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VCMWD Introductory Section

Additionally, the SDCWA added desalinated seawater to its water supply portfolio with the completion
of the Carlsbad Desalination Plant in December 2015. This supply reduces the region’s dependence
on water from the Colorado River and the Bay-Delta that is vulnerable to droughts, natural disasters,
and regulatory restrictions.

VCMWD and the entire California water community will continue to face challenges going forward.
Uncertainties surrounding its main sources of imported water, the State Water Project and the Colorado
River, the lack of enhancements to the statewide storage system in over 50 years, the effects of climate
change, public environmental issues and state regulations concerning water use restrictions, increasing
operating costs and depressing revenues all contribute to a difficult planning environment in which the
cost of imported water is all but certain to continue to increase. Water shortages, both natural and man-
made, continue to loom in the future. These factors have the potential to adversely impact the
operations and finances of the District.

Financial and Economic Trends — Customer meter categories have stayed consistent with 553
new meter accounts having been established during 2022-23. This raised the total number of meter
connections within the District to 12,555, of which 2,068 are fire meter accounts. Of the total meter
accounts, 758 water service accounts and 141 fire service accounts are inactive, resulting in 11,656
revenue generating water meters at the close of the fiscal year. This is an increase of 540 active service
accounts (271 water service and 269 fire) compared to the close of 2021-22.

Private development construction in fiscal year 2022-23 was comparable to that in the prior year as the
Park Circle Development continued and neared completion of the build out of their community. The
District continued to process 26 private development projects containing a total of 1,015 units in
various stages of completion, from concept approval to warranty period. Additionally, there are 8
projects with 808 units that are in the active

planning stage and 10 inactive projects with 139

units.

For the fiscal year ended June 30, 2023, water
sales were 13,020 acre feet, down 3,187 acre feet
or 19.7% from sales of 16,207 acre feet in 2021-
22. This decrease is due in part to a 142%
increase in total rainfall for the year, 25.2 inches
versus 10.4 inches in 2021-22. Water deliveries
are broken down as follows: 56.9% for
agricultural purposes, 34.3% for domestic, 7.9%
for commercial, and 0.8% for public use. The
total cost of water purchased for the fiscal year
was $24.0 million, or 51.5% of the District’s
total water operating expenses.

SDCWA Permanent Special Agricultural Water Rate — The San Diego County Water
Authority’s Permanent Special Agricultural Water Rate (PSAWR) provides a rebate for qualifying
agricultural water users. PSAWR customers do not pay for the full cost, nor do they benefit fully from,
the SDCWA Emergency Storage or Carry-Over Storage Projects. In addition, the SDCWA melded rate
reflects the costs of the supplemental supplies, such as those from the 11D Transfer, the All-American-
Coachella Canal Lining, and the Carlsbad Seawater Desalination project which PSAWR customers
also do not pay.
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In exchange for reduced rates, PSAWR customers agree to have their water supply reduced first and
at a greater degree during droughts and other emergency situations. For calendar year 2022 the discount
that certified agricultural customers received totaled $583 per acre foot, based on water rates
effective February 1, 2022. With the full PSAWR pricing differential, VCMWD participating
agricultural customers will pay $1,879.53 per acre foot, compared to the $2,472.29 per acre foot that
domestic/commercial customers will pay, a 24% reduction or savings of $593 per acre foot in calendar
year 2023.

Please refer to the MD&A in the financial section of this report for detailed schedules and analysis of
the District’s operating results for the fiscal year ended June 30, 2023.

Long-Term Capital Facility Planning and Financing — New capital improvement facilities
are categorized as either, Replacement, System Upgrade or Expansion facilities. Replacement and
System Upgrade facilities are currently funded from replacement and capital reserves, primarily on a
pay as you go cash basis. These reserves are funded annually by a combination of capacity fees, water
availability charges, property taxes, and excess operating and non-operating revenues. The District has
increased its leverage of available funding through State Revolving Fund (SRF) financing by
establishing a process to apply for funding on a yearly basis.

