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INTRODUCTORY SECTION



COACHELLA VALLEY WATER DISTRICT

Established in 1918 as a public agency

GENERAL MANAGER ASSISTANT GENERAL MANAGER
Jim Barrett Robert Cheng
CLERK OF THE BOARD ASSISTANT GENERAL MANAGER
Sylvia Bermudez Dan Charlton

January 13, 2026

To the Board of Directors, Customers, Stakeholders, and other Interested Parties of the
Coachella Valley Water District:

We are pleased to present the Coachella Valley Water District's (CVWD, District) financial statements for the fiscal
year ended June 30, 2025. This document, which contains a complete set of basic financial statements, is
presented in conformity with generally accepted accounting principles (GAAP) and audited in accordance with
generally accepted auditing standards by a firm of licensed, certified public accountants. State law requires that all
special-purpose local governments publish these basic financial statements within six months of the close of the
agency'’s fiscal year. This report is published to fulfill that requirement and to provide the Board of Directors
(Board), the public, and other interested parties with these basic financial statements.

This report contains management’s representations concerning the finances of the District. Management assumes
full responsibility for the completeness and reliability of the information in this report, based upon a
comprehensive framework of internal controls established for this purpose. These controls are designed to protect
the District’s assets from loss, theft, or misuse and to ensure sufficiently reliable information for the preparation of
the District's basic financial statements in conformity with GAAP. The District’s internal controls have been
designed to provide appropriate assurance that the basic financial statements will be free from material
misstatement. As management, we assert that this financial report is complete and reliable in all material
respects.

LSL, LLP, a licensed, certified public accountant firm, has audited the District's basic financial statements. The
goal of the independent audit was to provide reasonable assurance that the financial statements for the fiscal year
ended June 30, 2025, are free of misstatement. The independent audit involved examining records on a test
basis, evidence supporting the amounts and disclosures in the basic financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. The independent auditor rendered an unmodified opinion that the District’s basic financial
statements for the fiscal year ended June 30, 2025, are fairly presented in conformity with GAAP. The
independent auditor’s report is presented as the first component of the financial section of this report.

A profile of the District is presented in the Introductory Section. In the Financial Section, the independent auditor’s
report is followed by the basic financial statements, which present the District's financial position and results of
operations. The letter of transmittal and introduction are designed to complement these financial statements and
should be read in conjunction with them. This report includes all disclosures management believes are necessary
to enhance the public’s understanding of the District’s financial condition.

The District’s fiscal year (FY) 2024/25 financial statements intentionally excluded certain supplementary sections,
including the Management’s Discussion and Analysis (MD&A) and the Statistical Section. These sections are not
required under GAAP for the basic financial statements. This deliberate decision was made to ensure accuracy
and
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consistency during the District’s transition to a new financial system, which is currently being implemented. As part
of this implementation, both the MD&A and the Statistical Section are being reconfigured to align with the new
software’s reporting framework and to improve the quality, usability, and transparency of the information provided.

The District is fully committed to reinstating these sections in future reporting once the transition is completed
starting with the FY 2026/27 financial reports. The core financial statements, notes, and other required disclosures
remain fully compliant with accounting standards.

Profile of the Coachella Valley Water District

Mission Statement. To meet the water-related needs of the people through dedicated employees, providing high-
quality water at a reasonable cost.

Overview

Coachella Valley Water District was formed in 1918 to protect and conserve local water sources. CVWD is a
special district established by the California State Legislature and certified by state officials on January 16, 1918.
The District has a deep history and was one of the original signatories to the Seven Party Agreement of 1931,
which divided California’s share of the Colorado River Water.

The District has grown into a multi-faceted agency that delivers irrigation and domestic (drinking) water, collects
and recycles wastewater, provides regional stormwater protection and flood control, replenishes the groundwater
basin, provides agricultural drainage, and promotes water conservation. CVWD serves an area of approximately
1,000 square miles and is located primarily in Riverside County, with portions in Imperial and San Diego counties.
The total full-time population served is approximately 300,000.

Governance

CVWD is governed by a five-member Board of Directors elected to four-year terms by District voters. Each
Director lives in and represents one of five directorial divisions of the District and is elected by voters who also live
in that division. Terms of office are staggered, and elections are held every two years for two or three of the five
Board members.

The Board of Directors sets policy and represents the ratepayers. By a majority vote, the Board may enact and
enforce ordinances and pass resolutions necessary for the operation of the District’'s business. The District plays
a vital role in Southern California's water resource management and the Lower Colorado River Basin.

To fulfill this role, the District must work effectively and cooperate with the State and federal governments,
numerous local jurisdictions, and other water purveyors. Board members actively serve in leadership positions for
numerous intergovernmental agencies and associations that further the interests of the District. Numerous District
policies are regulated by several state and federal agencies, including the State Water Resources Control Board,
the California Department of Public Health, and the California Environmental Protection Agency. Because the
District is a government agency and not a private company, it is not regulated by the Public Utilities Commission.

