with drought, system investment needs, and
affordability concerns. Metropolitan has and will continue to be persistent in its search for new revenue sources,
which potentially include state and federal grant opportunities, beneficial water exchanges, and partnerships
that leverage investments in Metropolitan’s system. We continue to work with the Governor’s office and the
Legislature to advocate for funding for Metropolitan’s emergency drought projects and the Regional Recycled
Water Program (RRWP). Additionally, Metropolitan is exploring low-interest loans through the State Revolving
Funds and researching federal project financing options. Metropolitan’s existing assets, such as real estate, may
also pose opportunities to serve their strategic function for Metropolitan while at the same time generating
revenue. Finally, an organizational assessment has been initiated to evaluate opportunities to improve
operations and become more efficient in the delivery of Metropolitan’s services. Altogether, Metropolitan is
taking action on all fronts to mitigate rate impacts on its member agencies.

Detailed information, including the proposed budget, rates and charges, cost of service analysis, and cost of
service report, was made available to the public on our website during the process and was considered by the
Board, the F&I Committee and member agencies. In addition, Metropolitan received written communications
from numerous individuals and organizations, as well as public comments at its meetings and workshops.
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BIENNIAL BUDGET

Based on Board discussions and deliberations over several months, the Biennial Budget for FY 2022/23 and FY
2023/24 meets the fixed charge coverage target but not the revenue bond target, provides funding from
revenues for the Capital Investment Plan (CIP), and promotes long-term fiscal sustainability goals as reflected in
the Ten-Year Financial Forecast. The approved budget will fund priority operations and maintenance (0&M)
projects as well as important drought-proofing local supply projects. It includes nearly 450 capital projects,
including planning activities for Metropolitan’s Regional Recycled Water Program that, if approved in the future,
would deliver enough water for member agencies to serve roughly 500,000 Southern California households. It
also provides continued support for conservation, development of local resource projects and planning for dry
years.

Metropolitan continues to diversify its portfolio of water supplies, which have been augmented by additional
programs approved by the Board over the last several years, and Metropolitan has made substantial investments
in storage and supply programs to store water for drought years. Metropolitan continues to be prepared to meet
the challenges of reliably providing water to its service area throughout a variety of hydrologic conditions.
However, hydrologic variability can cause Metropolitan’s water transactions to vary widely. Unlike a retail water
provider, Metropolitan is a voluntary cooperative providing wholesale water service to its member agencies and
demand by those agencies varies with their needs and with hydrological factors. Demands on retail water
providers, on the other hand, generally remain more leveled as their customers rely solely on them and their
usage characteristics do not vary as widely from year-to-year. Like a retail water provider, however,
Metropolitan remains ready to provide water services to its member agencies. Accordingly, Metropolitan
determines its biennial budget and rate-setting processes on average conditions and relies on water storage and
cash reserves to buffer changes in water demand, revenue, and cost volatility.

The impacts of climate change mean that current hydrologic conditions are less cyclical, more volatile and
predicting current trends has become more challenging, as seen in the current drought situation. To accurately
reflect the current conditions and projected future trends, water transactions (a term that includes sales,
exchanges, and wheeling) are projected to be 1.59 million acre-feet (MAF) for 2022 /23 and 1.54 MAF for
2023/24. No wheeling transactions are projected in that period. Southern California is entering the third year of
a severe drought, and the FYs 2022 /23 and 2023 /24 projections for water transactions reflect the expectation
that demands will trend lower in the near term due to consumer response to conservation initiatives. The
projection also incorporates the continued operation and implementation of approved local resource projects.

The Board approved the FY 2022/23 and FY 2023 /24 Biennial Budget and water rates and charges on April 12,
2022 and authorized the following actions as summarized in Table 1:

e Appropriate $3,085.10 million for Metropolitan 0&M and operating equipment, power costs on the
Colorado River Aqueduct (CRA), State Water Contract (SWC) operations, maintenance, power and
replacement costs and SWC capital charges, demand management programs including the local
resources and conservation program, and costs associated with supply programs, for FYs 2022/23 and
2023/24;

e Appropriate as a continuing appropriation, $589.0 million for (FY 2022/23 and FY 2023/24) debt
service on Metropolitan general obligation and revenue bonds;

¢ Bond financing $84.4 million for the AVEK High Desert Program over the biennium and $36.0 million of
the budgeted Conservation Program over the biennium;

e Authorize the use of $270 million in operating revenues to fund the Capital Investment Plan for FY

2022/23 and FY 2023 /24; the appropriation of $600 million to fund the CIP for FY 2022/23 and FY
2023/24 was approved by the Board on April 12, 2022; and,
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e Adopt an overall rate increase of 5.0 percent effective January 1, 2023, and an additional 5.0 percent
increase effective January 1, 2024.

Table 1: FY 2022/23 and FY 2023/24 Operating and Capital Appropriations, $ millions

Adopted Budget FY 2022/23 FY 2023/24 Total Biennium
Operating Budget $1,495.7 $1,589.4 $3,085.1
Debt Service 288.0 301.0 589.0
Capital Investments* 356.4 364.0 720.4
Grand Total $2,140.1 $2,254.4 $4,394.5

*Capital Investments include bond financed Supply and Conservation Program.

The FY 2022/23 and FY 2023/24 Biennial Budget reflects the Board's determination that it is essential to
Metropolitan’s fiscal integrity to maintain an ad valorem tax rate in excess of the limitation in Section 124.5 of the
Metropolitan Water District Act (MWD Act), as the Board has done since the FY 2013/14 tax levy. Maintaining
the ad valorem tax rate at the current level of 0.0035 percent of assessed value for both fiscal years is projected
to generate ad valorem tax revenues of $163.1 million in FY 2022/23 and $168.3 million in FY 2023/24.
Maintaining the ad valorem tax rate at the current level is essential to the fiscal integrity of the District as it will
provide revenues that can be used to pay for growing SWC costs, help to maintain a balance between fixed and
variable revenues, and reduce the impact of future water rate increases that would otherwise result from SWC
costs that the voters intended to be paid from property taxes.

The Board approved a Section 124.5 determination for the next four fiscal years, the first two of which cover the
biennial budget period. During the four-year period, Metropolitan will be completing the 2020 Integrated
Resources Plan, continuing with a rate review process, undertaking a long-term financial plan, and addressing
Metropolitan’s role as it approaches 100 years. Accordingly, the four-year determination provides certainty with
regards to property tax revenue assumptions and better aligns with the inherent volatility of Metropolitan’s
water revenues under its current rate structure, which spans more than a two-year biennial budget period. The
Board held a public hearing on March 8, 2022, regarding the applicability of the MWD Act Section 124.5 ad
valorem property tax limitation for FYs 2022 /23 through 2025/26.

The adopted budget continues to fund the Board’s key priorities, including:

e $600 million in Capital Investment Plan (CIP) planned spending for the biennial period, of which $270
million will be funded from revenues (PAYGO). The CIP reflects the focus on addressing aging
infrastructure, drought response, and compliance with regulatory requirements. The capital
expenditures for the RRWP are not included in the biennium but are included in the projections starting
in FY 2024/25 as part of the Ten-Year Financial Forecast. Detailed information about the CIP can be
found in the CIP Appendix.

¢ Continues to support demand management programs, including an increase in funding for the
Conservation Program to $86M over the biennium, $36M of which is anticipated to be bond-financed.
The Board, however, authorized staff to bond finance the entire $86M of Conservation Program costs to
provide flexibility in case of revenue shortfalls.

e $1,185 million in O&M appropriations for the biennial period, including labor and benefits, water
treatment chemicals, solids handling, professional services, and operating equipment purchases. The
Biennial Budget adds 22 regular full-time employees (FTE) positions to support board initiatives of
Sustainability, Resilience & Innovation, Diversity, Equity & Inclusion, and Equal Employment
Opportunity Ethics policy & programs, and key operational needs. In addition, a total of 12 district
temporary positions will be added over the biennium to accommodate enhanced physical & cyber
security efforts, business process and business systems support as well as ongoing succession planning
and education efforts.
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e $1,570 million for Colorado River power costs and the SWC over the biennial period to ensure a reliable
water supply to southern California.

e $215 million for Supply Programs in the region, the Central Valley, and the Colorado River system to
cover the costs of storing or withdrawing supplies. The Board approved bond financing for the High
Desert Water Bank Program (High Desert Program) capital costs using Metropolitan’s revenue bond
program over a term not to exceed the maximum term of the agreement or permitted Internal Revenue
Service (IRS) limits of asset useful life. By bonding the remainder of the High Desert Program costs,
Metropolitan will reduce O&M expenditures for this supply program in the biennium by converting cash
expenditures to debt service payments over the term of bonds.

e $99 million over the biennium for Delta conveyance project planning activities, which will be funded
from a combination of rate revenue and the California WaterFix refund of $34.5 million received in 2019.
This contribution follows Board policy that staff work with the State to find solutions to improve Delta
conveyance.

e Approximately $20 million for the Regional Recycled Water Program for preparation of a programmatic
environmental impact report. This is the next step before the Board will be fully informed and ready to
decide on whether to proceed with further investments in this potential project.

e Debt service costs decrease by $6 million over the biennial budget period compared to the FY 2021/22
budget primarily as a result of favorable refundings and overall debt reduction.

¢  Meeting Metropolitan’s fixed charge minimum coverage target of 1.2 times over the biennial period, but
not achieving its revenue bond target of 2.0 times during the biennium.

¢ Draws $55.1 million from reserves over the biennium.
TEN-YEAR FINANCIAL FORECAST

The Biennial Budget establishes the foundation for a ten-year forecast of water transactions, expenditures,
revenues, projected rate increases and financial indicators. Incorporating a ten-year 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
operating environment of Metropolitan.

The near-term budget measures taken to reduce overall rate increases in the biennium have pushed rates higher
in CYs 2025 through 2029, increasing 7 percent for one year before lowering to 6 percent for an additional four
years. These increases reflect the assumption that Metropolitan will begin increasing the level of PAYGO funding
in FY 2024/25, as initially planned for FY 2022/23, to improve debt coverage ratios in the long term. Use of
operating revenue funding for the CIP will result in lower revenue requirements than would otherwise be
needed in later years of the forecast, as the use of operating revenues to fund the CIP will reduce the need for
new money bond issues. Starting in CY 2030 annual rate increases are expected to be 5 percent for the remainder
of the 10-year forecast period. The increasing PAYGO funding and 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 Financial Forecast are summarized in Figure 1.
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Figure 1: Projected Rate Increases, Reserves, and Financial Indicators
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Target Reserve
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2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032

Million Dollars

Fiscal Year Ending

Ave Rate
Increase 3.0% 4.0% 5.0% 5.0% 7.0% 6.0% 6.0% 6.0% 6.0% 5.0% 5.0% 5.0%

Water
Transactions
, MAF** 1.52 1.60 1.59 1.54 1.54 1.51 1.53 1.53 1.54 1.55 1.55 1.57

Rev. Bond
Cvg 2.0 1.6 1.5 1.4 1.6 1.6 1.7 1.7 1.8 1.8 1.8 1.8

Fixed Chg
Cvg 2.0 1.6 1.5 1.4 1.6 1.6 1.7 1.7 1.7 1.7 1.7 1.7

PAYGO, $M 110 135 135 135 175 175 175 175 200 200 200 200

* includes member agency water sales and exchanges presented on a Cash Year basis.
** includes water sales, exchanges, and wheeling

The Ten-Year Financial Forecast assumes the following:

e  Water transactions are forecasted to decline to 1.51 MAF in Cash Year 2026 from 1.59 MAF in Cash Year
2022/23, before gradually rebounding to 1.57 MAF in Cash Year 2031/32;

e  As part of the rate mitigation measures adopted by the Board, the forecast assumes that Metropolitan
will generate $13 million annually from new revenue sources through FY 2031/32: $10 million in grant
funding to offset 0&M expenditures; and, $3 million in miscellaneous revenues.

e 17 to 47 percent of the CIP will be PAYGO funded. Although the level of PAYGO funding increases over
the 10-year forecast period, from $135 million to $200 million, substantial amounts of new debt for the
RRWP will drive the PAYGO percentage down to 17 percent of total CIP spend over time. The total
balance of outstanding debt is anticipated to be $7.2 billion by the end of the ten-year forecast;

e Metropolitan’s investments in storage programs continue, providing regional supply reliability;
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¢ Demand Management Programs continue to be funded to incentivize the development of local water
supplies and the conservation of water to reduce the need to transport water into the Metropolitan
service area or within Metropolitan’s distribution system, and also help ensure that Metropolitan’s
member agencies and their retail water subagencies achieve higher water use efficiency, in compliance
with state policy; and

¢ Annual rate increases range from 5 to 7 percent. Long-term overall rate increases include the RRWP but
not the Delta Conveyance Project. This projection is subject to changes based on many factors, including
the implementation of the 2020 IRP and updated water transactions.

Additional detail regarding Metropolitan’s ten-year forecast is contained in the Ten-Year Financial Forecast
section of this Biennial Budget Document.

RESERVES

Fund balances are budgeted to be $1.38 billion at June 30, 2023. Of that total, $840.4 million is restricted by bond
covenants, contracts, or board policy, and $541.4 million is unrestricted. Fund balances are budgeted to be $1.27
billion at June 30, 2024. Of that total, $769.0 million is restricted by bond covenants, contracts, or board policy,
and $504.6 million is unrestricted.

On June 30, 2023, the targets for the minimum and target reserve funds are estimated to be $254.5 million and
$625.8 million, respectively. Based on projected revenues and expenditures, it is estimated that the balance in

the Water Rate Stabilization Fund (WRSF) and Revenue Remainder Fund will total about $541.4 million, about
$286.9 million over the minimum level.

On June 30, 2024, the targets for the minimum and target reserve funds are estimated to be $266.6 million and
$665.9 million, respectively. Based on projected revenues and expenditures, it is estimated that the balance in
the WRSF and Revenue Remainder Fund will total about $504.6 million, about $238.0 million over the minimum
level.

GENERAL MANAGER'’S BUSINESS PLAN

The Biennial Budget covers a period with important strategic planning processes under way, as Metropolitan
nears its 100-year anniversary and as Southern California contends with unprecedented and significantly
changed environmental and hydrological circumstances.

During the Biennial Budget period, Metropolitan will be completing the 2020 Integrated Resources Plan,
continuing a rate review process, undertaking the development of a stand-alone long-term financial plan, and
identifying critical adaptations to ensure system resiliency. The Biennial Budget funds the expenditures
necessary to transition Metropolitan during these key processes. As the processes are completed, future biennial
budgets will reflect the outcomes of the priorities and directions the Board adopts through its various updated
strategic planning processes. Currently, the budget strikes a balance between funding Metropolitan’s current
strategic priorities, addressing drought conditions, maintaining financial robustness, and moderating rate
impacts. To better understand our future needs and be able to prioritize our core business functions, we have
started a comprehensive organizational review using outside experts to evaluate the efficiency of our overall
operations, processes, practices, and systems. An update on this effort will be presented to the Board later this
year.
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The adopted budget is aligned with the General Manager’s Business Plan for FYs 2022 /23 and 2023 /24, which
sets out Metropolitan'’s strategic priorities for the biennium. These priorities are explained in more detail in the
Departmental Expenditures section of the Biennial Budget document. The five strategic priorities below will
shape the General Manager’s Business Plan to drive new initiatives toward organizational improvements and
overall resilience:

*  Empower the Workforce and Promote Diversity, Equity, and Inclusion.
*  Sustain Metropolitan’s Mission with a Strengthened Business Model.

*  Adapt to Changing Climate and Water Resources.

