
COASTSIDE COUNTY WATER DISTRICT 
 

766 Main Street 
Half Moon Bay, CA 94019 

 
 

SPECIAL MEETING OF THE BOARD OF DIRECTORS  

                Thursday, June 30, 2016 – 7:00 p.m. 
 

       AGENDA 

 

1) ROLL CALL 
 

2) PUBLIC COMMENT 

Members of the public may address the Board of Directors on the items on the agenda 
for this special meeting.  The Chair requests that each person addressing the Board 
complete and submit a speaker slip, and limit their comments to three (3) minutes. 
 

3) SPECIAL ORDER OF BUSINESS – FISCAL YEAR 2016-2017 BUDGET, FISCAL YEAR 
2016/2017 TO 2025/26 CAPITAL IMPROVEMENT PROGRAM, RESOLUTION 
AMENDING THE  RATE AND FEE SCHEDULE  TO INCREASE WATER RATES,  
AND RESOLUTION AMENDING THE GENERAL REGULATIONS REGARDING 
WATER SERVICE 

 

A. Staff Presentations (attachment) 
a. Fiscal Year 2016-2017 Operation and Maintenance Budget 
b. Fiscal Year 2016/17 to 2025/26 Capital Improvement Program 
c. Proposed Amendment to Rate and Fee Schedule to Increase Water Rates 
d. Proposed Amendment to General Regulations Regarding Water Service 

 

B. Public Hearing  regarding the proposed Amendment of Rate and Fee Schedule  
to increase water rates (attachment) 
 

Board Comments / Board Action: 
C. Adoption of Resolution 2016-07 – A Resolution of the Board of Directors of the 

Coastside County Water District Amending the Rate and Fee Schedule to Increase 
Water Rates 

D. Approval of Fiscal Year 2016-2017 Operation and Maintenance Budget and Capital 
Improvement Program for Fiscal Year 2016/2017 to 2025/2026 

E. Adoption of Resolution 2016-08 – A Resolution of the Board of Directors of the 
Coastside County Water District Amending the General Regulations Regarding 
Water Service (attachment) 
 
 

4) ADJOURNMENT 
 

 
 
Accessible Public Meetings -   Upon request, the Coastside County Water District will provide written agenda materials in appropriate alternative formats, or 
disability-related modification or accommodation, including auxiliary aids or services, to enable individuals with disabilities to participate in public meetings.  Please 
send a written request, including your name, mailing address, telephone number and brief description of the requested materials and preferred alternative format or 
auxiliary aid or service at least two (2) days before the meeting.  Requests should be sent to:  Coastside County Water District, Attn:  Alternative Agenda Request, 
766 Main Street, Half Moon Bay, CA 94019. 



STAFF REPORT 
 
To:  Coastside County Water District Board of Directors 
 
From:   Mary Rogren, Assistant General Manager 
   
Agenda: June 30, 2016 
 
Report 
 Date: June 27, 2016 
 
Subject: Approval of Fiscal Year 2016/17 Operations and Maintenance Budget  

and Fiscal Year 2016/17 to 2025/26 Capital Improvement Program (CIP) 
 
________________________________________________________________________ 
Recommendation:  
 
Approve the Fiscal Year 2016/17 Operations and Maintenance Budget (Exhibit A) 
and Fiscal Year 2016/17 to 2025/26 Capital Improvement Program (Exhibit B.) 
 
Background:  
 
The Board was first introduced to a draft FY2016/17 Operations and Maintenance 
Budget and draft FY 2016/17 to 2025/26 CIP at the March 8, 2016 Regular Board 
Meeting.  Since the March 8 meeting, the draft budget and CIP have been reviewed 
at the April, May, and June Regular Board meetings; at a special Budget Work 
Session with the Board; and at (2) Finance and (2) Facilities Committee meetings.  
(See Budget Calendar – Exhibit C.) 
 
Operations and Maintenance Budget 
 
In total, the FY 2016/17 Operating Expense Budget is $180,000 lower that the FY 
2015/16 Operating Expense Budget.  Annual Debt Service Obligations are $144,000 
higher than the FY 2015/16 Budget due to servicing a new IBank loan obligation. 
 
Budget to Budget Comparison 
 

 FY2016/17 budget assumes water sales at the March 2016 (12) month 
running average of 550 MG.  (FY2015/16 budget reflected water sales of 590 
MG, resulting in a FY2015/16 estimated shortfall in revenue of about 
$500,000.)   

 FY2016/17 water purchases from San Francisco Public Utilities Commission 
(SFPUC) are $293,000 less than the FY2015/16 budget primarily due to: 

o a decrease in year-over-year water sales due to state mandated 
drought reductions in water use. 
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o increased use of local sources vs. SFPUC water over prior years. 
The impact of the SFPUC volume decrease is partially offset by a net 7.4% 
increase in SFPUC water rates.  

 FY2016/17 Operating Expenses in total are $180,000 less than the prior year’s 
budget, primarily due to: 

o lower SFPUC water purchases; 
o lower medical insurance costs due to renegotiation of plans;  
o lower employer retirement contributions due to employees assuming 

an additional 2% of pension costs; and 
o lower consulting, outreach and water conservation expenses. 

 Cost savings included above offset increases in electricity rates, salary 
adjustments, and other inflationary increases. 

 
$10,453,800 is included in the water sales line in the draft FY2016/17 budget based 
on the 12% rate increase limit approved by the Board on May 10 and reflected in the 
Proposition 218 notice issued on May 13, 2016. The revenue amount may change 
based on the amount of the rate increase ultimately approved by the Board. 
 
Capital Improvement Program (CIP) 
 

 $31,284,000 in total for 10 year CIP   
 Reflects a net decrease of $2,947,500 vs. the Fiscal Year 2015/16 to 2024/25 

CIP 
 FY 2016/17 CIP = $6,088,000.   $4,200,000 of the $6,088,000 will be funded by 

an IBank loan, and the remaining $1,888,000 will be funded via revenue and 
operating reserves.  

 
. 
 
Please note that due to the volume of paper, the individual detailed sheets for the 
Operations Budget and Capital Improvement Program are not included in this 
agenda packet.  The individual detailed sheets are available in electronic form on 
the District’s website at www.coastsidewater.org or hard copies may be obtained at 
the District’s office. 



STAFF REPORT 
 
To:  Coastside County Water District Board of Directors 
 
From:   Mary Rogren, Assistant General Manager 
   
Agenda: June 30, 2016 
 
Report 
 Date: June 27, 2016 
 
Subject: Public Hearing to Consider Proposed Amendment of Rate and Fee 

Schedule to Increase Water Rates up to 12%; Consideration of 
Resolution 2016-07 Amending the Rate and Fee Schedule 

________________________________________________________________________ 
Recommendation:  

1) Conduct a public hearing on a proposed water rate increase of up to 12% on 
quantity charges and base charges to be effective July 1, 2016. 

2) Adopt Resolution 2016-07 Amending the Rate and Fee Schedule (Exhibit E). 
 
Background:  
 
Proposed Rate Increase/Financing Model 
 
The District utilizes a multi-year financing model (originally developed for the 
District by Bartle Wells Associates in 2009 and considered to be an industry 
standard approach) to evaluate the impact of its rate increases on the financial 
reserves of the District.  In a presentation on June 30, 2016 at the public hearing, 
Staff will continue to review the model utilizing the proposed 12% rate increase, 
focusing on the attached Exhibit D detailing key assumptions and summarizing the 
series of rate increases needed to fund District operating and capital expenses and 
to build and maintain an adequate level of reserves.  
 
