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VISION
The Inland Empire Utilities Agency will strive to enhance the quality of life in the Inland
%i PEOA AU DPOi OEAEI ¢ OEA 1 DPOEI O6i xAOAO OAOI
while promoting conservation and environmental protection.

MISSION
Supply imported and recycled water, collect, treat, and dispose of wastewater and provide
other utility -related (renewable electrical energy, compost) services to the communities it
serves. The Agency strives to provide these services in a regionally planned, managed, and
cost-effective manner.
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The 2012 Long Range Plan of Finance (LRPF) is a strategic tool used in planning for the
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parallel with the Ten Year Capital Improvement Plan (TYCIP) and the annuaperating

budget based on the same key factors and assumptions.  The economic slowdown,
environmental regulations, water conservation, and the ongoing state budget crisis

continue to be the most critical emerging issues impacting the Agency and its custers.

Since the collapse of the subprime mortgage market in December 2007, the economy
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fees, property taxesand user charges. Despite recent signs of an economicaeery at the

national level, local economists agree economic development in California, and in particular
Southern California, will most likely lag the nation by two or three years. The slowdown in

new development and new home sales is contributingto th® ACET 1 8 © EECE O1 Al |
rate which remains above the national average. The loss of jobs related to the drastic
slowdown in both residential and commercial construction was a key factor in the high

number of foreclosures plaguing the Inland Empire ananaking it one ofthe foreclosure
epicenters in the nation. Consequently, the area has also experienced a significant decline
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cost projections and plans for expasion of existing facilities or construction of new

facilities.

Another challenge for the Agency continues to be the volatility in the energy market, new
legislation such as AB 32 governing greenhouse gas emissions, and more stringent
regulations limiting the use of natural gas in energy generation. Energy costs represent
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maximizing use of seHgenerated and renewal energy power is a critical component of the
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from Southern California Edison, or the grid, during the peak energy use/pricing pernb
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(noon to 6:00 PM) by the year 2020 or sooner. This will be achieved through optimization

of energy consumption by maximizing orsite energy generation; effective energy demand

response, implementation of new technologies such as solar, wind and fuel Isgland

utilization of effective energy procurement strategies. Maximizing the use of renewal

energy will help to mitigate the South Coast Air Quality Management District rule 1110.2

which limits natural gas usage to 10% of total gas usage and threatens teduce the
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A key objective of the Agency and its member agencies continues to be the development

and securitization of local water supplies in the Chino Basin to meet current and future

needs. ConstruOET T | £ OEA ' CAT AU6O OACETT Al OAAUAI AA
for completion in FY 2013/14, increasing deliveries of recycled and recharge water

supplies from 39,000 AF (acre feet) projected for FY 2011/12 to 50,000 AFY (acre feet per
yea) AU &9 cmpufpos8 $AOPEOA "1 OAOTT O *»AOOU " Ol
drought declaration established by former Governor Schwarzenegger in March 2011, water
conservation continues to be paramount to the sustainability and quality of life to

California, and Southern California residents in particular. To date, the Agencyn
collaboration with its member agencies, have been successful in educating residents of the
importance of water conservation. An ongoing challenge for the Agency and its cusier is
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holistic approach to resource use, allocation, and protection of our natural resources.

The ongoing state budget crisis continues to be a challenge fachl governmens. In the

past, the State has shifted revenues from local governmestb help fill the gap in the state

budget. One of these revenue sources is property taxes taken from local governments to
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property taxes to support debt service and capital costs, and the remaining portion used to
supplement operating costs in its Regional Wastewater Program. By supplementing its
operating costs with property taxes, the Agecy has been able to mitigate rate increases.
#OO0OO0AT 61 uh OEA ! CATAUBO OAxACA AT A OAAUAI AA
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reliance on property taxes over EI A EO EI PAOAOEOA O1 OEA ' CAil
reliable and quality levels of service, as well as avoid significant rate increases due to the

loss of property taxes.

The LRPF is also guided by broad policy goals which are designed to move the Agency
forward in executing its missionand attaining its vision. These Board policy goals carbe
categorized into nine major thematic areas:

2 Conservation and Water Quality

> Technological Innovation

» Rate Stabilization and Cost Effectiveness

> Operational and Mainenance Efficiency

2 Strategic Planning and Capital Implementation
2» \Waste Management and Resource Utilization
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> Interagency Relationships and Community Partnership
2 Fiscal Accountability and Regulatory Compliance
2 Staff Training, Development, and Well Being
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delivering its capital program within its already-established policy and financial goals
which are to:

2 Maintain programs that are selfsupported

> |evy reasonable rate inceases to support program requirements

2 Maintain revenues for debt service coverage above 1.25 times outstanding debt
service (required coverage ratios)

2» Achieve aggregate fund balance target at 50% of operating revendeis each year,
plus debt service cats
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Although it is the ultimate goal of the Agency and its contracting member agencies for each

program to be selfsupported through user charges, future rate increases are dependent

upon economic conditions and recovey from the current economic slowdown. In light of
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increases proposed for the Regional Wastewater Program in FY 2011/12 until the next

fiscal year.

Rates. A key policy of the Agency is to maintain a stable revenue base sufficient to meet
operating and maintenance requirements, as well as to restore and maintain fund balances

AO A 1 AGAT OEAO AT OOOAO OEA ' CAT AuUu60O £ET Al AEA
necessary to meet anticipated cost increases, as well as reduce reliance on property taxes

and ultimately have programs that are selsupported by user charges and fees.

Reserves balance. Notwithstanding aggressive capital spending, the Agency maintairits
reserves balance at 50% of annual operating revenues plus debt service costs on an
aggregate program level. Operating revenues primarily consist of User Fees, Service
Charges, Surcharges on Imported Water Sales, Connection Fees, Recycled Water Sales,
Rebates on Recycled Water Deliveries, and Property Taxes.

Debt service coverage. The Agency estimates are based on the assumption that operating
revenue will exceed the legally required minimum of 1.25 times coverage ratio throughout
the ten year term

The following tables summarize the output of the model, and quantify the impact to the

Agency given certain assumptions along with the stated financial goals. Eachluod three

categories (fees/rates, fund balancesand debt service coverage) directly rédect the impact

I £ £ET AT AET ¢ AAAEOEIT O i1 OEA ' CcATAUB8O 111T¢ O

1 Operating revenuencludes: User Fees/Service Charges/Imported Water Sales, Connection Fees, Recycled Water Sales,
Property Taxes, Contract Cost Reimbursement, and Interest Revenue.
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Table 1
Summary of Results: Scenario A

SUMMARY OF RESULTS: Scenario A
Projected Rates

Ending Fund Balance

Rates 2012 2014 2016 2018 2019 2020 2021

User Charges

Wastewater $11.14 $12.39 $12.89 $13.39 $13.64 $13.89 $14.14

Recycled Water - Direct Sales $115.00 $180.00 $245.00 $295.00 $295.00 $295.00 $295.00

Recharge Water- Recharged Sales $145.00 $220.00 $285.00 $335.00 $335.00 $335.00 $335.00
Connection Fees $4,766.00 $4,862.00 $4,960.00 $5,060.00 $5,111.00 $5,162.00 $5,214.00
NRW - CIP $90.00 $90.00 $90.00 $90.00 $90.00 $90.00 $90.00
NRW Admin Fee 50% / 10% 50% / 10% 50% / 10% 50% / 10% 50% / 10% 50% / 10% 50% / 10%
Imported Water Surcharge $12 $14 $14 $14 $14 $14 $14
Imported Water Meter Charge $1.455 $1.705 $1.955 $2.455 $2.605 $2.805 $2.955
Property Taxes -1.00% 0.05% 1.50% 1.00% 1.00% 1.00% 1.00%

Table 2

Ending Fund Balances

10 Year
Fund 2012 2014 2016 2018 2019 2020 2021 Average
Regional Wastewater RC $34,901,000 $42,164,000 $52,166,000 $62,328,000 $71,167,000 $78,021,000 $85,384,000 $56,360,000
Regional Wastewater RO 21,457,000 23,818,000 30,787,000 38,157,000 41,375,000 47,603,000 54,675,000 34,152,000
Recycled Water 20,855,000 15,964,000 15,294,000 15,199,000 14,965,000 16,324,000 17,575,000 16,377,000
Recharge Water 1,727,000 1,706,000 1,748,000 1,801,000 1,831,000 1,862,000 1,892,000 1,776,000
Non-Reclaimable Wastewater 5,406,000 6,590,000 7,714,000 9,241,000 9,844,000 9,464,000 9,276,000 8,006,000
Administrative Services 12,120,000 12,346,000 12,354,000 12,168,000 11,969,000 11,709,000 11,377,000 12,100,000
Water 1,588,000 2,051,000 2,200,000 2,276,000 2,350,000 2,310,000 2,245,000 2,129,000
Total Program $98,054,000 $104,639,000 $122,263,000 $141,170,000 $153,501,000 $167,293,000 $182,424,000 $130,900,000
Table 3

Debt Service Coverage Ratio (Excludes WW Fund)

Debt Service Coverage Ratio (Excludes WW Fund)

10 Year

Lien 2012 2014 2016 2018 2019 2020 2021 Average
Senior 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Parity 1.64 1.99 2.18 2.40 2.25 221 2.27 222
Other 2.66 4.89 5.82 7.30 6.92 6.68 6.98 6.43
Total Debt Coverage Ratio 1.32 1.66 1.32 2.01 1.91 1.87 1.92 1.78

Overview of Capital Program

Based on current projections, it is assumed that existing wastewater treatment capacity is

sufficient to support anticipated future growth over the next ten years Thus, the primary

£l AOO T £ OEA ' CATAU60 AAPEOAIT P OurhishrdntaddE AT CAA
replacement of existing facilities. Capital replacement costs account for over 50%, or $125

million of the $171 million FY 20122021 TYCIP.

Allocation of the TYCIP $171 million capital costs among the various programs is shown in
the following table.
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Table 4
Capital Costs Projected FY 2012-2021
($Thousands)

Projected TYCIP

2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 Total

Admin Services Fund $ 477(% 1361($% 750($% 679($% 500($ 500|$ 500|$ 500|$ 500|$ 500|$ 500|$ 6,290
NonReclaimable (NRW) Fund 1,536 3,021 2,797 2,811 3,008 2,957 2,957 2,958 2,197 2,197 2,197 27,099
Regional Capital Improvement Fund 20,988 | 16,042 3,630 2,850 2,250 2,150 8,150 4,046 2,566 2,650 2,650 46,984
Regional O&M Fund 1,667 2,650 2,775 2,775 2,750 3,800 4,850 3,850 5,575 2,776 2,550 34,351
Recycled & Recharge Water Funds 23,151 | 24,593 13,106 850 850 450 450 450 3,450 5,950 6,450 56,599

Total | $47,819 | $47,667 | $23,058 [ $ 9,964 | $ 9,358 [ $ 9,857 | $16,907 | $11,804 | $14,287 | $14,072 | $14,347 | $171,322

The Regional Wastewater and Recycled Water Programs consist of nearly $137 million or
80% of the total Agency capital costsA total of $62 million are projected in the first two
years of the ten year period. Due to the slowdown in new development and the projected
reduction in the number of new connections, capital costs forecasts thereafter average
approximately $12 million per fiscal year. Connection fees is the primary funding source of
the Regional Capital program and are only projected to average $10 million per fiscal year.

Revenue Projections

Total system revenues available to the Agendp support both capital andoperations, are
estimated to range from $.30 million in fiscal year 2012 to $.38 million in fiscal year 2021.
The primary revenue sources for the Agency include; monthly user charges (including
surcharges on imported water deliveries), connection fees, pperty taxes, recycled water
sales, rebates on recycled water deliveries, and grants.
Table 5
Ten Year Revenues and Funding Sources by Category

Ten Year
Total % of
Revenue ($ Millions) Total Description

Includes Regional Wastewater Program EDU

monthly service charges, NRW program

volumetric, capacity and other user charges,

surcharges for imported water deliveries and
User Charges $559.8 44% | monthly meter fees

Share of the San Bernardino Coumtwide
Property Tax 342.3 27% | secured property tax levy and RDA tax
Recycled Water Recycled water sales and MWD Local Project
Sales 132.1 10% | Program (LPP) rebate

New EDU connection fees to the Regional
Connection Fees 94.2 7% | Wastewater sewer system
Contract Cost Various reimbursements for operationaland
Reimbursement 604 5% | capital costs, including IERCA, CDA and CBWM.
State and Other State revolving fund loans for the Recycled Wate
Loans 42.5 3.6% | and Regional WastewatePrograms
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Inter-fund loan repayment from WCFund to NC
Inter -fund Loan 17.0 1% | and RCFunds

Interest 16.2 1% | Interest earnings

Various federal, state andlocal grants primarily
ET OO0PDPI OO0 1T £ OEA 1 CAIl

Grants 10.6 .8% | Distribution System.

Includes one timesale of assetsNRWcapacity
Other Revenues 8.3 .6% | sales and conservationprogram rebates
Total Revenue &
Other Funding
Sources $1,283.4 100%

The bar graph below depicts each of the primary revenues annual contribution to total
revenues as well as théong-term annual growth trend.

