
 

 

 
 

 

Proposed Staff Recommendation Consent Calendar for December 10, 2015 
 

 

 ADMINISTRATION AND FINANCE COMMITTEE   

9-  1. Monthly Treasurer’s Report on Investments and Cash Flow. 

Note and file the monthly Treasurer’s report. 

  

    

9-  2. Adopt the Vote Entitlements Resolution for Calendar Year 2016. 

Adopt Resolution No. 2015-___ establishing the vote and representative entitlements 

of each member agency effective January 1, 2016.   

  

    

9-  3. Adopt Annual Statement of Investment Policy, as amended, and continue to delegate 

authority to the Treasurer to invest Water Authority funds for calendar year 2016.  

Adopt the Annual Statement of Investment  Policy, as amended, and continue to 

delegate authority to the Treasurer to invest Water Authority funds for calendar year 

2016.   

  

    

9-  4. Approve the selection of Montague DeRose and Associates, LLC and Acacia Financial 

Group, Inc. to provide financial advisory services. 

Authorize the General Manager to award a multi-year professional services contract to 

Montague DeRose and Associates, LLC and Acacia Financial Group, Inc. for a total 

base amount not-to-exceed $324,000 for the three-year period from December 10, 

2015 to January 1, 2018.  The contract has two one-year renewal options.   

  

    

 LEGISLATION, CONSERVATION AND OUTREACH COMMITTEE   

9-  5. Proposed 2016 Legislative Policy Guidelines. 

Adopt the proposed 2016 Legislative Policy  Guidelines. 

  

    

9-  6. Water Authority Sponsorship of Legislation in the 2016 State Legislative Session.   

a) Co-sponsor Legislative Proposal #1 to help create an improved path forward for 

large scale energy projects, including hydropower pumped storage.   

b) Undertake additionally-recommended actions to make progress on the legislative  

 proposals not recommended for bill sponsorship in 2016.   

  

    

 ENGINEERING AND OPERATIONS COMMITTEE   

9-  7. Construction contract with Palm Engineering Construction Company Inc. for the 

Ramona Pipeline Pump Well project.  

Authorize the General Manager to award a construction contract to Palm Engineering 

Construction Company Inc. in the amount of $488,000 for the Ramona Pipeline Pump 

Well project.  
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9-  8. Professional services contract with RF Yeager Engineering Inc. for Asset Management 

Program support services.  

Authorize the General Manager to award a professional services contract to RF Yeager 

Engineering Inc. for Asset Management Program support services through December 

31, 2017, with an option to extend the contract for an additional two years, for a total 

not-to-exceed amount of $680,000. 

  

    

9-  9. Professional Services contract with Baker Electric, Inc. for electrical preventative 

maintenance, inspection, testing and repair services for Water Authority facilities.  

Authorize the General Manager to execute a  professional services contract to Baker 

Electric, Inc. for electrical preventative maintenance, inspection, testing and repair 

services through January 31, 2017, with an option to extend the contract for an 

additional three years, for a total not-to-exceed amount of $965,000.  

  

    

 WATER PLANNING COMMITTEE   

9-10. Contract for purchase of wetlands and riparian mitigation credits to fulfill the 

Carryover Storage Project mitigation requirements.  

Authorize the General Manager to enter into one or more contracts with mitigation 

banking entities to procure wetlands and riparian habitat mitigation credits that satisfy 

regulatory permits issued for the Carryover Storage Project in a cumulative total not to 

exceed $2,200,000. 

  

    

 IMPORTED WATER COMMITTEE   

9-11. Amend agreement for Consulting Services with M Strategic Communications.  

Amend the agreement with M Strategic Communications for continued consulting 

services to the Water Authority through December 31, 2016, for a period of 12 additional 

months, and increasing total contract funding to an amount not to exceed $506,000.   

  

    

    

 



 

 
 
 
December 7, 2015 
 
Attention: Administrative and Finance Committee  
 
Water Authority’s Draft 2015 Long-Range Financing Plan. (Discussion) 
 
Purpose 
Provide an overview of the Draft 2015 Long-Range Financing Plan. 

 
Fiscal impact 
There is no fiscal impact.   
  
Background 
On April 24, 2008 the Board adopted the Water Authority’s 2008 Long Range Financing Plan 
(LFRP). At that time, the Water Authority was facing a downward turning economy with the 
financial crisis starting to unfold and significant and sustained periods of drought. It was in this 
challenging environment that the Water Authority prepared for the largest capital investment in its 
long history.  At that time, the 10-year Capital Improvement Projects (CIP) program spending was 
set to peak at $1.75 billion. The CIP projects included a new Treatment Plant, Canal Lining and the 
Emergency Storage Projects. In addition, the LRFP included the enhancement of key financial 
policies including the establishment of a Board senior-lien debt service coverage target and 
enhanced Rate Stabilization Fund metrics. 
 
While the LRFP is an important communications document for a wide range of stakeholders, the 
primary intended audience is investors and rating agencies. Aimed at investors and rating agencies, 
the document focuses on key financial policies, projected future capital expenditures and debt 
issuances, revenues and expenditures, financial performance metrics and risks facing the Water 
Authority. However, to make the document as accessible as possible to the widest range of 
stakeholders, a detailed discussion is provided on key aspects of the Water Authority’s operations. 
 
The 2008 LRFP received positive feedback by both rating agencies and investors.  Standard and 
Poor’s sought approval to use it as a Best in Class example of financial planning for other agencies.  
In addition, the 2008 LRFP has become a policy reference manual for all stakeholders and 
supported over $2 billion in transactions including refundings and new debt issuances.        

Previous Board action: On April 24, 2008 the Board adopted the 2015 Long-Range Financing 
Plan. 
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Discussion 
The 2015 LRFP highlights the Water Authority’s transition to an operations and asset management 
focused agency from a construction oriented agency. The current planned $582 million 10-year CIP 
is a much more modest spending level when compared to the 2008 LRFP.  The largest component 
of the CIP is Asset Management, which makes up more than 40% of the 10-year CIP. The Asset 
Management program includes the Relining and Pipe Replacement Program and other infrastructure 
rehabilitation. Although the 2015 LRFP anticipates modest capital investments, the 10-year 
planning horizon is not without its challenges.  It is a challenge to project future water sales with an 
El Nino forecast looming as the Water Authority potentially enters its fifth year of drought coupled 
with unprecedented State water drought regulations. The financial impacts of these recent demand 
regulations, if permanent, have just begun to impact water agencies across the State.   
 
While there are a large number of assumptions embedded in the 2015 LRFP, the core assumptions 
are those that have significant financial impacts and include water sales, local supplies, cost of 
imported water and transportation and the CIP. At the November 12, 2015 A&F Committee 
Workshop, staff provided a detailed overview of the assumptions that will serve as the foundation 
for the 2015 LRFP (see Attachment A). During that presentation, the assumptions for the baseline 
were outlined.  The baseline assumptions are used to develop the financial projections presented in 
the LRFP. In addition, a detailed overview of the high and low rate and charge assumptions was 
also provided.  The high and low rate and charge guidance is especially important to the member 
agencies as they develop their own financial plans.   
  
The LRFP will also incorporate changes to the policies governing the management of the Stored 
Water Fund and the long-term capital funding target mix.  The recommended policy changes focus 
on better aligning the policies with changes in operations and the CIP project mix.  These policy 
recommendations were presented to the A&F Committee at the November 12, 2015 Workshop.  
The recommended policy updates are discussed below.   
 

Long-Term Funding Target Mix 
With the CIP project mix shifting more towards asset management, more of the CIP projects 
are refurbishing existing assets that have been in service for a long time to the benefit of 
existing customers. The recommended increase of the PAYGO/cash funding target to 30% 
from its current level of 23% increases the utilization of PAYGO funds for these projects.  
Funding these projects with PAYGO/cash helps balance intergenerational equity by 
implementing a more pay-as-you-use approach to project funding. This would also reduce 
the amount of planned new debt issuances, which is viewed favorable by the rating 
agencies.    
 
Stored Water Fund 
The recommendations for the Stored Water Fund are: make the fund permanent; manage all 
water storage activities within the Stored Water Fund; establish a maximum calendar year-
end balance threshold; and engage a cost of service consultant to validate the policy for cost 
of service principles. The Stored Water Fund recommendations ensure funds are available to 
purchase water for the Water Authority’s water storage facilities. In addition, revenue 
collections and expenses for stored water will tracked to ensure that rate and charge integrity 
is maintained.     
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The 2015 LRFP is broken down into several sections.  A description of the content of each section 
is provided below. 
 
Section 1—Executive Summary: Highlights the key enhancements of this LRFP update and 

provides a brief summary of each section. 
 
Section 2—Financial Management Objectives and Policies: Describes Water Authority capital 

financing and reserve policies and credit ratings from Standard & Poor’s, Fitch 
Ratings, and Moody’s Investor Service. 

 
Section 3—Regional Water Sales Projections: Details the Water Authority’s long-term water 

sales forecast, which reflects the near-term drought impacts of extraordinary 
conservation and long-term impacts of local supply development. 

 
Section 4—Capital Improvement Plan: Sets forth the Water Authority’s CIP, highlighting its 

progression over time and summarizing the current $2.8 billion CIP by project 
category and status.  

 
Section 5—Capital Financing Plan: Elaborates on the Water Authority’s capital financing plan 

including the debt instruments used to finance the CIP. It discusses the methodology 
used to optimize the financing mix, and provides detail on outstanding Water 
Authority debt and all future debt and cash necessary to completely fund the Water 
Authority’s CIP. 

 
Section 6—Water Authority Financial Forecast: Confirms the overall feasibility and affordability 

of the Water Authority’s capital financing plan and includes high and low rate 
forecasts. The ten-year projection of sources and uses of funds incorporates the 
impact of all debt projected to be issued during the planning period and demonstrates 
that the CIP can be implemented with manageable long-term growth in water rates. 

 
Section 7— Funds and Reserves: Provides information on the Water Authority’s seven major 

operating and capital funds, their authorized uses, Board-approved funding policies, 
and projected cash balances. The projections demonstrate that the Water Authority 
will have sufficient liquidity to meet both its operating and CIP commitments. 

 
Section 8—Sensitivities:  Analyses the water Authority’s exposure to variability in certain 

underlying assumptions. It provides detail regarding the potential impact of reduced 
water sales volumes on Water Authority revenues; changes in short-term interest 
rates on Water Authority net interest expense, and of reduced new housing activity 
on capacity charge revenues. 

   
Section 9—Appendices:  Details the Water Authority’s bonded debt as well as its non-bonded 

obligations (including post-employment obligations for pension and retiree 
healthcare benefits) and contains the full text of the Water Authority’s Debt 
Management and Investment policies. 
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2015 LRFP Review Process 
The review process has been structured to provide opportunities for member agency review and 
input at both the staff and Board levels. The following are both past and planned meetings. 
 

 October 13, 2015—General Managers’ Meeting—draft outline presented for 
review, discussion and input 

 October 14, 2015—Finance Officers’ Meeting—draft outline presented for 
review, discussion and input 

 November 12, 2015—Special A&F Committee Workshop—review & discussion 
of draft assumptions and select financial policies  

 November 17, 2015—General Managers’ Meeting— review & discussion of draft 
assumptions and select financial policies 

 November 18, 2015—Finance Officers’ Meeting— review & discussion of draft 
assumptions and select financial policies 

 December 8, 20105—Joint General Managers’ and Finance Officers’ Meeting— 
review draft financial projections and High/Low rate and charge projections 

 December 10, 2015—A&F Committee Meeting— discuss 2015 LRFP 
 January 28, 2016—A&F Committee Meeting—adopt 2015 LRFP 

 
Next Steps 
Input from the Committee workshop and subsequent meetings with the member agency General 
Managers and Finance Officers has been incorporated into the 2015 LRFP for discussion at the 
December 10, 2015 board meeting. Staff will present the 2015 LRFP for adoption at the January 
28, 2016 board meeting.  
 
 
Prepared by:   David Shank, Financial Planning Manager 
Reviewed by:  Lisa Marie Harris, Director of Finance 
Approved by:  Sandra L. Kerl, Deputy General Manager 
 
Attachment A: Water Authority’s Draft 2015 Long-Range Financing Plan 
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SECTION 1.0          Long-Range Financing Plan

1.0 Executive Summary

With time horizons for water supply 
development, capital investment, and 
capital financing that extend up to 
forty years, successful water industry 
management requires effective long-
term planning.  The Water Authority’s 
long-term implementation strategies 
for increasing water reliability for 
the San Diego region are guided by 
the Board’s Vision and Values and the 
Water Authority’s Business Plan, Urban 
Water Management Plan, Regional 

Water Facilities Master Plan 
and Long-Range Financing 

Plan (LRFP) (see Figure 
1-1). 

Figure 1 -1    Long-Range Strategic Planning

With the completion of 
several landmark construction 
projects, the Water Authority 
has transitioned from 
an organization focused 
on constructing new facilities to an 
organization focused on the operations and 
maintenance of existing facilities.  Looking forward, 
the Capital Improvement Program (CIP) is driven by 
the Water Authority’s Asset Management Program, which 
includes the Water Authority’s relining program.   The 
Asset Management Program seeks to optimize asset Renewal 
and Rehabilitation (R&R) decisions.  

The primary goal of the Water Authority’s LRFP is to support the long-term fiscal sustainability of the Water 
Authority. It identifies the financial policies that guide the Water Authority’s prudent management of financial 
risk, and outlines how the Water Authority plans to finance the CIP. It also provides details regarding key 
underlying assumptions and provides long-term financial forecasts. This document was last updated in 2008 
and is being prepared to provide 2015 financial information to stakeholders. The remainder of this executive 
summary highlights the important features of the 2015 LRFP and contains brief summaries of each remaining 
chapter of the 2015 LRFP.
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SECTION 1.0            Executive Summary 

1.1 Highlights of the 2015 LRFP

Highlights Completion of Significant Water Reliability Projects. With the completion of the San Vicente Dam 
Raise project, the crowned jewel of the Water Authority’s Emergency Storage Program, and the expected 
commercial operations of the Carlsbad Desalination plant, the Water Authority has reached a significant 
milestone in its long history of water supply diversification.  Known for doing what it says and making difficult 
decisions, these Water Authority accomplishments are nothing short of groundbreaking.  Section 4, Capital 
Improvements Program, focus is on the Water Authority’s plan to optimize the life-cycle costs of its assets 
through its innovative asset management program.

Addresses the Near-Term Financial Impacts of the Statewide Demand Regulations. With dry hydrologic 
conditions in its primary watersheds and unprecedented statewide water use regulations, the Water Authority 
is facing significant near-term demand reductions. Several sections of this LRFP provide enhanced discussion 
of drought-related impacts.  Section 3, Regional Water Sales Projections, provides discussion of the expected 
impacts of water use regulations, local supply development and El Niño conditions have on water demands. 
Section 6, Financial Forecast, incorporates the impacts of reduced water sales volumes, increased rates from 
the Water Authority’s main supplier, Metropolitan Water District of Southern California (MWD), and deliveries 
of desalinated water. Finally, Section 8, Sensitivities, also analyzes the potential volatility in net revenues that 
could result from reduced water sales.

Provides Additional Information Regarding Key Assumptions, Sensitivity Analyses, and Non-Bonded Liabilities. 
Water sales projections and CIP expenditures drive LRFP financial projections. Section 3, Regional Water 
Sales Projections, and Section 4, Capital Improvement Program, describe these key assumptions. In addition 
to the drought impacts discussed above, Section 8, Sensitivities, also looks at potential exposure to variations 
in capacity charge revenues, and interest rates. Finally, though the Water Authority’s unfunded pension and 
retiree health care costs are small, relative to total outstanding debt, a detailed description of these liabilities 
is included in Section 9, Appendices, for reference.

1.2 LRFP Section Descriptions

Section 2—Financial Management Objectives and 

Policies. This section describes Water Authority 
capital financing and reserve policies; discusses 
these policies as tradeoffs between the financial 
management objectives 
of cost efficiency, 
predictable rates, and 
intergenerational equity; 
and elaborates on the 
Water Authority’s strong 
credit ratings from 
Standard & Poor’s, Fitch 
Ratings, and Moody’s 
Investor Service.   

 
1. The LRFP shows the Stored Water Fund as a 

permanent fund dedicated to providing working capital 

for all stored water.  A maximum year-end balance equal 

to 110% of the expected cost to fill available storage 

capacity has been established.  The policy is described 

further in section seven.   

2. The PAYGO/Cash funding target mix has been 

updated to 30% from the 23% target set in 2008.  The 

new target mix reflects the types of CIP projects on 

the horizon and the PAYGO funds available to support 

the new target.  This plan will reduce future debt  

issuance and will be viewed favorably by rating 

agencies.    

Key Policy Recommendations

Senior Lien Ratings 

     Fitch        S&P         Moody’s 
AA+        AA+         Aa2 

Subordinate Lien Ratings 

     Fitch        S&P         Moody’s 
AA           AA           Aa3 
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SECTION 1.0          Long-Range Financing Plan

Section 3—Regional Water Sales Projections. This section describes the Water Authority’s expected long-term 
water sales forecast (see Chart 1-1). Not only does it provide additional detail as to the breakdown in sales 
volumes among customer classes, but it also highlights the local and imported supply sources being developed 
to meet the demand. The forecast reflects near-term drought impacts of extraordinary conservation measures 
and mandatory cutbacks to agricultural customers within the region. Lastly, the section discusses the various 
challenges facing the State Water Project (SWP).

Chart 1-1    Water Sales Forecast

Section 4—Capital Improvement Plan. This section describes various elements of the Water Authority’s CIP. 
It discusses the expected $582 million ten-year CIP projection and summarizes the current $2.8 billion CIP by 
project categories and status. It also provides information demonstrating the Water Authority’s track record of 
CIP execution. Chart 1-2 shows the projected of CIP expenditures during the planning period.

Chart 1-2   Projected CIP Expenditures
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SECTION 1.0            Executive Summary 

Section 5—Capital Financing Plan  This section provides 
a detailed overview of the debt instruments the Water 
Authority anticipates using to finance the CIP and the 
methodology used to optimize the long-term financing mix 
(Chart 1-3). The outstanding $2.16 billion in long-term and 
short-term debt, and projections of approximately $168.2 
million of all future debt are necessary to completely fund 
the Water Authority’s existing CIP (Chart 1-4).

Chart 1-4    Existing & Projected Future Debt Service
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Chart 1-3    Long-Term Capital Financing Mix

* Variable-rate debt includes Commercial Paper andExtendable Commercial Paper programs, and Series 2011-S debt.  

** Net of BABs subsidy

**
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SECTION 1.0          Long-Range Financing Plan

Section 6—Water Authority Financial Forecast. This section demonstrates the overall feasibility of the Water 
Authority’s capital financing plan. It provides a brief description of the Water Authority’s rates and charges, 
highlighting the Water Authority’s fixed revenue sources. The comprehensive ten-year projection of sources 
and uses of funds incorporates the impact 
of all debt projected to be issued during the 
planning period. Both rate and debt service 
coverage projections demonstrate that the 
Water Authority can prudently implement 
the CIP with a manageable long-term 
growth in water rates over the planning 
period. 

High and low rate and charge forecasts for 
Municipal and Industrial (M&I) customers 
have been developed to provide guidance on 
the anticipated trends in rates and charges.1 
The high rate and charge projection is based 
upon a water sales outlook that includes 
continued restrictions on water demand in addition to a slow rebound in future sales (low sales levels), a win in 
the MWD litigation and a restructuring of their rates to comply with the law, a high rate forecast for MWD’s rates 
that takes into account planning costs for Cal WaterFix (capital costs for the State’s current plan for addressing 
the Bay-Delta issues are not included in the LRFP projection period), the aggressive development of member 
agency local supplies, and a higher than expected CIP funding levels. The low rate projection is based upon 
water demands and sales levels returning to levels in line with average levels, a win in the MWD litigation and a 
restructuring of their rates to comply with the law, the moderate development of member agency local supplies 
and a lower than expected CIP funding level. All of the financial projections presented in the LRFP are based 
upon the expected or baseline rate forecast, which is between the high-rate and the low-rate forecasts. Chart 1-5 
shows that over the planning period the high-rate and low-rate forecasts projects a compounded annual growth 
in M&I rates of 4.7% and 1.5%, respectively. 

Chart 1-6  below shows that projected senior lien debt service coverage during the planning period will be at 
the Board-established target of 1.50 times. 

Chart 1-6    Projected Senior Lien Debt Service Coverage Ratio
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Chart 1-3    Long-Term Capital Financing Mix

Chart 1-5      Rate Projections
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Section 7—Funds and Reserves. The financial collapse of 2008 highlighted the importance of maintaining 
adequate liquidity. This section describes the Water Authority’s seven major operating and capital funds, their 
authorized uses, Board-approved funding policies, and projected cash balances. The projections in this section, 
summarized in Chart 1-7, demonstrate that the Water Authority will have sufficient liquidity to meet both its 
operating and capital investment commitments.

Chart 1-7     Projected Cash Balances by Fund
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Table 1-1   Financial Impact of Water Conservation - Calendar Year 2016

Section 9—Appendices. This section provides detailed information regarding the Water Authority’s outstanding 
bonded debt as well as its non-bonded obligations. These include Quantification Settlement Agreement (QSA) 
- related environmental and socioeconomic mitigation payments, and post-employment obligations such as 
pension and retiree health benefits. Table 1-2 displays the Water Authority’s bonded debt and other liabilities as 
of June 30, 2015. In September 2015, the Water Authority refunded $185M of the Water Authority’s obligations 
related to the 2008A Certificates of Participation (COP’s) and the 2010A Water Revenue Bonds for a net present 
value savings of $15M. The Water Authority participates in the CalPERS pension system. The Water Authority 
has consistently made the full annual pension contribution 
calculated by CalPERS. In Fiscal Year 2015, the Water Authority’s 
Post-Employee Benefits (OPEB) related to retiree healthcare were 
funded through a series of payments to the California Employers’ 
Retiree Benefit Trust. As of June 30, 2015, the Water Authority 
had an OPEB Actuarial Surplus of $92,000.

1.3 Conclusion  

Since 1991, when drought conditions threatened the San Diego region with mandatory supply 
cutbacks, the Water Authority has made tremendous progress in improving water reliability through 
supply diversification and facilities improvements. Long-range supply, facilities, and financial 
planning have been central to this success. The 2015 LRFP marks another execution milestone. 
Anchored in the principles of prudent financial management, the LRFP promotes transparency, 
providing all stakeholders with a clear picture of Water Authority finances now and in the future. 
The 2015 LRFP key conclusions are: an estimated $168.2 million in new debt will be issued during the LRFP 
planning period; the high and low rate and charge projections illustrate both feasibility and affordability 
of the CIP; and the recommended policy enhancements support the Water Authority’s long-term fiscal 
sustainability.

Percent Sales Loss (Acre-Feet) Revenue Impacts

Sales Loss Water Sales Treatment Transportation Supply Treatment Total Impact

Scenario 1

Change in M&I Demand 5% (18,933) (7,776)  $(1,987,930)  $(3,521,477)  $(528,774)  $(6,038,181)

Change in TSAWR 5% (1,725)  (181,151)  -  -  (181,151)

Total (20,658) (7,776)  (2,169,082)  $(3,521,477)  $(528,774)  $(6,219,332)

Units  370,800  359,721  147,746 

Rate Impact $5.85/AF $9.79/AF $3.58/AF $19.22/AF

Scenario 2

Change in M&I Demand 15% (56,798) (23,328)  $(5,963,791)  $(10,564,430)  $(1,586,321)  $(18,114,542)

Change in TSAWR 15% (5,176)  (543,454)  -  -  (543,454)

Total (61,974) (23,328)  $(6,507,245)  $(10,564,430)  $(1,586,321)  $(18,657,996)

Units 329,484 321,855 132,193

Rate Impact $19.75/AF $32.82/AF $12.00/AF $64.57/AF

Pension (CalPERs) $       57.8M

OPEB (Surplus) 0.92M

Table1-2    Post-Employment Obligations

For additional information, please 
contact: San Diego County Water 
Authority, Finance Department, 4677 
Overland Avenue, San Diego, CA 
92123.  
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2.0  Financial Management Objectives & Policies

The Water Authority’s financial management objectives and policies support the Water Authority’s 
overarching strategic goals. These overarching goals are incorporated into the Water Authority’s 2014-2019 
Business Plan which aligns resources and provides a “roadmap” for achieving its mission of a safe and reliable 
water supply for the region. The Long-Range Financing Plan (LRFP) contains goals, objectives, and policies that 
promote the prudent management of financial risks and ensure a sustainable financial infrastructure for the 
Water Authority. The Credit Rating and Investor Relations Program contains goals, objectives, and strategies 
for marketing the Water Authority’s credit to key stakeholders in the financial community.

In charting a course of prudent financial management, the Water Authority developed several key policies, 
which are contained in this LRFP. In 2006, following the recommendations of the Rate Model Working Group 
(RMWG) and Administrative and Finance Committee, the Board amended the Water Authority’s financial 
policies regarding the Rate Stabilization Fund (RSF) and Debt Service Coverage Ratio (DSCR). As part of the 
amendments, the Board established a target funding level for the RSF that better protects the Water Authority 
against the financial impact of 2.5 years of wet weather or mandatory restrictions, and established a maximum 
fund balance equal to the financial impact of 3.5 years of wet weather or mandatory restrictions. In addition, it 
established a senior lien target DSCR of 1.50x and provided the authority to establish separate funds for known, 
specific future expenses such as stored water purchases. 

In today’s challenging water supply environment, the Water Authority must focus on the goal of maintaining 
long-term fiscal sustainability and align financial policies and objectives to support that goal.  In 2012, the 
Fiscal Sustainability Task Force (FSTF) was established by the Board to evaluate the Water Authority’s long-
term fiscal sustainability.  The FSTF completed its work at the March 2014 Board meeting. At that meeting, the 
Administrative and Finance Committee was charged with developing a recommendation that addressed all of 
the outstanding fiscal sustainability items identified by the FTSF in a comprehensive manner. 

In March 2015, the Board approved a comprehensive recommendation, that when viewed in its entirety, 
reflect a balanced and equitable approach to changes in the rate and charge structure, and achieves the goals 
of fiscal sustainability.  The adopted recommendations were as follows:  
 
    Implement a new Supply Reliability Charge 
 
 Allocate non-commodity revenues to all rate and charge categories   
 
    Allocate the debt and equity payments for the Carlsbad Desalination project to the Melded Supply Rate    
 
    Extend the Transitional Special Agriculture Water Rate through 2020

The adopted recommendations were made to both the rate and charge structure and the cost allocation 
methodology, which will help reduce water sales revenue volatility.

Together the Water Authority’s rate and charge structure and reserve policies act to reduce revenue volatility, 
provide smooth and predictable rates and charges, and protect against wet weather and mandatory restrictions. 
Furthermore, the strengthened key financial ratios support the maintenance of the Water Authority’s AA+ /Aa2/
AA+ credit ratings and access to lower interest rates. More detail related to these and other policies involving 
capital financing and reserve levels are discussed further in this section.
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The aim of this section is threefold:

 � Describe key Water Authority financial policies, the Fiscal      
                 Sustainability Guiding Principles and the Comprehensive  

                     Independent Cost of Service Reviews

 � Provide a context for understanding  
                the policies in terms of financial management     

                  objectives 

 � Present the Water Authority’s     
   credit ratings

2.1 Key Water Authority Financial Policies

The Water Authority's financial policies cover a range of diverse activities. For the purpose of long-range 
financial planning, those relating to capital financing and reserve levels are of particular importance. The 
following section describes in more detail each of the Water Authority’s key financial policies.

 Capital Financing Policies 

 � Debt Service Coverage Ratio (DSCR)

 � Fixed/Variable-Rate Debt Mix

 Reserve Policies 

 � Operating Fund 

 � Rate Stabilization Fund

 � Guiding Financial Principles

2.1.1 Capital Financing Policies

Debt Service Coverage Ratio.  The DSCR measures the availability of current financial resources to pay for 
debt service. It is the ratio of the most recent year’s net revenues divided by the most recent year’s debt service. 
For example, a DSCR of 1.00 means that after paying all operating expenses, an issuer has exactly enough funds 
to pay its debt service obligations. 

The DSCR is a key metric used by credit rating agencies and investors to assess the credit worthiness of an 
issuer. In this way it is similar to the income to loan ratio used in qualifying for a home mortgage. All other things 
being equal, a higher DSCR means less borrowing, better credit ratings, and a lower cost of debt. Conversely, a 
lower DSCR means more borrowing, lower credit ratings, and more expensive debt.
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The Water Authority’s General Resolution is the document governing outstanding debt issues. In this 
document, the Water Authority contractually commits to setting rates so as to maintain a minimum DSCR of 
1.20 times on senior lien debt. The Water Authority also covenants to maintaining net revenues of at least 1.00 
times on all outstanding obligations.

Debt Service Coverage Ratio Target.   Highly-rated issuers generally have DSCR’s that exceed the covenanted 
levels. In 2006, the Water Authority’s Board adopted a DSCR policy target of 1.50 times. This DSCR target 
provides levels appropriate to preserve the long-term financial integrity of a ‘AA’ rated agency. In addition to 
this 1.50 times policy target, the Board also adopted another policy target of 1.00 times on senior lien debt net 
of capacity charge revenues.

Fixed/Variable-Rate Debt Mix.  Fixed/variable-rate debt mix refers to the relative amount of fixed- and variable-
rate debt an agency has outstanding. Over any significant period of time, variable-rate debt has outperformed 
long-term fixed-rate debt. For this reason, variable-rate debt is an important part of any capital financing plan. 
With these lower rates, however, comes added interest rate volatility. Chart 2-1 shows the variability of certain 
short-term rate indices since 1995. As can be seen, within any given year, the cost of variable-rate debt can 
rise or fall significantly and can put pressure on annual debt service budgets. However, in recent years the 
rates have been relatively stable and low.  In the larger financial context, variable-rate debt provides a natural 
hedge against changes in investment earnings. On a net basis, interest expense on the portfolio of outstanding 
debt and invested cash balances will be more volatile with a 100% fixed-rate debt portfolio than with some 
mix of variable and fixed-rate debt. For this reason, a level of variable-rate exposure is a prudent financial 
decision.

The Water Authority’s 
fixed/variable-rate debt mix 
will vary over time depending 
on the schedule of future debt 
issuance and the amortization 
of outstanding debt. For 
planning purposes, the 
percentage of outstanding debt 
that is variable-rate is limited 
to 30%. This is consistent with 
the level of invested reserves 
maintained by the Water 
Authority as well as credit 
rating agency guidelines.

 

* SIFMA - Securities Industry and Financial Markets Association 

  BMA - Bond Market Association 

  LIBOR - London Interbank Offered Rate - a benchmark interest rate index used to make adjustments to adjustable rate mortgages

  Chart 2-1    Changes in Short-Term Interest Rates Over Time
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2.1.2 Reserve Policies

Operating Fund.  The most readily available Water Authority reserves are held in the Operating Fund. 
Described more fully in Section 7.0, the Operating Fund is intended to manage working capital requirements 
of the Water Authority. As such, it is sized at 45-days of annual operating expense. Five million dollars of the 
Operating Fund is held for emergency repair purposes. 

Rate Stabilization Fund (RSF).    In its examination of Water Authority financial policies, the member 
agency workgroup described earlier looked at the overall levels of Water Authority financial reserves and 
reviewed funding policies for the Water Authority’s RSF. Water Authority financial advisors conducted a 
comparative analysis of national and statewide water agency financial reserves which highlighted a wide 
variation among agencies in the level of reserves, with reserves being driven by each agency’s particular 
situation.

In reviewing funding policies for the 
RSF, the member agency workgroup 
characterized and quantified the financial 
risks actually facing the Water Authority 
- hydrology risk, interest rate risk, and 
capacity charge revenue risk. Hydrology risk 
refers to the decrease in sales volumes and 
net financial margin caused by either wet 
weather or mandatory drought restrictions. 
Interest rate risk refers to the change in 
net interest cost on the Water Authority’s 
portfolio of debt and investments. Capacity 
charge risk refers to the change in capacity 
charge revenue resulting from changes in 
development activity and the timing and 
number of new system connections.

In 2006, the Board adopted funding policies for the RSF based on hydrology risk. Described more fully in 
Section 7.0, the funding policies establish target and maximum funding levels for the RSF equal to 2.5 and 
3.5 years, respectively, of the net financial loss resulting from extreme wet weather or mandatory drought 
restrictions. The targets are based upon 
the analysis of historical rainfall. As 
shown in Chart 2-2, wet years tended 
to occur in “clusters” of two to three 
years with an average of 2.5 years, 
which is the basis for the target. The 
policy also identifies appropriate uses 
for RSF monies including meeting 
debt service coverage targets, paying 
for operating expenses, and smoothing 
rates. Chart 2-3 graphs the projected 
target and maximum levels of the 
Water Authority’s RSF, which increase 
over time as the cost of water increases.

Chart 2-2  Annual Rainfall - The Main Risk Driving the Size  
of the Water Authority’s Rate Stabilization Fund

Chart 2-3 Projected Year-End Rate Stabilization Fund Cash Balances
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2.1.3  Financial Guiding Principles

 The Guiding Principles were developed to create a framework to support the Board’s policy deliberations.  
The Guiding Principles are to be used when evaluating any recommended changes to existing rates and 
charges or financial policies.  Because evaluating financial policies can be challenging, the Guiding Principles 
are structured to provide very basic evaluation criteria to quickly identify policy changes that merit further 
consideration and those that do not.  The Guiding Principles are listed below: 

  Contribute to maintaining a AA+ or better    
 credit rating

  Adhere to industry Cost of Service Principles  

  Ensure all beneficiaries of services pay a fair   
 share of costs 

  Provide equity for all Member Agencies 

  Result in the consistent application of Board  
  rate-setting and other financial policies 

  Support intergenerational equity

  Fulfill all legal requirements

  Result in an appropriate level of fixed    
 revenues for fixed obligations

  Consider our dynamic environment

  Maintain or enhance our fundamental mission

  Be consistent in the Water Authority’s position on   
 rate-setting and fiscal sustainability here and at MWD

 

These criteria 
were chosen because they are 

seen as supporting the Water Authority’s 
long-term fiscal sustainability

2.2 Financial Management Objectives

This section provides a context for understanding the Water Authority’s financial policies in terms of certain 
financial management objectives - cost-efficiency, predictable rates, and intergenerational equity. It describes 
these objectives and illustrates how the financial policies strike a balance between them.

Cost Efficiency.  The cost efficiency objective relates to maintaining the lowest possible revenue requirement 
from water sales. All other things being equal, lower expenses translate into lower rates for member 
agencies. 

Predictable Rates. The predictable rates objective relates to managing the volatility in rates from year to year. 
Rate stability allows customers to plan effectively based on a stable and predictable cost of water. This objective is 
particularly important for wholesale water suppliers, such as the Water Authority, whose rates serve as long-term 
investment benchmarks that can influence member agency capital investment decisions.

Intergenerational Equity.  The intergenerational equity 
objective relates to sharing the cost for capital improvements 
between current and future ratepayers. Investments in regional 
facilities for supply, conveyance, and treatment are expensive; 
and these facilities have service lives of up to 100 years. 
Intergenerational equity means that the cost burden for these 
large and long-lived investments is borne by the range of both 
current and future beneficiaries.
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2.2.1 Capital Financing Policies

Debt Service Coverage. The debt service coverage policy represents the most complex tradeoff of the objectives 
discussed previously. For example, in terms of cost efficiency, though higher DSCRs lead to increases in near-
term revenue requirements, they also yield cost efficiencies in other areas. Higher coverage means less debt 
outstanding, a higher credit rating, and lower interest expense over time. DSCR policies can also have significant 
impact on the financial management goal of rate predictability. In the absence of reserves, DSCR targets close 
to legally covenanted levels provide an issuer with very little choice in mitigating an unfavorable variance 
in revenues and expenses other than to raise rates. Lastly, because it impacts the level of debt outstanding, 
DSCR policies also impact intergenerational equity. Generally speaking, low coverage and a high degree of 
debt outstanding allocates a greater share of costs to future ratepayers. The following table details the tradeoffs 
between lower and higher coverage.

Table 2-1

Fixed/Variable-Rate Debt Mix. The fixed/variable-rate debt mix represents a tradeoff between cost efficiency 
and stable rates. As with adjustable rate mortgages, the generally lower variable interest rate comes with interest 
rate volatility. As mentioned earlier, the one subtlety here relates to variable-rate debt acting as a hedge against 
any period of declining returns in an agency’s investment portfolio.

Table 2-2

Management Objective Lower DSCR Higher DSCR

Cost 
Efficiency

Lowers near-term revenue 
requirement and rates

Increases near-term revenue 
requirement and rates

Weakens credit ratings and 
increases interest expense

Strengthens credit ratings and 
decreases interest expense

Predictable  
Rates

Lower margin for managing 
volatility in net revenue means more 
volatile rates

Greater margin for managing 
volatility in net revenue means less 
volatile rates

Intergenerational Equity
More debt means cost burden 
shifted to future generations

Less debt means cost burden shifted 
to current generation

Management Objective Variable-Rate Debt Fixed-Rate Debt

Cost Efficiency
Historically lowest average 
cost-of-funds

Historically more expensive than 
variable-rate debt 

Predictable Rates

Water rates may vary with interest 
expense; though partially hedged 
by interest earnings on invested 
funds

Water rates vary less as interest 
expense locked-in at time of 
borrowing
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Reserve Policies. Reserve policies involve tradeoff among all three objectives. Though funding reserves may 
increase near-term costs, a lack of reserves means that any volatility in revenues and expenditures will be 
directly and immediately passed on to customers in terms of water rates. With adequate reserves, the impact 
of volatility in net revenues to the Water Authority need not result in rate shock to member agencies. Given 
the nature and degree of the financial risk facing the Water Authority, adequate financial reserves are essential 
to prudent financial management. Moreover, once built, financial reserves invested in taxable securities can 
be very cost effective for a tax-exempt debt issuer. One intergenerational consideration also relates to reserves 
such as the Water Authority’s Stored Water Fund. The goal of this fund is to spread the cost responsibility of 
certain large expenditures over time.

Table 2-3

Debt/Cash Funding Mix. Debt and cash are the funding sources for capital projects.  Therefore, the debt/
cash funding mix drives the amount of debt issued. Typically the availability of cash to fund the CIP is what 
determines the funding mix.  Cash to fund the CIP can be generated incrementally over time or built into a rate 
increase. In some instances, the debt service coverage requirement for an entity can generate sufficient funds 
to support a healthy cash funding level.  

Table 2-4

Management Objectives Lower Reserves Higher Reserves

Cost Efficiency

Decreases near-term revenue 
requirement and rates

Increases near-term revenue 
requirement and rates; however, 
reserve earnings mitigate impact

Weakens credit ratings and 
increases interest expense

Strengthens credit ratings and 
decreases interest expense

Predictable Rates
Lower margin for managing 
volatility in net revenue means more 
volatile rates

Greater margin for managing 
volatility in net revenue means less 
volatile rates

Intergenerational 
Equity

Reserve shortfalls borne by 
ratepayers at time of expenditure

Reserve is funded by ratepayers 
over time

Management Objectives Less Debt More Debt

Cost Efficiency
Less debt means less interest and low-
ers total cost over the life of an asset

More debt means more interest and 
increases total cost over the life of an 
asset

Predictable Rates
More cash funding required which 
if not available increases rate and 
charge volitility

Lower cash funding level maintains 
cash balances and limits any impacts 
on rate and charge volitility

Intergenerational 
Equity

Current ratepayers contribute more to 
fund captial projects

Current and future ratepayers pay for 
capital projects through debt service
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Section 2.3 Water Authority Credit Ratings

Though high underlying credit ratings are not 
an end in-and-of themselves, they are one of the 
best measures of success in creating a financially 
sustainable enterprise. The Water Authority has 
underlying credit ratings from Standard & Poor’s, 
Fitch Ratings, and Moody’s Investor Service. Table 2-5 
provides each agency’s rating scale for investment 
grade securities with the Water Authority’s long-
term underlying ratings highlighted.  These ratings 
show that the Water Authority is a highly rated 
entity.

In 2010, Moody’s and Fitch recalibrated their 
municipal ratings. Both agencies recalibrated 
municipal ratings to its global rating scale which 
is used to rate other credits including sovereign, 
sub-sovereign, financial institution, project finance, 
structured finance and corporate obligations.  
This was a response to the increase in “cross-over” 
investors in municipal bonds, driven by the high 
levels of taxable municipal bond issuance due to the 
authorization of the Build America Bond program.  
Cross-over investors wanted to be able to more easily 
compare municipal and non-municipal credit quality.  
While the recalibration did not represent change in 
either rating agency’s opinion of the Water Authority’s underlying credit quality, the Water Authority’s Moody’s 
rating was revised from Aa3 to Aa2 and its Fitch rating was revised from AA to AA+ due to the new global scale 
criteria.

Credit ratings are a combination of both quantitative and qualitative analysis. Table 2-6 presents information 
from a recently published Fitch Ratings research report that contain median ratings ratios for the universe 
of Fitch-rated water and sewer credits. The median ratios are provided for each of the ‘A’ through ‘AAA’ rated 
categories. The table shows that the Water Authority finances a moderate share of its CIP from debt, has a lower 
debt service coverage ratio and less cash on hand than the Fitch medians. The difference reflects a number of 
factors including the fact that the Water Authority is a large wholesale agency with low outstanding debt per 
customer, and has a very favorable ratio of fixed revenues to fixed costs. Other positive rating factors include a 
strong and diversified regional economy, exceptional long-term planning, water supply diversification, a track 
record of execution, and prudent and capable financial management.

