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SAN JUAN WHOLESALE FINANCIAL PLAN
WATER DISTRICT AND WATER RATE STUDY

SECTION I. SUMMARY

INTRODUCTION AND BACKGROUND

In April 2010, the San Juan Water District retained The Reed Group, Inc. to update the
District’s wholesale financial plan and water rates for the period from 2011 through 2015.
The purpose of the study was to ensure that the wholesale water system is meeting
financial obligations for ongoing operation and maintenance, debt service, and capital
improvements while maintaining prudent reserves. The study also updated the
calculation of water rates for each family member agency to help ensure that wholesale
water costs are equitably distributed among member agencies.

The focus of this wholesale financial plan and water rate study is primarily on the
District’s wholesale water system capital improvement needs. The wholesale capital
improvement plan includes about $32.5 million in capital improvements over the ten-year
planning period extending through FY 19-20. The financial plan presented herein shows
that it may be possible to undertake this capital program on a pay-as-you-go basis, thereby
avoiding the need for future long-term debt.

Wholesale water rate calculations were also updated based on the revenue needs
developed through the financial planning process. The cost allocation methodology used
in the rate calculations is generally the same as in past studies. One change, however, is
that pumping costs applicable to water deliveries to the San Juan retail service area (RSA)
and to the City of Folsom have been removed from the wholesale operating budget and
will now be reflected in the retail budget!. As a result, a uniform water usage charge
applicable to all family member agencies is proposed. Fixed service charges continue to
reflect some of the minor differences in service delivery requirements for each member
agency. Charges related to debt service obligations also continue to be segregated out as
separate charges to each member agency.

As discussed and agreed upon by the member agencies, this report assumes that billing
practices will change beginning in 2011. Fixed service charges, as well as debt service
charges, will be billed to each member agency on a quarterly basis, in advance. This is not
changing. Water usage charges, however, will be billed in arrears following the end of
each quarter based on the actual water used during the quarter. Currently, water usage
charges occur in advance, based on estimated usage, with reconciliation occurring to true
up the difference between estimated and actual usage. This change will improve billing
efficiency, although it does result in a one-time pause in incoming cash during the
transition from billing in advance to billing in arrears for this part of the rate structure.

During the course of this study, preliminary results and recommendations were
presented to the Executive Committee, the District’'s Board of Directors, and the Ad Hoc
Budget Committee. The District’s Board of Directors approved new wholesale water rates

1 A separate pumping surcharge applicable to the City of Folsom will be developed as part of the upcoming
retail financial plan and water rate update study.
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for 2011, reducing the previously approved overall 8 percent water rate increase be
reduced to an overall 5 percent.

This report summarizes the analyses and recommendations of the wholesale financial
plan and water rate study. It includes a financial strategy that relies upon ongoing
revenues as well as available reserves to meet all financial obligations, including the
planned capital improvement program.

FINANCIAL PLAN AND REVENUE NEEDS

The financial plan model covers the ten-year planning period from FY 10-11 through
FY 19-20. The plan reflects estimated operation and maintenance costs, debt service
obligations, and capital improvement needs of the wholesale water system. The financial
plan is a cash-flow model, and differs from standard accounting income statements and
balance sheets. The financial plan also separately reflects ongoing operation and
maintenance, debt service payment obligations, and the capital improvement program,
with separate revenue sources reflected for each. Financial reserves are also reflected in
the financial planning model.

In 2009, the District issued $30.51 million in revenue certificates of participation (COPs)
providing net proceeds of $17.6 million for the wholesale water system and $9.9 million for
the retail water system. Debt proceeds are being expended on current capital
improvement projects. One of the obligations related to the District’s outstanding debt is
to maintain adequate ongoing revenues to cover all ongoing operating and maintenance
costs, as well as at least 115 percent of annual debt service. The District’s near-term water
rate revenue requirements are guided more by the needs to meet this requirement than the
need to cover all wholesale costs.

