Board of Directors

PALMDALE WATER DISTRICT

2029 East Avenue Q * Palmdale, California 93550 ¢ Telephone (661) 947-4111
Fax (661) 947-8604

www.palmdalewater.org

ROBERT E. ALVARADO

Division 1

LAGERLOF, SENECAL, GOSNEY & KRUSE LLP

Attorneys

GORDON G. DEXTER

Division 2

GLORIA DIZMANG
Division 3

KATHY MAC LAREN

Division 4

STEVE R. CORDOVA

Division 5

July 3, 2013

D)
2)
3)
4)

Agenda for a Meeting
of the Finance Committee of the Palmdale Water District
Committee Members: Gloria Dizmang-Chair, Steve Cordova
to be held at the District’s office at 2029 East Avenue Q, Palmdale

Wednesday, July 10, 2013
5:00 p.m.

NOTE: To comply with the Americans with Disabilities Act, to participate in any
Board meeting please contact Dawn Deans at 661-947-4111 x1003 at least 48 hours
prior to a Board meeting to inform us of your needs and to determine if accommodation
is feasible.

Agenda item materials, as well as materials related to agenda items submitted after
distribution of the agenda packets, are available for public review at the District’s
office located at 2029 East Avenue Q, Palmdale. Please call Dawn Deans at 661-947-
4111 x1003 for public review of materials.

PUBLIC COMMENT GUIDELINES: The prescribed time limit per speaker is three-
minutes. Please refrain from public displays or outbursts such as unsolicited applause,
comments, or cheering. Any disruptive activities that substantially interfere with the
ability of the District to carry out its meeting will not be permitted and offenders will be
requested to leave the meeting.

Each item on the agenda shall be deemed to include any appropriate motion, resolution,
or ordinance to take action on any item.

Roll call.
Adoption of agenda.

Public comments.

Action Items: (The public shall have an opportunity to comment on any action item as

each item is considered by the Committee prior to action being taken.)

Providing high quality water to our current and future customers at a reasonable cost.

A



FINANCE COMMITTEE
PALMDALE WATER DISTRICT -2- July 3, 2013

4.1)

Consideration and possible action on approval of minutes of meeting held June
12,2013.

4.2)  Discussion and overview of Cash Flow Statement and Current Cash Balances
as of May 31, 2013. (Financial Advisor Egan)
4.3) Discussion and overview of Financial Statements, Revenue and Expense and
Departmental Budget Reports for May 31, 2013. (Finance Manager Williams)
4.4) Discussion and overview of committed contracts issued. (Engineering
Manager Knudson)
4.5) Discussion and overview of Reserve Policy. (Chair Dizmang/Financial
Consultant Egan/Finance Manager Williams)
5) Information items.
6) Board members’ requests for future agenda items.

7) Adjournment.

Qs ) oo

DENNIS D. LaMOREAUX,
General Manager
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AGENDA ITEM NO. 4.2

PALMDALE
WATER DISTRICT

BOARD MEMORANDUM

DATE: July 3, 2013 July 10, 2013

TO: FINANCE COMMITEE Committee Meeting

FROM: Mr. Bob Egan, Financial Advisor

RE: AGENDA ITEM NO. 4.2 — DISCUSSION AND OVERVIEW OF CASH FLOW

STATEMENT AND CURRENT CASH BALANCES AS OF MAY 31, 2013

Attached is the Investment Funds Report and current cash balance as of May 31, 2013. The
reports will be reviewed in detail at the Finance Committee meeting.

Cash is up $568,000 from April from some of the following factors:
Water sales are up $300,000 from the original cash flow projection, increasing cash collections
as well. There were capital improvement fees received of $48,031 and a DWR refund of

$35,285.

Other items on the cash flow are consistent with prior months, and we still show an increase of
cash over budget at year end of over $2,000,000.



PALMDALE WATER DISTRICT
INVESTMENT FUNDS REPORT

May 31, 2013
DESCR May-13 April-13
AIC # VALUE VALUE
CASH
0-0103 Citizens/US Bank - Checking 730,319.25 758,683.91
0-0104 Citizens- Merchant 112,316.31 137,552.76
Bank cash 842,635.56 896,236.67
0-0119 PETTY CASH 300.00 300.00
0-0120 CASH ON HAND 3,400.00 3,400.00
\
TOTAL CASH 846,335.56 896,236.67
INVESTMENTS
0-0110 UBS ACCOUNT SS 11469 GG
UBS RMA Government Portfolio 5,510,082.81 4,924,228.79
UBS Bank USA Dep acct 250,000.00 250,000.00
1998 Debt Reserve Fund |
\FHLB par 1.4Mil matures 10/18/13 3.625% interest 1,418,284.00 1,422,596.00
Accrued interest 6,061.86 1,691.62
\ 7,184,428.67 6,598,516.41
0-1110 UBS ACCOUNT SS 11475 GG
UBS Bank USA Dep acct 181,526.74 133,492.32
UBS RMA Government Portfolio 0.00 0.00
181,526.74 133,492.32
0-0115 LAIF 11,690.59 11,690.59
0-0111 UBS ACCOUNT SS 11432 GG
UBS Bank USA Dep acct 250,000.00 49,010.68
UBS RMA Government Portfolio 299,793.29 0.00
Accrued interest 7,432.65 5,913.20
US GOVERNMENT SECURITIES:
ISSUE EXPIR MARKET MARKET
DATE ISSUER DATE RATE PAR VALUE VALUE
FNMA 10/26/15 1.625 500,000 514,180.00 515,665.00
FNMA 06/28/17 1.125 500,000 493,290.00 499,215.00
FNMA 07/17/17 1.2 500,000 496,115.00 501,145.00
Called FNMA 08/22/17 0.625 500,000 0.00 500,105.00
FHLB 12/28/17 0.95 500,000 494,660.00 500,630.00
2,500,000.00 1,998,245.00 2,516,760.00
TOTAL MANAGED ACCOUNT 2,555,470.94 2,571,683.88
TOTAL INVESTMENTS 9,933,116.94 9,315,383.20
GRAND TOTAL CASH AND RESTRICTED CASH 10,779,452.50 10,211,619.87
\ \
Incr (Decr) 567,832.63
Checking 846,336
UBS MM 7,365,955 BNY Mellon
LAIF 11,691 Construction 8,500,000.00
UBS Investment 2,555,471 Issuance 8,959.16
Restricted 0 8,508,959.16
Total 10,779,453




REVISED 06/28/13 2013 2013 2013 2013 2013 2013 2013 2013 2013 2013 2013 2013
January Eebruary March April May June July August September October November | December YTD
Water Sales 1,650,519 1,596,949 1,675,412 1,839,852 1,983,700 2,048,500 2,340,300 2,454,000 2,452,200 2,221,000 2,054,200 1,759,700 24,076,331
1,650,519 1,596,949 1,675,412 1,839,852 1,983,700 2,048,500 2,340,300 2,454,000 2,452,200 2,221,000 2,054,200 1,759,700
Beginning Balance 9,001,455 9,043,624 9,364,314 7,809,930 | 10,211,620 | 10,779,452 | 10,546,754 10,461,791 @ 10,844,487 9,068,955 8,476,287 8,684,869
Water Receipts 2,428,492 1,596,949 1,905,179 1,839,852 1,931,246 2,048,500 2,340,300 2,454,000 2,452,200 2,221,000 2,054,200 1,759,700 25,031,618
Other
Total Operating Revenue 2,428,492 1,596,949 1,905,179 1,839,852 1,931,246 2,048,500 2,340,300 2,454,000 2,452,200 2,221,000 2,054,200 1,759,700
Operating Expenses:
Total Operating Expenses excl GAC 1,953,262 1,477,034 1,514,430 1,096,787 1,587,231 1,718,600 1,729,200 1,776,600 1,725,700 1,839,550 1,794,100 2,255,100 20,467,594
3,608,737
Non-Operating Revenue Expensess:
Assessments, net 620,213 287,572 2,234 1,883,965 585,806 2,800 394,200 143,000 113,500 2,383,600 6,416,890
Special Avek CIF Payment 0
Interest (5,316) (6,054) 1,396 (424) (16,103) 2,100 2,100 1,900 2,100 2,100 2,100 2,100 (12,002)
Grant Re-imbursement 485,000 485,000
Capital Improvement Fees 44,176 (116,241) 0 48,031 12,500 12,500 12,500 12,500 12,500 12,500 12,500 63,466
0
DWR Refund 59,514 35,285 94,799
Other /Palmdale Redevel Agncy 9,828 54,653 6,774 13,488 16,165 100,908
Total Non-Operating Revenues 624,724 380,347 (105,836) 1,956,543 669,184 502,400 408,800 157,400 14,600 14,600 128,100 2,398,200 7,149,062
Capital Expenditures (194,434) (61,168) (103,645) (54,481) (105,667) (123,352) (5,000) (319,100) (966,847)
GAC (233,893) (216,776) (289,713) (301,893) (267,486) (218,000) (1,527,761)
SWP Capitalized (629,459) (156,354) (180,606) (156,354) (156,354) (156,400) (656,400) (156,400) (184,600) (156,400) (156,400) (156,400) (2,902,127)
Prepaid Insurance (paid) refunded (65,835) (65,835)
Bond Payments Interest (1,010,820) (829,635) (1,840,455)
Principal (517,540) (1,261,179) (1,778,719)
System Work for AVEK 0
Butte payments (490,000) (490,000) (980,000)
Capital leases (23,218) (3,327) (37,919) (17,756) (23,218) (23,218) (23,218) (23,218) (23,218) (23,218) (23,218) (244,746)
Legal adjudication fees 0
Total Cash Ending Balance 9,043,624 9,364,314 7,809,930 10,211,620 10,779,452 10,546,754 10,461,791 10,844,487 9,068,955 8,476,287 8,684,869 10,408,051 (10,306,490)
Budget 8,193,078 451,310

diff

2,214,973




AGENDA ITEM NO. 4.3

PALMDALE
WATER DISTRICT

BOARD MEMORANDUM

DATE: July 2, 2013 July 10, 2013

TO: FINANCE COMMITTEE Finance Committee Meeting
FROM: Michael Williams, Finance Manager/CFO

VIA: Mr. Dennis LaMoreaux, General Manager

RE: AGENDA ITEM 4.3 - DISCUSSION AND OVERVIEW OF FINANCIAL

STATEMENTS, REVENUE AND EXPENSE AND DEPARTMENTAL BUDGET
REPORTS FOR MAY 31, 2013

Discussion:

Presented here are Balance Sheet and Profit/Loss Statement for the period ending May 31, 2013.
Also included are Year-To-Year Comparisons, and Month-To-Month Comparisons for both
revenue and expense. Finally, | have provided individual departmental budget reports for the
month of May, 2013.

This is the fifth month of the District’s Budget Year 2013. The target percentage is 41.6%.
Revenues ideally are at or above, and expenditures ideally are below.

Balance Sheet:

e Page 1 is our balance sheet on May 31, 2013. Here there are a few major changes; the
2013A Water Revenue Bonds were issued. We show the new money available for
projects and the costs associated with the issue under the assets section. Under the
Liability section we show the retirement of the 2004 COP’s and the combined 2013A
issue.

Profit/Loss Statement:

e Page 3 is our profit/loss statement on May 31, 2013.

e Operating revenue is at 38% of budget.

e Cash operating expense is at 34% of budget.

e All departments are operating at or below the target 41.6% in their respective budget with
the exception of Engineering, which is at 43%. This is due to the payment for the GIS
project.

e Also included is the make-up of other operating revenues.

Year-To-Year Comparison P&L.:
e Page 7 is our comparison of May, 2012 to May, 2013.
e Total operating revenue is up by $332K, or 20%. This is due to increased consumption.
e Operating expenditures are up by $184K, or 14%.
e Page 8 is a graphic presentation of the water consumption comparison. Units billed in
acre feet were up by 228, or 16%. Units consumed per connection were up by 4. Total
operating revenue per unit consumed was up by $0.10, or 3%.



FINANCE COMMITTEE
PALMDALE WATER DISTRICT
VIA: Mr. Dennis LaMoreaux, General Manager -2- July 2, 2013

Revenue Analysis Year-To-Date:
e Page 9 is our comparison of revenue, year-to-date.
e Operating revenue through May, 2013 is up by $1.1MM, or 15%, compared to 2012.
e Total revenue is up $91K, or .8%. The reason for this is the huge difference in capital
improvement fees. Last year this time we had collected $1.2MM in fees as compared to
the current negative position because of the refunding of fees.

Expense Analysis Year-To-Date:

e Page 11 is our comparison of expense, year-to-date.

e Cash Operating Expenses through May, 2013 are down by $1.6MM, or 22%, compared
to 2012. This is due primarily to the reduction in legal and adjudication expense under
Administration and reduced expenses in Facilities and water purchases. In fact, every
department has reduced expenses year-to-date.

e Total Expenses are down by $3MM, or 20%, compared to 2012. This is due to
reductions in a few areas such as depreciation, OPEB and interest on long term debt.

Departments:
e Pages 14 through 22 are detailed budgets of each department. As stated earlier, all
departments are below the target 41.6%, with the exception of Engineering on page 16.

Non-Cash Definitions:

Depreciation: This is the spreading of the total expense of a capital asset over the expected life
of that asset.

OPEB Accrual Expense: Other Post Employment Benefits (OPEB) is the recognized annual
required contribution to the benefit. The amount is actuarially determined in accordance with the
parameters of GASB 45. The amount represents a level of funding that, if paid on an ongoing
basis, is projected to cover normal cost each year.

Bad Debt: The uncollectible accounts receivable that has been written off.

Service Cost Construction: The value of material, parts & supplies from inventory used to
construct, repair and maintain our asset infrastructure.

Capitalized Construction: The value of our labor force used to construct our asset
infrastructure.