The District relies on three water sources to serve its customers: groundwater, recycled water, and imported
water, with groundwater being actively replenished by imported water sources. The District imports water from
four sources: the Colorado River, the Metropolitan Water District of Southern California (MWD), the Glorious Land
Company (GLC), and the State Water Project (SWP).
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Although the Coachella Valley has a vast aquifer, the region has relied upon imported water to protect and
replenish groundwater supplies for years. The Colorado River system is the primary water source for the District’s
irrigation customers and is used to replenish the aquifer. The District has an annual base allotment of 330,000
acre-feet (af) of Colorado River water. Water conserved from lining the last earthen section of the canal allows
21,500 aflyr to be transferred to San Diego County Water Authority, and 7,500 af/yr is transferred to various Indian
tribes for an adjusted base allotment of 301,000 af/yr. Additional Colorado River water allotments vary based on
the Quantification Settlement Agreement (QSA) terms. See Note 10 to the Financial Statements for further details
about the QSA.

The State Water Project has been used to replenish groundwater through a unique exchange agreement with the
Metropolitan Water District. The State Water Project is the nation’s largest state-built water conveyance system,
and its water supply comes mainly from rainfall, snowmelt runoff, and excess flows in the Sacramento-San
Joaquin Delta. The District is one of 29 State Water Project contractors that share in the cost of this delivery
system.



DOMESTIC WATER FUND

CVWD first provided drinking water to Coachella Valley residents in 1961, serving about 1,100 households. With
continued growth and under the pressure of the need for a unified agency in the Valley, CVWD took over multiple
water systems. Every July, CVWD publishes operational information for the preceding year. The following table
details the domestic water system information as of calendar year 2025:

Domestic Water Fund System Information

Population Served 270,000
Active Accounts 114,708
Average Daily Demand 80.4 MGD
Total Water Delivered 90,099 af
Active Wells 92

Total Daily Well Pumping Capacity 232 MGD
Distribution Reservoirs 68

Storage Capacity 174.2 MG
Distribution Piping System 2,075 Miles

Domestic Water Rates

The District uses a budget-based tiered rate structure to charge customers the cost to provide service and
promote water use efficiency. Domestic water service is divided into five (5) customer classes: single-family
residential, multi-family, commercial, landscape irrigation, and construction meters. Each customer class is
assigned a different monthly fixed charge to reflect the difference in the cost of providing service to them. As
illustrated in the table below, there are five tiers, with the first two designed to meet the needs of an average
single-family home of four people. All water use in excess of tier 2 is considered inefficient and is charged at a
higher rate to cover the incremental costs of providing water in excess of efficient use.

In fiscal year 2021, the District completed a five-year cost of service study (COSS) for the Domestic Fund,
resulting in proposed rate increases. The purpose of the study is to develop a sustainable five-year financial plan
and rate structure that will meet the overall drinking water needs, support growth and provide funding for aging
infrastructure.

The domestic single-family five-year rate history is shown in the table below:

Domestic Five-Year Rate History

Description FY 2021 FY 2022 FY 2023 FY 2024 FY 2025
Monthly Fixed Charge - Residential 3/4 Inch Meter $ 792 $ 1265 $ 1265 $ 1335 $ 14.01
Consumption Tier 1 - Excellent 0.98 0.94 0.94 0.99 1.04
Consumption Tier 2 - Efficient 1.37 1.17 1.17 1.23 1.30
Consumption Tier 3 - Inefficient 2.55 3.59 3.59 3.79 3.98
Consumption Tier 4 - Excessive 4.83 4.21 4.21 4.44 4.66
Consumption Tier 5 - Wasteful 6.34 6.44 6.44 6.79 713




CANAL FUND

More than two-thirds of local farmland is irrigated with Colorado River water delivered via the Coachella Canal
(Canal), a branch of the All-American Canal.

Although the Valley is geographically located in the northwestern portion of the Sonoran Desert, irrigation allows
widespread agriculture. In 1934, CVWD entered into a contract with the United States Bureau of Reclamation
(USBR) to construct the Coachella Branch of the All-American Canal. Reclamation agreed to deliver water to
CVWD for potable and irrigation purposes within the 137,000-acre area known as Improvement District Number 1
(ID 1), of which 76,000 acres are irrigable. The larger size of ID 1 was established to maximize potential
groundwater replenishment. The Coachella Canal was completed in 1948, with CVWD taking water delivery in
1949. Water that flows through the Canal travels several hundred miles via gravity flow. It starts at the Colorado
River and diverts into the All-American Canal at the Imperial Dam, 18 miles north of Yuma, Arizona. The water is
diverted, again, 38 miles downstream, into the Coachella Canal.

CVWD entered into a contract to construct the irrigation distribution system and a system of protective works to
the Canal and systems to protect from alluvial fan flooding. Shortly after work on the canal was completed,
construction began on an underground tile drainage system designed to carry agricultural irrigation drainage
water away from farmland to the Salton Sea.

The next page reflects some of the operating information as of calendar year 2025:

Canal Water Fund System Information

Irrigable Acres for Service 78,249
Active Accounts 1,427
Total Water Delivered 297,015 af
Average Daily Demand 936 af
Maximum Daily Demand 1,486 af
Reservoirs 8

Storage Capacity 2,114 af
Distribution System 503 Miles
Pumping Plants 20

Length of Canal 123 Miles

Canal Water Rates

Canal Water Service Charges are condensed into two types of customers: Class 1, Agriculture, and Class 2, Non-
agriculture. The Outside Improvement District 1 (ID1) Surcharge is assessed to all customers outside of ID1. The
Outside ID1 Surcharge is a fixed charge based on property acreage. It is calculated by dividing the ID1 property
tax revenue each year by the total acres within ID1 receiving canal water service.