Details of the financial plan assumptions, findings, and recommendations are
presented in Section II of this report. However, the analysis suggests that the District will
need to increase the O&M water rate components (fixed service charges and water usage
charges) by an overall 5 percent each year of the planning period. Debt service charges
will be generally static, continuing to reflect each member agencies obligations for meeting
debt repayment obligations. Other findings of the financial plan analysis include:

* Annual water sales have declined in recent years likely due to the slowdown in the
economy, increased awareness of water supply issues, and water conservation
efforts by each member agency. A partial rebound in demand is anticipated over
several years.

* The margin for meeting the annual debt service coverage requirement will be
relatively thin through FY 12-13, due in part to reduced water sales and the
anticipated gradual rebound in sales.

* The portion of the debt service payments on the 2003 COPs related to the refunding
of the 1993 COPs will end in FY 12-13, after which annual debt service payments
will decline.

* With a temporary exception, the District financial reserve policies are generally
maintained throughout the planning period including the 20 percent operating
reserve, the $1 million rate stabilization reserve, the general CIP reserve, remaining
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COP proceeds, the connection fee reserve, the Hinkle reservoir reserve, debt service
reserves, the employee vacation/sick leave reserve, the PERS reserve, and the
OPEB liability reserve.

* From FY 12-13 though FY 17-18 the rate stabilization reserve is partially or fully
utilized to help provide needed cash for the capital improvement program. Use of
the reserve in this manner is consistent with its purpose, in that in the absence of
using the reserve water rates would otherwise need to be higher than presented
herein. In addition, from FY 14-15 through FY 16-17 the balance in the Operating
Fund dips below the target minimum 20 percent operating reserve level. While a
potential concern, because this occurs five years from now, it is recommended that
the District monitor the situation, rather than planned for higher water rates at this
time. A delay in capital projects could be sufficient to avoid this low-cash situation.

* Except for the fact that cash reserves may be drawn down to historic low levels, the
financial plan indicates that the District should be able to fund the planned capital
improvement program, as currently scheduled, over the next ten years without the
need for additional long-term debt.

As with past practice, the District should monitor financial conditions and needs on an
ongoing (annual) basis and update the financial plan model and future estimates at least
every three to five years, or when conditions or plans changes sufficient to warrant an
update. Actual future conditions, such as water deliveries, water sales revenue, operating
and maintenance expenses, CIP project costs/timing, project financing, etc., may differ
from the financial plan assumptions reflected herein. Material differences affecting the
overall financial condition of the wholesale water system may warrant closer review
and/or an earlier update. The need and magnitude of annual wholesale water rate
increases may also be affected by differences between assumed and actual conditions.

PROPOSED WHOLESALE WATER RATES

Exhibit I-1 presents the proposed wholesale water rates to be implemented in January
2011. Fixed service and debt charges are billed quarterly in advance. In a change from
current practice, beginning in January 2011, water usage charges will be billed in arrears at
the end of each quarter, rather than in advance based on estimated water deliveries. This
change in billing will avoid the need to adjust billings to reconcile actual deliveries relative
to estimates.

Debt service charges are based on each member agency’s obligations with respect to
existing long-term debt, and the District’s annual debt service payment obligations. Any
changes to the debt service charges are related to changes in annual debt service payments.
In FY 12-13 final payments will be made on the portion of the 2003 COPs related to
repayment of the 1993 COPs. After that year, the debt service charges for SJWD-RSA,
OVWC, and FOWD will all decline. Exhibit II-2, in Section II, presents annual debt service
charges for each member agency and each debt obligation during the planning period.
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Annual service charges and water usage charges presented in Exhibit I-1 together are
intended to reflect and recover the costs associated with ongoing operation and
maintenance, contributions to the ongoing pay-as-you-go capital program, and
maintenance of financial reserves. Beyond 2011, it is recommended that the District
increase these wholesale rate components by 5.0 percent each year. The District should
update the financial plan and rate analyses within 5 years, or if there is material change to
any of the information and/or assumptions reflected in this report.
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SECTION II. WHOLESALE FINANCIAL PLAN

This section of the report described the financial plan for the District’s wholesale water
system. The ten-year financial plan is used to determine annual wholesale water rate
revenue requirements. The annual rate revenue requirement is the amount of revenue
needed from water rates to cover planned operating, maintenance, debt service, and capital
program costs with consideration of other revenues and financial reserves.

