Agenda
Sacramento Suburban Water District
Finance and Audit Committee

3701 Marconi Avenue, Suite 100 Friday, August 28, 2015
Sacramento, CA 95821 3:00 p.m.

Where appropriate or deemed necessary, the Committee may take action on any item listed on the agenda,
including items listed as information items. Public documents relating to any open session item listed on this
agenda that are distributed to members of the Finance and Audit Committee less than 72 hours before the

meeting are available for public inspection in the customer service area of the District’s Administrative Office
at the address listed above.

The public may address the Committee concerning an agenda item either before or during the Committee’s
consideration of that agenda item. Persons who wish to comment on either agenda or non-agenda items
should fill out a Comment Card and give it to the General Manager. The Committee Chair will call for
comments at the appropriate time. Comments will be subject to reasonable time limits (3 minutes).

In compliance with the Americans with Disabilities Act, if you have a disability, and you need a disability-
related modification or accommodation to participate in this meeting, then please contact Sacramento
Suburban Water District Human Resources at 679.3972. Requests must be made as early as possible, and at
least one full business day before the start of the meeting.

Call to Order
Roll Call

Public Comment

This is the opportunity for the public to comment on non-agenda items within the Committee’s jurisdiction.
Comments are limited to 3 minutes.

Items for Discussion and Action

1. Cost-Basis of the District’s Tiered and Seasonal Rates
Review and discuss report from HDR Engineering, Inc.

2, Rate Subsidy for Low-Income Customers :
Review and discuss implementation of rate subsidy for low-income customers. E

13, 2016/17 Budget '
! a. Budget Schedule :
: b. 2016/17 Budget Overview and Initial Assumptions E
E c. Reserve Policy '
' Review and discuss the initial 2016/17 budget. :
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I certify that the foregoing agenda for the August 28, 2015, meeting of the Sacramento Suburban Water
District Finance and Audit Committee was posted by August 24, 2015 at the Sacramento Suburban Water
District office, 3701 Marconi Avenue, Suite 100, Sacramento, California, and was made available to the
public during normal business hours.

Robert S. Roscoe
General Manager/Secretary
Sacramento Suburban Water District
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Agenda Item: 1

Date: August 19, 2015
Subject: Cost-Basis of the District’s Tiered and Seasonal Rates

Staff Contact:  Daniel A. Bills, Finance Director

In April this year, the State’s 4™ District Court of Appeals struck down a water pricing system
used by the City of San Juan Capistrano that has similarities to the District’s water pricing
system. The Court of Appeals said a tiered water rate structure that is not based on the cost of
providing service violates Proposition 218 and went on to “publish” its decision, extending the
Court’s ruling to the entire State. In June, officials at the State Water Resources Control Board
along with the Secretary of State asked the State Supreme Court to “depublish” the ruling so it
would not have a statewide impact. In July, the State Supreme Court refused to “depublish” the
ruling.

SSWD utilizes a two-tiered water rate structure for its residential customers and a seasonal rate
structure for its non-residential customers. In 2012/13, the District hired HDR Engineering, Inc.
(HDR) to conduct a comprehensive water rate study (Study) for the District. That Study was
completed and accepted by the Board on August 27, 2013, by unanimous vote.

In light of the Court of Appeals decision, staff engaged HDR to revisit the Study performed in
2012/13 for the purpose of analyzing District costs relative to its rate tiers and seasonal time
periods. HDR has provided staff with a draft report of their analysis, which is attached for
Director review and comment. Directors will note that on page 13 of the report, HDR concludes
“Table 6 has demonstrated that the price differentials used within the District’s residential tiers
and non-residential seasonal rates are cost justified...Simply stated, the rates, as adopted by the
District, did not exceed the cost basis for the price differential (i.e. the focus of the Capistrano
decision).” '
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August 12, 2015

Mr. Daniel A. Bills

Finance Director

Sacramento Suburban Water District
3701 Marconi Avenue, Suite 100
Sacramento, California 95821-5346

Subject: Review of the Cost-Basis of the District’s Tiered and Seasonal Rates
Dear Mr. Bills:

The basis for establishing water rates which are fair, equitable and defendable has traditionally
been cost of service principles and methodologies. While adhering to cost of service principles
are important, the courts have historically recognized that municipal entities can take into
account policy items other than strictly cost of service when establishing rates (e.g.
conservation, efficient use, ability to pay, etc.). In most parts of the U.S., that policy latitude in
establishing utility rates remains intact.

In contrast to the above discussion regarding policy latitude, the State of California has certain
well established legal constraints regarding utility ratemaking, of which Proposition 218 is at the
forefront. At its very core, Proposition 218 requires a water utility to establish cost-based rates
for the services provided. However, like most propositions or voter’s initiatives, Proposition
218 provided certain direction, but lacked clarity and definition in certain areas. Hence, there
have been a number of lawsuits in recent years related to utility rates and Proposition 218. In
the Capistrano Taxpayers Association v. City of San Juan Capistrano, the City was challenged,
among other items, over the cost-basis for the prices (rates) within their residential tiered
water rate structure. The City had limited water supply and had created a tiered (increasing)
block rate structure specifically intended to encourage efficient use and penalize inefficient and
wasteful users. The Appeals Court hearing this case upheld the lower court’s decision as it
pertained to the pricing of the tiers within the City’s rates. The Court found the lack of a cost-
basis for the City’s tiered rates and thus in violation of Proposition 218. This ruling, to provide a
cost-basis for the level of pricing within tiered rates, is unprecedented and raises important rate
setting issues for all California utilities with tiered water rate structures.

The Capistrano decision did not find that tiered rates were illegal. Rather, the Capistrano
decision stated that utilities must cost-justify the pricing used in each tier. Failure to do so
would appear to violate Proposition 218’s requirement for cost-based rates.

hdrinc.com

500 108th Ave NE, Suite 1200, Bellevue, WA 98004-5549
{425) 450-6200



Mr. Dan Bills
August 12, 2015
Page 2

In 2012/13, prior to the Capistrano case, HDR Engineering, Inc. (HDR) conducted a
comprehensive water rate study for the Sacramento Suburban Water District (District). The
comprehensive water rate study conducted for the District included the development of a cost
of service study. The study equitably allocated costs to the District’s customer classes of
service, but did not allocate costs to rate tiers within the residential customer class of service or
to seasonal time periods (on-peak and off-peak) for non-residential customers. As a result of
HDR’s study, the District implemented tiered residential water rates and seasonal non-
residential rates.

Given these recent developments, the District contacted HDR and has requested supplemental
technical and professional services as it relates to justifying the cost-basis for the District’s
residential tiered rates and seasonal non-residential rates. To accomplish that, HDR utilized the
analysis from the 2012/13 cost of service analysis and extended/expanded the analysis to
equitably allocate costs to the residential tiers and non-residential seasonal time periods. The
attached report discusses the technical analysis undertaken, along with our findings,
conclusions and recommendations. In summary form, HDR found the District’s rates were
wisely conservative in their use of price differentials and as a result appear to have a clear cost-
basis and justification for the residential tiered and non-residential seasonal rate designs. This
report provides the technical analysis to clearly demonstrate that cost-basis.

We appreciate the assistance provided by the District in the development of this study. More
importantly, HDR appreciates the opportunity to provide these technical and professional
services to the District.

Sincerely yours,
HDR

Tom Gould

Vice President

HDR’s Business Leader
for Finance and Rates

FoR
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Review of the Cost-Basis of the
District’s Tiered and Seasonal Rates

Introduction

In 2012/13, HDR Engineering, Inc. (HDR) was retained by the Sacramento Suburban Water
District (District) to conduct a comprehensive water rate study. As a part of the study, HDR
reviewed the District’s water rates in the context of providing cost-based and equitable rates.
The general framework used to analyze the District’s rates was the generally accepted rate
setting methodology of a revenue requirement analysis, a cost of service analysis and the
design of cost-based rates. A revenue requirement analysis compares the revenues of the
District to its expenses to determine the overall level of rate adjustment. Next, the cost of
service analysis is a methodology to equitably allocate costs to the various customer classes of
service of the District. Finally, given an overall level of revenues and a method to equitably
assign costs, rates can be designed to collect the appropriate level of revenue.

