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2021 MNWD Long Range Financial Plan, Potable Water, Recycled Water, and Wastewater Cost of Service, and Rate Design Report

EXECUTIVE SUMMARY

Moulton Niguel Water District (MNWD or District) engaged Robert D. Niehaus, Inc. (RDN) to perform a peer review
of the District’s Long Range Financial Plan (LRFP) and Cost-of-Service (COS) analysis for its Potable Water, Recycled
Water, and Wastewater Systems and assist the District in preparing a detailed report on the support for adjusting
rates to reflect the cost of providing service to each of the District’s customer classes. This Potable Water, Recycled
Water, and Wastewater Cost of Service, and Rate Design Report (Report) presents the findings of each of these
analyses, culminating in a recommendation for a four-year rate schedule for each customer class of the District’s

three systems.

The District calculated and RDN reviewed the proposed rates in a manner consistent with industry practice for
water and wastewater ratemaking, as described by the American Water Works Association (AWWA) and the
Water Environment Federation (WEF). In addition to establishing rates consistent with industry best practices, the
District and RDN reviewed the proposed water and wastewater rates to ensure compliance with COS principals
and all State of California legal requirements including Article XIlI D Section 6, Article X Section 2, and the California
Water Code. The proposed rates are designed to fully recover current and future revenue requirements of the
District.

General Overview of Methodology

This project followed three major phases:

1. Long Range Financial Plan (LRFP): The LRFP developed detailed projections of revenue requirements

through FY 2030-31 for each of the District’s individual systems (potable water, recycled water, and
wastewater). Based on the revenue requirements method for allocating costs, this analysis incorporates
the latest forecasts of water demands, operations and maintenance costs, capital expenditures, debt
service, recycled water conversions, and conservation trends available into the District’s financial planning
model in order to determine the adequacy of the District’s existing rates to continue recovering the cost
of providing service. A key outcome of this analysis is recommendations for rate revenue adjustments and
capital financing for both the General Fund and the Water Efficiency (WE) Fund. The District’s General
Fund accounts for the programs and activities related to providing service for the efficient use of its
potable and recycled water systems and the management of its wastewater collection and treatment
systems. The separately maintained WE Fund was established to separately account for costs associated
with reducing or offsetting the water supply reliability impacts attributable to inefficient water use. This
Report relies on results and assumptions developed in detail in the District’s Long Range Financial Plan
report, attached as APPENDIX A.
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2. Cost of Service (COS): The system-specific revenue requirements identified in the LRFP are allocated

among each system’s customer classes in a multi-step process. For the selected test year! (FY 2021-22),
General Fund revenue requirements were broken down into functions such as pumping, supply, storage,
transmission, fire protection, collections, customer service, billing, and general administration, among
others. The District also allocates costs attributable to inefficient usage to functions within the WE fund,
which includes rebate program administration, customer service, water reliability investments, efficiency
device rebates, and turf removal rebates. The functionalized revenue requirements of the Potable Water
and Recycled Water Systems were classified according to their peak and base characteristics as well as
their relationship to general administration of the District, customer service, and fire protection
requirements. RDN performed a detailed review of Potable and Recycled Water System operations and
customer usage data, peak demand relative to average demand, customer growth, customer service and
accounting requirements, and equivalent meter size for fire protection requirements that rely on the
District for water service. For the Wastewater System, costs were allocated to functional cost categories,
including: collection system, advanced treatment, customer service and billing, and fats, oils, and grease
(FOG). The functionalized costs for the system were then allocated to various cost components such as
flow, biological oxygen demand (BOD), and total suspended solids (TSS) and discharge strength to
recognize the different levels of demand that each customer class places on the wastewater system based
on their respective flow and waste characteristics. For all of the District’s systems, the final step of the
COS analysis is to allocate the functionalized and classified costs to each customer class commensurate
with their relative system demands to ensure that the subsequently developed rates reflect the actual

cost of service.

3. Rate Design: After the revenue requirements identified in the LRFP were functionalized and
proportionally allocated across each of the customer classes as part of the COS analysis, the existing rate
structure was evaluated to determine its ability to continue equitably recovering revenue requirements
and mitigate potential financial or other operating risks. The goal of the Rate Design step is to determine
the rate structure most appropriate for recovering rate revenues from each of the customer classes in a
manner consistent with the COS analysis. Rates are also designed to achieve the District’s financial and
strategic goals and objectives while mitigating impacts to customers. It is in this step that the District’s
non-rate revenues (in particular, income from property leases and property tax receipts) are utilized to
create a cost incentive for customers to use water efficiently as well as maintain rates for recycled water

below potable water rates.

For the purposes of this study, the computed numbers are rounded to the nearest decimal points, and sums of

these numbers may therefore not add up to totals.

L AWWA M1 Manual: test year may represent a specific 12-month period or an annualization of a rate-design period. For
this report, it is Fiscal Year (FY) 2021-2022.
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Financial Plan - General Fund

This Report evaluate revenue requirements for two primary cost types: the General Fund and the Water Efficiency
Fund. The General Fund accounts for operation and maintenance of the Potable and Recycled Water Systems,
management of the Wastewater System, and planning and executing capital improvement projects for the three
Systems. The Water Efficiency Fund is used for purposes related to water efficiency, conservation goals and
policies, and water reliability projects. Prior to performing the COS analysis, District staff created an updated LRFP
Report, attached to this Report as APPENDIX A, which forecasts the District’s operating budget and capital
improvement program in order to determine the financial impact of future operating and capital needs and
develop appropriate strategies to address those needs. For the required analysis, the District developed a long-
range financial planning model which integrates financial and operational data such as revenue from rates, non-
operating revenues such as property tax and investment income, water purchases, utility costs, salaries and
benefits, other miscellaneous operating revenues and expenses, rate-funded capital expenditures (PAYGO), long-
term investments, and debt service payments. All revenues and expenses are projected over a 10-year planning
horizon: FY 2021-22 through FY 2030-31. This detailed information is linked to a summarized pro-forma income
statement and balance sheet to enable the District to review the impact of ongoing and future changes to
operating cash, assets, liabilities, and fund balances. The long-range financial planning model also monitors
potential impacts to any of the District’s key financial ratios whenever major policy decisions are considered.
Finally, the proposed financial plan is aligned with the District’s financial policies through the 10-year horizon with
respect to its debt service coverage ratio (DSCR)? and reserve policies.

The model uses the most recent audited financial information, Board-adopted FY 2021-22 operating and capital
budgets and financial policies for the study period. Cost inflation assumptions were applied to specific expenditure
categories, including assumptions related to the future cost of water supply. The District’s revenue requirements
were organized into four components: O&M costs, capital costs (cash and debt service), reserve targets, and DSCR
target. After reviewing the long-term forecasts of the District’s revenue requirements, three particular factors
were identified as the primary drivers for future cost increases to the District: reinvestment in infrastructure to
maintain or enhance existing levels of service and system reliability, investments in wastewater treatment and
collections facilities to increase reliability and maintain compliance with environmental and regulatory standards,

and forecasted cost increases for wholesale water purchases and wastewater treatment.

Without the proposed rate revenue adjustments and bond issuances, General Fund ending cash balance will fall
below required reserves by FY 2022-23 and become negative by FY 2024-25. The District’s DSCR is similarly
affected: without the proposed rate revenue adjustments and bond issuances the DSCR falls below the adopted
1.75 target by FY 2026-27 and below bond covenant requirements of 1.25 by FY 2028-29. Though not considered
as part of this analysis, the District could elect to avoid negative fund balances by significantly reducing capital
expenditures and maintain its DSCR by significantly reducing operating expenditures. Likely negative impacts to

existing service levels should be carefully evaluated prior to considering such a cost-cutting driven plan.

2 Debt Service Coverage Ratio (DSCR) is a measure of the cash flow available to pay current debt obligations.
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Figure ES-1 provides a forecast of the District’s General Fund total expenditure and revenue projections and
respective ending cash balances without any rate revenue adjustments or supplemental financing over the next

10 years.

Figure ES-1. General Fund Total Expenditure, Revenue Projections, and Change in Ending Balance
without Rate Revenue Adjustment or Supplemental Financing for FY 2021-22 - FY 2030-31
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Note: the expense bar includes all CIPs scheduled for the planning period under the assumption in which no financing is available.

This Report confirms the recommendations detailed in the LRFP Report which identified a financial strategy that
minimizes annual rate impacts by utilizing a combination of planned spenddown of available unrestricted cash
balances and leveraging its strong credit ratings and available debt capacity to smooth out the immediate costs of

long-lasting capital improvement projects.

This Report also confirms the recommended 4-year schedule of rate revenue adjustments for each of the District’s
systems. In order to meet current and projected General Fund revenue requirements, the proposed financial plan
recommends rate revenue adjustments of 3.0 percent annually for the Potable and Recycled Water Systems and
5.5 percent annually for the Wastewater System, which in the aggregate represent an overall rate revenue

increase of 4.0 percent annual increase.
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The recommended General Fund rate revenue adjustments are consistent with levels first forecast during the
District’s 2015 COS Study and reaffirmed as part of the rate plan that was developed during the 2017 LRFP Report
and COS Study, as summarized in Figure ES-2.

Figure ES-2. General Fund Recommended Rate Revenue Adjustments for FY 2021-22 - FY 2024-25
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As noted above, the recommended financial plan funds both near-term and future capital expenditures by
continuing the planned spenddown of available unrestricted cash balances and leveraging the District’s strong
credit rating and debt capacity to facilitate capital market financings. The District plans to spend down available
cash balances as appropriate while maintaining reserve levels consistent with targets identified in the District’s
adopted Reserve Policy. Figure ES-3 provides a 10-year forecast of the District’s General Fund reserve balance and
available unrestricted cash balance under the recommended financial strategy.

Figure ES-3. General Fund Reserve Balance and Available Cash Balance, FY 2021-22 - FY 2030-31
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Financial Plan - Water Efficiency (WE) Fund

As was done for the General Fund, an updated LRFP was developed for the WE Fund in which a 10-year forecast
of operating and capital costs was created in order to understand the financial implications of the District’s water
efficiency programs and objectives. A detailed discussion of the WE Fund’s financial plan can be found in APPENDIX
A. Though similar methods were used to develop both plans, the underlying rationale for the WE Fund plan differs
from that of the General Fund plan in that the WE Fund plan separately accounts for both the immediate costs

and potential long-term supply and reliability impacts attributable specifically to inefficient water use.

Each month, District customers receive a calculated water budget sufficient to efficiently meet the water needs
of their property. Customers who use water in excess of their calculated water budgets place greater demands on
the District’s Potable Water and Recycled Water Systems and supplies. Those customers who use more than their
allocated water budgets are therefore subject to higher water rates to offset the costs they create. The District
ensures increased rates within each tier correspond to increasing marginal supply costs, and incremental revenues
collected from higher tiers are used to fund alternative water supply planning and development, rebates, water
conservation, and demand management, which leads to an increase in the efficient use of water and offsets the

impacts of inefficient water use.

