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Subject: Revenue Requirements for Fiscal Year 1998-99 

RECOMMENDATIONS 

It is recommended that the Budget and Finance Committee: 

1) Make a determination that revenues required from water sales during fiscal year 1998-99 should 
not be less than $590.4 million; and 

2) Forward these determinations to the Water Planning and Resources Committee for 
consideration at its January 1998 meeting. 

EXECUTIVE SUMMARY 

Changes from the pending letter dated November 5.1997. have been underlined. 

In accordance with Administrative Code Section 4304(a) estimates have been prepared of the total 
revenues required to fund all expenditures not financed from tax-exempt debt proceeds and the 
revenues to be derived from water sales required during fiscal year 199899. The estimates are 
based on the latest information available and have been made in accordance with all applicable 
Board policies. Total revenues required during 1998-99 are estimated to be $824.8 million which is 
net of a projected reimbursement to the General Fund from proceeds of a Metropolitan Water 
District Asset Financing Corporation (MWDAFC) financing for the headquarters building project. 
Revenues from water sales are projected to be $696.4 million. 

Projected expenditures and revenues from all sources (proceeds of tax-exempt debt are not defined 
as revenues for these purposes) are shown on Attachment 8-7A, while projected water rates and 
charges are shown on Attachment 8-7B. These items and the General Manager’s work plan 
initiatives for 1998-99 are described in the detailed report section of this letter. 

Strong fmancial performance during 1996-97, together with aggressive cost containment efforts and 
increasing water sales have resulted in favorable revisions to the District’s financial forecasts. 
Projections now indicate that adequate funds are on hand to hold water rates below the level agreed 
to in the rate refinement process. Based on the latest information available no increase in water 
rates or the treatment surcharge is needed in fiscal year 1998-99; however, an $8 million increase in 
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the Readiness-to-Serve Charge is scheduled for January 1999, as agreed to in the rate refinement 
process. 

DETAILED REPORT 

Each fiscal year, under Section 4304(a) of the Administrative Code, the General Manager presents 
his recommendation of the total revenues required to fund all expenditures not financed by debt 
proceeds, and the revenues to be derived from water sales, for the following fiscal year, to the 
Budget and Finance Committee. The Budget and Finance Committee makes a determination of 
revenue requirements for the following fiscal year at its December meeting and forwards that 
determination to the Water Planning and Resources Committee for consideration at its January 
meeting. 

Based on the best cost estimates available at this time, total revenues required during 1998-99 are 
projected to be $824.8 million which is net of a projected reimbursement to the General Fund from 
proceeds of a Metropolitan Water District Asset Financing Corporation (MWDAFC) financing for 
expenditures for construction of the headquarters building project. Revenues from property taxes, 
readiness-to-serve charges, connection maintenance charges, interest, power recoveries and 
miscellaneous are projected to be $234.4 million. Revenues from water sales are projected to be 
$696.4 million. 

In addition to determining the revenue requirement for the upcoming fiscal year, information on the 
General Manager’s work plan and preliminary operating assumptions are also included in this 
letter. This provides an opportunity for staff to receive Board input and guidance on the 
development of the budget early in the process. 

GENERAL MANAGER’S WORK PLAN INITIATIVES 

The proposed work plan is divided into a short list of District initiatives and on-going District core 
objectives. The purpose of the initiatives is to focus and highlight the direction or key themes 
anticipated for fiscal year 199899. Core objectives represent divisional activities associated with 
the day-to-day operations of the District. 

The initiatives will focus on five key areas as follows: 

I. Cost and Rate Discipline 

The cornerstone of effective rate management is controlling O&M and capital expenses - 
consistently one of Metropolitan’s highest priorities. Metropolitan’s departmental operating 
budget in 1998-99 will remain flat, as we continue to benefit from the results of improvement of 
business processes and operating procedures, strategic implementation of technology, and the 
closer integration of budget and work planning. Based in part on these gains in efficiency, 
Metropolitan commits to holding the average effective cost to its member agencies to $43O/AF 
or less in the year 2005 including readiness-to-serve charges and connection maintenance 
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charges. This represents an annual average increase of less than one percent per year from the 
FY 1996-97 average effective rate of $396/AF, and is $20 lower than last year’s projected target. 

