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Budget Reporting

or budgetary reporting purposes, the Central Coast Water Authority uses the
modified accrual basis of accounting.

Under the modified accrual basis of accounting, revenues are recognized when
they become measurable and available. “Measurable” means the amount of the
transaction can be determined and “available” means collectible within the
current period or soon enough thereafter to be used to pay liabilities of the
current period. Expenditures are recognized in the accounting period in which
the liability is incurred. Non-cash expense items such as depreciation expense for
fixed assets and accrued compensated absences are excluded from the budget.

The Authority operates under one fund for budgetary purposes. However, the
Authority’s various departments and budget preparation are segregated into sub-
sections as follows:

Administration
Water Treatment Plant

Distribution

CCWA Reaches
Mission Hills II
Santa Ynez I
Santa Ynez II

DWR Reaches
Reach 33B
Reach 34
Reach 35
Reach 37
Reach 38

For further information on the various cost centers within the Distribution
Department subsection, please see the discussion of financial reaches in the
section titled “Distribution Department.”

Financial Statement Reporting

The Authority operates as a proprietary fund-type. All proprietary fund-types are
accounted for on a flow of economic resources measurement focus. Under this
measurement focus, all assets and liabilities associated with the operation of these
funds are included on the balance sheet. Where appropriate, net total assets (i.e.,
fund equity) are segregated into contributed capital and retained earnings.
Proprietary fund-type operating statements present increases (revenues) and
decreases (expenses) in net total assets.
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he Fiscal Year 2009/10 Budget document has been prepared after analyzing,
evaluating, and justifying both the financial and non-financial objectives and

goals of the Authority for the current year and beyond. The Authority’s budget is
a comprehensive document which enables the Board of Directors and Authority
staff to evaluate the Authority’s past and future.

The Authority’s management believes that a successful budget should contain the
following ingredients for it to be useful to the individuals using the information:

1.

Worthy Purpose There should be clear goals for the budget. The goals
and objectives of the Authority should dictate the Authority’s budget.

Participative Ownership Budget ownership and the motivation to make it
work will only occur when there is significant decision making involvement
at the levels of implementation.

Reporting System A good budgeting system must be fully integrated with
the Authority’s reporting (i.e., accounting) system. That is, the accounting
system and the budgeting system should be consistent in account
classifications and methods of accounting for data, time periods, etc. Ease
of understanding is enhanced when the budgeted data and the accounting
system mirror each other.

Support of Management In any well-organized budgeting system, support
from top management is essential for the system to be effective. By being
involved in establishing the budget concepts and procedures as well as
reviewing budget variations, the Board will lend support to the rest of the
Authority and create acceptance and promote effective use of the
budgeting system by all.

BUDGET POLICIES

The primary budgetary objective is to provide the highest possible level of
service to the Authority’s project participants without impairing the
Authority’s sound financial condition. Continual efforts will be made to
improve productivity, lower costs, and enhance services.

The Authority will endeavor to keep current expenditures less than current
revenues. Current expenditures are defined as operating expenses, debt
payment, and capital improvement expenditures. The Authority will strive to
operate within the approved budgetary amounts to avoid subsequent billings
to the member agencies and other project participants for over-expenditures.

The Authority will maintain a budgetary control system to ensure adherence

to the budget and will prepare regular reports comparing actual revenues and
expenditures/expenses to budgeted amounts.
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Laws and policies limiting revenue sources and expenditures must be explicitly
addressed in the budget process.

No Unfunded Mandates The Board of Directors will not establish a goal or
policy without also providing the necessary funding to accomplish those goals
or policies.

Budget Change Policy The adopted budget may only be changed by Board
action. Budget change requests may be made by staff to the Board of
Directors at a regularly scheduled Board meeting. The Board will then
consider the requests based on staff’s recommendations and approve or deny
the requests by a majority vote.

Bond Coverage Policy The project participants have covenanted to collect
sufficient revenues to maintain net revenues of 125% of all State water
payments made to the Central Coast Water Authority. Net revenues are
defined as gross revenues minus operating expenses and excluding
depreciation. The Authority’s staff will assist project participants in
guaranteeing compliance with this covenant.

Reconciliation of Charges The Authority will endeavor to reconcile differences
between actual expenditures incurred and amounts billed to the member
agencies and other project participants in a timely manner. Under-
expenditures in the budget will be returned to project participants as credits
in subsequent billings.

Investment Income Allocation The Authority will endeavor to provide timely
allocation of investment income to the member agencies and other project
participants for payments covering 2006 revenue bond debt service and DWR
charges.

DWR Charges and Credits The Authority will endeavor to provide sufficient
information to the member agencies and other project participants regarding
the DWR charges to enable them to gain a full understanding of the charges.
Additionally, the Authority will provide credits given by DWR on the next
available billing sent to the project participants.

Four Year Financial Plan In conjunction with preparation of the fiscal year
budget, the Authority will also prepare and make available a four year
financial plan which provides estimates of the total State water costs for the
four-year period.
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Distribution Department Financial Reach Allocation Percentages The
Authority will amend the Distribution Department financial reach allocation
percentages for fixed O&M costs based on the actual costs incurred by
financial reach. These percentages will be based on the actual percentages
from the Yearend Budget Report two years prior to the current budget year.

Spare Parts Inventory The Authority will track the purchase of spare parts
inventory greater than $2,000 and allocate costs to the appropriate financial
reach when the spare parts are actually used at a specific location or financial
reach.

Appropriated Contingency No expenditure will be made from the
Appropriated Contingency account without prior approval from the Board of
Directors.