Facilities which are identified and budgeted annually for replacement are selected from a facility
replacement priority list included in the District’s Water Master Plan. In addition, the replacement of
existing facilities can be triggered by the County of San Diego road improvement projects that require
the relocation of facilities. Private development projects can also provide an opportunity to participate
in the replacement of an existing facility or system upgrade when there is a benefit to the overall district
system.

Major Initiatives
Efforts and Accomplishments

Water System Operations

Transmission, Distribution, and Storage Facilities Improvements — Major Capital improvement
work completed during the fiscal year included the following projects: Gordon Hill Pipeline Phase 2
and the painting and recoating of six reservoirs - Weaver Reservoir; Burnt Mountain & Reidy Canyon
Reservoirs; San Gabriel No. 1 Reservoir; and Mountain Meadows No. 1 and Reid Hill Reservoirs.

Exterior Paint & Coat of Interior Paint & Coat of Exterior Paint & Coat of
Mtn Meadows No. 1 Reservoir Weaver Reservoir Burnt Mtn Reservoir
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The service area is located in the central portion of Valley Center generally along Valley Center Road
from 1,300 feet east of Cole Grade to 1,500 feet south of Woods Valley Road. The facility was
originally constructed in 2005 to service the 280-unit Woods Valley Ranch Subdivision and Golf
Course. The facility was later expanded to its current capacity in 2017. The facility is permitted to
treat up to 275,000 gallons per day (GPD) to Title 22 standards and the treated effluent is utilized for
irrigation purposes at the Native Oaks Golf Club (formerly the Woods Valley Golf Course).
Construction of the expansion was funded utilizing State Revolving Fund and Limited Obligation Bond
debt financing secured by Assessment District No. 2012-1 annual assessments and Community
Facilities District No. 2020-1 Annual Special Taxes. The funding commitments secured capacity
reservations for 1,247 equivalent dwelling units (EDUs). Total allocated capacity of the facility is
1,527 EDUs.

The service area is growing with new homes and businesses being planned and constructed at a
moderate pace. As of the close of the fiscal year, the facility received influent from 892 active
connections via the gravity collection system in Woods Valley Ranch, Bear Peak and Park Circle
Developments and 25 active connections via the Low Pressure Sewer collection system along the
Valley Center Road Corridor, for a total of 917 active wastewater connections. Compared to the prior
fiscal year, which had 674 active wastewater connections, that is an increase of 246, or 37%.

Ultimate buildout of the service area is planned at 3,000 EDUs requiring a treatment capacity of
525,000 GPD. Construction of the expansion facilities is contingent upon development in the area and
the availability of funding. Future discharge sources in addition to the Native Oaks Golf Club may
include common area irrigation of nearby developments and roadway medians.

Lower Moosa Canyon Water Reclamation Facility — The Lower Moosa Canyon Water
Reclamation Facility, built in 1974, provides sewer services to the District’s Interstate 15 corridor area,
from the Lawrence Welk development on the southern end, east to Hidden Meadows, and north to
Circle R Drive. The facility receives sewage from 2,497 connected customers via 21.6 miles of VCP
and PVC gravity collection mains (varying in size from 8-inch to 18-inch), with over 500 manholes,
and 2,200 laterals. It is permitted to treat up to 440,000 gallons per day (493 AFY) of domestic and
commercial wastewater to secondary standards before discharge. Secondary effluent from the Lower
Moosa WRF is discharged to percolation ponds which recharge the groundwater table in the San Luis
Rey River watershed. This groundwater is not used for human consumption.

Customer water conservation efforts have significantly reduced influent flow rates per connection. As
a result, capacity requirements for ultimate buildout in the service area are not expected to exceed the
current waste discharge limits. However, while conservation efforts have reduced the hydraulic
loading requirements on the facility, expansion of the solids handling portion of the facility will be
needed as connections are added to the system and are planned to occur in the next five years. Recent
facility improvements have been focused on the
replacement of aging infrastructure.