Figure 2
Projected Primary Revenues ( FY2012-2021)
H User Fees/Service Charges/Imported W s Property Taxe
® Connection Fee ® Recycled Water Sa
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The steady increase projected for system revenues is a combination of increasing recycled
water deliveries with the completion of the! CAT A U8 O Rexykl€dBNaderDistribution
System and annual moderate rate increases in future years.

Expense Projections

Total costs over the next ten fiscal years are projected to bd .2 billion, estimated to range
from $145 million in fiscal year 2012 to $123 million in fiscal year 2021. FY 2011/12
expenses are considerably higher due to capital project costs of $48 million which
represents about 33% of the total expenss. Over the ten year period @erating costsare
estimated to be $774 million and are prinarily comprised of employment, utilities,
operating fees, chemicalsand office administration. Total @pital project costs are
budgeted at $171 million (Ten Year Capital Improvement Prograny TYCIP), and$268
million in debt service costs (rincipal and interest due on bond, SRF loasand notes, and
inter -fund obligations).
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Table 6
Ten Year Expensesand Uses of Fundsby Category

Ten Year
Total i
Expenses ($ Millions) \ Total Description

Includes operating costs, employmentytilities,
Operating $774.3 64% | chemicals, etc.
Capital Costs 171.3 14% | TYCIP

Principal and interest due on bond, SRF loas
Debt Service Costs 267.9 22% | and notes, and interfund obligations
Total Expenses & Uses
of Funds $1,213.5 100%

The bar graph below showsthe total expenses by major ceegory as well as the longterm
annual growth trend.

Figure 3
Projected Costs by Major Category FY 2012 2021
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H Debt Service u Capital Costs & Operating Costs
Financing Strategy

Over 58% or $100 million, of the $171 million total capital expenditures are scheduled
between FY 2012z 2016, the first half of the ten year period An annual average of $14
million of capital expenditures is projected forthe remaining five years Basedon the
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economic forecast in early 2011, the economy and housing development in the Inland
Empire are not expected to recover for another two or three years.

4EA | CAT AU O AAPEOAI £Z£ET AT AET C EO AAOEOAA £EOI

Pay-Go cash which,dr purposes of the model, is defined as net system revenudes
State revolving fund fixed low interest loans (SRF)

Unexpended 2008A Bond proceeds

Grant revenues

ronNPE

Figure 4

FY 20122021 Capital Program Funding Sources
$171 Million

SRF Loans
25%1

2008A Bond
5%

Net system revenues arexpected to exceed capital costs over the next 10 year period by
$107 million. In addition to connection fees and a portion of property taxes, other primary
funding sources include low interest State loans of4® million and $11 million in grant
revenues.

To ensure the lowest cost of borrowing while maximizing flexibility, the Agency adopted a
strategy that applies the lowest cost funds first and the most expensive funding sources
last. This tiered strategy includes system revenues, fund balance draws, darState
Revolving Fund loans.

2 Primarily user charges, connection fees and property taxes not needed for debt service.
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Table 7
Borrowing Requirements: Scenario A
Commercial
Paper/New Bond
Year SRF Loans Issues Aggregate Borrowing
$425 $425
2012/2021 million $0 million

Projections indicate that funding of the aggregate capital expenses of $171 million over 10
years will primarily be funded by a payasyou go, unexpended 2008A bond proceeds and
low interest SRF loans. Aside from the SRF loans, which are the key fundiogrses for the
Recycled Water Program and the Regional RPDewatering Facility Expansion project, no
future long term bond issues or use of commercial paper proceeds are anticipated.

The balance of the report expands on the information presented in thi Executive
Summary. Each section of the summary corresponds to a detailed discussion in the report
which serves as a reference for additional contextual and statistical data.
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service area ranked consistently in the top ten growth regions over the paseveral years.

Prior to the current economic slowdown, moderate growthfor the areawas expected to

continue until reaching built out in 2025. 4 EA | CAT AU6 O , 20& AAT POAA |
on this assumption of continued growth and included expansion ofts wastewater
infrastructure as part of the 30 year capital program of $1.2 billion. However, due to the

economic downturn during fiscal years2009 and 2010, the FY 2012021 LRPF assumes a
continuation of the following financial problems that are still affecting the state, national,

and global economies:

1 Continued sowdown in new development
1 Highunemploymentrate
1 Tightening credit markets

Slowdown in New Development. Southern California, and in particular the San
Bernardino/Riverside metro area, were hit hard by the economicdownturn triggered by
the collapse of the sukprime mortgage market in December 2007 Over a three year
period, 2006 to 2009, the median home pricein the seven cities serviced by IEUZAell
between 30% and 55%. Even though tie housing marketis beginning to show modest
signs of recovery,it is only expected to riseonly 2% in 2011 across the state Future
improvement in the housing marketis encumbered by the continued slowdown in the
economy andhigh unemployment rate This translatesto a lower population growth in the

I CAT AUB8 O OA O Washplbjectedgidr toQHe fe€onomic recession. Based on
revised growth projections, no expansion to existing facilities isieeded over the next ten
years. Through a combination © project deferrals, completions and a favorable
AT 1T OOOOAOCEIT AEAAET C AT OGEOITIT AT Oh OEA ' CAT AU
nearly $279 million since FY 2008/09. fie! CAT Autdni&apital programis focused on
refurbishment and maintenance ofexisting facilities.

High Unemployment Rate . Since the beginning of theeconomic dowrturn the Inland

Empire region has lost approximately 13.5% of the total nonfarm employment compared

to a 9% loss in California.As of March 2011, the unemployment rate 014% in the region

remains asthe highest in the nation, with the nationalunemployment rate averaging

around 9%). The turnaround is projected to be very modestiue to the loss of theAOA A6 O
traditional competitive advantages (undeveloped land, modestly priced labor) for the
manufacturing and construction sectorswhich have been overcome by the deep mortgage
AOEOAO AZEEAAOETI ¢ OEAOA OAAOI OO8 Al i PAOEOEOAT A
Tightening Credit Market . Thetightening credit market stemming from the collapse of
collateralized debt obligations that were based on risky mortgage loarntinues to hinder
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to insolvency and illiquidity among lenders. The federal government and central banks
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have taken drastic action to prop up the global financial systerthrough programs like
TARP, Troubled Asset Relief Program), which allowed th&Jnited States governmentto
purchase assets and equity from financial institutions to strengtherthe financial sector.
High unemployment continues to hinder economic receery resulting in consensus
amongst economic analystshat we are still a long way fromreturning to normal lending
practices.

4EAOA 1 AET O £&£ZET AT AEAT EOOOAO AOA OEA AAOEO &4
future revenue growth. Specifically, he LRFPaddressesOEA | CAT AU8 O BOT EAAOD
and expenditures over a 1@year horizon to determine the most cost effective fundingnd
rate increases neededo meet both itscapital and operating costsrequirements through FY

2021.

The economic assmptions utilized in the LRPF are summarized below:
Table 8
Economic and Demographic Assumptions

2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

Population in 000's (Service

Area) 831.6 840.1 8485 857.0 865.6 8743 883.0 891.9 900.8 909.9 919.0
Population (% Change) 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0%
Property Tax (% Change) -3.0% -1.0% 0.0% 0.5% 1.0% 1.5% 1.5% 1.0% 1.0% 1.0% 1.0%
Salaries (% Change) -6.0% 1.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Healthcare Benefits (% Chan 5.0% 7.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0%
PERS Benefits (Increase %) 0.0% 3.0% 2.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
PERS Benefits (% Change) 0.0% 15.0% 10.0%  0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other Benefits (% Change) -9.0% 2.0% 1.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Services & Supplies 6.0% 15.0% 1.0% 3.0% 2.0% 3.0% 3.0% 3.0% 2.0% 3.0% 1.0%
Capital Outlay* -1.0% 0.0% -52.0% -57.0% -6.0% 5.0% 72.0% -30.0% 21.0% -2.0%  2.0%
Authorized Positions** (13) - - - - - - - - - -

*FY 2010/11 projected capital project costs, $47.8 million
**Budgeted FY 2009/10 FTE 308

Agency Overview

4EA YT1 AT A % PEOA 50EI EOEAO 1 CAT AU j OOEA 1 CA
Municipal Water District until 1998, was established on June 6, 1950 and in 1951 annexed

to the Metropolitan Water District of Southern California (MWD) to provide supplemental

imported water to the Chino Basin. The Agency serves as a wholesale imported water

provider to the cities of Upland, Ontario, Chino, and Chino Hills, Cucamonga Valley Water

District, and Fontana Water Company. During the mitio60&, the Agency began a domestic

sewage and industrial waste collection system (the Wastewater System). In 1969eth

Agency started construction of a nosreclaimable wastewater system (the NRW System)

which has simultaneously curtailed groundwater pollution by existing industries and

DOl OEAAA &£ O TAx ETAOOOOEAI AAOAIT Pi AT & xEOEE
Regional Sewage Service Contract, adopted in 1972, the Agency provides wastewater
treatment services to several cities and agencies, (Chino, Chino Hills, Fontana, Ontario,


http://en.wikipedia.org/wiki/United_States_government
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Montclair and Upland, and the Cucamonga Valley Water District), known as the
OAIOIAGOET ¢ 1 AT AAO AcCAlT AEAOO S8

The Agency service area has expanded from 92 square miles and a population of 80,000 in
1950, to 242 square miles anda current population of 796,000 residents. The Agency
boundaries extend from the Los Angeles County line to@oint near the eastern boundary

of the City of Fontana and from the base of the San Gabriel Mountains, south to the

Riverside County and west to the Orange County line. The Agency processes approximately
53 million gallons per day (MGD of untreated wastewater in five treatment facilities from

its contracting agencies.
The Agency provides a number of

services to the area with wastewater
treatment and reuse forming the
core and a regional network of
| wastewater and nonreclaimable
| wastewater interceptors, five
regional plants, one biosolids
composting facility, and a growing
r system of recycled water pipelines.
. Wastewater treatment includes the
e [ B | collection and disposal of sewage on
Ontari AAEAT £ T &£ OEA | CATAU
L—0 =~ partners, as discusse further below.
| The Agency has an extensive
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\'\:hmo ,,,,,,, delivery of recycled water to
L, C\f«gF il commercial and industrial
i R:5 customers. Additionally, the Agency
. ChinoHils  \®? | produces renewable energy to
‘ \ partially power its operating
activities through internal
combustion engines and solar

energy. The installation of a wind
power turbine and fuel cell

technology at two of the Wastewater

processing facilities will further
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energy portfolio. The Agency also

serves as a leader witm the Inland

Empire in water quality
management, water conservation

activities, and environmental

protection.
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The Agency separates its activities into seven functional areas described below:

Figure 5
Agency Programs

Groundwater

) \Recharge

No_n- \ p " Water
Reclaimable § \

N Conservation J
%astewater Regional \
Wastewater

O &M and

\Capital

Recycled | Administraive

\Water | \Services

* RegionalWastewater Capital and O&M include Organics Management.

i

Regional Wastewater Program. A core Agency program is the Regional
Wastewater Program which provides essential wastewater treatment services to

OEA OAOEAAT OO AT A AOOETI AOOGAO ET EOO O0OAOO
encompasses seven local jurisdictions, (Cities of Chino, Chirtills, Fontana,

Montclair, Ontario, Upland and Cucamonga Valley Water District), that sermearly

840,000 residents in a 242square-mile area of western San Bernardino County.

Through the Regional Sewage Contract, set in place since 1972, the Agency clle

treats, and disposes ofin average of approximately B million gallons a day (MGD)

of untreated municipal wastewater inall four wastewater treatment facilities (RP-1,

RP4, RR5, and CCWRF).

The Regional Wastewater Program consists of the following funds:

0 Regional Wastewater Capital Improvement (RC) Fund Zz records the
OOAT OAAGET T O & O OEA AANOEOEOEITh AlT0OC
municipal wastewater treatment plants, large swer interceptors, and
appurtenant facilities. Includes the Obligation Payment (OP) Fund that was
closed in December 2010 after the refinancing of the 1994 Revenue Bonds and

termination of the Master Resolution.
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0 Regional Wastewater Operations & Maintenanc e (RO) Fund z accounts for
the revenue and operating cost directly related to the domestic sewage
treatment service to the contracting agencies (Wastewater Collection and
4 0OAAOI AT 6q AT A Al1l 1T OGCATEA |1 AT ACAI AT O AA
share ofthe Inland Empire Regional Composting Facility.

The contracting agencies deliver wastewater from their customers for treatment
and disposal via a sewage collection pipeline system (owned by each respective
contracting agency) to the collection and planinfrastructure constructed, owned
and operated by the Agency. The Agency divided the Regional Wastewater Program
into capital and operating subprograms to facilitate the determination of two
distinct fees. A development/connection fee (capital reimburseent fee as termed

in the Contract) funds capital needs, while a user fee (i.e., EDU service charge) is
collected via metering for operating and maintaining the Wastewater System. An
additional source, property taxes, currently provides funding for the Rgional
Wastewater Program debt service costs, capital expenditures and portion of
operations and maintenance costs.

Non-Reclaimable Wastewater Program. The Agency constructed and maintains a
separate pipeline system for the collection of industrial wass including brine-
laden water. The high concentration of salt and other organic compounds in these
industrial discharges make it solely suitable for disposal. The NeReclaimable
(NRW) System is comprised of two sectors, the Northern and the Southernsg&ms,
and is physically separated from the Regional Wastewater System.

