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shifted from State Water Project contractors located north of the
Tehachapi Mountains to State Water Project contractors located south
of the Tehachapi Mountains and on the Central Coast, including
Metropolitan. Legal staff has been integrally involved in the
preparation of motions and briefs to limit the scope of litigation and
detailed discovery.

Legal participated in hearings on the State Water Resources
Control Board’s draft 2006 Bay-Delta Water Quality Control Plan,
which is the basis for flow, water quality objectives, and other
operational requirements imposed on the SWP. SWRCB adopted a
final revised WQCP in December 2006, making limited amendments
to the existing 1995 plan without impacting the SWP. Metropolitan
attorneys participated in E! Dorado Irrigation District v. SWRCB and
El Dorado County Water Agency v. SWRCB, a Court of Appeal
decision beneficial to SWP contractors regarding the use of water by
non-SWP contractors and the court clarified the power of the SWRCB
to reduce upstream diversions to meet Bay-Delta objectives.

Metropolitan joined the state of California, State Water
Contractors and Westlands Water District in filing briefs in the
California Supreme Court defending the EIR for the CALFED
Bay-Delta program, and participated in oral argument before the
Supreme Court. Under the Monterey Amendment litigation settlement
reached on May 5, 2003, legal staff attended workgroup meetings to
advise DWR in the preparation of the new Monterey Amendment EIR.

Water Quality

Legal defended Metropolitan’s interests in San Gabriel Basin
Water Quality Authority v. Aerojet-General; Aerojet v. Metropolitan,
third-party actions seeking contribution from Metropolitan and other
public agencies under the Comprehensive Environmental Response,
Compensation, and Liability Act (CERCLA), also known as
Superfund, for contamination alleged to have resulted from the
importation and spreading of Colorado River water. Legal also
provided monitoring and advice regarding perchlorate and chromium
contamination threatening Colorado River supplies.
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Construction Projects

Legal successfully defended Metropolitan against a breach of
contract claim in Shank/Balfour Beatty v. Metropolitan. Metropolitan
settled with the main contractor, Shank/Balfour Beatty. Ameron, the
pipe vendor, proceeded with its claim of nearly $13 million plus
interest. The court awarded only $1.98 million. Ameron’s appeal was
rejected.

The L.H. Woods v. Metropolitan litigation, regarding construction
of the Highland Pipeline segment of the Inland Feeder Project, was
successfully mediated and settled in March 2007

Legal provided support in the acquisition of rights-of-way and
construction of the Perris Valley Pipeline and the San Diego Pipeline
No. 6 projects, and handled condemnation proceedings, annexations
and other matters. Legal also reviewed and negotiated contracts for
new office space for External Affairs in Washington, D.C., and
assisted with the application for energy-efficient design and the LEED
certification.

In May 2007, the California Supreme Court heard arguments in
Metropolitan v. Campus Crusade for Christ, a significant eminent
domain action to acquire tunnel portal sites and pipeline rights-of-way
for the Inland Feeder Project. After trial on the issue of damages in
2003, Campus Crusade had filed an appeal arguing that the trial court
improperly decided against its claims of damages when those issues
should have been left to a jury. The Court of Appeal reversed the
judgment, deciding that all issues in an eminent domain case that
relate to the amount of compensation should be left to a jury to decide,
and any evidence offered in support of a claim for damages that is
more than mere speculation is entitled to consideration by a jury.
Metropolitan’s request for review by the Supreme Court was granted
by unanimous vote. Numerous public agencies, property rights groups
and eminent domain practitioners filed “friend of the court” briefs.

Energy

Legal provided services for the ongoing relicensing process for the
hydroelectric facilities at Oroville Dam. A settlement agreement
signed by more than 50 stakeholders, (including Metropolitan and
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other State Water Project contractors) was submitted to the Federal
Energy Regulatory Commission, which recommended its adoption in
its September 2006 Draft Environmental Impact Statement. Legal
closely monitored and commented on the environmental reviews that
resulted in FERC’s issuing its final EIS on May 18, 2007. On May 21,
2007, DWR issued a draft EIR that largely mirrors the EIS.

