


METRO WASTEWATER JPA

276 Fourth Avenue Chula Vista, CA 81950 619-476-2557

Ernest Ewin, Chairman

April 19,2010

Rod Greek

Public Utilities Deputy Director

City of San Diego, Metropolitan Wastewater
9192 Topaz Way

San Diego, CA 92123

Re:  Administrative Protocol on Allocation of Operating Reserves and Debt Service
Coverage to Participating Agencies

Dear Mr. Greek:

This letter is intended to memorialize the attached Administrative Protocol on Allocation of
Operating Reserves and Debt Service Coverage to Participating Agencies (“Protocol”) negotiated
between the City of San Diego and Metro TAC/ Metro JPA/ Metro Commission, on behalf of the
Participating Agencies under the Regional Wastewater Disposal Agreement. Your signature will
indicate acceptance of the Protocol on behalf of the City.

By countersigning this letter, the City of San Diego and Metro TAC/ Metro JPA/ Metro
Commission acknowledge and agree to the terms and conditions contained in the attached Protocol.

Sincerely,

9%%/ BT o

for the Metro TAC/ Metro JPA/ I\}fetn{ Commission

Enclosure

The Protocol is accepted by the City of San Diego pursuant to the terms and conditions set forth in the
attachment hereto:

-
Date: Lff/’ K ,A 2 ‘”/’//2’/ /é /

#Rod Greek, Public Utilities Deputy Director

The Protocol is accepted by Metro TAC/ Metro JPA/ Metro Commission on behalf of the Participating
Agencies pursuant to the terms and conditions set forth in the attachment hereto:

Date: \g///@/ﬁ (}M/{% ) ﬂ;’.\
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Chula Vista  Coronado = Del Mar = imperial Beach  La Mesa « Lemon Grove Sanitation District
National City » Otay Water District « Poway « Padre Dam Municipal Water District
County of San Diego, representing East Otay, Lakeside/Alpine, Spring Valley & Winter Gardens Sanitation Districts



Administrative Protocol on Allocation of Operating Reserves and Debt Service
Coverage to Participating Agencies

BACKGROUND:

In early 2008 the MetroTAC formed a working group in response to the City of San Diego’s request for
$20 million in funding in FYE 2009 from the Participating Agencies (“PAs”} for operating reserves and
debt service coverage. The working group continued to meet with City of San Diego staff regarding the
establishment of a mutually agreed upon protocol through early February 2010. A summary of the City
of San Diego’s 2008 proposal and the negotiated 2010 protocol is included as Attachment A.

At its regular meeting of February 17, 2010, the MetroTAC approved the following recommendations to
move to the Finance Committee of the Metro Wastewater JPA and thereafter to the Metro Commission/
Metro Wastewater JPA for discussion and action:

Proceed with PAs funding a 1.2 debt service ratio coverage

Proceed with PAs funding a 45 day operating reserves

The PAs will fund no other reserves

FY07 and FY08 refund monies will be used to fund the operating reserves

Interest accrual on operating reserves and undesignated accounts will start with FY10 (beginning
on July 1, 2009)

The Finance Committee of the Metro Wastewater JPA, at its February 24, 2010 meeting, took action to
recommend approval of the above, by the Metro Commission/ Metro Wastewater JPA. At its March 4,
2010 meeting, the Metro Commission/ Metro Wastewater JPA, comprised of representatives of the PAs,
approved the components of the negotiated policy, with the understanding that any such policy would
serve as an administrative protocol regarding the allocation of debt service coverage to the PAs and
funding of operating reserves by the PAs.

PROTOCOL REGARDING PA FUNDING OF OPERATING RESERVES:
Background:

Operating reserves are established to provide funding for unforeseen events that might occur during the
course of the fiscal year such as unforeseen major maintenance or capital projects. The PAs performed a
survey of other regional wholesale agencies and determined that agencies such as the San Diego County
Water Authority maintain a 45 day operating reserves. Although the City of San Diego’s current policy is
to increase operating reserves for its retail customers from 45 to 70 days, the City realizes that if a major
maintenance incident should accur it can immediately request payment from the PAs per the Regional
Wastewater Disposal Agreement. The City of San Diego’s retail customer’s rates cannot be immediately
increased due to Proposition 218 requirements for noticing and public hearings.

