t " Inland Empire Utilities Agency

A MUNICIPAL WATER DISTRICT

Regional Sewerage Program Technical Committee Meeting

AGENDA

Thursday, September 24, 2015
4:00 p.m.

Location

inland Empire Utilities Agency
6075 Kimball Avenue

Chino, CA 91708

Thursday, September 24, 2015

Call to Order and Roll Call

1. Approval of Minutes
A. Minutes of July 30, 2015 Meeting

2. Action Iltems
A. Recycled Water Policy Principles (Written)

3. Informational Items

A. Service to Unincorporated Area of San Bernardino County
nt)

—Lritten/PowerPoi

B. Recycled Water Semi-Annual Update (PowerPoint)
C. Energy Management Program (Whritten/PowerPoint)
D. Conservation Program Update (PowerPoint)

4. Receive and File

A. Building Activity Report D
B. Recycled Water Distribution - Operations Summary
|CTong Range Plan — Finance

5. Other Business

A. IEUA General Manager's Update — Regional Contract Extension
Negotiations

B. Committee Member Requested Agenda Items for Next Meeting

C. Committee Member Comments

D. Next Meeting — October 29, 2015

6. Adjournment
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DECLARATION OF POSTING

I, Jili Kiefer, Executive Assistant of the Inland Empire Utilities Agency, A Municipal Water District, hereby
certify that a copy of this agenda has been posted by 5:30 p.m. in the foyer at the Agency's main office,
8075 Kimball Avenue, Building A, Chino, CA on Monday, September 21, 2015.
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Regional Sewerage Program
Technical Committee Meeting

MINUTES OF JULY 30, 2015 MEETING

CALL TO ORDER

A regular meeting of the IEUA/Regional Sewerage Program — Technical Committee was held on Thursday,
July 30, 2015, at the Inland Empire Utilities Agency located at 6075 Kimball Avenue, Chino, California.

\ Inland Empire Utilities Agency
A MUNICIPAL WATER DISTRICT

Ryan Shaw, City of Ontario, called the meeting to order at 4:05 p.m.

New Hire Introduction: Mr. P. Joseph Grindstaff, General Manager/IEUA, introduced Jill Kiefer, Executive

Assistant, who started with the Agency on June 22, 2015.

ATTENDANCE
Committee Members:
Jesus Plasencia City of Chino
Steve Nix City of Chino Hills
Tony Mata City of Fontana
Mike Hudson City of Montclair
Ryan Shaw City of Ontario
Rosemary Hoerning City of Upland
Braden Yu Cucamonga Valley Water District
P. Joseph Grindstaff Inland Empire Utilities Agency

Absent Committee Members:

None,

Others Present:

Jill Kiefer

Inland Empire Utilities Agency

Christina Valencia

Infand Empire Utilities Agency

Jesse Pompa

Inland Empire Utilities Agency

Craig Proctor

Infand Empire Utilities Agency

Kathy Besser

Infand Empire Utilities Agency

Lisa Morgan-Perales

tnfand Empire Utilities Agency

Sylvie Lee

Inland Empire Utilities Agency

Peter Soelter

Inland Empire Utilities Agency

Sapna Nangia

Inland Empire Utilities Agency

Teresa Velarde
{via telephone)}

Intand Empire Utilities Agency
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1. APPROVAL OF MINUTES

A. Minutes of April 30, 2015 Meeting

Motion: By Braden Yu/Cucamonga Valley Water District and seconded by Mike Hudson/City of | E
Montclair to approve the minutes of the April 30, 2015 Technical Committee meeting.

Motion carried: Unanimously.

2. ACTION ITEMS

None.

*Jesus Plasencia entered the room at 4:10 p.m.

3.

INFORMATIONAL ITEMS

A. Regional Pretreatment Program — Local Limits Update

Craig Proctor/IEUA gave a presentation on the Agency’s Regional Pretreatment Program and
the Local Limits limits for Significant Industrial Users (SIUs). In 2013 the Regional Water Quality
Control Board (RWQCB) required the Agency to reevaluate its local limits in a formal study as a
result of a Pretreatment Compliance Audit. On May 21, 2014, the Agency retained Arcadis U.S.
inc. to provide consulting services to reevaluate and develop local limits that would be
applicable to all SIUs within the Agency's service area. Based on screening criteria, data
evaluation, and EPA guidance documents, the consultant determined there were 29 potential
pollutants of concern (POCs). Pretreatment staff will be submitting the local limits report to
the RWQCB. If the proposed local limits are approved by the RWQCB, staff will present to the
Regional Technical Committee in November. Upon review with the Committee, staff will
recommend the Board adopt a Notice of Intent to revise the local limits and set a public
hearing for adoption of the local limits at the December Board meeting.

. Odor Study Update

Jesse Pompa/IEUA gave an overview of an Odor Study conducted quarterly over a 12-month
period. Strategic sampling was performed, primarily along treatment plant fence lines, by a
panel of Agency members and a third-party testing agency. An “odor wheel” was used to
identify potential odor descriptors. Future efforts will focus on RP-1 where the level of odors
varied each quarter, but was intense where the primary effluent is stored. Chris Berch/IEUA
thanked the Agency members for sending their staff to participate on the panel.

. Water Censervation Update

Lisa Morgan-Perales/IEUA gave an update on the various conservation programs in place,
including the MWD Turf Removal Program and Rebate Programs. Due to the high volume of
applications, the MWD’s turf removal program has been put on hold and a waiting list is in
place. Between May 4 and July 30, IEUA received 1,700 residential applications, 700 which
have been approved. 1000 are on hold.

Ms. Morgan-Perales also discussed OmniEarth, a program used to monitor geographical water
usage. Tom Ash/IEUA is working with Chino Hills, Upland, MVWD, and Ontario to execute Non-
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Disclosure Agreements so that OmniEarth can establish databases and develop dashboards to
look at customers’ efficiency standards. This will help when reporting to the State Water
Resources Control Board (SWRCB).

Other conservation topics covered by Ms. Morgan-Perales included an agricultural drought
assistance program being developed by Tom Ash, and the SAWPA Prop. 84 grant. IEUA’s
agreement for Prop. 84 funding was executed on July 20, and will go to the Board for
adoption/approval in December.

D. Regional Contract Audit Review Update
Teresa Velarde, Manager of Internal Audit/IEUA, via telephone, presented the findings of the
Regional Contract Audit. At the podium were Peter Soelter and Sapna Nangia, Senior Internal
Auditors with IEUA, assisting with the slide presentation.

Ms. Velarde stated that the purpose of this update is to provide the results of the Regional
Contract Review. In early 2014, the IEUA Board requested a comprehensive evaluation to

determine how each of the member agencies applied the Regional Contract within their
agency.

This review is more comprehensive and detailed than the previously conducted audits, and
looks closely at public service facilities, which had not been looked at before. To date, Internal
Audit has issued approximately ten audit reports with over twenty (20) recommendations or
suggestions for improvements.

In reference to the methodology of the review, Ms. Velarde said that the auditors selected
items for review where errors and mistakes were likely to occur. The auditors were looking to
see if Connection Fees and Monthly Volumetric Fees were being assessed and reported
according to the requirements of the current Regional Contract.

Public service facilities such as hospitals, schools, colleges, government facilities, etc. are
required to pay Connection Fees as well as monthly sewer fees. However, there is no
consistent process in place to identify and collect from these facilities because they go through
a different type of permitting process.

Peter Soeiter, Senior Auditor/IEUA, explained how the auditors identified the public facilities in
the region. The process consisted of inquiring of the member agencies, physical observation,
and researching State websites. Public facilities that had new construction activity during and
around the audit period were identified.

Ms. Velarde continued her presentation by explaining that certain facilities were tested to
determine if Connection Fees are being charged correctly. The auditors found that there are
inconsistencies as to how customers/entities are/should be categorized per Exhibit J of the
Regional Contract. As a result, there is a lack of consistency in the assessment and collection of
fees among the member agencies.
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The next steps of the internal Audit Department are to finalize the individual audit reports and
provide a final comprehensive review with recommendations to assist in the renegotiation of
the Regional Contract. Ms. Velarde then concluded her presentation by opening the floor for
questions and comments.