Legal obtained a favorable order from FERC upholding
the California Independent System Operator’s obligation to hold
Metropolitan’s 230-kilovolt transmission lines harmless from certain
additional costs that might otherwise result from California ISO’s
revised 2008 market design. Legal also obtained California ISO’s
commitment to refrain from using unused capacity on Metropolitan’s
transmission line without its express consent.

Legal worked with staff and Southern California Edison to ensure
Metropolitan is prepared to comply with new bulk power electric
system reliability standards promulgated by the North American
Electric Reliability Corporation and the Western Electric Coordinating
Council and approved by FERC. Edison will assume responsibility for
compliance with certain standards concerning Metropolitan’s 230kV
electric system with assistance from Metropolitan.

Human Resources

Cargill v. Metropolitan involves three consolidated class action
lawsuits challenging Metropolitan’s use of temporary employees,
independent consultants and temporary agency workers. Metropolitan
provided oversight and assistance to outside counsel in a two-week
administrative trial addressing the application of the penalty provision
of CalPERS law to the late enrollment of certain temporary agency
workers into the CalPERS retirement system. Legal initiated and
participated in a series of mediation conferences that resulted in a
class-wide settlement of the CalPERS portion of the Cargill lawsuits.
In February 2007, the board authorized the settlement terms negotiated
by Legal, and the CalPERS Board approved the settlement in April
2007.
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Finance

Legal assisted with the issuance of Water Revenue Refunding
Bonds with an aggregate principal amount of $1.06 billion, including
updating the disclosure provided to bondholders and the financial
markets.

Administration

The General Counsel presented a comprehensive report to the
Legal and Human Resources Committee on the department’s use of
outside counsel, provided a plan to govern future use of outside
counsel and the first semi-annual report on implementation of these
recommendations.
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from the RTS charge, capacity charge, wheeling transactions and
miscellaneous collections are shown as other receipts in the table
below. Total receipts were $68 million more than the prior fiscal year
due primarily to $64 million of higher water sales. Water sales vary
with the amount of rainfall; during dry periods water sales are
typically higher than during wet periods. Fiscal year 2006/07 was the
driest year in recorded history for Southern California.

Table 6-2 lists receipts by source and the change in receipts from
the prior year.

Expenses

Metropolitan continued its efforts to manage dollars, contain costs,
increase productivity and maintain conservation programs during the
fiscal year. Components of Metropolitan operations and maintenance
costs include labor, supplies, materials, chemicals and operating
equipment.

TABLE 6-2
RECEIPTS BY SOURCE
Cash Basis
(Dollars in millions)
Year Ended June 30,
2007 Change 2006
Water sales $ 878 $ 64 $ 814
Property Taxes and
Annexation Receipts 101 3 98
ReadinesTo-Serve,
Connection Maintenance ant
other charges” 152 1 151
Interest on Investment®’ 27 1 26
Hydroelectric Power Sales 26 1) 27
Total $ 1,184 $ 68 $ 1,116

®Includes receipts from readinesssve, connection maintenance charge, capacity charge,
wheeling/exchange transactions, and miscellaneous receipts

(@ Excludes construction and trust funds.

For more details please see the Annual Financial Report 2006/2007 p. XVI - XVIII.
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Metropolitan is one of 29 contractors to the State Water Project.
Under the contract, MWD is obligated to pay to the state Department
of Water Resources the Metropolitan portion of the costs for
construction of the system as well as the minimum operations, mainte-
nance, power and replacement costs of the project regardless of the
amount of water actually delivered. Variable power charges are based
on actual deliveries of state project water.

In addition, Metropolitan has an obligation to pay its share of the
capital and operating costs of certain Off-Aqueduct Power Facilities
regardless of the amount of water delivered; adjustments to such
charges are made in subsequent periods based on actual water deliveries.