The analysis conducted by HDR in 2012/13 for the District conformed to generally accepted
water industry rate making principles and methodologies® and the study was also specifically
developed to be compliant with the technical and legal requirements of Proposition 218, as
were known at that time. Proposition 218, a California voter approved measure is related to
property-related fees and taxes and adds an additional layer of complexity to the District’s
water rate setting analysis by requiring the development of proportional and cost-based rates.
Like most propositions or voter’s initiatives, Proposition 218 provided certain direction, but
lacked clarity and definition in certain areas. Hence, there have been a number of lawsuits in
recent years related to utility rates and Proposition 218.

In the Capistrano Taxpayers Association v. City of San Juan Capistrano, the City was challenged,
among other items, over the cost-basis for the tiers (price blocks) of their tiered water rate
structure. In June 2015, the 4™ District Appeals Court hearing this case upheld the lower
court’s decision as it pertained to the pricing of the tiers within the City’s water rate design. In
short, the court ruled that the City’s rates failed to demonstrate a cost-basis for the pricing of
their tiers. The implication of this ruling is the District should be able to demonstrate the cost-
basis for the pricing of their tiered or seasonal rate (price) differentials.

In the case of the District, the District’s metered residential rate is composed of two tiers; 0 to
10 hundred cubic feet (CCF) and over 10 CCF. The price differential between the first tier and
the second tier is 21¢/CCF or approximately a 24 percent differential. The District also has a
seasonal rate for non-residential customers which has an on-peak and off-peak pricing
differential similar to the residential rate differential. In both cases, these are not large rate
differentials in comparison to many utilities with tiered rates, but as a result of the Capistrano

! Generally-accepted cost of service principles and methodologies are best defined and discussed within the
American Water Works Association M-1 Manual, Principles of Water Rates, Fees and Charges.
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decision, the District should be able to clearly demonstrate the cost basis for the pricing of their
rate tiers.” To analytically demonstrate that cost-basis, HDR was retained by the District.

Tiered Pricing, Conservation and Efficient Use

California has always recognized the importance and value of water supply. Efficient water use,
and discouragement of inefficient or wasteful use, has been at the heart of many water utility
conservation programs. In particular, one of the important conservation tools used by water
utilities is conservation pricing and conservation-oriented rate structures to encourage efficient
use through price signals®. It is a well recognized economic principle that as the price of a
commodity increases the demand for the commodity will go down. By creating water rate
structures which increase in per unit price as consumption becomes less efficient, the high use
or inefficient water user is provided with a “price signal” to be more efficient in their usage. In
Capistrano, the issue of penalty or punitive pricing for inefficient or wasteful users was a point
of contention. In short, the Capistrano decision determined among other things that, in order
to be compliant with Proposition 218, there must be a cost-basis for each of the pricing tiers.

The 2012/13 rate study conducted by HDR, which was prior to the Capistrano case, did not
create the tiered or seasonal rate structures used by the District. These rate structures were
already in place and the 2012/13 rate study maintained that pricing structure and simply
updated them to reflect the costs of the District at that time. However, the study did not assign
or allocate costs to a level which would provide the District with a clear connection or evidence
as to the cost-basis of the price differential used within the rates.

San Juan Capistrano and Proposition 218*

It has always been important for a utility to have cost-based rates that are fair, equitable, and
defendable. As noted previously, the basis for establishing water rates that are fair, equitable,
and defendable has traditionally been cost of service principles and methodologies. At the
same time, the courts have historically recognized that municipal entities can take into account
policy objectives other than strictly cost of service when establishing rates (e.g., conservation,
efficient use, ability to pay, etc.). In most parts of the U.S,, that policy latitude in establishing
utility rates remains intact.

In contrast to above discussion regarding policy latitude, the State of California has certain well
established legal constraints regarding utility ratemaking, of which Proposition 218 is at the
forefront. At its very core, Proposition 218 requires a water utility to establish cost-based rates
for the services provided. Since its inception, there have been numerous lawsuits related to
utility rates and Proposition 218. In the Capistrano Taxpayers Association, Inc. v. City of San

% The Capistrano decision focused only on the pricing of the tiers and not on the sizing or basis of the tiers
(e.g. essential needs, efficient indoor use, efficient outdoor use, inefficient outdoor use, wasteful use, etc.).

% The California Urban Water Conservation Council (CUWCC) has best management practices as they relate to
conservation pricing. The 2012/13 study discussed these conservation rate design BMPs.

* In providing this overview of the Capistrano decision, HDR is not providing legal advice or a legal opinion.
This overview is based upon HDR’s understanding of the Capistrano decision and how it may impact the
District’s rate setting process.
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Juan Capistrano, the City of San Juan Capistrano (Capistrano) was challenged, among other
items, over the cost-basis for prices (rates) used within their tiered water rate structure. In this
specific case, it appears that the key issue was the pricing of the upper blocks (3 and 4™
blocks) and the price/cost difference between the prior tier’s pricing. The differential in price
between the Capistrano’s tiers was significant, and was the main challenge by the plaintiffs
claiming that the “punitive” pricing was not cost justified under Proposition 218. Capistrano
believed that the pricing was justified under the constitutional requirement to use water
efficiently and viewed the pricing as penalty blocks for inefficient or wasteful use. The initial
ruling of the trial court in this case was not favorable to the City and, as a result, the City
appealed the trial court’s decision. In June 2015, the Appellate Court hearing this case upheld
the lower court’s decision as it pertained to the pricing of the tiers within the City’s water rate
design. In short, the court ruled that the City’s rates failed to demonstrate a cost-basis for the
pricing of their tiers. Last week, this case was essentially memorialized when the California
Supreme Court declined to depublish the Capistrano decision, meaning that going forward, trial
courts will be required to consider this decision in any challenge to an agency's water rates.
However, in reviewing a water agency’s rates, the court may also take into consideration, in the
context of the rates being challenged, other past Proposition 218 decisions.

In summary, the Appellate Court ruled that tiered rates are a valid rate structure under
Proposition 218. The Appellate Court specifically noted “. . . tiered, or inclined rates that go up
progressively in relation to usage are perfectly consonant with article XIll D, section 6,
subdivision (b){3) . . .” However, what this means is that the pricing of the tiers must be cost-
based and reflect the costs incurred to provide water service at the various tiers established by
the utility. The Court’s decision has diminished the latitude for policy input of the legislative
body in establishing a local utility’s rates, particularly as it relates to the pricing of the tiers to
encourage conservation and efficient use. Simply stated, going forward, all water utilities
within California will need to be able to demonstrate the cost-basis of the pricing differentials
used within their tiered or seasonal water rate structures.

Overview of the District’s Current Tiered Pricing

At the present time, the District has residential and non-residential rates. The metered rates
are composed of a meter service charge which varies by meter size and a usage charge billed in
hundreds of cubic feet ($/CCF). Provided below in Table 1 is a summary of the currently
adopted rates of the District for the usage charges.
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~ Rate Component b . 1/1/16 1/1/17 1/1/18

Usage Charges —
Residential Customers
1% Tier (0 — 10 CCF) $0.83 $0.87 $S0.90 $0.94
2" Tier (11+ CCF) $1.04 $1.08 $1.12 $1.17
Residential Price Differential $0.21 $0.21 $0.22 $0.23

Non-Residential Customers

Off-Peak (Nov. — April) 50.84 $0.88 $0.91 $0.95
On-Peak (May — Oct.) $1.05 $1.09 $1.14 $1.18
Non-Residential Price Differential $0.21 $S0.21 $0.23 50.23

As can be seen, the residential customers have a tiered rate structure based upon usage and
the non-residential customers have a seasonal rate structure. Both rate structures are
considered to be conservation-oriented rate structures.

