BUDGET SUMMARY & OVERVIEW

The total Agency budget of $154 million (excluding
repayment of $3 million Inter Fund Loan) is 16% lower than
the current FY 2008/09 Amended Budget of $184 million
reflective of the current economic conditions. Nearly half
of the total budget, or 46%, are operating expenses of $71
million, debt service costs of $23 million are 15% of total
budget and have increased $2 million compared to the
current fiscal year's Amended Budget. Capital costs are
significantly lower at $60 million due to additional deferral
of non-essential capital projects resulting from the decline
in connection fee revenue, a primary funding source.

Available to cover these expenses are total revenues and
other funding sources of $154 million (excluding repayment
of $3 million Inter Fund Loan) which includes $100 million
in operating revenues, $18 million in federal and state
grants, and $36 million of debt proceeds from the SRF
Loan program. Total operating revenues of $100 million
are projected to decrease by $8 million, or 7% from the FY
2008/09 Amended Budget. The decrease is attributed to
the slowdown of new development in the Agency’s service
area and the decline in connection fee revenues from $14
million to $5 million. The Agency’s total reserves are
projected to reach $111 million, reflecting a slight decrease
of $137 thousand from prior year projected reserves.

FY 2009/10 Rate Increases

Included in the FY 2009/10 Budget are rate increases for
various Agency programs to support operating and capital
costs. The rate increases are consistent with the Agency’s
2010 Long Range Plan of Finance updated and adopted
along with the Agency’s FY 2009/10 Budget on June 17,
2009. The Agency's goal is to have no Regional rate
increases for the following two fiscal years.

Rate UM FY 2009 FY 2010 Effective
Date
Recycled Water - Direct AF $66  $66/$75 *9/1/09
Recycled Water — Recharge AF $66  $75/$85 *9/1/09
Imported Water Surcharge AF $10 $12 *9/1/09
Imported Water Meter Charge Unit  $0.595 $0.765  7/1/09

NRW Administrative Surcharge % 40% 50% 7/1/09
NRW — Capacity Improvement Plan  Unit $85 $90 7/1/09
Regional New Connection Fee EDU $4,673 $4,766  7/1/09

Regional Monthly Volumetric Fee EDU $9.62 $10.75  7/1/09

*Effective date consistent with MWD rate increases.
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Capital Projects

The Capital Improvement Program (CIP) budget of $59.5
million is primarily funded by connection fees, grants, SRF
loans, a portion of property tax revenue, and approximately
$25 million of unexpended 2008A bond proceeds issued in
February 2008. The FY 2009/10 CIP by Agency program:

Program $in Millions Percentage |
Recycled Water $36.6 62%
Regional Capital 18.0 30%
Non-Reclaimable 2.5 4%
Regional Operations 2.0 3%
Admin Services 0.4 1%

Total $59.5 100%
Personnel

Although no changes in the budgeted full time equivalent
(FTE) positions of 308 are proposed in the FY 2009/10
budget, an increase in the vacancy factor to 6% (20
positions) from the historical average of 3%-4% and a
significant reduction of limited term positions are included.
Maintaining a higher vacancy factor will support the
Agency’s goal of no Regional rate increases for the
following two fiscal years.

Major Expenses

In addition to operating expenses such as employment
costs for $30 million or 30%, utilities $8 million and
chemicals $5 million or 5%, debt service also accounts for
$23 million (net of $3 million Inter Fund Loan) or 15% of the
total FY 2009/10 expenses or $154 million.

Cost Savings Initiatives

The Cost Containment Strategy implemented during FY
2008/09 will continue in FY 2009/10. In FY 2008/09 cost
reductions in excess of $7 million were realized in nearly all
of the major expense categories including:

+ Employment — implemented a

($ Millions) hiring freeze, filling only positions
Amended Projected | Adopted essential to the operation of the
Actual Budget  Actual Budget Forecast Agency, and maintained a vacancy

Fiscal Year 2006/07 2007/08 2008/09  2008/09 | 2009/10 | 2010/11 2011/12 2012/13 2013/14 factor higher than the budgeted 4%
Revenue and Other
Funding Sources $196 $337 $149 $129 $157 $167 $144 $130 $125 + Contract Work/SpeciaI PI’OjE‘CtS &
Operating Professional Services — utilized in-
Expense 63 73 86 69 71 72 73 74 75 house resources in lieu of outside
Debt Service 26 138 21 30 26 25 31 26 28 consultants and scaled down
Capital Program 105 73 77 66 60 61 44 24 17 contract services across the Agency
Total Expenses $194 $284 $184 $165 $157 $158 $148 $124 $120 . .