Braden Yu/Cucamonga Valley Water District inquired about the facilities that were chosen for
review, and whether or not they were chosen randomly. Ms. Velarde responded that, since
this study was not for research purposes, some of the businesses/entities selected were
intentionally chosen based whether there were likely to be errors. Mr. Yu stated that, since
this is a public meeting, the report should not have specificaily named each agency. Mr. P.
Joseph Grindstaff, General Manager/IEUA, addressed and acknowledged Mr. Yu's concern, and
stated that the intent is for the finance officers of each member agency to look at the
questioned costs and see what needs to be done. Also, in moving forward with the Regional
Contract, the discrepancies between the agencies should be addressed. Again, Mr. Yu stated
that the presentation was very pointed. Tony Mata/City of Fontana suggested providing a
more generalized report in the future. Ms. Velarde acknowledged the concerns and stated that
the results are for their own knowledge and information so that the team understands and
addresses the issues, and can begin to move forward.

Mike Hudson/City of Montclair, suggested that IEUA collect the Connection Fees for the region
going forward to prevent any discrepancies. He cited the previous EDU audit that highlighted
errors made three years ago, and the inability of his agency to collect the additional fees. He
stated that his agency does not have the manpower to check work at schools and hospitals on
a monthly basis. Also, the fee assessment is a judgment made “at the counter.” There is no
process to go back and collect if there is an error. Ms. Velarde responded that these items are

identified in the audit review, along with ideas and recommendations that will be presented at
a future meeting,

There was further extensive discussion among the committee members regarding future
meetings with finance executives from the member agencies, nuances among the different
agencies, how to deal with errors in the future, and providing common forms and consistent
training.

Mr. Grindstaff stated the Board of Directors would like to see staff address all the issues
identified during the audit. He said the auditors would come back in 3-6 months with
recommendations as to how to move forward. He also expressed the value and importance of
internal auditors, and shared his appreciation for Ms. Velarde and her staff.

4. RECEIVE AND FILE ITEMS

A.

Draft Minutes of the Pretreatment Committee
The Draft Minutes of the Pretreatment Committee were received and filed by the Committee.

Building Activity Report (YTD)
The Building Activity Report (YTD) was received and filed by the Committee.
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Transcribed
by:

C.

F.

Recycled Water Operations Summary
The Recycied Water Operations Summary was received and filed by the Committee.

Draft Special Joint Workshop Agenda
The Draft Special Joint Workshop Agenda was received and filed by the Committee.

Recycled Water Program Strategy
The Recycled Water Program Strategy was received and filed by the Committee.

Wastewater Facilities Master Plan
The Wastewater Facilities Master Plan was received and filed by the Committee.

5. OTHER BUSINESS

A.

IEUA General Manager’s Update
Mr. P. Joseph Grindstaff had two issues for comment:

1. The State Board released their conservation review, and the statewide objective for water
conservation was met at 27%.

2, There is a great opportunity to obtain recycled water grants. If there are any projects for
which you would like a grant, you must submit package by 12/2/15. The grant is for a 35%
principal forgiveness along with a 1% loan.

Committee Member Requested Agenda Items for Next Meeting
None.

Committee Member Comments
None.

D. Next Meeting — August 27, 2015

6. ADJOURNMENT - Meeting was adjourned at 5:35 p.m.

Jill Kie{fr ' L{f)
Execullve Assistant, IEUA
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A MUNICIPAL WATER DISTRICT

Date: September 24, 2015

To: Regional Technical Committee
From: Inland Empire Utilities Agency
Subject: Recycled Water Policy Principles
RECOMMENDATION

It is recommended that the Regional Technical Committee review and provide recommendations
for the adoption of the Recycled Water Policy Principles.

BACKGROUND

The Inland Empire Utilities Agency (IEUA) and its contracting agencies have developed a
successful regional Recycled Water Program for both direct use and groundwater recharge. In
2000, the region identified that recycled water use was a critical component in drought-proofing
and maintaining its economic growth. With imported water rates increasing and long-term
imported supply reliability in decline, the region committed to aggressively and proactively
develop local water supplies to offset these impacts. This set the path for the development of a
regional recycled water distribution system.

While the foundational commitment to beneficial reuse of recycled water have remain
unchanged, some fundamental concepts have been questioned over the past few years, which has
resulted in the region working together to develop Recycled Water Policy Principles to address
the changes since the inception of the program. The region’s goal to maximize the beneficial use
of recycled water has not changed. However, the commitment to connect additional recycled
water users has stagnated over the past few years, At this time, several contracting agencies are
struggling with the inherent conflict between use in excess of “base entitlement” (as defined by
the Regional Sewage Service Contract) and the prioritization of direct use over groundwater

recharge. The struggle has led some contracting agencies to be concerned about their local
benefit and perceived inequities.

In order to move forward together as a region, it is appropriate to reevaluate and affirm the
regional Recycled Water (RW) Policy Principles prior to implementing any remaining
significant system improvements to the Recycled Water Program and to clarify how these
principles will govern the future benefits received by all IEUA contracting agencies. The
proposed RW Policy Principles are summarized below and provided in the attachment in detail.
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Recycled Water Policy Principles

1.

Maximize the beneficial use of recycled water to enhance local water resource
availability and reduce reliance on imported water.,

1. IEUA will continue the development of the Regional Recycled Water
infrastructure by providing equitable access for the contracting agencies to achieve
reuse of 50,000 AF/year by 2025.

2. IEUA will pursue the long term acquisition of recycled water from out of service
area sources to supplement the regional supply.

Promote efficient application and use of recycled water as a reliable and
fundamental component of drought-proofing the IEUA service area.

1. Ensure efficient use of recycled water at the point of use, consistent with rules and
expectations of responsible potable water use.

The regional recycled water system will be operated based on the following
priorities for recycled water deliveries:

1. Regional discharge obligations (Santa Ana Judgment, environmental obligations,
etc.),

2. Contracting agency base entitlement use,
3. Regional groundwater recharge and
4. Contracting agency use above entitlement.

i. Acquisition of another contracting agency’s unused base entitlement or
provide for the reallocation of equivalent value to contracting agencies

‘Meet peak recycled water direct demands through coordinated demand

management of recycled water deliveries.

1. Large users will have pressure sustaining valves to ensure that overall regional
demands are reliably met.

Maintain a financially viable recycled water program with rates that incentivize use
of all available recycled water and that provides funding to achieve full cost-of-
service for the recycled water program.

1. Set recycled water rates that cover the full cost of Operations & Maintenance
(O&M) and Rehabilitation & Replacement (R&R) for the system.

Maximize the use of recycled water capital investments made by IEUA and its
contracting agencies with recycled water use within the region.

1. Retail contracting agencies shall substantially fulfill prior recycled water
connection commitments for all existing infrastructure,

2. Firm contracting agency commitments for recycled water use will drive new
regional investments,

ATTACHMENTS: RW Policy Principles
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DRAFT RECYCLED WATER POLICY PRINCIPLES

Introduction

The iniand Empire Utilities Agency (IEUA} and its contracting agencies have developed a successful regional
Recycled Water Program for both direct use and groundwater recharge. As the Program continues to advance,

it is important to summarize the history, operating philosophies, and policy principles on which the Program was
founded,

In 2000, the region identified that recycled water use was a critical component in drought-proofing and
maintaining its economic growth. With imported water rates increasing and long-term imported supply
reliability in decline, the region committed to aggressively and proactively develop local water supplies to offset
these impacts. This set the path for the development of a regional recycled water distribution system and a
Recycled Water Implementation Plan.

The use of recycled water presented several advantages to the region: it is one of the most significant and
underutilized sources of local water supply; it is reliable during drought and climate change conditions; and it
requires significantly less energy than imported water to deliver to customers thus reduces greenhouse gas
emissions. The development of recycled water is the cornerstone of a larger regional initiative to improve water
supply reliability through enhanced local supplies. IEUA, in partnership with its contracting agencies and Chino
Basin Watermaster (CBWM), invested over $600 million over the last fifteen years in water recycling,
conservation, recharge improvements, the MWD groundwater storage and recovery project, the Chino Desalter,
and other water management programs. These programs collectively reduce the region’s need for imported
water especially during drought or conditions when imported water supplies are not available. In addition to
the region switching large potable water users to recycled water, [EUA and CBWM obtained a landmark permit
in 2005 for groundwater recharge using IEUA’s high-quality recycled water.