FUND STRUCTURE AND CASH FLOWS

The financial plan is an annual cash flow model. As a cash flow model, it differs from
standard accounting income statements, and balance sheets. The financial plan models
sources and uses of funds into, out of, and between the various funds and reserves of the
water utility.

The financial plan model is based on a fund, reserve, and account structure that
separately addresses operating, debt service, and capital program needs, with three funds
for these three purposes. This presentation helps provide transparency as to the sources
and uses of funds for each type of obligation.

An understanding of the fund/reserve structure is helpful in understanding the
financial plan worksheets that model annual cash flows through the water utility from one
year to the next. The fund/reserve structure is comprised of:

*  Wholesale Operating Fund - The wholesale operating fund is the primary fund
within the wholesale water system. Most wholesale revenues, including water
rate revenues, flow into the operating fund and all operating and maintenance
costs, excluding debt service payments, are paid out of this fund. Funds are
also transferred from the operating fund to the wholesale capital fund to help
pay for capital projects intended to rehabilitate and upgrade facilities. Three
separate reserves are reflected in the operating fund.

o Operating Reserve - The District maintains an operating reserve within
the operating fund equal to 20 percent of annual wholesale operating
and maintenance costs. The purpose of the operating reserve is to
provide working capital and funds for unplanned operating and
maintenance expenditures. For FY 10-11, the wholesale operating
reserve is about $1,048,000.

o Rate Stabilization Reserve - The District also maintains a $1 million rate
stabilization reserve. The rate stabilization reserve provides a buffer
against variable revenues that may result from abnormal (e.g., water
shortage) fluctuations in water demand. The reserve could also be used
as a tool to mitigate unexpected (and unacceptably high) water rate
increases due to changing circumstances.

o PERS Reserve - A separate PERS reserve is shown as a part of the
operating fund, and reflects the balance of funds set aside to meet future
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retirement obligations. At the beginning of FY 10-11, the PERS reserve
had a balance of about $257,000.

o Uncommitted Fund Balance - The balance in the operating fund in excess
of the target amount for the operating reserves, as well as the other two
reserves, is shown in the financial plan as uncommitted fund balance.
After all other obligations are met the uncommitted fund balance is
available to offset rate increases, and the financial plan model generally
seeks to reduce any uncommitted fund balance over time. Negative
amounts for the uncommitted fund balance indicates the degree to
which the minimum operating reserve is not met. At the beginning of
FY 10-11, the uncommitted fund balance was about $1.5 million.

* Non-Operating (Debt Service) Fund - The non-operating fund is used as the
mechanism for tracking debt service obligations as well as payments made by
member agencies in support of debt service payments. Outstanding debt was
issued in 2003 and in 2009.

o Debt Service Reserves — Both the 2003 and 2009 certificates of participation
(COPs) require the District to maintain certain debt service reserves.
These reserves are each separately shown as part of the overall non-
operating fund balance. Debt service reserves total about $4.7 million.

*  Wholesale Capital Fund - The wholesale capital fund is used to account for
capital project expenditures and related funding sources. The District applies a
portion of property tax revenues (the 1 percent increment taxes) to the capital
program. In addition, a portion of revenues from the wholesale water rates is
transferred annually to the capital fund, in support of the long-term capital
program. Capital projects funded from this fund are intended to rehabilitate,
upgrade, and expand the wholesale water system to meet current and future
needs of the utility. The financial plan model generally seeks to maintain a
positive balance in the capital fund while also covering the costs of planned
capital improvement projects. The capital fund is comprised of four separate
reserves.

o General CIP Reserve - This reserve reflects the capital fund balance that is
generally available for capital improvement purposes. At the beginning
of FY 10-11, this reserve had a balance of about $5.9 million

o Remaining COP Proceeds - This reserve reflects the remaining proceeds
from the issuance of COPs in 2009. COP proceeds are to be expended
within a timely manner following debt issuance. If not expended the
District is required to take steps to avoid arbitrage. At the beginning of
FY 10-11, this reserve had a balance of about $8.9 million

o Connection Fee Reserves — This reserve is used by the District to account
for wholesale connection fee revenue. For purposes of financial plan
analyses, it is assumed that connection fee revenue is expended in the
year that it is received.

o Hinkle Reservoir Reserve — The District maintains a sinking fund for the
eventual replacement and upgrade of Hinkle Reservoir. The sinking
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fund has a current balance of about $2.3 million. The District adds
$50,000 annually to this reserve.