The direct financial value of a strong credit rating is a function of investor perceptions of risk. Chart 
2-4 shows the value of ‘AA’ credit rating vs. ‘A’ credit rating since 1999 in terms of basis points savings on 
long-term debt. What the graph clearly demonstrates is that the value of a strong credit rating varies over 
time. 

      Table 2-5   Senior Lien Debt Agency Rating Scale

Standard & 
Poor’s  

Fitch 
Ratings  

Moody’s  
Investor’s 
Service

AAA  AAA  Aaa

AA+  AA+  Aa1

AA  AA  Aa2

AA-  AA-  Aa3

A+  A+  A1

A  A  A2

A-  A-  A3

BBB+  BBB+  Baa1

BBB  BBB  Baa2

BBB-  BBB-  Baa3

2015 Ratings  
2008 Ratings

Subordinate Lien Ratings 

     Fitch        S&P         Moody’s 
AA           AA           Aa3 
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Table 2-6     Fitch Ratings 2015 Water & Sewer Median Statistics 

Statistic
AAA 

(median)
AA  

(median)
A 

 (median)
Water 

 Authority
Population 339,172 188,163 139,915 3,140,181

Median Household Income $62,688 $50,597 $43,197 $59,830

Total Outstanding Long-Term Debt/Customer $1,259 $1,934 $2,218 $543

Percent CIP Debt Financed 0% 35% 64% 77%

Current Senior Lien Debt Service Coverage 4.4x 2.5x 2.4x 1.50x

Minimum Projected Debt Service Coverage 2.3x 1.6x 1.3x 1.50x

Days Cash On Hand 481 442 366 87

Days of Working Capital 537 439 285 241

 

Source: Fitch Ratings

The Great Recession ushered in the demise of the bond insurance industry, which historically provided an 
easy and available way to access competitive rates.  Since 2008, the lack of AAA bond insurance caused more 
municipal issuers to issue debt based on their underlying ratings, resulting in increased scrutiny from the 
investor community and wider credit spreads between AAA, AA and A rated credits.  While the bond insurance 
industry has rebounded somewhat, not one of the insurance providers is rated triple AAA from any of the three 
main rating agencies, and capacity is limited.  Therefore, maintaining strong credit ratings is still crucial to 
successfully managing long-term borrowing costs.  

Additionally, strong credit ratings will allow the Water Authority more market access and will provide 
greater flexibility to respond to market changes.  This is especially important due to the nature of the Water 
Authority’s debt portfolio, which includes $50 million of extendable commercial paper. Extendable commercial 
paper is not backed by a bank liquidity or credit facility.  In the event that the extendable commercial paper 
cannot be remarketed, it will bear interest at a penalty rate for up to 150 days. During this time, the Water 
Authority would have to either use cash or issue debt to pay off the extendable commercial paper.  Strong 
market access and flexibility to respond to market changes will help keep the Water Authority in a strong 
financial position, especially during volatile market conditions.

                                                                    Chart 2-4     Spread Between “AA” & ‘A’ Rated Debt - The Benefit of Staying “AA”

* 100 basis points equal 1%. 

  As of September 30, 2015.
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  Imported Water

  Local Supplies

3.0 Regional Water Sales Projections

In keeping with its mission of providing a safe and reliable water supply, the Water Authority has 
actively pursued a strategy of supply diversification that includes the acquisition and importation of additional 
water supplies, the development of additional local water supply projects, and enhancements to the reliability 
of its water supply via augmentation of local and regional water storage capacity. The Water Authority’s service 
area receives its water supply from two sources:  

Local supply sources consist of surface water, groundwater, recycled water, and seawater desalination starting 
by the end of Calendar Year 2015.  Water Authority imported supplies include a water conservation and transfer 
agreement with the Imperial Irrigation District and water conserved by two projects, the All-American Canal 
Lining Project and the Coachella Canal Lining Project. Since 1990, an average of approximately 15% of the 
region’s water supply has come from local sources within Water Authority’s service area. Two of these local 
supplies, surface water and groundwater, are cyclical in nature and can be heavily dependent upon annual 
rainfall. 

This section provides an overview of fundamental assumptions used to develop the water sales projections 
utilized in the Long-Range Financing Plan (LRFP). Included in this LRFP is discussion on how water sales 
are projected considering near-term and long-term impacts from the State Water Resources Control Board 
(SWRCB) Emergency Regulation, mandatory supply allocation from Metropolitan Water District (MWD), the 
Water Authority’s “When in Drought” conservation campaign, member agency local supply development, and 
future water supply challenges.

3.1 Water Demand and Sales Forecast

Demand for water in the Water Authority’s service area can be divided into two basic categories: Municipal and 
Industrial (M&I) and agricultural water certified under the Water Authority’s Transitional Special Agricultural 
Water Rate program (TSAWR). On an average annual basis, M&I demand constitutes approximately 85% to 
90% of the San Diego region’s water consumption. While agricultural water, used mostly for irrigating groves 
and crops, accounts for the remaining 10% to 15% of demand.  Water demand in Fiscal Year 2015 totaled 
approximately 539,400 acre-feet, with 498,300 acre-feet of M&I and 41,100 acre-feet of agricultural water 
use.   

Since the mid-1990’s, the Water Authority has utilized an econometric modeling approach to forecast long 
range water demands (25-year planning horizon) within its service area. Demand projections are updated every 
five years, coinciding with the Urban Water Management Plan (UWMP) update required by the California 
Department of Water Resources. These projections are developed using multiple regression analysis that 
correlate sector-level water demands to weather (precipitation and temperature), price of water, and forecasted 
demographic and economic variables provided by the San Diego Association of Governments (SANDAG) - the 
San Diego area regional land use planning agency. Since SANDAG’s projections are based on general plan 
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data provided by local land use jurisdictions, this process ensures direct linkage between forecasted long range 
water demands and projected development identified in local general plans.  

The normal-year UWMP demand forecast serves as the foundation and starting point for development of 
the Water Authority’s water sales forecast.  Adjustments are made to the normal-year demand projections to 
account for factors influencing near term (2017-2019) water sales and anticipated changed conditions from 
UWMP assumptions. Modifications to the forecast start with incorporating the impact of the Water Authority’s 
response to ongoing dry conditions across California. With the SWRCB adoption of an Emergency Regulation 
in May 2015, one of the key factors influencing near-term water sales was set in motion. The Emergency 
Regulation was in response to Governor Brown’s unprecedented Executive Order aimed at reducing urban 
water use statewide by 25%. For Water Authority member agencies, this equates to required reductions varying 
from 12% to 36% over the June 2015 through February 2016 timeframe - compared to water use over the 
same period in 2013.  Through October 2015, cumulative regional total potable M&I water use was down 26% 
compared to 2013 totals.

Additionally, in response to MWD’s decision to implement a 15% cutback to its supplies in Fiscal Year 2016, 
the Water Authority Board took action in May 2015 to declare the Mandatory Supply Cutback Stage of the 
Water Authority’s Water Shortage and Drought Response Plan.  As part of this action, the Water Authority 
Board approved establishing member agency supply allocations for the M&I and TSAWR classes of service for 
Fiscal Year 2016. MWD’s allocation commenced July 1, 2015 and is scheduled to terminate on June 30, 2016. In 
May 2015, the Water Authority Board also took action to limit outdoor irrigation of ornamental landscape and 
turf to two days per week.

In April 2014, the Water 
Authority launched a water 
conservation campaign 
targeting retail customer water 
use in response to continuing 
drought conditions.  As a 
result of Water Authority and 
member agency ramped-up 
conservation efforts, demands 
within the Water Authority’s 
service area dropped by 
roughly 55,200 acre-feet or 
nine percent between Fiscal 
Year 2014 and Fiscal Year 2015.  

The influence of potential El Niño impacts was also incorporated into 
the near-term sales projections.  Scientists from the National Weather 
Service’s Climate Prediction Center (CPC) stated that atmospheric and oceanic anomalies in 2015 continue to 
reflect a strong El Niño.  In September 2015, the CPC indicated there is an approximately 95% probability that 
El Niño will continue through the winter months of 2015-16, and gradually weaken through spring 2016. As 
a result, Southern California has a higher probability of experiencing wet winter conditions which can result 
in augmented member agency local surface water and groundwater supplies, as well as, an overall damping 
effect on water demand. 

This proactive action was designed 

to foster additional water conservation in 

the service area. The “When in Drought” 

campaign focused on heightening customer 

awareness on ways to conserve water by 

implementing measures such as, repairing 

water leaks, limiting outdoor irrigation, and 

taking shorter showers. 
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Finally, out-year (2020-2026) sales were adjusted to account for member agency anticipated local potable 
reuse project development beyond the current suite of projects incorporated into the Water Authority’s 2010 
UWMP supply projections.  As a prudent financial planning measure, the potable reuse projects were factored 
into the LRFP water sales projections. These projects have long-term impacts on water sales due to the one-
for-one offset to demands on the Water Authority. Table 3-1 contains a summary of potable reuse projects 
anticipated to be developed over the LRFP ten-year planning horizon.

Table 3-1  Member Agency Potable Reuse Projects 

Start Date Annual Production 

City of San Diego Pure Water 2021 16,800 af/yr

Padre Dam MWD Advanced Water Purification - Phase 1 2021 2,000 af/yr

Padre Dam MWD Advanced Water Purification - Phase 2 2025 9,000 af/yr

North County Potable Reuse 2025 8,000 af/yr

Chart 3-1 shows annual projected Water Authority M&I and agricultural sales over the LRFP planning period. 
Included in the forecast are estimated impacts associated with: water savings projections from conservation 
efforts by the Water Authority and its member agencies, the influence of projected El Niño weather effects, water 
use reductions due to the SWRCB Emergency Regulation and MWD supply allocation, modest demand recovery 
and growth, member agency local supply use and development, and additional local potable reuse development. 
Revenue projections presented in the LRFP are based on this water sales forecast.  

Chart 3-1   Water Authority Sales Forecast 
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MWD
19%

IID
33%

Canal Lining 
Transfer

13%

Recycled Water
8% Seawater 

Desalination
8%

Groundwater
5%

Surface Water
8%

Potable Reuse
6%

Local resources developed and managed by 
Water Authority member agencies are critical 
to securing a diverse and reliable supply for 
the region. As Chart 3-2 shows, these supplies 
include surface water, groundwater, recycled 
water, and desalinated seawater. Additionally, 
local recycled water and seawater desalination 
projects not only reduce demands for imported 
water, but also provide agencies with a drought-
resilient supply.

3.2 Local Supplies
Chart 3-2  Water Authority Supply Portfolio in 2025 

Figure 3-1  Local Reservoirs in the Water Authority Service Area

2025

Figure 3-1 highlights surface water 
storage reservoirs in the San Diego region. 
Since 1980, median annual surface water 
yield regionwide has totaled 64,100 acre-
feet. However, annual surface water yield 
has varied substantially due to fluctuating 
hydrologic cycles, from a low of 4,100 
acre-feet in Fiscal Year 2015 to a high of 
140,300 acre-feet in Fiscal Year 1984. Based 
on information provided to the Water 
Authority by its member agencies, local 
surface water supplies are projected to 
approach an average yield of 51,700 acre-
feet annually toward the end of the ten-
year forecast period.

DRAFT



23

SECTION 3.0          Long-Range Financing Plan

 In November 2012, the Water Authority entered into a formal Water Purchase Agreement (WPA) with 
Poseidon Water detailing commercial and financial terms for the purchase of desalinated ocean water produced 
at the Carlsbad Desalination Project (CDP) and delivered to the Water Authority’s regional aqueduct system.  
The CDP is expected to be on-line in December 2015 and will produce between 48,000 acre-feet and 56,000 
acre-feet annually.  The CDP is located on an approximate six-acre parcel adjacent to the Encina Power Station 
in Carlsbad, California.  The project has been in development since 1998 and has been incorporated into the 
Water Authority’s supply and facility planning documents including the 2003 Water Facilities Master Plan 
and the 2005 and 2010 Urban Water Management Plans.  Construction began on the project in late 2012, and 
commercial production is expected at the end of 2015.

Even though groundwater is much less plentiful in the 
San Diego region than other areas of the state, maximizing 
groundwater development is another component of the region’s 
diversified water supply portfolio. The forecast assumes groundwater 
production, currently reduced due to on-going drought conditions, 
will approach levels consistent with 2010 UWMP projections by 2020.  

Fundamental to developing a diverse supply mix for the region is the 
use of existing water supplies more efficiently through implementation of 
water recycling projects. Water recycling is the treatment and disinfection 
of municipal wastewater to provide a water supply suitable for non-drinking 
purposes. Agencies in the San Diego region use recycled water to fill ponds and 
ornamental fountains; to irrigate parks, campgrounds, golf courses, freeway medians, 
and nursery stock; and to control dust on construction sites. Recycled water is also used 
in certain industrial processes and for flushing toilets and urinals in non-residential buildings. 
More recently, recycled water fill stations have been constructed to 
bring recycled water supplies closer to the customers that can use 
it.  For the purposes of this forecast, the continued development of 
non-potable water recycling projects is assumed to be consistent 
with the recycled water projections shown in the 2010 UWMP.

Along with recycled water, development of potable reuse water 
supplies is viewed as the next increment of potable water supply for 
the San Diego region.  The potable reuse process employs advanced 
multi-barrier and advanced oxidation treatment technologies that 
separate pollutants from the water, disinfecting and purifying it to a 
drinking water standard that fully complies with and exceeds both 
federal and state drinking water quality standards. Water Authority member agencies have indicated a high 
level of interest in developing potable reuse projects. Eleven member agencies have indicated their intent to 
implement potable reuse projects for a potential total production of over 100,000 acre-feet of drinking water 
per year by 2035.  The Water Authority is assisting regional efforts to advance potable reuse through public 
outreach, technical collaboration, and coordination on regulatory issues.  For the purposes of this ten-year 
forecast, development of potable reuse projects, as shown previously in Table 3-1, is additive to the recycled 
water projections shown in the 2010 UWMP. 

SEAWATER DESALINATION 
 is a key component of the Water 

Authority’s supply diversification strategy. 
Development of seawater desalination 

in San Diego County assists the region 
in diversifying its water resources, 

reduces dependence on imported 
supplies, and provides a new 

drought-proof locally-
produced treated water 

supply. 
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Chart 3-3  shows projected local supply development within the region based on input from Water Authority 
member agencies.  These supplies, which include the commissioning of the Carlsbad Desalination Project in 
Calendar Year 2015, represent less than a third of the overall regional demand by 2026. 

                Chart 3-3   Projected Local Supply Development

State Water Project Facilities

Colorado River Aqueduct

Water Authority Facilities

MWD Water Facilities

Figure 3-2 Conveyance Systems and Facilities

3.3 Imported Water Supply Projections

Historically, the Water Authority has 
relied on imported water supplies purchased 
from MWD to meet a majority of its 
member agencies’ needs. Figure 3-2 shows 
the major water conveyance systems in 
California. MWD’s supplies come from the 
State Water Project (SWP) and the Colorado 
River. Until the late 1980s, MWD’s supplies 
were sufficient to meet its customers’ needs. 
However, during the 1987-1992 drought, 
MWD supplies dwindled to levels that 
forced it to reduce deliveries to its member 
agencies. As a result of the shortages, 
the Water Authority began aggressively 
pursuing actions to increase water supply 
reliability through diversification of the 
region’s supply sources.
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3.3.1 Water Authority Supplies

In the mid-1990s, the Water Authority began negotiations with the Imperial Irrigation District (IID) for a 
water transfer agreement. In 2003, the Water Authority solidified a historic agreement with the IID for the long-
term transfer of conserved Colorado River water to San Diego County. The Water Conservation and Transfer 
Agreement (Agreement) is the largest agriculture-to-urban water transfer in United States history. Through 
the Agreement, Colorado River water conserved by voluntary farmland fallowing programs, implementation 
of on-farm conservation methods and development of IID water distribution system efficiency projects is 
transferred to the Water Authority for use in San Diego County. In Calendar Year 2003, the Water Authority 
received the first water transfer totaling 10,000 acre-feet. The volume of IID transfer water increases annually 
according to a pre-determined schedule until it reaches its maximum of 200,000 acre-feet per year in 2021. In 
Calendar Year 2016, the transfer volume will be 100,000 acre-feet.

Additionally, as part of the Quantification Settlement Agreement (QSA) and related contracts, the Water 
Authority was assigned MWD’s rights to 80,200 acre-feet per year of conserved water from projects that lined 
portions of the All-American and Coachella Canals. The projects reduce the loss of water that occurred through 
seepage, and the conserved water is delivered to the Water Authority. This conserved water will provide the San 
Diego Region with a 8.5 million acre-feet over the 110-year life of the agreement.  

Chart 3-4 shows the breakdown of the projected imported Water Authority supplies (excluding MWD 
purchases) that will be used to meet water demands within the Water Authority’s service area. By 2021, deliveries 
of water from the IID transfer and the All-American and Coachella Canal lining projects are expected to yield 
280,200 acre-feet per year.

Chart 3-4    Projected Imported Supplies (Excludes MWD Purchases)
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  California, 4.4 MAF *

  Arizona, 2.8 MAF

  Nevada, 0.3 MAF

3.3.2 Metropolitan Water District Supplies

Although the water transfer agreement and canal lining projects reduce the Water Authority’s demand for 
MWD supplies, water purchases from MWD continue to be an important element of the Water Authority’s 
supply portfolio.  

As  previously noted, MWD obtains its water from the Colorado River Aqueduct (which it owns and operates), 
and the SWP. Water availability from the Colorado River is governed by a system of priorities and water rights that 
has been established over many years. The Colorado River Lower Basin states (California, Arizona, and Nevada) 
have an annual apportionment of 7.5 million acre-feet (MAF) of water divided as follows:

* MWD’s allocation of California’s apportionment is 550,000 acre-feet (MWD also receives yield from a conservation program with IID 

that dates to 1988).

 
MWD’s other water source, the SWP, is owned by the State of California and operated by the Department of 
Water Resources (DWR). MWD’s maximum contract amount of SWP supplies is 1.91 MAF per year, an amount 
it has received once. However, its SWP allocation is set each year by DWR based on winter runoff into reservoir 
storage and snow pack levels.  

3.4 Future Supply Challenges

The Water Authority is closely monitoring potential water supply challenges and pursuing options to address 
those challenges, including developing contingency plans for the judicial pumping restrictions imposed, and 
partnering with Northern California agencies to augment water supplies. Additionally, the Water Authority has 
adopted a drought management plan in the event of a supply shortage.

3.4.1 State Water Project Pumping Restrictions 

On December 15, 2008, the U.S. Fish and Wildlife Service (USFWS) released a biological opinion on the 
impacts of the SWP and Central Valley Project on Delta smelt. On June 4, 2009, the National Marine Fisheries 
Service released a biological opinion for salmonid species. These biological opinions contain water supply 
restrictions that impact deliveries from the SWP, depending on hydrologic conditions. The implementation of 
pumping restrictions has resulted in the loss of about 1.5 million acre-feet of State Project water for southern 
California since 2008.  On October 6, 2014, the Federal Central Valley Project Contractors and State Water 
Contractors filed a petition with the U.S. Supreme Court requesting that the Court review the Ninth Circuit 
Court’s decision that upheld the restrictions.  Impacts resulting from this litigation and ruling cannot be 
determined at this time.

The operational flexibility of the Delta pumps may be further impacted by the California Fish and Game 
Commission’s February 2008 designation of the longfin smelt as a candidate species. An agreement settling 
the longfin smelt litigation was approved on February 2, 2011.  Acting under the provisions of the agreement, 
the USFWS on April 2, 2012 issued its finding that the Bay-Delta longfin smelt population warrants protection 
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under the Endangered Species Act (ESA) and will be added to the list of candidates for ESA protection, to be 
reviewed annually. It should be noted that the restriction period may overlap those already in place for the delta 
smelt.  

An initiative known as the Bay-Delta Conservation Plan/California Water Fix (Water Fix), commenced in 
late 2013 with release of a Draft Environmental Impact Report/Environmental Impact Statement.  The Water 
Fix proposes to construct a new dual tunnel facility to convey water from the northern part of the delta to the 
existing SWP and Central Valley Project diversion facilities in the southern part of the delta. The Water Fix is 
envisioned to reduce adverse hydrologic conditions and improve ecosystem functions in the delta. However, the 
Water Fix does not provide any assurances that this very complex and expensive project will actually improve 
delta water supply reliability. Consequently, there is considerable uncertainty among the potential funding 
entities that the project is cost effective. It is anticipated that additional pumping restrictions will be imposed 
by state and federal regulatory agencies should the Water Fix not be pursued, or if the envisioned Water Fix 
ecosystem benefits are not realized by its construction. This would result in even less water supply reliability 
for the millions of Californians that rely on Bay-Delta supplies. 

The Water Authority is addressing these issues through careful water supply planning.

3.4.2 Supply Augmentation 

In response to the supply challenges, the Water Authority has taken prudent actions to implement water 
supply augmentation measures. The Water Authority initiated negotiations with northern California entities 
regarding potential multi-year water transfers and securing long-term storage capacity.  As part of the 
QSA, the Water Authority received approximately $30.5 million for use in its groundwater program. In a 
demand and supply analysis utilizing data from its 2005 Urban Water Management Plan, the Water Authority 
acknowledged a maximum potential need for up to 95,000 acre-feet of additional carryover storage capacity 
beyond the 100,000 acre-feet of carryover storage need identified in the Water Authority’s Capital Improvement 
Program.  

With this in mind, the Water Authority sought to partner with agencies overlying a groundwater basin for 
a conjunctive use project.  The project would allow water to be delivered and stored during times of above 
normal precipitation and extracted from the basin and delivered to the Water Authority either by wheeling 
through various facilities, exchanges, or a reduction in demands on the Water Authority. 

In June 2008, the Water Authority executed an agreement for 30,000 acre-feet of storage and capacity rights 
in the Semitropic Water Storage District’s Original Water Bank in the southern part of the San Joaquin Valley in 
Kern County.  The cost was approximately $11.8 million.  In August 2008, the Water Authority acquired 10,000 
units (which equates to 40,000 acre-feet of storage together with rights to certain capacities) in the Semitropic-
Rosamond Water Bank Authority for $15 million.  Subsequently, the Water Authority purchased approximately 
23,077 acre-feet of water from Butte Water District and Sutter Extension Water District.  With conveyance and 
carriage losses, the Water Authority was able to put 16,117 acre-feet of water into Semitropic’s Original Water 
Bank, where it remains stored for future use.
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3.4.3   Water Shortage and Drought Response Plan 

While the Water Authority and its member agencies have plans in place to ensure a reliable 
water supply, there is always some level of uncertainty associated with maintaining and developing 
local and imported supplies.  Therefore, as a prudent water management measure, the Water 
Authority, in coordination with its member agencies, developed a regional Water Shortage and 
Drought Response Plan (WSDRP). The WSDRP contains a suite of regional actions the Water 
Authority may take to avoid water shortages that require allocation of supplies. However, if supply 
cutbacks are necessary, the WSDRP also contains a fair and equitable methodology to allocate 
Water Authority supplies to its member agencies. Section 5 of the WSDRP contains a description 
of the Water Authority’s water supply allocation methodology.  

The WSDRP has been activated twice by the Board of Directors since its adoption by the Board 
in May 2006. The first activation occurred in June 2007, and was triggered by a report released 
by the MWD that characterized the 2007 water year as being dry throughout California and 
stated MWD would need to draw a significant amount of water from its storage supplies to meet 
demands. The WSDRP was most recently activated by the Water Authority Board in February 
2014, in response to Governor Brown’s January 17, 2014 declaration of a statewide emergency 
due to drought.  

On April 1, 2015, with the state in its fourth year of drought and the snowpack in the 
Northern Sierra Nevada at a historic low of five percent of average, Governor Brown issued 
an unprecedented Executive Order aimed at reducing urban water use statewide by 25%. On 
May 5, 2015, in accordance with the Governor’s directive, the SWRCB adopted Resolution No. 
2015-0032 to put in place an Emergency Regulation for statewide urban water conservation. The 
Emergency Regulation includes specific conservation standards that took effect June 1, 2015 
and requires urban water suppliers to reduce usage through February 2016, as compared to the 
amount used in 2013. The target reduction varies between 4% and 36% statewide; for Water 
Authority member agencies, the range is between 12% to 36%. This equates to an approximately 
20% overall demand reduction for the San Diego region. Water Authority member agencies 
are mandated to reduce their potable urban demands by their required percentage reduction 
during the months of June 2015 through February 2016 compared to the same months in 2013. 
The conservation mandate does not apply to suppliers such as the Water Authority that function 
solely in a wholesale capacity.  
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Additionally, in response to MWD’s decision to implement a 15% supply reduction in Fiscal Year 2016 and 
the SWRCB Emergency Regulation for statewide urban water conservation, the Water Authority Board took the 
following actions at its May 14, 2015 meeting:

  Declared the Mandatory Supply Cutback Stage of the Water Authority’s  
 WSDRP, and approved member agency supply allocations for M&I and TSAWR  
 for Fiscal Year 2016. 

  Set penalties for local agencies that exceed their M&I and TSAWR supply  
 allocations. 

  Restricted the irrigation of ornamental landscapes and turf with potable water  
 to no more than two days a week across the region to help agencies meet their  
 reduction targets.  

Since the SWRCB Emergency Regulation went into effect on June 1, 2015, the San Diego region has reduced 
potable water demand beyond the Governor’s statewide 25% mandate. The unprecedented drop in San Diego 
region demands due to the Emergency Regulation has significantly influenced the Water Authority’s projected 
sales and resulting rate ramp, triggering draws on the Rate Stabilization Fund. While water conservation is an 
important tool in managing drought, the Water Authority is advocating that if the state extends the Emergency 
Regulation it should adopt a more sustainable approach that combines demand management with investments 
made in drought-resilient supplies such as potable reuse, seawater desalination, long-term transfers of conserved 
water and other supplies not impacted by California’s drought.
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4.0 Capital Improvement Program

The Water Authority has a long history of planning and executing large and complex capital projects. 
A major part of the Capital Improvement Program (CIP) planning process is focused on maintaining accurate 
project construction schedules and cost estimates. This began with the 1987 Water Distribution Study, followed 
by the 2008 Comprehensive Reliability and Cost Assessment of the CIP, and the 2013 Master Plan Update. 
Most recently the Water Authority approved an Asset Management Plan to ensure the safety and reliability of 
the Water Authority’s pipelines and facilities. This close monitoring of the CIP and assets enables the Water 
Authority to base its Long-Range Financing Plan (LRFP) on timely and accurate data.  

The Water Authority’s budget for the CIP peaked with the construction of major water infrastructure projects 
in Fiscal Year 2007. The current 30-year CIP budget of $2.8 billion, with an appropriation of $136.8 million for 
Fiscal Years 2016 and 2017, reflects the shift from major construction projects to asset management and the 
optimization of the existing aqueduct system. The Water Authority is projecting to spend $582 million over 
the next ten years on CIP projects. A significant portion of the current CIP is expected to be spent beyond the 
ten-year LRFP planning period. 

This section provides a historical perspective on the evolution of the current CIP and a discussion of the 
adopted CIP. The adopted CIP is the basis for the capital expenditures, incorporated into the capital financing 
plan, presented in Section 5.0. 

4.1 History of the Water Authority’s CIP

1987 Water Distribution Study.   The beginnings of a capital improvement program within the Water Authority 
can be traced back to 1987. In November 1987, staff presented the Water Authority’s Board (Board) with the 
Water Distribution Study, which analyzed the population growth and water demand projections through the 
year 2010. The information was analyzed to project the future demands for supplemental water from the 
Metropolitan Water District (MWD) and to determine the future requirements for water transmission pipelines 
and water treatment facilities. 

The study proposed eight pipeline projects to meet the projected demand and increase the reliability of 
the aqueduct system. The need at that time to increase the capacity of the aqueduct system was based on 
the conclusion that the projected total demand was 
estimated to exceed capacity by 1990. In addition 
to the capacity limitations, it was discovered that 
Pipeline 3, a prestressed concrete cylinder pipeline 
and the only pipeline to several agencies south 
of Interstate 8, was being damaged by corrosion 
at several locations. An additional pipeline, the 
proposed Pipeline 4 Extension, Phases I and II was 
needed to add reliability to the system in the event 
Pipeline 3 failed.
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1989 Water Distribution Plan. The issues raised by the 1987 Water Distribution Study led to the creation of 
a Water Distribution Plan, which was finished in the summer of 1989. The plan was presented to the Board 
and adopted in August 1989. In so doing, the Water Authority Board created its CIP. The plan was titled, “The 
Water Distribution Plan, A Capital Improvement Program Through the Year 2010.” The resolution of the Board 
adopting the CIP in 1989 stated in part that: “In  order to meet the existing and future needs of its member 
agencies and the 2.25 million people whom they serve, it is necessary that existing pipeline capacities and 
filtration facilities be significantly improved.” 

The Water Distribution Plan contained projects designed to meet the objectives of increased capacity, yield 
from existing water treatment plants, water supplies, and reliability of the aqueduct system.

Annual Review and Update of the CIP.   In September 1990, staff proposed that the CIP be reviewed and 
revised annually.  The annual review of the CIP allowed the program to be more responsive to changing 
conditions, particularly with respect to changes in demand projections and the changing needs of member 
agencies. The changes resulted in the addition of projects and the acceleration or delay of project schedules 
that resulted from adopted changes in project priorities. In addition, the review allowed for the update of cost 
estimates as detailed design information became available. 

Adoption of the Water Authority Strategic Plan.  In 1995, the Water Authority adopted the Strategic Plan. The 
Strategic Plan prioritized the goals required to achieve the mission of the Water Authority to provide a safe and 
reliable supply of water to its member agencies. In 2007, the Water Authority determined an update to the 1995 
Strategic Plan was necessary in order to align the Strategic Plan and the Water Authority’s Business Plan. An 
updated Strategic Plan was adopted in April 2008.

Capital Facility Planning. Facility needs are assessed by the Water Resources Department and are reviewed and 
approved through the Water Authority’s CIP. This program is annually brought to the Board for approval. The 
program provides for rolling ten-year infrastructure need forecasts based upon 30-year planning projections. 
The annual update identifies and categorizes needed facilities, estimates costs, and provides completion 
schedules. Progress towards meeting the objectives identified in the previous year’s CIP update are included in 
the annual Board review.

Regional Water Facilities Master Plan. In June 1997, the Board approved a Regional Water Facilities Master 
Plan project. The purpose of this project was to assess future water demands and supplies through the year 
2030 and recommend the best facilities’ solution to the region’s needs. In March 2014, the Board approved 
an update to the Regional Water Facilities Master Plan as well as the first ever Water Authority Climate 
Action Plan. The update also included preparation of a Supplemental Program Environmental Impact Report 
(SPEIR), which was certified by the Board in March 2014. The Climate Action Plan and SPEIR were prepared 
to address in a comprehensive manner potential environmental and cumulative impacts in compliance with 
the California Environmental Quality Act (CEQA) and the California Global Warming Solution Act of 2006 
(AB32).

The 2013 Regional Water Facilities Optimization and Master Plan Update will serve as the guiding document 
for new infrastructure improvements proposed by the Water Authority over the next 25 years to ensure the safe 
and reliable delivery of water to the 3.2 million people in the service area. This update focused on optimizing 
the substantial investments recently made by the Water Authority and its member agencies in new treatment, 
storage and conveyance facilities, determining facilities, and determining how best to integrate new water 
supplies, such as desalinated seawater, into the existing regional water system in the most cost-effective manner 
possible. Using supply and demand projections from the 2010 Urban Water Management Plan, the Master Plan 
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Update adopted a scenario planning approach to assess a reasonable range of future supply outcomes, including 
factors outside of the Water Authority’s control that may affect the need and timing for new infrastructure 
improvements and new supply development. An adaptive management approach, regarding future decisions 
on new supply development that considers future local and statewide water supply conditions and actions was 
recommended.

Adoption of the Emergency Storage Project. The Emergency Storage Project (ESP) was one of the initial 
ten projects included in the first CIP but only as a planning phase project. As planning work moved forward 
to include best alternative selection and a programmatic Environmental Impact Report (EIR) process, the 
costs of the project came into focus. In June 1998, the ESP project was adopted by the Board with a budget 
of $730 million with the goal of providing adequate storage to meet emergency needs. The ESP is a system 
of reservoirs, interconnected pipelines, and pumping stations designed to make water available to the San 
Diego region in the event of an interruption in imported water deliveries. Currently the ESP is a $1.5 billion 
program and consists of 18 projects with only six remaining to be completed, three of which are substantially 
complete.

 
The San Vicente Dam raise  

(part of the Emergency Storage Project) 
  

is the tallest dam raise in the United States and the 
tallest of its type in the world. The dam was raised 117 

feet using roller-compacted concrete. The dam was  
raised to store additional water for regional use during 
times of water scarcity. The dam’s original height was 
220 feet with a storage capacity of 90,000 acre-feet 

of water. The new height of the dam allows for an 
additional 152,000 acre-feet of water storage, for a 

total of 242,000 acre-feet. 

 

 

 

Water Authority Business Plan. In late 2003, staff began work to refine the focus of its efforts to align its 
activities with the evolving vision of the Regional Water Facilities Master Plan, which was adopted by the Board 
in June 2004. What resulted was the implementation plan to diversify the water supplies portfolio and build new 
facilities that could store, transport, and treat those new supplies to meet future regional demands. The staff 
presented the Water Authority’s Business Plan to the Board in 2004. The Business Plan is updated biennially and 
is based on a five-year horizon. The most recent update is the 2014-2019 Business Plan, presented to the Board 
in July 2014. The plan describes the key focus areas (water supply, water facilities, and core business), programs, 
key issues, management strategies and goals necessary to carry out the policies and strategic direction set forth 
by the Water Authority Board of Directors in support of its mission. The LRFP is a Core Business goal in the 
2014-2019 Business Plan.  

San Vicente Dam Raise, construction 2010
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CIP Re-costing and Comprehensive Reliability and Cost Assessment. In March 2006, the Board formed a 
construction ad hoc committee to provide policy guidance to the staff on the issue of escalating costs of 
construction. The central issue proved to be demand for construction materials and services were outstripping 
the supply of these resources resulting in significantly higher costs. Following the CIP re-costing activities, a 
second board ad hoc committee was formed in September 2006 to provide guidance to staff in determining 
the most appropriate mix of water supply, facilities, and core business policies that impact revenues, costs, and 
member agency rates. The goal was to find the best balance of policies and actions to deliver the highest level 
of reliability to the region at the most affordable cost.

Asset Management. The Water Authority’s infrastructure is worth an estimated $3.2 billion. The Water 
Authority adopted an Asset Management Plan in January 2009 to define which assets will be included in 

the Asset Management Program and how asset management will 
be implemented and managed within the organization. Asset 
management is the second largest component of the CIP and 
includes all activities required to derive the most value from an 

asset through its life cycle. The overarching goal of the program 
is that planning, design, construction, operation, maintenance, or 

the surplus of assets is completed at the optimum time to ensure water delivery system reliability at the lowest 
cost and least impact to member agencies. During the Fiscal Years 2016 and 2017 budget development process 
the Water Authority reviewed current and future asset management needs. The process included condition 
assessment, risk assessment, and prioritization. An effective Asset Management Program will ensure a high 
degree of reliability and lower overall costs.  

The Asset Management Program is comprised of several projects, the largest of which are Infrastructure 
Rehabilitation and the Relining and Pipe Replacement Program. The Infrastructure Rehabilitation Project 
represents the implementation of several industry best practices such as performing condition assessments, 
developing an asset registry, determination of remaining useful life, undertaking risk assessments, and 
planning rehabilitation or replacement projects. The Relining and Pipe Replacement Program represents the 
rehabilitation efforts specifically related to prestressed concrete cylinder pipe. Due to the higher risks associated 
with failure of this type of pipe, it remains the priority for rehabilitation.

Graphical representation  of probability of failure and consequence of failure

The Asset Management 
Program  continues to evolve, utilizing 

new technology to gather condition data, 

analyze the data, and forecast future 

rehabilitation and replacement needs. 

The highest priority pipe type, Prestressed 

Concrete Cylinder Pipe (PCCP) remains 

under close watch.  Utilizing a state 

of the art Acoustic Fiber Optic (AFO) 

monitoring system, degradation of a main 

component of the pipe - the prestressing 

wires - can be monitored.  A corroded 

wire that breaks creates a unique sound 

that is detected by the monitoring system.  

Accounting for these broken wires helps 

provide an early warning system of 

potential pipeline failure and a long-term 

indicator of pipe condition.
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4.2 Adopted Capital Improvement Program

Through June 30, 2015, over $3.2 billion has been spent to complete various capital projects since 1989. 
The present 30-year CIP budget is $2.8 billion. When a project has been completed and placed in service it 
is no longer included in the CIP budget. A significant portion, approximately $1 billion, of the CIP budget is 
projected beyond the LRFP planning period.

Projects in the CIP. Table 4-1 summarizes the status of the CIP budget as of June 30, 2015 by project 
category. The projects are primarily a mix of pipeline, Asset Management, ESP, water supply, system-wide 
improvements, flow control and pumping facilities, and projects that are reimbursable through state and 
federal funding.

Table 4-1   Summary of CIP Categories & Forecast Expenditures ($ Millions) 

  Cumulative Remaining 
 Lifetime  Expenditures Budget 
CIP Category Budget June 30, 2015 * FY 2016 - FY 2026

Asset Management $729.97 $322.51 $247.21 

Emergency Storage Project (ESP) 846.05 734.66 111.39 

Planning and Studies 1 47.25 6.83 40.42 

New Facilities 217.88 91.08 122.99 

Other 111.63 51.09 60.54 

Total $1,952.78 $1,206.17 $582.55

* Estimated expenditures 

(1) Dollar value includes design, planning and construction dollars. 

  The largest single aggregation of projects for Fiscal Years 2016-2026  
 is Asset Management. 

  A substantial amount of future facilities work will be in the relining   
 and replacement of aging pipelines and rehabilitation of existing  
 infrastructure. Expenditures in support of these activities are  
 forecast to average $22 million a year over the next ten years.

  The balance of projects over the next 20 years beyond the ESP and  
 Asset Management will be in the construction of additional  
 pipelines,  pump stations, a flow regulatory structure and various  
 system improvements. 

Relining/Pipeline Replacement Program
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Emergency 
Storage 
Program
$111M

Asset 
Management 

Program
$247M

Mitigation
& Other 
$61M

Planning 
Studies
$40M

New
Facilities
$123M

The Water Authority is projecting 
expenditures of $582 million over the 
next ten years on capital improvement 
projects. Chart 4-1 shows the breakout of 
projects, with a significant portion of the 
Asset Management Program  allocated to 
the Relining Program.  Approximately one 
quarter of the projected $582 million (or 
$136 million), will be spent in Fiscal Years 
2016 and 2017.  
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Chart 4-1   Capital Improvement Projects, Fiscal Year 2016-2026 

Chart 4-2 shows the projected annual CIP expenditures for all 39 projects over the next ten years . These 
projected annual expenditures form the capital funding needs of the Water Authority during the LRFP planning 
period. As shown, the funding needs diminish over time as the projects are completed. The Water Authority’s 
Relining and Pipe Replacement Program and the Infrastructure Rehabilitation projects represent the majority 
of projected continuing expenditures after Fiscal Year 2020 and through Fiscal Year 2026.

Chart 4-2   Projected Annual Total CIP Expenditures
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5.0  Capital Financing Plan

The capital financing plan for the Water Authority’s 
Capital Improvement Plan (CIP) is an important driver of the 
Long-Range Financing Plan (LRFP). The capital financing plan 
considers the Water Authority’s financial goals and objectives 
and the mix of current and future funds available for capital 
investment to determine the optimal funding sources for 
the projected CIP expenditures. The optimal funding mix is 
achieved by balancing the use of Pay-As-You-Go (PAYGO) 
funds and debt proceeds to fund the CIP against the rate 
and charge increases required to support the funding mix. 
Figure 5-1 illustrates the forces shaping the LRFP. 

The capital financing plan also looks at the appropriate 
mix of debt instruments, particularly the balance between 
fixed-rate and variable-rate obligations, to minimize the 
Water Authority’s cost of capital and interest rate risk. 
With the goal of enhancing the Water Authority’s ability to 
manage interest rate risk, the staff periodically reviews new 
financial products available. The Water Authority has never 
considered or utilized any derivative products.  

This section provides a detailed overview of the debt instruments that the Water Authority anticipates using 
to finance the current CIP, the methodology used to optimize the CIP financing mix, and the fundamental 
assumptions underlying the new debt service projections and the projected debt service schedules for new 
debt. 

5.1 Water Authority Borrowing Options

The California State Constitution and various State Supreme Court decisions interpreting the Constitution set 
forth the powers of public agencies to borrow money. The powers of the Water Authority to incur indebtedness 
are further dictated by California statues, most importantly the legislation under which it is organized, the 
County Water Authority Act (Act), which was adopted in 1943 and has been amended from time to time. The 
Act authorizes the Water Authority to issue general obligation bonds secured by property taxes when approved 
by voters (Section 45-7), and to issue voter-approved revenue bonds (Section 45-7.5). The Act also authorizes 
the Water Authority to enter various obligations without voter approval. The Act authorizes “contracts to incur 
indebtedness” (Section 45-8) and authorizes the Water Authority to purchase property (Section 4.5-5(4)); both 
such forms of contract can be used to secure a borrowing through the issuance of Certificates of Participation 
(COPs) and JPA Revenue Bonds (JPA Revenue Bonds). The Act also authorizes short-term revenues certificates 
(Section 45-8.2), under which the Water Authority has issued commercial paper (CP) and extendable commercial 
paper (ECP). The Water Authority may issue water revenue refunding bonds under the Local Agency Revenue 
Bond Refunding Law (Articles 10 and 11 of Chapter 3 of Part 1 of Division 2 of Title 5 of the California 
Government Code). 