Palmdale Water District
Balance Sheet Report

For the Five Months Ending 5/31/2013

ASSETS

Current Assets:
Cash and Cash Equivalents
Investments
2013A Bonds - Project Funds

Receivables:
Accounts Receivables - Water Sales
Accounts Receivables - Miscellaneous
Allowance for Uncollected Accounts

Interest Receivable
Assessments Receivables
Meters, Materials and Supplies
Prepaid Expenses

Total Current Assets

Long-Term Assets:

Property, Plant, and Equipment, net
Participation Rights in State Water Project, net
Bond Issuance Cost, Net
2013A Bonds - Cost of Issuance
2013A Bonds - Insurance & Surity Bond

Total Long-Term Assets

Total Assets

LIABILITIES AND DISTRICT EQUITY

Current Liabilities:
Current Interest Installment of Long-term Debt
Current Principal Installment of Long-term Debt
Accounts Payable and Accrued Expenses
Deferred Assessments
Total Current Liabilities

Long-Term Debt:
Pension-Related Debt
OPEB Liability
2013A Water Revenue Bonds
2012 - Certificates of Participation
2004 - Certificates of Participation
2011 - Capital Lease Payable

Total Long-Term Liabilities
Total Liabilities

District Equity
Revenue from Operations
Retained Earnings
Total Liabilities and District Equity

Printed 7/1/2013 4:33 PM

May April
2013 2013
$ 843,427 § 899,937
9,933,117 9,315,383
8,500,000 -
$ 19,276,544 $ 10,215,320
$ 1537464 $ 1,363,570
251,908 259,811
(49,317) (49,317)
$ 1,740,056 $ 1,574,064
$ 9 9
623,294 1,209,100
955,850 883,316
101,378 127,165
$ 22,697,132 $ 14,008,974
$ 117,874,069 $118,259,753
37,187,358 37,175,749
263,277 769,707
1,135,017 -
242 547 -
$ 156,702,268  $ 156,205,210
$ 179,399,399 $170,214,184
$ 63,280 § 176,110
1,424,665 1,079,665
5,068,062 4,971,051
166,663 583,330
$ 6722670 $ 6,810,156
$ 1,141,041 $ 1,141,041
6,709,091 6,560,962
44,429,235 -
10,965,154 10,958,357
- 35,399,703
498,207 525,362
$ 63,742,728 $ 54,585,425
$ 70,465,398 $ 61,395,581
$ (498,703) $  (614,101)
109,432,704 109,432,704
$ 179,399,399 $170,214,184




BALANCE SHEET AS OF MAY 31, 2013

$156,702,268

Assets
$22,697,132 $179,399,399

M Total Current Assets

M Total Long-Term Assets

L€
7

$6,722,670

$108,934,001

J

5

Liability & Equity
$179,399,399

63,742,728 s
3 M Current Liabilities:

M Long-Term Debt:
i District Equity
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Operating Revenue:

Wholesale Water
Water Sales

Meter Fees

Woater Quality Fees
Elevation Fees
Other

Total Water Sales

Cash Operating Expenses:

Directors
Administration
Engineering

Facilities

Operations

Finance

Water Conservation
Human Resources
Information Technology
Water Purchases
Water Recovery
Capitalized Expenditures

GAC Filter Media Replacement
Total Cash Operating Expenses

Non-Cash Operating Expenses:

Depreciation
OPEB Accrual Expense
Bad Debts

Service Costs Construction

Capitalized Construction

Total Non-Cash Operating Expenses
Net Operating Profit/(Loss)

Non-Operating Revenues:
Assessments (Debt Service)

Assessments (1%)

DWR Fixed Charge Recovery

Interest

Capital Improvement Fees

State Grants
Other

Total Non-Operating Revenues

Non-Operating Expenses:
Interest on Long-Term Debt

Amortization of SWP

Woater Conservation Programs
Total Non-Operating Expenses

Net Earnings

Prepared 7/1/2013 4:35 PM

Palmdale Water District

Consolidated Profit and Loss Statement
For the Five Months Ending 5/31/2013

Thru Adjusted % of
April May Year-to-Date Adjustments Budget Budget
$ 8,779 $ 12,765 $ 21,543 $ 175000 12.31%
1,912,480 749,238 2,661,718 8,198,000 32.47%
3,682,386 919,065 4,601,451 11,232,000 40.97%
363,607 143,767 507,374 1,638,000 30.98%
109,556 47,584 157,140 550,000 28.57%
685,924 111,281 797,205 1,250,000  63.78%
$ 6,762,731 $ 1,983,700 $ 8,746,431 $ - $23,043,000 37.96%
$ 34593 $ 9326 $ 43,919 $ 117500 37.38%
718,627 137,115 855,741 2,602,000 32.89%
429,739 90,518 520,257 1,215,750  42.79%
913,927 269,209 1,183,136 3,298,500 35.87%
1,327,567 523,061 1,850,628 4,944,250 37.43%
844,317 216,325 1,060,641 2,789,000 38.03%
72,792 17,676 90,468 239,750  37.73%
40,561 15,572 56,133 209,600 26.78%
223,083 51,635 274,718 728,000 37.74%
833,091 42,710 875,801 2,600,000 33.68%
(267,302) (691) (267,993) (100,000) 267.99%
377,171 68,257 445,427 836,500 53.25%
216,776 3,463 220,239 1,638,000  13.45%
$ 5764941 $ 1444175 $ 7,209,116 $ - $21,118,850 34.14%
$ 2363457 $ 590,291 $ 2,953,748 $ 7,250,000 40.74%
660,891 165,223 826,113 2,000,000 41.31%
4,836 174 5,009 100,000 5.01%
(48,104) (2,760) (50,864) 125,000 -40.69%
(244,767) (65,211) (309,978) (1,000,000) 31.00%
$ 2,736,312 $ 687,716 $ 3,424,028 $ - $ 8,475,000 4040%
$(1,738,522) $ (148,191) $ (1,886,713) § - $(6,550,850) 28.80%
$ 1674210 $ 313,371 $ 1,987,581 $ 4,300,000 46.22%
551,869 103,296 655,165 1,500,000 43.68%
59,514 35,285 94,799 100,000 94.80%
(1,239) (16,103) (17,342) 25,000 -69.37%
(72,065) 48,031 (24,034) 150,000 -16.02%
- - - 485,000 0.00%
90,365 16,165 106,530 150,000  71.02%
$ 2,302,654 $ 500,045 $ 2,802,699 $ - $ 6,710,000 41.77%
$ 746411 $ (98,052) $ 648,359 $ 2,111,000 30.71%
576,364 144,745 721,109 1,679,000 42.95%
33,102 12,119 45,221 150,000  30.15%
$ 1,355,877 $ 58,812 $ 1,414,689 §$ - $ 3,940,000 35.91%
$ (791,745) $ 293,042 $ (498,703) $ - $(3,780,850) 13.19%

Page 3



OTHER OPERATING REVENUE

5/8" Meter Charge

Account Setup Charge
Account Setup Charge/CC
After Hours Service Call
Construction Meter Install
Credit Check

Door tag fee for Paperwork
Door Tag Fee

Grind Down Angle Stop

Lock Broken or Missing

Meter Exchange 1" to 5/8"
Non-Compliance Fee Backflow
Pulled Meter Service Charge
Repair Angle Stop After Hours
Repair Angle Stop

Service Charge for Meter Testing
Shut-Off Charge

Shut-Off Processing Fee
Standard Trip Charge
Unauthorized Use of Water
Late Fees

NSF Fee

$80.00
$3,150.00
$2,965.00
$240.00
$750.00
$20.00
$20.00
$49,680.00
$230.00
$300.00
$240.00
$200.00
$480.00
$600.00
$2,200.00
$65.00
$9,210.00
$220.00
$600.00
$178.91
$39,874.65
$1,075.00

$112,378.56

Page 3-1



45.00%

40.00%

35.00% -
30.00% -

25.00% -

20.00%

15.00% -
10.00%

5.00% -

0.00%

P & L BUDGET vs. ACTUAL

Percent of Budgeted

u Operating Revenue

i Cash Operating Expense

i Non-Cash Operating Expense
W Non-Operating Revenue

u Non-Operating Expense

45.00%

40.00%

35.00%

30.00% -

25.00%

20.00% -

15.00%

10.00%

5.00%

0.00% -

DEPARTMENTAL - BUDGET vs. ACTUAL

/L /TN

- 37.38%

Percent of Budgeted

 Directors

® Administration

i Engineering

o Facilities

M Operations

u Finance

i Water Conservation
u Human Resources

i Information Technology
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Palmdale Water District
Profit and Loss Statement
Year-To-Year Comparison - May
2012 2013 % Consumption Comparison

May May Change Change 2012 2013

Units Billed 619,342 718,584
Operating Revenue:

Wholesale Water $ - $ 12765 $ 12,765 Active 26,313 26,258

Water Sales 494,220 749,238 255,019 51.60% Vacant 1,329 1,086

Meter Fees 861,461 919,065 57,604 6.69%

Water Quality Fees 123,790 143,767 19,977 16.14%

Elevation Fees 42,060 47,584 5,525 13.13% Rev/unit $ 267 $ 276

Other 129,348 111,281 (18,066) -13.97% Revicon $ 6274 § 7555

Total Water Sales $ 1,650,878 $ 1,983,700 $ 332,822 20.16%  Unit/con 23.54 27.37
Cash Operating Expenses:

Directors $ 8,774 § 9,326 $ 551 6.29%

Administration 158,743 137,115 (21,628) -13.62%

Engineering 82,573 90,518 7,945 9.62%

Facilities 276,629 269,209 (7,420) -2.68%

Operations 375,969 523,061 147,092 39.12%

Finance 209,550 216,325 6,775 3.23%

Water Conservation 16,986 17,676 690 4.06%

Human Resources 14,083 15,572 1,489 10.57%

Information Technology 40,228 51,635 11,407 28.35%

Water Purchases 96,594 42,710 (63,884) -55.78%

Water Recovery (36,235) (691) 35,544 -98.09%

Capitalized Expenditures 15,725 68,257 52,5632 334.07%

GAC Filter Media Replacement - 3,463 3,463

Total Cash Operating Expenses $ 1,259,619 $1,444175 $ 184,556 14.65%
Non-Cash Operating Expenses:

Depreciation $ 579627 $ 590,291 $ 10,664 1.84%

OPEB Accrual Expense 147,678 165,223 17,545 11.88%

Bad Debts (513) 174 687 -133.85%

Service Costs Construction 15,295 (2,760) (18,055) -118.05%

Capitalized Construction (56,484) (65,211) (8,727) 15.45%

Total Non-Cash Operating Expenses $ 685,603 $ 687,716 § 2,113 0.31%

N

Net Operating Profit/(Loss) (294,344) $ (148,191) $ 146,153 -49.65%

Non-Operating Revenues:

Assessments $ 416668 $ 416,667 $ (1) 0.00%

DWR Fixed Charge Recovery - 35,285 35,285

Interest 1,539 (16,103) (17,642) -1146.25%

Capital Improvement Fees 531,216 48,031 (483,186)  -90.96%

State Grants - - -

Other 13,118 16,165 3,047 23.23%

Total Non-Operating Revenues $ 962,541 $ 500,045 $ (462,496) -48.05%

Non-Operating Expenses:

Interest on Long-Term Debt $ 208555 $ (98,052) $ (306,607) -147.02%

Amortization of SWP 128,945 144,745 15,800 12.25%

Water Conservation Programs 4,602 12,119 7,518 163.37%

Total Non-Operating Expenses $ 342101 § 58,812 $ (283,290) -82.81%
Net Earnings $ 326,095 $ 293,042 $ (33,053) -10.14%

Printed 7/1/2013 4:40 PM Page 7



YEAR-TO-YEAR COMPARISON

May '12 -To- May '13

el

4
Percentage Change
40.00%
20.00% 2018% 14.65% i Operating Revenue
0.31% i Cash Operating Expense
0.00% - {
i Non-Cash Operating Expense |
-20.00% i Non-Operating Revenue
-40.00% +———— i Non-Operating Expense
-60.00%
-80.00%
-82.81%
> -100.00%
Percentage Change
25.00%
20.41%
20.00%
‘ M Units Billed (AF)
- 15.00% ® Active Connections
| i Total Revenue per Unit
10.00%
M Total Revenue per Connection
5.00% & Units Billed per Connection
0.00%
-0.21%
K—S.OO%

Units Billed (AF)

Active Connections
Non-Active

Total Revenue per Unit

Total Revenue per Connection
Units Billed per Connection

2012 2013 Change

1,422 1,650 228 16.02%
26,313 26,258 -55 -0.21%
1,329 1,086 -243 -18.28%
$2.67 $2.76 $0.10 3.57%

$62.74 $75.55 $12.81 20.41%
23.54 27.37 4 16.27%
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REVENUE COMPARISON YEAR-TO-DATE

May '12-To-May '13
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Percentage Change
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i Operating Revenue

M Non-Operating Revenue

i Total Revenue
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May '12-To-May '13

EXPENSE COMPARISON YEAR-TO-DATE

Percentage Change
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u Non-Operating Expense

M Total Expense
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Palmdale Water District
2013 Directors Budget
For the Five Months Ending Friday, May 31, 2013

YTD ORIGINAL ADJUSTED
ACTUAL BUDGET ADJUSTMENTS BUDGET PERCENT
2013 2013 2013 REMAINING USED
Personnel Budget:
1-01-4000-000 Directors Pay $ 19,500 $ 45,000 % - $ 25500 43.33%
Employee Benefits
1-01-4005-000 Payroll Taxes 1,492 5,500 4,008 27.12%
1-01-4010-000 Health Insurance 21,222 57,000 35778 37.23%
Subtotal (Benefits) 22,714 62,500 - 35,778 36.34%
Total Personnel Expenses $ 42214 $ 107,500 $ - $ 61278 39.27%
OPERATING EXPENSES:
1-01-4050-000 Directors Travel, Seminars & Meetings 1,705 10,000 8,295 17.05%
Subtotal Operating Expenses 1,705 10,000 - 8,295 17.05%
Total O & M Expenses $ 43919 $ 117500 $ - $ 69,573 37.38%

Prepared 7/1/2013 4:47 PM Page 14



Palmdale Water District
2013 Administration Budget
For the Five Months Ending Friday, May 31, 2013

YTD ORIGINAL ADJUSTED
ACTUAL BUDGET ADJUSTMENTS BUDGET PERCENT
2013 2013 2013 REMAINING USED

Personnel Budget:
1-02-4000-000 Salaries $ 192255 $ 471,500 $ 279,245  40.78%
1-02-4000-100 Overtime 3,654 5,000 1,346 73.08%
1-02-4000-200 On-Call 22,699 60,000 37,301 37.83%
Subtotal (Salaries) $ 218608 $ 536,500 $ 317,892  40.75%

Employee Benefits
1-02-4005-000 Payroll Taxes 16,423 41,000 24577  40.06%
1-02-4010-000 Health Insurance 33,567 80,750 47,183  41.57%
1-02-4015-000 PERS 38,466 90,750 52,284  42.39%
1-02-4020-000 Worker's Compensation 28,916 160,000 131,084 18.07%
1-02-4025-000 Vacation Benefit Expense 60,955 35,000 (25,955) 174.16%
1-02-4030-000 Life Insurance 3,344 7,500 4,156  44.59%
Subtotal (Benefits) 181,671 415,000 $ - 233,329  43.78%
Total Personnel Expenses 400,279 951,500 $ - 551,221 42 .07%

OPERATING EXPENSES:

1-02-4050-000 Staff Travel $ 3,569 8,000 3 4,431 44.62%
1-02-4050-100 General Manager Travel 2,503 5,000 2,498  50.05%
1-02-4060-000 Staff Conferences & Seminars 1,150 3,000 1,850  38.33%
1-02-4060-100 General Manager Conferences & Seminars 1,430 4,500 3,070 31.78%
1-02-4070-000 Employee Expense 13,501 40,000 26,499  33.75%
1-02-4080-000 Other Operating 35 20,000 19,965 0.18%
1-02-4110-000 Consultants 24,518 134,000 109,482 18.30%
1-02-4125-000 Insurance 114,612 325,000 210,388  35.27%
1-02-4130-000 Bank Charges 48,249 130,000 81,751 37.11%
1-02-4135-000 Groundwater Adjudication 91,311 400,000 308,689 22.83%
1-02-4140-000 Legal Services 49,837 250,000 200,163  19.93%
1-02-4150-000 Accounting Services 18,485 20,000 1,515 92.43%
1-02-4155-000 Contracted Services 14,090 40,000 25,911 35.22%
1-02-4165-000 Memberships/Subscriptions 18,712 110,000 91,288 17.01%
1-02-4175-000 Permits 1,625 20,000 18,375 8.13%
1-02-4180-000 Postage 8,732 30,000 21,268  29.11%
1-02-4190-100 Public Relations - Publications 19,299 30,000 10,701 64.33%
1-02-4190-900 Public Relations - Other 353 1,000 647  35.30%
1-02-4200-000 Advertising 1,136 5,000 3,864 2272%
1-02-4205-000 Office Supplies 6,093 20,000 13,907 30.47%
1-02-4215-200 Natural Gas - Office Building 1,814 5,000 3,186  36.28%
1-02-4220-200 Electricity - Office Building 14,408 50,000 35,692 28.82%
Subtotal Operating Expenses $ 455462 §$ 1650500 $ $ 1,195,038  27.60%
Total Departmental Expenses $ 855741 $ 2602000 $ $ 1,746,259 32.89%