The Northern System serves approximately 45 industries, and municipal
groundwater treatment facilities for brine flows, and conveys these wastewaters to
the sewer lines owned and opeated by the CSDLAC for ultimate treatment and
discharge to the Pacific Ocean.

The Southern system serves approximately? industries and the Chino Basin

Desalter facility, and conveys wastewater to the Santa Ana Regional Interceptor

(SARI) pipeline,(which is owned and operated by the Santa Ana Watershed Project
Authority [SAWPA]). From SAWPA it is carried to the Orange County Sanitation

District (OCSD) facility in Fountain Valley for treatment and eventual discharge into

the Pacific Ocean. The NRWySem also collects the RR belt press filtrate

OAOOI OET ¢ AO01T I AAxAOAOEIT C 1T &£ AEI O 1 EAO CAIl
treatment facilities, and some domestic waste from areas without sewer service

key benefit of the NRW system is the seggation of high salinity industrial brine

discharge from domestic wastewater flowsE T OT OEA | CAT AUB O xAOOA
facilities. The result ishigh quality recycled waterthat serves as an essential source

of local water supply for irrigation, industrial and agricultural purposes.

Recycled Water Program. ! 11 xAOAO Ai AT AOGET ¢ &O0Ti OEA
processing plants must meet the State of California Department of Health Services
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and Federal Title 22 regulatory requirements for treatment. The endroduct,
reclaimed or recycled water, has been approved by both state and federal guidelines
as acceptable for uses including: irrigation, landscaping, industrial process water
and groundwater recharge. In December 2007, the Board adopted the Recycled
Water Business Plan (RWBP) to accelerate the implementation of the $200 million
Capital Improvement Program for the delivery of approximately 50,000 acre feet of
recycled water throughout the IEUA service area by FY 2011/12. The development
of a reliable souce of local water supply is crucial to mitigate the anticipated
OAAOAOQGEIT ET EI BT OOAA xAOAO 0OOBPBPI EAOG O1 (
California is now in the midst of a prolonged drought with no end in sight resulting

in decreased water levels. ¥en if the drought cycle abates sooner, California will

EAOA DPOI EAAOAA OET OOACAO T £ xAOAO O00PDPI EAOD
service area) of over 1 million acreEAAO AU ¢mcus8 4EA 1 CAT AL
program is anticipated to provide 20%l £ ) %5! § 0 xAOAO OANOEOAI Al

Recycled water provides a cost effective and more dependable source of local water

supply in place of more costly and less reliable imported water. Capital projects in

OEA 27"0 ETAI OAA AT1 OOOOAOQETT 1T &£ OEA OA,
connections and retrofits to switch end users from imported potable water to
OAAUAIT AA xAOAOS AEA 1 CAT AUd O OAAUAIT AA x A
93,000 AFY (acre foot per year) to the contracting agencies, commercial customers,

and recharge basins for gundwater storage. This 93,000 AFY will replace
approximately 60,000 AFY of potable demands in green belt irrigation and

industrial use application and 33,000 AFY used for groundwater replenishment.

Groundwater Recharge Program. The Groundwater Recharg Program is a
comprehensive plan to increase artificial groundwater recharge within the Chino
Basin usingstorm water, recycled water, and imported water.

Through the development of increased recharge capacity in the Chino basin, greater
guantities of high quality water can be captured and stored during wet yearand be
made available during drought yearsand times of imported water supply shortages.
Reuse of recycled water for groundwater recharge is a critical component of water
supply plans for the region. It will increase the reliability of water supplies during
dry years and save $6 million to $9 million per year in imported water costs. The
recharge of highquality recycled water and highquality imported and storm water
sources will allow ChinoBasin groundwater quality objectives to be met.

In January of 2002, the IEUA Board of Directors approved the Recharge Master Plan
Implementation Memorandum of Agreement, between CBWM, Chino Basin Water
Conservation District, San Bernardino County Flood Comol District (SBCFCD), and
IEUA. Members of these four agencies formed a Groundwater Recharge
Coordinating Committee to implement the initial $40million program entitled the
Chino Basin Facilities Improvement Project (CBFIP). Implementation of the
Recharge Master Plan included enhancements to existing flood control and recharge
basins through the CBFIP (Phase | and Phase Il). In the summer of 2005, Phase |
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CBFIP improvements were completed and recharge operations commenced in the
upgraded facilities. h April 2006, IEUA and Watermaster approved the $10.5
million Phase II CBFIP improvements made possible by a Department of Water
Resources grant and matching funding from IEUA and CBWM. The Phase I
improvements were complete and operational in late2009; the improvements will
enhance the storm water capture, imported water delivery, and operational
flexibility of the existing recharge facilities

a Water Resources Program. The water resources program manages the
distribution of imported water supplies, devdops and implements regional water
conservation initiatives, directs water resource planning efforts, and supports water
supply programs such as recycled water, groundwater recharge and storm water
management. The distribution of imported water is managedy the Metropolitan
Water District of Southern California (MWD) including the necessary capital
infrastructure. There is no capital investment required by the Agency.

The Agency works closely with the MWD and its regional partners, such as the

CBWM, oAAOAEOI T U PI AT £ O xAOAO OAOI OOAAO E
managed conservation programs include public education activities that promote

efficient landscaping, landscaping audits, installation of ultra lovflow toilets, and

marketing and distribution of water efficiency rebates which are documented in the

) %5! 5O0AAT 7AOAO - AT ACAI AT O ol AT AAT POAA E
efficiency programs are a significant part of the recent success of reducing overall

water use. Current water use tends indicate a continal reduction in overall water

usein the last three years. For example, in that time period, water use decreased by
approximately 70 A0 OADPI OOAA ET OEA 11 00 OAAAT O O!
Agency (FY 209/100 8 6 4 E AlahAed dapitAl refjuirements for this program.

U Administrative Services Program. A number of administrative services support
OEA 1 CATAU80O [ AET O DOI COAI 08 &ET AT AAh AA,
resources,information services, and the like, provié vital services agency wide.
)) 8 ADPEOAIT 001 COAI
This section describes the lond AOI AAPEOAT AT 0O AOOEI AOAOG A0«
system replacement and maintenance through 202 The slowdown in new development
AT A TETEI Al cOi xOE AobAAOAA &£ O OEA ! CAT AUdO
shifted the Agency plans from significant capital expansion projects over the next 10 years
to replacement and refurbishment projects or its existing and aging facilities. An
estimated decrease of$279 million from FY 2009 TYCIP can be attributed to completion

and reduction of capital projects. Total capital costs through FY 2021 are estimated to be
$171 million.
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Table 9
TYCIP FY2012-2021 Allocation by Program
Amount
Capital Program ($ Millions) Percentage
RegionalWastewater $81.3 47.5%
Recycled Water & Recharge Water 56.3 32.9%
Non-Reclaimable (NRW) 27.1 15.8%
Administrative Services 6.3 3.8%
Total Capital Program $171 100%

The Regional Wastewater and Recycled Water Program project the greatest capital
investment within the Agency and are scheduled to require approximately B million, or
80% of total Agency capital costs through 202 A summary of total capital cots by
program is presented below:

In 2002, the Agency adopted the Program Environmental Impact Report (PEIR) which
encompasses the Wastewater Facilities Master Plan (2002), and serves as the
comprehensive document forecasting growth of the service areand the related capital

needs through 2050. Also included in the PEIR report is the Recycled Water Feasibility

Study (2002), and the Organics Management Business Strategy (2002). Additionally, the
Agency annually adopts a Ten Year Capital Improvement PI&mYCIP), last approved in

*OTA ¢nmmws # ADEOAI Al 60 AOOEIi AGAO ET OEA |
documentation of long term capital needs and the proposed FY 282021 TYCIP.

The discussion below focuses on the following programs with the greatest capital needs:

“* RegionalWastewater Program

- Recycled Water Program

“* Non Reclaimable Wastewater Program
2 Other Agency Programs
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Overview of Capital Program through 2021

As noted previously, total capital costover the nextten fiscal yearsare estimated to be
$171 million through FY 202L.. The expected slower growth projections as a result of the
ongoing economicslowdown prompted the Agencyto decrease thecapital projects by $279
million since2009. The decrease in totalproject costwere primarily due to reduction and
completion of the regional wastewater treatment facilities to support theO A C Edrowth O
forecastsprior to the economic recessionwhich projected reaching built out by 2025

A comprehensive analysis of historic and projected wastewater flows conducted by the
I CAT MWekér Gesources andPlanning department confirmed OE A | Ctdidl dubehtO
wastewater treatment capacity of85 Million Gallons per Day (MGD), is sufficient to service
the anticipated residential growth over the next ten years. Based on the revised growth
Al OAAAOGOOh TT1U xxb 1T &£ OEA ' CAT Aus O O1 OAI
2021. As a result,the primary focus of theFY 2012-2021 TYCIPis onthe replacement and
refurbishment of existing assets with the exception of the constructionof the Regional
Recycled Water Distribution Systemand the RR1 (Regional Plant No. 1) Dewatering
Facilities Expansion Facility project targeted for completion in FY 2012/13 and FY

2011/12, respectively.
The allocation of costs among the various programs shown in the following graph.

Figure 6
Projecte d Capital Expenditures (FY 2011 -2021)
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The slight increase in FY 2016/17 and FY 2012021 are due to the future phases and
completion of the Recycled Water program in the Southern and Northeast project area.

OO0A
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Regional Wastewater Program

Therearenobl AT O ET OEA 1T AgO OAT UAAOO O AgbpAT A O
Regional Wastewater Facilities. The only major capital construction project in the Regional
Wastewater Capital Program is the RR Dewatering Facility Expansion Project slatedof

completion in FY 2011/12. This project is funded by a federal stimulus SRF loan from the

State Water Resources Control Board (SWRCB). Approximately $14 million of SRF loan

i A0 372#"80 OCOAAT 6 COEAATETAO AT A RKNI@RA24E £EAA
million loan is financed at an interest rate of 1% for a 2¢ear term.

Therefore focus of thel CAT A U8 O F®2021 Reipnal WastewaterCapital Program is
on replacement, refurbishment, enhancement, and utilization and improvement of the
Agency's existing capacity.With the exception of the RPL Dewatering project funded by
SRF loans, other projectedapital costs ofapproximately $81 million are primarily funded
on a paygo basis through connection fees andortion of the property tax revenue.

10O PAOO 1T &£ OEA ' CAT AU O #1 OGpenudinghavk decréadel O 01 A
over the last four years mainly due the deferral ohon-essential projects, completion of

major capital projects, reduced engineering costs due to the use of Agency staff fohouse

design, and reduced construction costs due to the impact of the economic recession on the
construction industry which has resulted in a favorable bidding environment. In addition,

the effective use of power purchase agreements (PPAs) to finance renewable energy
projects, such as solar, wind and fuel cells, without any capital outlay from the Agency and

minimal ongoing maintenarce costs. Thetable below is a listing of the Regional
Wastewater capital projects:

TABLE 10
FY 2012-21 Regional Wastewater Capital Projects
Capital Projects TYCIP
$ Million
Capital UpgradeRP-1, RR-2, CCWRMHRP-4, RP-5 $26.1
Plant Equipment Improvements 10.5
RP-1 Asset Replacement 9.3
Major Facilities Repairs/ Replacements 8.1
RP-1 Dewatering Facility Expansion Project 5.8
Construction & Emergency Projects 5.0
RP-2 Digester Cleaning 3.5
RP-1 Flare & RP1/ RP-2 Boiler Replacements 15
RP-1, RR2, Carbon Canyon O&M Manual 1.4
Regional Sewer Special Projects 1.0
All Other Regional Wastewater Projects 8.8
Total Capital Projects $81.0
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Recycled Water

In response to potential reduction in imported water supplies following four year of

drought statewide, the Agency Board of Directors adopted the Recycled Water Business

Plan (Business Plan), formerly referred to as the Three Year Business Plan, in Decembe

gmmy 8 4EA ET OAT OET 1T 1T 4&# OEA " OOETAOGO o1 AT EO
regional recycled water distribution system in the most cost effective and rapid manner

possible to increase the amount of recycled water available within the Agenlgy0 OAOOEAA
area. The recycled water system consists of pipelines, reservoirs, and pump stations that

provide recycled water throughout the majority of the IEUA service area. Also included are
construction projects for laterals to connect member agencieand direct users to the

| CAT AUGO AEOOOEAOQOOEIT OUOOAI 8

4EA Ol OEi AGA Ccil Al 1T /&£ OEA "OOET AOGO 01 AT EO Oi
2025 by extending the use of recycled water in place of more costly imported water for

industrial, irrigation , landscaping, and replenishment of groundwater basins. The Business

Plan focused on projects grouped in order of priority and categorized into four project

areas: Northeast, Northwest, Central and Southern Project Areas. These were prioritized

based on he amount of recycled water that each area could serve, and their proximity to

ITA T &£ OEA ' CAT AUdO &I 60 OAAUAI AA xAOAO bPI AT O

Consistent with the financing assumption outlined in the Business Plan, the majority of the
projects will be funded through federal and state grants and SRF loans. The only exception
is the Northwest Area Recycled Water Project that is funded by a combination of 2008A
Bonds and federal grant proceedsTotal capital projects are estimated to be approximately
$37 million for the next two years, with the recycled water projects totaling approximately
$56 million for the ten fiscal years 20122021.