In 2018, the State of California enacted Senate Bill (SB) 606 and Assembly Bill (AB) 1668 to improve long-term
water efficiency. These two bills require urban water suppliers to report their water use monthly and set an
agency-wide water use target based on efficient indoor and outdoor water use standards. The District is well
prepared to meet the target as its Water Budget Based Rate Structure (WBBRS) aligns with the methodology used
to calculate the targets. However, the parameters used in the budget calculation may be tightened in the future
by the State as an additional measure to conserve water. The District must maintain the existing level of water
use or it may need to find additional water savings. The WE Fund reflects the active role the District takes in

administering its water efficiency and rebate programs to proactively prepare for these future changes.

In addition to the costs associated with the ongoing management of the District’s WE and conservation programs,
capital costs associated with recycled water optimization projects have been allocated to the WE Fund to reflect
the increased supply reliability that recycled water provides by offsetting outdoor water demands that would
otherwise be met with potable water. This approach also captures the overall collective benefit provided by the
efficient use of water from any source: efficient potable water use reduces demand on potable supplies while
efficient recycled water use further extends existing recycled supplies. To support the rationale that all water
supplies should be used efficiently, the efficiency and rebate program costs allocated to each tier are spread over

the total volume of water associated with that tier.
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Based on the revenue requirements and anticipated spenddown rate of WE Fund balances, District staff is
proposing a one-time adjustment to its WE charges as part of the recommended four-year rate revenue
adjustments, specifically, an increase of $0.83 per average billing unit in additional rate revenues. This strategy is
sufficient to avoid a negative fund balance in any one year of the financial planning period and will draw the fund

down over the 10-year planning horizon as shown in Figure ES-4.

Figure ES-4. WE Fund Available Cash Balance for FY 2021-22 - FY 2030-31
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Cost-of-Service (COS) Analysis

The District’s Potable Water System provides service to several customer classes, specifically: Single-family
Residential (individually metered residential households), Multi-family Residential (master-metered residential
housing), Commercial (local businesses of varying size that may be either individually or master-metered, of which
a small minority receives potable water for outdoor irrigation), Potable Irrigation (accounts associated with one
or more meters dedicated exclusively for providing potable water to meet irrigation demands), and Fire
Protection (accounts associated with a private property for which dedicated fire suppression infrastructure has
been installed and included in both prior and future fire-flow capacity design considerations). The Recycled Water
System serves, almost exclusively, Recycled Irrigation (accounts associated with one or more meters dedicated
exclusively for providing recycled water to meet irrigation demands).

Though not subject to the provisions of California, Article XIll D, Section 6 (Proposition 218) because they are not
imposed for a service related to the ownership of property due to their transitive nature, Construction meters,
which temporarily connect to hydrants, are subject to California Constitution Article XllI C, Section 1(e)
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(Proposition 26) and are accounted for in the COS analysis to ensure a comprehensive cost nexus. These meters

provide recycled and potable water to contractors, developers, or other construction-oriented customers who

require a relatively large volume of water over a relatively short period of time and on an infrequent basis. To

meet their needs, these customers acquire a temporary service connection from the District and are then charged

the General Fund volumetric rate of their respective supply source based on the total volume delivered, as well

as a monthly service meter fee, prorated over the period the temporary meter was in use.

The total rate revenue requirements shown in Table ES-1 below are determined by combining the O&M and

capital costs, then subtracting the credits for non-rate revenues for each respective class. The values in the last

column of the table are the rate revenue requirements by customer class. Note that the revenue requirements

shown in Table ES-1 include both General Fund and WE Fund costs. Detailed discussion of the rate revenue

requirements for the General and Water Efficiency Funds shown in Table ES-1 can be found in Sections 3.1, 3.2,

and 3.4.

Table ES-1. FY 2021-22 Potable Water and Recycled Water Rate Revenue Requirement by Customer Class

a b C d e=a+b+c+d f g=e+f
Total O&M Total Capital Non-Rate Total Rate Reallocation
Ad Valorem Rate Revenue
Revenue Revenue Revenue Revenue of Public Fire .
) ) ) Property Tax ) ) Requirements
Requirements Requirements Credit Requirements Protection

Single-family Residential $33,266,073 $13,278,359 ($2,240,191)  ($20,861,115) $23,443,127 $31,369 $23,474,496
Multi-family Residential $4,806,194 $1,727,665 ($325,559) (52,893,683) $3,314,616 $7,331 $3,321,947
Commercial $4,480,361 $1,739,761 ($383,132) ($2,975,632) $2,861,358 $5,388 $2,866,746
Potable Irrigation $7,180,590 $3,138,633 ($478,058) ($3,955,875) $5,885,290 $3,976 $5,889,266
Construction Meter $7,501,450 $755,405 ($720,584) (5935,939) $6,600,332 S0 $6,600,332
Recycled Irrigation $34,516 $16,355 S0 (519,646) $70,518 $82 $70,600
Private Fire Protection $921,558 $170,958 S0 S0 $1,092,516 $951,752 $2,044,268
Public Fire Protection $429,092 $570,806 S0 S0 $999,898 ($999,898) S0
Total $58,619,835 $21,397,942  ($4,147,525)  ($31,641,890) $44,267,654 ($0) $44,267,654

The differences in relative cost allocations between the current and proposed rate structures range from a 0.5

percent increase in Private Fire Protection share of total costs to a 0.2 percent decrease in Single-family Residential

and Recycled Irrigation share of total costs based on the updated analysis of customer consumption patterns and

demands placed on the systems.
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Table ES-2 summarizes the adjustment of cost responsibilities among potable and recycled water customer classes

recommended by the COS analysis.

Table ES-2. FY 2021 Potable and Recycled Water System Current vs. Proposed Cost Allocations by Customer Class

a b c d e=c-a f=d-b
Revenues Cost Revenues under Cost
T T Cost %
Customer Class under Current Distribution Proposed Rate Distribution . .
Difference Difference
Rate Structure (%) Structure* (%)
Single-family Residential $22,381,261 53.3% $23,493,346 53.1% $1,112,085 -0.2%
Multi-family Residential $3,208,494 7.6% $3,324,152 7.5% $115,658 -0.1%
Commercial $2,773,108 6.6% $2,869,887 6.5% $96,779 -0.1%
Potable Irrigation $5,577,652 13.3% $5,894,134 13.3% $316,482 0.0%
Recycled Irrigation $6,293,323 15.0% $6,615,424 15.0% $308,902 -0.1%
Fire Protection $1,735,663 4.1% $2,044,268 4.6% $308,604 0.5%
Total $41,969,501 100.0% $44,228,012 100.0% $2,258,511

*Note: The proposed revenues shown in Table ES-2 differ slightly from those shown in Table ES-1 as a result of rounding in the cost of service process.

The methodology for allocating wastewater service costs is different from the COS methodology for water and
recycled water due to the fundamental difference in cost drivers. Customer characteristics for the Wastewater
System are measured in terms of estimated wastewater flows and sewage loadings. Sewage loadings are a
measure of strength or concentration of the wastewater being discharged to the system. In addition to flow and
strength, other cost drivers include bill processing, customer service, and other administrative services which are
primarily driven by the number of customers connected to the collection system. The District’'s Wastewater
System provides service to several customer classes, specifically: Single-family Residential (individually metered
residential households), Multi-family Residential (master-metered residential housing), and Commercial (local
businesses of varying size that may be either individually or master metered). Within the commercial customer
class there are four subclasses of customers, based on the type of commercial activity and the strength of the

wastewater that they discharge into the wastewater system.
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The total rate revenue requirements are determined by combining O&M and capital costs, then subtracting the
credits for non-rate revenues for each respective class. The total rate revenue requirements in the table below

were used when calculating the wastewater rates (Table ES-3).

Table ES-3. Wastewater Rate Revenue Requirements by Customer Class

a b c d e=a+b+c+d f
Total O&M Total Capital Non-rate Total Rate Cost
Revenue Revenue Revenue Property Tax Revenue
Allocation (%)
Requirements  Requirements Credit Requirements

Single-family Residential $15,578,440 $4,379,043 $(649,181) S0 $19,308,303 69.6%
Multi-family Residential $3,516,061 $1,075,154 $(214,783) $0 $4,376,432 15.8%
Commercial 1 $1,110,126 $353,593 $(72,489) S0 $1,391,230 5.0%
Commercial 2 $993,126 $299,634 $(92,357) S0 $1,200,403 4.3%
Commercial 3 $823,446 $184,998 $(32,217) $0 $976,228 3.5%
Commercial 4 $416,933 $86,048 $(12,887) $0 $490,095 1.8%
Total $22,438,132 $6,378,471 ($1,073,914) S0 $27,742,689 100.0%

As seen below in Table ES-4, the results of the COS analysis indicate that the differences in cost allocations
between the current and proposed rate structures for the Wastewater System are minor ranging from a 1.0
percent increase in the Single-family Residential customers’ cost allocation to a -0.3 percent decrease for the
Commercial 1, Commercial 2, and Commercial 3 customers’ allocation reflecting the relative changes in demands

placed on the Wastewater System since the 2017 cost of service study.

Table ES-4. Wastewater System Current vs. Proposed Cost Allocation by Customer Class

a b c d e=c-a f=d-b
Revenues Cost Revenues under Cost
o —_ Cost %
Customer Class under Current Distribution Proposed Rate Distribution . .
Difference Difference
Rate Structure (%) Structure (%)
Single-family Residential $18,030,168 68.6% $19,308,303 69.6% $1,278,135 1.0%
Multi-family Residential $4,174,554 15.9% $4,376,432 15.8% $201,878 -0.1%
Commercial 1 $1,390,371 5.3% $1,391,230 5.0% $859 -0.3%
Commercial 2 $1,228,542 4.7% $1,200,403 4.3% ($28,139) -0.3%
Commercial 3 $992,164 3.8% $976,227 3.5% ($15,937) -0.3%
Commercial 4 $480,590 1.8% $490,095 1.8% $9,505 -0.1%
Total $26,296,389 100.0% $27,742,690 100.0% $1,446,301
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Rate Recommendations

The District’s rate schedule was designed to fully and proportionately recover rate revenue requirements
consistent with the results of the COS analyses. The District’s recommended rate schedule should support and
optimize its objectives: compliance with all legal and regulatory standards, encourage efficient water use,
minimize adverse impacts to customers, and employ a reasonable and prudent means to assure revenue stability
for the District. The recommended rate schedule should serve as an information tool in communicating these
objectives to customers. This Report recommends retaining the same basic rate structure for water, recycled

water, and wastewater rates and charges with the following modifications:

1) Annual General Fund rate revenue increases of 3.0 percent, 3.0 percent, and 5.5 percent for the Potable
Water, Recycled Water, and Wastewater Systems, respectively. These adjustments are necessary to
ensure the amount of revenue collected maintains the District’s DSCR and reserve balance target while
meeting the District’s operational requirements, provide appropriate investments in infrastructure, and
address rising inflation.

