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IMPORTANT NOTES TO READERS OF THIS REPORT:

The information, recommendations and conclusions stated in this Report are the opinion
of IROC as an independent advisory committee and should not be construed as an audit,
formal financial review, or as the official position of the City of San Diego. Accordingly,
while the source of Appendices 1-6 is the Comprehensive Annual Financial Report
(CAFR), IROC has modified these appendices and added calculations for variances and
percent changes for purposes of this report. The source of Appendix 7 is the Macias Gini
and O’Connell Review of the 2006 Water and Wastewater Utility Funds which has also

been modified by IROC for purposes of this report.

It should be noted that even though this report covers the period of July 1, 2012 through
June 30, 2013, some of IROC’s statements in this report include information that came to

light after the end of that reporting period.
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IROC’S KEY RECOMMENDATIONS:

1. Recommend IROC review the 2014 Wastewater cost of service study (COSS)
(including its detailed financial forecast) to determine whether the Wastewater
fund needs to adjust planning accordingly, by raising enough cash to meet current
expenses, but less than needed to fund new Capital Improvement Projects (CIP)
(by drawing down cash levels). IROC requests that the Department complete the
2014 Wastewater COSS by March 2014, and provide IROC the underlying
financial model for review prior to that date so that IROC can determine the
reasonableness of the assumptions underlying the model. This will allow IROC to
determine the reasonableness of the cash/investment levels in the Wastewater fund,
and the reasonableness of any rate recommendation contained in the study.

2. Recommend that the Department seek to incorporate language in future Master
Installment Purchase Agreements, if acceptable to bond purchasers, to allow
surplus cash to either be counted toward compliance with debt service coverage
(DSC) requirements or be rebated to customers without being counted against the
requirement. This would prevent recurrence of the situation which occurred in the
2013 COSS whereby the Department has to recommend a water rate increase to
comply with DSC requirements while still maintaining cash levels in excess of
those needed for operating and capital needs.

3. Recommend that an annual Actual vs. COSS financial variance analysis be
produced for both the Water and Wastewater programs in a format similar to the
one produced by Macias Gini & O’Connell in the program “Use of Funds” review
to ensure that Department’s finances are on track with the assumptions contained
in the COSS upon which their rates are based. IROC recommends this be done by
an independent outside party to ensure credibility with annual reporting to IROC,
the NR&C Committee (Committee on the Environment) and the Independent
Budget Analyst.

4. Recommend that the Department continue to assess the impact on recycled water
costs to ratepayers, recognizing that there may be some benefit to potable water
users as well, and identify appropriate rate adjustments to achieve greater cost
recovery consistent with the twin goal of avoiding major demand disruption.
IROC recommends that any adjustments be phased in over a five year period to
avoid a large one year rate shock to recycled water users and to give wholesalers
time to adjust their business models to the higher rates thereby avoiding major
demand disruption.

5. Recommend the Department and the Public Works Department develop a plan that
will show how the two departments will be able to increase their capacity to fully
implement the CIP program over the next five years. This plan should specify
what levels of staffing will be required for both departments over the time period
and 1dentify the lead times needed to have staff in place by the time they are
required. This plan should be presented to IROC, and the City Council’s NR&C
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Committee (Committee on the Environment) and the Infrastructure Committee.
After it is approved, the plan should be periodically reviewed by each of those
committees to assure that the capability to fully and expeditiously implement and
manage the CIP is being realized. If it is not, the City should consider either
moving the implementation and management of the CIP back into the Department,
or some other alternative so the CIP can move ahead as needed.

6. Recommend the Department report back to IROC with a plan to increase their
construction management and contracting capability in order to successfully and
expeditiously execute the CIP plan for FY2014 and FY2015.

7. Recommend the Department continue aggressive efforts in water conservation
messaging and stakeholder engagement.

8. Recommend the Department evaluate opportunities for managed competition and
present options to IROC.

Important Note: The context for the above recommendations is in the Issues and
Observations section of this report. This section identifies each of the three
subcommittee’s detailed discussions for FY2013.
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IROC’S KEY OBSERVATIONS:

1.

The Department has made major improvements in the overall financial
management and transparency of the Water and Wastewater programs during FY
2012-13. This will enable IROC to reduce its financial oversight from previous
elevated levels to those levels appropriate when adequate financial management,
reporting and transparency are in place, as is now the case with the Department.

Analysis indicates that from 2007-12 (the period covered by the previous rate case)
various factors contributed to lower than projected expenditures as compared to the
Department’s authorized collection of revenue (via rates). This resulted in elevated
and growing unrestricted cash/investment levels and unrestricted fund balances in
the water fund, as reported in prior IROC reports. However, for the current 2013
Cost of Service Study (COSS), the Department has recalibrated those revenue and
expenditure projections and instead of absorbing the San Diego County Water
Authority pass-through rate increases as was done for calendar years 2012 and
2013, now needs to pass them through to ratepayers. The 2013 COSS study is
projecting annual cash deficits in FY13-15 to draw down cash levels to more
justifiable levels while continuing to meet the three tests of financial sustainability.
IROC finds this is consistent with the requirements and Prop 218 by providing
funds which are no more than necessary to cover the reasonable cost of providing
water services. IROC therefore supports the 2013 COSS because it maintains the
Water utility’s financial viability while drawing down excess fund levels.

IROC believes that substantial progress and improvements have been made in
Department financial and CIP management, reporting, and transparency for which
Department management should be congratulated. This has addressed many of
IROC’s concerns expressed in prior year reports and is a major improvement made
possible by the prior Department Director and the current Departmental business
and finance manager and staff, as well as the Public Works Department. IROC
hopes this will continue in subsequent administrations.
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IROC MISSION OVERVIEW:

Purpose and Intent

The purpose and intent of IROC is defined by section 26.2001 of the San Diego Municipal
Code. The current version of the Municipal Code reflects changes that were the result of a
joint recommendation of IROC and the San Diego County Taxpayer’s Association and
were approved by a 3-0 vote at the October 10", 2012 NR&C Committee meeting. As
required, the Municipal Code revision was read and subsequently approved unanimously
in two City Council meetings held on November 26™ 2012 and J anuary 8™ 2013.

Major changes included:

e [ROC shall present a work plan to the NR&C Committee by May 1 of each year.
The work plan will describe activities and tasks IROC anticipates performing in
the coming year.

e Elimination of the financial audit requirement.

e C(larification of IROC’s role in advising on the priority and scope of audits.

e JROC to recommend at least one performance audit of Water & Wastewater
systems annually.

e Review of Water & Wastewater CIP schedules and budgets.

e Added emphasis on the importance of regular reviews of CIP schedules and
budgets.

e JROC will prepare annual reports for the Mayor and City Council, and present the
reports to NR&C Committee.

Attachment A contains the latest version of the San Diego Municipal Code Section
26.2001 regarding IROC.
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IROC ANNUAL WORK-PLAN:

IROC submitted its first FY 14 Work-Plan to the NR&C Committee on March 27, 2013.
The priority activities and tasks identified for FY2014 included the following:

e Quarterly CIP Review

¢ Financial Reporting Oversight and Trending of Water and Wastewater Funds
e (Cost of Service Study Review

e System Condition Reviews on Infrastructure

e Point Loma Modified Permit Monitoring

e Performance Audit Recommendations and Reviews

e Potable Reuse Outreach and Communication Monitoring

e Water Conservation Messaging

e Proactive Ratepayer Outreach Review

e Customer Service Review

Attachment B contains the complete IROC FY2014 Work-Plan.
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IROC MEMBERSHIP:

IROC Members and Officers

Gail Welch, Chair'”
Don Billings, Vice Chair®
Christopher Dull
Andrew Hollingworth
Jeff Justus

Jack Kubota

Jim Peugh

Irene Stallard-Rodriguez
Vacant

Vacant

Vacant

Ex-Officio Members:
Louis Natividad

Jim Peasley

Ken Williams

Yen Tu

Commercial and Industrial Ratepayer
Finance/Municipal Finance Professional
Construction Management Professional
Audit/Accounting Professional
Landscape Architect/Irrigation Professional
Engineering Professional
Environmental Professional
Single-Family Residential Ratepayer
Multi-Family Residential Ratepayer
Science Professional

Law Professional

Metro Wastewater JPA Representative
Metro Wastewater JPA, Alternate
SDCWA City 10 Representative
SDCWA City 10, Alternate

Attachment C contains more detailed information on IROC Member Appointment Dates,
Term Expiration Dates and Council District/Community Representation.

Notes:

(1) Ms. Gail Welch became IROC Chairwoman on May 21, 2012.
(2) Mr. Don Billings became IROC Vice-Chairman on May 21, 2012.
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IROC SUBCOMMITTEES:

IROC has formed three subcommittees to implement the direction of the Municipal Code:
(1) Finance; (2) Infrastructure and Operations, and (3) Outreach and Communications.
The subcommittees typically address issues in greater detail than the full IROC and
advance issues to the full IROC for action. All actions and recommendations coming
from IROC must be approved by a majority of the full IROC and not from one of the
subcommittees.

1. Finance Subcommittee

The major issues and areas addressed by this subcommittee in FY2013 included Water
and Wastewater Fund Financial Reviews of the following: 1) Long Term Revenue and
Expense Trends; 2) Cash and Investment Levels; 3) Operating Surpluses; 4) Department
Reporting; 5) Dedicated Reserve for Efficiencies and Savings (DRES) Fund; 6) Water
Cost of Service Study; and 7) the CIP Program.

Members
Subcommittee members are: Andrew Hollingworth (FY2013 Chair), Don Billings,
Irene Stallard-Rodriguez, Gail Welch and Ken Williams.

2. Infrastructure and Operations Subcommittee

The major issues addressed by this subcommittee in FY2013 were issues that are both
environmental and/or technical in nature, potentially having a direct effect on the rates
charged to the citizens of San Diego by the City of San Diego Public Utilities Department,
on the service provided, and on the region’s environment and natural resources.
Beginning in FY2013, this subcommittee is also responsible for oversight of the Public
Utilities Department’s (Department) CIP to ensure it is accomplished on schedule and on
budget.

Members
Subcommittee members are Jim Peugh (FY2013 Chair), Jeff Justus, Jack Kubota,
Todd Webster (to 7/16/13) and Gail Welch.

3. Outreach and Communications Subcommittee:

The major topics addressed by this subcommittee in FY2013 are those that have the
highest impact on ratepayers, both from a service perspective and/or a potentially
significant rate impact perspective. These include: 1) Maintaining water conservation
efforts; 2) Reviewing water purification demonstration project metrics; 3) Reviewing
progress for new Customer Care Solutions (CSS) system; and 4) Enhancing the public’s
understanding of reasons for water rate increases.

Members
Subcommittee members are: Irene Stallard-Rodriguez (FY2013 Chair),
Christopher Dull, Jack Kubota, Luis Natividad and Gail Welch.
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FY2013 TOPICS OF DISCUSSION:

During Fiscal Year 2013, IROC discussed numerous topics that span the spectrums of
water and wastewater utilities. Most of those topics are on-going in nature and have been
addressed in IROC’s first five Annual Reports, FY2008, FY2009, FY2010, FY2011 and
FY2012. Those Reports can be found on the City of San Diego’s website (See web link
below):

http://www.sandiego.gov/mwwd/general/commissions/index.shtml

Attachment D of this Report lists a summary of agenda items discussed at IROC and its
subcommittees during FY2013.
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IROC SUBCOMMITTEE DISCUSSION OF ISSUES AND
OBSERVATIONS:

This section of the annual report provides issues, observations, recommendations and
future topics of discussion for each of the three subcommittees.

The following FY2013 IROC issues were reviewed by the Finance
Subcommittee.

Note: Attachment E at end of this report contains various Appendices referenced in the
Finance section of this report.

Long Term Revenue and Expense Trends

Each year IROC reviews both the water and wastewater fund finances to determine:

1. Whether water and wastewater rates are too high, too low, or at the correct level to
fund operations and capital costs as well as maintain adequate debt service
coverage ratios.

2. Whether the Department is operating in a cost effective manner with costs that are
necessary and justified.

Water and Wastewater rates may be too high if unrestricted cash/investments and fund
balances show a steady, unplanned increase, or net income/loss before
contributions/transfers shows a consistent surplus, assuming minimum reserve and debt
coverage ratios are maintained. They may be too low if the reverse occurs.

However, because the Department also administers large water and wastewater capital
programs actual results need to be reviewed in conjunction with financial forecasts (if they
are available) to see if financial viability is maintained over the forecast period. In 2013
the Department completed a water cost of service study (COSS) which included financial
forecasts for 2014 and 2015 based on 2013 year-end financial estimates. The last COSS
was completed in December 2006, and served as the basis for rates beginning in 2007.
Therefore, historic actuals need to be considered in conjunction with the COSS financial
forecasts to determine whether water rates are at appropriate levels.

The Department had originally forecasted that a wastewater COSS would be completed by
March 31, 2014 to determine whether wastewater rates are at appropriate levels. They
now indicate that they are evaluating the impact of the industrial waste program and its
impact on the Wastewater rates to the various customer classes and that only this update
will be completed by the end of March 2014. IROC plans to be involved in the review of
both studies.

Reviewing financials can also help determine whether the Department is operating
efficiently (and, in the event that there is evidence of any inefficiency, that the costs of any

IROC Annual Report, Fiscal Year 2013
Page 12 of 43



such inefficiency are not being passed through to ratepayers via higher rates). Unlike
most private sector companies, the Department is a public sector monopoly and is
therefore not subject to market competition to ensure it operates efficiently. Instead, such
organizations may employ internal processes to seek to achieve efficiencies, and benefit
from the oversight of bodies such as IROC or the California Public Utilities Commission
rather than market competition to ensure they operate efficiently and that costs are
reasonable and necessary. At the same time, the Department’s rates are approved only by
elected officials (specifically, the San Diego City Council), so it is subject to non-market,
political pressure that may lead it to under-invest in necessary infrastructure, leading in the
short run to lower rates but, in the longer run, to costs and rates that are higher than
necessary.

To determine this, IROC analyzes water and wastewater fund financials each year, and
benchmarks them against other utilities having broadly similar characteristics, to see
whether, prima facie, they are on par with those other utilities. Indications of inefficiency
could occur if costs and certain ratios, such as the ratio of total costs to total assets or the
ratio of total costs to revenues, shows a consistent upward trend over time without
adequate explanation. Such trends, if found, could be unsustainable, and would
ultimately necessitate an upward rate adjustment. Another indication of inefficiency
would be if the Department’s costs were out-of-line when compared to those of peer water
utilities without adequate explanation. Finally, inefficiency could occur if water sales are
decreasing without some reduction in operating costs so that the organization and its cost
structure are “right sized” to the level of service it’s providing the public.

Substantial Improvements Made In Overall Department Financial Management and
Transparency

The Department made substantial improvements in the overall financial management and
transparency of the water and wastewater programs during FY 2013. This was largely due
to the hard work of the Department’s management team - in particular the Finance
Manager and staff who worked weekends to provide IROC information needed to perform
their oversight function.

From 2008 and through 2011, it became apparent that the Department was collecting more
revenues than needed to fund their operations and capital programs since revenues and
expenses were substantially different from the amounts forecasted in the 2006 Cost of
Service Study upon which the current rate structure was based. This was confirmed by the
Macias Gini & O’Connell Review of Funds of the 2006 Water and Wastewater Rate Cases
released in 2013 for the period 2008 thru 2011 as shown in Appendix #7. This caused total
restricted and unrestricted cash and investments in both the water and wastewater funds to
increase to $980 million ($456 million for Water and $530 million for Wastewater) by the
end of FY2012 as shown in Appendix #1. IROC recognizes that the water and wastewater
funds are separate enterprise funds that cannot be co-mingled, but for the purpose of this
annual report they have been totaled. The “Cash and Investments” amounts include Debt
Service Requirements (to fund future debt service payments), Reserves (per City Reserve
Policy), Continuing Appropriations (carryover CIP budget), Encumbrances (contractual
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commitments) and Undesignated funds (to be applied to future CIP projects). The
“undesignated” funds amounted to $64 million for Water and $99 million for Wastewater
as of June 2012. IROC requested and received several detailed presentations from the
Department on the various fund balances in FY13. This included a review of the statement
of net assets, revenue and expense statements, as well as projections of anticipated future
cash levels. On the basis of the information provided, in its meeting of March 18, 2013,
IROC voted in support to send a letter to the NR&C Committee stating that IROC is
satisfied that the current cash levels in the water and wastewater funds appear reasonable
given the existing debt service ratios, the City Reserve Policy, and projected near-term
future cash needs for CIP projects. In the same letter, IROC also communicated its
collective opinion that the reserves in place appear reasonable based on current financials
and the Department’s projections to use undesignated cash balances for future CIP
projects, as is being done in the 2013 COSS.

