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Date of Hearing: June 13, 2018

ASSEMBLY COMMITTEE ON LOCAL GOVERNMENT
Cecilia Aguiar-Curry, Chair
SB 963 (Allen) — As Amended June 4, 2018

SENATE VOTE: 37-0
SUBJECT: Water replenishment districts.

SUMMARY: Repeals certain limitations on the reserve fuofdhe Water Replenishment
District of Southern California (WRD). Specificglkhis bill :

1) Deletes provisions in existing law that require WRestablish an annual reserve fund
in an amount not to exceed $10 million commenciity the 2000-01 fiscal year (FY),
and deletes provisions related to limitations aat tkeserve.

2) Requires WRD to order, review, and maintain onditeindependent, audited financial
statement not later than 180 days from the commiusf WRD'’s FY (instead of current law
which specifies that this must happen not laten Btadays).

3) Revises the requirement in existing law that rezpiWRD’s independent audited financial
statement to be consistent with certain accourgiagdards to reflect current standards.

4) Deletes provisions that specify what must be inetlish the independent audited financial
statement, including:

a) The balances in all accounts established for thater@ance of WRD’s funds;

b) A report describing the amount of district fund$&expended for any capital
improvement project authorized to be constructeidioded by WRD and a detailed
description of the capital improvement project;

c) A report detailing the source of funds to be exgehdn any authorized capital
improvement project, and whether the source of$uadhe water replenishment
assessment, as specified;

d) A report describing the propriety of WRD’s opergtiexpenses;

e) A summary of independent audited financial stateregoeptions and management
improvement recommendations; and,

f) A description of correction or plan of correctiantte incorporated in the financial
statement, describing the specific actions thapkmened to be taken, or that have been
taken, to correct the problem identified by theitardas specified.

5) Requires the financial statement to include, relgasdof whether the State Auditor reports
separately, including separate reports bound isdéinge document, any findings or findings
involving deficiencies in internal control, frauthncompliance with provisions of laws,
regulations, contracts, and grant agreements, lamskea Requires WRD to include its written
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comments in response to findings that provide #rggectives of the responsible officials
of WRD and the corrective actions they plan to take

Requires the revised independent auditor finarst&ement to be submitted to the Governor,
the Senate Committee on Governance and Finantg sudcessor, the Assembly Committee
on Local Government or its successor, and the 3tadigor on or before December 31 of
each year.

Requires WRD to also provide information on expanés relating to capital improvement
projects planned to be undertaken.

Makes other conforming changes.

EXISTING LAW :

1)

2)

3)

4)

5)

Authorizes WRD, for the purposes of replenishing ghoundwater supplies within the
district, to:

a) Buy and sell water;

b) Exchange water;

c) Distribute water to persons in exchange for ceagimgducing groundwater extractions;
d) Spread, sink, and inject water into the underground

e) Store, transport, recapture, recycle, purify, treabtherwise manage and control water
for the beneficial use of persons or property witte district; and,

f) Build the necessary works to achieve groundwatdensshment.

Limits the annual reserve fund of WRD to $10 milli@s adjusted annually to reflect
percentage increases or decreases in the blendedfagater from district supply sources.

Requires, beginning in the 2019-20 fiscal yearjramum of 80% of the reserve to be used
for water purchases.

Excepts from this limitation the unexpended balawfcany appropriated funds in a capital
improvement project construction account estabtisbepay the cost of a project or projects
under construction.

Requires WRD to order, review, and maintain onditeindependent, audited financial
statement not later than 60 days from the conatugfdhe district’s fiscal year and require
copies of the statements to be submitted to theeaav, the Legislature, and the California
State Auditor on or before November 1 of each year.

FISCAL EFFECT : None
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COMMENTS:

1) Background. State law allows the formation of water replement districts to recharge

water into groundwater basins for later withdraimawater purveyors. In 1959, the voters
of Los Angeles County established WRD, which isdtate's sole water replenishment
district. It earns revenue by charging water neglement assessments to the agencies,
utilities, and companies that pump groundwatere DFstrict also gets property tax revenues
from its share of the 1% property tax rate. WRBauthese funds to secure water — by
purchasing imported water and constructing projetts produce local water supplies — that
percolates into the groundwater basin.

WRD has been the subject of considerable localrovetsy over its water rates, fund
balances, capital projects, and administrativetmas. A December 1999 State Auditor’s
report found that WRD did not exercise strict fismantrols. Among other issues, the State
Auditor found that the WRD had established an apegaeserve of $20 million — twice
what the Auditor estimated was necessary to ensudent reserves.

In response to the audit, the Legislature amended\tater Replenishment District Act to
install a host of restrictions over the WRD'’s fieas. Specifically, SB 1979 (Escutia),
Chapter 894, Statutes of 2000:

a) Limited the WRD’s annual reserve fund to a maximafr810 million, adjusted annually
to reflect changes in the cost of purchased wakesserves appropriated for capital
improvements under construction are not subjetttisolimit;

b) Required 80% of the WRD’s reserves to go to wateclpases.

c) Mandated that the WRD annually commission an inddeet, audited financial
statement that lists fund balances, includes spdaiéports on capital projects, and
records the WRD’s response to any management reeonations from the State
Auditor; and,

d) Required the above financial statements to be dtdxhto the Governor, the Legislature,
and the State Auditor annually by November 1.

