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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.mwdh2o.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-feet 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: 4,900 AF (5-year avg. as of Dec. 31,
2015).

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, 2020, rates are
$1,078 per AF for treated water, and $755 per AF for
untreated water. Effective Jan. 1, 2021, rates are $1,104 per
AF (treated) and $777 per AF (untreated), and effective

Jan. 1, 2022, rates are $1,143 per AF (treated) and $799 per
AF (untreated).

Budgeted Water Transactions Assumption: 1.60 MAF for FY
2020/21 and 1.60 MAF in FY 2021/22.

Water Revenue Bond Ratings: Standard & Poor’s AAA;
Moody’s Aal; Fitch AA+.
Budget: July 1, 2020 - June 30, 2021: $1,936 billion
July 1,2021 - June 30, 2022: $1,981 billion
Capital Projects: $250 million (FY 2020/21)
$250 million (FY 2021/22)
Employees: 1,907 budgeted regular employees FY
2020/21 (full-time equivalent positions); 1,907
employees (FTEs) FY 2021/22
Fund Sources: Water rates and charges, 77%; fund
withdrawals, 8%; taxes, 7%; hydroelectric sales and
miscellaneous income, 2%; other, 5% (Biennial Budget FY
2020/21,FY 2021/22).
Uses of Funds: State Water project payments, 30%;
operations & maintenance, 26%; debt service, 14%;
construction, 10%; fund deposits, 9%; demand management
programs, 2%; supply programs, 3%; and Colorado River
power, 3%; other, 2% (Biennial Budget FY 2020/21, FY
2021/22).


www.mwdh2o.com
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GENERAL MANAGER'S TRANSMITTAL LETTER

July 2020

This document presents Metropolitan's fiscal year (FY) 2020/21 and FY 2021/22 Biennial Budget and
associated Ten-Year Financial Forecast. The Board, Finance and Insurance (F&I) Committee, and member
agencies have reviewed and evaluated Metropolitan’s Biennial Budget and the rates and charges necessary to
support the expenditures. The Ten-Year Financial Forecast of expenditures and revenues also present the
implications of near-term actions on long-term revenue requirements.

The budgeted expenditures and revenues were provided to the Board on January 31, 2020 in a proposed
biennial budget, along with the proposed rates and charges. Board workshops were held on February 10, 2020,
February 25, 2020 and March 9, 2020 and these included extensive budget and revenue discussions. Public
testimony was provided and considered at the public workshops, the public hearings on March 10, 2020, the
F&I Committee meeting on April 13, 2020, as well as the board meeting on April 14, 2020.

In March 2020, COVID-19 spread throughout the United States and the world. The World Health Organization
declared a COVID-19 pandemic on March 11, 2020. Stay-at-home orders, other social distancing directives, and
state-of-emergency orders went into effect within Metropolitan’s service area, throughout California, and
throughout the nation. Utility retailers, including some member agencies of Metropolitan and agencies that
purchase water from them, anticipate their customers are likely to be adversely impacted financially. Those
impacts may result in the inability to pay utility bills, which would create financial stress on Metropolitan’s
member agencies. The extent of the financial impact to be caused by the COVID-19 pandemic is unknown as of
the time of this Budget, as are the relief measures the federal and state governments may provide to assist in
such impacts. But it is certain that the financial impact to Metropolitan’s region and beyond will be significant
and far-reaching. Metropolitan is already seeing delay in continuing some Capital Investment Plan (CIP) work,
which is anticipated to continue into the next biennial budget cycle. These and other changed circumstances
affect certain assumptions previously made in the proposed budget, rates, and charges, and the Cost of Service
Report prepared in January 2020.

As a result of the COVID-19 crisis, staff provided a revised, updated budget and rates recommendation to the
Board on April 5, 2020 and presented it to the F&I Committee on April 13, 2020. The revisions to the biennial
budget recognized the anticipated reduced expenditures in the CIP due to the COVID-19 impact on projects, and
the changing anticipated demand in treated and untreated water due to PFAS (Per-and Polyflournalky
Substances) issues. It is anticipated that potential detection of PFAS in groundwater will result in decreased
untreated water demand for groundwater replenishment and more treated water demand for potable use.

Specifically, the biennial budget was revised as follows:

e 50 thousand acre-feet (TAF) untreated water sales projections were shifted to treated water sales as a
result of the impact PFAS will likely have on demand for replenishment water;

e CIP expenditures were reduced $25 million in FY 2020/21 with an updated assumption that only 80
percent of planned spending will be completed in FY 2020/21, given the likely impacts of COVID-19 on

scheduling of construction work; and

¢ PAYGO funding was reduced to 55% in FY 2020/21 to preserve cash reserves during the pandemic
emergency.
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The Board also directed staff to explore potential cost reductions in the biennial budget cycle of FY 2020/21 and
FY 2021/22, including in the following areas: a) factor for unrealized staffing levels; b) reduce advance
recruitment for overlapping staffing positions, as part of succession planning; c) match CIP appropriations to a
slowdown in expenditures; d) suspend the director inspection trip program and eliminate or reduce non-
essential Board and staff travel; e) suspend fleet vehicle and other equipment purchases; and f) plan for
strategic use of reserves and financing to preserve cash reserves. Staff will present updated information to the
Board at its September 2020 regular meeting. The Board adopted the Biennial Budget and associated Ten-Year
Financial Forecast, as modified and amended, on April 14, 2020. The budget presented in this document reflects
the final approved budget.

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 a number of individuals and organizations, as well as public comments at its meetings and workshops.

BIENNIAL BUDGET

Based on Board discussions and deliberations over several months, the Biennial Budget for FY 2020/21 and FY
2021/22 meets the fixed charge coverage 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.

Metropolitan continues to be prepared to meet the challenges of reliably providing water to its service area
throughout a variety of hydrologic conditions. Metropolitan has a diverse 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.

As a result of hydrologic variability, Metropolitan’s water sales can 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. To prepare for these uncertainties, Metropolitan has
made significant investments in supply and storage programs over the last 20 years. Fiscal year 2018/19 was a
record wet water year translating to a record low revenue for FY 2019/20. As of December 2019, the projected
revenues are below budget by nearly $200 million. While revenues were reduced, Metropolitan was able to
store significant water supplies which will protect Southern California from drought impacts in the future.

To accurately reflect the current conditions and projected future trends, water transactions (a term that
includes sales, exchanges, and wheeling) are projected to be 1.60 million acre-feet (MAF) for FY 2020/21 and
1.60 MAF for FY 2021/22. No wheeling transactions are projected in that period. FYs 2020/21 and 2021/22
are lower than previous forecasts as Southern California is coming off a record wet 2018-2019 water year and
local supplies are robust; Southern California has experienced two record-setting wet years over the last five
years - FY 2016/17 and FY 2018/19 - with Metropolitan’s five-year average water transactions at 1.62 MAF.
The FYs 2020/21 and 2021/22 projections assume an average year hydrology and reflect the expectation that
demands will trend lower due to consumer response to the previous drought and continued conservation
initiatives. The projection also incorporates the continued operation and implementation of local resource
projects.
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Metropolitan’s SWP supplies are projected to be 1.06 MAF in FYs 2020/21 and 2021/22. This is based on a 50
percent SWP allocation and accounts for the utilization of Metropolitan’s SWP and Colorado River supply
programs. For FYs 2020/21 and 2021/22, Colorado River diversions are projected to be 745 thousand acre-feet
(TAF) and 733 TAF, respectively.

The Board approved the FY 2020/21 and FY 2021/22 Biennial Budget and water rates and charges on April 14,
2020 and authorized the following actions as summarized in Table 1:

e Appropriate $2,810.9 million for Metropolitan 0&M and operating equipment, power costs on the
Colorado River Aqueduct, SWP operations, maintenance, power and replacement costs and SWP
capital charges; demand management programs including the local resources and conservation
program; and costs associated with supply programs;

e Appropriate as a continuing appropriation, $605.7 million for (FY 2020/21 and FY 2021/22) debt
service on Metropolitan general obligation and revenue bonds;

e Authorize the use of $245 million in operating revenues to fund the Capital Investment Plan for
FY 2020/21 and FY 2021/22; the appropriation of $500 million to fund the CIP for FY 2020/21
and FY 2021/22 was approved by the Engineering and Operations Committee on April 14, 2020;
and,

e Adopt an overall rate increase of 3.0 percent effective January 1, 2021, and an additional 4.0
percent effective January 1, 2022.

Table 1: FY 2020/21 and FY 2021/22 Operating and Capital Appropriations, $ millions

Adopted Budget FY 2020/21 FY 2021/22 Total Biennium
Operating Budget * $1,387.4 $1,423.5 $2,810.9
Debt Service 298.7 307.0 605.7
CIP ** 250.0 250.0 500.0
Grand Total $1,936.1 $1,980.5 $3,916.6

* includes Conservation appropriation of $43M per year. The annual Conservation expenditures are estimated to be $25M per year.
** CIP appropriation is $500M over the biennium. Estimated CIP expenditures are estimated to be $200M in FY 2020/21 and $225M in FY
2021/22.

The FY 2020/21 and FY 2021/22 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 $139.9 million in FY 2020/21 and $140.1 million in FY
2021/22. Over the biennial budget period, 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 State Water
Contract costs, help to maintain a balance between fixed and variable revenues, and reduce the impact of future
water rate increases.

The Board held a public hearing on March 10, 2020 to consider the applicability of the ad valorem tax rate limit
and in April adopted the finding that it is essential to Metropolitan’s fiscal integrity to collect property taxes in
excess of the Section 124.5 limitation. If the ad valorem tax were limited by Section 124.5, the projected overall
rate increases in FY 2020/21 and FY 2021/22 would need to be 8 percent higher.
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The budget continues funding of the Board’s key priorities including:

e (Capital Investment Plan (CIP) planned spending for the biennial period of FY 2020/21 and FY
2021/22, of approximately $500 million, of which $245 million will be funded from revenues
(PAYGO). CIP expenditures are anticipated to be 80 percent of planned spending in FY 2020/21 and
90 percent of planned spending in FY 2021/22. CIP expenditures are anticipated to be lower in the
first year of the biennium as a result of the impact of the COVID-19 crisis on project schedules.
Expenditures for the CIP will be managed by focusing on projects that are critical to maintaining
water quality, reliability, and safety. The CIP reflects the focus on addressing aging infrastructure and
compliance with regulatory requirements. Included in the CIP planned expenditures are also
expenditures related to the minor capital projects program, which were previously separately
approved and appropriated by the Board.

e Continued support for demand management programs, including proposed funding for the
Conservation Program set at $43 million annually for the biennial period and ten-year forecast. In the
last few years, demand management expenditures have not reached the budgeted amount. The Board
has directed staff to use the FY 2019/20 fiscal-year-end balance of the Water Stewardship Fund to
fund demand management, and not to collect the Water Stewardship Rate or any other rate or charge
to fund demand management costs, during the biennial period. The Water Stewardship Rate will
continue to be collected through the end of CY 2020, which will also add to the available Water
Stewardship Fund balance. Should demand management costs exceed available funds, staff will seek
further direction from the Board;

e Funding of $1,109 million for the biennial period of FY 2020/21 and FY 2021/22 for Operations and
Maintenance (0&M), including labor and benefits, water treatment chemicals, solids handling,
professional services, and operating equipment purchases. Regular full-time positions remain flat
with the FY 2019/20 budget. Departmental labor budgets reflect negotiated labor increases and
allowable merit adjustments as well as increased benefit costs such as pension and medical. Funds
are also included to continue addressing succession planning with efforts directed at advance
recruitment, apprenticeship and internship programs.

e Funding of $1,355 million for the SWC and Colorado River power costs for the biennial period of FY
2020/21 and FY 2021/22 to ensure a reliable water supply to southern California.

e Continued funding of $130 million for the biennial period of FY 2020/21 and FY 2021/22 for Supply
Programs in the region, the Central Valley, and the Colorado River system to cover the costs of storing
or withdrawing supplies. This funding helps reduce the likelihood that Metropolitan will need to
declare a Water Supply Allocation in future dry years.

e The Biennial Budget includes Metropolitan’s planned contribution of $25 million per year for Delta
conveyance project planning activities. This contribution follows Board policy that staff work with
the State to find solutions to improve Delta conveyance. The focus over the next two years will be
supporting the California Department of Water Resources as it seeks permits for a Delta conveyance
project; participating in the Delta Conveyance Design and Construction Authority; and continuing to
put forward sound scientific research to help inform and improve Delta management decisions. If
staff determines that Metropolitan’s appropriate contribution toward planning activities should
exceed the budgeted amount, the General Manager will request authorization from the Board for
additional funding. Additionally, at a later date staff will recommend that the Board separately
consider Metropolitan’s participation in a new Delta conveyance project, after project planning and
permitting has progressed further.
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e Funding for the potential Regional Recycled Water Program of $30 million for the preparation of a
programmatic environmental impact report is included in the Biennial Budget. 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 Debtservice costs decrease by $24 million over the biennial budget period compared to the FY
2019/20 budget primarily as a result of favorable refundings and overall debt reduction. While the
ten-year forecast projects $970 million in new debt issuance, existing debt will be paid down at a
faster rate resulting in outstanding debt decreasing by $739 million to a balance of $3.4 billion by the
end of the ten-year forecast;

e Rate increases in the remaining eight years of the Ten-Year Financial Forecast ranging from 3 to 5
percent, which meet all financial policy guidelines.

e Meeting financial targets for fixed charge coverage during the biennium and achieving revenue bond
coverage targets during the ten-year forecast period.

TEN-YEAR FINANCIAL FORECAST

The Biennial Budget and Ten-Year Financial Forecast comprise Metropolitan’s long-range financial plan. 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
environment Metropolitan operates in, rather than periodic updates of a stand-alone long-term financial
planning document.

The Biennial Budget sets the stage for predictable and reasonable rate increases over the ten-year planning
period. Use of operating revenue funding for the CIP will result in lower revenue requirements in later years of
the forecast, as the use of operating revenues to fund the CIP will reduce the need for new money bond issues
resulting in stable to lower debt service over the ten-year forecast. These lower costs combined with
maintaining the ad valorem tax rate at its current level throughout the ten-year period will mitigate increases in
future water rates and charges.

The Ten-Year Financial Forecast includes planning costs for the Delta Conveyance Project and the Regional
Recycled Water Program. Projected annual rate increases range from 3% to 5% over the 10-year period.

