
 

• Board of Directors 
Asset, Real Estate and Infrastructure Policy Committee 

April 13, 2004 Board Meeting 

9-3 
Subject 
Authorize (1) $5.603 million for four Capital Investment Plan projects as part of the Information Technology 
Strategic Plan Infrastructure Program; and (2) entering into agreements with Nth Generation Computing, Inc. / 
Hewlett-Packard Company in an amount not to exceed $513,000; and SBC Data Comm, Inc. in an amount not to 
exceed $426,000 (Approp. 15376)

Description
As part of a comprehensive effort, the Information Technology Strategic Plan recommended necessary 
replacements and upgrades to key infrastructure components for continued reliability of the system used to run the 
core business applications that support Metropolitan’s water and business operations. 

IT Business Systems / Data Recovery ($3.125 million) 

This project addresses the need for Metropolitan to increase its capability to recover and restore its critical IT 
systems in the event of a disaster so that water and business functions can resume.  IT systems are used to help 
deliver and treat water, meet regulatory reporting requirements, and provide accurate and timely water billing.  
They need to be operational or recovered quickly following a disaster such as an earthquake or fire.  This project 
will ensure that Metropolitan’s critical IT infrastructure components, including servers, data and voice networks, 
and key software applications and data can be recovered in a timely manner.  A recent business impact analysis 
study defined the IT system recovery requirements.  While Metropolitan has a disaster recovery site and limited 
capability in place, the current capacity is not sufficient to meet all the critical IT system and data recovery 
requirements identified in the study.  In addition, recent audit reports underscored the need for Metropolitan to 
continue updating the business resumption plan and upgrading its disaster recovery capabilities.  This board 
action authorizes funding for the project for hardware, software, and professional services and entering into a 
competitively bid agreement with Nth Generation Computing, Inc. / Hewlett-Packard Company in an amount not 
to exceed $513,000 and with SBC Data Comm, Inc. in an amount not to exceed $426,000 to purchase needed IT 
infrastructure components to build out Metropolitan’s disaster recovery site to meet the full recovery requirements 
identified in the study. 

Field Emergency Generator Replacement ($501,000) 

The project objective is to replace old, unreliable emergency electrical power generators at six telecommunication 
sites.  These generators provide emergency power to Metropolitan’s microwave transmission sites in the event of 
electrical power loss.  On average, Metropolitan’s emergency power generators are 20 years old and in some 
cases have failed to perform during commercial power interruptions.  This project includes purchasing, installing 
and testing the replacement generators.  The generator replacement would improve reliability and lower 
maintenance costs. 

Exchange Replacement ($1.21 million) 

The project objective is to migrate Metropolitan’s existing e-mail infrastructure, including hardware, and upgrade 
the software from Microsoft Exchange 5.5 to the current version.  Metropolitan currently uses a combination of 
Microsoft Outlook and Exchange to process and store all e-mail messages.  Microsoft Exchange runs on servers 
and routes and processes all of Metropolitan’s e-mail messages.  Microsoft announced that it would discontinue 
support for Exchange 5.5 in December 2004.  In addition, the servers also have reached the end of their life cycle 
and are no longer supported by the manufacturer.  By simultaneously upgrading the Exchange software and 
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replacing the hardware, Metropolitan would be able to reduce the number of servers required to process e-mail 
from the current 15 to four.  Metropolitan also needs to upgrade its e-mail system in order to meet IT business 
systems recovery requirements which require timely recovery of the e-mail system in the event of a disaster to 
facilitate communication for emergency response activities.  If a hardware or software failure were to occur, the 
current system would take from several hours to more than a day to restore, depending on the nature of the 
problem.  The hardware and software upgrade would allow a much quicker restoration of the e-mail system due to 
improvements in the technology.  The upgraded system would be capable of supporting Metropolitan’s e-mail 
needs for several years. 

Phonemail Replacement ($767,000) 

The project objective is to replace outdated phonemail equipment that supports communications within 
Metropolitan and with external entities.  The existing phonemail system is 15 years old and has reached the end of 
its useful life.  Only limited support is available from the manufacturer and spare parts are no longer 
manufactured.  Newer technology would minimize the risk of unplanned system failures.  Additionally, a new 
phonemail system would lower the number of servers required from the current 15 to three, reduce server 
maintenance costs, and ensure recoverability in the event of failure.  This project also would include 
implementation of tools for reporting and analyzing telephone usage. 

