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SECTION I .  SUM M ARY 

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 budget1.  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 .   W HOLESALE 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 



SAN JUAN  WHOLESALE FINANCIAL PLAN 
WATER DISTRICT  AND WATER RATE STUDY 

THE REED GROUP, INC.  PAGE 7 

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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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. 

 

• 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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• 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. 
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• 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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 SECTION III .  W HOLESALE 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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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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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. 

 

 

 

 