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

1,000
900
800
700
600
500
400
300
200
100

Million Dollars

Minimum Reserve

[ | Unrestricted Reserve* Target Reserve

Fiscal Year Ending

Ave Rate
Increase

Water

3.0% 3.0% 3.0% 4.0% 5.0% 5.0% 4.0% 3.0% 3.0% 3.0% 3.0% 3.0%

Transactions*

(MAF) 1.42 1.55 1.60 1.60 1.60 1.64 1.69 1.74 1.74 1.74 1.75 1.75
Rev. Bond Cvg 1.4 1.5 1.5 1.5 1.5 1.7 2.0 2.1 2.1 2.1 2.2 2.3
Fixed Chg Cvg 1.4 1.4 1.5 1.5 1.5 1.7 1.9 1.9 1.8 1.6 1.7 1.7

PAYGO, $M 128 30 110 135 180 180 210 210 210 210 210 210

* includes water sales, exchanges and wheeling

The Ten-Year Financial Forecast assumes the following:

Water transactions are forecasted to increase from 1.60 MAF in FY 2020/21 to 1.75 MAF in FY
2029/30;

55 to 70 percent of the CIP is revenue funded;
Metropolitan’s investments in storage programs continue, providing regional supply reliability;

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

Resulting rate increases beyond the biennial budget period are in a range of 3 percent to 5 percent
each year.

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

Fund balances are budgeted to be $1.33 billion at June 30, 2021. Of that total, $889.0 million is restricted by
bond covenants, contracts, or board policy, and $437.1 million is unrestricted. Fund balances are budgeted to be
$1.33 billion at June 30, 2022. Of that total, $863.9 million is restricted by bond covenants, contracts, or board
policy, and $467.2 million is unrestricted.

On June 30, 2021, the targets for the minimum and target reserve funds are estimated to be $263.1 million and
$641.7 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 $437.1 million, about
$174.0 million over the minimum level.

On June 30, 2022, the targets for the minimum and target reserve funds are estimated to be $276.0 million and
$673.8 million, respectively. Based on projected revenues and expenditures, it is estimated that the balance in
the WRSF and Revenue Remainder Fund will total about $467.2 million, about $191.2 million over the minimum
level.

GENERAL MANAGER'S BUSINESS PLAN

The biennial budget is intended to provide funding for Metropolitan’s operations, capital programs and all
ancillary functions of Metropolitan for FY 2020/21 and FY 2021/22.

Over the next 24 months of the 2020-2022 budget cycle, Metropolitan will continue to face challenges in
sustaining water supply reliability, investing in critical infrastructure, maintaining financial stability and
transitioning to a younger and more diverse workforce. Also in this period, it will be timely for Metropolitan’s
Board to review policies regarding Metropolitan’s role in funding and participating in local resources, take a
fresh look at Metropolitan's rate structure, support efforts to stabilize the reliability of existing supply from the
State Water Project, and engage in challenging policy discussions in preparation for development of the 2020
Integrated Resources Plan update. 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: Resiliency

Resiliency is about making sure our staff, systems, and infrastructure are strong and can return to service
quickly in a business interruption. For example, are we prepared for an extended drought, a major earthquake,
a pandemic, or other large-scale disruption to routine business operations? The focus in this budget is on
training, leadership development, and other efforts to support succession planning to strengthen and increase
the diversity in the workforce, and on capital spending to build infrastructure reliability and redundancy.

Succession Planning

Ultimately, Metropolitan’s continued success and strength depends on a skilled and experienced workforce. The
biennial budget supports our succession planning efforts. We must continue to develop, train, mentor, and
support staff at all levels. In 2018, roughly 50 percent of the workforce was eligible to retire. We have a
successful history of filling about 90 percent of management and leadership positions and 70 percent of
advanced journey positions from within the organization while hiring into the workforce at the entry level. The
biennial budget recognizes how important sound succession planning is and accounts for continued training
and development of our workforce.

Capital Planned Spending

Capital spending includes necessary projects for replacement and refurbishment of aging infrastructure,
strengthening of infrastructure to better withstand earthquakes, improvements in the flexibility, redundancy
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and integration of systems, and replacement of end-of-life systems. Planned capital spending totals $500
million over the biennial period. Metropolitan’s ability to maintain a high level of service and readiness to the
member agencies underpins our resiliency.

Strategic Priority #2: Sustainability

Sustainability is about charting a long-term course that addresses the challenges before us: climate change,
aging infrastructure, contaminants of emerging concern, and affordability of water supplies.

Integrated Water Resources Plan (IRP) Update

Twenty-five years after the first IRP was adopted, the 2020 IRP Update will frame challenging policy discussions
for the Board to deliberate. Fundamentally, the 2020 IRP update will define the role of imported water, local
resources, and conservation to meet evolving challenges. For the first time, the IRP will contemplate a future
where the region’s overall demand for imported water may be decreasing.

Delta Conveyance

Stabilizing the reliability of existing supply from the State Water Project through a Delta conveyance project
must remain a strong policy focus. This continued effort is supported by the biennial budget. The focus over the
next two years will be supporting the California Department of Water Resources as it seeks permits for a Delta
conveyance project; participating in the Delta Conveyance Design and Construction Authority in its role; and
continuing to put forward sound scientific research to help inform and improve Delta management decisions.
The budget provides $50 million to fund Metropolitan’s planned contribution for Delta conveyance project
planning activities.

Regional Recycled Water Program

The budget includes $30 million for preparation of a programmatic environmental impact report, which is the
next step before the Board will be fully informed and ready to make a decision on if, how, and when to proceed
with further investments in this project.

Metropolitan Finances

Determining the right mix of revenues for a sustainable future was discussed at the Board Retreat in October.
There is a great deal of history and policy embedded in the design of the current rate structure, which was last
looked at in its entirety starting in 1998. The reasons for revising the rate structure then are different than the
reasons that may warrant a review of the rate structure today. The incentives built into the current rate
structure may or may not be the most appropriate to accomplish the goals that will flow from the IRP Update.
Metropolitan will begin a review of the current rate structure in 2020 with a goal of adopting any changes to the
rate structure by the end of 2021.

Strategic Priority #3: Innovation

Innovation is about continuing Metropolitan’s long tradition of creatively addressing and solving difficult
challenges. A recent Water Research Foundation report highlighted Metropolitan as one of the most impactful
water utilities in the nation. This is in large part due to our skilled and dedicated staff. As the workforce
changes, it is very important that we actively engage new employees by sharing Metropolitan’s history of
regional cooperation, its diverse, inclusive, and fair culture; discussing the challenges ahead and how we will
overcome them; and most importantly, soliciting their innovative ideas about how Metropolitan can
continuously improve its operations and business processes.
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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
without 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. 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
indebtedness and issue revenue bonds, notes and short-term revenue certificates; execute contracts; and
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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. Metropolitan has historically 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 2019, based on official estimates from the California Department of Finance and on population
distribution estimates from the Southern California Association of Governments (SCAG) and the San Diego
Association of Governments (SANDAG). Population projections prepared by SCAG in 2012 and SANDAG in 2013,
as part of their planning process to update regional transportation and land use plans, show expected
population growth of about 18 percent in Metropolitan’s service area between 2010 and 2035.

The economy of Metropolitan’s service area is exceptionally diverse. In 2018, the economy of the six counties
which contain Metropolitan’s service area had a gross domestic product larger than all but twelve nations of the
world. The Six County Area economy ranked between South Korea ($1.62 trillion) and Australia ($1.43 trillion),
with an estimated gross domestic product (GDP) of $1.54 trillion. The Six County Area’s gross domestic product
in 2018 was larger than all states except California, Texas, and New York.

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

The national economy is in the ninth year of economic expansion. GDP growth since the third quarter of 2014 is
shown below. GDP growth in the 2nd and 3rd quarters of 2019 declined to near 2%. Reported job growth
averaged 189,000 per month in 2017, 204,000 per month in 2018 and 179,000 per month so far in 2019.
Recent job growth has resulted in average hourly earnings rising by 3.0% over the 12 months ending October
2019 and the unemployment rate declining to 3.6% in October 2019.

On October 20, 2019, the Federal Reserve Bank lowered the federal funds rate to between 1.5% and 1.75% - the
third decline in 2019. At the same time the Federal Reserve Bank signaled no more rate changes are currently
planned in the near term. Inflation is now averaging close to 2% on an annual basis and wage gains have risen
to about 3% on an annual basis.

The national economy faces potential slowing in the coming years from three factors - the possibility of
continuing higher tariffs, a decline in labor force growth from baby boomer retirements, and slowing world
economic growth. The UCLA national forecast is shown below with declining GDP and job growth in 2020 and
2021. Congressional Budget Office forecasts GDP growth of 2.1% in 2020, 1.7% for 2021-2024 and 1.8% for
2024-2029.
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The Six County Area has regained all the jobs lost during the recession and more. Year-over-year job gains
continued into 2019 with year-over-year gains ranging from a high of 2.3% in Riverside-San Bernardino metro
area to a low of 0.4% in Ventura County. Job growth for the entire Six County Area for the 12 month ending
September 2019 was 139,000 jobs or a gain of 1.5% compared to a 1.9% increase in jobs for the state and 1.5%
for the nation for the comparable period. Unemployment rates in the Six County Area have declined sharply
between 2010 and September 2019. In September 2019 unemployment rates ranged from a low of 2.4% in
Orange County to a high of 4.5% in Los Angeles County.

California and the Six County Area are experiencing growth in both domestic and foreign visitors. Hotel rates
and occupancy are increasing in the Six County Area and the same is true for employment in the hotel and
amusement park sectors. In 2018 Los Angeles County set tourism records for the fourth year in a row in
visitors, 50 million up 3.1% over 2017, according to data from the Los Angeles Tourism and Convention Board.
In 2018 passenger travel at Los Angeles International Airport was up 3.5% to 87.5 million trips to set an all-
time record. Air passenger travel at the major airports in the Six County Area reached record levels in 2018 and
is up 1.9% through August 2019 to 135.3 million trips led by gains at Burbank, Ontario and San Diego airports.

Population growth in the Six County Area since 2000 compared with previous decades. Population growth
slowed after 2005 as high housing prices and large job losses contributed to larger levels of out-migration to
other areas of California and other states. Population growth averaged 160,000 between 2010 and 2018
according to the California Department of Finance (DOF) estimates, and growth slowed in the past three years.
The Six County Area had 22.3 million residents in 2018, approximately 56% of the State’s population.

Income, taxable sales and assessed valuation in the Six County Area increased since 2013 along with record
levels in foreign trade and film permits. Gains in income, taxable sales and assessed valuation are all outpacing
the growth in consumer price indices in the Six County Area all of which are helping 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 the
Center for Continuing Study of the California Economy (CCSCE), the Southern California Association of
Governments (SCAG) and the San Diego Association of Governments (SANDAG) report that the Six County Area
will see job growth that slightly exceeds the national average during the next 10 to 30 years, led by gains in
Professional and Business Services, Wholesale Trade, Tourism and Entertainment and Health Care.

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:

o Job growth trends

o Construction activity
> Housing trends

o Assessed valuation

o International Trade

°  Income & Wages

> Population

o Economic structure and long term prospects
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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.

Three strategic priorities support Metropolitan’s mission for fiscal years 2020/21 and 2021/22:
Strategic Priority #1: Resiliency

Strategic Priority #2: Sustainability

Strategic Priority #3: Innovation

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

Please see the Operating Expenditures section for Metropolitan’s performance measures including fiscal year
results and targets.
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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. Each member public agency is entitled to have at
least one representative on the Board, plus an additional representative for each full five percent of the total
assessed valuation of property in Metropolitan’s service area that is within the member public agency. Changes
in relative assessed valuation do not terminate any director’s term. In 2019, California Assembly Bill 1220
(Garcia) amended the Act to provide that “A member public agency shall not have fewer than the number of
representatives the member public agency had as of January 1, 2019.” Accordingly, the Board may, from time to
time, have more than 38 directors.
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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.

Organization Chart

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

METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA

BOARD OF DIRECTORS

r T T 1
OFFICE OF GENERAL AUDITOR OFFICE OF GENERAL COUNSEL | | OFFICE OF THE GENERAL MANAGER ETHICS OFFICE
General Audit
G:::;S (il llunsrs Mii:?;”'fosuzﬁy General Manager Ethics Officer
Assistant General Auditor Assistant General Counsel Jeffrey Kightlinger Abel Salinas
John Tonsick Heather C. Beatty
Deputy General Auditor Adam Kear
Kathryn Andrus Henry Torres
| | 1 | 1
ASSISTANT GENERAL MANAGER/ | [ASSISTANT GENERAL MANAGER/ | [ ASSISTANT GENERAL MANAGER/ | [ ASSISTANT GENERAL MANAGER/ BAYDETA INTIATIVES ASSISTANT GENERAL MANAGER/
CHIEF ADMINISTRATIVE OFFICER CHIEF FINANCIAL OFFICER CHIEF OPERATING OFFICER STRATEGIC WATER INITIATIVES CHIEF EXTERNAL AFFAIRS OFFICER
Shane Chapman Katano Kasaine Deven Upadhyay Roger K. Patterson Stephen Arakawa Dee Zinke
ADMINISTRATIVE SERVICES BUDGET STATE FEDERAL
| H | CONTROULER | COLORADO RIVER RESOURCES ol [ PR
=1 Manager
ENVIRONMENTAL PLANNING TREASURY RISK MANAGEMENT Y
| I- | I William Hasencamp || STRATEGIC
SECURITY BUSINESS CONTINUITY (OMIglUPI(‘)‘l(I‘éTYlONS
BOARD SUPPORT SPECIAL
PROJECTS
| 1 1 §
HUMAN RESOURCES INFORMATION TECHNOLOGY REAL PROPERTY WATER SYSTEM OPERATIONS | [WATER RESOURCE MANAGEMENT| | ENGINEERING SERVICES Group Manager
Susan Sims
Group Manager Group Manager Group Manager Group Manager Group Manager Group Manager,/Chief Engineer
Diane Pitman Charles Eckstrom Ocm(}lin Tu)cker Brent Yamasaki Brad Coffey John Bednarski MEDIA SERVICES
nferim
CONSERVATION &
RESOURCE TLATNIG COMMONITY SERVICES
‘| HUMAN RESOURCES SERVICES | ‘| IT ENTERPRISE ARCHITECTURE | -| PLANNING & AQUISITION | -I OPERATIONS SUPPORT SERVICES | 2 DEVELOPMENT | ENGINEERING PLANNING |
LEGISLATIVE SERVICES
‘i EMPLOYEE RELATIONS | ‘| ENTERPRISE CYBER SECURITY | 'I FACILITY ASSET MANAGEMENT l WATER TREATMENT RESOURCE IMPLEMENTATION | DESIGN I
CONVEYANCE & DISTRIBUTION: BUSINESS OUTREACH
T PROJECT MANAGEMENT -| LAND MANAGEMENT EAST/WEST PROGRAM MANAGEMENT
MEMBER SERVICES &
PUBLIC OUTREACH

CONVEYANCE & DISTRIBUTION:
DESERT
WATER QUALITY
OPERATIONAL SAFETY &
REGULATORY SERVICES

= WATER OPERATIONS & PLANNING

ENTERPRISE BUSINESS

ENTERPRISE WATER SYSTEMS

IT INFRASTRUCTURE SERVICES

INFRASTRUCTURE RELIABILITY

v
=
>
=
=
=

POWER OPERATIONS & PLANNING

Updated as of January 22, 2020

2020/21 and 2021/22 Biennial Budget District Overview



Metropolitan Senior Management

Jeffrey Kightlinger General Manager

Marcia Scully General Counsel

Gerald Riss General Auditor

Abel Salinas Ethics Officer

Katano Kasaine Assistant General Manager/Chief Financial Officer
Deven Upadhyay Assistant General Manager/Chief Operating Officer
Shane Chapman Assistant General Manager/Chief Administrative Officer
Roger Patterson Assistant General Manager/Strategic Water Initiatives
Dee Zinke Assistant General Manager/Chief External Affairs Officer
Rosa Castro Board Administrator

Workforce

Metropolitan's budget is for 1,907 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 funds active or prospectively active have been established in the
Treasury of the District:

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.