Funds for these four projects are included in the Capital Investment Plan (CIP) for FY 2003/04 and 2004/05.  The 
ITSP identified these projects as high priority.  The CIP Evaluation Team reviewed and recommended approval of 
these projects as part of the CIP review process.  

At the direction of the Board of Directors at the March 2004 Asset, Real Estate and Infrastructure Policy 
Committee meeting, staff explored leasing as an alternative to purchasing the hardware/software for the IT 
infrastructure upgrades identified above.  Staff discussed leasing with the California Department of General 
Services, which is very experienced with establishing leasing arrangements for state and municipal agencies, as 
well as special districts.  The Department of General Services indicated that generally for operating leases (rental 
leases), the costs would be approximately 13-33 percent higher than the costs of an outright purchase.  Staff also 
contacted the Gartner Group and Forrester Research, which are research and advisory firms specializing in the 
information technology industry.  Both firms indicated that if the hardware/software will be retained for more 
than three years, it is generally less expensive to purchase rather than lease.  Metropolitan typically uses 
hardware/software for longer than three years before replacing or upgrading it so it appears that purchasing would 
be more cost-effective than leasing.  To validate this, staff is soliciting quotations for operating leases for the 
hardware/software associated with these projects and will provide an update to the Board on the results at the 
April Asset, Real Estate and Infrastructure Policy Committee meeting.  

Additionally, staff worked with the California Department of General Services to analyze a financing option 
(referred to as lease-purchase) for the hardware/software where Metropolitan would finance the purchase of the 
hardware/software.  At the time of the analysis, the financing rate available to the state was approximately 
3.3 percent.  While it is likely that Metropolitan would be able to achieve a more favorable financing rate for the 
lease-purchase than the state could, it is extremely unlikely that it would be as low as Metropolitan’s current 
short-term cost of capital which is 1.81 percent.  Based on this information, financing the purchase of the 
hardware/software appears to be more expensive for Metropolitan than purchasing the hardware/software 
outright.  To validate this, staff has solicited quotations for lease-purchase of the hardware and software 
associated with these projects and will provide an update at the April committee meeting. 

Attachment 1 is a detailed report and Attachment 2 is a financial statement. 

Policy 
Metropolitan Water District Administrative Code § 5108:  Capital Project Appropriation 

Metropolitan Water District Administrative Code § 8115(a):  Negotiated Contracts over $250,000 
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California Environmental Quality Act (CEQA) 
CEQA determination for Options #1, #2 and #3: 

The proposed actions are categorically exempt under the provisions of CEQA and the State CEQA Guidelines. 
The overall activities for the four proposed projects involve funding; awarding of agreements (for obtaining 
equipment through purchasing, operating leases, or lease purchases); and installing and replacing of existing 
public equipment with negligible or no expansion of use, thereby resulting in no possibility of significantly 
impacting the physical environment.  Accordingly, the proposed actions qualify under Class 1 and Class 2 
Categorical Exemptions (Sections 15301 and 15302 of the State CEQA Guidelines). 

The CEQA determination is: Determine that pursuant to CEQA, the proposed actions qualify under two 
Categorical Exemptions (Class 1, Section 15301 and Class 2, Section 15302 of the State CEQA Guidelines). 

CEQA determination for Option #4: 

None required 

Board Options/Fiscal Impacts 
Option #1 

Adopt the CEQA determination and 
a. Appropriate $5.603 million in budgeted CIP funds; 
b. Authorize entering into a contract with Nth Generation Computing, Inc. / Hewlett-Packard Company in 

an amount not to exceed $513,000 to purchase needed IT server components to build out Metropolitan’s 
recovery site; and 

c. Authorize entering into a contract with SBC Data Comm, Inc. in an amount not to exceed $426,000 to 
purchase needed IT voice and data network components to build out Metropolitan’s recovery site.   

Fiscal Impact: $5.603 million in budgeted CIP funds under Approp. 15376.  Additionally, for the phonemail 
project, $148,000 in operating equipment funds were previously authorized as part of the FY 2003/04 
operating equipment budget.  Realize continued reliability, efficiency, and prudent risk management by 
implementing these four projects. 

