AGENDA
SPECIAL MEETING
GEORGETOWN DIVIDE PUBLIC UTILITY DISTRICT
BOARD OF DIRECTORS

6425 MAIN STREET, GEORGETOWN, CA

Tuesday, August 22, 2017
2:00 PM

MISSION STATEMENT

It is the purpose of the Georgetown Divide Public Utility District to:
e Provide reliable water supplies
Ensure high quality drinking water
Promote stewardship to protect community resources, public health and quality of life
Provide excellent and responsive customer services through dedicated and valued staff
Insure fiscal responsibility and accountability are observed by balancing immediate and long term
needs

1. CALL TO ORDER, ROLL CALL AND PLEDGE OF ALLEGIANCE
2. ADOPTION OF AGENDA

3. PUBLIC FORUM - Any member of the public may address the Board on matters identified on this
agenda and within the jurisdictional authority of the District. Public members desiring to provide
comments must be recognized by the Board President, and speak from the podium. Comments must be
directed only to the Board.The public should address the Board members during the public meetings as
President, Vice President, or Director followed by the Board members individual last name. The Board
will only hear communications on matters on the agenda.

No disruptive conduct shall be permitted at any Board meeting. Persistence in disruptive conduct shall be
grounds for summary termination, by the President, of that person's privilege of address.

4. NEW BUSINESS - REVIEW AND APPROVE PUBLIC OUTREACH APPROACH FOR RATE
STUDY

Possible Board Action: Provide Staff, by motion action, with direction on whether to move forward
with the public outreach approach as presented.

5. NEXT MEETING DATE AND ADJOURNMENT —Next regular meetingSeptember 12, 2017,at 2:00
PM at the Georgetown Divide Public Utility District Office

In compliance with the Americans with Disabilities Act, if you are a disabled person and you need a
disability-related modification or accommodation to participate in this meeting, please contact Steven
Palmer by telephone at 530-333-4356 or by fax at 530-333-9442. Requests must be made as early as
possible and at least one-full business day before the start of the meeting. In accordance with
Government Code Section 54954.2(a), this agenda was posted in the District’s bulletin board at the
Georgetown Divide Public Utility District office, at 6425 Main Street, Georgetown, California, on
August 18, 2017.



REPORT TO THE BOARD OF DIRECTORS I

BOARD MEETING OF AUGUST 22, 2017 _

AGENDA ITEM NO. 4 .

AGENDA SECTION: NEW BUSINESS

SUBJECT: REVIEW AND APPROVE PUBLIC OUTREACH APPROACH FOR
RATE STUDY
PREPARED BY: Steven Palmer, PE, General Manager
APPROVED BY: Steven Palmer, PE, General Manager
BACKGROUND

Current treated water and untreated water rates were last reviewed and updated in 2008. That 2008
review and update included a 5-year phase in period and rates increased between 2008 to 2011.
Rates have remained unchanged since July 1, 2011. It is considered best practices to evaluate water
rates every three to five years.

At the September 27, 2016 Board Meeting, the District initiated the process to enlist Rural Community
Assistance Corporation (RCAC) to perform a water rate study. RCAC receives funding from the State
to help communities like the District to stay in compliance with regulations. The purpose of the work
by RCAC and the study is to determine the level of revenue required to adequately fund the treated
and untreated water systems while providing customers with safe and reliable water that meets State
and Federal requirements. The Study will provide an explanation and justification of the calculated
treated and untreated water rates for five years, and documents compliance with laws and regulations.

On April 25, 2017, Staff and RCAC provided the District Finance Committee with a presentation
regarding the methodology being followed for the current rate study and requested input regarding
several policy related decisions. The policy questions discussed at the April 25, 2017 Finance
Committee meeting are summarized below:
1. Subsidy Program for Low Income Customers
Board has provided direction to make it an option for employees to contribute money to
a local nonprofit to provide water bill assistance to low income customers. The Finance
Committee expressed concern about the District expanding their role in this program
due to increased time and cost to administer.

2. Capital Reserve Fund Balance
The Capital Reserve Fund needs to have enough funds to allow the District to replace
aging infrastructure before it fails, and this amount is a critical component of the rate
calculation. Finance Committee recommended revising the recapitalization amount to
follow the following guidelines:
= Do not include recapitalization of costs less than $3,000
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<$50,000 — 100% cash

$50,000 to $100,000 — 75% cash
$100,000 to $500,000 — 50% cash
>$500,000 — 25% cash

3. Non-Operating Revenue/Property Tax Allocation
A significant portion of the District's revenue are from revenue sources with flexible funds
which can be spent on multiple aspects of the District. Examples are property tax and
hydroelectric lease revenues. Finance Committee recommended the following approach to
allocating these revenues:
= Use to fund capital reserve funds for treated and untreated water only
= Distribute based on weighted capitalization cost

4. Rate Tiers
The San Juan Capistrano court case established that rate tiers must be based on the
actual cost of providing water. The District has only one source of water supply that is
used year round, regardless of demand. Since there is one source of water, the District
cannot show that it costs more to produce higher tiers of water. For this reason, the
proposed rate structure consists of a base rate and a usage rate. Every customer will
pay a base rate plus a usage rate for each unit of water used.