During the fiscal year major capital improvement
work completed included the following projects:
Replacement of the Main Motor Control Center
and Sludge Transfer Pump as well as the
Aeration Air Piping. Additionally, installation of
new solar array under a Power Purchase
Agreement, at this site, was completed and is
expected to provide a significant savings in the [ em——

cost of power required to operate the plant. New solar array at Lower Moosa Canyon WRF.

Xii
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Development Planning and Construction Projects

Development activity was minimal during the fiscal year due to regional economic factors, with the
exception of the South Village Area of the District served by the Woods Valley Ranch Water
Reclamation Facility. Primarily developers in other parts of the District continued their pursuit of land
use entitlements from the County with minimal interactions required of the District. Several projects
renewed their plan approvals to maintain their entitlements and the ability to start construction at a
later date.

North and South Village Areas — With the completion of the Woods Valley Ranch Wastewater
Expansion Project, several developments in the District’s North and South Village Areas are planned
to move forward in the upcoming fiscal year:

Touchstone Communities has completed the Park Circle East/West development in the South
Village Area. Park Circle West is a 300-unit residential subdivision and Park Circle East is a mixed-
use development of 332 residential units, 4.2 acres of commercial area and 5 acres of parks and
recreational facilities. Six major merchant builders have purchased lots within the development and
began model and production home construction in October 2020, with approximately 562 new homes
being occupied at the end of Fiscal Year 2022-2023.

Weston Towne Center a previously planned mixed-use development in North Village split
ownership between the residential and commercial development. North Ranch Estates is a planned
515-unit residential development and the remaining 13.93 acre commercial portion, Weston Towne
Center, has a wastewater capacity allocation of 85 EDUs. The owners of both the residential and
commercial portions continue to evaluate development options.

The North Village Station project is a proposed 200 unit mixed-use residential, office/professional
development owned by Valley Center View Properties, LLC. The developer continued processing
their site plan through the County to complete the development entitlements for their project. The
Miller Plaza portion of the development, consisting of a convenience store with a gas station and a
car wash, restaurant and office professional building is nearing completion and is expected to be
connected in Fiscal Year 2023-2024.

Accounting Systems

District records are maintained on an enterprise basis, as it is the intent of the Board of Directors that
the cost of providing water and wastewater services to the customers of the District are financed
primarily through user charges. Revenues and expenses are recognized on the accrual basis in that
both are recognized in the accounting period they are earned or incurred. Capital assets are recorded
in the fund purchasing the asset.

As an enterprise fund, the District maintains a self-balancing set of accounts established to record the
financial position and results that pertain to each activity. The activities of enterprise funds are similar
to regular businesses, whereby a governmental agency collects sufficient revenues through user
charges to pay for operating expenses and maintain infrastructure in order to sustain operations.

Xiii
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Internal Controls

Valley Center Municipal Water District operates within a system of internal accounting controls
established and continually reviewed by management, to provide reasonable assurance that assets are
adequately safeguarded and transactions are recorded correctly according to District policies and
procedures. When establishing or reviewing control, management must consider the cost of the control
and the value of the benefit derived from its utilization. Management normally maintains or
implements only those controls whose value adequately exceeds their cost.

Budgetary Controls

On an annual basis, the District’s Board of Directors adopts a budget that is prepared on a departmental
level. Although the District is not legally required to adopt and adhere to a budget or report on
compliance with any prepared budgets, the Board of Directors chooses to approve a budget to be used
solely as a management tool. Depending upon the timing and level of the demand for water services,
the revenues and expenditures may vary significantly and cannot be strictly controlled by means of
detailed and rigid appropriations. Therefore, the budget must be viewed as an estimate only. Budget
appropriations for major capital projects continue from year to year until the project is completed.