Because maintaining an adequate level of reserves is vital for the District and 
represents an important factor in determining future rate increases, staff has 
incorporated additional cash reserve target levels within the model based upon 
input received from HF&H Consultants, the District’s rate consultants.   These 
target lines include: 
 
Red Line District policy minimum:  15% of operating revenue (2 months of cash)  
Orange Line New recommended minimum:  25% of operating revenue (3 months of cash – 

industry standard minimum per HF&H Consultants.) 
Purple Line New recommended target: 3 months of operating expenses + 100% of annual 

debt service payments + 50% of revenue funded Capital Improvement 
Program (CIP) 

 
Considering the District’s significant debt service obligations (approximately $1M 
in FY 2016/17) and the cash flow requirements for debt service and CIP projects , 
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staff recommends a minimum reserve target of 3 months of operating revenues 
(Orange Line), and a future reserve target of 3 months of operating expenses plus 
100% of annual debt service plus 50% of revenue funded CIP (Purple Line).     
 
Cost of Service Analysis 
 
In developing the Fiscal Year 2015/2016 budget, the District retained HF&H 
Consultants to evaluate the District’s rate structure and to develop cost-of-service 
based rates which would comply with the substantive requirements of Proposition 
218 as interpreted by the courts, including the April 2015 Appellate Court decision 
in Capistrano Taxpayers Association, Inc. v. City of San Juan Capistrano.  
Following recommendations in the HF&H analysis, detailed in a report dated May 
8, 2015 and presented to the Board at its May 12, 2015 meeting, the District 
implementented significant changes to its rate structure that resulted in a 
realignment of the tier breakpoints to reflect service cost allocations.  The revised 
rate structure went into effect July 1, 2015. 
 
HF&H Consultants issued a Technical Memorandum dated May 17, 2016 entitled 
“Water Rate Update – FY 2016-17” (see Exhibit G) which updates their findings 
from the Fiscal Year 2015/16 Rate study and cost-of-service analysis. 
 
As noted in the Technical Memorandum, HF&H, in consultation with staff, 
determined that the methodology and cost of service allocations used last year are 
still applicable.  Therefore, staff proposes to apply the FY 2016/2017 proposed rate 
increase uniformly across the District’s rate structure based on the following 
considerations: 

 Budgeted Fiscal Year 2016/2017 operating expenses differ by less than 
0.5% from the expenses used as the basis for the Fiscal Year 2015/2016 cost-
of-service analysis. 

 The decline in water sales accounting for the majority of the overall rate 
increase results from increased conservation across all District customer 
classes. 

 Allocation of FY 2016/2017 capital cost funding resulting from the uniform 
rate increase would be consistent with the FY 2015/2016 cost-of-service 
analysis because the allocation factors have not changed significantly. 

 
Proposition 218 Compliance 
The District has complied with the public notice requirements of Proposition 218.  
Two ads detailing the proposed rate increase were placed in the May 25 and June 1, 
2016 editions of the Half Moon Bay Review, and the notice was placed on the 
District’s website.  Additionally the notice of the public hearing and proposed rate 
increase was mailed to all District customers on May 13, 2016. 
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The May 8, 2015 “Water Rate Structure Update”, cost of service analysis, and May 
17, 2016 Technical Memorandum “Water Rate Update – FY2016-17” were prepared 
in compliance with the substantive requirements of Proposition 218.  Revenues 
derived from the water rates do not exceed the funds required to provide the 
service for which the rates are charged, and the amounts of the rates imposed do 
not exceed the proportional cost of service attributable to the property.  The 
recommended amendments to the Rate and Fee Schedule comply with the 
requirements of Proposition 218 as interpreted by the courts, including the 
Capistrano Taxpayers Association, Inc. v. City of San Juan Capistrano decision. 
 
Proposition 218 specifies that the District may not adopt the proposed rate increase 
if written protests are received from a majority of owners of affected parcels, or 
approximately 3300 District customers.   As of the date of this report, staff has 
received 21 letters regarding the proposed rate increase.  Copies of these letters are 
attached as Exhibit H. 
 
 



STAFF REPORT 
 
To:  Coastside County Water District Board of Directors 
 
From:   Mary Rogren, Assistant General Manager 
   
Agenda: June 30, 2016 
 
Report 
 Date: June 27, 2016 
 
Subject: Consideration of Resolution 2016-08 Amending the General 

Regulations Regarding Water Service 
 
________________________________________________________________________ 
Recommendation:  
Adopt Resolution 2016-08 Amending the General Regulations Regarding Water 
Service (Exhibit F) 
 
Background:  
 
Proposed changes to General Regulations Regarding Water Service 
 
Staff recommends the following updates to the General Regulations: 
 

1) Modify Section J of the Regulations allowing for any class of customer to be 
billed either bi-monthly or monthly.   Currently, our regulations state that 
commercial customers may be billed bi-monthly or monthly, and residential 
customers are billed bi-monthly.   As the District anticipates implementing 
new process and systems enhancements in the near future, the District 
intends to move some customers, including residential customers, to 
monthly billing. 
 

2) In addition, staff recommends that we increase the number of days before a 
bill is considered to be delinquent from (21) to (25) days to make our billing 
cycle more customer-friendly and to be more in line with billing practices of 
other utilities.  Staff does not anticipate a significant impact to cash flow. 

 



EXHIBITS 

A. Fiscal Year 2016/17 Operations and Maintenance Budget 
B. Fiscal Year 2016/17 to 2025/26 Capital Improvement Program 
C. Fiscal Year 2016/17 Budget Calendar 
D. CCWD Financing Model 
E. Resolution 2016-07 Amending the Rate and Fee Schedule  

      E-2 Notice of Exemption 
F. Resolution 2016-08 Amending the General Regulations Regarding 

Water Service 
G. HF&F Consultants Technical Memorandum dated May 17, 2016 

entitled “Water Rate Update – FY2016-17” 
H. Protest Letters 

1
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DRAFT Updated:  6/24/2016 2:48 PM

Approved FY 
15/16

FY16/17 Budget 
Vs. FY 15/16 

Budget 

FY16/17 
Budget Vs. 
FY 15/16 
Budget 

Proj Year End FY 16/17 Budget
Vs. FY 15/16 

Actual 

FY 16/17 
Budget Vs. FY 
15/16 Actual 

Account Number Description Budget $ Change % Change Actual FY 15/16 $ Change % Change

4120 Water Sales (1)   $10,453,800 $9,863,916 $589,884 6.0% $9,200,000 $1,253,800 13.6% $6,800,306
Total Operating Revenue $10,453,800 $9,863,916 $589,884 6.0% $9,200,000 $1,253,800 13.6% $6,800,306

4170 Hydrant Sales $50,000 $40,000 $10,000 25.0% $75,000 -$25,000 -33.3% $67,229
4180 Late Penalty $72,000 $90,000 -$18,000 -20.0% $60,000 $12,000 20.0% $56,099
4230 Service Connections $10,000 $10,000 $0 0.0% $14,000 -$4,000 -28.6% $9,501
4920 Interest Earned $3,070 $2,550 $520 20.4% $4,000 -$930 -23.3% $2,438
4930 Property Taxes $600,000 $600,000 $0 0.0% $713,000 -$113,000 -15.8% $466,617
4950 Miscellaneous $37,000 $37,000 $0 0.0% $25,000 $12,000 48.0% $23,005
4955 Cell Site Lease Income $143,692 $139,245 $4,447 3.2% $141,000 $2,692 1.9% $107,417
4965 ERAF Refund $200,000 $200,000 $0 0.0% $325,710 -$125,710 -38.6% $325,710

Total Non-Operating Revenue $1,115,762 $1,118,795 -$3,033 -0.3% $1,357,710 -$241,948 -17.8% $1,058,016