2) Use of unrestricted non-rate revenues to continue providing a cost incentive for recycled water use by
maintaining recycled water volumetric rates below rates for potable water. This Report endorses the
District's plan to allocate 97.0 percent of property tax revenue to potable water rates and the remaining
3.0 percent will be applied to offset recycled water rates. This allocation acknowledges the continued
District-wide benefit provided by an affordable recycled water supply and the costs incurred by customers
who have converted to recycled water, as well as incentivizing further adoption of recycled water. When
combined with other non-rate revenues, the allocated property tax revenues offset more than 20 percent
of the recycled water system’s rate revenue requirements.

3) One-time increase of $0.83 per average billing unit in FY 2021-22 to the WE Fund share of the rates for
out-of-budget usage. This rate increase is required for the District to recover planned increases in rebate
funding and water conservations program participation and fund recycled water system expansions that
increase water supply and reliability, which are particularly important in light of the current drought,

while maintaining a positive WE Fund balance during the study horizon.

Recommended Water & Recycled Water Rates

The District’s fiscal year starts on July 1°t and ends on June 30™; however, implementation of new rates will be
scheduled on February 1, 2022 and January 1%t of each subsequent calendar year (CY) through the CY commencing
January 1, 2025. The proposed potable water and recycled water rate schedules for CY 2022 — CY 2025 are
summarized in Section 4.0. The recommended CY 2022 rate schedules for Water and Recycled Water are
summarized in the table below in comparison with the current rates. The recommended rate schedules were
designed to meet the COS results by customer class of each system. The rates were designed such that anticipated
revenues were calculated to meet each customer class’s revenue requirement based on current and projected

water use patterns.
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Table ES-5 and Table ES-6 present a comparison of the existing and recommended water service charges by meter

sizes and customer classes, and water usage rates by tier and customer classes respectively.

Table ES-5. Recommended Monthly Water Service Charges for Potable and Recycled Water Customers
($/Meter Size in Inches)

Single-family Multi-family

. . . . Commercial Potable Irrigation Recycled Irrigation
Residential Residential

Current Proposed ‘ Current Proposed Current Proposed Current Proposed Current Proposed

$10.26 $10.04 $3.71 $3.64 $15.72 $15.58 $15.72 $15.58
3/4" $9.77 $9.64 $10.26 $10.04 $3.71 $3.64 $15.72 $15.58 $15.72 $15.58

1” $9.77 $9.64 $10.26 $10.04 $3.71 $3.64 $15.72 $15.58 $15.72 $15.58

1%” $32.56 $32.13 $22.45 $21.51 $12.36 $12.15 $52.41 $51.93 $52.41 $51.93

2 $52.10 $51.42 $32.90 $31.34 $19.77 $19.44 $83.86 $83.09 $83.86 $83.09

3 $113.98  $112.49 $66.00 $62.47 $43.25 $42.52 | $183.45  $181.79 | $183.45  $181.79

4 $19539  $192.83 | $109.55  $103.42 $74.14 $72.89 | $314.48  $311.62 | $31448  $311.62

6 $407.06  $401.72 | $222.78  $209.91 | $154.46  $151.86 | $655.16  $649.22 | $655.16  $649.22

8" $586.16  $578.48 | $31859  $300.01 | $222.42  $218.68 | $943.43  $934.87 | $943.43  $934.87

10” $94436  $932.00 | $510.22  $480.22 | $358.35  $352.32 | $1,519.98 $1,506.19 | $1,519.98 $1,506.19

Table ES-6. Recommended Water Usage Rates for Potable and Recycled Water Customers ($/hcf)

Single-family Multi-family . .. .
. . . . Commercial Potable Irrigation Recycled Irrigation
Residential LEHGEE]
Current Proposed ‘ Current Proposed Current Proposed Current Proposed Current Proposed

$2.42 $1.63

$3.59 $3.05
$5.39 $4.85
$9.86 $9.32

The District also has a monthly service charge for Private Fire Protection based on connection size. These charges

are reflected below in Table ES-7.

Table ES-7. Current vs. Proposed Monthly Charges for Private Fire Protection

$/connection Meter $/connection

Size Current Proposed ‘ Size Current Proposed
$5.44 $54.75 $63.48

2” $25.02 $29.01
2% $39.88 $46.24

$453.59 $525.93

3/4" $4.69 $5.44 | $93.85 $108.81
1” $4.69 $5.44 | $195.51 $226.69
1%” $15.64 $18.13 | $281.54 $326.44
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The Wastewater System is comprised of Single-family Residential, Multi-family Residential, and Commercial

customers. Commercial customers are assigned to one of the four classes described below based on business

activity, and the rates for each of the Commercial customer classes are based on strength assumptions for their

type of business. Using the results of the COS analysis, the District recommends the following wastewater rate

schedule based on meter and household size (Table ES-8).

Table ES-8. Wastewater Variable Charges and Meter Charges ($/Meter Size in Inches) -
Current vs. Proposed by Customer Class

Residential
‘ Current

‘ Single-family

Variable Rates

Proposed ‘ Current

Multi-family
Residential
Proposed

($/Person in $5.06 $5.08 $5.06 $5.08
Household)
‘ Single-family Multi-family
Meter Size Residential Residential
\ Current  Proposed \ Current  Proposed
5/8” $16.86 $19.05 $19.89 $21.82
3/4" $16.86 $19.05 $19.89 $21.82
1” $16.86 $19.05 $19.89 $21.82
1%” $16.86 $19.05 $60.33 $65.84
2 $16.86 $19.05 $95.00 $103.58
3” $16.86 $19.05 $204.81 $223.11
4” $16.86 $19.05 $349.27 $380.35
6” $16.86 $19.05 $724.88 $789.20
8” $16.86 $19.05 | $1,042.70 $1,135.15
10” $16.86 $19.05 | $1,678.35 $1,827.05

Commercial 2

Commercial 1

Commercial 3

Commercial 4

Current Proposed Current Proposed Current Proposed
5/8” $24.47 $24.79 $58.62 $57.64 $126.64 $124.93
3/4" $24.47 $24.79 $58.62 $57.64 $126.64 $124.93
1” $24.47 $24.79 $58.62 $57.64 $126.64 $124.93
1%” $75.62 $75.75 $189.42 $185.22 $416.15 $409.51
2" $119.46 $119.43 $301.55 $294.60 $664.33 $653.47
3” $258.31 $257.77 $656.68 $640.98  $1,450.33 $1,426.09
4”7 $440.98 $439.77 = $1,123.88 $1,096.69 $2,484.39 $2,442.54
6" $915.96 $912.99  $2,338.67 $2,281.58 = $5,173.08 $5,085.47
8” $1,317.85 $1,313.40 $3,366.53 $3,284.15 $7,448.06 $7,321.72
10” $2,121.66 $2,114.24  $5,422.32 $5,289.35 = $11,998.13 $11,794.34

Current
$138.53

$138.53
$138.53
$455.78
$727.74
$1,589.06
$2,722.20
$5,668.52
$8,161.49
$13,147.55

Proposed
$141.52

$141.52
$141.52
$464.81
$741.96
$1,619.68
$2,774.41
$5,776.86
$8,317.32
$13,398.37
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Conclusion

This Report confirms the COS analysis and proposed rate structures were developed by the District using
methodologies aligned with industry-standard practices for rate setting as summarized by the AWWA and WEF
and all applicable laws, including California Water Code Section 372 et seq., Article XIIl D Section 6 and Article X,

Section 2 of the California Constitution.

The District’'s WBBRS has proven to be an effective demand management tool, allowing the District to equitably
achieve reliability objectives while promoting efficient water use. The tiered rate structure creates a strong price
signal to customers who have exceeded their budgets, and the share of rate revenues collected for out-of-budget
usage are reinvested in programs and rebates to help those same customers stay within budget and develop
additional water resources. Rates within each tier are established to recover marginal costs associated with

increased water use and do not exceed the proportional cost of service within each tier.

The recent State regulations AB 1668 and SB 606, guidelines for efficient water use, closely mirror WBBRS. The
District has over 10 years of experience with the rate structure and has proved that WBBRS is superior to watering
restrictions for reducing water demand. The District was one of two agencies in the State to receive approval of
an Alternate Plan for Demand Reductions during the last drought. This approach permits the District to achieve
the stated goals of the LRFP while maintaining customers’ ability to decide how best to use water in their
household. Additionally, the District’'s WBBRS was recognized by the State Water Resources Control Board as a
best practice for California water agencies. The District’'s WBBRS and accompanying conservation and rebate
programs have helped the District reduce its potable water purchases by over 30 percent since its peak use in
2007. We believe that WBBRS will continue to be an important demand management tool for the District as it
continues to monitor water use behaviors and manage the State’s limited water resources while still complying

with the mandates of the California Constitution governing property-related fees.
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1. INTRODUCTION

Moulton Niguel Water District (District or MNWD), with technical support from Robert D. Niehaus, Inc. (RDN), has
prepared this Long Range Financial Plan, Cost of Service, and Rate Design Report (Report) for the District’s Potable
Water, Recycled Water, and Wastewater Systems. MNWD planning staff developed recommendations for rates and
charges while RDN conducted an extensive review to ensure that recommended rates and charges reflect the
proportional costs of providing service to specific classes of customers. If approved at the January 2022 public hearing,

the recommended rates would take effect on February 1, 2022.

The District operates three utility services: (1) potable water distribution (Potable Water System), (2) recycled water
distribution (Recycled Water System), and (3) wastewater collection and treatment (Wastewater System), collectively
the “Systems.” This Report presents the three components of an effective financial and service-pricing plan—the long-
range financial plan, the cost of service analysis, and the rate design—culminating in a recommendation for four-year
rate schedules for each of the District’s three systems.

1.1. System Overview

MNWD was formed in 1960 under the provisions of the California Water District Law, Division 13, of the Water Code
of the State of California, commencing with Section 34000. In 1964, the District began operation and management of
wastewater services previously provided by the County of Orange. MNWD expanded to provide recycled water for
irrigation in 1974. Today, MNWD provides water, recycled water, and wastewater service to over 170,000 people
within a 37-square-mile service area in South Orange County. Cities within the service area are Aliso Viejo, Laguna
Niguel, Laguna Hills, and Mission Viejo, as well as portions of the Cities of Dana Point and San Juan Capistrano. The
District’s potable water supply is provided by Metropolitan Water District of Southern California (MWDSC) from two
principal sources — the Colorado River via the Colorado Aqueduct and the Feather River Watershed/Lake Oroville in
Northern California through the State Water Project (SWP) and delivered to the District by the Municipal Water District
of Orange County (MWDOC). Through MWDOC the District purchases both treated water from the Diemer Water
Treatment Plant (Diemer WTP) and untreated water which is then treated at the Baker Water Treatment Plant (Baker
WTP).

The District has decreased its potable water purchases in the last fifteen years from 36,679 acre-feet per year (AFY) in
2007 to 25,143 AFY in 2021, a reduction of over 31 percent. This has been accomplished by the District’s portfolio of
water-use efficiency programs, most notably its Water Budget Rate Structure (WBBRS), recycled water system

expansion, and extensive rebate programs.
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This dramatic decrease occurred concurrently with a population increase of 9.1 percent since 2007 (Figure 1-1). In FY
2020-21 the District supplied 22,965 AF of treated drinking water and 6,221 AF of recycled water to its customers. The
long-term impacts of the COVID-19 Virus and recent low rainfall years remain to be seen; however, the District
continues to review various alternative local water supply sources to identify additional opportunities to increase local

water reliability as well as implement demand management strategies and outreach programs to reduce water usage.