Figure 5-1   Capital Financing Plan Drivers
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The following describes the Water Authority’s debt instrument options. Of these available tools, the Water 
Authority has and anticipates continuing to utilize JPA Revenue Bonds, CP and Extendable Commmercial 
Paper (ECP), to finance the CIP. 

General Obligation Bonds. With two-thirds voter approval, the Water Authority can issue General Obligation 
(GO) bonds, which are secured by a supplemental ad valorem property tax. The Water Authority last issued 
such bonds in 1966 and retired the last of such debt in 2004. Due to voter-approval requirements and the lack of 
a direct link between the assessed value of a property and the use of water, there are no current plans to utilize 
such debt in the future. 

Revenue Bonds. The Act also provides for issuance of revenue bonds under another statute, the Revenue Bond 
Act of 1941. Bonds issued under this act require majority voter approval. Due to voter-approval requirements 
and a number of outdated provisions, the statute is rarely used by any California entity, including the Water 
Authority. 

Water Revenue Certificates of Participation.  In the past the Water Authority has used COPs as its primary long-
term debt funding instrument. COPs are a common vehicle by which California governments borrow money, 
and are viewed by investors as a form of municipal revenue bond. Typically, a COP securitizes a governmental 
payment obligation under some form of contract other than a bond indenture. COPs can be used in connection 
with a variety of municipal financings, such as governmental lease financing, conduit financing of non-profit 
organizations and, as is the case with the Water Authority, for enterprise revenue financing. 

Two forms of contracts have 
supported the Water Authority’s 
COPs. Contracts to incur 
indebtedness are specifically 
authorized by the Act (the actual 
contract the Water Authority 
executes has been called a “Contract 
of Indebtedness”). The amount 
of debt authorized by this vehicle 
cannot exceed one-tenth of one 
percent of the assessed value of the 
Water Authority’s service area. This 
limitation constrains the maximum 
amount of outstanding Contracts of 
Indebtedness to approximately $382 
million (based upon the Fiscal Year 
2014 assessed valuation), a small 

amount relative to the Water Authority’s overall capital needs. The Water Authority currently has approximately 
$148.5 million of Contracts of Indebtedness outstanding, all securing COPs, and does not intend to issue such 
Contracts of Indebtedness in the foreseeable future. 

In addition, the Water Authority can exercise its power to acquire property and enter into installment 
purchase or installment sale agreements, which are then used to secure COPs. This legal structure is a common 
form of water enterprise financing used by general law cities, counties, and special districts throughout the 
State to accommodate efficient borrowing practices. For the Water Authority, this approach to COPs allows for 
borrowing in excess of the limitation on Contracts of Indebtedness.  

Figure 5-2     Structure of COP Issue
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Both of the types of contracts that support Water Authority COPs—Contracts of Indebtedness and installment 
sale agreements—are limited by the Act to 40 years. As such, the Water Authority’s COPS are limited to a term 
not to exceed 40 years as well. Prior to adoption of State Bill 290 in 1999, the limitation on installment sale 
agreement contracts was 20 years. Since then, the Water Authority’s practice has been to issue 30-year COPs, 
although it may wish to consider the possibility of issuing 40-year COPs.

The Water Authority’s COPs provide a strong form of security to an investor, very similar to the security 
provided by revenue bonds. These security features include a pledge of Net Revenues (total revenues less 
operating and maintenance expenses), a covenant to maintain rates so as to produce net revenues that are at 
least 120% of total COP debt service, and requirements that must be met prior to the issuance of additional 
indebtedness. 

The Water Authority’s issuance of COPs is facilitated by the San Diego County Water Authority Financing 
Corporation, a California nonprofit benefit corporation, which was created by the Water Authority specifically 
to facilitate these financings by serving as counterparty to the installment sale agreements and Contracts of 
Indebtedness securing Water Authority COPs. This Corporation has no assets or liabilities, and assigns all of its 
interests in the contracts, including its right to receive COP payments, to a bank acting as a trustee. The basic 
structure of a Water Authority COP issue is portrayed in Figure 5-2.

COPs can be issued as either fixed-rate or variable-rate instruments. To date, all of the Water Authority’s 
COPs have been fixed-rate. There are two types of variable-rate COPs the Water Authority would likely consider. 
One, variable-rate demand obligations, are typically remarketed on a daily or weekly basis. A bank liquidity 
facility, similar to that provided for the CP program, insures that an investor can “put” the bonds back to the 
issuer when the bonds cannot be immediately remarketed to new investors. 

The second form of variable-rate COP would be indexed notes. The interest rates on these notes reset weekly 
based on the Securities Industry and Financial Markets Association (SIFMA) index or a percentage of the 
London Interbank Offered Rate (LIBOR) index plus a fixed spread that would be determined at the initial 
pricing of the bonds.  The bonds would be sold with a long-dated nominal final maturity but have a mandatory 
tender date between one and five years.  On the mandatory tender date, the Water Authority would be required 
to either remarket the bonds at a new spread to the index, refund the bonds with another debt instrument or 
pay the bonds with cash on hand. The benefit of indexed notes over variable rate demand obligations is that 
indexed notes do not require a bank liquidity facility, which can be expensive or difficult to secure depending 
on market and regulatory conditions.
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 JPA Revenue Bonds.  The Water Authority may also finance projects through Chapter 5 of Division 7 of 
Title 1 of the California Government Code, water revenue bonds issued by a joint exercise of powers authority 
,pursuant to the Joint Exercise of Powers Act.  In 2009, the Water Authority and the California Municipal Finance 
Authority formed the San Diego County Water Authority Financing Agency to assist the Water Authority in the 
financing of public capital improvements.  Pursuant to the Joint Exercise of Powers Act, the San Diego County 
Water Authority Financing Agency is authorized to issue bonds for the purpose of financing, refinancing 
or providing reimbursement for costs incurred in connection with the construction, expansion, remodeling, 
renovation, furnishing, equipping or acquisition of public capital improvements.  

The structure of the JPA revenue 
bonds is the same as COPs, as shown 
in Figure 5-3. Bonds are secured by 
contracts of indebtedness or installment 
sale agreements, which are payable 
from Net Water Revenues. The final 
maturity for JPA revenue bonds can 
be up to 40 years. Legal provisions 
also require that senior debt service is 
covered by net revenues by at least 120% 
and additional issuance is governed by 
the same requirements set forth for 
COPs.

While JPA revenue bonds are not 
structurally different from COPs, they 
are preferred by investors and price and 

trade at stronger levels. This is due to investor perceptions that COPs are an inherently weaker credit than JPA 
revenue bonds because other COP structures can be subject to appropriation risk and extraordinary redemption 
provisions. While the Water Authority’s COPs do not carry either of these risks, investor misperception and 
misunderstanding remains, making JPA revenue bonds the preferable instrument for new money borrowing 
going forward.
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Figure 5-3     Structure of JPA Revenue Bonds Issue

Water Revenue Refunding Bonds.  Under the Local Agency Revenue Bond 
Refunding  Law, the Water Authority may issue water revenue refunding 
bonds to refund outstanding installment sale agreement, contracts of 
indebtedness and commercial paper obligations of the Water Authority. 
Such bonds are payable from water revenues on the same basis as COPs 
and JPA Revenue Bonds. Water revenue refunding bonds are well received 
by investors, but can only be used if all of the bond proceeds 
will be used for refunding (i.e., if there is no new money 
borrowing).

 
Subordinate  

Fixed Rate Bonds 
In 2011 as part of a debt optimization effort, the 

Water Authority issued its first subordinate fixed- rate 
obligation.  The Series 2011S-1 Water Refunding Bonds 

were used to fix out a portion of the outstanding  
Commercial Paper to diversify and stabilize the Water  

Authority’s exposure to interest rate volatility. 
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Taxable Build America Bonds.  The Water Authority has issued BABs under the same authorization as the JPA 
Revenue Bonds. In 2009, the U.S. government introduced the BABs program into an ailing tax-exempt bond 
market to help states and localities pursue needed capital projects. BABs provided a direct federal payment 
subsidy equal to 35% of the taxable borrowing costs on taxable bonds. The subsidy led to a lower net borrowing 
cost. It should be noted that the subsidy payments have been reduced as a result of the United States federal 
government budget sequestration.  The BABs program has expired, but similar subsidy based programs may 
be established in the future.

Commercial Paper. Under Section 8.2 of the Act, 
the Water Authority may issue “short-term revenue 
certificates” with a maturity of up to 270 days. This 
provision accommodates the issuance of CP, a form of 
variable-rate financing. Like COPs, the Water Authority’s 
CP is secured by Net Revenues, but on a subordinate 
basis to the Water Authority’s long-term debt (i.e., COP 
payments). The rate covenant related to CP requires the 
Water Authority to maintain Net Revenues at a level that 
covers all Water Authority obligations by 100%. 

While each issuance of CP has a maturity of 270 days 
or less, as shown in Figure 5-4, the principal payments of 
maturing securities are usually funded with a subsequent 
issue of CP; this process is referred to as “rolling” the CP. A 
bank line of credit in the form of a revolving note purchase 
agreement, commonly referred to as a liquidity facility, is 
used to ensure that funds are available to pay investors at 
each maturity in the unlikely event of a failed reissuance. While some entities use CP for temporary financing 
during construction, and refund their CP with some form of long-term debt, the Water Authority has utilized 
this form of financing to create a more permanent variable interest rate component of its capital structure. The 
Table 5-1 on the following page summarizes key characteristics of the various types of debt.

Extendable Commercial Paper. In 2014, the 
Water Authority authorized the issuance of 
Extendable Commercial Paper (ECP) in its 
debt policy. Mechanically, ECP is similar to 
traditional CP. The notes also carry the same 
security provisions as CP, wherein principal and 
interest are paid from a subordinate lien on Net 
Revenues and the rate covenant requiring that 
Net Revenues cover all Water Authority obligations by 100% still applies.  The main difference is that ECP does 
not require a bank liquidity facility which is why ECP offers a lower cost of funds than traditional CP.  Instead, 
ECP notes are issued with an original final maturity of up to 120 days, as shown in Figure 5-5. If the ECP notes 
are not remarketed on the original final maturity, the maturity date is extended up to 150 days and the ECP 
notes will bear interest at a higher predetermined reset rate. During the 150 days, The Water Authority must 
either remarket the ECP, refund it with another debt instrument, or pay it off with cash.
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Figure 5-4     Structure of Commercial Paper Issue

Figure 5-5     Structure of Extendable Commercial Paper
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Table 5-1     Characteristics of Various Types of Debt 

    Credit Quality 

  Repayment   (from Highest   

Type of Debt Security Term Limit Procedure  to Lowest)

GO  - Ad valorem property taxes 50 Years 2/3 voter Strongest 

Bonds   approval credit quality 

Revenue  - Water sales net revenue 40 Years Majority Strong credit 

Bonds - Infrastructure access charges  voter approval quality (not as   

 - Standby charges   strong as  

 - Capacity charges   GO Bonds) 

 - Interest on cash balances     

 - Property taxes

Taxable Build America - Water sales net revenue 40 Years Board action Strong credit

Bonds (BABs) - Infrastructure access charges   quality (on par with

only available - Standby charges   Revenue Bonds

in 2009 and 2010 - Capacity Charges  

 - Interest on cash balances

 - Property taxes

JPA Revenue Bonds - Water sales net revenue 40 Years Board action Better than COPs

 - Infrastructure access charges   Slightly worse than

 - Standby charges   Revenue Bonds

 - Interest on cash balances

 - Property taxes 

Water Revenue  - Water sales net revenue 40 Years Board action Better than COPs

Refunding Bonds * - Infrastructure access charges   Slightly worse than

 - Standby charges   Revenue Bonds

 - Interest on cash balances

 - Property taxes 

COPs - Water sales net revenue 40 Years  Board action Slightly 

 - Infrastructure access charges   worse than  

 - Standby charges   JPA Revenue Bonds   

 - Capacity charges    

 - Interest on cash balances  

 - Property taxes

Commercial   - Water sales net revenue Rates reset Board action Subordinate 

Paper - Infrastructure access charges periodically  lien, but,  

 - Standby charges but are limited  strengthened 

 - Capacity charges to 270 days or less  with highly-rated 

 - Interest on cash balances   liquidity facility 

 - Property taxes

Extendable  - Water sales net revenue Rates reset Board action Subordinate

Commercial Paper  - Infrastructure access charges periodically  lien without a 

 - Standby charges but are limited  liquidity facility

 - Capacity charges to 120 days or less   

 - Interest on cash balances    

 - Property taxes

*  Series 2011S-1 subordinate bonds are issued under this authority.
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5.2 Optimizing the Capital Financing Mix

The Water Authority’s CIP funding sources include accumulated revenues (fund balances), future revenues 
allocated towards capital expenditures (pay-as-you-go financing) and future revenues allocated towards debt 
service (sometimes referred to as “pay-as-you-use” financing). All of these funding sources must be integrated 
into the capital financing plan. 

DESALINATION FACILITY FINANCING AND  
WATER AUTHORITY OBLIGATIONS    The project 
incorporates an innovative risk transfer arrangement within the 
financing structure.  The project is being delivered through a 
public-private-partnership model with Poseidon Water under 
which risks associated with the design, construction and operation 
of the desalination plant were transferred from the Water 
Authority to Poseidon Water and its investors.   

The project was financed in part with proceeds of two series 
of bonds issued by the California Pollution Control Financing 
Authority in December 2012.  The Water Authority has 
entered into a take and pay water purchase agreement under 
which it will pay only for water delivered which meets specific 
quality standards.  

Any financial shortfalls resulting from reductions in water 
deliveries meeting such quality standards are borne by Poseidon 
Water. 

Chart 5-1  CIP Funding Mix 

Fixed-Rate 
Debt 

Proceeds
57%

Variable-
Rate Debt 
Proceeds

13%

PAYGO 
(cash)
30%

Optimizing the capital financing plan is a complex and 
iterative process that involves several key steps. These steps 
are: determining the annual CIP funding mix of cash and 
debt; determining the mix of types of debt; and creating 
principal amortization schedules for proposed debt. Each step 
must balance the goals outlined in Section 2.0: cost efficiency, 
predictable rates, and intergenerational equity with rate and 
charge increases. A discussion of the optimization steps are 
provided next. 

  Carlsbad Desalination Plant, 2015 
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5.2.1	 Target	Cash	and	Debt	Financing	Profile

Like any business enterprise, the Water Authority needs to determine the best mix of resources to finance 
both its operations and its CIP. The cash and debt financing profile identifies the annual use of fund balances 
(cash) and debt to fund CIP outlays. The cash/debt profile seeks to maintain a level of cash investment into 
existing (renewal and replacement) and new system assets that both minimizes the Water Authority’s debt and 
maintains intergenerational equity among ratepayers.  

Even though most of the assets that will be financed in the CIP have long useful lives, there are several 
reasons why a mix of pay-as-you-go and debt financing is recommended. First, cash funding throughout the CIP 
horizon ensures that current customers are always contributing funds towards the capital investments they are 
benefiting from, and not deferring these costs entirely to future generations of ratepayers. In addition, there are 
certain sources that should be available for such funding: Generally Accepted Accounting Principles requires 
that the Water Authority expense its prior capital expenditures by recording depreciation, which was $44.7 
million for the fiscal year ending June 30, 2014. If rates are set to create balanced operations, there should be 
some rate revenues to offset that expense, which can be used to fund renewal and replacement of the expiring 
existing capital assets.  

Furthermore, the bond market requires that an agency’s rate structure generate a margin of revenues over 
operating and debt expenditures. The Water Authority has covenanted as part of its senior lien debt issues 
to maintain a minimum debt service coverage ratio of 1.2 times; that is, total revenues, minus operating and 
maintenance expenses, ignoring depreciation (standard for water revenue enterprise debt) must be at least 1.2 
times the amount of senior lien debt service. The Water Authority has adopted internal policies that set the goal 
for senior lien debt service coverage even higher at 1.5 times. This policy reflects a desire to bolster the Water 
Authority’s credit quality, which in turn serves to lower the Water Authority’s cost of debt and to mitigate the 
amount of debt borne by the water system in the future by increasing the cash funding of the CIP. The additional 
revenue required to meet the coverage target of 1.5 times is available for capital investment.

As shown in Charts 5-2 and 5-3, over the projection period the Water Authority is expects to meet its enhanced 
debt service coverage target of 1.5 times and its overall coverage requirement of 1.0 times.

Chart 5-2 Senior Lien Debt Service Coverage
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Chart 5-3  Overall Debt Service Coverage

By meeting this 1.5 times coverage target, the Water Authority’s revenues would 
generate sufficient resources to fund approximately 30% of future CIP expenditures, 
or approximately $594 million with cash, with the balance financed with debt. Of 
such amount, approximately $1.2 billion has been expended on various projects, 
leaving an unspent balance in the CIP budget of approximately $1.6 billion. During 
the LRFP planning period cash is projected to fund $423.4 million of the $1.6 billion 
of the unspent CIP budget. The percent of capital expenditures financed with cash 
is a common performance metric used by the credit markets and rating agencies 
in evaluating utilities. A common target for this performance metric is 20% or 
more.

Another factor in a long-term plan of finance is the timing of the use of cash funds. 
By varying the financing source mix over time, different pressures are alleviated or 
created. For instance, as more debt is used to finance the CIP, debt service coverage 
requirements also increase, putting stress on water rates. At the same time, cash can 
be invested at taxable interest rates; the potential for investments to yield higher rates 
of return than the cost of borrowing. The availability of fund balances also enhances 
the Water Authority’s ability to pay for unanticipated capital expenditures. These 
factors make it advantageous to maintain some level of cash and investments. The 
financing mix profile balances these options to achieve efficient and stable water 
rates. 
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SECTION 5.0              Capital Financing Plan

Chart 5-4  below illustrates the mix of cash and debt planned to be used to finance the CIP over the projection 
period. As the chart shows, the amount of cash and debt used varies from year to year. 

Chart 5-4  CIP Funding Mix *

* Expenditures are based upon the high-rate CIP projections

 
5.2.2 Fixed/Variable Debt Mix (Target)

The next step in developing the capital financing plan is selecting the appropriate 
mix of fixed and variable-rate debt. To determine the optimal amount of fixed and 
variable-rate debt to fund the CIP, the benefits and risks each has to 
offer must be evaluated in the context of the prevailing interest rate 
environment, governing policy goals and objectives and the current and 
projected fund balances. 

Fixed-rate debt offers the advantage of a set debt service payment schedule 
upon which budgets and projections can be based, but typically requires higher 
interest rates. In 2015, approximately 76% of the Water Authority’s outstanding 
debt is fixed-rate debt. 

Variable-rate debt, on the other hand, offers a few potential benefits over fixed-rate 
debt. First, variable-rate debt typically offers lower interest rates because interest rate 
risk is borne by the issuer not the investor. Often, variable-rate debt represents the longest 
term bonds in a debt portfolio, as the interest rate savings are greatest when compared to the 
fixed-rates of a comparable long-term bond. Second, it offers a great deal of flexibility in regards to 
principal repayment. These bonds can be refunded or prepaid on any payment date with no prepayment 
penalty.

Because the interest rate paid on variable-rate debt changes as often as on a daily basis, this type of 
debt introduces uncertainty into debt service payment budgets and projections. In the current interest rate 
environment, projecting even short-term interest rate movements is challenging. Another challenge associated 
with variable-rate debt is the potential for interest rates to rise steeply causing debt service payments to increase 
as well. This is often referred to as interest rate risk.  
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An important factor that mitigates the interest rate risk associated with variable-rate debt is the cash resources 
held by the Water Authority in the Operating, Stored Water Fund, and RSF funds. To the extent that the Water 
Authority maintains cash resources, any increase in interest rate paid on variable-rate debt is offset, or hedged, 
by an increase in investment earnings on cash reserves. This is due to the fact that investment earnings tend to 
move parallel to the interest rates on variable-rate debt. It should also be noted that lower interest rates reduce 
investment earnings (interest rate risk is inherent on the investment side). Thus variable-rate debt can actually 
reduce budgetary risk, as the impacts of lower interest rates can be offset by lower than budgeted payments on 
outstanding variable-rate debt.

Chart 5-5     Borrowing Rates 

The relative desirability of fixed and 
variable-rate debt also depends on the 
interest rate environment and the shape 
of the yield curve at any given point 
in time. For example, during a period 
where interest rates are near historical 
lows, fixed long-term debt may be very 
attractive. On the other hand, in an 
environment where interest rates are 
high and expected to decline, variable-
rate debt may be attractive. As shown 
in Chart 5-5, the current interest rate 
environment is very favorable for fixed-
rate debt with rates near to historical 
lows.

The Water Authority currently limits the amount of variable-rate debt to a maximum of 30% of the 
outstanding debt. The mix of fixed to variable is developed based upon projected fund balances and meeting 
the policy limit. The mix of fixed to variable-rate debt projected for the LRFP planning period is shown in Chart 
5-6. It should be noted that the actual use of debt in the future may vary slightly from what is shown. A total 
of approximately $168.3 million in debt is planned to be issued over the LRFP planning period.  Of the $168.3 
million 59% is fixed-rate debt with the remaining 41% being variable-rate debt.
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5.2.3 Debt Structure and Principal Amortization

The last step is developing the debt structure and principal amortization schedules for the new fixed and 
variable-rate debt.  Generally, the Water Authority structures each bond issue to provide a smooth and level 
total debt service payment schedule over the subsequent 30 years to minimize near and long-term water rate 
impacts and to equitably spread the cost of the debt over current and future ratepayers. To achieve this debt 
service structure, a large share of the principal retirement for each new bond issue is placed in the latter years, 
after previously issued debt has been retired. By deferring the amortization of  the principal of the new debt 
issued during the peak years of CIP expenditures and paying interest only on a portion of the new debt over the 
earlier years, the total debt service can remain fairly  level.

Longer-term debt better matches the expected useful service life of many of the assets financed by public 
utilities, and help mitigate the rate impacts from new debt issues by enhancing the Water Authority’s ability 
to “wrap” the new debt around the existing debt. Debt longer than 30 years has become more common among 
utilities as a result of a relatively flat yield curve, with 40-year interest rates being only moderately higher than 
30-year rates. In 2010, the Water Authority issued a 39-year Build America Bond (BABs).

Even with a 40-year term, 
many of the assets funded 
with debt will still be in 
service after the debt is 
retired. For example, many 
of the Water Authority’s 
existing pipeline assets 
are now over 30 years 
old and have been fully 
financed by previous 
ratepayers; the San 
Vicente Dam is expected 
to have a 100-year service. 
Therefore, extending the 
term of the debt does not 
necessarily violate the 
goal of intergenerational 
equity by shifting costs 
to future ratepayers. 
To the contrary, it may 
better match the benefits 
of long lived assets to all 
ratepayers, now and in the 
future.

The Water Authority’s 
variable rate debt, which 
is made up of the traditional and extendable commercial paper programs assumes a 30-year amortization 
schedule.  This ensures that the amortization schedule matches the expected service life of the assets funded 
with the proceeds.

0

20

40

60

80

100

120

140

160

20
16

20
18

20
20

20
22

20
24

20
26

20
28

20
30

20
32

20
34

20
36

20
38

20
40

in
 M

ill
io

ns
 (

$)

Fiscal Year

Variable-rate Debt*
Series 2015A Water Revenue Refunding
Series 2013A Water Revenue Refunding
Series 2011B Water Revenue Refunding
Series 2011A Water Revenue Refunding
Series 2010A & 2010B Water Revenue Bonds
2008A Water Revenue C.O.P.
2005A Water Revenue C.O.P.
1998A Post-Series 2005A Refunding

* Variable-rate debt includes Commercial Paper andExtendable Commercial Paper 

programs, and Series 2011-S debt.  

** Net of BABs subsidy

Chart 5-7   Outstanding Debt & Debt Service Payment Schedules

**

DRAFT



49

SECTION 5.0          Long-Range Financing Plan

The Water Authority’s Commercial Paper Program assumes principal is amortized over a 30-year period. 
Chart 5-7 and Table 5-2, 5-3, and 5-4  below shows the Water Authority’s current debt obligations and projected 
debt repayment schedules. Section 5.4 shows the projected debt service payments new debt over the planning 
period.  

Table 5-2    Outstanding Long-Term Debt as of October 31, 2015

Issue Final Original Amount 

Name Maturity Par Amount Outstanding

Water Revenue Certificates of Participation:

Series 1998A 2028 $     180,000,000 $      11,685,000

Series 2005A 2022 107,455,000 57,375,000

Series 2008A 2038 558,015,000 370,205,000

San Diego County Water Authority Financing Bonds

Series 2010A (Non-AMT Tax-Exempt) 2027 98,495,000 41,990,000

Series 2010B (Taxable Build America Bonds) 2049 526,135,000 526,135,000

Water Revenue Bonds:

Series 2011A 2027 139,945,000 119,100,000

Series 2011B 2031 94,540,000 94,540,000

Series 2013A 2034 299,105,000 299,105,000

Series 2015A 2029 184,795,000 184,795,000

Total  $  2,118,485,000 $ 1,699,805,000 

 
Table 5-3 - Subordinate Lien Fixed-Rate Debt as of October 31, 2015

Issue  Final Original Amount 

Name Maturity Par Amount Outstanding

Water Revenue Refunding Bonds, Series 2011S-1 2017 $  86,630,000 $  86,630,000

Table 5-4 - TECP & ECP  Program Summary as of October 31, 2015

Short-Term  

Active Debt    Liquidity 

Instruments  Size  Provider

Series 1 (ECP) $   50,000,000   n/a 

Series 5         100,000,000   Wells Fargo Bank, N.A. 

Series 7 100,000,000  J.P. Morgan Chase Bank N.A. 

Series 8 110,000,000  Bank of Tokyo Mitsubishi, UFJ 

Total  $ 360,000,000
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5.3	 Significant	Debt	Program	Assumptions	

A variety of structuring decisions are made each time the Water Authority issues debt and a number of similar 
assumptions are incorporated in the planning process to project future debt service. These key assumptions 
governing new debt projections are discussed below. 

Term.   All debt is assumed to be amortized over a 30-year term. This includes fixed and variable-rate debt. While 
long-term 40-year debt will be considered, 30 years represents a more conservative assumption.

Fixed and Variable Interest Rates.  In projecting fixed-rate debt for the capital financing plan, interest rates 
are derived from the ten-year historical average of a municipal interest rate index, adjusted for the Water 
Authority’s strong credit characteristics. 

For short-term debt interest rate projections, the current interest rate of 0.15% is trended to a historical interest 
rate of 2.5% over the next three years.  All long term debt assumes a 5.5% interest rate. 

All of the debt that has been issued by the Water Authority meets the Federal Tax Code requirements for 
tax-exempt debt, reducing the cost of borrowing. The capital financing plan assumes that all future debt will 
be tax-exempt as well, and that any expenditure that would not qualify for tax-exempt financing would be 
financed with Water Authority cash or within the de minimis portion of bond proceeds allowed for under the 
Tax Code for “private activity” projects. That being said, the Water Authority may find it appropriate to issue 
some taxable debt from time-to-time and accept the higher interest cost in exchange for greater flexibility in 
the use of proceeds.

Issuance Costs and Capitalized Interest. The Cost of Issuance is projected at 1.5% of the par amount and 
annual fees are based upon current fees escalated. These costs will include underwriting fees, legal fees, 
financial advisory fees, credit enhancement fees, and other miscellaneous fees typically associated with a bond 
financing. The impact of the sub-prime mortgage crisis on the credit markets is likely to make bond insurance 
less cost effective going forward. If that proves to be the case, then costs of issuance will be lower, while interest 
rates on uninsured debt would be correspondingly higher. 

The projections assume that interest during project construction is funded out of debt proceeds (called 
“capitalized interest”). Since it is assumed that debt is issued in three -year increments, the interest expenditures 
during this three-year period are capitalized.  

Principal Amortization. In some instances principal payment is deferred to smooth debt service.  This is done 
on a case by case basis and is reflected in the projected debt service payments. 

Debt Service Reserve. Unless otherwise stated, all new debt issuances include funds for the debt service 
reserve requirements. The required reserve for each issuance is set to the maximum annual debt service 
payment for that issue.
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5.4 Schedule of Future Debt Issuance

Future fixed rate debt issuances and their estimated size are summarized below. Table 5-5 shows the 
issue amount for all projected fixed-rate debt. It should be noted that all fixed-rate debt is issued on a senior 
lien bases and is included in the debt service coverage ratio presented in Chart 5-2. Chart 5-7 shows the 
projected debt service payments for existing and proposed debt. In addition to the fixed rate debt issuances, 
approximately $49.8 million of new CP will be issued from time to time over the LRFP planning period as 
shown in Chart 5-6. The projected debt service payments shown in Chart 5-7 includes projected payments on 
new CP issuances.

Table 5-5    Projected Senior Lien Debt Issuances (does not include variable-rate debt)
 
Projected Issuance         Issue Amount (Millions $)
Series 2017A 41.7
Series 2020A 26.0
Series 2023A  32.2
Total $99.9 

Chart 5-8 shows the impact of the projected senior lien and CP debt issuances on the Water Authority’s 
annual debt service payments.  As shown, the debt service payment increases over the LRFP planning period 
are minor and reflect the reduced CIP spending levels. The projections presented here reflect a 30-year term. It 
is important to note that at the time of issuance longer term debt will be considered.  

Chart 5-8  Existing and Projected Debt Service
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Melded Supply Rate
Melded Treatment Rate
Transportation Rate

Customer Service Charge
Storage Charge
Supply Reliability Charge

Infrastructure Access Charge ($/ME)
Property Taxes ($M)

System Capacity Charge ($/ME)
Treatment Capacity Charge ($/ME)
Water Standby Availability Charge ($/Parcel)

WATER RATE CATEGORIES

OTHER RATES AND CHARGES

CAPITAL CHARGES

Fixed
Charges ($M)

Commodity (variable) 
Rates ($/AF)

6.0 Water Authority Financial Forecast

In 2003, the Water Authority’s Board implemented a new rate structure designed to more effectively 
allocate the cost of service to its customers and to increase the proportion of revenues collected by fixed charges. 
The new rate categories include fixed Storage and Customer Service Charges, and variable Transportation, 
Melded Municipal and Industrial (M&I) Treatment and Melded M&I Supply Rates. In March 2015, the Board 
further enhanced the rate and charge structure by creating the Supply Reliability Charge (SRC). The rate and 
charge structure provides a balance of fixed and variable revenues limiting the financial impact of fluctuations 
in water sales.  

This section provides a brief description of the Water Authority’s rates and charges and a forecast of the 
Water Authority’s sources and uses of funds. The forecast represents the Water Authority’s current projections, 
which are based upon current and historical data. It is important to note that these projections are subject to 
change and should be viewed as estimates. Section 8.0 provides an analysis of select non-deterministic (i.e. 
random) variables critical to the execution of this plan. The remainder of this section provides an overview of 
the Water Authority’s various sources and uses of funds and the financial projections.

6.1 Water Authority Rates and Charges

The Water Authority collects revenues from a variety of sources. Some sources are fixed, not dependent on 
water sales or the local economy, and others are variable, based upon the amount of water sold or the economy 
(capacity charges).

The Water Authority’s rates and charges are summarized in Figure 6-1  below. The water rates can be split 
into two types; fixed and commodity (variable). The Customer Service, Storage, and SRC are fixed while the 
Melded Supply and Treatment Rates, and the Transportation Rate are based upon water purchased. Other rates 
and charges include the Infrastructure Access Charge (IAC) and property taxes. Capital charges include the 
System Capacity and the Treatment Capacity Charges and the Water Standby Availability Charge. A description 
of each of the Water Authority’s rates and charges are provided below. 

                                      Figure 6-1  Water Authority Rates & Charges
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6.1.1 Water Authority Fixed Water Charges

Customer Service Charge. The Customer Service Charge is set to recover costs that are necessary to support 
the functioning of the Water Authority, develop policies, and implement programs that benefit the region as a 
whole.  The Customer Service Charge is allocated among the member agencies on the basis of each agency’s share 
of the three-year rolling average of all deliveries (excludes member agency wheeled water).  

Storage Charge. The Storage Charge is set to recover costs associated with the Emergency Storage Project (ESP) 
and the Carryover Storage Program (CSP). The Storage Charge is allocated among the member agencies on the 
basis of each agency’s share of the three-year rolling average of all non-agricultural deliveries. In return for not 
paying the Storage Charge, agricultural customers (participants in the Transitional Special Agricultural Water 
Rate (TSAWR) program) agree to receive a level of service during an emergency that is less than that received 
by the Water Authority’s M&I customers. The level of service reduction agricultural customers experience will 
be double the rate of the targeted system-wide reductions, up to a maximum of 90%. 

Supply Reliability Charge. This charge recognizes the importance of equitably recovering the cost of the Water 
Authority’s investments in long-term water supply reliability in accordance with cost of service principals and 
California law.  As adopted by the Board, the SRC recovers a portion of the water supply costs associated with the 
Carlsbad Desalination Plant and the Imperial Irrigation District’s (IID) water transfers.  Together these supplies 
are the cornerstones of the supply reliability diversification efforts and the Water Authority’s most reliable water 
supplies.  In addition to recovering a proportionate share of the cost of water supply reliability, the SRC also 
helps to reduce water sales revenue volatility by increasing the amount of fixed revenues.  

6.1.2 Water Authority Commodity Rates

Melded Untreated M&I Supply Rate. The per acre-foot Melded Untreated M&I Supply Rate recovers the cost of 
water to the Water Authority. The melded supply rate includes the costs of water purchased from Metropolitan 
Water District of Southern California (MWD) and IID, the costs of water supplies from the canal lining projects, 
the MWD transportation costs for non-MWD supplies, desalination supply costs, and system losses. In addition, 
the rate recovers certain fixed costs associated with the Quantification Settlement Agreement (QSA), and 
may recover costs of certain operating budget expenditures associated with the procurement of water and 
wheeling.  

The largest component of the Melded Untreated M&I Supply Rate is MWD’s water supply rates. In 2003, 
MWD replaced its “postage stamp” water rate structure and implemented a revised rate structure that recovers 
expenditures by different rate categories. The revised structure unbundles or itemizes MWD’s charges into 
system access/distribution, power, and treatment (included in the Melded M&I Treatment Rate), and establishes 
a two-tiered pricing (inclining block) structure for water supplies (see also Rate Case Litigation). In 2003, MWD 
member agencies were asked to make a ten-year financial commitment — termed “purchase orders” — to 
purchase at least 60% of each agency’s maximum historic annual firm (base) demand for MWD water “supply.” 1 
In exchange, the agency may purchase up to 90% of its base demand at the preferable Tier 1 rate. For an agency 
that does not enter into a purchase order agreement with MWD, it may purchase up to 60% of its base demand 
at the Tier 1 rate. MWD extended purchase orders for two years in 2013. In 2015, MWD “reset” the purchase 
orders for another ten years, with terms largely the same. Under the 2015 purchase orders, MWD would assess 
Tier 2 rate on an agency only if its purchases over the ten-year term exceed the 90% base demand. With the 
implementation of the Water Authority’s supply diversification plan, and associated reduced reliance on MWD, 
the Water Authority has not entered into a purchase order agreement with MWD since 2013.

  (1) Water supply rate only, which does not include distribution, power, nor treatment rates.
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Melded M&I Treatment Rate. Effective January 
1, 2006, the Water Authority implemented a 
Melded Treatment Rate. This per-acre-foot rate is 
designed to recover the Water Authority’s water 
treatment costs. The Melded M&I Treatment 
Rate includes the costs of purchasing treated 
water from MWD, the operating and capital costs 
associated with the Water Authority’s agreement 
with Helix Water District’s Levy Water 
Treatment Plant, operating costs associated 
with the Olivenhain Treatment Plant, and the 
operating and capital costs associated with the 
Water Authority’s  
Twin Oaks Valley 
Treatment Plant.

Transportation Rate. 
The Transportation Rate 
is a uniform rate set to 
recover capital, and operating 
and maintenance costs of the 
Water Authority’s aqueduct system 
including all facilities used to 
physically transport the water to member 
agency meters. The Transportation Rate 
is charged to each acre-foot of water as 
delivered by the Water Authority through 
Water Authority facilities. An acre-foot is about 
326,000 gallons, enough water to meet the average 
household needs of two families for one year. All 
users, member agencies, and third-party wheelers will 
pay the Transportation Rate.

Transitional Special Agricultural Water Rate. Through 
the TSAWR program, agricultural water users are able to 
purchase untreated water at the MWD rate.  The TSAWR program 
rates correspond to a lower level of water supply reliability for its 
participants than M&I customers receive. The Melded Treatment rate is 
paid by TSAWR customers for treatment services.  This program has been 
extended through December 31, 2020.

  (1) As of November 2015, MWD owes 
the Water Authority $46.6 million in 
prejudgment interest, an amount that 
will continue to accrue simple post-
judgment interest of 7% annually.

RATE CASE LITIGATION  
 

Since 2010, the Water Authority has filed three lawsuits challenging rates set by MWD. A final 
judgment entered in San Francisco Superior Court in November 2015, affirmed earlier victories 

by the San Diego County Water Authority two of the cases. Key elements of the judgment 
are:  

 
The invalidation of MWD’s unlawful transportation rates for 2011-2014
An order directing MWD to pay the Water Authority $188.3 million   

in contract damages plus interest 1; 
A finding that MWD has under-calculated the Water Authority’s right to 

MWD water by tens of thousands of acre-feet of water per year. 

 The judge also ordered MWD to “enact only legal transportation 
and wheeling rates in the future” and set all rates and charges 

based upon cost causation. The third case has been stayed by 
stipulation of the parties.

The Water Authority’s Board of Directors already has 
determined that the agency will deduct its litigation 

expenses and return the remaining money to its 24 
member agencies in proportion to their payment 

of MWD’s illegal overcharges over the four 
years in dispute.

MWD has said it will appeal the trial 
court’s decision, a move that could 

significantly delay payment of the 
Water Authority’s judgment. 

2012 MWD Litigation case hearing (Ferrara)
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6.1.3 Other Rates and Charges

The Water Authority also levies other rates and charges on its member agencies. These include:

Infrastructure Access Charges. In June 1998, the IAC was adopted by the Board to provide an additional source 
of fixed revenue to help stabilize the Water Authority’s revenues. By increasing fixed revenues, the IAC helps to 
mitigate water sales revenue volatility that can result from sudden changes in water demand/availability and/or 
economic cycles. The IAC is a fixed charge that is levied on all retail water meters within the Water Authority’s 
service area. The IAC maintains a minimum ratio of projected fixed revenues to projected fixed expenditures 
of 25% in any future fiscal year, excluding fixed water rate revenues. Fixed expenditures are defined as debt 
service (bond and commercial paper and principal and interest payments), 80% of operations and maintenance 
expenditures, and a portion of the Local Water Supply Development program costs.

Property Taxes & In Lieu-Charges. The Water Authority is empowered, under the Act, to levy taxes on all 
taxable property within its boundaries for the purpose of paying its voter-approved general obligation bonds 
(G.O. Bonds), or for other Water Authority purposes, subject to certain limitations in the Act, the California 
Revenue and Taxation Code, and the California Constitution.

The San Diego County Assessor determines assessed valuation, and the Water Authority’s Board of Directors 
levies the property taxes annually. The taxes levied are billed and collected by the County of San Diego and 
are remitted to the Water Authority throughout the year. The tax rate set by the Water Authority’s Board is 
based upon the assessed valuation of taxable property within the Water Authority’s service area. The City of 
San Diego pays the Water Authority an in-lieu charge instead of the tax levy. The Water Authority no longer 
receives the debt service assessment for the 1966 Waterworks Bonds, since this issue was retired in November 
2003.

The Water Authority also receives a portion of the one-percent ad valorem property tax levied by the County 
pursuant to Article XIIIA of the California Constitution, which it uses for annual operating expenditures and 
debt service.

6.1.4 Capital Charges

The Water Authority’s rates and charges include fees designed to recover a portion of the capital costs for 
the region’s water system. Revenues generated by these charges are restricted to capital costs, which includes 
debt service. These charges include:

Water Standby Availability Charges. On April 12, 1990, the Board of Directors adopted Resolution 90-17 for 
Standby Charges, under Section 45-5.2 of the Act and Article 23 of the Water Authority’s Administrative Code. 
The charge is $10 per acre per year, or $10 for a parcel less than one acre per year. The charge for each parcel 
that includes more than one acre shall be determined by multiplying the total number of acres in said parcel 
by $10. The charge is added to the Secured Tax Roll collected via the San Diego County property tax collection 
process and remitted by the County to the Water Authority.  

System Capacity Charges. In May 1990, the Water Authority’s Board of Directors adopted a System Capacity 
Charge on all new or larger retail water meters installed. The charge is designed to recover a proportionate 
share of the capital costs associated with providing services to new connections in the Water Authority’s service 
area. This follows existing Government Code (Section 54991), which states that System Capacity Charges “shall 
not exceed the estimated reasonable cost of providing the service for which the fee or charge is imposed...” 
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In May 2005, the Board approved a change in the System Capacity Charge calculation methodology, which 
balances the extra capacity present in the system financed by existing customers with the benefits of use by 
future customers.

Treatment Capacity Charges. In May 2005, the Board also approved the creation of a Treatment Capacity 
Charge to help fund the Water Authority’s regional water treatment facility. The charge recovers a portion of 
the capital costs from the future users of the facility. Like the System Capacity Charge, the fee is based upon 
the size of the meter installed. 

6.1.5 MWD Pass-Through Charges

Additional charges include MWD’s Readiness-to-Serve Charge and MWD’s Capacity Charge, formerly known 
as the Capacity Reservation Charge. These charges are passed through to member agencies based upon the 
member agencies historical water usage. The charge and allocation method is discussed below.

