EXHIBIT 16-A

Ordinance 152 Citizens Oversight Panel

2022 Annual Report

2022 Annual Report Recommendations

The following areas of discussion represent four key topics the Panel has identified of particular
interest or concern during the recent calendar year.

1.

Full or Partial Sunset of the Water Supply Charge: The Panel reminds the Board that
the 2020-21 fiscal year was the fourth year of dual collection of the Water Supply Charge
and the User Fee. Therefore, the Panel discussed whether it would be advisable to plan
for its continued use over the next several years or perhaps consider reductions or even
sunset of the Water Supply Charge.

The User Fee was re-established for collection on the Cal-Am bills in July 2017. At its
October 19, 2020 meeting the District Board adopted a policy that if User Fee collections
in a fiscal year exceed the budget, then the excess will be applied in the following fiscal
year budget in the following priority: First, to pay off the Mechanic’s Bank loan; Second,
to repay reserves used for water supply project costs; Third, to sunset the Water Supply
Charge. The loan balance is $2.2 million and the outstanding repayment to reserves was
at $5.8 million as of March 31, 2022. While the Panel supports the District’s adopted
policy and was pleased to see the District Board be proactive, it is anxious to clear the
first two priorities in order to begin to address the third.

The Panel members understand, however, that the Monterey Peninsula Taxpayers
Association lawsuit will receive a ruling in March or April of 2023. That lawsuit may
result in an appeal, rather than a final outcome. The District believes in the next few years
the Water Supply Charge will continue to be needed to pay ongoing capital costs of
Project Expenditures, including: Aquifer Storage and Recovery project, the Pure Water
Monterey operating reserve, a fourth deep well for Pure Water Monterey, and the
recently authorized Pure Water Monterey Expansion. It is likely the collections each of
the next few years will be insufficient to meet all District water supply needs the next few
years, and those activities will again be subsidized by other District revenues, including
the User Fee, but the User Fee itself will not be enough to supplant the Water Supply
Charge until such projects are complete.

Panel majority view: This illustrates the continuing importance of the Water Supply
Charge in funding projects and activities to meet the ongoing need for adequate and
reliable water supplies and reserves.



Panel minority view: The Water Supply Charge has exceeded its time constraint and
should be retired immediately. The District User Fee should be looked at for any
additional expenditures on water supply.

2. Mechanics Bank Loan: In 2013, the District undertook a $4 million dollar loan from
Mechanics Bank (nee RaboBank) to reimburse Aquifer Storage and Recovery (ASR)
project costs paid by internal borrowing and to fund future planning costs for water
supply. This was because the California Public Utilities Commission had disallowed the
District’s User Fee from Cal-Am bills since 2010 until reinstated in 2017. Of the
proceeds, $2.2 million were used to pay (or repay) ASR costs and $1.5 million was
available for future water supply planning and design.

The overall FY2021-22 District budget set aside $500,000 for paying down the
Mechanics Bank loan, which was done in August 2021. The current 2022-23 budget also
has $500,000 in it to pay down the loan which was done in January 2023. The principal
balance is presently approximately $2.2 million. June 30, 2023 is the date to pay it off in
full or refinance, due to a 10-year balloon payment on a nominal 30-year loan. The loan
itself specifically identifies the Water Supply Charge as security for repayment.
Therefore, sunset of the charge cannot be considered until the loan is paid off or the
security for repayment is revised. At the time of this report, Mechanics Bank had not yet
identified costs and terms for refinancing.

Panel majority view: It should be a priority to pay-off the loan, but if there are other less
costly alternatives, they should be considered. Pay-off should not immediately result in a
sunset of the Water Supply Charge, rather all financial needs of the District should be
considered and the adequacy of the User Fee to meet other needs, as well as water supply
should be determined.

Panel minority view: The Water Supply Charge should have been dedicated to paying off
the loan from the onset of the charge and if further payments are necessary, they should
come from the User Fee while the Charge is ceased immediately.

3. Measure J Costs: The Panel is currently in disagreement over whether the Water Supply
Charge was intended solely for projects to solve the region’s longstanding water supply
problem, or could also be used to fund any of the costs related to Measure J, the
acquisition of Cal-Am’s assets.