Similar to the Domestic Fund, the District completed a five-year COSS in fiscal year 2021 for the Canal Fund
which established the rates for FY 2024/25. In July 2025, a new COSS was adopted setting a new rate structure
and rates through FY 2029/30. There were three primary differences in the rate study compared to the previous
study. The first difference is the Water Supply Surcharge was eliminated. There is no longer a differential charge
placed on non-agricultural users. The second difference is the Quagga Mussel mitigation Surcharge has been
folded into the Irrigation Water Commodity Charge. The third difference is the application of non-rate revenue. The
previous study applied non-rate revenue to Irrigation Water Commodity Charge to be uniformly shared among



water users preventing any from paying the cost of service. However, the application of non-rate revenue is at the
discretion of the Board. In the 2025 COSS, the cost of service to deliver water is prepared for each customer
class before non-rate revenue is applied. Then non-rate revenue is used to adjust the rates to the levels the Board
deems to be appropriate public policy. It continues to be true that no customer class pays the full cost of service.

The table below shows the five-year history of Canal rates prior to the 2025 COSS with FY 2025 rates in effect on
June 30, 2025:

Canal Five-Year Rate History

Service (Per af/Occurrence) FY 2021 FY 2022 FY 2023 FY 2024 FY 2025

Irrigation Water Commodity Charge:
Agriculture $ 3432 $ 3432 $ 3432 $ 3432 $ 34.32
Non-Agriculture* 34.32 34.32 34.32 34.32 34.32
Construction Water Commaodity Charge* 47 .41 51.33 51.33 51.33 51.33
Water Supply Surcharge 67.80 67.80 67.80 67.80 67.80
Quagga Mussel Surcharge 2.78 3.18 3.63 3.63 4.22
Outside ID 1 Surcharge ($/acre/month) 3.69 3.92 417 417 4.52
Oasis Surcharge 3.69 3.92 59.26 59.26 59.26
Gate Charge - Scheduled 16.66 19.80 23.53 23.53 29.60
Gate Charge - Unscheduled 33.32 39.60 47.07 47.07 59.20

*All Non-Agriculture and Construction Water customers pay the Irrigation Water Commodity Charge and the Water
Supply Surcharge.

SANITATION FUND

In 1968, CVWD began wastewater collection and treatment services. Overall, CVWD treats approximately six
billion gallons of wastewater annually and recycles more than two billion gallons of wastewater each year. This
wastewater is subject to an advanced multi-step process that filters out solids, organic materials, chemicals, and
germs. At two of the District’s five wastewater reclamation plants (WRP), the treated reclaimed, or non-potable,
water is then delivered to customers to irrigate grass, landscapes, and fill lakes. Increasing the supply and use of
recycled water is a key component of CVWD’s long-range water management plans. The table below shows
CVWD’s current service and system:

Sanitation Fund System Information

Population Served 251,000
Active Accounts 106,574
Average Daily Flow 17.35 MGD
Wastewater Reclamation Plants 5

Total Daily Plant Capacity 33.1 MGD
Collection Piping System 1,181.8 Miles

Sewer customers are charged a consumption-based fixed service charge, which estimates sewage discharge,
called an equivalent sewer unit (ESU). Sewage discharges for residential customers are based on the indoor
water budget of 200 gallons per dwelling unit per day, multiplied by 365 days per year, which yields an equivalent
sewer unit of 73,000 gallons per year.



This ESU value is used as a common denominator to measure the relative impact of all customer classes on the
sewer system. A monthly account charge per customer is established to recover billing costs, such as the cost of
placing sewer bills on the tax roll for residential customers. The recreational vehicle (RV)/trailer park customer
class has sewage production patterns similar to residential but receives monthly sewer bills rather than annual
sewer bills; therefore, they are charged a monthly account charge that reflects the cost to bill monthly.

Nonresidential accounts are based on potable water use, combined with an assumption of a “return to sewer”
factor. The return to sewer factor estimates how much of the account’s potable water use is discharged to the
sewer drain as wastewater. All residential and RV/trailer park customers are charged one service charge unit per
dwelling unit. Nonresidential customers are charged one service charge per ESU. Nonresidential customers are
assigned ESU values based on 90% of their average daily water usage.

Monthly Sewer Rates
FY 2024 FY 2024 FY 2025 FY 2025
Account Service Charge Account Service Charge
Customer Class Charge per ESU Charge per ESU
Residential $1.69 $27.10 $1.73 $29.48
RV/Trailer Parks $4.91 $27.10 $5.05 $29.48
Nonresidential $4.91 $27.10 $5.05 $29.48

The District completed a COSS for the Sanitation Fund in fiscal year 2022. The study created a financial plan and
determined the appropriate monthly rates that support the Sanitation Fund’s fiscal needs. The table above details
the prior rates and adopted rates for fiscal year 2025.

GROUNDWATER REPLENISHMENT FUND GROUP

CVWD has three replenishment funds: the West Whitewater Replenishment Fund, the Mission Creek
Replenishment Fund, and the East Whitewater Replenishment Fund. Replenishment assessment charges are
used to fund a portion of the costs of importing supplemental water for the replenishment of the subbasins located
within the District’'s boundaries.