Non Reclaimable Wastewater Program (NRW)

Included in the TYCIP for the NRW Program is the completion of the NRW System Upgrade
capital project which includes the NRW Collection System Repairs Phase 2 and the NRW
Asset Management Phase Il projects. These capital improvement projects are directed
toward increasing the economic value and improving and retaining the integrity of the
NRW system. Over the next ten years, the Agency will spend $12 million on repairs and
replacement of the NRWS pipeline and the pump station as part of the IEUA asset
management program. These capital projects will improve the reliability of the NRWS and
will allow the Agency to comply with the recently adopted requirements of the state
mandated Wastewater Discharge Requirements of Sanitary Sewer Management Plan
(SSMP).

Recharge Water Capital Program

The Recharge Basins are currently not expected to require significant capital requirements
beyond the completion of refurbishment slated groundwater basins. This is subject to



Inland Empire Utilities Agency
Long Range Plan of Finane&3

change based upon discussions and collaboration E OE OEA | CAT AU O BAOOI
Watermaster (CBWM).

Within this plan of finance the Groundwater Recharge Basins are assumed to be sufficient
to provide adequate storm water recapture and recycled water storage for the foreseeable
future. The determination of any future capital improvements needed and when to
implement them will be the subject of a future review and collaborative effort of the
Agency and the CBWM. The financial impact of any significant capital requirements for
either the IER@ or the groundwater recharge basins will be addressed in revisions and
updates to the LRPF.

Administrative Services Program

The capital purchases in the Administrative Services Program are primarily for furniture,

vehicles, office equipment (defined by CAT AU O HiI 1 EAU AO COAAOGAO O
and software (greater than $1,000) and other administrative purchases commonly used for

general Agency purpose. These capital expenses are supported by the Wastewater
Program (90%), and the NRW and Recyall Water Programs. The total teryear capital

project costs for this program are projected at approximately $6.3 million, which includes

system upgrades, computer equipment replacement, network infrastructure replacement,

software purchases, and capital i OT OAT AT 06 O1 OEA ' CAT AUdO EAA;

)) Y ®AOAOEI T O AT A - AET OAT AT AA #1 00C

The Agency is committed to operating at an optimal level and keeping rates low for
member agencies. Over the next ten years, the following policies will govern operating
costs:

2» Maintain staffing levels through productivity and technology enhancements

> Carefully manage employee development, training and recruitment programs to
recruit and retain quality employees

- Control utility costs through implementation of smart techrology, seltgeneration, A
AT A AT 1 OET OAA AEOAOOCEAEZEAAOQETT 1T &£ OEA | CAIi
2 Continue optimal use of chemical dosing throughout the treatment process to
contain chemical costs

Total operating costs from FY 2012 through FY 2021 are pjected to be $774 million,
averaging $7 million per fiscal year.
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Table 11
Ten Year Operating Expenses by Category

Ten Year
Total i
Expenses $ Millions Total Description

Includes salaries and wages, as well &snge

Employment Costs $329.9 42.6% | benefits
Contract Work/Special
Projects 12.4 1.6% | Includes Reimbursable and O&M projects

Includes electricity, gas, telephone, water, as
well as power purchase agreements (PPA) for

Utilities 107.9 13.9% | solar, fuel cell & wind power

This category includes permits and licenses, and
Operating Fees 119.2 15.4% | waste fees

Various chemicals used in operations
Chemicals 51.2 6.6%

Includes contract labor and professional services
Professional Fees and for facility maintenance,legal, auditing, ,
Services 63.8 8.2% | laboratory services and security, etc.
Office and Includes office supplies, employee training,
Administrative memberships, meeting/conference expense, etc
expenses 16.7 2.2%

Biosolids disposal andransportation costs to
Biosolids Recycling 42.5 5.5% | the IERCF.

Includes laboratory supplies, O&M supplies, fuel
Materials & Supplies 24.6 3.295 | @nd small tools and equipment.
Other Expenses 61 0.8% Primarily insurance and lease/rental costs

Total Expenses & Uses
of Funds $774.3 100%

Even before the formal adoption of the Cost Containment Plan in 2008, the Agency has
been proactive in managing costs. In the last three years, the Agency has achieved
significant cost reductions, including:

> A decrease of 27 FTE (full timeequivalent) positions, including a permanent
reduction of 13 FTEs in FY 2010/110 295 FTE authorized positions

2 A 50% reduction in intern positions

> Substantial reductions in chemical and electricity use through the implementation
and tracking of Key Perfomance Indicators (KPIs)

> Cost effective use of direct access energy procurement contracts

» Effective use of Purchase Power Agreements (PPAS) in the installation of solar,
wind and fuel cell technologies

> |ncreased lifecycle of pooled vehicles, computers, othequipment
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Continuing its commitment to cost containment, a 5% vacancy factor is assumed for FY
2011/12 and ensuing years. The nearly $2 million projected annual cost savings from
maintaining a 5% vacancy will partly offset anticipated increases in premiums for both
health insurance and pension benefits. Quarterly sessions with the Chief Executive
Officer/General Manager, Assistant General Manager, Chief Financial Officer, Divisional
Executive Managers, and each department manager are held to review budget variances
and reinforce cost containment efforts.

As illustrated in the graph below, total operating costs are only projected to increase from A
Axt [ EITEIT EI &9 cmppfpc O Awo [ EITEIT EI
continued commitment to cost containnent.

Figure 7
Total Operating Costs FY 2012 7 2021

" $100
c
2 $80
=
o BB BB B E-B-B-B-
o ~—--1--B-1-B-0B
" llllllllll
$0
2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21
® Employment | Utilities
i Chemicals H Operating Costs

& Administrative Costs M Prof. Svs/Contract/Special Proj.



Inland Empire Utilities Agency
Long Range Plan of Financ&6

The primary funding sources for operating costs consist of the following operating
revenues:

Figure 8
Total Operating Revenue FY 2012 -2021
m User Charges ® Recycled Water Sales
Other Income ® Property Tax for Operation
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Due to the ongoing national economic recession anteduction in assessment values
throughout the Agency's service area, the property tax revenue is projected to decrease by
1% in FY 2011/12. Future projections assume property taxes will remain flat in FY
2012/12, and minimal growth forecasted for ensuingyears. Property taxes will be utilized

to cover 100% of debt service costs, capital expenditures, with approximately 20%, an
annual average of $7.8 million, used to supplement operating costs in the Regional
Wastewater O&M (RO) Fund and the Administrativ&ervices (GG) Fund.

Administrative Costs

Employment

Departments continue to seek out innovative alternatives in performing ongoing work
resourcefully for new and emerging priorities, while maintaining the appropriate level of

service in the serviceareas. Employment costsrepresent approximately 43% of the

Agency's total operatingcosts A 5% vacancy factorANOE OAT AT O O1 APDPOI QEI .
of 295 authorized positions, is assumed to be maintained over theext ten years

In addition to the 5% vacancy factor and reduction in the number of FTE and inteship
positions, other st containmentstrategies that have been implemented include;

> Modified Hiring Freeze - only fill positions that satisfy a critical need and will
O0O6pPT OO OEA ' CATAUB8O Cci Al T &# Ai1OAETEITC I bD
> Reduced the Number of Contract Limited Term Employeescontract limited term
employment has been educed from 18 to 12 budgeted (or 9 fultime positions)
2 Evaluation of Organizational Effectiveness several organizational changes have
been implemented to increase operational effectiveness by maximizing staff
expertise and Agency resources. The evaluah process and staff reduction through
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attrition have contributed to cost savings

#1711 OET OAA T[T 1TTEOTOETC T & AIiPITUIATO AT OO0 xE
implement moderate Regional rate increases in the future.

Figure 9

Budgeted FTE's vs. Actual FTE's
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The total employment budget (wages and benefits) from FY 2012 through FY 20l

projected to be $330 million, or 43p 1T &£ OEA | CAT AU6O O1 oAl 1 PAC
million. Approximately $46 million of labor costs over the next 10 years are reimbursable

from the Inland Empire Regional Composting Authority, Chino Basin Desalter Authority

and the Chino Basin Watermaster.

Training and Employee Development Programs

4EA O4AAET EAAI %l EAT AAT AT O AT A - AT ACAi AT O 3
developed by theAgency in late 2006 to enhance recruitment, develop and train existing
employees, and build a stronger internal leadership pool.

The TEAMS program has evolved and now combines online training, group collaborations,
facilitated classes, and externalallege courses with other public agency employees. This
evolution has resulted in a significant savings to the Agency. Consideration in the design of
the various TEAMS programs focuses on the balance between both the immediate and
future needs of the emplgees and the Agencyincluding succession planning

The current program consists of three certificate programs: Personal Development

Program, The Southern California Local Government Supervisory Programand The

Southern California Local Government Leadership Academyfhese programs target the

dAOAIT T i AT OAl 1T AAAO 1T &£ OEA AEAEEFAOAT-I@MOLACAO 1 .
also available to provide every employee with the resources they need to achieve their
performance goals and objectives.


http://www.ceu.csupomona.edu/business_solutions/ct/localgovsupervisory/default.aspx
http://www.ceu.csupomona.edu/business_solutions/ct/socalleadershipacademy/
http://www.ceu.csupomona.edu/business_solutions/ct/socalleadershipacademy/
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Professional Services

Professional fees andservices include such services as security, landscaping, computer
software and hardware maintenancesupport. A total of $64 million is budgeted for
professional services throughout the 10 year period,about 8 1T £ OEA | CAT AUG
operating budge of $774 million. Effective use of in house resources to perform tasks
previously performed by outside consultants, as well as deferral of neessential capital

projects which delay the original start up timeline for equipment maintenance and
contracting servicesare attributed in keeping the cost at an average expense of $6 million

per fiscal year.

Utilities

Optimizing energy consumption at Agency facilities; increasing the production and use of

digester gas; increasing seifeneration capacity utilization; pursuing new technologies;

and utilizing effective energy procurement strategiesare key to achieving E A 1 ¢C AJ AUG O p

Gridless by 202® Ci Al A0 PAOO 1T £ OEA %l AOcCU - AT ACAIT Al

) %51 50 ABOOOAT 6 AT AOCU OPEAS EO Ei | OOOOAOAA AA
Figure 10

IEUA Power Source Distributio
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Currently the Agency seHlgeneratesnearly 30% of the power it needs tooperate facilities

from internal combustion engines (ICE) which utilize a combination of natural gas and

biogas. In August 2008, the South Coast Air Quality Management Distt (SCAQMD)
implemented Rule 1110.2 This new rule has severely reduced the amount of natural gas

that can be used in combination with digester gas tgroduce electricity, as well as

imposing more stringent engine emission limits.  In order to meet the lower emission

limitations and recover the value of our renewable fuel (digester gas) supply withoua

large capital investment, the Agency entered into three Power Purchase Agreements

(PPAs) for installation of solar, wind and fuel cell technologes. 4 EA | CAT AU C
implementation of these renewable energy projects wilhelp the Agencycomply with more



Inland Empire Utilities Agency
Long Range Plan of Finane&9

stringent regulatory emission requirements,achieve itscarbon footprint reduction targets,
and contain energy costs.

Utility costs are$108 million or 14p | £ OEA | CAT AU O O @il 1T PAC
million. A blended rate of $.115 per kWhor electricity purchased from the gridand $.90

per therm for natural gas ratesis assumed for FY 2011/12 Rates forrenewable energy

sources are based on contracts over a twenty year period and respective fixed annual
escalators which range between 2% and 3%0ver the next ten years, the average for solar
generatedpower is assumed to beb.119 per kWh $.126 per kWhfor fuel cells at, and$.09

per kWh for wind. The pre-established rates under the PPA agreements help the Agency

mitigate future SCE rates increase

Chemicals

Implementation of Key Performance Indicators (KPIs)was started in 2004 to identify
process control/optimization and cost containment parameters in all Agency
facilities. KPIs weredevelopedusing a bottom-up approachto ensure input and consensus
from employees at all levelsand service as bjective targets with allowable ranges used to
guide process evaluation, monitoring, and control.

The original development was focused on enhanced compliance monitoring and reduced
operational costs (chemicals, residals solids management, etc.).Through the effective
implementation of KPIs at the treatment facilities, the Agency has been able to reduce
overall chemical use and expenditures despite increased raw chemical costs and reduce
residuals processing throughenhanced drying at Agency facilities. As a result, the FY
2011/12 ten year chemical costs forecast projecting a reduction of $8 million, from the
prior year ten year projection of $59 million to $51 million.

Over the next ten years, ltemical costsof $51 milion OAD OAOGAT & T AAOI U xb 1 A
total operating costs of $774 million. Containing chemicals to an annual average &5

million over the next ten yearss a direct result of continual optimal use of chemical doses

and assertive procurement practices.

Biosolids Recycling

A key assumption for biosolids recycling costs in FY 2011/12 ihe completion of the RP1
Dewatering Facility Expansion facility. This new facilityill enhancethe current process
by replacing the existing filter belt presses with a more efficient and cost effective
centrifuge dewatering system. A storage system for the dewatered cake will also be added
to provide a minimum of 48 hours of dewater cake storage. The dewatering press will
significantly reduce transportation costs by dehydrating biosolids and removing greater
amountofOx AOAO xAECEOG 8

Operating Contribution to IERCA - The funding approachfor the IERCA (Inland Empire
Regional Composting Authority) changedfrom a contribution basis to a fixed rate
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structure, or tipping fee,in FY 2009/10. Thetipping fee is basedon a cost of servicerate to
recover 100% of total budgetedoperating and capitalcosts based on projected throughput
capacity.No change inb44 perwet ton was proposed in FY 2011/12.