Protocol:

Attachment B is a summary of the funding strategy showing each PAs 2007 and 2008 refunds based on
recent City Metro Wastewater Exhibit E audits. The refunds will be used to fund the PAs 45 day
operating reserves contribution. In the majority of cases most PAs will see a refund even after they have
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fully funded their portion of the operating reserves. PAs that do not have adequate refunds will be
billed for their portion of the reserve in the next quarterly 2010 billing. The operating reserves for each
fiscal year will be established based on 45 days of operating revenues as determined by the following
formula:

Fiscal Year Estimated Operating Expenses {not including CIP and debt service) X 45 days
365 days

The number of days included in the calculation cannot be changed without prior consent of the PAs.

The operating reserves will be maintained by the City of San Diego and interest will accrue on a monthly
basis based on actual interest rates on the City’s investments. This interest revenue will be added to the
PAs undesignated fund balance for that fiscal year. As part of each year’s Exhibit E audit the actual
required operating reserves and interest earned on it will be determined and audited by the City of San
Diego’s external auditors and PA representatives. A summary of the operating reserves balance and
interest earned for each PA will be included as a footnote or attachment to the City Metro Wastewater
Exhibit E Audit.

PROTOCOL REGARDING ALLOCATION OF DEBT SERVICE COVERAGE TO PAs

Background:

A 1.2 debt service coverage ratio is a requirement for all of the outstanding Metro parity debt. A cash
flow prepared by the City of San Diego shows {Attachment C) that if the PAs are billed at the current
level (565 million annually to cover the PAs portion of operations, pay-go capital, and debt service
expense) for the next three to five years that this requirement can be achieved without additional
contributions by the PAs. This provides the PAs a stable projected annual Metro contribution for the
next three to five years.

Protocol:

The PAs will maintain through annual contributions and use of PA undesignated fund balance a positive
cash flow not to exceed 1.2 times the PA share of the required annual debt service on Metro Debt. The
debt service coverage ratio of 1.2 cannot be changed without prior consent of the PAs.

The undesignated fund balance will be maintained by the City of San Diego and interest will accrue on a
monthly basis based on actual interest rates on the City’s investments. This interest revenue will be
added to the PAs undesignated fund balance for that fiscal year.

As part of each year’s Exhibit E audit the actual required reserve coverage and interest earned on the
undesignated fund balance will be determined and audited by the City of San Diego’s external auditors
and PA representatives. A summary of the debt service coverage requirement and portion of interest
earned on the undesignated fund balance for each PA will be included as a footnote or attachment to
the City Metro Wastewater Exhibit E Audit.

If the cash flow in any year does not provide the required 1.2 debt service coverage the PAs will be billed
the additional required revenue including interest.

E________________ .. ...+« ___________ |
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Attachment A
Original San Diego Proposal




Draft

FY 2009, and prospective years, Participating Agency funding process for the allocation of
the MWWD Debt Service Coverage requirement:

Year1l

On October 1, 2008

1.

2.

6.

Obtain the FY 2009 total MWWD debt service amount including SRF debt from the
Administrative Services, Budget Section.

Calculate the debt service coverage dollar amount greater than 100%. The target debt
service coverage percentage of 1.56 is the average debt service coverage ratio found in
the current rate case model. The formula is: ([Current Debt Service Amount],
$94,306,351 * .56 = $52,811,557).

Allocate the total debt service coverage amount between the Municipal and Metropolitan
Systems using their respective debt service percentages of 77.91% for the Metropolitan
System and 22.09% for the Municipal System.

Obtain final FY 2009 projected flow-based billing percentages for the Participating
Agencies from Admin Services, Agency Contracts Section, (Peggy Merino).

Allocate the Metropolitan System portion of the debt service coverage amount to the City
of San Diego and the 15 Participating Agencies using final FY 2009 projected flow-based
billing percentages.

Update the Participating Agency Debt Coverage Payment Schedule.

On October 4, 2008

1.

Forward the Participating Agency Debt Coverage Payment Schedule to the Admin
Services, Agency Contracts Section, (Peggy Merino).

