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

1. Dual Collection of the Water Supply Charge and District User Fee: The Panel reminds
the Board that the 2019-20 fiscal year was the third 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. The Panel
recognizes the plan adopted by the District Board in April 2016 to collect both fees for a
3-year period was said to be needed because: (i) the User Fee would primarily fund
programs previously in Cal-Am surcharges (District conservation and river mitigation), so
there may be little “new” revenue initially; (ii) there were still large near-term expenditures
required on water supply projects; and (iii) Cal-Am had a recent history of significant
revenue undercollection, so it made sense to have a period of collection until the
predictability of the User Fee revenue was better known. However, that period has passed
and much has been learned.

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 Panel supports the District’s adopted policy and was pleased
to see the District Board be proactive.

2. Financial Report: The attached financial report (Exhibit A) for the 2020-2021 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 $13.42 million. Major revenue sources include the Water Supply
Charge at $3.4 million (26%), Property Taxes at $2.1 million, (16%), User fees at $843,000
(6%), and Pure Water Monterey water, which sold at cost for $5.9 million (44%),



reimbursing the expense to produce it. Capacity fees, project reimbursements, and interest
make up the remaining 8%.

Total Expenditures were $13.45 million. The largest components were Direct Personnel at
$1.35 million (10%) and Project Expenditures at $10.75 million (80%). Legal, Project
Expenditure Reimbursements, Fixed Asset Purchases, Indirect Labor, Debt Service, and
Indirect Supplies and Services make up the remaining 10%. A more detailed account of
Project Expenditures is also provided.

Exhibit B shows inflows and outflows to the District’s Water Supply Fund. An important
conclusion is that in each of the nine 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 $9.8 million during
that timeframe.

The overall FY2020-21 District budget set aside $500,000 for paying down the Mechanics
Bank loan, which was done in August 2021. The current 2021-22 budget also has $500,000
in it to pay down the loan. The principal balance entering the 2022-23 Fiscal Year is
expected to be approximately $2.2 million. June 30, 2023 is the date to pay it off in full or
refinance.

The Panel members understand, however, in the next few years the District intends that the
Water Supply Charge will primarily be used 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. Itis likely the collections will be insufficient to meet all
MPWMD water supply needs next year, and those activities will again be subsidized by
other District revenues, including the User Fee. The majority of Panel members believe
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. A Panel minority believes the Water Supply Charge has exceeded it time
constraint and should be retired 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, such as the
cost of the LAFCO process, an appraisal and rate study, costs related to a “right to take”
bench trial, the costs related to a subsequent jury trial to establish fair compensation, and/or
the costs of acquisition.

The goal of Measure J included, if feasible and beneficial, the acquisition of water supply
facilities as part of the District's water supply mission, with the expectation that under
public ownership, a safe, adequate, and reliable water supply could be provided in a more
affordable, sustainable, locally responsive and transparent way. A majority of 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 maintain flexibility to



do so if necessary. A Panel minority believes Measure J does not constitute a water supply
project and is therefore not an appropriate use of Water Supply Charge funds.

At this time, the majority of the Panel recommends that the District does 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.

Respectfully submitted by the Ordinance 152 Citizens Oversight Panel, February 24, 2022.
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