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SAN JUAN
WATER DISTRICT RETAIL FINANCIAL PLAN

SECTION I. SUMMARY

INTRODUCTION AND BACKGROUND

In 2010, the San Juan Water District retained The Reed Group, Inc. to update the
District’s retail financial plan and water rates. This work was commenced following the
completion of the wholesale financial plan and water rate update, completed in December
2010. The purpose of the retail financial plan study was to ensure that the retail water
system is meeting financial obligations for ongoing operation and maintenance, debt
service, and capital improvements while maintaining prudent reserves. The study also
includes developing revisions to the District’s retail water rate structure. However that
work will be included in a separate report, to be prepared in upcoming months.

The retail financial plan was last formally updated in 2006. The last adjustment to the
retail water rates occurred in January 2011, when a two percent adjustment to the rates
were implemented. Current retail water rates are lower than the rates recommended in
2006 as a result of the District’s cost-cutting efforts, and changes to the District’s capital
improvement plans and related debt financing.

The focus of the 2011 retail financial plan and water rate study is primarily on the
District’s retail capital improvement needs. The retail capital improvement plan includes
about $28.4 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.

During the course of this study, preliminary results and recommendations were
presented to the Finance Committee and the Board of Directors. The District’s Board of
Directors approved a financial strategy, which includes no increase in water rates for FY
11-12. This information was then used to help complete the District’s FY 11-12 budget.

This report summarizes the analyses and recommendations of the retail financial plan.
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 retail 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.
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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 retail financial plan reflects
the retail water system’s obligations for retail debt service, as well as the portion of
wholesale debt service related to the retail water system.

Details of the financial plan assumptions, findings, and recommendations are
presented in Section II of this report. The analysis suggests that the District will need to
increase water rates by modest amounts each year during the planning period, beginning
in FY 12-13. Specific findings and recommendations 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 the District. 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. This margin
will improve with the anticipated gradual rebound in sales, as well as
recommended rate increases.

* 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 slightly.

* The District’s financial reserve policies are generally maintained throughout the
planning period including the 20 percent operating reserve, the employee
vacation/sick leave reserve, the PERS reserve, the OPEB liability reserve, the
general CIP reserve, the connection fee reserve, the Kokila Reservoir reserve, the
vehicle/equipment replacement reserve, and the emergency CIP reserve.

* As a result of the slowdown in the economy and reduced development activity,
connection fee revenues have declined. While these revenue will increase as
development activity returns, the available connection fee reserves may be fully
depleted in upcoming years based on the planned timing of certain capital
improvement projects. It is anticipated, however, that future connection fee
revenues will more than offset the temporary shortfalls in the connection fee
reserve. When connection fee reserves are depleted, available funds in the general
CIP reserve can make up the shortfall.

* 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.

* In a change from past practices, at the beginning of 2011 the District began
accounting for distribution pumping costs in the retail water system, rather than as
part of wholesale water system costs. Because a portion of these costs are
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associated with delivering water to the City of Folsom a pumping surcharge should
be established to reimburse the retail water system for costs associated with
delivering water to the City. It is recommended that this pumping surcharge be
established at $59.30 per acre-foot (AF). This surcharge should be adjusted
annually based on inflation, and periodically reviewed and/or updated to ensure
that the surcharge continues to reasonably reflect costs associated with this service
to the City.

* Based on the information and assumptions reflected in the retail financial plan, it is
recommended that the District increase the overall level of water rates each fiscal
year beginning in FY 12-13 by 3.5 percent. These rate adjustments are necessary to
ensure the retail water system will continue to meet all financial obligations, as well
as maintain prudent and reasonable reserves. The potential consequences of not
implementing modest annual rate adjustments could include delays in constructing
necessary capital improvement projects, increased financial risk associated with
depleted reserves, and larger rate adjustments being required in future years.