Option #2 
Adopt the CEQA determination and direct staff to pursue operating leases (rental leases) for the 
hardware/software associated with these projects. 
Fiscal Impact: Approximately $6.118 million (assuming a 13 percent operating lease rate) in unbudgeted 
O&M funds over five years.  Realize continued reliability, efficiency, and prudent risk management by 
implementing these four projects. 

Option #3 
Adopt the CEQA determination and appropriate $5.751 million in budgeted CIP funds and pursue financing 
the purchase of the hardware/software needed with these projects. 
Fiscal Impact: $5.751 million in budgeted CIP funds under Approp. 15376, plus a maximum of $271,000 in 
unbudgeted O&M funds for associated financing fees over five years (assuming a 3.3 percent lease-purchase 
rate).  Realize continued reliability, efficiency, and prudent risk management by implementing these four 
projects. 

Option #4 
Do not perform work as described and potentially risk loss of Metropolitan’s critical IT infrastructure 
components for extended periods of time in the event of a disaster or system failure. 
Fiscal Impact: No immediate expenditure of budgeted capital funds.  Deferral of projects will result in 
increased risk and higher ongoing costs. 
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Option #1 
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Detailed Report  

IT Business Systems/Data Recovery ($3.125 million) 

Project Description 

This project will ensure that Metropolitan’s computer infrastructure including servers, network, and critical 
software applications can be recovered quickly following a disaster or other interruption.  IT equipment will be 
acquired and recovery procedures will be updated and tested. 

Background/Purpose  

Metropolitan’s critical business functions are dependent on IT applications, data, and a supporting 
IT infrastructure.  Loss of any of these components could result in disruption to critical business functions.  In 
accordance with Metropolitan’s Business Continuity Plan, key IT systems need to be quickly available following 
a disruption in service, whether the disruption is minor, such as a power outage, or major, such as an earthquake.  
An adequate, reliable recovery capability for critical business systems and supporting infrastructure is essential to 
reduce the consequences of an interruption of service. 

In 2002, a business impact analysis report was completed that outlined Metropolitan’s business recovery 
requirements.  That study and a recent analysis concluded that improvements are needed to the current IT systems 
and data recovery site to increase the capacity to recover all critical systems.  Additionally, in August and 
December 2003, the Audit Department and KPMG, Metropolitan’s internal and external auditors, respectively, 
highlighted the need to improve the implementation of recovery strategies and recovery plans to enable 
emergency preparedness of predetermined critical business processes and their supporting communications and 
computing systems. 

IT equipment will be acquired and recovery procedures will be updated and tested to reduce operational, financial 
and reputation risk by ensuring that critical systems which are used to deliver and treat water, meet regulatory 
reporting requirements, and provide accurate and timely water billing will continue to be operational or will be 
quickly recovered following a disaster such as an earthquake or fire.  A comprehensive analysis of options and 
costs of in-sourcing or out-sourcing Metropolitan’s business recovery needs was conducted for this project.  The 
in-sourcing option was selected as it is more cost-effective and provides additional advantages.  For example, the 
recovery site is owned and operated by Metropolitan and thus is not subject to the scheduling conflicts with other 
companies or overload conditions that commercial recovery site vendors may experience, especially in the event 
of a regional disaster. 

Project Milestones 

• April 2004 – Board funding 
• May 2004 – Equipment procurement 
• June 2004 – Equipment installation 
• August 2004 – Recovery plan testing   

Field Emergency Generator Replacement ($501,000) 

Project Description 

Replace old and unreliable emergency generators at field sites, which are essential to provide emergency power to 
the microwave sites in case of a power outage.  This project includes the purchase of six generators, replacement 
and installation labor, and incidental expenses. 