The biosolids throughput capacity in FY 2009/10 reached 141,000 wet tons, 142,000 wet
tons in FY 2010/11 and is projected to produce 138,000 wet tons in FY 2011/12. The 2%
decrease in throughput capacity from FY2011/12 is due to the conversion from belt
presses to centrifuges with thecompletion of the new RR1 Dewatering Expansion Facility
scheduled to be operational by April 2012. The new centrifuge technology will increase
solids content from 20% to 26%, resulting in lower wet tons and transportation costs
IEUA labor costs of $2.8M allocated to the IERCA are budgeted in the Regional Operations
and Maintenance (RO) Fundalong with County Sanitations District of Los Angeles County
(CSDLAC) 50% revenue contribution.

Total biosolids recycling costs for the ten year period are projected at $43 million,
approximately 6% of the total operating costs.Unplanned interruptions at the IERCF that
impact throughput capacity may result in offsite disposal of biosolids at gher costs.
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needs through FY 2020/21. Total primary revenues are estimated to be approximately
$1.3billion over the 10-year period. These longerm revenue estimates are supported by

SiX primary revenue sources:

> User Charges > Recycled Water Sales
> Property Taxes 2> Grants/Debt Proceeds
>» Connection Fees >» Other Revenues

The share of total longterm revenue contributed by each primary revenue source is
depicted below.
Figure 11

Primary Revenues by Source: FY 2011/12 -FY 2020/21
$1.3 Billion

Property Taxes,
27%

User _
Fees/Service Connection
Charges/Import Fees,
ed Water, 7%
44% Recycled Water
Sales
10%
Grants,
Inter -Fund 5%
Loans Other Agency

5% Revenues,

State Loans, 7%

4%

User charges contribute 4% of Agency revenues througtlFY 2021, property taxes 27%,
recycled water sales D%, connection fees/%, state loans4%, grants and debt proceds
1%, and other Agency revenues account for 7%.
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Long term primary revenues by Agency program is presented in the following graph:

Figure 12

Revenues by Agency Program
FY 2011/12 - FY 2020/21
$1.3 Billion

Recharge Water 1%

Recycled Water 15%

Regional Water Resources 4%

Wastewater 70%

Admin Services 3%

Non-Reclaimable
Wastewater 7%
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detailed revenue estimates for each source. All underlying growth assumptions including
periodic rate increases associated with the revenue estimates are described for each

revenue source.

User Charges

User charges are assessed to customei@ a specific service (e.g. wastewater treatment)
and are based on the amount of service or commodity (e.g. potable water) used. Three

Agency programs assess a unique service charge:

> Regional Wastewater Program
2» Non-Reclaimable Wastewater Program
> Water Resources Program

Regional Wastewater Program N
4EA 1 CATAUBO 1 AOCAOO OAOAT OA
charge that is assessed per Equivalent Dwelling Unit (EDU).

CAl AOAOGET C

EDU's are based on the

measurement of wastewater flow equivalehin quantity and strength to the daily flow of an
average singlefamily residential household. Each EDU equals approximately 98,550
gallons per year for a single residential household, or 270 gallons per day.

O00AO
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A combination of he effects the highforeclosure rate and number of vacancies due to the
economic recession, and greater public awareness of water conservatiane reflected in
the reduced wastewater flow coming into the! C AT &edatnént plants. The downward
trend in wastewater flows is casistent with treatment facilities in Orange and Los Angeles
counties. A moderate recovery of .75% in the number of billable EDUs is projectdd FY
2011/12 based on billing activity in FY 2010/11.

There is no change in the Regional Wastewater useharge of $11.14 per EDU for FY

2011/12. In March 2011, the Agency Board of Directors agreed with the Regional Policy

#1 11 EOOAASO OAAT I 1 AT AAGETT O1 AAEAO OEA DOl
Wastewater Program until FY 2012/13.

Non-ReclaimableWastewater (NRW) Program

This program also assesses a user fee to cover program costs. The revenues for the NRW
system consist of cost recovery and user fees in the form of capital and administrative
surcharges. Capacity fees are also levied for righ8] AEOAEAOCA ET OI OEA !
The external charges from the CSDLAC and Santa Anta Watershed Project Authority
(SAWPA) for disposal and treatment of industrial discharges are fully recovered from the

ET AOOOOEAO OOET ¢ OEA Agernky alsty@dds a.capital fe@ thQuppoit 8 4 E
capital replacement costs. An administrative surcharge of 50% (reduced to 10 % for

industries purchasing recycled water) is collected in addition to the pass through rates to

O00DPDPI OO0 OEA ! CAT Aundtaative &fesdsOET ¢ AT A AAI

Starting July 2010, IEUA started to pass on the strength imbalance charges from SAWPA to
the industries connected tothe southern segmentof the NRWS. IEUA staff is working with
SAWPA and other agencies to mitigate and minimize thienbalance strength charges.
Currently, no IEUA administration charges are added to the BOD and TSS imbalance
portion of the pass through charges.

Water Resources Program

The key revenue for this program isan acre foot surchargeimposed onimported water
deliveries from Metropolitan Water District (MWS) and a monthly water meter service
charge. Water meter charge revenusupports OE A | CHehdhésstddServe charges
(RTS) fom MWD and groundwater recharge operational costs and water useficiency
programs. An increase 0f$.38 in themonthly meter charge is proposed for FY 2011/12.

Property Taxes

The Agency receives an allocated share of the San Bernardino Couwige secured

property tax levy pursuant to the California Revenue and Taxation Code. Payments from

OEA #1 01 OU AOA OAcCOI AGAA AU OEA O4AAOGdo®m 01 AT o
of assessed taxes each year in lieu of receiving only those taxes collected by the County.
Property tax revenues support debt service costs, the acquisition of the Regional
Wastewater Program and other common Agency assets.
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4EA 1 CAT AUB O ohPdpéript@xiprotekda frodh the County of San Bernardino
includes:

> General - 1% of general property taxes applied to assessed property values
xEOEET OEA ' CAT AUdO OAOOEAA AOAAS8
2» RDA- The Agency collects a portion of the revenue received by Redevelopnt

| CATAEAO j2%! 0q &O0iI i OEA #1 010U 1T &£ 3AI1
proceeds.
> IDC-pb AOI I )i DOi OAI AT O $EOOOEADO O#6 | O) $#

the Agency, (under the provisions of Part 8, [commencing with section 72000] of
Division 20 of the Water Code), was solely for the purpose of acquiring certain
wastewater treatment facilities andis allocated 100% to the Regional Wastewater
Capital Improvement (RC) Fund.

Property taxes have historically beerfirst allocated against annual debt service payments,

then capital acquisition costs for Regional Wastewater and Administrative Services

Programs. Approximately 20% of property taxes are used to supplememwiperational costs

in the Regional Sewage Program. Beging in FY2009/10, 8% of property tax revenue, or
approximately $2.6 million, wastemporarily re-allocated from the Regional Wastewater

O&M (RO Fund to the Recycled WatefWC) Program to support debt services costs

associated with the construction of th | CAT AUGO 2ACEIT T Al 2 AUAT A,
System The allocation to the Recycled Water Program will decrease from 8% to 5% in FY

2011/12 through FY 2013/14. Thereafter, the RO fund O A1 Iwill BeAd3téred to the

full 27%.

> 65% - RegionalWastewater Capital Improvement (RC) Fund to support the
acquisition, construction and improvement of wastewater facilities
2 22% - Regional Wastewater Operations & Maintenance (RO) Fund to support

capital replacement of wastewater facilities andperating costs

» 5% - Recycled Water (WC) Fund to support the acquisition, construction and
improvement of Recycled Water Distribution Systenthrough FY 2013/14

Administrative Services (GG) Fund to support the acquisition of common
Agencyassets such as fleet vehicles, and computer and hardware purchases

> 8%

Historically, ET OOET ¢ | AOEAO AT A OEOEIT C POI PDPAOOU AOOAC
area resulted in an increase in property tax revenueom $15 million in FY 1999/2000 to

a peakof $36 million in FY 2008/09. As result ofthe economic downturn beginning in

2008, slowdown in new development and decline in property assessnent values in the

Agency's service area, property taxevenues are projected to decrease by 3% in FY

2010/11, an additional 1% decreasein FY 2011/12, followed by minimal growth rate as

the weak economic forecast is expected to continue for the next two to three fiscal years.
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Figure 11
Historical Property Assessment Value & Property Tax Receipts
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1) Property tax shift by State of California for the Education ReveAugmentation Fund (ERAF) in FY 1993
2) Prop 1A, property tax shift in FY 2005 & 2006 ($7M per fiscal year)

While property taxes are an important source of revenue, they are altbe most uncertain
due to the potential for the State of California to takdegislative action and shift property
taxes from local governments to fund a portion of the State Budget deficitTherefore,
minimizing reliance of property taxes to support operating costs through implementation
of moderate annual rate increases in theuture is a key objective for the Agency and its
member agencies.

Connection Fees

For all new development within the IEUA service area, the Agency levies a fee to connect to
the ! CAT DALCET T Al OAxAO OUOOAI 8 AEA EAA EO
contracting cities or agencies and these funds are held in trust in a Capital Capacity
Reimbursement Account (CCRA) until requested by the Agency based on identified and
projected capitd needs. TheseCCRA chargds [ 1 OO0 AT T i 1T 171U OAOI AA
are restricted to capital acquisition, construction, maintenance, and equipment and process

Al

OA

modificationsT £ OEA ! CAT AU8O OACEI T Al xAQ@®Regidr@AO OUO

Sewag ServiceContract.

4EA | CAT AUJ Of $ABOmRANEVDcordeiA will be maintained in FY 2011/12
followed by a 1% annual increase through FY 2020/21. The conservative growth
projection of 200 new connections per fiscal year as indicated in D& 12 below is
primarily a result of the current slowdown in new development.
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Table 12
MEMBERAGENCWersus IEUAPROJECTED NEWONNECTIONS
($ Millions)
Member Agency projections September 2010 survey¥Y2010/11 through FY2020/21.
Member Agencies IEUA

Fiscal Rate/ % Inc.

Year EDU Rate/EDU EDUs ($Millions) EDUs ($Millions)
2009/10 $4,766 0% 1,459 $7.0 1,768* $7.8
2010/11 $4,766 0% 1,158 $5.5 1,100 $5.2
2011/12 $4,766 0% 1,585 $7.6 1,200 $5.7
2012/13 $4,814 1% 2,833 $13.6 1,400 $6.7
2013/14 $4,862 1% 3,804 $18.5 1,600 $7.8
2014/15 $4,911 1% 4,360 $21.4 1,800 $8.8
2015/16 $4,960 1% 3,327 $16.5 2,000 $9.9
2016/17 $5,010 1% 3,333 $16.7 2,200 $11.0
2017/18 $5,060 1% 3,160 $16.0 2,400 $12.1
2018/19 $5,111 1% 3,315 $16.9 2,200 $11.2
2019/20 $5,162 1% 2,809 $14.5 2,000 $10.3
2020/21 $5,214 1% 2,809 $14.6 2,000 $10.4

TOTAL 2009/10 z 2020/21 33,952 $168.8 21,527 $106.9

# EDU 12,425
VARIANCE MEMBER vs. IEUA $ Millions $61.9

*BeforeAdjustments

Although projections from member agencies are considerably more optimistic, historical
AAOA OOPDPI OO0 OEA ! CAT AUG O iwittde hdusirg ddketdrA OE O A
flux, it is difficult to predict exactly when the increase in buding activity will occur. The

ensuing years reflect a very conservative growth forecast of 200 new units per fiscal year.
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Figure 12
New EDU Connection Fees andComparison of

Member Agency and IEUA Forecasts
(Forecast to Actual)
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Recycled Water Sales

The Recycled Water Program has moved beyond initial stages and is expected to be one of
OEA ' CATAUudO 1 AET O DOl COAI 08 4EA AAT POET 1
December 2007 accelerated the construction of the Recycled Water Distributiorystem

with the ultimate goal to increase recycled water connected demand to 50,000 acre feet per

year (AFY), and have the program be sedupported through recycled water sales. The
recycled water rate has been maintained at a relatively low level (compad to imported

water) as an incentive to promote the use of recycled water. As a result, the Recycled
Water Program has relied on support from theNon-Reclaimable andRegional Wastewater
Programs for both capital and operational costs.

The Agency contiues to work closely with member agencies to ultimately achieve a cest
of-service program. Recycled water sales are sensitive to precipitation; as a result periods
of heavy rainfall, like the winter season of 2010reduce the demand for recycled water for
irrigation purposes. Due to the heavy rainfall between November 2010 and January 2011,
projections of recycled water sales for FY 2010/11 were reduced from 35,000 AF to 25,000
AF. Thecost of pumping and delivering recycled wateis a major cost that vaies with the
quantity of recycled water delivered Higher than anticipated increases in electricity rates
from Southern California Edison (SCE), directly impact costs, making rate adjustments
necessary to support the additional expense.