The price differential for both residential and non-residential customers ranges from $0.21/CCF
to $0.23/CCF. In comparison to many water utilities, this differential is not particularly large.
By way of a comparison, the first block price of the Capistrano rates were $3.18/CCF and their
tail (last/4™) block was $11.67/CCF, a 266% differential over the initial block price. In the case
of the District, the price differential between the two blocks is approximately 25%.

While the price differential between the District’s price blocks are relatively minimal, they still
must be cost-justified using a cost of service methodology.

Overview of the Cost of Service Methodology

The cost of service study conducted for the District in 2012/13 equitably allocated the District’s
2014 revenue requirement over the time period of the initial rates for adoption. The study, at
that time, provided two key pieces of information that provided the cost basis used to establish
the District’s rates. These two key pieces of information were:

¢ The equitable allocation of the 2014 revenue requirement among the various customer
classes of service
e Average unit costs, by class of service, used to develop rate designs

In equitably allocating costs, the District’s revenue requirements were allocated between
residential, non-residential and fire protection. In developing the average unit costs (i.e. cost-
based rates) the costs were established on a class-wide basis for commodity, capacity and
customer-related costs. While this provided an understanding of the cost relationships on a

i‘}? Review of Cost-Basis of the District’s Tiered and Seasonal Rates 4
Sacramento Suburban Water District



class-wide basis, the average unit costs did not have sufficient detail or “granularity” to
establish a cost-differential for Tier 1 and Tier 2 usage (or seasonal rates).

In order to develop average unit costs by tier or seasonal time period, the cost of service
analysis was modified to reflect how the analysis would have been conducted had the
Capistrano decision been known or in place. In that sense, this study has not updated any costs
or consumption information, but rather, simply “sliced the pie more thinly” to provide the
needed detail and demonstrate the cost differentials between price tiers or seasonal periods.

Establishing the Cost-Basis for Pricing Tiers

While there remains much discussion in the legal and rate community as to the impacts and
stricter technical (legal) requirements as a result of Capistrano, HDR has concluded that utilities
have at least three technical approaches to be able to cost justify the individual pricing of their
tiered rate structures. These technical approaches encompass the following areas:

e Cost differences in water supply (i.e., “stacking” of water supply resources to tiers,
alternative water supplies, etc.).

e Cost differences from high peak use consumers (relationship of average use to peak
use).

e Direct assignment of costs to specific (upper) tiers (e.g., conservation program costs,
etc.).

In certain cases, the costs differences may be related to the cost of water supply when a utility
has more than one source of water supply. Interestingly, in the Capistrano case, the court
focused on this aspect of the City’s costs to provide the cost justification for the price
differential. At the same time, this approach or portion of the analysis may also include the
cost of alternative water supplies (i.e. recycled or reuse water). For example, reuse water may
be assigned to higher tiers to reflect outdoor use or the need for additional/alternative water
supply to meet the demands of the high use customers.

The second possible source of cost differences is related to high-peak use customers.
Customers that use more water create greater demands and costs on the system. A water
supply and distribution system must be sized to meet these peak use requirements. Economic
theory clearly states that equity is achieved when those that create the demand event pay for
the demand event. This has implications upon the equitable allocation of capacity-related costs
to the different tiers or seasonal periods.

Finally, certain costs may be directly assigned to specific tiers or seasonal time periods. For
example, a conservation program which focuses on outdoor water use may be directly assigned
to the water tiers which are related to outdoor use. The direct assignment to a specific tier will
create a price differential.

For the District’s study, the focus of analysis was on the second method of considering the cost
impacts of high peak use customers. While the first method of reviewing water supply costs
was certainly possible, due to the District’s conjunctive use system, for purposes of establishing
costs, it is not simple or straight-forward. The last approach of directly assigning costs was also
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a viable approach, but the detail of the District’s revenue requirement, as shown in the 2012/13
study did not easily segregate out these costs. Had the District’s price differential on their tiers
been greater than the current levels then HDR likely would have explored these other methods.
However, in this case it appeared that considering the cost differences associated with high-
peak users would provide sufficient cost justification for the District’s current rates.

Modifications to the Model

In a cost of service analysis, the cost data is functionalized, classified and allocated.
Functionalization is the arrangement of the cost data into functional categories (e.g. supply,
treatment, transmission, distribution, etc.). Next, costs are classified between commodity,
capacity, customer and fire-protection related. Finally, each of the classified costs are equitably
allocated to each customer group. For example, commodity costs are related to total flow
(usage) and they are allocated on the basis of consumption for each customer class of service.”

In the case of the District’s study, the model needed to be modified to allow for the
classification and allocation of costs to the various residential tiers. A number of exhibits within
the technical analysis were modified to accommodate these changes. In terms of classification
of costs, the following table provides a summary overview of these modifications.

Original Study L Revised
_ Cost Classifiers e : ~ CostClassifiers
s Commodity — Related e Commodity — Related
v" On-Peak
v Off-Peak
e Capacity — Related e Capacity — Related™
e Customer — Related @ Customer — Related
v" Actual Customer v" Actual Customer
v" Customer Accounting v" Customer Accounting
v' Meters and Services v" Meters and Services
e Fire Protection — Related e Fire Protection — Related
¢ Revenue Related ¢ Revenue Related
e Direct Assignment e Direct Assignment

[1] — Capacity related costs are segregated (assigned) between on-peak and off-peak in the allocation process.

In this case, the modification to the model (classification of costs) has changed the commodity
cost classifier to segregate those costs between on-peak and off-peak to reflect the seasonal
time periods. In other words, a cost that was considered a “commodity” or flow related cost in
the original study is now split between commodity on-peak and commodity off-peak. The total

> A more detailed discussion of the methodology and approach of a cost of service analysis can be found in
the District’s rate study conducted by HDR; Final Report, Comprehensive Water Rate Study, September 2013
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cost classified remained the same; it was simply classified in greater detail. In the case of the
District, the seasonal time periods (on-peak and off-peak) are related to the non-residential
customers. By classifying costs to on-peak and off-peak time periods, the consumptive use for
that time period can be used to establish the per unit cost in that time period (e.g., on-peak
costs + on peak CCF consumption = on-peak $/CCF unit costs).

In addition to the classification of costs, the model was also modified within the allocation
factors used to allocate costs. Once the costs have been classified, they are then equitably
allocated to the various customer classes of service. For example, in the original model,
commodity or flow related costs were allocated to the residential, non-residential and fire
protection customers based upon their contributions to annual flow (i.e. annual consumptive
use). Provided below in Table 3 is an overview of these changes to the allocation factors.
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 Original Study S : Revised

CostClassifies Cost Classifiers
¢ Commodity (Annual) ¢ Commodity
v"  Residential v"  Residential
v Non-Residential — Tier1
v" Fire Protection — Tier2

v"  Non-Residential

— Peak [May — Oct.]

— Off-Peak [Nov. — April]
v" Fire Protection

e Capacity — Related e Capacity — Related
v" Residential ¥v"  Residential
v" Non-Residential — Tier 1
v Fire Protection ~ Tier 2

v" Non-Residential

— Peak [May — Oct.]

— Off-Peak [Nov. — April]
¥" Fire Protection

e Customer —Related e Customer — Related
v"  Residential v"  Residential
v Non-Residential v" Non-Residential
v" Fire Protection v" Fire Protection
e Fire Protection — Related ® Fire Protection — Related
v'  Residential v'  Residential
v" Non-Residential v Non-Residential
v'. Fire Protection v" Fire Protection
¢ Revenue Related & Revenue Related
v"  Residential v'  Residential
v Non-Residential v" Non-Residential
v" Fire Protection v' Fire Protection
¢ Direct Assignment ¢ Direct Assignment

Similar to the classification of costs, the same amount of costs are being allocated, but in this
case, they are being allocated to residential Tier 1 and Tier 2 usage, and non-residential costs
are being allocated to the seasonal time periods (on-peak and off-peak). This allocation
method allows for the development of average unit costs by Residential Tier 1 and 2 and Non-
residential seasonal time periods.