Background/Purpose 

The project objective is to replace old and unreliable emergency generators at field telecommunication sites.  
These generators are essential in providing emergency power to Metropolitan’s microwave transmission sites in 
case of power outage likely due to exposure to the natural elements (rain, snow, electrical storms, earthquakes, 
fires or other natural disasters).  The service life of these units is typically 20 years.  The six existing generators 
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are an average of 20 years old.  They often fluctuate in their power output and, in some cases, have failed to 
perform due to their age.  The majority of telecommunications companies and other agencies utilize emergency 
generators to ensure electrical power is available during power outages.  These generators are replaced at the end 
of their service life cycles as part of the ongoing infrastructure reliability and risk mitigation process.  This project 
includes the purchase of five generators, replacement and installation labor, and incidental expenses.  For the sixth 
generator located at Detention Peak, an emergency replacement was completed in October 2003 because the unit 
failed in February 2003 due to age.  From February through October, a temporary generator was put in place.  
A portion of the appropriated Capital Investment Plan funds would be used to reimburse the actual equipment cost 
of that emergency replacement.  The replacement of the generators assures Metropolitan of reliable emergency 
power, thereby improving overall reliability and performance of the IT Telecommunications Infrastructure. 

Project Milestones 

• April 2004 – Board funding 
• May 2004 – Equipment procurement 
• July 2004 – Complete equipment installation 
• August 2004 – Startup and testing  

Exchange Replacement ($1.210 million) 

Project Description 

The focus of this project is on improving the reliability, availability and performance of Metropolitan’s e-mail 
system.  This project will include upgrading the supporting IT infrastructure hardware as well as some of the key 
software components, including Microsoft Outlook and Exchange. 

Background/Purpose 

The project objective is to migrate Metropolitan’s existing e-mail infrastructure, including hardware, and 
upgrading the software from Microsoft Exchange 5.5 to the current version.  Metropolitan currently uses a 
combination of Microsoft Outlook and Exchange to process and store all e-mail messages.  Exchange is the 
software that runs on servers and routes and processes all of Metropolitan’s e-mail messages.  Microsoft 
announced that it would discontinue support for Exchange 5.5 in December 2004.  In addition, the servers have 
also reached the end of their life cycle and are no longer supported by the manufacturer.  By upgrading the 
Exchange software at the same time we replace the hardware, we will be able to reduce the number of servers 
required to process e-mail from the current 15 to four.  Metropolitan also needs to upgrade its e-mail system in 
order to meet IT business systems recovery requirements which requires immediate recovery of the e-mail system 
in the event of a disaster.  If a hardware or software failure were to occur, the current system would take from 
several hours to more than a day to restore, depending on the nature of the problem.  The hardware and software 
upgrade will result in improved availability, reliability and performance provided by technical improvements that 
are built into the latest release of Exchange.  The upgraded system will be capable of supporting Metropolitan’s  
e-mail needs for several years. 

Project Milestones 

• April 2004 – Board funding 
• July 2004 – Equipment procurement 
• December 2004 – Equipment installation 

Phonemail Replacement ($767,000) 

Project Description 
This project addresses the need to replace outdated phonemail equipment which supports communications within 
Metropolitan and external entities. 
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Background/Purpose 

Phonemail capability is considered a basic business necessity and Metropolitan has utilized the current phonemail 
system since early 1987.  The system is 15 years old and is based on old technology that is prone to system 
failure, data loss, and increased maintenance costs.  Frequent repairs and procurement of refurbished replacement 
parts have prompted the need to consider newer technology to avoid future unplanned system failures.  Current 
technology offers solutions that integrate multiple servers over Metropolitan’s existing network.  This improves 
reliability and minimizes potential downtime for the users.  The upgrade would reduce the number of servers 
required from the current 15 to three, associated server maintenance costs and ensure recoverability in the event of 
failure.  Delay in migration to a server-based phonemail system creates a significant risk.  There is currently no 
backup for the phonemail database due to the type and age of the technology involved.  Failures have recently 
begun to occur resulting in the loss of the entire message database for a given location.  This project scope also 
includes an initiative to replace the outdated system used to generate telephone call tracking reports and provide 
information for internal interdepartmental charge-backs.  The current call tracking and reporting system is 
approximately eight years old and is not integrated with other applications, such as PeopleSoft and Oracle 
Financials.  The new system will be integrated with these applications, significantly reducing the amount of effort 
and labor required to produce accurate tracking and telephone usage reports.  

Project Milestones 

• April 2004 – Board funding 
• September 2004 – Equipment procurement 
• December 2004 – Equipment installation 

Leasing Option 

Consistent with the direction from the Board of Directors at the March 2004 Asset, Real Estate and Infrastructure 
Policy Committee meeting, a leasing option was analyzed.  This operating lease option is analogous to a long-
term rental arrangement whereby Metropolitan would be able to use the hardware/software being leased but 
would not be the asset owner.  

