





AGENDA ITEM NO. 4.1

PALMDALE WATER DISTRICT
BOARD MEMORANDUM

DATE: October 30, 2018 November 5, 2018
TO: BOARD OF DIRECTORS Special Budget Meeting
FROM: Mr. Michael Williams, Finance Manager/CFO

VIA: Mr. Dennis D. LaMoreaux, General Manager

RE: AGENDA ITEM NO. 4.1 - CONSIDERATION AND POSSIBLE ACTION

ON 2019 ANNUAL BUDGET

Recommendation:

Staff recommends that the Board considers approving 2019 annual budget as presented.

Background:

PROPOSED BUDGET
2019 2018
Operating Revenue
Wholesale Water (AVEK & LCID) 295,000 160,000
Retail Water 24,568,500 22,627,500
Other Operating Revenue 875,000 800,000
25,738,500 23,587,500

Operating revenues are projected to increase by $2,151,000, based on sales of 17,250
acre feet with 4.25% rate adjustment.

PROPOSED BUDGET
2019 2018
Operating Expenses
Departmental Salaries (Includes Overtime) 8,263,000 7,787,500
Departmental Taxes & Program Benefits 1,026,250 893,500
Departmental Healthcare 1,472,400 1,404,500
Departmental CalPERS 1,479,750 1,504,250
Departmental Personnel Expenses 12,241,400 11,589,750

Personnel cost are adjusted upwards by $651,650 due to the following factors:

e The budget funds 2 new positions for seven months of the year; a Lab Analyst
and a Service Worker 1.
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o We will fill the three vacant positions beginning the first of the year; a Plant
Operator, an Operations Technician, and a Maintenance Worker.

e Healthcare has been adjusted to match the allowance of $1,850 per employee. The
blended increase in medical was only 0.15% for the District.

e COLA has been included at 3.93% with 2.67% of that going to employee’s
contribution. Employees will now pay their full 7% of contribution through
payroll deduction.

e Provisions have been made for one vacation sell back in with a cap of 80 hours.

e No provisions for merit and salary adjustments for 2019 evaluations.

PROPOSED BUDGET
2019 2018
Operating Expenses
Departmental Operating Expenses 7,798,100 8,461,757
Water Purchases & Recovery (OAP Included) 1,905,000 2,100,000
Water Quality (GAC Media) 800,000 840,000
Plant Expenditures 962,000 1,144,000
Cash Expenses 23,706,500 24,135,507

Operating expense will decrease by $429,000 with most of the decreases attributed to
departmental adjustments downward as prepare for completing committed projects that
are carryover from previous years in the amount of $2,442,785.

The budget does include the provision for a new rate study at $100,000 and for election
expense at $57,000.

Plant Expenditures: Plant expenditures has a decrease of $182,000 which is made up
from regulatory and critical projects:

Meter replacement project ~ $750,000
Emergency Action Plan $ 25,000
LSRP-State Permits $ 60,000
System Valuation Study $ 30,000
Palmdale Canal Repairs $ 12,000
Replace Wifi Access Points  $ 45,000
Enhanced Network Security $ 40,000

NogakowhE

We did not include the expense of removing sediment from Littlerock Dam because we
will not be ready for this in 2019 but will include the cost in our rate study for 2020-2024
rates.
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Non-Operating Revenues and Expense:

PROPOSED BUDGET
2019 2018
Non-operating Revenues 7,975,000 8,253,000
Non-operating Expenses 6,065,500 5,435,500

We are projecting a decrease in Non-operating revenue of $278,000, due to reduced
Capital Improvement Fees and Grant Funding. And projecting an increase in Non-
operating expense of $630,000 due to new debt service.

The effect on cash flow and reserves:

Budget 2019 Projected 2018

Beginning Cash 11,955,121 14,327,027

Operating Activities

Net Operating Revenues 25,738,500 24,252,000
Net Operating Expenses 23,706,500 23,302,546
Net cash provided by operating activities 2,032,000 949,454

Because of the completion of $2,798,800 on committed projects in 2018, we will begin
the year with cash reserves of $11.9M. The difference in operating revenue over
operating expense will increase that cash balance by $2M.

Budget 2019 Projected 2018
Other Sources and Uses of Cash

Assessments received 7,425,000 7,661,000
Payments for State Water Project (2,876,953) (3,096,161)
Capital Improvement Fees Received 75,000 108,000
Water Conservation (236,500) (98,000)

Proceeds on Issuance of Long-Term Debt
Acquisition of Property, Plant & Equip. - Current Yr (51,000) (2,798,802)
Acquisition of Property, Plant & Equip. - Carry-over (1,447,000) (857,761)
Committed Contract - Upper Amargosa Creek Project (995,785) (125,000)
Investments in PRWA (300,000) (302,000)
Capital Leasing - Principal & Interest (178,953) (178,953)
Principal Paid on Long-Term Debt (1,706,595) (1,657,084)
Interest Paid on Long-Term Debt (2,581,365) (2,210,599)
State Grants and Other Income 150,000 58,000
Interest on Investments 150,000 176,000
Net Cash Provided by Other Sources and Uses (2,574,151) (3,321,360)
Net Increase (Decrease) in Cash (542,151) (2,371,906)
Rate Stabilization Fund - -
Cash End of Year 11,412,970 11,955,121
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Considering the other sources and uses of cash, completing the carryover projects and
contract commitments, we would have $51,000 available for new capital projects which
is the purchase of tax default properties. Our ending cash reserve balance would be
$11.4M.

The budget package is presented with a “Big Picture” view beginning on page 1 and then
drills down into a little more detail as you move through to page 2. Page 3 is the cash
flow projections discussed, and pages 4 and 5 show summaries of revenues and expense
for both 2018 and 2019. Pages 6 — 9 show the effect on our various fund accounts and
reserve policy from 2017 through 2019 proposed budget.

Beginning on page 10 are the department budgets. We provide a summary page and then
detailed line item pages for each department. A detail listing of carryover projects and
plant expenditures can be found on page 32 of the budget package.

Finally, as part of the rate adjustment Resolution No. 16-17 adopted November 9, 2016,
part of the budget process for subsequent years 2018 and 2019, staff is to address
section 4 which reads as follows:

Direct District staff to assess and report on the following parameters using
actuals through August 31st and projecting through December 31st of the year
as part of the annual budget process for 2018 and 2019. A "Yes" answer from
the District staff analysis for any three (3) parameters will allow for the
consideration of a reduced water rate adjustment provided the reduced water
rate adjustment continues to satisfy the same "Yes" parameters:

a. Do the District's reserves meet the following end of year target reserve
levels while providing a minimum of $2.5M annually for projects?

2017 - $10.9M
2018 - $11.5M
2019 - $12.1M

b. Can projects be funded at a level that is equal to the year's depreciation
while maintaining a minimum reserve level of $10.5M?

c. Does the Rate Stabilization Fund match or exceed the planned amounts
of $1,080,000 in 2017, $1,080,000 in 2018, and $1,480,000 in 2019?

d. Is the projected Debt Coverage Ratio adequate to meet current bond
covenants?

e. Has the District's bond rating been re-evaluated to AA or higher by either
Standard & Poor's or Fitch rating agencies which are currently A- and A+
respectively?
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Staff’s responses:

a. No
b. No
C. No
d. No
e. No

Supporting Documents:

Substantive pages of the 2018 budget work papers.

October 30, 2018















































































