Although the Department collected funds as authorized in the rate case, expenses were
well below projections due to a variety of factors, including operating savings achieved by
the Department, success in obtaining grant funding, savings due to the refinancing of debt,
and lower-than-anticipated project bids due to the economic downturn. At the same time,
execution of the CIP program lagged projections, and this raised concerns on IROC’s part
regarding the management of both CIP programs, which was exacerbated by problems
obtaining credible financial and CIP information and other transparency problems from
2009 to 2011. Also, during this period, the Department was implementing the City’s new
SAP platform, completing an internal re-organization, and transitioning to a new CIP
management structure due to the City’s decision to remove from the Department critical
CIP management functions. Department management worked very closely with IROC
from FY2012 to FY 2013 to provide the right look at the data. Key to this progress was
the action of the prior Director and the current Finance Manager which included the
following:

e The retention of a credible and transparent vendor (Black and Veatch) to perform
the 2013 Cost of Service Study,

e Major improvements in Department financial and CIP reporting which will be
discussed in more detail in the section on Financial Reporting.

e The retention of a new Department Deputy Director
A review of CIP program finances from 2008-11 by Macias Gini & O’Connell.

e Review of Cost Allocations in the recycled water and industrial wastewater
programs.

e Upcoming audit of indirect overhead rates to ensure ratepayers aren't subsidizing
the General Fund.

Observation. The Department has made major improvements in the overall financial
management and transparency of the water and wastewater programs during FY 2012-13.
This will enable IROC to reduce its financial oversight from previous elevated levels to
those levels appropriate when adequate financial management, reporting and transparency
are in place as is now the case with the Department.
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Water Utility Financial Review

An overall analysis of the combined finances for both the water and wastewater utilities
for FY2007-12 is contained in Appendix #1; with an analysis of the financials for the
water utility alone for the period 2007-12 contained in Appendix #2 and #3. The 2013
CAFR won’t be released until the third quarter of FY2014 which is after the date this
report is issued to the NR&C Committee (Committee on the Environment). Therefore,
these results are preliminary and will be updated once the FY2013 CAFR is released, with
a letter updating our conclusions and recommendations provided to the NR&C Committee
(Committee on the Environment). The following six-year analysis is therefore limited to
the six year period from 2007-2012. Also, since a cost of service study was completed
during 2013, review of the historic actuals must be considered in conjunction with the
COSS financial forecast to form an overall opinion of the water utility’s finances.

Consistent with the findings of our 2011 analysis (as reported in IROC’s FY2012 Annual
Report), Appendix #1 shows the water utility continued to maintain elevated levels of
unrestricted cash and investments which grew by $144M (67%) from 2011 to 2012. There
was $359M of unrestricted cash and investments on the books at June 30, 2012 and $96M
of restricted cash and investments for a total of $455M. IROC is not concerned with the
restricted cash as this is used to fund future debt service payments. Unrestricted cash is
used to fund maintenance and operations, wholesale water purchases, and the capital
program. It currently comprises 13.7% of total assets, up from the 8.6% it was at in 2011.

Review of the Statement of Cash Flows from 2011 to 2012 shows that the $144M growth
of cash and cash investments was mainly attributed to increased receipts from customer
and users (+43M), increased state revolving fund proceeds (+25M), additional revenue
bond proceeds (+21M), and $37M of net additional funds from the sale of investments.

Also, consistent with the findings of our 2011 analysis, Appendix #2 shows that the water
utility continued to generate growing net surpluses before capital contributions and
transfers to other funds which increased from $25.1M in 2011 to $31.6M in 2012 (26%).
The 2012 net surplus represented 7.7% of total operating revenues, an increase from 6.8%
from the prior year. Capital contributions (which included $40M of grants that were used
to fund CIP) and inter-fund transfers added an additional $49.9M to the surplus which
resulted in Net Assets increasing $82.2M during 2012, almost double the increase from
the prior year. The $31.6M surplus in FY2012 is consistent with trends over the past five
years when the program started showing a consistent surplus each year after the last rate
case completed in December 2006 was adopted.

IROC Annual Report, Fiscal Year 2013
Page 15 of 43



Water Program Revenues, Expenses, and Net Surplus
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Macias Gini & O’Connell Review of the Water Fund

It is not possible to determine whether revenues and expense levels are justified unless
they are considered in conjunction with the assumptions underlying the current rate
structure. San Diego Municipal Code Section 26.2001 establishing the Independent Rates
Oversight Committee mandated that IROC review reports from staff and an independent
audit organization on rate and bond proceed expenditures, and also review independent
audits of the water and wastewater systems. The Macias Gini & O’Connell Review of
Funds of the 2006 Water and Wastewater rate cases were in response to that mandate.

Two items IROC asked be included in the review’s scope were: (1) whether water and
wastewater revenues, expenditures, surpluses/deficits and unrestricted cash/investment
levels were in line with the assumptions of the 2006 water and wastewater cost of service
study upon which current water and wastewater rates were based; and (2) whether water
and wastewater CIP program progress as measured by completed projects and
expenditures are in line with the progress assumptions in the 2006 water and wastewater
cost of service study. Schedules 6 and 8 (pages 21 and 28) of Macias Gini & O’Connell
review presented their response to this request and IROC’s analysis of this is included as
Appendix #7. Bond proceeds used to finance the CIP program were excluded from the
analysis by Macias Gini & O’Connell, but entire CIP costs are included.

Appendix #7 provides a variance analysis of actual versus projected revenues and
expenses for FY2008 through FY2011 to determine whether actual revenues and expenses
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were in line with projections underlying the current rate structure. A cost of service study
represents a comprehensive projection of future Department revenues, operating/capital
expenditures, debt service costs, and debt coverage ratios; and forms the basis for the
water and wastewater rates and rates. This is why the actual versus projected revenue and
expense analysis was requested and should be periodically tracked.

The water fund analysis shows that from 2008 through 2011, both operating and capital
expenditures were below projected levels in the 2006 COSS. Specifically, cumulative,
combined expenditures were $325M less than projected. This variance was partially
offset by revenues which were $192M below forecast, due largely to exceptional
conservation efforts by water customers (driven by, among other factors, the unanticipated
and severe economic downturn, the introduction of mandatory water use restrictions, and
arguably a demand response to increased rates). The result was that, on a net basis, over
this period $133M more revenues were collected than needed to operate the utility, or
$33M more per year. Since 70% of water funds from 2007 to 2011 came from ratepayer
revenues, this implies that 70% of the $33M annual excess revenues — $23M per year or
$93M in total - may have come from ratepayers, and will be used on future water fund
expenses.

This contributed to a cash build up in the water fund with unrestricted cash and
investments totaling $359M by the end of FY2012 and was reflected in the $375M of
Unrestricted Water Fund Net Assets on the books at that time. The Department reports
that $121M of the $375M was used to fund reserves, $93M and $81M were used to fund
continuing appropriations and encumbrances, while $80M was for Undesignated Net
Assets.

The net surpluses run by the water utility from 2007 to 2012 resulted in the Department
running elevated debt coverage ratios during the period which averaged 4.14X for the
senior lien coverage ratio and 1.95X for the aggregate debt service ratio according to the
2012 CAFR. This was more than the minimum 1.2X and 1.0X minimum ratios mandated
by the water bond Master Installment Purchase Agreement. This had implications for the
2013 water and wastewater rate cases because it can result in the City Council having to
raise water or wastewater rates to meet minimum debt coverage ratio requirements (as is
the case with the water fund) even though sufficient cash may be on hand to meet
operating and capital expenditure needs due to lower than anticipated expenses and capital
investments in prior years. This occurs because the debt coverage ratio is based on annual
revenues, expenditures and debt service payments; but does not consider existing
unrestricted cash on hand.

The Department has implicitly recognized this issue in the 2013 COSS by temporarily
absorbing the past two County Water Authority rate increases rather than passing them
through to customers. It also proposed to fund capital expenditures through FY2015 from
existing cash rather than sell new bonds to spend down the excess cash. It also plans to do
a cost of service study every two years rather than every five years so it can more tightly
manage cash levels.
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Nevertheless, the analysis points to the importance of the Department maintaining tight
financial management and controls so it can more closely adhere to the cost of service
study financial projections to better and more timely align current revenues and costs; and
to meet debt coverage ratio targets so it doesn’t have to raise rates to meet minimum DSC
ratios even though sufficient cash is on hand to meet operating and capital needs.

2013 Cost of Service (COSS) Financial Forecast

During 2013, IROC held hearings and did a detailed review of the financial model
underlying the COSS to ensure the assumptions underlying the forecast were reasonable
and the forecast accurate.

Specifically, we reviewed the financial model to ensure:

1. The 2013-15 CIP expenditure and financing assumptions were reasonable; and the
forecast provided sufficient funds to meet CIP financing needs for a reasonable
future time period.

2. Projected operating revenue and expenditure trends were consistent with actual
trends over the past three years;

3. The forecast met the three tests of financial sustainability — i.e. (a) that it provided
adequate cash flow to cover O&M, capital and debt service obligations; (b) that it
met debt service coverage covenants, and (c) that it maintained reserve funds at a
reasonable level in compliance with the city reserve policies.

4. The forecast did not collect revenues that were either more or less than needed, or
therefore imposed a reasonable burden on ratepayers.

Based on our analysis, IROC concludes the 2013 COSS met all four tests. We also note
the COSS provides an opportunity to recalibrate the revenue and cash build-up which
occurred from FY07-12 (for reasons previously mentioned) by running a deficit from
FY13-15 which will draw down the fund balance to more justifiable levels while still
adhering to minimum debt coverage ratio requirements. This will be discussed in greater
detail in the section on the debt coverage ratios.

Specifically, the COSS projects the water utility will run annual cash deficits of $28.0M,
$51.4M and $85.0M in FY'13-15 which will reduce the unrestricted fund balance from
$331M in FY'13 to $194M by the end of FY15. This drawdown is illustrated in the
following graph which shows the trend in unrestricted fund balances from FY07 thru
FY15.
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Actual and Projected Water Utility Unrestricted Fund Balance
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To achieve this, the COSS assumes that all CIP costs from 2013 thru 2015 are funded
from cash rather than the traditional 80%/20% bond/cash mix. IROC supports this
assumption since it will reduce future debt service costs, draws down the fund balance to
more reasonable levels, and will provide more flexibility in future years so that rates can
be set at levels to more precisely target funding toward meeting operating and capital
needs rather than at levels to comply with debt coverage ratio requirements.

The 2013 COSS states that rate-setting procedures in California require agencies
responsible for imposing property related charges must demonstrate a nexus between the
cost of providing services and the services or benefits received. It further says that the
state of California considers water and wastewater services to be property related fees that
are subject to these constitutional and statutory requirements.

One of these constitutional requirements is California Constitution Article XIII D, Section
6, which was part of Proposition 218 passed by the voters in 1996. Among other things,
Article XIII D, Section 6, requires that revenue from property-related fees and charges not
exceed the funds required to provide the service, and that the amount of the fee or charge
on any parcel or person not exceed the proportional cost of the service attributable to the

parcel.

IROC concludes that the COSS meets this constitutional mandate by demonstrating the
funds received are no more than necessary to cover the reasonable costs of service.
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Observation. The preceding analysis indicates that the Department collected revenues in
accordance with the approved rate case, from 2007-12 which resulted in elevated and
growing unrestricted cash/investment levels and unrestricted fund balances in the water
fund as reported in prior IROC reports. However, the Department is correcting this by
absorbing County Water Authority pass-through rate increases for calendar years 2012
and 2013 rather than passing them through to ratepayers; and the 2013 COSS study
continues this by projecting annual cash deficits in FY13-15 to draw down cash levels to
more justifiable levels while continuing to meet the three tests of financial sustainability.
IROC finds this is consistent with the requirements of Proposition 26 by providing funds
which are no more than necessary to cover the reasonable cost of providing water services.
IROC therefore supports the 2013 COSS because it maintains the water utility’s financial
viability while drawing down excess fund levels.

Wastewater Utility Financial Review

IROC’s analysis of the financials for the wastewater utility for the period 2007-12 is
contained in Appendix #4 and #5. As is the case with the water utility the 2013 CAFR
won’t be released until the third quarter of FY2014 which is after the date this report is
issued. Therefore, these results are preliminary and will be updated once the FY2013
CAFR is released, with a letter updating our conclusions and recommendations provided
to the NR&C Committee (Committee on the Environment). The following six-year
analysis is therefore limited to the six year period from 2007-2012.

The Department currently plans to complete a study on industrial wastewater by March
2014, though the Department originally estimated it would complete a full wastewater cost
of service study by that date. Therefore, this analysis will be updated to include a review
of that study, and of any subsequent wastewater COSS financial forecast, if they are
completed in time for the NR&C Committee (Committee on the Environment) hearing on
this report.

Consistent with the findings of our 2011 analysis (as reported in IROC’s FY2012 Annual
Report), Appendix #1 shows the wastewater utility continued to maintain elevated levels
of unrestricted cash and investments which grew by $13M (3.2%) from 2011 to 2012.
There was $432M of unrestricted cash and investments on the books at June 30, 2012 and
$90M of restricted cash and investments for a total of $523M. IROC is not concerned
with the restricted cash as this is used to fund future debt service payments. Unrestricted
cash is used to fund maintenance and operations and the capital program. It currently
comprises 12.9% of total assets, up from the 10.6% it was at in 2011.

The $432M of unrestricted cash and investments exceeded the $379M of unrestricted net
assets in the wastewater fund by $53M. A Department analysis of unrestricted net assets
shows that $100M of the $379M was used to fund reserves, $147M to fund continuing
appropriations, $87M to fund encumbrances, and $45M was for undesignated purposes.

Also consistent with the findings of our 2011 analysis, Appendix #4 shows the wastewater
utility continued to generate growing net surpluses before capital contributions and
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transfers to other funds which increased from $56.8M in 2011 to §71.3M in 2012 (25%).
The 2012 net surplus represented 19.3% of total operating revenues, an increase from
15.9% the prior year. Capital contributions and inter-fund transfers added an additional
$10.4M to the surplus which resulted in Net Assets increasing $82.9M during 2012. The
$71.3M surplus in FY2012 is consistent with trends over the past six years when the
program started showing a consistent surplus each year after the 2006 rate case was
adopted.

Sewer Program Revenues, Expenses, and Net Surplus
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Review of the 2012 CAFR shows that the wastewater fund had a senior debt service
coverage ratio of 1.85X and an aggregate debt service coverage ratio of 1.75X which are
fairly consistent with trends recorded since 2007. These exceeded the 1.20X and 1.1X
minimum requirements; but are not elevated as were the water fund ratios.

Macias Gini & O’Connell Review of Wastewater Funds.

Similar to the water fund, it’s not possible to determine whether the wastewater revenues
and expense levels are justified unless they are considered in conjunction with the
assumptions underlying the current rate structure which were contained in the December
2006 wastewater rate case. They also need to be considered in conjunction with the
financial projections in a wastewater cost of service study that is still under development.
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Macias Gini & O’Connell conducted a Review of Funds of the 2006 Water and
Wastewater rate cases as discussed in the water section and included a review of: (1)
whether water and wastewater revenues, expenditures, surpluses/deficits and unrestricted
cash/investment levels were in line with the assumptions of the 2006 water and
wastewater cost of service study upon which current water and wastewater rates were
based; and (2) whether water and wastewater CIP program progress as measured by
completed projects and expenditures are in line with the progress assumptions in the 2006
water and wastewater cost of service study. IROC’s analysis of the Macias Gini &
O’Connell response is included as Attachment #7 and provides a variance analysis of
actual versus projected revenues and expenses for FY2008 through FY2011 to determine
whether wastewater actual revenues and expenses were in line with projections underlying
the current rate case. Bond proceeds used to finance the CIP program were excluded from
the analysis by Macias Gini & O’Connell, but entire CIP costs are included.

The wastewater fund analysis shows that from 2008 thru 2011, both operating and capital
expenditures were below projected levels in the 2006 COSS. Specifically, combined
expenditures were $346M below forecast mainly due to CIP expenditures which were
$331M below estimates. This variance was partially offset by revenues which were
$195M below forecast, but not as much as the $346M expenditure variance. This implies
that $151M more revenues were collected than needed to operate the utility according to
plan, or $49M more per year. Since 78% of wastewater funds from 2007 to 2012 came
from rates assessed on customers and participating agencies; this implies that 78% of the
$49M annual excess revenues — $38M per year or $117M in total - may have come from
customer and participating agency revenue. Although revenues were less than projected,
expenditures were considerably less, largely because execution of the CIP program was
delayed. This lack of alignment between revenues and expenditures, and questions about
the level of unrestricted cash in the wastewater fund point to the need for completion of
the wastewater COSS by the end of March 2014 as originally estimated by the
Department.

This contributed to the cash build up in the wastewater fund, with unrestricted cash and
investment totaling $432M by the end of FY2012. As noted previously, part of this may
have been needed to provide for adequate debt coverage ratios which averaged 1.87X and
1.67X for the senior and aggregate debt coverage ratios from 2008 thru 2012 according to
the CAFR.

