OTAY WATER DISTRICT AND
OTAY SERVICE CORPORATION

SPECIAL MEETING OF THE BOARD OF DIRECTORS
DISTRICT BOARDROOM

2554 SWEETWATER SPRINGS BOULEVARD
SPRING VALLEY, CALIFORNIA

WEDNESDAY
April 29, 2015
3:30 P.M.

AGENDA
ROLL CALL
PLEDGE OF ALLEGIANCE
APPROVAL OF AGENDA
PUBLIC PARTICIPATION — OPPORTUNITY FOR MEMBERS OF THE PUBLIC TO
SPEAK TO THE BOARD ON ANY SUBJECT MATTER WITHIN THE BOARD'S
JURISDICTION BUT NOT AN ITEM ON TODAY'S AGENDA
DISCUSSION ON THE DISTRICT'S DROUGHT AND WATER CONSERVATION
EFFORTS TO COMPLY WITH THE STATE WATER BOARD’S EMERGENCY
CONSERVATION REGULATIONS AND THE STATE’'S MANDATORY CONSER-
VATION OF POTABLE URBAN WATER USE (WATTON)

ADJOURNMENT



All items appearing on this agenda, whether or not expressly listed for action, may be
deliberated and may be subject to action by the Board.

The Agenda, and any attachments containing written information, are available at the
District’s website at www.otaywater.gov. Written changes to any items to be considered at
the open meeting, or to any attachments, will be posted on the District’s website. Copies
of the Agenda and all attachments are also available through the District Secretary by
contacting her at (619) 670-2280.

If you have any disability which would require accommodation in order to enable you to
participate in this meeting, please call the District Secretary at 670-2280 at least 24 hours
prior to the meeting.

Certification of Posting

| certify that on April 27, 2015, | posted a copy of the foregoing agenda near the
regular meeting place of the Board of Directors of Otay Water District, said time being at
least 24 hours in advance of the special meeting of the Board of Directors (Government
Code Section §54954.2).

Executed at Spring Valley, California on April 27, 2015.

/s/ Susan Cruz, District Secretary



http://www.otaywater.gov/

AGENDA ITEM 5

STAFF REPORT

TYPE MEETING:

SUBMITTED BY:

APPROVED BY:

SUBJECT:

Special Board MEETING DATE:  April 29, 2015
PROJECT: DIV.NO. Al

Mark Watton, General Manager

X] Joseph R. Beachem, Chief Financial Officer
X] German Alvarez, Assistant General Manager
X] Mark Watton, General Manager

Drought and Water Conservation Efforts

GENERAL MANAGER”S RECOMMENDAT ION :

This 1s an informational i1tem only.

COMMITTEE ACTION:

N/7A

PURPOSE :

To comply with the State Water Board’s emergency conservation
regulations and the state’s mandatory conservation of potable urban
water use.

ANALYSIS:

On April 1, 2015, Governor Jerry Brown issued a series of executive
orders on actions necessary to address California’s ongoing severe

drought.

For the first time in its history, mandatory conservation

of potable urban water use is iIn place throughout the state. Now
entering i1ts fourth straight year of drought, with snowpack in the
Sierra’s the scarcest it has been in 75 years of recordkeeping, with
groundwater levels declining and with major reservoir storage
shrinking each day, the governor views mandatory conservation as the
only way the state can forestall even more catastrophic impacts if it
does not rain next year.
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With his executive orders, the governor established a statewide goal
of reducing urban potable water use by 25%. 1In real terms, the state
IS seeking to reduce urban potable water use by approximately 1.3
million acre-feet over the next nine months, or roughly twice as much
water as used In San Diego County in a typical year. To achieve
these significant water savings, the governor directed the State
Water Board to implement mandatory water conservation measures in
cities and towns throughout California.

State Water Board Timeline

The State Water Board has set the following timeline for adoption of
the emergency regulations:

4/17/15 - Draft of regulatory framework and request for public comment
4/22/15 - Comments due on draft of regulatory framework

4/28/15 - Emergency rulemaking formal notice

5/5 or 5/6/15 - Board hearing and adoption

The 25% reduction target is a statewide average, with individual
water suppliers each having their own conservation goal based on
average gallons-per-capita-per-day (GPCD) data. Communities with the
lowest GPCD usage are required to achieve an additional 8% reduction
goal. Communities with the highest GPCD usage will be required to
reduce use by as much as 36%.

Current Reduction Targets by Agency

The chart below shows the mandated conservation targets for all
agencies in San Diego County. According to the current draft of the
regulations, agencies that deliver more than 20% of their total water
production to commercial agriculture may be allowed to modify their
conservation requirement. This will allow some agencies listed below
to reduce this mandated amount.