*  Protect Public Health, Regional Economy, and Metropolitan’s Assets.

*  Partner with Interested Parties and the Communities We Serve.

We look forward to working with the Board to prudently manage Metropolitan's financial health to support
Metropolitan's mission of delivering reliable, high-quality water now and into the future.

k;;'—'ﬂf*' i K‘? £ e

Adel Hagekhalil Katano Kasaine

General Manager Chief Financial Officer
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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 reliable wholesale water supply service for domestic and municipal
uses. To do so, Metropolitan imports water from the Colorado River and Northern California. Metropolitan also
helps its member agencies develop increased water conservation, recycling, storage and other local resource
programs.

Metropolitan is authorized to 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
outside the state for the purpose of developing, storing, and distributing water. All powers, privileges and duties
vested in or imposed upon Metropolitan are exercised and performed by and through its Board of Directors.
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 of those directors also serve
on the governing body of their member agency. Board and committee meetings are open to the public and are
broadcast on the Internet through Metropolitan’s website, www.mwdh2o.com. Although the Board and its
committees have met virtually since the start of the COVID-19 pandemic, Metropolitan has made participation,
observation, viewing, and listening options available to the public meetings. A schedule of Board and committee
meetings, as well as current and archived Board materials, is available at the same website.

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 portfolio of capital facilities including the CRA, 16 hydroelectric facilities, nine reservoirs,
830 miles of large-scale pipes, and five water treatment plants.

In 1960, Metropolitan, followed by other public agencies, signed a long-term contract with the state Department
of Water Resources (DWR) to participate in the State Water Project (SWP). The SWP is the largest state-built,
user-financed water supply and transportation 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 participate in the
SWP through long-term contracts (the State Water Contractors). The State Water Contractors also pay for the
operations, maintenance, power, and replacement (OMP&R) costs of the SWP, as the State Water Contracts are
the basis for all SWP construction and ongoing operations and DWR manages and operates the SWP. As the
largest of the now 29 contractors, Metropolitan is entitled to 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.

To pay for its costs, the Act authorizes Metropolitan to: levy property taxes within its service area; establish
water rates; collect charges for water standby and service availability; incur general obligation bonded
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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.

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.

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

o Teamwork

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. Historically, Metropolitan has provided between 40 and 60 percent
of the water used annually within its service area.

The area served by Metropolitan represents the most densely populated and heavily industrialized portions of
Southern California. Metropolitan estimates that approximately 19 million people lived in Metropolitan’s service
area in 2020, 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). Recent population projections prepared by SCAG in 2020 and by
SANDAG in 2019, which will be used as base data for Metropolitan’s 2020 Integrated Water Resources Plan,
show expected population growth of approximately 17 percent in Metropolitan’s service area between 2010 and
2035, which is slightly lower than the approximately 18 percent population growth rate projected by SCAG in
2012 and SANDAG in 2013 (which projections were used as base data for Metropolitan’s prior 2015 Integrated
Water Resources Plan update).

The economy of Metropolitan’s service area is exceptionally diverse. In 2019, the economy of the Six County
Area was larger than all but twelve nations of the world. The Six County Area economy ranked between South
Korea ($1.642 trillion) and Spain ($1.394 trillion), with an estimated gross domestic product (“GDP”) of $1.596
trillion. The Six County Area’s gross domestic product in 2019 was larger than all U.S. states except California,
Texas and New York.
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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 (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.

SAN
BERNARDINO

| |
RIVERSIDE
Easterm [TATD) g

Summary of Recent Trends and Outlook for the Six County Area Economy

There are a number of events in recent months that support the outlook for faster growth in the national and Six
County Area economy. Congress approved a $1.9 trillion COVID-related spending plan and these funds have
begun to be distributed to residents, businesses and local governments. Three coronavirus vaccines have been
approved and as of mid-April 2021 an average of over 3 million doses are being given to residents daily
according to the Center for Disease Control and Prevention (CDC).

On the basis of these events, forecasts of national economic growth are being revised upwards. The U.C.L.A.
Anderson School economic forecast released in March 2021 has GDP growing by 6.3% in 2021 and 4.6% in 2022.
The same forecast sees increased job growth and reduced unemployment rates in California for 2021, 2022 and
2023. Job growth in the state is forecast to outpace national growth rates while the state’s unemployment rate,
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while declining, is forecast to remain above the national rate. The forecast has 4.1% and 3.1% for job growth in
California in 2021 and 2022 compared to 3.6% and 2.9% for the nation.

Job growth in the Six County Area after February 2020 was restrained by reopening restrictions that were
stricter than throughout the nation and by large job losses in tourism and motion picture production sectors that
have a high concentration in the Six County Area. These major causes of slow job growth are related to the
coronavirus pandemic and are temporary and will be eliminated over time once the pandemic is under control.

Through March 2021, the Six County Area had recovered 37.3% of the jobs lost between February and April of
2020. This is below the 43.2% recovery for the state the 62.4% job recovery in the nation. The Six County Area
economy made substantial recovery gains in February and March 2021 as coronavirus cases, deaths and
hospitalizations improved in the region, the number of vaccinations accelerated and activity restrictions were
lifted. The Six County Area added 144,100 jobs between January and March 2021. The April and May 2021 data
should also show large job gains as many businesses, tourist attractions, such as Disneyland, and sports venues
have recently reopened to limited capacity or have announced reopening dates in April and May.

The Six County Area slightly outpaced the nation in nonfarm wage and salary job growth from the beginning of
2013 through the end of 2019. By December 2019 job levels were 934,600 or 10.7% above the pre-recession
peak level in July 2007. Job growth for the entire Six County Area in 2019 was 127,600 jobs or a gain of 1.3%
compared to a 1.4% increase in jobs for the state and nation for the comparable period. In 2019, unemployment
rates ranged from a low of 2.9% in Orange County to a high of 4.4% in Los Angeles County. Unemployment rates
declined from 2018 levels in all Six County Area counties.

Over the longer term, international trade has been a leading growth sector in the Six County Area. Container
volume rose 79% between 2000 and 2019 despite a 3.3% decline in 2019 as a result of tariff increases. Trade
gains support job growth in warehousing, wholesale trade and trucking particularly in the Riverside-San
Bernardino county area. In 2019, the Six County Area accounted for $10.3 billion in new venture capital funding
(arecord high level) behind the New York metro and ahead of New England. Air passenger travel at the major
airports in the Six County Area reached record levels in 2019 up 2.0% over 2018 to 135.5 million trips led by
gains at Burbank, Ontario and San Diego airports.

Population growth averaged 115,400 between 2010 and 2020 according to the California Department of Finance
(DOF) estimates, and growth slowed in the past five years and declined by 12,500 in 2020. The Six County Area
had 22.2 million residents in 2020, approximately 56% of the State’s population. Income, taxable sales and
assessed valuation in the Six County Area have increased since 2013 along with record levels in foreign trade and
film permits. At the end of 2019, gains in income, taxable sales and assessed valuation outpaced the growth in
consumer price indices in the Six County Area all of which helped local government revenue growth.

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 CCSCE,
SCAG and 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, Information
and the tourism component of Leisure and Hospitality.

For more demographic and economic information for Metropolitan’s service area or the Six County Area, please
refer to the Service Area Economy section, which includes information on:

°  Job growth trends
o Construction activity
> Housing trends

o Assessed valuation
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o International Trade
o Income & Wages
o  Population

o Economic structure and long term prospects

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 2022/23 and 2023 /24:
Strategic Priority #1: Empower the Workforce and Promote Diversity, Equity and Inclusion
Strategic Priority #2: Sustain Metropolitan’s Mission with a Strengthened Business Model
Strategic Priority #3: Adapt to Changing Climate and Water Resources

Strategic Priority #4: Protect Public Health, Regional Economy, and Metropolitan's Assets

Strategic Priority #5: Partner with Stakeholders and the Communities We Serve

For more detail on the GM’s strategic priorities, please refer to the General Manager’s Transmittal Letter.

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.

Metropolitan has developed a series of key performance indicators (KPIs) that are used to measure and evaluate
mission-critical processes as well as support internal decision making. These KPIs include financial, water
quality, human resource, legislative, operational, outreach, and other measures that 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.
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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

Board of Directors

Metropolitan is governed by a 38- member Board of Directors (Board), made up of representatives from all of
Metropolitan's member agencies. Each member 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 agency. Accordingly, the Board may, from time to time,
have more than 38 directors. There are also limits on reductions in the number of directors. Changes in relative
assessed valuation do not terminate any director’s term. Additionally, as a result of California Assembly Bill 1220
(Garcia) enacted in 2019, “A member public agency shall not have fewer than the number of representatives the
member public agency had as of January 1, 2019.”

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 the Board adopted in 1977. The Board periodically amends the Administrative Code 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.
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Organization Chart

A larger version is provided on the inside back cover of the Biennial Budget document.
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Metropolitan Senior Management

Adel Hagekhalil
Marcia Scully
Gerald Riss

Abel Salinas
Katano Kasaine
Deven Upadhyay
Shane Chapman

Dee Zinke

Workforce

General Manager

General Counsel

General Auditor

Ethics Officer

Assistant General Manager, Finance and Administration
Executive Officer/Assistant General Manager, Water Resources
Assistant General Manager, Operations

Assistant General Manager/Chief External Affairs Officer

Metropolitan's budget is for 1,929 regular full-time employees. Most Metropolitan employees 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.
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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 active or prospectively active funds have been established in the
Treasury of the District:

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

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

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

o 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).

o 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(e).

o 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.

o 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. The interest on and bond obligation of Water Revenue Bonds and Parity Obligations
issued pursuant to Master Resolution 8329 (the Master Resolution or Senior Debt
Resolution) adopted by the Board on July 9, 1991 and any Supplemental Resolutions
thereto, and any other obligations on a parity with the Water Revenue Bonds;

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

4. The interest on and bond obligation of Subordinate Water Revenue Bonds and Parity
Obligations issued pursuant to Master Subordinate Resolution 9199 (the Master
Subordinate Resolution) adopted by the Board on March 8, 2016 and any supplemental
Resolutions thereto, and any other obligations on a parity with the Subordinate Water
Revenue Bonds;

5. All other payments required for compliance with the Master Subordinate Resolution,
and any Supplemental Resolutions;
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6. Principal of and interest on Commercial Paper Notes and other amounts due a provider
of a liquidity facility;

7. Deposits into the Water Standby Charge Fund in accordance with resolutions imposing
such charges; and

8. 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.

. 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(g).

o 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.

. 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.

o 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.

J 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 (h).

. Iron Mountain Landfill Postclosure Maintenance/Corrective Action Trust Fund (Fund No. 6005,
established 1990).

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

o 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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o 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.

. 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 (p).

o 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.

o 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.

. 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(q) 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 Annual Comprehensive
Financial Report 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 prepared and monitored on a cash basis. Cash basis accounting recognizes revenues when received
and expenses when paid. Under accrual accounting, revenues are recorded when earned and expenses are
recorded at the time liabilities are incurred, regardless of the timing of related cash flows. However, while
Metropolitan’s budget is on a cash basis, it operates as a utility enterprise and prepares its basic financial
statements using accrual accounting.
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Financial Planning

In conjunction with the development of the Biennial Budget, Metropolitan prepares a ten-year forecast (Ten-Year
Financial Forecast). The Ten-Year Financial Forecast 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 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 Financial 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.

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. Between budget cycles,
the Board has the opportunity to amend the budget as it sees fit to changing fiscal and climatic conditions.

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 the 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 7, 2022,
February 22, March 7, March 22, a public hearing on March 8, and several other presentations and caucuses with
member agencies. Public testimony was provided and considered at the public workshops, the public hearing,
the F&I Committee meeting on April 11, 2022, as well as the board meeting on April 12, 2022, when the Board
approved the Biennial Budget.

The 0&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 environmentally 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

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

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

November CIP Evaluation Team completes review of project proposals for the CIP. 0&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 - April 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 Finance and Insurance Committee recommends action on the Biennial Budget.
Board of Directors takes action on adoption of the Biennial Budget.

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

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 components 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. Senior management examines this information for the

level and types of resources being committed toward the stated business plan and strategic priorities.

Through this process, senior management makes appropriate recommendations for the allocation of labor
resources.

Adjustments to the proposed budget are made following the review by senior management and the General
Manager.
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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

¢ 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 investment plan.
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.

¢ 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.

¢ Support the development of annual water rates and charges, Metropolitan’s biennial operating and
capital investment plan and ten-year forecast.

¢ Prepare Metropolitan’s proposed biennial operating budget and budget documents.

e Prepare budget performance reports on a monthly, quarterly, semi-annual and annual basis.
¢ Develop procedures and controls to monitor and assure compliance with the budget.

e Assist departments throughout the year with their budgets and financial issues.

¢ Prepare financial projections, schedules of rates and charges, tax rate proposals and other financial
materials.
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Other Department Responsibilities

Engineering

e Prepare Metropolitan’s capital investment plan 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.

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

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.

The budget may be amended in the mid-cycle biennial review or 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.
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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 support system reliability, water quality, and safety while meeting all regulatory requirements.
Structure
The highest level of the CIP structure is Program. Programs are comprised of one or more Project Groups.
There are 13 capital programs which include:

o Colorado River Aqueduct Reliability

o Cost Efficiency & Productivity

o Dams & Reservoirs Improvements

°  Distribution System Reliability

o District Housing & Property Improvements

e Minor Capital Projects

o Prestressed Concrete Cylinder Pipe Rehabilitation

> Regional Recycled Water

o Right-of-Way & Infrastructure Protection

o System Flexibility/Supply Reliability

o System Reliability

o Treatment Plant Reliability

o Water Quality
Definitions of the 13 capital programs can be found in the Capital Investment Plan Section of this budget book.
Preparation
The Capital Investment Plan (CIP) is prepared as part of Metropolitan’s biennial budget process. This plan
provides information on all capital programs and projects that have been proposed, evaluated and included in

the budget forecast to begin or continue during and after the two budget years. Scope, accomplishments,

objectives, and financial projections are provided for each capital program. Every project with work planned for
the two budget years and beyond is listed under the individual program summaries.

When the need for a project is recognized, a CIP proposal is prepared which provides information regarding
scope, justification, alternatives, schedule, impacts of rescheduling work for a later time, impact on operation and
maintenance costs, and estimate of total project cost. All projects are reviewed and prioritized on a biennial
basis by the CIP Evaluation Committee working closely with project sponsors and management.
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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 computer software capital
projects, the cost must exceed $250,000 and the resulting asset must have an anticipated useful life of at least
three years.

The projects that comprise the CIP have been identified from many Metropolitan studies of projected water
needs as well as ongoing monitoring and inspections, condition assessments, and focused vulnerability studies.
Staff continues to study operational demands on aging facilities and has made recommendations for capital
projects that will maintain infrastructure reliability and ensure compliance with all applicable water quality
regulations, and building, fire, and safety codes. Staff has also studied business and operations processes and
projects that will improve efficiency and provide future cost savings. Additionally, several projects have been
identified and prioritized to provide flexibility in system operations to address uncertain supply conditions from
the Colorado River and the State Water Project.

Capital projects can be further differentiated into two general categories: major capital and minor capital
projects. Major capital projects cost at least $400,000 and are described in the CIP under their respective
Programs. Projects described in the CIP are funded and authorized to proceed under the General Manager's
authority unless Board approval is otherwise required in accordance with Metropolitan's Administrative Code.
Minor capital projects cost between $50,000 and $400,000 and are not individually described in the CIP. Minor
capital projects are identified throughout each fiscal year and are funded and implemented under the General
Manager's authority.