Both the wastewater fund financial review plus the Macias Gini & O’Connell review of
wastewater funds indicate that there were variances between the 2006 COSS and the
actual collection from ratepayers from 2007-12. IROC needs to conduct a detailed review
of the 2014 Wastewater COSS once the Industrial Wastewater Control Program (IWCP)
review is complete. IROC understands that the Department’s plan is to continue to cash
fund the CIP for FY2014 and FY2015 which will draw down the cash balances.

Recommendation. The elevated cash levels in the wastewater fund from 2007-12 may
have been necessary to maintain adequate debt coverage ratio levels which were lower
than those recorded in the water fund.
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IROC therefore needs to review the 2014 wastewater cost of service study (including its
detailed financial forecast) to determine whether this has occurred, and whether the
wastewater fund needs to adjust planning accordingly, by raising enough cash to meet
current expenses, but less than needed to fund new CIP (by drawing down cash levels).
IROC is looking for the Department to complete the 2014 wastewater COSS by March
2014, and to provide IROC the underlying financial model for review prior to that date so
that IROC can determine the reasonableness of the assumptions underlying the model.
This will allow IROC to determine the reasonableness of the cash/investment levels in the
wastewater fund, and the reasonableness of any rate recommendation contained in the
study.

Debt Service Coverage Ratios

In the 2013 water cost of service study, the Department proposes water rate increases of
7.25% for FY2014 and 7.50% for FY2015. The main driver of this was the need to
maintain minimum debt service coverage ratios (DSCs) rather than the need to fund
operating or capital expenditures or maintain required reserve levels. The COSS
estimates the water fund will end FY 13 with a $331M fund balance which is $215.5M
more than the amount needed to maintain minimum reserve balances. $147.7M of this
may be needed to fund FY 13 carryover appropriations leaving a $68M fund balance
available for other use, such as encumbrances (contractual commitments).

Over the two year forecast period the fund balance will draw down to $194.5M by the end
of FY'15 which is $124.6M more than needed to maintain minimum reserve balances. An
unknown amount of this will be needed to fund carryover appropriations; but there will
likely be more funds available than needed in the water fund to meet projected operating
and capital expenditures, minimum reserve levels and carryover appropriations by the end
of FY15.

The main driver behind the recommended rate increase is the need to meet minimum debt
coverage ratios. Without the increase senior and aggregate debt coverage ratios were
projected to fall to 0.99X and 0.60X respectively by FY 15 which is below the 1.2X and
1.0X minimum DSC ratios required to remain in compliance with the water bond Master
Installment Purchase Agreement. This could result in a ratings downgrade by one of the
three bond rating agencies which could raise interest costs. With the rate increase, the
FY15 DSCs are projected to be 2.10X and 1.25X which is above the minimum and will
preserve the bond rating. IROC voted in support of the rate increase mainly to preserve
the water utility’s bond rating even though the cash forecast indicates it provides more
funds than necessary to meet operation and capital needs.

This raises the question how there could be more cash than needed to fund operating and
capital expenditures while still running the risk of violating minimum DSCs; and why the
excess cash could not, for example, be rebated to the ratepayers. This occurs because
existing cash isn’t considered in the DSC calculations which are based upon adjusted net
system revenues and debt service costs. Adjusted net system revenues rose faster than debt
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service costs through 2009 which contributed to a cash buildup. However, adjusted net
system revenues are projected to decline in FY 14 while debt service costs continue to
increase which results in a declining debt coverage ratio, and existing cash can’t be used
to bolster the ratio.

In earlier years, the Department ran elevated DSC ratios through FY 12 when revenues
were rising faster than costs which built cash and also resulted in elevated debt coverage
ratios. In 2012 and 2013, however, the Department absorbed two pass-through rate
increases to draw down elevated cash levels which caused expenses to rise faster than
revenues. This reduced the debt coverage ratio, but not by enough to draw down all the
prior cash accumulation.

The DSC ratio only considers operating revenues and expenses, interest, transfers to the
rate stabilization fund, and debt services expenses when calculating the ratio, but ignores
cash balances. When the Department runs a surplus and builds cash, the DSC is elevated.
The reverse is true when it tries to drawdown cash by absorbing wholesales water rate
increases which decreases the DSC ratio. The following chart shows the history of both
the actual senior and aggregate DSCs from 2007-2012, as well as projected ratios which
incorporate the water rate increase from the COSS. Also included are the minimum DSCs

for comparison purposes.
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The Independent Budget Analyst said in their analysis of the COSS that: “In discussions
with the Office of the City Comptroller, we learned that despite the significant cash
balance available at the end of the COSS, this source of funds cannot be used to support
debt service coverage requirements. Debt service coverage, per covenant requirements,
must come from cash flow generated by the utility’s operations. Transferring cash from
this balance back to operations would not be counted in the debt service coverage
calculation for covenant compliance since it was generated by operations in years prior.
Additionally, this fund balance cannot be refunded to customers also due to debt service
coverage requirements. If the water fund were to issue refunds to utility customers, the
total amount refunded from the fund balance would be counted as an operating
expenditure, reducing cash flow, and lowering the fund’s debt service coverage”.

IROC reviewed the 2009A water bond indenture and prospectus, the 2013 City of San
Diego Debt Policy, and the water bond Master Installment Purchase Agreement and found
support for the above statement in the Master Installment Purchase Agreement.

Recommendation. IROC recommends that, if acceptable to bond purchasers, the
Department seek to incorporate language in future Master Installment Purchase
Agreements to allow surplus cash to either be counted toward compliance with debt
service coverage (DSC) requirements or be rebated to customers without being counted
against the requirement. This would prevent recurrence of the situation which occurred in
the 2013 COSS whereby the Department has to recommend a water rate increase to
comply with DSC requirements while still maintaining cash levels in excess of those
needed for operating and capital needs.

Department Financial Management, Reporting, and Transparency.

IROC is pleased to report that substantial improvement has been made in both the water
and the wastewater program’s financial management, reporting, and transparency. This is
largely the due to the efforts of the prior Director and current Finance Manager. IROC
recognizes that the level of transparency is in part a policy decision of both Department
management and the Mayor’s office, and hopes this will continue in future
administrations.

Areas in which substantial progress has been made include the following:

Two year Cost of Service Study. The Department completed a two year COSS for the
water program and estimates completing a two year COSS for the wastewater program in
the March 2014 timeframe. They also retained a credible vendor — Black and Vetch — to
conduct the study. This was a major improvement. IROC believes that due to the inherent
volatility in the assumptions underlying financial projections in a COSS; that future
studies be conducted for a two year forecast period rather than the five year period used
previously
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Financial Model Transparency. The Department made the financial model underlying the
water COSS available for review so that IROC could examine the sensitivity of the
assumptions on projections underlying the COSS and its rate recommendations. This was
the first time the Department had done this, and it added substantial credibility to the
COSS which a more general “board level” presentation could not. IROC therefore
recommends the Department make available the wastewater COSS financial model for
IROC review prior to presenting the wastewater COSS to the NR&C Committee
(Committee on the Environment).

CIP Budget Reporting. One of the prior major weaknesses of the CIP program was that
actual vs. budget financial reporting was only available on a yearly basis; not a life-of-
project basis. This was a major weakness since construction projects typically extend over
multiple years, and overall financial control of the program was not possible without life-
of project reporting. IROC is pleased to report that this has been corrected, and life-of-
project actual vs. budget data is now being reported quarterly.

CIP Schedule Reporting. Both IROC and the Department agreed that there should be a
“one-time only” re-baselining of both the water and wastewater CIP program schedules to
reflect the reality that the original schedule was no longer relevant. There was also
agreement that the re-baselined schedule for a project would not be changed once adopted
— even if there was a change in project scope or unforeseen conditions - so that an
objective measurement of future progress could be made to facilitate program
management and oversight. Previously, the baseline schedule “goal post” was moved at
the start of each year, making an objective assessment of progress impossible.

IROC has since amended its request of the Department to present a single schedule re-
baselining when a new COSS is done since the construction schedule and budget is
usually amended in conjunction with setting new water and wastewater rates to reflect
what is realistically attainable and what it will cost. This syncs up the CIP program, with
the rates being charged to fund it. As a condition of this, however, a “cross-walk”
schedule between the old and new schedules and budgets will be maintained by the
Department to show how the program has changed so that schedule and budget can
continue to be objectively monitored by IROC. See Appendix 9 at the end of this report
for the Department’s “Cross-Walk” CIP report.

The Public Utilities Department and the Public Works Department have also created a
new report which consolidates both budget and schedule reporting into one consolidated
report. This includes both life-of-project actual vs. budget financial reporting by project as
recommended by IROC, so that overall cost and budgetary control of the CIP program is
possible. It also includes current schedule versus adjusted “lock-down” baseline schedule
variance reporting so that an objective measure of overall program progress is possible as
recommended by IROC. See Appendix 8 at the end of this report for the Department’s
latest quarterly CIP report.

In addition, a “project charter” has been established for future projects so that there is
agreement between the Department and the Public Works for each project’s schedule and
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budget. Subsequent amendments to that charter due to either budget or schedule slippages
have to be agreed to by both Departments, though that will not change the COSS budget
or schedule variances reported to IROC so that program progress and financial
management can be monitored. This is a major improvement in CIP administration which
IROC believes will contribute to greater progress in keeping the CIP program on schedule
and on budget. This, in conjunction with the two year COSS, will also help guard against
future unintended cash build caused by current revenues from ratepayers exceeding
current needs, due to CIP program schedule and budgetary slippage.

Observation. IROC believes that substantial progress and improvements have been made
in Department financial and CIP management, reporting, and transparency for which the
Department management should be congratulated. This has addressed many of IROC’s
concerns expressed in prior year reports and is a major improvement made possible by the
prior Department Director and the current Departmental business and budget managers as
well as the Public Works Department. IROC hopes this will continue in subsequent
administrations.

Actual vs. COSS Variance Reporting

One remaining reporting area that IROC recommends be addressed is Actual vs. COSS
financial reporting. The COSS is created on the cash basis whereas the actual water and
wastewater fund reporting contained in the annual Comprehensive Annual Financial
Report is done on an accrual basis. They are also reported in different formats. This
makes it difficult to determine whether actual financial results are on track with the
financial projections in the COSS upon which current rates are based.

Without the ability to make this comparison, the Department would find it difficult to
know if, in the short term, rates were higher or lower than necessary. Such a comparison
was included in the water and wastewater program reviews completed by Macias Gini &
O’Connell which IROC found invaluable. The Department maintains that such analysis is
conducted annually by the Controller’s office, but has not been able to produce it for
IROC’s review. They also state that the two year COSS should result in revenues and
expenditures being more closely matched in the short run, going forward.

IROC notes that it took almost a year to produce the current 2013 COSS and therefore the
Department could go almost three years without knowing whether actual financial results
are on track with COSS projections upon which their rate structure is based. Therefore,
IROC still believes an annual Actual vs. COSS Variance Report for both the water and
wastewater programs similar to the one Macias Gini & O’Connell produced is needed to
prevent ratepayer over or undercharges and should be reported to the NR&C Committee
(Committee on the Environment) and IROC annually.

Recommendation. IROC recommends that an annual actual vs. COSS financial variance
analysis be produced for both the water and wastewater program in a format similar to the
one produced by Macias Gini & O’Connell in the program financial review to ensure that

Department’s finances are on track with the assumptions contained in the COSS upon

IROC Annual Report, Fiscal Year 2013
Page 27 of 43



which their rates are based. Such variance reporting is customary in the private sector and
is needed to ensure they are not over or under charging ratepayers. IROC recommends
this be done by an independent outside party such as Macias Gini, and O’Connell to
ensure credibility with annual reporting to IROC, the NR&C Committee (Committee on
the Environment) and the Independent Budget Analyst.

Reviews of Cost Allocations and Citywide Charges

The Department began an important initiative this year to conduct several focused
financial reviews in the following areas: (1) recycled water, (2) the industrial wastewater
control program (in conjunction with the City Auditor), and (3) indirect overhead charges
assessed by non-enterprise funds to the water/wastewater funds (in conjunction with the
City Auditor).

Recycled Water Pricing Study. The Department retained Raftelis Financial Consultants to
conduct a pricing study of the recycled water distribution systems and all its related costs.
This program was established to promote the development of recycled water within the
service area as a way to diversify the regional water supply and reduce San Diego’s
dependence on imported water.

The study recognized that the Department was charging a recycled water rate of $0.80 per
hundred cubic feet (HCF) which was the rate set by the San Diego City Council in July
2001 to encourage businesses, including homeowner associations, to use recycled water.
This rate is approximately 20% of the June 2013 irrigation rate of $4.014/HCF. The study
determined that the true all-in non-subsidized cost to produce and distribute recycled
water is $14.12/HCF and continuation of the current rate structure would result in San
Diego ratepayers paying approximately $57M-$60M/year to continue funding recycled
water. IROC recognizes that it is industry standard that the utility assist with recycled
water expenses since there is a benefit to the water system and supply for this resource
(i.e. promoting recycled water usage reduces dependence on more expensive and scarce
potable water resources). Recycled water users also invest in additional infrastructure
costs to bring recycled water to their sites.

The Department proposed to increase the recycled commodity rate from 20% to 56% of
the portable irrigation rate or from $0.80/HCF to $2.241/HCF (an 180% rate increase)
beginning January 1, 2014 for the next four years. Complicating the proposal was the
need to maintain customer demand in face of the 180% rate shock and protests by the
Otay Water District who had made $200M of infrastructure investments in their recycled
water system which the rate increase jeopardized.

The proposed rate increase was heard at IROC’s monthly meeting from various ratepayers
who would be affected. IROC found that San Diego rate payers were likely to continue to
pay some portion of the $57-60M annual revenue requirement. Since there is a benefit to
both the water and wastewater ratepayers, it is appropriate that they contribute to the cost
of the recycled water program. IROC concurred with the Department proposal to increase
the recycled water rate. IROC suggested the Department do this over a five year phase in
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period in consultation with their wholesale customers such as Otay, so they could adjust
their business models to accommodate the rate increase.

Industrial Wastewater Control Program. The City Auditor conducted a performance audit
of the Industrial Wastewater Control Program (IWCP) to assess the extent to which IWCP
and their inspection fees and billing process met legal requirements, achieved appropriate
cost recovery, and ensured timely collection. The operational focus of this program is to
minimize industrial toxic discharges to the wastewater system.

The Auditor made two findings:

Finding #1 — IWCP fees were outdated and do not achieve adequate cost recovery,
Finding #2 — Department has not billed many regulated agencies and businesses for
recoverable IWCP costs.

The audit showed that over the three year period from 2010 thru 2012, there were
$9,793,999 of billable expenses, $8,303,337 of which were unrecovered, for a 15% cost
recovery rate. It was noted by OCA that no revenue went unrecovered; the cost was
allocated to all wastewater ratepayers in accordance with current rates and fees. The issue
was the allocation of costs between general wastewater ratepayers and industrial users.
The Department agreed with the eight recommendations the Auditor made to achieve
better cost recovery and has agreed to implement them.

IROC also notes that $8,303,337 of unrecovered costs over a three year period is relatively
immaterial for the wastewater program’s size. IROC appreciates the Auditor’s work on
this item.

Indirect Overhead Charges. The 2014 City Auditors work plan includes an audit to review
the indirect overhead rates charged by non-enterprise funds to the water/wastewater funds.
These totaled $6.7M in 2012 for the water fund and $7.5M for the wastewater fund
according to the 2012 CAFR. A similar audit of city indirect overhead charges by the San
Diego Regional Airport Authority found some minor overcharges occurred which were
subsequently recovered.

IROC has been seeking an audit of this sort for several years; since an inappropriate
indirect overhead charge assessed to the enterprise funds was a major reason for IROC’s
establishment back in 2007. IROC looks forward to reviewing the audit, and will make
appropriate recommendations based on that review.

Recommendation. IROC applauds the Department and the City Auditor for their general
efforts to identify appropriate cost allocations such as the ones identified for the recycled
water program and the Industrial Wastewater Control Program. IROC recommends that
the Department continue to assess the impact on recycled water costs to ratepayers,
recognizing that there may be some benefit to water users as well and identify appropriate
rate adjustments to achieve greater cost recovery consistent with the twin goal of avoiding
major demand disruption. IROC recommends that any adjustments be phased in over a
five year period to avoid a large one year rate shock to recycled water users and to give
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wholesalers time to adjust their business models to the higher rates thereby avoiding major
demand disruption.

FY2014 Public Utilities Department Budget Request

IROC reviews the Department’s annual budget request for reasonableness each year
before it goes to the Council’s Budget and Finance Committee. In general, the
Department conducts its operations in a cost effective and prudent manner based on IROC
analysis of the Department’s cost structure which shows stable or declining ratios of
operating costs to operating revenues and total assets. IROC also notes these ratios have
been in the mid-range in the past when compared to those of peer water and wastewater
utilities.

One area of concern which revealed itself when reviewing the FY2014 budget was the
fringe benefits to base salary ratio. The metro and muni wastewater utilities had fringe
benefit ratios of 69% and 71%; while the water utility had a fringe benefit ratio of 72%.
This is very high when compared to the private sector where fringe ratios of 20%-40% are
common. This also contributed to an average $98,932 salary and benefit cost per FTE for
the 1,563.59 FTEs employed by the Department.