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, customer demands, 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 retail water system may warrant closer
review and/or an earlier update. The need and magnitude of annual retail water rate
increases may also be affected by differences between assumed and actual conditions.
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SECTION II. RETAIL FINANCIAL PLAN

This section of the report describes the 2011 financial plan for the District’s retail water
system. The ten-year financial plan is used to determine annual retail 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 two funds
for these 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 retail water utility
from one year to the next. The fund/reserve structure is comprised of:

* Retail Operating Fund - The retail operating fund is the primary fund within
the retail water system. Most retail revenues, including water rate revenues,
flow into the operating fund and all operating and maintenance costs, including
debt service payments, are paid out of this fund. Funds are also transferred
from the operating fund to the retail 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 retail operating and
maintenance costs. The purpose of the operating reserve is to provide
working capital and funds for unplanned operating and maintenance
expenditures. At the end of FY 10-11, the retail operating reserve is
estimated to be about $1,243,000.

o Employee Vacation/Sick Leave Reserve - The employee vacation/sick leave
reserve is a cash reserve intended to help offset the accrued liability
associated with employee leave time, and assist the District in paying for
leave time without disruption within the general operating budget. At
the end of FY 10-11 the employee vacation/sick leave reserve has an
estimated balance of about $427,000 and is assumed to grow at about 1
percent per year.

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 end of FY 10-11, the PERS reserve has an
estimated balance of about $202,000. This reserve is assumed to grow at
about $100,000 per year, plus accumulated interest.

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 end of FY 10-
11, the uncommitted fund balance to have a negative balance of about
$162,000.

o OPEB Liability Reserve - Separate from the operating fund, the District
maintains an OPEB liability reserve to reflect the accumulated liability
for post-employment benefits. At the end of FY 10-11 this liability
reserve is estimated to have a balance of $507,000. The operating fund
includes a line-item for OPEB liability expense to reflect an annual
transfer from the operating fund to the OPEB liability reserve. The
transfer is assumed to be about $200,000 per year, and growing at about
4 percent per year.

* Retail Capital Fund - The retail 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, it is recommended that a portion of revenues from the retail water
rates be transferred annually to the capital fund, in support of the long-term
capital program. While current revenues are insufficient for this transfer, this
should be an objective to help minimize or reduce the amount of debt that may
be required in the future. Capital projects funded from the retail capital fund
are intended to rehabilitate, upgrade, and expand the retail 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
five separate reserves.

o General CIP Reserve - This reserve reflects the capital fund balance that is
generally available for retail capital improvement purposes. At the end
of FY 10-11, this reserve has an estimated balance of about $11.5 million

o Connection Fee Reserves — This reserve is used by the District to account
for retail connection fee revenue. For purposes of financial plan
analyses, it is assumed that 19.5 percent of connection fee revenue is
available for general CIP purposes, and accrues to the general CIP
reserve. This portion of the connection fee revenue represents the buy-
in portion of the fee. The remaining 80.5 percent of connection fee
revenue accrues to the connection fee reserve, and is then used for the
expansion portion of capital improvement projects. At the end of FY 10-
11 the connection fee reserve has an estimated balance of $2,164,000.
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o Kokila Reservoir Reserve - The District maintains a sinking fund for the
eventual replacement and upgrade of Kokila Reservoir. The sinking
fund has a FY 10-11 year-end balance of about $338,000. The District
adds $10,000 annually to this reserve, plus accrued interest.

o Vehicle/Equipment Reserve - The vehicle/equipment replacement reserve
has an estimated FY 10-11 year-end balance of $50,000, and is assumed
to remain static during the planning period. The reserve is available to
help pay for unanticipated vehicle/equipment replacements.

o Emergency CIP Reserve - The emergency CIP reserve has an estimated FY
10-11 year-end balance of about $588,000. The reserve is available for
emergency capital improvement projects at the Board’s discretion. This
reserve is assumed to remain static during the planning period.

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, wholesale water supply costs 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. Many
of the assumptions are also summarized in Exhibit II-1.