II. Planning and Strategic Alignment 

In 1997, Metropolitan launched a strategic planning process to determine how best to position 
the organization to stay competitive in the changing water industry. A key objective in FY 1998- 
99 is to evaluate Metropolitan’s organizational structure in light of current and future industry 
trends. Increased work force investments and redeployments will be made to meet changing 
work needs. Implementation will begin on those strategic plan elements approved by the Board, 
including any actions related to Metropolitan’s governance structure. 

Sustaining productivity gains over the long term will depend largely on instilling a more 
competitive and entrepreneurial culture within the organization. Our customers expect choices 
and we are preparing to respond. Metropolitan will continue to seek partnering opportunities 
with member agencies, other public organizations, and the private sector; implement the results 
of competitive assessment projects within the organization, and market technical and intellectual 
assets. 

III. Resource Management 

In FY 98-99, Metropolitan anticipates the accomplishment of several major milestones in the 
improvement of imported supply quantity and reliability, forming the focus of the resource 
management agenda. The partnership effort of federal and state regulatory agencies known as 
the CALFED Bay/Delta Program will determine the preferred alternative plan for satisfying 
long-term environmental, agricultural and urban interests in the Sacramento-San Joaquin 
Bay/Delta. Metropolitan will continue to play an instrumental role in supporting the 
implementation of the CALFED plan (including providing technical and outreach assistance, 
facilitating stakeholder negotiations, and pursuing federal ecosystem restoration funding). 

Metropolitan will continue to participate in the development and/or implementation of the 
“California 4.4 Plan,” whereby the state will live within its basic entitlement of Colorado River 
water. Metropolitan’s continued involvement in innovative transfers and groundwater banking 
agreements will support the Plan. Negotiations with the San Diego County Water Authority 
concerning the price at which water transfers can be moved through Metropolitan’s system will 
also conclude, establishing a precedent for future wheeling arrangements. 

Resolution of these pending studies and agreements will provide Metropolitan the opportunity in 
1998-99 to update, reaffirm, and implement the elements of the Integrated Resources Plan (IRP). 
Key considerations in the IRP update process will be the use of a longer-range planning window 
and more effective communications with stakeholders throughout the region. 

IV. Water Quality 

Water quality issues, including salinity levels and new contaminants, continue to raise 
operational and public relations concerns among our member agencies and were the subject of a 
Board workshop in 1997. During 1998-99, Metropolitan will adopt alternative long-term 
solutions for lowering average salinity levels in its deliveries to member agencies. Metropolitan 
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is committed to continuing outreach efforts with and through member agencies to raise consumer 
awareness of the region’s high quality of water, which ranks among the nation’s best. Design of 
the ozone retrofit project will be completed and construction contracts are anticipated to be 
awarded for aspects of the Mills and Jensen treatment plant retrofits. 

V. Communications 

The installation of a Chief of Communications in 1997 consolidated the legislative, public 
affairs, and conservation functions into one division and signified the increasing importance of 
effective outreach to Metropolitan’s constituents. In 1998-99, Metropolitan will expand its 
coordinated efforts to increase awareness of its mission among its stakeholders, including 
member agency customers, retail consumers, the business community and elected officials at all 
levels of government. 

Core Objectives 

Core objectives include deliverables required to design, construct and maintain the water 
distribution system. They include functions such as: 1) implementation of approved projects in the 
Capital Improvement Program (CIP); 2) maintenance of all District facilities; 3) compliance with 
mandated or approved programs; and 4) performance of the necessary business practices to assist in 
the day-to-day operations of the District. 

After receiving Board input, this work plan will be the guiding document for the development of 
the 1998-99 Annual Budget. 