By 2007, Southern California was experiencing one of its driest years with the potential for entering an extended
drought period. The State of California subsequently made water recycling an important element of California’s
water supply policy and adopted a statewide goal of achieving 1,000,000 acre-feet (AF} of reuse by 2010. tn
response, in November 2007 IEUA and its contracting agencies unanimously adopted and committed to
implement the Three Year Recycled Water Business Plan which laid out a focused and cost-effective approach to
rapidly expand the availability and use of recycled water within IEUA’s service area.

By 2014, over $250 million has been invested into the implementation of a robust Recycied Water Program. The
region has achieved Program success by leveraging heavily on grant funding and loans. With unanimous
regional support, annual recycled water use grew from approximately 5,000 AF in FY 04/05 to over 38,500 AF in
FY 13/14. Critical to the economical and efficient operation of the system, each contracting agency made
commitments to complete initiatives with the goal to increase direct reuse within their service areas. While
some contracting agencies accomplished or far exceeded their local goals, some contracting agencies have not
been able to fully achieve their original commitments.

September 10, 2015 Page 1 of 3
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The region’s goal to maximize the beneficial use of recycled water has not changed. However, the commitment
to connect additional recycled water users has stagnated over the past few years. At this time, several
contracting agencies are struggling with the inherent conflict between use in excess of “base entitlement” (as
defined by the Regional Sewage Service Contract) and the prioritization of direct use over groundwater

recharge. The struggle has led some contracting agencies to be concerned about their local benefit and
perceived inequities.

In order to move forward together as a region, it is appropriate that we reevaluate and affirm the regional
Recycled Water Policy Principles prior to implementing any remaining significant system improvements to the

Recycled Water Program and to clarify how these principles will govern the future benefits received by all IEUA
contracting agencies.

Draft Recycled Water Policy Principles

1. Maximize the beneficial use of recycled water to enhance local water resource availability and reduce
refiance on imported water.

1. IEUA will continue the development of the Regional Recycled Water infrastructure by providing
equitable access for the contracting agencies to achieve reuse of 50,000 AF/year by 2025.

2. IEUA will pursue the long term acquisition of recycled water from out of service area sources to
supplement the regional supply.

2. Promote efficient application and use of recycled water as a reliable and fundamental component of
drought-proofing the IEUA service area.

1. Ensure efficient use of recycled water at the point of use, consistent with rules and expectations
of responsible potable water use.

3. The regional recycled water system will be operated based on the following priorities for recycled
water deliveries:

1. Regional discharge obligations {Santa Ana Judgment, environmental obligations, etc.),
2. Contracting agency base entitlement use,

3. Regional groundwater recharge and

4. Contracting agency use above entitlement.

I. Acquisition of another contracting agency’s unused base entitlement or provide for the
reallocation of equivalent value to contracting agencies

4. Meet peak recycled water direct demands through coordinated demand management of recycled
water deliveries.

1. large users will have pressure sustaining valves to ensure that overall regional demands are
reliably met.

September 10, 2015 Page 2 of 3
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5. Maintain a financially viable recycled water program with rates that incentivize use of all available
recycled water and that provides funding to achieve full cost-of-service for the recycled water
program,

1. Set recycled water rates that cover the full cost of Operations & Maintenance (0&M) and
Rehabilitaticn & Replacement (R&R) for the system.

6. Maximize the use of recycled water capital investments made by IEUA and its contracting agencies
with recycled water use within the region.

1. Retail contracting agencies shall substantially fulfill prior recycled water connection
commitments for all existing infrastructure.

2. Firm contracting agency commitments for recycled water use will drive new regional
investments.

September 10, 2015 Page3of3
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h A MUNICIPAL WATER DISTRICT
Date: September 24, 2015
To: Regional Technical Committee
From: Inland Empire Utilities Agency
Subject: Service to Unincorporated Area of San Bernardino County
RECOMMENDATION

This is an Informational Item for the Regional Technical Committee to review.
BACKGROUND
This item was presented at the IEUA Board of Directors meeting on August 19, 2015.

All referenced agreements and Memorandum of Understanding may be accessed at the IEUA
website under the section labeled, “August 19, 2015 Board of Directors Meeting — Part 2.
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Date: August 19, 2015
To: The Honorable Board of Directors
Through: Engineering, Operations, and Biosolids Management Committee (8/12/15)

Public, Legislative Affairs, and Water Resources Committee (8/12/15)
Finance, Legal, and Administration Committee (8/12/15)

From: P. Joseph Grindstaff
General Manager
Submitted by: Chris Berch
Executive Manager of Engineering/Assistant General Manager
Sylvie Lee
Manager of Planning and Environmental Resources
Subject: Service to Unincorporated Area of San Bernardino County
RECOMMENDATION

It is recommended that the Board of Directors:

1. Approve the agreements with California Steel Industries, Auto Club Speedway, Prologis,
City of Fontana and Fontana Water Company to provide wastewater and recycled water
services to a portion of the unincorporated area of San Bernardino County; and

2. Authorize the General Manager, subject to non-substantial changes, to execute agreements.

BACKGROUND

Auto Club Speedway (Speedway), California Steel Industries (CSI), and Prologis are located in the
unincorporated area of San Bernardino County within the Inland Empire Utilities Agency (IEUA)
service area. Domestic sewage generated from Speedway, CSI, Prologis and several surrounding
properties is currently treated at the Prologis wastewater treatment plant located adjacent to
IEUA’s San Bernardino Avenue Lift Siation (SBALS). Since the treatment plant is an aging
facility that will require significant and costly capital upgrades in the near future, Speedway, CSI
and Prologis intend to decommission the wastewater treatment plant and utilize permanent
wastewater treatment services through IEUA. The City of Fontana (Fontana) would be the retail
service provider to these propertics. As the retail service provider, Fontana will collect wastewater
fees and provide payment to [EUA in accordance with the Regional Contract.



Service to Unincorporated Area of San Bernardino County
August 19, 2015
Page 2 of 2

In addition to the wastewater service, IEUA will provide Speedway and CSI recycled water for
irrigation and industrial use through Fontana Water Company. Recycled water use (reduced

groundwater pumping) at these sites will provide significant benefit to the Chino Basin
Groundwater Management Zone No, 3 (MZ-3)

Project Activities

If approved, within ninety (90) days of the execution of the agreements, IEUA will design,
construct and fund a temporary system to divert all flows currently treated at the Prologis
wastewater treatment plant to the IEUA’s SBALS. IEUA will fund the design and construction of

the permanent system through connection fees and reimbursement from Speedway, CSI and
Prologis.

The recycled water system will be constructed following the Public Utilities Commission’s
approval of the proposed recycled water rates for Speedway and CSI. The proposed rate was set at
85% of the Metropolitan Water District of Southern California’s untreated Tier 1 rate. Following
approval, IEUA will design and construct the recycled water system through reimbursement from
Speedway and CSL. Speedway has the option to pay for connection fees, wastewater capital and
recycled water capital costs by assigning pumping rights to JEUA. The duration of these
agreements is sixty years. Following a detailed review, a categorical exemption from the
California Environmental Quality Act (CEQA) has been adopted since the activities related to this
agreement do not have any significant effect on the environment.

This project meets the Agency’s Environmental Stewardship Goal through the implementation of
actions that enhance or promote environmental sustainability, and the Water Reliability Business
Goal in maximizing the beneficial reuse of recycled water to enhance reliability and reduce
dependence on imported water.

PRIOR BOARD ACTION
None.
IMPACT ON BUDGET

If approved, the amount required to fund the project is included in the FY2015/16 Recycled Water
Capital (WC) Fund budget under Project No. WR15021, “Napa Lateral”.

