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May 5, 2016

TO: LOCSD Board of Directors

FROM: Feter J. Kampa, Interim General Manager

SUBJECT: Agenda Iltem 11D — 5/5/2016 Board Meeting

Adopt a Resolution Amending the District Reserve Policy

STAFF RECOMMENDATION

Staff recommends that the Board approve the following action;

Motion: [ move that the Board adopt Resolution 2016-14 amending the
District's Reserve Policy.

DISCUSSION

District staff has proposed an update of the District's Reserve Policy originally
adapted in 2007. The exiting policy is attached hereto as Exhibit A, with additions
and deletions to the policy shown in strikeout and underlined text, The majority of
the changes are for clarification and to address current issues, such as the high
level of revenue loss related to water conservation.

The policy change also adds clarifying language to provide for funds carryover
from fiscal year to fiscal year when projects are delayed. Lastly, the new policy
directs the establishment of a rate stabilization reserve in the future due to our
experience in the current water rate financial issue.

FINANCIAL IMPACT

There is no cost impact to amendment of the policy itself, however funding the
Rate Stahilization Reserve will require a substantial future funding commitment.

Attachment: Resclution 2016-14 w/Exhibit A
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Date: May 5, 2018
Agenda ltem: 11D
{ ) Approved

{ ) Denied

{ ) Continued to

RESOLUTION NO. 2016-14

A RESOLUTION OF THE BOARD OF DIRECTORS
OF THE LOS 0S0S COMMUNITY SERVICES DISTRICT
APPROVING AMENDMENTS TO THE DISTRICT RESERVE POLICY

WHEREAS, the Los Osos Community Services District adopted Resolution 2007-24 establishing a
District Reserves Policy and establishing reserve account balances by fund; and

WHEREAS, the District desires to revise said Reserve Policy to allow reserve funding to be used for
upfrant projects costs to prepare projects in advance for grant funding; and

WHEREAS, additional descriptions and authority for establishment and authority for the use of reserves
is desired to reflect the current needs of the District: and

WHEREAS, when budgeted reserve funds are not used in a [particular fiscal year, their allocation and
carryover the ensuing fiscal year is desired; and

WHEREAS, revisions to the current District Reserve Policy are attached hereto with changes from the
existing policy shown.

NOW, THEREFORE, BE IT RESOLVED that the Los Osos Community Services District Board of
Directors does hereby approve amendments to the District Reserve Policy as contained in EXHIBIT A herein.

On the mation of Director . seconded by Director
and on the following roll call vote, o wit;

Ayes:
MNays:
Absent:
Conflicts:

The foregoing resolution is hereby passed, approved, and adopted by the Board of Directors of the Los Osos
Community Services District this 5 day of May 2016,

Marshall E. Ochylski
President, Board of Directors
Los Osos Community Services District

ATTEST: APPROVED AS TO FORM:
Peter J. Kampa Michael W, Seitz
Interim General Manager and Secretary to the Board District Legal Counsel
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EXHIBIT A

Los Osos Communily Services District
Resarve Policy

PURPOSE

Los Dsos Community Services District (the District) shall maintain reserve funds
in the Enterprise, Special and Governmental Funds except the Administrative
Fund. This policy establishes the level of reserves necessary for maintaining the
District's credit worthiness, operating efficiency and foradequately providing for

= Funding infrastructure and equipment replacement and captal
improvement programs, including advancs costs for planning, desian,

lagal and permitting waork,

= Economic -uncertainties and other financial hardships,

= Loss of significant revenue sources such as properly tax receipls or
connaction foes.

= Local disasters or catastrophic events,

= Future debt or capital obligations.

= Cash flow reguirements.