Certificate of Achievement

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to Valley Center Municipal Water
District for its Annual Comprehensive Financial Report for the Fiscal Year ended June 30, 2022. The
Certificate of Achievement is a prestigious national award recognizing conformance with the highest
standards for preparation of state and local government financial reports. In order to be awarded a
Certificate of Achievement, a government unit must publish an easily readable and efficiently
organized Annual Comprehensive Financial Report. This report must satisfy both generally accepted
accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. Valley Center Municipal Water
District has received a Certificate of Achievement each year since 1992. We believe our current report
continues to meet the Certificate of Achievement Program’s requirements and we are submitting it to
GFOA to determine its eligibility for another certificate.
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Our mission is to ensure customer satisfaction
through quality service at the lowest possible cost.
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STRATEGIC PLAN PERFORMANCE MEASUREMENT STANDARDS
RESULTS FOR CALENDAR YEAR ENDED DECEMBER 31, 2022

1. CUSTOMER SATISFACTION - Our standard will be that
our service “meets” or “exceeds expectations” 95% of the time,
based upon the “Customer Comment Card” responses.#

2. WATER LOSS - Report annually for the past 10 years of
unknown water loss in terms of percent of water sold, acre feet,
and value of water loss, as well as efforts to minimize and
reduce unknown water loss wherever possible.

3. DISCRETIONARY RESERVES - Unrestricted or
uncommitted reserves not anticipated to be used in the current
fiscal year equal to a minimum three and a maximum six
months’ operations and maintenance expenses (excluding
wholesale water and power purchases).

4. RETURN ON INVESTMENTS - While seeking to
preserve capital and maintain a level of liquidity necessary to
meet cash flow requirements, our rate of return, on an
annualized basis, shall be at least equal to the average rate of
return on one year U.S. Treasury Bonds

5. LOCAL COMMODITY RATE for LOCAL
OPERATING and MAINTENANCE COSTS - We will hold
the local share of total commodity costs as low as possible, but
at no time will the local rate be more than 15% of total water
commodity cost for Municipal & Industrial and 18% for
Certified Agricultural.

6. PUMP EFFICIENCY - Through ongoing testing, adjusting,
and maintenance, we will maintain pump efficiency above 95%
of the design criteria.

7. SOLAR ENERGY PRODUCTION - District owned and
operated solar arrays shall be maintained at 90% of scheduled
production which reflects array location and anticipated
production loss due to panel age.

8. PROJECT ACTUAL COST - +10% of Engineer’s cost
estimate.

9. CAPITAL IMPROVEMENT PROJECTS - Project
timelines shall be under contract within 12 months of budget
approval (new).

10. WATER SERVICE RELIABILITY GREATER THAN
99% - We will strive to maintain water service to all customers
at greater than a 99% reliability level. This will be measured
based upon total hours of service interruption against all service
hours in a given measurement period.

11. LOST-TIME ACCIDENTS LESS THAN 1% OF
TOTAL HOURS WORKED.

12. COMPLIANCE WITH ALL STATE & FEDERAL
REGULATIONS.

XVii

Survey responses show the District met or
exceeded the standard 100.0% of the time.

Unaccounted water loss for 2022 totaled 786.3
acre feet, 4.6% of total water sold,
representing $1,074,913.

Discretionary Reserves as of December 31,
2022 represents 6 months operating and
maintenance expenses.

The weighted average return on all
investments for calendar year 2022 was
1.344% as compared to the 12-month rolling
average U.S. Treasury Bonds of 2.787%.

The District’s component of the water rate for
operating costs is currently 11.0% of
Municipal & Industrial and 14.6% of Certified
Agricultural.

Our pump efficiency was 105.7% of design
criteria.

All six of the District-owned Solar Arrays,
with a total capacity of 331.5kWdc, exceeded
90% of the low range of anticipated
production.

Three projects were completed in calendar
2022 at 9.8% over the Engineer’s estimate.

Of the eighteen Engineering Department
projects with approved funding, all but two
were under contract within 12 months.

For Calendar Year 2022 service reliability was
99.999%.

The District had two recordable accidents with
zero lost-time in calendar 2022.

100%.
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