Groundwater Replenishment Fund System Information

In Cooperation with Desert Water Agency

Replenishment Facilities 4
Replenishment from Imported Water 316,243 af
Imported Supply from 1973 through 2024 5,117,029 af

During fiscal year 2021, the District completed five-year COSS for all three replenishment funds covering fiscal
years 2022 to 2026. No new rates were adopted in fiscal year 2025 for the West Whitewater Replenishment Fund,
East Whitewater Replenishment Fund, and Mission Creek Fund.

West Whitewater Replenishment Fund

In 1973, CVWD and Desert Water Agency (DWA) began using the State Water Project entitlement to replenish the
western Coachella Valley’s aquifer at the Whitewater spreading area northwest of Palm Springs. For the calendar
year 2024, the replenishment assessment charge applicable (assessable) groundwater production within CYWD'’s
West Whitewater River Subbasin Area of Benefit (AOB) was 121,007 af. Total production and surface water
diversions in the West Whitewater River Subbasin AOB were 158,118 af, representing an approximate 6 percent
increase from calendar year 2023.



For calendar year 2024, 301,527 af were directly replenished in the West Whitewater River Subbasin AOB. The
amount of water replenished varies year-to-year due, in part, to the 1984 Advance Delivery Agreement between
CVWD, DWA, and Metropolitan Water District (MWD), whereby the District will allow MWD to pre-deliver up to
800,000 AF of water in the Whitewater River. In years where an advance delivery balance exists, MWD may
deliver less than the agreed-upon allocations and instead draw on those advance delivery balances. The
agreement allows MWD to store Colorado River water in the Whitewater River Basin in wet years.

The graph below shows the history of af produced and replenished in the last five calendar years:

West Whitewater River Replenishment AOB (af)
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The table below shows the five-year history of the replenishment assessment charges (RAC) in the West
Whitewater Replenishment Fund.

Fund Description FY 2021 FY 2022 FY 2023 FY 2024 FY 2025
West Whitewater
Replenishment Rate (AF) $ 14380 $ 16537 $ 16537 $ 16537 $ 165.37

Mission Creek Replenishment Fund

The Mission Creek Subbasin Area of Benefit (AOB) is bound on the south by the Banning fault and on the north
and east by the Mission Creek fault. This subbasin relies on the same imported SWP exchange water source as
the West Whitewater River Subbasin AOB. CVWD and DWA completed construction of the facilities to replenish
the Mission Creek Subbasin AOB in 2002. In 2003, CVWD and DWA entered into the Mission Creek Groundwater
Replenishment Agreement. This agreement recognizes the need to operate the subbasin as a complete unit
rather than as individual segments delineated by agency boundaries. In calendar year 2024, total assessable
production in the Mission Creek Subbasin AOB was 12,754 acre-feet, 1 af more than 2023. The assessable
production in CVWD’s Mission Creek Subbasin AOB was 3,827 af which was approximately 30 percent of total
production within the management area.
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Replenishment of the Mission Creek Subbasin Management Area is currently accomplished via the artificial
recharge of SWP water exchanged with Metropolitan Water District of Southern California (MWD) for Colorado
River water and delivered to the Mission Creek Groundwater Replenishment Facility (GRF). In CY 2024, 12,640
af were delivered to the Mission Creek GRF for direct replenishment.

The graph below shows the history of acre-feet produced and replenished in the last five years.

Mission Creek Subbasin AOB (af)
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The table below shows the five-year history of the replenishment assessment charges (RAC) in the Mission Creek
Replenishment Fund.

Fund Description FY 2021 FY 2022 FY 2023 FY 2024 FY 2025
Mission Creek
Replenishment Rate (AF) 135.52 135.52 135.52 135.52 135.52

East Whitewater Replenishment Fund

The Eastern boundary of the East Whitewater River Subbasin is formed primarily by the watershed of the Mecca
Hills and by the Northwest shoreline of the Salton Sea, running between the Santa Rosa Mountains and Mortmar.
The southern boundary roughly coincides with the Riverside/Imperial County line. The west boundary runs from
Point Happy in La Quinta to Indio Hills and the San Andreas Fault.

Groundwater replenishment in the east valley began in 1997, using pilot groundwater replenishment facilities at
Martinez Canyon and Dike 4. The Thomas E. Levy Groundwater Replenishment Facility (TEL) became
operational in 2009. A loan from the Domestic Water Fund was used to pay for the cost of the new facility and was
fully repaid as of June 30, 2023.
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In calendar year 2024, assessable production in the East Whitewater River Subbasin AOB was 110,371 af, which
represents a 449 af decrease from 2023. By the end of 2024, CVWD had replenished a total of 520,451 af of
water in this subbasin with water supplied by the Colorado River via the Coachella Branch of the All-American
Canal. Replenishment totaled 2,076 af in calendar year 2024.

The graph below shows the history of acre-feet produced and replenished in the last five years.

East Whitewater River Replenishment AOB (af)
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The table below shows the five-year history of the replenishment assessment charges (RAC) in the East
Whitewater Replenishment Fund.