With these modifications to the model, HDR was able to modify the analysis to reflect the
changes in the model. This aspect of the analysis is discussed in more detail below.
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Classification of Costs

Classification is the assignment of costs to the various cost-classifiers. In this case, costs are
split between commodity, capacity, customer, fire-protection, revenue-related and direct
assignment (See Table 2). Of particular importance is the approach used to assign commodity
costs between on-peak and off-peak.

Similar to the discussion above, the costs were not reassigned between commodity and
capacity, but the commodity costs were further sub-classified to commodity on-peak and
commodity off-peak. The basis for the sub-classification of commodity costs was the system
consumptive usage between the on-peak and off-peak periods. This resulted in approximately
68% of the commodity-related costs being on-peak related and 32% being off-peak related®.

The capacity costs are not assigned between on-peak and off-peak at this point of the analysis.
As will be seen in the allocation of costs, the capacity costs will be assigned to residential on the
basis of Tier 1 and Tier 2 demands and non-residential capacity costs will be assigned based
upon their total proportion of capacity costs (from the old study), segregated between on-peak
and off-peak based upon the non-residential demands. This aspect of the study is discussed in
more detail below.

Provided below in Table 4 is a summary of the revised cost classification of the 2014 net
revenue requirement.

Revised

- Cost Classifiers ‘ L ‘ . Study |

¢ Commodity — Related $9,553

v On-Peak $6,359

v Off-Peak 3,194
e Capacity — Related 17,220 17,220%
e Customer — Related

v’ Actual Customer 5,097 5,097

v" Customer Accounting 545 545

v Meters and Services 4,265 4,265
@ Fire Protection — Related 3,910 3,910
# Revenue Related (855) (855)
& Direct Assighment 645 645

Total Net Revenue Requirement $40,381 $40,381

[1]1— See Exhibit 12 of the Technical Appendix for details
[2] — Capacity is further subcategorized between on-peak and off-peak within the allocation process.

® See Exhibit Sb of the Technical Appendix for details
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As can be seen, the analysis has still assigned the same total net revenue requirements ($40.4
million). The revised study, at this juncture, has simply further sub-classified the commodity
costs from the original study.

Allocation of the Classified Costs (Allocation Factors)

The final analytical step in the cost of service analysis is the allocation of costs to the various
customer classes of service. For each classified cost (e.g. commodity, capacity, etc.) costs are
equitably allocated to each customer class of service (See Table 3). In the revised study, the
costs are allocated to the customer classes of service, but for residential they are assigned
between Tier 1 (0 — 10 CCF) and Tier 2 (over 10 CCF), and for non-residential they are allocated
to seasonal time periods; on-peak and off-peak.

To develop the allocation factors the commodity and capacity costs needed to be modified and
the appropriate units of service determined for the residential and non-residential customers.
Similar to all the other changes in the model, the total consumption units for a class of service
were not changed, but simply subdivided into the appropriate units (tiers or peak periods).

For the commodity related costs, the assignment of costs to residential tiers or non-residential
peak periods was relatively simple. Commodity costs are flow related and as such the total
annual consumption can be easily segregated between Tier 1 and Tier 2 usage for the
residential customers. During this time period, approximately 41% of residential usage was Tier
1 and the balance, or 59% was Tier 2 usage. For non-residential, the commodity costs are
segregated between on-peak and off-peak time periods. As noted previously, on-peak is
defined as usage during May — October, while off-peak is usage during November — April. Since
this is simply monthly consumptive use, segregating consumption for non-residential during
these time periods is very straight-forward. For this time period, 34% of the consumptive use
for non-residential was off-peak (winter) usage, while the remainder or 66% was on-peak
(summer) usage).

While the development of the commodity allocation factor was relatively simple, the
development of the capacity allocation factors was a bit more complex. The capacity allocation
factors are developed based upon each customer group’s contribution to the peak day demand
event. While the District understands the overall system peak demand, the available data to
determine peak demands by class of service is limited. To estimate each customer class of
services’ contribution, a “peaking factor” is developed.” A peaking factor is the relationship
between average day use and peak day use, for each customer class of service. In some cases,
the peaking factor may be a known value, but in most cases, it must be estimated based upon
the best available information. That is the case in this instance. In the original study, the
relationships of average month use to peak month use was used as a reasonable surrogate for

7 A peaking factor is a measure of the relationship between peak use demand and average day demand (use). For
example, a customer group may have with a peak use (demand) of 200,000 gallons per day, and an average day
use of 100,000 gallons has a peaking factor of 2.0 {200,000 gallons + 100,000 gallons = 2.0 peaking factor). Given
an average day use {demand) and a peaking factor, a peak demand may be calculated (estimated).
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this relationship.® In this case, a similar approach was utilized but slightly modified for purposes
of establishing peaking factors for residential and non-residential. Similar to the prior portions
of the analysis, the total demand of the class of service was not modified or changed, but
simply segregated between the appropriate units. For example, in the original study, the
residential average day use was 19.49 MGD with a peaking factor of 1.85 or a peak day demand
of 36.05 MGD. In the revised analysis, the peaking factor for Tier 1 is 1.20 and for Tier 2 it is
2.30 producing peak day contributions of 9.53 MGD and 26.57 MGD respectively, or a total of
36.1 MGD. A similar approach was used for non-residential customers.

The development of the residential peaking factors for Tier 1 and Tier 2 was based upon an
analysis of the customer consumption patterns within Tier 1 and Tier 2. As would be expected,
a Tier 1 customer has relatively low consumption and low peak demands. When compared to
the Tier 2 customer, which has high consumption and high peak demands, the difference
becomes apparent. Similar to the original study, the Tier 1 and Tier 2 average month and peak
month usage was analyzed and peaking factors developed. From that analysis, it was
determined that a Tier 2 customer has a peak demand that is approximately 1.9 times greater
than a Tier 1 customer. In other words, a Tier 2 customer’s relationship of their average day
use to their peak day use is about 2 times greater than that of a Tier 1 customer. Based upon
that relationship, the peaking factors for residential Tier 1 of 1.20 and Tier 2 of 2.30 was
developed (i.e. a peaking factor of 2.30 for Tier 2 is 1.9 times greater than the peaking factor of
1.20 for a Tier 1 customer).

The development of the non-residential peaking factors was based upon an analysis of the
seasonal peaking characteristics of these customers. Similar to the residential analysis, the
average month to peak month characteristics of the non-residential customers were analyzed
for the on-peak and off-peak time periods. Our analysis indicated that the on-peak demands
(i.e. peaking factors) appeared to be approximately 1.3 times greater than the off-peak peaking
factors. Based upon that relationship, the peaking factors for non-residential off-peak was
determined to be 1.46 and on-peak was 1.96 (i.e. a peaking factor of 1.96 for the on-peak
period is approximately 1.3 times greater than the peaking factor of 1.46 for the off-peak time
period).

Given the revised allocation factors for the commodity and capacity costs, the costs could be
allocated and average unit costs developed. This aspect of the study is discussed below.

Summary Findings and Conclusions

The final step in the model is to allocate the classified costs. This analytical step is summarized
below in Table 5.