FINANCIAL PLAN ASSUMPTIONS

The financial plan was created to reflect the FY 10-11 budget and financial conditions as
of the beginning of the fiscal year. The financial plan also reflects the District’s debt service
obligations and capital improvement program, as identified by staff, during the ten-year
planning period.

The process used to develop the financial plan involved estimating future revenues and
expenditures based on inflation and interest rates, water supply and demand projections,
anticipated capital improvement needs, and other information. The District does not have
formal estimates of future operating and maintenance costs, and capital improvement
needs are defined at a planning level. The financial plan is based on the best available
information and assumptions are believed to be reasonable; however, no assurance can be
provided as to the accuracy and completeness of the estimates.

Primary assumptions reflected in financial plan analyses are summarized below:

* Interest Rates - Interest earned on fund/reserve balances is estimated to be 0.5
percent per year in FY 10-11 and then increasing by 0.5 percent per year each
year until reaching 3.0 percent. Interest calculations are based on beginning of
year balances. Interest accrues to each of the funds. The District also pays
interest on outstanding long-term debt obligations. The interest payments on
outstanding debt are those contained in existing contracts and repayment
schedules.

* Inflation Rates - Annual inflation rates for general operating and maintenance
costs is 3.0 percent per year throughout the planning period. Inflation for
chemical and energy costs is assumed 3.0 percent per year for five years, then
5.0 per year thereafter. Inflation on OPEB costs and construction costs is
assumed to be 4.0 percent annually.

* Retail Customer Base and Water Deliveries - Negligible growth in the customer
base is assumed for financial planning purposes. Water deliveries are estimated
to rebound toward historic levels over the next several years. Exhibit II-1
summarizes historic and estimated future annual water deliveries during the
planning period. While the District wheels water to the Sacramento Suburban
Water District (SSWD) in most years, the financial plan conservatively assumes
no deliveries to SSWD.

*  Cost of Water Supplies - The cost of water supplies depends on the mix of water
from each of the District’s water supply sources, however the mix of supplies is
expected to remain relatively static. The District first utilizes water under its
existing water rights then uses a combination of water under the PCWA
contract and under a USBR contract. Temporary supplies are sometimes
available, but not included in the analyses contained herein.

*  Operation and Maintenance Costs - The financial plan model is based on current
operating and maintenance costs as reflected in the FY 10-11 operating budget.
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WHOLESALE FINANCIAL PLAN

WATER DISTRICT AND WATER RATE STUDY

Future operating and maintenance costs are estimated based on assumed
inflation rates. Supply and other variable costs are also assumed to increase in
proportion to water demand.

Exhibit 11-1
San Juan Water District
Summary of Past and Projected Wholesale Water Deliveries

Annual Water Deliveries (AF)
San Juan Citrus Fair Oaks Orange City of
RSA Heights WD wD Vale WC Folsom Total
2000 14,287 19,564 14,018 4,422 1,324 4 53,614
2001 16,192 20,865 14,813 4,467 1,138 ° 57,475
2002 17,361 17,618 11,456 4,377 1,149 4 51,960
2003 17,102 17,996 12,333 3,816 1,107 7 52,353
2004 17,941 19,775 13,629 4,165 1,415 4 56,924
2005 16,125 19,020 12,282 3,376 1,561 52,364
2006 15,193 18,683 11,235 3,641 1,730 4 50,483
2007 16,659 16,559 11,537 4,452 1,820 51,027
2008 17,064 17,036 10,534 4,703 1,608 50,945
2009 13,569 12,783 11,072 4,486 1,647 43,557
b
2010 12,687 11,366 10,707 4,363 1,334 40,457
2011 13,200 11,750 11,100 4,500 1,400 41,950
2012 14,000 12,500 11,800 4,700 1,480 4 44,480
2013 15,000 13,400 12,600 4,850 1,580 " 47,430
2014 15,150 13,534 12,726 4,899 1,596 47,905
2015 15,302 13,669 12,853 4,948 1,612 48,384
2016 15,455 13,806 12,982 4,997 1,628 48,868
2017 15,610 13,944 13,112 5,047 1,644 49,357
2018 15,766 14,083 13,243 5,097 1,660 49,849
2019 15,924 14,224 13,375 5,148 1,677 50,348
2020 16,083 14,366 13,509 5,199 1,694 50,851