Figure 1-1. Historical Potable Water Purchases, Recycled Water Production, and Service Area Population,
FY 2000-01 — FY 2020-21
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1.1.1. Potable Water System

The District operates and maintains over 650 miles of potable water distribution pipelines and has 28 reservoirs on 18
sites located at the top of 7 pressure zones, for a total storage capacity of approximately 70.0 million gallons (mg). The
District also owns capacity rights in several adjoining water agencies’ reservoirs and pipelines, such as El Toro Water
District R-6 Reservoir, the Santa Margarita Water District Upper Chiquita Reservoir, the Joint Transmission Main (a
joint powers agreement between the District and other water agencies), Eastern Transmission Main (jointly owned by
the District and the City of San Juan Capistrano), and the Irvine Ranch Water District Interconnection. Elevation within
the District ranges from 230 to 904 feet above sea level. The District has 24 pump stations to lift water from the lower
pressure zones to the higher-pressure zones. The Potable Water System currently distributes water to 53,676
customer meters, 50,919 of which also receive wastewater service. Average daily potable water demand during
calendar year 2020 was 20.2 million gallons per day (mgd). The District maintains approximately 7,300 public hydrants
along with 16 pressure reducing stations and flow control facilities. Figure 1-2 maps the service area, main takeout
structures, pump stations, and reservoirs for the Potable Water System.

Figure 1-2. MNWD Potable Water System
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1.1.2. Recycled Water System

It is the policy of the District to promote the use of recycled water to provide for the conservation and reuse of all
water resources, and to utilize this resource for any approved purpose to the maximum extent possible under the laws
of the State of California. This practice reduces the demand for potable water and thereby enables the District to
minimize the need to import water from other regions. In 1974, the District became one of the first water purveyors
in Orange County to deliver recycled water for irrigation use. In 2020, MNWD supplied an average of 19.1 AF per day
(AFD) of recycled water to 1,394 meters, and currently has a tertiary recycled water treatment capacity of 35 AFD. The
District has two Advanced Wastewater Treatment (AWT) facilities providing expansive recycled water service for
landscaping. The District has constructed approximately 150 miles of recycled water distribution pipelines with five
pre-stressed concrete and six steel storage reservoirs to service the recycled water system. In addition, the District
owns 1,000 AF of capacity rights in the Upper Oso recycled water reservoir, which is operated by Santa Margarita
Water District. The District operates 10 recycled-water pump stations. MNWD completed a Recycled Water Master
Plan to evaluate additional recycled water supply sources and available opportunities to expand its system. Figure 1-3
maps the Recycled Water System’s service area, recycled water reservoirs, and recycled waterlines including

distribution and transmission mains.

Figure 1-3. MNWD Recycled Water System
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1.1.3. Wastewater System

MNWD maintains approximately 500 miles of wastewater pipelines. The District’s Wastewater System includes 17 lift
stations that pump wastewater over the ridge lines to the various treatment plants for disposal or recycling. The
District is a member agency of the South Orange County Wastewater Authority (SOCWA), a joint powers authority
(JPA) composed of ten governmental agencies, which operates three regional treatment plants and two ocean outfalls.
SOCWA's budget includes the costs of wastewater treatment and costs allocated by capacity ownership for capital
improvements, repairs and replacements necessary to operate within legal compliance requirements and accepted
industry standards. Based on SOCWA'’s FY 2021-22 Total Operating Budget Document, MNWD’s projected share of
wastewater disposal and treatment costs are approximately $9.5 million, representing 41.8 percent of SOCWA’s total
operations and maintenance (O&M) costs. In addition, District staff has included SOCWA related capital cost
projections of approximately $4.2 million based on cost projections provided by SOCWA for capital expenses for the
same projected fiscal year. The District also owns and operates a fourth advanced wastewater treatment plant, Plant
3A, representing $3.3 million of capital revenue requirements for FY 2021-22. The wastewater system serves 50,919
accounts within its service area (Figure 1-4). The map also shows the wastewater system trunk lines and treatment

plants.

Figure 1-4. MNWD Wastewater System
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1.2. Project Methodology

The purpose of this analysis is to assess the District’s projected rate revenue requirements relative to its current rate
revenue recovery. As graphed in Figure 1-1 in the previous section, the District’s potable water imports and sales have
largely remained at the reduced levels experienced during the last drought with increases in FY 2020-21 being mostly
attributable to weather and increased Single-family Residential demands resulting from COVID-19 related stay at
home orders. This change is reflective of water use characteristics for the District as a whole as well as among each of
the District’s customer classes. Though its existing marginal cost-based rate structure insulates the District’s financial
position from reductions in volumetric sales, these changes in water consumption patterns impact the distribution of
revenue requirements among the District’s customer classes. Recognizing the unprecedented changes in relative
customer class demands, a four-year average (FY 2017-18 through FY 2020-21) of water demands was used to allocate

system costs across customer classes.

Each System’s cost of service was allocated to each customer class utilizing a cost causative approach endorsed by the
American Water Works Association (AWWA) M1 Principles of Water Rates, Fees, and Charges, Seventh Edition and
Water Environment Federation’s (WEF) Financing and Charges for Wastewater Systems, WEF MOP 27: Manual of
Practice No. 27. The recommended rate schedules comply with all requirements of California Constitution Article Xl
D, Section 6 commonly referred to as Proposition 218. The recommended rates are designed to meet current and

future revenue needs. The analysis includes three major components:

e The Long-Range Financial Plan (LRFP) develops detailed budget projections through FY 2030-31 for each of the
District’s individual systems. This analysis incorporates the latest forecasts of water demands, operations and
maintenance costs, capital expenditures, debt service, available cash and reserve balances, recycled water
conversions, and conservation trends available in the District’s financial planning model. The General Fund rate
revenues are computed based on an overall 4.0 percent rate increase. Non-rate revenues, which include property
tax, investment income, and capacity fees are also forecasted for the study period.

e The Cost of Service (COS) analysis allocates the revenue requirements for a specific system, as projected in the
LRFP, among that system’s customer classes in a multi-step process. For the selected test year (FY 2021-22), the
revenue requirements were broken down into major functional categories. For example, the water service
functions include pumping, supply, storage, transmission, distribution, meters, fire protection, customer service,
billing, and general administration. The District also allocates costs to functions within the Water Efficiency (WE)
program, which include rebate program administration, customer service, water reliability investments, efficiency
device rebates, and turf removal rebates. The requirements were classified by function according to their peak
and base characteristics as well as their relationship to general administration of the District, customer service,
and fire protection needs. System capacity? is designed to serve peak needs—for example, the need of the Potable
Water System or Recycled Water System to supply potable and recycled water throughout the service area at the

time of greatest demand, or the Wastewater System’s ability to collect wastewater at all collection points when

3 System capacity is the System’s ability to supply water to all delivery points at the time demanded. Coincident peaking factors
are calculated for each customer class at the time of greatest system demand. The time of greatest demand is known as peak
demand. Both the operating costs and capital asset-related costs incurred to accommodate the peak flows are generally
allocated to each customer class based upon the class’s contribution to the peak month, day, and hour event.
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demanded. The time of greatest demand is known as “peak demand.” A COS analysis will analyze both the average
quantity of water consumed and the peak rate at which it is consumed, and the average quantity of wastewater
discharged and the peak rate at which it is discharged. The District must construct infrastructure to deliver potable
and recycled water and collect wastewater at peak times. The incremental costs associated with creating this
above average peak capacity (peaking costs) include designing (i.e. sizing), constructing, and operating and
maintaining the potable water, recycled water, and wastewater collection and treatment facilities. Because these
peaking characteristics vary by customer class—both for capital assets and operating capacity costs—the cost of
service varies from one customer class to another. The classifications in this Report were accomplished by
analyzing the characteristics of customer classes and their respective contribution to incurred costs. Specific
consideration was given to differing delivery costs, peaking factors, service characteristics, and demand patterns
for service. This included a review of such factors as system operations and usage data, peak demand relative to
average demand, number of customers, customer service and accounting requirements, equivalent meter size,
and fire protection. The FY 2021-22 test year revenue requirements were then allocated by function and
classification to each customer class to determine the cost of providing service to specific customer classes.

e Finally, the Rate Design addresses how rate revenues will be collected from each customer class in accord with its
projected COS. It is the District’s goal that the recommended rates adhere to all legal and regulatory standards
(particularly California Constitution article Xlll D, section 6) while encouraging efficient water use, minimizing
adverse impacts to customers, and assuring reasonable and prudent revenue stability for the District.

The computed numbers for the purposes of this study are rounded to the nearest decimal points, and sums of these

numbers may therefore not add up to totals.

1.3. Sources of Information Used in this Rate Study Report

Staff and RDN reviewed several District planning documents and draft reports during the course of this study. Where

applicable, these are cited within the body of this report. A summary of key sources includes, but is not limited to:

e MNWD LRFP & COS FY 2021-22 Budget update model

e Detailed line- item budget for FY 2021-22;

e LRFP Report, attached as APPENDIX A;

e 10-Year Daily Demands through June 2021;

e Rate Study Report dated November 2017 (2017 Rate Study Report);
e Comprehensive Annual Financial Report for FY 2019-20;

e Unaudited Comprehensive Annual Financial Report for FY 2020-21;
e 2020 Urban Water Management Plan (UWMP);

e Comprehensive list of District assets as of June 2021;

e Debt repayment schedules as of June 2021;

e Reserve Policies (adopted annually, most recently June 2021);

e FOG (Fats, Oils & Grease abatement) program costs and list of registered accounts;
e SOCWA audited financial statement FY 2019-20;

e SOCWA Budget FY 2021-22;

e AWWA M1 Manual; and

e MOP 27.
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1.4. Acronyms and Abbreviations

AB

AF, AFY
AWWA
BOD
cip
cop
CoSs

cYy

CPI
DSCR
FEMA
FOG

FY

GO
GPM
GPCD
hcf
JRWSS
LBS
LRFP
MG, MGD
mg/L
MOuU
MNWD
MWDSC/MET
MWDOC
O&M
R&R
RDN

SB
SOCWA
TSS
WBBRS
WEF
WE

Assembly Bill

Acre-Feet, Acre-Feet Per Year

American Water Work Association
Biological Oxygen Demand

Capital Improvement Plan

Certificates Of Participation (Debt Instrument)
Cost Of Service

Calendar Year (January 1 — December 31)
Consumer Price Index

Debt Service Coverage Ratio

Federal Emergency Management Agency
Fats, Oils, And Grease

Fiscal Year (July 1 —June 30)

General Obligation (Bond Type)

Gallons Per Minutes

Gallons Per Capita per Day

Hundred Cubic Feet (Volume)

Joint Regional Water Supply System
Pounds

Long Range Financial Plan

Million Gallons, Millions of Gallons Per Day
Milligrams Per Liter

Memorandum Of Understanding

Moulton Niguel Water District
Metropolitan Water District of Southern California
Municipal Water District of Orange County
Operation And Maintenance

Replacement And Refurbishment

Robert D. Niehaus, Inc.