& Appendix A of the Sixth Edition of the AWWA M-1 Manual, Principles of Water Rates, Fees and Charges, discusses
this approach to estimate peaking factors.
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Residential

L ~ Non- Fire
Tier 1 - Tier2 Resident.  Protection

Cost Classifiefs

Commodity — Related

On-Peak $6,358 — - $2,819 -
Off-Peak 3,194 - — $1,416 -
Annual $9,552 $2,162 $3,155
Capacity — Related
On-Peak - - $5,385 -
Off-Peak _ . - $2,104 -
Annual $17,220 $2,570 $7,162
Customer — Related
Actual Customer $5,097 $2,091 $2,091 $820 $100
Customer Accounting 545 224 224 88 10
Meters and Services 4,265 1,363 1,363 1,424 117
Total Customer Related $9,908 $3,678 $3,678 $2,332 $221
Fire Protection — Related $3,910 $1,119 $1,119 $1,117 $555
Revenue Related (5855) (5249) (5268) (5319) (520)
Direct Assignment $645 $215 $215 $215 S0
Total Net Rev. Requirement $40,381 $9,494 $15,062 $15,068 $756
Original Study Allocation $40,381 $24,546 $15,079 $756

The costs have been allocated to residential, non-residential and fire protection customers.
This is the same process as the original cost of service study, but as can be seen, the commodity
and capacity costs have been sub-classified and allocated to allow for the allocation of
residential costs to Tier 1 and Tier 2 and for non-residential costs to on-peak and off-peak time
periods. In total, the allocated costs for each customer class of service are nearly identical to
the original cost allocations.

For the non-residential customers, the capacity related costs were assigned between on-peak
and off-peak based upon the previous capacity allocation information developed. First, in the
original study, 43.5% of the capacity costs were assigned to non-residential, which equates to
approximately $7.5 million. The $7.5 million is then assigned between on-peak and off-peak
based upon the demand relationships of the non-residential customers (See Exhibit 6). This
assigned approximately 71.9% of the non-residential capacity costs to on-peak and the balance,
or 28.1% to off-peak.

From these allocated costs, average unit costs can be developed. This aspect of the study was
shown on Exhibit 15b of the original study Technical Appendices. For this study, a similar
“approach was used to calculate the average unit costs for the commodity and capacity costs in
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order to determine the cost differential between the residential Tier 1 and Tier 2 costs and the
non-residential on-peak and off-peak costs. Provided below in Table 6 is a summary of that
portion of the analysis.

o Residential ‘ . | $ :
_ Cost Classifiers  Tierl - ~ Difference
Residential —
Commodity $0.62 $0.62 $0.00
Capacity 0.73 1.40 0.67
Total $1.35 $2.01 $0.67
Existing Residential Rate $0.83 $1.04 $0.21
NonResidential $
Cost Classifiers ~ - Off-Peak On-Peak Difference
Non-Residential —
Commodity $0.60 $0.62 $0.02
Capacity ) 0.89 1.19 0.31
Annual $1.48 $1.82 $0.33
Existing Non-Residential Rate $0.84 $1.05 $0.21

As can be seen in Table 6, for the residential customers, there is a calculated price differential
which is greater than the existing rate differential of $0.21/CCF. This is primarily a result of the
differences in capacity use between the Tier 1 and Tier 2 customer. In addition, it should be
noted that the calculated average unit cost for each tier is greater than the existing residential
rates thus cost-justifying the existing residential usage charges. For the non-residential
customers, a similar result is noted. The calculated price differential between the on-peak and
off-peak time periods is greater than the current rate differential. In addition, the calculated
unit cost for time periods are greater than the current non-residential usage charges.

Table 6 has demonstrated that the price differentials used within the District’s residential tiers
and non-residential seasonal rates are cost-justified. While there is a difference in the
calculated differentials and the District’s existing rates, it is important to understand that the
District’s rates are not “under-collecting” revenue. Rather, the District’s rates were designed to
collect the appropriate level of total revenue for each class of service via the meter and usage
charges. Simply stated, the rates, as adopted by the District, did not exceed the cost-basis for
the price differential (i.e. the focus of the Capistrano decision). The District’s final adopted rate
design collected slightly more from the fixed meter charges and slightly less from the usage
(consumption) charges. Finally, it is also important to understand the dynamic nature of usage
(demand) patterns and cost of service. The cost of service conducted for the District reflected a
specific one-year time period. The analysis and results shown in Table 6 can vary from time
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period to time period depending upon the peak demand usage of a particular customer class of
service and tier. In other words, the results shown in Table 6 will have some variability around
the result (both up and down). Given that, the District’s adoption of a rate differential which is
somewhat less than calculated rates shown in Table 6 simply means that the District, as a
matter of policy, was not overly aggressive in establishing a price signal to encourage
conservation and efficient use.” With the recent Capistrano decision, and in hindsight, the
Board’s choice to not be overly aggressive in establishing the pricing tiers now appears to be
very prudent.

Summary Conclusions

This analysis has utilized the District’s cost of service analysis developed in 2012/13 and the
basis for the District’s currently adopted rates. As a result of the recent Capistrano decision,
the District wanted to confirm that the rates adopted as a result of that prior study conformed
to the Capistrano decision with regard to the pricing of tiered rates and the cost justification for
such tiered rates.’® In summary, this paper has demonstrated the cost-basis for the District’s
currently adopted residential tiered rates and non-residential seasonal rate structures.

® This was the crux of the complaint by the Capistrano Taxpayers Association that the pricing of the residential tiers
were “too aggressive/high” and had no cost-basis.

® |n making this statement, HDR is not providing a legal opinion regarding the Capistrano decision, nor
providing a legal opinion regarding the District’s rates.
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SACRAMENTO

SUBURBAN

“ WATER
DISTRICT
Agenda Item: 2

Date: August 19, 2015
Subject: Rate Subsidy for Low-Income Customers

Staff Contact:  Daniel A. Bills, Finance Director

Pursuant to Board direction, staff is investigating the potential of establishing a fund for
providing assistance to low-income residents.

Prior to staff pursuing this matter in earnest, it is important to note the constraints and legal
limitations that the District operates under when it comes to setting customer rates. Generally
speaking, it is problematic for California public agencies to subsidize water or other utility rates
for low income customers. The problem is due to Proposition 218’s substantive requirements
(Article XIII D, section 6 of the California Constitution) that requires water rates be imposed in
proportion to the cost of service to provide water to each property and cannot exceed that cost of
service to each parcel. Practically, this means that each customer must pay his or her fair share
of the District’s costs of providing water service and that one group of customers cannot be
charged a higher rate in order to reduce the costs of service (i.e., subsidize the cost) for another
group. This is because any “discount” afforded to low income customers or another group is
necessarily diverted to other water customers who do not benefit from a subsidized rate. In such
a case, those other customers would be paying more than their proportionate share of the costs
required to serve their parcels and therefore would have a claim against the District that their
rates violate Proposition 218’s requirements. This could lead to refund claims and a claim that
the increment of additional cost to provide discounted service to low income customers is really
a special tax that requires a two-thirds vote of all District customers.

In addition, it is equally important to note that SSWD is a public agency and while there are
some public utilities providing subsidized rates to their customers, most such utilities are private
utilities regulated by the California Public Utilities Commission (CPUC). Private utilities are not
subject to Proposition 218 and can properly be subject to CPUC regulations requiring them to
offer subsidized rates as a condition of service. Some public agencies, for example SMUD, also
offer subsidies. But in such cases, those programs are funded by voluntary customer
contributions and general fund revenues obtained from property tax allocations, power
generation revenues and other non-rate revenue sources. SSWD has few sources of funds other
than those collected from customers.
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Therefore, staff proposes pursuing two potential options:

1. The first is the District could propose a special tax to fund a low income rate program.
The proposed tax would need to be placed on the ballot and approved by at least two-
thirds of SSWD’s voters.

2. A second option would be for the District to set up a program using voluntary customer
contributions or non-rate general fund revenues, or both. In the District’s case, a problem
exists in that the District has little or no general fund revenues such as power generation
revenues or property tax allocations, so we would have to rely heavily on customer
contributions and any available non-traditional income sources like grants. (It also
should be noted that the Legislature and State Water Resources Control Board are
looking at this issue, but any legislation or regulations would need to comply with
Proposition 218 so any state program would also have to rely on general fund funding
unless a new tax is proposed and approved.) Further, all current non-customer revenues
(lease income, interest, grant income, etc.) is attributed to the existing rate structure
applicable to all customers. Any “reassignment” would require district-wide rate
increases or cost reductions.

