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DESCRIPTION OF THE DISTRICT
AND THE BUDGET PROCESS

LAKE HEMET MUNICIPAL WATER DISTRICT

History

Lake Hemet Municipal Water District (the "District") was incorporated in 1955 after a
successful bond initiative raised sufficient funds to purchase the assets of the Lake
Hemet Water Company. At that time, the District had about 1,800 customers and a 23
square mile service area.

Mission Statement

The mission of Lake Hemet Municipal Water District is to produce and deliver high
quality water to our customers for domestic and agricultural use, to provide sewer
collection services and to maintain Lake Hemet as a clean and safe water reservoir and
recreation facility, in an economical, efficient and responsible manner now and in the
future.

Service Area

The District is located in southern California and provides domestic water to 14,216
services (excluding Garner Valley) and irrigation water to 49 agricultural customers
in a 26 square mile area that includes portions of Hemet, San Jacinto, and adjacent
unincorporated areas of Riverside County.

The District has also annexed an additional service area, which is the Garner Valley
community in the San Jacinto Mountains, east of Lake Hemet. The District provides
water to approximately 276 services in this area.

Government
The District is governed by a five member Board of Directors {the "Board"), elected by

the voters within their respective divisions for staggered four-year terms. The current
Directors are:
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Water Supply

The District receives its water supply from five sources: (1) District owned ground water wells,
(2) leased ground water wells, (3) EMWD imported water, (4) surface water when available,
and (5) Lake Hemet when available.

The District's imported water supply is purchased through EMWD, who in turn, gets the
water from Metropolitan Water District (MWD). MWD water is from two primary sources:
the Colorado River via the Colorado River Aqueduct and the State Water Project via the
Edmund G. Brown California Aqueduct.

The District has owned and operated Lake Hemet Campground for many years, but in

2011 selected California Parks Inc., to manage its campground operation. This

operational change allows the District to concentrate on its core business of serving

domestic and agricultural water within our service area and to provide sewage collection

/ disposal services to our community. California Parks Inc. brings their expertise

to this enterprise and has tremendous recreational marketing capabilities. California Parks
Inc. continued to optimize operations by getting computer reservations on-line in spring 2013.
Boating, fishing, and camping are the mainstay of existing recreational opportunities but

the management team will be pursuing other leisure activities as well, for camping
enthusiasts.

The solid masonry dam, completed in 1895, was constructed to help capture the snowmelt
and rainwater that would supply water for the agricultural crops in the valley. Reservoir
construction is the source of the campground's ability to offer the above recreational
activities.

The District also owns a small reservoir historically known as Little Lake which is the source
of the name of the surrounding neighborhood. This included the nearby Little Lake
Grammar school which has operated at its current location for over 100 years. The reservoir
is the termination point of the District's gravity irrigation system and has doubled as a
fishing and recreation area for decades. The District has entered into a management
agreement with California Parks Inc., who manages Diamond Valley Lake Marina and

some twenty other recreational areas in California. This agreement has been extended

to December 2024. Little Lake will be open a minimum of 4 days a week for daylight-hour
recreational and fishing opportunities.

Sewer Service

The District maintains & repairs sewer laterals and main sewer lines, but has no treatment
facilities. Eastern Municipal Water District has the only wastewater treatment facility in the
Valley. Fees are collected by the District for treatment and disposal of wastewater and
then transferred to E.M.W.D.
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Understanding the Budget Document

A budget is a plan to match resources with the needs of the District. This budget provides
for the general operation of the District for a one-year period. To plan beyond an annual
timeframe and better anticipate future revenue and expense requirements, this budget
document sets the guidelines for the 2021-22, 2022-23, 2023-24, and 2024-2025 fiscal
years as well.

The budget of the Lake Hemet Municipal Water District assures the efficient, effective and

economic uses of the District's resources. Through this budget, the Board sets the
direction of the District, allocates its resources and establishes its priorities.

Budgetary Controls

The budget is developed with input from the various department levels of the organization
and adopted prior to the start of each fiscal year. Monthly profit and loss reports of
budget to actual are prepared and provided to the Board before each monthly board
meeting.

Budget Amendments

The Board does not formally amend the budget after approval. The General Manager has
the authority to enter into contracts and agreements and expend funds up to $35,000.
Non-budgeted purchases in excess of $35,000 require approval of the Board.

Budget Basis

The budget and accounting basis for the District is the accrual basis. This means that
revenues are recognized when earned, and expenses are recognized as they are incurred.

