MINUTES OF THE SPECIAL MEETING
OF THE BOARD OF DIRECTORS OF
COUNTY SANITATION DISTRICT NO. 20
HELD AT THE ANTELOPE VALLEY TRANIST AUTHORITY
AND AT THE KENNETH HAHN HALL OF ADMINISTRATION
VIA TELECONFERENCE

January 15,2025
10:30 o’clock, A.M.

Pursuant to the call of the Chairperson and upon written notice of the Secretary setting the time and place of
a special meeting and mailed to each Director at least 24 hours before the meeting, a special meeting of the County
Sanitation District No. 20 of Los Angeles County was held both in person and via teleconference at the Antelope
Valley Transit Authority, 42210 6™ Street West, Lancaster, California, and at the Kenneth Hahn Hall of
Administration, 500 West Temple Street, Room 372, Los Angeles, California, on January 15, 2025, at 10:30 a.m., for
the purpose of:

1. Elect Chairperson
2. Public Comment
3. Receive and Order Filed as Follows:

(a) Certificate of Ms. Kathryn Barger, Presiding Officer of the Board of Supervisors of the
County of Los Angeles

(b) Action Appointing Ms. Hilda Solis as Alternate Director of the Board of Supervisors of
the County of Los Angeles

4. Approve Minutes of Adjourned Regular Meeting Held November 25, 2024
5. Approve September and October 2024 Expenses in Amount of $4,182,196
6. Re: Wastewater Revenue Program — Service Charge Rates

There were Laura Bettencourt, Director from Palmdale
present: Richard Loa, Alternate Director from Palmdale
Kathryn Barger, Chairperson, Director from Los Angeles County, via teleconference

Absent: None

Also present:  Kimberly S. Christensen, Secretary to the Board
Robert Ferrante, Chief Engineer and General Manager
Jessica Lienau, District Counsel, via teleconference

RE: CHAIRPERSON Upon motion of Director Loa, duly seconded and
ELECTION OF unanimously carried by a roll-call vote, Supervisor
Kathryn Barger was elected Chairperson of this Board.

RE: PUBLIC COMMENT The Chairperson announced this was the time for any
questions or comments by members of the public. There
were no public comments or questions to address to Board on any matters.

RE: DIRECTOR FROM A certificate from the Executive Officer-Clerk of the
LOS ANGELES COUNTY Board of Supervisors of the County of Los Angeles was

presented to the Secretary certifying that pursuant to
Section 7 of the Rules of the Board of Supervisors, Supervisor Kathryn Barger assumed the Office of
Chairmanship of the Board of Supervisors at 9:30 a.m., on Tuesday, December 3, 2024, to serve in such capacity
until December 2, 2025, or until the election or succession of her successor, which automatically places
Supervisor Barger on the Board of Directors of this District.

Upon motion of Director Loa, duly seconded and unanimously carried by a roll-call vote, the certificate
was accepted and ordered filed.
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RE: ALTERNATE DIRECTOR A copy of an action taken by the Board of Supervisors
FROM LOS ANGELES COUNTY of the County of Los Angeles at a meeting held

December 3, 2024, was presented to the Secretary stating
that Supervisor Hilda Solis, a member of the Board of Supervisors of the County of Los Angeles, was appointed
to serve as alternate Director from the County.

Upon motion of Director Loa, duly seconded and unanimously carried by a roll-call vote, the action was
accepted and ordered filed.

RE: MINUTES Upon motion of Director Loa, duly seconded and
unanimously carried by a roll-call vote, the minutes of
the adjourned regular meeting held November 25, 2024, were approved.

RE: DISTRICT EXPENSES The following expenses for the months of September and
October 2024, were presented and upon motion of
Director Loa, duly seconded and unanimously carried by a roll-call vote, were approved:

Local District Expenses:

Operations & Maintenance $2,190,466

Capital 1,399,954

Legal 152
Allocated Expenses:

Joint Administration 321,887

Technical Support 262,113

Legal 7,624
Total Expenses $4,182,196
RE: WASTEWATER REVENUE PROGRAM The Chief Engineer and General Manager introduced
SERVICE CHARGE RATES - DISCUSS Mr. Matt Eaton, Deputy Assistant Chief Engineer and

Department Head of Financial Management, to give a
detailed presentation regarding the District’s financial status and discuss alternative rate recommendations.