TOTAL REVENUES $11,569,562 $10,982,711 $586,851 5.3% $10,557,710 $1,011,852 9.6% $7,858,322

5130 Water Purchased $2,578,474 $2,871,947 -$293,474 -10.2% $2,500,000 $78,474 3.1% $1,842,196
5230 Electrical Exp. Nunes WTP $31,270 $29,500 $1,770 6.0% $29,500 $1,770 6.0% $22,748
5231 Electrical Expenses, CSP $325,420 $307,052 $18,368 6.0% $307,000 $18,420 6.0% $224,586
5232 Electrical Expenses/Trans. & Dist. $18,020 $12,800 $5,220 40.8% $16,000 $2,020 12.6% $12,967
5233 Elec Exp/Pilarcitos Cyn $26,000 $18,000 $8,000 44.4% $25,000 $1,000 4.0% $21,370
5234 Electrical Exp., Denn $85,000 $90,100 -$5,100 -5.7% $90,000 -$5,000 -5.6% $36,170
5242 CSP - Operation $10,500 $8,500 $2,000 23.5% $8,500 $2,000 23.5% $7,270
5243 CSP - Maintenance $37,000 $37,000 $0 0.0% $37,000 $0 0.0% $4,713
5246 Nunes WTP Oper $57,000 $52,764 $4,236 8.0% $53,000 $4,000 7.5% $44,242
5247 Nunes WTP Maint $80,500 $55,500 $25,000 45.0% $80,500 $0 0.0% $45,595
5248 Denn. WTP Oper. $35,000 $30,000 $5,000 16.7% $35,000 $0 0.0% $26,311
5249 Denn WTP Maint $53,000 $32,000 $21,000 65.6% $53,000 $0 0.0% $33,957
5250 Laboratory Expenses $53,000 $40,000 $13,000 32.5% $53,000 $0 0.0% $31,720
5260 Maintenance Expenses $281,700 $268,500 $13,200 4.9% $268,500 $13,200 4.9% $180,142
5261 Maintenance, Wells $50,000 $40,000 $10,000 25.0% $50,000 $0 0.0% $25,992
5263 Uniforms $10,000 $0 $10,000 $9,000 $1,000 11.1% $5,126
5318 Studies/Surveys/Consulting $150,000 $240,000 -$90,000 -37.5% $200,000 -$50,000 -25.0% $113,336
5321 Water Resources $47,000 $37,000 $10,000 27.0% $45,000 $2,000 4.4% $35,792
5322 Community Outreach $50,000 $95,100 -$45,100 -47.4% $65,000 -$15,000 -23.1% $7,616
5381 Legal $60,000 $60,000 $0 0.0% $65,000 -$5,000 -7.7% $47,159
5382 Engineering $14,000 $14,000 $0 0.0% $14,000 $0 0.0% $7,577
5383 Financial Services $20,000 $24,000 -$4,000 -16.7% $24,000 -$4,000 -16.7% $9,360
5384 Computer Services $125,300 $103,800 $21,500 20.7% $103,000 $22,300 21.7% $64,201
5410 Salaries, Admin. $1,100,800 $1,061,780 $39,020 3.7% $960,000 $140,800 14.7% $691,344
5411 Salaries - Field $1,217,375 $1,118,506 $98,869 8.8% $1,118,506 $98,869 8.8% $842,681

Operations & Maintenance Budget -  FY 2016-2017

YTD Actual FY 15/16 
as of March 31, 2016

OPERATING EXPENSES

OPERATING REVENUE

NON-OPERATING REVENUE

Proposed Budget FY 
16/17

Note:  Used Placeholder 12% increase  (per 218 
notice)

Exhibit A
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DRAFT Updated:  6/24/2016 2:48 PM

Approved FY 
15/16

FY16/17 Budget 
Vs. FY 15/16 

Budget 

FY16/17 
Budget Vs. 
FY 15/16 
Budget 

Proj Year End FY 16/17 Budget
Vs. FY 15/16 

Actual 

FY 16/17 
Budget Vs. FY 
15/16 Actual 

Account Number Description Budget $ Change % Change Actual FY 15/16 $ Change % Change

Operations & Maintenance Budget -  FY 2016-2017

YTD Actual FY 15/16 
as of March 31, 2016

Proposed Budget FY 
16/17

Note:  Used Placeholder 12% increase  (per 218 
notice)

5420 Payroll Taxes $162,245 $153,056 $9,189 6.0% $145,000 $17,245 11.9% $107,613
5435 Employee Medical Insurance $412,904 $527,457 -$114,553 -21.7% $470,000 -$57,096 -12.1% $340,561
5436 Retiree Medical Insurance $59,976 $59,976 $55,677 $4,299 7.7% $12,832
5440 Employee Retirement $508,257 $505,321 $2,936 0.6% $485,000 $23,257 4.8% $362,846
5445 SIP 401a Plan $33,000 $30,000 $3,000 10.0% $33,000 $0 0.0% $0
5510 Motor Vehicle Exp. $56,700 $55,650 $1,050 1.9% $56,000 $700 1.3% $32,923
5620 Office Expenses $170,775 $164,475 $6,300 3.8% $173,000 -$2,225 -1.3% $135,068
5625 Meetings/Training/Seminars $24,000 $24,000 $0 0.0% $24,000 $0 0.0% $12,099
5630 Insurance $120,000 $115,000 $5,000 4.3% $115,000 $5,000 4.3% $75,930
5687 Memberships & Subscriptions $74,000 $71,290 $2,710 3.8% $71,000 $3,000 4.2% $41,075
5688 Election Expense $0 $25,000 -$25,000 -100.0% $0 $0 $0
5689 Union Expenses $6,000 $6,000 $0 0.0% $6,000 $0 0.0% $0
5700 County Fees $19,000 $17,700 $1,300 7.3% $19,000 $0 0.0% $16,985
5705 State Fees $16,000 $16,000 $0 0.0% $16,000 $0 0.0% $10,982

Total Operating Expenses $8,179,215 $8,358,798 -$179,583 -2.2% $7,878,183 $301,032 3.8% $5,533,085

5712 Existing Bonds - 2006B $486,426 $485,889 $537 0.1% $482,492 $3,934 0.8% $482,492
5715 Existing Bond-CIEDB 11-099 $336,409 $338,024 -$1,615 -0.5% $336,546 -$136 0.0% $336,546
5716 New Bond $145,203 $0 $145,203 $56,280 $88,923

Total Capital  Accounts $968,039 $823,913 $144,126 17.5% $875,318 $92,721 10.6% $819,038

TOTAL REVENUE LESS TOTAL EXPENSE $2,422,308 $1,800,000 $622,308 34.6% $1,804,209 $618,098 34.3% $1,506,199

5713 Cont. to CIP & Reserves $2,422,308

Notes:

CAPITAL ACCOUNTS
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Coastside County Water District 
BUDGET (CIP and O&M) PROCESS TIMELINE 

Fiscal Year 2016/2017 
 
 

Description Date 

Staff Internal Budget Review – Distribute O&M Budget Worksheets and 
Update CIP budget spreadsheet January 2016 

Staff Internal Budget  Review  – Worksheets Due/Review CIP Budget February 5, 2016 

Present Budget Timeline for Board approval February 9, 2016 
Regular Board Meeting 

Facility Committee Meeting – Introduction to CIP Budget Process/Timeline February 24, 2016 
10:00am 

Present “Draft” CIP and O&M Budget to Board of Directors at Board 
Meeting 

March 8, 2016 
Regular Board Meeting 

Finance Committee Meeting – Introduction to CIP and O&M Budget 
Process/Timeline 

March 23, 2016 
3:00 p.m. 

Customer Outreach – Website 
Draft Budget and Finance Plan FY 2017 March 2016  

Budget Work Session with Board of Directors April 5, 2016  
2:00 p.m. 

Present “Draft” CIP and O&M Budget to Board of Directors at Board 
Meeting 

April 12, 2016 
Regular Board Meeting 

Finance Committee Meeting April 28, 2016 
3:00 p.m.  

Present & Discuss “Draft” CIP and O&M Budgets at Workshop- Approve 
Notice of Rate Increase  (Prop 218) 

May 10, 2016 
Regular Board Meeting 

Mail Notice of Rate Increase (Prop 218) – Minimum 45-Day Notice Before 
Public Hearing May 13, 2016  

Customer Outreach – E-Newsletter 
Message: Understanding Budget and Proposed Rate Increase May 23, 2016 

Facility Committee Meeting – CIP Review June 3, 2016 
10:00 AM 

Present & Discuss “Draft” CIP and O&M Budgets  June 14, 2016 
Regular Board Meeting 

Rate Increase Hearing - Approve CIP and O&M Budgets – Approve Rate 
Increase 

Special Board Meeting 
June 30th  - 7:00 p.m. 