* 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.
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* Retail Customer Base and Water Deliveries - Negligible growth in the customer
base is assumed in FY 10-11 and FY 11-12 for financial planning purposes. The
customer base is assumed to grow by 0.5 percent in FY 12-13, and then to 1.0
percent per year thereafter. Water demand is estimated to rebound toward
historic levels over the next several years. Historic and estimated future retail
water demands (purchases from the wholesale water system) are as follows:

2001 16,192 AF 2011 13,200 AF
2002 17,361 AF 2012 14,000 AF
2003 17,102 AF 2013 15,000 AF
2004 17,941 AF 2014 15,150 AF
2005 16,125 AF 2015 15,302 AF
2006 15,193 AF 2016 15,455 AF
2007 16,559 AF 2017 15,610 AF
2008 17,064 AF 2018 15,766 AF
2009 13,569 AF 2019 15,924 AF
2010 12,687 AF 2020 16,083 AF

*  Cost of Water Supplies - The cost of water supplies is reflected as the amount the
retail water system pays the wholesale water system for water deliveries. This
is comprised of a quarterly fixed service charge and a water usage charge for
each acre-foot of delivered water. The retail financial plan uses information
from the Wholesale Financial Plan and Water Rate Study completed in December
2010 as the basis for water supply costs to the retail water system. This includes
wholesale water rate increases of 5 percent per year, affecting the operation and
maintenance components of the water rates (excludes the debt service
components). The cost of water purchases is the single largest cost of the retail
water system.

*  Other Operation and Maintenance Costs - Beyond water purchases costs, the
financial plan model is based on current operating and maintenance costs as
reflected in the FY 10-11 operating budget. Future operating and maintenance
costs are estimated based on assumed inflation rates, as previously described.
Energy costs for pumping are also adjusted based on changes in water
demands.

*  Pumping to City of Folsom - Historically, distribution pumping costs had been
included in the District’s wholesale budget as pumping is required to deliver
water to the City of Folsom, as well as to distribute water within the retail
service area. Because this pumping, and related costs, does not affect other
member agencies, beginning in 2011 the District began accounting for pumping
costs in the retail water system. A majority of this pumping is associated with
delivering water to the City of Folsom. Based on historical usage data and
current pumping costs, a pumping surcharge of $59.30 per AF has been
calculated as the appropriate amount to charge the City for pumping costs.
This surcharge revenue should be revenue to the retail water system, and is
reflected in the retail financial plan.

* Debt Obligations - Retail debt service costs are comprised of a proportionate
share of wholesale debt service costs, as well as direct retail debt service
obligations. Debt service costs are shown as expenses within the operating
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fund. Details of debt service obligations were included in the Wholesale
Financial Plan and Water Rate Study. They are related to the 2003 and 2009 COP
issues. A portion of the 2003 COPs (related to the 1993 refunding) will be paid
off in FY 11-12. Remaining COP debt service will continue through the
planning period at about $1.75 million per year. In addition, the retail water
system has two relatively small loans outstanding. One of these loans will be
paid off in FY 11-12, and the other in FY 16-17.

*  Capital Improvement Program - The District’s retail capital improvement program
includes about 60 projects totaling about $28.4 million in current dollars.
Exhibit II-2 lists all planned projects, as well as estimated cost and schedule for
construction. Costs in Exhibit II-2 are expressed in current dollars. When these
costs are carried forward into the capital fund exhibit of the financial plan
model they are escalated to the year of construction. In future dollars, planned
project total about $34.1 million.

The capital improvement program is concentrated with about one-half of
planned costs scheduled in the next three years. This concentration of projects
will be funded with general CIP reserves, connection fee reserves, and current
revenues available for the capital program. No new long-term debt is
anticipated. 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 retail water
system, and directed towards capital projects. However, as described below, in
the near-term property tax revenue may also be used to help pay annual retail
debt service.