Agency Mandate
Sweetwater Authority 12%
City of San Diego 16%
Otay Water District 16%
Helix Water District 20%
City of Oceanside 20%
City of Escondido 20%
Vista Irrigation District 24%
Lakeside Water District 24%
Vallecitos Water District 24%
Padre Dam Municipal Water District 28%
San Dieguito Water District 28%
Ramona Municipal Water District 28%
Rincon Del Diablo Municipal Water District 32%
Carlsbad Municipal Water District 32%
City of Poway 32%
Fallbrook Public Utility District 36%
Rainbow Municipal Water District 36%
Olivenhain Municipal Water District 36%
Santa Fe Irrigation District 36%
Valley Center Municipal Water District 36%

Historical Residential GPCD

The state is using residential GPCD as a method for determining the
level of overall potable cutbacks each agency would need to achieve.
The state calculated the July through September residential GPCD as
93. At 93 GPCD, the Conservation Standard prescribed by the state is
16% (the state is using July-September as the basis for setting the
Conservation Standard). There is a discrepancy between what the
state i1s showing for the District and the current calculations. |If
the state revises the standard based on the GPCD shown below, the
Conservation Standard would increase to 20%.

For reference purposes, the following is an historical GPCD for
multi-residential and single-family residential.

2004 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
Master Meter 16 14 15 17 17 16 16 16 16 16 16
Residential 141 127 134 137 123 107 102 100 101 96 89
Total GPCD 157 141 149 154 140 123 117 115 117 113 105




Total Residential GPCD
Based on July through September
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Water Use and Revenue by Customer Type

The State Water Board is mandating cuts of 16% from the District’s
2013 potable water use. The chart below shows a breakdown of 2013
potable water use in acre-feet and total revenue by customer class.

No. of
Customer Type Connections Usage (acre-feet) Revenue
Single Family Residential 44,670 17,991 | S 42,815,887
Master Meter 759 3432 | S 6,066,997
Commercial/Public 1,444 4,658 | S 6,480,313
Landscape/Ag 1,227 3,957 | S 7,535,176
Temporary 91 234 | S 504,134
Fire 730 3| S 266,788
Total 48,921 30,276 | S 63,669,294

Single-family Residential water use makes up approximately 59% of
total potable water use iIn the District.

Below is a breakdown of usage that falls into the highest two tiers.
Usage that falls In these tiers i1s assumed to be used primarily
outdoors and offers the greatest opportunity for conservation.

Irrigation Use Excess Use
(Assumed) (Assumed)
Consumption

Customer Type (acre-feet) Tier 2 Usage Tier 3 Usage
Single-Family Residential 17,991 5,037 2,699
Master Meter 3,432 1,030 481
Commercial/Public 4,658 978 1,025
Total 26,081 7,045 4,204
Total Tiers2 & 3 11,249




Compliance Assessment

The state will begin assessing compliance with the submittal of the
June monthly report on July 15th. Beyond June, the state will track
compliance on a cumulative basis. Below Is a chart showing an
example provided by the state.

2013 2015 Monthly Cumulative or
Water Use Water Use Savings Running Savings
June 1,000 800 20% 20%
July 1,500 1,050 30% 26%
August 1,200 1,020 15% 22%
September 900 825 8% 20%

Using the state’s example and the actual usage for the District
starting in June of 2013, the following example of the change in
water usage for the District is provided below.

Otay Potable Water Purchases from CWA (in acre-feet)
2013 2015 Cumulative or
Water Water | Monthly | Monthly Running
Use Use Savings | Savings Savings
June 3,220 2,700 520 16% 16%
July 3,347 2,800 547 16% 16%
August 3,455 2,900 555 16% 16%
September | 3,342 2,800 542 16% 16%
October 2,877 2,425 452 16% 16%
November 2,377 2,000 377 16% 16%
December 2,089 1,750 339 16% 16%
January 2,503 2,100 403 16% 16%
February 1,982 1,660 322 16% 16%
March 2,216 1,860 356 16% 16%
April 2,634 2,200 434 16% 16%
May 3,316 2,800 516 16% 16%

Monthly Reduction Requirements

The chart below shows total monthly potable purchases for 2013, 2014
and 2015 year-to-date and the monthly targets Otay would be required
to meet with a 16% reduction mandate.
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Water Conservation Opportunities

The District has a number of public outreach tools already being used
to promote water conservation. These include use of the District’s
website, social media, newsletters, bill inserts, bill messaging,
water audits through CWA, and water audits by District staff to name
just a few. The District also has a number of communications tools
used mainly to promote customer service related outreach such as high
water use and leak alert emails and letters, door hangers, and monthly
and annual water use data presented on customer bills.

In addition to current conservation efforts, the list below outlines
additional conservation opportunities the District may choose to
pursue:

- Temporary staff to assist with outreach and water conservation
violation enforcement.

- Revision to current leak alarm process to increase frequency of
notifications and expand contact of customer base.