Analysis of personnel costs shows the reason for this is the relatively high retirement and
other post-employment benefits costs the utility incurs. Another possible reason is that
Department staff is taking more of its compensation in the form of deferred compensation
(i.e. retirement and post-employment benefits) than is the case with private sector workers
where defined contribution rather than defined benefit retirement plans are the norm.

City pension costs are currently very high in part because prior councils chose to
underfund the City’s obligations to the retirement system, and in part because of the
severe financial contraction of recent years, both of which contributed to the retirement
fund’s relatively low funding level. In addition, in light of current financial conditions,
SDCERS recently voted to reduce the fund’s expected returns, which will further increase
the funding required in coming years.

The Department has no direct control over this since it has no role in union negotiations.
Also, all new city hires, except for public safety personnel, are being placed in defined
contribution plans under the requirements of Proposition B rather than defined benefit
plans which will reduce future retirement costs, but which for at least the next several
years will increase the burden of the City’s pension contributions. IROC notes, however,
that the fringe benefit ratio and resulting salary and benefit cost per FTE is still high due to
these factors, but that Department has no control over them.
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The following FY2013 IROC issues were reviewed by the Infrastructure
and Operations Subcommittee:

Potential impacts of the recently announced County Water Authority water rate
increase on Capital Improvement Program (CIP) and Operations

Water CIP Master Plan

Asbestos Cement Water Pipe Replacement Program (Phase I)

Condition Assessment Program

Water System Leak Detection Overview

Wastewater CIP Master Plan

Discussion: CIP Financial Review

Discussion: FY 12 IROC Annual Report Preparation

Public Utilities Department FY 13 Strategic Plan linkage to Infrastructure &
Operations Subcommittee Responsibilities

Public Utilities Department SAP Enterprise Asset Management Implementation
Update

Public Utilities Status Update on Performance Audit Activities through
September 30, 2012

FY12 IROC Annual Report — Infrastructure & Operations Section Development
Discussion: sources of financial information on the Department CIP:
o 2012A Water Bond refunding prospectus information on the Water CIP
program
o 2006 Water and Sewer Cost of Service Studies — Section 5 (CIP financial
forecast).
Format for Future CIP Reports
Sewer Mains Service Life Analysis
Discussion: Amendment to Mitigated Negative Declaration No. 255100 for Sewer
and Water Group 758
FY12 IROC Annual Report — Infrastructure & Operations Section Update

Recommendations to improve CIP Reporting for IROC (See Appendices 8 and 9
for the Department’s latest CIP formats, as previously referenced in the Finance
Section Discussion).

Review draft FY 2012 IROC Annual Report as submitted by the IROC Ad Hoc
Sub-Committee

Infrastructure and Operations Subcommittee (Calendar Year 2013) Planning and
Prioritization Discussion. Potential Agenda Items for CY2013

Results of the Office of the City Auditor conducted Public Utilities Water Valve
Maintenance Performance Audit
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e Results of the Office of the City Auditor conducted Public Utilities Chemical
Usage Performance Audit

e Identification of next round of IROC sponsored Performance Audits

e Department CIP reporting format updates

Of these items, we think it is worth expanding on the following specific key issues.

Asbestos Cement (AC) Pipeline Replacement

In the previous IROC annual report, the Subcommittee expressed concern that the
Department was planning to focus on replacing the remaining iron cast iron pipe (~100
miles), at a rate of about 23 miles per year in 2014 and 28 in 2015, until FY 2017. In the
meantime the Department would conduct condition assessment studies and develop plans
for systematic replacement of the 2100 miles of system’s asbestos concrete pipe which
would begin after FY 2017. We all agree that the Department should replace the
remaining cast iron pipe as quickly as possible as it is the source of an inordinate portion
of the current water pipe breaks. Based on the information we have seen IROC feels that
the pipe replacement should be accelerated, for the cast iron and for the more vulnerable
asbestos concrete pipe. We were particularly concerned that as more and more of these
pipes exceed their anticipated service life, the cost of emergency and planned replacement
could increase substantially about the time as rate increases due to the MWD rate
increases, Desalination Project, early stages of implementing large scale potable reuse of
water, and possibly early funds for the Bay Delta Fix.

The subcommittee spent a lot of time trying to find logic to identify an appropriate rate for
the replacement of aging pipe. Large quantities of AC pipe were installed from about
1951 to 1990 when the installation shifted to plastic pipe. The service life of AC pipe is
estimated to be between 50 and 70 years, so it would seem reasonable that it will need to
be replaced something like 50 to 70 years after it was installed. For sake of discussion we
will assume 60 years of service life. Hopefully the pending system condition studies will
provide a more accurate estimate.
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The figure below was requested by the Subcommittee, and provided by the Department.

This chart shows how many miles of AC pipe have been installed each year, in five year
bins. The average rate of installation of AC pipe in the period from 1951 to 1980 was
about 50 miles per year. That suggests we will need to replace a similar quantity for a few
decades starting some time very soon. The later the replacement starts, the larger the
replacement rate will need to be. It is difficult to see how affordability and contracting
capacity will be able to support this if we procrastinate. It will be made worse by the need
to compete with the likely construction of the infrastructure for potable reuse, or
secondary, or some combination. It appears to IROC that the Department should
aggressively accelerate replacement of AC pipe to reduce the need to do so at the same
time as we are constructing other very costly and essential future programs.

Tracking the implementation of the Department’s CIP

Early in FY 2013 it was decided that the Infrastructure & Operations Subcommittee would
assume the responsibility of tracking the implementation of the CIP from the Financial
Subcommittee. Developing the content, format, and frequency for the reports was the
subject of many of our meetings during this reporting period. The discussions included
the Subcommittee and members of the Public Utilities and Public Works Departments.
The Subcommittee feels relatively confident that it will be able to identify specific
projects that are experiencing funding, spending, or schedule problems. However, it is not
clear if it will be able to identify systemic problems with the implementation of the CIP on
a larger scale.
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Capacity to implement the CIP

In discussing the ability to substantially increase the rate of capital improvements, we
have often been told that the City does not have the capacity to implement a larger level of
investment. It appears to the Subcommittee that the City should seriously consider
whether returning the engineering and management of the implementation of the CIP to
the Department would result in more accountability and better performance. The timely
and efficient implementation of the CIP will become even larger and more complex to
accomplish the planning and construction of large scale potable reuse system and the
acceleration of the rate of replacement of the aging asbestos/concrete water pipe to the 50
miles per year range. It is not clear that the current division of responsibility between the
Department and Public Works is the best approach to meeting those challenges.

IROC recommends the Department and the Public Works Department develop a plan that
will show how the two departments will be able to increase their capacity to fully
implement the CIP program over the next five years. This plan should specify what levels
of staffing will be required for both departments over the time period and identify the lead
times needed to have staff in place by the time they are required. This plan should be
presented to IROC, and the City Council’s NR&C Committee (Committee on the
Environment) and the Infrastructure Committee. After it is approved, the plan should be
periodically reviewed by each of those committees to assure that the capability to fully
and expeditiously implement and manage the CIP is being realized. If it is not, the City
should consider either moving the implementation and management of the CIP back into
the Department, or some other alternative so the CIP can move ahead as needed.
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The following FY2013 issues were reviewed by the Outreach and
Communications Subcommittee:

e Water Conservation. The City has been very successful in creating a public
outreach campaign for water conservation building on the year’s “No Time to
Waste, No Water to Waste” campaign, to the next phase of the City’s water
conservation focus and the updated “San Diegans Waste No Water” campaign.
IROC will continue to monitor the water usage results and recommends the
Department continue aggressive efforts to engage the public in water conservation.

e Water Purification Demonstration Project Outreach. IROC believes that the
Water Purification Demonstration Project is crucial to developing regional water
sustainability in San Diego. Furthermore, the project will reduce our significant
dependence on imported water and the associated inflationary pass-through costs
which are out of the City’s control. It is imperative that the Department continue
its efforts to promote an effective public outreach campaign to ensure stakeholders
become fully engaged in understanding the issues and opportunities to best ensure
the quality and sustainability of San Diego’s essential water resources at a
reasonable and affordable cost to all water system ratepayers. IROC will continue
to actively monitor the comprehensive community education and outreach efforts
conducted by the contractor and the associated costs to ensure funds are adequate
and appropriate. The city council has directed the Department to move onto the
next phase of testing so the city can evaluate the viability of a full-scale potable
reuse project.

e New Customer Advocate and Outreach Program. In April, a New Customer
Advocate role was assigned. The advocate’s job is to represent and promote a
customer-centric perspective including: Focusing on the “big picture” end-to-end
customer experience, Helping customers navigate our sometimes complex
procedures/organization, Acting as a cross functional go-to person, and Engaging,
facilitating and expediting resolution of customer service issues. The advocate is
also providing presentations to community and business organizations on key
topics relevant to the customer experience: Understanding your water/sewer bill,
Overview of fixed and variable fees and charges, Go Green! Online self-service
option, Overview of key infrastructure and services, and what you can do when
your utility bill is higher than expected.

e Customer Care Solutions (CCS). New system went live on July 5" 2011. The
Department continues to focus on fixing the call center operational problems with
respect to call center wait times and billing inconsistencies. A new customer
services page was launched through the main Public Utilities web page, redesigned
for ease of use and higher visibility for web visitors.

e Managed Competition Activities. IROC will review potential managed
competition initiatives to identify opportunities for cost savings and efficiency.
Recommend the Department present options to IROC at a future meeting.
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Proactive Public Messaging Campaign Aimed at Educating the Public. The
Public Utilities Department continues to face challenges associated with quality,
sustainability and cost of services to ratepayers. These issues must be adequately
communicated to ratepayers by the Utilities and by the policy makers overseeing
the Public Utility Department.

External Affairs. The Department has consolidated public information officers
into external affairs to ensure a consistent message by promoting the Department
as a whole and as a component of the City of San Diego. The “Water
Demonstration Project” is not included and will remain in the Long Range Plan.

Human Resources Management and Formal Analysis of Retention and
Recruitment for the Department. The City of San Diego, like most local
governments, is going through difficult financial times due to the economic
recession. While IROC understands the need to cut costs wisely to minimize future
rate increases, it is still important for the Department to provide adequate
compensation to its employees in order to attract and retain a skilled and
experienced workforce for years to come. This aspect becomes more important as
government reduces staffing levels. IROC requests periodic briefings on the
Department’s Leadership Development efforts programs such as the Management
Academy, Field Academy and Mentorship Programs as well as efforts to retain and
recruit employees. This should include pertinent performance metrics to verify the
Department is within industry standards with respect to injury rates, turnover rates,
retention rates, etc.

Proactively advise the Mayor and Council Members via reports and periodic
communications. IROC recognizes the need for effective communications
exchange with the Mayor, NR&C Committee (Committee on the Environment)
and Council Members. IROC plans to conduct a focused outreach to staff.
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Other Related Activities:

In FY2013, IROC members participated in the various Departmental Workshops, Special
Studies and Initiatives such as:

1.

Department’s Strategic Initiatives Workshop. The FY2012-2016 Strategic
Business Plan, and the FY2014 Strategic Initiatives developed during the spring of
2013, are updated and modified on an annual basis by the Department to ensure
that the Department continues to make positive progress towards its vision of
improving operations and providing improved services to customers and the San
Diego community.

Water Cost of Service Study. IROC reviewed the COSS model, assumptions for
revenue and expenditures, cost allocations, and rate design.

Use of Funds Study. IROC participated in defining the scope of work and
contractor selection. IROC also reviewed the final Review of Funds report
prepared by Macias Gini & O’Connell which looked at the 2006 COSS revenue

and expenditure projects and compared it to the actual revenue and expenditures.

System Condition Study for three pipelines. IROC participated in the contractor
selection panel.

Centrifuge Project at MBC. IROC participated in the contractor section panel.

System Optimization Study for Water and Wastewater. IROC participated in
the contractor selection panel.

Outreach and Communication for the Indirect Potable Reuse Consultant
Contract. IROC participated in the contractor selection panel.

Long Range Water Resource Planning Workshops. IROC participated in the
meetings.
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LOOKING AHEAD - IROC’S KEY ISSUES FOR FY2014:

The following are key issues that IROC plans to review in FY2014:
1. FY2014 Areas of Focus for the Finance Subcommittee:

e Department Revenue and Expense Review.
Examine financial trends of water and wastewater funds to determine whether
rates are at appropriate levels, and whether the utilities are operating in a cost
effective manner, and in accordance with cost of service study projections.

e SDCWA Water Sales Volume and Cost Structure.
Local water rates are dependent upon both the rates charged by the Department
for water treatment and delivery and the rates charged for the water that the
Department purchases from CWA, its water wholesaler. IROC will examine
the San Diego County Water Authority’s water sales volume and its cost
structure in conjunction with City Staff, City-10 and SDCWA staff to
determine whether wholesale and retail cost structure reductions are keeping
pace with reduced sales volumes or whether this is driving up wholesale rates.

e New Water Supply Sources Cost of Service Studies.
Recommend and review efforts of city staff (in coordination with City-10 and
SDCWA staff) to evaluate wholesaler cost of service studies which encompass
new water supply sources (such as Potable Reuse and Desalination) to ensure
San Diego is charged fair and defensible rates.

e Performance Audits.
Review all performance audits and formulate recommendations for follow-up
action, and recommend subjects for the annual performance audit.

e Finance Reporting Review and Improvement.
Recommend financial reporting enhancements to promote transparency and
effective oversight by the Mayor, City Council, and ratepayers.
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2. FY2014 Areas of Focus for the Infrastructure and Operations Subcommittee:

e Review upcoming system condition studies and analyses to gauge the
current infrastructure needs. Compare infrastructure replacement needs
against replacement plans for equipment and CIP. IROC will review metrics
such as age of components, frequency of breaks and systems failures, and
damage resulting from those failures. IROC will attempt to assess whether
current condition assessment planning is adequate and to verify that the results
are reflected in the development of subsequent CIPs.

e Monitor the implementation of the ongoing infrastructure replacement
plans, including the CIP and its budget and timing. IROC will monitor and
identify projects that are behind schedule, or over budget. Of particular
interest will be whether or not schedule slippage is leading to cost increases
and whether it will delay other improvements.

e Monitor and comment on the ongoing COSS and its assumptions relating
to funding needs for operations, maintenance, and infrastructure
replacement. IROC will urge that the COSS recommend adequate funds to
assure the sustainability of the Department’s infrastructure and adequacy of
service, especially for the water distribution system. IROC will also urge that
any rate recommendations will be fair to ratepayers and support water
conservation.

e Evaluate City planning efforts for a sustainable long term water supply.
IROC will receive presentations and comment on the City’s planning and
actions for maintaining a sustainable supply of water long into the future.
IROC anticipates continue to advocate that the City move swiftly and
aggressively in implementing the reclamation of water for potable use and
water conservation efforts.

e Recommend targeted audits relating to infrastructure and operations.

IROC will continue to recommend various performance audits to identify
efficiencies and savings and improve operations.

e Monitor the City’s approach and progress toward the next discharge
permit for the Point Loma Waste Water Treatment Plant
IROC will monitor the progress of the City and the relevant agencies toward
the development of the next discharge permit for the PLWWTP. The new
policy should protect Ocean water quality; advance cost-effective wastewater
treatment; minimize energy use and other environment impacts, and satisfy the
requirements of State and national regulations while advancing the
development of the infrastructure to provide large quantities of affordable,
dependable, and safe potable water.
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Monitor and make recommendations regarding the Department’s
planning and implementation for potable reuse of water.

Since the Recycled Water Study and the Water Purification System Final
Report have been approved by the City Council, IROC will monitor the
progress of the subsequent planning and implementation for potable reuse with
the goal that it provide additional water supply security, be cost effective,
provide for public health, improve drinking water quality, and minimize the
cost of complying with the Clean Water Act in the long run.

Review operations of the water and wastewater systems and their impact
on system performance, infrastructure sustainability and rates.

The subcommittee has focused heavily on infrastructure during the reporting
period. We anticipate that the Department’s Optimization Study will provide
very useful information for improving the efficiency and effectiveness of the
operation of the system in FY 2014.
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3. FY14 Areas of Focus for Outreach and Communications Subcommittee:

e Review/monitor Department’s outreach and communications efforts
related to the Advanced Water Purification project.
IROC will continue to actively monitor the comprehensive community
education and outreach efforts conducted by the contractor and the associated
costs to ensure funds are adequate and appropriate. The city council has
directed the Department to move onto the next phase of testing so the city can
evaluate the viability of a full-scale potable reuse project.

e Ensure the public is informed on the various water and wastewater rate
cost drivers through proactive public information.
IROC recognizes the need for effective and accurate public information to
ensure the Public is informed on the various water and wastewater rate cost
drivers.

e Continue to monitor and review the Customer Care Solutions (CCS)
system for customer service quality improvements.
IROC will continue to review the Department’s progress in fixing operational
problems with the call center.

e Evaluate the Department’s Human Resources Management focus,
including programs for the recruitment, development and retention of
employees.