Staff consulted with two different information technology research and advisory firms (Forrester Research and the 
Gartner Group) regarding the merits of leasing versus purchasing.  Staff also discussed leasing with the California 
Department of General Services that is very experienced with establishing leasing arrangements for the state, 
municipal agencies and special districts.  Based on feedback from industry experts and the state, operating leases 
are favorable under the following circumstances: 

• A company does not have the financial resources to directly acquire capital equipment, yet has immediate 
operational needs 

• The business value of the hardware/software’s use is greater than the increased financial cost of leasing 
• There is no ownership requirement at the end of the leasing term 
• Long-term strategy is uncertain as to the continued use of the hardware/software beyond the lease term 
• The company has a strong business need to always stay current with the latest technology available 
• The company plans to either replace or upgrade the hardware/software to newer technology within four 

years 

Based on our analysis and Metropolitan’s current situation, entering into a lease for the hardware and software 
would not be the best option.  Metropolitan has the capital dollars available for this expenditure, as they were 
included in the capital investment plan.  Metropolitan plans to use the hardware and software for more than four 
years before replacing them or conducting a major upgrade.  There is no strong business driver for Metropolitan 
to always stay current with the latest technology available on the market.  Per staff’s discussions with the 
California’s Department of General Services, leasing costs are approximately 13-33 percent above the 
hardware/software purchase price if the hardware/software is going to be retained for four years or longer.  
Further, both Forrester and Gartner indicated that if the hardware/software were to be retained for more than three 
years, it would typically be more costly to lease than to purchase.  To validate the information provided by these 
sources, staff is soliciting quotations for leasing the hardware and software associated with these projects and will 
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provide an update to the Board on the results at the April Asset, Real Estate and Infrastructure Policy Committee 
meeting.  

Financing Option 

Another alternative explored by staff was a lease–purchase (financing) of the hardware/software.  This option 
involves financing the purchase of the hardware/software over a given term.  Once again, in analyzing this option, 
staff consulted with Forrester, Gartner and the General Services Department of the state of California.  According 
to the feedback from these sources, lease–purchase may be advantageous under the following circumstances: 

• Financial resources are not available for a direct purchase 

• A company’s cost of capital exceeds the financing cost; and/or 

• A company’s interest on investment exceeds the financing cost 

• There is a need to retain ownership of the equipment at the end of the financing term 

Although financing the acquisition appears more attractive than leasing the hardware/software, it is more 
expensive than a straight purchase.  At the time of the analysis, the financing rate available to the state for such a 
lease-purchase was 3.31 percent.  While it is likely that Metropolitan would be able to secure a financing rate 
lower than the state due to the Metropolitan’s better credit rating, it is extremely unlikely that it would be lower 
than Metropolitan’s current short-term cost of capital (currently around 1.81 percent).  To validate the information 
provided by these sources, staff is soliciting quotations for lease-purchase of the hardware and software associated 
with these projects and will provide an update to the Board on the results at the April Asset, Real Estate and 
Infrastructure Policy Committee meeting. 
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Financial Statement for the ITSP Infrastructure Program 
 
A breakdown of Board Action No. 3 for Appropriation No 15376 to implement the ITSP Infrastructure Program 
is as follows: 
 

  Total Previous  
Appropriated 

Amount  
 

 Current Board  
Action  No. 3 
(April 2004) 

 New Total 
Appropriated 

Amount 

Labor  $1,713,680     $1,552,000  $ 3,265,680 

Materials and Supplies  1,663,550 2,680,000  4,343,550 

Incidental Expenses  16,000 69,000  85,000 

Professional/Technical   1,855,200 516,000  2,371,200 

Contract Payments  0 245,000  245,000 

Remaining Budget  462,570 541,000  1,003,570 

Total  $5,711,000 $5,603,000  $11,314,000 

 
Funding Request 

Program Name: ITSP Infrastructure Program 

Source of Funds: Pay-As-You-Go Fund 

Appropriation No.:  15376 Board Action No.: 3 

Requested Amount: $  5,603,000 Capital Program No.: 15376-I 

Total Appropriated Amount:  $11,314,000 Capital Program Page No.: E-46 

Total Program Estimate:  $28,090,000 Program Goal: Reliability & Efficiency 
 