5. Function Cost Allocation (Base rate vs. usage rate)
This characterizes expenses as either fixed costs or variable costs, and divides rate
revenue into either base rate or use rate. At this time, Staff and RCAC estimate that
75% of operating expenses are fixed cost and 25% are variable cost, excluding
recapitalization. Allocating more expenses to the base rate has the effect of making the
District less vulnerable to decreases in consumption similar to what was seen during the
recent mandatory drought restrictions. A significant drawback is that a higher base rate
has a large impact on low income customers. The Finance Committee did not have any
comments on the allocation as presented by RCAC.

On May 8, 2017 Staff presented the above listed information from the Finance Committee meeting to
the Board to obtain Board concurrence on moving forward with this methodology for the rate study.
By motion action, the Board provided the following direction:
e Follow the Finance Committee recommendation to minimize staff time to administer the
subsidy program;
¢ Make the following assumptions for the recapitalization program:
o Exclude costs less than $5,000;
0 100% cash for improvements under $50,000
0 75% cash for improvements between $50,000 and $100,000
0 50% cash for improvements between $100,000 and $500,000
0 25% cash for improvements over $500,000
e Exclude hydro revenue from the operating budget and rate calculation.

The staff report and presentation from May 8, 2017 are included as Attachment 1.

Since the May 8 Board meeting, RCAC and Staff have been working to incorporate the direction from
the Finance Committee and the Board, and perform a thorough quality review of the water rate model.
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DISCUSSION

l. American Water Works Guidelines

American Water Works Association (AWWA) guidelines (AWWA Manual M54) recommend early
involvement with customers, stakeholders, and elected officials during the rate making process. The
manual also states that early involvement including community meetings and workshops are typically
productive and less confrontational than formal public hearings. The recommended approach for
these workshops is to start with a careful explanation of the rate analysis, and end with a comparative
analysis of the proposed rates.

Il.  Staff Recommended Approach

Staff has developed an outreach approach that is in line with these recommendations and consists of
two public workshops, one Board meeting workshop, one Board meeting to authorize the 45-day
public hearing, and one Board meeting to hold the public hearing required to adopt the rates.The first
public workshop will include a presentation providing an overview of the District and its roles and
responsibilities, the water rate study, need for capital improvements throughout the District, and the
long range financial forecasts for the District's revenue and expenses. The workshop will conclude
with small group discussions focused onthe approach for implementing rate changes and phasing
infrastructure upgrades. The second public workshop will provide customers with an update on the
water rate study results and proposed implementation plan for rate changes. The proposed meeting
dates are listed below, and a tentative calendar is included as Attachment 2:

September 18, 2017-Public Workshop #1

October 3, 2017 - Board Workshop (Special Meeting)

October 10, 2017 - Board Authorize 45-Day Notice (Regular Meeting)

October 24, 2017 - Public Workshop #2

November 28, 2017- Board Meeting Public Hearing to Adopt Rates (Special Meeting)

lll.  Alternative Approach

Another methodology that can be employed is to form an advisory committee consisting of community
members that area appointed by the Board. AWWA Manual M54 suggests that this committee could
benefit from using a professional facilitator as an independent third party to help move the process to a
conclusion. According to AWWA, management of this type of committee is very time intensive. The
committee process is broken into three (3) phases: education, review, and decision. During the
education phase, time is spent by staff educating the committee on the issues facing the District, the
financial situation of the District, and the need for a rate study. In the review phase, the committee
utilizes the information from the education phase to review the different proposals and their impact on
user groups. The decision phase occurs after the committee has been provided with background
information, has reviewed proposals, and is ready to make a recommendation to the Board.

In order to utilize this alternative approach, the Board would need to take action to form an advisory
committee and appoint members of the public to serve on the committee.

FISCAL IMPACT
The action to approve the public outreach approach does not have a direct impact on this year's
operating or capital budget.

However, completing the water rate study update has a significant impact on the District’s finances.
The Draft Long Range Financial Forecast that was presented by the General Manager at the April 18,
2017 Board Meeting illustrates that total District revenue has decreased since 2009. Operating
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expenses are forecast to exceed future revenue projections by significant and ever increasing
amounts, reaching over $300,000 annually within three years.