Senate Bill

South Orange County Water Authority
Total Suspended Solids

Water Budget-Based Rate Structure
Water Environment Federation

Water Efficiency
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2. FINANCIAL PLAN

The District has maintained its financial position by planning and budgeting conservatively, funding adequate
unrestricted cash balances, and sustaining a strong debt service coverage ratio (DSCR - the ratio of revenues net of
expenses relative to the annual debt service payments). A major objective of the LRFP is to ensure that this strong
performance continues into the future through timely and thoughtful financial analysis and planning. The LRFP
projects the District’s future operating and capital expenditures and identifies the rate revenue requirements
necessary for the District to continue providing water, recycled water, and wastewater services over the 10-year
forecast period from FY 2021-22 through FY 2030-31. Through continued implementation of fiscally prudent policies
and proactive, but conservative financial management, the District’s financial health remains consistent with the LRFP
forecasts developed as part of the 2015 and 2017 Rate Study Reports. Refinements made to the District’s WBBRS as
part of the 2017 Rate Study Report have proven successful as the District has maintained its financial position during
the COVID-19 crisis and recent low rainfall. However, the District’s ability to continue providing essential services to
its customers is wholly dependent on its ability to meet ongoing operating costs as well as the repair and maintenance
needs of its capital infrastructure while addressing inflationary pressures and enhancing water efficiency programs to
mitigate current drought conditions and their long-term supply reliability impacts. The assumptions, conclusions, and
recommendations identified in the LRFP have been incorporated into this Report. To demonstrate what is needed to
achieve this goal, Figure 2-1 displays MNWD’s General Fund cash balances when service rates for the Potable Water,
Recycled Water, and Wastewater Systems are held at current levels and no supplemental financings (such as bond

issuances) are assumed over the next ten years.

Figure 2-1. District-wide General Fund Cash Balance Projections without Rate Revenue Adjustments and

Supplemental Financings, Compared to the District’s Target Reserve Balance, FY 2021-22 — FY 2030-31
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After careful review and analysis of each component of the District’s financial plan, overall 4.0 percent annual rate
increases (3.0 percent for Potable and Recycled Water, and 5.5 percent for Wastewater) were identified as the
necessary level of rate revenue adjustments, combined with anticipated capital market financings of approximately
S60 million in FY 2021-22 and $75 million FY 2024-25 and $83 million in FY 2027-28, to meet the rate revenue
requirements for the projected years. Figure 2-2 presents a 10-year forecast of the District’s General Fund cash
balances with the proposed rate revenue adjustments as compared to the reserve targets®. An overall 4.0 percent
annual rate increase with supplemental financing will maintain the District’s General Fund unrestricted cash balance
level above target throughout the projected period.

Figure 2-2. District-wide General Fund Cash Balance Projections with Rate Revenue Adjustments (4.0 Percent) and
Supplemental Financings, Compared to the District’s Target Cash Balances, FY 2021-22 to 2030-31
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4 Reserve targets are established by the District’s Reserve Policy which is discussed in Section 2.3.

November 2021 | Robert D. Niehaus, Inc. 11



2021 MNWD Long Range Financial Plan, Potable Water, Recycled Water, and Wastewater Cost of Service, and Rate Design Report

Figure 2-3 presents the District-wide General Fund rate revenues and DSCRs for FY 2021-22 through FY 2030-31 when
the rate revenues for all Systems remain at current levels and no supplemental financings are utilized. The District’s
policy minimum DSCR will fall below the District’s target of 1.75 by FY 2026-27 and continue to decline below the bond

covenant requirement of 1.25 by FY 2028-29 without any rate revenue adjustment.

Figure 2-3. District-wide General Fund Rate Revenues and Debt Service Coverage Ratio (DSCR) without Rate/
Supplemental Financing Adjustments, FY 2021-22 - FY 2030-31
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Figure 2-4 presents the District-wide General Fund rate revenues and DSCRs with an overall cumulative 4.0 percent
rate revenue adjustment, combined with capital market financings of approximately $60 million in FY 2021-22, $75
million in FY 2024-25, and $83 million in FY 2027-28. With these adjustments, the District’s DSCR will remain above the
District’s target rate of 1.75 throughout the projected years.

Figure 2-4. District-wide General Fund Rate Revenues and Debt Service Coverage Ratio (DSCR) with Rate Revenue
Adjustments (4.0 Percent) and Supplemental Financings, FY 2021-22 - FY 2030-31
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This Report includes revenue requirements for two primary funds: the General Fund and the Water Efficiency Fund.
The General Fund accounts for operation and maintenance of the Potable and Recycled Water Systems, management
of the Wastewater System, and planning and executing capital improvement projects for the three Systems. The Water
Efficiency Fund is used for purposes related to water efficiency, conservation goals and policies, and water reliability
projects. In this chapter, financial plan and revenue requirements are individually discussed for each system under the
funding types: the Potable Water, Recycled Water, and Wastewater System under the General Fund (Sections 2.4—
2.6), and the Potable Water and Recycled Water Systems under the Water Efficiency Fund (Section 2.7). The District’s

DSCR and reserve levels are managed at the District-wide level and discussed in Sections 2.2 and 2.3, respectively.

The District’s comprehensive LRFP model considers the costs of operations and maintenance (0&M), capital, and debt,

while also accounting for non-rate revenues, reserve targets, and financial performance metrics.
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2.1.Modeling Assumptions

The 10-Year LRFP employs assumptions to project future year revenues and expenses where budget projections are
not available. The following assumptions were reviewed by District staff and RDN as part of the development of this
Report. The test year cost-of-service analyses detailed in subsequent chapters of this Report are based on adopted FY
2021-22 budgets. This Report repeats information provided in the District’s Long Range Financial Plan report, attached
as APPENDIX A.

2.1.1. District-wide General Fund Financial Projections

The District operates as a self-sufficient enterprise that oversees the operations, maintenance, and capital
infrastructure needed to provide potable water, recycled water, and wastewater services to its customers. This
autonomy allows the District to structure its costs to reflect its approach to management, planning and commitment

to exemplary service while maintaining the lowest average bill in South Orange County.

The District’s General Fund accounts for the programs and activities related to providing service for efficient use of

the Potable and Recycled Water Systems and the management of its Wastewater System.

The District’s General Fund revenue requirements can be organized into four components: O&M costs, capital costs
(cash and debt service), reserve requirements, and debt service coverage ratio requirements. The former two

components are described below, while the latter two components are described in Sections 2.3.1 and 2.3.2.

O&M Costs - This Report uses the District’s adopted O&M budget for FY 2021-22. Operating costs beyond FY 2021-22
were calculated based on cost inflation assumptions (see Section 2.1.2) unless otherwise specified.

Capital Costs - The District maintains a long-range fiscal perspective through the use of its 10-year CIP to maintain the
reliability of the District’s Potable Water, Recycled Water, and Wastewater infrastructure. Capital spending has been
projected through FY 2030-31, although it should be noted that spending projections beyond a five-year horizon are
intended to reflect expectations of long-term revenue requirements and will be updated annually to reflect updated

capital investments.
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Figure 2-5 presents the District’s General Fund revenue requirements alongside current and projected revenues,
inclusive of recommended rate revenue adjustments for FY 2021-22 through FY 2030-31. As previously discussed, the
projected rate revenue was computed based on an overall 4.0 percent annual rate revenue adjustment to meet fully
recover revenue requirements. Water purchases are the District’s largest operating cost, representing a projected
28.3 percent of the General Fund’s total operating expenses for FY 2021-22. Wastewater treatment costs from
SOCWA, representing 9.4 percent of the District’s total operating costs, are another major revenue requirement.

Figure 2-5. General Fund Total Revenue Requirements and Total Current and Proposed Revenues,
FY 2021-22 -FY 2030-31
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2.1.3. Inflation Assumptions
The following describes the cost inflation factors that were applied to specific expenditure categories during the study
period. All inflation factors are displayed in Figure 2-6.

Figure 2-6. Ten-Year Average of Inflation Assumptions for FY 2021-22 - FY 2030-31

6.0% 5.5% 5.5% 5.5% 5.5%
5.0% 4.5% 1%
e 4.0%
Q,
4.0% 3.3%
3.0% 2.6%
1.9% 1.9% 1.8%
2.0% ’
1.0% I
0.0%
> A x, Y o
& 2 & ¢ ¢ 2 o€ \g > >
& «‘z}'s\\ efb\o 0"’& §<o o & s & & & &
09 e = o Y %‘\fz' . Y QQ,(" N hel Q&K 0(‘\6
- "
,-\'?} é\\@ QQE\\ é&c" & "b(& & \0& -\0& é\‘s\ \%\Q
<8 q,@(\ of %e‘(\ F & & Q}'SV Q}'b"' S
€ & & oR oR
\Q

e General: The general inflation assumption is based on CPI data for the Los Angeles area provided by the California

Department of Finance.

e Salaries and Benefits: The inflation assumptions for salaries and benefits are estimated based on the terms of the
District’s Memorandum of Understanding (MOU) with the District’s Employee Association for FY 2021-22 and FY
2022-23. The salaries inflation assumption for the remaining eight years reflects the average annual increases for
performance-based salary increases. The inflation assumption for benefits for the remaining forecast period is

based on a CalPERS actuarial report estimating the District’s cost responsibilities.

e Insurance: Insurance for the District is escalated using the general inflation assumption. Personnel-based
insurance is escalated with the same approach as benefits—using projections based on the District Employee
Association MOU for FY 2021-22 and FY 2022-23 and CalPERS actuarial reports and trends for the remaining years.
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Operating Costs: Electricity dominates the District’s utility expenditures and utilities use the same factor as general
inflation (based on Los Angeles-area CPI data). Over the past few years, recent electricity prices statewide and in
southern California have remained stable or grown slowly with overall inflation. Escalating utilities at the rate of
general inflation is therefore a conservative estimate for electricity. A sensitivity analysis for higher electricity rates
was performed but the general 2.6 percent was used to capture the District’s recent energy management efforts,
but rates will be closely monitored. SOCWA costs are escalated based on data provided by SOCWA and an analysis

of trends prepared by District staff.

e Water Purchase Costs: The inflation assumptions for treated and untreated water purchase costs are based on
rate projections from MWDSC’s biannual FY 2020-21 and FY 2021-22 Budget. In the LRFP (FY 2021-22 through FY
2030-31), costs for treated water are expected to increase 33.1 percent cumulatively, and costs for untreated
water are expected to increase 39.7 percent cumulatively. Table 2-1 presents the year-over-year changes in
effective wholesale rates for water delivered via the Diemer WTP and Baker WTP from FY 2021-22 through FY
2030-31 (rates shown include variable rates and fixed charges as well as debt service payments for Baker). It should
be noted that MWDSC has projected overall revenue increases between 4 and 6 percent annually through FY
2024-25, but how those overall increases will be allocated across the different charges will be determined as part
of the upcoming MWDSC rate study. At the time of publication, the MWDSC rate study is on-going and MNWD

staff will continue to monitor its development for deviations from the assumptions used in this Report.