IROC will continue to review pertinent performance metrics to verify the
Department is within industry standards with respect to injury rates, turnover
rates, retention rates, etc.

e Continue to monitor the City’s efforts to keep the “water conservation”
Campaign at appropriate levels.
IROC will continue to monitor the water usage results and the Department’s
efforts to engage the public in water conservation.

e Review the Managed Competition Program’s impact on Public Utilities.
IROC will review potential managed competition initiatives to identify
opportunities for cost savings and efficiency.

e Proactively advise the Mayor and Council Members via reports and
periodic communications.
IROC recognizes the need for effective communications exchanges with the
Mayor, Council Members and plans to continue a focused outreach to staff.

e Encourage the City to reach out to diverse stakeholders in its efforts to
conduct Cost of Service Studies.
IROC will continue to monitor the results of the wastewater COSS and urges
the Department to ensure that there are timely and appropriate outreach efforts
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to inform the affected stakeholder groups on the study results, as well as any
potential rate changes.

~End of Report ~
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ATTACHMENTS TO THE FY2013 IROC ANNUAL REPORT:

Attachment A: IROC Municipal Code (Latest Version)
Attachment B: FY2014 IROC Annual Work Plan
Attachment C: IROC Members Listing

Attachment D: IROC Agenda Topics for FY2013

Attachment E: Finance Subcommittee Appendices 1-9
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ATTACHMENT A

IROC Municipal Code
(Latest VVersion)



T = 50
\fg]13
(0-2013-39)
ORDINANCE NUMBER O- Z8<33 (NEW SERIES)

DATE OF FINAL PASSAGE JAN 2 3 2013

AN ORDINANCE AMENDING CHAPTER 2, ARTICLE 6,
DIVISION 20 OF THE SAN DIEGO MUNICIPAL CODE

BY AMENDING SECTIONS 26.2001, 26.2002, AND 26.2003,
AND BY ADDING NEW SECTION 26.2004, ALL RELATING
TO THE INDEPENDENT RATES OVERSIGHT COMMITTEE.

IWHEREAS, on April 18, 2007, the Independent Rates Oversight Committee (IROC)
was established pursuant to Ordinance No. 0-19607 to oversee water and 'wastewater services
provided by the City; and

WHEREAS, on June 27, 2012 and October 10, 2012, the Natural Resources and Culture
Committee discussed the role and responsibilities of IROC and heard from various stakeholders; -
and

WHEREAS, on October 10, 2012, the Natural Resources and Culture Committee
approved amending the Municipal Code to clarify the role and responsibilities of IROC
consistent with this proposed ordinance; and

WHEREAS, the City Council desires to clarify the role and responsibilities of IROC;

NOW, THEREFORE,

BE IT ORDAINED, by the Council of the City of San Diego, as follows:
Section 1. That Chapter 2, Article 6, Division 20, of the San Diego Municipal Code
is amended by amending sections 26.2001, 26.2002, and 26.2003, and by adding new section

26.2004, to read as follows:
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Division 20: City of San Diego Independent Rates Oversight Committee

§26.2001 Purpose and Intent

(a) It is the purpose and intent of the City Council to establish the
Independent Rates Oversight Committee (IROC) to serve as an official
advisory body to the Mayor and City Council on issues relating to the
oversight of the City of San Diego’s water and wastewater services. IROC
will assist the City in tracking and reviewing the use of rate proceeds to
advance the capital improvements relatéd to the rate packages and work
programs adopted by the City Council. IROC will also oversee and advise
on planning and operations including, but not limited to, resource
management, cost effectiveness, planned expenditures, service delivery
methods, public awareness and outreach efforts, and the City’s efforts to
provide high quality and affordable services. It is the vision of the City
of San Diego that a high level of public confidence in the City of
San Diego’s utility services be maintained in the most cost effective and
environmentally sensitive way. IROC is formed in support of this vision.

(b) IROC will independently evaluate information and conduct its work in a
manner which considers and balances the interests of both the public
utilities department and the ratepayers. IROC will diversify its information
sources to promote objectivity and independence, and will solicit
information from other City departments and outside sources to -

supplement public utilities department information in conducting its work.

-PAGE 2 OF 8-



(0-2013-39)
§26.2002 Independent Rates Oversight Committee Established

(a) IROC shall consist of eleven members, the majority of whom shall be
residents of the City of San Diego, who shall serve without compensation.
The members shall be appointed by the Mayor and confirmed by the City
Council. The four ratepayer classes of single family residential,
multifamily residential, commercial and industrial, and temporary
irrigation and construction will each have one representative on IROC.
In addition to the eleven members, IROC shall also include two ex-officio
members, one representing and appointed by the Metropolitan Wastewater
Joint Powers Authority, and one representing and appointed by the ten-
member City representatives to the San Diego County Water Authority.
A majority of the members of IROC shall possess expertise in one or more
of the following areas: accounting, auditing, engineering, biology or
environmental science, finance or municipal finance, law, and
construction management.

(b) Members shall serve four year terms, and each member shall serve until
a successor is duly appointed and confirmed. In accordance with City
Charter section 43, members are limited to a maximum of eight
consecutive years, and an interval of four years must pass before such
persons can be reappointed. Initial members shall be appointed such that
the terms of not more than six members shall expire in any one year so as
to allow the terms to be staggered. Initial appointments which are less than

the full term of four years will be allowed to serve two full terms. The
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(c)

(d)

(e)

(0-2013-39)
expiration date of all terms shall be May 1. Any vacancy shall be filled for
the remainder of the unexpired term. Vacancy appointment
recommendations will come from the ori ginal recommending body. Any
vacancy replacements will be eligible to serve the remaining term of the
vacant position and two full terms.

On or after May 1, IROC shall select a Chair from among its members.
The Chair will serve a one year term with the option of reappointment for
one additional one year term, with a one year interval between consecutive
terms as Chair.

IROC may adopt rules consistent with the law for the governing of its
business and procedures.

A conflict of interest code shall be adopted for IROC, subject to City
Council approval. The members of IROC shall be required fo complete
and file statements of economic interests in accordance with the conflict of

interest code.

Duties and Functions

(a)

IROC shall:

(1)  Meet at least every other month with additional meetings convened
as necessary and as determined by the Chair, and set an attendance
policy for IROC members to help ensure a quorum of members is
present for all meetings.

(2) Present an annual IROC work plan to the Natural Resources and

Culture Committee by May 1 of each year for discussion and
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comment, but not for approval. IROC may change its work plan to
incorporate comments and feedback received from the Natural
Resources and Culture Committee. The work plan shall describe
the activities and tasks IROC anticipates performing in the coming
year. The work plan shall include, as a priority, the following
components:

(A) A quarterly review of the current schedule versus the
original schedule for each capital improvement project and
project to date expenditures versus the budget for each
project funded by the water and wastewater enterprise
funds.

(B)  Any duties delegated to IROC by resolution of the City
Council.

Review factors, drivers, and cost structures of any proposed

changes to City water or wastewater rates.

In conjunction with any proposals by the City to increase water or

wastewater rates, other than proposed increases attributable solely

to increases in the wholesale cost of water, conduct a cumulative
review of the project schedules and budgets set forth in Section
26.2003(a)(2)(A) for capital impro-vement projects initiated or
completed since the last City water or wastewater rate increase was

implemented.
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Review cost allocation models that may be included in cost of .
service studies of the water and wastewater systems.
Oversee departmental savings efforts and deposits to, and
withdrawals from, the “Dedicated Reserve from Efficiency and
Savings (DRES)” fund.
Advise on the priority and scope of performance audits of the
water and wastewater systems; and review any resulting
performance audit reports.
Provide advice and review of policy and proposals as sought by
department leaders and other City staff related, but not limited to
budget and finance, environmental issues, technology innovations,
system viability, water supply, and public outreach and education
efforts.
Provide an annual public report to the Mayor and City Council
discussing the activities, conclusions and recommendations of
IROC and addressing the duties and functions of IROC set forth in
this Section. The report shall include a discussion of all the
components of the work plan, or an explanation as to why any
components of the work plan are not included or incomplete.
IROC shall present its annual reports at meetings of the Natural

Resources and Culture Committee.
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(b) IROC may also provide correspondence, interim reports, and appear at
meetings of the City Council and Council Committees, as IROC deems

necessary in the performance of its duties and functions.

§26.2004 Coordination with Audit Committee
Any duties or functions of IROC that fall within the oversight responsibilities of
the Audit Committee should be fully coordinated with and reported to the Audit
Committee. IROC shall recommend at least one performance audit of the water
or wastewater system each year for consideration by the City Auditor in time for

inclusion in the City’s audit plan.

Section 2. That a full reading of this ordinance is dispensed with prior to its passage,
a written or printed copy having been made available to the City Council and the public prior to

the day of its passage.

Section 3. That this ordinance shall take effect and be in force on the thirtieth day from

and after its final passage.

APPROVED: JAN I. GOLDSMITH, City Attorney

By %Z(Z
Thohas C. Zelghy /
' Deputy City Aftorn
TCZ:mb
10/25/12

Or.Dept:NR&C
Doc No:461824
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[ hereby certify that the foregoing Ordinance was passed by the Council of the City of San Diego,
at its meeting of - JAN 82013 . :

f
=

N/ Y/ égé e

(date) B FILNER, Mayor

Vetoed:

(date) BOB FILNER, Mayor
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FY2014 IROC Annual Work-Plan
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March 27, 2013

Councilmember David Alvarez, Chairman
Natural Resources & Culture Committee

Subject: Independent Rates Oversight Committee’s Annual Work-plan

Dear Councilmember Alvarez:

The Independent Rates Oversight Committee (IROC) is pleased to present its FY2014 Annual
Work-plan to the Natural Resources & Culture Committee (NR&C), as called for in San Diego
Municipal Code Section 26.2003, which is titled Duties and Responsibilities.

Ordinance (0-2013-39), which became effective on February 22, 2013, states that “IROC shall
submit an annual work-plan to the Natural Resources and Culture Committee by May 1 of each
year for discussion and comment, but not for approval. IROC may change its work-plan to
incorporate comments and feedback received from the Natural Resources and Culture
Committee.”

IROC voted in its meeting of March 18, 2013 (8 in favor; 0 opposed; 0 abstained; and 1 member
not present) to adopt the attached Annual Work-plan for submission to NR&C.

We welcome feedback from your committee on any aspect of the Work-plan, and we are happy
to consider additional areas of focus for FY2014.

I also respectfully request that this item be added to your meeting agenda of April 17, 2013, and
we look forward to a meaningful dialogue on IROC’s goals and objectives for 2014.

Sincerely,
Gail M. Welch, Chair
Independent Rates Oversight Committee

Attachment: IROC FY2014 Annual Work-plan

e Honorable Mayor Filner and Members of the City Council
Andrea Tevlin, Independent Budget Analyst
Roger Bailey, Director, Public Utilities Department
Tom Zeleny, Office of the City Attorney



Independent Rates Oversight Committee

FY2014 Annual Work-Plan - March 13, 2013

Purpose of the Annual IROC Work-Plan

In accordance with Ordinance (O-2013-39), which became effective on February 22, 2013,
IROC shall submit an annual work-plan to the Natural Resources and Culture Committee by
May 1 of each year for discussion and comment, but not for approval. IROC may change its
work-plan to incorporate comments and feedback received from the Natural Resources and
Culture Committee.

1.1. The work-plan shall describe the activities and tasks IROC anticipates performing in the
coming year. The work-plan shall include, as a priority, the following components:

1.1.1. A quarterly review of the current schedule versus the original schedule for each
capital improvement project and project to date expenditures versus the budget for
each project funded by the water and wastewater enterprise funds.

1.1.2. Any duties delegated to IROC by resolution of the City Council.

. IROC’s Anticipated Priority Activities and Tasks for FY2014
. Quarterly CIP Review

e IROC will review the schedule and expenditures for each capital improvement
project quarterly at its regularly scheduled IROC meetings. Concerns or
discrepancies will be discussed with department staff.

1. Financial Areas of Focus

e Review all performance audits and formulate recommendations for follow-up
action, and recommend subjects for the annual the performance audit.

e Recommend various financial reporting improvements to promote
transparency for effective oversight.

e Recommend and review efforts of City staff coordinating with City-10 and
SDCWA to evaluate new water supply sources and ensure San Diego is
charged fair and defensible rates for new water supply sources by water
wholesalers.

e Examine financial trends of water and wastewater funds to determine whether
rates are at appropriate levels, and whether the utilities are operating in a cost
effective manner, and in accordance with cost of service study projections.
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e Recommend and oversee efforts of City staff working with City-10 and the
San Diego County Water Authority to evaluate water sales volume and cost
structure.

Note: For additional detail on the above areas of focus see Appendix A.

I11.  Infrastructure and Operations Areas of Focus

e IROC to review upcoming system condition studies and analyses to gauge the
current state of infrastructure integrity.

e Monitor the implementation of infrastructure replacement plans and project
execution, including the CIP budget and schedules.

e Evaluate City planning efforts for a sustainable long term water supply.

e Recommend targeted audits relating to infrastructure and operations.

e Monitor the City’s approach and progress toward the next discharge permit
for the Point Loma Waste Water Treatment Plant.

e Review operations of the water and wastewater systems and their impact on
system performance and infrastructure sustainability.

Note: For additional detail on the above areas of focus see Appendix A.

V. Outreach and Communications Areas of Focus:

e Review/monitor Department’s outreach and communications efforts related to
the Advanced Water Purification project.

e Ensure the public is informed on the various water and wastewater rate cost
drivers through proactive public information.

e Continue to monitor and review the Customer Care Solutions (CCS) system
for customer service quality improvements.

¢ Evaluate the Department’s Human Resources Management focus, including
programs for the recruitment, development and retention of employees.

e Continue to monitor the City’s efforts to keep the “water conservation”
campaign at appropriate levels.

e Review the Managed Competition Program’s impact on Public Utilities.

e Proactively advise the Mayor and Council Members via reports and periodic
communications.

e Encourage the City to reach out to diverse stakeholders in its efforts to
conduct Cost of Service Studies.

Note: For additional detail on the above areas of focus see Appendix A.
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Appendix A
IROC Areas of Focus — Expanded Detail
Financial Areas of Focus:

e Review all performance audits and formulate recommendations for follow-up
action, and recommend subjects for the annual the performance audit.
Recommend subjects for the annual performance audit to the full IROC committee
based on risk analysis.

e Recommend various reporting improvements to promote transparency in
financial reporting for effective oversight. Recommend financial reporting
enhancements to promote transparency and effective oversight for the Mayor, City
Council and the ratepayers.

e Recommend and review efforts of City staff coordinating with City-10 and
SDCWA to evaluate new water supply sources and ensure San Diego is charged
fair and defensible rates for new water supply sources by water wholesalers.
Conduct in-depth due diligence reviews of water and wastewater cost of service
studies and resulting rate structures. Recommend and oversee efforts of City staff
working with the City-10 and the San Diego County Water Authority’s staff to
analyze new water supply sources such as Indirect Portable Reuse and desalination to
ensure San Diego is charged fair and defensible rates.

e Examine financial trends of water and wastewater funds to determine whether
rates are at appropriate levels, and whether the utilities are operated in a cost
effective manner, and in accordance with cost of service study projections.
Conduct in-depth due diligence of cost of service studies and resulting rate structures
to ensure study assumptions, cost allocations and rates are fair, cost effective and will
lead to financial stability. IROC will review quarterly financial reports and the annual
budget to monitor its financial status, and to identify any unusual trends in water and
sewer program revenues and costs.

e Recommend and oversee efforts of City staff working with City-10 and the San
Diego County Water Authority to evaluate water sales volume and cost
structure. Local water rates are dependent upon the rates charged for water
treatment and delivery as well as pass through rates charged by water wholesalers.
IROC will recommend and oversee City staff efforts to coordinate with the City-10
and San Diego County water Authority staff to evaluate water sales volume and the
Water Authority’s cost structure including fixed and variable costs.
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Infrastructure and Operations Areas of Focus:

IROC to review upcoming system condition studies and analyses to gauge the
current state of infrastructure integrity. Compare infrastructure replacement needs
against replacement plans for equipment and Capital Improvement Projects. IROC to
review performance metrics such as the frequency of breaks and systems failures, and
damage resulting from those failures. IROC will attempt to assess whether current
condition assessment planning is adequate.

Monitor the implementation of infrastructure replacement plans and project
execution, including the CIP and its budget and timing. IROC will monitor and
identify projects that are behind schedule, or over budget. Of particular interest will
be whether or not schedule slippage is leading to cost increases.

Evaluate City planning efforts for a sustainable long term water supply. IROC
will receive presentations and comment on the City’s planning and actions for
maintaining a sustainable supply of water long into the future. IROC will continue to
advocate that the City move swiftly and aggressively in implementing the Advanced
Water Purification Program and water conservation efforts.

Recommend targeted audits relating to infrastructure and operations. IROC
will continue to recommend various performance audits to identify efficiencies and
savings, and improve operations.