Prepared 7/1/2013 4:47 PM
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Palmdale Water District
2013 Engineering Budget
For the Five Months Ending Friday, May 31, 2013

YTD ORIGINAL ADJUSTED
ACTUAL BUDGET ADJUSTMENTS BUDGET PERCENT
2013 2013 2013 REMAINING USED

Personnel Budget:
1-03-4000-000 Salaries $ 301,133 $ 749,000 $ 447867 40.20%
1-03-4000-100 Overtime 2,128 6,000 3,872 35.47%
Subtotal (Salaries) $ 303,261 $ 755,000 $ 451,739 40.17%

Employee Benefits
1-03-4005-000 Payroll Taxes 25,473 58,000 32,527 43.92%
1-03-4010-000 Health Insurance 68,982 165,500 96,518 41.68%
1-03-4015-000 PERS 60,793 143,250 82,457 42.44%
Subtotal (Benefits) $ 155248 $ 366,750 $ - $ 211,502 42.33%
Total Personnel Expenses $ 458509 $ 1,121,750 § - $ 663241 40.87%

OPERATING EXPENSES:

1-03-4050-000 Staff Travel $ 1,762 $ 3,000 $ 1,238 58.73%
1-03-4060-000 Staff Conferences & Seminars 1,460 2,500 1,040 58.40%
1-03-4155-000 Contracted Services 2,530 12,000 9470 21.08%
1-03-4165-000 Memberships/Subscriptions 557 2,000 1,443 27.87%
1-03-4250-000 General Materials & Supplies 591 2,500 1,909 23.62%
1-03-8100-100 Computer Software - Maint. & Support 54,848 72,000 17,152  76.18%
Subtotal Operating Expenses $ 61,748 $ 94000 $ - $ 32252 6569%

Total Departmental Expenses $ 520,257 $ 1,215,750 $ - $ 695493 42.79%

Prepared 7/1/2013 4:47 PM Page 16



Palmdale Water District
2013 Facilities Budget
For the Five Months Ending Friday, May 31, 2013

YTD ORIGINAL ADJUSTED
ACTUAL BUDGET ADJUSTMENTS BUDGET PERCENT
2013 2013 2013 REMAINING USED

Personnel Budget:
1-04-4000-000 Salaries $ 478,869 $ 1,339,000 $ 860,131 35.76%
1-04-4000-100 Overtime 16,304 40,000 23,696 40.76%
Subtotal (Salaries) $ 495173 $ 1,379,000 $ 883,827 35.91%

Employee Benefits
1-04-4005-000 Payroll Taxes 42,940 105,000 62,060 40.90%
1-04-4010-000 Health Insurance 167,952 384,000 216,048 43.74%
1-04-4015-000 PERS 99,117 254,500 155,383 38.95%
Subtotal (Benefits) $ 310,009 $ 743,500 $ - § 433,491 41.70%
Total Personnel Expenses $ 805182 $ 2122500 $ - $ 1,293,622 37.94%

OPERATING EXPENSES:

1-04-4050-000 Staff Travel $ 246 % 2,500 2,254 9.85%
1-04-4060-000 Staff Conferences & Seminars 2,225 3,000 775 74.17%
1-04-4155-000 Contracted Services 5,779 28,500 22,721 20.28%
1-04-4215-200 Natural Gas - Buildings 1,224 4,500 3,276 27.19%
1-04-4220-200 Electricity - Buildings 5,768 30,000 24,232 19.23%
1-04-4225-000 Maint. & Repair - Vehicles 8,126 45,000 36,874 18.06%
1-04-4230-100 Maint. & Rep. Office Building 648 18,000 17,352 3.60%
1-04-4235-110 Maint. & Rep. Equipment 3,567 7,500 3,933 47 .56%
1-04-4235-400 Maint. & Rep. Operations - Wells 18,653 150,000 131,347 12.44%
1-04-4235-405 Maint. & Rep. Operations - Boosters 38,472 50,000 11,528 76.94%
1-04-4235-410 Maint. & Rep. Operations - Shop Bldgs 6,197 10,000 3,803 61.97%
1-04-4235-415 Maint. & Rep. Operations - Facilities 7,057 15,000 7,943 47.05%
1-04-4235-420 Maint. & Rep. Operations - Water Lines 121,009 350,000 228,991 34.57%
1-04-4235-425 Maint. & Rep. Operations - Littlerock Dam 35,743 20,000 (15,743) 178.71%
1-04-4235-430 Maint. & Rep. Operations - Palmdale Dam 12,699 26,500 13,801 47.92%
1-04-4235-435 Maint. & Rep. Operations - Palmdale Canal - 3,000 3,000 0.00%
1-04-4235-455 Maint. & Rep. Operations - Heavy Equipment 11,189 35,000 23,811 31.97%
1-04-4235-460 Maint. & Rep. Operations - Storage Reservoirs - 5,000 5,000 0.00%
1-04-6000-000 Waste Disposal 14,140 40,000 25,860 35.35%
1-04-6100-100 Fuel and Lube - Vehicle 30,284 130,000 99,716 23.30%
1-04-6100-200 Fuel and Lube - Machinery 7,307 43,000 35,693 16.99%
1-04-6200-000 Uniforms 8,645 20,000 11,355 43.23%
1-04-6300-100 Supplies - Misc. 16,278 47,500 31,222 34.27%
1-04-6300-800 Supplies - Construction Materials 12,253 65,000 52,747 18.85%
1-04-6400-000 Tools 5,809 12,000 6,191 48.41%
1-04-7000-100 Leases -Equipment 4,637 15,000 10,363 30.91%
Subtotal Operating Expenses $ 377,954 $ 1,176,000 $ - $ 798,046 32.14%
Total Departmental Expenses $ 1,183,136 $ 3,298,500 $ - $ 2,091,668 35.87%

Prepared 7/1/2013 4:47 PM
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Personnel Budget:

1-05-4000-000
1-05-4000-100

Palmdale Water District
2013 Operation Budget
For the Five Months Ending Friday, May 31, 2013

Employee Benefits

1-05-4005-000
1-05-4010-000
1-05-4015-000

OPERATING EXPENSES:

1-05-4050-000
1-05-4060-000
1-05-4120-100
1-05-4120-200
1-05-4155-000
1-05-4175-000
1-05-4215-100
1-05-4215-200
1-05-4220-100
1-05-4220-200
1-05-4230-110
1-05-4235-110
1-05-4235-410
1-05-4235-415
1-05-4235-445
1-05-4235-450
1-05-4236-000
1-05-4270-300
1-05-4300-300
1-05-6000-000
1-05-6200-000
1-05-6300-100
1-05-6300-200
1-05-6300-300
1-05-6300-400
1-05-6300-600
1-05-6300-700
1-05-6400-000
1-05-6500-000
1-05-7000-100

YTD ORIGINAL ADJUSTED
ACTUAL BUDGET ADJUSTMENTS BUDGET PERCENT
2013 2013 2013 REMAINING USED
Salaries $ 585,156 $ 1,608,500 $ 1,023,344 36.38%
Overtime 27,882 61,500 33,618 45.34%
Subtotal (Salaries) $ 613,039 $ 1,670,000 $ 1,056,961 36.71%
Payroll Taxes 51,836 128,000 76,164 40.50%
Health Insurance 147,520 378,500 230,980 38.97%
PERS 117,335 307,000 189,665 38.22%
Subtotal (Benefits) $ 316691 $ 813,500 $ - $ 496,809 38.93%
Total Personnel Expenses $ 929,730 $ 2,483,500 $ - $ 1,520,152 37.44%
Staff Travel $ 81 $ 8,000 $ 7,919 1.01%
Staff Conferences & Seminars - 9,500 9,500 0.00%
Training - Lab Equipment - 4,500 4,500 0.00%
Training - SCADA Network - 9,000
Contracted Services 61,551 59,000 (2,551) 104.32%
Permits 6,123 45,000 38,877 13.61%
Natural Gas - Wells & Boosters 54,395 160,000 105,605 34.00%
Natural Gas - WTP 2,006 3,000 994 66.88%
Electricity - Wells & Boosters 426,941 1,285,000 858,059 33.22%
Electricity - WTP 44,754 125,000 80,246 35.80%
Maint. & Rep. - Office Equipment 147 500 353 29.49%
Maint. & Rep. Operations - Equipment 6,451 15,000 8,549 43.01%
Maint. & Rep. Operations - Shop Bldgs 1,400 6,000 4,600 23.34%
Maint. & Rep. Operations - Facilities 23,202 38,000 14,798 61.06%
Maint. & Rep. Operations - Telemetry 2,053 2,250 197 91.25%
Maint. & Rep. Operations - Hypo Generator 9,411 10,000 589 94.11%
Palmdale Lake Management 1,163 15,000 13,837 7.75%
Telecommunication - Other 1,136 2,750 1,614 0.00%
Testing - Edison - 9,000 9,000 16.14%
Waste Disposal 1,453 22,000 20,547 21.51%
Uniforms 4,731 10,000 5,269 39.28%
Supplies - Misc. 3,928 15,000 11,072 11.26%
Supplies - Hypo Generator 1,689 6,750 5,061 9.32%
Supplies - Electrical 629 3,500 2,871 0.00%
Supplies - Telemetry - 7,500 7,500 222.62%
Supplies - Lab 16,697 35,000 18,303 226.79%
Outside Lab Work 79,378 60,000 (19,378) 2.80%
Tools 1,682 6,500 4,818
Chemicals 169,688 485,000 315,312 0.04%
Leases -Equipment 209 3,000 2,791
Subtotal Operating Expenses $ 920,898 $ 2,460,750 $ - $ 1,530,852 37.42%
Total Departmental Expenses $ 1,850,628 $ 4,944250 $ - $ 3,051,004 37.43%

Prepared 7/1/2013 4:48 PM
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Palmdale Water District
2013 Finance Budget
For the Five Months Ending Friday, May 31, 2013

YTD ORIGINAL ADJUSTED
ACTUAL BUDGET ADJUSTMENTS BUDGET PERCENT
2013 2013 2013 REMAINING USED

Personnel Budget:
1-06-4000-000 Salaries $ 569,937 $ 1,482,000 $ 912,063 38.46%
1-06-4000-100 Overtime 14,278 20,000 5,722 71.39%
Subtotal (Salaries) $ 584,216 $ 1,502,000 $ 917,784 38.90%

Employee Benefits
1-06-4005-000 Payroll Taxes 50,354 115,000.00 333,396 13.12%
1-06-4010-000 Health Insurance 139,615 383,750 142,885 49.42%
1-06-4015-000 PERS 118,511 282,500 547,739 17.79%
Subtotal (Benefits) $ 308481 $ 666,250 $ - $ 1,024,019 46.30%
Total Personnel Expenses $ 892696 $ 2,168,250 $ - $ 1,936,082 41.17%

OPERATING EXPENSES:

1-06-4050-000 Staff Travel $ 123 § 250 128 49.00%
1-06-4060-000 Staff Conferences & Seminars 495 1,000 505 49.50%
1-06-4155-300 Contracted Services 2,228 10,000 7,772 22.28%
1-06-4155-100 Contracted Services - Infosend 77,775 205,000 127,225 37.94%
1-06-4165-000 Memberships/Subscriptions - 500 500 0.00%
1-06-4230-110 Maintenance & Repair - Office Equipment - 1,000 1,000 0.00%
1-06-4235-440 Maint. & Rep. Operations - Large Meters 5,561 10,000 4,439 55.61%
1-06-4235-470 Maint. & Rep. Operations - Meter Exchanges 58,946 175,000 116,054 33.68%
1-06-4250-000 General Material & Supplies 3,964 4,000 36 99.11%
1-06-4260-000 Business Forms 4,207 10,000 5,793 42.07%
1-06-4270-100 Telecommunication - Office 4,416 30,000 25,584 14.72%
1-06-4270-200 Telecommunication - Cellular Stipend 5,835 17,000 11,165 34.32%
1-06-4270-300 Telecommunication - Cellular 213 3,000 2,787 7.11%
1-06-4300-200 Testing - Large Meter Testing 2,985 21,500 18,515 13.88%
1-06-7000-100 Leases - Equipment 1,197 3,000 1,803 39.89%
Subtotal Operating Expenses $ 167,945 $ 491250 $ - $ 323305 34.19%
Total Departmental Expenses $ 1,060,641 $ 2,659,500 $ - $ 2,259,387 39.88%

Prepared 7/1/2013 4:48 PM
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Palmdale Water District
2013 Water Conservation Budget
For the Five Months Ending Friday, May 31, 2013

YTD ORIGINAL

ADJUSTED

ACTUAL BUDGET ADJUSTMENTS BUDGET PERCENT

2013

REMAINING USED

$ 94,128 38.48%
389  61.10%

$ 94517 3863%

6,749 42.56%
12,920 43.21%
16,790  42.60%

$ 36,460 42.81%

$ 130,588  39.85%

$ 1,000 0.00%
402  59.80%

799  20.05%

291 70.86%
4110 17.79%
3,000 0.00%

3,882  22.36%

$ 13485 16.79%

2013 2013
Personnel Budget:
1-07-4000-000 Salaries $ 58,872 $ 153,000
1-07-4000-100 Overtime 611 1,000
Subtotal (Salaries) $ 59,483 $ 154,000
Employee Benefits
1-07-4005-000 Payroll Taxes 5,001 11,750
1-07-4010-000 Health Insurance 9,830 22,750
1-07-4015-000 PERS 12,460 29,250
Subtotal (Benefits) $ 27290 $ 63750 $
Total Personnel Expenses $ 86,773 $ 217750 $
OPERATING EXPENSES:
1-07-4050-000 Staff Travel 3 - % 1,000
1-07-4060-000 Staff Conferences & Seminars 598 1,000
1-07-4190-300 Public Relations - Landscape Workshop/Training 201 1,000
1-07-4190-400 Public Relations - Contests 709 1,000
1-07-4190-500 Public Relations - Education Programs 890 5,000
1-07-4190-700 Public Relations -General Media - 3,000
1-07-4190-900 Public Relations - Other 180 5,000
1-07-6300-100 Supplies - Misc. 1,118 5,000
Subtotal Operating Expenses $ 3695 $ 22000 $
Total Departmental Expenses $ 90468 §$ 239,750 $

$ 144,073  37.73%

Prepared 7/1/2013 4:48 PM
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Palmdale Water District
2013 Human Resources Budget
For the Five Months Ending Friday, May 31, 2013

YTD ORIGINAL

ADJUSTED

ACTUAL BUDGET ADJUSTMENTS BUDGET PERCENT

2013 REMAINING USED

$ 48,325 42.47%

3,771 41.99%
18,000 0.00%
16,000 0.00%

- $ 37,771 6.74%

- $ 86,096 30.85%

$ 500  0.00%
500  0.00%
(8,370)
1,783  40.55%
1,080  28.00%
379  89.18%
1,000  0.00%
35,577  6.38%
1,000  0.00%
1,151  28.06%
1,000  0.00%
31,770  5.16%