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

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

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(d).

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

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

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

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

1. Operation and maintenance expenditures;

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

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

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

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

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

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

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

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

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

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

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

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

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.

e Revolving Construction Fund (Fund No. 5003, established 1988).
o (Capital expenditures made from this fund are to be reimbursed from proceeds of security sales to
the extent such expenditures are authorized uses of debt proceeds under the Act, subject to the
conditions and restrictions contained in Section 5201(g).
o Employee Deferred Compensation Fund (Fund No. 6003, established 1976).
o Compensation deferred by employees under Section 457 of the Internal Revenue Code of 1986, as
amended, is deposited in this fund and is withdrawn in accordance with Articles 2 and 3 of Chapter
7 of Division VI of this Administrative Code.
e Iron Mountain Landfill Closure/Postclosure Maintenance Trust Fund (Fund No. 6005, established 1990).
o Used as a trust fund to maintain moneys sufficient to cover the costs of closure and postclosure
maintenance of the District's solid waste landfill facility at [Iron Mountain, in accordance with
regulations of the California Integrated Waste Management Board, and subject to the conditions
contained in Section 5201(1).
e Water Standby Charge Fund (Fund No. 1005, established 1992).

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

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

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

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

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

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

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

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

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

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

Financial Reporting

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

Budgetary and Accounting Basis

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

Financial, Administrative and Operating Policies

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

The following policies are included in the appendices as a reference:
Metropolitan Water District Administrative Code:
. §. 2431. Duties and Functions
* §.4301(a). Cost of Service and Revenue Requirement
. §. 4304. Apportionment of Revenues and Setting of Water Rates
. §. 5101. Investment of Surplus Funds
. §.5107. Biennial Budget Process
. §. 5108. Appropriations
. §. 5109. Capital Funding from Current Revenues
. §. 5114 (a). Reporting Requirements of the Treasurer
. §. 5200. Funds Established
. §.5201. Restricted Funds
. §. 5202. Fund Parameters
. §. 5203. Indirect Credit of District

. §. 5204. Compliance with Fund Requirements and Bond Indenture Provisions
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Metropolitan Water District Act:
. §. 61: Ordinances, Resolutions and Orders
. §. 123: Borrowing, Limitation
. §. 124: Taxes, Levy & Limitation
. §. 124.5: Ad Valorem Tax Limitation
. §. 130: General Powers to Provide Water Service
. §. 133: Fixing of Water Rates
. §. 134: Adequacy of Water Rates; Uniformity of Rates
. §. 134.5: Water Standby or Availability of Service Charge

. §. 239.2: Limitation on Amount of Revenue Bonds

. Operating policy F-01. Operating, Expensed and Capital Equipment
. Operating policy F-07. Capitalization & Retirement of Plant Assets
. Statement of Investment Policy

§. 61. Ordinances, Resolutions and Orders grants the Board authority to make and pass ordinances,
resolutions and orders.

§. 123. Borrowing, Limitation grants authority to a district to borrow money and incur indebtedness and issue
bonds with limitation.

§. 124. Taxes, Levy & Limitation grants authority to a district to levy and collect taxes on all property within
the district with limitation.

§. 124.5. Ad Valorem Tax Limitation sets forth the restrictions of a district in levying ad valorem property tax
on taxable property tax within the district.

§. 130. General Powers to Provide Water Service sets forth the general powers of a district to provide water
services.

§. 133. Fixing of Water Rates grants the Board authority to fix water rates.

§. 134. Adequacy of Water Rates; Uniformity of Rates sets forth the requirements of the Board in ensuring
adequacy and uniformity of water rates.

§. 134.5 Water Standby or Availability of Service Charge grants the Board authority to impose a water
standby charge or availability of service charge within the district.

§. 239.2. Limitation on Amount of Revenue Bonds sets forth limitation on amount of revenue bonds that can
be issued.
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§. 2431. Duties and Functions sets forth the duties and functions of the Engineering and Operations
Committee, including studying, revising and making recommendations with regard to the District's Capital
Investment Program and appropriations for capital projects.

§. 4301(a). Cost of Service and Revenue Requirement sets forth the revenue requirement for fixing rates for
water and that such rates and charges shall reflect the costs of the District’s major operational functions.

§. 4304. Apportionment of Revenues and Setting of Water Rates sets forth the process, requirements and
timeline in which the water rates and charges are ultimately adopted by the Board.

§. 5101. Investment of Surplus Funds delegates to the Treasurer of the District the authority to invest or to
reinvest funds of the District subject to the terms and conditions set forth in Section 5101.

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

§. 5108. Appropriations sets forth the process and requirements for which appropriations must be approved,
authorized, amended or closed.

§. 5109. Capital Funding from Current Revenues sets forth the requirements for funding capital from current
revenues.

§. 5114(a). Reporting Requirement of the Treasurer sets forth the requirement of the Treasurer to render a
Statement of Investment Policy for the following year, to be considered for approval by the Board.

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

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

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

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

§. 5204. Compliance with Fund Requirements and Bond Indenture Provisions sets forth the conditions under
which the Chief Executive Officer assures annual compliance with minimum fund requirements and with the
provisions of the covenants for all outstanding District bond issues during the preceding fiscal year.

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

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

Statement of Investment Policy. Per Section 5114 of the Administrative Code, the Treasurer is required to

render a Statement of Investment Policy for the following fiscal year for approval by the Board and to obtain the
Board’s annual delegation of authority to the Treasurer to make investments on behalf of Metropolitan.
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The budget process provides an opportunity to align shorter-term Objectives and Actions in the department
and group level business plans to Metropolitan's longer-term Mission, Values, and Strategic Priorities and the
needs of our member agencies. Each even numbered year, under the direction of the General Manager, a
Biennial Budget is prepared for Metropolitan operations covering the following two fiscal years. The Board does
have the opportunity to amend the budget as it sees fit to changing fiscal and climatic changes.

The budget is presented to the Board for consideration and adoption in April in order to align it with the
adoption of water rates also approved in April. This permits incorporation of approved O&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 10,
February 25, and March 9, a public hearing on March 10, and several other presentations and caucuses with
member agencies, with final approval occurring at the April 14 Board meeting.

The O0&M budget is presented in an organizational format and is described in terms of its scope of work,
personnel requirements, and allocation by expense category. The budget serves to identify the resource
requirements for the actions and tasks each group will engage in to support the General Manager’s Business
Plan. The overall emphasis, consistent with Metropolitan’s mission, has been on providing high quality and
reliable water supplies at a fair and competitive price and in an environmental and economically responsible
way.

Balanced Budget

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

fiscal year.

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

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

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

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

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

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

Equipment Budgets

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

The justification for equipment requests includes a description of the item, where it will be used, what it will be
used for, and whether or not the item is new or a replacement. If the item is a replacement, the frequency of
downtime and cost of repair of the old item versus purchasing a new one must be provided. If the item is
required equipment for expanded functions or additional personnel, this must also be explained. A cost/benefit
analysis is performed for equipment costing more than $40,000.

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

Finance Department Responsibilities
Treasury and Debt Management

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

¢ Provide for the issuance of debt to fund the capital investment plan.
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Controller and Accounting Operations
¢ 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.

e 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.

¢  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.

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.
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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.

The Capital Investment Plan (CIP) communicates the capital priorities of Metropolitan for the next two fiscal
years. Within the Ten Year Financial Forecast, the CIP projects have been carefully reviewed, scored and ranked
to ensure water reliability and safety while meeting all regulatory requirements.
Structure
The highest level of the CIP structure is Program. Programs are comprised of one or more Project Groups.
There are 13 capital programs which include:

o System Flexibility/Supply Reliability

o Water Quality/Oxidation Retrofit

o Colorado River Aqueduct (CRA) Reliability

o Treatment Plant Reliability

o Distribution System Reliability

o Dams & Reservoirs Improvements

o Right of Way & Infrastructure Protection

o District Housing & Property Improvements

o Prestressed Concrete Cylinder Pipe (PCCP) Reliability

> Minor Capital Projects

o  Cost Efficiency & Productivity

o System Flexibility/Supply Reliability

o Regional Recycled Water Program
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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.

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

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

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

The projects that comprise the proposed 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 of 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 proposed 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 2020/21 appropriation of $1,936.1 million is comprised of $1,387.4 million or 71.7% percent for
operations expense, $298.7 million or 15.4% percent for debt service expense, and $250.0 million or

12.9% percent for the Capital Investment Plan expenses (CIP). The FY 2021/22 appropriation of $1,980.5
million is comprised of $1,423.5 million or 71.9% percent for operations expense, $307.0 million or 15.5%
percent for debt service expense, and $250.0 million or 12.6% percent for the CIP expenses. The table below

provides a comparison of FY 2020/21 and FY 2021/22 and illustrates the total appropriations for the operating,
debt service and CIP expenses.

FY 2020/21 and FY 2021/22 Operating and Capital Appropriations, $ millions

Adopted Budget FY 2020/21 FY 2021/22 Total Biennium
Operating Budget * $1,387.4 $1,423.5 $2,810.9
Debt Service 298.7 307.0 605.7
CIP ** 250.0 250.0 500.0
Grand Total $1,936.1 $1,980.5 $3,916.6

* Includes Conservation appropriation of $43M per year. The annual Conservation expenditures are estimated to be $25M per year.
** CIP appropriation is $500M over the biennium. CIP expenditures are estimated to be $425M over the biennium.

The Biennial Budget for FY 2020/21 and FY 2021/22 provides funding for Metropolitan’s strategic priorities
while meeting most financial policy guidelines, with overall rate increases of 3.0 percent in CY 2021 and 4.0
percent in CY 2022 of the Biennial Budget. The overall rate increases of 3.0 percent and 4.0 percent are
consistent with the long term rate projections of 3 to 5 percent, and reflect the current environment of lower
water demands as Southern California is coming off of a record wet year and local supplies are robust.

The Biennial Budget is developed and monitored on a modified accrual basis. Revenues and expenses are
recognized in the period they are earned and incurred. Depreciation and amortization are not included;
payment of debt service is included. The modified-accrual basis of accounting provides a better match of
revenues and expenses for budgeting and reporting.
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The following tables show fund balance, and projected revenues and expenses for Metropolitan for each fiscal

year of the Biennial Budget.

FY 2020/21 Fund Summary, $ millions

Fiscal Year Ending June 30th, 2021

Debt Service

and
Operating Construction
($ in Millions) All Funds Funds Funds Reserve Funds (1) Other Funds (2)
Beginning of Year Balance 1,298.2 452.9 205.0 456.1 184.3
USES OF FUNDS
Expenses
State Water Contract 640.8 640.8 — — —
Supply Programs 68.7 68.7 — — —
Colorado River Power 52.2 52.2 — — —
Debt Service 298.7 5.7 293.0 — —
Demand Management (3) 48.5 48.5 — — —
Regional Recycled Water Program (planning costs) 15.0 15.0 — — —
Departmental 0&M 502.6 502.6 — — —
Treatment Chemicals, Sludge & Power 33.6 33.6 — — —
Other O&M 7.9 7.9 — — —
Sub-total Expenses 1,668.0 1,375.0 293.0 — —
Capital Investment Plan (4) 200.0 30.0 170.0 — —
Fund Deposits
R&R and General Fund 110.0 30.0 80.0 — —
Revenue Bond Construction 9.3 — 9.3 — —
Treatment Surcharge Stabilization Fund 10.4 — — — 10.4
Interest for Construction & Trust Funds 1.1 — 0.2 — 0.9
Increase in Required Reserves 42.4 43.6 5.2 (6.4) —
Sub-total Fund Deposits 173.2 73.6 94.7 (6.4) 11.3
TOTAL USES OF FUNDS 2,041.2 1,478.6 557.7 (6.4) 11.3
SOURCES OF FUNDS
Revenues
Taxes 139.9 132.7 7.3 — —
Interest Income 19.0 7.2 3.2 5.9 2.7
Power Sales 20.8 20.8 — — —
Fixed Charges (RTS & Capacity Charge) 167.7 167.7 — — —
Water Revenue (5) 1,429.2 1,429.2 — — —
Miscellaneous Revenue 19.9 199 — — —
Bond Proceeds 99.3 — 99.3 — —
Sub-total Revenues 1,895.9 1,777.5 109.8 5.9 2.7
Fund Withdrawals
R&R and General Fund 110.0 30.0 80.0 — —
Water Stewardship Fund 22.7 — — — 22.7
Decrease in Rate Stabilization Fund 12.6 — — 12.6 —
Sub-total Fund Withdrawals 145.3 30.0 80.0 12.6 22.7
TOTAL SOURCES OF FUNDS 2,041.2 1,807.5 189.8 18.6 25.4
Inter-Fund Transfers — (328.8) 367.9 (25.0) (14.2)
End of Year Balance 1,326.0 496.5 219.6 437.1 172.8

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 Conservation estimated expenditure of $25M. The Conservation appropriation is $43M.
(4) estimated CIP expenditures are $200M. The CIP appropriation is $250M.