Fund Description FY 2021 FY 2022 FY 2023 FY 2024 FY 2025

East Whitewater
Replenishment Rate (AF) $ 66.00 $ 7227 $ 7227 % 7227 3% 72.27

STORMWATER FUND

In 1937, the Coachella Valley Stormwater District of Riverside County was merged into the Coachella Valley
Water District. The District became responsible for much of the region’s stormwater protection, helping to prevent
loss of life and extensive property damage. CVWD protects over 590 square miles from flooding. The entire
system includes approximately 169 miles of channels built along the natural alignment of dry creeks that flow from
the surrounding mountains into the Whitewater River. Along with the channels, several levees have been
constructed to collect rapidly rushing floodwater as it pours from the adjacent mountains onto the valley floor. The
CVWD flood protection system is a 50-mile storm channel from the Whitewater area north of Palm Springs to the
Salton Sea. The following table provides information on the system:
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Stormwater Fund System Information

Service Area 381,479 Acres
Stormwater Channels 19

Length of Whitewater River/Coachella 50 Miles
Stormwater Channel

Length of all Regional Flood Protection 172.6 Miles
Facilities

The Whitewater River/Coachella Valley Stormwater Channel was designed to convey rain and snow melt from
Whitewater to the Salton Sea. It was built to withstand a standard flood or a flow of about 83,000 cubic feet per
second. Although the Coachella Valley averages less than four inches of rain per year, the surrounding mountains
are subject to much higher rainfall, which can produce unpredictable, damaging, and flash flooding events
throughout the Valley. Ensuring adequate stormwater protection is critical.

The District continuously prioritizes regional stormwater protection improvements. The District recently completed
phase 1 and 2 of the North Indio Regional Flood Control Project (NIRFCP), which involved constructing flood
conveyance channels from the Sun City Palm Desert development to the Sun City Shadow Hills development.
The District is now working on the final phase of North Indio Regional Flood Control Project, called the Thousand
Palms Channel Improvement Project, which will provide the final connectivity to convey the regional stormwater
flows to the Coachella Valley Stormwater Channel from the Sun City Shadow Hill channel.

An additional priority project for the District is the North Cathedral City Regional Stormwater Project. This project
involves constructing a concrete channel beneath the Union Pacific Railroad Bridge to convey stormwater flows
from the Morongo Wash, south to Interstate 10 to the Whitewater River Stormwater Channel.

Economic Indicators

The District’s total net position increased by $157 million in fiscal year 2025 as compared to the prior year. Total
revenues increased by $76.6 million. Total expenses increased by $19.1 million.

The estimated population of major cities within the Coachella Valley is just over 370,000, which can increase to
almost 600,000 during November through May with the influx of “snowbirds” escaping the cold winters of Canada,
the Pacific Northwest, and the Northeastern United States.

Tourism and Golf

Tourism and golf are the region’s largest and most dynamic sectors and are a critical component of the Valley’s
economy. Organizations and Cities in the Coachella Valley host multiple significant events such as Modernism
Week, the Palm Springs International Film Festival, the Coachella Valley Music and Arts Festival, the Stagecoach
Country Music Festival, and the BNP Paribas Open tennis tournament.

Golf courses in the Coachella Valley account for almost 14% of the golf industry in California. In the Coachella
Valley, the golf industry provides employment opportunities and substantially contributes to the economic growth
of the Valley. The District recognizes that providing the golf community with sufficient water supply for its
operational needs is critical while remaining at the forefront of ensuring appropriate measures are taken to
maintain water conservation. This includes the conversion of irrigated turf and landscaping to native plantings and
the utilization of non-potable water.

Employment

The average unemployment rate in Riverside County increased from 4.8% in calendar year 2023 to 5.3% in
calendar year 2024, reflecting a slight rise in unemployment over the year.
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Crop Production

The District provides agricultural irrigation service to 78,249 irrigable acres through an extensive distribution
system consisting of 80 laterals and nearly 500 miles of underground pipeline delivering Colorado River water
from the Coachella Canal. In calendar year 2024, the District delivered approximately 301,881 acre-feet of water
to 1,427 active agricultural accounts. Agriculture remains the second-largest contributor to the local economy,
generating more than $778 million annually and supporting approximately 12,000 jobs.

The District continues to prioritize water conservation through full piping and metering of 100% of irrigated
properties, resulting in approximately 5% system loss, which is low compared to industry standards. Additional
conservation measures include lining major sections of the Coachella Canal, yielding substantial annual water
savings, and promoting efficient irrigation practices, with approximately 55% of agricultural customers utilizing drip
irrigation.

1)

Fiscal Year 2025 Highlights
Total net position increased by $157 million.

Total net capital assets increased by $74.5 million, mainly due to the completion of several major capital
projects:

o Mid Canal Storage Project

o North Shore Water Main Replacement and Dale Kiler Road Water Main Replacement

o Adams Street Water Main Replacement Project

o Hydropneumatic Tank Replacement — Phase 2 (3 Tanks)

o Palm Desert Operations Parking Lot Rehabilitation — Phase 2

The capital improvement program achieved an execution rate of 85%, which exceeded the target rate of
75%.

Funding large capital projects with low-cost loans and grants continues to be a priority for the District.

In fiscal year 2025, CVWD secured significant grant funding to support various water and sanitation
projects. This included a $39 million grant from the United States Bureau of Reclamation to upgrade our
Wastewater Reclamation Plant in Thermal. The upgrade will support Phase 1 of a multi-year project that
will allow the plant to provide a blend of recycled and canal water for crop irrigation in the eastern
Coachella Valley. This will be the first CVWD treatment plant to offer this type of blended water supply to
agricultural irrigation customers, which will help reduce the use of Colorado River water.

Fiscal year 2025 saw successful partnerships with several local cities to support conservation efforts. The
District offered free installed smart controllers for residents and refunds 75% of the cost for Homeowner
Associations and commercial customers. In fiscal year 2025, the District installed 177 residential and 120
large landscape smart controllers.