Additional information on project budgeting can be found in the Capital Investment Plan Section of this budget
book.
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BIENNIAL BUDGET SUMMARY

The FY 2022/23 appropriation of $2,140.1 million is comprised of $1,495.7 million or 69.9% percent for
operations expense, $288.0 million or 13.5% percent for debt service expense, and $356.4 million or

16.7% percent for the Capital Investment Plan expenses (CIP). The FY 2023/24 appropriation of $2,254.4
million is comprised of $1,589.4 million or 70.5% percent for operations expense, $301.0 million or 13.4%
percent for debt service expense, and $364.0 million or 16.1% percent for the CIP expenses. The table below
provides a comparison of FY 2022 /23 and FY 2023/24 and illustrates the total appropriations for the operating,
debt service and CIP expenses.

FY 2022/23 and FY 2023/24 Operating and Capital Appropriations, $ millions

Adopted Budget FY 2022/23 FY 2023/24 Total Biennium
Operating Budget $1,495.7 $1,589.4 $3,085.1
Debt Service 288.0 301.0 589.0
Capital Investments* 356.4 364.0 720.4
Grand Total $2,140.1 $2,254.4 $4,394.5

*Capital Investments includes Capital Investment Plan plus debt financed Supply Programs and Conservation

The Biennial Budget for FY 2022/23 and FY 2023 /24 provides funding for Metropolitan’s strategic priorities
while meeting most financial policy guidelines, with overall rate increases of 5.0 percent in CY 2023 and 5.0
percent in CY 2024 of the Biennial Budget. The overall rate increases of 5.0 percent and 5.0 percent are higher
than previously forecasted due to higher projected costs, catch-up for the loss of the Water Stewardship Rate
(WSR) and lower projected water transactions for the biennial budget period.

The budget is prepared and monitored on a cash basis. Cash basis accounting recognizes revenues when received
and expenses when paid. Under accrual accounting, revenues are recorded when earned and expenses are
recorded at the time liabilities are incurred, regardless of the timing of related cash flows. However, while
Metropolitan’s budget is on a cash basis, it operates as a utility enterprise and prepares its basic financial
statements using accrual accounting.
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The following tables show fund balance, and projected revenues and expenditures for Metropolitan for each
fiscal year of the Biennial Budget.

FY 2022/23 Fund Summary, $ millions

Fiscal Year Ending June 30th, 2023
Debt Service

Operating Consatlll“llilction Reserve Funds  Other Funds
($ in Millions) All Funds Funds Funds (1) (2)
Beginning of Year Balance 1,294.9 520.8 197.7 510.2 66.3
USES OF FUNDS
Expenditures
State Water Contract 681.7 681.7 — — —
Supply Programs (cash funded portion) 66.7 66.7 — — —
Colorado River Power 105.9 105.9 — — —
Debt Service 288.0 2.8 285.2 — —
Demand Management (cash funded portion) 50.8 50.8 — — —
Departmental 0&M 542.3 542.3 — — —
Treatment Chemicals, Sludge & Power 32.5 32.5 — — —
Other 0&M 11.4 11.4 — — —
Sub-total Expenses 1,779.2 1,494.0 285.2 — —
Capital Investments (4) 356.4 30.0 326.4 — —
Fund Deposits
R&R and General Fund 135.0 30.0 105.0 — —
Revenue Bond Construction 81.7 — 81.7 — —
Treatment Surcharge Stabilization Fund 3.5 — — — 3.5
Interest for Construction & Trust Funds 0.2 — 0.2 — —
Increase in Required Reserves 4.8 18.0 8.3 (21.5) —
Increase in Rate Stabilization Fund 52.7 — — 52.7 —
Sub-total Fund Deposits 277.8 48.0 195.2 31.2 3.5
TOTAL USES OF FUNDS 2,413.4 1,572.0 806.8 31.2 3.5
SOURCES OF FUNDS
Revenues
Taxes 163.1 161.1 2.0 — —
Interest Income 6.7 2.7 1.2 2.6 0.2
Power Sales 16.7 16.7 — — —
Fixed Charges (RTS & Capacity Charge) 185.7 185.7 — — —
Water Revenue (3) 1,485.3 1,485.3 — — —
Miscellaneous Revenue 61.9 61.9 — — —
Bond Proceeds 303.1 — 303.1 — —
Sub-total Revenues 2,222.4 1,913.3 306.2 2.6 0.2
Fund Withdrawals
R&R and General Fund 135.0 30.0 105.0 — —
Water Stewardship Fund 56.1 — — — 56.1
Sub-total Fund Withdrawals 191.1 30.0 105.0 — 56.1
TOTAL SOURCES OF FUNDS 2,413.4 1,943.3 411.2 2.6 56.3
Inter-Fund Transfers — (371.3) 395.6 28.5 (52.8)
End of Year Balance 1,381.7 538.8 287.8 541.4 13.7

Totals may not foot due to rounding.

(1) includes Water Rate Stabilization Fund and Revenue Remainder Fund.

(2) includes Water Stewardship, Water Treatment Stabilization and Trust Funds.
(3) includes member agency water sales and exchange

(4) includes Capital Investment Plan plus debt financed Supply and Conservation Programs. However, the budget is seeking authorization to issue bonds for up
to the full $43 million per year for the Conservation Program. If this occurs, the total capital investment for FYs 2022/23 and 2023/24 would be $381.4 million
and $389.0 million, respectively.
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FY 2023/24 Fund Summary, $ millions

Fiscal Year Ending June 30th, 2024

Debt Service
and
Operating Construction Reserve Funds Other Funds
($ in Millions) All Funds Funds Funds (2)
Beginning of Year Balance 1,381.7 538.8 287.8 541.4 13.7
USES OF FUNDS
Expenditures
State Water Contract 761.2 761.2 — — —
Supply Programs (cash funded portion) 64.1 64.1 — — —
Colorado River Power 85.6 85.6 — — —
Debt Service 301.0 2.7 298.3 — —
Demand Management (cash funded portion) 49.1 49.1 — — —
Departmental 0&M 553.6 553.6 — — —
Treatment Chemicals, Sludge & Power 349 349 — — —
Other O&M 10.8 10.8 — — —
Sub-total Expenses 1,860.4 1,562.1 298.3 — —
Capital Investments (4) 364.0 30.0 334.0 — —
Fund Deposits
R&R and General Fund 135.0 30.0 105.0 — —
Treatment Surcharge Stabilization Fund 3.1 — — — 3.1
Interest for Construction & Trust Funds 0.4 — 0.4 — —
Increase in Required Reserves 7.0 (4.8) (0.3) 12.1 —
Sub-total Fund Deposits 145.5 25.2 105.1 12.1 3.1
TOTAL USES OF FUNDS 2,369.8 1,617.3 737.4 12.1 3.1
SOURCES OF FUNDS
Revenues
Taxes 168.3 166.3 2.0 — —
Interest Income 10.0 4.0 19 3.9 0.1
Power Sales 14.2 14.2 — — —
Fixed Charges (RTS & Capacity Charge) 195.7 195.7 — — —
Water Revenue (3) 1,522.2 1,522.2 — — —
Miscellaneous Revenue 46.6 46.6 — — —
Bond Proceeds 159.2 — 159.2 — —
Sub-total Revenues 2,116.2 1,949.1 163.1 3.9 0.1
Fund Withdrawals
R&R and General Fund 135.0 30.0 105.0 — —
Bond Funds for Construction 69.8 — 69.8 — —
Decrease in Rate Stabilization Fund 48.9 — — 48.9 —
Sub-total Fund Withdrawals 253.7 30.0 174.8 48.9 —
TOTAL SOURCES OF FUNDS 2,369.8 1,979.1 3379 52.8 0.1
Inter-Fund Transfers — (361.8) 399.5 (40.7) 3.0
End of Year Balance 1,273.4 534.0 218.1 504.6 16.7

Totals may not foot due to rounding.

(1) includes Water Rate Stabilization Fund and Revenue Remainder Fund.

(2) includes Water Stewardship, Water Treatment Stabilization and Trust Funds.

(3) includes member agency water sales and exchange

(4) includes Capital Investment Plan plus debt financed Supply and Conservation Programs. However, the budget is seeking authorization to issue bonds for up
to the full $43 million per year for the Conservation Program. If this occurs, the total capital investment for FYs 2022/23 and 2023 /24 would be $381.4 million

and $389.0 million, respectively.
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SOURCES OF FUNDS

Total Sources of FY 2022/23 and FY 2023/24 Funds, $ millions

2021/22 2022/23
Budget Budget
Compared to Compared to
2021/22 2022/23 2023/24 2022/23 2023/24
BudEet BudEet Budget Budget Budget
SOURCES OF FUNDS
Revenues
Taxes 140.1 163.1 168.3 23.0 5.2
Interest Income 19.3 6.7 10.0 (12.6) 3.3
Power Sales 219 16.7 14.2 (5.2) (2.4)
Fixed Charges (RTS & Capacity Charge) 175.5 185.7 195.7 10.2 10.0
Water Revenues (1) 1,475.9 1,485.3 1,522.2 9.4 36.9
Miscellaneous Revenue 20.5 61.9 46.6 41.5 (15.3)
Bond Proceeds and Reimbursements 89.4 303.1 159.2 213.7 (143.9)
Sub-total Revenues 1,942.5 2,222.4 2,116.2 279.9 (106.2)
Fund Withdrawals
R&R and General Fund 135.0 135.0 135.0 — —
Bond Funds for Construction 0.6 — 69.8 (0.6) 69.8
Water Stewardship Fund 75.5 56.1 — (19.4) (56.1)
Treatment Surcharge Stabilization Fund — — — — —
Decrease in Required Reserves — — — — —
Decrease in Water Rate Stabilization Fund — — 48.9 — 48.9
Sub-total Fund Withdrawals 2111 191.1 253.7 (20.1) 62.6
TOTAL SOURCES OF FUNDS 2,153.6 2,413.4 2,369.8 259.8 (43.6)
Totals may not foot due to rounding.
(1) includes member agency water sales and exchange
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Sources of Funds FY 2022/23 and FY 2023/24, $ millions
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OPERATING REVENUE

Estimated revenues from water rates, fixed charges (Readiness-To-Serve Charge and Capacity Charge), taxes
and annexation fees, and other miscellaneous income (interest income, power recovery, etc.) are projected to be
$1.92 billion for FY 2022/23 and $1.96 billion for FY 2023/24. For FY 2022/23, this is $66.2 million more than
the FY 2021/22 budget, and for FY 2023 /24, this is $37.6 million more than FY 2022/23. The increase in
revenues for FY 2022 /23 is due to increases in property tax and miscellaneous revenues, in addition to higher
water rates and charges in calendar year 2023. For FY 2023/24, the revenue is higher due primarily to higher
water rates and charges in calendar year 2023 and calendar year 2024. In addition, the forecast assumes the ad
valorem tax rate is maintained at 0.0035 percent of assessed valuations. A description of each revenue source is
included in the Glossary of Terms.

Water Revenues

Revenues from water transactions are budgeted at $1,485.3 million in FY 2022/23 and $1,522.2 million in FY
2023/24. Water rates and charges are to increase by 5.0 percent overall, effective January 1, 2023 and 5.0
percent overall, effective January 1, 2024. Water transactions are estimated to be 1.59 million acre-feet (MAF) in
Cash Year 2022/23 and 1.54 MAF in Cash Year 2023 /24, reflecting a decrease of 60 thousand acre-feet (TAF)
from the FY 2021/22 budget of 1.6 MAF. Water transactions are forecasted to be lower than the FY 2021/22
budget as expectations are that demands will trend lower due to consumer response to the current drought,
continued conservation initiatives, and local supply development.
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Water Transactions Trend, MAF
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Cash Year Ending

The Cash Year 2022/23 water transactions include 1.31 MAF of full-service sales, of which 770 TAF (or 59
percent) are treated water sales and 541 TAF are untreated water sales, and 279 TAF of exchange water to the
San Diego County Water Authority (SDCWA) pursuant to the 2003 Amended and Restated Exchange Agreement
(exchange water). The Cash Year 2023 /24 water transactions include 1.26 MAF of full-service sales, of which 780
TAF (or 62 percent) are treated water sales and 482 TAF are untreated water sales, and 278 TAF of exchange
water. No wheeling transactions are projected in the biennium period. The figure above shows the trend of occur
period member agency water transactions.

Property Taxes and Annexation Fees

Revenues from property taxes, which will be used to pay voter-approved debt service on general obligation
bonds and a portion of the SWC expenditures, are estimated to be $163.1 million in FY 2022/23 and
$168.3 million in FY 2023/24.

The ad valorem tax rate is assumed to remain at the current level of 0.0035 percent of assessed value in both
fiscal years; assessed valuations are projected to increase by 4.0 percent each fiscal year.

Fixed Charges

Fixed charges include the Capacity Charge and Readiness-to-Serve Charge. In FY 2022 /23, these charges are
estimated to generate $38.7 million and $147.0 million, respectively. In FY 2023/24, these charges are estimated
to generate $35.2 million and 160.5 million, respectively. In total this represents a $10.2 million increase from
the FY 2021/22 to FY 2022/23 budget, and a $10.0 million increase from the FY 2022/23 to the FY 2023/24
budget.

All Other Revenue
Revenues from hydroelectric and CRA power sales are estimated to be $16.7 million for FY 2022/23 and $14.2
million for FY 2023/24. FY 2022/23 is lower than the FY 2021/22 budgeted amount of $19.1 million due to

increased deliveries through the CRA.

Miscellaneous revenues, which include items such as interest income, lease revenues, and water transactions
with non-member agencies, are estimated to total $68.6 million for FY 2022/23 and $56.6 million for FY
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2023/24 , higher than the FY 2021/22 budgeted amounts of $29.6 million, mainly due to increased water
transactions with non-member agencies and the addition of agency contributions to the Regional Recycled Water
Program (RRWP).

A summary of operating revenues is shown in the graph below.

Operating Revenues, $ millions
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CAPITAL FUNDING

The FY 2022/23 and FY 2023 /24 Capital Investment Plan (CIP) will be funded with bond proceeds and current
operating revenues (PAYGO). It is anticipated that Metropolitan will issue new revenue bonds of $330 million
over the biennium to fund a portion of the CIP. The remaining CIP expenditures will be funded with revenue
funded capital of $135 million in FY 2022/23 and $135 million in FY 2023/24.

In FY 2022/23 and FY 2023 /24 the Supply Programs include capital expenditures related to the development of
the AVEK High Desert Water Bank program. These expenditures will be recorded as participation rights and are
to be funded by debt. Remaining project costs total $97.9 million and would be covered by a single debt issuance
during the biennium.

In FY 2022/23 and FY 2023/24 the Conservation Program is to be funded at $43 million in each budget year.
Expenditures in excess of $25 million will be funded by debt. There will be a single debt issuance of $36 million

during the biennium to cover additional conservation expenditures.

Please refer to the section on debt financing for additional details on debt funding of capital projects.
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New Bond Issues

Metropolitan has the ability to issue long-term bonds to fund its capital programs. The proceeds of the bond
sales can be used to pay for capital expenses over several years. The repayment of the bonds is generally over 30
years and is paid from water revenues.

Revenue Funded Capital

Annual capital expenses that are not paid from debt funding, grants, or loans must be paid from revenues, either
from current year revenues or from the R&R fund, if funds exist.

Total uses of funds are $2.4 billion for FY 2022/23 and $2.4 billion for FY 2023 /24. The table and graph below
show the breakdown of expenditures and other obligations that make up the Uses of Funds.