Table 2-1. Diemer and Baker Water Inflation Assumptions for FY 2021-22 - FY 2030-31

FY2021-22  FY2022-23  FY2023-24 FY2024-25 FY2025-26 FY2026-27 FY2027-28 FY2028-29  FY2029-30 FY2030-31

Diemer Water 3.5% 4.6% 4.4% 3.8% 2.3% 2.5% 2.4% 2.8% 3.1% 3.7%
Baker Water 2.8% 6.6% 3.8% 4.2% 3.3% 3.6% 3.4% 3.8% 4.2% 4.0%

e Capital Costs: Costs for projects in the 10-year CIP are based on planning-level estimates which include
contingencies that are intended to address assumptions about future materials and labor costs. Additionally,
District staff have found that many construction projects often result in cost savings. Recognizing this, projected

capital costs are not additionally inflated above levels already assumed in the developed estimates.

2.1.4. Water Supply Assumptions

Though all of the District’s potable water deliveries are supplied by MWDSC through purchases furnished by MWDOC,
they are segregated into two categories based on the water treatment facility and its associated costs. Baker WTP (a
facility the District owns jointly with Santa Margarita Water District, El Toro Water District, Trabuco Canyon Water
District, and Irvine Ranch Water District) treats raw MWDSC water and provides approximately one-third of the
District’s treated potable water (projected to be approximately 8,908 AFY). The remaining 15,537 AFY of potable water
deliveries are treated at Diemer WTP.
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Although the District’'s demand for recycled water is expected to increase as new services are connected to the
Recycled Water System, existing recycled water customers responded to the 2011 to 2016 drought by dramatically
increasing their water efficiency, and therefore decreased their individual demands on the system. Based on
projections developed as part of the District’s 2020 Long-Range Reliability Plan and Urban Water Management Plan,
District staff anticipate that Potable Irrigation customers will increasingly convert their meters to Recycled Irrigation
meters over the next 10 years, offsetting 306 AFY in potable water demand by 2025 and 1,066 AFY through 2030.
Recognizing the increasingly efficient water use practices of the District’s recycled water customers, this study assumes
a slightly more conservative growth rate in recycled water use with only 250 AFY reached by 2025. The current recycled
water use represents approximately 21.2 percent of MNWD’s total treated/untreated water supply.

The current meter count for recycled water customers is 1,394, surpassing the count of dedicated potable irrigation
customers’ total meter count as shown in Figure 2-7.

Figure 2-7. MNWD Water Supply and Customer Meter Counts FY 2021-22 — FY 2030-31
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Table 2-2 presents a detailed breakdown of the component rates and charges of the two treated water supplies. The
projected variable rates for deliveries from the Diemer WTP are represented by the “MWD Treated Variable Rate” and
are based on projections of Treated Tier 1 water rates from MWDSC. The effective variable rates for deliveries from
the Baker WTP are calculated as the sum of the “MWD Untreated Variable Rate” and “Baker Variable Costs”, which
captures both the purchase cost of raw water at MWDSC Tier 1 rates and the variable costs of treating the purchased
raw water at the Baker WTP. The “Baker Fixed Costs” include both O&M and annual debt service payments
attributable to the Baker WTP. The wholesale supply rates charged to the District are presented in detail in the
Modeling Assumptions section of the LRFP, attached in APPENDIX A.

Table 2-2: Projected Water Supply Rates and Charges, FY 2021-22 - FY 2030-31

November 2021 | Robert D. Niehaus, Inc.

Projected Rates and Charges FY 2021-22 FY 2022-23 FY 2023-24 FY 2024-25 FY 2025-26
MWD Treatment Variable Rate (S/AF) $1,103 $1,156 $1,208 $1,257 $1,296
MWD Untreated Variable Rate (S/AF) $767 $805 $847 $881 $914
Baker Variable Costs (S/AF) $110 S112 S114 S117 $119
Baker Fixed Costs $858,979 $876,159 $893,682 $911,556 $929,787
MWD Readiness-to-Serve Charge $1,448,126 $1,448,126 $1,515,169 $1,583,420 $1,686,911
MWD Capacity Charge $457,317 $457,317 $609,756 $615,176 $623,324
MWDOC Annual Connection Charge $685,139 $702,564 $720,163 $737,929 $755,850

Projected Rates and Charges FY 2026-27 FY 2027-28 FY 2028-29 FY 2029-30 FY 2030-31
MWD Treatment Variable Rate (S/AF) $1,327 $1,360 $1,395 $1,436 $1,485
MWD Untreated Variable Rate (S/AF) $945 $978 $1,014 $1,054 $1,097
Baker Variable Costs (S/AF) $121 $126 $130 $135 $140
Baker Fixed Costs $948,383 $982,639 $1,018,133 $1,054,909 $1,093,014
MWD Readiness-to-Serve Charge $1,717,959 $1,831,799 $1,852,498 $1,852,498 $1,926,598
MWD Capacity Charge $651,842 $651,842 $651,842 $651,842 $677,916
MWDOC Annual Connection Charge $773,918 $792,417 $811,357 $830,749 $850,603
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In recent years, the District has taken several steps to reduce water loss, such as the development of a leak detection
team and improvements to its meter testing program. Though these initiatives are still relatively new, the District has
seen a decrease in water losses since 2017, with non-revenue water® totaling 2,063 AF in FY 2021-22, down from 2,946
AF in FY 2016-17. The District’s Long Range Financial Plan assumes a water loss factor of 7.53 percent for the FY 2021-
22 test year based on a typical weather year and continued expansion of the District’s meter testing program, leak

detection efforts, and other water loss reduction programs.

The District has been proactive in its planning efforts to ensure water reliability. The District developed the 2020 Long-
Range Water Reliability Plan to provide an adaptive management approach to reliability planning. This is a working
document that the District recently updated to reflect the changed water demand assumptions that have persisted
since the last drought emergency and any changes to the status of local supply projects. District staff are also
evaluating opportunities to expand recycled water and other water reliability investments, as well as considering
direct potable reuse as regulations are developed. Other local efforts such as ocean desalination and transfers are also
being closely monitored to determine the District’s and South Orange County interest in these types of alternative

water supply projects.

2.1.5. Debt Financing Assumptions

In evaluating future financing needs, this analysis made assumptions regarding initial and ongoing costs associated
with issuing debt. Table 2-3 summarizes the projected terms for debt issuance mechanisms that were considered as
part of the LRFP analysis. These were provided by District finance staff, in conjunction with the District’s Financial
Advisors, based on conservative estimates of long-term trends and expected issuance costs for highly-rated municipal
debt.

Table 2-3. Summary of Debt Financing Assumptions

Debt Mechanism Interest Rate Term (Years) Issuance Cost

Certificate of Participation (COP) 3.5% 30 $250,000

2.1.6. Existing Debt Service

As the District has developed over the past 61 years, issuing bonds has been a key strategy to expanding infrastructure
across the service area while also keeping rates and charges affordable. Currently, the District has a portfolio of three
issuances: the 2019 Certificates of Participation (2019 COPs), the 2015 Revenue Refunding Bonds, and the 2019
Revenue Refunding Bonds (2019 Refunding Bonds). Most recently, the District issued $64,570,000 of 2019 Certificates

5 Non-revenue water refers to water that enters the District’s system but is not captured as metered use due to such factors as
system breaks or failing meters. Non-revenue water as a percent of volume of Water Supplied is reported annually to the State
Water Resources Control Board as calculated using AWWA Free Water Audit Software.
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of Participation (2019 COPs). Due to favorable market conditions, the District issued at a premium and received
approximately $68 million in proceeds from the issuance which were being used to finance construction and other
project costs related to the replacement and upgrade of the District’s reservoir management system and pump
stations, lift station enhancements, pipeline improvements, and other projects that have been identified as part of

the District’s adopted Capital Improvement Program.

In addition to supporting investments in new infrastructure, staff actively work with the District’s Financial Advisor to
identify potential refunding opportunities to ensure that the debt portfolio is at optimal interest rates. On March 1,
2019, the District issued $48.6 million of 2019 Refunding Bonds. Proceeds from the issuance were used to refund the
2009 Certificates of Participation federally taxable “Build America Bonds” and pay the cost of issuing the 2019
Refunding Bonds. The refunded COPs were originally issued to fund reliability improvements including Upper Chiquita
Reservoir, expansion of the recycled water system, an interconnection to Irvine Ranch Water District, and to fund the
District’s portion of the Baker Water Treatment Plant. These projects in total increased the District’s system reliability,
or ability to maintain service in the event of an outage at the Diemer Water Treatment Plant, from 2 days to almost

31 days on average, when coupled with the District’'s demand management programs.

Similarly, the 2015 Revenue Bonds were issued to refund the 2003 COP series which had initially been issued to fund
water and wastewater infrastructure. The District currently holds a AAA rating from both Fitch Ratings and S&P Global
Ratings, which enables the District to go to the public finance markets competitively when needing to borrow to fund

future infrastructure projects.

2.2.Capital Financing Policies - Debt Service Coverage Ratio (DSCR)

The District’s policy is to manage revenues and debt levels such that the District’s overall DSCR can be maintained
above the Board adopted minimum target of 1.75, with a minimum of 1.25 required by bond covenants. DSCR is
calculated as the ratio of net operating income to annual debt service payments, where net operating income is the
District’s total annual income less operating expenses and annual debt service is the total amount of all interest and
principal to be paid in the respective year. It should be noted that, for added conservatism, the DSCR amounts shown
in this report do not include revenues associated with the District’s WE Fund. Maintaining a coverage ratio at or above
the target level allows the District to maintain a strong credit rating, which in turn gives the District the ability to
borrow at low interest rates when needed. Historically, the District has regularly maintained DSCRs above 2.00 and is
rated AAA by both S&P Global Ratings and Fitch Ratings. While the District requires each System to meet its individual
financial obligations from a cost-of-service perspective, reserve levels and DSCR are managed at the District level, as
finance markets in general would evaluate the District’s financial health as a whole. Therefore, the DSCR is not
discussed at the individual System level in this Report. The District’s DSCR will continue to be above target levels
through the projected 10-year period assuming the recommended overall 4.0 percent annual rate revenue adjustment

is approved.
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Figure 2-8 displays the District’s DSCR for FY 2021-22 through FY 2030-31.

Figure 2-8. Debt Service Coverage Ratio (DSCR) for FY 2021-22 — FY 2030-31
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2.3.Reserve Policies

The District has established reserves in order to mitigate potential revenue and expense volatility and reduce the risk

of unplanned, large rate revenue adjustments. The reserve policies help to maintain the District's creditworthiness by

adequately providing for:

2.3.1.

Funding infrastructure replacement and refurbishment,

Economic uncertainties, extraordinary costs, and other financial impacts,
Loss of significant non-rate revenue sources such as property tax receipts,
Local disasters or catastrophic events,

Losses not covered by insurance,

Future debt or capital obligations, and

Cash flow requirements.