It is recommended that the District begin making annual transfers from the
operating fund to the capital fund to provide additional 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 begin to achieve this
objective with transfers beginning at $100,000 in FY 15-16 and growing to
$500,000 by the end of the planning period in FY 19-20.
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EXHIBIT II-2
SAN JUAN WATER DISTRICT

TEN-YEAR RETAIL CAPITAL IMPROVEMENT PROGRAM - SUMMARY TABLE

Line Project Name Total Cost * FY10-11 FY11-12 FY12-13
1 iRSA-Wide Capital Improvement Program
2 Information Signboard w/Changeable Display (PI) s 10,000 :: $ 5,000
3 District Fiber Optic Upgrade (RSA Share) s 8,100 i: S 8,100
4 GIS Update rs 30,000 i: S 30,000
5 Administration Office Rewire (RSA Share) rs 3,275 iiS 3,275
6 Administration Building Roof Replacement (RSA Share) rs 21,120 i S 21,120
7 Office Equipment & Furniture Replacements s 27,000 S 16,000 ; S -
8 Vehicle Replacements and Reserve A 943,300 ii S 162,300 | S 91,000 § $ 50,000
9 Safety trailer (Night Work; SWPPP Response) *s 30,000 i: S 15,000
10 Touch Read Wands (2 @ $7K/EA; for Meter Reader) s 14,000 S 14,000
11 Commercial Meter Improvements &3 400,000 :: $ 40,000 ; $ 40,000 : $ 40,000
12 Residential Meter Replacements s 750,000 ii $ 75,000 i $ 75,000 i $ 75,000
13 Miscellaneous Equipment (Small Tools & Equip, > $1K) $ -
14 SCADA System Improvements (RSA Share) s 300,000 ;i $ 150,000 ; S 150,000
15 Annual Small Distribution System Improvement Projects N 1,100,000 ii $ 110,000 § $ 110,000 § $ 110,000
16 Storage Building (RSA share of replacement) g 200,000 S 200,000
17 iDistribution Mainline Replacements
18 Bacon Hydrant Installation "'s 20,000 i S 20,000
19 Vane Court Main Replacement ¥s 120,000 i $ 120,000
20 Cherry Avenue Services Replm'ts (9202-9262) s 55,000 i $ 55,000
21 Keats Circle Services Replacements r's 95,000 i: S 95,000
22 Golden Gate Services Replacements (Steel) ’'s 180,000 i: s 180,000
23 Kezar Street Services Replacements 'S 45,000 ii S 45,000
24 Stevens Ave. (All; Main & Services Replacements; Steel) ¥ 400,000 :: S 400,000
25 Auburn Folsom Road 8" (Country Ct to Eureka; w/ AFR-N) " $ 253,000 $ 253,000
26 Erwin Avenue (Entire Alignment; Steel) 'S 160,000 S 160,000
27 Lou Place 8" AFR to Troy Way ¥s 95,000 S 95,000
28 Peerless Ave 12" - North Main Replacement s 230,000 $ 230,000
29 Sierra College & Douglas 12" (Intersection Xing; Steel) s 150,000 S 150,000
30 Telegraph Ave Re-connect (7616-7626, Creek Xing) 'S 65,000 S 65,000
31 Oak Ave & Cardwell 12" Main (Santa Juanita to Cardwell) r'g 300,000 S 300,000
32 Oak Avenue 12" Main (9151-9219, Casa Robles H.S.) ¥ 270,000 $ 270,000
33 Douglas Blvd. (Joe Rodgers to Luth. Church; Steel) 'S 120,000 S 120,000
34 Dambacher Dr (7225-7355) s 150,000
35 Douglas Blvd. (6990 to 7767; Steel) and assoc. small mains rs 1,150,000
36 Main Avenue (5700-5708 & 5640-5682) s 300,000
37 Lou Place 8" Troy Way to Crown Point Vista s 100,000
38 Telegraph Ave. (7406 to 7453; Steel) ’'s 135,000
39 Cavitt Stallman 12" (Oak Pines to Sierra Ponds) s 465,000
40 Cavitt Stallman 12" (Mystery Creek to Oak Pines, w/PRS) ' $ 290,000
41 Edward Court 8" (South of Lou Place) 'S 80,000
42 Peerless Ave 8" - South Main Replac'mt $ 225,000
43 Excelsior 12" Main Extension $ 250,000
44 Skyway Ln to Mooney Ridge 8" N 95,000
45 Oak Hill to Barton 8" (CP/Bacon Zone Intertie w/ CV) $ 60,000
46 i Transmission Pipelines
47 AFR - North Phase 24" T-main $ 800,000 S 800,000
48 AFR - Middle Phase 24" T-main $ 400,000 i: $ 400,000
49 AFR - GB BPS Onsite 24" T-main (Reimburse SJWD Whsl) $ 331,000 s 331,000
50 Sierra College Blvd. to Stoneridge 24" T-main $ -
51 Gravity Zone CTP to Sierra Zone 30" Intertie $ 500,000 s 500,000
52 Twin Rocks Road 18" (Vogal Valley to Sierra Ponds) $ 1,970,000
53 Barton Rd 18" T-main (2710-LF; Eureka to Douglas) $ 750,000
54 Eureka Rd. 18" T-main (3925-LF, Barton to Aub-Fols; Steel) $ 1,336,000 S 134,000
55 FOA40 - 40" T-main rehab (10% of project cost) $ 422,500 S 77,500 i $ 294,000 | $ 51,000
56 Wholesale meters - RSA cost share $ 2,700,000 $ 350,000 i $ 350,000 § $ 350,000
57 :Storage Tanks
58 2.6 MG Stoneridge (Joint Storage Facility) Needs Analysis N 50,000
59 2.6 MG Stoneridge (Joint Water Storage Facility) $ -
60 3.0 MG Kokila Reservoir Condition Assessment/Evaluation $ 150,000
60 3.0 MG Kokila Reservoir (Replace Hypalon w/ Steel) $ 4,051,000
61 Los Lagos Tank Recoating (Interior & Exterior) $ 300,000
62 Mooney Ridge Hydro-Tank Recoating (Inside & Outside) $ 60,000
63 iPressure Reducing Stations
64 Oak Ave ARC North/South PRS $ 180,000 S 180,000
65 Eureka & AFR - LGB BPS PRS (w/ AFR-North Ph) $ 225,000 S 225,000
66 Bacon/Sierra PRS Improvements $ 300,000 S 300,000
63 :Pump Stations
64 4.96 MGD Upper Granite Bay Pump Station (rehab) $ 1,328,000 is 150,000 i $ 1,178,000
65 10.1 MGD Lower Granite Bay Pump Station (at Hinkle) $ 2,872,000 HS 250,000 i $ 2,622,000
ECapitaI Improvement Program Totals * $ 28,420,295 ii $ 2,693,295 $ 3,833,000 $ 6,165,000
Notes:
1. Estimated costs are shown in 2011 dollars based on the March 2011 ENR 20-Cities Construction Cost Index of 9010.80
2. Percent of project benefiting existing customers
3. Percent of project benefiting future customers
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EXHIBIT II-2 -- Continued
SAN JUAN WATER DISTRICT
TEN-YEAR RETAIL CAPITAL IMPROVEMENT PROGRAM - SUMMARY TABLE