Total Uses of FY 2022/23 and FY 2023/24 Funds, $ millions

2021/22 2022/23
Budget Budget
Compared Compared
to to

2021/22 2022/23 2023/24 2022/23 2023/24
Budget Budget Budget Budget Budget

USES OF FUNDS

Expenditures
State Water Contract* 629.4 651.7 726.7 22.3 75.0
Supply Programs (cash funded portion) 61.2 66.7 64.1 5.5 (2.6)
Delta Conveyance planning costs 25.0 30.0 34.5 5.0 4.5
Colorado River Power 57.6 105.9 85.6 48.3 (20.2)
Debt Service 307.0 288.0 301.0 (19.0) 13.0
Demand Management (cash funded portion) 525 50.8 49.1 (1.7) (1.7)
Departmental 0&M 530.9 542.3 553.6 11.4 11.3
Treatment Chemicals, Sludge & Power 34.8 325 349 (2.4) 2.4
Other O&M 14.2 11.4 10.8 (2.8) (0.6)

Sub-total Expenditures 1,712.5 1,779.2 1,860.4 66.7 81.2

Capital Investments 225.0 356.4 364.0 131.4 7.6

Fund Deposits
R&R and General Fund 135.0 135.0 135.0 — —
Revenue Bond Construction — 81.7 — 81.7 (81.7)
Treatment Surcharge Stabilization Fund 2.0 35 3.1 1.5 (0.4)
Interest for Construction & Trust Funds 1.2 0.2 0.4 (0.9) 0.2
Increase in Required Reserves 60.8 4.8 7.0 (56.0) 2.2
Increase in Water Rate Stabilization Fund 17.2 52.7 — 35.5 (52.7)

Sub-total Fund Deposits 216.1 277.8 145.5 61.7 (132.4)

TOTAL USES OF FUNDS 2,153.6 2,413.4 2,369.8 259.8 (43.6)

Totals may not foot due to rounding.
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Total Uses of FY 2022/23 and FY 2023/24 Funds, $ millions
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Colorado River Aqueduct Power

CRA power costs are projected to be $105.9 million in FY 2022/23 and $85.6 million in FY 2023 /24 based on
diversions of approximately 1,007 TAF in FY 2022/23 and 923 TAF in FY 2023/24. FY 2022/23 is $48.3 million
higher than the FY 2021/22 budget due to higher diversions at Intake and increased power costs. FY 2023/24 is
$20.2 million lower than FY 2022/23 due to reduced CRA diversions.

Please refer to the section on the CRA for additional details on this expense.
State Water Project

State Water Contract (SWC) expenditures, not including the Delta conveyance planned contribution described
below, are budgeted at $651.7 million for FY 2022/23 and $726.7 million in FY 2023 /24. This is based on
Metropolitan's deliveries to MWD's service area of 461 TAF in FY 2022/23 and 777 TAF in FY 2023/24. SWP
power costs are expected to be $211.6 million for FY 2022/23 and $258.6 million for FY 2023/24. Power costs
are higher than FY 2021/22 budget due to increased power costs.

The forecasted amount for SWP expenditures reflects incorporation of rate management credits into the forecast.
Rate management credits result from a provision of the State Water Contract that provides for the reduction of
capital charges based on differences between the Department of Water Resources’ collections from the SWP
contractors and the actual amounts paid for capital-related charges.

The total State Water Contract expenditure budget of $681.7 for FY 2022/23 and $761.2 for FY 2023/24
includes Metropolitan’s planned contributions of $34.5 million in FY 2022/23 and $64.5 million in FY 2023/24,

net of a $34.5 million California Water Fix refund over the biennium, for Delta conveyance project planning
activities.

Please refer to the section on the SWP for additional details on this expense.
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Regional Recycled Water Program Planning Costs

The FY 2022/23 and FY 2023/24 budget includes funding for planning costs for the potential Regional Recycled
Water Program at $12.4 million in FY 2022/23 and $7.3 million in FY 2023 /24 for preparation of a
programmatic environmental impact report. This is the next step before the Board will be fully informed and
ready to make a decision on whether to proceed with further investments in this potential project. The
departments have budgeted for the RRWP planning costs as a major O&M project with their budgets. The FY
2021/22 budget of $15 million was restated to show the planning costs in the departmental 0&M budget.

Demand Management Costs

Demand management includes conservation programs, programs to incentivize the development of local water
resources, Future Supply Actions Program, and the Stormwater Pilot Program. Metropolitan provides financial
incentives to its member agencies for the development of local projects such as water recycling and groundwater
recovery projects through the Local Resource Program (LRP). Metropolitan also provides financial incentives for
the development of conservation programs. Demand Management paid from current year revenues is budgeted
at $50.8 million for FY 2022/23 and $49.1 million in FY 2023 /24. An additional $18 million in each year is
budgeted for conservation to be funded by debt.

Please refer to the section on Demand Management for additional details on this expenditure.

Supply Programs

Metropolitan’s two principal sources of supply draw from two different watersheds. This has allowed
Metropolitan to draw more heavily on one source in the event the other is experiencing a drought. To further
ensure regional supply reliability, Metropolitan has developed a portfolio of additional supply programs on both
watersheds. Total expenditures from current year revenues are budgeted at $66.7 million for FY 2022/23 and
$64.1 million in FY 2023 /24. Additional spending on Participation Rights for the AVEK High Desert Water Bank
Program of $38.4M in FY 2022/23 and $46.0M in FY 2023 /24 will be funded by debt.

Please refer to the section on the Supply Programs for additional details on this expenditure.
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OPERATIONS AND MAINTENANCE

The FY 2022/23 0&M budget, including operating equipment purchases, is $586.1 million. This is $6.3 million,
or 1.1 percent, higher than the FY 2021/22 budget of $579.9 million. The FY 2023/24 O&M budget is $599.3
million, an increase of $13.2 million, or 2.2 percent, over the FY 2022/23 budget.

Departmental Budget by Organization (without operating equipment, succession planning labor pool and
overhead credit), $ millions
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Operations and Maintenance Budget by Organization, $ thousands

2021/22 2022/23
Budget Budget
VS. VS.
2021/22 2022/23 2023/24 2022/23 % 2023/24 %

Departmental Units BudEet Budget BudEet Budget Change Budget Chan&
Office of the General Manager 6,269.5 7,832.1 8,180.8 1,562.6 24.9% 348.8 4.5%
Water System Operations w/o Variable Treatment 245,803.4 247,919.8 254,975.5 2,116.4 0.9% 7,055.7  2.8%
Information Technology 49,640.0 49,043.4 52,425.8 (596.6) (1.2%) 3,382.4 6.9%
Engineering Services 49,345.2 48,649.8 47,860.2 (695.4) (1.4%) (789.6) (1.6%)
Real Property 31,114.0 30,319.8 31,1384 (794.3) (2.6%) 818.7 2.7%
Finance 28,488.3 28,636.3 25,733.9 1480 0.5% (2,902.4) (10.1%)
External Affairs 25,346.2 25,041.7 25,870.1 (304.6) (1.2%) 8285 3.3%
Water Resource Management 26,207.4 24,584.9 25,243.7 (1,622.5) (6.2%) 6588 2.7%
Administration 19,219.2 19,327.8 20,313.7 108.6  0.6% 9859 5.1%
Human Resources 15,031.1 15,674.7 16,124.7 643.6 4.3% 450.0 2.9%
Operations Administration 13,552.7 15,285.3 15,486.5 1,732.6 12.8% 201.2 1.3%
Bay Delta Initiatives 9,709.4 11,905.7 12,532.5 2,196.3 22.6% 626.8 5.3%
Office of Sustainability, Resilience & Innovation 7,096.8 10,197.9 9,556.5 3,101.1 43.7% (641.3) (6.3%)
Office of Diversity, Equity & Inclusion 2,502.1 3,815.0 3,941.7 1,3129 52.5% 126.7 3.3%
Equal Employment Opportunity Office — 2,016.0 2,111.7 2,016.0 —% 95.7  4.7%
Subtotal - General Manager's Department 529,325.3 540,250.0 551,4959 10,924.7 2.1% 11,2458 2.1%
Office of General Counsel 17,752.3 16,416.7 16,289.3 (1,335.6) (7.5%) (127.5) (0.8%)
Office of General Auditor 4,750.2 4,768.4 4,910.5 18.2 0.4% 142.1 3.0%
Ethic’s Office 1,679.9 2,739.6 2,837.8 1,059.7 63.1% 98.2 3.6%
Undistributed RRWP Planning budget 4,035.1 — — (4,0351) —% — —%
Overhead Credit from Construction (24,203.5) (21,891.4) (21,958.2) 2,312.1  (9.6%) (66.8) 0.3%
Succession Planning Labor Pool 4,539.8 2,000.0 2,000.0 (2,539.8) (55.9%) — —%
Total Department Budget 537,879.0 544,283.3 555,575.3 6,4043 1.2% 11,2919 2.1%
Operating Equipment 7,153.4 9,394.9 8,836.8 2,241.5 31.3% (558.1) (5.9%)
Variable Treatment 34,818.7 32,464.3 34,883.3 (2,354.4) (6.8%) 2,419.0 7.5%
GRAND TOTAL 579,851.2 586,142.5 599,295.3 6,291.3 1.1% 13,152.8 2.2%

*FY 2021/22 Departmental 0&M budget restated to include RRWP Planning Costs budget of $15M; remaining $10,965M budget reflected in individual groups budgets above

Totals may not foot due to rounding

The table above depicts the distribution of the departmental O&M by organization without the overhead credit,
succession planning labor pool and operating equipment. Including treatment costs, the Water System
Operations (WSO) group accounts for 47 percent of the total departmental budget for FY 2022/23 and FY
2023/24. Information Technology is the second largest departmental expenditure area, accounting for 8 percent
of the total departmental budget for FY 2022 /23 and FY 2023 /24. A summary of the 0&M budget by
organization is shown in the table above. The table below summarizes the 0&M budget by expenditure type. A
more detailed discussion of significant factors impacting the 0&M budget follows.
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FY 2022/23 and FY 2023/24 Operations & Maintenance Annual Budget by Expenditure Type, $ thousands

2021/22 2022/23
Budget Budget
VS. VS.
2021/22 2022/23 2023/24 2022/23 2023/24
Budget Budget Budget Budget Budget
— — — — _
Salaries & Benefits 377,018.1 379,297.4 395,550.3 2,279.3 16,252.9
Chemicals, Sludge and Power 34,818.7 32,464.3 34,883.3 (2,354.4) 2,419.0
Outside Services 68,726.6 68,967.1 65,223.5 240.5 (3,743.6)
Materials & Supplies 33,073.7 34,723.4 36,802.0 1,649.7 2,078.6
Other 59,060.6 61,295.4 57,999.4 2,234.8 (3,296.1)
Operating Equipment 7,153.4 9,394.9 8,836.8 2,241.5 (558.1)
Grand Total 579,851.2 586,142.5 599,295.3 6,291.3 13,152.8

Totals may not foot due to rounding

FY 2022/23 O&M Budget Highlights

The FY 2022 /23 0&M budget includes $586.1 million for labor and benefits, water treatment chemicals, power,
and solids handling, materials and supplies, professional services, and operating equipment purchases. This is
$6.3 million, or 1.1 percent, higher than the FY 2021/22 budget of $579.9 million. This increase is primarily due
to negotiated labor increases, enhanced security, land management and maintenance efforts, inflationary
pressures on fuels and materials, and increased utilities demand and costs.

Salaries and Benefits: Labor costs, not including those charged to construction are $379.3 million. This is $2.3
million, or 0.6 percent, higher than the FY 2021/22 budget of $377.0 million. Key increases include negotiated
labor increases of $15.3 million, new positions of $4.6 million, overhead credit from construction of $2.3 million,
overtime & premium of $0.6 million, offset by an increase in the vacancy rate of $11.7, a reduction in the
succession planning labor pool of $3.0, a decrease in benefits of $4.4 million, and a reduction in temporary labor
of $1.4 million. The average vacancy rate was increased from 2% to 5% to be more in line with expected
conditions. Retirement, medical and other benefits are increasing offset by a lowered actuarial estimate for Other
Post Employment (OPEB) benefits. Overhead credit from construction estimate was also revised downwards.

The FY 2022/23 budget includes 1,929 regular full time positions which are increasing by 22 net positions from
the FY 2021/22 budget and 47 district temporary full-time equivalents (FTEs) which are increasing by 10 net
positions for a total of 1,976 authorized positions.

The 22 new regular full time positions are being added to support board initiatives of Diversity, Equity &
Inclusion (DEI), Equal Employment Opportunity (EEQ), Sustainability, Innovation & Resilience (SRI) as well as
other critical district needs in land management and property maintenance, media and communication, security
(including cybersecurity), Ethics policy and programs, accounting, treasury and contracting. The ten district
temporary positions are being added to accommodate enhanced security, business process and business systems
support as well as ongoing succession planning and education efforts.

The budget recognizes the importance of sound succession planning and continued training and development of
the workforce with a $5 million succession planning labor pool included in each FY 2022/23 and FY 2023 /24
budget for advance recruitment and internship programs. An additional $2 million each year is included in
WSO's budget to fund the apprenticeship program.

Outside Services: Outside Services are anticipated to increase by $0.2 million primarily as a result of enhanced
security, land management, and maintenance efforts offset by a reduction in legal and IT support services; The
development and implementation of Metropolitan's Security Strategic Management Plan requires additional
labor and non-labor resources in order to meet vulnerability assessment recommendations. In addition,the
budget includes large maintenance and repair projects at Metropolitan's USHQ Facility, DVL Visitor Center and
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property structures in the Bay Delta and Palo Verde Valley. Some of these projects at USHQ and DVL were
deferred by Board action in the last biennial budget.

Materials & Supplies: Materials & Supplies is increasing by $1.6 million primarily as a result of land
management and maintenance efforts as well as water treatment chemicals used for Quagga mussel control.
Costs of fuel, building, construction and other materials are rising significantly due to inflationary pressures.

Other O0&M and Operating Equipment: Chemicals, solids, and power reflect the cost of the water treatment
process and are anticipated to decrease by $2.4 million in FY 2022/23, driven by a reduction in power and
chemical costs. Power costs are decreasing due to changes in power costs and water flows. Chemical costs are
decreasing as a result of a change in water blends - a shift to more CRA water which requires less chemicals to
treat than SWP water.

The FY 2022/23 budget reflects an increase in utilities not related to variable treatment of $3.4 million as a result
of increasing costs associated with electricity and hazardous waste disposal. Hazardous waste abatement costs
are increasing as a result of the Weymouth Basin Remediation and CRA rehabilitation. Electricity costs are
increasing due to the planned continuous operation at the Greg Avenue pump station to manage available
supplies and help mitigate drought conditions.

Operating equipment is higher by $2.2 million primarily due to the replacement of critical aging vehicles and
equipment that is at the end of its useful life and inflationary pressures in pricing. The purchase of vehicles was
deferred by Board action in the last biennial budget.

Regional Recycled Water Program Planning Costs: The budget for the RRWP Planning Costs is $12.4 million
and is reflected in Departmental 0&M as a major 0&M Project. $9.2 million of the total is for professional services
and $3.1 million is for salaries and benefits. A total of 11 regular full-time positions have been allocated to the
project. The FY 2021/22 budget of $15 million included $11.8 million for professional services and $3.2 million
for salaries and benefits.

FY 2023/24 O&M Budget Highlights

The FY 2023/24 0&M budget is $599.3 million, an increase of $13.2 million, or 2.2 percent, compared to the FY
2022/23 budget. This increase is primarily due to negotiated labor increases offset by a reduction in outside
services related to the RRWP planning project and a decrease in anticipated 3rd party insurance claims.