MWD Readiness-to-Serve Charge. The Readiness-to-Serve Charge (RTS) recovers MWD’s debt service for 
construction projects necessary to meet the reliability and water quality needs of current water users, as 
opposed to new customers. MWD passes these costs to its member agencies based upon the member agency’s 
share of the ten-year rolling average firm water deliveries. This ensures that all member agencies pay a share 
of the fixed costs necessary to meet existing demand for MWD’s water. The MWD Standby Charge revenues, 
which MWD collects from ratepayers in the Water Authority’s service area, offset the RTS charge paid by the 
Water Authority. The charge is expected to increase as MWD’s debt service on new reliability and water quality 
related construction projects increases.

MWD recently began to collect payment of delinquencies on its Standby Charge revenue from the 
Water Authority. These delinquency charges are being paid by the Water Authority and are not passed on 
to the member agencies. The Water Authority keeps penalties and interest collected on the delinquent 
accounts.

MWD Capacity Charge. The Capacity Charge is a fixed charge levied on an agency’s maximum daily flows 
over the three previous fiscal years. It recovers the cost of providing peak capacity within the distribution 
system, and is designed to encourage member agencies to shift demands and avoid placing large daily peaks 
on the MWD system during the summer months. Daily flow measured between May 1 and September 30 for 
purposes of billing the Capacity Charge will include deliveries (except long-term seasonal storage deliveries) 
made by MWD to a member agency or member agency customer including water transfers, exchanges, and 
agricultural deliveries. As part of a separate surface reservoir operating agreement to manage seasonal peaking, 
the Water Authority is expected to reserve its full available capacity. The Water Authority’s Board has directed 
that the Capacity Charge be recovered proportionally based on a five-year rolling average of member agency 
flows during coincident peak weeks.
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6.2 Projected Rates and Charges

Future rates and charges will be 
determined by many factors that 
include water supply availability, 
water demand, water supply costs, 
capital costs, operating costs, etc.  
These factors have long-term 
rate and charge impacts making 
it difficult to project the Water 
Authority long-term rates and 
charges.  To provide guidance on 
the anticipated rate and charge 
trends, a high and low range of 
rates have been developed which 
deviate from the expected CIP 
and Water Sales shown in Section 
3 & 4.  The high rate and charge 
projection is based upon a water sales outlook that includes continued restrictions on water demand, in addition 
to a slow rebound in future sales and the aggressive development of member agency local supplies. Other high 
sales assumptions include a win in the MWD litigation and a restructuring of their rates to comply with the law, 
a high rate forecast for MWD’s rates that takes into account planning costs for Cal WaterFix (capital costs for 
the State’s current plan for addressing the Bay-Delta issues are not included in the LRFP projection period), and 
a higher than expected Capital Improvement Program (CIP) funding level.  The low rate projection is based 
upon water demands and sales levels returning levels in line with average levels, a win in the MWD litigation 
and a restructuring of their rates to comply with the law, the moderate development of member agency local 
supplies and a lower than expected CIP funding level.  

Table 6-1 Projected Overall M&I Treated Water Rates ($/AF) *

Chart 6-1    Projected M&I Treated Water Rates (Per Acre-Foot Basis) 
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High-Rate Scenario Low-Rate Scenario

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

High-Rate Scenario 1,493  1,674 1,637 1,756 1,829 1,917 1,996 2,073 2,163 2,279 2,371

Low-Rate Scenario 1,438  1,528  1,406  1,410  1,458  1,493  1,532  1,565  1,605  1,660  1,691 

* Overall M&I water rates are estimated by including the Water Authority’s Melded Supply, Melded Treatment and Transportation 

rates, with the Customer Service,  Storage, and Supply Reliability Charges converted to a dollar per acre-foot basis.

The rate and charge projections in Chart 6-1 show the overall M&I rate per acre-foot of treated water. The 
overall rate includes the Water Authority’s fixed water charges and commodity rates.  The fixed water charges 
are converted to an average rate (i.e. $/acre-foot) by dividing them by the projected water sales.  The commodity 
rates and the average fixed water rates are then summed to calculate the Water Authority’s overall M&I water 
rate.  As the chart shows, rates and charges are projected to continue to increase throughout the LRFP planning 
period as the debt service payments related to the CIP ramp up and water supply costs continue to increase.  
The Compound Annual Growth Rates (CAGR) of the high and low projections are 4.7% and 1.6%, respectively.  
Chart 6-1 shows the estimated overall high and low M&I water rate estimates which includes both the fixed 
charges (i.e. Storage Charge) converted to a cost per acre-foot and the commodity water rates.   
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It is important to note that even if the Water Authority’s rates and charges do not change, the overall M&I 
water rate is subject to change if the water sales forecast changes. For example, the difference between the 
Calendar Year 2016 overall M&I water rate presented in the Water Authority’s Adopted Operating and Capital 
Improvement Program Multi-Year Budget for Fiscal Years 2015 & 2016 and what is presented in the LRFP is 
the result of changes in the water sales forecast (i.e. water conservation levels). The Water Authority’s Calendar 
Year 2016 adopted rates and charges have not changed.  The overall M&I water rate is only intended to provide 
a simple summary of the Water Authority’s water rates and charges for illustrative purposes.  

The projected IAC over the LRFP planning period are shown in Table 6-1. The IAC is projected to increase 
over the LRFP planning period as debt service and other fixed costs increase.    

Table 6-2    Infrastructure Access Charge (Calendar Year) 

6.3 Projected Sources of Funds

A financial projection for the Water Authority was developed using the high rate and charge assumptions 
for CIP, water sales, capital financing plan, and other assumptions provided in this section. This provides 
a conservative estimate of the Water Authority’s expected financial performance but deviates slightly from 
the expected CIP and water sales data provided in previous sections.  Chart 6-2 and Table 6-3 below show the 
projected sources of funds for the planning period. 

Table 6-3   Revenues & Other Funding Sources * 

* Numbers may not foot due to rounding 

(1) Includes the Build America Bonds (BABs) interest rate subsidy

Projected

2016 2018 2020 2021 2022 2023 2024 2025 2026

IAC ($/ME per month) 2.76 2.95 3.19 3.26 3.31 3.36 3.39 3.42 3.44

Projected

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Gross Water Sales  $479.31  $517.98  $524.75  $534.96  $567.22  $607.72  $651.55  $688.22  $717.91  $742.10  $765.37 

Property Taxes & In-Lieu Charges  11.70  11.93  12.17  12.42  12.66  12.92  13.18  13.44  13.71  13.98  14.26 

Investment Income  4.43  4.31  4.38  4.01  4.03  3.96  3.88  4.56  5.29  6.01  6.54 

Capital Contributions

Water Standby Availability Charges  11.25  11.26  11.28  11.29  11.31  11.33  11.34  11.35  11.37  11.38  11.40 

System Capacity Charges  14.60  14.75  14.89  15.04  15.19  15.35  15.50  15.65  15.81  15.97  16.13 

Treatment Capacity Charges  0.40  0.40  0.41  0.41  0.42  0.42  0.43  0.43  0.43  0.44  0.44 

Contributions in Aid of Construction  -  2.30  0.11  0.50  -  -  -  -  -  -  - 

Infrastructure Access Charges  30.43  31.22  32.58  33.78  34.83  35.69  36.39  36.94  37.40  37.78  38.10 

Hydroelectric Revenue  3.54  3.54  3.44  3.45  3.65  3.66  3.66  3.67  3.67  3.68  3.68 

Other Income  11.72  12.52  12.56  12.59  12.63  12.67  12.71  12.76  12.80  12.84  12.83 

Fund Withdrawals (Deposits)  136.74 36.74 86.04 61.83 29.47 82.60 (24.82) 3.58 (23.35) (26.12) (32.29)

     Totals  $704.12  $646.94  $702.60  $690.28  $691.41  $786.32  $723.80  $790.61  $795.04  $818.06  $836.45
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Chart 6-2   Revenues & Other Funding Sources 
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Gross Water Sales. Gross water sales projections were developed based upon the baseline assumptions.  The 
increase in revenues over time is due to increasing rates and charges as well as a return to average water sales 
volumes.

Infrastructure Access Charge. The IAC revenue forecast is based upon the IAC shown in Table 6-2.  As 
discussed previously, the IAC is calculated to help cover a percentage of the Water Authority’s fixed costs. The 
increase in revenues is due to increases in the number of system meter equivalents (MEs), which is based upon 
SANDAG projections, and the IAC increases.

Property Tax and in-Lieu Charges. Property taxes and in-lieu charge revenues are projected using a 2% growth 
rate. The primary driver for increases in this revenue stream are increases in assessed value and improvements. 
In recent years, this revenue source has been relatively flat due to real estate market conditions. Going forward 
the region should see a slow increase in home values and home sales. 

Investment Income. The Water Authority receives income from investing its cash balances. Investment 
income on the cash balances in the Operating Fund, Rate Stabilization Fund, and Debt Service Reserve Fund 
is available to fund general Water Authority operating expenditures. The PAYGO Fund investment income is 
restricted to pay for capital expenditures or debt service. The Construction Fund investment income is used to 
fund construction expenditures and is included as part of the available funds, thus reducing the issuance sizing 
accordingly.

Investment income projections are based upon projected cash balances and prevailing interest rates. 
Interest rate projections are based upon a three-year trend from current rates to the 15-year average earning 
rate.
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Water Standby Availability Charges are based upon parcels/acres in the 
Water Authority’s service area. This revenue stream is projected to remain flat 
with no rate increases anticipated.  

System Capacity and Treatment Charge revenues are projected to initially 
drop and then remain relatively flat with increases in the charges being 
moderated by a slower rate of new system connections. Revenues are projected 
using a 2% annual increase.  Section 8 of the LRFP provides an analysis of the 
potential impact variability in capacity charges have on the Water Author’s 
financial position.

Contributions in Aid of Construction (CIAC) are contributions from 
member agencies for capital projects. Typically these revenues are restricted to 
specific projects/uses. In some instances, a member agency may reimburse the 
Water Authority for improvements to their system as part of a Water Authority 
project.

Capital Contributions. Capital contributions are independent of water use and are fixed to recover costs 
associated with new system capacity/reliability or maintaining existing system capacity/reliability. The use 
of capital contributions revenue is restricted to paying for the CIP projects and is deposited in the PAYGO 
Fund.

Capital contributions are made up of Water Standby Availability Charges, System Capacity Charges, 
Treatment Capacity Charges, and Contributions in Aid of Construction (CIAC). Each of these revenue sources 
is discussed below. 

Hydroelectric Revenues. The Water Authority owns and operates two hydroelectric facilities that generate 
revenues. These facilities include a facility at Lake Hodges and the Rancho Peñasquitos facility. The ability 
to produce power at the Rancho Peñasquitos facility can be impacted by low flow rates as a result of reduced 
member agency demands. These revenues are projected to remain flat with an annual inflation adjustment of 
2%. 

Other Income. Other income includes encroachment permits, easements, gain/loss on the sale of assets, 
delinquency fees, plan-check reimbursements, and operating grants.  These revenues are projected to remain 
flat.

Net Fund Withdrawals (Deposits). Cash fund withdrawals provide an important source of funds for the Water 
Authority. With the Water Authority’s CIP in full swing, significant capital investments are being made in the 
system, which require significant capital expenditures. Fund withdrawals include the use of proceeds from debt 
issuance, as well as a cash funding component. Fund withdrawals also include non-CIP costs such as purchases 
and payment of the 2012 Pipeline Bonds (the Desalination Project) related to stored water.
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6.4 Uses of Funds

The following chart and table shows the projected use of funds over the planning period. The largest uses 
of funds include:
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Water Purchases Capital Budget
Debt Service Operating Budget
QSA Environmental/Other Commitments Equipment Replacement Fund Transfer
Stored Water Expenditures

Projected

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Water Purchases $367.72 $394.77 $387.34 $382.31 $405.81 $444.64 $485.26 $516.33 $541.86 $566.92 $591.71

Capital Budget 72.85 50.75 110.09 96.66 76.29 127.16 18.41 50.17 20.15 22.13 15.47

Debt Service 1 124.64 135.06 137.03 142.55 144.60 147.96 148.87 150.87 151.73 151.60 151.56

Operating Budget 2 49.39 48.96 50.43 52.12 53.69 55.30 56.96 58.66 60.42 62.24 64.10

QSA Environmental/Other Commitments 3 15.02 17.40 17.71 16.63 11.02 11.26 14.30 14.57 20.88 15.18 13.61

Stored Water Expenditures 74.50 - - - - - - - - - -

Total $704.12 $646.94 $702.60 $690.28 691.41 787.32 $723.80 $790.61 $795.04 $818.06 $836.45

  Water Purchases 

  Capital Budget

  Debt Service

  Operations and Maintenance 

Table 6-4    Expenditures 

1. Includes management fees and charges 

2. Includes equipment purchases 

3. Other Commitments includes the 2012 Pipeline Bonds

 
Chart 6-3   Expenditures

Water Purchases. Water 
purchases include all 
expenditures incurred by the 
Water Authority for supply and 
treatment. The Water Authority 
purchases water from MWD and 
IID, the Carlsbad Desalination 
Plant, and incurs costs operations 
and maintenance costs 
associated with the canal lining 
program. Other expenditures 
include MWD’s transportation 
charges for transporting the 
IID and canal lining water to 
the Water Authority’s system, 
MWD’s RTS Charges, MWD’s 

Capacity Charges, and the Water Authority’s local supply development credit programs.  Water treatment costs 
are those associated with either MWD or water treatment contracts that the Water Authority has with other 
entities, including the operations contract for its Twin Oaks Water Treatment Plant.
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IID AGREEMENT & THE PRICE STABILITY REALIZED.  
  

 In 2009, the Water Authority and IID reached an agreement setting the price schedule for the IID transfer water. A 

key element of that agreement was the annual escalation rate for the price of the water from 2016 through 2034. The 

agreement ties the annual increase of the IID supply rate to the Gross Domestic Product Implicit Price Deflator as published 

by the Bureau of Economic Analysis of the United States Department of Commerce, which is a general inflation index.   

This stabilizes the price the Water Authority will pay for this highly reliable water supply, which is expected to 

be near 50% of the Water Authority’s water supply mix once the deliveries reach the full amount of 200,000 acre feet. 

In addition to MWD’s per acre-foot cost of water, MWD also charges its member agencies a RTS and a 
Capacity Reservation Charge. These charges are passed through to the Water Authority’s member agencies, so 
they have no net revenue or expenditure impact.

MWD water rates and charges for 2017-2026 are projected using an average annual increase of 7.4%.  The 
IID water supply rate is inflated based upon expected inflation.  Other water purchase costs are projected based 
upon MWD rates and other costs. 
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Long-Term Debt Service
Fiscal Year Interest Principal Total Long-Term

2016 78,490,721$ 26,550,000$ 105,040,721$ 
2017 76,649,750$ 41,560,000$ 118,209,750$ 
2018 74,564,302$ 44,620,000$ 119,184,302$ 
2019 72,439,714$ 42,390,000$ 114,829,714$ 
2020 70,389,081$ 44,925,000$ 115,314,081$ 
2021 68,236,946$ 49,040,000$ 117,276,946$ 
2022 65,839,904$ 51,410,000$ 117,249,904$ 
2023 63,364,073$ 51,290,000$ 114,654,073$ 
2024 60,914,864$ 53,700,000$ 114,614,864$ 
2025 58,260,908$ 56,325,000$ 114,585,908$ 
2026 55,453,766$ 59,460,000$ 114,913,766$ 
2027 52,589,095$ 62,315,000$ 114,904,095$ 
2028 49,068,788$ 63,020,000$ 112,088,788$ 
2029 45,960,568$ 66,105,000$ 112,065,568$ 
2030 42,690,095$ 70,475,000$ 113,165,095$ 
2031 39,211,634$ 73,925,000$ 113,136,634$ 
2032 35,698,511$ 69,700,000$ 105,398,511$ 
2033 32,685,450$ 72,685,000$ 105,370,450$ 
2034 29,350,044$ 86,620,000$ 115,970,044$ 
2035 25,448,074$ 60,900,000$ 86,348,074$ 
2036 22,602,817$ 63,725,000$ 86,327,817$ 
2037 19,624,093$ 66,685,000$ 86,309,093$ 
2038 16,505,613$ 69,770,000$ 86,275,613$ 
2039 13,635,664$ 25,670,000$ 39,305,664$ 
2040 12,604,693$ 26,695,000$ 39,299,693$ 
2041 11,532,527$ 27,765,000$ 39,297,527$ 
2042 10,417,440$ 28,870,000$ 39,287,440$ 
2043 9,257,965$ 30,020,000$ 39,277,965$ 
2044 8,052,279$ 31,220,000$ 39,272,279$ 
2045 6,798,416$ 32,465,000$ 39,263,416$ 
2046 5,494,548$ 33,760,000$ 39,254,548$ 
2047 4,138,649$ 35,110,000$ 39,248,649$ 
2048 2,728,556$ 36,510,000$ 39,238,556$ 
2049 1,262,242$ 37,965,000$ 39,227,242$ 
Total 1,241,961,788$  1,693,245,000$ 2,935,206,788$  

Table  6-5   Existing Long-Term Debt Service

Chart 6-4   Existing Long-Term Debt Service 

Operating Budget. The operating budget 
makes up a small portion of the Water 
Authority’s overall expenditures, 6.8% 
for Fiscal Year 2016.  In recent years, 
the Water Authority has seen increased 
demands including the commencement of 
operations at the Lake Hodges Hydroelectric 
Facility, regional conservation, community 
outreach, regulatory compliance, and supply 
development.  Through judicious review 
of expenditures, prudent management of 
labor costs, and a culture of continuous 
improvement, the Water Authority has 
only seen minimal increases in recent 
years.  

Debt Service (Existing and Projected).   
The Water Authority’s current debt service 
expenditures include three COPs issues, 
two Financing Bonds (Series 2010A &B), 
four Water Revenue Refunding bonds, 
three outstanding CP series, and one ECP 
series. The scheduled principal and interest 
payments are shown in Table 6-5. The 
projected debt service payments are based 
upon the assumptions provided in Section 
5.3.  

Total debt service is projected to slightly 
increase over the Planning Period as the CIP 
continues to be funded, as shown in Table 6-5 
and Chart 6-4.
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Capital Budget. The capital budget reflects the CIP 
provided in Section 4. The projected costs are adjusted for 
inflation and represent the best estimate of annual project 
costs.

Stored Water Fund Expenditures. The Water Authority 
is currently purchasing water to fill the San Vicente 
Dam’s storage capacity. Sufficient funds are available to 
complete the initial fill, which is expected to be completed 
within the current budget period and to fill other Water 
Authority storage capacity.  The sale of water from storage 
will depend on water supply conditions. Therefore only 
the initial purchases are currently being shown.  The 
stored water fund will be reimbursed the cost of inventory 
from the proceeds of the water sale providing ongoing 
working capital to utilize the region’s water storage 
capacity.   

Other Expenditures. Other 
expenditures, as shown 
in  previously in Chart 6-5, 
include QSA Environmental and 
Other Commitments and Equipment 
Replacement Fund Transfers are 
based upon scheduled payments. Other 
expenditures include costs associated with 
plan-check reviews, conservation programs and 
operating grants that are reimbursable.  These 
expenditures are only tracked for the budget period.  
Projected expenditures (beyond Fiscal Year 2016) are 
assumed to be offset by other revenues. 

DESAL PIPLELINE BONDS: HOW FUNDS ARE PAID     The 
Water Authority’s payment of the Carlsbad Desalination  

Project is split into two parts: 

  Payments made pursuant to the Water Purchase 
Agreement for desalinated water are treated as 

Operations and Maintenance costs and included in 
the cost of water

  Debt service payments for the 
Series 2012 Pipeline Bonds are made on 

a super-subordinate basis and show as 
part of the Water Authority’s Other 

Commitments.
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Table 6- 6    Financial Projections 

1. Investment income earned on short- and long-term debt proceeds is excluded 

2. Does not include debt related management or other fees

Projected
2015-2016 2016-2017 2017-2018 2018-2019 2019-2020 2020-2021 2021-2022 2022-2023 2023-2024 2024-2025 2025-2026

Operating Revenue
Gross Water Sales  $479,307  $517,981  $524,748  $534,960  $567,222  $607,724  $651,549  $688,216  $717,909  $742,098  $765,368 
Capital Contributions
   Water Standby Availability Charges  11,250  11,258  11,275  11,292  11,309  11,325  11,340  11,354  11,369  11,384  11,398 
   System Capacity Charges  14,600  14,746  14,893  15,042  15,193  15,345  15,498  15,653  15,810  15,968  16,127 
   Treatment Capacity Charges  400  404  408  412  416  420  425  429  433  437  442 
Infrastructure Access Charges  30,434  31,220  32,583  33,782  34,825  35,692  36,385  36,943  37,399  37,781  38,100 
TOTAL REVENUE  $535,991  $575,609  $583,907  $595,488  $628,965  $670,506  $715,197  $752,595  $782,920  $807,668  $831,435 

Less Deposits to/plus Withdrawals from the Rate Stabilization Fund  24,178  30,873  17,000  (3,893)  (8,486)  (6,681)  (9,125)  (12,870)  (16,595)  (15,075)  (12,243)
Non-Operating Revenue
Investment Income1  3,119  3,300  3,613  3,353  3,212  2,949  2,639  3,017  3,339  3,566  3,770 
Property Taxes and In-Lieu Charges  11,700  11,934  12,173  12,416  12,664  12,918  13,176  13,440  13,708  13,983  14,262 
Hydroelectric Revenue  3,540  3,540  3,440  3,450  3,650  3,660  3,660  3,670  3,670  3,680  3,680 
BABs Interest Rate Subsidy  10,534  11,303  11,303  11,303  11,303  11,303  11,303  11,303  11,303  11,297  11,243 
Other Revenue  1,181  1,216  1,252  1,290  1,329  1,368  1,409  1,452  1,495  1,540  1,587 
Total Non-Operating Revenue  $30,074  $31,293  $31,781  $31,812  $32,158  $32,198  $32,187  $32,882  $33,515  $34,066  $34,542 
TOTAL REVENUE  $590,243  $637,775  $632,688  $623,407  $652,637  $696,023  $738,258  $772,607  $799,840  $826,659  $853,733 

Operating Expenses
Cost of Water Purchased  $367,716  $394,771  $387,339  $382,312  $405,812  $444,644  $485,261  $516,326  $541,858  $566,917  $591,713 
Operating Expenses  49,390  48,960  50,429  52,122  53,686  55,296  56,955  58,664  60,424  62,237  64,104 
    Capital Equipment Purchases (167) (172) (177) (182) (188) (193) (199) (205) (211) (217) (224)
TOTAL EXPENSE  $416,939  $443,559  $437,591  $434,253  $459,311  $499,747  $542,017  $574,785  $602,071  $628,936  $655,593 

Net Water Revenue Available for Debt Service  $173,304  $194,216  $195,097  $189,155  $193,326  $196,276  $196,241  $197,822  $197,769  $197,723  $198,141 
Long-Term Debt Service 2

Interest on Long-Term Debt
1998A COPs  555  555  555  555  555  555  555  555  555  555  555 
2005A COPs  2,891  2,152  1,367  725  725  666  310  -  -  -  - 
2008A COPs  19,688  18,332  17,583  16,792  16,372  16,005  16,005  16,005  16,005  16,005  16,005 
2010A Bonds  2,319  1,717  1,551  1,370  1,153  996  996  996  996  996  913 
2010B Bonds (BABs)  32,294  32,294  32,294  32,294  32,294  32,294  32,294  32,294  32,294  32,276  32,124 
2011A Refunding  5,685  5,304  4,919  4,569  4,133  3,675  3,195  2,690  2,160  1,603  1,029 
2011B Refunding  4,707  4,707  4,707  4,707  4,707  4,563  3,696  2,957  2,957  2,957  2,957 
2013A Refunding  13,982  13,982  13,982  13,878  13,255  12,723  12,723  12,588  11,768  10,864  9,915 
2015A Refunding  6,905  8,910  8,910  8,852  8,498  8,063  7,371  6,582  5,484  4,302  3,200 
2017A Bonds  -  -  -  -  2,292  2,292  2,292  2,292  2,292  2,292  2,292 
2020A Bonds  -  -  -  -  -  -  -  1,431  1,431  1,431  1,431 
2023A Bonds  -  -  -  -  -  -  -  1,770  1,746  1,720  1,693 
Total Interest on Long-Term Debt  $89,025  $87,953  $85,867  $83,743  $83,984  $81,832  $79,435  $80,161  $77,687  $75,001  $72,113 

Principal on Long-Term Debt
2005A COPs  13,880  15,005  14,690  -  -  6,725  7,075  -  -  -  - 
2008A COPs  1,150  14,505  17,320  8,315  8,825  -  -  -  -  -  - 
2010A Bonds  3,975  4,130  4,295  4,470  4,695  -  -  -  -  -  9,965 
2010B Bonds (BABs)  -  -  -  -  -  -  -  -  -  1,735  6,225 
2011A Refunding  7,545  7,920  8,315  8,650  9,085  9,535  10,015  10,515  11,040  11,590  12,170 
2011B Refunding  -  -  -  -  -  17,275  18,130  -  -  -  - 
2013A Refunding  -  -  -  14,005  14,625  -  -  17,120  17,925  18,825  19,760 
2015A Refunding  -  -  -  6,950  7,695  15,505  16,190  23,655  24,735  24,175  11,340 
2017A Bonds  -  -  -  -  -  -  -  -  -  -  - 
2020A Bonds  -  -  -  -  -  -  -  -  -  -  - 
2023A Bonds  -  -  -  -  -  -  -  444  469  495  522 
Total Principal on Long-Term Debt  $26,550  $41,560  $44,620  $42,390  $44,925  $49,040  $51,410  $51,734  $54,169  $56,820  $59,982 

Long-Term Debt Service  $115,575  $129,513  $130,487  $126,133  $128,909  $130,872  $130,845  $131,895  $131,856  $131,820  $132,095 
Short-Term Debt  7,019  4,270  5,228  6,366  7,325  8,567  9,424  10,264  11,034  11,771  11,606 
Total Principal on Short-Term Debt -  -  -  8,647  6,945  7,020  7,122  7,253  7,414  6,608  6,434 
Short-Term Debt Service  $7,019  $4,270  $5,228  $15,014  $14,270  $15,586  $16,546  $17,517  $18,448  $18,379  $18,041 
Fees on Debt
Long-Term Debt  16  18  18  18  20  20  20  22  22  22  22 
Short-Term Debt Management Fees  2,032  2,032  2,070  2,158  2,171  2,255  2,231  2,208  2,175  2,142  2,112 
Total Fees  $2,047  $2,049  $2,087  $2,175  $2,190  $2,275  $2,251  $2,230  $2,197  $2,163  $2,133 
Total Senior Lien Debt Service  $115,575  $129,513  $130,487  $126,133  $128,909  $130,872  $130,845  $131,895  $131,856  $131,820  $132,095 
TOTAL DEBT SERVICE  $124,641  $135,832  $137,802  $143,322  $145,370  $148,733  $149,642  $151,642  $152,501  $152,363  $152,269 

Senior Lien Debt Service Coverage Ratio 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x
Overall Debt Service Coverage Ratio 1.41x 1.45x 1.44x 1.34x 1.35x 1.34x 1.33x 1.32x 1.32x 1.32x 1.32x
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Projected
2015-2016 2016-2017 2017-2018 2018-2019 2019-2020 2020-2021 2021-2022 2022-2023 2023-2024 2024-2025 2025-2026

Operating Revenue
Gross Water Sales  $479,307  $517,981  $524,748  $534,960  $567,222  $607,724  $651,549  $688,216  $717,909  $742,098  $765,368 
Capital Contributions
   Water Standby Availability Charges  11,250  11,258  11,275  11,292  11,309  11,325  11,340  11,354  11,369  11,384  11,398 
   System Capacity Charges  14,600  14,746  14,893  15,042  15,193  15,345  15,498  15,653  15,810  15,968  16,127 
   Treatment Capacity Charges  400  404  408  412  416  420  425  429  433  437  442 
Infrastructure Access Charges  30,434  31,220  32,583  33,782  34,825  35,692  36,385  36,943  37,399  37,781  38,100 
TOTAL REVENUE  $535,991  $575,609  $583,907  $595,488  $628,965  $670,506  $715,197  $752,595  $782,920  $807,668  $831,435 

Less Deposits to/plus Withdrawals from the Rate Stabilization Fund  24,178  30,873  17,000  (3,893)  (8,486)  (6,681)  (9,125)  (12,870)  (16,595)  (15,075)  (12,243)
Non-Operating Revenue
Investment Income1  3,119  3,300  3,613  3,353  3,212  2,949  2,639  3,017  3,339  3,566  3,770 
Property Taxes and In-Lieu Charges  11,700  11,934  12,173  12,416  12,664  12,918  13,176  13,440  13,708  13,983  14,262 
Hydroelectric Revenue  3,540  3,540  3,440  3,450  3,650  3,660  3,660  3,670  3,670  3,680  3,680 
BABs Interest Rate Subsidy  10,534  11,303  11,303  11,303  11,303  11,303  11,303  11,303  11,303  11,297  11,243 
Other Revenue  1,181  1,216  1,252  1,290  1,329  1,368  1,409  1,452  1,495  1,540  1,587 
Total Non-Operating Revenue  $30,074  $31,293  $31,781  $31,812  $32,158  $32,198  $32,187  $32,882  $33,515  $34,066  $34,542 
TOTAL REVENUE  $590,243  $637,775  $632,688  $623,407  $652,637  $696,023  $738,258  $772,607  $799,840  $826,659  $853,733 

Operating Expenses
Cost of Water Purchased  $367,716  $394,771  $387,339  $382,312  $405,812  $444,644  $485,261  $516,326  $541,858  $566,917  $591,713 
Operating Expenses  49,390  48,960  50,429  52,122  53,686  55,296  56,955  58,664  60,424  62,237  64,104 
    Capital Equipment Purchases (167) (172) (177) (182) (188) (193) (199) (205) (211) (217) (224)
TOTAL EXPENSE  $416,939  $443,559  $437,591  $434,253  $459,311  $499,747  $542,017  $574,785  $602,071  $628,936  $655,593 

Net Water Revenue Available for Debt Service  $173,304  $194,216  $195,097  $189,155  $193,326  $196,276  $196,241  $197,822  $197,769  $197,723  $198,141 
Long-Term Debt Service 2

Interest on Long-Term Debt
1998A COPs  555  555  555  555  555  555  555  555  555  555  555 
2005A COPs  2,891  2,152  1,367  725  725  666  310  -  -  -  - 
2008A COPs  19,688  18,332  17,583  16,792  16,372  16,005  16,005  16,005  16,005  16,005  16,005 
2010A Bonds  2,319  1,717  1,551  1,370  1,153  996  996  996  996  996  913 
2010B Bonds (BABs)  32,294  32,294  32,294  32,294  32,294  32,294  32,294  32,294  32,294  32,276  32,124 
2011A Refunding  5,685  5,304  4,919  4,569  4,133  3,675  3,195  2,690  2,160  1,603  1,029 
2011B Refunding  4,707  4,707  4,707  4,707  4,707  4,563  3,696  2,957  2,957  2,957  2,957 
2013A Refunding  13,982  13,982  13,982  13,878  13,255  12,723  12,723  12,588  11,768  10,864  9,915 
2015A Refunding  6,905  8,910  8,910  8,852  8,498  8,063  7,371  6,582  5,484  4,302  3,200 
2017A Bonds  -  -  -  -  2,292  2,292  2,292  2,292  2,292  2,292  2,292 
2020A Bonds  -  -  -  -  -  -  -  1,431  1,431  1,431  1,431 
2023A Bonds  -  -  -  -  -  -  -  1,770  1,746  1,720  1,693 
Total Interest on Long-Term Debt  $89,025  $87,953  $85,867  $83,743  $83,984  $81,832  $79,435  $80,161  $77,687  $75,001  $72,113 

Principal on Long-Term Debt
2005A COPs  13,880  15,005  14,690  -  -  6,725  7,075  -  -  -  - 
2008A COPs  1,150  14,505  17,320  8,315  8,825  -  -  -  -  -  - 
2010A Bonds  3,975  4,130  4,295  4,470  4,695  -  -  -  -  -  9,965 
2010B Bonds (BABs)  -  -  -  -  -  -  -  -  -  1,735  6,225 
2011A Refunding  7,545  7,920  8,315  8,650  9,085  9,535  10,015  10,515  11,040  11,590  12,170 
2011B Refunding  -  -  -  -  -  17,275  18,130  -  -  -  - 
2013A Refunding  -  -  -  14,005  14,625  -  -  17,120  17,925  18,825  19,760 
2015A Refunding  -  -  -  6,950  7,695  15,505  16,190  23,655  24,735  24,175  11,340 
2017A Bonds  -  -  -  -  -  -  -  -  -  -  - 
2020A Bonds  -  -  -  -  -  -  -  -  -  -  - 
2023A Bonds  -  -  -  -  -  -  -  444  469  495  522 
Total Principal on Long-Term Debt  $26,550  $41,560  $44,620  $42,390  $44,925  $49,040  $51,410  $51,734  $54,169  $56,820  $59,982 

Long-Term Debt Service  $115,575  $129,513  $130,487  $126,133  $128,909  $130,872  $130,845  $131,895  $131,856  $131,820  $132,095 
Short-Term Debt  7,019  4,270  5,228  6,366  7,325  8,567  9,424  10,264  11,034  11,771  11,606 
Total Principal on Short-Term Debt -  -  -  8,647  6,945  7,020  7,122  7,253  7,414  6,608  6,434 
Short-Term Debt Service  $7,019  $4,270  $5,228  $15,014  $14,270  $15,586  $16,546  $17,517  $18,448  $18,379  $18,041 
Fees on Debt
Long-Term Debt  16  18  18  18  20  20  20  22  22  22  22 
Short-Term Debt Management Fees  2,032  2,032  2,070  2,158  2,171  2,255  2,231  2,208  2,175  2,142  2,112 
Total Fees  $2,047  $2,049  $2,087  $2,175  $2,190  $2,275  $2,251  $2,230  $2,197  $2,163  $2,133 
Total Senior Lien Debt Service  $115,575  $129,513  $130,487  $126,133  $128,909  $130,872  $130,845  $131,895  $131,856  $131,820  $132,095 
TOTAL DEBT SERVICE  $124,641  $135,832  $137,802  $143,322  $145,370  $148,733  $149,642  $151,642  $152,501  $152,363  $152,269 

Senior Lien Debt Service Coverage Ratio 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x 1.50x
Overall Debt Service Coverage Ratio 1.41x 1.45x 1.44x 1.34x 1.35x 1.34x 1.33x 1.32x 1.32x 1.32x 1.32x
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7.0 Funds and Reserves

The Water Authority maintains a number of different funds dedicated to support financial operations. 
Each fund serves a specific purpose which can be generally categorized as either an operating, capital, or 
debt service reserve fund. Funds categorized as operating provide monies for system operations, emergencies, 
working capital, debt service, and capital projects. The Water Authority’s operating funds include the Operating 
Fund, the Rate Stabilization Fund (RSF), and the Stored Water Fund. Capital funds hold monies for the Capital 
Improvement Program (CIP) and related asset expenditures. The Debt Service Reserve Fund contains reserves 
held in trust for the benefit of investors in the Water Authority’s long-term debt and currently consists of the 1998A 
COP debt issuances and was funded with cash from proceeds from the debt issuances; these funds are applied 
to debt service if pledged revenues are insufficient to satisfy the debt service requirements. 

Figure 7-1 illustrates how the Water Authority’s rates and charges flow into the various funds.  The funds 
are split into unrestricted and restricted. Unrestricted funds can be used for any type of expenditure while 
restricted funds are limited to capital expenditures such as in the case of the Pay-As-You-Go (PAYGO) Fund. 
It should be noted that the Construction and Debt Service Reserve Funds are not shown since their funding 
source is debt proceeds.

Figure 7-1    Flow of Revenues

It is important to note that the Water Authority’s overall fund balances fluctuate over time, especially with 
respect to capital funds, which are funded by proceeds from debt issuances and then spent down over a two-
to-three year period. The balance of this section provides a brief description of each fund held by the Water 
Authority and its function within the Long-Range Financing Plan (LRFP).  
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7.1	 Description	of	Specific	Funds	and	Policies

Operating Fund. The Operating Fund holds the Water Authority’s working capital and emergency operating 
reserve. In April 2003 the Water Authority amended its Operating Fund policy from a 60-day minimum balance 
of average annual operating expenditures to a maximum balance of 45 days of average annual operating 
expenditures. Common to both policies is a requirement that $5 million of such calculated amount must 
be designated and held available for emergency repairs to the Water Authority’s system due to unforeseen 
events. The Operating Fund provides working capital to ensure that even with mismatching cash receipts and 
disbursements, the Water Authority has ample liquidity/working capital.

Rate Stabilization Fund. In fiscal year 1990, the Water Authority established the RSF for the purpose of 
collecting amounts of water revenues greater than expenditures in years of strong water sales. Funds can 
then be used to mitigate “rate shock” in years of weak water sales and/or to manage debt service coverage. In 
August 2006, the Board adopted the current policy governing the RSF balances. The current policy replaced 
the old policy of setting a minimum and maximum balance with a target and a maximum balance. The RSF 
target balance is equal to the financial impact of 2.5 years of wet weather or mandatory drought regulations 
and the maximum fund balance is set equal to the financial impact of 3.5 years of wet weather or mandatory 
drought regulations. The effect of the current policy is to create a target for fund balances that is tied to the 
real financial impacts/risks that the fund is designed to protect against. 

As a general rule, the Water Authority will transfer portions of its net water revenues exceeding the Board’s 
1.5 times debt service coverage policy into the RSF. From time to time, as needed, the Water Authority will 
transfer amounts from its RSF into water revenues to meet its debt service ratio requirements, or to help 
provide adequate working capital to the Operating Fund. The funds are invested with maturities of one to five 
years and include restricted cash and investments.

Stored Water Fund. In 2006, the Board created the Dam-Fill Fund as a separate fund to support the purchase 
of water for the initial filling of San Vicente Dam 
Raise Project water storage capacity.  As such, the 
Dam-Fill Fund was structured as a sinking fund 
designed only to provide funds for the initial dam-
fill water purchases and then be eliminated.  In 2010, 
the Dam-Fill Fund was renamed to the Stored Water 
Fund.  

The LRFP shows the Stored Water Fund as a 
permanent fund dedicated to maintaining the 
working capital necessary to utilize the Water 
Authority’s storage facilities.  With the completion 
of the San Vicente Dam Raise Project and the fill 
begun, it is clear that the water inventory cycle, that 
is the repeating pattern of purchasing water for 
storage and then selling the stored water to member 
agencies, would introduce very large fund balance 
fluctuations into the Operating Fund.  In addition to 
eliminating the large fluctuations in the Operating 

Purchase Water to 
Add to Storage

Stored Water

Deliver Water to 
Member Agencies

Receive Payments 
for Delivered Water

Figure 7-2    Water Inventory Cycle 
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Fund, a permanent Stored Water Fund ensures that funds are 
available to purchase water for storage, and that stored water 
funds can be easily tracked to ensure that they are used only 
for stored water purchases.    

It is anticipated that the Stored Water Fund will be subject 
to large fluctuations as funds are drawn down to purchase 
water for storage.  When the stored water is sold, the Stored 
Water Fund is reimbursed for the cost of water (i.e. inventory 
value) replenishing the working capital available for the 
purchase of water for storage.  The maximum fiscal year-end 
balance for the Stored Water Fund is 110% of the expected 
cost to fill available in-region storage capacity.  Therefore, 
if the storage capacity is full, the maximum balance of the 
Stored Water Fund would be $0.  While the sale of stored 
water would be primary source of fund, deposits would also 
be made based upon the amount budgeted for seepage and 
evaporation in the Water Authority’s Storage Charge.  In 
addition, it is possible that from time to time a deposit will be 
incorporated into the Storage Charge to increase the fund’s 
balances to account for increases in the cost of water.      

 Pay-As-You-Go Fund. The PAYGO Fund was established in Fiscal Year 1990 to serve as a mechanism to 
collect System and Treatment Capacity Charges and Water Standby Availability Charges to be used to fund 
CIP expenditures. The PAYGO Fund is a capital fund; therefore, all monies in the fund, including investment 
income, are restricted to capital expenditures including debt service. Contributions in Aid of Construction 
(CIAC) from member agencies are also deposited into the PAYGO Fund.  CIAC are funds paid to the Water 
Authority by its member agencies for capital projects constructed on their behalf.  

The Water Authority has some flexibility when determining the annual draws from PAYGO. Typically, the 
expenditure of PAYGO funds occur when bond proceeds are exhausted or when a project does not qualify for 
tax exempt financing. At a minimum, a portion of debt service corresponding to the capacity charges collected 
in the fourth preceding year is paid from the PAYGO fund.

Construction Fund. Similar to the PAYGO Fund, the Construction Fund is a capital fund. The Construction 
Fund is funded with the proceeds from the Water Authority’s sale of debt (See Section 5.0). The Water 
Authority’s Construction Fund is currently comprised of unspent proceeds of the Series 2010B and investment 
income. 

Upon the sale of any single issue of tax-exempt debt, federal tax law currently dictates that the Water 
Authority must spend the proceeds of the issue within a prescribed period of time. As a result, the Construction 
Fund will typically fluctuate over two-to-three year periods as funds are raised through debt issuance, and 
then spent prior to the next issuance. It is anticipated that the spend down of the Series 2010B proceeds will be 
completed in the spring of 2016.