With either option, additional remaining issues would be - the method to qualify a customer for
the subsidy, who certifies income levels, and how frequently would a customer have to requalify.

Staff will begin by surveying other water districts which may have existing programs in place to
learn what has proven to work successfully and what lessons have been learned by others.



SACRAMENITO

SUBURBAN

Q WATER
DISTRICT
Agenda Item: 3

Date: August 21, 2015
Subject: 2016/17 Budget Assumptions

Staff Contact: Daniel A. Bills, Finance Director

Recommended Committee Action:

Proposed 2016/17 key Budget' assumptions are attached. The timeline approved by the Board in
August presumes passage of the Budget in November. Staff seeks Committee input and
direction.

Discussion:

Each year at the inception of the annual budget process, staff provides the Committee with
certain key assumptions that are necessary in order to begin the Budget preparation process.
These assumptions are based on either historical experience or reflect current or expected
economic and climatic conditions. While such assumptions are necessary in order to provide an
initial draft for Board/Committee review, such assumptions are subject to change at Board
discretion throughout the Budget preparation process.

Beginning with the 2016/17 Budget cycle, staff is proposing a 2 year planning process. District
revenues and expenses will be evaluated over a 2 year horizon; a formal budget adopted for the
first year, and a “forecast” for the second year. CIP and OCB projects are expected to be
approved over the 2 year planning period. Staff is of the opinion that such planning provides for
improved District operations.

! The Budget is comprised of the Operations and Maintenance Budget (O&M), Operating Capital
Budget (OCB), and the Capital Improvement Program Budget (CIP).
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AGENDA ITEM 3A
BUDGET SCHEDULE



SACRAMENITO

SUBURBAN

WATER
DISTRICT

Date: August 19, 2015
Subject: 2016 Budget Preparation Schedule

Staff Contact:  Daniel A. Bills, Finance Director

Based on Director comments received through August 17, the budget schedule for the 2016
budget is outlined below. The necessary preparation tasks and their corresponding due dates are
listed. Please note the schedule presumes Budget adoption in November.

Meeting Purpose Due Date Time
Kick-Off Meeting ~ Marconi Staff Training Tuesday August 11 Noon
Kick-Off Meeting ~ Walnut Staff Training Wednesday  August 12 Noon
Board Meeting Approve Schedule Monday August 17 6:30 pm
Finance Committee Review Assumptions Friday August 28 3:00 pm
1st Draft Due Send to Finance Dept Friday September 4  COB
AGM/FD Review 1% Draft Friday September 11 10:00 am
Budget Preparers Informed of Changes Monday September 14 Noon
2™ Draft Due Send to Finance Dept Friday September 18 COB
Board Meeting Status Report Monday September 21  6:30 pm
Ex Comm Review  Review 2™ Draft Wednesday  September 23 1:00 pm
Delivery & Posting Board Workshop Wednesday  September 30 1:00 pm
Board Workshop  Budget Presentation Monday October 5 3:00 pm
Board Meeting Follow-up From Workshop Monday October 19 6:30 pm
Ex Comm Review  Review Final Draft Tuesday October 27 8:30 am
Board Meeting Approve Final Budget Monday November 16 6:30 pm

Budget Preparers Final Budgets Provided Tuesday November 17 COB

COB - Close of business

(Note: the budget is comprised of the Operations and Maintenance Budget (O&M), Operating
Capital Budget (OCB), and the Capital Improvement Program Budget (CIP)).
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Finance & Audit Committee
August 28, 2015
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* To deliver a high quality, reliable
supply of water and superior
customer service at a reasonable
price.
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Water Supply:

» Assure a present and long-term safe and reliable supply of high quality water in an
environmentally responsible and sustainable manner for District customers.

Facilities and Operations:

» Plan, construct, operate and maintain the District water system facilities embracing
sustainable practices to provide reliable delivery of high quality water.

Customer Service:
» Assure superior customer service.

Finance:

» Ensure effective and efficient management and public reporting of all District
financial processes.

Leadership:

» Provide leadership on regional, statewide and national water management issues
that affect the District.

SACRAMENTO
SUBURBAN

WATER
DISTRICT
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Staff Development of Budgets

» Initial Presentation and Provide Direction to Staff

Finance and Audit Committee — 08/28/15, 3:00 pm ]

September Board Meeting — 09/21/15
» Discuss Budgets and Provide Direction to Staff

Board Workshop — 10/05/15, 3:00 pm

> Initial Presentation; Provide Direction to Staff

October Board Meeting — 10/19/15
» 27 Draft Presentation; Provide Additional Direction to Staff

November Board Meeting — 11/16/15
» Budget Approval or Additional Direction to Staff
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» Two Year Planning Process
» Revenue and Expenses Projected over a 2 Year Horizon
» Budget Adopted for First Year
» Forecast Provided for Second Year

» CIP and OCB Projects Approved for 2 Year Period

> Initial Presentation and Provide Direction to Staff

[&;]
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$60,000,000

$50,000,000

$40,000,000

$30,000,000

$20,000,000

$10,000,000

$-

Actual
2010

Actual

2011

Actual
2012

Actual
2013

Actual
2014

Budget
2015

# Total Revenues

$42,802,430

$41,427,990

$41,149,853

$42,855,991

$40,694,377

$40,579,459

# Total Expenses

$50,697,334

$43,153,376

$44,390,002

$44,361,585

$43,190,061

$44,605,352

District expenses continue to exceed revenues.
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$60,000,000
$57,741,254
,464,
953,464,316 $52,237,031
350,000,000 S v S S 49,198,306 .
$49.198, $47,307,695
$44,812,477
$40,786,584
$40,000,000
$30,000,000
$20,000,000
$10,000,000 -
$- e | i
Actual ! Actual | Actual ; Actual ! Actual | Actual i Projected
2009 | 2000 | 2011 | 2012 | 2013 | 2014 | 2018
As District expenditures continue to exceed revenues, cash reserves continue to decline.
Seventh year in a row for reserve balance decreases. 7
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Income From Customers
Total Other Income

Total Revenue

Operations and Maintenance (O&M)
Capital Improvement Program (CIP)
Operating Capital Program (OCB)

Debt Service

Net Revenue

Reserve (Cash) Balance

Actual Original Amended
2013 2014 As Of 2015 2015
Actual Actual 7/31/2015 Budget Budg
40,825,043  $ 38,929,472 $ 21,614,290 $ 41,290,000 $ 38,962,459
2,030,948 1,764,905 1,112,436 1,742,000 1,617,000
42,855,991 40,694,377 22,726,726 43,032,000 40,579,459
16,483,643 15,192,256 8,133,731 18,025,427 17,282,427
19,973,984 19,773,751 7,737,402 18,257,000 18,332,000
474,602 740,059 72,907 1,140,925 1,140,925
7,429,356 7,483,995 2,066,903 7,850,000 7,850,000
44,361,585 43,190,061 18,010,943 45,273,352 44,605,352
(1,505,594) (2,495,684) 4,715,783 (2,241,352) (4,025,893)
47,307,695 $ 44812477 $ 47275526 § 40,692,355 $ 40,786,584

Note: Bolded lines are the budgets — 0&M, CIP, OCB and Debt Service
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Sacramento Suburban Water District