Capital Outlays & Improvements

Capital Outlays

For accounting and financial reporting purposes, a Capital Outlay is generally defined as an
individual item worth at least $3,000, and having a useful life of 3 years or more. Each year
as part of the budget process, the District's various departments compile and submit a list
of capital outlay items as replacements for, or additions to, current equipment inventory.
This year's capital outlay requests were submitted, reviewed and prioritized in accordance
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with the District's anticipated needs for Fiscal Year 2020-2021. On an annual basis the District
also assembles a list of vehicles and equipment that will possibly need to be replaced over

an additional four year period. This is to anticipate and prepare for any substantial costs

to replace outdated / tired vehicles and equipment.

The District maintains a Vehicle and Equipment Reserve Fund. This fund is set aside for all District
vehicle and equipment purchases. New vehicles and equipment purchases totaling $359,225 have
been proposed for the 2020-2021 fiscal year.

Capital Improvements

Capital Improvement Projects are assets, acquisitions, facilities, systems and infrastructure
improvements, etc., and/or those items outside of the normal operational budget, known
as one-time costs.

Proposed Capital Improvement Projects for the budgeted fiscal years were submitted in
accordance with the anticipated needs of the District.

Projects totaling $987,000 have been budgeted for Fiscal Year 2020 - 2021.
A portion of these projects has been funded through monies specifically set aside for this purpose.
The District has proposed 4 1% of annual depreciation for Capital Acquisitions / Improvements.

Debt Administration

As of June 30, 2020, the District's total debt is $6,880,145 which corresponds to 8.23% of
the net assets. Annual debt service payments are approximately 4.03% of the District's
total revenue.

The Soboba Band of Luiseno Indians Settlement was finalized and District costs are 34.2% of
$7,000,000 and a similar percentage of responsibility for payment of $17,652,000 for

capital facilities. This results in LHMWD payments of $2,394,000 for the Indian Settlement

and $6,050,000 for the capital facilities. EMWD has financed the capital facilities program

over a 30 year term at 4.79% interest, and the District has decided to pay its portion of the

Bond to E.M.W.D. over time. In December 2011, the District paid in full the $2,394,000
settlement to the Scboba Indian Claim with monies set aside for that particular purpose. In 2012,
the District began making payments to E.M.W.D for the facilities portion of the settlement.

Page 5 of 28



Some of the District's infrastructure has eclipsed their useful life, with some at or over

100 years old. A Master Plan Study reported the replacement and maintenance needs of the
District's infrastructure. Estimated costs would be approximately $30,000,000 to replace / upgrade
infrastructure. However, the District has already replaced infrastructure that had the highest
maintenance needs at a cost of approximately $16,500,000. The balance of Master Plan projects
will be done in stages to eliminate the need for future bond financing.

Internal Controls

The District's management is responsible for establishing and maintaining a system of
internal controls designed to safeguard the District's assets from loss, theft, or misuse
and to ensure that adequate accounting data is compiled to allow for preparation of
financial statements in accordance with generally accepted accounting principals. The
internal control structure is designed to provide reasonable assurances that these
objectives are met. The most recent audits have not uncovered any material weak-
nesses in internal control that would cause concern.

Cash Management

The District invests its temporarily idle cash in investments legally permissible by
California Government Codes and in accordance with its own investment policy adopted
by the Board of Directors. The investment options of the District are first to preserve
the capital, followed by maintaining liquidity to meet cash flow requirements, and finally
maximizing the rate of return without compromising the first two objectives.
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FINANCIAL HIGHLIGHTS OF PROPOSED FY 2020-2021 BUDGET

® 0% Growth in Lake Hemet Municipal Water Services
1 Total domestic services - 14,541 Including Garner Valley
Total active domestic services - 14,489
o 3 New Water Service Instailed in 2019/2020
o $21,239,400 revenue anticipated for this fiscal year.

e Water Sales-
o The December 2018 Prop 218 Notice allows for an annual CPI increase not to exceed 3% and
annual future adjustments to cover pass-through costs until 2023.
o The last rate increase for potable water was effective July 1, 2019.
o The 3 tiered domestic rate became effective January 2019.
Non-potable water rates increased July 2019. Pass-through increase imposed by EMWD
and Metropolitan Water District, for untreated water not to exceed 10%.
Additional CPI increases for non-potable water to be effective July 1st of each year, per the Prop
2018 notice, until 2023. Current CPl is 2.3%.
o Garner Valley rates increased February 1st, 2020