Salaries and Benefits: The FY 2023/24 O&M labor budget is about $16.3 million or 4.3 percent higher than the
FY 2022/23 budget. Negotiated labor increases represent $16.1 million, or 99 percent of the increase. Benefits
are continuing to decline by $0.4 million or 2.5 percent as a result of reduced OPEB costs. The remaining $0.5
million increase, or 3.1 percent, is primarily attributable to a slight increase in overtime, as well as premium and
temporary labor.

FY 2023/24 regular full time positions are flat with the FY 2022 /23 budget but district temporary positions are
increasing by 2 net positions. As a result FY 2023/24 total authorized positions are increasing from 1,976 to
1,978.

Outside Services: Outside Services are anticipated to decrease by $3.7 million of which $5.0M is due to the
decrease in the level of support for the environmental planning phase of the RRWP Planning project. Other
reductions in legal and labor union negotiations costs were somewhat offset by increases in IT maintenance and
support services, and Bay Delta studies and pilot projects.

Materials & Supplies: Materials & Supplies is increasing by $2.1 million. Increases in software licensing and
support of $1.2 million and fuel & other maintenance supplies of $1.2 million are being offset by a reduction in
water treatment chemicals of $0.3 million used for Quagga mussel control. There is an expectation in FY 2023/24
that SWP flows would increase and the need for chemicals to treat CRA water would decrease.
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Other O0&M and Operating Equipment: The cost of chemicals, power, and sludge disposal incurred in the water
treatment process is anticipated to increase by $2.4 million in FY 2023 /24 due primarily to increased water
demands and inflationary pressures on chemical costs.

Third-party insurance claims are anticipated to decrease by $4.0 million as a result of the actuarial study.

The FY 2023/24 budget reflects a decrease in utilities not related to variable treatment, of $1.1 million due to
pumping at the Greg Avenue facility anticipated for only half of the year.

Operating equipment is lower by $0.6 million from FY 2022 /23 due primarily to a reduction in lab equipment
and construction and maintenance needs.

Regional Recycled Water Program Planning Costs: The budget for the RRWP Planning Costs is $7.3 million
and is reflected in Departmental 0&M as a major O&M Project. $4.2 million of the total is for professional services
and $3.1 million for salaries and benefits. A total of 11 regular full-time positions have been allocated to the
project.

Departmental Budget by Expenditure Type, $ millions
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The figure above summarizes the total departmental 0&M budget by expenditure type, of which about
65 percent is for salaries and benefits in both FY 2022/23 and FY 2023 /24.
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STAFFING PLAN

FY 2022/23 and FY 2023 /24 total authorized positions which include district temporary positions, are 1,976 and
1,978 positions, respectively. Total regular full time positions are increasing by 22 over the biennium to support
board initiatives of Diversity, Equity & Inclusion (DEI), Equal Employment Opportunity (EEO), Sustainability,
Resilience & Innovation (SRI) as well other critical district needs in land management and property maintenance,
media and communication, security including cybersecurity, Ethics policy & program support, and accounting,
treasury and contracting. Twelve district temporary positions will also be added over the biennium to
accommodate enhanced security, business process and business systems support as well as ongoing succession

planning and education efforts.

Over the biennium, positions dedicated to 0&M work are expected to increase by 37 regular full time positions
and by 12 district temporary positions to support increased recruitment, enhanced security, land management
and maintenance efforts, enhanced business process and business systems support, and ongoing succession
planning efforts. The number of regular full time positions allocated to the RRWP Planning Costs budget over the
biennium has remained constant at 11 from the FY 2021/22 budget.

The personnel complement is shown in the following tables.

Regular and Temporary Positions

2021/22 2022/23
Budgetvs.  Budget vs.
2020/21 2021/22 2022/23 2023/24 2022/23 2023/24
Budget Budget BudEet Budget Budget Budget
Regular Full Time Positions 1,907 1,907 1,929 1,929 22 —
District Temporary Positions 37 47 49 10 2
Total 1,950 1,944 1,976 1,978 32
Totals may not foot due to rounding.
O&M and Capital Staffing Levels
2021/22 2022/23 2023/24
Budget Budget Budget

0&M Positions

Regular Full Time Positions 1,623 1,660 1,660

District Temporary Positions 35 46 48

Total 0&M 1,658 1,706 1,708
Capital Positions

Regular Full Time Positions 284 269 269

District Temporary Positions 2 1 1

Total Capital 286 270 270
GRAND TOTAL 1,944 1,976 1,978
Totals may not foot due to rounding.
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Estimated expenditures for the Capital Investment Plan (CIP) which includes Minor Capital Projects are $600
million for FY 2022/23 and FY 2023/24. They are funded by current operating revenues (PAYGO) and revenue
bond proceeds. The FY 2022/23 CIP expenditures are $75 million higher than the FY 2021/22 budget, while the
FY 2023/24 is unchanged from the FY 2022 /23 budget. The largest areas of expenditures in the Biennial
Budget are infrastructure refurbishment and replacement and infrastructure upgrades.

The CIP is discussed in more detail in the CIP supplemental volume.

Cash Funded Capital

The CIP is anticipated to be funded 45 percent by current operating revenues (PAYGO) in FY 2022/23 and in FY
2023/24, the CIP is anticipated to be funded 45 percent by PAYGO. The PAYGO funding for FY 2022/23 is
budgeted at $135 million and in FY 2023 /24, the PAYGO funding is budgeted at $135 million.

Debt Funded Capital

The CIP is anticipated to be funded 55 percent by revenue bond proceeds in FY 2022/23 and in FY 2023 /24, the
CIP is anticipated to be funded 55 percent by revenue bond proceeds. New debt issues of $330 million are
planned over the biennium to fund the CIP. Given construction funds expected to be available at the beginning of
the biennial budget period and planned PAYGO amounts, these bond issues should provide sufficient funds to
meet CIP expenditures over the two years.

Debt Service

For FY 2022/23 and FY 2023 /24, Metropolitan plans to issue new revenue bond debt as described above. Debt
service payments in FY 2022/23 are budgeted at $288.0 million and $301.0 million in FY 2023 /24.

Please refer to the section on Capital Financing for additional details on this expense.

Metropolitan operates as a single enterprise fund for financial statements and budgeting purposes. Through its
Administrative Code, Metropolitan identifies a number of accounts, which are referred to as funds, to separately
track uses of monies for specific purposes as summarized in the table below.

The FY 2022/23 budget forecasts a $31.2 million increase in reserves by June 30, 2023 and includes the Water
Rate Stabilization Fund (WRSF) and the Revenue Remainder Fund. In addition, the Treatment Surcharge
Stabilization Fund (TSSF) and the Water Stewardship Fund (WSF) are projected to decrease by $52.6 million.

The FY 2023 /24 budget forecasts a $36.8 million decrease in reserves by June 30, 2024 and includes the WRSF
and the Revenue Remainder Fund. In addition, the TSSF is projected to increase by $3.1million.

Fund balances are budgeted to be $1.38 billion at June 30, 2023. Of that total, $840.4 million is restricted by
bond covenants, contracts, or board policy, and $541.4 million is unrestricted. Fund balances are budgeted to be
$1.27 billion at June 30, 2024. Of that total, $769 million is restricted by bond covenants, contracts, or board
policy, and $504.6 million is unrestricted.

On June 30, 2023, the minimum and target levels for the reserve funds are estimated to be $254.5 million and
$625.8 million, respectively. Based on projected revenues and expenditures, it is estimated that the balance in
the WRSF and Revenue Remainder Fund will total about $541.4 million, about $286.9 million over the minimum
level.

2022/23 and 2023/24 Biennial Budget 43 Biennial Budget Summary



On June 30, 2024, the minimum and target levels for the reserve funds are estimated to be $266.6 million and
$665.9 million, respectively. Based on projected revenues and expenditures, it is estimated that the balance in
the WRSF and Revenue Remainder Fund will total about $504.6 million, about $238.0 million over the minimum

level.

Projected Fund Balances, $ millions

Restricted Designated Unrestricted Total

2022/23 Budget
Operating Funds 483.8 — — 483.8
Debt Service Funds 200.4 — — 200.4
Construction Funds 84.7 2.7 — 87.5
Reserve Funds (1) — — 541.4 541.4
Rate Stabilization Funds (2) — 12.8 — 12.8
Trust and Other Funds 55.9 — — 55.9

Total June 30, 2023 824.8 15.5 541.4 1,381.7

2023/24 Budget
Operating Funds 479.0 — — 479.0
Debt Service Funds 200.1 — — 200.1
Construction Funds 15.3 2.7 — 18.0
Reserve Funds (1) — — 504.6 504.6
Rate Stabilization Funds (2) — 15.8 — 15.8
Trust and Other Funds 55.9 — — 55.9

Total June 30, 2024 750.3 18.6 504.6 1,273.4

Totals may not foot due to rounding.

(1) includes Water Rate Stabilization Fund and Revenue Remainder Fund.

(2) includes Water Stewardship Fund and Treatment Surcharge Stabilization Fund
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RATE STRUCTURE OVERVIEW

Framework

The Rate Structure Framework evolved through a comprehensive strategic planning process initiated in 1998.
As depicted in the following figure, the first step of the process was to identify the “Major Requirements of
Metropolitan’s Mission,” which was reflected in the Strategic Plan Policy Principles. The Statement of Common
Interests formed the basis of Metropolitan’s strategic plan to address these mission requirements. One of the
most important common interests was “Cost Allocation and Rate Structure.” In determining the most appropriate
Cost of Service (COS) and rate structure, a set of pricing objectives, or guiding rate principles, was developed.
These guiding rate principles defined Metropolitan’s Rate Structure Framework by which various COS and rate-
setting methodologies could be evaluated.

Development of the Rate Structure Framework

Major Requirements

o Statement of Common Rate Structure
of Metropolitan's
o Interest Framework
Mission
sFlexibility eRegional Provider eFair
eCertainty eFinancial Integrity *Based on the stability of
ePublic Stewardship eLocal Resource MWD's revenue and
Development coverage of its costs
eImported Water Services ’PFOV_ide certainty and
Choice and Competition predictability
eResponsibility for Water *Not place any customers
Quality at significant economic

*Cost Allocation and Rate disadvantage

Structure eReasonably simple and
easy to understand
*Any dry-year allocation
should be based on need
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The strategic planning process which established the foundation of the Rate Structure Framework is discussed
below.

Major Requirements of Metropolitan’s Mission

As one of the first steps in the strategic planning process in 1998, the Board developed a list of three mission
requirements in its Metropolitan vision statement - flexibility, certainty, and public stewardship, which it
described as:

¢ Flexibility. Metropolitan is aware of the legislative and economic pressures which make flexibility in
providing water services for a changing demand and in a competitive water market paramount. Fair
compensation for wheeling through Metropolitan’s conveyance systems is an essential element of
Southern California’s developing market.

e Certainty. The certainty that Metropolitan’s water supply is reliable and that the COS is appropriate is of
utmost importance to member agencies and their retailers who are endeavoring to provide not only
water, but value to the residents in their service area.

e Public Stewardship. As public stewards of much of Southern California’s water supply, Metropolitan
and its member agencies are responsible for making certain that the water is provided in a cost-effective
and environmentally sound manner.

Statement of Common Interests

From the strategic planning mission requirements, the Board developed a list of seven areas of common interest
that formed the major focus elements of the Metropolitan strategic plan, described as:

¢ Regional provider. This area includes the concerns of protecting regional infrastructure and providing
service during drought periods. Regional water must be provided to meet the needs of the member agencies,
and water supplies must be equitably allocated during drought periods based on the Water Surplus and
Drought Management Plan principles.

e Financial integrity. It is a common interest of the members for Metropolitan to assure the financial integrity
of the agency in all aspects of its operations.

¢ Local resource development. Metropolitan supports local resources development by working in
partnership with its member agencies and by providing member agencies with financial incentives for water
conservation and for local projects.

e Imported water service. Metropolitan is responsible for providing imported water to meet the committed
needs of its member agencies.

¢ Choice and competition. After Metropolitan provides imported water for the member agencies’ committed
demands, a member agency can choose the most cost-effective additional water supplies for its customers.
These choices include either Metropolitan, local resource development, market transfers, or some
combination of these secondary options. Metropolitan and its member agencies can decide how to provide
these additional supplies collaboratively while balancing local, imported, and market opportunities with
affordability.

¢ Responsibility for water quality. Metropolitan must advocate for source water quality and implement in-
basin water quality for the imported water it supplies. This is necessary to guarantee compliance with
primary drinking water standards and to meet the water quality requirements for water recycling and
ground water replenishment.
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e (Cost allocation and rate structure. The framework for a revised rate structure will be established to
address allocation of costs, financial commitment, unbundling of services, and fair compensation for services
including wheeling, peaking, growth, and others.

Rate Structure Framework

A major element of common interest was “Cost Allocation and Rate Structure.” In addressing this element a set of
pricing objectives, or guiding rate principles, had to be developed to evaluate alternative COS and rate setting
approaches, or methodologies. As a result, the Board adopted a set of rate principles which was defined as the
Rate Structure Framework. The Rate Structure Framework provided the principles for the Strategic Planning
Steering Committee to develop a preferred rate structure. The Rate Structure Framework includes the following
principles:

e The rate structure should be fair;

¢ Itshould be based on the stability of Metropolitan’s revenue and coverage of its costs;
e Itshould provide certainty and predictability;

e It should not place any customers at significant economic disadvantage;

e Itshould be reasonably simple and easy to understand; and

¢ Anydry-year allocation should be based on need.

The 2001 COS and rate structure was adopted by the Board to address the Rate Structure Framework. That COS
process and rate structure remain today, with the exception of recent modifications by the Board. First, in August
2020, the Board repealed the pre-set wheeling rate for short-term wheeling service to member agencies. As a
result, charges for short-term wheeling to member agencies is now subject to contractual negotiations on a case-
by-case basis, as has been the case with long-term wheeling arrangements for member agencies, all wheeling for
third parties, and all exchange transactions. In December 2019, the Board directed staff (1) to incorporate the
2019/20 fiscal-year-end balance of the Water Stewardship Fund to fund all demand management costs in the
proposed FYs 2020/21 and 2021/22 Biennial Budget; and (2) to not incorporate the Water Stewardship Rate, or
any other rate or charge to recover demand management costs, with the proposed rate and charges for CYs 2021
and 2022. In November 2021, the Board directed staff to allocate all demand management costs to
Metropolitan's supply rate elements, and no Water Stewardship Rate or other demand management recovery
charge is included in the rate structure after 2022.
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The elements of the rate structure, and the rates and charges for calendar year 2022, 2023, and 2024 are
summarized in Table 14.

Table 14. Rate Elements

Rate Design Elements  Functional Costs Recovered Type of Charge 2022 2023 2024
Tier 1 Supply Rate Supply, Drought Storage Volumetric ($/af) $243 $321 $332
Tier 2 Supply Rate Reflects cost of transfers from Volumetric ($/af) $285 $530 $531

north of the Delta

System Access Rate Conveyance/Distribution Volumetric ($/af) $389 $368 $389
(Average Capacity), portion of
Regulatory/Emergency Storage

System Power Rate Power on CRA and SWP Volumetric ($/af) $167 $166 $182

Treatment Surcharge Treatment Volumetric ($/af) $344 $354 $353

Capacity Charge Peak Distribution Capacity, Fixed ($/cfs) $12,200 $10,600 $11,200
portion of Regulatory Storage

Readiness-to-Serve Available Conv. & Dist. Capacity, Fixed ($M) $140 $154 $167

Charge Emergency Storage

*Rates and Charges effective January 1st
Supply Rates
Purpose

The rate structure recovers supply costs through a two-tiered price structure. The amount of water a member
agency may purchase at the lower Tier 1 Supply Rate, which is water within a member agency’s Tier 1 maximum,
is established by either a purchase order agreement or calculated as 60% of its Revised Base Firm Demand.

