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PAYGO: 2004 LRFP Update

PAYGO Fund renamed R&R Fund
PAYGO deposit of S95M per year

Board may increase or decrease R&R funding as
desired

Clarified use of fixed charge coverage ratio

Maximum year end balance of S95M in R&R
Fund

Fund balances up to S95M carried forward
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Why PAYGO?

* Maintains debt capacity/financial flexibility
Lowers borrowing costs
Lowers long-term water rates

Current users pay for majority of use of existing
facilities (depreciation)
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PAYGO: Proposed

Fund deposit of S125M per year through 10-
year planning horizon

Board may increase or decrease R&R funding as
desired

* Fixed Charge coverage ratio and target Revenue
Bond coverage ratio considered when
determining minimum amount of PAYGO

* Maximum year end balance of S95M in R&R
Fund

* Fund balances up to S95M carried forward
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Key Financial Targets

* Revenue Bond Coverage ratio of 2.0X
® Primary indicator of credit quality

e Ratio of net operating revenues to revenue bond debt
service

e Rate covenant
* Fixed Charge Coverage ratio of 1.2X
e Broader measure used to gauge overall financial strength
e Accounts for take-or-pay obligation with SWP
* Revenue Bond limit is equity on the balance
sheet, per Act

e Currently, approximately $1.4 billion of revenue bond
capacity
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10-year Projections
Expenditures and Rates

These Projections Are Based
On Key Assumptions

* Changes in assumptions can have a large impact
on long-term forecasts

* Uncertainty is higher with longer projections
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State Water Project Allocations

* 40% in 2011 and 2012

* Reflects improved reservoir conditions, but
continued pumping restrictions

* 45% in 2013 and beyond

* Reflects continued pumping restrictions with the
benefit of Two Gates

* Forecast assumes Metropolitan does not provide
additional funds for Two Gates
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Metropolitan Will Pay
A Portion Of The DHCCP

* Delta Habitat Conservation and Conveyance
Program

* S10B total cost estimate
* Metropolitan’s share assumed to be 25% of total
* Annual costs build up to $150M by 2020

* No water supply benefits within the 10-year
forecast
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Significant Increase In SWP

Variable Power Costs

Variable power rate projected to increase about
125% over next ten years

DWR to terminate contract for coal-fired power
generation
* Power to be replaced at higher cost

* Reflects DWR’s commitment to reduce greenhouse
gas emissions

* Escalation in market power rates over time

SWP delivery volumes increase based on
allocation assumptions
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State Water Contract

® Variable Power
® DHCCP Costs
maining Fixed Costs

Fiscal Year Ending
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Supply Programs

* Costs projected to double over next ten years

® Increased costs associated with imported water
programs
* State Water Project — Annual transfers increase as
capacity allows
* Colorado River — Continued program development
to maintain CRA deliveries
* Some long-term programs have yet to be
defined

* Projection reflects potential cost of new program
development
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CRA Power

Costs projected to increase about 80% over next
ten years
5% loss in Hoover power supplies post-2017

* Benefit Exchange agreement with SCE ends in
2017

* Market power rates increase due to Greenhouse
Gas regulations
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CRA Power

Million Dollars

Fiscal Year Ending

July 1, 2010
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Demand Management

®* Costs increase by 31% over next ten years
Annual escalation of 3.5% in conservation program

Local resource program expenditures reflect
growth in production from contracts

Some expenditures drop as contracts expire and
Metropolitan’s water rates increase
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Demand Management

P Conservation Credits Program

mLocal-Resources-Program

Million Dollars

Fiscal Year Ending

CFO Group July 1, 2010

6/30/2010

12



Enhanced Regional Programs

* Base case includes additional investment in
regional supplies
Subject to board approval
Actual costs will be consistent with board-approved IRP

* Strategic Policy Discussions

Adaptive management approach may require additional
regional investments

Recycled water, desalination, groundwater clean-up, and
other technologies

* Assumed production cost of $1,500/AF
Cost escalates with inflation
* S60M in expenditures by 2020

Ultimate yield of about 40 thousand acre-feet
CFO Group July 1, 2010

Key Assumptions For
Metropolitan's O&M

* Annual inflation assumed to be 3.5%

Variable treatment costs (i.e. Chemicals, solids
handling, power)

Outside services, travel, training, etc.