- $ 67,370 20.83%

2013 2013
Personnel Budget:
1-08-4000-000 Salaries $ 35675 $ 84,000
Employee Benefits
1-08-4005-000 Payroll Taxes 2,729 6,500
1-08-4010-000 Health Insurance - 18,000
1-08-4015-000 PERS - 16,000
Subtotal (Benefits) $ 2729 $ 40500 $
Total Personnel Expenses $ 38404 $ 124,500 $
OPERATING EXPENSES:
1-08-4050-000 Staff Travel I $ -3 500
1-08-4060-000 Staff Conferences & Seminars - 500
1-08-4090-000 Temporary Staffing 8,370 -
1-08-4095-000 Employee Recruitment 1,217 3,000
1-08-4100-000 Employee Retention 420 1,500
1-08-4105-000 Employee Relations 3,121 3,500
1-08-4110-000 Consultants - 1,000
1-08-4120-100 Training-Safety Consultants 2,423 38,000
1-08-4121-000 Safety Program - 1,000
1-08-4165-000 Membership/Subscriptions 449 1,600
1-08-4165-100 HR/Safety Publications - 1,000
1-08-6300-500 Supplies - Safety 1,730 33,500
Subtotal Operating Expenses $ 17,730 $ 85100 $
Total Departmental Expenses $ 56,133 $ 209,600 3%

- $ 153467 26.78%

Prepared 7/1/2013 4:48 PM

Page 21



Palmdale Water District
2013 Information Technology Budget
For the Five Months Ending Friday, May 31, 2013

YTD ORIGINAL ADJUSTED
ACTUAL BUDGET ADJUSTMENTS BUDGET PERCENT
2013 2013 2013 REMAINING USED
Personnel Budget:
1-09-4000-000 Salaries $ 81,336 $ 204,000 $ 122,664 39.87%
1-09-4000-100 Overtime 1,504 2,500 996 60.17%
Subtotal (Salaries) $ 82840 $ 206,500 $ 123,660 40.12%
Employee Benefits
1-09-4005-000 Payroll Taxes 6,987 16,000 9,013 43.67%
1-09-4010-000 Health Insurance 17,343 41,250 23,907 42.04%
1-09-4015-000 PERS 16,617 39,250 22,633 42.34%
Subtotal (Benefits) $ 40947 § 96500 $ - $§ 55553 42.43%
Total Personnel Expenses $ 123,787 $ 303,000 $ - $ 178,217 40.85%
OPERATING EXPENSES:
1-09-4050-000 Staff Travel $ 115 §$ 3,000 2,885 3.83%
1-09-4060-000 Staff Conferences & Seminars 11,088 15,000 3,912 73.92%
1-09-4155-300 Contracted Services - Computer Vendors 56,448 108,000 51,552 52.27%
1-09-4165-000 Memberships/Subscriptions - 500 500 0.00%
1-09-8000-100 Computer Equipment - Computers 4719 45,000 40,281 10.49%
1-09-8000-200 Computer Equipment - Laptops - 10,000 10,000 0.00%
1-09-8000-300 Computer Equipment - Monitors - 2,000 2,000 0.00%
1-09-8000-400 Computer Equipment - Printers 12 2,500 2,488 0.48%
1-09-8000-500 Computer Equipment - Toner Cartridges 582 3,000 2,418 19.40%
1-09-8000-600 Computer Equipment - Other 3,308 35,000 31,692 9.45%
1-09-8100-100 Computer Software - Maint. and Support 6,059 70,000 63,941 8.66%
1-09-8100-140 Computer Software - Starnik 39,500 86,000
1-09-8100-150 Computer Software - Cogsdale Maint and Support 26,790 30,000 3,210 89.30%
1-09-8100-200 Computer Software - Software and Upgrades 2,311 15,000 12,689 15.40%
Subtotal Operating Expenses $ 150,931 $ 425000 $ - $ 227,569 35.51%
Total Departmental Expenses $ 274718 $ 728,000 $ - $ 405,786 37.74%

Prepared 7/1/2013 4:48 PM
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AGENDA ITEM NO. 4.5

PALMDALE WATER DISTRICT
BOARD MEMORANDUM

DATE: July 2, 2013 July 10, 2013
TO: FINANCE COMMITTEE Finance Committee Meeting
FROM: Mr. Michael Williams, Finance Manager

VIA: Mr. Dennis D. LaMoreaux, General Manager

RE: AGENDA ITEM NO. 45 - DISCUSSION AND OVERVIEW OF

RESERVE POLICY

The following items are attached to assist the Committee with its overview of the
District’s Reserve Policy:

1) Resolution No. 09-03 “Palmdale Water District’s Reserve Policy” adopted March
11, 2009;

2) Resolution No. 05-9 “Resolution of the Board of Directors of the Palmdale Water
District Setting Restrictions on Specified District Funds” adopted November 21,
2005;

3) Sample Reserve Policies from Helix Water District, Marina Coast Water District,
and Nevada Irrigation District;

4) Reserve Policy survey results through CSMFO dated September 30, 2011; and

5) California Special Districts Association “Special District Reserve Guidelines.”




RESCLUTION NO. 03-03
PALMDALE WATER DISTRICT’S RESERVE POLICY

WHEREAS, the Board of Directors wants to ensure that the District will at all times have

sufficient funding available to meet its operating, capital and debt service cost
oblizations.

WHEREAS, the Board of Directors recognizes the need to establish the finances

necessary to secure additional water supply for the benefit of existing and future
customers.

WHEREAS, the Board of Directors is establishing sound financial policies to promote
favorable bond ratings in capital markets so that municipal bonds can be used for the
future financing of projects.

WHEREAS, the Board of Directors need 1o include requirements ;mposed by law for the
handling of developer related fees,

WHEREAS, the Board of Directors wants financial planning to address the planned
needs for capital projects and equipment purchases.

WHEREAS, the Board of Directors wants to charge existing customers a fair share of the
cost for the future replacement of facilities that are used to provide them service.

WHEREAS, the Bowrd of Directors wants some reserve for unanticipated and
unforeseeable expenses.

WHEREAS, the Bowd of Directors wants to avoid significant rate fluctuations in the
future.

WHEREAS, the Board of Directors recognizes a nesd for long term strategic financial
policies.

WHEREAS, this action rescinds Resolution No.'s 05-9 and 08-31 and establishes the
Palmdale Water District Reserve Policy as follows:

Legally Restricted Reserves:

The Water Facilities Connection Fees and Water Supply Connection Fees are subject 10
the requirements of the Mitigation Fee Act (AB 1600). The funds may net be used
support ongoing operations of the District. The District is legally reguired to account for
these funds separately. An annual report is required to show balance forward, fees
collected. income eamned, expenditures, and future commitments. All funds collected

must be committed or expended within five vears of being collected or they must be
refunded.



1. Water Facilities Connection Fees:

PWD will maintain a connection fee account with funds collected from developers to
pay for the new facilities necessary to deliver water service 10 newly developed
property. These fees are for offsite improvements such as the development's fair
share cost of wells, reservoirs, transmission mains, treatment plant capacity, and other
necessary facilities, The fees are collected at rates established by the Board of
Directors based upon specific engineering studies. The rates charged ase based on a
project’s equivalent capacity unit (ECU) basis. These funds are restricted to the
design and construction of capiial facilities for water delivery.

2. Water Supply Counnection Fees:

PWD will maintain a connection fee account with funds collected from developers to
pay for developing additional sources of water needed to support the water demands
of new development. The District will use the funds to pursue a variety of supply
sources including projects that produce additional imported water, water transfers,
recycled water, conservation, groundwater rights, water banking, or any other project
that increases water supply.

3. Debt Service Reserve Funds:

This fund is governed by tegal bond covenants for the District’s revenue bonds. Bond
covenants require that this fund be maintained at a level sufficient to fund maximum
annual debt service payments, These funds are held by the bond trustee during the
term of the bonds and are to be used in the event that the District is unable to meet its
required semni-annual debt service obligation. Reserve funds for each revenue bond
issue will be used w0 make the last two semi-annual debt service payments for that
issue. Annual interest eamings on bond reserve funds shall be applied w each year's
debt service payments. Reserve funds related to state revolving fund loans shall be
treated identically 1o revenue bond reserve funds as these loans are contractually
defined as parity debt to the District’s senior fien bonds.

As part of the 1998 bond documents, the District purchased insurance to secure an
improved interest rate for the bonds. The insurance company wias required to
maintain a financial reserve to meet the fender’s requirements. The municipal bond
market was affected by the subprime morigage crisis. During the crisis, our monoline
insurer (FGIC) incurred heavy losses and consequently the credit rating of the insurer
was downgraded. As a result, the District is required to maintain a reserve in lieu of
insurance equivalent to the annual principal and interest of the bonds.

4. Dam Self Insurance:

The District has set aside $5 million for self-insurance of the Littlerock Dam as part
of the 1998 Bond Documents. If the 1998 COP issue is refinanced, this reserve will

be eliminated and the moneys will be available to the Board ss an unrestricted
reserve,

=]



Board Restricted Funds:
Board designated funds are set 1o accomplish systematic and strategic goals or provide
for prudent management of operations. The Board of Directors has complete discretion in

the management and designation of self adopted funds. Such funds can be modified,
transferred, or altered by Board action.

3. Rate Stabilization Fund:

This fund is governed by legal bond covenants for the District’s revenue bonds. The
purpose of the fund is to assist in smoothing rates to pay PWD debt service and to
assure that minimum debt service coverage ratios required by the District’s bond
covenants would be met in the future, Funds deposited into this reserve are treated as
operating revenues in the year of deposit and will be treated as such in years of use
for the purposes of computing the District’s debt service coverage ratio.

This fund is applied in the five-year financial plan and annual rate model along with
other reserve funds to smooth future rate increases. This fund provides a buffer
should revenue estimates in any year not meet projections. The Rate Stabilization
Fund will be drawn down 1o smooth rate increases. Specifically, they will be applied
in any year where other revenues are not sufficient to meet the required debt service
coverage ratio. They will also be applied if meeting only minimum coverage levels
could result in the District’s bond ratings being downgraded.

6. Q&M Operating Reserve:

The O&M Operating Reserve will vary over time with a goal of maintaining three
months average operating expenses excluding depreciation. This reserve is considered
& working cash requirement. It bridges the gap between the time expenses are paid
and the time revenues from the same service are collected from customers.

7. Supplemental Water Supply Fund:

To ensure water supply reliability, an additional water supply of at least 8,000 acre-
feet is to be obrained for existing customers. This increase is necessary due to the
decreased reliability of the State Water Project {63% reliability) and to offset supply
fosses related to restrictions on groundwater pumping in the Antelope Valley. Water
rates will be set at a sufficient level to pay for the added water supply assuming a cost
of $3.500 per acre-foot plus financing costs to be paid through bond financing.
Annual payments are estimated at $2.25 million for $28 million in principal repaid at
3% over 20 vears. The funds can be used on any project that develops new supply,
conserves existing supplies, or reuses water.

8. Asset Replacement Fund:

This fund pays for the replacement of existing facilities and equipment as it reaches
the end of its useful life or for major repairs that extend the useful life of facilities.



The 2009 budget shows depreciation of $3.1 million for the vear, The policy is to
“fund depreciation” at 100% beginning in 2009.

9. Conservation Program Fund:

This fund is set aside for conservation programs or programs that develop new water
supply. The fund may pay for rebates, design, construction, equipment, or program
related operating costs. It will be funded from “penalty tiers” by the incremental
variable amounts charged customers for water use above their base allocation.

10. Water Qualify Service Fee:

This fee pays for water quality improvements including ongoing operating costs of
granular activated carbon (GAC) and water quality efforts including operating
expenses, studies, design. and construction.

1i. Unrestricted Reserves:

Unrestricted reserves represent a remainder balance of cash that is not yet designared
for some use by the Board of Directors.

NOW, THEREFORE. BE IT RESOLVED by the Board of Directors of the Palmdale
Water District as foliows:

The Palmdale Water District Reserve Policy is hereby approved retroactive 1o December
2008, and the General Manager is directed to follow this Reserve Policy in managing
available funds and investments of the District. Each fiscal year budget will report on the

status of the reserve over the previous vear and budget for proposed sources and uses for
each reserve.

PASSED AND ADOPTED by the Board of Directors of the Palmdale Water District at a
regular meeting held on this 11™ day of March. 2009 by the following vote:

Ayes: Jeff Storm, David Gomez, Linda Godin, Richard Wells, Raul Figueroa
Noes: None

Absent; None
Abstain: None

[ =
A
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President, Board of Directors
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Secretary. Board of Directors
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RESOLUTION NO. 05-9
RESOLUTION OF THE BOARD OF DIRECTORS
OF THE PALMDALE WATER DISTRICT
SETTING RESTRICTIONS ON SPECIFIED DISTRICT FUNDS

WHEREAS, the cumrent law imposes upon the District a substantial nurnber of
regulations relating to its development, production, transmission and distibution of
water; and

WHEREAS, compliance with the mandates requires appropriation of District
funds; and

WHEREAS, the District currently has funds to be used for such purposes but has
not specifically restricted the use of the funds; and

WHEREAS, revised government accounting rules require the proper
classification of net assets,

NOW, THEREFORE, the Board of Directors determines that it is ir the best
interest of the District and its inhabitants to establish the following funds described
further in the attached definitions as restricted funds of the District:

Rate Stabilization Fund

(10% of prior year Water Revenues): $1.560,000
Operations and Maintenance Reserve

(25% of prior year O & M for emergencies): 53,446,000

(25% of prior year O & M for operations): 53,446,000
Capital Improvement Working Fund

{Double Estimated CIF for 2006): 54,000,000
Emergency Repair Working Fund

(5% of prior net Capital Assets): $3,386.000
Littlerock Dam Self Insurance: $5,000,000
Paimdale Dam Self Insurance: $5.000.000

$25.838.000

FURTHER RESOLVED, that the Financial Committee of the District is directed
1o designate the foregoing net assets as restricted,

RESOLVED FURTHER, that the General Manager is hereby authorized and
directed to take such other and further action as necessary to carry out the purposes of
this Resolution.

President

ATTEST: , .,

ey rd
B e R W 2 B 4

“Ceeretar
ecretary /

L
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Palmdale Water District
Restricted Funds Policy

Restricted Reserves

Rate Stabilization Fund

The Rate Stabilization fund would operate as a buffer to the assessment rate
during periods where there are unexpected increases in operating costs or
decreases in revenues. This fund would absorb these types of fluctuations and
help stabilize the assessment rate.

This fund would change annually based on 10% of prior years water revenues.

QOperations and Maintenance Reserve
The Operating Fund is used to pay for all operating expenses, including repairs
and mainienance.

This fund would be split between two components the first being 25% of prior
years O & M for operating needs and 25% of prior years O & M for
emergencies,

Capital improvement Working Fund

This fund, based on double the estimated capital improvement funds expecied o
be received the following year, reserves the amounts expected to be disbursed
on capital improvements which have historically exceaded the funds received.

Emergency Repair Working Fund

This fund is provided for District needs in the event of natural or catastrophic
disasters to cover emergency repairs and purchase any replacement pipes and
other items.

This fund will fluctuate based on 5% of prior year net capital asets.

Littlerock DPam and Palmdale Dam Self Insurance
The District has been required to restrict five million for the Littlerock Dam as part
of the 1998 Bond Documents.

A similar amount is suggested, although not required, for the Palmdale Dam to
cover the initial costs of repair or replacement in the event of a natural or
catastrophic disaster.



Helix Water District

RESERVE FUND GUIDELINES
2010

Background

Helix Water District’s (District) total operating and capital costs will exceed one billion
dollars over the next twenty years. For this reason, District financial policies must be
closely considered in order to guarantee that the District can meet the future financial
requirements of customer demand and system reliability for the District’s 2030
population. A key part of the District’s financial preparedness rests on sound reserve
guidelines.

Helix, as an irrigation district, operates as a single enterprise, with a single enterprise
fund. The District refers to “reserves” as all cash and investments belonging to the
District’s fund at any given time—also called working capital.