Monitor the City’s approach and progress toward the next discharge permit for
the Point Loma Waste Water Treatment Plant. IROC will monitor the progress of
the City and the relevant agencies toward the development of the next discharge
permit for the PLWWTP. The new policy should protect Ocean water quality;
advance cost-effective of wastewater treatment; and advance the development of the
infrastructure to provide large quantities of affordable and purified potable water.

Review operations of the water and wastewater systems and their impact on
system performance and infrastructure sustainability. IROC will continue to seek
opportunities to reduce operating costs in ways that will not reduce service quality or
risk infrastructure degradation through inadequate maintenance. Conversely, IROC
does not support short term savings that lead to deferring costs to a future generation
of San Diegans.
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Outreach and Communications Areas of Focus:

¢ Review/monitor Department’s outreach and communications efforts related to
the Advanced Water Purification project. IROC believes that the Advanced Water
Purification Project is crucial to sustaining regional water resources for future
generations. Further, if implemented, the project will reduce the City’s significant
dependence on imported water. Not only is this critical for water reliability, but it also
dampens the impact of future imported water cost increases. It is essential that the
City continues its public outreach campaign to ensure stakeholders are engaged in the
effort to ensure water reliability and quality for future years. IROC will continue to
monitor community education and outreach efforts.

e Ensure the public is informed on the various water and wastewater rate cost
drivers through proactive public information. IROC recognizes the need for
effective and accurate public information to ensure the Public is informed on the
various water and wastewater rate cost drivers.

e Continue to monitor and review the Customer Care Solutions (CCS) system for
customer service quality improvements. The City’s new customer service system
went live on July 5, 2011 with 12.7 million records converted, resulting in a 99.97%
data conversion success rate. The Public Utilities Department experienced a variety of
customer service issues and responded with increased temporary staff and weekend
shifts to handle the increased calls triggered by the billing system change. Over
51,000 users are utilizing the online bill payment system and the system appears to
have stabilized, which IROC deemed necessary prior to implementing a future
managed competition for the customer billing services. IROC will continue to review
the Departments progress in fixing operational problems with the call center.

e Evaluate the Department’s Human Resources Management focus, including
programs for the recruitment, development and retention of employees. IROC
understands the need to carefully manage costs in order to minimize future rate
increases. Still it is important for the Department to provide adequate benefits and
incentives to its employees in order to attract and retain a skilled and experienced
workforce for years to come. IROC requests periodic briefings on the Department’s
Leadership Development efforts, as well as efforts to retain and recruit employees.
This should include pertinent performance metrics to verify the Department is within
industry standards.

e Continue to monitor the City’s efforts to keep the “water conservation”
campaign at appropriate levels. The City has been very successful in creating a
public outreach campaign for water conservation building on the prior year’s “No
Time to Waste, No Water to Waste” campaign, to the next phase of the City’s water
conservation focus and the new “San Diegans Waste No Water” campaign. Focusing
on the wise use of water was instrumental to maintain the public’s water conservation
momentum. The City’s Water Conservation Section continues to focus on
conservation programs and initiatives, offering free water surveys and grant funded
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rebate programs for commercial landscape, residential water use and enhanced multi-
family customers. In addition, the annual water conservation film and poster contests
continue to provide excellent outreach to engage students in the conservation
message. IROC will continue to monitor the water usage results to assure that water
conservation outreach efforts are yielding sufficient results to meet 20x2020 water
usage goals.

e Review the Managed Competition Program’s impact on Public Utilities. IROC
will review potential managed competition initiatives to identify opportunities for
cost savings and efficiency. Recommend the Department present options to IROC at a
future meeting.

e Proactively advise the Mayor and Council Members via reports and periodic
communications. IROC recognizes the need for effective communications exchange
with the Mayor, Council Members and plans to conduct a focused outreach to staff.

e Encourage the City to reach out to diverse stakeholders in its efforts to conduct
Cost of Service Studies. IROC will continue to monitor the results of ongoing water
and wastewater cost of service studies and urges the Department to ensure there are
timely and appropriate outreach efforts to inform the affected stakeholder groups on
the study results, as well as any potential rate changes.
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ATTACHMENT C

IROC Member Listing



Independent Rates Oversight Committee (IROC)

Committee Member Council Category Appointment Date || Term Expiration
District/Community Date
VACANT (Michael Ross)* District 6 Serra Mesa Multi-Family Residential 9/28/2011 5/1/2013
Ratepayer
VACANT (Todd Webster)* District 3 Talmadge Science Professional 6/2/2009 5/1/2013
10/18/2007 5/1/2009
Jack Kubota Carlsbad Engineering Professional 6/2/2009 5/1/2013
10/18/2007 5/1/2009
Andrew Hollingworth District 2 Point Loma Audit/Accounting Professional 6/2/2009 5/1/2013
Jeff Justus District 2 Pacific Beach |Temporary Irrigations & 1/23/2012 5/1/2013
Construction Rep.
Christopher Dull Escondido Construction Management 5/16/2011 5/1/2015
10/9/2008 5/1/2011
Donald Billings Solana Beach Finance/Municipal Finance 5/16/2011 5/1/2015
10/18/2007 5/1/2011
VACANT (Noam Glick)* District 3North Park Law Professional 11/16/2012 5/1/2015
James Peugh District 2 Point Loma Environmental Rep. 5/16/2011 5/1/2015
10/18/2007 5/1/2011
Irene Stallard-Rodriguez District 7 San Carlos Single-Family Residential 5/16/2011 5/1/2015
Ratepayer 10/18/2007 5/1/2011
Gail Welch District 1 Carmel Valley |Commercial and Industrial 5/16/2011 5/1/2015
Ratepayer 10/18/2007 5/1/2011
*Resigned

11 Members, 4 Year Term

Appointed by Mayor, Confirmed by Council
San Diego Municipal Code 26.2001 — 26.2003

Members are required to file Statement of Economic Interests

Register Revised 7/23/2013

Last Update 11/16/2012 R-307824



http://www.sandiego.gov/city-clerk/boards-commissions/pdf/memos/iroc090429.pdf�
http://www.sandiego.gov/city-clerk/boards-commissions/pdf/memos/iroc090429.pdf�
http://www.sandiego.gov/city-clerk/boards-commissions/pdf/memos/iroc101311.pdf�
http://www.sandiego.gov/city-clerk/pdf/codes/070927iroccic.pdf�

IROC Members

Gail Welch, Commercial & Industrial Ratepayer - Chair

Donald Billings, Finance/Municipal Finance Professional - Vice Chair
Christopher Dull, Construction Management Professional
Andrew Hollingworth, Audit/Accounting Professional

Jeff Justus, Landscape Architect/Irrigation Professional

Jack Kubota, Engineering Professional

Jim Peugh, Environmental Professional

Irene Stallard-Rodriguez, Single-Family Residential Ratepayer
Luis Natividad, Ex-Officio/ Metropolitan Wastewater JPA

Jim Peasley, Ex-Officio/Metropolitan Wastewater JPA Alternate
Ken Williams, Ex-Officio/SDCWA City 10 Representative

Yen Tu, Ex-Officio/SDCWA City 10 Representative, Alternate

Full IROC meetings are held monthly, every 3rd Monday, at 9:30 a.m. at MOC II - Auditorium
(unless otherwise noted on the posted agenda), 9192 Topaz Way, San Diego, CA 92123
Agendas are posted at least 72 hours prior to the scheduled meetings to meet the Brown Act.
Meeting Minutes are posted when approved.

IROC Subcommittees

Finance Subcommittee

¢ Andrew Hollingworth, Chair
Don Billings
Irene Stallard-Rodriguez
Gail Welch
Ken Williams

Meetings are held monthly, every 3rd Monday at 8:00 a.m.- 9:30 a.m. at MOC II, Conf. Room
1E (unless otherwise noted on Agenda)

Infrastructure and Operations
e Jim Peugh, Chair
o Jeff Justus
e Jack Kubota
¢ Gail Welch

Meetings are held monthly, every 2rd Monday at 10:00 a.m.- 12:00 p.m. at MOC Il, Conf. Room
1E (unless otherwise noted on Agenda)

Outreach and Communications
¢ Irene Stallard-Rodriguez, Chair
Christopher Dull
Jack Kubota
Luis Natividad
Gail Welch

Meetings are held monthly, every 2rd Monday at 8:30 a.m.- 10:00 a.m. at MOC Il, Conf. Room
1E (unless otherwise noted on Agenda)



ATTACHMENT D

IROC Agenda Topics for FY2013



IROC Agenda Topics for Fiscal Year 2013

JuLy, 2012

Informational Report on Water Budget Based Billing

Public Utilities FY 2013 Strategic Initiatives

Results of IROC’s Direction Setting Meeting

CIP Prioritization Criteria Update

Update on the status of IROC’s Proposal to revise its Municipal Code Language
FY12 Annual Report Preparation Plan

Selection of IROC Subcommittee Chairpersons; Finance; Infrastructure &
Operations; and Outreach and Communications

e Cancelled

e Cancelled

e Potential impacts of the recently announced County Water Authority water rate
increase on Capital Improvement Program (CIP) and Operations

e Water Capital Improvement Program (CIP) Master Plan

e Asbestos Cement Water Pipe Replacement Program (Phase I)

e Condition Assessment Program of 6 contracts

AuUGuUST, 2012

e Cancelled

e Cancelled

e Cancelled

e Cancelled
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IROC Agenda Topics for Fiscal Year 2013

SEPTEMBER, 2012
Full IROC

Public Utilities Department Asset Management Plan

Public Utilities Department FY 13 Strategic Initiatives

Fourth Quarter of FY2012 — Public Utilities Department Capital Improvement
Program (CIP) update

Awarding of Otay Water Treatment Plant Concrete Work Design Build (Otay
Basins Coating Project)

Application for low interest State loans to fund: MBC Chemical Systems
Improvement — Phase |1, MBC Storage Silos and MBC Odor Control Facility
Upgrades projects; and the University Avenue Pipeline Replacement project
Approval of revised Municipal Code language regarding the mission and
responsibilities of the Independent Rates Oversight Committee

Selection of IROC Subcommittee members for Infrastructure & Operations;
Outreach and Communication

FY2012 IROC Annual Preparation Plan

Finance Subcommittee

Discussion: Has the City loaned Water or Wastewater funds to other City funds?
Discussion: Does the City of San Diego plan on pursuing a water rate increase to
pass-through the San Diego County Water Authority water cost increases to City
rate payers? If so, what is the projected amount of the increase?

Presentation: Major assumptions the consultant is planning to use for the Cost of
Service Studies for the Water and Wastewater funds. What is the schedule for the
COSS process to be completed?

FY2012 Year-End (Current Year Monitoring) Report

FY2012 IROC Annual Report Preparation and Subcommittee work-plan
(Subcommittee discussion)

Outreach and Communications Subcommittee

Cancelled

Infrastructure and Operations Subcommittee

Water System Leak Detection Overview
Wastewater CIP Master Plan

Discussion: CIP Financial Review

Discussion: FY12 IROC Annual Report Preparation
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IROC Agenda Topics for Fiscal Year 2013

OCTOBER, 2012
Full IROC

Cost of Service Study Workshop: Assumptions and Scenarios

Informational Report: San Diego County Water Authority’s participation in the
Carlsbad Desalination Project Water Purchase Agreement

Discussion: Impact of not passing through the January 1, 2013 San Diego County
Water Authority water cost increase to City of San Diego Water Rate Payers
Establish an Ad-hoc committee to develop the FY2012 IROC Annual Report
utilizing the individual subcommittee section report drafts

Finance Subcommittee

Cost of Service Study Workshop: Subcommittee preview: Scenarios and
Assumptions

FY 2012 IROC Annual Report development and Subcommittee work-plan

Outreach and Communications Subcommittee

Advanced Water Purification Demonstration Project Outreach Metrics
Public Utilities External Affairs Program Update
FY12 IROC Annual Report Preparation plan

Infrastructure and Operations Subcommittee

Public Utilities Department FY 13 Strategic Plan linkage to Infrastructure &
Operations Subcommittee Responsibilities
Public Utilities Department SAP Enterprise Asset Management Implementation
Update
Public Utilities Status Update on Performance Audit Activities through
September 30, 2012
FY12 IROC Annual Report — Infrastructure & Operations Section Development
Discussion: sources of financial information on the Public Utilities Department
Capital Improvement Program:
o 2012A Water Bond refunding prospectus information on the Water CIP
program: and
o 2006 Water and Sewer Cost of Service Studies — Section 5 (CIP financial
forecast).
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IROC Agenda Topics for Fiscal Year 2013

NOVEMBER, 2012

e FY 2012 Annual Water Conservation Report

e  Water Policy Implementation Task Force Update

e Impacts of not passing through the Januaryl, 2013 San Diego County Water
Authority water cost increase to City of San Diego water rate payers.

e FY2012 Strategic Plan Annual report: Summary of FY12 Strategic Initiative Results

e  Public Utilities Department 1 Quarter FY2013 Capital Improvements Program
(CIP) Update

e  Selection of an IROC Member for the Finance Subcommittee

e FY 2012 Draft IROC Annual Report Development Update

e Cancelled

e  Finalize and adopt the Finance portion of the 2012 IROC Annual Report

Customer Care Update
Public Utilities External Affairs Program Update
Water Policy Implementation Task force Update
FY12 IROC Annual Report Development Update

e Discussion: Suggested format for Future CIP Reports

e  Sewer Mains Service Life Analysis

e Discussion: Amendment to Mitigated Negative Declaration No. 255100 for Sewer
and Water Group 758

e FY12 IROC Annual Report — Infrastructure & Operations Section Update

DECEMBER, 2012

e  Customer Care Update
e FY2012 Strategic Plan Annual Report: Summary of FY12 Strategic Initiative
Results

e Emergency Back-up Generators Project Update
Adaption of the FY2012 Draft IROC Annual Report

e Midway area water pipe breaks
e Possible financial strategies to address the difference between rates to maintain
reasonable water and sewer fund cash/investment position versus rates to maintain
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IROC Agenda Topics for Fiscal Year 2013

adequate Senior and Aggregate Debt Service Coverage Ratios to maintain current
bond ratings

e Verification of FY2012 $15 Million transfer from the Water Fund DRES reserve to
the Rate Stabilization Reserve

e Update of the County Water Authority Water Purchase Agreement related to the
desalinization project; and steps the City will take to ensure San Diego ratepayers
receive a fair cost allocation from the project and will not subsidize other local water
agencies

Infrastructure and Operations Subcommittee

e Discussion: Recommendations to improve CIP Reporting for IROC

e Review draft FY 2012 IROC Annual Report as submitted by the IROC Ad Hoc Sub-
Committee

¢ Infrastructure and Operations Subcommittee (Calendar Year 2013) Planning and
Prioritization Discussion. Potential Agenda Items for CY2013:

o Review of Utilities Strategic Plans, Performance Metrics, and Measures;

Rate recommendations for infrastructure and operational needs;

Recommendations for a sustainable long term water supply;

Cost of Service Studies;

Water Valve Audit;

Chemical Audit;

Operations & Maintenance Efficiency Reviews;

CIP Rate Case Tracking and Reconciliations;

Pt. Loma Permit Waiver Strategies;

Water and Wastewater Pipeline Integrity Issues;

Advanced Water Purification Demonstration Project;

Assets Management;

Condition Assessments;

CIP Master Planning;

Managed Competition Program; and

Other Issues

0O O OO0 O OO O0OO0OO0OO0OOoOOoOOoOOo

Outreach and Communications Subcommittee

e Advanced Water Purification Demonstration Project — Quarter 3 Update

e Results of the public opinion survey conducted this summer regarding the acceptance
of drinking purified water

e Public Utilities External Affairs Program Update
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IROC Agenda Topics for Fiscal Year 2013

JANUARY, 2013

¢ Results of the Office of the City Auditors conducted Public Utilities Performance
Audits:
1. Water Valve Maintenance
2. Chemical Usage
Identification of FY2014 IROC sponsored Performance Audits
Update on City of San Diego Rewards and Recognition Programs
Development of FY2014 IROC Annual Work-Plan
Seeking IROC Member volunteers to be part of the Public Utilities Department’s
Strategic Planning Process

e Review of 2012 CAFR Financial Results for the Public Utilities Department

e Debt coverage ratios and recommendation for Dedicated Reserve from Efficiency
Savings (DRES) Rebates
e 2014 Finance Subcommittee Work-Plan

¢ Results of the Office of the City Auditor conducted Public Utilities Water Valve
Maintenance Performance Audit

e Results of the Office of the City Auditor conducted Public Utilities Chemical Usage
Performance Audit

o Identification of next round of IROC sponsored Performance Audits

e Public Utilities Capital Improvement Program reporting format updates

e Possible future Subcommittee Agenda items

e Planning for formatting the first IROC Annual Work-Plan for FY2014
e Review of the former City Suggestions Awards Program and the Public Utilities
Department Rewards and Recognition Tools