Debt Obligations - The District’'s wholesale debt obligations are limited to
repayment of 2003 and 2009 COPs. Annual debt service on the 2003 COPs total
about $1.75 million. In FY 12-13 the portion of the 2003 COPs related to the
1993 COP refunding will be retired. Payments in that year will total about $2.15
million. Beginning in FY 13-14 annual debt service on the 2003 COPs will be
about $1.1 million. Annual debt service on the 2009 COPs total about $1.7
million, but will escalate to about $2.1 million beginning in FY 13-14.

Exhibit II-2 provides details on wholesale debt service obligations, including
the distribution to each member agency. Exhibit II-3 provides information on
the basis for the distribution to each agency.
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SAN JUAN WHOLESALE FINANCIAL PLAN
WATER DISTRICT AND WATER RATE STUDY

* Capital Improvement Program - The District’'s wholesale capital improvement
program includes more than 25 projects totaling about $30 million in current
dollars. Exhibit II-4 lists all the planned projects, as well as estimated cost and
schedule for construction. Costs in Exhibit II-4 are expressed in current dollars.
When these costs are carried forward into the financial plan exhibit they are
escalated to the year of construction. In future dollars, planned project total
about $32.5 million.

The capital improvement program has a concentration of project expenditures
in FY 10-11 of about $14 million and another in FY 14-15 of about $7 million,
with other years having annual expenditures ranging between $0.5 million and
$1.5 million (all in current dollars). The current concentration of projects will be
funded with remaining proceeds from the 2009 COPs, general CIP reserves, and
current revenues available for the capital program.

The entire capital improvement program is expected to be financed on a pay-as-
you-go basis using current revenues and available reserves (including
remaining 2009 COP proceeds). Property taxes continue to be an important
source of revenue for capital projects. Consistent with prior financial plan
analyses, 50 percent of property tax revenue received by the District is allocated
to the wholesale water system, and directed towards capital projects.

Annual transfers from the operating fund to the capital fund ranging from
$400,000 to $1.1 million annually are also included in the financial plan analysis
and provide additional critical support for financing the capital program. By
establishing rates sufficient to support a portion of the capital program the
District may be able to avoid the need for additional long-term debt during the
planning period. This has been an objective of the financial planning process,
and the proposed rates help to achieve this objective.

FINANCIAL PLAN RESULTS

Details of the financial plan analyses are presented in Exhibits II-5, II-6, and II-7
reflecting the operating, non-operating (debt service), and capital funds, respectively. The
financial plan is also presented graphically in Exhibit II-8. Results of the financial plan
analyses are summarized below.

* Current water rates and service charges provide relatively stable and
predictable revenues for the wholesale water system, revenue fluctuations
created by variable water deliveries are accommodated through existing reserve
policies.

* Current rate revenues are generally sufficient for covering ongoing operating
and maintenance costs and debt service payment obligations, however the
current rates are insufficient to sustain the capital improvement program on a
pay-as-you-go basis.

*  While the District is meeting debt service coverage obligations, the margin is
very slim (due in part to reduced water deliveries); increases water rates are
advised in order to help ensure that coverage obligations continue to be met.

THE REED GROUP, INC. PAGE 12
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SAN JUAN WHOLESALE FINANCIAL PLAN
WATER DISTRICT AND WATER RATE STUDY

* Modest increases to the O&M rate components (service charge and water usage
charge) of 5 percent per year should be sufficient to meet estimated future costs,
including capital program expenditures.

¢ With these annual increases reserve levels will reach minimum levels in FY 15-
16 and then gradually rebound.

* Based on financial plan assumptions, the rate stabilization reserve may be
partially used beginning in FY 12-13, fully used in FY 14-15, and then fully
replenished to $1 million by FY 18-19. From FY 14-15 through FY 16-17 the
operating fund may be below the target minimum operating reserve by as
much as $600,000.