Attachments
1. CSI Agreement
2. Speedway Agreement
3. Prologis Agreement
4. Fontana Water Company Agreement
5. City of Fontana MOU

G:\Board-Rec\2015\15185 Service to Unincorporated Area of San Bernardino County 8-19-15
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-

L] % Inland Empire Utilities Agency

. A MUINICIPAL WATER DISTRICT
Date: September 24/October 1, 2015
To: Regional Committees
From: Inland Empire Utilities Agency
Subject: Energy Management Plan
RECOMMENDATION

This is an Informational Item for the Regional Committee to review,
BACKGROUND

This item will be presented at the [IEUA Board of Directors meeting on December 16, 2015.
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Recycled Water Recharge Dellveries / Plan - June 2014 (Acre-Feet) Dellveries are draft untll reported as final.

Month Year To

Basln B/1-6/3 6/4-6/10 6M1-61T  8/18-8/24 Plan Date Actual Status as of 7/7/2015

Ely 324 755 B84.1 743 200 1751 Cn Maintianing Basin Level
Bangana " 283 0.0 0.0 ; 5C 1148 Umited defverias
Hekory 0.0 55.8 2538 80.5 . 150 2034 Cff Reducing Basin Level
TuTer182 0.0 0.0 0.0 1 . [ adg Off, basin Sieanig
Turner 3 & 4 a.0 358 213 225 R : 50 O, drying out basin
8th Stree! a0 2.0 00 . . . 0 48 OF,_basin cleaning
Brooks 17.3 42.3 BT 18.7 . . 180 41011 2r. Maintianing Basin Level
RP3 68.6 831 13486 126.9 X i 280 2968  On Maintiaring Basin Lavel
Deciaz 0.0 0.0 0.0 0 0 ko RW dellvery mechanism
Victeria 17.7 14.3 0.0 150 931 On Malntlaning Basin Levat
San Sevaine 0.0 0.0 4.0 . v} 1 Off
Total 162.0 306.9 302.5 302.9 £ . 1000 1C,840 13,593 AF, past FY End of Month Actual
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Recysled Weter Recharge Actuals | Plan - July 2015 {(Acre-Feet)

Deliveries are draft untll rep d as final.
Month Month  FY To Date
- T
Basin TM1-718 Ti9-715 THe-7I22 723N Actual Plan Actual .
Ely 7.7 10.8 0.C 18.6 102.1 150 162 Cn ag peai demand dlows
Sananz 0.0 6.1 8.9 AC,8 53.6 o 54 Cff due to RWC schedule, permit change late-culy
Hickary 4.0 5.3 37 283 383 150 39 Cn as peak dermand aliows
Twmer1 &2 0. 0.0 .0 c.0 0.0 0 a5 Cif for maintenance through Septamber
Tumer3 & 4 0.0 2.0 11.8 3.4 84.9 0 On 3 ofs a5 peak demand aliows
8th Streat 2.0 0.4 0.c C.0 0.1 50 C CHf for maintenance through September
Brocks 3.2 10.5 8.8 c.2 55.6 1 92 Cif to dry for maintenance in September threugh Oct.
RP3 90.9 539 9.3 779 288.0 200 288 Cn 5 cfs, as peak demands allow
Declez a.c C.0 [ola] 0.c 0.0 0 2 Not permitted
Vistoria 30.6 258 247 58.4 139.5 150 139 Cn & cfs, as peak demands allow
San Sevaire 0.0 oc 2.0 0.0 0.0 1] 0 O for demand management
Total 233.4 118.5 1183 295.8 783.0 850 799 574 AF, Previous FY End of Month Actual
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1 2 Infand Empire Utilities Agenicy

S A MUNICIPAL WATER DISTRICT
Date: September 24, 2015
To; Regional Technical Committee
From: Inland Empire Utilities Agency
Subject: Long Range Plan of Finance (LRPF)
RECOMMENDATION

This is an information item for the Regional Technical Committee to review.

BACKGROUND

The item was presented as an informational item at the IEUA Board of Directors meeting on
September 2, 2015.
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:’in.‘ana‘ Empire Utilities Agency
A MUNICIPAL WATER DISTRICT

Date: September 2, 2015
To: The Honorable Board of Directors
From: P. Joseph Grindstaff
General Manager
Submitted by: Christina Valencia

Chief Financial Officer/Assistant General Manager

Javier Chagoyen-Lazaro
Manager of Finance and Accounting

Subject: 2016 Long Range Plan of Finance Workshop #1

RECOMMENDATION
This is an informational item for the Board of Directors to review.

BACKGROUND

An important element of long term financial planning is identifying and planning for potential
changes in economic or environmental conditions that may negatively impact the Agency’s
financial stability. The focus of this workshop is to “stress test” the Agency’s financial strength
against various scenarios over the next ten fiscal years (FYs) 2015/16 through 2024/25.

The following sections present the stress testing of the Agency’s long term financial plan with
different scenarios and assumptions. The adopted Biennial Budget and Ten Year Capital
Improvement Plan (TYCIP) serves as the “Baseline” for comparing three different scenarjos that
highlight significant changes in some of the Agency’s major funding sources. For each scenario,
the fiscal impact on the Agency’s program fund reserves and total debt coverage ratio is

identified, along with some of the potential remedies for recovering the projected funding
shortfalls.

The key objective of the remedies is to bring fund reserves to the Baseline level by FY 2024/25.
Restoring reserve levels is essential to ensure adequate funding is available for the rehabilitation
of Regional Recycling Water Plant No. 1 (RP-1) and the future decommission of the Regional

Plan No. 2 (RP-2). Preliminary estimates indicate costs for these two projects to be over $200
million.
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*FYs 2015/16 - 2016/17 Adopted Biennial Budget
|| *EYs 2015/16-2024/25 Ten Year Capital Improvement Plan

= +50% drop in new development beginning FY 2015/16

| *50% shift of property taxes by the State beginning FY 2018/19
*50% drop in new development beginning FY 2015/16

Baseline: FY 2015/16-2016/17 Biennial Budget and FYs 2016-2025 TYCIP

The adopted FYs 2015/16 & 2016/17 Biennial Budget and the FYs 2015/16 — 2024/25 TYCIP
demonstrates the IEUA Board and staff’s steadfastness to deliver high quality and reliable
services to its customers in a regionally planned, cost-effective manner, consistent with the
IEUA Business Goals. The adoption of five-year rates that achieve full cost of service for the
Agency’s Regional Wastewater and Recycled Water programs and implementation of a new
water connection fee provide the Agency and its member agencies a stable financial plan to more
effectively meet the committed level of service.

The Baseline scenario supports the following key Agency business goals of Fiscal Responsibility
and Strategic Plan:

e Full Cost Recovery - Achieve full cost of service recovery as demonstrated in the
adoption of five year rates for monthly volumetric EDUs, Wastewater and new Water
Connection Fees, and Recycled Water rates. The approved 5 year rates and the estimated
rates for to build the ten year forecast are included in Appendix A.

» Financing Strategy - Leveraging the low interest rate state loans and grants to support the
TYCIP and early retirement of the 2008 A Revenue Bonds (2008A Bonds) beginning FY
2017/18 to leverage savings of approximately $60 million in avoided interest costs.

A summary of the major funding sources and uses of funds included in the Baseline scenario are
listed in Table 1:

G:\PP\Technical and Policy Committec\20159-24-15 Tech and 10-1-15 Policy\15217 LRPF
Workshop_Scenarios wExMgm comments JC.docx
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Table 1: Baseline Major Funding Sources and Uses of Funds FYs 2016-2025

Service charges 8883 O&M expenses and non-capital  $1,588

Recycled water sales 223 project costs
Potable water sales 444
Wastewater and water connection fees 245 Ten Year Capital Improvement Plan 581
SRF loan proceeds 314 Debt service costs (includes early 385
Grant receipts 39 retirement of 2008 A Bonds)
Property tax receipts 458 Support TYCIP & debt service
costs
Other revenues (JPA reimbursements for 204

O&M and capital, interest revenue)

Total $2,810 Total $2,554

Over the next ten years, a combination of multi-year rates, continual steady growth in property
tax receipts, and stronger pace in new development resulting in a higher number of new
wastewater and water connections, help to improve the Agency’s reserve balances and debt
coverage ratios (DCR), as indicated in Figure 1 and Table 2 below.