FEBRUARY, 2013

e Public Utilities Financial Presentation
e Cost of Service Study (Assumptions and Revenues Requirements) — First Draft
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IROC Agenda Topics for Fiscal Year 2013

e Subcommittee Discussion: Public Utilities Rate Stabilization Fund
transfer and Draft letter to the Natural Resources & Culture Committee

e Status of the Macias financial audit of the Capital Improvement Program CIP

e Status update for the Cost of Service Study

e Finance Subcommittee review of the Public Utilities Department’s response to the
IROC’s FY2012 Annual Report

e Finance Subcommittee planning for IROC’s FY2014 Annual Work-Plan

e Finance topics for next Performance Audit by the Office of the City Auditor

Infrastructure & Operations Subcommittee Meeting

e Limnology and Reservoir Detention Study of San Vicente Reservoir (a component of
the Water Purification Demonstration Project

e Infrastructure and Operations Subcommittee discussion of the FY2014 Performance
Audits to be performed by the Office of the City Auditors

e Infrastructure and Operations Subcommittee planning for IROC’s FY2014 Annual
Work-Plan

e Overview of the anticipated timing and planning for the next Pt. Loma waiver
application and negotiations

Outreach and Communications Subcommittee

e Public Utilities External Affairs Program update

¢ Planning for tours of Public Utilities Department facilities

e Outreach and Communications Subcommittee contributions to the FY2014 IROC
Work-Plan

MARCH, 2013

Full IROC

City 10 — County Water Authority Update

Comprehensive Annual Financial Report (CAFR) Balances — Cash and Investments

Use of Cash and Debt Coverage Ratios

Proposal to send a letter to the Natural Resources & Culture Committee (NR&C)

responding to questions that were raised during IROC’s Annual Report presentation

at the February 27, 2013 NR&C meeting

e Adoption of the FY2014 IROC Annual Work-plan

e Public Utilities 2" Quarterly Capital Improvements Program Report of FY2013

e [ROC’s recommendations for FY2014 Performance Audits to be performed by the
Office of the City Auditor

Special Meeting of IROC
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IROC Agenda Topics for Fiscal Year 2013

e Discussion of the Public Utilities Department Cost of Service Study

FY2014 Work-Plan Adoption — Financial Areas of Focus
Recommendations for FY 14 Performance Audits

FY2013 Current Year Monitoring — Month 6, mid-year financial review
Water and Wastewater Cost of Service Studies — Subcommittee discussion

e Adoption of the Subcommittee portion of the FY2014 IROC Work-plan
e Subcommittee discussion on performance audit recommendations for FY2014

e Adoption of the Subcommittee portion of the FY2014 IROC Work-plan
e Subcommittee discussion on performance audit recommendations for FY2014

APRIL, 2013

City 10 — County Water Authority update

Public Utilities 2" Quarterly Capital Improvements Program Report of FY2013
Water Purification Demonstration Project — Final Project Report

IROC’s recommendations for FY2014 Performance Audits to be performed by the
Office of the City Auditor

¢ Nominations/Elections for Chair and Vice Chair of IROC

e Cancelled

e Water Pipe Condition Assessment method Presentation: “Find it, fix it”
e Water Facilities Master Planning Update
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IROC Agenda Topics for Fiscal Year 2013

Update on Call Center Service levels and billing design changes

Follow-up on a reported $3,000 single family residence customer billing error
Discussion on the scope of the upcoming Water Meter Read Accuracy

Planning for the upcoming 50™ Anniversary of the Metropolitan Wastewater System

MAY, 2013

City 10-Country Water Authority Update

Public Utilities FY2014 Proposed Budget

Dedicated Reserve and Efficiency Savings Update (DRES)
Cost of Service Study (COSS) Scenarios Presentation
Third Quarter Capital Improvements Program Report

COSS Subcommittee Discussion

Dedicated Reserve for Efficiencies and Savings Update
Capital Improvement Program report Format Update
Proposed FY2014 Public Utilities Department Budget
FY2014 Finance Subcommittee Work-Plan Activity Planning

Recycled Water (Purple Pipe) Infill

IROC Capital Improvement Program reporting format update

Wastewater Master Planning updates

Opening discussions on project execution impediments

Alternative concept for water and wastewater rates that achieves funding stability and
water conservation

e San Ysidro and North Park water pipe breaks update

e Public Utilities Department - External Affairs update
e Planning Discussion: FY2013 Key Outreach and Communications Subcommittee
Activities and Issues

JUNE, 2013

e County Water Authority (CWA) Presentation and Regional Water Resources and
Issues

e Use of Funds: Applying agreed upon procedures to Water and Wastewater Utility
Funds

e Presentation: Overview of Metropolitan Water District and Regional Water Supplies
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IROC Agenda Topics for Fiscal Year 2013

Update regarding the June 17 IROC Meeting Public Comment: Relocation and
Removal of Construction Meters in San Carlos

Cost of Service Study (COSS) Rate Design Presentation

Recycled Water Pricing Study

Water Budget Based Billing

Finance Subcommittee

Refine the scope of the proposed FY 14 Public Utilities “Financial Overhead”
performance audit

Use of Funds: Applying agreed upon procedures to Water and Wastewater Utility
Funds

Subcommittee review of proposed format revisions to the Capital Improvement
Program reports issued periodically to IROC

Comprehensive Annual Financial Report (CAFR) Reconciliation and Additional
Information

Infrastructure and Operations Subcommittee

IROC Capital Improvement Program reporting format Follow-Up

Wastewater Master Planning updates

Discussion: Optimization Contract

Opening discussions on project execution impediments

Alternative concept for water and wastewater rates that achieves funding stability and
water conservation — Based on the City of Davis Model

Outreach and Communications Subcommittee

Scoping the Customer Service Division performance audit

Graphs and charts to communicate to the utility ratepayers how rate funds are being
utilized; and other outreach efforts

Planning Item: IROC to consider amending the FY 14 Work-Plan based on the NR&C
feedback received on May 15, 2013.

Planning Item: Plan to meet with various Council Members Offices to accomplish
IROC requirements
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Finance Subcommittee Appendices 1-9



1 Water Utility
2 Unres Cash & Inv.
3 Res. Cash & Inv.
4 Total Unres and Res. Cash & Inv.
5 Inc-(Loss) Before Contrib & Trans
6 Unrest. Net Assets/ Total Assets
7 Total Net Assets / Total Assets
8 Unrest. Cash & Inv./ Total Assets
9 Total Cash & Inv./ Total Assets
10 Total Assets
11 Oper. Exp. to Oper Rev.
12 Oper. Exp to Total Assets
13 Surplus/(Deficit) to Oper Rev
14
15 Sewer Utility
16 Unres Cash & Inv.
17 Res. Cash & Inv.
18 Total Unres & Res. Cash & Inv.
19 Inc-(Loss) Before Contrib & Trans
20 Unrest. Net Assets/ Total Assets
21 Total Net Assets / Total Assets
22 Unrest. Cash & Inv./ Total Assets
23 Total Cash & Inv./ Total Assets
24 Total Assets
25 Oper. Exp. to Oper Rev.
26 Oper. Exp to Total Assets
27 Surplus/(Deficit) to Oper Rev
28
29 Water & Sewer Utility Combined
30 Unres Cash & Inv.
31 Res. Cash & Inv.
32 Total Unres & Res. Cash & Inv.
33 Total Assets
34 Unrest. Cash & Inv./ Total Assets
35 Total Cash & Inv./ Total Assets
36 Inc-(Loss) Before Contrib & Trans

Appendix #1

Key Statistics and Financial Ratios
WATER AND SEWER UTILITY FUNDS

Fiscal Years 2007 through 2012 (000s)

Chg Pct
2007 2008 2009 2010 2011 2012 2011-12 2011-12
196,510 212,932 225,556 221,585 214,550 359,067 144,517 67% <——
77,587 196,304 263,883 189,149 161,687 96,832 (64,855) -40%
274,097 409,236 489,439 410,734 376,237 455,899 79,662 21% <<——
9,577 15,128 24,168 25,279 25,195 31,629 6,434 26% <——
6.8% 9.6% 9.6% 9.4% 9.8% 14.4% 4.5% NA
65.0% 61.6% 58.5% 59.4% 60.6% 61.2% 0.6% NA
9.7% 9.6% 9.3% 8.9% 8.6% 13.7% 5.2% NA
13.6% 18.5% 20.1% 16.6% 15.0% 17.5% 2.4% NA
2,022,665 2,217,822 2,432,782 2,477,068 2,503,095 2,611,693 108,598 4%
90.7% 90.5% 88.3% 86.1% 87.7% 84.9% -2.8% NA
13.9% 13.0% 12.4% 13.1% 13.0% 13.3% 0.3% NA
3.1% 4.7% 7.1% 6.7% 6.8% 7.7% 1.0% NA
Chg Pct
2007 2008 2009 2010 2011 2012 2011-12 2011-12
205,229 291,240 345,933 380,774 419,209 432,872 13,663 3%
101,168 46,839 231,212 166,647 114,499 90,860 (23,639) -21%
306,397 338,079 577,145 547,421 533,708 523,732 (9,976) -2%
6,727 27,118 24,436 62,699 56,837 71,323 14,486 25% <——
4.7% 7.6% 8.5% 10.1% 11.1% 10.7% -0.4% NA
59.0% 60.3% 57.7% 59.7% 61.3% 62.9% 1.6% NA
6.4% 9.1% 10.0% 11.0% 12.0% 12.2% 0.2% NA
9.6% 10.5% 16.7% 15.8% 15.3% 14.8% -0.5% NA
3,207,474 3,216,578 3,453,324 3,474,070 3,495,439 3,540,531 45,092 1%
85.3% 83.1% 82.9% 74.4% 73.3% 70.1% -3.1% NA
8.1% 8.5% 7.7% 8.2% 7.5% 7.3% -0.2% NA
2.2% 8.3% 7.6% 16.4% 15.9% 19.3% 3.4% NA<——=
Chg Pct
2007 2008 2009 2010 2011 2012 2011-12 2011-12
401,739 504,172 571,489 602,359 633,759 791,939 158,180 25% <——=
178,755 243,143 495,095 355,796 276,186 187,692 (88,494) -32%
580,494 747,315 1,066,584 958,155 909,945 979,631 69,686 8%
5,230,139 5,434,400 5,886,106 5,951,138 5,998,534 6,152,224 153,690 3%
7.7% 9.3% 9.7% 10.1% 10.6% 12.9% 2.3% NA
11.1% 13.8% 18.1% 16.1% 15.2% 15.9% 0.8% NA
16,304 42,246 48,604 87,978 82,032 102,952 20,920 26% <——

Source: San Diego City Comprehensive Annual Financial Report FY 2007 -2012*



Appendix #2
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS
WATER UTILITY FUND
Fiscal Years 2007 through 2012 (000s) (Audited*)

% Ann.
Total Chg Ann. Chg Chg From
Line# Income/Expense 2007 2008 2009 2010 2011 2012 2007-12 2007-12 2007
1 Operating Revenues
2 Sales of Water 289,127 297,225 324,772 354,543 358,747 391,614 102,487 20,497 7.1%
3 Charges for Services 1,147 33 - 14,655 3,789 7,822 6,675 1,335 116.4%
4 Revenues from Property Use 6,162 6,115 5,418 4,431 5,540 6,184 22 4 0.1%
5 Usage Fees 1,594 1,235 1,272 503 33 34 (1,560) (312) -19.6%
6 Other 12,262 14,018 11,257 2,329 3,406 2,465 (9,797) (1,959) -16.0%
7  Subtotal 310,292 318,626 342,719 376,461 371,515 408,119 97,827 19,565 6.3%
9 Operating Expenses
10 Maint & Oper. 97,821 100,360 95,979 70,568 72,027 78,108 (19,713) (3,943) -4.0%
11 Purchased Water Cost 124,880 121,186 133,499 148,232 143,155 167,104 42,224 8,445 6.8%
12 Taxes 163 162 162 1,805 1,755 1,826 1,663 333 204.0%
13 Administration 30,964 36,722 33,258 65,169 65,926 53,619 22,655 4,531 14.6%
14 Depreciation 27,644 29,870 39,627 38,525 43,054 46,030 18,386 3,677 13.3%
15 Subtotal 281,472 288,300 302,525 324,299 325,917 346,687 65,215 13,043 4.6%
16 Operating Inc/(Loss) 28,820 30,326 40,194 52,162 45,598 61,432 32,612 6,522 22.6%
17
18 Nonoper. Rev - (Exp)
19 Invest. Earnings 11,461 15,536 12,478 8,914 4,468 4,244 (7,217) (1,443) -12.6%
20 Federal Grants 283 1,427 192 1,351 203 442 159 32 11.2%
21 Other Agency Grants 284 272 1,070 (135) 7,028 372 88 18 6.2%
22 Gain (Loss) Sale-Ret Assets (5,076) (3,494) (2,436) (2,582) (1,164) 1,270 6,346 1,269 -25.0%
23 Debt Service Interest (26,370) (29,919) (28,081) (38,240) (34,490) (36,496) (10,126) (2,025) 7.7%
24 Other 175 980 751 3,809 3,552 365 190 38 21.7%
25 Subtotal (19,243) (15,198) (16,026) (26,883) (20,403) (29,803) (10,560) (2,112) 11.0%
26
27 Inc - (Loss) Before Contrib.
28 & Transfers 9,577 15,128 24,168 25,279 25,195 31,629 22,052 4,410 46.1%
29
30 Capital Contriubtion 80,859 31,526 30,277 23,932 18,011 56,640 (24,219) (4,844) -6.0%
31 Trans. From Other Funds 352 578 439 245 113 79 (273) (55) -15.5%
32 Trans. From Govt. Funds 84 3,867 3,443 337 142 - (84) (17) NA
33 Trans to Other Funds (234) (93) (99) (2) - (496) (262) (52) 22.4%
34 Trans. To Govt Funds (1,713) (834) (530) (612) (222) (6,312) (4,599) (920) 53.7%
35 Subtotal 79,348 35,044 33,530 23,900 18,044 49,911 (29,437) (5,887) -7.4%
36  Extraordinary Gain 686
37  Chgin Net Assets 88,925 50,172 57,698 49,179 43,239 82,226 (6,699) (1,340) -1.5%
38
39 Net Assets Beg of Year 1,226,423 1,315,348 1,365,520 1,423,218 1,472,397 1,515,636 289,213 57,843 4.7%
40 Net Assets End of Year 1,315,348 1,365,520 1,423,218 1,472,397 1,515,636 1,597,862 282,514 57,843 4.4%
41
42 Financial Ratios 2007 2008 2009 2010 2011 2012 Average
43 Total Assets 2,022,665 2,217,822 2,432,782 2,477,068 2,503,095 2,611,693 2,377,521
44 Oper. Exp. to Oper Rev. 90.7% 90.5% 88.3% 86.1% 87.7% 84.9% 88.0%
45 Oper. Exp to Total Assets 13.9% 13.0% 12.4% 13.1% 13.0% 13.3% 13.1%
46 Surplus/(Deficit) to Oper Rev 3.1% 4.7% 7.1% 6.7% 6.8% 7.7% 6.0%

47

Source: San Diego City Comprehensive Annual Financial Report FY 2007 -2012*



Appendix #3
STATEMENT OF NET ASSETS
WATER UTILITY FUND
Fiscal Years 2007 through 2012 (000s) (Audited*)