MAJOR ASSUMPTIONS 

The following are the major assumptions on which the expenditure and revenue requirements for 
fiscal year 1998-99 are based: 

Water Sales (used for estimates) 1.83 million acre-feet 

Projected Range of Sales High -- 2.16 million acre-feet 

Low -- 1.54 million acre-feet 

Supplies -- Colorado River 

State Water Project 

Recycled Water 

1.20 million acre-feet 

0.63 million acre-feet 

0.03 million acre-feet 
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$557.9 million 

Major Components: 

Eastside Reservoir Project 

Inland Feeder Pipeline 

$276.2 million 

$139.3 million 

PROJECTED COSTS FOR FISCAL YEAR 1998-99 Total = $930.0 million 

(Attachment 8-7A) 

Total projected costs presented in this section are those to be paid from current revenues during 
fiscal year 1998-99: property taxes, water revenues, readiness-to-serve charges, connection 
maintenance charges, power sales, interest and miscellaneous revenues. 

State Water Project $280.8 million 

Total costs for 1998-99 under the State Water Project (SWP) are estimated to be approximately 
$280.8 million (net of projected credits and based on projected water deliveries of about 630,000 
acre-feet). This is an increase of $3.9 million over projected actual SWP costs for the current year. 
The SWP capital costs are increasing due to a surcharge for the Coastal Aqueduct project. Under 
provisions of the State Water Contract, all contractors share in the financing costs of the initial 
facilities. The Coastal Aqueduct contractors have shared in the financing costs of the other initial 
facilities of the State Water Project. 

The deregulation of the electrical power industry creates additional uncertainty about the cost of 
imported SWP water. Current estimates are the best available at this time and the situation will 
continue to be monitored closely. 

Water Transfer Fund $24.0 million 

The Water Transfer Fund is held to provide funding for the purchase of water transfer options and 
actual water purchases when needed, and to accrue funds to be used to pay for the fill of the 
Eastside Reservoir Project. Pre-funding the reservoir fill in this manner will reduce rate spikes 
during those years. Current projections are that approximately $20.5 million will be expended in 
fiscal year 1998-99 for water transfer programs ($6.2 million) and the beginning of the Eastside 
Reservoir Project fill ($14.3 million), $3.5 million will remain in the Water Transfer Fund for use 
in subsequent years. The water imported to begin the reservoir fill is not included in the 1.83 
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million acre-feet estimated water sales for 199899. The total estimated cost of filling the Eastside 
Reservoir Project, which will be paid from the Water Transfer Fund, is $70 to $80 million, 
depending on hydrology and future power costs. 

Water Management Programs $34.1 million 

Total funding in 1998-99 for water management programs is expected to increase $6.2 million over 
current year projections to a total of $34.1 million. This increase is due to higher yields from 
current local reclamation projects and groundwater recovery projects. Projected expenditures 
reflect the District’s ongoing commitment to water conservation, local recycling projects and 
groundwater cleanup. These estimates are consistent with efforts to manage regional water supplies 
in cooperation among the District, its member agencies and subagencies through the Integrated 
Resources Planning (IRP) process. 

Colorado River Supplies $36.7 million 

Colorado River Aqueduct deliveries to the Member Agencies are expected to total 1.2 million 
acre-feet. Power costs for pumping are estimated to be $26.2 million. The Revenue 
Requirement includes $10.5 million for CRA programs. Annual costs for the existing 
conservation agreement between MWD and IID account for $4.4 million of this total. 
Additional investments of $6.1 million in off-stream storage and conservation programs are also 
included as part of the program to ensure that the Colorado River Aqueduct remains full in the 
future. 

MWD Capital Financing Program $334.4 million 

Financing costs include $176.0 million in revenue bond debt service (which includes debt service 
of $43.5 million for the $650 million of revenue bonds sold on November 19. 1997. and nroiected 
debt service of $3.7 million for the $100 million in variable rate revenue bonds scheduled to be sold 
in January 1998). The November bond sale was a success. The sale was oversubscribed and had 
good narticination of maior institutional and retail investors. The $650 million issue sold at a true 
interest cost of 5.267 nercent and urovides additional funding for the UP through early 1999. Also 
included are $56.5 million in general obligation bond debt service and $12.0 million in interest 
payments on outstanding commercial paper. 