This fund is divided into the following categories:

Unallocated Reserve Funds — funds for future operations and PAYGO capital needs
Allocated Reserve Funds — funds used in current operations

Designated Reserve Funds — funds designated for special purposes and projects

Restricted Reserve Funds - legally restricted bond covenant funds

Reserve Guidelines

Adequate designations of reserves--funds set aside for various legitimate purposes--are
critical to the successful and stable, short and long-term operation of the District.

Adequate reserves for District operations ensure that customers experience both stable
rates for service and the security that the District can respond to emergencies, especially
regarding water quality issues. Adequate reserves ensure that the District will at all times
have sufficient funding available to meet its operating, capital and debt service cost
obligations, together with future debt or capital obligations, as well as any unfunded
mandates, including costly regulatory requirements.

The District manages its working capital in a manner that allows the District to fund costs
consistent with its annually updated Ten-Year Capital Improvement Program and Five-
Year Financial Plan, and that avoids significant rate fluctuations due to changes in cash
flow requirements.
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The ability of the District to maintain reserve funds is a critical factor in providing
reliable service, mitigating rate increases, and ensuring overall financial strength.

Adequate reserves directly affect the District’s bond rating and ultimately the ability to
access debt markets at favorable interest rates, thereby ensuring the ability to finance and

construct the infrastructure necessary to renew existing systems and expand service levels
to meet future needs.

Annually, during the budget adoption process, the District’s Board of Directors (Board)
approves the appropriate levels and uses for reserve funds based upon the needs of the
District’s customers.

UNALLOCATED RESERVE FUNDS

Operating Funds - “General Fund”

The purpose of the Operating Fund, commonly termed the “General Fund,” is to provide
working capital for the annual PAYGO Capital Improvement Program, planning for the
Ten-Year Capital Improvement Program and for bond coverage. The General Fund also
provides the working capital to fund day-to-day operations and water purchases, as well
as unforeseen emergency repairs to the District’s infrastructure. Its funds enable the
District to maintain a policy of minimal orderly rate increases, usually at or below
inflation, consistent with the Board’s rate setting policy.

District reserve guidelines are to maintain the General Fund at a level prescribed in the
annual Five-Year Projection. The General Fund will be tar%eted to maintain a reserve
equivalent of ten percent of net operating revenues in the 5 year of the financial
projection. Water rates are set annually to achieve this targeted minimum ending
balance; however, it is acknowledged that fund balances will fluctuate from month to
month. Since water rates are set once a year, the ten percent goal in the 5™ year serves as
both a minimum and maximum figure and leads to smooth rate changes.

ALLOCATED RESERVE FUNDS

The allocated funds represent the District’s payments promised under current operations.
These funds cover invoices received by the District, contractual payments, or capital
projects that have been appropriated by the Board. These funds are also adjusted for
water revenues that have been recorded but are pending collection from customers.
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DESIGNATED RESERVE FUNDS

These designated funds, combined with working capital, will be drawn down over time
and replenished annually according to the specific need for which each fund is intended.

The designated funds which are reviewed annually in each vear’s water rate calculation
as part of the Five-Year Financial Projection currently include but are not limited to:

Rate Stabilization Reserve Fund

Capital Reserve Fund

Friedgen Scholarship Fund

PERS Reserve Fund

OPEB Reserve Fund

Arbitrage Reserve Fund

Lake Jennings Recreation Reserve Fund
Building Maintenance Reserve Fund
Capacity Fee Reserve Fund

Use of these funds is redirected by the Board as the needs of the District change, and

when the fund’s special needs are met, the fund balances are transferred to the General
Fund.

The fund levels are monitored during budget preparation, during water rate setting, and
when a major change in conditions threatens the reserve levels established within these
guidelines, Target levels for designated reserves should not exceed the actual needs of the
reserve. Staff monitors reserve levels which are not at targeted levels, and/or identifies
courses of action to bring reserve levels within desired levels. The balance of reserve
funds is important for Board consideration and do have an influence on available
resources and rates.

Rate Stabilization Reserve Fund

The purpose of the Rate Stabilization Reserve Fund is to provide funds for the
incremental and orderly adjustment of the annual water rate, so as to offset large
increases in rates from extraordinary circumstances (drought, lawsuits, or other
unbudgeted occurrences). Gradual and small increases in rates enable customers to
budget for future years and not be overwhelmed by unusual increases that can result from
unexpected environmental and economic changes. Decreases in the rate stabilization
reserve balance make the District more vulnerable to risk and the Board determines the
level of risk that is desirable.

The Rate Stabilization Reserve Fund is also used to assure that minimum debt service
coverage ratios required by the District’s bond covenants will be met throughout the term
of the District’s debt obligation. The funds will be applied in any year when other
revenues are not sufficient to meet the required debt service coverage ratio of 1.20. The
funds may also be applied if meeting only minimum coverage levels could result in the
District’s bond ratings being downgraded.



The Rate Stabilization Reserve Fund will be maintained at a target balance that is
between 5% and 10% of water billing revenue. The fund may be replenished annually
from unallocated reserves to a target maximum of 10% of revenue, Any excess can be
returned to the General Fund or other designated reserves, prior to the end of each fiscal
year.

The Rate Stabilization Reserve Fund is a critical management tool to provide funds
necessary to maintain a smooth water rate pattern over a long period of time.

Capital Reserve Fund

The purpose of this fund is to hold funds that are intended for general use on Capital
projects. The funds come from contributions from other agencies or from funds that
were budgeted on capital projects in prior years but unspent. This fund is spent directly
on capital expenditures over the current or future year’s normal “PAYGO” budget and is
not held in reserve for any other purpose.

This Capital Reserve Fund is drawn down annually as planned capital expenditures above
normal PAYGO amounts are made. At the end of each fiscal year, any unspent budgeted
Capital PAYGO will be reallocated to this fund and will be used in the following year’s
Capital Budget. Annual replenishment is reported to the Board as part of preliminary and
final budget approvals.

Currently, this fund is providing an accumulation of funds to be applied to the master
planned Cast-Iron Pipeline Replacement Project, an $83 million project planned overa
fourteen-year period for the removal of approximately 355,000 feet of cast-iron pipe
remaining in the District’s distribution system. The contributions from the San Diego

County Water Authority, grants, and other appropriate revenue sources will be set aside
in this fund.

Friedgen Scholarship Fund

The purpose of this fund is to provide funds to award the annual Robert Friedgen
Scholarship of $1,000. The fund is increased by any interest earned on an annual basis.
The minimum amount maintained in the fund is $20,300, which represents the amount of
the original fund donation.

PERS Reserve Fund

The purpose of the PERS designated reserve is to set aside funds to cover future
amortized unfunded liability costs that exceed budgeted funds. This fund may be
replenished as needed from unallocated reserves when the District must adjust spending
to cover projected actuarial costs that have changed due to a change in District PERS
rates resulting from investment losses, increased retirements, or the availability of surplus
funds (i.e. superfund status).
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OPEB Reserve Fund

The purpose of this designated reserve fund is to provide “savings™ for the future costs of
the District’s Other Post Employment Benefits (OPEB) in accordance with GASB 45,
namely retirement health costs that are earned by employees and paid during the
employees’ retirement. The fund may be increased by each year’s actuarially determined
Annual Required Contribution (ARC) and not to exceed the Actuarial Accrued Liability
of the OPEB costs. Ultimately this fund may be transferred to a trust fund controlled by a
trustee outside of the District in order to comply with GASB 45.

Arbitrage Reserve Fund

The purpose of this designated reserve is to set aside funds each year in order to pay
required arbitrage fees on interest earned on the District’s 2009 Revenue Bonds. The
arbitrage fees are calculated and paid once every five years.

Lake Jennings Recreation Reserve Fund

The purpose of this fund is to receive net revenue from the Lake Jennings Recreation
Program operations less amortized capital expenditures made since 2005. The fund will
only be used for Lake Jennings recreation facility improvements.

Building Maintenance Reserve Fund

The purpose of this designated reserve is to set aside funds each year in order to pay for
building maintenance projects in future years. Each year an amount will be added to the
annual budget to set aside in this fund and accumulated with future years’ allocations.
This reserve will be funded and used in accordance with each department’s Building
Maintenance Plan.

Capacity Fee Reserve Fund

The purpose of this designated reserve is to set aside funds collected each year from the
District’s Capacity Fees. The District started collecting Capacity Fees on July 1, 2009,
The Buy-In Capacity Fees must be spent on future projects to maintain the District’s
current water distribution system, The New Water Capacity Fees must be spent on future
projects that develop new sources of water supplies.

Other Project Specific Capital Funds

If contributions or general funds are earmarked to a specific project, these new reserve

funds can be established. The accumulation of funds will come from sources that have
been deemed specific to the project. The fund will only be used for the specific project
and the fund balance will not exceed the total estimated project cost.

RESTRICTED RESERVE FUNDS
Debt Service Reserve Fund — 2009 Revenue Bonds

The Debt Service Reserve Fund includes legally restricted funds for bond reserves and
holds the reserve requirements for the 2009 Revenue Bonds. This fund is governed by
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legal bond covenants which require that the fund be maintained at a level sufficient to
fund maximum annual debt service payments. These funds are held by the bond trustee
during the term of the bonds and are to be used in the event that the District is unable to
meet its required semi-annual debt service payment obligation. Absent such an
emergency, reserve funds will be used to make the last two semi-annual debt service
payments.

Industry benchmarking states that debt to gross revenues should remain under 8%.
However, the Board may determine a debt service cap that will be a higher percentage
based on needs of the District. Current debt service is $1,907,000, or 3% of gross
revenues.

Debt issues are used for capital projects which cannot be funded on a PAYGO basis.
Long-term debt is not used to fund current operating costs. Debt issues are limited to the
amount needed for specific capital projects, do not exceed the useful life of the project,
and do not exceed an amount that can be supported by the existing and projected revermue
base.

Summary

The reserve fund guidelines state that designated reserves will be maintained to allow for
funding of the District’s operating, capital, and debt service obligations, as well as
funding for unforeseen events. Reserves will be established, replenished, and used only
in a manner which allows the District to fund costs consistent with the Capital
Improvement Program, Five-Year Financial Projection, and other Board adopted master
plans, and in a manner that requires minimal annual adjustment to water rates (i.e. “low
and smooth™). The District’s Reserve Fund Guidelines are annually reviewed and
adjusted to meet the needs of the District’s customers.
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MARINA COAST WATER DISTRICT
RESERVE FUND POLICY - 2009

Purpose of Reserve Policy
Adequate designations of reserves--funds set aside for various legitimate purposes--are critical to
the successful and stable, short and long-term operation of the Marina Coast Water District.

Adequate reserves for District operations ensure that customers experience both stable rates for
service and the security that the District can respond to emergencies, especially regarding water
and wastewater quality issues. Adequate reserves ensure that the District will at all times have
sufficient funding available to meet its operating, capital and debt service cost obligations,
together with future debt or capital obligations, as well as any unfunded mandates, including
costly regulatory requirements.

The District manages its working capital in a manner that allows the District to fund costs
consistent with its annually updated five year capital improvement program and five year rate
study financial plan, and that avoids significant rate fluctuations due to changes in cash flow
requirements. The ability of the Marina Coast Water District to maintain reserve funds is a
critical factor in providing reliable service, mitigating rate increases, and ensuring overall
financial strength.

Adequate reserves directly affect the District’s bond rating and ultimately the ability to access
debt markets at favorable interest rates, thereby ensuring the ability to finance and construct the

infrastructure necessary to renew existing systems and expand service levels to meet future
needs.

Annually during the budget adoption process, the Marina Coast Water District Board approves
the appropriate levels and uses for reserve funds based upon the needs of the District.

Legally Restricted Reserves

Capital Reserve Fund

The purpose of this fund is to hold funds that are intended for general use on Capital projects.
The funds come from contributions from other agencies or from funds that were budgeted on
capital projects in prior years but unspent. This fund is spent directly on capital expenditures

over the current or future year’s normal capital budget and is not held in reserve for some other
purpose.

Included in this fund is also the connection fee with funds collected from developers to pay for
the new facilities necessary to deliver water and wastewater service to newly developed
property. These fees are for offsite improvements such as the development's fair share cost of
wells, reservoirs, transmission mains, treatment plant capacity, wastewater facilities and other
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necessary facilities. The fees are collected at rates established by the Board of Directors based
upon specific financial rate studies. The rates charged are based on a project's equivalent
dwelling unit (EDU) basis. These funds are restricted to the design and construction of capital
facilities for water and wastewater delivery.

This Capital Reserve Fund is drawn down annually as planned capital expenditures amounts are
made. At the end of each fiscal vear any unspent budgeted capital amount will be reallocated to
this fund and will be used in the following year’s capital budget. Annual replenishment is
reported to the Board of Directors as part of preliminary and final budget approvals.

Debt Service Reserve Fund

This fund is governed by legal bond covenants for the District's revenue bonds. Bond covenants
require that this fund be maintained at a level sufficient to fund maximum annual debt service
payments. These funds are held by the bond trustee during the term of the bonds and are to be
used in the event that the District is unable to meet its required semi-annual debt service
obligation. Reserve funds for each revenue bond issue will be used to make the last two semi-
annual debt service payments for that issue. Annual interest earnings on bond reserve funds shall
be applied to each year's debt service payments. Any reserve funds related to state revolving
fund loans shall be treated identically to revenue bond reserve funds as these loans are
contractually defined as parity debt to the District's senior lien bonds.

Board Restricted Funds

Rate Stabilization Fund

This fund is governed by legal bond covenants for the District's revenue bonds. The purpose of
the fund is to assist in smoothing rates to pay MCWD debt service and to assure that minimum
debt service coverage ratios required by the District's bond covenants would be met in the future.
Funds deposited into this reserve are treated as operating revenues in the year of deposit and will
be treated as such in years of use for the purposes of computing the District's debt service
coverage ratio.

This fund is applied in the five-year financial plan and annual rate model along with other
reserve funds to smooth future rate increases. This fund will provide a buffer should revenue
estimates in any year not meet projections. The Rate Stabilization Fund will be drawn down to
smooth rate increases. Specifically, they will be applied in any year where other revenues are not
sufficient to meet the required debt service coverage ratio. They will also be applied if meeting
only minimum coverage levels could result in the District's bond ratings being downgraded.

O&M Operating Reserve Fund

The O&M Operating Reserve will vary over time with a goal of maintaining six months average
operating expenses excluding depreciation. This reserve is considered a working cash
requirement. It bridges the gap between the time expenses are paid and the time revenues from
the same service are collected from customers.

Capital Replacement Reserve Fund
This fund pays for the replacement of existing facilities and equipment as it reaches the end of its
useful life or for major repairs that extend the useful life of facilities. The purpose of this policy
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is to "fund depreciation" at 100% in future.

Unrestricted Reserves
Unrestricted reserves also termed “General Reserves” represent a remainder balance of cash that
is not yet designated for some use by the Board of Directors.

Summary

The reserve fund policy state that designated reserves will be maintained to allow for funding of
the District’s operating, capital and debt service obligations, as well as funding for unforeseen
events. Reserves will be established, replenished, and used only in a manner which allows the
District to fund costs consistent with the Capital Improvement Plan, Five-Year Financial Plan
and Rate Study, and other Board adopted actions, and in a manner that requires minimal annual
adjustment to water and wastewater rates. The District’s reserve fund policy shall be
periodically reviewed and adjusted to meet the needs of the District.