The turf buy-back program is another popular program the District provides to help reduce outdoor
irrigation. The District paid residential customers $2 per square foot, up to a maximum of 10,000 square
feet. For commercial customers, rebates are available at $2 per square foot, up to a maximum of 50,000
square feet. In fiscal year 2025, an additional 642,053 square feet of turf was replaced with desert-friendly
landscape. To date, through CVWD’s rebate program, desert landscaping has replaced more than 25.5
million square feet of grass.

In addition, the High-Efficiency Toilet Replacement Program continued to support water conservation
efforts, with an additional 253 toilets replaced in 2025.
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2) Fiscal Year 2025 Financial Plan - Operating and Capital Improvement Budgets

Each year, the Board approves an annual operating budget. The District uses a base budget approach to
budgeting. The base budget approach consists of budget proposals sufficient to maintain the operation of
programs authorized in earlier years. Departments may request funding above the base budget amount to
maintain current service levels, to provide for the expansion of existing programs, or to enable the implementation
of new services or programs. These are considered supplemental requests. All supplemental funding requests
must be thoroughly described and include concise justification that reflects consideration of reasonable
alternatives, particularly if the request involves the addition of full-time personnel.

The fiscal year 2025 adopted budget totals $533.3 million, and includes $324.6 million in operating expenses,
$50.3 million in debt service, and $158.3 million in capital expenditures. Total operating expenses reflect a $14.1
million decrease over the fiscal year 2024 budget, primarily due to reductions in expected water purchases in
fiscal year 2025 after two wet years.

Budgeted debt service expenses increased significantly in fiscal year 2025 due to the planned payoff of the 2022
Domestic Notes. This debt issuance was used to provide interim financing for several projects that will ultimately
be funded with low-cost loans from the US Department of Agriculture (USDA). The payoff of $35.2 million took
place in June 2025 with the issuance of a private placement revenue note, which will continue to serve as interim
financing for certain capital improvements until the USDA loans are issued.

Staff

The District budget has 570 staff members responsible for daily operations and implementing strategic initiatives
and policies set forth by the Board of Directors. This is the same as fiscal year 2024.

Challenges Facing the District

The District currently faces several challenges, including investments in infrastructure, drought, and hydrological
volatility, pension costs, rising cost associated with new unfunded regulatory requirements, and pending
litigations.

Investment in Infrastructure

The aging infrastructure and rising demand on the water supply, due to the continual growth of the Valley, present
an ongoing and significant challenge for CVWD in the short and long term. The District has aggressively pursued
alternative funding sources for the past few years, including grants, loans, interim financing, and revenue bond
debt issuance to support capital project needs.

The District maintains a Comprehensive Asset Management Plan to catalog and prioritize the replacement of
aging infrastructure. The purpose of the plan is to provide the District with a comprehensive view of the state of all
assets and a timeline for replacement based on the likelihood and consequence of failure. To date, over 300,000
physical assets, assessed at a replacement cost of approximately $7 billion, have been identified, inventoried,
located, photographed, condition-scored, and valued. These physical assets have been entered into the new
Computerized Maintenance Management System (CMMS) implemented in Fiscal Year 2022-2023.

Drought And Hydrological Volatility Impacts

State Water Project

Fiscal year 2024-2025 State Water Project Table A allocation was 45% (an average of 40% for calendar year (CY)
2024 and 50% for CY 2025), which was a significant gradual increase from the initial allocation. Hydrologically, it
was a year of extremes, with predominantly dry periods interrupted by intense, short-duration storm events. The
statewide snowpack peaked at 100% of the seasonal average on April 4, 2025, which allowed key reservoirs to
remain in good condition.
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Colorado River Water

To ensure stable operations of the Colorado River system, CVWD remains an active participant in the
negotiations for the successor agreement to the 2007 Interim Guidelines. Although the terms are still under
discussion, it is recognized that the next agreement must be responsive to drier conditions than originally
anticipated in the 2007 Interim Guidelines. This agreement would ideally include actions on the part of all
Colorado River users, including temporary or longer-term water reductions. Through its active leadership, CVWD
is safeguarding the Coachella Valley’s water future while helping secure a sustainable Colorado River for all
users.

In response to the changing hydrologic conditions on the Colorado River, CVWD’ Board approved several
conservation programs under USBR’s Lower Colorado Conservation and Efficiency Program, including
replenishment curtailment, an agricultural fallowing program, and an upgrade of Water Reclamation Plant 4
tertiary treatment.

Pension Costs

The District provides retirement benefits to District employees through the California Public Employees
Retirement System (CalPERS). As of 2025, the Board of Directors has approved a total of $27,610,000 in
additional funds paid directly to CalPERS to reduce the District’s unfunded liability. In June of 2025, the District
establish a Section 115 irrevocable Pension Trust to offset the pension liability and contributed an initial
investment of $5 million in August of 2025. As of the CalPERS Actuarial Valuation for measurement date ending
June 30, 2024, the District’s funded ratio is 74.6% with an unfunded accrued liability of $143,549,425.

Other Post Employment Benefits (OPEB) other than Pension. The District provides health care benefits to all
employees who retire from the District, under retirement criteria established by the District, up to the age of 65,
through a single-employer defined benefit plan. The OPEB eligibility varies depending on the bargaining unit's
agreements. The District established a Section 115 irrevocable OPEB Trust in 2013 and monitors the OPEB plan
and its funding status. The District began reimbursing itself for a portion of retiree benefit costs in Fiscal Year
2022-2023 from the Trust. As of June 30, 2025, the OPEB plan is 104.5% funded, compared to 99.5% in 2024.