Cost estimates to finance the CIP for 1998-99 also include $90.0 million of pay-as-you-go (PAYG) 
expenditures from current revenues coupled with an additional $25.5 million in PAYG to be funded 
from prior-year carry-over funds. The use of carry-over funds will not impact revenue 
requirements. The recommended PAYG expenditures for 1998-99 are at a level that will keep the 
total PAYG program within the Board’s policy goal of 20 percent of the total CIP. 
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Total 1998-99 construction expenditures for Metropolitan’s CIP (which include payments from 
debt proceeds held in construction funds and payments from the PAYG Fund) are estimated to be 
$557.9 million. 

MWD O&M and Operating Equipment $220.0 million 

Projected base Operation and Maintenance expenditures of $220.0 million are at the sarne level as 
the current fiscal year. The estimate is based on an assumed 3 percent cost escalation over the 
current year budget, offset by ongoing cost containment efforts. The total O&M expenditures are 
$9.0 million higher than last year due to the projected move-in and start-up costs of the new 
headquarters building. A detailed breakdown of projected O&M expenditures will be provided 
later during the development of the 1998-99 budget. 

ADJUSTMENTS TO PROJECTED’COSTS 

Adjustments in Reserves $0.8 million 

During fiscal year 1998-99 an increase in restricted reserve balances of $0.8 million will be 
required in accordance with revenue bond covenants and Board policies as outlined in 
Metropolitan’s Administrative Code. 

Headquarters Building Expenditures and Reimbursement ($105.9 million) 

As reported to your Board on several occasions, the headquarters building project is being funded 
on a current basis from the General Fund. The building is being funded in this manner so that debt 
service payments from a long-term financing will not be paid during the period that Metropolitan is 
making lease payments for the Two Cal Plaza office space. 

It is intended to reimburse the General Fund expenditures from proceeds of a debt issue to be made 
by the MWDAFC when the Two Cal Plaza lease terminates in February 1999. After General Fund 
payments for the final costs of the building are made during 1998-99 (estimated to be 
approximately $29.1 million), the net reimbursement to Metropolitan from the MWDAFC will be 
approximately $105.9 million during 1998-99. 

The current estimate for drawdown of reserves during 1997-98 is approximately $92.7 million. 
This will be $42.7 million from the Water Rate Stabilization Fund to cover revenue shortfalls and 
approximately $50 million from the PAYG Fund which, together with the $90 million budgeted 
from current revenues, will meet the Board’s 20 percent PAYG policy goal. 

The reimbursement from the MWD Asset Financing Corporation during 1998-99 will be available 
to replenish the reserves drawn down during 1997-98. The entire issue of reserve levels will be 
thoroughly considered by the Board, through the Budget and Finance Committee, as part of the 
update of the Long Range Finance Plan beginning in early 1998. 
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PROJECTED REVENUES FOR FISCAL YEAR 1998-99 Total = $930.8 million 

(Attachment 8-7A) 

Total revenues for Fiscal Year 1998-99 are projected to be $930.8 million. Revenue from ad 
valorem property taxes, levied at the same rate as in 1997-98, is estimated to be $86.0 million. 
Power recoveries, interest on investments and miscellaneous revenues are projected to produce 
$61.4 million. 

Revenues from the readiness-to-serve charge are projected to be $84.0 million, an increase of 
$8.0 million over the current calendar year in accordance with the principles agreed to in the rate 
refinement process. This $8.0 million increase in fixed charges is substantially less than the 
$47.2 million increase in fixed costs for revenue bond debt service payments described earlier. 
Approximately $3 .O million will be collected through the connection maintenance charge. 

At the November 17. 1997. meetinp of the Budget and Finance Committee a auestion was raised 
about the need for the $8 million increase in the readiness-to-serve charge. Staff resnonded that the 
increase in fixed revenue is imnortant to nartiallv offset increasing ftxed costs (debt service). but 
acknowledged that the Board has discretion to defer or eliminate the increase. It is recognized that 
the increase in the readiness-to-serve charge will be nassed through as an increase in water rates at 
the retail level. On average in the service area the retail imnact of the recommended increase is 
estimated to be annroximatelv 1 nercent. 