Exhibit C
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CCWD Rate Increases Needed to Meet Revenue Requirements - FY16/17 to FY20/21

2016/17 2017/18 2018/19 2019/20 2020/21
% Rate Increase 12% 7% 6% 6% 6%
Cumulative Increase 1.12 1.20 1.27 1.35 1.43
New Borrowing 1 4,200,000$

0 0 0

132,067,700
4% 105,929,306

RESERVE TARGETS
RED LINE Historic District Policy ---  15% of Operating Revenues (equivalent to ap. 2 months of cash)

ORANGE LINE Recommended Minimum Target --25% of Operating Revenue (3 months of cash - per industry standard -per HF&H Consultants))
PURPLE LINE Recommended Target -- 3 months of cash for operating expenses + 100% of annual debt service + 50% of revenue funderd capital spend

Contribution to CIP and Reserves: 2,422,575$ 3,318,219$ 3,681,682$ 3,957,373$ 4,446,456$
"Escalated" CIP 6,088,000$ 2,047,000$ 3,562,000$ 4,385,000$ 2,560,000$
Ending Reserve Balance 3,204,904$ 4,476,123$ 4,595,805$ 4,168,178$ 6,054,634$

Flow 550 556 561 567 572

12%

7%
6% 6% 6%

%

5%

10%

15%

20%

25%

30%

$0

$1,000,000

$2,000,000

$3,000,000

$4,000,000

$5,000,000

$6,000,000

$7,000,000

$8,000,000

2016/17 2017/18 2018/19 2019/20 2020/21

Projected Rate Increase and End‐of‐Year Reserve Fund Balance
Revised Reserve Target

Reserve Balance

Minimum Reserves ‐ 15%

New Minimum Reserve Target

% Rate Increase

FY2015/16 ending 
reserves = $2,670M

6/9/2016 4:40 PM

Exhibit D -- CCWD Financing Model
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Coastside County Water District - Financing Plan
Five Year Cash Flow Projections

Budget
2016/17 2017/18 2018/19 2019/20 2020/21

Beginning Fund Balance
  Operating & Capital Fund Balance $2,670,329 $3,204,904 $4,476,123 $4,595,805 $4,168,178
  Rate Stabilization Fund Balance $250,000 $250,000 $250,000 $250,000 $250,000

Rate Adjustment at Beginning of FY 12.0% 7.0% 6.0% 6.0% 6.0%

SOURCES OF FUNDS

REVENUES
Water Sales 10,452,800 11,296,300 12,093,800 12,947,600 13,861,700
Property Taxes 600,000 600,000 600,000 600,000 600,000
ERAF Refund 200,000 200,000 200,000 200,000 200,000
Service Connections 10,000 8,000 25,000 25,000 25,000
Interest 2,550 7,423 7,720 8,030 8,350
Other Revenues 304,477 300,000 300,000 300,000 300,000
  Subtotal Revenues 11,569,827 12,411,723 13,226,520 14,080,630 14,995,050

LONG-TERM BORROWING
  I-Bank Loan
  New Loan 2 4,200,000
  New Loan 3 0 0 0 0

TOTAL SOURCES 15,769,827 12,411,723 13,226,520 14,080,630 14,995,050

USES OF FUNDS

Operating Expenses
  Subtotal Operating Expenses 8,179,215 7,950,090 8,400,926 8,979,558 9,405,847

Non-Operating (Capital-Related) Expenses
Existing Water Revenue Bonds 486,426 482,494 483,553 483,919 483,566
I-Bank Loan + New Loans 481,611 660,920 660,359 659,780 659,181
Capital Projects (Escalated) 6,088,000 2,047,000 3,562,000 4,385,000 2,560,000
Contribution to Rate Stabilization Fund (Transfer) 0 0 0 0 0
  Subtotal Non-Operating Expenses 7,056,037 3,190,414 4,705,912 5,528,699 3,702,747

TOTAL USES 15,235,252 11,140,504 13,106,838 14,508,257 13,108,594

Surplus (Deficiency) 534,575 1,271,219 119,682 (427,627) 1,886,456

Ending Fund Balance
  Operating & Capital Fund Balance 3,204,904 4,476,123 4,595,805 4,168,178 6,054,634
  Rate Stabilization Fund Balance 250,000 250,000 250,000 250,000 250,000
     Total Fund Balance 3,454,904 4,726,123 4,845,805 4,418,178 6,304,634

Debt Service Coverage Target = 1.2 3.50 3.90 4.22 4.47 4.89
Target Met yes yes yes yes yes

Minimum Capital and Operating Reserve Target - 15% 1,567,920 1,694,445 1,814,070 1,942,140 2,079,255
Target Met yes yes yes yes yes

Estimated
 Cash Flow Projection
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Coastside County Water District - Financing Plan
Water Production and Purchase Costs

Budget
2016/17 2017/18 2018/19 2019/20 2020/21

Total CCWD Water Demand (Production (MG)) 598 604 610 616 622
Projected Water Sales (MG) 550 556 561             567             572             
  Year-year change 1.9% 1.0% 1.0% 1.0% 1.0%

  CCWD Pilarcitos Wells   (MG) 77 77 77 77 77

  Denniston Wells  (MG) 8 10 10 10 10
  Denniston Surface Water  (MG) 87 200 200 200 200
    Total Denniston 95 210 210 210 210
        Denniston year-year change 14.5% 121.1% 0.0% 0.0% 0.0%

    Total CCWD Sources   (MG) 172 287 287 287 287

    Total SFPUC (max 794 MG) 426             317 323 329 335
        SFPUC year-year change -3.9% -25.6% 1.9% 1.9% 1.9%

SFPUC Water Cost
  Base Charge $81,384 $84,639 $88,025 $91,546 $95,208
  Consumption Charge $2,066,509 $1,628,451 $1,825,001 $2,140,074 $2,291,523
  BAWSCA Surcharge $343,955 $345,000 $351,900 $358,938 $366,117
    Total SFPUC Water Purchase $2,491,848 $2,058,090 $2,264,926 $2,590,558 $2,752,847

% SFPUC Water 71% 52% 53% 53% 54%

SFPUC Projected Rate Increase 9.3% 5.7% 9.3% 13.9% 5.0%
SFPUC Unit Charge ($/hcf) 4.10$          $4.33 $4.74 $5.40 $5.66
Untreated Water Discount 0.47$          0.49 0.51 0.53 0.55
  SFPUC Rate w/Discount $3.63 $3.84 $4.23 $4.87 $5.12

Untreated Water Discount Savings $267,565 $207,024 $219,409 $232,495 $246,323

*MG = Million Gallons

Projected Future Water Production and Purchases
Estimated
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Coastside County Water District - Financing Plan
Ten-Year Capital Improvement Plan - Escalated CIP

Escalation 4% per year

CIP in Current Escalated
FY Year Dollars CIP

0 2016/17 $6,088,000 $6,088,000
1 2017/18 $1,968,000 $2,047,000
2 2018/19 $3,293,000 $3,562,000
3 2019/20 $3,898,000 $4,385,000
4 2020/21 $2,188,000 $2,560,000
5 2021/22 $2,588,000 $3,149,000
6 2022/23 $2,308,000 $2,920,000
7 2023/24 $2,718,000 $3,577,000
8 2024/25 $1,620,000 $2,217,000
9 2025/26 $4,615,000 $6,569,000

$31,284,000 $37,074,000Total 

Escalated 10-Year Capital Improvement Plan
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RESOLUTION NO. 2016-07 

A RESOLUTION OF THE BOARD OF DIRECTORS 
OF THE COASTSIDE COUNTY WATER DISTRICT  

AMENDING THE RATE AND FEE SCHEDULE  
TO INCREASE WATER RATES 

THIS RESOLUTION IS ADOPTED with reference to the following facts and 
circumstances which are found and declared by the Board of Directors: 

1. The General Manager and Finance Committee, during consideration and preparation of
the budget for Fiscal Year 2016-2017, determined that financing the District’s operating 
expenses, debt service, and capital improvement program, as well as maintaining the District’s 
existing reserve levels, will require an increase in water rates.  California Water Code Section 
31007 authorizes the District to establish rates and charges to yield an amount sufficient to pay 
operating expenses, to provide for repairs and depreciation of works owned and operated by 
the District, to pay interest on bonded debt, and to provide a fund to pay principal on bonded 
debt.   