Tier 1 Supply Rate

The Tier 1 Supply Rate is a volumetric rate charged on Metropolitan’s water sales that are within a member
agency’s Tier 1 maximum. The Tier 1 Supply Rate supports a regional integrated approach through the uniform,
postage stamp rate. The Tier 1 Supply Rate is calculated as the amount of the total revenue requirement
functionalized as supply divided by the estimated amount of Tier 1 water sales. Per Board direction in December
2021, all demand management costs (regardless of funding source, such as bond financing or current revenues)
are functionalized as supply and collected on the Tier 1 and Tier 2 supply rates. However, because there are no
projected Tier 2 transactions in the biennium, the demand management costs are recovered entirely by the Tier
1 supply rate.

Tier 2 Supply Rate

The Tier 2 Supply Rate is a volumetric rate that reflects the costs of Tier 1 and Metropolitan’s cost of purchasing
water transfers north of the Delta. The Tier 2 Supply Rate is charged on Metropolitan water sales that exceed a
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member agency’s Tier 1 maximum. The higher costs reflected in the Tier 2 Supply Rate encourages the member
agencies and their customers to maintain existing local supplies and develop cost-effective local supply resources
and conservation. Per Board direction in November 2021, all demand management costs (regardless of funding
source, such as bond financing or current revenues) are functionalized as supply and collected on the Tier 1 and
Tier 2 supply rates. However, because there are no projected Tier 2 transactions in the biennium, the demand
management costs are recovered entirely by the Tier 1 supply rate.

Implementation

Because the Tier 1 maximum is set at a total member agency level and not at a meter level, all system water
delivered will be billed at the Tier 1 Supply Rate. Any water delivered that exceeds the Tier 1 maximum will be
billed an additional amount equivalent to the difference between the Tier 2 and Tier 1 Supply Rates.

For member agencies without purchase orders and member agencies with purchase orders that accrue a
cumulative Tier 2 obligation at the end of year five of the purchase order, the Tier 2 Supply Rate will be applied
in the month where the Tier 1 maximum is surpassed on all applicable deliveries. Otherwise, any obligation to
pay the Tier 2 Supply Rate will be calculated over the ten-year period, consistent with the calculation of any
purchase order commitment obligation.

Benefits

The use of the two-tiered structure for Supply Rates provides several benefits including (1) efficient resource
management, and (2) clear price signals to accommodate a water transfer market.

System Access Rate (SAR)

Purpose

The SAR recovers the costs of Conveyance, Distribution, and Storage that is used on an average annual basis
through a uniform, volumetric rate. All member agencies pay the SAR for the conveyance and distribution
capacity associated with deliveries of full-service water.

Implementation

The SAR is charged for each acre-foot of water transported by Metropolitan to its member agencies and delivered
as a full-service water transaction.

Benefits
The SAR benefits include: (1) support of a regional approach; (2) accommodates a water transfer market that

does not unfairly advantage one user over another; (3) provides a clear linkage between costs and benefits; and
(4) establishes a simple approach to recovering the costs of conveyance and distribution functions.

System Power Rate (SPR)
Purpose

The SPR recovers the costs of energy required to pump water to Southern California through the SWP and CRA.
The cost of power is recovered through a uniform, volumetric rate.

Implementation

The SPR is applied to all deliveries of Metropolitan water to member agencies.
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Benefits
The primary benefit of the SPR is that it clearly identifies Metropolitan's average cost of power.
Treatment Surcharge

Purpose

The Treatment Surcharge recovers all of the costs of providing treatment capacity and operations through a
uniform, volumetric rate per acre-foot of treated water transactions.

Implementation

The Treatment Surcharge is charged to all treated water transactions.

Benefits

There are several benefits provided by the treatment surcharge, including that (1) only treated water users pay

for the costs of treatment, and (2) by averaging the costs of providing treated water service over the entire
system the regional economies of scale are preserved.

Capacity Charge

Purpose

The Capacity Charge recovers the costs incurred to provide peak capacity within the Distribution System. The
Capacity Charge also provides a price signal to encourage agencies to reduce peak demands on the Distribution
System and to shift demands that occur during the May 1 through September 30 period into the October 1
through April 30 period, resulting in more efficient utilization of Metropolitan’s existing infrastructure and
deferring capacity expansion costs.

Implementation

Each member agency will pay the Capacity Charge per cubic feet per second (cfs) based on a three-year trailing
peak (maximum) day demand, measured in cfs. Each member agency’s peak day is likely to occur on different
days; therefore this measure approximates peak week demands on Metropolitan.

Benefits

The Capacity Charge provides several benefits including (1) increasing the overall efficiency of water use,

(2) improving the fair allocation of costs among member agencies based upon the demand imposed by each
agency, and (3) providing a source of fixed revenue.

Readiness—To—Serve Charge (RTS)

Purpose

The RTS recovers the cost of the portion of system that is available to provide emergency service and available
capacity during outages and hydrologic variability.

Implementation
The RTS is a fixed charge that is allocated among the member agencies based on a ten-fiscal-year rolling average

of firm demands. Water transfers and exchanges are included for purposes of calculating the ten-year rolling
average. The SDCWA Exchange Water transactions are excluded from the calculation of the ten-year rolling
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average per the terms of the Amended and Restated Agreement between the Metropolitan Water District of
Southern California and the San Diego County Water Authority for the Exchange of Water. The Standby Charge is
collected at the request of some member agencies that have elected to use the charge as a direct offset to the
member agency’s RTS obligation.

Benefits

The RTS provides two major benefits, which includes (1) a better matching of costs and benefits, and
(2) a SAR that recovers only those costs associated with providing average annual service.

Purchase Order Option

The current rate structure allows member agencies to choose to purchase water from Metropolitan by means of
a Purchase Order. Purchase Orders are voluntary agreements that determine the amount of water that a
member agency can purchase at the Tier 1 Supply Rate. They allow member agencies to purchase a greater
amount of water at the lower Tier 1 Supply Rate than would otherwise be authorized by the Administrative Code.
In exchange for the higher Tier 1 Maximum, the member agency commits to purchase a specific amount of water
(based on past purchase levels) over the term of the agreement. Such agreements allow member agencies to
manage costs and provide Metropolitan with a measure of secure revenue.

In November 2014, the Metropolitan Board approved new Purchase Orders effective January 1, 2015 through
December 31, 2024 (the “Purchase Order Term”). Twenty-one of the twenty-six member agencies have Purchase
Orders, which commit the member agencies to purchase a minimum amount of supply from Metropolitan (the
“Purchase Order Commitment”). The original Purchase Order Commitments were reduced by 10 percent due to
the Water Supply Allocation Plan implementation in FY 2015/16.

The key terms of the Purchase Orders include:
e Aten-year term, effective January 1, 2015 through December 31, 2024;

e Ahigher Tier 1 limit based on the Base Period Demand, determined by the member agency’s
choice between (1) the Revised Base Firm Demand, which is the highest fiscal year purchases
during the 13-year period of fiscal year 1989/90 through fiscal year 2001/02, or (2) the highest
year purchases in the most recent 12-year period of fiscal year 2002/03 through 2013/14. The
demand base is unique for each member agency, reflecting the use of Metropolitan’s system
water over time;

¢ An overall purchase commitment by the member agency equal to the Demand Base period
chosen multiplied by ten to reflect the ten-year Purchase Order term. Those agencies choosing
the more recent 12-year period may have a higher Tier 1 Maximum and commitment. The
commitment is also unique for each member agency.

¢ The opportunity to reset the Base Period Demand using a five-year rolling average;

e Any obligation to pay the Tier 2 Supply Rate will be calculated over the ten-year period,
consistent with the calculation of any Purchase Order commitment obligation; and

e Anappeals process for agencies with unmet purchase commitments that will allow each acre-
foot of unmet commitment to be reduced by the amount of production from a local resource
project that commences operation on or after January 1, 2014.

Member agencies that do not have Purchase Orders in effect are subject to Tier 2 Supply Rates for amounts

exceeding 60 percent of their base amount (equal to the member agency’s highest fiscal year demand between
1989-90 and 2001-02) annually.
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UNDERSTANDING THE LAYOUT OF THE
DEPARTMENTAL BUDGET

The Departmental Section provides detailed information about the Operations and Maintenance (0&M) budget of
each group and department and consists of the following:

Mission
Describes, at a high level, the scope of the organization’s functions.
Programs

Describes the organizations roles and responsibilities by program or section and provides a summary
organizational chart.

Goals & Objectives
Summarizes the goals & objectives each organization proposes to accomplish in the upcoming fiscal years.
O&M Financial Summary

Provides a summary of the organization’s 0&M budgets. For FY 2022/23 and FY 2023 /24, 0&M expenditures
are identified by expense categories such as salaries and benefits, professional services, and “other” expenditures
and incorporate the group objectives.

Expense Category

Category Description

Salaries and Benefits Labor costs and fringe benefits for Metropolitan’s regular, district
temporary, and agency temporary employees. Total salaries and benefits,
direct charges to capital, and O&M salaries are shown.

Professional Services All costs associated with work performed by outside contractors and
consultants.

Operating Equipment Costs associated with the purchase of capitalized portable equipment,
including automobiles, trucks, servers, and other applicable portable
equipment.

Other Cost of purchasing chemicals, materials and supplies, reprographics, travel,

telephone, and other necessary items for effective operation of Metropolitan.
A breakdown has been provided to itemize those expense categories that are
five percent or more of the “other” category.
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O&M Budget by Section

Provides a summary of the organization’s 0&M budget and personnel count by section or program.
Personnel Summary

Provides a breakdown for the organization of total personnel involved in O&M and capital work.
Budget Highlights

Identifies the major factors of the budget variance over the biennium as well as any significant changes by budget
year.
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OFFICE OF THE GENERAL MANAGER

The Office of the General Manager manages and administers all Metropolitan
activities except those functions specifically delegated by statutes and Board
order to the General Counsel, General Auditor, or Ethics Officer.

The Office of the General Manager is responsible for
the management and administration of
Metropolitan's activities including the management
of all matters pertaining to the business of the
Board and research on actions and policies of the
Board by staff for directors, member agencies, and
the public.

The reporting structure of the Office of the General
Manager is reflected below.

The Board of Directors provides policy and
direction as the governing body of the Metropolitan
Water District.

Board of Directors

Office of the General Manager

General Manager

f
Office of Sustainability,

Equal Employment

|
Executive Officer/
Asst. General Manager

Resiliency & Innovation Opportunity Office
| | |
Asst. General Manager/ Asst. General Manager/ Asst. General Manager/
Operations Finance & Administration External Affairs

Water Resources
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The following strategic priorities in the General
Manager’s Business Plan reflect the funding
emphasis in the budget and highlight items that will
be the focus of Board and staff attention over the
next two years.

Strategic Priority #1: Empower the Workforce
and Promote Diversity, Equity and Inclusion

Establish Office of Diversity, Equity, and Inclusion

Establish Equal Employment Opportunity (EEO)
office

Establish Workforce Development Strategies
¢ Update training curriculum to focus on future
challenges
¢ Pilot program to expand craft training to
complement the apprenticeship program
¢ Coordinate District-wide management forum

Update recruitment strategies and practices

Strategic Priority #2: Sustain Metropolitan’s
Mission with a Strengthened Business Model

Given the identified challenges before us, document
a common understanding of the services needed

and value provided to the region

Assess the rate structure based on the identified
values and services

Manage rate pressure on Member Agencies
¢ Secure state and federal funding
¢ Explore non-rate revenues

e Assess benefits, costs and alternative
approaches for major initiatives and projects

Evaluate alternative funding and participation
mechanisms for local supply development

Strategic Priority #3: Adapt to Changing Climate
and Water Resources

Establish Office of Sustainability, Resiliency, and
Innovation

2022/23 and 2023/24 Biennial Budget
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Complete IRP Implementation Plan and Revise
Water Surplus and Drought Management Plan to
meet short- and long-term water resource
objectives

Implement Climate Action Plan to reduce and
mitigate emissions and impacts from energy use
and other activities

Advance source reliability of major water resources

* Regional Recycled Water Program (per Board
consideration)

¢ Water management guidelines for Colorado
River

¢ Delta Conveyance Project (DCP) planning and
permitting

¢ Advance watershed science and ecosystem
restoration

* Increase water use efficiency for all
communities and sectors, with a particular
emphasis on addressing outdoor use (irrigation
and agriculture) and leaking pipes

Strategic Priority #4: Protect Public Health,
Regional Economy, and Metropolitan's Assets

Invest in system resilience, with an emphasis on
infrastructure reliability and system flexibility (e.g.,
SWP dependent areas)

Protect water quality from source to tap and
prepare for emerging water quality issues

Apply innovation and technology across project
lifecycles (design, construction, operations,
maintenance, and replacement)

Identify and address system vulnerabilities, such as

* Emergency preparedness and response
¢ Physical- and cyber-security
¢ Seismic and other system risks

Strategic Priority #5: Partner with Stakeholders
and the Communities We Serve

Strengthen collaboration with member agencies and
external stakeholders on public outreach, business,
education, conservation and workforce
development
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Build greater awareness and understanding of
underserved communities and engage them in
addressing challenges of water quality,
infrastructure and affordability

Engage new civic leaders at the local, state and
federal levels

Equip staff to serve as ambassadors for

Metropolitan and water reliability throughout the
region and state, nationally, and industry-wide

2022/23 and 2023/24 Biennial Budget 57 Office of the General Manager



O&M FINANCIAL SUMMARY

2020/21 2021/22 2022/23 Change from 2023/24 Change from
Actual Budget Budget 2021/22 Budget 2022/23

Total Salaries and Benefits 4,768,012 5,269,432 6,744,043 1,474,610 6,970,246 226,204
Direct Charges to Capital 4,768,012 — — — — —
Total Salaries and Benefits 5,269,432 6,744,043 1,474,610 6,970,246 226,204

% Change 19,762,468.00 10.5% 28.0% 3.4%
Professional Services 38,022 800,000 900,000 100,000 990,000 90,000
Travel Expenses 1,306 101,200 82,835 (18,365) 115,399 32,564
Other Accounts 26,313 98,850 105,200 6,350 105,200 —
Total 0&M 5,031,278 6,269,482 7,832,078 1,562,595 8,180,845 348,768

% Change 24.6% 24.9% 4.5%

Totals may not foot due to rounding.

FY 2022/23 BUDGET BY EXPENDITURE

Other Accounts: 1%

Travel Expenses:
1%

2022/23 and 2023/24 Biennial Budget

FY 2023/24 BUDGET BY EXPENDITURE

Other Accounts: 1%

Travel Expenses:
1%
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2020/21 2021/22 2022/23 Change from 2023/24 Change from
Actual Budget Budget 2021/22 Budget 2022/23
Regular Total 11 13 17 4 17 —
0&M 11 13 17 4 17 —
Capital — — — — — —
Temporary Total 1 — 1 1 1 —
0&M 1 — 1 —
Capital — — — — — —
Total Personnel Total 12 13 18 5 18 —
0&M 12 13 18 5 18 —
Capital — — — — — —

Totals may not foot due to rounding.