- Autodial and email campaigns to promote conservation and alert
customers to high water usage. The District currently has email
addresses for more than 60% of its customers and has phone
numbers on nearly all accounts. Messages through phone and
email are an inexpensive way to give our customers notifications
in a timely manner.



- Increase frequency of large meter testing to ensure our largest
water users are accurately billed for all usage flowing through
their meters.

- Targeted outreach to high residential users via email, autodial
and regular mail.

- Targeted outreach to landscape irrigation customers via mail and
phone calls from Water Conservation staff.

- Targeted outreach to mixed-use multi-residential customers via
mail and phone calls from Water Conservation staff.

- Additional advertising to all customers (bill messaging, emails,
bill inserts, bill envelope messages, social media campaigns,
and signage throughout District).

- Individual conservation targets for all customers printed on
bills.

- Conservation packets to mail or handout to high users or those
interested In conserving more.

- Seminars on water conservation tips.

- Drought rates.

- Increased CWA water audits.

Preliminary Water Rate Guidance

CWA will be giving the member agency preliminary rate guidance on
April 29th at the Member Agency Finance Officers meeting. Typically,
the preliminary guidance is sufficient for the District to use as a
basis for adopting the annual budget. However, because of the
uncertainty of volumetric water sales due to the drought and the
state’s mandates to cut water usage, It may be advisable to delay the
approval of a rate iIncrease. So, while the May budget workshop 1is
still planned, a delay may occur until staff receives clearer
information on the proposed CWA rate increase and drought response.
The Board can approve rates as late as October 7th and still implement
rates at the normal time for bills beginning January 1, 2016.

Estimated and Preliminary Water Rates under a 16% Reduction in Sales

Using the FY2015 rate model, staff ran the following scenario to
determine the effect on water rates:

1. Reduce the volumetric sales of potable water In FY2016 by 16%,
then increasing 4% in both FY2017 and FY2018, and then
maintaining the 8% as a permanent reduction in sales.

2. Reduce the volumetric sales of recycled water in FY2016 by 4%,
then increasing 2% in both FY2017 and FY2018, returning to the
FY2015 level in remaining years FY2019 and FY2020.



The resulting impact on water rates are for discussion purposes only
to give the Board a rough estimate of the rate impact of a dramatic
sales decrease.
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Proposition 218

Given a dramatic sales decrease of 16%, the District appears to have
just enough “room” to raise rates to balance the budget, and still
comply with Proposition 218 limitations without another 218 hearing.
The five-year Proposition 218 notice that was adopted on September 4,
2013, allows for the pass-through of all rate increases adopted by
our water providers including MWD, CWA and the City of San Diego,
without limitations. Additionally, there is an annual provision for
the internal District cost increases of up to 10% per year, which
would include reduced water sales. Last year 25% of the adopted 5.8%
rate increase was due to internal District cost Increases.

As a rough estimate, using the same 25% and applying it to the 4.7%,
then adding that to the 7.7%, the total rough estimate of the
internal District cost increases is just under the 10% maximum coming
in at 9.15%.

Also note that due to the spike in FY2016 rates, the following years
will require a lower rate increase as the iIncreases are cumulative,
year-after-year.

Use of Reserves

Currently, the District’s Water Reserves are above target by
approximately $16.6 million. While the $16.6 million will be used to
fund water projects, it can also be used to mitigate the impact of
the drought. The District could raise rates by only the 4.7%, that
was projected last year, and drawn down reserves in FY2016 by $2.5
million. With this approach, the debt coverage ratio in FY2016 drops
to 138% which i1s below the target of 150%.

There is also the ability to combine the use of both rates and
reserves. With this approach, rates could be increased above the
2015 planned increase of 4.7% by an additional 2.9%. This approach
would give the District a debt coverage ratio of 150% and use $1.5
million of reserves instead of $2.5 million, as discussed above.

It should be understood that the use of reserves may slightly pull
forward the time when a new debt issuance i1s needed. Also, i1t should



be understood that the possible lowering of the debt coverage ratio
could give the rating agencies cause to place the District back on
the watch list for possible ratings downgrades. Staff will be
consulting with Suzanne Harrell, the District’s Financial Advisor,
regarding potential rating agency actions related to proposed rate
increases. While 1t is difficult to predict the actions of rating
agencies, staff will use the advice of our Financial Advisor to
reduce the likelihood of a rating agency’s negative action.

Rates Tailored to Meet Potential Variability of Conservation

In addition to the range of rates and reserves that can be used,
there i1s a range of potential conservation levels that might be
obtained. Staff will be looking for a conservation level that meets
two opposing concerns. Conservation should not be set so low that if
the full 16% of conservation is actually achieved the District would
be placed in financial hardship, such as not being able to meet iIts
debt coverage obligation of 120%. At the same time, the projected
conservation should not be set so high that if it is significantly
underachieved the District would be collecting significantly too much
revenue from the customers. Corrective action is always an option in
the following year or potentially sooner, however, the initial range
of potential conservation does pose a new challenge with this year’s
rate setting.