Resolution No. 2009--XX
Resolution of the Board of Directors
Marina Coast Water District
Adopting the Reserve Fund Policy

June 9, 2009

RESOLVED by the Board of Directors (“Directors™) of the Marina Coast Water District
(“District™), at a regular meeting duly called and held on June 9, 2009 at the business office of
the District, 11 Reservation Road, Marina, California as follows:

WHEREAS, the Board of Directors wants to ensure that the District will at all times have
sufficient funding available to meet its operating, capital and debt service cost obligations; and,

WHEREAS, the Board of Directors recognizes the need to establish the finances
necessary to secure additional water and wastewater supply for the benefit of existing and future
cusiomers; and,

WHEREAS, the Board of Directors is establishing sound financial policies to promote
favorable bond ratings in capital markets so that municipal bonds can be used for the future
financing of projects; and,

WHEREAS, the Board of Directors need to include requirements imposed by law for the
handling of developer related fees; and,

WHEREAS, the Board of Directors wants financial planning to address the planned
needs for capital projects and equipment purchases; and,

WHEREAS, the Board of Directors wants some reserve for unanticipated and
unforeseeable expenses; and,

WHEREAS, the Board of Directors wants to avoid significant rate fluctuations in the
future; and,

WHEREAS, the Board of Directors recognizes a need for long term strategic financial
policies.

NOW, THEREFORE, BE IT RESOLVED AS FOLLOWS;

The Marina Coast Water District Reserve Policy is hereby approved and the General Manager is
directed to follow this Reserve Policy in managing available funds and investments of the
District. Each fiscal year budget will report on the status of the reserve over the previous year
and budget for proposed sources and uses for each reserve,

PASSED AND ADOPTED on June 9, 2009, by the Board of Directors of the Marina Coast
Water District by the following roll call vote:



Ayes:
Noes:

Absent:

Abstained:

ATTEST:

Directors

Directors

Directors

Directors

Jim Heitzman, Secretary

Howard Gustafson, President

CERTIFICATE OF SECRETARY

The undersigned Secretary of the Board of the Marina Coast Water District hereby
certifies that the foregoing is a full, true and correct copy of Resolution No. 2009-XX adopted

June 9, 2009,

Iim Heitzman, Secretary
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for the Regular Meeting of the Board of Directors, August 24, 2011

TO: The Board of Directors P

AN
FROM: Marie G. Owens, Finance Manager/Treasurer C}
DATE: August 17, 2011

SUBJECT: Reserve Definitions and Balances

Finance

RECOMMENDED ACTION: Review and discuss the reserve definitions and balances and

recommend changes.

BACKGROUND: Attached is the District's current reserve definitions and the respective

unaudited balances as of July 31, 2011,

BUDGETARY IMPACT: No budget impact.



NEVADA IRRIGATION DISTRICT TOTAL
SCHEDULE OF RESERVE BALANCES 713112011
WATER
FUND 10
RESERVES DESIGNATE RESTRICTED ITEM

Total Cash Balance {19,366.89)
10150 Investments {Working Capital) 10.407,789.21 1
i825x  Fiscal Agent Cash 58886556 2
18510 Customer Deposits 1,484.22 3
31010 Comgprehensive Insurance Reserve 7.600,000.00 4
32020 Accrued Leave Reserve 2,431,410.80 5
32030 OPERB Reserve 1.908,000.00 6
33010 State D-Grunsky Reserve 120,000.00 7
33080 Voter Apprd Debt Reserve 25,823.56 8
33510 PG&E Contract Par B-15 Reserve 250,000.00 9
34011 Operating, Repair/Replacement Reserve 6,854,314.80 10
34052 Raw Water System Expansion Reserve 2,000,00000 11
34053 Treated System Expansion Reserve 8,675,819.97 12
34080 Watershed Stewardship Reserve 2.695671.03 13
34080 Hydroelectric Relicensing Reserve 3,439,123 .68 14

17,242,737.22  17,874,20561 11,981,793

TOTAL 47,178,736.14

Toft
PAAcels PayablieVinvesiment Repor20) 1UNY JULY 2011 x5



NEVADA IRRIGATION DISTRICT
WORKING CAPITAL & RESERVE ACCOUNTS
Approved 1/13/99, revised 3/28/01, 6/23/04, 10/27/04 and 11/29/06

Preamble: The District desires to maintain a minimum overall reserve target balance of
$40 million, exclusive of restricted reserves. The District recognized it is acceptable to
drop below target levels on a temporary basis, so long as the District takes action to
achieve the targets over the long run.

RESTRICTED RESERVES — WATER:

SYSTEM EXPANSION RESERVE - (Established 12/17/78, Rev. 12/12/79, 3/28/84,
11/13/85, 4/27/88, 1/13/99)

The System Expansion Reserve is established to provide funds for qualifying new projects
and expansion of existing District facilities. Amounts authorized for expenditure shall be
transferred to the Working Capital Fund. The fund shail consist of the following
components.

. Raw Water System - the following monies shall be deposited to this component:

{a) - All acreage fees received from annexations.

{b) - Surplus of the annual budget, up to an annual deposit of $750,000.

(c) - Interest earned from this component.

(d)- A minimum balance of $2,000,000 will be maintained in this reserve for
unanticipated expansion related capital needs.

il.  Treated Water System — All capacity fees received shali be deposited to this
component together with all interest earned from this component. A minimum
balance of $2,000,000 will be maintained in this reserve for unanticipated expansion-
related capital needs.

VOTER APPROVED DEBT SERVICE RESERVE

PG&E CONSOLIDATED CONTRACT = PAR B-15 —~ (Established 11/26/86)

The PG&E Consolidated Contract Reserve Fund shall be established with a minimum of
$250,000 to pay for water purchased from Pacific Gas & Electric Company. This reserve
is a condition of the amendment of paragraph B-15 of Part il of the District's Yuba River
Consolidated Contract. The amendment will deiete the requirement to maintain a
$500,000 credit account currently held by PG&E without interest.

IMPROVEMENT DISTRICTS - loan documents

CUSTOMER DEPOSITS



NEVADA IRRIGATION DISTRICT
WORKING CAPITAL & RESERVE ACCOUNTS
Approved 1/13/99, revised 3/28/01, 6/23/04, 10/27/04 and 11/29/06

DESIGNATED RESERVES — WATER:

ACCRUED LEAVE RESERVE - (Established 12/12/79)

The fund shall be adjusted by the change in the value of the unfunded accrued vacation,
sick leave and compensatory time on record as of the last day of each budget year.
Interest earned on this fund shall be deposited to the Working Capital Fund.

HYDROELECTRIC RELICENSING RESERVE - (Established 12/13/95, Rev 6/23/04,
11/28/06)

Through 2013, up to $500,000 annually shall be transferred from any excess funds
generated in the hydroelectric division to the Hydroelectric Relicensing Reserve after first
funding any deficit in the recreation division (11/29/08). Interest earned shall remain in the
fund.

Funds in the reserve shall be used for relicensing expenses and after July 1, 2013, for any
major replacement or repair of the facilities connected to the hydroelectric plants, at which
time the reserve name will become the Hydroelectric Operating and Capital Reserve.

OPERATING, REPAIR/REPLACEMENT AND RATE STABILIZATION RESERVE
(Established by another name 10/27/04, revised 11/29/06)

OPERATING, REPAIR/REPLACEMENT AND RATE STABILIZATION RESERVE - The
reserve may be used along with rate increases to fund anticipated deficits in the operations
and maintenance portion of the water division providing rate stability to the District's
customers and to fund major non-recurring repairfreplacements as well as unplanned and
unforeseen contingency expenditures. One half (1/2) of the net property taxes estimated
to be received on the land assessed value only, shall be deposited to this fund. Interest
earned on this fund shall be credited to the operations and maintenance portion of the
water division’s budget. The reserve balance should be approximately 25% of budgeted 3-
year average annual operations and maintenance expenditures and $5 million for
emergency capital needs.

WATERSHED STEWARDSHIP RESERVE (Established 1/13/99, revised 11/29/06):
The Watershed Stewardship Reserve shall be used for any expenditure incurred in the

maintenance and improvement of the District's watershed. The reserve shall be funded as
follows:

1. Net revenues from all timber saies residual dollars from the Building Reserve {included
in amount).

2. Interest earned on this fund shall remain in this fund
(11/29/06). Targeted reserve balance is $3,000,000.



NEVADA IRRIGATION DISTRICT
WORKING CAPITAL & RESERVE ACCOUNTS
Approved 1/13/99, revised 3/28/01, 6/23/04, 10/27/04 and 11/29/06

INSURANCE AND CATASTROPHIC OCCURRENCE RESERVE (Established 4/22/09)

To provide fund reserves to help, a) pay for claims in excess of insurance coverage limits,
and b) provide immediate funds in case of a catastrophic occurrence. This reserve should
have a minimum reserve balance of $2,000,000 and a maximum balance of $7,500,000.
Interest earned on this reserve shall remain the reserve until the maximum balance is
achieved. When the balance falls below $5,000,000, each subsequent annual budget
shall contain an appropriation of $250,000 until the maximum balance is achieved.

OTHER POST-EMPLOYMENT BENEFITS (OPEB) LIABILITY RESERVE (Established
4/22109)

To provide fund reserves to cover the cost of retiree benefits other than PERS retirement
including the semi-annual cost of living adjustment for retirees who retired under the
AETNA Plan. The minimum balance in the reserve should be at least equal to the
subsequent year's annual required contribution assuming a 7.75% discount rate, 20-year
amortization plus $100,000.

UNDESIGNATED RESERVES - WATER:

WORKING CAPITAL - (Established 12/12/79, Rev. 3/28/84)

The working capital fund shall consist of Treasurer's Cash, Payroll Fund, Petty Cash
Funds, and any other Impress Cash Funds, which may be established. All receipts and
expenditures shall be processed through this fund.

RESTRICTED RESERVES - HYDRO:

BOND TRUSTEE FUNDS
BOND DEBT SERVICE FUND - loan documents

UNDESIGNATED RESERVES - HYDRO;

WORKING CAPITAL - (Established 12/12/79, Rev. 3/28/84)

The working capital fund shall consist of Treasurer's Cash, Payroll Fund, Petty Cash
Funds, and any other Impress Cash Funds, which may be established. All receipts and
expenditures shall be processed through this fund.



Michael A. Williams

From: members-bounces@csmfo.org on behalf of Elizabeth Ooms-Graziano <ecoms-
graziano@scwater.org>

Sent: Friday, September 30, 2011 4:16 PM

To: members@csmfo.org

Subject: [Members] Reserve Policy Results

Attachments: RE: Reserve Policies; RE; Reserve Policies; Reserve Policies; RE: [Members] Reserve

Policies; ATT02725.txt

Dear CSMFO Members:

Thank you to all that responded. Please note there’s a correction in my original statement on September 15" where |
stated “Based on our preliminary audit, our total reserves {which includes both the Operating Expense Fund and Rate
Stabilization Fund) is at 67% of cur annual operating expense.,” 1t's actually our spendable reserves before depreciation
s0 it also includes unrestricted funds for capital expenditures and not just the Operating Expense Fund and Rate
Stabilization Fund per our policy guidelines, Below are the responses | received:

City of Santa Ana ~ GFOA guidelines , approximately 2 maonths worth of operations {specific to the general fund) plus
capital requirements.

Gregory Baird, AW! Consulting ~ 1.4 to 1.7 debt ratio is good for AA rating although rate covenant mayhe at 1.2,

Dublin San Ramon Services District - Operating Expense Fund minimum of 17% of Qperating expenses, target of 33% we
generally stay around our target level here

Rate Stabilization Fund minimum of 17% of Operating expenses, target of 33%

Below minimum

Replacement & Improvement fund — 1% of the replacement value of the assets
+ 2 times the greater of the average six-year project costs in the CIP or the

replacement model (whichever is greater} + 2 years of debt service (when
applicabie) {{Simple  know!}} we are BELOW TARGET

Hi Desert Water District — 66% of operating.

Yorba Linda Water District ~ Water Operating Reserve - 5-8% of annual operating budget total {plan to increase to 8-13%
next budget, with hopes of increasing over time)

Water Emergency Reserve - 51,000,000 - $4,000,000 total (funded at S1M, no current

plans to increase)

Water Capital Replacement Reserve - $1,820,000 annually per our most recent Asset
Management Plan recommendations {annual water depreciation is $4.6M, so | believe

this is lower than it needs to be)

Water Maintenance Reserve - $200,000 annually out of the $1.82M from Water Capital
Replacement {good level)

Employee Liability Reserve - $100,000 annually {to pay down OPEB and cover retirement
payouis of comp absences — next year OPEB liability should be eliminated)

David Brodsly, KNN Public Finance - see attached email.

Zone 7 Water Agency -~ see attached email.




Nevada Irrigation District — see attached email.

Sacramento Suburban Water District — see attached email.

Have a great weekend everyonel
Thanks

Elizabeth Ooms-Groziano

Retail Administrative Officer

Santa Clarita Water Division

26521 Summit Circle

Santa Clarita, CA 91350

Phone: (661} 964-3982

Fax: (661) 286-4333

email: egoms-groziano@scwater.org




Survey of Fund Balances and/or Reserves as a % of Operating Expenses

Agency

Contra Costa Water District
Alameda County Water District
Zone7-Alt1

Zone 7 -Alt3

Dublin San Ramon Services District
Zone 7 - Alt 2

City of Pleasanton

Castaic Lake Water Agency

City of Livermore

Santa Clara Valley Water District
Palmdale Water District

Sonoma

Average (excludes Z7)

FYE Type of Reserve

2012 Rate Stabilization Fund

2012 General and Reserves Fund Cash Balance

2012 Operating/Rate Stabilization Reserve & Undesignated Fund Balance
2012 Operating/Rate Stabilization Reserve & Undesignated Fund Balance
2012 Water Operations Fund Working Capital and Rate Stabilization
2012 Operating/Rate Stabilization Reserve & Undesignated Fund Balance
2012 Water Enterprise Fund Balance

2012 Operating Reserve

2012 General Fund Operating Reserve

2012 Operating and Capital Reserve

2011 O&M Operating Reserve

2012 Operations and Maintenance Fund Balance Reserve

$56,886,000
$52,477,700
$18,114,012
$17,734,747
$8,919,675
$17,338,211
$9,123,517
$4,030,900
$13,100,000
$23,025,976
$3,258,847
$5,159,864

Survey of Actual Fund Balances and/or Reserves as a
% of Operating Expenses

90%

80%

70%

60% -

50% -

40% - 3
5

30% - p
3

20% - ,_5_
a

10% - e
g
<

0% -

Agency

B Contra Costa Water District

B Alameda County Water
District

mZone7-Alt1l

HZone7-Alt3

® Dublin San Ramon Services
District

mZone 7 - Alt 2

| City of Pleasanton

B Castaic Lake Water Agency

1 City of Livermore

W Santa Clara Valley Water
District

$71,101,968
$86,216,200
$33,542,069
$33,542,069
$17,096,490
$33,542,069
$17,849,846
$11,731,904
$71,678,654
$152,710,820
$21,750,550
$38,821,612

ADOPTED
BUDGET
FY 11/12 & FY 12/13

Reserve Amount Operating Expenses Ratio Source

80% FY11/FY12 Budget

61% FY 11/12 & FY 12/13 Budget

54% Zone 7 2012 Water Rate Model

53% Zone 7 2012 Water Rate Model
52% FY 2012 and 2013 Operating Budget
52% Zone 7 2012 Water Rate Model
51% FY 2012 and 2013 Budget

34% FY 11/12 Budget

18% City of Livermore Two-Year Financial Plan F*
15% FY11/FY12 Budget

15% 2011 Budget

13% FY 11/12 Budget

38%

52%
10%
51%
61%

28%
13%
25%
25%
54%
52%
53%
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Answering a
Call, Fulfilling
a Nead

The Formation of Specia. District
Reserve Guidelines

The genaesis for CSDAs Special District Reserve
Guideines was a 2000 Little Foover Commission
report entitied, " Special Districts, Retics of the Past

or Resources for the Fulure?” The report included a
section on spacisl distriot reserves with an introductory
finding that stated. "Hundreds of independent special
districis have banked rmult-million dollar resaerves thet
are not well publicized and often not considerad in
regional or stalewide infrastructre planning.”