(5) includes water sales, exchanges and wheeling
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FY 2021/22 Fund Summary, $ millions

Fiscal Year Ending June 30th, 2022

Debt Service
and
Operating Construction
($ in Millions) All Funds Funds Funds Reserve Funds (1)  Other Funds (2)
Beginning of Year Balance 1,326.0 496.5 219.6 437.1 172.8
USES OF FUNDS
Expenses
State Water Contract 654.4 654.4 — — —
Supply Programs 61.2 61.2 — — —
Colorado River Power 57.6 57.6 — — —
Debt Service 307.0 6.1 300.9 — —
Demand Management (3) 52.5 52.5 — — —
Regional Recycled Water Program (planning costs) 15.0 15.0 — — —
Departmental 0&M 5229 5229 — — —
Treatment Chemicals, Sludge & Power 34.8 34.8 — — —
Other O&M 7.2 7.2 — — —
Sub-total Expenses 1,712.5 1,411.6 300.9 — —
Capital Investment Plan (4) 225.0 30.0 195.0 — —
Fund Deposits
R&R and General Fund 135.0 30.0 105.0 — —
Treatment Surcharge Stabilization Fund 2.0 — — — 2.0
Interest for Construction & Trust Funds 1.2 — 0.3 — 0.9
Increase in Required Reserves 60.8 38.8 9.1 129 —
Increase in Rate Stabilization Fund 17.2 — — 17.2 —
Sub-total Fund Deposits 216.1 68.8 1144 30.1 29
TOTAL USES OF FUNDS 2,153.6 1,510.4 610.3 30.1 2.9
SOURCES OF FUNDS — — — — —
Revenues — — — — —
Taxes 140.1 131.8 8.2 — —
Interest Income 19.3 7.8 3.4 6.0 2.1
Power Sales 219 219 — — —
Fixed Charges (RTS & Capacity Charge) 175.5 175.5 — — —
Water Revenue (5) 1,475.9 1,475.9 — — —
Miscellaneous Revenue 20.5 20.5 — — —
Bond Proceeds 89.4 — 89.4 — —
Sub-total Revenues 1,942.5 1,833.4 101.0 6.0 2.1
Fund Withdrawals
R&R and General Fund 135.0 30.0 105.0 — —
Bond Funds for Construction 0.6 — 0.6 — —
Water Stewardship Fund 75.5 — — — 75.5
Sub-total Fund Withdrawals 211.1 30.0 105.6 — 75.5
TOTAL SOURCES OF FUNDS 2,153.6 1,863.4 206.6 6.0 77.5
Inter-Fund Transfers — (353.0) 403.6 24.1 (74.7)
End of Year Balance 1,331.0 535.3 2284 467.2 100.2

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 Conservation estimated expenditure of $25M. The Conservation appropriation is $43M.

(4) estimated CIP expenditures are $225M. The CIP appropriation is $250M.

(5) includes water sales, exchanges and wheeling
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Total Sources of FY 2020/21 and FY 2021/22 Funds, $ millions

2019/20 2020/21

Budget Budget
Compared to Compared to

2019/20 2020/21 2021/22 2020/21 2021/22

Budget Budget Budget Budget Budget
SOURCES OF FUNDS
Revenues

Taxes 118.1 139.9 140.1 219 0.1
Interest Income 18.1 19.0 19.3 1.0 0.2
Power Sales 19.1 20.8 219 1.7 1.2
Fixed Charges (RTS & Capacity Charge) 165.8 167.7 175.5 2.0 7.8
Water Revenues (1) 1,528.5 1,429.2 1,475.9 (99.3) 46.7
Miscellaneous Revenue 11.5 19.9 20.5 8.4 0.5

Bond Proceeds and Reimbursements 79.4 99.3 89.4 19.9 (9.9)
Sub-total Revenues 1,940.4 1,895.9 1,942.5 (44.5) 46.6

Fund Withdrawals

R&R and General Fund 120.0 110.0 135.0 (10.0) 25.0
Bond Funds for Construction 0.6 — 0.6 (0.6) 0.6
Water Stewardship Fund — 22.7 75.5 22.7 52.8

Decrease in Water Rate Stabilization Fund — 12.6 — 12.6 (12.6)
Sub-total Fund Withdrawals 120.6 145.3 2111 24.8 65.8
TOTAL SOURCES OF FUNDS 2,060.9 2,041.2 2,153.6 (19.7) 112.4

Totals may not foot due to rounding.

(1) includes water sales, exchanges and wheeling
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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
$1.80 billion for FY 2020/21 and $1.85 billion for FY 2021/22. For FY 2020/21, this is $64.6 million less than
the FY 2019/20 budget, and for FY 2021/22, this is $56.7 million more than FY 2020/21. The decrease in
revenues for FY 2020/21 is due to lower water transactions in calendar year 2021. For FY 2021/22, the
revenue is higher due to higher water rates and charges in calendar year 2021 and calendar year 2022. 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.

Sources of Funds FY 2020/21 and FY 2021/22, $ millions

. Water Revenue* . Fixed Charges
. Taxes . Other Revenue

. Bond Proceeds & Other Fund Withdraws . R&R & General Fund
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* includes water sales, exchanges and wheeling

Water Revenues

Revenues from water transactions are budgeted at $1,429.2 million in FY 2020/21 and $1,475.9 million in FY
2021/22. Water rates and charges are to increase by 3.0 percent overall effective January 1, 2021 and 4.0
percent overall effective January 1, 2022. Water transactions for each FY 2020/21 and FY 2021/22 are
estimated to be 1.6 million acre-feet (MAF), a decrease of 150 thousand acre-feet (TAF) from the FY 2019/20
budget. Water transactions are forecasted to be lower than the FY 2019/20 budget as southern California is
coming off of a record wet year and local supplies are robust. The lower water transactions projection also
reflects the expectation that demands will trend lower due to consumer response to the previous drought and
continued conservation initiatives.
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Water Transactions Trend, MAF
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Fiscal Year Ending

The FY 2020/21 fiscal year water transactions include 1.32 MAF of full-service sales, of which 850 TAF (or 53
percent) are treated water sales, and 276 TAF of exchange water to the San Diego County Water Authority
(SDCWA) pursuant to the 2003 Amended and Restated Exchange Agreement (exchange water). The FY 2021/22
fiscal year water transactions include 1.32 MAF of full-service sales, of which 850 TAF (or 53 percent) are
treated water sales, and 281 TAF of exchange water. No wheeling transactions are projected in the biennium
period. The figure above shows the trend of water transactions.

Taxes and Annexation Fees

Revenues from taxes, which will be used to pay voter-approved debt service on general obligation bonds and a
portion of the capital costs of the SWP, are estimated to be $139.9 million in FY 2020/21 and $140.1 million in
FY 2021/22.

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 2.5 percent each fiscal year.

Fixed Charges

Fixed charges include the Capacity Charge and Readiness-to-Serve Charge. In FY 2020/21, these charges are
estimated to generate $34.7 million and $133.0 million, respectively. In FY 2021/22, these charges are
estimated to generate $40.5 million and 135.0 million, respectively. In total this represents a $1.9 million
increase from the FY 2019/20 to FY 2020/21 budget, and a $7.8 million increase from the FY 2020/21 to the FY
2021/22 budget. Fixed charges are increasing in FY 2020/21 due to higher peak demands on the distribution
system. Fixed charges are increasing in FY 2021/22 due to increases in capital financing costs.

All Other Revenue

Revenues from hydroelectric and CRA power sales are estimated to be $20.8 million for FY 2020/21 and $21.9
million for FY 2021/22. FY 2020/21 is higher than the FY 2019/20 budgeted amount of $19.1 million due to
higher wholesale prices.

Miscellaneous revenues, which includes items such as interest income, lease revenues, and water transactions

with non-member agencies, are estimated to total $39.0 million for FY 2020/21 and $39.7 million for FY
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2021/22, higher than the FY 2019/20 budgeted amounts of $29.6 million, mainly due to increased water
transactions with non-member agencies.

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

Operating Revenues, $ millions
Water Revenues (less TS)* Treatment Surcharge Revenue
Readiness-to-Serve

Taxes & Annexation Fee

Interest Income Capacity Charge

Lease, Late Fees, etc Power Sales
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* includes water sales, exchanges and wheeling

CAPITAL FUNDING

The FY 2020/21 and FY 2021/22 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 $100 million in
FY 2020/21 and $90 million in FY 2021/22 to fund a portion of the CIP. The remaining CIP expenditures will be
funded with revenue funded capital of $110 million in FY 2020/21 and $135 million in FY 2021/22.

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

Capital Funding Source Descriptions

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.
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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 $2.0 billion for FY 2020/21 and $2.2 billion for FY 2021/22. The table and graph below
show the breakdown of expenditures and other obligations that make up the Uses of Funds.

Total Uses of FY 2020/21 and FY 2021/22 Funds, $ millions

2019/20 2020/21

Budget Budget
Compared Compared
to to
2019/20 2020/21 2021/22 2020/21 2021/22
Budget Budget Budget Budget Budget
USES OF FUNDS
Expenses
State Water Contract (1) 589.5 615.8 629.4 26.3 13.6
Supply Programs 54.4 68.7 61.2 14.3 (7.5)
Delta Conveyance planning costs 13.0 25.0 25.0 12.0 —
Regional Recycled Water Program planning costs — 15.0 15.0 15.0 —
Colorado River Power 529 52.2 57.6 (0.7) 53
Debt Service 330.9 298.7 307.0 (32.2) 83
Demand Management (2) 85.8 48.5 52.5 (37.3) 4.0
Departmental 0&M 461.7 502.6 5229 40.9 20.3
Treatment Chemicals, Sludge & Power 27.7 33.6 34.8 5.9 1.2
Other O&M 7.0 7.9 7.2 0.9 0.7)
Sub-total Expenses 1,623.0 1,668.0 1,712.5 45.1 44.5
Capital Investment Plan (3) 200.0 200.0 225.0 — 25.0
Fund Deposits
R&R and General Fund 120.0 110.0 135.0 (10.0) 25.0
Revenue Bond Construction — 9.3 — 9.3 9.3)
Water Stewardship Fund 4.8 — — (4.8) —
Treatment Surcharge Stabilization Fund 16.5 10.4 2.0 (6.1) (8.4)
Interest for Construction & Trust Funds 0.2 1.1 1.2 0.8 0.1
Increase in Required Reserves 41.3 42.4 60.8 11 18.4
Increase in Water Rate Stabilization Fund 55.2 — 17.2 (55.2) 17.2
Sub-total Fund Deposits 238.0 173.2 216.1 (64.8) 42.9
TOTAL USES OF FUNDS 2,060.9 2,041.2 2,153.6 (19.7) 112.4

Totals may not foot due to rounding.

(1) without Delta conveyance planning costs

(2) The annual Conservation expenditures are estimated to be $25M per year. The Conservation appropriation is $43M per year.

(3) CIP expenditures are estimated to be $200M in FY 2020/21 and $225M in FY 2021/22. The CIP appropriation is $500M over the
biennium.
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Total Uses of FY 2020/21 and FY 2021/22 Funds, $ millions
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(1) includes Delta conveyance planning costs
(2) only includes program planning costs

Colorado River Aqueduct Power

CRA power costs are projected to be $52.2 million in FY 2020/21 and $57.6 million in FY 2021/22 based on
diversions of approximately 745 TAF in FY 2020/21 and 733 TAF in FY 2021/22. FY 2020/21 is $0.7 million
lower than the FY 2019/20 budget due to lower diversions at Intake. FY 2021/22 is $5.3 million higher than FY
2020/21 due to a new greenhouse gas charge to be collected by the California Air Resources Board.

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 $615.8 million for FY 2020/21 and $629.4 million in FY 2021/22. This is based on
Metropolitan's deliveries to MWD's service area of 1,063 TAF in FY 2020/21 and 1,059 TAF in FY 2021/22.

SWP power costs are expected to be $211.0 million for FY 2020/21 and $216.2 million for FY 2021/22. Power
costs are higher than FY 2019/20 budget due to higher water deliveries and a projected increase in the
California Independent System Operator (ISO) transmission access charge (TAC) by the State Water Contractors.

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
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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 $640.8 for FY 2020/21 and $654.4 for FY 2021/22
includes Metropolitan’s planned contribution of $25 million per year for Delta conveyance project planning
activities.

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

The FY 2020/21 and FY 2021/22 budget includes funding for planning costs for the potential Regional Recycled
Water Program at $15 million per year 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.

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 is budgeted at $48.5 million
for FY 2020/21 and $52.5 million in FY 2021/22.

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

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 are budgeted at $68.7 million for FY 2020/21 and $61.2 million in FY 2021/22.

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

The FY 2020/21 0&M budget, including operating equipment purchases, is $544.1 million. This is
$47.8 million, or 9.6% percent, higher than the FY 2019/20 budget of $496.4 million. The FY 2021/22 0&M
budget is $564.9 million, an increase of $20.7 million, or 3.8% percent, over the FY 2020/21 budget.

Departmental Budget by Organization (without operating equipment, succession planning labor pool and

overhead credit), $ millions

. Water System Operations
. Office of Chief Administrative Officer
. External Affairs

. Human Resources
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Operations and Maintenance Budget by Organization, $ thousands

2019/20 2020/21
peprmen s oW EyEm s L, mmn
Budget Budget

Office of the General Manager $5,224.1 $5,550.6 $5,769.5 $326.4 6.2% $218.9 3.9%
Water System Operations w/o Variable Treatment 217,290.8 232,169.6 243,917.9 14,878.9 6.8% 11,748.3 5.1%
Water Resource Management 25,066.0 24,371.3 25,346.2 (694.7) (2.8%) 974.9 4.0%
Engineering Services 33,865.0 38,382.5 40,425.6 4,517.5 13.3% 2,043.1 5.3%
Bay Delta Initiatives 10,246.2 10,095.9 9,709.4 (150.3)  (1.5%) (386.5) (3.8%)
Office of Chief Administrative Officer 34,281.9 38,057.0 38,653.5 3,775.1 11.0% 596.5 1.6%
Information Technology 43,661.5 47,653.4 49,640.0 3,991.9 9.1% 1,986.6 4.2%
Real Property 28,447.1 30,553.4 29,878.1 2,106.3 7.4% (675.3)  (2.2%)
Human Resources 12,881.5 14,2771 14,868.3 1,395.6 10.8% 591.2 4.1%
Chief Financial Officer 25,198.1 27,949.2 28,833.2 2,751.0 10.9% 884.1 3.2%
External Affairs 27,577.0 27,867.1 28,858.3 290.2 1.1% 991.1 3.6%
Subtotal - General Manager's Department 463,739.3 496,927.1 515,900.1 33,187.8 7.2% 18,973.0 3.8%
General Counsel 15,2023 16,003.0 17,752.3 800.7 5.3% 1,749.3 10.9%
Office of the General Auditor 3,855.0 4,521.7 4,750.2 666.7 17.3% 228.4 5.1%
Ethics Department 1,448.4 1,621.4 1,679.9 173.0 11.9% 58.5 3.6%
Overhead Credit from Construction (22,554.0) (23,436.3) (24,203.5) (882.3) 3.9% (767.2) 3.3%
Succession Planning Labor Pool — 7,000.0 7,000.0 7,000.0 NA — NA
Total Departmental Budget 461,691.0 502,636.9 522,878.9 40,946.0 8.9% 20,242.0 4.0%
Operating Equipment 6,955.4 7,878.5 7,153.4 923.1 13.3% (725.1) (9.2%)
Variable Treatment 27,7139 33,616.8 34,818.7 5902.9 21.3% 1,201.9 3.6%
GRAND TOTAL $496,360.3  $544,132.2  $564,851.1 $47,771.9 9.6% $20,718.9 3.8%

Totals may not foot due to rounding

The table above depicts the distribution of the departmental 0&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 48 percent of the total departmental budget for FY 2020/21 and FY
2021/22. Information Technology is the second largest departmental expenditure area, accounting for 9 percent
of the total departmental budget for FY 2020/21 and FY 2021/22. A summary of the O&M budget by
organization is shown in the table above. The table below summarizes the O&M budget by expenditure type. A
more detailed discussion of significant factors impacting the 0&M budget follows.
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FY 2020/21 and FY 2021/22 Operations & Maintenance Annual Budget by Expenditure Type, $ thousands

2019/20 2020/21
Budget vs. Budget vs.
2019/20 2020/21 2021/22 2020/21 2021/22
Budget Budget Budget Budget Budget
Salaries & Benefits (1) $322,637.6 $354,161.1 $373,823.0 $31,523.5 $19,661.8
Chemicals, Sludge and Power (2) 27,713.9 33,616.8 34,818.7 5,902.9 1,201.9
Outside Services 52,638.1 56,534.4 56,436.7 3,896.3 (97.7)
Materials & Supplies (3) 27,510.2 31,714.9 33,058.7 4,204.7 1,343.7
Other 58,905.1 60,226.4 59,560.6 1,321.4 (665.8)
Operating Equipment 6,955.4 7,878.5 7,153.4 923.1 (725.1)
Total 496,360.3 544,132.2 564,851.1 47,771.9 20,718.9

Totals may not foot due to rounding

(1) includes succession planning labor pool and overhead credit for construction.
(2) costs associated with treatment only.