2. The District’s financial consultant, HF&H Consultants, LLC., prepared a “Water Rate
Structure Update” dated May 8, 2015 that analyzed the District’s Fiscal Year 2015/2016 revenue 
requirements based upon a cost of service analysis, provided a recommendation for increasing 
the water rates and re-alignment of the tiers, and established a rationale for the increased 
charges.  The revised rate structure went into effect July 1, 2015.   Subsequently, HF&F 
Consultants issued a Technical Memorandum dated May 17, 2016 entitled “Water Rate Update – 
FY 2016/2017” which updates their findings since the Fiscal Year 2015/2016 “Water Rate 
Structure Update” dated May 8, 2015.   In its Technical Memorandum, HF&F Consultants 
determined that the methodology for the cost of service analysis remains applicable and the 
proposed rate increase to meet the District’s revenue requirements can be applied uniformly to 
all rates and charges.   District staff prepared a staff report and presentation for the June 14, 2016 
Board of Directors meeting that summarizes HF&H Consultant’s analysis, reviewed the 
District’s financing model, and evaluated the District’s reserves and proposed reserve target 
levels.   The Water Rate Structure Update, Technical Memorandum, staff report, and staff 
presentation are incorporated into this Resolution by this reference.   

3. The Board has considered the May 8, 2015 Water Rate Structure Update and May 17,
2016 Technical Memorandum in light of the proposed Fiscal Year 2016-2017 budget and Fiscal 
Years 2016/17 to 2025/26 Capital Improvement Program and determined that the projects 
identified are important for the safe and efficient operation of the District’s water system and to 
preserve and improve the reliability of the water system.  The proposed Budget and Capital 
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Improvement Program have been discussed at several Board meetings and have been available 
to the public since March 8, 2016 and by this reference are incorporated into this resolution. 

4. The anticipated increases in expenses are attributable to a number of factors including
but not limited to, increased cost of water supplied by the San Francisco Public Utilities 
Commission,  payment of capital project costs, debt service for financing of necessary capital 
improvements and replacement of aging facilities, higher costs for personnel, materials and 
services, and a decrease in water sale revenue due to the state mandated reductions in potable 
urban water usage given drought conditions.   

5. On May 10, 2016, the Board of Directors at its regular Board meeting evaluated the
proposed modifications to the District’s Rate and Fee Schedule and set a public hearing for June 
30, 2016 to consider the modifications to the District’s Rate and Fee Schedule. 

6. The District prepared a notice that described the amounts, the basis for calculating, and
the reasons for the increased rates and charges, and identified the date, time, and location for the 
public hearing on the increased rates and charges, and the procedures for submitting a protest.  
The District mailed the written notice to the property owners and customers in the District at 
least 45 days before the date of the public hearing. 

7. The Board considered its options for responding to this situation at a public hearing at
which the specific rate proposal enacted herein was addressed.  Notice of the public hearing was 
provided to each parcel subject to the proposed rate increase.  Notice of the public hearing was 
also advertised in the May 25, 2016 and June 1, 2016 editions of the Half Moon Bay Review 
newspaper.  Additionally, the notice was placed on the District’s website.  At the public hearing, 
the Board of Directors considered all protests against the proposed rate modification, and 
written protests against the proposed rate increase were not presented by a majority of owners 
of the parcels subject to the proposed rate increase.   

8. After discussion and consideration of the comments received before and at the public
hearing, the Board finds the rates hereinafter set forth to be reasonable and required for the 
proper operation of the District. 

9. The Board further finds that the amendments to the Rate and Fee Schedule and the
amount of the rates hereinafter set forth does not exceed the amount of the estimated costs 
required to provide the services for which the rates are levied. 

10. The Board further finds that the increases in rates effected by this Resolution are
reasonable and required for the proper operation of the District, and are exempt from the 
California Environmental Quality Act, pursuant to Section 21080(b)(8) of the Public Resources 
Code, because they are for the purposes of (1) meeting operating expenses, (2) purchasing or 
leasing supplies, equipment and materials, (3) meeting financial reserve requirements, and (4) 
obtaining funds for capital projects necessary to maintain service within existing service areas.  
The analysis in this Resolution and the documents incorporated into this Resolution by reference 
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justify that the modifications to the rates and charges are for the purposes set forth in section 
21080(b)(8). 

NOW, THEREFORE, BE IT RESOLVED by the Board of Directors of the Coastside 
County Water District as follows: 

1. Section 1.A., Base Charge, of the Rate and Fee Schedule, is amended to read as follows:

“A.  BASE CHARGE 

The following base charge is the minimum charge to be paid by all customers either on a bi-monthly or monthly 
basis.  Customers may be billed on a bi-monthly or monthly basis depending on type of meter, 
customer class, service address, or water usage: 

Size of Meter Bi-Monthly Base 
Charge 

Monthly Base 
Charge 

5/8 x ¾ inch     $53.14  $26.57 
5/8 – 2  Dwelling Units   $106.29  $53.15 
¾ inch     $79.88  $39.94 
¾ - 2 Dwelling Units    $159.75  $79.88 
1 inch    $133.13  $66.57 
1-1/2 inch    $257.11  $128.56 
2 inch    $426.09  $213.05 
3 inch    $932.14  $466.07 
4 inch    $3,196.30     $1,598.15 

Meters larger than 4 inches will be subject to base charges as determined by the Board of Directors.” 

2. Section 1.B, Quantity Charge, of the Rate and Fee Schedule is hereby amended to read
as follows: 

“B. QUANTITY CHARGE 

In addition to the base charge set forth in Section 1A, the following quantity charges shall be paid per one 
hundred cubic feet (hcf) of water delivered: 

1. Residential Customers

Quantity Delivered 
(During Bi-Monthly 
Billing Period) 

Bi-Monthly 
Water 
Consumption 
Charge per hcf 

Quantity Delivered (During 
Monthly Billing Period) 

Monthly Water 
Consumption Charge 
per hcf 

1 - 4 hcf $9.35 1 - 2 hcf $9.35 
5 - 16 hcf $10.45 3 - 8 hcf $10.45 
17 - 30 hcf $13.47 9 - 15 hcf $13.47 
31 or more hcf $17.85 16 or more hcf $17.85 
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2. All Other Customers:  $11.51  per hcf

3. Definition of Residential Customers:  For purposes of  Section 1, Residential Customers are
single family homes, duplexes, condominiums, townhouses and all apartment buildings with 
individual meters for separate residential dwelling units. Apartment houses with a single "master 
meter" measuring consumption within multiple dwelling units are not "Residential Customers" 
for purposes of this Section 1.” 
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3. Section 3.D, Portable Meters, of the Rate and Fee Schedule, is hereby amended to read
as follows: 

“D.   PORTABLE METERS 

Customers requesting water service through portable meters shall pay:  

1. a deposit in an amount, as estimated by the General Manager, equal to the
replacement cost of the meter:  

2. a monthly rental charge of $100.00
3. a consumption charge of $11.51  per  hcf of water delivered.”

4. Section 3.E, Detector Check Valves, of the Rate and Fee Schedule, is hereby
amended to read as follows: 

“E.   DETECTOR CHECK VALVES 

The bi-monthly service charge for detector check valves is $11.64 per inch of valve diameter, or $5.82 per inch 
, if billed monthly. In addition, the customer must pay the actual cost of installation including the cost of the 
check valve. The estimated cost of installation must be deposited prior to commencement of work.” 

5. This Resolution shall be effective for water delivered and services provided on or after
July 1, 2016, and any billing for the current billing cycle that includes water delivered before the 
effective date shall be pro-rated. 