 
STORED WATER FUND
when storage is at full capacity, cash 

balances are $0 and water is recorded as 

inventory
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Debt Service Reserve Fund. The Debt Service Reserve Fund was created to hold the required legal reserve for 
Water Authority debt issues. Such reserves are held for the purpose of making an issue’s annual debt service 
payments in the event that the Water Authority’s pledged revenues are insufficient to make such payments. 
The reserve requirement is held in this fund until it is expended, generally to fund the last payment of the debt 
issuance. Interest earned on the Debt Service Reserve Fund is transferred into the Operating Fund and is not 
restricted.  In Fiscal Year 2014, the Debt Service Reserve Fund totaled $12.1 million comprised of reserves for 
the Series 1998A COP debt issuances.   

Equipment Replacement Fund. In 2003, the Board separated the Equipment Replacement Fund from the 
Operating Fund. The Equipment Replacement Fund is funded by annual draws from the Operating Fund per 
depreciation schedules for small capital and operating equipment, such as computers, vehicles, the Supervisory 
Control and Data Acquisition (SCADA) system, etc. It is used to replace equipment that has reached the end of 
its effective useful life.  

7.2 Projected Fund Balances

Projected fund balances over the planning 
period are presented in the Chart and Table 7-1. 
The fund balance projections are based upon 
the sources and uses of funds data presented 
in Section 6.0. The Construction Fund exhibits 
the most volatility as debt is issued and the 
proceeds are spent down.  In general, the funds 
are relatively stable with the PAYGO fund 
being drawn down over the projection period 
to provide cash funding for the CIP.  

Table 7-1    Projected Year-End Fund Balances (Fiscal Year)

* *Stored water purchases and withdrawals are not shown due to their variability.  As discussed earlier, a $0 Stored Water Fund 

balance indicates that no available water storage capacity is available. 
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Chart 7-1  Projected Year-End Fund Balances

Projected

FUNDS 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Operating  $70.07  $85.95  $100.87  $104.05  $109.28  $91.05  $107.39  $120.60  $125.04  $133.29  $150.27 

Rate Stabilization  91.84  61.76  50.40  54.95  64.25  71.95  82.31  96.73  115.28  132.79  147.80 

PAYGO  157.55  162.14  112.20  61.16  47.36  0.39  0.00  0.00  0.00  0.00  0.00 

Construction  26.16  25.89  (0.50)  -  -  -  -  -  -  -  - 

Debt Service Reserve  16.84  21.01  21.01  21.01  23.32  23.32  23.32  25.54  25.54  25.54  25.54 

Equipment Replacement  2.48  1.13  1.14  1.16  1.17  1.18  1.20  1.22  1.24  1.26  1.28 

Stored Water  9.58  9.68  9.79  9.92  10.05  10.20  10.37  10.55  10.75  10.96  11.18 

Total *  $374.53  $367.57  $294.92  $252.24  $255.44  $198.10  $224.60  $254.64  $277.84  $303.84  $336.07 
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As shown in Charts 7-2, the Operating Fund meets the Water Authority’s fund balance target throughout 
the planning period.  Chart 7-3 illustrates the fluctuations in the RSF levels are primarily due to the financial 
impact of changes in water demand levels.  The accumulated revenues in the RSF prior to Fiscal Year 2016 
are used to support gradual increases in rates and charges to adjust to a new lower level of water sales while 
still meeting Board’s debt service coverage reserve target.  While withdrawals in the initial years support the 
transition to the lower level of sales, Chart 7-3 shows increases in RSF fund balance starting in 2020.  The 
projected 2026 RSF fund balance is at the target level.    

Chart 7-2    Operating Fund Balance Requirements

Chart 7-3    Current Board Policy - RSF Fund Balance Requirements
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Projected

FUNDS 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Operating  $70.07  $85.95  $100.87  $104.05  $109.28  $91.05  $107.39  $120.60  $125.04  $133.29  $150.27 

Rate Stabilization  91.84  61.76  50.40  54.95  64.25  71.95  82.31  96.73  115.28  132.79  147.80 

PAYGO  157.55  162.14  112.20  61.16  47.36  0.39  0.00  0.00  0.00  0.00  0.00 

Construction  26.16  25.89  (0.50)  -  -  -  -  -  -  -  - 

Debt Service Reserve  16.84  21.01  21.01  21.01  23.32  23.32  23.32  25.54  25.54  25.54  25.54 

Equipment Replacement  2.48  1.13  1.14  1.16  1.17  1.18  1.20  1.22  1.24  1.26  1.28 

Stored Water  9.58  9.68  9.79  9.92  10.05  10.20  10.37  10.55  10.75  10.96  11.18 

Total *  $374.53  $367.57  $294.92  $252.24  $255.44  $198.10  $224.60  $254.64  $277.84  $303.84  $336.07 
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8.0 Risk Mitigation Strategies

The Water Authority will be exposed to a mix of financial risks during the long-range financial planning 
period that are common to most water agencies.  The financial crisis of 2008 showed that even the most careful 
planning can be disrupted by extreme conditions.  Looking forward, there is the potential for major changes in 
both the economic and capital markets as the business cycle plays out.  Preparing for them is a challenge.  As 
part of its continuous improvement efforts, the Water Authority actively evaluates and prepares for different 
types of risk.  The recent work done on the Water Authority’s fiscal sustainability evaluated several financial 
risks and resulted in the implementation of a new fixed charge.   

Figure 8-1 provides an overview of the 
major financial risk factors that the Water 
Authority may face in the future.  These factors 
are grouped into macroeconomic factors, local 
economic forces, and water sales.  The foremost 
category of risk is water sales – the potential 
for diminished sales due to multiple years of 
wet/drought conditions or due to shortages of 
water available to sell.  Reductions in water 
sales represent the most significant financial 
risk that the Water Authority will face during 
the planning period. 

The principal local economic risk to the 
Water Authority is activity in the housing 
market, primarily significant swings in capacity 
charge revenues.  As discussed in Section 
6.0, these are fees paid when individuals and 
developers purchase water meters. Under 
typical economic conditions, capacity charges 
may be expected to supply about 17% of Water 
Authority net revenue during the planning 
period. 

The primary macroeconomic factor 
affecting the Water Authority is the prevailing 
interest rate environment. Interest rates impact 
both the cost of borrowing and the investment 
income the Water Authority receives on its cash balances.  As discussed previously, the impact of changes in 
interest rates depends on cash balances and the amount of variable rate debt outstanding.  

This section describes the major risks identified above and provides an analysis of the potential impacts 
these risks may have on the future financial position of the Water Authority. 

Macroeconomic
 Factors

Interest Rates 
Yield Curve 

Taxable Spreads

 Inflation
 Energy
 Cost of Material
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Figure 8-1    Financial Risk Factors
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8.1 Water Sales

In 2003 and in 2015, the Water Authority modified its rate and charge structure to protect it from wide 
swings in its water sales revenue by collecting a balanced mix of fixed and variable charges from its member 
agencies.  In addition to enhancing revenue stability, the changes to the rate and charge structure also enhances 
the equity between member agencies when paying for long-term water reliability projects. Together, the Storage 
and Customer Service Charges make up approximately 55% of the Water Authority’s projected net revenues 
and 35% of the estimated gross water sales revenue including the Supply Reliability Charge. This translates 
into more revenue stability in spite of water sales volatility. 

Despite its fixed-rate structure, the Water Authority continues to have some exposure to water sales variability. 
The largest component of variability is on the per-acre-foot transportation rate, which directly varies with acre-
foot sales. The second largest source of variability is the melded Municipal and Industrial (M&I) supply rate. This 
rate creates a weighted cost of sales from the different sources of water that the Water Authority purchases, and 
also recovers various other costs of supply, such as Imperial Irrigation District (IID) socioeconomic payments, 
annual costs of the Semitropic groundwater storage agreements, and a portion of debt service on the canal 
lining projects that is not reimbursed by state grants, etc. All of these costs are included in the melded M&I 
supply rate and factored into this variable-rate. If sales are lower than projected, the rates will under-recover 
the fixed cost components. In addition, at current pricing, supplies from MWD cost less in the near term 
than supplies from either IID or the desalination plant, which have a contractually fixed delivery schedule. 
Therefore, in a reduced sales environment, the Water Authority will roll off of the less expensive Metropolitan 
Water District (MWD) supplies, and the higher-cost IID/desalination supplies will compose a larger share of 
the water purchases, again leading to under-recovery on the melded rate. Chart 8-2 examines the potential 
revenue loss under a worst case scenario when water sales are in the lowest five percent of the probability range, 
and shows the revenue gain possible if water sales are in the upper five percent of the probability range. The 
distribution of revenue loss and gain is asymmetrical – reduced sales from wet weather produces more revenue 
loss than gain from dry weather. As San Diego has a very dry climate, with a small percentage of local supplies, 
especially dry weather does not result in greatly increased demand. The increasing revenue variability over 
time primarily reflects both the increasing uncertainty of hydrologic risk over time, as well as the increasing 
transportation rate. 

An additional, but lesser source of revenue variability is on the melded treatment rate. This rate is composed 
of several different sources of treated water with different costs. Certain of these supplies are base-loaded due 
to contractual arrangements, or as in the case of the Water Authority’s Twin Oaks Valley Treatment Plant, 
must be used to the greatest possible capacity to operate at the lowest per unit cost rates. To the extent that 
the treatment facilities have different existing or implicit unit rates, variations in water sales may produce 
additional shortages or surpluses in revenues.

California is currently facing a variety of water supply and demand challenges. Table 8-1 illustrates the 
financial impact of additional reductions in sales. It is important to note that the impact of the statewide 
mandatory demand reductions on M&I, and a 15% cutback on the Water Authority’s Transitional Special 
Agricultural Water Rate (TSAWR) customers (based on MWD’s 2015 supply allocation sales), have already been 
factored into the demand and financial projection provided in the document. Therefore, the table illustrates 
the financial impact of reducing demand below the regulated levels or if wet weather suppresses demand this 
spring.     
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Table 8-1    Scenarios for Possible M&I Water Sales Decreases

The M&I decreases is significant and impacts transportation, supply, and treatment and the TSAWR cut 
results in a modest loss of transportation revenues.  The net impact of the loss of revenues is reflected in the 
Revenue Impact column with corresponding Rate Impacts highlighted in gray. The Rate Impact shows the 
amount rates would need to increase to recover the loss of revenues.  The Water Authority maintains adequate 
reserves to be able to prevent unscheduled mid-cycle rate increases resulting from unforeseen water sales 
decreases. 

8.2 Changes in Interest Rates

The Water Authority uses Commercial Paper (CP), a short-term debt instrument with maturities not 
exceeding 270 days, to diversify its debt portfolio and achieve its variable rate exposure. As a short-term tax-
exempt borrowing instrument, interest rates have been quite low, averaging 1.1% over the past ten years.  
The Water Authority’s CP interest rates have ranged from a low of 0.06% to a high of 3.7%. The standard 
deviation (a standardized measure of the data’s dispersion) of the CP interest rate is 1.3%, indicating that 68% 
of the time, interest rates should range from almost 0% (the lower bound on interest rates) to 2.4%, and 95% 
of the time, representing two standard deviations, interest rates should range between almost 0% and nearly 
3.7%.

At the time of this writing, short-term variable interest rates have been trading near historical lows as the 
Federal Reserve has maintained the Federal Funds Target Rate at 0-0.25% since December 2008.  The Water 
Authority has no variable rate debt exposure other than its CP Programs, which include traditional commercial 
paper and Extendable Commercial Paper (see Section 5.0 for full discussion) that performs similarly to 
traditional commercial paper. The Water Authority’s CP Programs continues to trade very favorably and its 
interest costs continue to be very low.  

The Water Authority’s cash balances provide a natural hedge against short-term interest expense due to the 
fact that when interest rates on the CP programs rise they are offset by an increase in investment earnings.  
The Water Authority invests in taxable securities such as treasuries and agencies, corporate CP and the Local 

Percent Sales Loss (Acre-Feet) Revenue Impacts

Sales Loss Water Sales Treatment Transportation Supply Treatment Total Impact

Scenario 1

Change in M&I Demand 5% (18,933) (7,776)  $(1,987,930)  $(3,521,477)  $(528,774)  $(6,038,181)

Change in TSAWR 5% (1,725)  (181,151)  -  -  (181,151)

Total (20,658) (7,776)  (2,169,082)  $(3,521,477)  $(528,774)  $(6,219,332)

Units  370,800  359,721  147,746 

Rate Impact $5.85/AF $9.79/AF $3.58/AF $19.22/AF

Scenario 2

Change in M&I Demand 15% (56,798) (23,328)  $(5,963,791)  $(10,564,430)  $(1,586,321)  $(18,114,542)

Change in TSAWR 15% (5,176)  (543,454)  -  -  (543,454)

Total (61,974) (23,328)  $(6,507,245)  $(10,564,430)  $(1,586,321)  $(18,657,996)

Units 329,484 321,855 132,193

Rate Impact $19.75/AF $32.82/AF $12.00/AF $64.57/AF
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Agency Investment Fund. When compared to the Water Authority’s tax-exempt CP interest costs, these securities 
at a minimum tend to earn the difference in yield associated with a taxable interest earnings, and may earn 
additional yield corresponding to the longer term of the investment. The Government Code, with certain 
exceptions, permits local government to invest in maturities for up to five years, whereas CP is limited to a 
maximum investment term of 270 days. At the time of publishing this plan, the average days to maturity of the 
Water Authority’s investment portfolio is 401 days, and the average term is 905 days.

Chart 8-1 shows a history of CP interest rate and investment earnings rates. As can be seen from the 
graphic, investment earnings rates have almost always exceeded CP interest rates. Because cash balances 
investments typically have longer maturities than CP, the investment earnings tend to be less volatile than the 
CP rates. 

                            Chart 8-1     Historical Investment Earnings Rates vs. Commercial Paper Rates

Investment earnings and interest expense have a strong positive correlation. Over the ten-year period, 
investment earnings and interest expense had a correlation coefficient of 0.95 (zero indicates no degree of 
correlation, and one indicates a perfect correlation), so it is apparent then that cash fund balances provide 
a natural hedge against interest rate expenses. The green line shows the percent of outstanding CP to the 
Water Authority’s cash balances (excluding debt proceeds). Over the majority of this time period, the Water 
Authority had more cash and investments than outstanding CP, which provided a good hedge against interest 
rate fluctuations.   
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Chart 8-2  looks at projected CP usage and cash balances for the planning period.  The cash balances presented 
only include cash funds that hedge variable rate debt interest expense.  Therefore, the Construction and Debt 
Service Reserve Funds are not included because they typically earn a fixed rate of return (i.e. Guaranteed 
Investment Contract) and, therefore, do not hedge against changing interest rates.  The percent hedged 
illustrates how much of the outstanding CP is hedged with cash investments.  

Chart 8-2    Cash Investments vs. Commercial Paper Outstanding
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Chart 8-3    Net Commercial Paper Interest Expense (Less Investment Earnings)

The result of this analysis 
provides a range of net 
interest rate exposure to the 
Water Authority.  Chart 8-3 
shows the range of projected 
risks at average, minimum, 
and maximum computed at 
one standard deviation.  In 
the early years, the Water 
Authority’s CP interest 
expense is less than its cash 
and investment earnings, 
which mean the negative 
values represent additional 
investment earnings that 
offset the entire cost of the 

CP programs.  As we move beyond 2017, the Water Authority’s cash and investment balance is drawn down over 
time so that the amount of cash and investments hedging the CP Program is approximately 60%.  At this point 
in the curve, the Water Authority approaches its maximum interest rate exposure, at one standard deviation, 
which approaches a cost of approximately $3.4 million. There are several possible approaches that can be used 
to mitigate this risk.
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  Manage the ratio of outstanding CP to cash balances by reducing the amount of  
 CP or by increasing reserve levels

  Reduce the variability of interest rates by swapping to a fixed-rate

  When developing the biennial budget, use an adequately conservative interest rates for interest expense and  
 investment earnings to make it unlikely that net interest rate exposure will increase above projected levels

   Maintain an adequate Rate Stabiization Fund (RSF) to accommodate variations in interest expense

The Water Authority relies on a certain amount of variable or short-term debt exposure to decrease its 
overall cost of capital, so the first option is not practical. The Water Authority does not have a swap policy at 
present, so the second option cannot be used. The Water Authority practices a combination of the third and 
fourth approaches. Budgets and financial plans use interest rates which are somewhat likely to understate 
investment returns, and potentially overstate interest rates payable for CP. In addition, the Water Authority 
maintains an RSF sized to provide protection against a 95% exceedance of 2.5 to 3.5 years of extremely wet 
weather. As discussed in the hydrologic risk section, unless all risks happen concurrently, this reserve capacity 
can also be used to protect against interest rate risk as well as connection fee revenue risk. 

8.3 Capacity Charge Revenues

Capacity charges, also known as connection fees, are a highly variable form of revenue. The chart below 
examines capacity charge revenues that have been collected since the inception of the charge in 1991. The 
bars reflects the revenue received and the line reflects the calculated number of meter sales for each fiscal 
year. 

Chart 8-4    Capacity Charge Revenue and Meter Sales (ME)

Revenue received via 
capacity charges is indicative 
of the region’s housing market, 
as revenue is collected upon a 
building permit being issued.  
Chart 8-5 summarizes the 
historical building permits 
issued annually for single 
family and multi-family 
residences.  Similar to the chart 
for capacity charge revenues, 
the housing slump in the mid-
90’s and the recession that 
began in late 2007 are readily 
apparent.
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Chart 8-5  Building Permit Activity for Single Family and Multi-Family Residences

As a result of increases in building 
permit activity, a sign of an improving 
economy, revenue from capacity 
charges has also been increasing since 
a low in 2010.  

The variability in the capacity 
charge data presented above can be 
expressed in terms of its standard 
deviation, a common statistical 
term. Over the 25-year period that 
the charge has been in effect, the 
average or mean is $17.0 million.  
Utilizing the standard deviation 
calculation, the most likely range 
of values (approximately 68%) will 
fall within one standard deviation 
from the mean (which equates to 
+/- $8.7 million).  Based on these 
data points, it can be extrapolated 
that the Water Authority would 
most likely receive revenue between 
$8.3 million and $25.7 million. 
This aligns well with the Water 
Authority’s current conservative 
estimate of $15 million for Fiscal 
Year 2016.  

Source: U.S. Census Bureau
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In preparation of the LRFP, the Water 
Authority has maintained its current conservative 
approach to ensure that it is protected from 
excessive variability in capacity charge revenues. 
The overall projection takes into account 
historical data and forecasted information on 
growth. 
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9.0 Appendices

9.1 Summary of Outstanding Obligations

The Water Authority is authorized to issue Certificates of Participation (COPs), Tax Exempt Commercial 
Paper (TECP), General Obligation Bonds, Revenue Bonds, Assessment Bonds and Variable Rate Demand Bonds 
(VRDBs) to meet its funding needs.

9.1.1 Revenue Bonds

Water Revenue Refunding Bonds, Series 2015A. On September 9, 2015, the Water Authority issued 
$184,795,000 of Water Revenue Refunding Bonds, Series 2015A (the 2015A Bonds) to refinance a portion of 
the design, acquisition, and construction of various capital projects of the Water Authority’s CIP by advance 
refunding a portion of the 2008A Certificates in the amount of $142,445,000 and a portion of the 2010A Water 
Revenue Bonds in the amount of $52,375,000.

The 2015A Bonds have stated interest rates ranging from 2.00 percent to 5.00 percent payable semi-annually 
on May 1 and November 1. Their maturities extend to May 1, 2029. No debt service reserve fund was created to 
secure the 2015A Bonds. The 2015A bonds were issued at a Premium of $33,756,117. 

Water Revenue Refunding Bonds, Series 2013A.  On March 13, 2013, the Water Authority issued $299,105,000 
of Water Revenue Refunding Bonds, Series 2013A (the 2013A Bonds) to refinance a portion of the design, 
acquisition, and construction of various capital projects of the Water Authority’s CIP by advance refunding a 
portion of the 2004A Certificates in the amount of $344,785,000.

The 2013A Bonds have stated interest rates ranging from 3.00 percent to 5.00 percent payable semi-annually 
on May 1 and November 1. Their maturities extend to May 1, 2034. No debt service reserve fund was created 
to secure the 2013A Bonds. The principal balance of outstanding bonds at June 30, 2015 was $299,105,000, or 
$345,507,557 net of unamortized premium of $46,402,557. The principal balance of outstanding bonds at June 
30, 2014 was $299,105,000, or $347,960,549 net of unamortized premium of $48,855,549.

Water Revenue Refunding Bonds, Series 2011B. On September 28, 2011, the Water Authority issued 
$94,540,000 of Water Revenue Refunding Bonds, Series 2011B (the 2011B Bonds) to refinance a portion of 
the design, acquisition, and construction of various capital projects of the Water Authority’s CIP by advance 
refunding a portion of the 2002A and 2004A Certificates in the amount of $62,085,000 and $36,290,000, 
respectively.

The 2011B Bonds have stated interest rates ranging from 3.00 percent to 5.00 percent payable semi-annually 
on May 1 and November 1. Their maturities extend to May 1, 2031. No debt service reserve fund was created 
to secure the 2011B Bonds. The principal balance of outstanding bonds at June 30, 2015 was $94,540,000, or 
$104,449,447 net of unamortized premium of $9,909,447. The principal balance of outstanding bonds at June 
30, 2014 was $94,540,000, or $105,072,031 net of unamortized premium of $10,532,031.
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Water Revenue Refunding Bonds, Series 2011A.  On August 11, 2011, the Water Authority issued $139,945,000 
of Water Revenue Refunding Bonds, Series 2011A (the 2011A Bonds) to refinance a portion of the design, 
acquisition, and construction of various capital projects of the Water

Authority’s CIP by advance refunding a portion of the 2002A Certificates in the amount of 
$150,270,000.

The 2011A Bonds have stated interest rates ranging from 0.45 percent to 5.00 percent payable semi-annually 
on May 1 and November 1. Their maturities extend to May 1, 2027. No debt service reserve fund was created 
to secure the 2011A Bonds. The principal balance of outstanding bonds at June 30, 2015 was $119,100,000, or 
$131,462,389 net of unamortized premium of $12,362,389. The principal balance of outstanding bonds at June 
30, 2014 was $126,285,000, or $139,684,789 net of unamortized premium of $13,399,789.

Subordinate Lien Water Revenue Refunding Bonds, Series 2011S-1.  On July 21, 2011, the Water Authority 
issued $86,630,000 of Subordinate Lien Water Revenue Refunding Bonds, Series 2011S-1 (the 2011S-1 Bonds) 
to refinance a portion of the design, acquisition, and construction of various capital projects of the Water 
Authority’s CIP by refunding the Water Authority Commercial Paper Notes, Series 2 in the amount of 
$100,000,000.

The 2011S-1 Bonds have stated interest rates ranging from 3.00 percent to 5.00 percent payable semi-annually 
on January 1 and July 1. Their maturities extend to July 1, 2016. No debt service reserve fund was created to 
secure the 2011S-1 Bonds. The principal balance of outstanding bonds at June 30, 2015 was $86,630,000, or 
$89,424,701 net of unamortized premium of $2,794,701. The principal balance of outstanding bonds at June 30, 
2014 was $86,630,000, or $92,219,417 net of unamortized premium of $5,589,417.

Water Revenue Bonds, Series 2010B (Taxable Build America Bonds).  On February 4, 2010, the SDCWAFA 
issued $526,135,000 of Water Revenue Bonds, Series 2010B (Taxable Build America Bonds) (the 2010B Bonds) 
for the design, acquisition, and construction of various capital projects in furtherance of the Water Authority’s 
CIP. The 2010B Bonds have a stated interest rate of 6.138 percent payable semi-annually on May 1 and 
November 1. Their maturities extend to May 1, 2049. No debt service reserve fund was created to secure the 
2010B Bonds.

The 2010B Bonds were designated as Taxable Build America Bonds (BABs) under the provisions of the 
American Recovery and Reinvestment Act of 2009, the interest with respect to which is not excluded from gross 
income for federal income tax purposes, but is exempt from State of California personal income taxes. The 
Water Authority receives semi-annual subsidy payments from the United States Treasury equal to 35 percent 
of the interest payable on the 2010B Bonds. Subsidy payments were reduced by 7.3 percent and 7.2 percent in 
Fiscal Years 2015 and 2014, respectively, under Congressionally-mandated sequestration. Sequestration consists 
of across-the-board federal budget cuts that were implemented in March 2013, triggered by Congress’ failure 
to reach agreement over how to significantly cut the federal deficit. The sequestration reduction rate will be 
applied unless and until a law is enacted that cancels or otherwise impacts the sequestration, at which time 
the sequestration reduction rate is subject to change. Although the sequestration was effective March 2013, 
the Water Authority received the full amount of the subsidy during Fiscal Year 2013. The principal balance of 
outstanding bonds at June 30, 2015 and 2014 was $526,135,000.

9.1.2    Certificates of Participation COPs

Water Revenue Certificates of Participation, Series 2008A.  On May 21, 2008, the Water Authority issued 
$558,015,000 of Water Revenue Certificates of Participation, Series 2008A (the 2008A Certificates) for the design, 
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acquisition, and construction of various capital projects in furtherance of the Water Authority’s CIP. In addition, 
proceeds were used to refund a portion of the 1997A Certificates in the amount of $63,165,000.

The 2008A Certificates have stated interest rates ranging from 4.00 percent to 5.00 percent payable semi-
annually on May 1 and November 1. Their maturities extend to May 1, 2038.

The 2008A Certificates require that a reserve be maintained in an amount equal to the lesser of $23,670,625 or 
one-half of maximum annual debt service on the 2008A Certificates. At June 30, 2015, the reserve requirement 
was fully satisfied by a Reserve Surety Policy issued by FSA. The 2008A Certificates are also insured by 
FSA.

On February 3, 2015, the Water Authority legally defeased a portion of the 2008A Certificates maturing on 
May 1, 2016 in the aggregate principal amount of $12,100,000. The principal balance of outstanding certificates 
at June 30, 2015 was $512,650,000, or $526,730,058 net of unamortized premium of $14,080,058. The principal 
balance of outstanding certificates at June 30, 2014 was $536,110,000, or $550,804,458 net of unamortized 
premium of $14,694,458.

Water Revenue Refunding Certificates of Participation, Series 2005A. On February 1, 2005, the Water Authority 
issued Water Revenue Refunding Certificates of Participation in the amount of $107,455,000 to refund, in 
advance, $117,310,000 of the 1998A Certificates with stated interest rates between 4.75 percent and 5.25 percent. 
The Serial Certificates, with an aggregate principal amount of $107,455,000, have stated interest rates ranging 
from 5.00 percent to 5.25 percent payable semi-annually on May 1 and November 1. 

These certificates mature serially through May 1, 2022. The certificates require that a reserve be maintained 
in an amount equal to the lesser of $10,745,500 or maximum annual debt service on the 2005A Certificates.  At 
June 30, 2015, the reserve requirement was fully satified by a Reserve Surety Policy issued by FGIC. The 2005A 
Certificates are also insured by FGIC. 

The principal balance of outstanding certificates at June 30, 2015 was $57,375,000, or $63,084,412 net of 
unamortized premium of $5,709,412. The principal balance of outstanding certificates at 2014 was $70,885,000, 
or $77,429,936 net of unamortized premium of $6,544,936.

Water Revenue Certificates of Participation, Series 2004A.  On September 29, 2004, the Water Authority 
issued $425,000,000 of Water Revenue Certificates of Participation, Series 2004A (the 2004A Certificates) for 
the design, acquisition, and construction of various capital projects in furtherance of the Water Authority’s CIP. 
A portion of the proceeds were used to refund the Water Revenue Certificates of Participation, Series 1991B in 
the amount of $56,700,000.

On September 28, 2011, the Water Authority issued Water Revenue Refunding Bonds, Series 2011B to 
advance refund a portion of the 2004A Certificates in the amount of $36,290,000. At June 30, 2015, the amount 
of defeased debt outstanding of the 2004A Certificates was $0.

On March 13, 2013, the Water Authority issued Water Revenue Refunding Bonds, Series 2013A to advance 
refund a portion of the 2004A Certificates in the amount of $344,785,000. In addition, the Water Authority 
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liquidated a portion of the Debt Service Reserve Fund to legally defease a portion of the 2004A Certificates in 
the amount of $34,516,255.

At June 30, 2015, the amount of defeased debt outstanding of the 2004A Certificates was $0.

The 2004A Certificates have stated interest rates ranging from 4.00 percent to 5.25 percent payable semi-
annually on May 1 and November 1. Their maturities extend to May 1, 2034. The 2004A Certificates require 
that a reserve be maintained in an amount equal to the lesser of $38,568,617 or maximum annual debt service 
on the 2004A Certificates. After the refunding from the 2013A Bonds, the reserve requirement was reduced to 
$4,052,362. The certificates are insured by FSA.

On February 3, 2015, the Water Authority legally defeased the 2004A Certificates outstanding balance of 
$43,925,000. The Water Authority fully liquidated the Debt Service Reserve Fund and applied towards the 
defeasance. The principal balance of outstanding certificates was fully paid off during the fiscal year ended 
June 30, 2015.

Water Revenue Certificates of Participation, Series 1998A.  To provide funds for the design and construction 
of the Water Authority’s Emergency Storage Project and other water system improvements in furtherance 
of the Water Authority’s Capital Improvement Program, the Water Authority issued 1998A Water Revenue 
Certificates of Participation on November 17, 1998, in the aggregate principal amount of $180,000,000. On 
March 9, 2005, the Water Authority issued Water Revenue Refunding Certificates of Participation, Series 2005A 
(the 2005A Certificates) to advance refund a portion of the 1998A Certificates in the amount of $117,310,000. 
At June 30, 2015, the amount of defeased debt outstanding of the 1998A Certificates was $0.

On February 4, 2010, the San Diego County Water Authority Financing Agency issued Water Revenue 
Bonds, Series 2010A (Non-AMT Tax-Exempt) to refund a portion of the 1998A Certificates in the amount of 
$51,005,000. The 1998A Certificates have stated interest rates ranging from 4.50 percent to 5.25 percent payable 
semi-annually on May 1 and November 1. Their maturities extend to May 1, 2028. The 1998A Certificates 
required that a reserve be maintained in an amount equal to the lesser of $15,391,555 or maximum annual debt 
service on the 1998A Certificates. After the refunding from the 2005A Certificates, the reserve requirement 
was reduced to $12,240,775. At June 30, 2015, the reserve was fully funded. The certificates are insured by 
Financial Guaranty Insurance Company (FGIC). The principal balance of outstanding certificates at June 30, 
2015 and 2014 was $11,685,000.

9.1.3    Commercial Paper

The Water Authority has a Tax-Exempt Commercial Paper (TECP) program through which it can borrow 
funds on a tax exempt basis for periods up to 270 days to provide financing for the Water Authority’s Capital 
Improvement Program (CIP). The Water Authority has remarketing agreements with five separate broker-
dealers: Bank of America Securities LLC/Merrill Lynch, Citi group Global Markets Inc., Goldman, Sachs and 
Co., JPMorgan Chase & Co., and Morgan Stanley and Co. LLC. The remarketing fees for the various dealer 
agreements range from 0.05 percent to 0.10 percent per annum on the par amount of TECP outstanding. No 
advances have been made under any of the revolving credit and term loan agreements during the fiscal years 
ended June 30, 2015 and 2014.

In Fiscal Year 2014, the Water Authority added an Extendable Commercial Paper (ECP) program to provide 
financing for the Water Authority’s CIP. ECP offers a lower cost of funds than TECP, but is only available 
to highly rated agencies like the Water Authority. The Water Authority has the ability to access the capital 
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markets and redeem the notes before the end of the 150 day extension period. ECP maturities are limited to 
between 1 and 120 days to allow a 150 day extension period and maintain a maximum maturity of 270 days. 
There is no bank support associated with ECP; therefore, the dealers play a more central role. This moderately 
sized program provides the Water Authority significant cost savings and the opportunity to add a new debt 
instrument to enable the debt portfolio to be better optimized.

The TECP and ECP notes are secured and payable on a parity basis solely from net water revenues and 
are subordinate to the Water Revenue Certificates of Participation (COP), Water Revenue Bonds, and Water 
Revenue Refunding Bonds. At June 30, 2015 and 2014, the Water Authority had short-term debt outstanding 
of $360,000,000.

Commercial Paper Notes, Series 5.  On June 29, 2011, the Commercial Paper Notes, Series 5 (the Series 5 
Notes) were issued for a total maximum authorized amount of $100,000,000. The Series 5 Notes have liquidity 
support in the form of a revolving credit and term loan agreement with Wells Fargo Bank, N.A. and, unless 
otherwise extended, will terminate on June 27, 2016. Effective March 3, 2014, the Water Authority pays annual 
commitment fees of 0.33 percent based on the par amount of the commitment. At June 30, 2015 and 2014, the 
balance outstanding was $100,000,000.

Commercial Paper Notes, Series 7.  On June 26, 2013, the Commercial Paper Notes, Series 7 (the Series 7 
Notes) were issued for a total maximum authorized amount of $100,000,000. The Series 7 Notes have liquidity 
support in the form of a revolving credit and term loan agreement with JPMorgan Chase Bank, N.A. and, unless 
otherwise extended, will terminate on June 24, 2016. During the term of the agreement, the Water Authority 
pays annual commitment fees of 0.36 percent based on the par amount of the commitment. At June 30, 2015 
and 2014, the balance outstanding was $100,000,000.

Commercial Paper Notes, Series 8.  On April 2, 2014, the Commercial Paper Notes, Series 8 (the Series 8 
Notes) were issued for a total maximum authorized amount of $110,000,000. The Series 8 Notes have liquidity 
support in the form of a revolving credit and term loan agreement with Bank of Tokyo-Mitsubishi UFJ, Ltd. 
and, unless otherwise extended, will terminate on June 27, 2017.  

During the term of the agreement, the Water Authority pays annual commitment fees of 0.33 percent 
based on the par amount of the commitment. At June 30, 2015 and 2014, the balance outstanding was 
$110,000,000.
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Extendable Commercial Paper Notes, Series 1.  On June 19, 2014, the Extendable Commercial Paper Notes, 
Series 1 (the Series 1 ECP Notes) were issued for a total maximum authorized amount of $50,000,000. The 
Water Authority has appointed Merrill Lynch, Pierce, Fenner & Smith Incorporated and Morgan Stanley & Co. 
LLC as co-dealers for the Series 1 ECP Notes. ECP does not have bank liquidity support.  At June 30, 2015 and 
2014, the balance outstanding was $50,000,000.

9.1.4 Other Obligations

QSA Environmental

Contributions Payable.  Contributions Payable concern the Water Authority’s payment obligations for 
environmental and socioeconomic impacts related  to the Quantification Settlement and  other connected 
Agreements. These payments include contributions to the QSA JPA for environmental mitigation pursuant 
to the QSA JPA Creation and Funding Agreement, and payments to the IID on behalf of the Imperial Valley 
Socioeconomic Improvement Committee, the Local Entity, to mitigate third-party socioeconomic impacts of 
the Conserved Water Transfer Agreement.

(1)  On April 25, 2007, the QSA JPA approved an agreement to modify the schedule of contributions payable 
pursuant to the QSA JPA Creation and Funding Agreement in order to more appropriately match environmental 
mitigation funding obligations. On May 20, 2015, the QSA JPA approved an agreement for a second modification 
of payment schedules pursuant to the QSA JPA Creation and Funding Agreement in order to conform to the 
long term financing plan. The outstanding balance of the payment obligation at June 30, 2015 and 2014 was 
$41,157,100 and $43,819,895, respectively. The total contributions payable are as follows:

Table 9-1   QSA JPA Creation and Funding Agreement

Year Principal Interest Total

2016 $       5,665,713 $     2,410,633 $      8,076,346

2017 7,977,816 2,076,570 10,054,386

2018 8,568,383 1,596,431 10,164,814

2019 7,579,399 1,085,268 8,664,667

2020 2,179,549 630,504 2,810,053

2021-2025 8,197,849 1,589,492 9,787,341

2026 988,391 59,302 1,047,693

Total $    41,157,100 $   9,448,.200 $   50,605,300

(2)   On May 14, 2007, the Water Authority and the IID executed the Settlement Agreement Resolving 
Present and Future Disputes under Sections 14.5 and 18.1 of the Revised Fourth Amendment to the IID/Water 
Authority Conserved Water Transfer Agreement pursuant to which the Water Authority will pay $40,000,000 
according to a payment schedule in the Agreement for third-party socioeconomic impacts as a result of the 
Conserved Water Transfer Agreement by and between the two agencies. The outstanding balance of the 
payment obligation at June 30, 2015 and 2014 was $5,880,000 and $8,820,000, respectively. This obligation is 
non-interest bearing. The total contributions payable are as follows:
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Table 9-2   IID Third Party Socioeconomic Impacts Agreement

Year Principal Interest Total

2016 $        2,940,000 $               - $     2,940,000

2017 2,940,000 - 2,940,000

Total $      5,880,000 $               - $   5,880,000

Defined Benefit Pension Plans

California Public Employees’ Retirement System

Plan Description

All qualified full-time Water Authority employees are required to participate in the Water Authority’s 
Miscellaneous Plan with the California Public Employees’ Retirement System (CalPERS), an agent multiple-
employer public employee defined benefit pension plan. CalPERS provides retirement, disability benefits, and 
death benefits to plan members and beneficiaries. CalPERS acts as a common investment and administrative 
agent for participating public entities within the State of California. A menu of benefit provisions as well as 
other requirements is established by state statutes within the Public Employees’ Retirement Law. The Water 
Authority selects optional benefit provisions from the benefit menu by contract with CalPERS and adopts those 
benefits through Board approval. Benefit provisions and all other requirements are established by state statute, 
Water Authority resolution, and contracts with employee bargaining groups. 

Effective January 1, 2013, Water Authority new hires who meet the definition of “new employee” and “new 
member” accrue and receive defined benefit pension plan benefits in accordance with the California Public 
Employees’ Pension Reform Act (PEPRA) of 2013.

Benefits Provided.  CalPERS provides service retirement and disability benefits, annual cost of living 
adjustments and death benefits to plan members, who must be public employees and beneficiaries. Benefits are 
based on years of credited service, equal to one year of full time employment. Members with five years of total 
service are eligible to retire at age 50 with statutorily reduced benefits. All members are eligible for non-duty 
disability benefits after ten years of service. The death benefit is the Optional Settlement 2W Death Benefit. The 
cost of living adjustments are applied as specified by the Public Employees’ Retirement Law.

Contributions.  Current participants are required to contribute eight percent of their annual covered salary 
to fund the Plan. The Water Authority pays seven percent of the employees’ required contribution and the 
employee pays the remaining one percent required contribution. For the fiscal years ended June 30, 2015 
and 2014, the amount contributed by the Water Authority on behalf of the employees (the seven percent 
contribution) was $1,732,011 and $1,802,194, respectively.

The Water Authority is required to contribute the remaining amounts, the required employer contribution 
rate multiplied by the covered salary, necessary to fund the benefits for its members, using the actuarial 
basis recommended by CalPERS actuaries and actuarial consultants, and adopted by the CalPERS Board of 
Administration.
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Net Pension Liability.  The Water Authority’s net pension liability for the Plan is measured as the total pension 
liability, less the pension plan’s fiduciary net position. The net pension liability of the Plan is measured as of June 
30, 2014, using an annual actuarial valuation as of June 30, 2013, rolled forward to June 30, 2014, using standard 
update procedures. As of June 30, 2015, the Water Authority had a Net Pension Liability of $ 57.8 million.  For 
additional information see Note 12 in the FY2015 Comprehensive Annual Financial Report. 

Plan Description.  The Water Authority established a Terminal Pay Plan (TPP), effective December 10, 
2007, 

Other Post-Employment Benefits (OPEB)

Plan Description.  The Water Authority has established a Retiree Healthcare Plan (Plan), a single-employer 
defined benefit retiree healthcare plan. The Plan, administered by the Water Authority, provides employees who 
retire directly from the Water Authority, at a minimum age of 55, with a minimum of five years of service, a 
cash subsidy for monthly medical insurance premiums up to a cap of $200 per employee or $320 for employee 
plus spouse. Payments cease at age 65 when the retiree or spouse is eligible for Medicare. If applicable, a cash 
subsidy for the monthly medical premium continues up to a cap of $160 for a spouse until age 65 is attained. 
Surviving spouses are also eligible for this benefit. The Plan and its contribution requirements are established 
by Memoranda of Understanding with the applicable employee bargaining units and may be amended by 
agreements between the Water Authority and the bargaining units.

Employees who retire directly from the Water Authority at a minimum age of 55 with a minimum of five 
years of CalPERS service are eligible to continue medical coverage as a participant with active employees at a 
blended premium rate until eligible for Medicare at age 65 as an implied subsidy. A separate financial report 
is not prepared for the Plan.

Funding Policy.  The annual contribution is based on projected pay-as-you-go financing requirements. For 
the fiscal years ended June 30, 2015 and 2014, the Water Authority’s cash contributions were $127,116 and 
$110,650 in current premiums, which covered 65 and 61 retirees and their spouses, respectively. The estimated 
implied subsidy for the fiscal years ended June 30, 2015 and 2014 was $167,648 and $145,350, resulting in total 
payments of $294,764 and $256,000, respectively. A payment of $4,300,000 was made by the Water Authority 
to fully fund California Employers’ Retiree Benefit Trust (CERBT), an OPEB trust administrator and affiliate 
program of CalPERS, for the purpose of prefunding obligations. The total contribution of $4,594,764 is the 
total fiscal year 2015 contribution for the liability of current and past services. As of June 30, 2015, the Water 
Authority had an OPEB actuarial surplus of $ 92,000. For additional information see Note 13 in the Fiscal Year 
2015 Comprehensive Annual Financial Report.