The Draft Long Range Financial Forecast and a recent proforma prepared by a lender, show that the
District's debt-service coverage ratio will decrease to 1.0 in 2020. The debt-service coverage ratio is
the ratio of net operating income to debt service. Lenders require a minimum ratio of 1.20 to qualify for
loan programs.

Additionally, the District is not currently setting aside enough funds to fund capital replacement costs.
Current restricted reserves total $4.5M, and unrestricted reserves total $5.5M. While this is adequate
to fund required debt service accounts, it does not allow enough funds to repair or replace aging
infrastructure.

Updating the rates is necessary for the future sustainability of the District. Rates must be updated to
account for years of inflation since 2011, reduction in revenue due to water conservation, elimination of
tiered water rates, and to set aside adequate funding to replace capital infrastructure. If rates are not
updated, initially the District will be forced to draw from reserves to fund operating expenses and to
defer much needed capital improvements and replacements. Once reserves are depleted the District
will be unable to pay its bills and obligation. Ultimately, this lack of keeping rates current will result in
pressure from the State to consolidate with a neighboring district, and could result in the State taking
over the assets and obligations of the District.

CEQA ASSESSMENT
This is not a CEQA Project.

RECOMMENDED ACTION

Staff recommends the Board of Directors of the Georgetown Divide Public Utility District (GDPUD) by
motion action approve the Staff Recommended public outreach approach as presented in this staff
report.

ALTERNATIVES
(a) Provide direction on an alternative public outreach approach

ATTACHMENTS

1. May 8, 2017 Staff Report and Presentation
2. Proposed Public Outreach Schedule
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REPORT TO THE BOARD OF DIRECTORS .

BOARD MEETING OF MAY 8, 2017 _
Agenda Item No. 6A

AGENDA SECTION: NEW BUSINESS

SUBJECT: REVIEW AND PROVIDE DIRECTION ON TREATED AND
UNTREATED WATER RATE STUDY

PREPARED BY: Steven Palmer, PE, General Manager

BACKGROUND

Current treated water and untreated water rates were last reviewed and updated in 2008. That 2008
review and update included a 5-year phase in period and rates increased between 2008 to 2011. Rates
have remained unchanged since July 1, 2011. It is considered best practices to evaluate water rates
every three to five years.

At the September 27, 2016 Board Meeting, the District initiated the process to enlist Rural Community
Assistance Corporation (RCAC) to perform a water rate study. RCAC receives funding from the State
to help communities like the District to stay in compliance with regulations. The purpose of the work by
RCAC and the study is to determine the level of revenue required to adequately fund the treated and
untreated water systems while providing customers with safe and reliable water that meets State and
Federal requirements. The Study will provide an explanation and justification of the calculated treated
and untreated water rates for five years, and documents compliance with laws and regulations.

In California, the primary legal requirement for “property related” fee increases is compliance with what
is commonly known as Proposition 218. Proposition 218 was approved by California voters in
November 1996. This ballot measure added Articles XIlIl C and D to the California Constitution and
requires the following when a local government agency increases fees:
e Revenues derived from the fee or charge shall not exceed the funds required to provide
the property related service.
¢ Revenues derived from the fee or charge shall not be used for any purpose other than that
for which the fee or charge was imposed.
¢ The amount of a fee or charge imposed upon any parcel or person as an incident of property
ownership shall not exceed the proportional cost of the service attributable to the parcel.
¢ No fee or charge may be imposed for a service unless that service is actually used by, or
immediately available to, the owner of the property in question. Fees or charges based on
potential or future use of a service are not permitted. Standby charges, whether
characterized as charges or assessments, shall be classified as assessments.
¢ No fee or charge may be imposed for general governmental services including, but not
limited to, police, fire, ambulance or library services, where the service is available to the
public at large in substantially the same manner as it is to property owners.

More recently, a legal case, Capistrano Tax Payers Association v. City of San Juan Capistrano
California, was resolved which resulted in additional, strict guidance regarding how water rates can be
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calculated. This case established that rate tiers, like those currently used in the District, must
“correspond to the actual cost of providing service at a given level of usage.” This means that in order
to charge a different price per unit of water at different usage tiers, the District must demonstrate that
the cost of delivery is higher per unit of water at the higher tiers.

DISCUSSION

Since the Board of Directors authorized work with RCAC on September 27, 2016, District Staff has met
with John Van den Bergh of RCAC several times and worked to evaluate expenses and develop a
study.