The Office of the General Manager’s 0&M Biennial Budget is $7.8 million in FY 2022/23 and $8.2 million in FY
2023/24 or an increase of 24.9% and an increase of 4.5% respectively from the prior budget years. The main

factors affecting these changes:

 Four positions were transferred in from other groups and one additional district temporary position was

added to provide administrative support.

« Salaries and Benefits reflect negotiated labor increases and merit increases for qualified employees.

* Non-labor expenses are increasing by about 21% primarily in the areas of travel and professional services

to support additional staff and GM strategic priorities.

The following are the significant changes by budget year:

FY 2022/23
Personnel—related issues

Total personnel count is increasing by 5 FTEs from
FY 2021/22. Regular full time positions are
increasing by four with the transfer in of 2 positions
from Finance, 1 position from WSO and 1 position
from WRM. One district temporary position was
added to provide administrative support for
additional staff.

Salaries and Benefits reflect negotiated labor
increases and merit increases for qualified
employees.

2022/23 and 2023/24 Biennial Budget

Professional Services

The budget for professional services is increasing to
support GM strategic priorities.

Other

The budget for travel is decreasing in response to
expected travel slow down.
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FY 2023/24
Personnel—related issues

Total personnel count remains flat with the FY
2022/23 budget.

Salaries and Benefits reflect negotiated labor
increases and merit increases for qualified
employees.

Professional Services

The budget for professional services is increasing to
support GM strategic priorities.

Other

The budget for travel is increasing to support
additional staff.
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OFFICE OF SUSTAINABILITY, RESILIENCE &
INNOVATION

The Office of Sustainability, Resilience & Innovation promotes the successful
integration of sustainability, resiliency, and innovation initiatives into all District
wide efforts across all departments and with external agencies.

Metropolitan’s Office of Sustainability, Resilience
and Innovation (SRI) was established in 2021.
Initial efforts include planning and preparation for
the future through innovative and sustainable
solutions in collaboration with key stakeholders.
Programs will address environmental and
infrastructure issues and address the District’s
approach to environmental responsibility and
minimize environmental impact of its activities and
operations.

The Office of SRI reviews Metropolitan’s planned
activities, operational functions, and capital
investments to make sure they work toward
meeting the goals of reducing Metropolitan’s carbon
footprint and complies with the Board-adopted
climate action plan.

Environmental Planning (EPS) provides
expertise for environmentally responsible decision-
making and compliance with environmental laws
and regulations. EPS ensures Metropolitan
activities comply with the California Environmental
Quality Act (CEQA); obtains permits or approvals
from federal and state environmental regulatory
agencies for Metropolitan activities; and
participates in management of Metropolitan
reserves and coordination with other non-
Metropolitan reserve planning efforts.

Office of the
General Manager

Office of Sustainability,
Resilience & Innovation

Office of the
S, R, & I Officer
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61 Office of Sustainability, Resilience & Innovation



In FY 2022/23 and FY 2023 /24, the Office of
Sustainability, Resilience & Innovation will focus on
the following key issues and initiatives:

Development of a comprehensive resiliency and
sustainability plan and goals for Metropolitan.
These plans will define the baseline of current
operations and include clear goals, deliverables and
metrics that address reductions in greenhouse gas
emissions.

The Office of SRI will monitor SRI work across the
region and work to build collaborative relationships
within Metropolitan and with external
environmental advocacy organizations.

The Environmental Planning section will focus on
the following key issues and initiatives:

Support Proposed Delta Improvements

Provide environmental and technical services to
support long-term Delta solutions to improve water
supply reliability and water quality, and protect and
enhance Delta ecosystem and associated species.

Provide technical and regulatory support for
Metropolitan’s Delta Island holdings.

Support Development of Water Supplies and
Management of Water Reserves

Provide planning, California Environmental Quality
Act/National Environmental Policy Act (CEQA/
NEPA), and regulatory support for development of
new water supplies, including continued planning
support for the proposed Regional Recycled Water
Program.

Prepare CEQA/NEPA and environmental permitting
documentation for supplemental water supplies and
water conservation measures, including support of
Local Resources Programs with member agencies.

Provide strategic environmental compliance input
and services to obtain supplemental supplies of
water through transfers, banking and innovative
crop and land management practices.

2022/23 and 2023/24 Biennial Budget

Climate Action Planning

Convene Climate Working Group responsible for
implementation of Metropolitan’s Climate Action
Plan that mitigates the significant effects of
greenhouse gas (GHG) emissions from Metropolitan
projects.

Develop and implement web-based GHG monitoring
and reporting tools and establish a monitoring
schedule.

Continue collaboration with internal Metropolitan
groups to implement GHG reduction strategies and
verify reductions realized.

Provide annual Board updates on progress towards
meeting CAP goals.

Continue to identify and evaluate new GHG
reduction strategies for future updates to ensure
Metropolitan is meeting its GHG reduction goal.

Regulatory Compliance

Provide timely and professional planning services
and CEQA and regulatory support for all capital and
0&M projects in an environmentally responsible
manner.

Coordinate biennial inspections and prepare annual
reports for Metropolitan's operations in compliance
with the provisions of the Surface Mining and
Reclamation Act (SMARA). Initiate reclamation of
five SMARA sites identified for closure.

Provide environmental monitoring support for
Desert 0&M activities to support refurbishment or
replacement of aging infrastructure and urgent
repairs resulting from changing climatic conditions.

Support continued monitoring of populations and
habitat of the unarmored threespine stickleback fish
in compliance with Metropolitan-sponsored
legislation (AB 2488) and long-term Endangered
Species Act permits for the inspection and
maintenance of the Foothill Feeder.
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Represent Metropolitan interests and support
preparation of environmental documentation for
implementation of new operating guidelines on the
Lower Colorado River.

Provide federal and state legislative review and
identify bills and regulations that should be
supported or opposed based on Metropolitan’s
legislative priorities and policy principles.

Reserve Management

Manage Metropolitan’s four large-scale multi-
species reserves and participate in several other
regional conservation and multi-species reserve
programs. Management of these reserves is
required to satisfy regulatory requirements for the
continued delivery of imported water and the
construction and operation of major O&M and
capital projects.

Serve as Metropolitan’s representative on the
Southwestern Riverside County Multi-Species
Reserve Management Committee, administer a
reserve management agreement with Riverside
County Parks (Parks), and actively manage reserve
lands to ensure compliance with state and federal
permits and multi-agency cooperative management
agreements, including the Memorandum of Intent
between Metropolitan, Parks, and other members of
the Diamond Valley Lake Ad Hoc Committee.

2022/23 and 2023/24 Biennial Budget

Facilitate collaboration among Metropolitan, Parks,
and the Southwestern Riverside County Multi-
Species Reserve Management Committee towards
implementation of the Trails Plan and construction
of multi-use connecting trails between Diamond
Valley Lake and Lake Skinner and between the
Reserve and the County’s Regional Trail System.

Serve as Metropolitan’s representative on the
Reserve Management Committee for the Lake
Mathews Multiple Species Reserve, administer a
reserve management agreement with Riverside
County Habitat Conservation Agency, and actively
manage Lake Mathews reserve lands to ensure
compliance with state and federal permits.

Represent Metropolitan on the Orange County
Natural Communities Coalition as voting members
of the respective governance committees.

Work collaboratively with Real Property,
Engineering Services, and reserve management to
facilitate field coordination among stakeholders on
issues within the reserves and surrounding areas.
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O&M FINANCIAL SUMMARY

2020/21 2021/22 2022/23 Change from 2023/24 Change from
Actual Budget Budget 2021/22 Budget 2022/23
Total Salaries and Benefits 3,983,449 5,598,732 6,722-,071 1,125,339 7,032-,560 310,489
Direct Charges to Capital (572,273)  (1,255572) (692,774) 562,797 (740,603) (47,829)
Total Salaries and Benefits 3,411,176 4,341,161 6,029,297 1,688,136 6,291,957 262,660
% Change 27.3% 38.9% 4.4%
Professional Services 1,098,670 2,472,200 3,830,000 1,357,800 2,930,000 (900,000)
Other Accounts 61,568 283,412 338,574 55,162 334,574 (4,000)
Total 0&M 4,571,414 7,096,773 10,197,871 3,101,098 9,556,531 (641,340)
% Change 55.2% 43.7% (6.3%)
Operating Equipment — — 99,193 99,193 — (99,193)
Egﬁ;?nséfl‘ta“d Operating 4,571,414 7,096,773 10,297,064 3,200,291 9,556,531 (740,533)
% Change 55.2% 45.1% (7.2%)

Totals may not foot due to rounding.

FY 2022/23 BUDGET BY EXPENDITURE

Other Accounts: 3% —\
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O&M BUDGET BY SECTION

FY 2022/23 BUDGET BY SECTION FY 2023/24 BUDGET BY SECTION

2021/22  2022/23 Changefrom 2023/24 Change from Personnel Budget

Bud&et Budget 2021/22 Budget 2022/23 21/22 22/23  23/24
Office of SRI Officer — 1,777,100 1,777,100 1,837,500 60,400 — 5 5
Environmental Planning
Section 7,096,800 8,420,800 1,324,000 7,719,000 (701,800) 15 17 17
Total O&M 7,096,800 10,197,900 3,101,100 9,556,500 (641,300) 15 22 22

Totals may not foot due to rounding.

PERSONNEL SUMMARY

2020/21 2021/22 2022/23 Change from 2023/24 Change from
Actual Budget Budget 2021/22 Budget 2022/23
Regular Total 16 20 25 5 25 —
0&M 14 15 22 7 22 —
Capital 2 5 3 2) 3 —
Temporary Total - - - - - -
0&M — — — — — —
Capital — — — — — —
Total Personnel Total 16 20 25 5 25 —
0&M 14 15 22 7 22 —
Capital 2 5 3 2) 3 —

Totals may not foot due to rounding.
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The Office of Sustainability, Resilience & Innovation's Biennial Budget is $10.3 million in FY 2022/23 and $9.6
million in FY 2023 /24 or an increase of 45.1% and a decrease of 7.2% respectively from the prior budget years.

The increase is due primarily to the following:

¢ New Office of SRI Officer includes 2 staff transferred over from External Affairs and 3 new positions
requested and professional services to support Office's key issues and initiatives.

« Environmental Planning costs are increasing for more stringent and specialized environmental regulatory
oversight services for 0&M projects throughout Metropolitan's service area.

¢ Professional services budget for Environmental Planning is increasing due to anticipated environmental
consultant support for large programs requiring complex environmental documentation, including the
proposed Regional Recycled Water Program and implementation of new operating guidelines on the

Lower Colorado River.

FY 2022/23

Personnel-Related Issues

Total personnel count is increasing by 5 regular full-
time positions from the FY 2021/22 budget to
support the formation of the Office of the
Sustainability, Resilience and Innovation Officer.
Regular full-time positions for the Environmental
Planning section remain flat with FY 2021/22.

Salaries and benefits reflect negotiated labor
increases and merit increases for qualified
employees.

Professional Services

Professional services includes budget for New Office
of SRI Officer and Environmental Planning
consultant support for large programs requiring
complex environmental documentation, including
the proposed Regional Recycled Water Program and
implementation of new operating guidelines on the
Lower Colorado River.
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Other

Environmental Planning memberships &
subscriptions are increasing due to a new CCEEB
Climate Change Project annual membership
CCEEB’s Climate Change Project is heavily involved
in shaping Governor Newsom's policy objectives for
electrification and the California Air Resources
Board’s (CARB'’s) upcoming 2022 Assembly Bill
(AB) 32 Scoping Plan Update. Other accounts
increasing include travel, training and conferences
as well as materials & supplies to support the new
Office of the SRI Officer.
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FY 2023/24

Personnel-Related Issues Operating Equipment FY 2022/23 & FY
2023/24

Total personnel count remains flat with the FY

2022/23 budget. Two vehicles are being requested in FY 2022 /23.
One of the vehicles is a replacement vehicle that will

Salaries and benefits reflect negotiated labor be used by Environmental Planning section staff at

increases and merit increases for qualified Union Station to travel to proposed project field

employees. locations/project sites to conduct environmental
surveys, construction & environmental monitoring,

Professional Services site visits, and field coordination, and attend
meetings with WSO and other Metropolitan

Professional services are decreasing due to a personnel. The second vehicles will be used by

decrease in environmental documentation work Environmental Planning section to conduct

required for the proposed Regional Recycled Water environmental surveys, environmental/

Program. construction monitoring, site visits, and field

coordination and attend field meetings at work
locations/project sites along the Colorado River
Aqueduct, at Desert pump plant facilities, and along
associate electrical transmission lines in the Desert.
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EQUAL EMPLOYMENT OPPORTUNITY OFFICE

The Equal Employment Opportunity Office is responsible for ensuring a work
environment free from discrimination for all Metropolitan employees and job
applicants.

Metropolitan’s Equal Employment Opportunity
(EEO) Office was established by the Board in 2021.
The EEO Office investigates all EEO complaints and
oversees the complaint resolution process to ensure
investigations are conducted in a timely, impartial,
and independent fashion.

The EEO Officer also directs staff responsible for
Affirmative Action, Non-Discrimination and OFCCP

regulatory compliance. The EEO Office develops
mitigation policies designed to satisfy complaints
and eliminate the possibility of future violations.

The newly established EEO Office should be noted
for transparency, impartiality and accountability.
The office should be operated independently and
free from influence or interference and noted for
investigating complaints thoroughly.

Office of the
General Manager

Equal Employment
Opportunity Office

Office of the EEO Officer

In FY 2022/23 the Equal Employment Opportunity Office will focus on the key priorities listed below. Goals will

be reviewed and refined for FY 2023/24.

1. Develop a strategic plan and an organizational
plan for the newly created EEO Office that is
presented to and approved by the Board.

2. Immediately establish the EEO Office in

accordance with the approved strategic and
organization plan.
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3. Oversee the elimination of the backlog of EEO
cases and establish new standards for
adjudication reducing cycle time.

4. Within the first 6-12 months receive
approval and publish new EEO policies and
practices to ensure a discrimination free
work environment; include a training plan for
all employees of Metropolitan.
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O&M FINANCIAL SUMMARY

2020/21 2021/22 2022/23 Change from 2023/24 Change from
Actual Budget Budget 2021/22 Budget 2022/23

Total Salaries and Benefits — B — 1,597-,156 1,597,156 1,692-,893 95,737
Direct Charges to Capital — — — — — —
Total Salaries and Benefits — — 1,597,156 1,597,156 1,692,893 95,737

% Change 0.0% 100.0% 6.0%
Professional Services — — 400,000 400,000 400,000 —
Other Accounts — — 18,820 18,820 18,820 —
Total 0&M — — 2,015,976 2,015,976 2,111,713 95,737

% Change 0.0% 100.0% 4.7%

Totals may not foot due to rounding.

FY 2022/23 BUDGET BY EXPENDITURE

Other Accounts: 1%

FY 2023/24 BUDGET BY EXPENDITURE

Other Accounts: 1%
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PERSONNEL SUMMARY

2020/21 2021/22 2022/23 Change from 2023/24 Change from
Actual Budget Budget 2021/22 Budget 2022/23
— — .

Regular Total 0
0&M 0 0
Capital — —
Total - -
0&M — —

Temporary

Capital — —
Total Personnel Total 0 0
0&M 0 0
Capital — —

Totals may not foot due to rounding.

BUDGET HIGHLIGHTS

The Equal Employment Opportunity Office’s Biennial Budget is $2.0 million in FY 2022/23 and $2.1 million in FY
2023/24 or an increase of 100.0% and an increase of 4.7% respectively from the prior budget years. The

increase is due primarily to the following:

e New EEO Office includes 3 staff transferred over from Office of the General Manager and HR and 3 new

positions requested.

e Professional services to support Office's key issues and initiatives.