The 2000 report raised a number of issues relating to special
district reserves including:
« Lack of guidelines and consistency
« {ack of visibility and publication of district financial
information
o {ack of understanding among constituents and policymakers
of district finances
« {ack of districts incorporating reserve information into
infrastruciure planning

News media reacted 1o the Little Hoover Commission report with
hanner headlines claiming that "obscure” public agencies have
"hoarded” billions in reserves, Legislative hearings on special
district finances were held and interest was spiked among grand
juries, leading them to investigate how special districts within
their counties handle resarves.

Uitimately, the Little Hoover Commission recommended

that guidelines for prudent reserves be established, and that
investment policies and practices be raviewed 1o determineg if
additicnal oversight was wartanted,



CSDA Reserve
Guidelines Task Force

Although special district
advocacy organizations
disagreed with some

of the Little Hoover
Cormmission's findings

and data interpretation,
CSDA concurred that the
establishment of resarve
guidelines woud assist
spacial district governing
officials and administrators

in fulfilling their fiduciary
responsibilities. To accomplish
this, CSDA farmed a task
force in 200 to identify both
the essential elemants of a
reserve policy and the issuas
to be discussed during policy
development.

The Special District Reserve
Guidelines were developed
by the task force as a tool

for spacial district governing
officials and administrators to
assist them in fulfilling their
commitment 1o provide cost-
effactive and efficient public
services for the communities
they serve.

Special District Reserve Guidelines
Senund Edition

Today, with over a decads having passed since CSDA
convened its original task force in 2007, many special
districts have utilized the guidelines to avaluate their
reserve policies, develop new reserve policies, and/or
promote comprehensive and easily understood policies,

Through this decade-long process, special districts

have gained naw insights on improved best practices.
Furthermore, certain accounting practices and
terminologles have svolved. Thersfore, in order to
ensure the most accurate and updated guidelines, and in
continuance of efforts to promulgate widespread adontion,
CSDA commissioned a second task force in 2012 o
produce a Special District Reserve Guidelines, Second
Edition. CSDA encourages district officials 1o incorporate
these naw guideline elements into their policies, where
applicable, based on size and services offered.

In developing and updating the second edition, the CSDA
task force recognized that many independent special
districts already have established reserve policies and most,
if not all, special district officials recognize their fiduciary
responsibilities and take them seriously. What ray have
generated most of the concern regarding special district
reserves in 2000 is not lack of policy, but lack of outreach
10 constituents and others regarding district operations.

it is essential that special districts continue 1o promaote
understanding outside their boardroom and perform
outreach on district financial management 1o facilitate
understanding among the public, media and iegislators.
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i Reasms fﬂr Adoptinga
- ‘Reserve Pn!my

o '{n addmon to the ovararching tﬁXQaY@f

s and rate;sayer benefits of roserves note{i
earlter thefe are many spacafsc reasons for

i a spemai d:stnct 10 adopt resewe po |cnes

i Skared Vision: '
S A formal%y adopted pohcy pmngfgates q .
shared understanding of the proper ¢ evez" L Keemmg thé ;}ub[«c nfarma‘d abaut what
EEN ‘you do is 8 fundamemaf resp0n51b Eﬂ:y
. far any public agency, They are the

i boss, after all, and all of us understand

and use of reserves; whlch facaiitates
healthy workmg reiataoﬂﬁheps

Ui};ecuwty' I E
Revenue decisions. rameseret some

of the mest controversaal and d;ﬁicutt
choices that govemmg beards must’
.face Utthzmg reserve policies reduc:es

. gmtmcai gamesmansh:p and promotes

. wspon&b‘e iong—tarm plannmg

' tmpartant qu&sﬂons aheut resewes

The funﬁamentai questmn in mamtammg | reserve ES buw much 15
o eﬁaﬁgh'? in uﬂwr wnrds when are resawesma towand wh&n ate tney

Fiscal Justification:

inevitably, public agencies will face
scrutiny over whether 1o raise or reduce
rates, taxes of fees, Having reserve
policies in place prior to such occasions
serves as a vatuable tool for both making
and exp!ammg dlffacult dems:oﬂs

Public Awaseness. SR

from personal experience that our
jobis are a lol sasier and a 1o less

© - stressful when the boss krmws about

and approves of what you are doing,
Adopting a palicy. can help: the district
better commumcate to the pubi:c the
matives for adoptsng a reserve, as weil
e_zs convey the reasons for maintaining
the reserve at a certain jevel.

<. too high? Thesa can be delicate questions tecause Unwarranted resewas;_.’_z :
L _couid ifrdermine taxpayer and ratspaver su;;purt, whx!e insufficiant - ' :

i ' resewes cuu!d ;ee;&arﬁzze_the dtstncfs !eng-term susiamamiltv




Prudent Accumuiation and Management
of Reserves: Developing Policy

Eachspecial  The Special District Reserve Guidelines reflect the
d’zt;:f;z;“;:g common belief among special districts that there
adapt a reserve shouid be a cear and wel-articuiated raticnae for the
poficy.  accurnulation and rmanagament of reserve funds. Each
special district shouid develop and adopt a 1eserve
policy 8% & commitmant o financial prudence and
careful stewardship of community assets. iTis critical
to understand that a reserve fund is designated by
oubiic agency to carry out specific purpeses in & manner
consistent with other financiai polices, budgetary
prachces, district programs, and 'egal requirements.

Reserve Policy Objectives:

1. To provide adeguate funding to meet the agency’s short-term
and long-tarm plans,

2. To minimize adverse annual and multi-year budgetary impacts
from anticipated and unanticipated expenditures, thus
minimizing the possibility of unplanned service fees or rate
fluctuations,

3. To strengthen the financial stability of the agency against
prasent and future uncertainties in an everchanging
environment.

Foundational Elements of a Reserve Policy:
Prior to developing a teserve policy, a district shouid first
gstablish the three prerequisites helow
1. Clear, organizational philosophy/mission.
2. Policy-oriented board of directors, with long-tarm focus on
fiscal sustainability,
3. Standardized method of financial reporting, such as
Governrmental Accounting Standards Board (GASB) Statement
Nos. 34 andfor 54.




Communicating reguiarly
about district financ a's and
reserve priof ties creates trust,

1. Identity the uniguenass of the distict.
& Consider district goals, neads and constraints,
b. Uhlze Ife-cycle analysis 1 district is capital intensive.
L. Hagmaay measure mfzdmon of assets

: 3. kngage in strategic planning.

a. By developing, regularly svaluating and, when necessary, modifying strategic plans, districls can more
afficiently plan and shape ther futres. Strategic planking can help district boards anticipate and adapt
to changing environmenial, reguiatory and demographic conditions. {his assists districts in establishing
appropriate reserve funds and adopting adecuate target levels.

b. Seck communy inpul i e strategic Dianiing process, Le., ratepayers and taxpayars, DUsNess groups,
COmRUMLY Drgan;zaimns wther pblic agencies serving the same constiluency, 8t

5. Hecognize that a good reserve policy must be consistont with other financial policies, such as a
batanced operating budget and itvestmant policies,

7. bstimate the ebb and ﬂow'ar “seasonality,” of cash-flow duﬁ‘r‘{g ihe fiscal year and build a basic
unders:anmng nfthe degrea of shoﬁ term hcrrcw:ng necessaryto meet such neeﬁs :

9 A bmacﬁ reserve policy may include many elements or sub-poiicies. Some areas that may need sub-
palicies include:

3. Hate-stabwszation funds

b. tess and charges

¢. Uebt issuance and management

d. Balerred maintenance
; 2, bavel of urgestricted {rontingancy) funds
: f Long-term repair and replacement
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Specific Considerations for Budgeting and Allocating
Fund Balance or Net Position/Net Assets

¢ 1. Detine the special district’s liscal objectives:
' 2. Short-term z
b. Long-temm
¢. Operating
d, Capital ;

i Ascerdmgto the Govemment i»manca E)fﬁcers assaclanan, i:xamn!es of ﬁne-’ume revanue _' 1
i inclute:, mfrequem salas of government assets, bond refunding savings, mfreqaent revenues Sk
j -_;fmm developmant and grants. fhese reventie may be available fﬂr morg man ﬂne year :

o ';'fE G a thfw’!e&f graml but are axpactedm be nan-recumng S .

;"._--:_--_Gne-tame Expenﬂ:tu!es B

L ﬂccordang to me Guvammant Hnanca Gﬁ:cars Assoczaﬁnn, i:xampies cf expend\mras o
.wmch 3 gweramem may wish to use one-tima reveniie mc&nde SIALUp COsts; stahilrzanon

< {e,g. Yo cover exﬁendrtures tixat tem;mranl'f excaed revenues), aar!y debt retxrement, and
TR capitai ;Jurchases S S : : :




Camponents of Fund Balance

In governmental funds,

‘reserves” typically comprise @ portion of the total fund

batance. Fund balance reporting standards play a part in describing how mnch of fund
balance might be available for a reserve and how much is fimited to nther purposes.
(GASE Staternent No, 54, Fund Balance Reporting andt Govemmenfal Fund Type
Definitions, changes how fund baiance has traditionally be@n repmted '

In the past, reporting of fund balance focused on whether reSources_wem'a'véiié_ibig for
appropriation {.e., budgeting} and distinguished between “unreserved fund balance”
{i.e., available for appropriation) and “reserved fund balance“ {i.e., not available for:

appropriation). GASE Statement No. 54 changes thaf&cus to the "extent 1o which the o

governtent is bound to honor constrainis on the spemfic purposes for whlc!* amounts.
in the fund can he spent” and estab;ish@s f;ve dafferent compcnams of fund balanca

COMPOMENTS OF FUND BALANCE

his category
inherently
| nonspendable,
¢ such as the
 long-term
! portion
! of loans

i raceivable, the
; principle of an
endowmant
; and
I inventories.

classification

! has externally
| enforceable

[imitations
onthe use of
fund balanze,
imposed by
parties such
as creditors,
grantors

{oriaws of
 requlations
 of ather

| QOVEFNImANTS.

| BarnicE

EDFND

This encompasses

[ispitations imposed

by the special district
upon itsed st its highost
level of decision making
{8.0., governing board
through a resolution). For
example, the goveming
board might comgrit 3
portion of furd bakasce

| 1o a "stahilization fund”
i 1o provide a cushion

¢ ageinst unknown
 peonomic shocks and

- revenus declines.

might ba assigned
o offsetagapin the
¢ budget stermsing from

This portion is earmarked
for an inteniled use. The
ieent is astablished at
gither the highest lovel
of decision making o

by & body or official
dosignated for that
purpose. For example,

a share of lund halanee

H
i

a desline in rovenues o
an allotment coutd be
i assigned for an upcomi ng; i

: the other four

categories.

Use is ipast
constraingd i
this eategory of

 fund balance.

sae\ual ;mect

CONSIHAINEL

This comprises. |

all fund balances | -
:trat are left o
i after considering




linassigned fund balance is typically the primary subject of
a reserve policy. However, committed and assigned fund
balance may aise be thought of as part of a reserve policy
as the governing board or management, respectively, has
some control over the balances. Convarsely, restricted
fund balances or nonspendable fund balances are
fundamentally constrained, making it unnecessary to
place paramelers on them through reserve policy in order
o achieve prudent savings and expenditures of public
res0urces.

i1 Is recommended that avery district establish policies
regarding minimum fund balance and spending priorities
in order to communicata 10 users the importance of a
reserve for economic uncertainties, why it consists of
amounts that are unassigned and that 1 is not available for
spending.

-:}" than "X percent of
. budgated general fur
' sxpeﬁdrtures and othe

Districts’ policies should specify the order in which fund
balances are spent when mote than one amount is

ilable Tor a specific purpose, Where such poiicies do not financing uses as s -
av@ ,p pose. _ P . ) - rosurve for ec omic:
exist, GASE 54 prescribes that the default order in which “uncertainties; The
these amounts should be spent is committed, assigned, _f_"_.'_dsszﬁct helieveb
and then unassigned. .:._.'-resarve uf L’msleve%

“high bong rating:

“andte sretet:t the.
- district from the eﬁects_-.
. of Hluctuations i o
" ‘propertytax revenues B
o oon tewhichspeeial oo
R -Accurdmg tmfhe chemmental Accaummg Staﬂdards P districts are "“‘“af"‘*mg‘-_ .'
.. Board, statoment No. 54 was issuad aftor, ™, research .. Bacause amountsin .
' ravealed that the existing standards guae%mg fund E the nonspendable, -
" 'halance reporting were being interpratad mcansastentlv . restrictad, comaiitted
by different governments. Conseguontly, the fund - _ - and assigned ‘33‘930"95
" “’hialance information reported by many gcwemmems - are subject to’ "3"‘1‘“53
" also was inconsistent. It alsa became clear that the '{ DR :.can&tramis on thair
. understandability of fund balance mfwmatmri was.. L L use, the resarve for g
. gffected and that financial statemant users were asna!:ale o etonomic “ﬂ““m‘*‘“‘eﬁ
it read;!’y mtergzzat faparted fund batam:e in rmatmﬁ. _ sk consists of balances R
S ﬂtaiarau‘memme S
GA?B faf.f Sff&f!l atout Fsmtf mm ﬂefmﬂlﬂg :smf {Immmnlaf F .f":urtﬂssmn'ed AT
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Reserve Level Targets

A reserve policy must set a target lovel of reserves
to maintain. The target is typically defingd in terms

of unrestricted fund balance as a percentage of
either regular operating revenues of regular operating
sxpenditures. The choice between revenue and

Local condmzms_ E
as a Basis B
heGavarﬁmamF anca

’ X ‘ -~ :Officers Association fotes: -
expenditures as a basis depends on which element - that fund bafanca is ultimataly.
is more predictable. A government that relies heavily . .alocal dgc;s;{}g basedon
on property taxes typically would choose revenues, " Jocal conditions: . Finance s
whereas a government with a less predictable *staff should analyze the risks
revenua portfolio might choose expenditures. in U thatinflugnce the nesdfor - .
 maintaiiing reserves asa

gither case, the base should only reflact operating
numbers and should remove the effect of unusual
spikes or drops that would distort long-term frengs.

. hedge ag_amstu_r_tce:rtamtv a;__xd_--':;_

S, GROA Financial Policies)
With the basis of the target defined, the next stepisto 70 S
select 2 reservelevel target number. The Government
Finance Officers Association (GFOA) offers guidance
as to the amount of unassigned fund balance
governrments shouid maintain in their general fund
operaling revenues of regular general fund operating
expenditures, regardless of size. As specialpurpose
governments, special districts should carefully balance
such general advice with the unique circumstances
associated with the district’s operational environment.

in considering what constitules adeguate reserves, a
special district may want to establish key benchmarks
or ratios. Many industries have key aquity target sk _
formuias of ratios that establish minimums o providea 7
red flag warmning when equity may be too fow. Some of -
those ratios may inciude the following:

+ Debt to Equity

s Property Taxes 1o Equity

» Current Hatio

» Capital Outiay to Equity

+ Capital Qutlay to Operating Expenses

Certain districts may establish their own ratios based
on the unigue aspacts of the district or an operating
environment that may be different than other
organizations in their industry,




Articulating Financial Pesition
and Decisions

Is 1his arganization in good financial
shape? That depends on the condition

of the current assets and the short-ierm
and long-term needs of the organization

as they relate to its resources. If therp
exists significant current infrastructure
needs, then financing may be required.

|s enough set aside for contingencies?