Regulatory Requirements

California adopted a chromium-6 maximum contaminant level (MCL) of 10 ppb, which became effective October
1, 2024. Chromium-6 was detected in some CVWD wells at levels that exceed the new MCL, at levels between 11
and 14 ppb. California’s MCL is the nation’s only drinking water standard for chromium-6. CVWD has completed a
Compliance Plan and implementation timeline, which were submitted to the California State Water Resources
Control Board, Division of Drinking Water (DDW) for review and approval. To meet state standards, 33 of 92
CVWD wells will either need to be taken out of service or treated to lower chromium-6 levels.

CVWD is working with the DDW to address this exceedance and comply with the new MCL. The cost of
complying with the new unfunded regulation will exceed $350 million, significantly increasing water rates.

Pending Litigation

Replenishment Assessment Charge Litigation

Plaintiff Howard Jarvis Taxpayers Association, successor in interest to Randall C. Roberts, alleges that the
District's West Whitewater River Subbasin Area of Benefit (AOB), Mission Creek Subbasin AOB, and East
Whitewater Subbasin AOB replenishment assessment charge rates (RAC Rates) violate Proposition 26.

On April 21, 2022, the trial court granted the petition, finding the District had not met its burden to show the RAC
Rates met the requirements of Proposition 26. On August 11, 2023, the trial court entered judgment against the
District and ordered refunds totaling $13,874,856. On January 19, 2024, the trial court ordered attorney fees of
$3.5 million to be deducted from the refund award. This judgement applies only to RAC Rates for fiscal years
2021, 2022, and 2023.
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The District appealed from judgment on August 21, 2023, challenging the refund liability and the fee award. The
Court of Appeal filed its Opinion on November 26, 2025, affirming the trial court’s judgment. The District filed a
Petition for Rehearing on December 9, 2025, arguing that the Court should reconsider the availability of refunds in
light of recent legislation and case law that was not addressed in the Opinion. The Appellate Court summarily
denied that Petition on December 18, 2025. The District is preparing a Petition for Review in the California
Supreme Court, which will be filed by January 5, 2026.

HJTA filed reverse validation actions challenging the District’'s levy of RAC Rates for Fiscal Years 2024 and 2025.
The trial court consolidated these two actions and stayed them pending appeal of the initial RAC case. If the
Petition for Review is denied, the stay will be lifted and litigation of these matters will proceed. The District

believes it has meritorious defenses and will vigorously defend them.
Canal Rates Litigation

Plaintiff Howard Jarvis Taxpayers Association, successor in interest to Randall C. Roberts, alleges the District's
Canal Water rates violate Proposition 218. Original Plaintiff Roberts brought the action as a representative of a
class consisting of all of the District's current and former non-agricultural property owners and water customers
who directly and indirectly paid “Class 2” Canal Water rates.

On November 29, 2021, the court entered a final order on the merits finding the Canal Rates did not comply with
Proposition 218. On March 1, 2023, the trial court entered judgment against the District and ordered refunds
totaling $17,769,357. On September 1, 2023, the trial court ordered attorney fees of $4.4 million to be deducted
from the refund award. The District appealed from judgment on March 2, 2023. On January 31, 2025, the Fourth
District Court of Appeal issued a published decision upholding the trial court’s judgment and refund award. The
California Supreme Court denied review on April 30, 2025 and a remittitur issued May 2, 2025. The trial court
issued an amended judgment ordering refunds totaling $21,614,322 on June 3, 2025.

In compliance with the amended judgment, the District has adopted new Canal Rates effective August 1, 2025,
provided HJTA with a list of Class 2 Canal Customer accounts, established a common fund account and
transferred $9,300,000 into it, paid HJTA's counsel $3,997,673.34 in attorneys’ fees and costs, and is providing
HJTA with bi-monthly reports on the status of compliance. Per stipulation, the District will begin paying refunds
within 60 days after the entry of a final order ruling on HJTA's motion for post-judgment attorneys’ fees, which is
set for hearing on January 9, 2026.

The decision affects only Canal Rates for delivery of raw water for irrigation uses. It does not directly affect rates
for domestic water service. The District remains free to remake rates for canal water service sufficient to recover
the cost of that service and the costs of fulfilling this judgment. It will do so to ensure compliance with its
contractual commitments to the State Water Board and other lenders. The District has reserved against the
possibility of a loss in this case, as well. The District does not foresee obstacles to maintaining its domestic water
system and projects financed by the State Water Board.

HJTA filed identical petitions challenging Canal Rates for Fiscal Years 2024 and 2025. These cases were
consolidated and stayed pending decision of the appeal from the earlier challenges, but that stay is now lifted. We
have a viable defense for these two fiscal years that was not resolved in the first-filed cases — that the use of
discretionary revenues to subsidize Canal Rates means that no one pays the cost of service and Proposition 26 is
satisfied. CVWD can litigate this issue on different (and more favorable) administrative records than in the initial
Canal matters.