DRAFT - Rev 03/03/11

FY13-14 © FY1415 i FY1516 | FY16-17 i FY17-18 |  FY1819 i  FY19-20 Existing 2 | Future?
S 5,000 84% 16%
84, 16%
§4% 6%
84% 16%
§4%, 6%
S 11,000 | $ -is -is -is -is -iS - 84% 16%
§ 50,000 | $ 60,000 | § 207,000 | $ oY 56,000 | $ 116,000 'S 151,000 84, 16%
H 15,000 §4% 6%
84% 16%
S 40,000 § $ 40,000  $ 40,000 | $ 40,000 § $ 40,000  $ 40,000 | $ 40,000 100% 0%
S 75,000 : $ 75,000 | $ 75,000 | $ 75,000 | $ 75,000 | $ 75,000 | $ 75,000 100% 0%
84% 16%
S 110,000 ; $ 110,000 : $ 110,000 | $ 110,000 | $ 110,000 | $ 110,000 | $ 110,000 100% 0%
84% 16%
100% 0%
100% 0%
100% 0%
100% 0%
100% 0%
100% 0%
100% 0%
50% 50%
100% 0%
100% 0%
50% 50%
100% 0%
100% 0%
84% 16%
100% 0%
100% 0%
S 150,000 100% 0%
$ 1,150,000 100% 0%
S 300,000 100% 0%
$ 100,000 100% 0%
S 135,000 100% 0%
S 465,000 50% 50%
$ 290,000 50% 50%
S 80,000 100% 0%
$ 225,000 84% 16%
S 250,000 0% 100%
S 95,000 100% 0%
$ 60,000 100% 0%
84% 16%
84% 16%
84% 16%
- 84% 16%
84% 16%
S 1,970,000 0% 100%
$ 750,000 84% 16%
S 1,202,000 84% 16%
84% 16%
S 350,000 : $ 350,000 | $ 350,000  $ 350,000 : $ 250,000 84% 16%
$ 50,000 84% 16%
S 150,000 84% 16%
S 4,051,000 84% 16%
S 300,000 84% 16%
$ 60,000 84% 16%
100% 0%
84% 16%
84% 16%
50% 50%
50% 50%
$  3,738,00 3,305,00 1,417,000 1,800,000 : 686,000 | $ 341,000 | $ 4,442,000
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FINANCIAL PLAN RESULTS