     Actuarial valuations of an ongoing plan involve estimates of the values of reported amounts and assumptions 
about the probability of occurrence of events far into the future. Examples include assumptions about future 
employment, mortality, and the healthcare cost trends. Amounts determined regarding the funded status of 
the Plan and the annual required contributions of the employer are subject to continual revisions as actual 
results are compared with past expectations and new estimates are made about the future.

The schedule of funding progress, presented as RSI, immediately following the Notes to the Financial 
Statements, presents multi-year trend information about whether the actuarial value of Plan assets is increasing 
or decreasing over time relative to the actuarial accrued liabilities for benefits.

9.2 Investment Policy
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SAN DIEGO COUNTY WATER AUTHORITY

Annual Statement of Investment Policy

Calendar Year 2015

INTRODUCTION

The purpose of this document is to identify various policies and procedures that enhance opportunities for a prudent 
and systematic investment policy and to organize and formalize investment related activities.  The ultimate goal is to 
enhance the economic status of the Water Authority while protecting its funds.

The Board of Directors and, upon formal delegation, the Treasurer for the San Diego County Water Authority, duly 
authorized to invest Water Authority monies by California Government Code, are trustees of Water Authority funds and 
therefore	fiduciaries	subject	to	the	prudent	investor	standard.

SCOPE

It is intended that this policy cover all funds and investment activities under the direct authority of the San Diego 
County Water Authority, except for the employee’s retirement and deferred compensation funds.  For investment 
purposes, the Water Authority manages the Operating Fund, Rate Stabilization Fund, Pay-As-You-Go Fund, Equipment 
Replacement Fund and Stored Water Fund together as the Pooled Operating Fund.  The funds under the direct authority 
of the San Diego County Water Authority are accounted for in the Comprehensive Annual Financial Report and 
include:

Operating Fund – Holds the Water Authority’s working capital and emergency operating reserve.

Rate Stabilization Fund – Established to mitigate future water rate increases.

Pay-As-You-Go Fund (PAYGO) – Funds are dedicated for construction outlays and debt service.

Equipment Replacement Fund – Used to purchase minor capital equipment such as computer systems, vehicles, 
    etc.

Stored Water Fund	–	Used	to	purchase	water	to	fill	Water	Authority	reservoirs.

Construction (CIP) Fund – Holds the proceeds of long-term debt and commercial paper to be expended for 
     construction.

Debt Service Reserve Fund – Holds the required legal reserve for Water Authority debt issues.
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OBJECTIVES

The investment policies and practices of the Board of Directors and the Treasurer for the San Diego County Water 
Authority are based upon limitations placed on it by governing legislative bodies.  These policies have three primary 
goals:

1. To assure compliance with all Federal, State and Local laws governing the investment of monies under the 
control of the Treasurer.

2.  To protect the principal monies entrusted to this organization.

3. To generate the maximum amount of investment income within the parameters of this Annual Statement of 
Investment Policy.

These goals are enhanced by the following objectives in order of importance.

A. Safety:  It is the primary duty and responsibility of the Treasurer to protect, preserve and maintain cash and 
investments placed in his/her trust.  Each investment transaction shall seek to ensure that capital losses are avoided, 
whether from institution default, broker-dealer default, or erosion of market value of securities.  The Treasurer shall 
evaluate or cause to have evaluated each potential investment, seeking both quality in issuer and in underlying security or 
collateral.		Diversification	of	the	portfolio	will	be	used	in	order	to	reduce	exposure	to	principal	loss.

B. Liquidity:  An adequate percentage of the portfolio will be maintained in liquid short-term securities which can 
be converted to cash if necessary to meet disbursement requirements.  Since all cash requirements cannot be anticipated, 
investment in securities with active secondary markets will be utilized.  These securities will have a low sensitivity to 
market risk.

C. Yield:  Yield should become a consideration only after the basic requirements of safety and liquidity have been 
met.

D. Public Trust:  All participants in the investment process shall act as custodians of the public trust.  Investment 
officials	shall	recognize	that	the	investment	portfolio	is	subject	to	public	review	and	evaluation.		The	overall	program	shall	
be	designed	and	managed	with	a	degree	of	professionalism	that	is	worthy	of	the	public	trust.		In	a	diversified	portfolio	
it must be recognized that occasional measured losses are inevitable, and must be considered within the context of the 
overall	portfolio’s	investment	return,	provided	that	adequate	diversification	has	been	implemented.
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PRUDENT INVESTOR STANDARD

The Board of Directors and Treasurer adhere to the guidance provided by the “prudent investor standard”, California 
Government	Code	(Section	53600.3),	which	obligates	a	fiduciary	to	insure	that	“When	investing,	reinvesting,	purchasing,	
acquiring, exchanging, selling, or managing public funds, a trustee shall act with care, skill, prudence, and diligence under 
the circumstances then prevailing, including, but not limited to, the general economic conditions and the anticipated 
needs of the agency, that a prudent person acting in a like capacity and familiarity with those matters would use in the 
conduct of funds of a like character and with like aims, to safeguard the principal and maintain the liquidity needs of 
the agency.  Within the limitations of this section and considering individual investments as part of an overall strategy, 
investments may be acquired as authorized by law.”

DELEGATION OF AUTHORITY

The investment, per this policy, of Water Authority idle monies is annually delegated to the Treasurer by the Board 
of Directors who shall thereafter assume full responsibility for those transactions until the delegation of authority is 
revoked or expires.  The Treasurer may delegate the day-to-day operations of investing to his/her designee(s), but not the 
responsibility for the overall investment program.  A memorandum will be forwarded to the General Manager indicating 
the individual who is acting on the behalf of the Treasurer which details the period of time the designee will be responsible 
for the investment function.  All transactions will be reviewed by the Treasurer on a regular basis to assure compliance 
with this Annual Statement of Investment Policy.

ETHICS AND CONFLICT OF INTEREST

Officers	and	employees	involved	in	the	investment	process	shall	refrain	from	personal	business	activity	that	could	
conflict	with	proper	execution	of	the	investment	program,	or	which	could	impair	their	ability	to	make	impartial	investment	
decisions.		Employees	and	investment	officers	shall	disclose	any	material	financial	interest	in	financial	institutions	that	
conduct	business	with	this	jurisdiction,	and	they	shall	further	disclose	any	large	personal	financial/investment	positions	
that	could	be	related	to	the	performance	of	the	Water	Authority’s	portfolio.		Employees	and	officers	shall	subordinate	
their personal investment transactions to those of the Water Authority, particularly with regard to the timing of purchases 
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and	sales,	and	shall	avoid	transactions	that	might	impair	public	confidence.		All	officers	and	employees	involved	in	the	
investment	of	public	funds	are	required	to	comply	with	the	Water	Authority’s	Conflict	of	Interest	Code.

AUTHORIZED INVESTMENT INSTRUMENTS - POOLED OPERATING FUND

The Water Authority is governed by the California Government Code, Sections 53600 et seq. Within the context of 
these limitations, the following investments are authorized:

Local Agency Investment Fund (LAIF):  The Water Authority may invest in the Local Agency Investment Fund 
established	by	 the	State	Treasurer	 for	 the	benefit	of	 local	agencies	 (Government	Code	Section	16429.1(b)).	 	 In	order	
to ensure that LAIF is purchasing securities that comply with the Government Code, the monthly LAIF report shall be 
reviewed by the Treasurer.  The fund must have twenty-four hour liquidity.  The maximum permitted investment will be 
governed by State Law (currently $50 million).

Bankers’ Acceptances:  The Water Authority may invest in prime self-liquidating bankers’ acceptances (Government 
Code Section 53601(g)) limited to banks rated a minimum of “A” by Moody’s Investors Service, Standard & Poor’s, or 
Fitch Ratings.  The maximum investment maturity will be restricted to 180 days.  Maximum portfolio exposure will be 
limited to 20 percent and single-issuer holdings to no more than 5 percent per issuer.

Treasury Securities:	 	The	Water	Authority	may	 invest	 in	United	States	Treasury	notes,	bonds,	bills,	or	 certificates	
of indebtedness, or those for which the faith and credit of the United States are pledged for the payment of principal 
and interest (Government Code Section 53601(b)).  The purchase of zero-coupon, or strips, is not permitted.  Because 
these investments are the safest possible, there is no maximum portfolio limit.  Maximum investment maturities will be 
restricted	to	five	years.

Repurchase Agreements:  The Water Authority may invest (Government Code Section 53601(j)) in overnight and 
term repurchase agreements with primary dealers of the Federal Reserve Bank of New York rated “A” or better by 
Moody’s Investors Service, Standard & Poor’s, or Fitch Ratings with which the Water Authority has entered into a master 
repurchase agreement.  This agreement will be modeled after the Public Securities Association’s master repurchase 
agreement.

All collateral used to secure this type of transaction is to be delivered to a third party prior to release of funds.  The 
third party will have an account in the name of the San Diego County Water Authority.  The market value of securities 
used as collateral for repurchase agreements shall be monitored on a daily basis by the Treasurer and will not be permitted 
to fall below 102 percent of the value of the repurchase agreement.  Collateral shall not include strips, zero-coupon 
instruments	or	instruments	with	maturities	in	excess	of	five	years.		The	right	of	substitution	will	be	granted,	provided	that	
permissible collateral is maintained.

In order to conform with provisions of the Federal Bankruptcy Code which provides for the liquidation of securities 
held as collateral for repurchase agreements, the only securities acceptable as collateral shall be securities that are 
direct obligations of and guaranteed by the U.S. Government and Agency securities as permitted under this policy.  The 
Water	Authority	will	maintain	a	first	perfected	security	interest	in	the	securities	subject	to	the	repurchase	agreement	and	
shall have a contractual right to liquidation of purchased securities upon the bankruptcy, insolvency or other default 
of the counterparty.  Maximum portfolio exposure will be limited to 20 percent and maturities that do not exceed one 
year.
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Reverse Repurchase Agreements:  The Water Authority may enter (Government Code Section 53601(j)) into reverse 
repurchase agreements only “with primary dealers of the Federal Reserve Bank of New York or with a nationally or state-
chartered	bank	that	has	or	has	had	a	significant	banking	relationship	with	a	local	agency”,	and	when	an	unanticipated	
cash	outflow	can	be	met	more	advantageously	by	agreeing	to	a	reverse	repurchase	agreement	rather	than	selling	securities	
outright.		In	this	situation,	the	reverse	shall	not	exceed	92	days,	and	shall	be	matched	to	a	known	cash	inflow	of	sufficient	
size to repay the principal and interest of the reverse repurchase agreement.

The Water Authority may also enter into reverse repurchase agreements when proceeds obtained through the reverse 
can be reinvested at a higher rate.  The spread and reverse must be reviewed by the Treasurer prior to the transaction 
taking	 place.	 	 Reverse	 repurchase	 agreements	 entered	 into	may	 not	 exceed	 a	maximum	maturity	 of	 92	 days	 unless	
the minimum spread between the rate on the investment and cost of funds is guaranteed in writing, in which case the 
maximum maturity is limited to one year.  In all cases, the transaction must be matched as to maturity and dollars invested 
with its corresponding reinvestment.

In both situations a master repurchase agreement modeled after the Public Securities Association is required prior to 
the transaction taking place.  In all cases, the security being reversed must have been held in the portfolio for a minimum 
of 30 days.  Restrictions placed on repurchase agreements also apply to reverse repurchase agreements.  Maximum 
portfolio exposure will be limited to 20 percent of the total portfolio value excluding the proceeds of reverses.  This 
transaction requires written approval of the Treasurer.

Securities lending is not considered a reverse repurchase transaction and is not authorized under this 
section.

Certificates of Deposit:		The	Water	Authority	may	invest	in	certificates	of	deposits	issued	by	a	state	or	national	bank,	
savings association or federal association, a state or federal credit union located in California (Government Code Section 
53630 et seq).  A written depository contract is required with all institutions that hold Water Authority deposits.  The 
Treasurer may waive collateral requirements for the portion of any deposit insured pursuant to federal law.  Securities 
placed in a collateral pool must provide coverage for at least 110 percent of all deposits that are placed in the institution.  
Acceptable pooled collateral is governed by California Government Code Section 53651. Real estate mortgages are not 
considered acceptable collateral by the Water Authority, even though they are permitted in Government Code Section 
53651(m).  As provided under Government Code Section 53660, the bank or agent of depository is required to provide 
the Water Authority with a regular statement of pooled collateral.  This report will state that they are meeting the 110 
percent collateral rule (Government Code Section 53652(a)), a listing of all collateral with location and market value, 
plus an accountability of the total amount of deposits secured by the pool.

No bank shall receive Water Authority funds that has a long-term debt rating by Moody’s Investors Service, Standard 
& Poor’s, or Fitch Ratings less than “A”; however, deposits of up to the federal deposit insurance limit are allowable in 
any institution that insures its deposits pursuant to federal law, regardless of the ratings by Moody’s Investors Service, 
Standard & Poor’s, or Fitch Ratings.  The maximum deposited in any one institution without collateral shall not exceed 
the amount covered by federal deposit insurance.

All banks accepting Water Authority deposits are required to provide annual information regarding compliance to the 
Community	Reinvestment	Act.		Banks	are	required	to	maintain	a	minimum	rating	of	“satisfactory”	as	defined	under	the	
Community Reinvestment Act.
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As per Section 53638 of the California Government Code, any deposit shall not exceed the total paid-up capital and 
surplus of any depository bank, nor shall the deposit exceed the total net worth of any institution.

Maximum	 portfolio	 exposure	 is	 limited	 to	 15	 percent.	 	 Maximum	 investment	 maturity	 will	 be	 restricted	 to	 five	
years.

Placement Service Deposits:  The Water Authority may invest in deposits placed with a private sector entity that 
assists	in	the	placement	of	deposits	with	eligible	financial	institutions	located	in	the	United	States	(Government	Code	
Section 53601.8).  The full amount of the principal and the interest that may be accrued during the maximum term of each 
deposit	shall	at	all	times	be	insured	by	federal	deposit	insurance.		Excluding	certificates	of	deposit	invested	pursuant	to	
this section, a maximum of 10 percent may be placed with any one private sector entity that assists in placing deposits.  
The	combined	maximum	portfolio	exposure	to	deposits	placed	pursuant	to	this	section	and	Negotiable	Certificates	of	
Deposit	is	limited	to	15	percent.		Maximum	investment	maturity	will	be	restricted	to	five	years.

Negotiable Certificates of Deposit:		The	Water	Authority	may	invest	in	negotiable	certificates	of	deposit	issued	by	a	
nationally or state-chartered bank or a state or federal association or by a state- or federally-licensed branch of a foreign 
bank (Government Code Section 53601(i)).  Securities must have a minimum rating of “AA” by at least one of the three 
credit rating agencies (Moody’s Investors Service, Standard & Poor’s, or Fitch Ratings), and not rated lower than “A” 
by the other two.

As per Section 53638 of the California Government Code, any deposit shall not exceed the total paid-up capital and 
surplus of any depository bank, nor shall the deposit exceed the total net worth of any institution.

The	combined	maximum	portfolio	exposure	to	Negotiable	Certificates	of	Deposit	and	deposits	invested	pursuant	to	a	
Placement Service Deposit entity is limited to 15 percent and single-issuer holdings to no more than 5 percent per issuer.  
Maximum	investment	maturity	is	restricted	to	five	years.

Commercial Paper:  The Water Authority may invest in the highest grade of commercial paper (Government Code 
Section 53601(h)) as rated by Moody’s Investors Service, Standard & Poor’s, or Fitch Ratings (“A1/P1/F1”), issued 
only by general corporations that are organized and operating within the United States and having total assets in excess 
of $500 million.  The general corporation must also have an “A” rating or higher for the issuers debentures, other than 
commercial paper, if any, as provided by Moody’s Investors Service, Standard & Poor’s, or Fitch Ratings.  Purchases 
shall not exceed ten percent of the outstanding paper of the issuing general corporation.  Maximum investment maturity 
will be restricted to 270 days.  Maximum portfolio exposure is limited to 25 percent and single-issuer holdings to no more 
than 5 percent per issuer.

Medium-Term Notes:  The Water Authority may invest in corporate and depository institution debt securities issued 
by corporations organized and operating within the United States or by depository institutions licensed by the United 
States or any state and operating within the United States (Government Code Section 53601(k)).  Securities must have 
a minimum rating of “AA” by at least one of the three credit rating agencies (Moody’s Investors Service, Standard & 
Poor’s,	or	Fitch	Ratings)	and	not	rated	lower	than	“A”	by	the	other	two.		Permissible	types	of	notes	include	fixed	rate	
and	variable	rate.		Maximum	investment	maturity	is	restricted	to	five	years.		Maximum	portfolio	exposure	is	limited	to	
30 percent and single-issuer holdings to no more than 5 percent per issuer.

Municipal Securities:  The Water Authority may invest in: (i) Registered treasury notes or bonds issued by any of the 50 
United States, including bonds payable solely out of the revenues from a revenue-producing property owned, controlled, 
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or operated by a state or by a department, board, agency, or authority of any state (Government Code Section 53601(c)
(d)); and (ii) Bonds, notes, warrants, or other evidence of debt issued by a local agency or municipality located within 
California, including bonds payable solely out of the revenues from a revenue-producing property owned, controlled, 
or operated by the local agency, or by a department, board, agency, or authority of the local agency (Government Code 
Section 53601(a)(e)).  Securities must have a minimum rating of “A” as rated by Moody’s Investors Service, Standard 
and Poor’s, or Fitch Ratings.  Maximum maturity is limited to 5 years.  Maximum portfolio exposure is limited to 20 
percent and single-issuer holdings to no more than 5 percent per issuer.

Agencies:  The Water Authority may invest in federal agency or United States government-sponsored enterprise 
obligations, participations, or other instruments, including those issued by or fully guaranteed as to principal and 
interest by federal agencies or United States government-sponsored enterprises (Government Code Section 53601(f)).  
Permissible types of securities include discount, coupon and variable rate security issues.  Callable securities are limited 
to a minimum of one-time call only, with a maximum allocation of 20 percent of the portfolio.  Maximum maturity is 
limited to 5 years.  Maximum portfolio exposure is limited to 85 percent.

Supranationals:  The Water Authority may invest in United States dollar denominated senior unsecured unsubordinated 
obligations issued or unconditionally guaranteed by the International Bank for Reconstruction and Development, 
International Finance Corporation, or Inter-American Development Bank.  Securities must be eligible for purchase and 
sale within the United States and have a minimum rating of “AA” as rated by Moody’s Investors Service, Standard and 
Poor’s, or Fitch Ratings.  Maximum maturity is limited to 5 years.  Maximum portfolio exposure is limited to 10 percent 
and single-issuer holdings to no more than 5 percent per issuer.

Money Market Funds:  The Water Authority may invest in funds authorized under Government Code Section 53601(l)
(2) that have a minimum asset size of $500 million.  Composition of the fund is limited to investments that are authorized 
by this Annual Statement of Investment Policy.  Funds must have the highest rating by two of the three largest nationally 
recognized statistical rating organizations, or have an investment adviser registered with the Securities and Exchange 
Commission	 with	 not	 less	 than	 five	 years’	 experience	 investing	 in	 the	 securities	 and	 obligations	 authorized	 by	 this	
investment policy.  Any fund shares purchased will not include any type of commission.  Maximum portfolio exposure 
is limited to 15 percent.

Local Government Investment Pools:  The Water Authority may invest in local government investment pools created 
by a joint powers authority authorized under Government Code Section 53601(p).  Pools must have the highest rating 
by at least one of the three largest nationally recognized statistical rating organizations.  The pool must have twenty-four 
hour liquidity.  Maximum portfolio exposure is limited to 25 percent.
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AUTHORIZED INVESTMENT INSTRUMENTS - BOND PROCEEDS AND DEBT SERVICE RESERVE 
FUNDS

All investment types listed above are authorized investments for bond proceeds and debt service reserve funds with 
the addition of the following:

Collateralized Guaranteed Investment Contracts (GICs)/Full Flex Repurchase Agreements:  Investment of funds in 
GICs	is	permitted,	as	per	Section	5922	of	the	Government	Code,	when	collateralized	by	U.S.	Government	guaranteed	
and direct obligation securities.  Collateral must be held by a third party institution, and must be marked to market on a 
weekly basis to a minimum of the value of the outstanding balance of the contract.  The maximum maturity date on a GIC 
is	limited	to	the	final	maturity	date	of	the	bonds	being	issued.

Initially Uncollateralized Guaranteed Investment Contracts (GICs):  Investment of funds in GICs which are not 
initially	collateralized	is	permitted,	as	per	Section	5922	of	the	Government	Code,	only	if	(a)	the	term	of	the	GIC	does	not	
exceed three (3) years, (b) the counterparty to the GIC is rated in the highest long-term rating category by both Moody’s 
Investors Service and Standard & Poor’s (or whose payment obligations under such GIC are insured or guaranteed by 
an entity the unsecured obligations of which are so rated), and (c) the GIC requires that it be collateralized as described 
above in the event the counterparty’s rating is downgraded below the highest long-term rating category by either Moody’s 
Investors Service or Standard & Poor’s.

Local Agency Investment Fund (LAIF):  The Water Authority may also invest bond proceeds in the Local Agency 
Investment	Fund	(Government	Code	Section	16429.1(d)).		There	is	a	$175M	limit	on	the	amount	of	bond	proceeds	that	
may be deposited into the fund.  Liquidity for bond proceeds, per fund regulations, is thirty calendar day increments from 
the	date	of	the	initial	deposit.		Bond	proceeds	deposited	in	LAIF	should	be	managed	to	include	a	90-day	review	by	the	
Treasurer to insure safety, as well as probable income.

In	the	event	that	a	conflict	arises	between	the	bond	covenants	and	this	Annual	Statement	of	Investment	Policy,	the	
following will guide the (re)investment of bond proceeds:  when the Annual Statement of Investment Policy is more 
conservative than the bond covenants, the Annual Statement of Investment Policy will prevail; if the bond covenants 
are more conservative than the Annual Statement of Investment Policy, the bond covenants will prevail.  All future debt 
transaction reinvestment guidelines will incorporate the current Annual Statement of Investment Policy into the bond 
covenants.

The Board of Directors has granted the Treasurer the authority to invest debt service reserve funds in U.S. Treasury, 
federal agency, and municipal securities with maturities exceeding 5 years if it is considered to be in the best interest of the 
Water Authority and if the maturity of such investments does not exceed the expected use of funds.

PORTFOLIO LIMITATIONS

It is the Water Authority’s goal to maintain a minimum of 50 percent of the Water Authority portfolio in Treasury 
Bills or Notes; however, based on market conditions a combination of 50 percent Agencies and Treasury Bills or Notes 
will satisfy this requirement.  At no time will less than 15 percent of the portfolio be in Treasury Bills or Notes.  The 
balance of the portfolio may be invested in any of the other permissible investments within the guidelines previously 
established.

The total dollar amount of bond proceeds and debt service reserve funds invested are to be excluded from the total 
used to calculate percentages for investment types.
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The weighted average days to maturity of the total portfolio shall not exceed 730 days (two years) to 
maturity.

Percentage limitations, where listed, are applicable at the date of purchase.  In the event that the percentage limits 
attributable to a security type is exceeded due to a temporary imbalance in the portfolio, the Treasurer will make a 
determination as to the appropriate course of action.  The appropriate course of action may be to liquidate securities to 
rebalance the portfolio or to hold the securities to maturity in order to avoid a market loss.  Portfolio percentages are in 
place	to	ensure	diversification	of	the	investment	portfolio	and,	as	such,	a	small	temporary	imbalance	would	not	violate	
this basic tenet.  When a portfolio percentage is exceeded, the Treasurer will report the occurrence in the Treasurer’s 
Report at the next regularly scheduled Administrative and Finance Committee meeting of the Board, with detail of the 
strategy	determined	to	address	the	imbalance,	for	Board	ratification.

Credit requirements listed in this policy indicate the minimum credit rating (or its equivalent) required at the time of 
purchase	without	regard	to	modifiers	(e.g.,	+/-	or	1,	2,	3).		In	the	event	that	an	investment	originally	purchased	within	
policy guidelines is downgraded by any one of the credit rating agencies, the Treasurer shall report it at the next regularly 
scheduled Administrative and Finance Committee meeting of the Board.  The course of action to be followed will then 
be decided on a case-by-case basis, considering such factors as the reason for the downgrade, prognosis for recovery or 
further rating downgrades, and the market price of the security.

INELIGIBLE INVESTMENTS

Investments not described herein, including, but not limited to common stocks, futures and the writing of options are 
prohibited from use in this portfolio.  The use of short positions is also prohibited.

DERIVATIVES

A	derivative	is	defined	as	a	financial	instrument	that	derives	its	cash	flows,	and	therefore	its	value,	by	reference	to	an	
underlying instrument, index or reference rate.  The purchase of yield curve notes, interest only, principal only, range 
notes,	and	inverse	floaters	are	prohibited	(this	list	is	not	intended	to	cover	all	types	of	securities	and	is	presented	as	an	
example	of	the	types	of	securities	that	should	be	avoided).		Callable	bonds,	step-up	bonds,	and	floating	rate	securities	
(with a positive spread) are permitted investments.  No security will be purchased that could result in a zero interest 
accrual if held to maturity.

SWAPS

A swap is a shift of assets from one instrument to another and may be done for a variety of reasons, such as to 
increase yield, lengthen or shorten maturities, or to increase investment quality.  In no instance shall a swap be used for 
speculative purposes.  Any such swap shall be simultaneous (same day execution of sale and purchase), and requires the 
written approval of the Treasurer.

INTERNAL CONTROLS

A system of internal controls has been established and documented in writing in the Water Authority’s Financial 
Services Policies and Procedures Manual.  The controls shall be designed to prevent losses of public funds arising from 
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fraud,	employee	error,	and	misrepresentation	of	third	parties,	unanticipated	changes	in	financial	markets	or	imprudent	
action	by	employees	and	officers	of	the	Water	Authority.		Controls	deemed	most	important	include:	control	of	collusion,	
separation of duties and administrative controls, separating transaction authority from accounting and record keeping, 
custodial safekeeping, clear delegation of authority, management review and approval of investment transactions, 
specific	 limitations	 regarding	 securities	 losses	 and	 remedial	 action,	 written	 confirmation	 of	 telephone	 transactions,	
minimizing	the	number	of	authorized	Investment	Officials,	documentation	of	 transactions	and	strategies,	and	code	of	
ethic	standards.		The	Treasurer	has	established	an	annual	process	of	independent	review	by	an	external	audit	firm.		This	
review provides assurance of strong internal controls by reviewing compliance with previously established policies and 
procedures.

REPORTING

The	Treasurer	will	submit	a	monthly	investment	report	to	the	Board	of	Directors,	the	General	Manager’s	office,	and	
the internal auditor (if applicable).  This report will include: a list of portfolio transactions, type of investment, issuer, 
date of maturity, amount of deposit/par amount, current market value of all securities (with the source of the market 
valuation),	rate	of	interest,	statement	that	there	are	or	are	not	sufficient	funds	to	meet	the	next	6	month’s	obligations	and	
a statement indicating compliance or noncompliance with this Annual Statement of Investment Policy.  Additional items 
listed will also include average weighted yield, average days to maturity, accrued interest earned during the period and 
fiscal	year	to	date,	percent	distribution	to	each	type	of	investment	and	any	funds	under	management	by	contracted	parties,	
including lending programs.

QUALIFIED BANKS AND SECURITIES DEALERS

A competitive bid process, when practical, will be used to place all investment purchases and sales transactions.  For 
any investment transaction not conducted directly with the issuer, the Water Authority shall conduct business only with 
banks, savings and loans, and registered investment securities dealers.  The Water Authority’s staff will investigate all 
institutions that wish to conduct business with the Water Authority.  All institutions must sign the appropriate Information 
Request Form, and agree to abide by the conditions set forth in the Water Authority’s Annual Statement of Investment 
Policy.  A list will be maintained by the cash management staff of approved institutions and securities broker/dealers.  
This	 will	 be	 done	 annually	 by	 having	 the	 financial	 institutions	 complete	 and	 return	 the	 Broker	 Dealer	 Information	
Request	Form	and	an	audited	financial	 statement	within	90	days	of	 the	 institution’s	fiscal	year-end.	 	Previous	Board	
approved	substitute	certification	language	may	be	offered	to	primary	dealers	of	the	Federal	Reserve	at	the	discretion	of	
the Treasurer.  In the event the substitute language is not accepted by the primary dealer, the Treasurer may return to the 
Water Authority’s Board for approval of alternative language proposed by the primary dealer.

RISK TOLERANCE

The Water Authority recognizes that investment risks can result from issuer defaults, market price changes or various 
technical	complications	leading	to	temporary	illiquidity.		Portfolio	diversification	is	employed	as	a	way	to	control	risk.		
The Treasurer is expected to display prudence in the selection of securities, as a way to minimize default risk.  No 
individual investment transaction shall be undertaken which jeopardizes the total capital position of the overall portfolio.  
The Treasurer shall periodically establish guidelines and strategies to control risks of default, market price changes and 
illiquidity.

Risk will also be managed by subscribing to a portfolio management philosophy that helps to control market and interest 
rate risk by investing to a shorter term.  This philosophy also prohibits trading losses (for speculative purposes) unless 
there	is	a	sudden	need	for	liquidity	and	the	need	cannot	be	satisfied	on	a	more	cost	effective	basis.
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PERFORMANCE BENCHMARK

Controlling and managing risk is the foremost portfolio management objective.  The Water Authority strives to maintain 
an	efficient	portfolio	by	providing	for	 the	lowest	 level	of	risk	for	a	given	level	of	return.	 	An	appropriate	benchmark	
consistent with the Water Authority’s investment objectives and liquidity requirements has been established against 
which the portfolio’s performance is compared on a regular basis.  The selected benchmark is the 2-Year U.S. Treasury 
constant	maturity.		Any	significant	deviation	of	the	portfolio’s	performance	to	the	benchmark	should	be	reviewed	in	order	
to	ensure	that	such	investments	meet	the	criteria	previously	specified.

SAFEKEEPING AND CUSTODY

To protect against potential losses caused by the collapse of security dealer(s), all book-entry securities owned by 
the Water Authority, including repurchase agreement collateral, shall be kept in safekeeping with “perfected interest” 
by a third party bank trust department, acting as agent for the Water Authority under the terms of a custody agreement 
executed by the bank and by the Water Authority.  All securities will be received and delivered using standard delivery-
versus-payment	procedures.	 	The	only	exception	 to	 the	 foregoing	 shall	 be	 certificates	of	deposit	 and	 investments	 in:	
(i) LAIF; (ii) local government investment pools; and (iii) money market funds, since the purchased securities are not 
deliverable.  A record of these investments shall be held by the Treasurer.

DIVERSIFICATION

The	investment	portfolio	will	be	diversified	by	security	type,	institution	and	maturity	date	to	avoid	incurring	unreasonable	
and	avoidable	risks	regarding	specific	security	types	or	individual	financial	institutions.

STATEMENT OF INVESTMENT POLICY

This Annual Statement of Investment Policy shall be reviewed and submitted annually to the Board of Directors in 
order	 to	 incorporate	 any	changes	necessary	 to	 ensure	 consistency	and	 its	 relevance	 to	 current	 law,	 and	financial	 and	
economic trends.  This Annual Statement of Investment Policy shall be reviewed at a public meeting and voted on prior 
to the start of each calendar year.
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9.3 Debt Management Policy

SAN DIEGO COUNTY WATER AUTHORITY

Statement of Debt Management Policy

Section I. Introduction

PURPOSE AND OVERVIEW

In	 its	 publication	 entitled	 Best	 Practice	 Debt	Management	 Policy,	 the	 Government	 Finance	 Officers	Association	
(GFOA) states that “Debt management policies are written guidelines, allowances, and restrictions that guide the debt 
issuance practices of state or local governments, including the issuance process, management of a debt portfolio, and 
adherence to various laws and regulations. A debt management policy should improve the quality of decisions, and 
articulate policy goals, provide guidelines for the structure of debt issuance, and demonstrate a commitment to long-term 
capital	financial	planning.”	GFOA	recommends	as	a	best	management	practice	that	state	and	local	governments	adopt	
comprehensive written debt management policies. The San Diego County Water Authority Debt Management Policy as 
set forth here provides a set of comprehensive guidelines for the issuance and management of Water Authority’s debt 
portfolio.	Adherence	to	the	policy	is	essential	to	ensure	the	Water	Authority	maintains	a	diversified	debt	portfolio	that	
supports	the	Water	Authority’s	financing	needs	and	minimizes	the	Water	Authority’s	cost	of	funds.	

ROLES AND RESPONSIBILITIES 

Director of Finance – The primary responsibility for debt management rests with the Director of Finance. The Director 
of Finance shall:

•	 Provide	for	the	issuance	of	Water	Authority	debt	at	the	lowest	possible	cost	and	risk;

•	 Determine	the	available	debt	capacity	of	the	Water	Authority;

•	 Provide	for	the	issuance	of	Water	Authority	debt	at	appropriate	intervals	and	in	reasonable	amounts	as	required 
            to fund approved capital expenditures;

•	 Recommend	 to	 the	Water	Authority’s	 Board	 of	 Directors	 (Board)	 the	 method	 and	 manner	 of	 sale	 of	Water 
             Authority debt;

•	 Monitor	opportunities	to	refund	debt	and	recommend	such	refunding	as	appropriate	to	reduce	costs	or	to	achieve	 
            other policy objectives;

•	 Comply	with	all	Internal	Revenue	Service	(IRS),	Municipal	Securities	Rulemaking	Board	(MSRB),	and	Securities	 
            and Exchange Commission (SEC) rules and regulations governing the issuance of debt;

•	 Maintain	a	current	database	with	all	outstanding	Water	Authority	debt;

•	 Provide	for	the	timely	payment	of	principal	and	interest	on	all	Water	Authority	debt;	
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•	 Comply	 with	 all	 terms	 and	 conditions,	 and	 disclosure	 required	 by	 the	 legal	 documents	 governing	 the	 debt	 
         issued;

•	 Submit	to	the	Board	all	recommendations	to	issue	debt	in	accordance	with	the	County	Water	Authority	Act	and	 
						 Resolution	No.	89-21;

•	 Distribute	to	appropriate	repositories	information	regarding	the	Water	Authority’s	financial	condition	and	affairs	 
 at such times and in the form required by law, regulation and general practice;

•	 Provide	for	the	frequent	distribution	of	pertinent	information	to	the	rating	agencies;

•	 Provide	for	the	ongoing	management	of	an	Investor	Relations	Program;	and

•	 Apply	and	promote	prudent	fiscal	practices.

 Section II. Legal Governing Principles

In the issuance and management of debt, the Water Authority shall comply with all legal constraints and conditions 
imposed by federal, state and local law.  The following section highlights the key governing documents and certain debt 
limitations.

GOVERNING LAW

County Water Authority Act	 –	 The	Water	Authority	 is	 a	 public	 agency	 created	 in	 1944	 under	 the	 County	Water	
Authority	Act	(The	Act),	California	Statutes	1943,	Chapter	45,	as	amended.	The	Act	establishes	the	Water	Authority’s	
legal authority to issue debt and the limitations therein.  A copy of the Act can be found in Appendix A. The Water 
Authority shall comply with all constraints of the Act.

Federal Tax Law – The Water Authority shall issue and manage debt in accordance with the limitations and constraints 
imposed by federal tax law, to maximize its ability to sell tax-exempt debt. Such constraints include, but are not limited to, 
private activity tests, review of eligible projects, spend-down tests, and arbitrage rebate limitations.

Securities Law – The Water Authority shall comply with the requirements of federal and state securities laws in 
offering Water Authority debt and the Water Authority shall comply with securities law requirements in providing 
ongoing disclosure to the securities markets.

GOVERNING LEGAL DOCUMENTS

General Resolution	 –	The	Water	Authority’s	 debt	 issuance	 is	 further	 governed	 by	Resolution	No.	 89-21,	 adopted	
May	11,	1989,	Resolution	No.	97-52,	adopted	December	11,	1997,	and	Resolution	No.	09-23,	adopted	on	December	17,	
2009,	all	of	which	together	constitute	the	“General	Resolution.”	The	General	Resolution	establishes	the	basic	security	
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structure of debt issued by the Water Authority that is secured by Net Water Revenues. Key terms and conditions include, 
but	are	not	limited	to,	the	definition	of	pledged	revenues,	the	rate	covenant	and	the	additional	bonds	test.	A	copy	of	the	
General Resolution can be found in Appendix B.  The Water Authority shall comply with all limitations imposed under 
the General Resolution.

 PERMITTED DEBT BY TYPE

The Water Authority may legally issue both short-term and long-term debt, using the debt instruments described 
below. The Director of Finance, in consultation with the Water Authority’s General Counsel and Bond Counsel, shall 
determine the most appropriate instrument for a proposed bond sale. 

General Obligation Bonds – The Water Authority is empowered, under its Act, to levy taxes on all taxable property 
within its boundaries for the purpose of paying its voter-approved general obligation bonds and, subject to certain 
limitations in the Act, the California Revenue and Taxation Code and the California Constitution, for other Water Authority 
purposes.  The Water Authority is authorized to sell general obligation bonds under Section 7 of the Act, subject to the 
approval of a two-thirds majority of those voting in a local election. 

Certificates of Participation	–	Certificates	of	Participation	(COP)	provide	debt	financing	through	a	lease,	installment	
sale	agreement	or	contract	of	indebtedness	and	typically	do	not	require	voter	approval.	Board	action	is	sufficient	to	legally	
authorize a COP issue. The Water Authority is permitted to use the installment sale form of COPs, based upon its ability to 
execute installment sale agreements (Section 5 of the Act) and contracts of indebtedness (Section 8 of the Act). The Water 
Authority’s issuance of COPs is facilitated by the San Diego County Water Authority Financing Corporation, a California 
nonprofit	benefit	corporation	that	was	created	by	the	Water	Authority	specifically	to	serve	as	party	to	the	installment	sale	
agreements and contracts of indebtedness securing Water Authority COPs. The Water Authority shall pledge net revenues 
to	the	repayment	of	its	COPs,	under	the	terms	and	conditions	specified	in	the	General	Resolution.	

JPA Revenue Bonds	–	As	an	alternative	to	COPs,	the	Water	Authority	may	obtain	financing	through	the	issuance	bonds	
by a joint exercise of powers agency with such bonds payable from amounts paid by the Water Authority under a lease, 
installment sale agreement, or contract of indebtedness. The San Diego County Water Authority Financing Agency is a 
joint	exercise	of	powers	agency	formed	for	the	purpose	of	facilitating	Water	Authority	financing	through	the	issuance	of	
such revenue bonds.

Commercial Paper –	Per	Section	8.2	of	the	Act,	the	Water	Authority	may	issue	short-term	revenue	certificates,	including	
commercial	paper	and	extendable	commercial	paper.		Board	action	is	sufficient	to	legally	authorize	a	commercial	paper	
issue.  The Water Authority’s commercial paper is secured by net revenues, but on a subordinate lien basis to the Water 
Authority’s long–term debt (i.e. COPs). Voter approval is not required to issue commercial paper. 

Variable Rate Debt – The Water Authority is authorized to issue variable rate debt including, but not limited to, 
public	market	 indexed	 notes,	 indexed	 notes	 or	 loans	 placed	 directly	with	 financial	 institutions	 and	 other	 alternative	
variable rate and market access products as well as traditional variable rate demand obligations backed by bank liquidity 
facilities.	Prior	to	the	issuance	of	variable	rate	debt,	the	savings	and	other	possible	advantages	compared	to	a	fixed	rate	
borrowing will be evaluated and a comparative analysis presented to the Board of Directors as part of the approval 
process.
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Revenue Bonds – The Water Authority is authorized to issue revenue bonds (Section 7.5 of the Act), as further described 
in	the	Revenue	Bond	law	of	1941	(Chapter	6,	commencing	with	Section	54300,	or	Part	1	of	Division	2	of	Title	5	of	the	
Government Cost). Revenue bonds require majority voter approval to authorize the size and purpose of the bond issue. 
The Water Authority shall pledge net revenues to the repayment of any revenue bonds under the terms and conditions 
specified	in	the	General	Resolution.	

Refunding Revenue Bonds – The Water Authority is authorized to issue refunding revenue bonds to refund outstanding 
Water Authority indebtedness pursuant to the State of California local agency refunding revenue bond law (Articles 10 and 
11 of Chapter 3 of Part 1 of Division 2 of Title 5 of the Government Code of the State of California).

Assessment Bonds – The Water Authority is authorized to issue assessment bonds pursuant to the Improvement Bond Act 
of	1915,	subject	to	requirements	imposed	by	Proposition	218.		Such	bonds	are	typically	repaid	from	assessments	collected	
within	an	assessment	district	 formed	pursuant	 to	 the	Municipal	 Improvement	Act	of	1913.	Assessments	are	 levies	of	
charges	on	real	property	to	pay	for	projects	or	services	that	specifically	benefit	that	parcel	of	property.

LIMITATIONS ON DEBT ISSUANCE 

Subordinate Lien Short-Term Debt – The Water Authority’s subordinate short-term debt shall not exceed 30 percent of 
its total debt at the time of issuance. The calculation of short-term debt shall include variable rate demand obligations, the 
authorized	amount	of	commercial	paper,	any	notes/bonds	with	a	maturity	equal	to	or	less	than	five	years,	and	any	variable	
rate debt. The Water Authority’s subordinate lien debt, for which net revenues are pledged, shall be limited to that amount 
for which current and projected revenues generate overall debt service coverage of at least 100 percent if no subordinate 
bonds are outstanding, and 105 percent if subordinate bonds are outstanding.  