Based on the projected expenditure estimates described above, total revenues required in 199899 
are projected to be $824.8 million. After accounting for the revenues projected from all other 
sources, required revenues from water sales are projected to be $696.4 million. Based on the latest 
information available no increase in water rates or the treatment surcharge is needed in fiscal year 
1998-99; however, as discussed above, an $8.0 million increase in the readiness-to-serve charge is 
scheduled for January 1,1998, and again on January 1,1999, as agreed to in the rate refinement 
process. 

ENVIRONMENTAL 

The recommendations made in this letter are exempt from the California Environmental Quality 
Act (CEQA) by Public Resources Code Section 21080(b) (8) since they make recommendations 
affecting revenues for the purposes of: 1) meeting operating expenses, 2) purchasing or leasing 
supplies, equipment or materials, 3) meeting financial reserve needs and requirements, and 4) 
obtaining funds for capital projects necessary to maintain service within existing service areas; and, 
additionally, since they constitute the creation of government funding mechanisms which do not 
involve commitment to any specific project which may result in a potentially significant physical 
impact on the environment or which will be used to fund projects which have CEQA 
documentation or which will have CEQA documentation in place prior to construction of any 
facility or facilities. 

CGP:jg 
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Finance and Business 
Services Division 

November21, 1997 

PROJECTED 1998-99 REVENUE REQUIREMENTS 
(Cash Basis: S In thousands) 

Actual 
1996-97 

> 
2002-03 

Projected 
....- 1997-98 g&$gj 

.:. ::: :.: 
2000-01 2001-02 

Expendltures 
State Water Contract 

Colorado River Aqueduct 

Water Transfers 

Water Management Programs 

Capital Program 

O&M and Operating Equipment 

Sub-Total Costs 

Adjustments 
Increase/(Decrease) in Requlred Reserves 
Business Enterprise Development 
PERS Unfunded Llablllty Payment 
HQ Bulldlng Funding/(Reimbursement) 

$ 258,005 

32,635 

34,000 

27,663 

253,436 

206,301 

$ 812,060 

Total Obllgatlons 

Less Other Revenues 
Property Taxes 
Interest Income 
Power and Miscellaneous Revenue 

Readiness to Serve Charge 
Connection Maintenance Charge 

Sub-Total Other Revenues 

$ 862,498 

(86847) 
(51,823) 
CWW 

(62,528) 
(2,861) 

$ (230,721) 

Total Water Revenue Requlrement $ 631,777 

Water Sales Revenue 0 651,460 

Increase (Decrease) In WRSF Balance s - 
Increase (Decrease) In WTSSF Balance s (1,364) 
Increase (Decrease) in PAYG Balance $ (78,566) 

Water Sales (Cash Year Acre-Feet) 
Basic Treated 
Bask Untreated 
Seasonal Treated 
Seasonal Untreated 
Agricultural Treated 
Agricultural Untreated 

Total 

1,087 
315 

87 
117 

79 
24 

1,709 

::: 
S 276,826 ;..> ;,.,. ~~,. 

33,388 ~~~ 
::::::::::::::::::: 

24,000 $gg$$ 
27,874 ~~~ 

..:.:.:::::::::j .;:;:;:$::::::: 
~;;;;;$;;;$ 

313,731 ~g$$j 

$ 346,780 

60,306 

$ 281,267 $ 286,755 $ 312,071 

44,357 45,817 53,632 

24,000 16,500 6,000 

37,549 41,810 43,451 

340,556 341,087 365,540 

217,213 223,414 229,802 

s 944,942 $ 955,384 $ 1,010,497 

43,701 

375,606 

236,381 

$ 1,062,774 

2,363 
- 
I 
I 

16,332 15,916 
I 
. 
I 

1,732 

5i437 @ 

9 
. : : ; : ; : ; : j :  
.  .  . . m  
; : ; : ; : ; i ; ; ; : : ; : i : ; :  
. : . > :  .  .  .  .  .  , . , .  