Metropolitan also purchases power to pump Colorado River water
into its service area. The power is secured by Metropolitan under
federal energy contracts and from purchases of supplemental energy
from a variety of sources as available. In addition, Metropolitan has
entered into and is negotiating a number of agreements with entities
along the Colorado River that have higher priority rights to water on
the Colorado River. These agreements give Metropolitan firm rights
to water that it otherwise would not have.

Future construction requirements to expand facilities, construct
new facilities and to provide enhanced water treatment capability are
being financed by a variety of financing mechanisms. The Capital
Investment Plan (CIP) is being financed through a combination of
long- and short-term debt along with Replacement and Refurbishment
(R&R) funding from operating revenues of approximately $95 million
per year. General obligation bond debt service is funded from ad
valorem property taxes. Revenue bond and commercial paper debt
service is funded from water sales revenues.

Fiscal year 2007 cash expenditures totaled $1.132 billion. Cash is
expended for ongoing operations, debt service, state water contract
(SWC) capital costs, water supply programs and R&R construction.
Total expenditures were $61 million lower than the prior year. The
decrease included $44 million related to operating expenditures,
$52 million related to water supply programs and $15 million related
to State Water Project contract capital cost. Partially offsetting these
decreases were $23 million in higher debt service costs and
$27 million in higher construction costs.
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Table 6-3 lists expenditures by function and the changes from the
prior year.

TABLE 6-3

CASH EXPENDITURES
(Dollars in millions)

Year Ended June 30,

2007 Change 2006

0&M/Operating Expenses & S 394 S (299) S 693
State Water Contract 255

Debt service 248 23 225

SWC capital costs ? 113 (15) 128

Water supply programs 13 (52) 65

R&R Construction 109 27 82

Total $ 1,132 $ (61) $ 1,193

(™ Includes receipts from readiness-to-serve, connection maintenance charge, capacity charge,
wheeling/exchange transactions, and miscellaneous receipts

@ Excludes construction and trust funds.

For more details please see the Annual Financial Report 2006-2007 p. XVI-XIX Monthly Financial Report,

June 2007.

Debt Financing

During fiscal year 2007, Metropolitan issued $800 million of new
money bonds and $264.3 million of refunding bonds. The new bonds
were issued to fund the ongoing capital investment plan and the
refunding bonds were used to refund $269.4 million of higher cost
long-term debt.

Budget Process

Metropolitan combines elements of program budgeting and per-
formance reporting in its budget system. These elements provide for
funding, analysis, review, and control. The process begins one year in
advance, starting in July when each group identifies major mainte-
nance and minor capital projects. These requests are submitted to the
Engineering Section in August, giving staff adequate time to plan
project design and construction schedules, and to allow the Water
System Operations Group to plan for system shutdowns. Sections and
groups prepare operating budgets in January and February based on
established directives from top management. Each program is
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analyzed and reviewed as to resources required and the extent to which
the program is consistent with the overall goals and objectives for the
fiscal year. All recommended programs are then incorporated into the
overall budget, which is reviewed at a special board committee
meeting in May. The budget is submitted for approval to the Board of
Directors in June. When adopting the budget in June 2007, board
members expressed support for better aligning the revenue require-
ments, rate setting and budgeting processes by moving up the budget
calendar to coincide with the revenue requirements process.

Budgetary control is handled through monthly variance reports,
which compare budget estimates with actual receipts and expenditures
for the Board and management information purposes, and form the
basis for corrective actions. This is one of several control measures used
to ensure operational efficiency and the attainment of Metropolitan’s
goals and objectives within the limits of allocated resources. All major
expenditure categories are controlled via board-approved annual
budget and authorized appropriations during the year. Receipts and
expenditures are summarized monthly by account type for cash basis
reporting purposes.

Treasury Operations and Cash Management

Metropolitan has adopted an Investment Policy which specifies the
types and amounts of investments that may be made. In accordance
with Section 53600 et seq. of the Government Code of the State of
California, the authority to invest public funds is expressly delegated
to the Board of Directors for subsequent re-delegation to the treasurer.

Investments by the treasurer are limited to those instruments
specified in Metropolitan's board approved Statement of Investment
Policy. The policy sets out, in order of importance, that investments
will be made based on safety, liquidity and return.