(3) without chemicals associated with treatment plants.

FY 2020/21 O&M Budget Highlights

The FY 2020/21 0&M budget includes $544.1 million for labor and benefits, water treatment chemicals, power,
and solids handling, materials and supplies, professional services, and operating equipment purchases. This is
$47.8 million, or 9.6 percent, higher than the FY 2019/20 budget of $496.4 million.

Salaries and Benefits: Labor costs, not including those charged to construction are $354.2 million. This is
$31.5 million, or 9.8 percent, higher than the FY 2019/20 budget of $322.6 million. Key increases include
negotiated labor increases of $14.1 million, or 44.8 percent of the increase; a succession planning labor pool of
$7.0 million, or 22.2 percent of the increase; increases in retirement, medical and other benefits of $5.4 million,
or 17.1 percent of the increase; and temporary labor increases of $2.9 million or 9.0 percent of the increase.

The FY 2020/21 budget includes 1,907 regular full time positions which are flat from the FY 2019/20 budget
and 43 district temporary full-time equivalents (FTEs) which are increasing by 20 net positions for a total of
1,950 authorized positions.

Over the biennium a total of 14 district temporary positions will be added to support increased recruitment,
enhanced security, land management, and maintenance efforts, enhanced business process and business
systems support, and ongoing succession planning efforts. Twenty district temporary positions will be added in
the first year of the budget but 6 district temporary positions will be phased out in the second year with the
completion of temporary work assignments.

The budget recognizes the importance of sound succession planning and continued training and development of
the workforce with a $7 million succession planning labor pool included in each FY 2020/21 and FY 2021/22
budget for advance recruitment, apprenticeship and internship programs.

Outside Services: Outside Services are anticipated to increase by $3.9 million primarily as a result of enhanced
security, land management, and maintenance efforts; a comprehensive rate restructuring study; increased
environmental and regulatory compliance and monitoring such as the Surface Mining & Reclamation Act
(SMARA); and critical cybersecurity, cloud and IT infrastructure services.

Materials & Supplies: Materials & Supplies is increasing by $4.2 million primarily as a result of software
licensing and support, and land management and maintenance efforts. Metropolitan has adopted a Cloud First
strategy for business applications. As systems are moved to the cloud, software license costs that were
previously captured as capital are now expensed as O&M per accounting requirements. In the long term,
moving and hosting business applications in the cloud will prove to be more cost effective, and provide for
greater operational flexibility and resiliency.
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Other O&M and Operating Equipment: Chemicals, solids, and power reflect the cost of the water treatment
process and are anticipated to increase by $5.9 million in FY 2020/21, driven by an increase in treated water
deliveries and chemical prices. The FY 2020/21 budget reflects an increase in the contribution by Metropolitan
to advance efforts on collaborative science through various State, Federal and other agencies of about $0.5
million. In addition, the FY 2020/21 budget reflects an increase of about $0.8 million related to property taxes
and the fees paid to the Department of Safety of Dams (DSOD). Operating equipment is higher by $0.9 million
primarily due to the replacement of critical survey equipment and end-of-life IT infrastructure.

FY 2021/22 O&M Budget Highlights

The FY 2021/22 O&M budget is $564.9 million, an increase of $20.7 million, or 3.8 percent, compared to the FY
2020/21 budget. This increase is primarily due to negotiated labor increases and increases in retirement,
medical and other benefits. The increase in chemical costs and software licensing and support is offset by a
decrease in property maintenance and operating equipment costs.

Salaries and Benefits: The FY 2021/22 0&M labor budget is about $19.7 million or 5.6 percent higher than the
FY 2020/21 budget. Negotiated labor increases represent $15.5 million, or 78.7 percent of the increase.
Increases in retirement, medical and other benefits represent $5.5 million, or 27.7 percent of the increase. The
remaining $1.3 million decrease, or 6.4 percent, is primarily attributable to a reduction in the number of
temporary labor positions from the FY 2020/21 budget.

FY 2021/22 regular full time positions are flat with the FY 2020/21 budget but district temporary positions are
decreasing by 6 net positions. As aresult FY 2021/22 total authorized positions are decreasing from 1,950 to
1,944.

Outside Services: Outside Services are anticipated to decrease by $0.1 million. A reduction in property
maintenance costs are being offset by an increase in outside services related to the potential Regional Recycled
Water Program (RRWP) and desert infrastructure and communication services.

Materials & Supplies: Materials & Supplies is increasing by $1.3 million primarily as a result of District
software licensing and support, and materials and supplies related to the potential Regional Recycled Water
Program.

Other O&M and Operating Equipment: The cost of chemicals, power, and sludge disposal incurred in the
water treatment process is anticipated to increase slightly by $1.2 million in FY 2021/22 due primarily to
inflationary pressures on chemical costs. Other O&M is lower due primarily to the completion of the PC
replacement and seismic headquarters relocation projects in FY 2020/21 offset by increases in taxes and
permits and desert infrastructure and communication services. Operating equipment is lower by $0.7 million
from FY 2020/21 due primarily to a reduction in IT infrastructure and survey equipment needs.
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Departmental Budget by Expenditure Type, $ millions
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(1) includes succession planning labor pool and overhead credit for construction.
(2) costs associated with treatment only.
(3) without chemicals associated with treatment plants.

The figure above summarizes the total departmental O&M budget by expenditure type, of which about
65 percent is for salaries and benefits in both FY 2020/21 and FY 2021/22.
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STAFFING PLAN

Total regular full time positions of 1,907 remain flat over the biennium. Including temporary positions, total
authorized positions for FY 2020/21 and FY 2021/22 are 1,950 and 1,944 positions respectively. Total
personnel increase by 20 district temporary positions (rounded) in FY 2020/21 and decrease by 6 district
temporary positions (rounded) to a total in FY 2021 /22.

Over the biennium, positions dedicated to 0&M work are expected to increase by one regular full time position
with the shift of a position from capital work, and by 14 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 personnel complement is shown in the following tables.
Regular and Temporary Positions

2019/20 2020/21
Budget vs. Budget vs.
2018/19  2019/20 2020/21 2021/22  2020/21 2021/22

Budget Budget Budget Budget Budget Budget
Regular Full Time Positions 1,900 1,907 1,907 1,907 — —
District Temporary Positions 22 23 43 37 20 (6)
Total 1,922 1,930 1,950 1,944 20 (6)

Totals may not foot due to rounding.

* restated FY 2019/20 to reflect 2 positions subsequently authorized by the board for the General Counsel and Audit departments.

O&M and Capital Staffing Levels

2019/20 2020/21 2021/22

Budget Budget Budget

O&M Positions

Regular Full Time Positions 1,622 1,622 1,623

District Temporary Positions 21 41 35

Total 0&M 1,643 1,663 1,658
Capital Positions

Regular Full Time Positions 285 285 284

District Temporary Positions 2 2 2

Total Capital 287 287 286
GRAND TOTAL 1,930 1,950 1,944

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 $425
million for FY 2020/21 and FY 2021/22. The budget assumes that CIP expenditures will be 80% of planned
spending of $250 million, or $200 million, in FY 2020/21. In FY 2021/22, CIP expenditures are assumed to be
90% of planned spending of $250 million or $225 million. Estimated CIP expenditures are anticipated to be
lower in the first year of the biennium as a result of the impact of the COVID-19 crisis on project schedules. CIP
expenditures are anticipated to be funded by current operating revenues (i.e.,, PAYGO) and by issuing new
revenue bonds. The FY 2020/21 CIP expenditures are unchanged from the FY 2019/20 budget, and for FY
2021/22,$25 million higher than the FY 2020/21 budget.

The largest area of expenditures in the FY 2020/21 and FY 2021/22 CIP is Infrastructure Reliability. Itis
currently anticipated that infrastructure expenditures will continue to grow as more facilities reach the end of
their service life and require rehabilitation and refurbishment.

The CIP is discussed in more detail in the CIP supplemental volume.
Cash Funded Capital

The CIP is anticipated to be funded 55 percent by current operating revenues (PAYGO) in FY 2020/21 and in FY
2021/22, the CIP is anticipated to be funded 60 percent by PAYGO. The PAYGO funding for FY 2020/21 is
budgeted at $110 million and in FY 2021/22, the PAYGO funding is budgeted at $135 million.

Debt Funded Capital

The CIP is anticipated to be funded 45 percent by revenue bond proceeds in FY 2020/21 and in FY 2021/22, the
CIP is anticipated to be funded 40 percent by revenue bond proceeds. New debt issues are planned in FY
2020/21 in the amount of $100 million, and in FY 2021/22 in the amount of $90 million. 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 2020/21 and FY 2021/22, Metropolitan plans to issue new revenue bond debt as described above. Debt
service payments in FY 2020/21 are budgeted at $298.7 million and $307.0 million in FY 2021/22.

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 2020/21 budget forecasts a $19.7 million decrease in reserves by June 30, 2021 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 $12.4 million.

The FY 2021/22 budget forecasts a $30.1 million increase in reserves by June 30, 2022 and includes the WRSF
and the Revenue Remainder Fund. In addition, the TSSF is projected to increase by $6.7 and the WSF is
projected to decrease by $75.6 million.

Fund balances are budgeted to be $1.33 billion at June 30, 2021. Of that total, $889.0 million is restricted by
bond covenants, contracts, or board policy, and $437.1 million is unrestricted. Fund balances are budgeted to be
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$1.33 billion at June 30, 2022. Of that total, $863.9 million is restricted by bond covenants, contracts, or board
policy, and $467.2 million is unrestricted.

On June 30, 2021, the minimum and target levels for the reserve funds are estimated to be $263.1 million and
$641.7 million, respectively. Based on projected revenues and expenditures, it is estimated that the balance in
the WRSF and Revenue Remainder Fund will total about $437.1 million, about $174.0 million over the minimum
level.

On June 30, 2022, the minimum and target levels for the reserve funds are estimated to be $276 million and
$673.8 million, respectively. Based on projected revenues and expenditures, it is estimated that the balance in
the WRSF and Revenue Remainder Fund will total about $467.2 million, about $191.2 million over the minimum
level.

Projected Fund Balances, $ millions

Restricted Designated Unrestricted Total
2020/21 Adopted
Operating Funds 426.5 — — 426.5
Debt Service Funds 197.6 — — 197.6
Construction Funds 17.7 4.4 — 22.1
Reserve Funds (1) — — 437.1 437.1
Rate Stabilization Funds (2) — 113.8 — 113.8
Trust and Other Funds 129.0 — — 129.0
Total June 30, 2021 770.7 118.2 437.1 1,326.0
2021/22 Adopted
Operating Funds 465.3 — — 465.3
Debt Service Funds 206.7 — — 206.7
Construction Funds 17.3 4.4 — 21.7
Reserve Funds (1) — — 467.2 467.2
Rate Stabilization Funds (2) — 40.3 — 40.3
Trust and Other Funds 129.9 — — 129.9
Total June 30, 2022 819.1 44.7 467.2 1,331.0

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 e Fair
eCertainty sFinancial Integrity *Based on the stability of
*Public Stewardship eLocal Resource MWD's revenue and
Development coverage of its costs
eImported Water Services -Prov_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

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:
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¢ 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:

¢ 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.

¢ 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.

¢ 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 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.

e Costallocation 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.
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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:

The rate structure should be fair;

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

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

¢ Itshould be reasonably simple and easy to understand; and

e Any dry-year allocation should be based on need.

The 2001 COS and rate structure was adopted by the Board to address the Rate Structure Framework.

The elements of the rate structure, and the rates and charges for calendar year 2020, 2021, and 2022 are
summarized in Table 14.

Table 14. Rate Elements

Rate Design Elements  Functional Costs Recovered Type of Charge 2020 2021 2022

Tier 1 Supply Rate Supply, Drought Storage Volumetric ($/af)  $208 $243 $243

Tier 2 Supply Rate Reflects cost of transfers from Volumetric ($/af)  $295 $285 $285
north of the Delta

System Access Rate Conveyance/Distribution Volumetric ($/af)  $346 $373 $389

(Average Capacity), portion of
Regulatory/Emergency Storage

Water Stewardship Rate Demand Management Volumetric ($/af) $65 — —

System Power Rate Power on CRA and SWP Volumetric ($/af)  $136 $161 $167

Treatment Surcharge Treatment Volumetric ($/af)  $323 $327 $344

Capacity Charge Peak Distribution Capacity, Fixed ($/cfs) $8,800 $10,700 $12,200
portion of Regulatory Storage

Readiness-to-Serve Available Conv. & Dist. Capacity,  Fixed ($M) $136 $130 $140

Charge Emergency Storage

*Rates and Charges effective January 1st
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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.

Tier 2 Supply Rate

The Tier 2 Supply Rate is a volumetric rate that reflects 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 member agency’s Tier
1 maximum. 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.

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 access to conveyance and distribution
capacity in the Metropolitan system.