Details of the financial plan analyses are presented in Exhibits II-2 and II-3 reflecting
the retail operating and capital funds, respectively. The financial plan is also presented
graphically in Exhibit II-4. Results of the financial plan analyses are summarized below.

* Due in part to reduced water demands current rate revenues are less than
ongoing operating and maintenance costs and debt service payment
obligations. In addition, total revenues are less than total annual costs. As a
result of these current conditions, the District is relying on existing available
reserves to cover annual costs.

* Despite reduced water rate revenues, the retail water system continues to meet
debt service coverage obligations because of the availability of non-rate
revenues, such as property tax, interest income, and connection fee revenue.

* Owing to concern about the current economic climate, the District’'s Board of
Directors has adopted a FY 11-12 budget that excludes a water rate increase for
the FY 11-12, even though financial conditions suggest a modest increase in
water rates may be prudent.

¢  Under current financial conditions, with reduced water demands, the District
may need to utilize some or all property tax revenue in making debt service
payments, rather than reserving the tax revenue for capital improvement
purposes. This may be necessary for the next two years, and depends on water
demands and other factors influencing the financial condition of the retail water
system.

* Modest annual water rate increases of 3.5 percent per year are recommended
beginning in FY 12-13 to help stabilize the financial situation and ensure the
District’s ability to meet financial obligations without excessive depletion of
financial reserves.

*  While the current financial condition is less than optimal, there are several
variables that could improve conditions. Events that could improve the
financial outlook over the next few years include:

o A faster- or higher-than-expected rebound in water demands

o Deferral of or lower costs for any of the planned capital improvement
projects

o Reductions in anticipated future costs, including pension and/or post-
retirement benefit liabilities

o Any growth in property tax or connection fee revenue, or improvement
in interest earnings

At this point in time, it is recommended that the District increase retail water rates an
overall 3.5 percent per year beginning in FY 12-13. While additional increases may be
necessary to meet financial needs in future years, there are too many variables that could
change this need to suggest it now.
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The graphical summary of the retail financial plan shown in Exhibit II-5 indicates the

following;:

Discretionary reserves (operating reserve and uncommitted balance) in the
operating fund are generally close to or exceed the minimum operating reserve
policy target of 20 percent of operating and maintenance costs.

Water rate revenues alone are currently insufficient to cover operating,
maintenance, and debt service costs. However, additional revenues from
interest earnings, property taxes, and other sources are sufficient for these
purposes.

Near-term capital improvement costs will be covered largely through use of
capital fund reserves. These reserves, as well as expected future capital fund
revenues are expected to be sufficient to fund the entire capital program during
the planning period, without the need for additional long-term debt.

The retail water system’s financial reserves will be a their lowest levels from FY
14-15 through FY 16-17, and changing conditions may warrant additional water
rate adjustments in this time period.

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 demands, 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 retail water system may warrant closer review and/or an
earlier update. The need and magnitude of annual retail water rate increases may also be
affected by differences between assumed and actual conditions.
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