¢ Misc. Revenue-
o Backflow Testing - 633 devices at $80 to ensure full funding of the backflow
administration expenditures.
The Imported Water Surcharge will help fund Groundwater Management fees.
o The Capital Improvement Surcharge will help fund Master Plan infrastructure improvements.
Contribute Capital Improvement Surcharge plus additional $25,000 each month to reserve fund.
1 Fire Service Charges - based on size of service (4", 6", 8")

® Water Purchases-
o E.MW.D increased the rate for raw Soboba Recharge water to $595 an acre foot from $576
an acre foot.
E.M.W.D's water delivery charge for raw imported water will increase by $5 an acre foot, to $178
per acre foot for Soboba Recharge water deliveries.
The District is obligated to purchase Soboba Recharge water, in the amount of $2 million,
when surplus water is available.
o Lake Hemet Municipal Water District has purchased and paid for pre-deliveries of raw Soboba
Recharge water through 2022 and part of 2023.
There should be no other deliveries of Soboba Recharge water for this calendar year.

¢ Groundwater Management Program-

o The Groundwater Management Plan (GWMP) payments began in March 2012,
The Water Master and associated costs became effective in 2013.
Additionally, $468,650 has been included in this year's budget & each subsequent year to
cover GWMP debt service for infrastructure improvements to E.M.W.D..

o Most GWMP expenses are to be reimbursed from the GWMP fund specifically set aside
for this purpose.

0 Hemet - San Jacinto Water Master Administrative fees of approximately $250,000.

o Annual support fees of $40,700 paid to E.M.W.D. and also annual fees for the Scott-

Lauda In-lieu agreement.
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FINANCIAL HIGHLIGHTS OF PROPOSED FY 2020-2021 BUDGET

Labor

O

{con't)

Annual merit increases for employees not at maximum range or step as recommended by
a Supervisor, in accordance with the MOU & approved by the General Manager.

Power Purchases

o

The District has anticipated an additional 3% increase over historical costs to cover operation of
new Well 8A, Well 17 and any contigencies that may occur.

Supplies

-

Fuel prices have stabilized but the west coast still has higher costs than most other parts
of the nation. April-September fuel costs usually increase due to gasoline formula changes.
The District has anticipated an additional 3% for additional gas taxes and summer blends.
Petroleum based products purchased by the District that are affected by oil costs are
asphalt and paving materials, PVC pipe, fuel and oil for the District's fleet, shipping charges
and many other petroleum based products.

Spreading Basin

0
LJ

The percolation basin recharge water is measurable and metered.
Clean weeds out of percolation basin at Mountain Ave. on an as needed basis to
improve groundwater recharge. Costs reduced due to use of Bautista crews.

Legal Expense

|

$70,000 for general legal expenses.

CalPERS Retirement

a

|
o

The District will prepay their portion of employee retirement liability again this year for
approximately $747,565, reimbursable through funds set aside for this purpose.

Employees pay 7% of pension costs, the maximum per the negotiated M.O.U.

CalPERS is increasing the percentage that all Special District's, Cities, and Safety related
agencies will need to pay for annual retirement contributions. CalPERS expects to increase
the District's pension costs by an estimated maximum of 1% of payroll (approximately $47,000)
each year to be paid over a 20 year period, which began in 2016/2017.

CalPERS enacted a phase in of the approved, lowered discount rate change

effective 2018-2019, which will increase all public agency contribution costs. The rate will be
reduced from 7.5% to 7% by 2020-2021 fiscal year.

Contribute $60,000 each month to the CalPERS reserve fund.

® Depreciation

O
O

Fiscal Year 2019-2020 $3,295,000
41% to be put back into Capital Improvements / Capital QOutlay
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FINANCIAL HIGHLIGHTS OF PROPOSED FY 2020-2021 BUDGET

(con't)
Miscellaneous Non-Operating

Lake Hemet Campground

® Revenue
o Urban Park Concessionaires, DBA Basecamp Hospitality, has signed a lease to handle
management and operaticns of Lake Hemet Campground. The District will be paid a flat
fee for General and Administrative support and a fee for annual water and sewer support. The
transfer of management to Urban Parks was done April 1, 2011. The current lease contract
term is for 10 years, to Dec. 31, 2024, with an additional 5 year option.

¢ Campground Expenses
o Residual and required expenses for the campground will be minimal, as most costs will be
paid by Urban Park Concessionaires.

¢ |Interest

o LAIF interest as of the 1st quarter of 2020 was 2.03%.
o  Bank of Hemet LAMMA account interest rate as of the 1st quarter of 2020 was 1.11%.