Implementation

The SAR is charged for each acre-foot of water transported by Metropolitan, regardless of the ownership of the
water being transported. All users (member agencies and third-party wheelers) using the Metropolitan system

to transport water pay the same SAR for the use of the system conveyance and distribution capacity used to
meet average annual demands.
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As explained further below, the rate for wheeling service which has included the SAR is inapplicable in calendar
years 2021 and 2022.

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.

Water Stewardship Rate (WSR)
Purpose

The WSR provided a dedicated source of funding for Metropolitan’s demand management function through a
uniform, volumetric rate recovered through the end of calendar year 2020. Metropolitan’s demand management
operations functions include past and future conservation and local resources projects. Because of the uniform
benefits conferred on all system users by investments in conservation and local resources, all users of
Metropolitan’s conveyance and distribution system paid the WSR except for exchange deliveries to SDCWA in
calendar years 2018 through 2020.

Implementation

The WSR was charged to each acre-foot of water delivered by Metropolitan through the end of calendar year
2020, regardless of the water being transported, except for the noted exchange deliveries. All system users
benefit from avoided system infrastructure costs through conservation and local resources development, and
from the system capacity made available by investments in Demand Management Programs like Metropolitan’s
Conservation Program and Local Resources Program. Therefore, all users paid the WSR through the end of
calendar year 2020, except on water delivered to SDCWA pursuant to the exchange agreement in calendar years
2018,2019, and 2020.

Metropolitan’s Board suspended the billing and collection of the WSR for calendar years 2018, 2019, and 2020
on exchange deliveries pending Metropolitan’s completion of a cost allocation study of its demand management
costs. Having completed the demand management cost allocation process, in December 2019 Metropolitan’s
Board directed staff: (1) to incorporate the use of the 2019/20 fiscal-year-end balance of the Water Stewardship
Fund to fund all demand management costs in the FY 2020/21 and 2021/22 biennial budget; and (2) to not
incorporate the WSR, or any other rates or charges to recover demand management costs, with the rates and
charges for CYs 2021 and 2022. This decision provided the Board additional time to consider a rate design
alternative for recovery of future demand management costs.

Therefore, as a result of this Board decision, the WSR is not incorporated in this COS analysis and Report. The
full-service rate will not include the WSR element during the biennial period. Further, because the rate at
Metropolitan Administrative Code Section 4405(b) for wheeling service to member agencies for a period of up
to one year-as defined in Sections 4119 and 4405(a)-includes the Water Stewardship Rate, the rate for wheeling
service at Section 4405(b) is deemed inapplicable during that period. Any wheeling service to any member
agency pursuant to Section 4405(a) will be provided at a price for the transaction to be agreed upon by
Metropolitan and the member agency (as is already the case for wheeling of over one year to member agencies
and wheeling of any duration to third parties).
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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. Under Metropolitan
Administrative Code Section 4405(b), member agencies pay for actual cost (not system average) of power
needed to move the water for wheeling transactions under Section 4405(a). Therefore, the SPR is not applicable
to wheeling arrangements. However, as explained above, the rate for wheeling service at Section 4405(b) is not
applicable during the biennial time period. Still, it is anticipated that charges for wheeling by any party will
include the actual costs of power needed to move water and not the SPR. For example, a third-party wheeling
water through the California Aqueduct would pay the variable power cost associated with using the SWP
transportation facilities.

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

¢ 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;
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e An overall purchase commitment by the member agency based on the Demand Base period
chosen, times 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;

¢ 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 2018/19 and FY 2019/20, 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 0&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. In the prior biennial
budget, Bay Delta Initiatives was reflected under

the Office of the General Manager. Itis now a
separate group. Also, the Board Support Team is
now under the Chief Administrative Officer.

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

[ I
Chief

O o— Chief Operating | Chief Financial Strategic Water Chief External
Offi Officer Officer Initiatives Affairs Officer
icer
Bay-Delta
Initiatives
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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: Resiliency

Resiliency is about making sure our staff, systems,
and infrastructure are strong and can return to
service quickly in a business interruption. For
example, are we prepared for an extended drought,
a major earthquake, a pandemic, or other large
scale disruption to routine business operations?
The focus in this budget is on training, leadership
development, and other efforts to support
succession planning to strengthen and increase the
diversity in the workforce, and on capital spending
to build infrastructure reliability and redundancy.

Succession Planning

Ultimately, Metropolitan’s continued success and
strength depends on a skilled and experienced
workforce. The biennial budget supports our
succession planning efforts. We must continue to
develop, train, mentor, and support staff at all
levels. In 2018, roughly 50 percent of the
workforce was eligible to retire. We have a
successful history of filling about 90 percent of
management and leadership positions and

70 percent of advanced journey positions from
within the organization while hiring into the
workforce at the entry level. The biennial budget
recognizes how important sound succession
planning is and accounts for continued training and
development of our workforce.

Capital Planned Spending

Capital spending includes necessary projects for
replacement and refurbishment of aging
infrastructure, strengthening of infrastructure to
better withstand earthquakes, improvements in the
flexibility, redundancy and integration of systems,
and replacement of end-of-life systems. Planned
capital spending totals $500 million over the
biennial period. Metropolitan’s ability to maintain
a high level of service and readiness to the member
agencies underpins our resiliency.
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Strategic Priority #2: Sustainability

Sustainability is about charting a long-term course
that addresses the challenges before us: climate
change, aging infrastructure, contaminants of
emerging concern, and affordability of water
supplies.

Integrated Water Resources Plan (IRP)
Update

Twenty-five years after the first IRP was adopted,
the 2020 IRP Update will frame challenging policy
discussions for the Board to deliberate.
Fundamentally, the 2020 IRP update will define the
role of imported water, local resources, and
conservation to meet evolving challenges. For the
first time, the IRP will contemplate a future where
the region’s overall demand for imported water
may be decreasing.

Delta Conveyance

Stabilizing the reliability of existing supply from the
State Water Project through a Delta conveyance
project must remain a strong policy focus. This
continued effort is supported by the biennial
budget. The focus over the next two years will be
supporting the California Department of Water
Resources as it seeks permits for a Delta
conveyance project; participating in the Delta
Conveyance Design and Construction Authority in
its role; and continuing to put forward sound
scientific research to help inform and improve
Delta management decisions. The budget provides
$50 million to fund Metropolitan’s planned
contribution for Delta conveyance project planning
activities.

Regional Recycled Water Program

The budget includes $30 million for preparation of
a programmatic environmental impact report,
which is the next step before the Board will be fully
informed and ready to make a decision on if, how,
and when to proceed with further investments in
this project.
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Metropolitan Finances

Determining the right mix of revenues for a
sustainable future was discussed at the Board
Retreat in October. There is a great deal of history
and policy embedded in the design of the current
rate structure, which was last looked at in its
entirety starting in 1998. The reasons for revising
the rate structure then are different than the
reasons that may warrant a review of the rate
structure today. The incentives built into the
current rate structure may or may not be the most
appropriate to accomplish the goals that will flow
from the IRP Update. Metropolitan will begin a
review of the current rate structure in 2020 with a
goal of adopting any changes to the rate structure
by the end of 2021.
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Strategic Priority #3: Innovation

Innovation is about continuing Metropolitan’s long
tradition of creatively addressing and solving
difficult challenges. A recent Water Research
Foundation report highlighted Metropolitan as one
of the most impactful water utilities in the nation.
This is in large part due to our skilled and
dedicated staff. Asthe workforce changes, it is very
important that we actively engage new employees
by sharing Metropolitan’s history of regional
cooperation, its diverse, inclusive, and fair culture;
discussing the challenges ahead and how we will
overcome them; and most importantly, soliciting
their innovative ideas about how Metropolitan can
continuously improve its operations and business
processes.
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O&M FINANCIAL SUMMARY

2018/19 2019/20 2020/21 Change from 2021/22 Change from

Actual Budget Budget 2019/20 Budget 2020/21
Total Salaries and Benefits 4,756,900 4,566,900 5,050,500 483,600 5,269,400 218,900
Direct Charges to Capital — — — — — —
Total Salaries and Benefits 4,756,900 4,566,900 5,050,500 483,600 5,269,400 218,900
% Change (4.0%) 10.6% 4.3%
Professional Services 288,900 345,000 300,000 (45,000) 300,000 —
Conferences & Meetings 14,000 25,500 26,500 1,000 26,500 —
Materials & Supplies 6,600 16,500 11,000 (5,500) 11,000 —
Subsidies & Incentives 47,400 46,800 50,700 3,900 50,700 —
Travel Expenses 135,400 165,100 101,200 (63,900) 101,200 —
Other Accounts 20,000 58,400 10,700 (47,700) 10,700 —
Total O&M 5,269,200 5,224,200 5,550,600 326,400 5,769,500 218,900
% Change (0.9%) 6.2% 3.9%

Totals may not foot due to rounding.

FY 2020/21 BUDGET BY EXPENDITURE

Travel Expenses: 2%
Subsidies & Incentives: 1%

Professional Services: 5%
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FY 2021/22 BUDGET BY EXPENDITURE

Travel Expenses: 2%

Subsidies & Incentives: 1%
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2018/19 2019/20 2020/21 Change from 2021/22 Change from
Actual Budget Budget 2019/20 Budget 2020/21

Regular Total 13 13 13 — 13 —
0&M 13 13 13 — 13 —
Capital — — — — — —

Temporary Total — — — — — —
0&M — — — — — —
Capital — — — — — —
Total Personnel Total 13 13 13 — 13 —
0&M 13 13 13 — 13 —
Capital — — — — — —

Totals may not foot due to rounding.

The Office of the General Manager’s 0&M Biennial Budget is $5.6 million in FY 2020/21 and $5.8 million in
FY 2021/22 or an increase of 6.2% and an increase of 3.9% respectively from the prior budget years. The main
factors affecting these changes:

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

¢ Non-labor expenses are decreasing by about 24% primarily in the areas of travel and professional
services.

The following are the significant changes by budget year.

FY 2020/21 FY 2021/22

Personnel-related issues Personnel-related issues

Total personnel count remains flat with the FY Total personnel count remains flat with the FY
2019/20 budget. 2020/21 budget.

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

Professional Services Professional Services

The budget for professional services is decreasing T}.1e budget for professional services remains flat
due to shifting two professional services contracts with the FY 2020/21 budget.

to other appropriate groups.
Other
Other
The budget for travel and other O&M remains flat
The budget for travel is decreasing due to trend in with the FY 2020/21 budget.
less required travel.
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BAY DELTA INITIATIVES

Bay Delta Initiatives advances Delta improvements and the pursuit of the
best scientific research to protect and restore fish, wildlife, and the Delta's
ecosystem to ensure water supply reliability.

Bay Delta Initiatives (BDI) is responsible for
overseeing efforts to secure a reliable water supply
from the State Water Project through
environmental and water supply improvements in
the Sacramento-San Joaquin River Delta.

BDI's core business aims to develop and pursue
near- and long-term solutions that will ensure
improved water quality and water supply
reliability. Efforts include pursuing and providing
leadership for Delta improvements, environmental
restoration efforts, on-going federal and state Bay-
Delta regulatory permitting, studies

and research activities that promote collaborative
science, opportunities to improve Delta conditions
utilizing Metropolitan's Delta Islands including
monitoring Delta levee's performance to ensure
long-term levees integrity.

Office of the Bay Delta Initiatives Manager
provides overall direction in the management of the
group's initiatives and core business, implements
the group's strategic priorities, oversees the
financial management and budgetary processes,
and ensures proper administration of its
collaborative science efforts.

Office of the General
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In FY 2020/21 and FY 2021/22, BDI will focus on
the following key issues:

Delta Conveyance and EcoRestore

Provide a leadership role in pursuing the state’s
Delta Improvements, including the new Delta
conveyance and California EcoRestore.

Continue to participate in public negotiations for
the Delta conveyance cost allocation and
collaborate with key stakeholders in negotiating
and establishing the appropriate funding approach.

Collaborate with the Department of Water
Resources and other agencies in the preparatory
work for Delta conveyance environmental planning.

Continue to stay involved in Delta Conveyance
Design and Construction Authority exchange of
information and ideas for the consideration of
project engineering and design approaches to
inform the environmental review process.

Work with various agencies to identify, develop,
and implement habitat restoration projects that
promote the goals of California EcoRestore such as
tidal marsh restoration, setback levee, fish passage
improvements, and fish rescue facility.

Regulatory, Planning, and Legislative Support

Provide policy and technical support for the
processes related to State and Federal Endangered
Species Act permitting for the State Water Project.

Provide policy and technical support to negotiate
Voluntary Agreements with upstream and export
water users to secure regulatory Water Quality
Control Plan and water rights permitting by the
State Water Resources Control Board.

Participate in Delta Stewardship Council processes
including attending meetings, reviewing and
providing comments on documents, and
collaborating with water contractors and others on
relevant issues that help protect the interests of
Metropolitan.

Provide technical support for outreach efforts and
coordination on related initiatives, and support in
the review and analysis of Delta-related legislation.
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Science Development

Participate in collaborative science processes
through research and studies for the protection of
endangered species, management of fish and
wildlife species, and the protection and
enhancement of ecosystem habitat throughout the
Delta for the purpose of securing water supply
reliability.

Participate in the Bay-Delta science community by
providing input to the Collaborative Science and
Adaptive Management Program, including
supporting the Collaborative Adaptive Management
Team. Provide input in the review of technical
work products, workplan development, and
discussion of relevant issues that may influence key
Delta regulations and policies.

Identify opportunities for collaboration on science
related activities including attending and
conducting presentations at workshops,
symposiums, and conferences to promote efforts
that Metropolitan has a vested interest in, and to
strengthen the overall Delta science program.

Continue participating in Interagency Ecological
Program (IEP) stakeholder meetings to provide
updates on on-going studies, develop collaborative
partnerships for future studies, and discuss
strategies to implement the IEP workplan.

Continue to engage in processes related to
independent scientific peer review and present
scientific findings to stakeholders. Explore
opportunities to publish results of scientific studies
supported by Metropolitan in industry recognized
publications.

Pursue collaborative partnerships with state and
federal water contractors, agencies; associations;
and academic institutions to promote scientific
research efforts.

Manage updates and improvements related to the
web-based scientific application (Bay-Delta Live) to
sustain continuous open and transparent sharing of
information on the complex and dynamic
ecosystem of the Sacramento-San Joaquin Bay Delta
for that serve as a tool for meaningful stakeholder
discussions and regulatory consideration.
Implement scientific research for selected pilot
projects using Metropolitan's Delta Islands.
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Delta Islands Management

Collaborate with other parties to manage the Delta
Islands properties and explore sustainable land
management alternatives that are consistent with
the state’s co-equal goals of a restored Delta and a
reliable water supply for California.