Senior Lien Long-Term Debt – The Water Authority’s senior lien long-term debt, for which net revenues are pledged, 
shall be limited to that amount for which current and projected revenues generate a senior lien debt service coverage of 
at least 120 percent. The calculation of debt service shall not include general obligation bonds or assessment bonds, to 
which	revenue	sources	other	than	pledged	revenues,	as	defined	in	the	General	Resolution,	are	pledged.	It	should	be	noted	
that the Board has adopted a policy that sets the senior lien debt service coverage target of 150 percent in keeping with 
its	prudent	financial	management.

PURPOSE FOR BORROWING 

The	Water	Authority	 shall	 issue	 debt	 solely	 for	 the	 purpose	 of	 financing	 the	 cost	 of	 design,	 acquisition,	 and/or	
construction of water system improvements in furtherance of the Water Authority’s Capital Improvement Program 
(CIP).  

ETHICAL STANDARDS GOVERNING CONDUCT

Members of the Water Authority, the Board and its consultants, service providers, and underwriters shall adhere 
to	standards	of	conduct	as	stipulated	by	the	San	Diego	County	Water	Authority	Local	Conflict	of	Interest	Code	or	the	
California	Political	Reform	Act,	as	applicable.	All	debt	financing	participants	 shall	maintain	 the	highest	 standards	of	
professional conduct at all times, in accordance with:
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•	 MSRB	Rules,	including	Rule	G-37,	shall	be	followed	at	all	times;

•	 Debt	 financing	 participants	 will	 assist	 the	 Water	 Authority	 staff	 in	 achieving	 its	 goals	 and	 objectives	 as	 
	 defined	in	this	Debt	Management	Policy;	and

•	 All	 debt	 financing	 participants	 shall	 make	 cooperation	 with	 the	 Water	 Authority	 staff	 their	 highest	 
 priority.

Section III. Integration of Capital Planning and Debt Activities

EVALUATING CAPITAL IMPROVEMENT PROGRAM SPENDING

The	Water	Authority	shall	develop	and	maintain	a	capital	finance	model	 to	evaluate	the	impact	of	capital	program	
spending,	 operations	 and	 maintenance	 costs,	 and	 debt	 service	 on	 its	 financial	 condition.	 To	 that	 end,	 the	 Director	
of Finance shall oversee the ongoing maintenance of quantitative modeling that includes, but is not limited to, the 
following:

•	 Historic	and	projected	cash	flows;

•	 Historic	and	projected	capital	expenditures;

•	 Historic	and	projected	operating	costs;

•	 Historic	 and	 projected	 fund	 balances,	 including	 the	 Operating	 Fund,	 the	 Rate	 Stabilization	 Fund,	 Pay- 
 As-You-Go Fund, Debt Proceeds Fund, Stored Water Fund and Debt Service Reserve Fund

•	 Historic	and	projected	debt	service	coverage;

•	 The	most	efficient	mix	of	funding	sources	(long-term	debt;	short-term	debt,	and	cash);

•	 Projected	revenue	requirements;	and

•	 Projected	rates	and	charges.

Section IV. Procurement and Evaluation of Professional Services

The	Water	Authority	shall	procure	professional	services	as	required	to	execute	financing	transactions	and	to	advise	
on non-transaction related work. Professional services include Consultants (Financial Advisor, Legal Counsel-Bond, 
Disclosure and Tax); Service Providers (Trustee, Paying Agent, Dissemination Agent, Arbitrage Consultant, Escrow 
Verification	 Agent,	 Bidding	 Agent	 for	 escrow	 investments,	 Printer,	 Letter	 of	 Credit,	 Verification	 Agent);	 and	 an	
Underwriting Team (Senior Manager, Co-Manager, Selling Group).  

Selection	Process	–	The	selection	of	financial	and	legal	professionals	 to	assist	 the	Water	Authority	 in	carrying	out	
financing	programs	shall	be	made	through	a	selection	process	consistent	with	the	Water	Authority’s	procurement	policies	
and procedures. All consultants, service providers and underwriting team members shall provide the Water Authority 
with	objective	advice	and	analysis,	 shall	maintain	 the	confidentiality	of	Water	Authority	financial	plans,	and	shall	be	
free	from	any	conflict	of	interest	pursuant	to	applicable	law.	The	Water	Authority’s	Local	Conflict	of	Interest	Code,	and	

DRAFT



107

SECTION 9.0          Long-Range Financing Plan

procurement policies and procedures, can be found in the Water Authority’s Administrative Code (chapters 1.04 and 4.04, 
respectively), and within the Water Authority’s standard Professional Service Contract.

Appointment of Financial Advisor	–	The	Water	Authority	will	select	a	financial	advisor	or	advisors	to	assist	 in	the	
issuance and administration of debt through the Request for Proposals (RFP) process. Assistance to be provided by a 
financial	advisor	will	include,	but	not	be	limited	to:	

A.  Ongoing Services/Long-Term Forecasting

1. Review and update as needed existing model and Long-Range Financing Plan (the Plan); provide analysis of  
	 funding	methods	and	options	including	analysis	of	the	structure	of	the	Plan;	discussion	of	issues	or	difficulties	 
 which may be encountered in implementing the Plan and the strategies to address such issues; prepare 
	 and	 deliver	 presentations	 regarding	 various	 financial	 issues	 to	 Water	 Authority	 staff	 and	 the	 Board	 as	 
 requested.

2. Assist the Water Authority in interfacing with rating agencies with the objective of developing a strategy 
	 and	plan	to	maintain	the	Water	Authority’s	senior	lien	and	subordinate	lien	ratings	at	“AA+/AA”	and	“AA/AA-“,	 
 respectively.

3. Provide timely information, judgments, and forecasts regarding general economic and capital market 
 conditions.

4.	 Assist	the	Water	Authority	in	updating	its	financial	strategies	and	policies	when	requested.	This	includes	analyzing 
	 short,	intermediate	and	long-term	financing	options.

5. Advise the Water Authority on the timing, method and structure of its security sales.

6. Update, modify, evaluate, and improve as necessary the revenue program and rate model which is used to help  
 determine the Water Authority’s ability to meet funding requirements for the CIP.

7.	 Be	available	at	reasonable	times	for	consultation	to	render	advice	regarding	the	financial	aspects	of	the	Water	 
 Authority’s program as may be requested by the Board, the General Manager, or the Director of  
 Finance.

8. Be available to attend meetings related to Metropolitan Water District’s (MWD) Long-Range Financing Plan and  
 other related rate issues.

B.  Debt Issuance

1.	 Prepare	financing	schedule,	monitor	progress	of	financing	team	participants,	facilitate	and	coordinate	completion 
 of tasks and responsibilities in accordance with schedule and  revise schedule as necessary.

2. Assist in and coordinate the preparation of legal and disclosure documents related to debt issuance.
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3. Develop a rating agency strategy, prepare rating agency presentation material, schedule meetings with rating 
 agencies, organize and coordinate Board and staff rehearsals and presentations, and coordinate itinerary for 
 rating agency visits as required.

4. Prepare and distribute RFP’s for underwriters, printers, and other team participants as directed by the Water 
 Authority. Assist in evaluation of proposals, assist in conducting interviews as necessary, and provide 
	 recommendation	as	to	firms	selected.

5. Develop and take a primary responsibility for quantitative analysis of structuring alternatives for debt issues 
 including sizing, structure, and term of issue; provide computer modeling and comparison of alternatives analysis;  
 make recommendations and provide rationale for preferred alternatives’ and ensure that selected alternative  
	 provides	the	best	solution	as	part	of	the	long-range	financing	plan.

6.	 Assist	and	coordinate	discussions	and	prepare	presentation	materials	for	 identified	key	 institutional	 investors.	 
 Coordinate itinerary as necessary for visits to institutional investors or meeting sites.

7. Analyze and participate in decision as to timing of sale and consult as to advisability or necessity for rescheduling  
 sale depending on market conditions.

8. Prepare analytical discussion of market conditions and projected pricing results prior to sale. Provide independent 
 pre-pricing analysis to Water Authority prior to sale including market activity, projected results, market supply  
 and demand characteristics, and comparable sale analysis.

9.	 Coordinate	and	monitor	marketing	programs	initiated	by	underwriter	to	develop	pre-sale	market	interest.	Prepare	 
 and coordinate placement of notices and advertisements in periodical publications (Bond Buyer, etc.) to stimulate 
  market interest.

10. Assist in development of and recommendation with respect to pre-sale interest rate scale and structure for  
 pre-marketing purposes. Provide recommendation with respect to underwriter retention and syndicate sales prior  
 to sale.

11. Analyze market conditions with respect to underwriters’ compensation; provide comparable transaction  
 comparisons and recommendation with respect to underwriting spread and components thereof. Negotiate with 
 underwriters’ representatives with respect to underwriters’ compensation, including liquidity agreement terms  
 and conditions. 

12.	 Participate	 in	 pricing	 process,	 monitor	 order	 flow	 to	 all	 managers,	 analyze	 volume	 and	 type	 of	 orders,	 and 
 provide recommendation as to acceptance of offer to underwrite at conclusion of pricing period.

13. Provide pricing analysis and comparisons following sale; document pricing results and provide written report 
	 to	Water	Authority	with	 respect	 to	final	pricing	and	underwriter	 compensation	 level;	 and	deliver	quantitative 
	 schedules	showing	results	of	final	pricing.

14. Assist and coordinate administrative matters related to transaction closing, including preparation and distribution 
	 of	final	official	statement.	Participate	in	closing	procedures.
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C.  Miscellaneous

1.	 Upon	 request,	 assist	 in	 reviewing	 and	 analyzing	 legislation	 that	 may	 have	 a	 financial	 impact	 on	 the	Water	 
 Authority.

2.	 Assist,	 when	 requested,	 by	 conducting	 surveys	 of	 the	 financial	 activities	 of	 other	 major	 operating 
 utilities.

3. Attend Board meetings and make presentations to the Water Authority’s Board, its committees and staff when 
 requested.

4. Prepare graphs, charts, etc. for staff presentations, as needed.

5. Upon request, assist in reviewing and analyzing MWD and State Water issues as they relate to the Water Authority 
 and provide advice, as needed.

The	criteria	to	be	used	in	evaluating	and	selecting	a	financial	advisor	should	include:

•	 Experience	in	providing	formal	financial	advisory	services	to	major	utility	issuers;

•	 Experience	with	diverse	financial	structuring	requirements	of	major	utility	issuers;

•	 Experience	and	reputation	of	assigned	personnel;	and

•	 Fees	and	expenses.

A	 financial	 advisor	 under	 contract	with	 the	Water	Authority	 shall	 not	 purchase	 or	 sell	 any	Water	Authority	 debt.	
The Director of Finance shall submit to the Board a recommendation for the appointment of a Financial Advisor. The 
recommendation	shall	be	accompanied	by	an	evaluation	of	options	and	a	justification	for	the	recommended	course	of	
action.  The Director of Finance shall monitor the services rendered by the Financial Advisor. 

Appointment of Legal Counsel  – All debt issued by the Water Authority shall include a written opinion by legal 
counsel	affirming	that	 the	Water	Authority	 is	authorized	to	 issue	 the	proposed	debt,	 that	 the	Water	Authority	has	met	
all federal, state, and local legal requirements necessary for issuance and a determination of the proposed debt’s federal 
income tax status. This approving opinion and other documents relating to the issuance of debt shall be prepared by a 
nationally	recognized	legal	firm	with	extensive	experience	in	public	finance	and	tax	issues.	The	General	Counsel	of	the	
Water Authority shall appoint the legal counsel.

For any negotiated sale of debt in which legal counsel is required to represent the underwriter, the lead underwriter 
shall	make	the	appointment.	Unless	otherwise	justified,	the	appointment	shall	be	made	from	among	nationally	recognized	
law	firms	with	significant	ownership	or	operations	in	California.	
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Appointment of Trustee and Paying Agent	–	The	Director	of	Finance	shall	appoint	a	fiscal	agent	to	provide	for	the	
payment	of	all	debt	 issued	by	the	Water	Authority.	 	The	selection	of	a	fiscal	agent	shall	be	based	upon	a	competitive	
evaluation of proposals submitted in response to an RFP.

The	Director	 of	 Finance	 shall	 submit	 to	 the	Board	 a	 recommendation	 for	 the	 appointment	 of	 a	 fiscal	 agent.	The	
recommendation	shall	be	accompanied	by	an	evaluation	of	options	and	a	justification	for	the	recommended	course	of	
action.	The	Director	of	Finance	shall	monitor	the	services	rendered	by	the	fiscal	agent	to	ensure	prompt	and	efficient	
service to bondholders. 

Appointment of Printer – The Director of Finance shall select a printer as required in conjunction with a proposed 
sale	of	bonds,	for	the	purpose	of	printing	and	mailing	Preliminary	Official	Statements	and	Final	Official	Statements	to	
potential	investors	and	members	of	the	finance	team.	The	selection	of	a	printer	shall	be	based	on	a	competitive	evaluation	
of proposals. 

Appointment of Letter of Credit or Liquidity Facility Provider – In order to comply with the requirements of the bond 
documents and to ensure the liquidity and marketability of the Water Authority’s variable rate debt (including, but not 
limited to, variable rate bonds and a tax-exempt commercial paper program), the Director of Finance shall take such 
actions as necessary to procure a letter of credit or line of credit in support of such variable rate debt. The selection 
of a letter of credit/liquidity bank shall be based on a competitive evaluation of proposals submitted in response to an 
RFP.

The Director of Finance shall submit to the Board a recommendation for the appointment of a Letter of Credit/
Liquidity	Facility	provider.	The	recommendation	shall	be	accompanied	by	an	evaluation	of	options	and	a	justification	
for the recommended course of action. The Director of Finance shall monitor the trading value and credit ratings of the 
provider to ensure that the Water Authority’s variable rate debt is remarketed at the lowest possible cost, given the legal 
and policy considerations governing the selection of the bank. 

Appointment of Remarketing Agents – The Director of Finance shall, in conjunction with selecting a letter of credit 
provider, solicit proposals from commercial paper remarketers/dealers.  

Appointment of Verification Agent – In conjunction with the sale of refunding bonds, the Director of Finance shall procure 
the	services	of	a	verification	agent.	The	purpose	of	the	verification	agent	is	to	confirm	that	sufficient	proceeds	are	invested	
in permitted federal securities and to ensure the timely repayment of principal and interest on the bonds being refunded. 
The	verification	agent	must	be	a	nationally	recognized	provider	of	verification	services.	The	selection	of	a	verification	
agent shall be based upon a competitive evaluation of proposals submitted in response to an RFP.

Appointment of Underwriters – To provide for the negotiated issuance of Water Authority debt, the Director of 
Finance shall maintain an Underwriter Pool (Pool).  The appointment to the Water Authority’s Pool shall be based upon a 
competitive	evaluation	of	proposals	submitted	in	response	to	a	Request	for	Qualifications.	The	Director	of	Finance	shall	
submit to the Board a recommendation for the appointment of underwriters to the Pool to serve a three-year term.  The 
size	and	composition	of	the	Pool	shall	be	based	upon	the	projected	financing	needs	of	the	Water	Authority.	Criteria	used	
in	the	appointment	of	qualified	underwriters	to	the	Pool	shall	include:

•	 Demonstrated	ability	serving	on	complex	financial	transactions;

•	 Demonstrated	ability	with	major	water	issuer	financings;
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•	 Demonstrated	ability	to	structure	a	debt	issue	efficiently	and	effectively;

•	 Demonstrated	ability	to	sell	Water	Authority	debt	to	institutional	and	retail	investors;

•	 Demonstrated	ability	to	put	capital	at	risk;

•	 Quality	and	applicability	of	financing	ideas;

•	 Experience	and	reputation	of	assigned	personnel;	and

•	 Indicative	fees	and	expenses.

Prior	 to	 any	 negotiated	 transactions,	 an	 RFP	will	 be	 issued	 to	 the	 Pool	 and	 a	 financing	 team	 recommend	 to	 the	
Board for selection. The composition of the team will be dependent on the size of the sale and the need to achieve a 
broad distribution of Water Authority debt among both retail and institutional investors.  The recommendation shall be 
accompanied	by	an	evaluation	of	options	and	a	justification	for	the	recommended	course	of	action.

Following the approval of the underwriting team, the Board shall appoint a lead underwriter.  The lead underwriter 
shall	have	demonstrated	ability	to	manage	a	number	of	firms	in	a	complex	financial	transaction.

Appointment of Other Service Providers – The Director of Finance will solicit proposals for the following services as 
needed:

•	 Continuing	Disclosure	Agent	–	Service	provider	that	ensures	disclosure	documents	are	disseminated	to	regulators	
investors in compliance with regulations continuing disclosure agreements

•	 Arbitrage	Consultant	–	Service	provider	that	calculates	the	arbitrage	accrued	to	transactions	for	the	purpose	of	
IRS	filings.

•	 Open	Market	Securities	Agent	–	Service	provider	that	solicits	prices	for	escrow	fund	investments	and	executes	
the purchase of selected investments.  

Section V. Transaction-Specific Policies

METHOD OF SALE 

Competitive Bid Method	-	Unless	otherwise	justified	and	deemed	necessary	to	minimize	the	costs	and	risks	of	the	Water	
Authority’s	bond	issue,	the	issuance	and	sale	of	all	fixed	rate	Water	Authority	debt	shall	be	achieved	by	competitive	bid.	
Such bid may take the form of hand-delivered or electronically transmitted offers to purchase the bonds. Any competitive 
sale of Water Authority debt will require approval of the Board. Water Authority debt issued on a competitive bid basis 
will be sold to the bidder proposing the lowest true interest cost to the Water Authority provided the bid conforms to the 
official	notice	of	sale.		

Negotiated Bid Method – When necessary to minimize the costs and risks of Water Authority borrowing, the Director 
of Finance will submit to the Board a request to sell bonds on a negotiated basis.  A negotiated bond issue will provide 
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for the sale of debt by negotiating the terms and conditions of the sale, including price, interest rates, credit facilities, 
underwriter or remarketing fees, and commissions. Examples of such sales include:

•	 Variable	rate	demand	obligations;

•	 An	 issue	 of	 debt	 so	 large	 that	 the	 number	 of	 potential	 bidders	 would	 be	 too	 limited	 to	 provide	 the	Water	 
 Authority with truly competitive bids;

•	 An	 issue	 requiring	 the	 ability	 to	 react	 quickly	 to	 sudden	 changes	 in	 interest	 rates	 (e.g.	 refunding	 
 bonds);

•	 An	issue	requiring	intensive	marketing	efforts	to	establish	investor	acceptance;

•	 An	issue	of	debt	with	specialized	distribution	requirements;	and

•	 An	issue	of	debt	sold	during	a	period	of	extreme	market	disruption	or	volatility.

If bonds are sold on a negotiated basis, the negotiations of terms and conditions shall include, but not be limited 
to, prices, interest rates, underwriting or remarketing fees, and commissions. The Water Authority, with the assistance 
of its Financial Advisor, shall evaluate the terms offered by the underwriting team. Guidelines with respect to price, 
interest rates, fees, and commissions shall be based on prevailing terms and conditions in the marketplace for comparable 
issuers.  

If more than one underwriter is included in the negotiated sale of debt, the Water Authority shall establish appropriate 
levels of liability, participation and priority of orders. Such levels shall be based upon Water Authority policy with 
regards to the underwriting responsibility among the team members, the desired allocation of total fees, and the desired 
distribution of bonds. Guidelines for establishing liability, participation, and priority of orders shall be based on prevailing 
terms and conditions in the marketplace for comparable issuers.  

The Water Authority shall, with the assistance of its Financial Advisor, oversee the bond allocation process. The bond 
allocation process shall be managed by the lead underwriter, with the following requirements:

•	 The	bonds	are	allocated	fairly	among	members	of	the	underwriting	team,	consistent	with	the	previously	negotiated 
 terms and conditions;

•	 The	 allocation	 process	 complies	 with	 all	 MSRB	 regulations	 governing	 order	 priorities	 and	 
 allocations;

•	 The	 lead	 underwriter	 shall	 submit	 to	 the	 Director	 of	 Finance	 a	 complete	 and	 timely	 account	 of	 all	 orders,	 
	 allocations,	and	underwriting	activities	with	the	investor	names	identified	as	appropriate.

The Director of Finance shall require a post-sale analysis and reporting for each negotiated bond sale. The Financial 
Advisor or the lead underwriter may perform such analysis. A post-sale analysis will include, but not be limited 
to:

•	 Summary	of	the	pricing,	including	copies	of	the	actual	pricing	wires;

•	 Results	 of	 comparable	 bond	 sales	 in	 the	 market	 at	 the	 time	 of	 the	 Water	 Authority’s	 
 pricing;
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•	 Detailed	information	on	orders	and	allocation	of	bonds,	by	underwriting	firm;

•	 Detailed	information	on	final	designations	earned	by	each	underwriter;	and

•	 Summary	of	total	compensation	received	by	each	underwriter.

STRUCTURAL ELEMENTS

Pledge of Revenues – The Water Authority’s pledge of revenues shall be determined for each debt issue depending 
upon the debt instrument:

•	 General	 Obligation	 Bonds	 of	 the	 Water	 Authority	 shall	 be	 repaid	 from	 voter-approved	 property	 taxes	 on	 
 property within the jurisdiction of the Water Authority.

•	 Certificates	 of	 Participation	 of	 the	 Water	 Authority	 shall	 be	 repaid	 from	 net	 revenues,	 as	 defined	 in	 the	 
 General Resolution.

•	 Revenue	 Bonds	 of	 the	 Water	 Authority	 shall	 be	 repaid	 from	 net	 revenues,	 as	 defined	 in	 the	 General	 
 Resolution. 

•	 Assessment	 Bonds	 of	 the	Water	Authority	 shall	 be	 repaid	 levies	 or	 charges	 collected	 within	 an	 assessment	 
 district formed by the Water Authority pursuant to the Municipal Improvement Act of  
	 1913.

Maturity – The Water Authority shall issue debt with an average life less than or equal to the average life of the 
assets	being	financed.		The	final	maturity	of	the	debt	should	be	no	longer	than	40	years.	Factors	to	be	considered	when	
determining	the	final	maturity	of	debt	include:	the	average	life	of	the	assets	being	financed,	relative	level	of	interest	rates,	
and the year-to-year differential in interest rates.

Maturity Structure – The Water Authority’s long-term debt may include serial and term bonds.  Other maturity 
structures may also be considered if they are consistent with the objectives of the Water Authority’s Debt Management 
Policy. 

Coupon Structure – Debt may include par, discount and premium. Discount and premium bonds must be demonstrated 
to be advantageous relative to par bond structures.  For variable rate debt, the variable rate may be based on one of a number 
of commonly used interest rate indices and the index will be determined at the time of pricing.

Debt Service Structure – Debt service will be structured primarily on an approximate level (combined annual principal 
and interest) basis.  Certain individual bond issues, such as refunding bonds, may have debt service that is not level. 
However, on an aggregate basis, debt service should be structured primarily on a level basis. 

Redemption Features	 –	 In	 order	 to	 preserve	 flexibility	 and	 refinancing	 opportunities,	Water	Authority	 debt	 will	
generally be issued with call provisions. The Water Authority may consider calls that are shorter than traditional and/
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or non-call debt when warranted by market conditions and opportunities. For each transaction, the Water Authority will 
evaluate	the	efficiency	of	call	provision	alternatives.

Credit Enhancement – The Water Authority shall competitively procure credit enhancement for a sale of bonds if the 
Director of Finance, in consultation with the Financial Advisor and the underwriters, determines that it is cost effective 
to do so.

Senior/Subordinate Lien – The Water Authority shall utilize both a senior and a subordinate lien structure. The choice 
of lien will be determined based on such factors as overall cost of debt, impact on debt service, impact on water rates, 
and marketing considerations.

Debt Service Reserve Funds – The Water Authority shall provide for debt service reserve funds to secure Water 
Authority debt when necessary.

Section VI. Communication and Disclosure

RATING AGENCIES

The	Water	Authority	shall	maintain	its	strong	ratings	through	prudent	fiscal	management	and	consistent	communications	
with the rating analysts. The Director of Finance shall manage relationships with the rating analysts assigned to the Water 
Authority’s credit, using both informal and formal methods to disseminate information. Communication with the rating 
agencies shall include:

•	 Full	disclosure	on	an	annual	basis	of	the	financial	condition	of	the	Water	Authority;

•	 A	 formal	 presentation,	 at	 least	 biennially	 or	 as	 becomes	 necessary	 to	 the	 rating	 agencies,	 covering	 
	 economic,	 financial,	 operational,	 and	 other	 issues	 that	 impact	 the	 Water	 Authority’s	 
 credit;

•	 Timely	disclosure	of	major	financial	events	that	impact	the	Water	Authority’s	credit;

•	 Timely	 dissemination	 of	 the	 Comprehensive	 Annual	 Financial	 Report,	 following	 its	 acceptance	 by	 the	 
 Water Authority’s Board;

•	 Full	and	timely	distribution	of	any	documents	pertaining	to	the	sale	of	bonds;	and

•	 Periodic	tours	of	the	water	system	operations,	as	appropriate.

BOND INSURERS

The Director of Finance shall manage relationships with the analysts and the bond insurers assigned to the Water 
Authority’s credit, using both informal and formal methods to disseminate information. Communication with the bond 
insurers shall be undertaken when the Director of Finance, with the assistance of the Water Authority’s Financial Advisor, 
determines that credit enhancement is cost effective for a proposed bond issue. 
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CONTINUING DISCLOSURE

The Water Authority shall comply with SEC 15c2-12 regulations, which require municipal debt issuers to provide 
specified	financial	and	operating	information	for	fiscal	years	beginning	on	January	1,	1996.	The	Director	of	Finance	shall	
be	the	Compliance	Officer	for	disclosure	requirements.		

INVESTOR RELATIONS PROGRAM

The Water Authority shall establish and maintain an Investor Relations Program.  The objectives of the program will 
be to:

•	 Reduce	borrowing	costs	by	improving	demand	for	future	bond	sales;

•	 Keep	investors	continually	informed	of	the	issues	facing	the	Water	Authority;

•	 Obtain	investor	feedback	on	debt	management	considerations;	and	

•	 Create	access	to	market	opportunities	such	as	shorter	call	provisions	or	tender	programs.

The Water Authority shall use disclosure as a tool for developing ongoing dialogue with investors. The Water 
Authority’s Investor Relations Program shall consist of the following elements:

Investor Survey – The Water Authority will periodically create and disseminate a survey for the purpose of assessing 
investors	needs	for	specific	information.	Upon	completing	a	survey,	the	Water	Authority	may	then	prepare	a	financial	
disclosure statement for investors.

Disclosure Reports – The Water Authority shall make disclosure reports readily available to institutional 
investors,	 rating	 agencies	 and	 credit	 enhancers	who	 have	 specific	 analysts	 assigned	 to	 review	 the	Water	Authority’s	
credit.

Web Site – The Water Authority shall use its website as a tool for providing timely information to 
investors. 

Section VII. Refunding Policies

The	Water	Authority	 shall	 strive	 to	 refinance	debt	 to	maximize	savings	and	minimize	 the	cost	of	 funds	as	market	
opportunities	arise.		A	present	value	analysis	will	be	prepared	that	identifies	the	economic	effects	of	any	refunding	to	
be proposed to the Board.  Upon the advice of the Director of Finance, with the assistance of the Financial Advisor 
and Counsel, the Water Authority will consider undertaking refundings for other than economic purposes, such as to 
restructure debt, change the type of debt instruments being used, or to retire a bond issue and indenture in order to remove 
undesirable covenants.

Savings Thresholds – Minimum savings thresholds have been established to help guide the economic analysis of 
refunding bonds. The minimum savings guidelines are applicable on a maturity-by-maturity basis and are expressed as a 
percentage of refunded bond par calculated by dividing the expected net present value savings generated by the proposed 
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refunding by the par amount of refunded bonds. Generally, the Water Authority shall only refund bonds to generate debt 
service	savings	if	the	specified	minimum	savings	set	forth	in	the	following	matrix	can	be	achieved.

To	 determine	 if	 a	 potential	 refunding	 candidate	meets	 the	 applicable	minimum	 savings	 threshold	 specified	 in	 the	
matrix, the Water Authority shall: 

Years to Call
0-1 2-7 8+

Years from Call to  
Maturity

0-2 1% 2% 2%
3-7 3% 3% 4%
8-15 4% 4% 4%
16	+ 4% 5% 5%

 Step 1.		Identify	which	specific	savings	threshold	applies	to	the	potential	refunding	candidate	by	determining	(a)	
how	many	years	there	are	between	the	expected	refunding	date	and	the	first	call	date	and	(b)	how	many	years	there	are	from	
the	first	call	date	to	the	final	maturity	of	the	refunding	candidate,	as	shown	in	the	examples	below:

 
Expected Refunding  

Date
Refunding Candidate First 

Call Date
Refunding Candidate Final 

Maturity Date Minimum Threshold Savings

12-1-2013 12-1-2016  
(3 years to call date)

12-1-2027  
(11 years call to maturity) 4%

12-1-2013 12-1-2015  
(2 years to call date)

12-1-2022  
(7 years call to maturity) 3%

  Step 2.  Determine the expected net present value savings for the potential refunding candidates on a maturity-
specific	basis.	Net	present	value	savings	are	the	expected	net	present	value	savings	resulting	from	the	potential	refunding	
of	the	specific-maturity	refunded	bond.		Net	present	value	debt	service	savings	are	calculated	by	discounting	the	relevant	
cash	flows	to	the	expected	refunding	bond	closing	date	at	a	rate	equal	to	the	True	Interest	Cost	of	the	associated,	maturity-
specific	refunding	bond,	and	taking	into	account	all	costs	of	issuance,	including	underwriters’	discount.

  Step 3.	 	 Divide	 the	 net	 present	 value	 savings	 for	 the	 specified	 maturity	 calculated	 as	 described	 above	 by	
the	par	 amount	of	 the	 refunded	bonds.	 If	 the	percentage	 savings	 	 calculated	 is	 equal	 to	or	greater	 than	 the	 specified	
minimum savings threshold, the potential refunding candidate is deemed to meet the minimum savings threshold. If 
the	percentage	savings	is	less	than	the	specified	minimum	savings	threshold	the	refunding	candidate	does	not	meet	the	
threshold.

	As	 noted	 previously,	 the	Director	 of	 Finance	 shall	 have	 discretion	 in	making	 the	 final	 determination	 to	 include	
individual	refunding	candidates	that	are	above	or	below	the	target	in	order	to	optimize	policy	and/or	financial	objectives.	
Factors that may be considered by the Director of Finance include, but are not limited to:

 Escrow Investment Yields (Negative Arbitrage) – For advance refundings, the Director of Finance may take into 
consideration the available escrow yields relative to the refunding bond yields.  If the available escrow yields are lower 
than the refunding bond yields (negative arbitrage), it will reduce the net present value savings otherwise available from 
the refunding. The Director of Finance may take negative arbitrage into account in assessing the appropriateness of a 
potential	refunding,	especially	if	the	present	value	cost	of	such	negative	arbitrage	is	significant	relative	to	the	overall	net	
present values savings expected to be achieved by the refunding. 
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 Coupon on Refunded Bond – The Director of Finance may take into consideration whether the coupon on the 
refunded	bond	is	significantly	higher	or	lower	than	the	most	common	outstanding	bond	coupons	of	approximately	five	
percent.

General Interest Rate Environment – The Director of Finance may take into consideration whether the available 
refunding bond interest rates are generally high or generally low relative to long-term averages of historical 
rates.

 General Interest Rate Outlook – The Director of Finance may take into consideration the general outlook for future interest 
rates, as derived from economic forecasts, market forecasts, implied forward rates, or other sources.

 Debt Management Considerations – The Director of Finance may take into consideration debt management issues 
such	as	cost	and	staff	efficiencies	associated	with	combining	multiple	refunding	bond	issues	or	combining	refunding	and	
new money bond issues.

Section VIII. Reinvestment of Proceeds

COMPLIANCE WITH LAWS AND OTHER LEGAL DOCUMENTS

General – The Water Authority shall comply with all applicable Federal, State, and contractual restrictions regarding 
the use and investment of bond proceeds. This includes compliance with restrictions on the types of investment securities 
allowed, restrictions on the allowable yield of some invested funds, as well as restrictions on the time period during over 
which some bond proceeds may be invested. To the extent that a bond issue is credit enhanced, the Water Authority shall 
adhere to the investment guidelines of the credit enhancement provider.

Requirements of Resolution – The Water Authority will comply with all terms and conditions of the Resolution No. 
89-21.		Such	limitations	shall	include,	but	not	be	limited	to	Section	5.06	of	the	resolution.

Investment Policies – The investment of bond proceeds shall be made in accordance with the Water Authority’s 
Annual Statement of Investment Policy.

Section IX. Creation and Maintenance of Funds

The	Water	Authority	maintains	 a	 number	 of	 different	 funds	 integral	 to	 the	 long-range	financial	 planning	 process.		
Each	of	these	funds	is	held	for	a	specific	purpose	and	can	generally	be	categorized	as	either	an	operating,	capital	or	debt	
reserve fund. Operating funds provide the Water Authority with monies for emergencies, working capital and water 
rate management and consist of the Operating Fund and the Rate Stabilization Fund (RSF). Capital funds, currently the 
largest component of Water Authority funds, are held strictly for capital expenditures and consist of the Pay-As-You-Go 
(PAYGO) Fund and Debt Proceeds Fund (which includes both long-term and short-term debt proceeds). Debt reserve 
funds	are	held	in	trust	for	the	benefit	of	investors	in	the	Water	Authority’s	long-term	debt.	
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OPERATING FUND

The Operating Fund holds the Water Authority’s working capital, emergency operating reserve and Equipment 
Replacement Fund. As previously indicated, the Water Authority’s Administrative Code sets the target ending balance 
of the Operating Fund at 45 days of average annual operating expenditures provided that $5 million of such calculated 
amount to be designated and held available for emergency repairs to the Water Authority’s system due to unforeseen 
events. Working capital ensures that even with a cash receipts and disbursements mismatch, the Water Authority will 
have at least 30 days of Operating Funds on hand at all times.  Given the short-term nature of this fund, liquidity of 
investments is critical and is ensured by investing the Operating Fund on a monthly basis to cover water purchases and 
ongoing cash disbursements. The Operating Fund, together with water sales revenue and other revenue sources, provide 
ample liquidity for working capital.

EQUIPMENT REPLACEMENT FUND

This fund is used to purchase minor capital equipment such as computer systems, vehicles and parts of the Supervisory 
Control and Data Acquisition (SCADA) system. It is funded by transfers from the Operating Fund per depreciation 
schedule.

RATE STABILIZATION FUND 

The	RSF	was	created	in	Fiscal	Year	1989-1990	for	the	purpose	of	collecting	amounts	of	water	revenues	greater	than	
expenditures in years of strong water sales. Funds can then be used to mitigate “rate shock” in years of weak water 
sales, to manage debt service coverage, or to smooth out water rate increases. The RSF is a critical short-term water 
rate management tool that provides the necessary funds to maintain a smooth water rate pattern over a long period of 
time. With the new melded supply rate, and the expansion of the Water Authority’s functional areas with treatment and 
desalination, the RSF will have an increasingly important role in managing hydrology risk and stabilizing annual revenue 
needs.

Board	policy	 sets	 a	 target	 funding	 level	 for	 the	RSF	equal	 to	 the	financial	 loss	 resulting	 from	2.5	years	of	 above	
average	rainfall,	calculated	at	a	95%	exceedence	level.	Additionally,	 it	establishes	a	maximum	funding	level	equal	 to	
the	financial	loss	resulting	from	3.5	years	of	above	average	rainfall.	Defining	the	target	and	maximum	funding	levels	of	
the	RSF	in	terms	of	the	financial	impact	of	above	average	rainfall	matches	the	size	of	the	fund	to	the	primary	risk	it	is	
designed to mitigate and provides additional capacity for rate smoothing.

As a general rule, the Water Authority will transfer portions of its net water revenues not required to meet either its 
debt service coverage ratio requirement or operating fund requirement into the RSF. The Board may choose to budget for 
RSF deposits resulting in balances in excess of the target level but not in excess of the maximum level for the purposes 
of rate smoothing. Balances below the target level are to be replenished within three years.  As necessary, the Water 
Authority will transfer amounts from its RSF into net water revenues to meet its debt service coverage requirements, 
Operating Fund requirements or to smooth rate increases. Interest earnings accrue to the RSF unless the maximum 
balance is achieved, at which point they will be deposited into the Operating Fund. The RSF is managed so that any funds 
above the maximum balance will be transferred to the Operating Fund—Operating Fund balances above the existing 45-
day policy are subject to discretionary use by the Board.  
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PAY-AS-YOU-GO FUND

The	PAYGO	Fund	was	established	in	fiscal	year	ended	1990	to	serve	as	a	mechanism	to	collect	Capacity	Charges	and	
Standby Charges to be used to pay for the cash portion of the CIP.  The PAYGO Fund is a “capital fund”, as opposed to 
a “reserve fund,” meaning that the monies in the fund will be spent directly on capital expenditures, not held in reserve 
for some other purpose.  The PAYGO Fund is projected to be spent over the next eleven years in conjunction with cash 
generated by operations to fund the pay-as-you-go portion of the CIP. Typically, the annual expenditure of PAYGO funds 
corresponds to a percentage of the annual CIP expenditure for a particular year, as dictated by the optimal funding mix 
derived through the long-range computer modeling process.

DEBT PROCEEDS FUND

Similar to the PAYGO Fund, the Debt Proceeds Fund also holds capital funds for eventual expenditure towards the 
Water Authority’s CIP.  Monies deposited into the Debt Proceeds Fund are produced by the Water Authority’s sale of 
tax-exempt securities in the form of long-term and short-term debt. Upon the sale of any single issue of tax-exempt debt, 
federal tax law currently dictates that the Water Authority must reasonable expect to spend the proceeds of the issue within 
three	years.	As	a	result,	the	Debt	Proceeds	Fund	will	typically	fluctuate	over	two-to-three	year	periods	as	funds	are	raised	
through debt issuance every two-to-three years and then largely spent prior to the next issuance.

DEBT SERVICE RESERVE FUND

Debt Service Reserve Funds maybe be required under legal documents governing the issuance of the Water Authority’s 
long-term debt.  They are funded as either a percentage of the par amount of long-term debt issued or as one year of 
debt	service	on	the	issue	and	are	held	in	trust	for	the	benefit	of	investors	in	the	debt	issued.		The	funds	may	be	used	for	
debt service on an issue, if for any reason the Water Authority is unable to make a scheduled payment. In lieu of holding 
a cash-funded reserve fund, the Water Authority may substitute a surety bond or other credit facility in its place. The 
decision to cash-fund a reserve fund versus using a credit facility is dependent upon the cost of the credit facility and the 
investment opportunities and restrictions on a cash-funded reserve fund.

Section X.  Compliance

ARBITRAGE LIABILITY MANAGEMENT

The Water Authority shall minimize the cost of arbitrage rebate and yield restrictions while strictly complying with tax 
law. Because of the complexity of arbitrage rebate regulations and the severity of non-compliance penalties, the Water 
Authority	shall	solicit	the	advice	of	bond	counsel	and	other	qualified	experts	about	arbitrage	rebate	calculations.	The	Water	
Authority	shall	contract	with	a	qualified	third-party	for	preparation	of	the	arbitrage	rebate	calculation.		

The Water Authority shall maintain an internal system for tracking expenditure of bond proceeds and investment 
earnings.	The	expenditure	of	bond	proceeds	shall	be	tracked	in	the	financial	accounting	system	by	issue.		Investment	may	be	
pooled	for	financial	accounting	purposes	and	for	investment	purposes.		When	investment	of	bond	proceeds	are	co-mingled	
with other investments, the Water Authority shall adhere to IRS rules on accounting allocations.

POST-ISSUANCE TAX COMPLIANCE
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The Water Authority has adopted Written Procedures to Ensure Compliance with Requirements for Tax-Exempt Bonds 
Found in Appendix C and Written Procedures for Issuance of Direct Pay Build America Bonds found in Appendix D. The 
Water Authority shall comply with such procedures to maintain the tax-exempt status of Water Authority debt obligations 
or to maintain eligibility for direct pay subsidy payments, as applicable.

CONTINUING DISCLOSURE

The	Water	Authority	 shall	 comply	 with	 the	 requirements	 of	 each	 Continuing	 Disclosure	 Certificate	 entered	 into	
at the time of a sale of bonds.  Annual information provided by the Water Authority shall mirror the information in 
any	Water	Authority	Official	 Statement	 at	 the	 time	 of	 a	 primary	 offering.	Annual	 financial	 information	will	 be	 sent	
by	 the	Water	Authority,	 within	 six	 months	 of	 fiscal	 year	 end,	 to	 all	 Nationally	 Recognized	Municipal	 Information	
Depositories (NRMSIRs) designated by the SEC and to the State Information Depository (SID), if one exists. This shall 
include:

•	 Comprehensive	Annual	Financial	Report	of	the	Water	Authority;	and

•	 Updated	 tables	 from	 the	 Official	 Statement,	 as	 detailed	 in	 the	 Continuing	 Disclosure	 
	 Certificate.	

In addition to annual disclosure, the Water Authority shall provide ongoing information about certain enumerated 
events,	as	defined	by	regulation,	to	the	MSRB	and	to	the	SID.	Such	notification	shall	be	made	by	certified	mail,	with	
copies to the Water Authority Board.

The	Water	Authority	shall	engage	a	firm	to	assist	it	in	ensuring	timely	completion	and	filing	of	annual	reports	and	in	
identifying,	and	making	timely	filings	with	respect	to,	the	occurrence	of	reportable	enumerated	events.

LEGAL COVENANTS

The Water Authority shall comply with all covenants and conditions contained in governing law and any legal 
documents entered into at the time of a bond offering.