*  While these potential future financial conditions may not be acceptable, there
are several variables that could improve conditions between now and then, and
higher water rates at this time appear unwarranted. Events that could improve
the financial outlook over the next few years include:

o A higher than expected rebound in water deliveries to member agencies

o Water sales to SSWD

o Deferral or lower costs of any of the planned capital improvement
program

o Any growth in property tax revenues

At this point in time, it is recommended that the District increase the O&M water rate
components an overall 5 percent per year. While additional increases may be necessary to
meet capital program needs in about five years, there are too many variables that could
change this need to suggest it now.

As with past practice, the District should monitor financial conditions and needs on an
ongoing (annual) basis and update the financial plan model and future estimates at least
every three to five years, or when conditions or plans changes sufficient to warrant an
update. Actual future conditions, such as water deliveries, water sales revenue, operating
and maintenance expenses, CIP project costs/timing, project financing, etc., may differ
from the financial plan assumptions reflected herein. Material differences affecting the
overall financial condition of the wholesale water system may warrant closer review
and/or an earlier update. The need and magnitude of annual wholesale water rate
increases may also be affected by differences between assumed and actual conditions.

Debt service charges paid by each member agency are unaffected by this rate
recommendations. Debt service charges will be adjusted commensurate with debt
repayment obligations.

The next section of this report provides details on changes to the wholesale water rates
for 2011.
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SAN JUAN WHOLESALE FINANCIAL PLAN
WATER DISTRICT AND WATER RATE STUDY

SECTION III. WHOLESALE WATER RATES

The proposed wholesale water rates were calculated generally using the rate
methodology developed by the District in 1998 and updated several times since then. The
wholesale water rates include fixed annual service charges (including charges specifically
related to certain debt obligations) plus a water usage rate that applies to each acre-foot
(AF) of actual water deliveries. The process for calculating water rates includes three basic
steps.

1. Annual water rate revenue requirement determination. The revenue requirement is
the amount of revenue to be generated from water rates to cover operating, debt
service, and capital program needs with consideration of other revenues and
reserve policies. The financial planning model serves to determine the annual
water rate revenue requirement.

2. Cost of service analysis and allocation of costs to each member agency. The annual
revenue requirement is allocated to each member agency through cost of service
analysis and a cost allocation process. Costs are allocated to each agency based on
(1) recent actual water deliveries, (2) peak demand characteristics, and (3) number
of retail customers served. In a change from past practice, pumping costs
previously allocated to San Juan RSA and the City of Folsom are now handled as
retail costs and removed from the analysis herein.

3. Water rate design. The rate design process involves determining the fixed service
charges and commodity rates that will generate the required revenues from each
customer. The wholesale water rates include a separate service charge for debt
service allocated to each member agency. In addition, for rate simplicity, a single
uniform water usage rate is proposed for all member agencies, with any difference
in the allocation of costs to agencies reflected in the service charge.

2011 WHOLESALE RATE CALCULATIONS

The annual water rate revenue requirement for 2011 was determined to be about $4.80
million, exclusive of all debt service charges. This amount was determined from the
financial plan model and reflects a blend of costs from both FY 10-11 and FY 11-12.

The cost of service analysis was performed on each of the District’s broad cost
classifications, including source of supply, water treatment, transmission, conservation,
engineering, administrative and general, and capital program transfer. Non-rate revenues
and changes in operating fund balance were also factors in determining the annual
revenue requirement. Exhibit III-1 illustrates how the cost of service analysis was
performed. The small table at the top of Exhibit III-1 presents cost allocation metrics for
each member agency, including estimated average water deliveries, peak water use, and
number of retail customers. In June 2009, the District began obtaining data from new
wholesale meters. Estimated water use for each agency relies more heavily on recent data
than on delivery data prior to June 2009.
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SAN JUAN
WATER DISTRICT