As an investment standard, any investment shall be made as if it is
one which would be purchased by a prudent person not for specu-
lation. The treasurer may invest in any security authorized for
investment under the State law as below:

e Time Deposits

e Repurchase Agreements
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e Reverse Repurchase Agreements

e Local Agency Investment Fund Deposits

e Negotiable Certificates of Deposit

e Bankers' Acceptances

e Commercial Paper

e U.S. Government and Agencies

e Securities Related to the State Water Project
e Medium Term Notes

e Mortgage Obligations and Asset Backed Securities

The overall treasury activities during the year involved an average
investment portfolio of $1.057 billion with cash basis investment
earnings of $39.5 million. The fair value of the investment portfolio at
June 30, 2007 was $1.428 billion.

The Metropolitan Water District has received the Certificate of
Achievement for Excellence in Financial Reporting from the
Government Finance Officers Association of the United States and
Canada (GFOA) for its 2005/06 Comprehensive Annual Financial
Report. The Certificate of Achievement is the highest form of
recognition in the area of governmental accounting and financial
reporting and its attainment represents a significant accomplishment
by Metropolitan and its management. Metropolitan has received the
award from the GFOA for each of the past 12 fiscal years. A
Certificate of Achievement is valid for a period of one year only.

In addition, the GFOA presented an award for Distinguished
Budget Presentation to the Metropolitan Water District of Southern
California for its annual budget for the fiscal year 2005/06. In order
to qualify for the Distinguished Budget Presentation Award,
Metropolitan's budget document was judged to be proficient in several
categories including policy documentation, financial planning and
organization. Metropolitan has received the award from the GFOA
several times in prior years.



Water sales
Readiness-to-serve charges
Power recoveries

Operating revenues

Taxes, net

Investment income

Other, net

Nonoperating revenues
Total revenues

Power and water costs
Operations and maintenance
Member agency distribution
Depreciation and amortization

Operating expenses

TABLE 6-4

SUMMARY OF CHANGES IN NET ASSETS - ACCRUAL BASIS
(Dollars in millions)

Fiscal Year Ended June 30

2007 2006 2005 2004 2003 2002 2001 2000
$ 9632% 8642 $ 8102 $ 9142 $ 8443 871.4 806.7 776.4
80.0 80.0 80.0 80.0 80.0 80.0 80.0 80.1

26.1 26.8 20.9 23.0 20.6 15.3 21.2 17.1
1,069.3 971.0 9111 1,017.2 944.9 966.7 907.9 873.6
96.4 102.7 91.8 96.7 94.0 101.8 105.1 98.8

55.3 325 47.2 10.3 42.3 45.8 61.7 48.0

10.1 4.6 7.2 44 3.0 6.0 7.6 5.6
161.8 139.8 146.2 111.4 139.3 153.6 174.4 152.4
12311 1,110.8 1,057.3 11286 10842  1,1203 1,082.3 1,026.0
(335.4)  (366.2) (2785)  (244.9)  (304.6)  (377.9) (221.6) (186.7)
(368.4)  (370.4) (3212)  (310.6)  (288.0)  (262.5) (236.4) (229.6)

- - - (36.3) - (33.4) - -

(2144)  (205.3) (2105)  (201.7)  (203.6)  (177.4) (199.4) (159.5)
(9182)  (941.9) (8102)  (793.5)  (796.2)  (851.2) (657.4) (575.8)

HONVNIA
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Bond interest

Interest and adjustments on
OAPF

Nonoperating expenses
Total expenses
Contributed capital

Change in net assets

(1 Off-Aqueduct Power Facilities.