A key funding saurce for the Recycled Water Program is the MWD Local Project Program
(LPP) rebate. LPRebate isbased on the recycled watesold in excess of 3,500 AF¥ (acre
feet per year)up to 17,000 AFY at a rate of $154/AF, or approximately $2.1 million per
year. The LPP program is scheduled to expire in June 2017.
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In FY 2009/10, the Recycled Water Program was allocated a portion of the property tax

revenue to support debt service costs This allocation is scheduled tde phased out at the

end of FY 2013/14. The Hocation of property taxes from the Regional Wastewater

| BAOAOCGET 10 ©Q -AETOATATAA j2/q &O01T A EO AilOEO
these revenues to support 100% of debt service costs.

Annual moderate rate increases and ultimate total deliveries of 50,000 AFY result in total
recycled water sales projections of $132 million over the ten year period, (FY 20%2021).
Included in total recycled water sales is approximately $12 million in M/D LPP rebates.
Implementation of future rate increasesfor the Recycled Water Programare needed to
support debt service costs, replacéghe MWD LPPannual rebate of $2.1 million set to expire
in FY 2016/17,and ultimately achieve a cost of service rate.

Grant Revenues

As a municipal water district, the Agency is eligible for various Federal, State and Local
grant programs from grantors such as theU.S. Bureau of Reclamation (USBRJalifornia
State Department of Water Resources (DWR), Southern CalifanMetropolitan Water
Distinct (MWD), Federal Emergency Management Agency (FEMA) and California
Emergency Management Agency (CalEma), and the California Department of Parks and
Recreation Another important source of funding for the Agency programs has beethe
State Water Resources Control Board (SWRCB) State Revolving Fund (SfRa)ts.

The Agency has been active in participating in these programs since grant revenue has
become an important source of funds for the Agency. The agency will continue to pue
vigorously grants to fund essential projects.

Grant revenue projections are based on total expected costs for eligible capital projecf
the total $10.6 million projected grant revenues for the 10 year term, almost 70% or $7.4
million is projected for FY 2011/12 and mainly funded by the USBR Regional Recycled
Water Grant for water distribution system design and construction costs, and the SWRCB
for the Chino Creek Integrated Plan and Cleanup project.

Water Resources Program also benefit from gra funding through the California
Department of Water Resources (DWR) Residential and Multi Family grant for $1.6 million,
with approximately $1 million received through FY 2010/11.

California Department of Parks and Recreation has awarded the Ageneyo grants under
the Habitat Conservation Fund Program $208,000 for the Water Discovery Field Trip and
Mini Bussing grant; and $38,500 under the California Wildlife Protection Act for the
Earthday Event held at theChino Creek Wetlands and Educational Park.
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In April 2011, the Agency entered into a Public Assistance Agreement with FEMA/ CalEMA
for the 2010 Statewide Storm Event. The total cost to repair the damaged basins and
construction sites is estimated at $640,000, with approximately $597,000 eligible farant.

4EA 11 AOEAAT 2AAT OAOU AT A 2AET OAOOI AT O ' AO
was passed by the Congress in February 2009. The Agency has identified the following
projects which are eligible for economic stimulus funding:
TABLE 13
Capital Projects Eligible for Federal Stimulus Funding

Federal / State Agency Project Description Funding Amount
Recycled Water Distribution System
ARRA $13.9M
US Bureau of Reclamatioifitle XVI | Recycled Water Distribution System
Otherss ARRA $5.9M
Total USBR Title XVI $19.8M
Recycled Water Distribution System $17.9M
US Environmental Protection Other State Clean Water Act Grants $2.5M
Agency/SWRCB Clean Water Act| RP-1 Dewatering Facility $27.4M
Total US EPA/SWRCB Clean Act $47.8M

The stimulus bill allocated $126 million to the United States Department of Interior, USBR
for Title XVI projects. |IEUA has executed funding agreements in the amount of $19.8
million with the USBR through its Title XVI Recycled Water Business Plan Autiation.

As ofMarch 2011, the Agencyhasreceived 65% of these commitments, for a total of $12.8
million.

A portion of the stimulus funding was also allocated to the UBnvironmental Protection
Agency(EPA) for theClean Water State Revolving Fund (CWSRF) Program. The California
State Water Resources Control Board (SWRCB) will receive $280 million from the EPA
through the CWSRF Program. To date, IEUA has executed funding agreements in the
amount of $47.8 million with the SWRCB through the CWSRF Program for recycled water
distribution facilities and environmental projects. As ofMarch 2011, the Agency has
received % of these commitments, for a total of $2.2 million.

The SRF loan is part of the American Recovepnd Reinvestment Act (ARRA) federal
stimulus funds issued through the SWRCB State Revolving Fund program. Over half of the
$27.4 million SRF loan, or $14 million, qualified for 0% interest rate as part of SWRCB

i

OCOAAT & DPOI EAAO ¢ OE ddhdebfisf3dmlion will Befina0okd ab&rbte T ¢ A

of 1% per annum. The RA Dewatering Facility Expansion Project is scheduled to be

completed in FY 2011/12. Of the $27.4 million total budget, tEA DOT EAAOGO OAI

spending is projected at $13.5 millionm FY 2010/11 and $5.8 million in FY 2011/12 since
project inception.
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Other Revenues

Other Agency revenues consist primarily of service contract contributions negotiated with
the MWD, contract reimbursements from the IERCA and CDA for the administratiamd
operation of their facilities by Agency personnel, and recovery of paghkru costs.

Total Agency Revenue & Other Funding Sources Forecast

Total revenue and other funding sources available to the Agency for both capital and
operations are estimatedto range from $130 million in FY 2011/12 (including Inter Fund
Loans of $1 million) to $138 million in FY 2020/21, a total of $1.3 billion over the 10 year
period. As noted previously, the primary revenue sources for the Agency include user fees,
service charges (includes surcharges on imported water deliveries and meter charges),
connection fees, recycled water sales (including rebates from MWD), property taxes, and
grants. The accompanying graph depicts each of their respective annual contributions to
total revenues as well as the longerm annual growth trend.

Figure 13

Total Revenues and Other Funding Sources
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depicted below in the following charts.

Figure 14
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2 The increase in user charges is primarily a result of proposed annual rate increases
to achieve selfsupported programs and minimize reliance on property taxes.

2 The annual growth of volumetric flows is projected to increase by 0.75% in FY
2011/12 and 0.25% thereafter, compared to the prior five year average of 2%.

2 The increase of water deliveries is projected to increase from 39,000 AF in FY
2011/12 to 50,000 AF by FY 2015/16. The ultimate goal is to serve over 1,200 of
the largest customers and supplyover 93,000 acrefeet per year (AFY), including
groundwater recharge.

2 New connection reflects a very conservative growth forecast of 200 new units each
fiscal year throughout the 10 year period with the estimated number of new
connections to the regionalsystem increasing from 1,200 projected in FY 2011/12
to 2,000 in FY 2020/21.
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working towards maintaining a rate structure such that revenues generated by a specific
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provide a basis to rationalize specific rate increases against program uses, rediube need
for fund transfers between programs, and minimize reliance on property taxes.
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System Revenue Forecast by Primary Source

A summary graph describing the estimated annual system revenues by primary source is
presented below. A detailedliscussion of the revenue estimates is presented thereafter:

Figure 15

FY 2009/10 7z FY 2020/21 Primary Revenues
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> User Charges revenues for the Regional Wastewater Program are estimated to
increase from $36 million projected for FY 2011/12 to $45 million in FY 2020/21: a
total of $415 million over the 10 year period. Commensurate with the revenue
growth, the number o EDUs is estimated to increase from 3 million EDU in FY
2011/12 to 3.1 million EDU in FY 2020/21, a conservative annual average growth
rate of 0.25 %. This is less than the prior 10 year annual average of 2% as a result of
the slowdown in new developmentET OEA | CAT AUBO OAOOEAA
annual rate per EDU is forecast to increase from the current rate of $11.14 per EDU
(FY 2010/11) to $14.14 per EDU in FY 2020/21. This represents an average
increase of $0.30 per EDU per year through FY 202012 based on a conservative
estimate of inflation rate.

Yyt 1T OAAO O1 AT OO60OA OEA &EO01 A6O0 MEEOAAI EAAIT
OEA 1 CATAUBO AT T TEOGIATO O DOT OEAET ¢ AEEAA
vital that the Agency adopta rate structure to cover the cost of service for this
program, as well as help to replenish fund reserves. Recommendation for rate
AEAT CA EO DPOAOGAT OAA ATTOAITTU O OEA 2ACEII
Board of Directors. EDU volumetric rate chage to be implemented is subject to
EFET Al APDPOT OAI AU OEA ' CATAUB8O "TAOA 1T £ $E

2 User charges for the NosfReclaimable Wastewater Program are estimated to
increase slightly from $8.4 million in FY 2011/12 to $8.7 million in FY 2020/21; a
total of $85 million through the 10-year period. The assumed average annual
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increase of the NorReclaimable Wastewater user charge rate is approximately less
than 1%.

User charges for imported water and meter surcharges for the Water Resources
Program are estimated o increase from & million in FY 2011/12 to $8 million in FY
2020/21: a total of $60 million through the 10-year period. These charges consist of
a $12/AF surcharge on imported water deliveries, increasing to $13/AF in FY
2012/13 and to remain at $14/AF starting in FY 2013/14. Monthly meter charge of
$1455 per unit in FY 2011/12 is projected to increase to $255 per unit by FY
2020/21.

Connection Fees revenues are estimated to increase from $5.7 million projected in
FY 2011/12 to $10.4 million in FY 2020/21; a total of $94 million over the 16year
period. Annual connections are then ssumed to slightly increase by 200 units per
fiscal year from 1,200 in FY 2011/12 to 2,000 in FY 2020/21. This forecast reflects a
gradual recovery in residential development over the next 10 years for the region as
economic conditions improve. The revenueforecast assumes no increase in
connection fee rate in FY 2011/12 and an increase of 1 % annually from FY 2012/13
through FY 2020/21 to support capital improvement costs. This results in a
connection fee rate increase from $4,766 per unit in FY 2010/110t$5,214 per unit

in FY 2020/21.

Recommendation for rate change is presented annually to the Regional Sewage
#1 11 EOOAA AT A OEA 1 CATAUBO "T AOA 1T &£ $EOAZ
Ei b1 ATl AT OAA EO OOAEAAO O1 ££ET AttorsAPDOT OAT A

Property taxes are projected to generate $32.9 million in FY 2011/12, or
approximately 25% of Agency total operating revenues. Annual property tax
revenues is projected to decrease by 3% in FY 2010/11 based on the increased
housing foreclosures anddecline in assessed property values in the service areas. A
decrease of 1% is projected in FY 2011/12, no increase in FY 2012/13, and a
gradual recovery starting in FY 2013/14. By FY 2020/21, the property tax is
projected at $35.9 million, for a total 0of$342 million over the 10-year period. The
property tax revenues are estimated to contribute 27% of total Agency revenues
through FY 2020/21. The revenue forecast assumes that the tax rate and assessed
property values will have very minimal increase rangng from .5% to 1.5% within
the ten year period.

Prior to 2009, property tax revenues have increased substantially, from $15 million

in FY 1999/2000 to $36 million in FY 2008/09. The increase was a result of a

strong housing market and rising property as® OO AT O OAI1 OAO ET OFE
service area. The current reduced average annual growth in property tax revenue

OAT CET ¢ &£01Ii 8ub O p8ub EO Ai 1T OEOOAT O x|
forecast and reflects the anticipated decrease in new development éuto the
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This growth trend is not expected to continue due to the high number of
foreclosures in the area as a result of the economic recession. The San Bernardino

County Tax Assessor projected a drop in property assessment values in FY 2009/10

of approximately 6% and the actual drop was 4%. RealtyTrac reported that
foreclosures in the San Bernardino county area were the fifth highest in the nation

at the end of calendar yea 2010. This estimate is prudently conservative as
AOOAOOAA OAI OGAOCEIT 1T &£ OEA AOAAGO DHOI PAOOL
should trend upward as farming property (which has limited valuation based on

state law) is converted to residential propery in later years.

Recycled water sales (wholesale rate plus MWD rebate) are projected to be $7
million in FY 2011/12. Revenues are anticipated to increase to $15 million by
2020/21, for a total of $132 million through the 10 year period; $120 million in
recycled water sales and $12 million in MWD LPP rebates.

The additional funding has also been provided by the MWD, CBWCD, and DWR for
recycled water retrofit assistance for public sector users. The adoption of the RWBP
by the Agency in December 2007 accelerated the construction of the Recycled Water
Distributio n System which will result in an escalation of recycled water deliveries
each year.

Water deliveries are expected to increase from 39,000 AF (acre foot) in FY 2011/12
to 50,000 AF by FY 2015/16, inclusive of groundwater recharge deliveries.
Ultimately the distribution system layout will serve over 1,200 of the largest
customers and supply over 93,000 acréeet per year (AFY), including groundwater
recharge. As an incentive to promote the use of recycled water for industrial,
irrigation and landscapingin lieu of imported water, the Agency has maintained a
market incentive rate over the years, currently at $115/AF for direct sales and
$145/AF for groundwater recharge sales. This will increase rates from the current
rate of $95 per AF in FY 2010/11, $11%per AF in FY 2011/12 to $295 per AF by FY
2020/21 as the demand for recycled water increases and dependency on fund
transfers to support operating costs is minimized. The recharged recycled water
rate will also increase from $115 to $145 per AF. The adttinal surcharge of
$30/AF in FY 2011/12 supports operating and maintenance costs not funded by
Chino Basin Watermaster.