WHOLESALE FINANCIAL PLAN
AND WATER RATE STUDY

Exhibit 111-1
San Juan Water District
Wholesale Water Rate Cost Allocation Steps

Wholesale Cost Allocation -- Units of Service

Est. Annual Water Use Peak Month Water Use 2010 No. of
Annual Total Avg. Rate Peak Factor = Peak Rate Customers
Wholesale Customers (AF) (mgd) (%) (mgd) (Accts.)
San Juan WD - RSA 13,439 12.00 191% 22.95 10,323
Citrus Heights WD 12,537 11.19 172% 19.26 19,541
Fair Oaks WD 10,644 9.50 188% 17.86 14,480
Orange Vale WC 4,293 3.83 186% 7.13 5,572
City of Folsom 1,459 1.30 159% 2.07 981
Total 42,372 3783 ¥ 183% 69.27 50,897
Wholesale Cost Allocation -- Units Costs of Service (2011)
Total Supply Water Treatment Trans. Customer
Cost (Variable) (Variable) (Fixed) (Fixed) (Fixed)
Units of Service 42,372 42,372 42,372 69.27 50,897
AF AF AF mgd Accts.
Source of Supply
Total $ 835000 $ 835000 § - $ - $ - $ -
Unit Cost $ 19.71 $ - $ - $ - $ -
Water Treatment
Total $ 2,048,000 $ - $ 804,000 $1,244,000 § - $ -
Unit Cost $ - $ 1897 $ 2936 $ - $ -
Transmission
Total $ 218,000 $ - $ - $ - $ 218,000 §$ -
Unit Cost $ - $ - $ - $ 3,147 $ -
Conservation
Total $ 286,000 § 143,000 $ - $ - $ - $ 143,000
Unit Cost $ 337§ - $ - $ - $ 2.81
Engineering
Total $ 187,000 $ - $ - $ 187,000 § - $ -
Unit Cost $ - $ - $ 441 3 - $ -
Admin. & General
Total $ 1,610,000 $ 441,000 §$ 362,000 $ 645000 § 98,000 $ 64,000
Unit Cost $ 1041 S 854 § 1522 $ 1,415 $ 1.26
Capital Replac. Contrib.
Total "$ 500,000 $ -8 - $ 500,000 $ -8 -
Unit Cost $ - $ - $ 11.80 $ - $ -
Misc. Revenues/Rsrvs.
Total $ (882,000) $ (241,000) $ (198,000) $ (353,000) $ (54,000) $ (35,000)
Unit Cost $ (5.69) $ 4.67) $ (8.33) $ (780) $ (0.69)
Total Rev. Rqmt. and $ 4,802,000 $ 27.80 S 2285 $ 5246 $ 3,782 § 3.38
Unit Costs of Service per AF per AF per AF per mgd per Acct.
$1,178,000 $ 968,000 $2,223,000 $ 262,000 $ 172,000
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SAN JUAN WHOLESALE FINANCIAL PLAN
WATER DISTRICT AND WATER RATE STUDY

Exhibit 11I-2
San Juan Water District
Wholesale Water Rate Cost Allocation Steps

Wholesale Cost Allocation -- Allocation to Wholesale Customers (2011)

Supply Water Treatment Trans. Customer Cost of Service
Wholesale Customers (Variable) (Variable) (Fixed) (Fixed) (Fixed) ($) (%)
Unit Cost of Service -->  $ 2780 $ 2285 $ 5246 $ 3,782  $ 3.38
per AF per AF per AF per mgd per Acct.
San Juan WD - RSA
Units of Service 13,439 13,439 13,439 22.95 10,323
Alloc. of Costs $ 373,620 $ 307,015 $ 705057 $ 86817 $ 34,885 | $1,507,394 31.4%
Citrus Heights WD
Units of Service 12,537 12,537 12,537 19.26 19,541
Alloc. of Costs $ 348,543 § 286,409 $ 657,735 $ 72851 § 66,036 | $1,431,574 29.8%
Fair Oaks WD
Units of Service 10,644 10,644 10,644 17.86 14,480
Alloc. of Costs $ 295925 $§ 243,171 § 558439 §$§ 67,561 $ 48,933 | $1,214,029 25.3%
Orange Vale WC
Units of Service 4,293 4,293 4,293 7.13 5,572
Alloc. of Costs $ 119,360 § 98,082 § 225243 § 26959 § 18,830 [ § 488,473 10.2%
City of Folsom
Units of Service 1,459 1,459 1,459 2.07 981
Alloc. of Costs $ 40,553 $ 33,323 § 76,527 § 7,812 $ 3,315 | $ 161,530 3.4%
Total Costs $ 1,178,000 $ 968,000 $2,223,000 $ 262,000 $ 172,000 | $4,803,000 100.0%

The lower portion of Exhibit III-1 shows how the revenue requirement is allocated to
various cost categories to arrive at unit costs for supply, treatment, transmission, and
customer costs.