Effectively, the LAMMA rate is higher due to all administrative charges being waived.

e Taxes and Standby
o General taxes should be approximately $1.1 million this year.
o Improvement District 1 Standby charges have been suspended per Board direction.
o The remaining Standby charges have not been changed.

o Bond Payments and Fees
o The Ground Water Management (GWMP) Fund has been set up expressly to pay for loan
payments to E.M.W.D., who holds the Bond for all 4 agencies involved in the program.
o Loan to City National Bank for construction of the Administration complex has been paid in full.
o CSDA Bond issued for capital improvements to be paid in full by September 2020.

e (Capital Improvement Budget
o This fiscal years Capital Project Budget is $987,000 with the General Fund and/or reserves as
the funding source for these projects.
o Vehicle Capital Budget is $359,225.
o Contribute $83,334 each month to the District Vehicle/Equipment Fund.
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July 2020 LAKE HEMET MUNICIPAL WATER DISTRICT
HIGHLIGHTS OF PROPOSED GARNER VALLEY
BUDGET FY 2020-2021

OPERATING REVENUE -
o Per the current Prop 218 Notice and Rate Study, a rate increase was implemented for
Garner Valley on February 1, 2020.
This Notice allows for annual CPI| increases not to exceed 3% until July 2023.
o Operating Reserves - a minimum of 120 days is recommended to maintain a
financially healthy outiook for the Garner Valley system.

OPERATING SUPPLIES & EXPENSE -
o Operators are now dispatched from the Valley with time kept to a minimum due to
SCADA telemetry improvements.
o Daily standby charges are part of total labor costs.

GROUND SOURCE / BUILDINGS -
o One well is scheduled for video, cleaning & possible pump replacement every other
year. This is in addition to minimal repair and maintenance costs.

PUMPING EQUIPMENT REPAIRS -
o Regular repair & maintenance costs which aiso includes an emergency contingency.

POWER PURCHASED -
o Anza Electric Co-operative has not addressed any rate increases for this year. The
rate increase in 2010 was the only increase they have had in the last twenty years.

PURIFICATION -
o Low annual maintenance, no extraordinary expenses are expected.

TANKS -
o Low annual maintenance, need occasional repairs and maintenance.

PIPELINE -
o As the pipeline is aging, more repairs are expected. Pipeline installed in 1974.

SERVICES -
o Minimal repairs expected due to previous replacement of all original installations.

FIRE HYDRANTS -
o Fairly low maintenance.

METER READING -
o Meter reading labor has been reduced due to the installation of AMR meters.
o Travel time to Garner Valley has improved due to Highway 74 being fully operational
since the rain event of February 2019.
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July 2020

LAKE HEMET MUNICIPAL WATER DISTRICT (cont.)
HIGHLIGHTS OF PROPOSED GARNER VALLEY
BUDGET FY 2020-2021

ENGINEERING -
o Future engineering costs should be minimal.

GENERAL EXPENSE -
o Legal Fees for 2020-2021 litigation
o System management permits and fees
o Miscellaneous expenses

ADMINISTRATIVE -
o 2% of General and Administrative charges for benefits and administrative time to
operate G.V. system.

DEPRECIATION -
o Garmer Valley depreciation for 2019 was $144,536

FUNDED DEPRECIATION -
o To continue to maintain Garner Valley Facilities, Capital Improvement reserves
should be set aside, 67% of 1 years annual depreciation of $146,000, or $97,820
is recommended to fully fund capital projects.

TAXES -
o Garner Valley's share of the General Districts Taxes was 4.64% or $51,034 for 2019/20.
This percentage changes slightly up or down each year.
o Garner Valley Bond AD 2003-1 tax rolls collect approximately $148,000 which pays
the bi-annual bond payment and related expenses.

AVAILABILITY -
o 308 lots at $75.00 per lot - always the same - $23,100 per year

COSTS -
o Press Enterprise Publications, Notice of Hearing charges & NBS Government
Services for Assessment District fees.
Costs associated with overseeing and management of the Bond.
A negative fund balance of $1,746,879 has been charged to the Garner Valley System.
Loan repayment at 2% interest for $102,000 a year for 20 years, beginning
July 1, 2020.

O o

* Working capital / cash flow is the net total, depreciation is not included and is a separate line item.

The Garner Valley Depreciation Fund has a balance of $167,530 which is available for scheduled Capital

Improve

ments.
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