Figure 1: Baseline Projected Reserve Balance

S Million
500
400

300 g aB B T SR W Om B R

el

FY 2015/16 FY 2016/17 FY 2017/18 FY 2018/19 FY 2019/20 FY 2020/21 FY 2021/22 FY 2022/23 FY 2023/24 FY 2024/25

[=}

I Baseline - Adopted Budget == == Minimum Reserves = == = Target Reserves

Inciuded in the Baseline is the early retirement of the 2008A Bonds beginning in FY 2017/18
through FY2021/22.  Reserve balances start to ramp up starting in FY 2022/23 and DCR
remains favorably above the Fitch AA credit rating medium of 1.90x. In August 2015 Standard
and Poor’s upgraded the Agency’s long term credit rating from AA- to AA. The enhanced credit
rating will help the Agency secure lower cost financing in the future.

G:\PP\Technical and Policy Committee\2015\9-24-15 Tech and 10-1-15 Policy\15217 LRPF
Workshop Scenarios wExMgm comments JC.docx
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Table 2: Baseline DCR Trend

Baseline DCR 2.35

O&M and TYCIP Costs

In the following three scenario analysis, no changes in either operations and maintenance (O&M)
expenses or TYCIP expenditures are assumed as part of the potential remedies. As indicated in
the adopted Biennial Budget, the Agency has been effectively adhering to a Cost Containment
Plan since FY 2008/09 in response to the economic downturn of 2008. Through the deferral of
non-critical projects, diligent budget monitoring, and maintaining an assertive vacancy factor
well above the budgeted rate; the Agency has achieved estimated cumulative cost savings of
$245 million through FY 2012/13. This reduced O&M expense level is the basis for the adopted
Biennial Budget.

Projects included in the TYCIP align with the facility and infrastructure rehabilitation needs as
identified in the Agency’s Asset Management Plan (AMP), as well as expansion projects needed
to meet anticipated growth, primarily in the southern sector of Agency’s the service area, as
identified in the recently updated Wastewater Facilities Master Plan.

Nevertheless, in the event the Agency is faced with a significant loss of revenue, a more
comprehensive analysis will be undertaken to examine all potential remedies to safeguard the
Agency’s financial viability, including deferral of non-critical projects and additional temporary
reductions in Q&M costs.

Scenario 1: 50% reduction in growth beginning FY 2015/16

In recent years, improvement in the economy has begun to revitalize new development across
IEUA’s service area, as exemplified by the member agencies’ projection of 40,523 new
connections over the next 10 fiscal years. Based on actual historical trends, the Agency’s ten
year forecast is more conservative at 30,000 new connections through FY 2024/25.

Scenario 1 assumes an economic downturn which results in a slowdown in new development and
a reduction of 50% in the number of new connections for both wastewater and water over the
Agency’s ten year forecast.

As we recall, the great recession of 2008 significantly impacted the Inland Empire region,
bringing new development to almost a complete halt. The number of new wastewater
connections tumbled to a low of 1,116 units in 2011. Property values also fell by over 6% in
2010 and 2011, decreasing the Agency’s property tax receipts from $36 million in 2009 to $32
million in 2012. As illustrated in Figure 2, the number of new connections declined to a very

G:\PP\Technical and Policy Committee\2015\9-24-15 Tech and 10-1-15 Policy\15217 LRPF
Workshop_Scenarios wExMgm comments JC.docx
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low level for four years after 2008. Average annual connection fees revenue between FY
2003/04 to FY 2006/07 of $25 million significantly dropped to $7 million annual average
between FY 2008/09 to FY 2011/12.

Figure 2 : Historical Actual EDU Connection

FY 2003/04 to FY 2014/15
9,000 7,668
7,160

7,500 _
5,907 economlc downturn
6,000 4,884 - — \\
4,500 3785
2,977 2,953

3,000 ; 1,969

1,231 1,7 1,614
l b

0 BEl l

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Fiscal Impact

A 50% reduction in the number of new connections (total drop of 15,000 EDUs for wastewater
connections and 12,118 MEUs for water connections over the ten year period) equals a loss of
approximately $123 million in new wastewater and water connection fees based on the current
multi-year adopted rates and future projected rates increasing by inflation (Baseline rates). The
loss of connection fee revenue will adversely impact all of the Agency’s program funds reserves,
including minor funds such as, the Non-Reclaimable Wastewater (NRW), Administrative
Service (GG), and the Water Resources (WW) funds which also receive a portion of wastewater
connection fees from Regional Wastewater Capital (RC) fund and water connection fees from
the Recycled Water (WC) fund. Under this scenario the allocation of connection fees will be cut
in half, as reported in Table 3.

Table 3: Scenario 1 Estimated Impact on Program Fund Balances by FY 2024/25

Regional Recycled Water Other
Wastewater | Water and Reconrcas Minor TOTAL
EMillions) Programs | Groundwater | ; Funds

Baseline ending fund balance $267 $40 $17 $57 $381
50% reduction in connection fees (101) (18) (1) {3) (123)
Adjusted ending fund balance $166 $23 $16 $54 $259
Minimum fund balance $186 $20 $28 $20 $254

*Other minor funds include Non-Reclaimable Wastewater (NRW) and Administrative Service (GG) funds.

As reported in Table 4, the most significant impact to total DCR is projected in FY 2015/16.
Thereatter, the total DCR is projected to trend upward as revenues from service charges and

recycled water sales increase due to a combination of higher volumes and the adopted multi-year
rates.

G:\PP\Technical and Policy Committec\2015\9-24-15 Tech and 10-1-15 Policy\15217 LRPF
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Table 4: Scenario 1 DCR Trend (without Remedles)

I 7 T ) o ) o e e B

Baseline DCR 235 327 335 355 358 363 425 263 236
Scenario 1 DCR 1.82 2.80 278 2.80 299 307 315 367 2.28 219

Figure 3: Scenario 1 Impact on Reserve Balance

$SMillion
500
400
|3oo —--'""'""--‘;

200 e =
iy i 6 - - - O —
> _fﬁ' ‘ N B l

FY 2015/16 FY 2016/17 FY 2017/18 FY 2018/19 FY 2019/20 FY 2020/21 FY 2021/22 FY 2022/23 FY 2023/24 FY 2024/25

s Scenario 1 - Conn Fee Units 50% Cut wcaems Baseline - Adopted Budget

== == Minimum Reserves = == == Target Reserves

Potential remedies

As aforementioned, no reduction in the adopted TYCIP or O&M costs is assumed. Since,
rehabilitation and replacement (R&R) and expansion and improvement are the key drivers for
the majority of the projects, deferral of some of these critical projects may not be feasible. For
example, with pre-design of the RP-5 expansion already underway, even if the pace of new
development is slower than anticipated, halting the project may not be possible (e.g. construction
is in progress), or make economic sense if construction costs also decline, as seen in prior
economic downturns.

Also included in this scenario is the early retirement of the 2008 A Bonds beginning FY 2017/18
through FY 2021/22. Annual payments of $25 million over this five year period will effectively
retire $125 million in high interest (5%) outstanding debt resulting in approximately $60 million
in avoided interest costs. Assuming no changes to the adopted TYCIP or O&M budget, to
mitigate the 50% reduction in the number of new connections, the following remedies, or some
combination, may be considered to recover the estimated shortfall in connection fees;

¢ Grant receipts — only $39 million in grant receipts over the next ten years is included in
the adopted Biennial Budget and ensuring year forecasts; a very conservative estimate.
The Agency will actively pursue all grant opportunities available to support projects
included in the TYCIP. Any grant receipts above the budgeted amount of $39 million
will help to offset the impact to additional rate increases or demand deficit capital calls.

G:\PP\Technical and Policy Committee\2015'9-24-15 Tech and 10-1-15 Policy\15217 LRPF
Workshop_Scenarios wExMgm comments JC.docx
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Higher wastewater connection fecs — additional annual rate increase of $6,000 to $9,000
per EDU beginning FY 2017/18 to recover approximately $75 million to support critical
expansion of the system. Grant receipts above the $39 million forecast will reduce the
estimated increase.