Recommendation for rate change is presented annually to the Regional Sewage

#1 11 EOOAA AT A OEA ! CAT AUG Quatér rate Ohangéd t&Ebe$ E OA A C
Ei b1 ATl AT OAA EO OOAEAAO O1 ~£ET AT APDPOI OAI A
A fiscal year effective date rather than a calendar effective date to implement future

rate proposals on direct and recharge water sales was approved by the Board in
March 2011, which will replace a two rate structure within a fiscal year.
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The main sources of Recycled Water Program revenues are generated by the sale of
recycled water to municipalities in the service area and rebates provided by the
Metropolitan Water District of Southern California (MWD). The MWD LPP rebate
receipts are based on $154 peAF for recycled water sales in excess of 3,500 AF to a
maximum of 17,000 AF per year. The LPP rebate is scheduled to terminate in FY
2017. Also included in the total Recycled Water Program revenue is the transfer of
the Regional O&M Fund allocation of ppeerty tax revenues to support long term
debt service costs, the transfers began in FY 2009/10 and ends in FY 2014/15.

> |mplementation of the LRPF has been programmed and scheduled with the use of
state and federal grant funds to help offset capital cost @nreduce the borrowing
requirements through SRF lowinterest loans or issuance of bonds. The Agency has
been and will continue to be active in participating and pursuing grants and low
interest state loans to fund essential projects.

2 Other Agency Revenug consist primarily of service contract contributions
negotiated with MWD, contract reimbursements for staff service primarily from the
CDA (Chino Basin Desalter Authority) and IERCA (Inland Empire Regional
Composting Authority) for the operation and managment of the composting
facility. Total contract reimbursements projected in FY 2011/12 are approximately
$6.5 million and stays at the same level in FY 2020/21, for a total of $62 million
through the 10 year period. The average annual reimbursement id$ million and
$2.8 million for the CDA and IERCA, respectively.

> Groundwater operations and maintenance costs reimbursable by Chino Basin
Watermaster (CBWM) are estimated to be approximately $%million per year.

> Other revenue includes interest revenue from all programs which is projected at
$1.1 million in FY 2011/12, assuming an overall rate of return of 1.5%.

68 CAT AU 2AO0A00AO0 &1 OAAAOGOD
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mission: to provide services in a regionally plannemhanaged, and cosgffective manner.

Consistent with sound and prudent fiscal practices, as well dggal requirements, the
Agency has historically maintained reserves within its various programso address
unforeseen events, emergencies, accelerated growthand supplemental budget
requirements. In addition to unplanned activities, the Agency has extsive investments in
public infrastructure, operating plants, and other related facilities and equipment that
require ongoing repair, maintenance, replacement, refurbishment, and expansion. The
Agency must also be prepared for planning and implementationfamew facilities, to meet
the needs as a result of area growttor regulatory requirements.
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In recent years, the need for a more structured approach to a comprehensive asset
management strategy has been promoted as a necessary best practice recommended by
American Water Works Association, Water Environmental Federation and US
Environmental Protection Agency. The Agency is igontinuing to implement an asset
management program in concurrence with defining service levels for its core programs.
As these criical asset managementand service levelcomponents are identified, they will
further define the need for the establishment of prudent and reasonable targets for reserve
levels to insureavailability of adequate revenues.

Other considerations key to the financial health of any public agency is the need to mitigate

future risk of revenue shortfalls combined with escalating costs. As demonstrated in the

LRPF, the Agency may potentially face unprecedented revenue shortfallsiedto the

faltering economyor OEA OOAOA8 0O AEOAAI AOEOEOS $0A O1 |/
slow economic development, higher operating costs from new initiatives designed to keep

the Agency abreast of emerging technologies, and government ingegl regulations and

OOAT AAOAOh OEA 1 ¢cATAU8O0 AT 6OOO Al 1 OET OA O ET,
measuresand productivity improvements.

2AOAOOAO AEOOOEAO OAOOGA O1 AT T OO0 OEA Al T E£EAAT A
and strength d its financial management. External interested parties such as creditors,
bondholders, and rating agencies place a high degree of importance on strong and healthy

reserve balances as a cushion against steep revenue declines, unexpected and
uncontrollable expenses (e.g. chemicals and utilities), and other unanticipated demands on

Agency resources. One of the factors considered by the rating agencies in determining

overall creditworthiness and rating is the existing and anticipated level of reserves. line

LRPF, the Agency has endeavored to achieve a reasonable balance for determining
adequate reserves, taking into consideration the constraints on higher rate increases

imposed by the current economic conditions.

Due to a historically healthy level of eserves achieved in a period of modest infrastructure

expansion and minimal labor and operating cost increases, the Agency managed to avoid

rate increases in many of its core programdetween FY 1999/2000 and FY 2004/05.

However, because of the economicadvnturn since 2008, growth in the Agency's service

area has been negatively impacted and resultesh declining property tax revenue and

connection fees.A significant number of @pital projects have been deferred with the

remaining capital program expectedto be funded with a combination of conservative pay

as you-go (Pay-go), low interest SRF loans, and grants. In addition, staff continues to

closely manage the Agency wide operating costs as part of the containment strategy
implemented in 2008. Projected reserves are expected to be conservatively aligned with

OEA AAT ATAOG 11 OEA ' CATAUoO AAOGE &£ O OEA &EOOC
EAAT OEh 1T PAOAOGEIT Al OOOOAET AAEI EOUh AT A 0OODPD
effective and efficientlevels of service, it isessentialthe Agencyis able to implement the

necessary rate increasesn future years to support the cost of service forits programs,

meet unanticipated demandsas well replenish fund reserves that have been depleted over

the last few years.
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Figure 16

Total Capital and Operating Expenses vs. Growth in Reserves
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for reserves. In June 2005, the Agency formalized a conceptual framework for determining
the potential types and level of fundbalances by adoption of the Inland Empire Utilities
Agency Reserve Policy.

Adoption of this policy was a major step forward in both memorializing what had been
prudent and conservative business practices of the Agency with respect to reserves, and
expandng beyond that in defining additional reserve categories to be funded over time.
However, establishment of definitive target levels was to be completed at a later date based
on further analysis and experience.

The following types of reserve are maintaied for specific purposes and needs, as well as
for meeting legal requirements as stipulated by bond covenants.



Inland Empire Utilities Agency
Long Range Plan of Financel8

Reserve Purpose

Infrastructure Maintenance /Replacement Reserves Maintaining infrastructure at an adeguate level
and in an acceptable condition requires that
funds be continually and readily awvailable to
support  replacement, refurbichment, and
construction. The service provided by the
Agency is critically important to the health and
welfare of the citizens within the Argency’s
service area. No service is more basic than
meeting the need for clean water and wastewater
collection, treatment, and disposal Given the
nature of the service, very few options exist, if
any, for service reduction levels in the event of
revenue shortfalls or other funding deficiencies.

Capital Assets Rehabilitation /Replacement Fund The Agency’s headquarters consist of two 30,000
square feet state of the art buildings. It is
estimated that every five years, renovations will
be required to replace deteriorating furniture,
equipment, and fistures and to accommodate

staff erowth.

Contingency Reserve Unexpected expenditures typically cccur in the
dynamic environment in which the Agency
operates. To accommodate unanticipated
expenses. while  maintaining  reasonzble
budsetary restraint, 3 budgetary contingency
reserve will be established.

Emergency Reserve Agency operations and facilities are subject to
various catastrophic and other events that may
or may not be covered by insurance. These
gvents may include, but are not limited to:
terrorist attacks, earthguakes, and severe
weather storms.

EDU Rate Stabilization Reserve The Agency ic committed to providing
wastewater collection, treatment, and disposal,
recognizing this service as anecessary and basic
need of its constituencies. The Agency strivesto
provide and maintain thiz service with a rate
structure which is reasonable, affordable, and
stable. However, rizing costs and/or decreased
revenues reguires that the Agency pericdically
adiust its service charees.

‘Water Rate Stabilization Reserve The ectablishment of this reserve will serve to
mitigate extraordinary rate increases from the
Metropolitan Water District [MWD)and maintain
a stable rate structure for the customers served
by the Agency’s municipal clients.
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Reserve Purpose

Exposure/Liability Reserve An  Exposure/Lishility Reserve will be
maintained for costs not covered by the Arency's
insurance programs, such as claim costs within
the Agency’s deductibles, self-insured retentions,
and/or major costs associated with disasters
and cther events, which will not be reimbursable
from insurance or from the Federal or State
EOVEFHIENT.

Workers' Compensation Reserve The Agency has elected to =self-insure for
potential workers' compensation claims. With a
rapidly growing worldforece, now numbering in
excess of 300, the Argency’s exposure to work-
related injuries increases.

Emplovee PERS Retirement Benefit Oblization Reserve Agency contribution rates to FERS have
historically fluctuated due to market volatility,
c ces in actuarial assumptions, or contract
amendments. To protect against significant
spikes in contribution rates and its nesative
impact on Agency operating costs, the Agency
has established a reserve to cover any increased
contribution amount.

Emplovee Post Retirement Benefit Oblization Reserve Fublic azencies. in general, are faced with a
growing liability for post retirement benefits.
GASE 45, a recent accounting proncuncement,
strongly  recommends recognition of post
retirement benefit obligation in the financial
records, as well as the need to demonstrate steps
being taken to ensure adegquacy of rescurces to
cover that oblisation.

Debt Service Reserves Required by relevant bond indentures as a set
aside for payment of principal and interest on
cutstanding bonds.

Bond Operating Reserve This legally required reserve is necessary to

meet credit reguirements for the Agency’s
cutstanding bonds. Bondholders wanted
assurance that the Agency could operate for at
least three months despite some cataclysmic
reduction in wastewater Sy SLerm Frevenues.

Capital Construction Reserve This reserve essentially is the encumbrance for
all cutstanding capital commitments,
particularly for major engineering and
construction projects.

CS5DLAC Prepayment Equal to CSDLAC 4R's estimate for the NEW
Northern System.
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In the 2007 LRPF a target level of 50% of operating revenues on an aggregate basis, plus

Debt Service Reserves was established and was used for all cash flow estimates, excluding

capital expenditures. This target was reinforced with a subsequent consuliah with

rating agencies, both of which accepted the 50% threshold as an acceptable level. The
Agency has continued to use the 50% level on an aggregate basis as the assumption for a
minimum target in the FY 2011/12 LRPF, recognizing that it was one of ¢hmany factors

AT 1T OOEAOOET ¢ OiF OEA 1 CATAUBO ET OAOOI AT O COAAA

Forecast on the Target Reserve Level

The LRPF assumes the Agency will continue to experience economic slowdown for the next

two or three years. The increase in reserve levels foredasl for future years are

AAPAT AAT O 11 EIDIAI AT OAOGETT 1T &£ AT1T OA1 OAOA E
These reserve levels are essential to meeting the legally mandated debt coverage limits,

AT A O00PDPT OO0 ! CATAUBO TPAOAOGETTAIT AT A AAAO OAO

As illustrated in the bar graph below, based on current assumptions, including

Ei 1 Ai AT OAOGETT 1T &£ AT1TOAI 11 AAOAOA OAOA EITAO,
targeted fund reserve levels are not met throughout the next ten year period.
Figure 17

Trend of Operating and Other Reserves
(Excludes Capital Reserves)
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purposes, are estimated to be $18million at the end of FY 2020/21, as illustrated in the
following graph;
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Figure 18
Total Fund Balances by Cateqory

FY 2009/10 z FY 2020/21
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Certain funds are particularly important to meeting the target level on an aggregate basis
the Regional Wastewater Program, the Regional Wastewater Capital Improvement (RC)
Fund and the Regional Wastewater Operations & Maintenance (RO) Furahd Non
Reclaimable Wastewater Program (NRWare the major sources of support to other Agency
funds and are vital to ensuring that the aggregate level of reserves is reached and
maintained. Annual rate increases are needed each fiscal year replenish reserves
utilized over the last several years andanaintain adequate reserve levelgoing forward.

Capital cost forecasts for the Regional Wastewater Program averag® ®iillion per fiscal
year and reflects the deferral of facility expansion projects. These conservatigapital cost
forecasts along with an average 1% annual increase connection fees resuléd in Regional
Wastewaterd €umulative fund balance of $140 million by FY 2020/21. Any significant
changes in population and economic growth in the service area may result in an increase in
capital costs which will reduce the cumulative fund balanceThe projected increase in
capital reserves will support future exparsion of existing facilities to meet growth
OANOGEOAI AT OO ET OEA ad v@h suppdré @hplabnkd&véns SuchAas A A
emergency repairs of facility equipment. Deferral of rehabilitation of certain equipment as
PDAOO 1T £ OEA ' CAT istwaeQy mAy résdlt inAmiole &xpdndivie fepair costs
under emergency conditions, or more extensive capital projects in the future. Another key
reason for maintaining capital cost forecasts at a conservative level is tipotential loss of
property taxes posed by the continuing budget crisis at the state level.
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policy goals to minimize borrowing costs and maintain target fund balances. Tolaeve

these goals, the Agency seeks to pay for capital projects first with system reven(pay-go)

whenever possible and pursue various forms of debt financing when net revenues are
insufficient. Debt financing utilized throughout the 10Gyear Plan consiss of low interest

SRF Loans to spread out the costs of improvements and to maximize future financing
flexibility by preserving fund balances. No new bond financings are assumed throughout

the 10 year period. Consistent revenue growth throughout the §ear program enables

the Agency to fully fund proposed capital needs beyond 2021 without debt financing.