On November 1, 2008

1.

Admin Services, Agency Contracts Section, (Peggy Merino) sends FY 2009 second
quarter invoices to include as a second item, the debt service coverage amounts. The due
date is December 1, 2008. (no interest will be applied to these accounts due to the mid
year payment approach)

On December 1, 2008

L.

2

Recognize the Participating Agencies debt service coverage payments as néw revenues
and update the Participating Agency Debt Coverage Payment Schedule.

Inform Admin Services, Agency Contracts Section, (Peggy Merino) to reduce the
Participating Agencies FY 2010 CIP expense allocation by the FY 2009 Participating
Agencies debt service coverage payments.

Obtain the preliminary FY 2010 projected flow-based percentages for the Participating
Agencies from Admin Services, Agency Contracts Section, (Peggy Merino).

Calculate a preliminary FY 2010 debt service coverage schedule and forward to the
Admin Services, Agency Contracts Section, (Peggy Merino)



On January I, 2009

L.

Admin Services, Agency Contracts Section, (Peggy Merino), informs the Participating
Agencies of the FY 2010 projected debt service coverage amounts for budgeting

purposes.

On July 1, 2009

L

Apply the FY 2009 Participating Agencies debt service coverage payments towards the
cash requirement for the FY 2010 Metro based CIP Project budget. Any residual amounts
will be applied to the O&M budget.

Year 2 (Prospective Years)

On October 1, 2009

L

2.

Obtain the Fiscal Year 2010 total MWWD debt service amount including SRF debt from
the Administrative Services, Budget Section.

Calculate the debt service coverage dollar amount greater than 100%. The target debt
service coverage percentage of 1.56 is the average debt service coverage ratio found in
the current rate case model. The formula is: ([Current Debt Service Amount],

PXXX, XXX, XXX * .56 = $xXX,XXX,XXX)

Allocate the total debt service coverage amount between the Municipal and Metropolitan
Systems using their respective debt service coverage percentages of xx.xx% for the
Municipal System and xx.xx% for the Metropolitan System.

Obtain the final FY 2010 projected flow-based percentages for the Participating Agencies
from Admin Services, Agency Contracts Section, (Peggy Merino). .

Allocate the Metropolitan System portion of the debt service coverage amount to the City
of San Diego and the 15 Participating Agencies using the preliminary FY 2010 projected
flow-based percentages.

Update the Participating Agency Debt Coverage Payment Schedule.

On October 4, 2009

I

Forward the Participating Agency Debt Coverage Payment Schedule to the Admin
Services, Agency Contracts Section, (Peggy Merino) for invoicing purposes.

On November 1, 2009

1.

Admin Services, Agency Contracts Section, (Peggy Merino) sends FY 2009 second
quarter invoices to include as a second item, the debt service coverage amounts. The due
date is December 1, 2009. (no interest will be applied to these accounts due to the mid
year payment approach)



On December 1, 2009

1. Recognize the Participating Agencies debt service coverage payments as new revenues
and update the Participating Agency Debt Coverage Payment Schedule.

2. Inform Admin Services, Agency Contracts Section, (Peggy Merino) to reduce the
Participating Agencies FY 2011 CIP expense allocation by the FY 2010 Participating
Agencies debt service coverage payments.

3. Obtain the preliminary FY 2011 projected flow-based percentages for the Participating
Agencies from Admin Services, Agency Contracts Section, (Peggy Merino).

4. Calculate a preliminary FY 2011 debt service coverage schedule and forward to the
Admin Services, Agency Contracts Section, (Peggy Merino)

On January 1, 2010
1. Admin Services, Agency Contracts Section, (Peggy Merino), informs the Participating
Agencies of the FY 2011 projected debt service coverage amounts for budgeting
purposes.
On July 1, 2010
1. Apply the FY 2010 Participating Agencies debt service coverage payments towards the

cash requirement for the FY 2011 Metro based CIP Project budget. Any residual amounts
will be applied to the O&M budget.

H:\Participating Agencies\FY 2009 Debt Coverage Process Flow 07162008 ver 2 draft.doc



Attachment B
Operating Reserve Funding Strategy
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Attachment C
Debt Service Coverage Funding Strategy
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