Table 5: Scenario 1 Wastewater Connectmn Fees Addmonal Rate Increase

Estmated Wastewater C.onnechon ums 2,165 2,290 1,868 i 655 1 648 1 368 1,225 il 130 1133 520 18,006
Egtimated additional fees $£5U 6,002 6,300 6,617 7275 7RSS _ B132 8,379 8,626
Estimated addshonal revenue {($Milkion) "2 1043 10.90 995 967 919 949 449 7532

Higher water connection fees - additional annual rate increase of $1,900 to $2,400 per
MEU starting in FY 2017/18 to recover approximately $20 million to support planned
enhancement and expansion of the distribution and groundwater recharge facilities. Grant
receipts above the $39 million forecast will reduce the estimated increase.

Table 6: Scenarlo 1 Water Connection Fees Addltlonal Rate Increase

FY 2017HE | FY 201A1E iz ¥ 2022/23 20232 ¥ 2024125

Estimated Water Connection units 985 2083 1 689G 1.506 1500 1 2"!1 1, 101 1 017 1 015 469 12,611
Estimated addtional faes $EGU 1,805 1,984 2,067 2118 2,172 2,228 2284 2343

Estmated addtional revenue ($Million) g 324 29 310 261 2.3 226 23 110 20.02

Surcharge on the monthly volumetric EDU rate —a surcharge of approximately $2 per
EDU will be added to recover approximately $19 million in reduced connections fees.
The surcharge will fund the relocation of the RP-2 solids handling facility to the RP-5
site, and rehabilitation of the RP-1 facility. Grant receipts above the $39 million forecast
will reduce the estimated surcharge.

Table 7: Scenario 1 Volumetric EDU Surcharges

FY 20513 FY 2019i20 FY 2020121 FY 2021i22 FY 2022/23 FY 2023(24 FY 2024/25

Estimaled Wastewater annual EDUs 3,218,034 3226080 3234145 3242230 3250336 3,256462 3,266,608
Estimated additional fees $/EDU = 0.40 0.80 1.20 1.58 1.96
Estimated additicnal revenus ($Milion) - - 129 25% 390 515 640 19.34

Demand deficit call — possible capital call from member agencies to support critical
construction projects. Under the Regional Sewage Service Contract (Section E6 Capital
Capacity Reimbursement Account (CCRA) and Allocation of Supplemental Capital
Outlay Fund Shortages), if CCRA funds are not sufficient to support capital
requirements, the Agency can demand member agencies pay the full amount required
based on the proportionate share of CCRA balances. Use of a demand deficit will reduce
the increase to new wastewater connections and lessen the impact on new development.
Grant receipts above the $39 million forecast will reduce the estimated call.

Under Scenario 1, both the fund reserve level and total DCR are restored to Baseline levels, as
shown in Table 8 and 9.

G:\PP\Technical and Policy Committee\2015\9-24-15 Tech and 10-1-15 Policy\15217 LLRPF
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Table 8: Scenario 1: Impact of Potential Remedies by FY 2024/25

Reglonal Recycled Water
_ Wastewater Water and aBolTORS
($Mittions) Programs Groundwater
$40 $17

Other
Minor | TOTAL
Funds

Baseline ending fund balance $267 $57 $381
50% Reduction in connection fees (101) (18) (1) (3) (123)
Adjusted ending balance $166 $23 $16 $54 $259
Higher connection fees and/or
demand deficit 9 20 = } <l
EDU volumetric rate surcharge 19 - B - 18
Total adjustments $95 $20 - - $115
Ending balance with remedies $261 $43 $16 $53 $373
Minimum reserve balance $186 $20 $28 $20 $254

*Other minor funds include Non-Reclaimable Wastewater (NRW) and Administrative Service (GG) funds.

Table 9: Scenario 1 DCR Trend (with Remedies)

e —————— o516 LFY 1617 [FY 17118 | FY 18119 | FY 19/20 [ FY 20121 [ FY 21722 | FY 22123 FY 23124 | FY 24125
BaselineDCR 235 327 340 335 355 358 363 425 263 236

Scenario 2 DCR
(with remedies) 1.82 274 3.38 333 353 361 372 442 277 254

Scenario 2: 100% shift of property taxes by the State beginning FY 2018/19

Property tax receipts are one of the Agency’s key revenue sources supporting the Agency’s
capital improvement plan (CIP) and debt service costs. However, property taxes can also be the
most uncertain given the State’s past actions in shifting property taxes and other local agency
revenue to meet budget deficits. Although the State’s current financial position has greatly
improved and legislation is now in place to safeguard local agency revenues; property tax
allocations to enterprise special districts remain vulnerable.

Under this scenario a shift of 100% property taxes is assumed beginning FY 2018/19 when the
temporary state tax increases approved under Proposition 30 are set to expire and the next
cyclical economic downturn may possibly occur. Together, these can negatively impact the
State’s fiscal position. This scenario only considers the loss of approximately $331 million in
property taxes through FY 2024/25and not the compounding impact of an economic downturn to
other major funding sources, such as new connection fees. No changes to the Agency’s adopted
TYCIP and O&M budget are also included. The only exception is the early retirement of the
$125 million 2008A Bonds that will be included as one of the potential remedies to mitigate the
estimated loss.

Fiscal Impact

G:\PP\Technical and Policy Committee\2015'9-24-15 Tech and 10-1-15 Policy\15217 LRPF
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As reported in Table 10, the Agency funds with the highest aflocation of property taxes are the
hardest hit under this scenario.

Table 10: Estimated Loss of Property Taxes by Fund through FY 2014/15

Allocation Total Estimated Loss
Percentage {EMillions
65%

Regional Wastewater Capital Improvement (RC) $215
Regional Wastewater O&M (RO) 22% $73
Recycled: Water (WC) 5% $17
" Water Resources (WW 3% $11
Other Minor Funds? 5% $15
Total 100% $331
*Other minor funds include Non-Reclaimable Wastewater (NRW) and Administrative Service (GG) funds.

Due to the loss of property taxes, Regional Wastewater and Water Programs are not projected to
meet their respective minimum reserve balances established by Agency’s Reserve Policy. Table
11 indicates the reserve position by program as of FY2025/25.

Table 11: Scenario 2 Estimated Impact on Fund Balances by FY 2024/25

Regional Recycled Water Water Dther
Wastewater and Rasaiities Minor TOTAL
($Milllons) Programs Groundwater Funds*
$40 $17

Baseline ending balance $267 $57 $381
Property tax ioss (7 years) {288) (17) (11) (15) {331)

Adjusted ending balance {$21) $24 $7 $40 $50
Minimum reserve balance $136 $20 $28 $21 $254

*Other minor funds include Non-Reclaimable Wastewater (NRW) and Administrative Service (GG) funds.

Shortfall in property tax receipts will disrupt the financial strategy of the Regional Wastewater
program aimed at building reserves to fund future major capital projects not supported by
connections fees, including the rehabilitation the Agency’s oldest facility (RP-1) scheduled to
begin around 2025, and the ultimate decommissioning of the RP-2 solids handling facility prior
the expiration of the site lease in 2035.

G:\PP\Technical and Policy Committee\2015\9-24-15 Tech and 10-1-15 Policy\15217 LRPF
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Figure 4: Scenario 2 Impact on Reserve Balance (without remedies)

$ Million
$500
$400
e ST ‘"'---_f_;sﬁw
$200 p———— it ﬁ_pﬁ@:;_-‘___________.
$100 _f“------_-_-

50 - - - - - o

FY 2015/16 FY 2016/17 FY 2017/18 FY 2018/19 FY 20159/20 FY 2020/21 FY 2021/22 FY 2022/23 FY 2023/24 FY 2024/25

I Scenario 2 - Prop Tax 100% Cut ==w=x» Baseline - Adopted Budget

= = = Minimum Reserves === Target Reserves

The assumed property tax shift also propels the total DCR downward to a low of 0.90x in FY

2024/25; significantly below the minimum requirement, as illustrated on Table 12.