On April 25, 2017, Staff and RCAC provided the District Finance Committee with a presentation
regarding the methodology being followed for the current rate study and requested input regarding
several policy related decisions. The policy questions discussed at the April 25, 2017 Finance
Committee meeting are summarized below:
1. Subsidy Program for Low Income Customers
Board has provided direction to make it an option for employees to contribute money to
a local nonprofit to provide water bill assistance to low income customers. The Finance
Committee expressed concern about the District expanding their role in this program due
to increased time and cost to administer.

2. Capital Reserve Fund Balance
The Capital Reserve Fund needs to have enough funds to allow the District to replace
aging infrastructure before it fails, and this amount is a critical component of the rate
calculation. Finance Committee recommended revising the recapitalization amount to
follow the foIIowmg guidelines:
Do not include recapitalization of costs less than $3,000

= <$50,000 — 100% cash

= $50,000 to $100,000 — 75% cash

= $100,000 to $500,000 — 50% cash

=  >$500,000 — 25% cash

3. Non-Operating Revenue/Property Tax Allocation
A significant portion of the District's revenue are from revenue sources with flexible funds
which can be spent on multiple aspects of the District. Examples are property tax and
hydroelectric lease revenues. Finance Committee recommended the following approach to
allocating these revenues:
» Use to fund capital reserve funds for treated and untreated water only
» Distribute based on weighted capitalization cost

4. Rate Tiers
The San Juan Capistrano court case established that rate tiers must be based on the
actual cost of providing water. The District has only one source of water supply that is
used year round, regardless of demand. Since there is one source of water, the District
cannot show that it costs more to produce higher tiers of water. For this reason, the
proposed rate structure consists of a base rate and a usage rate. Every customer will
pay a base rate plus a usage rate for each unit of water used.

5. Function Cost Allocation (Base rate vs. usage rate)
This characterizes expenses as either fixed costs or variable costs, and divides rate
revenue into either base rate or use rate. At this time, Staff and RCAC estimate that 75%
of operating expenses are fixed cost and 25% are variable cost, excluding
recapitalization. Allocating more expenses to the base rate has the effect of making the
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District less vulnerable to decreases in consumption similar to what was seen during the
recent mandatory drought restrictions. A significant drawback is that a higher base rate
has a large impact on low income customers. The Finance Committee did not have any
comments on the allocation as presented by RCAC.

Staff is presenting this information to the Board to obtain Board concurrence on moving forward with
this methodology for the rate study. Once this direction is provided, Staff and RCAC will enter this
information into the model and calculate a draft rate structure and amounts for presentation and further
action to the Finance Committee and Board.

FISCAL IMPACT

The Draft Long Range Financial Forecast that was presented by the General Manager at the April 18,
2017 Board Meeting illustrates that total District revenue has decreased since 2009. Operating
expenses are forecast to exceed future revenue projections by significant and ever increasing amounts,
reaching over $300,000 annually within three years.

The Draft Long Range Financial Forecast and a recent proforma prepared by a lender, show that the
District’s debt-service coverage ratio will decrease to 1.0 in 2020. The debt-service coverage ratio is
the ratio of net operating income to debt service. Lenders require a minimum ratio of 1.20 to qualify for
loan programs.

Additionally, the District is not currently setting aside enough funds to fund capital replacement costs.
Current restricted reserves total $4.5M, and unrestricted reserves total $5.5M. While this is adequate
to fund required debt service accounts, it does not allow enough funds to repair or replace aging
infrastructure.

Updating the rates is necessary for the future sustainability of the District. Rates must be updated to
account for years of inflation since 2011, reduction in revenue due to water conservation, elimination of
tiered water rates, and to set aside adequate funding to replace capital infrastructure. If rates are not
updated, initially the District will be forced to draw from reserves to fund operating expenses and to defer
much needed capital improvements and replacements. Once reserves are depleted the District will be
unable to pay its bills and obligation. Ultimately, this lack of keeping rates current will result in pressure
from the State to consolidate with a neighboring district, and could result in the State taking over the
assets and obligations of the District.

CEQA ASSESSMENT
This is not a CEQA Project.

RECOMMENDED ACTION
Staff recommends the Board of Directors review the recommendations from the Finance Committee
that are presented in this report and provide Staff direction on whether to move forward with the
methodology presented herein and with the following recommendations from the Finance Committee:
1. Revise the recapitalization/reserve amount to follow the following guidelines:
a. Do not include recapitalization of costs less than $3,000
b. <$50,000 — 100% cash
c. $50,000 to $100,000 — 75% cash
d. $100,000 to $500,000 — 50% cash
e. >$500,000 — 25% cash
2. Allocating non-operating revenues (e.g. property tax) as follows:
a. Use to fund capital reserve funds for treated and untreated water only
b. Distribute based on weighted capitalization cost
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ATTACHMENTS
1. Presentation
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