Panel majority view: Most Panel members agree with Outside Counsel’s 2019
determination that it would be legal to use the Water Supply Charge on Measure J costs,
and urges the District to not aggressively pursue a sunset of the Water Supply Charge at
the expense of sufficiency of District reserves for liquidity, on-going new water supply
projects, and need for flexibility for Measure J.

Panel minority view: Measure J does not constitute a water supply project and is
therefore not an appropriate use of Water Supply Charge funds.



4. Financial Report: The attached financial report (Exhibit A) for the 2021-2022 fiscal
year shows the details of water supply project revenues and expenses. The following
summary uses round numbers for ease of discussion.

Total Revenues were $17.7 million. Major revenue sources include the Water Supply
Charge at $3.4 million (19%), Property Taxes at $2.0 million, (12%), User Fees at $0.9
million (5%), and Pure Water Monterey water, which sold at cost for $9.8 million (55%),
reimbursing the expense to produce it. Capacity fees, project reimbursements, and
interest make up the remaining 9%.

Total Expenditures were $16.7 million. The largest components were Direct Personnel at
$1.5 million (9%) and Project Expenditures at $13.4 million (80%). Legal, Project
Expenditure Reimbursements, Fixed Asset Purchases, Indirect Labor, Debt Service, and
Indirect Supplies and Services make up the remaining 11%. A more detailed account of
Project Expenditures is also provided in Exhibit A.

Exhibit B shows inflows and outflows to the District’s Water Supply Fund. An important
conclusion is that in each of the ten years since the inception of the Water Supply Charge,
it has been annually insufficient to meet all water supply related District expenditures.

As a result, the District has subsidized water supply related activities by $13.9 million
during that timeframe.

5. Performance: To date, the Water Supply Charge has been instrumental in funding
design, construction, and operation of the following projects and on-going operations:

Pure Water Monterey project, which provides 35% of our water supply

Aquifer Storage & Recovery, which will eventually supply 13% of our supply.
Local water Projects (Pacific Grove, MRY Airport, Del Monte Golf Course, others)
Integrated Regional Water Management Planning (resulting in State grants)
Federal Grants

Water quality and level sampling/analysis region-wide. and

Various studies for drought resilience and water supply alternatives.

Respectfully submitted by the Ordinance 152 Citizens Oversight Panel, February 13, 2023.






EXHIBIT A

Monterey Peninsula Water Management District

Water Supply Charge Availability Analysis

FY 2021-2022
Unaudited Actuals

Beginning Fund Balance

Water Supply Charge
Capacity Fee
PWM Water Sales
Project Reimbursement
Property Taxes
User Fees
Interest
Reclamation Project
Other

Total Revenues

Direct Personnel
Direct Supplies & Services*
Legal
Project Expenditures [see below]
Project Expenditures-Reimbursements [see below]
Fixed Asset Purchases
Contingencies
Debt Service
Election Expense
Indirect Labor*
Indirect Supplies & Services*
Reserve

Total Expenditures

Net Revenue Over Expenses

Ending Fund Balance

Project Expenditures

$8,469,682

$3,393,516
503,981
9,828,000
1,029,128
2,058,683
858,082
18,295
33,896
7,812

$17,731,393

1,451,637
130,411
166,590

13,404,055
362,982
39,471

0

719,308

0

183,066
264,775

0

$16,722,295

$1,009,098

$9,478,780

FY 2021-2022
Unaudited Actuals

PWM Project
PWM Project - Expansion
PWM Project - Operating Reserve
PWM Project - Water Purchase
ASR Phase |
Reimbursement Projects
Cal-Am Desalination Project
ASR Expansion
Other Water Supply Projects - IFIM/GSFlow
Local Water Projects
Measure J/Feasibility Study
Drought Contingency Plan
Los Padres Long Term Plan
PB Reclamation Project
Other Project Expenditures
Total Project Expenses

*: Indirect costs as percent of Water Supply Charge
Recent Activities:

ASR Chemical Building

Measure J/Feasibility Study

PB Reclamation Project Financing
PWM Reserve Water

PWM Water Purchase

$2,169,547
$583,200
$480,403
$9,695,000
$21,749
$362,982
$0

$0
$17,586

$0
$129,202
$0
$214,536
$0
$92,832

$13,767,037

13.2%
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