Figure 19
Total Capital Costs vs. Net System Revent
sl Net System Revenue kd=Capital Costs
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Capital costs from 2008 through 2012 are fundedyy a combination ofunexpended bond

proceeds (2008A Bonds), SRF Loarend paygo. Basedon current operating levels and
OAOEOAA cOi xOE DI bBpOI AGETT DPOI EAAQGEIT T Oh 11 Aot
anticipated over the next 10 years. Additionally, a significant number of neessential

capital projects have also been deferred oscaled back since 2008 as a result of the

Ol T xAT xT ET TAx AAOGAT I i ATO ET OEA ! CAT AUGO
economic recovery over the next couple of years.

Financing Methodology

To ensure the lowest cost of borrowing, the Agency adopdea strategy that applies the
lowest cost funds first and the most expensive funding sources last, with each being
exhausted before pursuing the next financing option. Each of the tiered financing

below.
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Pay-go: PayCl A£E1 AT AET ¢ AT OAEI 6 OEA OOA 1T &£ AOA
capital needs. Available cash is identified as Agency revenues on hand in excess of
operations and other applicable expenses. Because pgy funding does not require

borrowing, it represents the lowest cost of capital funding.

Based on direction from the Board of Directors, the Plan targets to fund4%o of
capital costs with paygo revenues, and the remaining capital costswill be
supported by various borrowing alternatives.

State Revolving Fund (SRF) Loans: SRF loans, issued by the State Water Resource
Control Board, fund the development, implementation and maintenance of the A
AgendJ6 O OAAUAT AA xAOAO DPOT EAAOO AT A AAOOAEI
the RR1 Dewatering Facility.

Unlike other more traditional forms of

municipal debt, SRF loans have no explicit
‘ costs of issuance and carry a low fixed

Pay Go interest rate. These terns make the SRF
program the cheapest debt vehicle
SRF Low Interest Loan% available to the Agency at this time.
Commercial Paper .‘ SRF Loan Assumptlons

Security pledge:System Net Revenues
Term: 20 years

‘ Frequency:Everyyear (as necessary)

Structure: Level debt service

Max loan per year$50,000,000

Interest Rate:0.00% - 2.50%

Construction investment rate:2.50%

K

Bonded Debt

IEUA currently hasseveral RF loans payable in 20 years with an interest rate of
2.2% and2.5% for phases 1 and 2 of the recycled water distribution systenin 2008
IEUA optedto participate in the Local Match Program offered by the SWRdBr
phase 3 This program requires a local match contribution (interest) to be paid in
advance, principal payments begin one year after completion of the project for the
outstanding principal only. There are 3 additional SRF loans, for phases 4 and 5 of
the recycled waer distribution system and the RR1 Dewatering project in the
Regional capital fund with an interest rate of 1% or lessThe LRPF anticipates three
additional SRF loans for the completion of the recycled water distribution systen®

in FY 2012/13 and thefinal loan in FY 2018/19. It should be noted however, that
there is no guarantee that the Agency will receive an SRF loan in any given year
considering the finite amount of money available in the program and that loans are
distributed on a first comefir st serve basis.

Commercial Paper: Taxexempt commercial paper is a shorterm financing
vehicle typically used to meet interim funding needs between lonterm
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borrowings, grant receipts or delayed realization of Agency revenues. Maturities of
tax-exempt commercial paper generally range from 30 to 90 days with a maximum
of up to 270 days. Given the conservative CIP program, the Agency terminated its
Commercial Paper Program in 2009. No commercial paper proceeds are included in
the current LRPF.

4, Long-Term Bonds: Longterm debt represents the third and most expensive debt
financing alternative available to the Agency. The higher costs of borrowing derived
from issuance costs, higher interest rates and statutory requirements for debt
service resaves. Each of these facets is designed to make the bonds attractive to a
wide variety of buyers in the public market, thus permitting larger sums to be
issued at a time. The analysis presented in this plan of finance assumes no new
bond financings throudhout the 10 year period.

Included in all ScenariogScenarios A, B and Q% the 2008B Variable Rate Bonds at
an assumed fixed rate of 4%. In October 2008 the volatility and uncertainty in the
municipal bond market resulted in drastic interest rate flictuations ranging from
under 2% to a maximum allowed rate of 12% for a portion of the bonds that failed
to remarket ($19 million of $55 million outstanding).

Figure 20
Annual Debt Service
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During this 10 year period, note and loan paymentswill increase from the current annual
payment of $3.3 million to a maximum annual payment of 8.4 million in FY2018/19. SRF
loan payments will increase 100% by FY 2013/14 due to the completion of the RP
Dewatering project and the Southern and Centrahrea projects in the Recycled Water
Program. Total bond debt service remains an average of$17.3 million per yearthrough
FY 2021/22. In FY 2022/23 2008A bond issue principal payments begin, in the same year
the 2005A and 2010A bond issues will have atured thus leaving a total annual average
payment of $13.7 million until final payment in FY 2038/39.
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Table 15
Debt Service By Type

Total Debt Service

FY FY FY FY FY FY
2010/11 2011/12 2012/13 2013/14 2014/15 2015/1 6 Thereafter

Bonds $15,904,950 | $17,335,982 | $17,368,289| $17,375,269| $17,360,727| $17,370,660| $336,017,322
Notes/SRF
Loans* 3,351,346 4,187,965 5,694,054 7447 581 7,440,863 7434146 124,389,785
Financial
Expense 401,455 418,300 336,551 416,551 336,551 416,550 6,680,072
Inter Fund
Loan 3,925,000 1,180,000 2,215,000 2,225,000 2,227,500 2,220,000 9,407,500

Total $23,582,751 | $23,122,247 | $25,613,894 27,464,401 | $27,365,640 | $27,441,356 | $476,494,679

*Includesprojected SRRoans

Agency Borrowing Requirements

Of the $42 million in SRF loans budgeted over the next ten years, $28 million between 2012
and 2014 is primarily for the Southern Area and Central/Wineville Area Recycled Water
Projects. The remaining $14 million budgeted between 2019 and 2021 will funddditional
projects in the Northeast and Southern areas. These projects will enhance the completed
recycled water system by adding additional storage and capacity improvements to meet
future recycled water demands.! OOI I AOU OAAIT A 1 Ad omoking!isCAT AUG ¢
presented below.
TABLE 16
Projected Borr owing FY 2012 - 2021

Commercial SRF Loans Aggregate
Fiscal Year | Bonds Paper ($ Millions) Borrowing

2012 = - $20 $20
2013 - - 7 27
2014 - - 1 28
2015-2018 = = 0 0
2019 = = 3 31
2020 - = 5 36
2021 = = 6 42

The capital expenditure estimates between 2013 and 2021 are projected tverage about
$14 million per year. There is still some uncertainty and that new, unforeseen capital costs
may arise in the outyears that have not been contemplated in this currentRPFE
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Figure 21
FY 2012021 Capital Program Funding Sources
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revenues by source and allows the Agency to test various financing strategies in order to

minimize borrowing costs across a set of measurable results. This section discusses the

results of the longterm financial planning as they apply to following three measures:

2 User charge/customer rate trends
2 Annual fund balance by program
2 Annual debt service coverage for the Agency

Each of the result categories listed is a focal point for the creation and evaluation

feth
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Rate Trends

A primary objective of the Agency in managing the capital program and maintaining
AOOOT I AO OAOOGEAA EO Oi EAAD AOOOT I AO OAOAO Al
goal to imit, as much as possible, annual rate increases to keep pace with higher operating

costs, (primarily employment, chemicals and utilities).

The success of keeping the annual rate increase to a moderate level is contingent, in part,

on external factors O OOEAA OEA | CAT AU6O AT 1 0011 OOAE AO
chemical costs andhigher insurance and pension benefit premiums that increase total
employment AT 0008 AAE | £ OEAOA A1 0600 EiIi PAAOO

maintenance costswhich, in turn, are supported by the rates and fees. As external



Inland Empire Utilities Agency
Long Range Plan of Finane&7

operating costs increase, the Agency will need to reasseaad adjustits proposed rate
increases

The table presented below summarizes the longerm customer rate trends projected to o
manaCA OEA ' CAT AU8O CT AT O A 111 xAA AU AOEAALE AEC

Table 17
Scenario A - Projected Rates FY 2012 - 2021

SUMMARY OF RESULTS: Scenario A
Projected Rates

Rates 2012 2014 2016 2018 2019 2020 2021

User Charges

Wastewater $11.14 $12.39 $12.89 $13.39 $13.64 $13.89 $14.14

Recycled Water - Direct Sales $115.00 $180.00 $245.00 $295.00 $295.00 $295.00 $295.00

Recharge Water- Recharged Sales $145.00 $220.00 $285.00 $335.00 $335.00 $335.00 $335.00
Connection Fees $4,766.00 $4,862.00 $4,960.00 $5,060.00 $5,111.00 $5,162.00 $5,214.00
NRW - CIP $90.00 $90.00 $90.00 $90.00 $90.00 $90.00 $90.00
NRW Admin Fee 50% / 10% 50% / 10% 50% / 10% 50% / 10% 50% / 10% 50% / 10% 50% / 10%
Imported Water Surcharge $12 $14 $14 $14 $14 $14 $14
Imported Water Meter Charge $1.225 $1.325 $1.350 $1.380 $1.430 $1.455 $1.480
Property Taxes -1.00% 0.05% 1.50% 1.00% 1.00% 1.00% 1.00%

User Charges

Regional Wastewater Program . No change in the regionalWwastewater user charge of

$11.14 per EDUis included in FY 2011/12. In February 2011, the Agency Board agreed

xEOE OEA 2ACEITTAl Oi1TEAU #1171 EOOCAAGBO OAATIT I Al
2012/13. As indicated on Table 16, the proposed future increases in the wastewater user
chargesare necessary tasupport operating costsand capital replacementcosts.

Recycled Water Program. Annual moderate rate increasesfor Direct and Recharge
Recycled Water rates areessential to cover; higher pumping costs as recycled water
deliveries increase, higher debt service costsfor the SRF loans funding the&onstruction of
the Recycled Water Distribution Systemand expiration of the MWD rebate in June 2017

Connection Fees.  Connections feescharged on new development support capital
construction costs for the Regional Wastewater Program.The Engineers Construction
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however, deferral of non-essential capital projects beyond the next tenyears supportsa

nominal increaseof 1% per yearthrough 2021.

Non-Reclaimable Wastewater Program (NRW). Beginning in FY 2004/05 the Agency
implemented a passthrough rate structure for the NRW Program. An administrative

charge of50% is added to the pasODE OT OCE OAOAO O OO0BbbPi 0O OEA
and operational costs associated with the NRW programThe administrative charge is

reduced from 50% to 10% for industries using recycled water.The economic downturn

also impacted some ofthe industries connected to theNRW northern system resulting in



Inland Empire Utilities Agency
Long Range Plan of Financé&8

lower volumetric flows and administrative charges in FY 2010/11. No further drop in
volumetric flows is projected for FY 2011/12 or ensuing years.

Water Resources Program . Revenues are assumed to increase an average of 6% per year,

mainly due to increases in the meter charge as a consequence of the significant increases in
Readinessto-Serve fees (RTS) billed by the Metropolitan Water District (MWD). In

addition to the MWD RTS fees, meter charge revenue supports water use efficiency
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increase of $1 per acre feet (AF) per year is also proposed in FY 2012/13 and FY 2013/14

for deliveries of imported water.

Property Taxes. Due to the slowdown in new development and decline in property
assessment values, property taxedave been decreasing since FY 2009/10Ca trend

projected to continuethrough FY 2011/12. Property taxes primarily support thA ! CAT AU8 O
debt service costs and capital construction and replacement costs. Approximately 20% of

total property tax revenues are used to supplement operating costs in the Regional
Wastewater Program.

Fund Balances

Fund balances, or cash on hand plusehrevenues in a given year, are strong indicators of
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While net revenues vacillate from year to year depending on annual changes in costs

and/or revenues, the ending fund balance is a broad scope of reference for the
sustainability of a fund over time.

Wastewater reserves are used to balance the budget through fund transfers to other
programs. Reserves are projected to grovirom $99 million projected at the end of FY

2011/12 to $184 million in FY 2020/21 as system revenues grow consistently with

proposed rate increases higher recycled water sales,and conservative capital cost
projections over the ten year period It is important to note that these cumulative fund

balances will likely be used, in part, to meet unforeseen or currently uprogrammed

capital costs in the latter years such as increased capacity to meet a sudden increase in
population growth, or emergency rehabilitation or repars on critical equipment deferred
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The Agency intends that programs with dedicated revenue sources ultimately become self
supported by having user charges and feesover operations and capital costs withat
support from other funds. Having programs that are selsupported will also minimize
reliance on property taxes to support operating costs in the Regional Wastewater Program
This is achieved througha combination ofrate setting and cost management.

Where rate increases and cost reductions are insufficient to achieve a positive fund balance
in a given program, inter fund transfers orinter-fund loans will help to relieve shortfalls
Below is a summary of thegrogram fund balances projectedhrough FY 2020/21.






