+ Chemicals — continued

Net Income (Loss) 2 53 -35 -36 0 9 4 6 5 implementation of optimal dose
Beginning Fund .
Balance 92 94 147 147 111 111 120 116 122 usage at é_‘" of the Agen(_:y_ sites
Ending Fund and effective contract pricing
Balance $94 $147 $112 $111 $111 $120 $116 $122 $127

*Total Expenses of $157 million includes a $3 million Inter Fund Loan




WHO WE ARE...

The Inland Empire Utilities Agency (IEUA) is a municipal water district
formed on June 6, 1950, with a mission to supply water to the Chino
Basin. Since then, IEUA has expanded its areas of responsibility from a
supplemental water supplier to a regional wastewater treatment agency
with domestic and industrial disposal systems and energy
recovery/production  facilities, a recycled water supplier, and
biosolids/compost provider. IEUA continues to be a leader in water quality
management and conservation.

CHIEF EXECUTIVE OFFICER/GENERAL MANAGER
BUDGET MESSAGE

The FY 2009/10 Budget is consistent with the Agency’s strategic plan
which focuses on three “value added” products produced for our
customers:

+ Recycled water supplies distributed throughout the service area

+ Biosolids compost products in partnership with the County
Sanitation District of Los Angeles County

+ Renewable energy

Several issues will dominate the next few years:

Ongoing Drought — The third year of drought throughout California has
caused water rates to be increased dramatically within the MWD service
area (15% last year and 20% this year for wholesale costs of purchasing
imported water), along with a 10% reduction of water allocation. This is
the first imported water shortage allocation by MWD since 1992. As a
result, IEUA has accelerated its implementation of recycled water projects
and water conservation programs to reduce imported water demands and
ensure an adequate local water supply for its 850,000 residents.

Regulatory Changes - Regulatory and permitting issues are also
creating a major challenge and threatening to restrict the Agency’s ability
to use natural gas for renewable energy generation. A new South Coast
Air Quality Management District (SCAQMD) regulation, Rule 1110.2, is
reducing the allowable amount of natural gas mixed with digester gas
from 40% to only 10%. The Agency will also be greatly affected by the
passage of California Assembly Bill (AB) 32, the California Global
Warming Solutions Act, which requires implementation of programs
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Agency’s Service

stretches from the edge of the
City of Rialto to the Los
Angeles County line and from
the foothills of the San Gabriel
Mountains to the Riverside
County line. Seven contracting
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Mission

member agencies include:
s City of Chino
s City of Chino Hills

To supply imported and recycled water; collect, treat,
and dispose of wastewater; and provide other utility-

starting in 2012 to achieve a 20% reduction in greenhouse gas emissions
by the year 2020. IEUA is participating in the development of monitoring

r?]quirements and other components of this legislation as they are taking # Cucamonga Valley Water related (renewable electrical energy, compost)
SHaPEs ﬁ . u?ﬁ?ﬁlﬁ!ﬂm services to the communities it serves. The Agency
State Budget Crisis - The State Budget deficit, now estimated at $24 + Citv of Montclair strives to provide these services in aregionally

billion for FY 2008/09, continues to pose a challenge for local
governments. If the Governor declares a “severe state financial hardship”
and the Legislature votes to suspend Proposition 1A (Prop 1A), approved
by voters in November 2004, at least 8% of property taxes can be shifted
from local governments. Property taxes represent approximately 35% of
the Agency’s operating revenues. Depending on the amount and how
the taxes are taken, a combination of additional cost reductions and
possible rate increases may be required, particularly for the Regional

'~ planned, managed, and cost-effective manner.
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also significantly reduced connection fee revenue for the Regional
Program, a primary funding source of construction and improvement
costs. The combination of reduced revenues and the lower forecasted
rate for population growth and volumetric flows prompted the Agency to
shift focus away from expansion and new construction to replacement,
refurbishment and improvement of aging facilities. To date, a total of
$194 million of non-essential capital projects originally included in the FY
2008-2017 Ten Year Capital Improvement Plan (TYCIP) have been
deferred.

Inland Empire Utilities Agency
6075 Kimball Avenue, Chino, CA 91708
Phone: (909) 993-1600 Fax: (909) 993-9000
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