Exhibit III-2 shows how unit costs are then applied to the units of service (metrics) for
each agency to arrive a total allocation of costs to each member agency. The far right
columns in Exhibit III-2 summarize the total allocation of the revenue requirement to each
member agency.

Proposed wholesale water rates for 2011 are summarized in Exhibit III-3. The O&M
rate components include fixed service charges and a uniform water usage rate for each
member agency. The uniform rate is simply a 5 percent increase from the current
wholesale water rate. The annual service charge is derived by subtracting the estimated
total water usage revenue for each agency (based on the uniform rate and estimated water
usage for 2011) from the allocated total revenue requirement for each agency.

Details on the determination of debt service charges were presented in Exhibits II-2 and
II-3, in Section II of this report.
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AND WATER RATE STUDY

WHOLESALE FINANCIAL PLAN

8828928 $ GL0'81L°L $ €96°LLL‘L $ 0S.629 $ $ 0.9008¢c $ 0S6°LY 000°€08v $
280°LLE $ 90.'v€ $ 9.yl $ - $ $ ovg'ozl $ 0906 $ | oot'L 00029t $ wos|o jo AN
LSS $ L0Gl0L  $ 2€0°L9 $ cue'c0L  $ $ 00LL0% $ 0906 $ [ o0S'v 000°88Y $ OM dlep abuelo
G89'Ges’L  $ 09€'/ce $ vvl'eSL $ 28S'vEe  $ $ 099'G00°L $ 0906 $ [ o0LLL 000‘vie't $ am s3eQ JieH
29e'sv0'c  $ G69°29¢ ¢ L199Gvz $ - $ $ 0SSP90°L $ 0906 $ 1 0SLhL ooo‘zev't ¢ am swbleH snio
yLzeee  $ 108986 ¢ vvL'leS  $ 96llec  $ $ o0c6'G6L'L $ 0906 $ | oozcl 000°20S°L $ VSH-AM uenrues
sojouaby Ajjweq uenr ues
s[ejol (sy09foud (303foud (Buipunyay ($) (4vr$) (4v) juawaiinbay
|lenuuy lejoy uenf ueg) d0D £661) sabieyn ajey salIdAlRQ anuaAay
2 "S|UM) Sd0D €002  SdOD €002 abesn Jo3ep  Aypowwod J8jepy lenuuy
$d09 6002 pajewys3 uuojiun LL0C 13 Jo uoijeao||y

WATER DISTRICT

SAN JUAN

sjuawAed 82IAIaG }qoQ [enuuy

sejey 19)ep\\ 21esaloyM

110Z 10} Sajey J9)eA\ 9|eS3|OYA\ POPUSWILLIOIDY

Jou3SIqg 19)e M UBN[ URS
-1l ¥qiyx3

PAGE 21

THE REED GROUP, INC.



SAN JUAN WHOLESALE FINANCIAL PLAN
WATER DISTRICT AND WATER RATE STUDY

MODIFIED BILLING PRACTICES

At present, the District bills wholesale member agencies for water service on a
quarterly basis, in advance of service. The fixed annual service charge and debt service
charges are divided into four equal quarterly payments. The quarterly water usage charge
is based on the estimated water deliveries for the quarter, multiplied by the applicable
water usage rate. After the end of each quarter, the District reconciles actual water
deliveries against the estimate used for billing purposes, and then provides a debit or
credit against future invoices.

Beginning in 2011, the District plans to change the billing practice for the water usage
charge such that water usage is billed in arrears, using actual water deliveries. This will
avoid the need for reconciliation. Fixed service charges and debt service charges will
continue to be charged in advance of each quarter.

During the transition from billing in advance to billing in arrears for water usage there
will be a timing delay in water usage revenue. This effective cash loss (though not an
accounting loss) has been estimated to be about $368,000, and has been reflected in the
financial plan analyses.
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