FY 2022/23
Personnel-Related Issues

Total personnel count is increasing by 6 regular full-
time positions from the FY 2021/22 budget to
support the formation of the EEO Office.

Salaries and benefits reflect negotiated labor

increases and merit increases for qualified
employees.

Professional Services

Professional services support Office's key issues and
initiatives.

Other

Other accounts includes materials & supplies, travel
and other expenses necessary to support the EEO
Office.
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FY 2023/24

Personnel-Related Issues

Total personnel count remains flat with the FY
2022/23 budget.

Salaries and benefits reflect negotiated labor
increases and merit increases for qualified
employees.

Professional Services

Professional services remain flat with the FY
2023/24 budget.

Other

Other accounts remains flat with the FY 2022 /23
budget.
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ENGINEERING SERVICES

Engineering Services provides innovative solutions that exceed our partners’
expectations as the public-sector’s leader for water engineering.

Engineering Services performs project
management, design, construction management,
infrastructure condition assessments, and facility
planning; manages Metropolitan’s Capital
Investment Plan (CIP); and provides on-going
operations and maintenance support to other
stakeholders and partners within the organization.

Engineering Services accomplishes its mission
through the following programs or services to our
strategic partners:

Office of the Group Manager oversees the
management of the Engineering Services group by
providing strategic leadership on engineering
initiatives and core business efforts, to ensure the
continued reliability and quality of water deliveries
and the safety of Metropolitan’s dams. The office
also provides technical support for special
initiatives including Metropolitan's Regional
Recycled Water Program and the Delta conveyance.

Engineering Planning is responsible for the
functions of facility planning, dam safety, hydraulic
analysis, hydraulic modeling, protection of
Metropolitan's substructures, construction contract
administration, technical control and oversight of
engineering standards, capital project support,
business process management and budgeting, and
management of Metropolitan's CIP.

2022/23 and 2023/24 Biennial Budget

Design is responsible for the preparation of
technical assessments, conceptual and preliminary
designs for new facilities and for rehabilitation of
existing facilities, final design drawings and
specifications for construction, and technical
support during the construction, commissioning,
and operation of facilities. Design provides
engineering support to support Metropolitan’s
operations. Design is also responsible for
Engineering Services’ design technology and
Computer Aided Design System (CAD) Electronic
Drafting and Design platforms.

Program Management is responsible for the
overall planning and delivery of both capital and
0&M projects for treatment plants, distribution,
conveyance and storage systems, and the Regional
Recycled Water Program; and serves as
Metropolitan’s Owner’s Engineer.

Infrastructure Reliability is responsible for the
management of construction and procurement
contracts, field inspection, soils and concrete
testing, and fabrication inspection; field surveying,
survey mapping, and protection of right-of-way and
property rights; and infrastructure condition
assessments, corrosion engineering, and materials
engineering.
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Executive Officer &
Asst General Manager,
Water Resources

Engineering Services

L Water Supply Initiatives

Engineering Planning Design

In FY 2022/23 and FY 2023 /24, Engineering
Services will focus on the following key areas:

Delta Conveyance

Continue supporting the ongoing activities of the
Design and Construction Authority Joint Powers
Authority by providing as-needed project
management and technical support for the work
activities related to the Delta conveyance facilities.

Regional Recycled Water

Provide program management and leadership for
development of Metropolitan’s Regional Recycled
Water Program during the environmental planning
phase for the full-scale program in the form of
program planning, technical studies, budgeting and
collaboration with internal and external program
participants and stakeholders.

Successfully perform engineering and technical
studies to plan and manage modifications to the
Advanced Purification Demonstration Plant.
Continue to support opportunities to collaborate

with other agencies to enhance local water supplies.

2022/23 and 2023/24 Biennial Budget

Program Management

Infrastructure
Reliability

Dam Safety

Ensure the safe and reliable operation of
Metropolitan’s dams and reservoirs through regular
dam inspections and extensive surveillance,
comprehensive evaluations of existing dams and
appurtenant structures using current design
standards, thorough review and inspection of major
repair work, and careful planning and coordination
of emergency action plans with local agencies. New
dam safety initiatives include upgrading
instrumentation and use of technology to obtain
and present instrumentation results in real-time.

Drought Resilience

Identify, develop and implement solutions to
address drought’s impact on Metropolitan’s ability
to deliver water to its member agencies. Initial
focus will be on projects to increase supply
reliability to portions of Metropolitan’s system that
exclusively receive State Water Project supplies.

74 Engineering Services



Infrastructure Reliability

Manage and complete board-authorized projects
within the CIP to ensure the reliable delivery of
water to Metropolitan’s member agencies.

Provide engineering and technical services to
support the operation and maintenance of
Metropolitan’s water conveyance, delivery,
treatment, and support facilities.

Protect public safety, minimize future costs of
infrastructure maintenance and repairs, and avoid
unplanned outages by monitoring Metropolitan’s
facilities and right-of-way, performing essential
technical assessments, and implementing modern
asset management methods.

CIP Management

Execute capital projects to rehabilitate aging
infrastructure, enhance seismic resiliency of key
Metropolitan facilities, and maintain system
flexibility. High priority programs that will continue
during the biennium include the Distribution
System Reliability Program and CRA Rehabilitation.

Manage Metropolitan’s overall CIP. Coordinate with
stakeholders to prioritize project completion and
develop asset-management tools. Provide regular
updates on projected expenditures to finance and
prepare informative quarterly reports illustrating
progress on capital projects.

Partner with Water System Operations and other
stakeholders to prioritize capital projects to address
Metropolitan’s short-term needs and long-term
objectives, and optimize utilization of internal and
external resources.

Continue to identify and implement improvements
in project delivery.

2022/23 and 2023/24 Biennial Budget

Distribution System Reliability

Complete construction of the Orange County Feeder
Relining, Etiwanda Pipeline Relining, and Casa Loma
Siphon No. 1 Seismic Retrofit. Continue design for
the Lake Mathews Forebay Pressure Control
Structure and water reliability improvements for
the Rialto Pipeline service area.

CRA Rehabilitation

Continue construction to rehabilitate pump house
cranes and CRA domestic water treatment systems
at all five plants. Complete design to upgrade
potable water, industrial water and wastewater
lines and replace transformers at each of the five
CRA pumping plants. Continue design to
rehabilitate the CRA main pumps.

Asset Management

Provide comprehensive engineering support to
implement Metropolitan’s Asset Management
Strategy to effectively develop, operate, assess,
upgrade, and dispose Metropolitan assets through
the entire lifecycle. This effort will establish a
consistent and unified framework for condition
assessment and risk management, develop tools to
facilitate the process, and prioritize asset
acquisition, replacement, and rehabilitation to build
areliable infrastructure that is sustainable and
resilient.

Hazard Mitigation Planning and Grant
Funding

Develop a comprehensive Hazard Mitigation Plan to
assess the overall risk of Metropolitan’s
infrastructure to damage caused by natural hazards
(e.g., seismig, fire, flooding, climate change), and use
the plan as the basis to develop mitigation projects
and actions. Based on the Hazard Mitigation Plan
approved by the state and federal agencies, staff will
research, pursue, administer, and manage state and
federal grants and loans to implement the identified
mitigation projects and actions. Potential projects
include Regional Recycled Water Program, drought-
related improvements, seismic upgrade projects
and measures to improve system flexibility.
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Sustainability and Innovation

Develop strategies for, and identify opportunities to
implement sustainable energy practices in CIP
projects. Key focus areas include renewable energy,
energy storage such as battery storage systems,
energy efficiency improvements, optimization of
water operations, and greenhouse gas reductions.
Collaborate with Metropolitan’s new Sustainability,
Resiliency, and Innovation office.

Develop a sustainable infrastructure program
within Engineering Services and take concrete steps
to implement sustainable practices early in the
planning and design phases of projects, while
continuing to leverage technologies to facilitate
optimal project delivery and engineering processes
in addition to preserving institutional knowledge
and achieving efficiencies.

System Flexibility

In response to the updated IRP, conduct a system
flexibility study to evaluate the impact of outages on
water delivery to member agencies and identify
opportunities for system improvements and
interconnections to increase resilience and improve
flexibility. The study will also address impacts on
the system due to seismic vulnerabilities and
develop mitigation measures.

2022/23 and 2023/24 Biennial Budget

Employee Development

Develop a workforce for the future by actively
maintaining and leading workforce development
and succession planning activities to develop and
maintain technical expertise and skills needed in the
future to ensure infrastructure reliability, meet
regulations, respond to emergencies, and support
Metropolitan initiatives.

Empower employees to optimize procedures for
routine activities and develop innovative solutions
to address Metropolitan’s challenges.

Actively foster open discussions to enhance
workplace diversity, equity, and inclusion.

Partnership and Collaboration

Lead ongoing communications and new initiatives
to enhance partnership and collaboration between
Engineering Services and WSO, to provide the best
practical solutions for Metropolitan.
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O&M FINANCIAL SUMMARY

2020/21 2021/22 2022/23 Change from 2023/24 Change from
Actual Budget Budget 2021/22 Budget 2022/23
Total Salaries and Benefits 83,468,039 91,723’-,905 90,258-,904 (1,465,001) 93,663-,283 3,404,379
Direct Charges to Capital (48,576,315)  (53,066,641) (52,710,975) 355,666 (54,748,944) (2,037,969)
Total Salaries and Benefits 34,891,724 38,657,264 37,547,929 (1,109,335) 38,914,338 1,366,410
% Change 10.8% (2.9%) 3.6%
Materials & Supplies 659,369 769,700 1,193,700 424,000 1,237,000 43,300
Professional Services 2,519,415 8,040,300 7,845,737 (194,563) 5,617,400 (2,228,337)
Taxes & Permits 508,055 957,000 957,000 — 957,000 0
Other Accounts 1,116,539 920,900 1,105,400 184,500 1,134,419 29,019
Total 0&M 39,695,101 49,345,164 48,649,766 (695,398) 47,860,157 (789,608)
% Change 24.3% (1.4%) (1.6%)
Operating Equipment 609,403 569,800 752,436 182,636 544,112 (208,324)
Total 0&M and Operating 40,304,504 49,914,964 49,402,202 (512,762) 48,404,270 (997,933)
Equipment
% Change 23.8% (1.0%) (2.0%)

Totals may not foot due to rounding.

FY 2022/23 BUDGET BY EXPENDITURE

Other Accounts: 7% —\

2022/23 and 2023/24 Biennial Budget

FY 2023/24 BUDGET BY EXPENDITURE

Other Accounts: 7% —\
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O&M BUDGET BY SECTION

FY 2022/23 BUDGET BY SECTION FY 2023/24 BUDGET BY SECTION

Program Program
Management: 10% —| Management: 10.0% _\

2021/22 2022/23 Change from  2023/24  Change from Personnel Budget
Budget Budget 2021/22 Budget 2022/23 21/22 22/23 23/24
Office of the Manager 6,590,300 7,162,100 571,800 7,472,600 310,500 20 25 25
Design 11,805,100 14,076,900 2,271,800 14,963,700 886,800 42 44 44
Engineering Planning 12,634,900 12,783,300 148,500 13,197,000 413,700 51 51 51
Infrastructure Reliability 14,535,700 9,992,200 (4,543,400) 7,426,900 (2,565,400) 12 10 10
Program Management 3,779,200 4,635,200 856,000 4,800,000 164,800 13 16 16
Total 0&M 49,345,200 48,649,800 (695,400) 47,860,200 (789,600) 139 146 146

Totals may not foot due to rounding.

PERSONNEL SUMMARY

2020/21 2021/22 2022/23 Change from 2023/24 Change from
Actual Budget Budget 2021/22 Budget 2022/23
Regular Total 338 355 355 - 355 -
0&M 139 139 146 7 146 —
Capital 199 217 209 7 209 —
Temporary Total 1 — — — — —
0&M — — — — — —
Capital 1 — — — — —
Total Personnel Total 339 355 355 — 355 —
0&M 139 139 146 7 146 —
Capital 200 217 209 @) 209 —

Totals may not foot due to rounding.
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Engineering Services' 0&M and Operating Equipment Biennial Budget is $49.4 million in FY 2022/23 and $48.4
million in FY 2023 /24 or a decrease of 1.0% and a decrease of 2.0%, respectively from the prior year budgets.

These decreases are primarily due to the following factors:

e Salaries and benefits reflect a vacancy factor savings.

e Professional services reflect budget reductions for specialized technical support for the environmental
planning phase of the RRWP, Bay Delta efforts, and long-term planning efforts for facility planning (e.g.,
seismic resilience; vulnerability, reliability and flexibility studies; hazard mitigation planning; etc.), and

innovation and sustainability efforts.

The following are the significant changes by budget year:

FY 2022/23
Personnel-Related Issues

Total personnel levels remain flat at 355 individuals
which is consistent with the previous fiscal year.
However, the O&M and capital staffing complement
differs from the FY 2021/22 budget. This change is
primarily due to increased support for the
environmental planning phase of the RRWP and
innovation and sustainability initiatives, thereby
resulting in a shift of staff from capital work to 0&M
in FY 2022/23.

Planned capital spending for FY 2022/23 is
estimated to increase by $50 million with a district-
wide capital budget estimated to be approximately
$300 million (see details in CIP Appendix). Planned
spending reflects project budgets and schedules to
meet Metropolitan’s overall biennial budgetary
goals. High priority programs that will continue
during the fiscal year include the System Flexibility/
Supply Reliability Program, which includes drought
projects; the Prestressed Concrete Cylinder Pipe
(PCCP) Rehabilitation Program; the Colorado River
Aqueduct (CRA) Reliability Program; the
Distribution System Reliability Program; and the
Right of Way and Infrastructure Protection
Program.

Salaries & Benefits

Salaries and benefits reflect a vacancy factor savings
to the labor budget.

2022/23 and 2023/24 Biennial Budget

Professional Services

The budget primarily reflects a decrease in the level
of support for the environmental planning phase of
the RRWP, the Bay Delta design efforts, and long-
term facility planning efforts including seismic
resilience, hazard mitigation, and system
vulnerability, reliability, and flexibility support.

Materials and Supplies

The budget reflects an increase in software licenses
and maintenance costs (e.g., Bentley ProjectWise),
the addition of new softwares (e.g., BIM, InVizion),
and upgrade to existing softwares (e.g., Bluebeam,
Adobe Acrobat).

Other

Other non-labor budgets reflect replacement and
upgrades to field equipment (e.g., gauges, survey
levels, meters and monitors), increases in
telecommunication and iPad costs, and increasing
costs for various county fees (e.g., survey mapping
reviews, parcel and record of survey).
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FY 2023/24
Personnel—related issues

Total personnel count remains flat at 355
individuals from FY 2022/23.

Planned capital spending for FY 2023 /24 will
remain steady with a district-wide capital budget
estimated to be approximately $300 million (see
details in CIP Appendix).

Salaries & Benefits
Salaries and benefits reflect negotiated labor
increases and merit increases for qualified

employees.

Professional Services

The budget primarily reflects a decrease in level of
support for the environmental planning phase of the
RRWP.

2022/23 and 2023/24 Biennial Budget

Materials and Supplies

The budget reflects an increase in software
maintenance fees.

Other

The budget reflects technical training planned for
RRWP staff; conference participation by staff,
especially showcasing technical papers and
presentations; and anticipated increases for the
Underground Service Alert.

Operating Equipment — FY 2022/23 and
FY 2023/24

The operating equipment budget reflects an
increase in FY 2022 /23 from the prior budget yea