Staff Salary Pool Policy The overall salary pool will consist of two separate
pools: (1) a pool for all employees excluding the Executive Director and
Deputy Director, and (2) a pool - i.e., proposed salary treatment - for the
Executive Director and Deputy Director.

The Authority will calculate and include in the proposed budget a salary pool
with a cost of living component and a merit increase component. The merit
increase percentage will be three percent (3%). The cost of living percentage
will be the annual percentage change computed each year in December based
on the Los Angeles-Riverside-Orange, CA Consumer Price Index for All Urban
Consumers.

The employee pool will be calculated by multiplying the resulting salary pool
percentage (merit increase percentage and cost of living percentage) by the
actual annual salaries for all employees at the time the budget is prepared
based on full staffing (excluding the Executive Director and Deputy Director).
The Executive Director and Deputy Director’s pool will be calculated by
multiplying the resulting salary pool percentage (merit increase percentage
and cost of living percentage) by his or her actual annual salary at the time
the budget is prepared. The two pools are then added together to determine
the overall salary pool for budget purposes.

The CCWA Board of Directors shall administer the Executive Director and
Deputy Director’s pay treatment separate from the employee salary pool and
the Executive Director shall administer the pay treatment (i.e., the employee
pool) for all other CCWA employees.

30



Central Coast Water Authority
Budget Policy and Strategy
Fiscal Year 2009/10 Budget

Employee Benefits Funding Benchmark The Authority will calculate the
Employee Benefits Percentage (EBP) in conjunction with the Budget
preparation. The EBP calculation will include PERS retirement, health
insurance, cafeteria plan benefits, dental/vision insurance, long-term
disability and life insurance as a proportion of the full-time regular wages
budget for the fiscal year. If the EBP exceeds 38%, staff will provide
alternatives for Board consideration so that the revised EBP remains at or
below 38%.

Budget Transfer Policy If CCWA staff determine funds are available in an
Operations and Maintenance or Project account, staff may transfer available
funds to other accounts and/or projects which were not anticipated in the
CCWA Board adopted budget with the approval of the Finance Committee
Chairperson, or alternatively, the CCWA Board Chairperson. Transfer of funds
for projects and/or one-time expenditures cannot exceed $10,000. Staff will
prepare a summary of the Budget Fund Transfers which will include the
source and destination of the funds, financial reaches impacted and
justification for the transfer. A summary of the approved transfers will be
included on the CCWA Board Consent Calendar as part of the next regularly
scheduled Board meeting.

Self-Funded Dental/Vision Plan Annual Limits and Premium Amounts The
CCWA self-funded Dental/Vision plan annual limit on total expenditures for
each covered employee and the corresponding premium amount will increase
at the beginning of each plan year by the December to December percentage
change of the Los Angeles/Riverside All Urban Consumers, Consumers Price
Index.

CAPITAL IMPROVEMENTS POLICY

e Long-Range CIP Plan The Authority will identify long-range capital projects
and capital improvements of all types which will be coordinated with the
annual operating budget to maintain full utilization of available revenue
sources.

e (IP Paid from Current Revenues When appropriate, capital improvements will
be paid through current revenue sources rather than financing capital projects
over a period of time.

DEBT POLICY

e Debt Financing The Authority will use debt financing when it is judged to be
appropriate based on the long-term capital needs of the Authority and the
Authority’s ability to repay the indebtedness has been evaluated in light of all
sources and uses of cash.
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e Long-Term Debt The Authority will only incur long-term debt for the
financing of capital improvements that are not expected to recur and are long-
lived. Conversely, if the capital requirements are recurring, of relative small
scale, or are for short-lived improvements, the cost of these improvements
should be paid from current revenues.

RESERVE POLICY

e The Authority will maintain an Operations and Maintenance Reserve Fund in
the amount of $2 million. Monies held in the O&M Reserve Fund may be
expended only upon authorization of the Board of Directors for unanticipated
operating and maintenance activities.

INVESTMENT POLICY

e The Authority will operate its idle cash investments under the prudent person
rule which states: “...in investing...property for the benefit of another, a
trustee shall exercise judgment and care, under the circumstances then
prevailing, which persons of prudence, discretion and intelligence exercise in
the management of their own affairs....”

e The criteria for selecting investments and the order of priority:

(1) Safety, which refers to the potential loss of principal, interest or a
combination of the two.

(2) Liquidity, which refers to the ability to “cash-in” at any moment in
time with a minimal chance of losing some portion of principal or

interest.

(3) Yield is the potential dollar earnings an investment can provide, and
sometimes is described as the rate of return.

For further information on the Authority’s investment policy, please refer to the
Appendix section of this document.

ACCOUNTING, AUDITING AND FINANCIAL REPORTING POLICIES

e Monthly Budget Reports The Authority’s Deputy Director will produce
monthly budget reports covering the activity for the current period.

¢ Independent Audit The Authority will employ an independent accounting
firm to perform an annual audit of the Authority’s financial statements, and
make the audit available to all required and interested parties.
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Budget Preparation The Authority will prepare an annual budget document
that provides a basic understanding of the Authority’s planned financial
operations for the coming fiscal year. Copies of the proposed and final budget
will be made available to all interested parties and opportunities will be
provided for customer input prior to final adoption of the budget.

Accounting System The accounting system will maintain records on a basis
consistent with accepted standards for local government accounting. The
Authority will strive to receive the Certificate of Achievement for Excellence in
Financial Reporting from the Government Finance Officers’ Association.

Budget Awards The Authority will annually submit its budget to the
Government Finance Officers’ Association for consideration of the
Distinguished Budget Presentation Award.

HOME INDEX NEXT
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