Table 12: Scenario 2 DCR Trend

FY FY FY FY FY FY FY
16/17 'ITHB 'HIHH' 19120 | 2021 29122 | 22123 23124 | 24/25
355 358 363 425 263 236

Baseline DCR

Scenario 1 DCR 2.35 3.27 3.40 1.594 1.74 173 175 1.83 1.1

0.90

Potential remedies

To recover the estimated loss of $331 million in property taxes, a few alternatives can be
explored to remedy the negative impact to the Regional Wastewater and Recycled water

programs:

e Grant receipts — only $39 million in grant receipts over the next ten years is included in
the adopted Biennial Budget and ensuring year forecasts; a very conservative estimate.
The Agency will actively pursue all grant opportunities available to support projects
included in the TYCIP. Any grant receipts above the budgeted amount of $39 million
will help to offset the impact to additional rate increases or demand deficit capital calls.

® No early repayment of the $125 million 2008 A Bonds will provide favorable cash flow of
approximately $88 (net of ongoing annual debt service costs). Grant receipts above the
$39 million forecast may allow for the early retirement of a portion of the outstanding

amount.
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¢ Higher wastewater connection fees —additional annual rate increase of $4,500 to $8,000
per EDU beginning FY 2018/19 to recover approximately $103 million to support critical
expansion capital projects. Grant receipts above the $39 million forecast will reduce the
estimated increase.

Table 13: Scenario 2 Wastewater Connection Fees Additional Rate Increase

F¥ miie T A2

Estimated Wasiawaier Connethon uis 4330 4,580 3735 3310 3,205 21% 2,450 2,260 2,265 1040 30,000
Estimated eddlonal faes SEDU 4470 4,840 6,737 6342 1026 1763 6424
Estimaied addtonal revenue ($MElion) . 1483 15.85 1569 1603 15.64 1138 €88 10264

* Demand deficit call — possible capital call from member agencies to support critical
construction projects. Under the Regional Sewage Service Contract (Section E6 Capital
Capacity Reimbursement Account (CCRA) and Allocation of Supplemental Capital
Outlay Fund Shortages), if CCRA funds are not sufficient to support capital
requirements, the Agency can demand member agencies pay the full amount required
based on the proportionate share of CCRA balances. Use of a demand deficit will reduce
the increase to new wastewater connections and lessen the impact on new development.
Grant receipts above the $39 million forecast will reduce the estimated call.

¢ Increase the Monthly Volumetric EDU rate —additional rate from $0.81 to $9.16 per EDU
annually starting in FY 2018/19 to recover approximately $122 million to support capital
R&R requirements. Assuming no change in the volumetric EDU based on conservative
growth forecast, estimated surcharge rate reaches $31.00 per EDU by FY 2024/25 (Table
11). Grant receipts above the $39 million forecast will reduce the estimated increase.

Table 14: Scenario 2 Volumetric EDU Surcharges
rraiaie JFy2oueize | rvononi | Fyaozize | Fvenzzzs | Fyeozwza | Fraoewes | TotaL |

Estmated Wastewater annual EDUs 3218034 3,226,080 3,234,145 3,242,230 5,260,038 3258452 2,266,608
Estimated additional fees $/EDV! 0.81 241 4.00 5.80 720 8.38 816
Estimated additional revenue {$Mitlion} 261 777 42.94 1816 2340 273 2992 122.10

* Increase the Water (meter unit equivalent) rates - an additional increase of $0.50 per
meter unit equivalent (MEU) will help to generate $23 million for recovering the loss of
$11 million in property tax shift while maintaining the minimum reserve balance. Grant
receipts above the $39 million forecast will reduce the estimated increase.

Table 15: Scenario 2 Volumetric MEU Surcharges

Fy 201810 if 11050 f | Fveoovze | Feshemas | owwsedina | Fv 2024025
Estimaied Volumetr:c Annual MEUs 4,893,912 409290812 4865812 5002175 5038703 5075497  5.112580
Estimatec addihona: fees $MEU .60 0.50 0.50 0.50 0.80 199 100
Estimated additional revenus ($Milion) 245 246 248 250 252 507 510 2258

By applying the above remedies, the reserve balances for all program funds and the DCR
improve and recover to the level close to the Baseline scenarios as indicated in Table 16 and
Table 17.
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Table 16: Scenario 2: Impact of Potential Remedies by FY 2024/25

Heglunal Recycled
Prog amﬁ roundwate

Baseline ending balance $267 $40 $17 $57 $381
Property tax loss (7 years) (288) (17) {11) (15) (331)
Adjuste en bance (21) 24 7 40 50

POTENTIAL REMEDIES:
No early repayment 2008A Bonds 63 21 - 4 88
Connection fees/Demand deficit 153 - - - 153
EDU rate surcharge 71 - - - 71
MEU rate surcharge - - 23 - 23
Total adjustments 286 21 23 5 335
Ending balance with remedies $265 $45 $30 $45 $385
Minimum reserve balance $186 $20 $28 $21 $254

*Other minor funds include Non-Reclaimable Wastewater (NRW) and Administrative Service (GG) funds.

By eliminating the early retirement of the 2008 A Bonds, the DCR shows a steady favorable trend
above 3.0x from FY 2016/17. The DCR begins to drop in FY 2023/24 when principal payments
for the 2008 Bonds and repayment of future SRF loans begin.

Table 17: Scenario 2 DCR Trend (with remedies)

Baseline DCR 235 3.27 340 3.35 355 358 [ 425 263 236

Scenario 2 DCR

(with remedies) 235 3.27 340 233 278 297 321 392 285 2.1

Scenario 3: 50% reduction in growth and 50% reduction in property taxes

Assumptions

As aforementioned, the 2008 economic downturn negatively impacted the Agency’s property tax
receipts and new wastewater connection fees. Under this scenario we stress test the potential
reduction of these two major revenue sources should another economic downturn occur during
the next decade.

A 50% shift in property tax receipts by State is assumed beginning in FY 2018/19. This aligns
with the expiration of the temporary state tax increases approved under Proposition 30.
Additionally, a 50% reduction in the number of new connections for both wastewater and water

G:\PP\Technical and Policy Committec\2015\9-24-15 Tech and 10-1-15 Policy\15217 LRPF
Workshop Scenarios wExMgm comments JC.docx



2016 Long Range Plan of Finance Workshop #1
September 2, 2015
Page 13 of 18

is assumed from the slowdown in new development as a result of an economic downturn. The
result is a combined shortfall of approximately $289 million; $166 million in property taxes and
$123 million connection fees.

Table 18: Scenario 3 Estimated Impact on Program Fund Balances by FY 2024/25

Regional Recycled Water Other
Wastewater Water and Resouices Minor TOTAL
HMillions Programs Groundwater Funds
$40 $17

Baseline ending balance $267 $57 $381
50% Property tax loss.

starting in FY 2018/19 (144) ®) ) @) (166)
50% Reduction in connection

fees, starting in FY 15/16 (101) (@3 (1) (3) (123)
Adjusted ending balance $22 $14 $1 $46 $93
Minimum reserve balance $186 $20 $28 $20 $254

*Other minor funds include Non-Reclaimable Wastewater (NRW) and Administrative Service (GG) funds.