Budget Assumptions

Key A 2014 2015 2016 2017
1 Rate Increase 4.00%  $1,553,000 4.00% $1,615,000 4.00% $1,680,000
2 No Change in SSWD Service Boundaries
3 New Service Connections {Growth) Increase 0.43% Increase 0.43% Increase 0.43% Increase 0.43%
4 Water Production: (A} Cost/AF AF Cost/AF AF Cost/AF AE Cost/AF AF
a. Water Supply Forecast Based on 5 Year Average
b. SSA Surface Water (City) $ 276.77 3,500 AF $ 33200 1,000 AF $ 33200 1,000 AH$  332.00 1,000 AF}
c. SSA {Electricity, C SGA, etc.) $ 103.54 15,000 AF $ 108.60 16,500 AF $ 107.80 15,000 AFH$ 107.80 15,000 AF
d. NSA Surface Water (PCWA) $ 35.00 15,000 AF $ 3500 12,000 AF § 3500 12,000 AF$  35.00 12,000 AF|
e. NSA Surface Water (Wheeling) $ 18.36 15,000 AF $ 19.00 12,000 AF $ 18.00 12,000 AF[$  19.00 12,000 AF|
f. NSA Surface Water (Treatment) $ 62.10 15,000 AF $ €5.00 12,150 AF $ 65.00 12,150 AF[$  65.00 12,150 AF|
g. NSA (El i Ci icals, SGA, etc.) $ 87.72 8,500 AF $ 9633 8,350 AF $ 9552 6,850 AF|$ 9552 6,850 AF|
h. NSA Bureau 215 Water $ 68.30 150 AF $ 7100 150 AF $ 71.00 150 AF|S  71.00 150 AF|
i. NSA Wheel Water from Citrus Heights $ 24.20 300 AF $ 2420 300 AF $ 2420 300 AF|$  24.20 300 AF|
J- NSA Wheel Water to Citrus Heights (Revenue) $  {24.20) 300 AF $  (24.20) 300 AF $ (24.20) 300 AF[$  (24.20) 300 AF|
k. NSA Wheel Water to Cal-AM {Revenue) $ (196.48) 2,000 AF $ (196.48) 2,000 AF $ (196.48) 2,000 AF|$ (196.48) 2,000 AF|
I. NSA Wheel Water to RLECWD {Revenue) $ {439.96) 500 AF $ (439.96) 500 AF $ (439.96) 500 AF|$ {439.95) 500 AF|
5 Other Outside Water Sales None None None None
6 Investment Yield 1.50% 1.50% 1.70% 2.00%
7 Variable Debt Interest Rate (Reduced LOC fFee in 2015) 4.00% 4,00% 3.86% 3.86%
8 Eiectrical Cost Increase 2.50% 2.50% 2.50% 2.50%
9 COLA (As of June 30, 2015} 1.60% 1.80% 0.50% 2.00%
10 Merit Program 2.50% 3.00% 3.00% 3.00%
1 Construction infiation (B) 2.10% 2.70% 2.10% 2.50%
12 Health Care Cost (C) 9.00% 4.90% 2.60% 3.00%
13 Tier 1 Pension Cost {% of Salaries) 24.77% 25.82% $317,000 21.70%$ 340,000 22.00%
14 Tier 2 Pension Cost {% of Salaries) 18.10% 19.84% $ 5,000 16.20%$ 10,000 16.50%;
15 Tier 3 Pension Cost (% of Salaries) 8.70% 6.70% 6.73% 6.73%
16 New Hires 1 None Nonel None]
17 Funding of Post Retirement Benefits $ 592,700 $ 591,000 $ 620,000 $ 640,000
Footnote:
(A) SSA = South Service Area; NSA = North Service Area
(B) 20 Cities CCl Index, Source: ENR
{C) From PERS Select PPO to UnitedHealthcare HMO 9
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rEr

SA Surface Water o NSA Ground Water i SSA Surface Water 8 SSA Ground Water
50,000
44,582
45,000 3
35,105 7,985 37,934 38,731 38,902 32,676
40,000 10-Year Average S
35,000
35,000
5-Year Average
«— 30,000
]
b
o 25,000
Q
<< 20,000
15,000
10,000
5,000
T 2006 2007 2008 2009 | 2010 | 2011 2012 2013 2014 2015 2016
Actual Actual Actual Actual Actual Actual Actual Actual Actual | Projected | Proposed
# SSA Ground Water 19,884 15,200 16,531 12,818 13,656 11,380 9,833 16,607 13,875 12,918 15,000
SSA Surface Water - 3,701 2,743 3,872 2,289 4,084 6,463 - - - 1,000
# NSA Ground Water 5,480 21,839 6,985 10,203 6,522 7,741 17,697 21,886 18,801 15,312 6,850
# NSA Surface Water; 12,642 3,842 12,239 8,212 15,518 14,729 4,738 409 - 17 12,150

Production amounts for 2016 based on prior 5 year average. Equals SGA Sustainable Pumping Goal per
the Water Accounting Framework.
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SSA Ground Water

SSA Surface Water
NSA Ground Water
NSA Surface Water
Total Production

Average Average 2015 Options
N

Prior 10 Years Prior 5 Years Estimate 1 2 ( 3 4
14,270 12,923 12,918 16,500 16,000 15,000 16,000

2,315 2,109 - 1,000 1,000 1,000 -

13,247 16,287 15,312 8,350 7,850 6,850 19,000

7,235 3,979 17 12,150 12,150 12,150 -

37,067 35,298 28,247 38,000 37,000 35,000 35,000

"
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sz WATER COSTS  aemmmm5-Year Trend
$5,000,000
$4,500,000 Tm— N
$4,000,000 s \:\N\\‘
$3,500,000
$3,000,000 W
$2,500,000
$2,000,000 -
$1,500,000
$1,000,000
$500,000 -+~
$- - ]
Actual Actual Actual Actual Projected Proposed :
2011 2012 2013 2014 2015 2016 |
;WWATER COSTS! $4,642,206 | $4,552,143 | $3,324,395 | $2,607,987 | $3,050,000 | $4,100,000
f«——-—S-YearTrend $4,050,226 | $4,195,169 | $4,095,061 @ $3,846,975 | $3,635,346 $3,526,905§

Water costs fluctuate based on hydrological conditions. Due to the conditions in 2013, 14 and 15, surface water
was unavailable. 2016 assumes the purchase of 13,150 AF of surface water (1,000 in SSA and 12,150 AF in NSA.}
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s SSWD s Western Cities .S, Cities  wwemSocial Security
6.00% -
5.00%
4.00%
3.00%
2.00%
1.00%
0.00%
-1.00%
-2.00% - e ]
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Actual Actual Actual Actual Actual Actual Actual Actual Actual Actual |Proposed
oo SSWD 2.62% 2.50% 3.26% 2.00% 0.00% 0.00% 2.00% 1.50% 1.60% 1.80% : 0.50%
=masa\Western Cities: 4.20% 3.60% 3.50% 4.80% | -1.60% | 0.40% 4.10% 1.50% 1.60% 1.80% | 0.50%
()5, Citles 5.20% 3.90% 2.80% 5.40% | -1.70% | 1.40% 4.40% 2.00% 1.50% 2.00% : 0.10%
s Social Security | 4.10% 3.30% 2.30% 5.80% 0.00% 0.00% 3.60% 1.70% 1.50% 1.70% 0.00%

SSWD COLA is intended to be equal to the Western Cities Index. Comparison is also shown to National CPI and SS Indices.
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wen SSWD s Average

5.00%
4.50%
4.00% \
3.50% \\ f‘\
3.00% / \\
2.50% - /’ o
NEA N,
1.50% V .
1.00% -
0.50%
0.00%
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Actual Actual Actual Actual Actual Actual Actual Actual Actual Actual | Proposed
mesases SSWD 4.38% 3.50% 2.50% 1.00% 2.00% 1.00% 3.50% 2.50% 2.50% 3.00% 3.00%
s Average | 2.63% 2.63% 2.63% 2.63% 2.63% 2.63% 2.63% 2.63% 2.63% 2.63% 2.63%

Staff’s recommendation is consistent with 2015 and average of prior years.

14

14



AGENDA ITEM 3C
RESERVE POLICY



PL - Fin 004

Sacramento Suburban Water District

Reserve Policy

Adopted: August 18, 2003
Revised: September 20, 2004; August 21, 2006; August 18, 2008, November 19, 2012,
January 27, 2014

100.00  Purpose of the Policy
The District will maintain reserve funds where required by law, ordinance or bond
covenant, and revenue stability, so as to provide the necessary cash flow for normal
and ordinary operations, while also providing the ability to address economic
downturns and limited system emergencies.