Section XI. Debt Database Management

The Water Authority shall maintain complete information on its outstanding debt portfolio, in a spreadsheet or database 
program format.  The information in the database shall include, but not be limited to, the following:

•	 Issue	Name

•	 Initial	Issue	Par	Amount

•	 Dated	Date	of	the	Issue

•	 Principal	Maturity	Amounts

•	 Coupon	Rate	by	Maturity

•	 Amount	Outstanding
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•	 Call	Provisions

•	 Purpose	of	the	Issue

•	 Credit	Enhancer,	if	any

•	 Competitive	or	Negotiated	Sale

•	 Names	of	Underwriting	Team	Members

•	 Other?

The Water Authority shall use the debt database for the following purposes:

•	 Generate	reports

•	 Gross	annual	debt	service

•	 Net	annual	debt	service

•	 Refunding	Analyses

•	 Output	to	Fund	Accounting	System
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9.4     Glossary of Financial Terms

ACCRUE - ACCUMULATE OR INCREASE

AD VALOREM - IN PROPORTION TO THE VALUE: AD VALOREM DUTIES ON IMPORTED GOODS.

AGGREGATE - TOTAL, SUM. 

AMORTIZE - TO LIQUIDATE A DEBT (SUCH AS A MORTGAGE) BY INSTALLMENT PAYMENTS OR PAYMENT INTO 
A SINKING FUND. TO WRITE OFF AN EXPENDITURE FOR (OFFICE EQUIPMENT, FOR EXAMPLE) BY PRORATING 
OVER A CERTAIN PERIOD

ARBITRAGE REBATE - ARBITRAGE IS THE ABILITY TO OBTAIN TAX-EXEMPT BOND PROCEEDS AND INVEST 
THE FUNDS IN HIGHER YIELDING TAXABLE SECURITIES, RESULTING IN A PROFIT. ABUSES ASSOCIATED WITH 
TAX-EXEMPT FINANCINGS HAVE LED THE FEDERAL GOVERNMENT TO ISSUE REGULATIONS TO RESTRICT 
THE USE OF TAX-EXEMPT BOND PROCEEDS. GENERALLY, TAX-EXEMPT BOND ISSUES WHICH WERE ISSUED ON 
OR AFTER SEPTEMBER 1, 1986 ARE SUBJECT TO THE ARBITRAGE REBATE REQUIREMENTS. THE ARBITRAGE 
REBATE REQUIREMENTS REQUIRE THAT MOST PROFIT OR “ARBITRAGE” BE “REBATED” TO THE FEDERAL 
GOVERNMENT. 

ASSESSED VALUE - THE ESTIMATED VALUE OF REAL ESTATE THAT IS USED FOR TAX PURPOSES. THIS PROCESS 
IS USED FOR DETERMINING THE VALUE OF YOUR RESIDENCE FOR TAXATION PURPOSES.

BOND COVENANT  - A CONTRACTUAL PROVISION IN A BOND INDENTURE. A POSITIVE COVENANT REQUIRES 
CERTAIN ACTIONS, AND A NEGATIVE COVENANT LIMITS CERTAIN ACTIONS. 

CALLABLE BOND - A BOND THAT CAN BE REDEEMED BY THE ISSUER PRIOR TO ITS MATURITY. 

CERTIFICATE  OF PARTICIPATION (COPS)  - A TYPE OF FINANCING WHERE AN INVESTOR PURCHASES A 
SHARE OF  SOME FORM OF INSTALLMENT PAYMENT RATHER THAN THE BOND BEING SECURED BY A “PLEDGE” 
OF THOSE REVENUES. THIS TOOL IS COMMONLY USED WHEN BOND STATUTES ARE ARCHAIC, OR NO SUCH 
AUTHORIZING LEGISLATION EXISTS.

COMMERCIAL PAPER (CP) - A SHORT-TERM DEBT INSTRUMENT MATURING IN 270 DAYS USED BY 
CORPORATIONS AND GOVERNMENTS AS A FORM OF BORROWING. WHEN ISSUED BY THE WATER AUTHORITY 
TO FUND CAPITAL INVESTMENTS, IT SERVES EFFECTIVELY AS A FORM OF VARIABLE RATE DEBT, AS NEW CP IS 
ISSUED TO REDEEM OUTSTANDING CP AS IT MATURES. 

COVENANT  - A BINDING AGREEMENT OR PROMISE AS CONTAINED IN A CONTRACT. THE WATER 
AUTHORITY’S BORROWING DOCUMENTS CONTAIN MANY COVENANTS; FOR EXAMPLE, ITS RATE COVENANT 
COMMITS THE WATER AUTHORITY TO SET RATES SUFFICIENT TO GENERATE A CERTAIN AMOUNT OF 
REVENUE.

CREDIT RATING - AN ASSESSMENT OF WHETHER AN WILL BE ABLE TO MEET ITS OBLIGATIONS TO BOND 
HOLDERS AND OTHER INVESTORS WHEN DUE, PUBLISHED BY COMPANIES SUCH AS FITCH RATINGS, MOODY’S 
INVESTORS SERVICE, AND STANDARD & POORS CORPORATION. 
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DEBT FINANCING - WHEN A FIRM RAISES MONEY FOR WORKING CAPITAL OR CAPITAL EXPENDITURES 
BY SELLING BONDS, BILLS, NOTES OR SIMILAR INSTRUMENTS TO INDIVIDUAL AND/OR INSTITUTIONAL 
INVESTORS. IN RETURN FOR LENDING THE MONEY, THE INDIVIDUALS OR INSTITUTIONS BECOME CREDITORS 
AND RECEIVE A PROMISE TO REPAY PRINCIPAL AND INTEREST ON THE DEBT.

GENERAL OBLIGATION BOND - A MUNICIPAL BOND BACKED BY THE CREDIT AND “TAXING POWER” OF THE 
ISSUING JURISDICTION, RATHER THAN THE REVENUE FROM A GIVEN PROJECT.  

HEDGE - A MEANS OF PROTECTION OR DEFENSE, ESPECIALLY AGAINST FINANCIAL LOSS

ITERATIVE - CHARACTERIZED BY OR INVOLVING REPETITION, RECURRENCE, REITERATION, OR 
REPETITIOUSNESS.

LIQUIDITY - THE DEGREE TO WHICH AN ASSET OR SECURITY CAN BE BOUGHT OR SOLD IN THE MARKET 
WITHOUT AFFECTING THE ASSET’S PRICE. LIQUIDITY IS CHARACTERIZED BY A HIGH LEVEL OF TRADING 
ACTIVITY. THE ABILITY TO CONVERT AN ASSET TO CASH QUICKLY. IN THE CONTEXT OF VARIABLE-RATE DEBT, 
LIQUIDITY OFTEN REFERS TO A FACILITY BY WHICH A BANK GUARANTEES TO PURCHASE THE SECURITY 
FROM AN INVESTOR IF ANOTHER INVESTOR IS NOT AVAILABLE.

MATURITY - THE LENGTH OF TIME UNTIL THE PRINCIPAL AMOUNT OF A BOND MUST BE REPAID.  THE END 
OF THE LIFE OF A SECURITY.  THE DATE THE BORROWER HAS TO PAY BACK THE MONEY THEY’VE BORROWED 
THROUGH THE ISSUE OF A BOND.

PAR - THE NOMINAL DOLLAR AMOUNT ASSIGNED TO A SECURITY BY THE ISSUER. FOR A DEBT SECURITY, PAR 
IS THE AMOUNT REPAID TO THE INVESTOR WHEN THE BOND MATURES (USUALLY, CORPORATE BONDS HAVE 
A PAR VALUE OF $1,000, MUNICIPAL BONDS $5,000 OR MORE, AND FEDERAL BONDS $10,000). 

RATINGS  - SEE “CREDIT RATING” 

REVENUE BOND - A MUNICIPAL BOND SUPPORTED BY THE REVENUE FROM A SPECIFIC PROJECT OR FROM 
AN ENTERPRISE SYSTEM SUCH AS A UTILITY. 

SECURITIES LENDING- A LOAN OF A SECURITY FROM ONE ENTITY, WHO MUST EVENTUALLY RETURN THE 
SAME SECURITY AS REPAYMENT. THE LOAN IS OFTEN COLLATERALIZED. SECURITIES LENDING ALLOWS A 
BROKER-DEALER, OR CORPORATION OR A PUBLIC AGENCY IN POSSESSION OF A PARTICULAR SECURITY TO 
EARN ENHANCED RETURNS ON THE SECURITY THROUGH FINANCE CHARGES.

SURETY - WHEN USED IN CONNECTION WITH MUNICIPAL DEBT, A POLICY OF A BOND INSURER USED TO 
MEET THE REQUIREMENTS OF FUNDING A DEBT SERVICE RESERVE FUND, REDUCING THE SIZE OF A BOND 
ISSUE.
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YIELD - THE RATE OF RETURN ON AN INVESTMENT, PAID IN DIVIDENDS OR INTEREST AND EXPRESSED 
AS A PERCENT. YIELD IS USUALLY CALCULATED BY DIVIDING THE AMOUNT YOU RECEIVE ANNUALLY IN 
DIVIDENDS OR INTEREST BY THE AMOUNT YOU SPENT TO BUY THE INVESTMENT.
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9.5   Acronyms

ACT - COUNTY WATER AUTHORITY ACT

AF - ACRE-FEET 

AGREEMENT - WATER CONSERVATION AND TRANSFER AGREEMENT 

ARS - AUCTION RATE SECURITIES 

BMA - BOND MARKET ASSOCIATION

CIP - CAPITAL IMPROVEMENT PROGRAM 

COPS - CERTIFICATES OF PARTICIPATION 

CP - COMMERCIAL PAPER (P.39)

DMP - DROUGHT MANAGEMENT PLAN 

DSCR - DEBT SERVICE COVERAGE RATIO 

DWR - DEPARTMENT OF WATER RESOURCES

EIR - ENVIRONMENTAL STORAGE PROJECT

ESP - EMERGENCY STORAGE PROJECT

IAC - INFRASTRUCTURE ACCESS CHARGE

IAWP - INTERIM AGRICULTURAL WATER PROGRAM 

IID - IMPERIAL IRRIGATION DISTRICT 

LIBOR - LONDON INTERBANK OFFERED RATE 

LRFP - LONG-RANGE FINANCING PLAN 

M&I - MUNICIPAL AND INDUSTRIAL 

MAF - MILLION ACRE-FEET (P.28)

MAIN -MUNICIPAL AND INDUSTRIAL NEED

MGD - MILLION GALLONS PER DAY 
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MWD - METROPOLITAN WATER DISTRICT 

OPEB - OTHER POST-EMPLOYMENT BENEFITS

PAYGO - PAY-AS-YOU-GO

QSA - QUANTIFICATION SETTLEEMENT AGREEMENT 

RSF - RATE STABILIZATION FUND 

SANDAG - SAN DIEGO AREA REGIONAL LAND USE AND PLANNING AGENCY 

SIFMA - SECURITIES INDUSTRY AND FINANCIAL MARKETING ASSOCIATION

SWP - STATE WATER PROJECT 

RTS - READINESS-TO-SERVE
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HELIX WATER DISTRICT
7811 University Ave
La	Mesa			CA					91942-4927
Carlos Lugo, General Manager 
Ph:	 619-667-6241
Cell:	 619-403-0279
Fax:	 619-466-1823
Email: carlos.lugo@helixwater.org
WA	Directors:	John	Linden,	DeAna	
Verbeke
LAKESIDE WATER DISTRICT
10375 Vine Street
Lakeside,	CA	92040
Brett Sanders, General Manager
Ph:	 619-443-3805
Fax	 619-443-3690
Email: lwdbsanders@sbcglobal.net
WA Director:  Frank Hilliker

CITY OF NATIONAL CITY
Engineering Department
1243 National City Blvd
National	City				CA					91950
Stephen Manganiello / City Eng.
Ph:	 619-336-4382
Fax:	 619-336-4376
Email: smanganiello@nationalcityca.gov
WA Director:  Ron Morrison

CITY OF OCEANSIDE
300 N. Coast Hwy
Oceanside					CA					92054-2886
Jason	Dafforn,	Interim	Water	Utilities	
Director
Ph: 760-435-5811 
Fax: 760-435-5814 
Email: jdafforn@ci.oceanside.ca.us 
WA Director:  Brian Boyle

OLIVENHAIN MWD
1966	Olivenhain	Road
Encinitas				CA					92024
Kim Thorner, General Manager
Ph: 760-753-6466
Cell: 760-415-6158
Fax: 760-753-1578
Email: kthorner@olivenhain.com
WA Director:  Christy Guerin

CARLSBAD MWD
5950	El	Camino	Real
Carlsbad					CA					92008
Wendy Chambers, General Manager
Ph: 760-438-2722 
Fax: 760-431-1601 
Email: Wendy.Chambers@carlsbadca.gov
WA Directors:  Keith Lewinger, Matt Hall 

CITY OF DEL MAR
Water Utilities Department
1050 Camino Del Mar
Del	Mar					CA					92014
Eric Minicilli, Public Works Director
Ph:	 858-755-3294,	x416
Cell:	 619-520-9657
Fax: 858-481-0254
Email:  eminicilli@delmar.ca.us
WA Director:  Ken Olson

CITY OF ESCONDIDO UTILITIES 
DEPT
201 N. Broadway
Escondido				CA					92025
Chris McKinney, Director of Utilities
Ph:	 760-839-4662
Cell:	 619-756-2570
Fax:	 760-432-9512
Email: cmckinney@escondido.org 
WA Director:  Ed Gallo

FALLBROOK PUBLIC UTILITY DIST
PO	Box	2290	(zip	92088)
990	E	Mission	Road
Fallbrook					CA					92028
Brian Brady, General Manager
Ph: 760-728-1125
Cell:	 951-551-8933
Fax:	 760-728-5943
Email: bbrady@fpud.com
WA Director:  Brian Brady

OTAY WATER DISTRICT
2554 Sweetwater Springs Blvd
Spring	Valley				CA					91978-7299
Mark Watton, General Manager
Ph:	 619-670-2210
Cell:	 619-871-5150
Fax:	 619-660-0829
Email: mwatton@otaywater.gov
WA Directors:  Gary Croucher, Mark Watton

PADRE DAM MWD
PO	Box	719003	(zip	92072-9003)
9300	Fanita	Parkway
Santee				CA					92071
Allen Carlisle, General Manager
Ph:	 619-258-4762
Cell:	 619-571-8298	
Fax:	 619-258-6402
Email: acarlisle@padre.org
WA Director:  Doug Wilson

PENDLETON MILITARY RESERVATION
AC/S	G-F,	Office	of	Water	Resources
Box 555013, Bldg 220101T
Camp	Pendleton			CA			92055-5013
John	Simpson,	Director	Office	of	Water	
Resources
Ph:	 760-725-1059
Fax: 760-763-5614
Cell: 760-846-2273
Email:  john.o.simpson@usmc.mil
WA	Director:		John	Simpson

CITY OF POWAY
Public Works Department
PO	Box	789	(zip-92074)
13325 Civic Center Dr
Poway				CA					92064
Troy Bankston, Director of Public Works
Mike Obermiller, Assistant Director of 
Public Works 
Ph: 858-668-4722
 858-668-4716
Fax: 858-668-1230
Email: tbankston@poway.org
 mobermiller@poway.org
WA Director:  Mark Weston

San Diego County Water Authority Member Agency Information
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YUIMA MWD
PO Box 177 
34928	Valley	Center	Road
Pauma	Valley					CA			92061
Lori	A.	Johnson
Ph: 760-742-3704
Cell:	 760-802-2692
Fax:	 760-742-2069
Email:   lori@yuimamwd.com
WA Director:  Ronald Watkins

SANTA FE IRRIGATION DISTRICT
PO	Box	409
5920	Linea	Del	Cielo
Rancho	Santa	Fe					CA						92067
Michael Bardin, General Manager
Ph: 858-756-2424
Fax: 858-756-0450
Email:	 	mbardin@sfidwater.org	
WA Director:  Michael Hogan
SOUTH BAY IRRIGATION DISTRICT
PO Box 2328
Chula	Vista				CA				91912
Ph:	 619-427-0868
Fax:	 619-425-9660
WA	Director:		Jose	Preciado

SWEETWATER AUTHORITY
PO	Box	2328	(zip	91912)
505 Garrett Avenue
Chula	Vista					CA						91910
Jim	Smyth,	General	Manager
Ph:	 619-409-6701
Fax:	 619-425-9660
Email: jsmyth@sweetwater.org

VALLECITOS WATER DISTRICT
201 Vallecitos de Oro
San	Marcos				CA					92069-1453
Dennis O. Lamb, General Manager
Ph: 760-744-0460
Cell:	 760-	685-2439
 Fax: 760-744-2738
 Email:  dlamb@vwd.org 
 WA Director:  Betty Evans

 VALLEY CENTER MWD
 PO Box 67
	29300	Valley	Center	Road
	Valley	Center				CA						92082
 Gary Arant, General Manager
 Ph:  760-735-4500
	Fax:	 760-749-6343
 Email:  garant@valleycenterwater.org
 WA Director:  Gary Arant

VISTA IRRIGATION DISTRICT
1391	Engineer	Street	
Vista					CA						92081-8836
Roy Coox, General Manager
Ph:	 760-597-3117
Fax:	 760-597-3017
Email:  rcoox@vid-h2o.org
WA Director:  Marty Miller

RAINBOW MWD
3707	Old	Hwy	395
Fallbrook			CA				92028
Tom Kennedy, General Manager
Ph:  760-728-1178
Fax:	760-728-0902
Email: tkennedy@rainbowmwd.com
WA Director:  Tom Kennedy
RAMONA MWD
105 Earlham Street
Ramona				CA					92065-1599
David Barnum, General Manager
Ph: 760-788-2214
Cell: 760-458-0842
Fax: 760-728-2575
Email: dbarnum@rmwd.org 
WA Director:  David Barnum

RINCON DEL DIABLO MWD
1920	N.	Iris	Lane
Escondido					CA						92026-1318
Greg Thomas, General Manager
Ph: 760-745-5522
Cell:	 760-644-5379
Fax: 760-745-4235
Email: gthomas@rinconwater.org 
WA	Director:		James	Murtland

CITY OF SAN DIEGO
Public Utilities Department
9192	Topaz	Way	(M.S.	901A)
San	Diego			CA					92123
Halla Razak, Director of Public Utilities
Ph:	 858-292-6401
Cell: 858-882-7353
Email: HRazak@sandiego.gov
WA Directors:   Razak, Saxod, Steiner, Tu, Williams, 
Wornham, Madaffer, Ayala,   Fong-Sakai, Heinrichs

SAN DIEGUITO WATER DISTRICT
160 Calle Magdalena
Encinitas					CA					92024
Glenn Pruim, General Manager
Bill O’Donnell, Assistant General Manager
Ph:	 760-633-2849
 760-633-2763
Cell: 760-250-8541
Fax: 760-633-2843
Email: gpruim@ci.encinitas.ca.us
 bodonnel@ci.encintas.ca.us
WA Director:  Mark Muir
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YUIMA MWD
PO Box 177 
34928	Valley	Center	Road
Pauma	Valley					CA			92061
Lori	A.	Johnson
Ph: 760-742-3704
Cell:	 760-802-2692
Fax:	 760-742-2069
Email:   lori@yuimamwd.com
WA Director:  Ronald Watkins
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Date:  December 9, 2015 
 

To:   San Diego County Water Authority Board Members 
 

From:  Ken Carpi, Washington Representative 
 

Subject: Federal Legislative Update 
 

 
Congress is working towards a December 11 deadline on approving an omnibus spending 
package for Fiscal Year 2016.   A fierce debate over policy “riders” makes it likely that the 
Continuing Resolution currently funding government operations will need to be extended 
for at least several days beyond the December 11 deadline.  Contentious riders include 
proposals to block the “Waters of the United States” rule, refugee resettlement programs, 
and health care funding. 
 
Work on Drought Response Derailed Over Controversy 
 

Recriminations continue to be heard following an attempt to attach drought legislation to 
the pending omnibus spending bill.  While an active blame game between Senator 
Feinstein and House Majority Leader Kevin McCarthy continues, the end result is that the 
aborted attempt to insert drought provisions in the spending bill have temporarily derailed 
negotiations.  Supporters of a congressional response to the drought in California and the 
West will now focus on renewing the effort in the New Year.   
 

Meanwhile, members of the California House Democratic delegation continue to complain 
about their exclusion from drought talks.  Their latest expression of displeasure came in a 
letter to relevant committee leaders hours before the supposed deal between Feinstein and 
McCarthy surfaced. 
 
New Transportation Law Includes WIFIA Fix 
 

The newly enacted “FAST Act” transportation authorization includes a provision allowing 
financing for water projects even if they also utilize municipal bonds. Section 1445 of the 
conference report strikes the provision in the Water Resources Reform and Development 
Act (WRRDA) that prevented Water Infrastructure Finance and Innovation Act (WIFIA) 
credit assistance from being provided to water projects that are financed, in whole or in 
part, with tax-exempt municipal bonds.  AMWA, NACWA, and many other water 
infrastructure associations have been seeking this change since WRRDA passed in 2014. 
 

 



 

EPA is continuing to develop guidelines for implementing its share of the WIFIA program.  
It received $2.2 million for program development last year.  This year, the House has 
proposed $4.4 million for further program development while the Senate has proposed 
$5.0 million.  While the fate of an omnibus appropriations bill is still unclear, EPA should 
have funds available in FY2016 to prepare the program to solicit applications for grants in 
FY2017, even if the government operates under a Continuing Resolution during FY16. 
 
Senate Votes to Repeal Clean Water Rule 
 

The Senate approved, 53-44, a resolution of disapproval against the Obama 
Administration’s “Waters of the United States” rule.  The House is expected to take up the 
resolution before the end of the year, but the President has stated he will veto the 
resolution.  Opponents of the rule do not have enough votes to override a Presidential veto.  
 

The Senate resolution, sponsored by Sen. Joni Ernst (R-IA), invokes the Congressional 
Review Act, which allows a simple majority of the House and Senate to act to overturn 
promulgated federal regulations.  The measure declares that the rule shall “have no force or 
effect.” 
 

The day previous to the vote, the Senate failed to approve a bill introduced by Senator John 
Barrasso (R-WY) entitled the “Federal Water Quality Protection Act” (S. 1140).  This bill 
would require EPA and the U.S. Army Corps of Engineers to rewrite the Waters of the 
United States rule after engaging in additional consultations with state and local 
governments.  The bill fell just shy of the 60 votes it needed to overcome a filibuster by 
Democratic leaders. 
 

Congressional opponents of the controversial rule are working to attach language blocking 
it to the omnibus appropriations package in preparation now.  In the meantime, a federal 
court has stayed the rule as it considers a broad number of suits by states and other 
organizations challenging its legality.  Oral arguments are scheduled for December 8 
before the Sixth Circuit in Cincinnati on whether the Court should move forward now with 
a decision on the rule or to wait for multiple suits in several other Circuits to run their 
course.  
 
House Approves Microbead Legislation 
 

The House approved legislation banning the manufacture and sale of personal care 
products and rinse-off cosmetics containing plastic microbeads by 2019.  The vote came 
after the Committee on Energy & Commerce approved the “Microbead-Free Waters Act” 
(H.R. 1321) by a unanimous voice vote. 
 

Introduced by Energy & Commerce Ranking Member Frank Pallone (D-NJ), the bill 
would ban products containing microbeads less than five millimeters in size.  The ban 
would be imposed in stages starting on July 1, 2017, and finishing two years later.  The 
committee adopted an amendment allowing the bill to preempt state laws, including 
California’s, which had previously sought to restrict the manufacture or sale of microbead 
products.   
 

 



 

A Senate companion bill, S.1424, has not yet received a hearing in the Senate Committee 
on Health, Education, Labor, and Pensions.  Senator Kirsten Gillibrand (D-NY) introduced 
that measure. 
 
Kopocis Retirement Kicks Off Staff Shuffle at EPA 
 

Deputy Assistant Administrator for Water Ken Kopocis retired from EPA on November 4. 
He was first nominated to lead the division in June 2011, but congressional Republicans 
refused to allow his confirmation because of broad opposition to the Office’s agenda and, 
more pointedly, at Kopocis’ involvement preparing the “Waters of the United States” 
Clean Water Rule.  
 

Associate Administrator for Policy Joel Beauvais took over for Kopocis as Acting Deputy 
Assistant Administrator for Water. Associate Administrator for Congressional and 
Intergovernmental Regulations Laura Vaught has assumed Beauvais’ policy position.  
Deputy Associate Administrator Nichole Distefano, in turn, will fill her position. 
 
EPA Launches Newsletter on Water Financing Programs 
 

The Environmental Protection Agency has launched a quarterly newsletter called “Water 
Finance E-News.”  The newsletter will provide information on project financing assistance 
offered by EPA, including information from the Water Infrastructure and Resiliency 
Finance Center and on the Water Infrastructure Finance and Innovation Act (WIFIA) pilot 
program. The newsletter will report on the program developments, training, and tools from 
these programs. 
 

 

 



 
   

December 9, 2015 
  
Attention: Imported Water Committee 
 
Metropolitan Water District Delegates’ Report for December (Discussion) 
 
Background 
This report summarizes key discussions held and actions taken at the Metropolitan Water District 
(MWD) committee and Board meetings, as reported by the MWD Delegates.  The MWD 
committees and Board met on December 7 and 8, 2015.  The next regular MWD Board and 
committee meetings are scheduled for January 11 and 12, 2016. 
 
Discussion 
During this month’s MWD committee and Board meetings, items of interest included: 1) adopting 
legislative priorities for 2016; and 2) increasing the contract limits for two agreements related to 
Water Authority Rate Litigation by $650,000 (raising the total amount authorized by the Board for 
this litigation to $25.45 million).  Also, MWD received reports on water supply and storage 
management issues including: 1) MWD’s 2015 Integrated Water Resources Plan (IRP) update; 2) 
negotiations related to mitigating potential shortages on the Colorado River; and 3) MWD’s 2016 
water storage plan.   
 
MWD’s Water Supplies and Storage Items 
MWD staff presented its 2016 strategy to replenish its diminishing storage reserves and reported on 
its negotiations with other states to manage shortages on the Colorado River.  Staff reported that 
MWD is prepared to store water should the forecasted El Niño result in supplies beyond those 
needed to meet demands.  Due to better than expected conservation efforts and reduced member 
agencies demands for MWD water, the projected dry-year storage at the end of 2015 is about 
900,000 acre-feet.  For 2016, because MWD’s surface storage is severely depleted, it has a “put” 
capacity of almost 1.1 million acre-feet.  Staff reported that MWD’s storage priorities from greatest 
to least are: State Water Project (SWP) flex storage accounts, SWP carryover storage, Diamond 
Valley Lake, MWD’s Intentionally Created Surplus (ICS) account in Lake Mead, in-region 
groundwater conjunctive use programs, Central Valley and other outside of region groundwater 
banking programs, and, finally, MWD’s cyclic storage programs.   
 
While MWD is planning for abundance on the SWP system, it is negotiating “contingency plans” to 
the 2007 Interim Shortage Guidelines on the Colorado River with the Lower Colorado River Basin 
(Lower Basin) agencies.  Colorado River Resources Manager Hasencamp reported that there is an 
increasingly greater chance of shortage in the Lower Basin starting in 2017 both because of the low 
system storage and because the River is over-apportioned.  Although the Lower Basin water users 
agreed to the 2007 Interim Shortage Guidelines that establish shortage triggers and response actions 
through 2026,1 Hasencamp said separate negotiations among Lower Basin water agencies, including 
MWD, are occurring to develop terms to mitigate the impacts of shortages.  Although California 
holds senior water rights,2 MWD is considering voluntary reductions because it may be willing to 
“give up some water” for increased dry-year reliability, Hasencamp reported.  He also said that 

                                            
1 If a shortage were to occur, MWD’s take from its ICS account would be restricted and interstate exchanges (such as 
the ones it has entered into with Southern Nevada Water Authority) would be limited.   
2 During a shortage on the Colorado River, Arizona and Nevada face the first reductions in supplies, which deepen as 
Lake Mead’s elevation drops.  Arizona’s cut-backs comprise the majority (about 96 percent) of these reductions.   
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these voluntary use reductions could prevent Lake Mead from dropping to an elevation that would 
spur “unstable conditions.”  The Delegates expressed concern that MWD would agree to voluntary 
water reductions, which are described in Attachment 1. 
  
MWD’s 2015 IRP Update 
MWD staff provided an overview of the Draft 2015 Update IRP Technical Report, which includes 
existing and under construction supply projections and demand forecasts to 2040.  To address 
potential gaps between supplies and demands, the report identifies resource “targets” for MWD’s 
Colorado River and SWP supplies, and for local resource development and conservation.  The 
MWD Board is scheduled to adopt the final report at its January 2016 meeting.  Following the 
presentation on the technical report, MWD staff provided a report on policy issues it collected 
through the IRP technical update process including those related to: 1) water supply reliability; 2) 
conservation measures; 3) local resources development; 4) storage management; and 5) transfers 
and exchanges strategy.  Attachment 2 describes the Board’s discussion of its 2015 IRP update.   
 
MWD’s 2016 Legislative Priorities 
MWD staff presented its proposed 2016 state and federal legislative priorities that included, 
according to staff, minor changes.  Highlighted modifications included the addition of stormwater 
as a regional water resources priority, the insertion of support for the California WaterFix, support 
to exempt water efficiency rebates from federal taxation, and others.  Following staff’s presentation, 
several modifications were requested by various directors.  Although many of these changes were 
incorporated for the Board’s consideration at its meeting the next day, further discussion ensued.  
Attachment 3 details the discussion at both the committee and Board meetings.  The Board 
approved the 2016 legislative priorities as amended by the committee with Directors Lewinger, 
Steiner, and Tu opposing their adoption.   

 
Overview 
Overall, the Water Authority Delegation supported 11 of the 14 action items approved by the MWD 
Board, recusing themselves on the rate litigation item.  Additionally, the Delegates wrote a letter to 
MWD requesting when a closed session agenda item is listed that it also include a companion open 
session item, as appropriate, that describes the purpose of the closed session for better 
transparancy.3  Also, MWD inducted new Director Lorraine Paskett, representing the city of Los 
Angeles, which due to updated assessed valuation now has five seats on the MWD Board.   
 
Prepared by:   Liz Mendelson-Goossens, Water Resources Specialist 
Reviewed by:  Communications and Legislation Committee by Keith Lewinger and Yen Tu 
  Engineering and Operations Committee by Fern Steiner 
  Finance and Insurance Committee by Keith Lewinger  
  Integrated Resources Planning Committee by Keith Lewinger and Fern Steiner 
  Legal and Claims Committee by Fern Steiner and Yen Tu 
  Organization, Personnel and Technology Committee by Michael Hogan 
  Water Planning and Stewardship Committee by Keith Lewinger and Fern Steiner 
 
Attachment 1: Discussion Summary on MWD’s Colorado River Matters Report 
Attachment 2: Discussion Summary on MWD’s 2015 Integrated Water Resources Plan Update 
Attachment 3:  Discussion Summary on MWD’s 2016 Legislative Priorities 

                                            
3 The Delegate’s letter to MWD on MWD’s involvement in the Omega Chemical Corp Superfund Site and closed session 
protocol, dated November 30, 2015, can be found here: http://www.mwdfacts.com/wp-content/uploads/2015/12/2015-11-
30-WA-Delegates-ltr-re-8-7-Omega-Chemical-Corporation-Superfund-Site.pdf  
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Discussion Summary on MWD’s Colorado River Matters Report 

At MWD’s December Water Planning and Stewardship Committee meeting, staff provided a 
report on its recent negotiations with Lower Colorado River Basin (Lower Basin) water users to 
develop a term sheet to mitigate shortages on the Colorado River.  One idea being discussed is 
for Lower Basin water users, including MWD, to voluntarily reduce water diversions as Lake 
Mead elevations decline.  Because of California’s senior water rights to Colorado River water, 
the Water Authority’s Delegates expressed concern about this approach and sought further 
clarification on these recent negotiations. 
 
In response to Director Steiner, Colorado River Resources Manager Hasencamp said that these 
negotiations are separate from the existing shortage guidelines; and in the recent negotiations, 
California would be taking a voluntary cut in Colorado River supplies.1  Questioning the 
rationale for California to voluntarily cut its Colorado River supplies, Steiner asked why Arizona 
would not address its need for water by considering increasing its pumping capacity. She noted 
Arizona has about 6 million acre-feet of groundwater in storage, but currently only pumps about 
55,000 to 60,000 acre-feet annually.  Stating that he does not know the exact accounting, 
Hasencamp said that if a shortage was triggered, Arizona would have to use groundwater 
supplies to meet some of its demands.  Based on Arizona’s groundwater pumping constraints, 
Steiner mentioned the possibility of federal legislation to manage Arizona’s limitations.  General 
Manager Kightlinger described Arizona’s lack of infrastructure to extract groundwater as a 
“timing issue,” because Arizona will not need its groundwater for another 10 years or so and 
would not want to invest in infrastructure that would sit idle.   
 
In response to additional questions from Lewinger, Hasencamp said that the current negotiations 
try to distribute Lake Mead’s evaporation losses (currently not accounted for) among the Lower 
Basin users, and that Arizona is advocating for these voluntary reductions.  Director Tu asked if 
MWD is seeking to change the Intentionally Created Surplus (ICS) methodology.  Hasencamp 
responded it is agreed to how ICS works when there is no shortage, and clarified that water users 
are trying to resolve how the Lower Basin would operate in a shortage before one occurs. 
 

1 Under the existing Law of the River, Arizona takes the first cuts in a shortage. 
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Discussion Summary on MWD’s 2015 Integrated Water Resources Plan Update 

At MWD’s December Integrated Resources Planning Committee (IRP Committee) meeting, staff 
provided two presentations related to its 2015 Integrated Water Resources Plan (IRP) update.  
The first was an overview of the Draft 2015 Integrated Water Resources Plan Update Report, 
which included key results and resource development recommendations stemming from the 
IRP’s technical update.  The second presentation listed potential policy issues that the MWD 
Board may wish to consider during upcoming policy implementation discussions (the second 
phase of the 2015 IRP update).   
 
Following the overview of the draft IRP report, Director Steiner pointed out the MWD’s local 
resources production forecast only includes existing and under construction projects and left out 
two “major” projects under development in Los Angeles and San Diego.  Steiner expressed 
concern for the potential to over-develop supplies and requested information used in MWD’s 
demand analysis.  IRP Committee Chair Atwater (Foothill) commented that since the first IRP in 
1996, the balance between developing buffer supplies and over-developing supplies has been 
debated.  General Manager Kightlinger commented that the IRP is updated every five years, 
implying that MWD will be able to respond to changes in supply needs.  Director Lewinger also 
asked about the availability of data used to develop MWD’s supply and demand forecasts.  
Upadhyay replied that some of the assumptions that were used in MWD’s modeling are provided 
in the report’s appendices, but not all.  These comments concluded the committee’s discussion 
on the technical update and it transitioned to the policy issues presentation. 
 
Following staff’s presentation of the IRP’s policy inventory, Director Blois (Calleguas) sought 
clarification on the 2015 IRP update’s timeline.  MWD staff responded that the Board is 
scheduled to adopt the IRP’s technical findings at its January 2016 meeting and begin 
discussions on related policy issues in 2016.  Kightlinger added that although the IRP is updated 
every five years, MWD periodically reviews its “strategic principles” and how MWD “does 
business.”  Expressing concern with MWD’s current ad hoc expenditures and policy making 
actions, Director Tu advocated that MWD’s IRP update be followed by a plan describing how 
MWD will fund the update’s recommendations.  She sought to ensure that MWD is not simply 
going through the motions of updating a report that would be shelved with little connection to 
MWD’s operating, business, and financial policies.  Calling IRP reports “living documents,” 
Kightlinger said the updates identify where MWD missed and achieved the plan’s goals.  He 
added that through its two-year budget, MWD funds the programs and projects that are 
developed as a result of the IRP.  Following Kightlinger’s comment that the Board may chose to 
change how its conducts business, Tu said that to have informed policy discussions it is 
necessary to have the data used to develop the IRP’s forecasts and recommendations.   
 
Focusing on a specific policy angle, Director Ramos (Burbank) commented that she is interested 
in having a policy that would allow member agencies to opt-out of regionally-funded local 
resources projects.  She commented that although she understands the “big picture” of 
regionally-developed local projects, such as the recycled water program with Los Angeles 
County Sanitation Districts, her agency does not directly benefit (since it will not receive the 
program’s water), and raised questions about how the program is paid for and who pays for it.  
Atwater replied that the recycled water program’s feasibility studies will address these financing 
questions.  Kightlinger reflected that Ramos’ question on who pay and who benefit is an ago-old 
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question that has been asked and “addressed constantly” since MWD built the Colorado River 
Aqueduct.  Calling his water district a “donor agency,” Touhey (Upper San Gabriel) said his 
agency focuses on the “big picture” and although it relies primarily on groundwater supplies, it is 
paying for MWD’s reliability in case it needs it, using the current drought conditions as an 
example.  Director Dake (Los Angeles) reflected on how he would prefer to invest more in 
reliability to avoid allocation of water supplies, but agreed that the Board should discuss how this 
reliability is paid for.  Reflecting on current conditions, Steiner commented on the potential that 
some emergency conservation regulations may become permanent, potentially exposing MWD 
to over-developing supplies and stranding assets.  Atwater commented that this policy issue was 
included in staff’s presentation for the Board’s consideration. 
 
 



    Attachment 3, Page 1 of 2 

Discussion Summary on MWD’s 2016 Legislative Priorities 

MWD staff presented proposed 2016 legislative priorities at MWD’s December Communications 
and Legislation Committee meeting.  Following staff’s report, Director Murray (Los Angeles) 
requested a language change related to endangered species legislation to ensure MWD maintain 
its support to protect these species.  Director Steiner requested that desalination be added to 
MWD’s list of water resources that it will seek to promote.  Both changes along with others 
requested by directors were incorporated into the committee’s priories.  During the committee’s 
discussion, Director Lewinger voiced concern that the wording of the legislative priorities may 
allow staff to take positions on individual bills without first obtaining a Board authorization.  
Lewinger also noted the changes made in reference to the Bay Delta Conservation Plan (BDCP) 
and California WaterFix (WaterFix) may suggest that MWD supports a specific project, while 
the Board has not, in fact, taken a position.  Committee Chair Kurtz (Pasadena) said it was her 
understanding that all legislation would return to the Board for consideration before MWD takes 
an official position.  Affirming Kurtz’s understanding, General Manager Kightlinger said the 
priorities related to the BDCP and WaterFix are the same as the priorities adopted by the Board 
over the past years and the only change is the inclusion of the WaterFix.  Kightlinger said staff 
would return to the Board to take a position on a specific Delta project.  Lewinger said he 
remained concerned that the language could be interpreted as MWD’s support for a specific 
project.  Chair Record (Eastern) said that MWD indeed supports a Bay-Delta Fix as is reflected 
in its significant investment in the BDCP process.  Clarifying his comments, Lewinger said that 
MWD supports the BDCP process and  he is seeking to ensure that  adding the WaterFix to the 
priorities’ language does not alter that position (support for a process compared to support for a 
specific project).  Kurtz suggested that Lewinger provide his recommended changes to the 
priorities, which Lewinger did on the following day at MWD’s Board meeting. 
 
During the Board’s consideration of the priorities as modified by the committee, Lewinger made 
a substitute motion to remove mentioning the WaterFix from the priorities and change the 
priorities language so MWD would support action “to advance conveyance and ecosystem 
improvements to help achieve the coequal goals of water supply reliability and Delta ecosystem 
restoration.”  The changes, Lewinger said, are consistent with MWD’s position to support the 
process and not a specific project.  By including “California WaterFix” in the language of the 
priorities, Lewinger said implies support for a specific project.  Director Barbre (Municipal 
Water District of Orange County) asked two questions: 1) if any other director also interpreted 
the committee’s recommended language as support a specific project and 2) if any other director 
thought that MWD did not support the WaterFix.  Expressing his opinion that the wording of the 
priorities does not suggest MWD supports the WaterFix, Barbre said he also believes MWD 
supports it considering MWD’s investment in it.  Record agreed with Barbre and asked 
Kightlinger how much MWD has invested in a Delta Fix.  Reporting that MWD has spent almost 
$70 million, Kightlinger added that as a state and with the other SWP contracts the total amount 
spent is $250 million.  In relation to removing “California WaterFix” from the priorities, De 
Jesus (Three Valleys) asked the significance of keeping the language or striking it.  Kightlinger 
replied that this priority has been the same for several years and the only change is the addition 
of the words California WaterFix, which were included based on MWD’s investment of money 
and time to “move forward” the BCDP and WaterFix.  Kurtz said her understanding was that 
MWD’s support of a specific Delta project is contingent on costs and how they are allocated.  
Kightlinger agreed with Kurtz and Lewinger requested that this distinction be incorporated in the 
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priorities.  Expressing support for the committee’s recommendation, Record called for the vote 
on Lewinger’s substitute motion.  The motion failed, only gaining the support of the Delegates.   
 
Before voting on the committee’s recommendation, Lewinger sought clarification on the 
previous day’s comments that MWD will return to the Board for discussion on all legislation as 
it is introduced and before MWD takes an official position.  Kightlinger said that is incorrect, 
staff only returns to the Board for approval of positions on “major” legislation, which would 
include the WaterFix.  Agreeing with Kightlinger, Secretary Morris (San Marino) said the 
legislative priorities were developed to guide MWD’s staff in working on legislation, improving 
efficiency.  The Board adopted the committee’s recommendation 2016 legislative priorities, with 
Directors Lewinger, Steiner, and Tu opposing them.   
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