The Legislature also established rules for contrg@nd constructing capital projects, and
required follow-up audits of the WRD by the Statedftor in 2002 [AB 1834, (Havice),
Chapter 888, Statutes of 2000] and 2004 [AB 1163Jderon), Chapter 941, Statutes of
2002]. Those audits found that although the WR® ingplemented many of the
recommendations in previous audits, its reservieipslcontinued to raise questions.

Over time, the manner by which the WRD replacespgrargroundwater has changed.

When it was originally formed, the WRD purchase@%0of the water it used for
replenishment from imported sources. In the 196@sWRD began a steady shift towards
developing local sources of water, such as captst@thwater and recycled water. As a
result, the WRD relied less on purchasing waterrante on building its own capital

projects. In 2013, the WRD sought relief from savhéhe fiscal controls imposed by the
Legislature. The WRD argued that these controksatiened its financial viability and
prevented it from investing in local sources of@vatin response, the Legislature
temporarily repealed the requirement that 80% sémees must be spent on water purchases
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until the 2019-20 fiscal year [SB 620, (Wright),dpiter 638, Statutes of 2013]. In order

to continue some oversight of the WRD’s reserv8s630 also required the establishment
of a budget advisory committee, composed of the VER&tepayers, to review and make
recommendations on any replenishment assessmésd ley the WRD and the WRD'’s
operating budget and reserves. SB 620 furthelagued intent language that records of the
recommendations from the budget advisory comméterild be used to evaluate the
permanent repeal of the 80% requirement.

By 2015, only 20% of the water used for replenishtieame from imported water
purchases, and in 2018 and going forward, the iDistrpects to rely entirely on local
sources. In order to continue its independena®e froported water purchases, the WRD’s
officials want more flexibility to spend the Disttis reserves.

Bill Summary. This bill repeals provisions that currently re@NRD to establish an
annual reserve fund in an amount not to exceed#llidn, and also strikes provisions
related to limitations on that reserve. The Hillkes provisions that specify what must be
included in WRD’s independent audited financiatestaent, but maintains the requirement
that WRD continue to provide this audited finangt@tement to the Governor, State
Auditor, and relevant committees in the Legislatufée financial statement must also
include any findings or findings involving deficigies in internal control, fraud,
noncompliance with provisions of laws, regulatiot@tracts, and grant agreements, and
requires WRD to include its written comments inp@sse to the findings.

The bill is sponsored by WRD.

Author’s Statement. According to the author, “In the year 2000, respog to a State
Auditor’s report regarding WRD, the Legislature addanguage to the Water Code placing
a $10 million cap on the general reserves of &wafplenishment district, and requiring that
a minimum of 80 percent of the reserve fund be edpd specifically for water purchases.
“The reserve restrictions prevented the WRD frorcuatwulating unnecessarily higher
reserve levels, and the water purchase requiremadé sense at the time. However, times
and groundwater replenishment best practices Hasreged. Fluctuations in cost and the
reliability of supply have convinced the WRD of tir@ancial and practical need to become
independent of imported water, shifting insteath®production of local, reliable supplies
for purposes of replenishing the Central and Wests€groundwater basins.

“In October 2016, the WRD Board of Directors apmdwan agreement with the State Water
Resources Control Board that provides WRD $95 amilin funding for the construction of
the Groundwater Reliability Improvement Project (BR an advanced water treatment
facility currently under construction in the Citf/@Bico Rivera. GRIP is the final and most
significant project within WRD’s Water Independeridew (WIN) program that aims to
eliminate WRD'’s need to purchase imported watanfiorthern California and the
Colorado River for groundwater replenishment. Omaét, the WRD region’s groundwater
basins will be completely locally sustainable.

“The move from buying to producing water means thatWRD will need additional
operating reserves for issues related to manatgrayin facilities. Along with operations,
there are large replacement costs associatedteitisisuch as microfiltration units, reverse
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osmosis membranes and ultra-violet light bulbse District will need greater reserve
balances to cover these infrastructure costs wieemsineed to be replaced.

“SB 963 gives the WRD ability to shift away fromtdated reliability on water imports to a
modern model of local sustainability, while plargiior substantial operating costs it will
incur in financing its advanced water treatmentlitees. The bill will limit the ultimate

price to taxpayers, by permitting costs to be asklrd on a pay-as-you-go basis rather than
through more expensive debt financing.”

Technical Amendment. Section 3 of the bill dealing with the independaundited financial
statement contains a reference to the State Audlidiing findings, which is incorrect. This
reference to the State Auditor should be replacdu ‘wertified public accountant or public
accountant” who prepared the audited financiakstant, to ensure consistency with
terminology used previously.

Arguments in Support. Supporters argue that moving from purchasing mtatproducing
water using advanced water treatment science ahditpies will require greater flexibility
in budget practices to enable WRD to appropriabplgrate and maintain its facilities.

Arguments in Opposition. None on file.

REGISTERED SUPPORT / OPPOSITION

Support

Water Replenishment District of Southern Califof 82 ONSOR]
Orange County Water District
Budget Advisory Committee, Water Replenishment iisof Southern California

Opposition

None on file

Analysis Prepared by Debbie Michel / L. GOV. / (916) 319-3958