Continue the implementation of required Senate
Bill 88 Measurement Regulations compliance
actions in the Delta Islands including assessment of
varying metering technologies, data collection, and
further documentation of field conditions, costs,
and device measuring accuracy levels.

Pursue grant funding opportunities that will help
the long-term water needs of the state and meet
Metropolitan board policies of developing
subsidence reversal, sustainable agricultural risks,
and advancing ecosystem restoration actions.
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Emergency Preparedness, Planning and
Implementation

Collaborate with state and other agencies in
promoting efforts that will reduce seismic risks by
ensuring levees integrity.

Continue to support work being implemented by
the DWR, the U. S. Army Corps of Engineers, and
other parties within the Delta for advancements in
emergency preparedness including operational
coordination, communication, and assessment in
response to potential levee breaches in the Delta
region.

Closely monitor the status of California Department
of Water Resources’ program to acquire piles,
rocks, enclosures, and other materials to ensure
closure of the deepest levee breaches and for a
redundant measure to rock closures in emergency
conditions.

Pursue the Delta Levee Instrumentation and
Monitoring Pilot Project to ensure vital assessment
of levee performance in the short- and long-term to
guide systematic levees safety remediation.
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O&M FINANCIAL SUMMARY

2018/19 2019/20 2020/21 Change from 2021/22 Change from
Actual Budget Budget 2019/20 Budget 2020/21

Total Salaries and Benefits 4,781,400 4,975,400 5,246,100 270,700 5,542,200 296,100
Direct Charges to Capital — (93,100) (28,900) 64,200 — 28,900
Total Salaries and Benefits 4,781,400 4,882,300 5,217,200 334,900 5,542,200 325,000
% Change 2.1% 6.9% 6.2%
Professional Services 2,648,200 4,525,000 3,317,400 (1,207,600) 2,883,200 (434,200)

Equipment Expensed 5,800 2,000 185,800 183,800 243,300 57,500
Grant / Donation Expense 246,300 525,000 986,900 461,900 714,700 (272,200)
Travel Expenses 219,600 173,300 286,000 112,700 204,300 (81,700)

Other Accounts 70,100 138,600 102,700 (35,900) 121,600 18,900
Total O&M 7,971,400 10,246,200 10,096,000 (150,200) 9,709,300 (386,700)
% Change 28.5% (1.5%) (3.8%)

Operating Equipment 9,600 — — — — —
Total 0&M and Operating 7,981,000 10,246,200 10,096,000 (150,200) 9,709,300 (386,700)
Equipment

% Change 28.4% (1.5%) (3.8%)

Totals may not foot due to rounding.

FY 2020/21 BUDGET BY EXPENDITURE

Other Accounts: 6%

Grant / Donation
Expense: 10%
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Other Accounts: 6%

Grant / Donation
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Expense: 7%
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2018/19 2019/20 2020/21 Change from 2021/22 Change from

Actual Budget Budget 2019/20 Budget 2020/21
Regular Total 17 17 17 — 17 —
0&M 17 17 17 — 17 —
Capital — 1 — — — —
Temporary Total — 1 — (1) — —
0&M — 1 — €Y} — —
Capital — — — — — —
Total Personnel Total 17 18 17 1) 17 —
0&M 17 18 17 (€))] 17 —
Capital — 1 — — — —

Totals may not foot due to rounding.

The Bay Delta Initiatives' 0&M Biennial Budget is $10.1 million in FY 2020/21 and $9.7 million in FY 2021/22
or a decrease of 1.5% and a decrease of 3.8% respectively from the prior budget years. The main factors
affecting these changes:

e Staffing is decreasing by one district temporary position that was supporting emergency preparedness,
planning and implementation related to ensuring the integrity of levees in the Delta. This effort is
continuing with internal and consultant resources.

¢ Professional services reflect a decrease due to the deferral of some pilot and science studies and other
near-term efforts. Some studies that may be deferred include paludiculture and regenerative pilot
studies, science studies on salmon survival and hydrodynamic modeling, and other near-term efforts.

¢ Grant expense reflects an increase in funding to continue the advancement of efforts on collaborative
science through various state, other agencies, and academic institutions.

¢ Equipment Expensed shows an increase in funding to allow for purchase of equipment not categorized as
operating equipment for use in enhanced levee instrumentation and monitoring research in the Delta.

The following are the significant changes by budget year.

FY 2020/21

Personnel-related issues Professional Services

The budget reflects required funding for activities
related to Bay Delta science, general state and
federal coordination, regulatory support, Delta
Islands operations, regulatory activities, modeling,
emergency preparedness including levee
instrumentation and monitoring, and Delta
conveyance technical assistance in DWR'’s
environmental planning.

Total personnel count decreased by one district
temporary position that was terminated in 2019.

Capital labor is budgeted as ten percent of one
regular FTE for the Delta Islands regulatory
compliance project (Senate Bill 88).

Salaries and Benefits reflect negotiated labor

increases and merit increases for qualified
employees.
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Grant Expense

The grant-related expense budget is for
Metropolitan’s cost share contributions to state,
other agencies, and academic institutions that
pursue studies that are of interest to Metropolitan.

The increase in grant/donation expenses could also
be attributed to a surge in state grant opportunities
in recent years that allow agencies to work together
and provide cost shares in order to pursue studies
that are of interest to all stakeholders. The studies
normally run from two to three years.

Travel Expenses

Increase in budget is intended to cover anticipated
costs of round trip coach air fares, lodging, meals
and various related costs for staff that are required
to travel for business. Other additional travel
budget is due to increased cost of lodging in
Sacramento where staff normally travels. Also
included are costs for staff’s out of state travel for
training and other trips such as those related to
Colorado River activities that are supported by
some Bay Delta staff.

Equipment Expensed

The budget reflects the purchase of various pieces
of survey equipment that were not categorized as
operating equipment. Use of this equipment will
allow for a better understanding of levee
performance in the Delta, and along the Middle
River Emergency Freshwater pathway, which will
guide systematic levee safety remediation.

Other

The budget is for funding District validated parking
for Bay Delta Sacramento staff, subsidies and
incentives, materials and supplies, training and
conferences, membership and subscriptions,
mainly for open-access publication of science-
related manuscripts resulting from the various
science studies, one vehicle lease, and
communication expenses.
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FY 2021/22
Personnel—related issues

Total personnel count remains flat from the
FY 2020/21 budget.

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

Professional Services

The budget reflects a reduction in funding due to
the anticipated completion of some of the efforts
that are pursued from the previous year.

Grant Expense

The budget reflects a reduction of Metropolitan
funding for science cost share agreements due to
anticipated completion of some efforts that started
the previous year.

Travel Expenses

The budget reflects a decrease in weekly staff travel
between Los Angeles and Sacramento due to a
potential shift in staff resources.

Equipment Expensed

The budget reflects purchase of remaining survey
equipment that is anticipated to be installed during
this fiscal year.

Other

The budget reflects an increase in funding for open-
access publication of science-related manuscripts
resulting from the studies that are anticipated to be
completed during the year.

Bay Delta Initiatives



WATER SYSTEM OPERATIONS

Water System Operations (WSO) reliably treats and delivers high—quality
water to Metropolitan’s member agencies in an efficient, sustainable, and
environmentally responsible manner.

Water System Operations treats and delivers water
from the Colorado River and the State Water
Project (SWP) through a raw water conveyance
system, five treatment plants, and an extensive
treated water distribution network. This flexible
system provides reliable deliveries to the member
agencies and moves available supplies and storage
reserves to meet Metropolitan’s mission. Water
quality remains paramount and all functions focus
on surpassing drinking water standards in a safe
and economical way.

WSO accomplishes its mission through the
following programs or sections:

Office of the Group Manager provides day-to-
day operational management as well as strategic
and organizational leadership, directing all
initiatives and core business efforts of WSO. The
office also provides support functions such as
budgeting and administration, and coordinates and
engages in regulatory and legislative activities.
Additionally, a new unit has been added to provide
oversight for the group on capital and operational
project delivery, asset management, and member
agency service connection requests.

Operations Support Services provides a diverse
range of support to Metropolitan’s core operational
reliability functions and, on a reimbursable basis, to
public entities such as DWR and member agencies.
The Manufacturing Services unit performs
fabrication, machining, coating, valve and pump
refurbishment, underwater maintenance, and crane
safety and certification. Construction Services unit
performs general construction, large equipment
transportation, equipment installation, and
emergency response. The Power & Equipment
Reliability unit provides maintenance services
which include: predictive, preventive, and
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corrective maintenance analysis for critical
equipment, including all treatment plants, pumping
plants, hydroelectric power plants, pressure control
structures, high voltage equipment, and heating,
ventilation, and air conditioning (HVAC) systems.
The Fleet Services unit acquires and maintains
vehicles, construction equipment, aircraft, and
emergency generators.

Water Treatment operates and maintains five
water treatment plants with a combined capacity of
over 2.3 billion gallons per day. The section
oversees treatment processes to ensure
high-quality water is reliably produced that
complies with drinking water regulations. All
five treatment plants are staffed and operated

24 hours a day, seven days a week to meet about
half of Metropolitan’s annual deliveries. All five of
the treatment plants (Jensen, Mills, Skinner,
Weymouth and Diemer) have been retrofitted to
use ozone as the primary disinfectant.

Water Conveyance and Distribution meets
delivery requirements of member agencies by
moving water throughout Metropolitan’s

5,200 square mile service area and performing

a wide range of operations and maintenance
activities to ensure system reliability. This work
encompasses the Colorado River Aqueduct (CRA)
system and its five pumping plants as well as the
distribution system of about 830 miles of pipelines,
approximately 350 service connections to member
agencies, 16 hydroelectric plants, and 9 storage and
regulatory reservoirs that help Metropolitan meet
peak flow periods and provide dry year and
emergency supply reliability. These functions are
separated into two sections: one for the desert
region, and one for the eastern and western regions
of the service area.
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Water Quality ensures that Metropolitan provides
safe and aesthetically pleasing water through the
following activities: conducting chemical and
biological analyses; optimizing existing treatment
processes; testing new technologies to assure
compliance with current and future regulations;
and providing technical expertise, laboratory
services, and troubleshooting of water quality
issues for Metropolitan and its member agencies.
Water Quality also works to preserve and improve
source water quality through rigorous watershed
surveys and advocate for measures to reduce the
risk of point and non-point source pollution. The
section is also advancing water reuse opportunities
through operations and testing at the Regional
Recycled Water Advanced Purification Center.

Water Operations and Planning plans and
implements the movement and use of water
resources. These plans incorporate infrastructure
and supply limitations, agency demands, changing
water quality requirements, and storage program
economics. Operational scenarios that encompass
a broad range of potential supplies and demands
are developed and refined on a weekly basis
throughout the year. This process prepares WSO
for a wide variety of possible outcomes as the year
develops while maintaining reliable deliveries and
balancing management of water storage reserves at
reasonable cost.

In addition, the section programs and maintains
Metropolitan’s automated control system, known
as the Supervisory Control and Data Acquisition
(SCADA) system.

Operational Safety and Regulatory Services is
responsible for ensuring a safe working
environment for employees through programs and
training, ensuring business operations are
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conducted in an environmentally responsible way,
and complying with all regulatory and occupational
health and safety rules and requirements. The
section integrates environmental, health and safety
practices into Metropolitan’s operations and
culture with the goal of achieving a safe work place
and eliminating regulatory incidents.

In addition, the section manages technical skills
training for maintenance craft employees and
sponsors an accredited apprenticeship program
which is a cornerstone of WSO’s proactive
succession planning efforts. This is done by
training industrial mechanics and electricians over
a four-year period of classroom and hands-on
instruction.

Power Operations and Planning plans, acquires
and accounts for the energy required to operate the
CRA. This activity includes energy transactions
with electric utilities and marketers. The section
also negotiates and manages the contracts and
energy accounting of renewable energy credits and
greenhouse gas allowances for 16 small
hydroelectric power plants and the CRA.

In addition, the section is responsible for most
wholesale energy activities including evaluation of
proposed energy-related regulations and
legislation; analysis of state and regional
transmission plans and impacts to the CRA
transmission system; and reporting on compliance
with regional and national electric reliability
standards. Finally, the section works closely with
energy staff at DWR on energy and transmission
issues for the SWP.
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Assistant General Manager/
Chief Operating Officer

Water System Operations
Office of the Manager

Business Management ——

Operational Safety &

Regulatory Services T Water Treatment

Conveyance &
Distribution: -1
Eastern & Western Region

Conveyance &
Distribution:
Desert Region

Operations Support

Water Quality T Services

Water Operations & Power Operations &

Planning

In FY 2020/21 and FY 2021/22, WSO will focus on
the following key issues:

System Reliability

Manage and maintain the water system to ensure
operational reliability for all reasonably expected
demands.

Develop and distribute the annual operating plan
and manage water storage to provide the greatest
delivery flexibility and cost effectiveness. Build on
strategies such as employing operational flexibility
to mitigate future drought condition impacts on
water availability.

Plan, schedule, and execute the Annual Shutdown
Plan to ensure reliable operation of the water
delivery system, including a strategy to manage
longer shutdowns to support the refurbishment of
prestressed concrete cylinder pipelines.

Maintain eight-pump flow readiness on the CRA
and manage storage accounts to capture all
available Colorado River supplies in concert with
water supplies from other sources.
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Planning

With member agency and regional partners,
develop new water supplies to supplement the core
SWP and Colorado River supplies including
groundwater recovery, ocean desalination, and
potable reuse.

Support the Regional Recycled Water Program by
achieving regulatory acceptance for the process
design. Conduct demonstration testing and perform
optimization studies.

Support the Colorado River Aqueduct Main Pump
Reliability Program, including detailed inspections
of pumps, components and support systems.

Participate with the California Department of Water
Resources (DWR) on value-engineering efforts to
ensure cost-effective rehabilitation of SWP
conveyance, pumping, and generation facilities.

Fully utilize the manufacturing shops in La Verne to
maintain Metropolitan’s infrastructure reliability
and support projects for DWR and the member
agencies.
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Partner with Engineering Services and Information
Technology groups to develop and implement a
comprehensive Asset Management Plan.

Partner with other groups to develop and
implement an Energy Sustainability Plan that will
define strategies to increase operational flexibility,
and reduce energy costs and greenhouse gas
emissions.

Continue the multi-year upgrade of the SCADA
system to maintain and improve the ability to
remotely operate the conveyance, distribution, and
treatment systems.

Conduct emergency response exercises involving
internal operational groups, member agencies, and
other emergency response agencies.

Workforce Development & Succession
Planning

Conduct an annual Management Academy program
to improve internal recruitment pool for entry-level
supervisors.