The primary purposes of this policy are: to establish a reserve fund level that is
specific to the needs and risks of the District; to identify when and how reserve funds
are utilized and replenished; and to recognize the long-term nature of such funds and
their relationship to current and projected customer rates. The District’s financial
reserve fund comprises various funds established for specific purposes and to reduce
certain risks. Collectively, these funds enable the District to operate in a prudent
manner, while allowing for transparency of reserve fund balances.

200.00  Policy
200.10  Fund Classification Types

The District shall maintain three fund classifications that collectively comprise the
District’s reserve fund balance. Fund classifications are a hierarchy based primarily
on the extent to which the District is bound to observe constraints imposed upon it.
The fund classifications are - Restricted funds, Committed funds and Assigned funds,
with distinction among the funds based on the relative strength of the constraints that
control how amounts can be spent.

Restricted funds include amounts that can be spent only for specific purposes
stipulated by law or third parties, such as grantors or creditors. Committed funds
include amounts that can be used only for specific purposes as determined by Board
action. Amounts in the assigned fund balance classification are intended to be used by
the District for specific purposes but do not meet the criteria to be classified as
restricted or committed.

Reserve Policy Page 1 of 5
Revised: lanuary 27, 2014



200.20

200.30

200.40

Restricted Funds Classification

Restricted funds are those financial assets subject to enforceable third party
constraints, such as those imposed by creditors, grantors, laws or regulation.

Debt Service Reserve Fund

Financial assets held by the District per bond or certificate-of-participation (COP)
debt covenants. The amount of assets to be held as debt service reserves is determined
at the time of debt issuance. Such assets may only be used to repay the outstanding
bond or COP for which the assets were placed in reserve as long as the bond or COP
remains outstanding.

Committed Funds Classification

Committed funds are those financial assets identified by the Board for specific
purposes as determined by Board resolution or ordinance. Such financial assets are to
be utilized only as directed by the Board.

Facilities Reimbursement Fund

As established by the Board in the District’s Regulations Governing Water Service
(Regulations), the District will retain a percentage of Facility Development Charges
collected each fiscal year for the purpose of repaying individuals or businesses who
were required to install up-sized lines or extension facilities at the request of the
District. Disbursements will be made in accordance with the Regulations, including
the release of unexpended funds into the District’s unrestricted net position.

Assigned Funds Classification

Assigned funds are those financial assets determined necessary to be retained for
specific risk-mitigation purposes as determined by the Board as needs arise.

Emergency/Contingency Fund

Financial assets held for purposes of continued operations during times of severe
economic distress due to events that require an immediate and/or significant use of
cash. Such severe economic situations may include otherwise insurable events for
which the timely receipt of cash may be delayed. The District shall target a balance of
twenty-five percent (25%) of its following year’s anticipated annual revenues in this
fund. Conditions for utilization of such reserves and a plan for fund replenishment
will be approved by the Board.

Prior to amounts being expended from this fund, the District shall establish a
contingency plan that addresses, at a minimum:

1. The reason(s) for expenditures from this fund.

2. Amounts expected to be expended.

3. The funds replenishment timeline and funding source.

Reserve Policy Page 2 of 5
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Operating Fund

Financial assets held primarily in the form of cash and cash-equivalents for the
purpose of debt avoidance due to unexpected expenditures of a non-recurring nature
or to meet unexpected increases in operating costs. The District shall target a
minimum balance in short-term investments and/or cash equal to twenty-five percent
(25%) of its current year’s budgeted annual expenditures for operating costs and debt
service in this fund. Conditions for utilization of these reserves and a plan for fund
replenishment will be determined by the Board at annual budget time.

The operating fund reflects the timing difference between billing for revenues and
payment of expenses. The target level is a financial measure or guideline. If the fund
level drops below the twenty-five percent target balance, that is a sign for staff to
review the fund and, if necessary, bring recommendations to the Board to assure the
fund will not continue to decline.

Rate Stabilization Fund

Financial assets held for purposes of managing cost variability in obtaining, treating
and delivering potable surface water and groundwater. This Fund is focused on
consumption fluctuations related to customer demand and purchasing of surface water
as part of the District’s conjunctive use efforts. Consumption charges established in
the rate setting process forecast customer demand based on a repeat of average, recent
climactic conditions. Financial fluctuations occur when situations vary from the
assumption. The District shall target a balance of fifty percent (50%) of its expected
upcoming year consumption revenues in this fund. Conditions for utilization of such
reserves and a plan for fund replenishment will be directed by the Board at annual
budget time.

Interest Rate Risk Management Fund

This fund is derived from earnings based on financial assets held as short-term
investments pursuant to interest rate risk exposure assumed by the District upon the
issuance of floating-rate debt. The amount of investments from which earnings are
derived and accumulated will be determined at the time of debt issuance. Earnings on
such investments will be used to repay a portion of the interest expense on the
outstanding floating-rate bond or COP as long as the bond or COP is subject to
interest rate risk exposure. This fund will be reduced in line with the amortized
balance of the interest-rate swap(s).

Grant Fund

Financial assets held for purposes of funding the “local cost share” and advance
payment of eligible reimbursable costs on capital projects funded partially from grant
awards. As eligibility for potential grant awards requires the District to demonstrate
financial viability to fund anticipated project costs, the District shall maintain a
minimum balance equal to the combined sum of anticipated costs for those projects
considered grant eligible in the upcoming biennial period. Conditions for utilization
of such reserves and a plan for fund replenishment will be determined at the time of
grant award.
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300.00

400.00

500.00

Capital Asset Fund

Financial assets held for purposes of funding District capital asset replacements and
capital projects necessary to meet regulatory requirements and/or system reliability
needs. Through the annual budget process, staff shall recommend capital replacement
projects and any necessary appropriations from this fund. The District shall target a
balance to sufficiently fund anticipated capital improvement project replacement cost
deviations above the CIP funding level. Fund replenishment will be determined by
the Board periodically through the rate setting process and annually through the
budget process.

Facilities Development Charge Fund

Financial assets held for expenditure on growth/capacity-related capital asset projects
only. Amounts deposited into this fund come from unexpended facility development
charges collected from developers (see related Facilities Reimbursement Fund in
section 200.30 above.) These growth/capacity-related capital asset prjects form the
cost-basis and legal nexus for the establishment and collection of the Facility
Development Charges. This fund is dependent upon customer growth. Therefore,
there is no prescribed target or minimum balance.

Disposition of “One-Time” Revenues

“One-time” revenues are revenues of an unusual or infrequent nature which are likely
not the result of the District providing services and producing and delivering goods in
connection with the District’s principal ongoing operations (e.g. legal settlement).
Unless specifically earmarked by Board action otherwise, “one-time” revenues should
be transferred to the appropriate reserve fund which best represents the reason for the
“one-time” revenue.

Authority

The General Manager is responsible for the appropriate accounting and regular
reporting of the District’s reserve fund balance. Board oversight will be accomplished
through regular reporting and review of this Policy.

Procedure

District staff will maintain procedures for each fund classification, to be approved by
the General Manager, and in conformance with this Policy.

In any case where the reserves are drawn below target minimums, a report shall be
developed containing the reasons for withdrawals and any impacts to programs or
rates due to such withdrawals. If reserves are depleted, the reserves shall be
replenished over a maximum five (5) year period to the established or re-established
target as directed by the Board.
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Maintenance of minimum reserves should not, on its own, trigger the need for a rate
adjustment. Rates will be reviewed after two consecutive years of revenue dropping
below established minimums balances, or diminishing reserves as a result of covering
unanticipated costs.

600.00  Policy Review

This Policy will be reviewed at-least-biennially-annually as part of the budget
adoption process.
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