6. The General Manager shall arrange for the Rate and Fee Schedule to be re-codified
to incorporate the changes effected by this Resolution. 

7. The General Manager is directed to file a Notice of Exemption with the County Clerk
and to take such other actions as may be necessary to give effect to this Resolution. 

PASSED AND ADOPTED THIS 30th  day of June, 2016, by the following vote of the Board: 

AYES:     

NOES:     

ABSENT:  
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 ___________________________________ 
Arnie Glassberg, President 
Board of Directors 

ATTEST: 

_____________________________________ 
David R. Dickson, General Manager 
Secretary of the District 
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Exhibit E-2 

NOTICE OF EXEMPTION 

COASTSIDE COUNTY WATER DISTRICT 

TO: San Mateo County FROM: Coastside County Water District 
Assessor-County Clerk-Recorder 766 Main Street 
555 County Center, 1st Floor Half Moon Bay, California 94019 
Redwood City, CA  94063-1665 

PROJECT TITLE: Increase of Certain District Rates and Fees 

PROJECT LOCATION:  Throughout the service area of the Coastside County Water District, 
which is within the City of Half Moon Bay and certain areas of unincorporated San Mateo 
County. 

DESCRIPTION OF NATURE, PURPOSE AND BENEFICIARIES OF PROJECT: 

The nature of the project is to amend and increase certain District rates and fees.  The 
purpose of the project is to generate revenue for the purposes listed below.  The 
beneficiaries of the project are the customers of the District. 

NAME OF PUBLIC AGENCY APPROVING PROJECT: Coastside County Water District. 

NAME OF PERSON OR AGENCY CARRYING OUT PROJECT: Coastside County Water 
District. 

EXEMPT STATUS:  (Check One) 

    X    Statutory Exemption (Public Resources Code Section 21080(b)(8)) – Meeting 
operating expenses; purchasing or leasing supplies, equipment or materials; 
meeting financial reserve needs and requirements; obtaining funds for capital 
projects necessary to maintain services within existing service areas. 
Ministerial (Sec. 15073) 
Declared Emergency (Sec. 15071 (a)) 
Emergency Project (Sec. 15071 (b) and (c)) 
Categorical Exemption (State Type and Section Number :) 
No possible significant effect on the environment (Sec. 15060) 

REASON WHY PROJECT IS EXEMPT: 

The project is exempt because the District’s consultant, HF&H Consultants, LLC., prepared a 
Water Rate Structure Update (dated May 8, 2015, and subsequently updated May 17, 2016 in a 
Technical Memorandum “Water Rate Update – FY2016-17) and determined that certain rates 
and fees should be increased in order for the District (1) to meet its operating expenses; (2) to 
purchase or lease supplies, equipment, and materials; (3) to meet financial reserve needs and 
requirements; and (4) to obtain funds for capital projects necessary to maintain service within 
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the existing service area.  The HF&H Consultants Water Rate Structure Update, (dated May 8, 
2015) and Technical Memorandum “Water Rate Update – FY2016-17” (dated May 17, 2016) 
are available at the District.  The District considered the Water Rate Structure Update and 
subsequent Technical Memorandum, Water Rate Update – FY2016-17 in light of the District’s 
budget and Capital Improvement Program and determined that all projects are necessary for the 
safe and efficient operation of the District’s water system and to preserve and improve water 
system reliability.  The District’s budget and capital improvement program are available at the 
District.  All projects to be funded by the increased rates and fees are to maintain the existing 
water service provided within the District’s service area. 

Contact Person Area Code Telephone 

David R. Dickson (650)  726-4405 

Date: June 30, 2016 _____________________________ 
David R. Dickson, General Manager 
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Exhibit F 

RESOLUTION NO. 2016 - 08 

A RESOLUTION OF THE BOARD OF DIRECTORS OF THE  
COASTSIDE COUNTY WATER DISTRICT AMENDING THE GENERAL 

REGULATIONS REGARDING WATER SERVICE 

WHEREAS,  the Board of Directors would like to amend the General 
Regulations Regarding Water Service to allow for either bi-monthly or monthly 
billing for any District customer and to increase the number of days a bill can be 
outstanding from 21 to 25 days before the bill is considered to be delinquent.   

NOW, THEREFORE, BE IT RESOLVED by the Board of Directors of the 
Coastside County Water District as follows: 

I. Section J, Bills and Payment, in the General Regulations Regarding 
Water Service is amended to read as follows: 

“ J.  Bills and Payment 

1. All water services are metered, and all meters are read on either a
monthly or a bi-monthly basis.

1. Bills are rendered monthly or bi-monthly and are mailed approximately
fifteen (15) days after meter reading date.  Customers may be billed on
a bi-monthly or monthly basis depending on type of meter,
customer class, service address, or water usage.

3. Periodic bills are due and payable on presentation. Twenty-five (25) days
will be allowed after bills are mailed before the bill becomes delinquent.”

. 
II. This Resolution shall be effective on July 1, 2016.

III. The General Manager shall update the General Regulations Regarding Water
Service to incorporate the changes set forth in this Resolution.

PASSED AND ADOPTED this 30th  day of  June, 2016 by the following 
votes of the Board of Directors: 

AYES:  

 NOES: 
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 ABSENT: 

__________________________________ 
Arnie Glassberg,  
President, Board of Directors 

ATTEST: 

_______________________________ 
David Dickson, General Manager 
Secretary of the Board  
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HILTON FARNKOPF & HOBSON 

HF&H CONSULTANTS, LLC 
Managing Tomorrow’s Resources Today

201 North Civic Drive, Suite 230 Robert D. Hilton, CMC 
Walnut Creek, California 94596 John W. Farnkopf, PE 
Tel: (925) 977-6950 Laith B. Ezzet, CMC 
Fax: (925) 977-6955 Richard J. Simonson, CMC 
hfh-consultants.com Marva M. Sheehan, CPA 

Robert C. Hilton, CMC 

TECHNICAL MEMORANDUM 

To: David Dickson, General Manager, Coastside County Water District 
Mary Rogren, Assistant General Manager, Coastside County Water 
District 

From: John Farnkopf, Senior Vice President, HF&H 
Rick Simonson, Vice President, HF&H 

Date: May 17, 2016 

Subject: Water Rate Update – FY 2016-17 

This memorandum provides our recommendation for updating the District’s water 
rates for FY 2016-17.   

I.  INTRODUCTION 
Last year, HF&H assisted the District in updating its rates by performing a cost-of-
service analysis to ensure that its rates allocated costs to each customer class in 
proportion to each class’ demand on the District’s facilities.  The analysis also estimated 
the need to increase rates to ensure that revenue from rates was sufficient in light of the 
conservation anticipated from customers in response to the drought conditions.   

Within the residential class, the quantity charges were restructured to conform with the 
cost of providing service across the tiers.  The size of each tier was determined based on 
recent customer billing data from residential customer metered water use, which 
indicated the amount of demand within each range of base and peak demand.  The rate 
per tier was determined based on costs attributable to providing service at each level of 
service ranging from low demand with minimal peaking for essential indoor needs to 
high peak demands for irrigation.  

The results of the analysis completed last year realigned the rate structure with the cost 
of providing service.  This realignment should remain accurate for several years unless 
there are significant changes in the relative demands among customer classes or 
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residential tiers, or changes in significant costs.  Therefore, we do not recommend re-
evaluating the methodology for determining the cost of service at this time.  The rate 
increase that is needed this year to provide water service to District customers should 
be applied equally, across-the-board to the basic service charges and quantity charges. 

Having made the cost-of-service adjustments to the rates for FY 2015-16, the rate update 
for FY 2016-17 can focus on overall revenue needs with any increase in rates applied 
uniformly to all rates. 

II. FY 2016-17 REVENUE REQUIREMENTS AND RATE INCREASE
The revenue required from rates in FY 2016-17 depends on the revenue projected from 
rates compared with the projected revenue requirements.  The variance between 
revenue from current rates compared with the revenue requirements impacts the fund 
balance as either a surplus or deficit.  The resulting reserve balance is compared with 
the District’s target balance.  If the balance is high enough, a rate increase is not 
warranted.   