Reserves

The District currently maintains four types of reserves: a General Operating Reserve, a Self-Insurance Reserve, a Rate

Stabilization Reserve, and an Emergency Reserve. Each of these reserves is described below.
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General Operating Reserve - The District maintains a General Operating Reserve in order to provide sufficient liquidity
for funding day-to-day operating expenses and supporting the District’s cash flow needs during normal operations.
There is typically a delay between the receipt of revenues and the payment of expenses and the establishing a cash
reserve to mitigate or eliminate the risk of monthly negative cash positions represents prudent financial planning. The
target balance of the General Operating Reserve will equal three months of operating expenses, consistent with
industry best practices for agencies with monthly billing. Sufficient funding for the General Operating Reserve shall be
identified at the beginning of each fiscal year and maintained within the General Fund.

Self-Insurance Reserve — The District maintains a Self-Insurance Reserve to fund property and liability insurance
deductibles, losses exceeding insurance limits, and unemployment benefit payments in the event that a claim is made.
The target amount of the Self-Insurance Reserve will equal five times the current JPIA insurance deductible (current
deductible is up to $50,000). Sufficient funding for the Self-Insurance Reserve shall be provided at the beginning of

each fiscal year via budget transfers and maintained in the Self-Insurance Fund.

Rate Stabilization Reserve - The District maintains a Rate Stabilization Reserve to provide for revenue losses,
significant increases in water purchase costs, and other extraordinary financial impacts to revenues and expenses. This
mitigates the risk and impact on rate revenues in the event of the loss of property tax revenues and helps avoid large
fluctuations in customer rates and charges that would otherwise be caused by the timing of property tax receipts. The
target balance of the Rate Stabilization Reserve is set to be equal to fifty percent of the District’s budgeted 1%
property tax revenue. The Rate Stabilization Reserve will be maintained in the Rate Stabilization Fund.

Emergency Reserve - The Emergency Reserve will provide funds to enable the District to quickly repair critical assets
in the event of a natural disaster or facility failure. The target balance of the Emergency Reserve will equal 2% of the
replacement costs of the District’s assets, as outlined in current guidelines from the Federal Emergency Management
Agency (FEMA). The Emergency Reserve is maintained within the General Fund. Table 2-4 presents FY 2021-22 MNWD
reserve targets.

Table 2-4. FY 2021-22 Reserve Targets

Type Target
General Operating S 19,376,112
Self-Insurance S 225,184
Rate Stabilization S 15,553,415
Emergency S 35,300,000
Total Reserves S 70,454,712

Note: Reserve Targets are based on the District’s FY 2021-22 budget.
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2.3.2. Debt Service Reserve

The District maintains Debt Service Reserves for its 2015 Revenue Refunding Bonds. As provided in the bond covenant,
the Debt Service Reserve is held in trust with a third-party trustee. Increases and decreases in this reserve will be
consistent with the respective bond covenants. The District’'s accounting records show these amounts in the

appropriate debt fund.

2.4.Potable Water System General Fund Financial Plan

The following describes the revenue requirements over the next ten years for the Potable Water System. All cost
projections are based on the District staff’s best available data on wholesale water costs, future operational needs,

projected water demands, and delivery cost escalation.

2.4.1. Potable Water Total System Cost

Figure 2-9 displays the cost distribution of the Potable Water System costs for test year FY 2021-22, which amounts
to approximately $77.1 million for FY 2021-22 based on the District’s adopted FY 2021-22 operating and capital
budgets. The largest costs are Water — Imports & Production, which amount to $28.4 million and represent 36.8
percent of the total Potable Water System cost, followed by Capital Projects (estimated to be $22.6 million
representing 29.6 percent of the total Potable Water System cost). Other expenses include approximately $7.5 million
for O&M - General expenses (9.8 percent), $11.8 million for Staffing Resources which includes salaries and benefits
(15.3 percent), and $6.6 million for debt service (8.5 percent). As noted previously, these amounts represent only the

General Fund costs and exclude any costs associated with the Water Efficiency Fund.

Figure 2-9. Potable Water Total System Cost for FY 2021-22

Note: the distribution in the pie chart represents only the General Fund portion of expenses
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The Potable Water System O&M expense projections for FY 2021-22 through FY 2030-31 are summarized in Figure
2-10. Costs for test year FY 2021-22 are based on adopted budgets and costs projections for FY 2022-23 through FY
2030-31 are escalated by the inflation factors discussed in Section 2.1.2. Water — Imports & Productions continue to
represent the largest portion of O&M costs attributable to the Potable Water System throughout the forecast period.
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Figure 2-10. Potable Water System O&M Expense Summary, FY 2021-22 - FY 2030-31
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The District’s LRFP projects capital spending from FY 2021-22 through FY 2030-31 based on the District’s 10-Year
Capital Financing Plan. The Potable Water System is expected to fund approximately $207.3 million in capital projects
over the next 10 years. Anticipated projects include on-going valve replacements, reservoir management system
replacements, transmission main replacements, storage tank recoating projects, and water reliability projects, among
others. Figure 2-11 displays the projected CIP projects for the 10-year period summarized by the funding type.

Figure 2-11. Potable Water System General Fund Capital Financing Plan, FY 2021-22 — FY 2030-31

. T
=
2
Z 25
S20 .............................................................................................
S}-S ...................................................
510 .............
55 ...........
. Es s e e e e e e e =
g v i g A » 0 W Y >
W v W% o % oo ) i 4 o
> > > > > > > > > >
Q Q Q Q Q Q Q Q Q Q
m General - Fund 1 m Replacement & Refurbishment - Fund 7
B Water Supply Reliability - Fund 12 B Planning & Construction - Fund 14

November 2021 | Robert D. Niehaus, Inc. 26



2021 MNWD Long Range Financial Plan, Potable Water, Recycled Water, and Wastewater Cost of Service, and Rate Design Report

2.4.2. Potable Water System Debt Service

In 2009, the District issued Certificates of Participation (COPs) to fund reliability improvements including Upper
Chiquita Reservoir, an interconnection to Irvine Ranch Water District, and the District’s share of the Baker Water
Treatment Plant. These projects in total increased the District’s system reliability, or ability to maintain service in the
event of an outage at the Diemer WTP, from two days to almost 31 days on average, when coupled with the District’s
demand management programs. On March 1, 2019, the District issued $48.6 million of 2019 Revenue Refunding Bonds
to refund the 2009 COPs.

In 2015, revenue bonds were issued to refund previously issued COPs which financed water and wastewater
infrastructure construction. Annual debt service expenses have been allocated to the different systems in proportion
to the projects that they funded.

In November 2019, the District issued $64,570,000 of 2019 Certificates of Participation (2019 COPs). Due to favorable
market conditions, the District issued at a premium and received approximately $68 million in proceeds from the
issuance which were being used to finance construction and other project costs related to the replacement and
upgrade of the District’s reservoir management system and pump stations, lift station enhancements, pipeline
improvements, and other projects that have been identified as part of the District’s adopted Capital Improvement

Program.

The District anticipates issuing $60 million of 2021 Certificates of Participation (2021 COPs) in December 2021. The
LRFP assumes $26.6 million in proceeds from the 2021 COPs will be used to fund Potable Water System projects, such
as: replacement of the reservoir management system, steel reservoir seismic retrofits, and pump station and
transmission main replacements. In addition to the 2021 COPs issuance, the issuances identified in FY 2024-25 and FY
2027-28 have been allocated to the different systems in proportion to their share of rolling 4-year capital project costs
assuming a mid-fiscal year issuance. Debt service payments are assumed to begin in September of the fiscal year
following an issuance. Consistent with this assumption, the first debt service payment associated with the 2021 COPs
occurs in FY 2022-23 and is shown in the Proposed Debt Service category in Figure 2-12. These issuances will add $1.4
million in FY 2022-23, $1.8 million in FY 2025-26, and $2.6 million in FY 2028-29 to the District’s debt service payment
obligations.
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The annual debt service payments to be recovered from Potable Water System rates and charges are shown in Figure
2-12. To reflect the IRS expectation that proceeds from tax-exempt bonds be used within three years of issuance date,
in addition to the anticipated 2021 COPs issuance, the potential issuances identified in FY 2024-25 and FY 2027-28
have been allocated to the different systems in proportion to their share of rolling 4-year capital project costs assuming
a mid-year issuance. Debt service payments are assumed to begin in September of the fiscal year following an issuance.

Figure 2-12. Potable Water System Existing and Proposed New Debt Service Obligations,
FY 2021-22 to 2030-31
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2.4.3. Potable Water System Revenues

Potable Water System revenue requirements are met with a mix of both rate and non-rate revenues. Figure 2-13
displays the breakdown of Potable Water System revenues projected for test year FY 2021-22 based on the District’s
adopted FY 2021-22 operating and capital budgets. The Potable Water System is projected to receive $66.0 million in
revenues for test year FY 2021-22 assuming the recommended 3.0 percent potable water rate increase is adopted.
Property Tax receipts represent 46.6 percent of total revenues, while Water Sales - Volumetric account for 33.5
percent and Water Sales - Fixed represent 14.8 percent. Other revenue components account for 5.1 percent or less
of Potable Water System revenues. The Property Lease revenue is from cell site carriers placing antennas and
equipment on reservoir properties and other District locations. The Other Operating Revenue consists of
miscellaneous fees and charges, including customer service fees, tag fees, and meter sales. Capacity Fees (not shown)
are the District’s charges assessed on new or expanded development to buy into existing assets and available capacity
to achieve parity with existing rate payers and equates to 0.03 percent for the test year. Revenues from capacity fees
are restricted for funding capital projects and have been used to directly offset capital revenue requirements shown
in Section 3.1.7.

Figure 2-13. Potable Water System General Fund Revenue by Type, FY 2021-22
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Figure 2-14 presents a summary of the Potable Water System’s projected revenues for FY 2021-22 through FY 2030-

31 assuming the recommended annual 3.0 percent rate revenue adjustment is adopted.

Figure 2-14. Potable Water System General Fund Projected Revenues for FY 2021-22- FY 2030-31
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2.5. Recycled Water Financial Plan

The principles for the Recycled Water System financial plan mirror those of the Potable Water System financial plan
as described in Section 2.4. The Recycled Water System revenue requirements over the next ten fiscal years are
described below.

2.5.1. Recycled Water Total System Cost

The Recycled Water System’s General Fund costs for test year FY 2021-22 amounts to approximately $9.6 million
based on the District’s adopted FY 2021-22 operating and capital budgets. Staffing Resources are at $3.5 million (36.5
percent) related to regulatory compliance for inspections and permits . Capital Project expenses are the second largest
cost and are estimated to be $2.3 million, representing 23.8 percent. Other costs include $2.1 million for O&M -
General expenses (representing 22.1 percent), $0.3 million for Debt Service (2.7 percent), and $1.1 million
contribution to SOCWA (11.1 percent). The remaining 3.8 percent is for the cost associated with Water Storage and
Facilities, which amounts to $0.4 million (Figure 2-15).

Figure 2-15. Recycled Water Total System Cost, FY 2021-22
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The District will continue to evaluate options for increasing recycled water production, primarily from operational and
site improvements at the District’s Plant 3A, while ensuring that any expansion of the recycled water program is cost-
effective for the District’s ratepayers. Recycled water production is a critical component of the District’s water
reliability strategies. As such, the District will continue to review the available recycled water production opportunities,
available treatment technologies, and recycled water needs of its ratepayers. The Recycled Water System’s O&M

expense projections for the study period are summarized in Figure 2-16.