Recruit and begin training a new apprentice class
each year for the mechanical and electrical trades.
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Provide continuing education classes for licensed
water treatment and distribution operators that are
tailored to Metropolitan's procedures and facilities.

Water Quality, Environmental Protection, and
Safety

Meet or surpass all drinking water standards and
ensure delivery of aesthetically pleasing water.

Engage in the regulatory process to ensure full
consideration of technical and economic feasibility
for drinking water and environmental regulations.

Engage watershed stakeholders and regulators to
ensure effective control of source water
contaminants such as uranium, perchlorate,
chromium, nutrients, and cyanotoxins.

Provide safety and regulatory services to ensure
safe work practices and adhere to environmental
and workplace health and safety regulations.

Increase monitoring of quagga mussels in the west
and east branches of the State Water Project and
prepare quagga mussel control plans.
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O&M FINANCIAL SUMMARY

2018/19 2019/20 2020/21 Change from 2021/22 Change from
Actual Budget Budget 2019/20 Budget 2020/21
Total Salaries and Benefits 175,976,400 182,670,300 195,967,300 13,297,000 206,886,300 10,919,500
Direct Charges to Capital (10,410,900) (7,650,200) (8452,300) (802,100) (8,951,300) (499,000)
Total Salaries and Benefits 165,565,500 175,020,100 187,515,000 12,494,900 197,935,500 10,420,500
% Change 5.7% 7.1% 5.6%
Professional Services 710,200 1,493,200 1,431,700 (61,500) 2,056,500 624,800
Materials & Supplies 40,392,500 38,288,000 44,668,800 6,380,800 46,279,600 1,610,800
Outside Services - Non 6,872,200 6,736,500 7,141,500 405,000 7,187,600 46,100
Professional / Mainte
Utilities Charges 13,538,300 14,868,200 16,335,400 1,467,200 16,650,500 315,100
Other Accounts 10,903,600 8,598,700 8,694,100 95,400 8,627,000 (67,100)
Total O&M 237,982,300 245,004,700 265,786,400 20,781,800 278,736,700 12,950,200
% Change 3.0% 8.5% 4.9%
Operating Equipment 4,618,800 6,000,000 5,997,700 (2,300) 6,000,000 2,300
Total 0&M and Operating 242,601,100 251,004,700 271,784,100 20,779,500 284,736,700 12,952,600
Equipment
% Change 3.5% 8.3% 4.8%

Totals may not foot due to rounding.

FY 2020/21 BUDGET BY EXPENDITURE

Utilities Charges:

Other Accounts:
7%

6%
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Other Accounts:

Utilities Charges:
0
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6%
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O&M BUDGET BY SECTION

FY 2020/21 BUDGET BY SECTION

Office of the
Manager: 3%

Water Ops &
Planning: 5%

Ops Safety &
Reg Svs: 6%

Water Treatment:
35%

FY 2021/22 BUDGET BY SECTION

Office of the
Manager: 3%

Water Ops &
Planning: 5%

Ops Safety &
Reg Svs: 6%

Water Treatment:
35%

Power Ops Power Ops
& Planning: & Planning:
2% 1%
C&D - Desert
C&D - Desert
Reglon: 12% Region: 12%
Water Quality: Water Quality:
10% @ 1030
Personnel Budget
2019/20 2020/21  Change from 2021/22  Change from ude
Budget Budget 2019/20 Budget 2020/21 19/20 20/21 21/22
Office of the Manager 5,893,000 7,211,800 1,318,900 7,505,900 294,100 52 21 21
Water Operations and Planning 12,133,400 12,459,100 325,700 13,003,600 544,500 42 40 40
gg’rev‘"iigsnal Safety and Regulatory 4, 557 399 15,669,900 842,600 16,414,100 744,200 55 51 51
Operations Support Services 35,900,000 37,473,900 1,574,000 39,100,800 1,626,900 120 150 150
Power Operations and Planning 3,397,800 4,037,500 639,700 4,107,800 70,300 12 12 12
C&D Section - Desert Region 28,093,800 31,160,200 3,066,400 32,961,200 1,801,100 - 134 134
g&D_ Section - Eastern & Western 36,392,400 37,371,500 979,100 39,145,100 1,773,500 264 133 133
egions
Water Quality 25,430,900 27,525,600 2,094,700 29,256,600 1,731,000 96 104 102
Water Treatment 82,936,200 92,877,000 9,940,800 97,241,600 4,364,600 277 267 267
Total 0&M 245,004,700 265,786,400 20,781,800 278,736,700 12,950,200 918 912 910

Totals may not foot due to rounding.
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2018/19 2019/20 2020/21 Change from 2021/22 Change from

Actual Budget Budget 2019/20 Budget 2020/21
Regular Total 863 940 940 — 940 —
0&M 817 898 894 3) 894 —
Capital 46 43 46 3 46 —
Temporary Total 24 21 18 3) 16 (2)
0&M 23 21 18 3) 16 2
Capital 1 — — — — —
Total Personnel Total 886 961 958 4) 956 (2)
0&M 839 918 912 (7) 910 2
Capital 47 43 46 3 46 —

Totals may not foot due to rounding

WSO0'’s 0&M and Operating Equipment Biennial Budget is $271.8 million in FY 2020/21 and $284.7 million in FY
2021/22 or an increase of 8.3% and an increase of 4.8%, respectively from the prior year budgets. The main
factors affecting these changes:

¢ A combination of increased treated water flows, significant increases in chemical commodity prices, and
higher chemical dosages needed to treat State Water Project supplies raised the expected chemical costs
for water treatment.

¢ Anincrease in materials and supplies needed for the repair and maintenance of aging equipment, as well
as building and construction materials needed for patrol road maintenance associated with annual storm
damage.

¢ Anincrease in hazardous waste disposal costs expensed to O&M as a result of increased vendor fees.

¢ Anincrease in chemical costs and contract laboratory services to support the Regional Recycled Water
Program.

* These increases are offset in part by a reduction in Laboratory Supplies.

The following are the significant changes by budget year.

FY 2020/21

Personnel-Related issues

A unit has been added to oversee capital and
operational project delivery for the group asset
management initiatives and the service connection
program. The Conveyance & Distribution Section
has been restructured to provide for a dedicated
section manager over Desert facilities and staff.

The number of regular positions remained flat from
the FY 2019/20 budget, while temporary labor
needs are anticipated to decrease due to the filling
of vacant regular positions. Organizational changes
were made to better support business objectives,
including addressing aging infrastructure and
major rehabilitation programs, increased
regulatory and compliance requirements, new
strategic initiatives as well as supporting WSO's
Apprenticeship program.

Organizational changes were made in the Water
Quality Section to prepare for new regulations
addressing laboratory standards, and for
development of potable reuse initiatives through
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operations and testing at the Regional Recycled
Water Advanced Purification Center.

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

Materials and Supplies

The budget reflects inflationary pressure
anticipated on chemicals and other materials
and supplies.

Non-Professional Services

The budget reflects inflationary increases in labor
and fuel costs for services provided in this category
such as janitorial, pest control, and inspection
services.

In addition, costs for compliance-related contract
services increased for environmental and safety
equipment, as well as energy regulatory
compliance activities for power operations.

Utilities Charges

The budget reflects an increase in waste disposal
costs from facility R&R projects and an increase in
expected electrical rates.

Other

A switch to high capacity circuits resulted in a
reduction in Communications Expenses by
reducing the amount and types of communications
lines needed for both data and phone traffic.
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FY 2021/22
Personnel-Related issues

Regular personnel count for both O&M and capital
work remains flat from the FY 2020/21 budget,
while temporary labor needs continue to decrease
due to the anticipated filling of vacant regular
positions.

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

Professional Services

The budget reflects an increase in contract
laboratory services for demonstration testing and
monitoring at the Regional Recycled Water
Advanced Purification Center.

In addition, consultant services are required to
support the Asset Management program.

Materials & Supplies

The budget reflects inflationary pressures
anticipated on chemicals, fuel pricing and other
materials and supplies.

Non-Professional Services

The budget reflects inflationary increases in labor
and fuel costs for services provided in this category
such as janitorial, pest control, and inspection
services.

In addition, costs for compliance-related contract
services increased for environmental and safety
equipment.

Utilities Charges
The budget reflects an increase in waste disposal

costs from facility R&R projects and an increase in
expected electrical rates.

Operating Equipment — FY 2020/21 and FY
2021/22

The operating equipment budget is maintained to
replace aging fleet and heavy equipment.
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WATER RESOURCE MANAGEMENT

Water Resource Management (WRM) plans, secures, and manages water
resources to provide its member agencies with a reliable, cost—effective, and
drought and climate-resilient water supply.

Water Resource Management manages imported
water supplies; advances water-use efficiency;
provides supply and demand forecasts foundational
for long-term resource planning; and develops and
implements timely resource programs and projects.

In addition, Water Resource Management assists
member agencies in optimizing local resources to
benefit the entire Metropolitan service area, and
ensures Metropolitan receives a fair return on
contractual investments in local and imported
resources.

Water Resource Management accomplishes its
mission through the following programs or
sections:

Office of the Manager directs the group’s efforts
in planning, securing, and managing Metropolitan’s
water resources; monitors and tracks the group’s
business plan, financial and budgetary initiatives;
and provides administrative and business process
support.

Resource Planning & Development is
responsible for providing an integrated water
supply and demand forecast that will meet the
needs of member agencies and reflect their
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long-range planning efforts for local supplies,
which sets the foundation for Metropolitan’s
resource mix and local supplies needed to meet
demands. This section also supports the
development of resource programs, projects, and
infrastructure to meet projected resource targets;
administers the planning process; defines
strategies for meeting service area water needs,
including the Integrated Water Resources Plan
(IRP) and Water Surplus and Drought Management
(WSDM) plan; and develops resource options, such
as groundwater conjunctive use, regional recycling,
stormwater and seawater desalination; as well as
alternatives for short-range planning and
implementation through joint action with Water
System Operations.

Resource Implementation develops and
administers water resource programs and
contracts, and pursues application of new
technologies and innovations. These activities
focus on the Colorado River, State Water Project,
water transfers, water recycling, groundwater
recovery, and water conservation for the region.
The Resource Implementation Section also
monitors and responds to regulatory, legislative,
and operational activities that may influence
Metropolitan’s water rights and benefits related to
the quality, reliability and cost of water.
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Assistant General Manager/
Chief Operating Officer

Water Resource
Management

Office of the Manager

Resource Planning &

Development

In FY 2020/21 and FY 2021/22, WRM will focus on
the following key issues:

Colorado River

Complete the Colorado River Sustainability Study in
preparation for negotiations of Colorado River
system operations.

Protect Colorado River resources, Metropolitan’s
Colorado River rights, and optimize the use of
available Colorado River water.

Support participation in the Colorado River Salinity
Control Forum and facilitate salinity management
projects and other actions that protect and improve
source water quality.

Partner with other Colorado River water delivery
contractors to develop new Metropolitan supplies,
including interstate and international water supply
programs.

Administer Imperial Irrigation District (IID), Palo
Verde Irrigation District (PVID), and proposed Bard
Irrigation District agricultural conservation
programs.

2020/21 and 2021/22 Biennial Budget

Resource
Implementation

Work with representatives of the International
Boundary and Water Commission and United States
Bureau of Reclamation (USBR) to continue
implementation of Minute 323 and coordinate
emergency deliveries for Tijuana.

Administer contracts with Colorado River entities
to make full use of Metropolitan's supplies
developed from Colorado River resources. Manage
intentionally created surplus supplies to ensure
maximum benefit to Metropolitan.

Develop strategies and tools for managing
agricultural land holdings in the Palo Verde Valley.

Groundwater Storage Program

Continue management of nine approved
conjunctive use programs to store water for
dry-year yield.

Continue facilitation of dialogue among agencies in
groundwater management, recycled water
production, and stormwater and flood management
to enhance groundwater basin recharge.
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Legislative Review

Continue to review and provide comments and
inform member agencies on proposed state and
federal legislation on water resources issues
related to Metropolitan’s mission and WRM
functions.

Regional Resources and Water Conservation

Implement Long-Term Water Conservation Plan
and new Local Resource Plan (LRP) initiatives to
meet state mandated urban water use reduction
targets and increase local resource and production.
Pursue grant funding to supplement
implementation of regional water conservation
program initiatives.

Participate in local, state, and national activities
leading to expanded use of recycled water and
increased water-use efficiency.

Administer agreements that provide incentives for
conservation, recycled water, recovered
groundwater production, and support development
of local resource development projects.

Conduct and fund research to advance local supply
development and conservation program
effectiveness.

Administer the Future Supply Actions Funding
program to remove barriers to local supply
production.

Implement stormwater pilot programs with the
member agencies to evaluate Metropolitan's
participation in stormwater projects.

Develop programs to improve water conservation
in disadvantaged communities.

Seawater Desalination

Continue to support member agency development
efforts and actively participate in CalDesal
regulatory and legislative initiatives.

State Water Project

Coordinate implementation of SWP contract
amendments including the SWP contract extension,
water management amendment and proposed
Delta conveyance facility amendment. These
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contract amendments will ensure a long-term
supply, and effective water management tools to
manage the supply and reliability into the future.

Ensure accurate billings and influence sound
financial decisions by DWR, including effective
DWR energy management practices with regard to
renewable energy, emissions reductions,
transmission strategies, and energy acquisitions.

Continue to identify and resolve disputed charges
related to annual SWP billings.

Protect SWP water, power, and financial positions
under the Oroville Federal Energy Regulatory
Commission (FERC) relicensing process as well as
associated litigation and upcoming FERC
relicensing and several DWR facilities in Southern
California.

Coordinate and influence decisions for major
facility rehabilitations and SWP capital projects to
ensure cost-effective and reliable water supply,
energy generation, and use.

Promote water quality monitoring and forecasting
activities through the Municipal Water Quality
Investigations program and raise awareness of
potential water quality impacts from operational
decisions.

Water Supply and System Planning

Complete the 2020 IRP and Urban Water
Management Plan reflecting Metropolitan’s
long-term water resources strategy and complete
the annual reports on Metropolitan's achievements
in conservation, recycling, and groundwater
recharge.

Complete the annual forecast of Metropolitan
demands to support revenue requirements and
budget process.

Use the 2020 IRP forecasts to develop a
comprehensive analysis of Metropolitan's
distribution system. Identify potential spatial
constraints and system improvements to reliably
deliver water to member agencies during peak
demands, drought, and emergency conditions.

Update emergency storage objective for in-basin
protection from earthquake or other outage using
revised demand forecast from IRP.
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Continue to pursue development of the full-scale
Regional Recycled Water Program to increase water
reuse and enhance opportunities for groundwater
recharge within Metropolitan’s service area.

Upgrade and enhance planning tools, such as
computer models for demand for