Due to the estimated loss of $289 million in revenue, one of the potential remedies included in
this scenario is the cancellation of early repayment of the 2008A Bonds. Under this scenario
annual debt service costs for the 2008 A Bonds will be limited to only interest payments of $6.25
million until principal payments begin in FY 2023/24, Elimination of the early repayment option
will result in higher estimated fund balances of approximately $88 million by FY 204/25.
However, approximately $60 million in avoided interest costs will not be realized. As principal
payments begin in 2024, fund balances will be reduced along with total DCR. As indicated in
Table 19, the DCR under this scenario begins to decline in FY 2023/24 when repayment of
future debt borrowings are scheduled to begin, and principal payments against the 2008 A Bonds
continue through 2039,

Table 19: Scenario 3 DCR Trend (without remedies)

_ FY 1819 | FY 19/20 | FY 20/21 | FY 21/22 | FY 22/23 | FY 23/24 | FY 24/25

Baseline DCR 235 3.27 3.40 33 355 3.58 363 425 283 236

Scenaric 3DCR  1.82 2.60 278 1.88 209 215 221 2.46 1.57 1.46

G:\PP\Technical and Policy Commitiee\2015\9-24-15 Tech and 10-1-15 Policy\15217 LRPF
Workshop Scenarios wExMgm comments JC.docx



2016 Long Range Plan of Finance Workshop #1
September 2, 2015
Page 14 of 18

Figure 5: Scenario 3 Impact on Reserve Balance (without remedies)

5 Million
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s Scenario 3 - Conn Fee & Prop Tax 50% Cut ey Baseline - Adopted Budget
Minimum Reserves Target Reserves
Potential remedies

Since the assumed revenue loss is primarily in property taxes and connection fees, the most
probable remedies include;

* Grant receipts — only $39 million in grant receipts over the next ten years is included in
the adopted Biennial Budget and ensuring year forecasts; a very conservative estimate.
The Agency will actively pursue all grant opportunities available to support projects
included in the TYCIP., Any grant receipts above the budgeted amount of $39 million
will help to offset the impact to additional rate increases or demand deficit capital calls.

* No early repayment of the $125 million 2008A Bonds will provide favorable cash flow of
approximately $88 (net of ongoing annual debt service costs). Grant receipts above the
$39 million forecast may allow for the early retirement of a portion of the outstanding
amount.

» Higher wastewater connection fees —additional annual rate increase of $6,500 to $8,000
per EDU beginning FY 2017/18 to recover approximately $59 million to support future
expansion of the system. Grant receipts above the $39 million forecast will reduce the
estimated increase.

Table 20: Scenario 3 Wastewater Connection Fees Additional Rate Increase

FY 2015016 § FY 2016117 FY 201819 | FY 2M920 | FY 202021 T
Estimaied Wastewates Cornection urits 2165 2280 1,868 1655 1,648 1.3€8 1,228 1130 1133 520 15600
Estimaied additonal fees $/EDU 7166 6,534 §,552 5,089 7524 8013 86
Estimated addifional revenue ($Million) . 11.86 10.76 8.96 992 8.50 907 0.04 53.43

e Demand deficit call ~ possible capital call from member agencies to support critical
construction projects. Under the Regional Sewage Service Contract (Section E6 Capital
Capacity Reimbursement Account (CCRA) and Allocation of Supplemental Capital
Outlay Fund Shortages), if CCRA funds are not sufficient to support capital
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requirements, the Agency can demand member agencies pay the full amount required
based on the proportionate share of CCRA balances. Use of a demand deficit will reduce
the increase to new wastewater connections and lessen the impact on new development.
Grant receipts above the $39 million forecast will reduce the estimated call.

e Monthly Volumetric EDU rate —additional increase of $0.81 to $9.16 per EDU each year
from FY 2020/21 to FY 2024/25 will be necessary and the rate will reach $31.2 per EDU
by FY 2024/25 (Table 21) to recover approximately $122 million from the 50% loss in
property taxes. Grant receipts above the $39 million forecast will reduce the estimated

increase.
Table 21: Scenario 3 Volumetric EDU Surcharges
FY 2018/19 ¥ 201942 FY 2020i2 m
Estimated Wastewater annual EDUs 3,216,034 3,226,080 3,234 145 3,242 230 3250336 3258462 3,266,608
Estimated acditonal fees $/EDU 0.81 241 400 5.60 720 8.38 916
Estimated additional revenue ($Million) 261 77 1294 1816 2340 27.31 2392 12210

» Higher recycled water rates — additional annual increase of $20 per acre foot starting in
FY 2018/19 to recover approximately $6.5 million from the loss of 50% in water
connection fees. Grant receipts above the $39 million forecast will reduce the estimated

increase.
Table 22 Scenarlo 3 Recycled Water Surcharges
Estmated Recycled Watsr Annual AF .!5 150 37 |00 17,500 42 950 45 770 45 970 46 17[] 46,370 46,570 51070 434 420
Estimated additional feas $/AF - 20 20 20 20 20 20 20
Estimated addiional revenue ($Mill:on) . 0.86 0.92 0.2 092 0.93 033 102 6.50

These potential remedies help bring total fund balance and DCR close to the Baseline level as
illustrated in Tables 23 and 24:

Table 23: Scenario 3: Impact of Potentlal Remedies by FY 2024/25

Other
w’;‘f;“ Minor | TOTAL
Funds

Baseline ending fund balance $57 $381
50% Property tax loss starting in FY .

201819 ) @) {166)
50% Reduction in connection fees

starting in FY 2015/16 {oi) (18) (1) (3) (123)
Adjusted ending fund halance $22 $14 $11 $46 $93
No eatly repayment of 2008A Bonds )

($125 million) 63 21 4 88
Connection fees/Demand deficit 122 6 - 1 129
EDU rate additional surcharge 54 - - - 54
MEU rate additional surcharge = - 16 . 16
Total adiustments $239 $27 $16 $6 $288
Estimated ending fund balance

with remedies $262 $42 $27 $50 $381
Minimum reserve balance $186 $20 $28 $20 $254

*Other minor funds include Non-Reclaimable Wastewater (NRW) and Administrative Service (GG) funds.
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Table 24: Scenario 3 Projected DCR (with remedles)

Baseline DCR 3.40 3.35 3.55 358

Scenario 3 DCR

(with remedies) 1.82 260 278 256 291 3.1 3H 417 269 240

The early repayment of the $125 million high interest (5%) 2008 Revenue Bonds is one of the
key drivers for the estimated fund balance and total DCR in scenario 2 and 3. However, changes
in this debt financing strategy warrant more in-depth analysis and discussion to ensure all of the
factors are carefully considered, including the loss of $60 million in avoided interest costs and

future debt capacity to secure low cost borrowing for the expansion of the RP-5 and RP-2
facilities.

Another alternative to be considered is refinancing the 2008A Bonds to take advantage of a
lower interest rate. Although the savings are estimated to be significantly less, between $7
million to $8 million over ten years, compared to the $60 million earned from early retirement;
the net cash outlay of $88 million would be avoided over the next 10 years. Staff will continue
to work with the Agency’s financial advisor to evaluate the most appropriate strategy given the
planned capital investment over the next 20 years.

Closing

A key emphasis of this budget workshop is the evaluation of the adverse scenarios that would
impact the Agency’s financial sustainability to support various programs expenditures, operating
costs, CIP and debt service costs. The remedies highlighted in the various scenarios are intended
only as a “broad brush stroke” approach. Should any of these adverse conditions arise, or other
unexpected changes that may negatively impact the Agency’s fiscal health, a more
comprehensive analysis and discussion will be conducted to ensure all of the risks and benefits
are carefully considered.

The Agency is currently working with member agencies and water stakeholders to complete the
Integrated Water Resources Plan (IRP). This plan is a major step in defining the components to
build a more resilient and sustainable regional water supply. In addition, development of an
Energy Management Plan (EMP) is underway and the restructuring of potable water rates is also
in progress. Upon the completion of the initiatives, staff will incorporate cost projections,
funding options and respective timelines into the long range financial plan analysis. A workshop
will be facilitated in early 2016 to present an update of long term funding and commitments,
along with a re-evaluation of the Agency’s financial policies.

PRIOR BOARD ACTION

None.
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IMPACT ON BUDGET

None.
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Appendix A

R used to calculate Baseline for
Beseline rates nd fees IS A EE A E AT MR MRS R
Wastewater connection fee,s 5/EDU 5,261 5712 6,309 65,624 6,955 7,651 B, 8,550 8,807 9,071
Water connectlon fee, $/MEU 693 1455 1527 1,604 1,684 1,735 1,787 1,841 1,89 1,953
Volumetric EDU, $/EDU 15.89 17.14 18.3% 19.59 20,00 20.40 20.80 21.20 21.62 2204
Recycled water Direct sales, $/AF 350 410 470 480 490 500 510 520 530 540
Recycled water Groundwatr sales, 5/AF 410 470 530 540 550 560 570 580 590 600

FY 2M7HE | £y 2018019

1.10

FY 201920 FY 2020721

Volumetric MEU, $/MEU
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