= Unfunded mandates including costly regulatory requirements,

»  Evaluate develos plans for and implement Districl latenl powers or
other service or planning needs of the community i accordance with

the provisions of the Community Servicas District Law,
POLICY

Cperating {Cash) Resarves

The minimurm amount of operating (cash) reserves will egual two maonths of
operating expenses. The maximum amount of operating reserves will egual three
manths of operating  expenses. \When the maximum amount of Operating
Raserves is reached. all additional operating revenue not anbcipated for near
term expenditures shall be invested in decordance with the District Investment
Policy or transferred by action of the Board to the aporopriale capilal reserve

Contingency Reserves

The minimum amaunt of Contingency Reserve, by Fund, will be establishad
annually with the budget. These reserves are Mmaintained for unexpected costs
related to daily operations, Differs for funds based on historical evidence or
potent:al for cost variahility in the upeomino budnet vear. Contingency line items
in He-projecs or initiatives conainad within the approvec budget and tor which

appropnate Fund Reservo resarca-f-netusad,

Capital Reserves

Capital reserves will be accumulated to fund infrastructure projects and will be an
inteqral part ofthe District's capital plan documented in its Tea-Yaar
Forecastiinancial forecasts and approved Capital Improverment Plans (CIFR).
Funkling tergets and annusl resene aceruel retes shal be esteblished for each Capitl Reserve
Fund upon s orealion. A key objective for accumulating capilal resarves isto
minimize external borrowing and interest expense, complete advance planning,
design and permitting on projects o maximize grant potential and to maintain
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critical projects in a "shovel ready” condition where appropriate, Tha minimum
amount of capital reserves will equal one yvear's capital spending. The
maximum amount of capital reserves will equal two times the accumulated
depraciation balance. \Whan Capital Reservas are budgetaed to be spenl wilhin

a parlicular fiscal year and that expense does not coour within that year, said

maintained in that reserve account and transferred for other authonzed
expenditures within that fund only upon autharization of the Board by
resalution, Any Resolution transferring funds shall state the purpose of the
transfer, the iming of payback, interast to be paid and revenue to be used to
refund the original resene aceount,

RateStabilization Fund

The funding goal of the Board of Directors s to maintain & Rate Siabilization
Func in its The Water Enterprise Fund in an amount equal to ihe estimated.
maximum revenue loss fram exdrema or long tarm water conservation aclivities ar
other operating concitions causing revenua shorfalls where approved financial
qoals and plans cannot be met, deesaol-currently mainlain a rale slabilization
fard—but-shaskeHa-the-fture cansider-establishing aThe inibal amounl of rate
stahilization fund wits-shall be a minimum amount egualing one year's water
consumption revenue and a

- maximum amount equaling one and one-hall year's walsr consumption
reyvenue,
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PROCEDURE FOR USING RESERVE FUNDS

Operating and Contingency Reserves

Opearating and contingency reserves can be used at any time to meat cash flow
and unexpected expenditure requirements of District operations, Authority to use
the funds will e consistent with the District's ParehasipgReleyExpendilure
Palicy.

Capital Reserves

The Board of Directors will authorize use of capital reserves during the budget
procaess. Capital reserves are also available for unplanned {unbudgetad) capital
replacement. Authorization for the use of capital reserves for unplanned capital
replacement will be consistent with the District's Expenditure - Policy.

Rate Stabilization Fund
The ChisfFinancial OfficarGaensral Manager is authorized to usa rate
stabilization funds to supplemeant operating revenue when:

= Total revenue in the Water Enterprise Fund is projected to be five percent
or more below the annual hudgeted  revenua,

= Devealoping the budget ta limil customer rale increases o no more than
twio and one-half imes the consumer price index for small west coast
cities,

PROCEDURE FOR MONITORING RESERVE LEVELS

The Chisf Financial OfficerGengral Manaoer shall perform a reserve analysis to
he submitled to the Board of Directors upon the ocourrence of the following
events:

«  Board of Directors' deliberation of the annual budget;

=  Board of Directors' deliberation of a service charge rale increase; or

= When a major change in conditions threatens the reserve levels
established within this policy,

If the analysis indicates projected or actual resarve levels falling 10% balow or
anove the levels outlined in this policy, at least one of the following actions shall
be included with the  analysis:

= An explanation of why the reserva levels are not at the targeted level, and’
ar

* An identified course of action o bring reserve levels within the minimum
and maximum levels prescribed.