Figure 1 summarizes the rate revenue projected for FY 2015-16, the revenue 
requirement, and the ending reserve balance.  The FY 2015-16 projected rate revenue 
increase is anticipated to cover the District’s costs without increasing reserves.   

Figure 1 also summarizes the estimated year-end FY 2015-16 rate revenue, revenue 
requirement, and fund balance and the variance between last year’s projection and the 
current year-end estimate.  It can be seen that revenue from quantity charges was 
$710,000 less than projected because of greater than projected conservation by 
customers.  Conservation was also responsible for reducing operating expenses and the 
cost of SFPUC water.  In addition, the District spent less on capital projects.  As a result, 
the revenue requirement was reduced $766,000.  With an additional $153,000 in non-
operating revenue, there was a net addition to reserves of $218,000. 

Figure 1 also shows the projections for FY 2016-17.  The $9,332,900 revenue projection is 
based on the current (FY 2015-16) rates and the projected demand for FY 2016-17, which 
is slightly greater than the estimated year-end demand for FY 2015-16.  The $10,254,000 
revenue requirement is greater than last year’s projected net revenue requirement.  As a 
result, a $921,000 operating shortfall is projected without a rate increase.   
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Figure 1.  Summary of Rate Revenues, Revenue Requirements, and Fund Balances 

Without a rate increase, the $921,000 projected operating shortfall would reduce the 
District’s unrestricted reserve balance to $1,638,000.  In other words, an approximate 
10% increase is required to avoid reducing reserves.  A balance of $1,639,000 is greater 
than the District’s current reserve target.  In order to understand whether it is 
appropriate to allow reserves to decline, an evaluation was conducted of the District’s 
reserves compared with industry standards, as described in the following section. 

Projected Estimated Est. Minus Proj. Projected
FY 2015-16 FY 2015-16[a] FY 2015-16 FY 2016-17[b]

Rate Revenue
Base Charges 2,057,413$    2,066,962$    9,549$            2,066,962$       
Quantity Charges 7,806,504       7,096,238       (710,266)         7,265,938          

Total Rate Revenue 9,863,917$    9,163,200$    (700,717)$      9,332,900$       

Revenue Requirement
Operating Expenses 5,199,401$    4,904,683$    (294,718)$      5,192,590$       
SFPUC Water 2,871,946       2,530,000       (341,946)         2,637,789          
Electricity 457,452          467,500          10,048            498,730             
Debt Service 823,913          814,398          (9,515)             968,037             
Capital Projects 1,630,000       1,500,000       (130,000)         2,073,000          

Subtotal 10,982,712$  10,216,581$  (766,131)$      11,370,145$     
Less: Non-operating Revenue (1,118,795)     (1,271,710)     (152,915)         (1,115,762)        

Net Revenue Requirement 9,863,917$    8,944,871$    (919,046)$      10,254,383$     

Total Revenue Surplus/(Shortfall) -$                 218,329$        218,329$        (921,483)$         

Percent of Total Rate Revenue -9.87%

Beginning Reserve Balance 2,342,000$    2,342,000$    2,560,329$       
Revenue Surplus/(Shortfall) -$                 218,329$        (921,483)$         

Ending Reserve Balance 2,342,000$    2,560,329$    1,638,846$       

[a] Estimated year end based on actuals through March 31, 2016.
[b] Rate revenue based on current FY 2015-16 rates and projected FY 2016-17 demand.
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II. EVALUATION OF RESERVES

IIa.  General  
Water utilities maintain reserve funds to account for and manage sources of revenue.  
There are two general types of reserves: unrestricted and restricted reserves.  Figure 2 
summarizes common types of reserves that water utilities may have, indicating the 
revenue source, the use to which the revenue can be put, and the priority for funding 
the reserve.   

Figure 2.  Common Types of Reserves 

Not all reserves are of equal importance.  Higher priority reserves should be funded 
before lower priority reserves.  Some lower priority reserves may not be needed 
because they are included in higher priority reserves.  Restricted reserves are all high 
priority because they are legally required.  Unrestricted reserves are established as 
needed.  The types of unrestricted reserves and the target balances that are deemed 
appropriate for each unrestricted reserve depend on the utility’s policy toward 
managing risk.   

Revenue Use of Funding
Source Revenue Priority

Unrestricted
Operating Rate revenue Operations cash flow Highest

Capital Rate revenue Cash-funded capital projects High

Emergency Rate revenue Asset failure, disaster recovery Lower

Stabilization Rate revenue Demand fluctuations Lower

Replacement Rate Revenue Vehicles, equipment, IT Lowest

Restricted
Debt Bond or loan proceeds Debt-funded capital projects Legally required

Retirement Rate revenue Pensions Legally required

Development Connection fees Capital projects Legally required
Developer contributions In-tract facilities Legally required

Grants Grants, matching funds Specified by source Legally required

Types of Reserves
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The following discussion is tailored to the needs of a utility of the District’s size, 
customer base, and level of planned capital improvements.  The discussion focuses on 
the unrestricted reserves, which is where the District has discretion in determining the 
types of reserves and the target balances.  All utilities maintain at least one unrestricted 
reserve as the District does.  Many utilities maintain separate reserves for operations 
and capital purposes.  Some utilities maintain other reserves for emergencies, rate 
stabilization, and sometimes even for asset replacement for equipment or vehicles. 
 
Moveover, because unrestricted reserves are typically funded by rate revenue, they are 
of primary interest in rate setting.  Certain restricted reserves can be funded from rate 
revenue but are often funded from other sources such as proceeds from loans or bonds, 
connection fees, developer contributions, and grants, for example.  The District has little 
discretion in determining the types of restricted reserves it needs because of the legal 
requirements associated with the funding sources. 

IIb.  Operating Reserve 
Operating reserves serve multiple purposes ranging from monthly to annual cash flow 
management.  On a monthly basis, the Operating Reserve provides working capital to 
cover the lag between when the District incurs operating expenses and when it receives 
revenue from customers.  Providing adequate funding for Operating Reserves is the 
highest priority. 
 
The amount of reserves needed for short-term working capital depend on the billing 
frequency.  Whereas most of the District’s expenses are incurred monthly, the District 
currently bills most of its customers bi-monthly, allowing 30 days for payment.  Some 
large utilities conduct lead-lag time studies in which they monitor fluctuations in their 
account balance to estimate what their working capital requirements are.  In most cases, 
a rule of thumb used by the California PUC is sufficient for determining the minimum 
working capital that is needed.  The rule states that the allowance for working capital 
should equal 1.50 times the billing frequency.  In the District’s case, this equals three 
months or 90 days, which is roughly 25% of annual operating revenue.  
 
Setting the target balance for the Operating Reserve at the working capital requirement 
is a minimal level of reserves.  Rates should always be set to maintain at least this much 
in Operating Reserves.  This level of Operating Reserves should provide sufficient 
liquidity for meeting monthly cash flow, which is not even during the year.  Seasonal 
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variations in water demand and subsequent revenue from rate payers differs from the 
seasonal fluctuations in expenses.   

The Operating Reserve also provides for a certain amount of annual cash flow needs, 
which can be affected by other conditions that are outside the District’s control: 

• Variances between projected and actual expenditures.
• Variances between projected and actual revenue, which is dependent on climate

and water supply conditions and any associated conservation.
• Unpredictable changes in pass-through costs such as the cost of SFPUC

purchased water, chemicals, and power.

The Operating Reserve may also have the ability to buffer these annual conditions 
without the need for rate increases.  In this way, the Operating Reserve can be used to 
smooth rate increases from year to year. 

IIc.  Capital Reserve 
The purpose of Capital Reserves is analogous to Operating Reserves.  Capital Reserves 
are intended to provide working capital liquidity for making capital expenditures.  
Providing adequate funding for Operating Reserves is the next highest priority after the 
target balance is met for the Operating Reserve. 