Mr. Eaton stated that the presentation is regarding the service charge rates for the next three fiscal years
(FYs). Staff’s financial objectives for budgets and rate-setting, as were shown on a slide, are to meet current
Operations and Maintenance (O&M) expenses, debt repayment, and future capital projects; comply with Board-
adopted policies; and implement cost-effective, stable rates.

Key financial policy targets, as approved by the Board, were shown on a slide. The reserve target is
100 percent, as per the Reserve Policy. Reserves are a total of short-term cash flow needs (this is critical: need
to be at about 35 percent of target or more on June 30 when we evaluate reserves), six months of O&M, one year
of debt service, and stability fund for capital expenses. The Debt Service Coverage Ratio target per the Debt
Management Policy is 1.30 and a minimum of 1.10 to comply with bond requirements. It is calculated as revenue
minus O&M expenses, divided by debt service. The financial policies are reviewed annually.

The recent service charge rate history was discussed. The rate ordinance and Proposition 218 process in
2019 called for rates reaching $622.52 per year in 2022, which was approved following a public hearing. The
rates were frozen for two years at $586.88 starting in 2020, to reduce the impact to ratepayers during the
COVID-19 pandemic. Rate increases resumed in 2022, and the current rate is $622.52. Despite the rate freeze
and high inflation, the District generally met its critical financial objectives during this period. There was no rate
increase in 2024. The Board provided direction to postpone capital projects and allow reserves to drop to
50 percent of target. The District has a Rate Stabilization Fund (approximately $4 million), which can be used
to meet debt service coverage requirements. The Rate Stabilization Fund will not be adequate to allow for a
continued lack of rate increases.

In response to the Chairperson, Mr. Eaton stated that if there is no rate increase, the Rate Stabilization
Fund could be depleted within three to four years and result in a higher rate increase.

Mr. Eaton continued his presentation and showed a line graph of the service charge rate history from
FY 2010-11 through FY 2024-25. Historically, significant rate increases 10 to 15 years ago were used to fund
plant upgrades, then average rate increases were at 1 to 1.5 percent.

Next, he discussed key items driving the 2025-26 preliminary budget. Recent rate increases have not
kept up with inflation. There was an increase of approximately 50 percent in O&M expenses since FY 2019-20.
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Upcoming critical capital expenses, including sewer repairs and treatment plant repairs (including Influent Pump
Station Modifications and Digester Repairs) are needed over the next five years. Increases in O&M are driven
by increases in the cost of chemicals of 97 percent and utilities of 62 percent since FY 2020-21.

In response to Director Loa, Mr. Eaton stated that the budget for O&M expenses is based on optimized
usage of chemicals and utilities. The forecasted budgets for FY 2024-25 are based on a stable amount of
electricity use and forecasted prices.

In response to Director Bettencourt, Mr. Eaton stated that even though some population growth is
expected, an increase in flow is not expected.

In response to Director Loa, Mr. Eaton stated that electricity is supplied by Southern California Edison.
The District pays for the cost of transmission and distribution to Southern California Edison and pays for the
electrical energy as part of a Direct Access Program contract through Calpine. The solar project is currently in
progress. The District should see savings after three years, but it won’t affect short-term rates.

An update on major near-term capital projects was discussed. A list of projects, total cost, and a brief
description of changes from last year was shown on a slide. Trunk sewers are at the end of life (approximately
60 years). The Palmdale Water Reclamation Plant (WRP) Influent Pump Station Modifications project
($25.4 million) requires debt financing and cannot be done until rates are increased. This project is on hold per
Board direction. Digestion Tank No. 4 Repairs is a new project. Repairs are needed to concrete, piping, and
other equipment for digestion process redundancy. Staff is closely monitoring cash and adjusting project
schedules as needed.