$ 981,653 ~~~~.. 
::::::::::::::::i;:: :.:.:.::::.:.:.:,:.:. :;:;:;$;:::i:>:;: 

(76,050)~~ 
(2 978) ;::::::::‘::::*i :ggg 

$ (224,035)@@ 
:. : 

$ 947,305 $ 971,716 $ 1,026,413 $ 1,064,506 

(87,677) 
(53,230) 
(14,053) 

(92,000) 
(2,978) 

S (249,938) 

$ 697,367 

$ 708,831 

(89,431) 
w2w 
(14,503) 

(100,000) 
(2,978) 

$ (261,192) 

$ 710,524 

$ 752,225 

(91 xw 
(55,042) 
(14,812) 

(104,000) 
(2,978) 

$ (268,042) 

$ 758,371 

$ 769,071 

(90,916 
(55,367 
(14,936 

(104,000 
(2,978: 

$ (268,198 

$ 796,308 

$ 788,531 

$ 757,618 ij ,-,,.,,,. 
.:::.:.>:.:.:.:.:: 

j 714,899 i’tE’El 

s - s - 
$ 5,323 $ 5,802 
S 6,141 0 35.900 

I 
1,412 

$ 9,288 

S (8,750 
974 

: - 

1,063 1,124 1,147 1,171 
354 389 406 423 
125 125 125 125 
231 239 239 238 

72 75 73 72 
54 57 56 55 

1,898 2,009 2,045 2,084 

354 
122 
196 

66 
27 

,888 1 
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Finance and Business 
Services Division 

November 21, 1997 

ATTACHMENT B 
PROJECTED RATES AND CHARGES (Effective January 1) 

(Cash Basis: $ in thousands) 

Readiness to Serve Charge 
Connection Maintenance Charge 

Projected Budget 
1997 glOJ 2001 2002 2003 
$72,100 $96,000 $104,000 $104,000 $104,000 

2,861 2,978 2,978 2,970 2,978 

WATER RATES ($/Am 

Basic Treated 

Basic Untreated 

Seasonal Long-Term Treated 

Seasonal Shift Treated 

Seasonal Long-Term Untreated 

Seasonal Shift Untreated 

Agricultural Treated 
$236 ~~~~~~~~ 

$294 $294 $296 $299 

Agricultural Untreated $236 ::i:i’:j:~:I:::i:i:~:i:::li: :..,....,,..,,j,,., ;j:j $236 $236 $236 $236 

Note: 
Rates are based on current cost projections and proJections of increasing water sales. 
Variations In these projections could occur, but it Is expected that future rates 
will remain within the objectives of Phase I of the Rate Refinement Process. 

:.:.:,:.:.:.:.:.::::::i:::::::::::::::::~,:~~,~~~:~ :i:!i:i:~:i:~:I::::!:::::::::::::::::::::~ :.:,:,:.:. i:i:i:i:::i:i:l:~:~:::I:a:i:a:ai:;i:I;~:~ ~..““‘~.‘L::.:,:.):,~.~.~.~~:~~:,~. 
$431 

$@, ~~~~~~ 
534Q ~~~~iiiIIiIiiiiiiiii~~ $431 5431 $433 $436 

$349 :isiiixr~siii~~~~ $349 $349 $349 $349 

$290 
5290 ~~~~~ ,., ., ., :.:.:.:.‘,‘);.:.‘.: .,.,_,.,.,., > . . . . . . . . . :.:. ;:i:; $290 $290 $292 $295 ,.,. .,.,. ,.,.,,( 

$290 
Q30, ~~~~~~~~~ $323 $334 $348 $351 

$233 
$233 Ili~~~~~~~~~~~ 

..::i:i:i:~~:iii_lii~~~~ :.. $233 $233 $233 $233 

$233 
$244 ~~:~~~~~~ 

,.,.i,.,.,.,.,.,...,...,.,.,., .:.: 

$294 .$294 y’ ~~~ 
$266 $277 $289 $269 