Total % Yrly
$ Chg $ Yrly Chg From
Line # Asset/Liability 2007 2008 2009 2010 2011 2012 2007-12 Chg 2007
1 ASSETS
2 Current Assets:
3 Cash & Invest. 196,510 212,932 225,556 221,585 214,550 359,067 162,557 32,511 16.5%
4 Receivables
5 Accounts - Net of Allow. 42,697 43,854 43,573 62,048 66,133 62,579 19,882 3,976 9.3%
6 Claims - Net 284 222 222 222 44 NA
7 Contributions
8 Accrued Interest 2,291 2,040 604 761 868 791 (1,500) (300) NA
9 Grants 1,202 1,572 1,822 1,162 2,596 204 (998) (200) -16.6%
10 From Other Funds - - -
11 Invent. Of Water in Storage 27,556 36,593 36,947 38,303 50,186 51,803 24,247 4,849 17.6%
12 Inventories 414 463 620 700 540 845 431 86 20.8%
13 Prepaid Expenses 737 446 456 467 (737) (147) -20.0%
14  Total Current Assets 271,407 297,900 309,578 325,310 335,095 475,511 204,104 40,821 15.0%
15
16 Non-Current Assets
17 Restrict. Cash & Invest. 77,587 196,304 263,883 189,149 161,687 96,832 19,245 3,849 5.0%
18 Loans Receivable - 686 686 137 NA
19 Advances to Other Funds
20 Deferred Charges 4,704 4,515 6,988 6,840 6,636 5,191 487 97 2.1%
21 Interfund Int Rec. -
22 Interfund Loan Rec. -
23 Capital Assets - Non-Deprec. 216,124 134,738 240,760 226,299 119,956 131,674 (84,450) (16,890) -7.8%
24 Capital Assets - Deprec. 1,452,843 1,584,365 1,611,573 1,729,470 1,879,721 1,901,799 448,956 89,791 6.2%
25 Total Non-Current Assets 1,751,258 1,919,922 2,123,204 2,151,758 2,168,000 2,136,182 384,924 76,985 4.4%
26 Total Assets 2,022,665 2,217,822 2,432,782 2,477,068 2,503,095 2,611,693 589,028 117,806 5.8%
27
28 LIABILITIES
29 Current Liabilities:
30 Accounts Payable 30,125 37,556 32,367 43,710 26,350 39,502 9,377 1,875 6.2%
31 Accrued Wage & Benefits 1,925 1,817 2,145 6,253 9,645 9,816 7,891 1,578 82.0%
32 Interest Accured on LTD 11,772 13,236 11,598 15,165 17,617 15,046 3,274 655 5.6%
33 LTD Due Within One Year 18,776 76,962 19,705 26,181 27,298 31,427 12,651 2,530 13.5%
34 Due to Other Funds 1,242 558 99 - - NA
35 Due to Other Agencies 4,502 2,571 1,046 1,522 1,520 1,789 (2,713) (543) -12.1%
36 Unearned Revenue 1,004 1,143 817 665 539 1,784 780 156 15.5%
37 Contract Deposits 5,569 4,519 4,756 4,670 4,365 4,365 (1,204) (241) -4.3%
38 Curr. Liab Pay. - Rest. Assets: - - NA
39 Customer Dep. Payable 4,265 4,331 4,566 4,930 5,384 5,422 1,157 231 5.4%
40 Total Current Liabilities 77,938 143,377 77,558 103,195 92,718 109,151 31,213 6,243 8.0%
41
42 Arbitrage Liability 193 429 - - 25 34 (159) (32) -16.5%
43 Compensated Absenses 2,202 2,027 2,036 2,394 2,426 2,317 115 23 1.0%
44 Liability Claims 5,340 5,534 1,576 3,107 3,088 3,166 (2,174) (435) -8.1%
45 Loans Payable 19,385 18,490 17,573 16,634 27,432 62,053 42,668 8,534 NA
46 Notes Payable 57,000 150,000 (57,000) (11,400) NA
47 Net Revenue Bonds Payable 535,470 521,510 895,146 861,684 838,837 811,842 276,372 55,274 10.3%
48 Pollution Remediation Oblig. 620 - - NA
49  Obligation 2,659 6,578 - - NA
50 Net Other Post Emp Bene Oblig. 11,215 16,423 18,789 18,789 3,758 NA
51 Net Pension Payable 9,789 8,276 8,477 6,442 6,510 6,479 (3,310) (662) -6.8%
52 Total Non-Current Liabilities 629,379 708,925 932,006 901,476 894,741 904,680 275,301 55,060 8.7%
53 Total Liabilities 707,317 852,302 1,009,564 1,004,671 987,459 1,013,831 306,514 61,303 8.7%
54
55 Net Assets:
56 Invest in Capital Assets, Net of
57 Related Debt 1,175,384 1,151,511 1,186,697 1,235,835 1,264,939 1,218,954 43,570 8,714 0.7%
58 Restricted for Debt Service 2,260 2,164 3,622 3,297 4,731 3,897 1,637 327 14.5%
59 Unrestricted 137,704 211,845 232,899 233,265 245,966 375,011 237,307 47,461 34.5%
60 Total Net Assets 1,315,348 1,365,520 1,423,218 1,472,397 1,515,636 1,597,862 282,514 56,503 4.3%
61 Total Liab & Net Assets 2,022,665 2,217,822 2,432,782 2,477,068 2,503,095 2,611,693 589,028 117,806 5.8%
62
63 Key Financial Stats & Ratios: 2007 2008 2009 2010 2011 2012
64 Unres Cash & Inv. 196,510 212,932 225,556 221,585 214,550 359,067
65 Res. Cash & Inv. 77,587 196,304 263,883 189,149 161,687 96,832
66 Total Unres and Res. Cash & Inv. 274,097 409,236 489,439 410,734 376,237 455,899
67 Inc-(Loss) Before Contrib & Trans 9,577 15,128 24,168 25,279 25,195 31,629
68 Unrest. Net Assets/ Total Assets 6.8% 9.6% 9.6% 9.4% 9.8% 14.4%
69 Total Net Assets / Total Assets 65.0% 61.6% 58.5% 59.4% 60.6% 61.2%
70 Unrest. Cash & Inv./ Total Assets 9.7% 9.6% 9.3% 8.9% 8.6% 13.7%
71 Total Cash & Inv./ Total Assets 13.6% 18.5% 20.1% 16.6% 15.0% 17.5%

Source: San Diego City Comprehensive Annual Financial Report FY 2007 -2012*



Appendix #4
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS
SEWER UTILITY FUND
Fiscal Years 2007 through 2012 (000s) (Audited*)

% Yrly
$Chg S Yrly Chg From
Line# Income/Expense 2007 2008 2009 2010 2011 2012 2007-12 Chg 2007
1 Operating Revenues
2 Sales of Water - -
3 Charges for Services 299,736 325,048 318,474 378,640 354,083 365,887 66,151 13,230 4.4%
4 Revenues from Property Use 184 181 157 157 31 NA
5 Usage Fees
6 Other 5,013 3,071 4,097 3,301 3,467 4,255 (758) (152) -3.0%
7  Subtotal 304,749 328,119 322,571 382,125 357,731 370,299 65,550 13,110 4.3%
8
9 Operating Expenses
10 Maint & Oper. 111,086 110,492 119,470 136,820 134,696 129,343 18,257 3,651 3.3%
11 Purchased Water Cost
12 Taxes
13 Administration 79,164 91,158 71,300 80,879 63,875 65,191 (13,973) (2,795) -3.5%
14 Depreciation 69,696 71,138 76,554 66,523 63,488 65,186 (4,510) (902) -1.3%
15 Subtotal 259,946 272,788 267,324 284,222 262,059 259,720 (226) (45) 0.0%
16 Operating Inc/(Loss) 44,803 55,331 55,247 97,903 95,672 110,579 65,776 13,155 29.4%
17
18 Nonoper. Rev - (Exp)
19 Invest. Earnings 12,505 17,757 13,454 10,612 7,454 6,266 (6,239) (1,248) -10.0%
20 Federal Grants 65 134 - 175 380 336 271 54 83.4%
21 Other Agency Grants 167 165 - - - - NA
22 Gain (Loss) Sale-Ret Assets (9,004) (2,057) (3,525) (558) (1,961) (1,387) 7,617 1,523 -16.9%
23 Debt Service Interest (44,735) (48,571) (46,151) (53,348) (51,112) (49,586) (4,851) (970) 2.2%
24 Other 3,093 4,524 5,244 7,750 6,404 5,115 2,022 404 13.1%
25  Subtotal (38,076) (28,213) (30,811) (35,204) (38,835) (39,256) (1,180) (236) 0.6%
26
27 Inc - (Loss) Before Contrib.
28 & Transfers 6,727 27,118 24,436 62,699 56,837 71,323 64,596 12,919 192.0%
29
30 Capital Contriubtion 59,785 25,359 28,780 21,346 12,345 17,883 (41,902) (8,380) -14.0%
31 Trans. From Other Funds 7,738 714 616 316 147 130 (7,608) (1,522) -19.7%
32 Trans. From Govt. Funds 80 9 1,238 - - - (80) (16) NA
33 Trans to Other Funds (220) (1,214) (59) (119) (10) (1,103) (883) (177) 80.3%
34 Trans. To Govt Funds (2,162) (5,585) (3,550) (883) (192) (6,495) (4,333) (867) 40.1%
35 Subtotal 65,221 19,283 27,025 20,660 12,290 10,415 (54,806) (10,961) -16.8%
36 Extraordinary Gain 1,180
37  Chgin Net Assets 71,948 46,401 51,461 83,359 69,127 82,918 10,970 2,194.00 3.0%
38
39 Net Assets Beg of Year 1,821,630 1,893,578 1,939,979 1,991,440 2,074,799 2,143,926 322,296 64,459 3.5%
40 Net Assets End of Year 1,893,578 1,939,979 1,991,440 2,074,799 2,143,926 2,226,844 333,266 66,653 3.5%
41
42 Financial Ratios: 2007 2008 2009 2010 2011 2012 Average
43 Total Assets 3,207,474 3,216,578 3,453,324 3,474,070 3,495,439 3,540,531 3,397,903
44 Oper. Exp. to Oper Rev. 85.3% 83.1% 82.9% 74.4% 73.3% 70.1% 78.2%
45 Oper. Exp to Total Assets 8.1% 8.5% 7.7% 8.2% 7.5% 7.3% 7.9%
46 Surplus/(Deficit) to Oper Rev 2.2% 8.3% 7.6% 16.4% 15.9% 19.3% 11.6%

47 Source: San Diego City Comprehensive Annual Financial Report FY 2007 -2012*



Appendix #5

STATEMENT OF NET ASSETS

SEWER UTILITY FUND
Fiscal Years 2007 through 2012 (000s) (Audited*)

72

Source: San Diego City Comprehensive Annual Financial Report FY 2007 -2012*

Total % Yrly
$ Chg $ Yrly Chg From
Line # Asset/Liability 2007 2008 2009 2010 2011 2012 2007-12 Chg 2007
1 ASSETS
2 Current Assets:
3 Cash & Invest. 205,229 291,240 345,933 380,774 419,209 432,872 227,643 45,529 22.2%
4 Receivables
5 Accounts - Net of Allow. 35,746 37,627 35,172 48,763 43,571 46,699 10,953 2,191 6.1%
6 Claims - Net 305 212 35 35 7 NA
7 Contributions
8 Accrued Interest 2,733 1,637 1,420 964 1,164 1,030 (1,703) (341) -12.5%
9 Grants 26 137 181 44 18 4 13.8%
10 From Other Funds - - - NA
11 Invent. Of Water in Storage - - - NA
12 Inventories - - - NA
13 Prepaid Expenses 1 8 3 - (1) (0) NA
14  Total Current Assets 243,735 330,512 382,528 430,943 464,337 480,680 236,945 47,389 19.4%
15
16 Non-Current Assets
17 Restrict. Cash & Invest. 101,168 46,839 231,212 166,647 114,499 90,860 (10,308) (2,062) -2.0%
18 Advances to Other Funds
19 Deferred Charges 6,436 5,953 7,114 6,631 6,275 5,919 (517) (103) -1.6%
20 Loans Receivable 1,180 1,180 236 NA
21 Interfund Loan Rec. 3,487 3,487 3,487 3,487 3,487 - (3,487) (697) -20.0%
22 Capital Assets - Non-Deprec. 140,261 107,309 118,881 138,386 168,524 167,323 27,062 5,412 3.9%
23 Capital Assets - Deprec. 2,712,387 2,722,478 2,710,102 2,727,976 2,738,317 2,794,569 82,182 16,436 0.6%
24  Total Non-Current Assets 2,963,739 2,886,066 3,070,796 3,043,127 3,031,102 3,059,851 96,112 19,222 0.6%
25 Total Assets 3,207,474 3,216,578 3,453,324 3,474,070 3,495,439 3,540,531 333,057 66,611 2.1%
26
27 LIABILITIES
28 Current Liabilities:
29 Accounts Payable 10,800 7,650 11,995 17,999 22,135 24,418 13,618 2,724 25.2%
30 Accrued Wage & Benefits 4,101 9,734 7,682 12,908 13,238 13,291 9,190 1,838 44.8%
31 Interest Accured on LTD 8,010 7,679 6,162 7,867 7,728 7,374 (636) (127) -1.6%
32 LTD Due Within One Year 39,061 264,772 54,663 54,807 56,594 57,800 18,739 3,748 9.6%
33 Due to Other Funds 1,206 510 24 - - NA
34 Due to Other Agencies 5,511 2,897 10,262 698 698 11,050 5,539 1,108 20.1%
35 Unearned Revenue - 953 953 191 NA
36 Contract Deposits 3,828 3,314 3,503 3,633 3,722 3,765 (63) (13) -0.3%
37 Curr. Liab Pay. - Rest. Assets: - - NA
38 Customer Dep. Payable - - - - - NA
39 Total Current Liabilities 71,311 297,252 94,777 97,936 104,115 118,651 47,340 9,468 13.3%
40
41 Deposits/Advances from Others 250 250 530 497 397 397 79 NA
42 Arbitrage Liability 31 157 - - (31) (6) -20.0%
43 Compensated Absenses 2,673 2,422 2,323 2,954 2,805 2,694 21 4 0.2%
44 Liability Claims 43,917 38,792 27,776 16,337 8,662 4,369 (39,548) (7,910) -18.0%
45 Loans Payable 76,490 71,838 67,100 62,274 57,260 55,367 (21,123) (4,225) -5.5%
46 Notes Payable 223,830 (223,830) (44,766) NA
47 Net Revenue Bonds Payable 883,356 852,291 1,251,957 1,198,845 1,152,334 1,103,933 220,577 44,115 5.0%
48 Pollution Remediation Oblig. - - NA
49  Obligation - - NA
50 Net Other Post Emp Bene Oblig. 3,038 6,916 11,830 17,201 19,672 19,672 3,934 NA
51 Net Pension Payable 12,288 10,559 10,785 8,565 8,639 8,604 (3,684) (737) -6.0%
52 Total Non-Current Liabilities 1,242,585 979,347 1,367,107 1,301,335 1,247,398 1,195,036 (47,549) (9,510) -0.8%
53 Total Liabilities 1,313,896 1,276,599 1,461,884 1,399,271 1,351,513 1,313,687 (209) (42) 0.0%
54
55 Net Assets:
56 Invest in Capital Assets, Net of
57 Related Debt 1,740,801 1,695,766 1,698,249 1,717,312 1,749,107 1,838,281 97,480 19,496 1.1%
58 Restricted for Debt Service 717 496 750 5,146 6,398 9,449 8,732 1,746 243.6%
59 Unrestricted 150,060 243,717 292,441 352,341 388,421 379,114 229,054 45,811 30.5%
60 Total Net Assets 1,891,578 1,939,979 1,991,440 2,074,799 2,143,926 2,226,844 335,266 67,053 3.5%
61 Total Liab & Net Assets 3,205,474 3,216,578 3,453,324 3,474,070 3,495,439 3,540,531 335,057 67,053 2.1%
62
63 Financial Ratios: 2007 2008 2009 2010 2011 2012
64 Unres Cash & Inv. 205,229 291,240 345,933 380,774 419,209 432,872
65 Res. Cash & Inv. 101,168 46,839 231,212 166,647 114,499 90,860
66 Total Unres & Res. Cash & Inv. 306,397 338,079 577,145 547,421 533,708 523,732
67 Inc-(Loss) Before Contrib & Trans 6,727 27,118 24,436 62,699 56,837 71,323
68 Unrest. Net Assets/ Total Assets 4.7% 7.6% 8.5% 10.1% 11.1% 10.7%
69 Total Net Assets / Total Assets 59.0% 60.3% 57.7% 59.7% 61.3% 62.9%
70 Unrest. Cash & Inv./ Total Assets 6.4% 9.1% 10.0% 11.0% 12.0% 12.2%
71 Total Cash & Inv./ Total Assets 9.6% 10.5% 16.7% 15.8% 15.3% 14.8%



1 Debt Coverage Ratios

2 Water Bonds:

3 Senior Debt Service Coverage
4 Minimum Ratio

5 Aggregate Debt Service Coverage
6  Minimum Ratio
7

8

9

Sewer Bonds:
Senior Debt Service Coverage
10  Minimum Ratio
11 Aggregate Debt Service Coverage
12 Minimum Ratio

Appendix #6
Debt Service Coverage Ratios - Actual and Forecasted

WATER AND SEWER BONDS

Fiscal Years 2007 through 2012 Actual; 2013 through 2015 Forecasted

2007 Act. 2008 Act. 2009 Act. 2010 Act. 2011 Act. 2012 Act. 2013 Est. 2014 Fore. 2015 Fore.
3.99% 4.55% 5.27% 4.23% 3.40% 3.42% 2.53% 2.10% 2.09%
1.20% 1.20% 1.20% 1.20% 1.20% 1.20% 1.20% 1.20% 1.20%
1.99% 2.13% 2.04% 1.89% 1.79% 1.87% 1.54% 1.25% 1.25%
1.00% 1.00% 1.00% 1.00% 1.00% 1.00% 1.00% 1.00% 1.00%
1.83% 1.95% 2.03% 1.80% 1.77% 1.85% 1.93% 1.57% 1.47%
1.20% 1.20% 1.20% 1.20% 1.20% 1.20% 1.20% 1.20% 1.20%
1.47% 1.59% 1.65% 1.70% 1.67% 1.75% 1.82% 1.49% 1.39%
1.10% 1.10% 1.10% 1.10% 1.10% 1.10% 1.10% 1.10% 1.10%

Source: FY2012 San Diego Comprehensve Annual Financial Report for 2007-2012 actual data*. 2013 Cost of Service Study

for 2013 - 2015 forecasted data. Forecasted data assumes rate increases proposed in 2013 cost of service study adopted by city council.
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