Base salary increases at 90% of inflation (beyond
2011, consistent with expired MOUs)

* Operating equipment purchases increase from
2010/11 reduced levels

* Vehicles deferred from prior years requested in
2011/12, followed by inflationary increases

CFO Group July 1, 2010
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Cost Of Benefits Is Projected To Rise

* Public Employee Retirement System costs rise
* Contributions increase based on long-term actuarial
analysis
* Contributions more than double over next ten years
* Medical costs for active and retired employees
will increase

* Other Post Employment Benefits

* Assumes Metropolitan begins to reserve funds for
future liabilities

* S10Min 2011/12
* S15Min 2012/13
* S20M in 2013/14 and beyond S0y 1. 2010

CFO Group

O&M Projection: An Average Annual
Increase Of About 5% From 2010/11

$600

$500
$400

$300

Million Dollars

©+#
N
o
o

o
(Q\V
Fiscal Year Ending

CFO Group July 1, 2010

6/30/2010

14



Capital Improvement Program

®* Majority of future CIP expenditures will be to
replace and rehabilitate the existing
infrastructure

* Asset replacement forecast shows large increase in
Infrastructure Improvement/Replacement costs

CFO Group

July 1, 2010

Capital Improvement Program
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Pay-As-You-Go Funded Bond Funded

30% PAYGO

Fiscal Year Ending
July 1, 2010
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Debt Service

®* Costs increase as Metropolitan funds the on-
going capital program
* Long-term interest rate assumptions:
* 5.0% Fixed rate debt
* 2.3% Variable rate debt

* Costs of Delta Fix are included in State Water
Contract expenditures

CFO Group July 1, 2010

Debt Service

Fiscal Year Ending
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Water Sales & Exchanges Increase
By 13% Over Ten Years

Million Acre-Feet

Cash Year Ending

CFO Group July 1, 2010

Average Annual Rate Increases
About 5% Over Ten Years

mReserves —Maximum Reserve —Minimum Reserve

Million Dollars

Avg Rate
Increase
PAYGO, $M

Rev. Bond Cv
Fixed Chg Cvg

CFO Group
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CFO Group

Average Rate

Calendar Year

July 1, 2010

Long-Term Estimated Rate Increases
(Based On Existing COS Method)

2010 2011 2012 2013 2014 2015 2016 2017 2017 2019 2020

Untreated Full Service
Tier 1 $484

Tier 2 $594
Untreated Repl. $366

Untreated Ag.* $416
Treated Full Service

Tier 1 $701
Tier 2 $811
Treated Repl. $558
Treated Ag.* $615
Untreated Whig $314

$527
$652

$409
$482

$744
$869
$601
$687
$372

$560
$686

$442
$537

$794
$920
$651
$765
$396

$590 $615 S$651 S701 $734 $765 $790 $817
$708 $738 S$779 $828 $863 $900 $929 $955
S$472 S497 S533 S583 S$616 $647 $672 $699

$835 $877 $921 $980 $1,015 $1,051 $1,083 $1,116
$953 $1,000 $1,049 $1,107 $1,144 $1,186 $1,222 $1,254
$692 $734 $778 $837 $872 $908 $940 $973

$408 $427 $457 $495 $518 $543  $560 $573

* The Interim Agricultural Water Program will be discontinued after 2012.

CFO Group
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Long-Term Estimated Rate Increases
(Based On Existing COS Method)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Ul 2 Sperety $170 $155 $164 $182 $188 $194 $206 $216 $222 $230

Rate*
Tier 2 Supply Rate $280 $280 $290 $300 $311 $322 $333  $345 $357  $369
System Access
Rate

Water Stewardship
Rate

System Power Rate $119 $127 $136 $136 $136 $144 $155 $163 $172 $181
Treatment

$154 $204 $217 $228 $243 $259 $282 5296 $312  $319

$41 41  $43 $44 S48 S54 $58  S59  $59  S60

$217 S217 S234 $245 $262 $270 $279 $281 $286 $293

$114 S$125 S146 $155 $167 $174 $185 $197 $209  $212

Capacity Charge

($/chs) $7,200 $7,200 $7,400 $7,400 $7,500 $7,600 $8,000 $8,200 $8,600 $8,900 $9,200

* with Delta Supply Surcharge

CFO Group July 1, 2010

Long Range Finance Plan
Schedule

CFO Group July 1, 2010

19



6/30/2010

Long Range Finance Plan Schedule

® August 12: Sensitivities to costs/sales, review of
debt policies

September 30: Draft of LRFP Update
* October 15: Comments due on Draft
November 8: B&F information

* December 13: B&F action to adopt
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Discussion
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