The amount of reserves needed for the Capital Reserve varies widely as an industry 
practice.  We recommend limiting the target balance to provide working capital for 
projects that are funded from rate revenue only1.  Debt-funded projects are usually 
provided for by a separate debt reserve, which is where the bond or loan proceeds are 
accounted for as well as any debt service reserve (i.e., one year’s maximum debt 
service).   

The reason there is no absolute standard for the amount of prudent capital reserves is 
there are many factors that should be considered in managing the risk exposure: 

• The annual fluctuations in capital improvements.

1 Projects funded from rate revenue are sometimes referred to as “pay-as-you-go” or “PAYGo” projects.  
By contrast, debt-funded projects are “pay-as-you-use” projects. 
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• The magnitude of the capital expenditures as a portion of the total revenue 
requirement. 

• The utility’s preference for funding capital improvements from cash instead of 
from debt. 

• Uncertain regulatory requirements. 
• The presence of large capital assets such as treatment plants. 
• Uncertain bidding environment for construction projects. 
• Policies toward asset management and the tolerance for asset failures, natural 

disasters, and other emergencies.  
• The currency of facility master plans.  

 
To provide working capital so that sufficient funds are available to pay contractors so 
that work can proceed without delay, we recommend a minimum target balance equal 
to an average annual capital expenditure based on the PAYGo projects projected over 
the coming five years.  This target also provides a buffer from debt service payments, 
which are highest in July. 

IId.  Other Unrestricted Reserves 
There are other possible unrestricted reserves that can be established once the higher 
priority Operating and Capital Reserves are fully funded.   
 
Emergency Reserves help manage risks associated with sudden asset failures caused by 
emergencies such as natural disasters or human error.  Emergency Reserves are a form 
of capital reserve that can provide a measure of self insurance so that immediate 
funding is available for disaster recovery until loans can be arranged and rates 
increased.  The target balance for the Emergency Reserve can be targeted for a specific 
asset failure (e.g., treatment plant) or fixed dollar amount.   
 
Stabilization Reserves help manage risks associated with revenue shortfalls due to 
unusually low water sales during climatic extremes.  Stabilization Reserves are another 
form of Operating Reserve that can be funded from years of surplus revenue, which can 
be retained until needed.  Because Stabilization Reserves are used to reduce the need for 
rate increases during periods of low water use, they should not be funded with rate 
increases.  Instead, they should be funding from operating surpluses or non-rate 
revenue. 
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Replacement Reserves are a form of Operating or Capital Reserve that act as revolving 
funds for purchasing assets with relatively short service lives.  Such funds may be 
helpful in managing budgets for equipment that should be replaced on a regular cycle. 

IIe.  Current District Policy 
The District maintains a single unrestricted cash reserve fund for meeting its cash flow.  
The District maintains other restricted reserves for other purposes including $250,000, 
rate stabilization reserve, which is essentially functioning as a restricted debt reserve.  
This $250,000 restricted rate stabilization reserve is currently one-quarter of one year’s 
loan $1,000,000 repayment.   

The District’s target balance for its Operating Reserve is 15% of operating revenue, 
which is currently about $1,500,000.  The District’s fund balance has historically 
exceeded this target balance.  

The District does not maintain other unrestricted reserves.  As such, the District’s 
current policy of maintaining a single unrestricted reserve is very simple.  In our 
experience, it is not uncommon for districts the District’s size to have a simpler reserve 
structure.    

IIf.  Recommended Reserve Policy 
Evaluating the appropriate size for the unrestricted reserves should consider the critical 
risks that could stress the District’s financial ability to cover O&M and capital expenses.  
The target balances should reflect the funding needed to manage each risk taking into 
account the priority of each risk. 

We recommend that the District create additional unrestricted reserves to help set and 
maintain the appropriate target balances.  As we previously discussed, most utilities 
reach a point where separate Operating and Capital Reserves are needed.  We believe 
the District would benefit by itemizing these reserves separately, which would not 
preclude it from also combining them as a total.   

With a separate Operating Reserve, the District would have funds available to handle 
cash flow fluctuations as well as a certain amount of unplanned increases in SFPUC 
purchased water and power and chemicals at its treatment facilities.  We recommend a 
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minimum target balance of 25% of operating revenue.  Rates should always be set to stay 
above this minimum target balance.   

We recommend that the District also create a separate Capital Reserve for PAYGo 
capital projects with a target balance of the average annual PAYGo projects identified in 
its facilities master plane, which is $3,000,000 per year.  Unlike the minimum target 
balance for the Operating Reserve, the target balance for the Capital Reserve is not 
regarded as a minimum requirement.  Rates do not have to be set to stay above this 
target in all years.  Rates should be set to achieve this target balance within no more 
than five years but it is permissible to drop below the target.   

By meeting the Capital Reserve target, however, the District is in the best position to not 
only provide for construction cost cash flow but also to provide for significant 
fluctuations in capital expenditures from year to year.  A higher balance also provides a 
measure of funding for emergency recovery. 

Figure 3 compares the District’s current reserve policies and target balances with our 
recommendations.  With respect to unrestricted reserves, the $5,500,000 recommended 
target is considerably greater than the current $1,500,000 target.  The recommended 
target is also considerably greater than the estimated $2,560,000 June 30, 2016 fund 
balance.  Furthermore without a rate increase in FY 2016-17, the estimated $1,638,000 
fund balance (see Figure 1) is still slightly above the current $1,500,000 target but well 
below the minimum $2,500,000 recommended balance and far below the $5,500,000 
target balance.  In order to close the gap between the projected and recommended 
reserve balances, significant rate increases will be needed in the coming years. 

We note also that the District’s $250,000 restricted reserves for its current loan is only 
one quarter of an average year’s $1,000,000 loan repayment.  The purpose of a debt 
reserve is to provide funding to avoid defaulting on the loan if the District failed to 
make a loan payment.  We recommend maintaining a full year’s loan repayment if 
possible.  Given the low state of the District’s reserves at this time, setting rates to 
increase the reserves can only bolster its ability to avoid a default on its loan, even if it is 
infeasible to fully fund the full debt reserve. 
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Figure 3.  Current and Proposed Reserve Policies 

III. RATE MODIFICATIONS
Given the $4,000,000 gap between the District’s current policy and the recommended 
policy, it is clear that rate increases are warranted to close the gap over the coming 
years.  As shown in Figure 1, a 10% increase is projected to hold reserves at their 
current level.   

At the District’s May 9, 2016 Board of Directors meeting, the Board authorized District 
staff to mail notices of a proposed 12% rate increase to rate payers as required by 
California Constitution Article XIIID, Section 6.  By comparison with a 10% increase, a 
12% increase will add $200,000 to reserves to a projected $2,800,000 balance by year-end 
FY 2016-17.  This is a slight increase that can easily be justified because it maintains a 
reserve balance that at least slightly exceeds the $2,500,000 minimum recommend 
balance.   

While far from the recommended $5,500,000 target balance, a 12% rate increase is 
headed in the right direction as shown in Figure 4.  This graph shows the actual reserve 
balance since FY 2000-01 through the projected balance in FY 2016-17 with a 12% rate 
increase.  The graph shows the current target balance and the recommended minimum 
and target balances.  The District has a history of maintaining reserves that are 
comparable to the recommended $5,500,00 target balance.  However, when the District’s 
reserve was $5,500,000 in FY 2003-04, that reserve was 135% of the annual operating 
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revenue at that time.  Now, if the District’s reserves were at $5,500,000, that reserve 
would be 59% of the FY 2016-17 annual operating revenue.   
 
We conclude by concurring with the Board’s proposed 12% rate increase because (1) it 
should keep the reserve balance above the recommended minimum balance and (2) it 
should aim the reserves toward the target balance, which will take a number of years of 
rate increases to reach.  
 

Figure 4.  Reserve Balance and Targets 

 
 

      
      
      

Source: CCWD 2001-2015 historical results; 2016 and 2017 are projections
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