If water costs increase by 10 percent, or
new environmental or health standards are
issued, how wil that affect total net assets?

Governmental entities collact, hold and
expend resources in public trust. f oo
fitle is coltected, they risk failing to meet
mandated reeds. If too much is collected,
they overburden the public and tie up
resources that taxpayers and ratepayers
couid use in the economy. Historical iy
govemments have been known to spend
miost of thelr resources each year and too
often fai to properly plan for long-term
needs. Special districts should carefully
examine their operations and budget 1o

ensure that expenses, such as capital needs '

and contingencies, are anticipated and -

appropriate resources are setaside. ..

Some governments, ither through good:
fortuna or good planning, have reserved -
net assets for future plans and needs..:
What maost governments have failed to do,
as emphasized in the 2000 Little Hoover
Commission's report, is to effactively
communicate their plans for the net assets
and explain why the balance is appropriate.

Each special district needs to:
1. Anaiveze its financial position,
2. Examineg its current and long-
term needs, including a cemtai
improvement plan,

3. Establish its target fund ba!ance or

net assets, -

4. Outline its goals and neads thmugh -
policy, budgets and en!*anced
financial statement note d;sdosuses; :

5. Anticipata public scrutiny of :
financial statements and proééti\teiv
communicale how finances are
being used in a manner the public
can easity digest. .



It is racommended
that special districts,
. &t minkmum, condust

- areview of tair

reserve policy.

© U aniisaly 10 snsure

it meets the neads
“of e district dnd is |

oo ivcompliance with -

any reguirements/

o standards thatmay

.- have changed.

Conclusion

Each special district’s financial and jegal
professionals should review reserve policies prior to
adoption to ensure they are in compiiance with all

. current iaws and regulations. Reserve policy should
: bgjﬁészablished based on each district’s unique

 financial situation. Any reserve policy needs 1o be
‘reviewed regularly as the financial environment

within which it functions is dynamic and there may

" be app!icabie lagisiative or regulatory changes.

The 2000 tht!e Hoover Ccammrss ion repaort
concluded that there was a d;seonnect between
spemal dsstrects and the:r ccﬂststuents and cther
locat govemmert antities. Therefors, it is important

that each agency not only deveiop a reserve policy, - -

.. but'ensure that stakeholders know and understand

PR the district's financial position and deczszon making
L process :

EJistfir.:'{s should consider preparation of a pubiic
outreach program to communicate financial

and program information on & regular basis to
affected or interested populations. Fow involved
each respective public outreach program is for

a district is typically determined by the size and
complaxity of the district, A first step may be as
simple as adding the information to an agency's
website or the development of an annuat report,
CSDA encourages disiricts 1o take the naxt step
and proactively engage the public to ensure its
awareness.

We hope you find these guidelines helpful and if
you have any commants or suggestions on how wa
can improve this document, please contact us at

877924.2732.



Addendum |
Glossary

Assigned Fund Batance; Amounts that are intended o be used by the
special district for specific pusposes but do not mast the critena to be
classified as restrigted of committed,

Capital Improvement Program (CiP); A short-range plan that
identifies capstal projects and equipment purchases, providas a planaing
sehedule and identfies options for financing the plan,

Committed Fund Balance: Amounts that can only be used for the
spetific purposes as detarmenad by a formai action of the spesial
district’s highast level of decision-making authority.

Mot assets: The amount of assets in excess of Habilities. For non-
entergrise fund types, this excess is referred to as “fund balance.” For
enterprise-fund types, this excess is referred fo as “net assats” or, as of
July 1, 2012, “net position.”

Nonspendable Fund Balance: Amounts that cannot be spent or
whare cash has been spent previcusly to produce a fund balance ~ for
axample, inventary, pre-paid expenses or restricted assels.

Pay-Go: is the practice of financing expenditures with funds that are
curtently avasable rather than barmowed.

Restricted Fund Balance: Amounts that can only be spent for
specific purposes which are stipulated outside the contra! of the spacial
districts, such as the constitution, exiemal resource pioviders (such as
granting entitias) or enabiing |egistation.

Unassigned Fund Balance: The residual of ait other funds that are
not nenspendabie, restricted, committed or assigned. Unassignad
balances are not in special revenue, capital projects, permanent or debi
service funds unless tha fund is in deficit.



Addendum II:
Special District Reserves Talking Points

PRUDENT BESERVES MAKE FOR SOUND BUDGETING
For countlass tamities, saving tor a rainy day B conmmon-sense, For specia! districts, resesve funds are sot just
mongy i a bank; they are fundamantal resources for snsuring reliable core seivices and somesusity sacurity,

How Taxpsvers and Hatepayers Beaelit
Special districts desigrate maney toward savings in order to balance their budget, respond to smergencies,
keep rates affordable, maintain ourrent infrastructure and plan for future public works projects.

» Hulanchg Budgais - Ovir the course of the fiscal veas, short-tenm reserves hetp bafance the ebib and fow of
revenues virse expenditues,

= benprgency Preparation ~ In the event of 8 disaster, comernitizs cau't altord not o have savings readily
available 1 quickly repair critival local infrastrocture and bring core services baek anling,

+ Attordable Hates - With appropriate savings, special districts are able fo se researces wisaly and smooth out
the highs and the lows of vl atile soonomis comditions, rather than spend their entire surpfus and then seek new
tevenue oF ieopandize services,

+ Infrastiucture Maintenance - Heserves mesn the pipes are fixed, roofs are petched, and worn eguipment is
replaced without guing back 1o the taxpayars or ratepayers 10 pay far rouline upkeep,

« Pronning tor the Falue ~ Aong-tenm, thoughthyl aporoash to pobilic infrastructure mguires the forssight 1o plan
for, and distipline w save tor, fum needs.

Raserves are Much More than Lapid Assels

e What comprises @ reserve fund? Heserva fund balances and net assets are not just cash and investments. [hey
afso inclade e net value of capital facilities, land and souiprment measueesd o e very inception of the
st

« Assigned funds are budgeted for specific fong-tesm pubdic seeds as planned by te board of directors,

= Committed Runds are set aside vis esteblished peticies for speotfic uses such as cash-Tow, capital
improvesnents, conBngancies, asd rate stabifiration,

» Hostrivted tunds ase fmited by legad o contraciua) 1equirements, o cannud othurwise ba Spant.

Hust Practices for Sensille Budpets

« Historicaly, govemmental agescies and depariments heve been keown o spend everything they have belore
the: und of the fiseat yeat in ordie to ustily increasad futere allosations from tel rger bureaucraey.

« Speia districts are difterent because ey empower core focal service moviders with budgatary contral,
sncousagmg etfitiency and tiscal restraint rather than putishing it

« the CSDA Heserve Guidelines lask boros identified both the essential vlements of reserve polices and key
Issties T be distussed durng reserve policy devalopment t sssist districts in Tulfillisg their comaniiment (o
provide cost-eHestive and elficient public services 1o thair commusities,



Addendum HiI:
Capita P anning

A Capital bmprovament Progeam {CIP), aiso referred 1o as & capitai pian, exists to identify and priositize a
special districts nead for capital geods. A CiP should prioritize the importance and tming of the various
#ssels to e acquired. in addition, a CiF shouid contemp!ate how those goods wall be paid for — cash taquity)
or debl. A capital plan 1 4 strategic and comprehensiva pian for the acquisition and implementation of the
distriet’s capital assets over 1ime. In that sense, 1t is different from a finance plan, which focuses on mdividual
acouisitions and haw to pay for them.

io fulfifl their mission, evary district makes caprial investmants. Uebt, especially tax-exampt debt, 15 recognized
as an important and contiruing source of a district’s capital to fund improvaments necessary 1o achieve its
mission and strategic objectives. A CIF provides the framework by which docisions will b made rogarding the
use of cash and debit 1o finance capiial projects.

Liebt is defined to includs ali shorg and tong-term obligations, guaranteas and instruments that have the etfect
of committing the district to futusa payments. The assumption of dabt, both direct and indizect, is subject to the
district's approval. Any debt issued by subsidiary entities is subject to these policies. in sabisfying their fiduciary
responsibifities, it is imporiant that a district’s board and managerment know the extent of debt obligations.

CIP Objectives

1. 1o provide guidehines 1o management on the use of reserves and debt to support 3 special district's
capital neads while achieving the lowest overall cost of canital.

2. lo provide setectad financial maasures, with specific targets, to ensure that the distnct continues ©
operate within appropriate financial parameters white ailowing the agency to maintain financial stabinty
and the highest accaptabie cradit rating that permits it 1o sssue debt at favorable rates.

3. Io badge the cash flow gap betwsen the district’s availabie funds and its capital neads when the
assumption of debt is deemed prudent.

s ._‘Cmatmg a Cap;t__al_ Pian

iy _ :'Be!afls Gfr e feﬂcwmg; pafzes

1: kstablish goals

2. Assess needs. I
3 Ustermine pay-go or hﬂrfew B
4, ldeﬂilfy methcds availabia for funding

3 Uesign the foan—the tactrcaép o

B Orgamzaaupmash S I




Establish Goals
Ihe key elements in setting ciear capital pian goals include:

1. Understanding the role of the planning horizon, Panning honzons are important considerations in welk
doveioped capital pans, kor exampe, it makes Httle sense to try o plan for a 10-year or 20-vear horizon i
nnavation, technology, demographies or legisialiva threats to the pian accur frequently of on short notice,
Conversaly, agencias that are in fow-technodogy businassas and stable demographic CireLmstances Can morg
effectively and more appropnately plan for fong periods, Planning horizons should misror long-term repair and
replacement requrements of existing facilthies.

2 integrating the use {or lack thereof} of ressrvas. 1he extant to which a particular distnot has
accumitiated reservas witl dramaticaily impact the CIF the developiment of, and adberence 1o, strong reserve
n0licies can greatly simpiify funding choices for a capital plas, but blind adherence to arbitrary reserve fevels
can be just as inhibiting as no reserves at all. The kay is to make reserve accumalation, of depletion, work in
harmeny with the CIF. oparating budget and risk managament of the district.

3. Recognizing the repetitive nature of impismenting the CIP A capital plas is by its nature repetitive.
For that reasan, many districts chooss to review and update it annually, usuaily as an adiunct to
detiberation of the operating budget. This kaeps the CIP current and tempared by present information on
tha priorities of the district.

Assess Needs

Every canital plan starts with 2 noeds assassment. The assessment should be based on a comprehensive
raviaw of the agercy’s assets at tha time ap asset is recorded and an estimatad useful life is assigned to

pach asset. This information fater witl be ysed as an indicator of when ar asset is scheduled to be replaced.
Estimated future replacement costs need 1o be obtained in ordar 16 reasonably estimate CIP fund requiraments
within an agency's fong term finaneial plan.

Determining Pay-Co or Borrow

The "pay-go” method of using current revenues to pay for iong-term infrastructure and othar projeets is often
considered when sufficient revenues and reserves are available and long-term borawing rates are higher than
expected cash resarve fund oamings.

O the other side of the spectrum, the "pay-as-yol-use” or “Dormow” strategy Hmits the need for bullding of major
amoeunts of equity in capital assets. Such acoumulation can be less economically efficient, particufarly for those
disricts that are capityl intense and whose capitat goods are “used up™ over long perieds of time. Simitarly,
financing of smaller capital goods, o those with short or uncertain useful lives, is also inefficient. The rationale
behind the borrow approach is that the district’s stakeholders should "pay™ lor the assets required to defiver the
goads or services of the agency over a time period that more closely mirors the uselut life of those assets.

Most disiricls use a blended approach based on thelr debt managemant policy. Dfien, a district's approach is
dictaiet] as much by affordabifity as Dy phitosophy, given that few pubtic bodies are capable of paying cash for
aill capital assets.



tdentify Methods Available for Financing

{Once the goals hava been set, the needs assessed and the deciston whather to pay cash or finance the asset has
been mada, some thought must be given 1o the method of financing. For example, even if an asset s to be procured
for cash, and the cash 15 on band in & reseive set aside for that purpose, 3 decision still must be made on whether to
repienish of restore that reserve, and over what time panad and from what sousce R will be replenished.

Chonsing to issue debt means that the foliowing choices must ba mare: form of debt, mode ifixed or vaniabie
rate), renayment terms and methed of sale. hese are the tactical decisions that often biur the understanding
of tha strateqic atements of the capital plan.

Designthe Loan The Yactical Flan

if & decision is made to borrow, an array of choices will foliow. Some districts choose te borrow from banks of
private lenders; others choose pubtic offerings of debt. Lease fnancing may be considerad as an alternate o
bond financing. Some districts poc! their needs with other simiiarly situated districts in order (o reduce costs
through aconomies of scale.

Regardiess of the choice of ienders or approach matching the usefu! life of the financed assat to the borrowing
term is an important consideration. Comeon sense tells us that we should hesitate to finance automebiles with
A0-year bonds, By the sama token, a water treatment plant with a design-life of 50 years can be safely and
prudently financed over iong paniods of time. Stilt, debt issuances over 30 years am rarg.

. This element of the CIP should alse carefully consider other needs within the strategic plan when pladging
assets or ravenues to lendars. A generous package to a ‘ender on today’s asset may make tomorrow’s asset
financing problematiz or impossibie. The key is 1o ensure that sach tactical financing plan within the capitat
plan works harmoniousiy with other slements of the plan and is flexible erough to allow for tha inharantly
changing nature of the CIP.

Crganize the Approach

The suecasstul capital planning process fooks 2 grest deal iike the successful budgeting process. The and-
result articuiates the goa's and chiectives of the organization to ail stakeholders and refies on an accurats
and unbiased assessment of needs. It provides for an gvaluation of the dasired assets to distinguish batween
“wants” and "needs.” It is written and shared with the district’s stakeholders.

The capital plan is revisited ofter and provisions for changing or amending it are straighiforward. Finally, it
incorporates pariadic apalysis of rasuits and achievements for managament and the governing hody.

Summary

A Cif? nead not be elaborate or waighty 1o be effective. Many offective capital plans consist of a single
spreadshest and several paragraphs of supperting text. The deveiopment of the program is vital to the efficient
usa of capital, tis akey ingredient in 3 lender’s assessment of management’s effectiveness and control, Itis
among the most important toois an elected official possesses to discharga the duties of office,

Hoaders who are interested in additional information about the development of capital plans should consider
a varigty of books, and other information sources, on the topic. Some suygested examples are shown in the
attached resource listing at the back of this document,




Addendum 1V:
Resources

The Government Finance Officers Asseciation (GFDA) 15 a great source for more information regarding various
government firancial matiors, including fund balance and financial reporting. GFOA has an extensive publications
department. View a list of its fuil offerings at wavw.ofoa org. The foliowing publications may he useful:

1. “An Hectod Official’s Guide to Financial Reporting”

2. "Best Practive — Heplenishing Fund Balance in the Gensral fund”

3. "Govermnmental Accounting, Auditing, and Financia: Reporting”

4. "Hecommonded Budget Practices: A Framework for Improved State and Local Government Budgeting”

the Governmantal Accounting Standards Board {GASE) has & number of user guides written by the standard
satior for use in many types of governments. These inclugde:
- An Analysts Guide to Government Financial Slatements—-revised, updaled, and significantly sxpanded
2. What You Should Know aboul the Hrances of Your Goverrenent's Business-fype Activities—a
completely new guide for 2002
3 What You Should Know about Your Locad Governmaent's Finanees

In addition, i 2013, GASH is pxpecting to pubiish a guide directed at "Business-Type Activities.” Most spovial
districts in California are “Husiness- fype Activities”
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