Neighboring Agencies

The City of San Diego plans on conducting a Prop 218 hearing to raise
the rates, but 1t is unknown at this time what theilr rate increase
will be. Currently iIn their draft FY2016 budget, they have not
updated the reduced water purchases and sales but plan on doing so.
The City 1s waiting to hear what the final percentage cutback will be
before they propose new rates.

Helix Water District plans on reducing water sales to achieve the
state’s 20% reduction target. They don’t plan on implementing a rate
change until January 1st. pbut will be going through a Prop 218 process
this summer for increasing rates. In the interim, Helix is exploring
the possibility of instituting a surcharge/penalty on water use above
a certain level.

Water Conservation Timeline

The District has a long history of efforts to conserve water.
Motivated by prior droughts and the District’s location at the end of
the pipeline, Otay Boards have supported programs that have reduced
our dependency of the limited supply of potable water. These efforts
have reduced water usage significantly, prior to the most recent
drought. While staff feels strongly that these efforts should be
considered when the state calculates the savings required by our



customers, they are not being considered. Some of these efforts are
listed below.

1980- Ralph W. Chapman Water Recycling Facility opened and a costly
recycled distribution system was buillt.

1990- New home subdivisions In eastern Chula Vista were dual-plumbed
for potable and recycled water and all median and common
irrigation areas began using recycled water.

1991- Low flow toilet rebate program began.

1994- Washing machine rebate program began.

1999- Water Conservation Garden opens.

2001- Eastern Chula Vista schools replaced or installed artificial
turf in sports fields.

2007- Additional recycled water from the City of San Diego was
obtained.

2008- Turf removal program began.

SDCWA and MWD Supply

This section of the staff report contains information and exhibits on
the San Diego region’s water supply situation.

As a result of the 1991 drought, when the region was facing a 50%
supply reduction from MWD and was only rescued by the “March Miracle”
rains, the membership at CWA was determined to never again have that
vulnerability to supply reductions. The drought of 1991 was truly
our regional wakeup call. In the ensuing years, much has been
accomplished to reach the goal of having a regional water supply that
is diverse and reliable. This iIncludes water recycling, the QSA 1ID
conservation program, the All-American Canal lining, consumer
conservation programs, desalination and more.

Because of the reliability programs that customers have funded over
the years, the supply scenario for the fiscal year, starting on July
1, 2016, shows a 1% cutback requirement would be necessary to meet
regional water demand (see chart below). This is notwithstanding the
governor’s executive order for a statewide 25% cutback, which
translates to a 16% reduction for Otay customers. The question was
recently posed that since the real water supply emergency is on the
State Water Project (SWP), due to the well-reported snowfall deficit,
“IT the CWA region were to not take any SWP water, how much would it
have to reduce?” The answer i1s another 2%. Consequently, if the
region were able to utilize its existing water supply reliability and
not take any SWP water, a total cutback of approximately 3% would be
necessary to accomplish this goal.



Estimated FY 2016 M&I Potable Supply Scenario
MWD WSAP Level 3 - 15% cutback

Estimated FY 2016 Potable M&! Demand ~ 523 TAF *
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The SWP is i1n a precarious condition with extreme cutbacks to water
deliveries to the point that some junior water rights holders will
receive no water this year, and MWD will only receive approximately
20% of i1ts allocation.

The Colorado River supply is a large increment of water supply for
MWD”s service area and a large portion of CWA’s supply by virtue of
the QSA 11D program and the All-American Canal lining. The Colorado
River and Lake Mead have been in the news for the reduced storage and
supply. The Colorado River system has a very complex “Law of the
River” water right allocation that positions the California supply
allocation, that MWD and CWA depends on, In a superior position.
Included as “Attachment A” i1s a set of slides from a CWA presentation
that will help explain the Colorado River supply deliveries. The
Colorado River supply for California (MWD and CWA) is at a higher
priority level than the other lower basin states, as shown iIn the
attached slides, and is not likely to be reduced.

SDCWA has been our regional advocate to the SWRCB. Included as
“Attachments B & C” are two letters to the SWRCB outlining the issue
with the Executive Order for not allowing the region to utilize local
water supply that customers have paid for and developed over the last
20 years. The letters also cite the high levels of conservation that
the San Diego region has achieved, approximately 28%, over the last 8
years.



FISCAL IMPACT: X] Joe Beachem, Chief Financial Officer

N/A
STRATEGIC GOAL:

Actively manage water supply and demand.

LEGAL IMPACT:

None.

Attachments:
A) CWA Presentation
B) SWRCB Letter 4/13/15
C) SWRCB Letter 4/22/15
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