Figure 2-16. Recycled Water System Operating Budget Summary, FY 2021-22 — FY 2030-31
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The District’s LRFP projects capital expenditures for the Recycled Water System from FY 2021-22 through FY 2030-31
based on the District’s 10-Year Capital Financing Plan. The Recycled Water System is expected to fund more than $27
million in capital projects over the next 10 years (Figure 2-17). Anticipated projects include pipeline rehabilitation and
replacements, meter replacements, valve and service line replacements, and various main replacements, among

others.

Figure 2-17. Recycled Water System General Fund
Capital Improvement Project (CIP), FY 2021-22 — FY 2030-31
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2.5.2. Recycled Water System Debt Service
Existing debt service for the Recycled Water System includes a portion the 2019 COPs. As noted previously, annual
debt service expenses have been allocated to the different systems in proportion to the projects that they funded.

The annual debt service payments to be recovered from recycled water rates are shown in Figure 2-18.

In addition to the anticipated 2021 COPs, the potential issuances identified in FY 2024-25 and FY 2028-29 have been
allocated to the different systems in proportion to their share of rolling 4-year capital project costs assuming a mid-
year issuance. Debt service payments are assumed to begin in September of the fiscal year following an issuance. Note
that the first debt service payment associated with the 2021 COPs occurs in FY 2022-23 and is shown in the Proposed
Debt Service category in Figure 2-18. These debt issuances will add $0.2 million in FY 2022-23, $0.3 million in FY 2025-
26, and $0.3 million in FY 2028-29 for debt service payments to be recovered from the Recycled Water System.

To reflect the IRS expectation that proceeds from tax-exempt bonds be used within three years of issuance date, in
addition to the anticipated 2021 COPs issuance, the potential issuances identified in FY 2024-25 and FY 2027-28 have
been allocated to the different systems in proportion to their share of rolling 4-year capital project costs assuming a
mid-year issuance. Debt service payments are assumed to begin in September of the fiscal year following an issuance.

Figure 2-18. Recycled Water System General Fund
Existing and Proposed New Debt Service Obligations, FY 2021-22 to FY 2030-31
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2.5.3. Recycled Water System Revenues

The Recycled Water System costs are recovered through a mix of rate and non-rate revenue. Figure 2-19 presents
projected Recycled Water System revenues for the test year FY 2021-22. Revenues projected for FY 2021-22 total $7.5
million assuming the recommended annual 3.0 percent rate revenue increases are adopted. Property Tax revenues
are forecasted to account for 12.7 percent, while Recycled Sales - Volumetric revenues account for 57.6 percent, and
Recycled Sales - Fixed represent 20.0 percent. Property Lease income accounts for 7.6 percent and other revenue
components account for the remaining 2.1 percent.

Figure 2-19. Recycled Water System General Fund Revenue by Type, FY 2021-22
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Figure 2-20 shows a summary of projected Recycled Water System revenues through FY 2030-31 assuming the

recommended annual 3.0 percent rate revenue adjustment is approved.

Figure 2-20. Recycled Water System General Fund Projected Revenues for FY 2021-22 — FY 2030-31
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2.6. Wastewater System Financial Plan

The principles for the Wastewater System financial plan mirror those of the Potable Water System financial plan as
described in Section 2.4. The following describes the Wastewater System revenue requirements over the next ten

years.

2.6.1. Wastewater Total System Cost

The Wastewater System General Fund costs for test year FY 2021-22 amounts to approximately $46.0 million based
on the District’s adopted FY 2021-22 operating and capital budgets. Figure 2-21 presents a breakdown of projected
total system costs by category for the Wastewater System. Capital Projects represent the Wastewater System’s largest
cost category, representing $21.7 million or 47.2 percent of the System’s total costs. The District’s contribution to the
SOCWA operating costs amount to $8.6 million, representing 18.8 percent of the total system costs. Other large costs
for FY 2021-22 include O&M — General expenses of approximately $6.4 million (13.9 percent), and $7.9 million for
Staffing Resources (17.2 percent). The remaining expense is $1.4 million for Debt Service.

Figure 2-21. Wastewater Total System Cost for FY 2021-22
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The Wastewater System’s O&M - General expense projections for the study period are summarized in Figure 2-22.
The Wastewater System’s largest operating expense is attributable to the District’s share of SOCWA operating costs.
The remaining operating costs are attributable to the Staffing Resources, which will steadily increase due to the
District taking full operation and maintenance functions of Plant 3A from Santa Margarita Water District.

Figure 2-22. Wastewater System Operating Expense Summary, FY 2021-22 - FY 2030-31

S35

Millions

$30

$2

$2

S1

S1

S

[%a] [==] [%a] [w] %3]
.
-
-
a0
I

e
A):_)
A):_)
A):_)
A):_)
A):_)
A):_)
A):_)
K‘};’
K‘};’

mO&M - General mStaffing Resources  m SOCWA

November 2021 | Robert D. Niehaus, Inc. 38



2021 MNWD Long Range Financial Plan, Potable Water, Recycled Water, and Wastewater Cost of Service, and Rate Design Report

The District’s LRFP projects capital spending from FY 2021-22 through FY 2030-31 based on the District’s 10-Year
Capital Financing Plan. The Wastewater System is expected to fund approximately $189.8 million in capital project
costs over the next 10 years. Anticipated major capital projects include replacement of the Regional Lift Station force
mains, Lower Salada Lift Station force main replacement, vertical assets rehabilitation and replacement, outfall line
valves, and manhole rehabilitation projects, among others. Figure 2-23 displays the projected projects for the 10-year

study period summarized by project type.

Figure 2-23. Wastewater System General Fund Projected Capital Financing Plan, FY 2021-22 - FY 2030-31
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2.6.2. Wastewater System Debt Service

Existing debt service for the Wastewater System is comprised of the relative portion of the 2019 COPs which are
allocated to wastewater projects. Annual debt service expenses have been allocated to the different systems in
proportion to the projects that they funded. The annual debt service payments to be recovered from Wastewater

rates are shown in Figure 2-24.

To reflect the IRS expectation that proceeds from tax-exempt bonds be used within three years of issuance date, in
addition to the anticipated 2021 COPs issuance, the potential issuances identified in FY 2024-25 and FY 2027-28 have
been allocated to the different systems in proportion to their share of rolling 4-year capital project costs assuming a
mid-year issuance. Debt service payments are assumed to begin in September of the fiscal year following an issuance.
Note that the first debt service payment associated with the 2021 COPs occurs in FY 2022-23 and is shown in the
Proposed Debt Service category in Figure 2-24. These anticipated debt issuances add $1.5 million in FY 2022-23, $1.9
million in FY 2025-26, and $1.6 million in FY 2028-29 to total annual debt service payments.

Figure 2-24 provides a breakdown of existing and proposed total debt service associated with the Wastewater System.

Figure 2-24. Wastewater System General Fund
Existing and Proposed New Debt Service Obligations, FY 2021-22 - FY 2030-31
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2.6.3. Wastewater System Revenues

The Wastewater System also receives a mix of both rate and non-rate revenue. Revenues projected for FY 2021-22
totaled $27.9 million assuming the recommended 5.5 percent wastewater rate increase is adopted. Figure 2-25
presents the relative amount of revenue that the Wastewater System is projected to receive in FY 2021-22 by revenue
type. Sewer Charges — Variable (representing the Per-Person Wastewater Charges for Single-family Residential and
Multi-family Residential customers) and Sewer Charges — Fixed (representing the fixed charges for all customer
classes) are forecast to account for 96.1 percent of system revenues, while Misc. Non-Operating Revenue represents
0.6 percent and other revenue components total to 3.3 percent of revenues.

Figure 2-25. Wastewater System General Fund Projected Revenues by type for FY 2021-22
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Figure 2-26 shows a summary of the Wastewater System’s projected revenue from FY 2021-22 through FY 2030-31,

assuming the recommended annual 5.5 percent rate revenue increase is adopted.

Figure 2-26. Wastewater System General Fund Projected Revenue for FY 2021-22 - FY 2030-31
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2.7.Water Efficiency (WE) Fund Financial Plan

As was done for the General Fund, an updated LRFP was developed for the WE Fund in which a 10-year forecast of
operating and capital costs was created in order to understand the financial implications of the District’s water
efficiency programs and objectives being considered as part of this study. A detailed discussion of the WE Fund’s
financial plan can be found in APPENDIX A. Though similar methods were used to develop both plans, the underlying
rationale for the WE Fund plan differs from that of the General Fund plan in that the WE Fund plan separately accounts
for both the immediate costs and potential long-term supply impacts attributable specifically to inefficient water use.
Each month, District customers receive a calculated water budget sufficient to efficiently meet the water needs of
their property. Customers who use water inefficiently—in excess of their calculated water budgets—place greater
demands on the District’s Potable Water and Recycled Water Systems and supplies. Those customers who use more
than their allocated water budgets are therefore subject to higher water use rates to offset the costs they create. The
District ensures increased rates within each tier corresponds to increasing marginal supply costs, and incremental
revenues collected from higher tiers are used to fund alternative water supply programs, rebates, water conservation,
and demand management, which increases the efficient use of water and provides water supply and reliability while
offsetting the impacts of inefficient water use.

In 2018, the State of California enacted Senate Bill (SB) 606 and Assembly Bill (AB) 1668 to improve long-term water
efficiency. These two bills require urban water suppliers to report their water use monthly and set an agency-wide
water use target based on efficient indoor and outdoor water use standards. The District is well prepared to meet the
target as its Water Budget Based Rate Structure (WBBRS) aligns with the methodology used to calculate the targets.
However, the parameters used in the budget calculation may be tightened in the future by the State as an additional
measure to conserve water. The WE Fund reflects the active role the District takes in administering its water efficiency

and rebate programs to proactively prepare for these future changes.

In addition to the costs associated with the ongoing management of the District’'s WE and conservation programs,
capital costs associated with recycled water optimization projects have been allocated to the WE Fund to reflect the
increased supply reliability that recycled water provides by offsetting outdoor water demands that would otherwise
be met with potable water. This approach also captures the overall collective benefit provided by the efficient use of
water from any source: efficient potable water use reduces demand on potable supplies while efficient recycled water
use further extends existing recycled supplies. To support the rationale that all water supplies should be used
efficiently, the efficiency and rebate program costs allocated to each tier are spread over the total volume of water

associated with that tier.

As the District continues to increase engagement with customers and promote its various water efficiency and rebate
programs, especially in light of the current drought, it is expected that customers’ program participation will increase
beyond the level seen in FY 2020-21 and has been reflected in the FY 2021-22 budget.
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2.7.2. WE Total Program Cost

WE Fund costs are projected to be approximately $6.0 million for FY 2021-22 based on the District’s adopted FY 2021-
22 operating and capital budgets. Of this total, Turf Removal Rebates are forecasted to account for 31 percent ($1.9
million), and Rebate Program Administration for 26 percent (51.6 million). Wate