In response to Director Bettencourt, Mr. Eaton stated that the 35" Street East Relief Trunk Sewer
Manhole Protection project runs along a creek bed and dirt road. Dirt was washed away leaving the structure
fully exposed, which subjects it to damage. Regarding Palmdale WRP Influent Pump Station Modifications, this
is a high priority project that requires replacement of pumps and electrical equipment. If the pump station fails,
the system cannot get wastewater into the treatment plant.

A bar graph showing capital expenses (actuals, current projection and capital plan, and last year’s final
capital plan) from FY 2019-20 through 2028-29 was discussed. The current projections included additional
postponements needed due to the limited rate increases. Last year’s long-term capital plan was contingent on
future rate increases and other factors. Capital expenses in FY 2019-20 through 2023-24 were relatively low. In
the next five years, capital expenses increase due to major capital projects, as previously discussed.

In response to the Chairperson, Mr. Eaton stated that any emergency work due to failure will result in
additional costs and be subject to fines by the Regional Board. For example, in the past, an 8-million-gallon
sewer spill in the City of Carson (District No. 8) resulted in a $6 million fine by the Regional Board.

For this meeting, staff was seeking the Board’s direction on a rate increase and possible postponement
of additional capital projects. In the spring 2024 Board meetings, staff previously recommended a five-year rate
package; $25 per year rate increase, and $15 and $20 alternative rate increases, were presented. The Board gave
direction for no increase for FY 2024-25, draw down reserves, postpone capital, and for staff to retain a
consultant to evaluate a consolidation of Districts Nos. 14 and 20. The consultant concluded that a consolidation
would provide no financial benefit to either District.

Reserve and debt options were discussed. Staff is targeting 50 to 80 percent of target per previous Board
direction. When reserves are below 35 percent of target, the District will be at near zero reserves at the annual
low point in December. Debt coverage ratio below 1.1 would be a default on bonds. Staff is targeting 1.15
minimum in forecasts. Staff will build up the Rate Stabilization Fund when possible and use the Rate
Stabilization Fund as needed to finish each year at 1.10 coverage ratio.

Three potential service rate options were shown on a slide. He stated that each of the options target
reserves well below 100 percent of target, whereas in every other District, the goal is to be near 100 percent. The
rate increase would have to be higher than these options to hit 100 percent. Option 1 (recommended) consists of
a $60 per year increase for three years (8 to 9.6 percent per year). The rate would be $682.52 in July 2025 and
$802.52 in July 2027. Reserves would remain below target ending at approximately 64 percent. The debt
coverage ratio would be between 1.29 and 1.80. Future increases would be around $40 to $55 per year. Option
2 consists of a $28 increase in year 1, $35 increase in year 2, and $55 increase in year 3 (4.5 to 8.5 percent per
year). The rate would be $650.52 in July 2025 and $740.52 in July 2027. Reserves would dip to 54 percent. The
debt coverage ratio would be between 1.17 and 1.54. Future increases would be around $55 per year. Option 3
consists of no increase in year 1 and a $110 increase in years 2 and 3 (15 to 17 percent per year). The rate would
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be $622.52 in July 2025 and $842.52 in July 2027. Reserves remain above 80 percent and recover to target goal
by FY 2028-29. The debt coverage ratio would be between 1.10 and 1.96. Future increases would be around $30
per year.

The Chief Engineer and General Manager stated that staff does not recommend Option 3. The ratepayers
would be subject to a 15 percent rate increase. This option would result in a higher rate in two years. The ideal
situation would consist of small rate increases over several years.

Mr. Eaton emphasized that the main available financial lever that can be adjusted is the capital budget.
The District does not have discretionary expenses within the O&M budget, and regardless of outcome, staff will
always attempt to minimize and optimize operating expenses.

A simplified summary of the rate options was shown on a slide. For Option 1, reserves get to 64 percent
or higher. The rate increase is $60 per year (8 to 10 percent per year). For Option 2, reserves remain at 53 to 55
percent of target. The rate increase is $28 to $55 per year (4 to 9 percent per year). For Option 3, reserves get to
64 percent or higher. There is no rate increase in year 1, and the rate is $110 for years 2 and 3 (15 to 17 percent
per year; 11 percent average over three years).