TABLE 6-4 (Continued)

SUMMARY OF CHANGES IN NET ASSETS - ACCRUAL BASIS
(Dollars in millions)

Fiscal Year Ended June 30

2007 2006 2005 2004 2003 2002 2001 2000
(118.9) (110.0)  (100.3)  (100.9)  (107.1)  (117.7) (136.8) (81.2)
(4.5) 4.9) (5.4) (6.9) (5.9) (12.2) (5.8) 1.1
(123.4) (114.9)  (105.7)  (107.8)  (113.0)  (129.9) (142.6) (80.1)
(1,0416)  (1,056.8)  (915.9)  (901.3)  (909.2)  (981.1) (800.0) (655.9)
145 15.2 7.7 0.1 4.5 - - -

$ 2040 $ 692 $ 1491 $ 2274 $ 1795 $ 1392 $ 2823 $ 370.1

871
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TABLE 6-5
TEN MEMBER AGENCIES WITH
LARGEST ASSESSED VALUATIONS
YEAR ENDED JUNE 30, 2007
(Dollars in Billions)

149

Member Agency Assessed Percent

Valuation of Total
Los Angeles $344.6 18.73
San Diego County Water Authority 338.3 18.39
MWD of Orange County 311.1 16.91
West Basin MWD 118.4 6.44
Central Basin MWD 98.7 5.37
Calleguas MWD 74.2 4.03
Western MWD 72.7 3.95
Inland Empire Utilities Agency 71.0 3.86
Upper San Gabriel Valley MWD 64.2 3.49
Eastern MWD 58.2 3.16

$1,551.4 84.34
Total Gross Assessed Valuation $1,839.5
(All 26 Member Agencies)

TABLE 6-6

TEN-YEAR SUMMARY OF ASSESSED VALUATIONS

AND PROPERTY TAX RATES
(Dollars in Billions)

Fiscal Secured
Year Gross Net Property
Ended Assessed Homeowner’s Assessed Percentage
June 30, Valuation ¥ Exemption Valuation Tax Rate
2007 S 1,839.5 S 16.9 S 1,822.6 0.0047
2006 1,642.2 17.0 1,625.2 0.0052
2005 1,478.0 16.8 1,461.2 0.0058
2004 1,359.5 16.6 1,342.9 0.0061
2003 1,257.3 16.3 1,241.0 0.0067
2002 1,169.3 16.2 1,153.1 0.0077
2001 1,081.5 16.0 1,065.5 0.0088
2000 999.7 16.0 983.7 0.0089
1999 932.6 15.9 916.7 0.0089
1998 893.9 16.0 877.9 0.0089

(0 Gross assessed valuations (before deduction of Homeowner's and Business Inventory Exemptions), as
of August each year, of all secured and unsecured property within Metropolitan's service area, as
certified by the County Auditor-Controllers for the respective counties.



Table 6-7

Ten-Year Summary of Property Tax Levies and Collections - Cash Basis
(Dollars in Thousands)

Percent of Percent of Percent of
Fiscal Year Outstanding Current Taxes Total Tax Delinquent
Ended Total Tax Collections Delinquent Collected to Collections to Taxes to Total
June 30, Tax Levy Current Delinquent Total Taxes (1) Total Tax Levy Total Tax Levy Tax Levy
2007 $ 103,913 $ 81,315 $ 13,647 $ 94,962 $ 11,224 78.3 % 91.4 % 10.8 %
2006 104,531 91,042 4,988 96,030 13,647 87.1 91.9 13.1
2005 100,114 88,201 8,761 96,962 4,988 88.1 96.9 5.0
2004 99,307 89,178 3,838 93,016 8,761 89.8 93.7 8.8
2003 100,239 91,420 7,906 99,326 3,838 91.2 99.1 3.8
2002 106,497 96,566 7,114 103,680 7,906 90.7 97.4 7.4
2001 111,265 102,516 6,102 108,618 7,114 92.1 97.6 6.4
2000 103,401 97,266 1,325 98,591 6,102 94.1 95.3 5.9
1999 96,332 91,361 2,314 93,675 1,325 94.8 97.2 14
1998 93,379 87,002 2,072 89,074 2,314 93.2 95.4 25

(1 Delinquent taxes shown are net of the "Allowance for Uncollectibles" - determined by historical trends of collections and payments.
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Receipts from Water Sales
Additional Receipt Sources

Operating Expenditures @)