SWP Litigation

Plaintiff Howard Jarvis Taxpayers Association, successor in interest to Randall C. Roberts, alleges that the
District’'s State Water Project ad valorem property tax (SWP Tax) violates Propositions 13, 26 and 218.
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On March 14, 2023, the trial court issued a liability ruling, concluding the District must refund and rescind the
SWP Tax for the years in issue. The decision does not interfere with the District’s authority to levy the tax in future
years and the District believes its levy for the 2023-24 fiscal year is compliant with the trial court ruling. The matter
is now in the remedies phase. Plaintiff is seeking a refund of over $100 million. The District asserts the maximum
possible refund is approximately $47 million while arguing that a recent statue forbids refund relief. The initial
remedies hearing was held on August 12, 2025. The court has requested live testimony of the parties’ remedies
experts and that hearing is expected to occur in February 2026. The District intends to appeal the court’s order
when a final judgment enters following the remedies phase. The District believes it has meritorious defenses to
the claims and will assert them on appeal.

HJTA has filed reverse validation actions challenging the SWP Tax for Fiscal Years 2023, 2024 and 2025. The
Fiscal Year 2024 and 2025 cases have been consolidated, and all three cases have been stayed pending appeal
of the initial SWP cases.

Domestic Rates Litigation

Plaintiff Howard Jarvis Taxpayers Association filed four lawsuits in Fiscal Year 2024 alleging that the District’s
Domestic Water rates violate Proposition 218. The suits have been consolidated and will be tried together. The
matter has not yet been set for trial. The District believes it has meritorious defenses to the claims and will
vigorously defend this lawsuit.

Agua Caliente Litigation

The Agua Caliente Band of Cahuilla Indians (“Agua Caliente Tribe”) filed a lawsuit on May 14, 2013, against the
District and Desert Water Agency (DWA), claiming senior water rights above all users in the Coachella Valley. On
January 24, 2020, the Tribe filed a second case that challenged the water districts’ authority to levy replenishment
assessment charges on groundwater production on the Tribe’s reservation. On October 6, 2020, pursuant to the
parties' stipulation, the federal district court entered an order to stay all proceedings in both cases to allow the
parties to pursue settlement discussions before a private mediator, and the district court administratively closed
both cases.

The parties actively participated in mediation sessions, which included the United States Department of Interior’s
Indian Water Rights Settlement Office. On May 19, 2025, the Agua Caliente Tribe, CVWD and Desert Water
Agency executed a settlement agreement to resolve all claims against the water districts in the two cases.

The settlement agreement will not be effective until (1) Congress enacts legislation that approves the settlement
and authorizes the Secretary of the Interior to sign the agreement, and (2) the federal district court thereafter
approves the proposed consent decree among the water districts, Tribe and the United States that defines the
tribe’s federal reserved water right.

On June 20, 2025, the federal district court approved a stipulation to stay all proceedings in the Agua Caliente
cases until the district court approves the proposed consent decree.

On November 7, 2025, Representative Ken Calvert introduced legislation to approve the settlement, H.R.5935.
The water agencies and the tribe have identified technical errors in the bill as introduced, have agreed upon
amended language to correct those errors, and have forwarded the proposed amendments to Representative
Calvert’s staff.

As of December 9, 2025, the Department of Interior, the Department of Justice and the Office of Management and

Budget have not completed review of the proposed settlement agreement and legislation. H.R. 5935 will not be
heard in legislative committee until the executive branch reviews are completed.
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Under the settlement agreement and proposed consent decree the Tribe will be decreed a quantified groundwater
right of 20,000 acre-feet per year that will be exempt from replenishment assessment charges (RAC) levied by the
water districts. The water districts will use a portion of this water, subject to a potential cap of 10,000 acre-feet per
year, to provide domestic water service to existing reservation lands under a contract with the Tribe. Although the
groundwater produced to provide that service will be exempt from the RAC, the Tribe will levy an equivalent
charge, a Tribal Replenishment Equivalent Charge (TREC), in the same amount as the producing water district’s
RAC, and the proceeds of the TREC will be retained by the water district producing the groundwater under the
tribal water right to provide that domestic water service. CVWD will thus be kept whole financially for providing
the continued domestic water service to reservation lands.

For a 42-year period beginning May 19, 2025, the water districts also will be able to continue to levy RAC on third-
party groundwater production from wells on reservation lands.

Pursuant to the settlement, the proposed settlement legislation will authorize appropriation of $74 million in federal
funding that will be provided to the Tribe to reimburse CVWD for investments it has made or will make in the Sites
Reservoir Project, Delta Conveyance Project, Perris Seepage Recovery Project, acquisition of additional Table A
water from the California State Water Project, or in other projects that will augment Groundwater supplies in the
Indio Subbasin by making additional water available for recharge at the Whitewater River Recharge Facility or
otherwise supporting Groundwater levels under the Reservation.

The settlement agreement and proposed settlement legislation will leave CVWD’s authority to levy possessory
interest taxes (PIT) on lessees of Agua Caliente reservation trust lands and CVWD'’s allocated share of the 1%
PIT unimpaired.

Financial Stability

Overall, the District's financial stability remains stable and strong for the fiscal year ending June 30, 2025. Tariffs
on goods and inflationary pressures resulted in considerable increases in project costs. CVWD continues to
monitor and proactively respond to economic changes that may have a fiscal impact.

In addition, CVWD continues to pursue alternative funding sources such as grants, loans, interim financing, and
bond financing to support capital-financing needs. Proposition 218 allows for approval of five-year rate increases;
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