A line graph showing actuals and forecasted reserve balances for FY's 2018 to 2028 was discussed. The
District’s reserves remained sufficient and stable for the last ten years, which allowed for no rate increase. The
District was able to absorb inflationary impacts. Due to ongoing and upcoming capital projects, reserves are
projected to be between 50 to 60 percent of target.

Mr. Eaton discussed the plan under any of the rate scenarios. Regarding financials, staff will carefully
monitor metrics. The priority will be ensuring a 1.10 debt coverage ratio. Regarding the Capital Improvement
Plan (CIP), staff will proceed with projects as funds allow. All options for less expensive or alternative solutions
will be explored. Any critical issues that arise will be reported to the Board for further direction.

In response to Director Bettencourt, Mr. Eaton stated that reserve funds are held in the county pool and
invested.

Mr. Eaton stated that the District can put a hold on capital projects and is not putting them out to bid. In
response to Director Bettencourt, he agreed that costs don’t go down.

The next steps for the budget and rates were discussed. For today’s meeting, staff is seeking the Board’s
direction on rates and the capital plan. The Board is being asked to consider authorizing the start of the
Proposition 218 process. Then the Proposition 218 notices will be mailed, public information meetings and tours
will be conducted, and the Board will consider actions to implement the rate ordinance.

The Chief Engineer and General Manager stated that once the Board authorized the issuance of
Proposition 218 notices, staff creates a draft including the rate increase, the rates are advertised, the District
offers public facility tours, and the public can submit protest forms. Staff presents the rates at public outreach
meetings. The public can address the Board to protest at a public hearing or submit protest forms prior to the
public hearing. If the District receives protests from more than 50 percent of customers, then the proposed rates
fail to be approved.

In response to the Chairperson, the Chief Engineer and General Manager advised that staff recommends

Option 1; the recommendation for $25 per year increase was last year. The recommended increase more than
doubled.

The Chairperson stated that she was shocked the increase went from $25 to $60 and the recent wildfires
provided a wakeup call that infrastructure matters. The District must be very vigilant in regard to deferred
maintenance and does not want the Palmdale WRP to go through issues because of it.

In response to Chairperson, Mr. Eaton stated that Option 2 may be more palatable. Capital projects
would not be completed as quickly as Option 1, as some capital projects would be required to be put on hold.
The recommendation presented today is a three-year package, although the Board could consider a five-year
package, which would be more conducive to obtaining bonds and planning capital projects.

The Chairperson stated that a five-year package might be more palatable but she would defer to the City
representatives on the Board.
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In response to Director Loa, Mr. Eaton stated that the rate increase would be in the range of $45 to $50
per year in a five-year package.

The Chief Engineer and General Manager advised that staff can provide data for a five-year package at
the next Board meeting.

In response to Director Bettencourt, Mr. Eaton stated that the District’s reserves have dipped to 25 to 26
percent at the lowest.

The Chief Engineer and General Manager stated that staff would present talking points for the Board
members for talking to the public regarding the rate increase and the risk of reserves being spent down. Staff
would be in attendance at all public meetings to answer questions.

Director Bettencourt stated that the community would likely be more receptive in the importance of
infrastructure following the recent wildfires.

Mr. Eaton advised that a similar issue regarding a significant rate increase occurred at the Santa Clarita
Valley Sanitation District. Information meetings and the Proposition 218 notice explained the need, and as a
result there was not significant opposition.

In response to Director Loa, Mr. Eaton stated that in order to mail Proposition 218 notices in time, staff
needs the Board’s direction at the February meeting.

The Chief Engineer and General Manager stated that the plan is to use debt to cover the CIP. He stated
that at the February meeting, staff will present five-year rate options and a draft Proposition 218 notice.

Upon motion of Director Bettencourt, the meeting was adjourned.

lﬂm‘(m?w Darpr
KATHRYN BARGER

Chairperson
ATTEST:

Pimbenls . Chnediasuc
KIMBERLY S. CHRISTENSEN
Secretary

/ee
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