Net Operating Receipts

Table 6-8
Ten-Year Summary of Net Operating Income and Revenue Bond Debt Service Coverage ()
Cash Basis - (Dollars in Millions)

Fiscal Year Ended June 30,

Hydroelectric Power Receipts & Other @)

Interest on Investments @)

Prior Lien Bonds Debt Service
Adjusted Net Operating Receipts after Prior Liens

Adjusted Net Operating Receipts

Junior Lien Bonds and Additional Bonds Debt Service
Bonds and Additional Bonds Debt Service

Subordinate Revenue Obligations

Ratios

Bonds and Additional Bonds Debt Service Coverage

Debt Service Coverage on all Obligations

(1) Cash basis financial information is presented using the flow of funds criteria as described in Metropolitan's revenue bond covenants. The flow of funds criteria is used,

among other things, to determine the debt service coverage ratios.
(2) Fiscal Years 1998 - 2001 restated to include O&M water transfer costs. Fiscal Years 1996 - 2004 restated to include other receipts.
(3) Excludes interest applicable to Bond Construction accounts, Excess Earning account(s), Other Trust accounts, and the Deferred Compensation Trust account.

Minor differences are due to rounding.

2007 2006 2005 2004 2003 2002 2001 2000 1999 1998
(Restated) ~ (Restated) (Restated) (Restated) (Restated) (Restated) (Restated)

$ 8780 $ 8141 $ 8130 $ 8390 $ 68700 $ 8440 $ 8090 $ 7400 $ 5920 $ 639.0
126.0 123.9 119.0 104.0 89.0 83.0 84.0 83.0 83.0 83.0
1,004.0 938.0 932.0 943.0 959.0 927.0 893.0 823.0 675.0 722.0
(649.0) (693.0) (594.0) (595.0) (530.0)  (609.0)  (522.0)  (402.0)  (379.0)  (370.0)
355.0 245.0 338.0 348.0 429.0 318.0 371.0 4220 296.0 352.0
52.0 54.0 31.0 27.0 26.0 200 28.0 23.0 15.0 15.0
33.0 26.0 27.0 23.0 420 39.0 410 38.0 38.0 47.0
440.0 325.0 396.0 398.0 497.0 377.0 440.0 483.0 349.0 4140

- - - - - - - - - (2.0)
440.0 325.0 396.0 398.0 497.0 377.0 4400 483.0 349.0 4120
(200.0) (176.0) (157.0) (159.0) (151.0) (154.0) (178.0) (168.0) (167.0) (120.0)
(1.0) (1.0) (1.0) - - - (3.0) (11.0) (10.0) (11.0)
Funds Available from Operations $ 2390 $ 1480 $ 2380 $ 2390 $ 3460 $ 2230 $ 2590 $ 3040 $ 1720 $ 2810
2.21 1.85 252 2.50 3.29 245 247 2.88 2.09 3.44
2.19 1.84 251 2.50 3.29 245 243 2.70 1.97 3.12

HIONVNIA
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Table 6-9

TEN LARGEST WATER CUSTOMERS
Year Ended June 30, 2007
Accrual Basis (Dollars In Millions)

Agency

San Diego County Water Authority

MWD of Orange County

City of Los Angeles

West Basin MWD

Calleguas MWD

Eastern MWD

Western MWD of Riverside

Central Basin MWD

Three Valleys MWD

Inland Empire Utilities Agency
Total

Total Revenue

Water
Sales

$237.4
130.6
108.0
69.0
60.5
58.6
48.7
43.7
29.2
23.1
$808.8

$933.7

Percent Water Sales
of Total in Acre-Feet
25.43 612,113
13.99 321,475
11.57 292,771
7.39 149,065
6.48 130,689
6.27 136,861
5.22 112,315
4.68 119,237
3.12 68,454
2.47 __77,079
86.62 2,020,059

Total Acre-Feet

2,296,177

Percent
of Total

26.66
14.00
12.75
6.49
5.69
5.96
4.89
5.19
2.98
3.36
87.97

(49!





