Operator training at the Polonio Pass Water Treatment Plant
during the annual DWR winter shutdown

Reserves and Cash
Management

The Reserves and Cash Management section of the
FY 2009/10 Budget includes information regarding
the Authority’s O&M Reserve Fund, Rate Coverage Reserve

Fund and cash management information.



Highlights

FY 2009/10 Total Reserve Balances $10,245,889
e O&M Reserve Fund $ 2,000,000
e Rate Coverage Reserve Fund $ 8,245,889
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his section of the Budget discusses the two cash reserves maintained by the

Authority; the Operations and Maintenance Reserve Fund and the Rate
Coverage Reserve Fund. This section also discusses the Authority’s cash
management policies and the CCWA project participant investment pool.

Operations and Maintenance Reserve Fund Policy

During its December 18, 1997 regular meeting, the Board of Directors approved
an “Operations and Maintenance Reserve Policy” as follows:

Purpose:

Contributions:

Administration:

The O&M Reserve Fund is intended to provide a mechanism for
the Authority to undertake immediately unanticipated operation
and maintenance activities, including emergency repairs, for
which funds are not otherwise immediately available.

Contributions to the O&M Reserve Fund are mandatory. Each
Authority Contractor shall maintain on deposit with Authority in
said Fund an amount of money equal to its pro-rata share of the
Fund target size of $2 million, which share is that Contractor’s
Water Supply Agreement Project Allotment divided by the
Project Allotments held by all Authority Contractors. Each
Contractor’s initial contribution to the O&M Reserve Fund shall
be drawn from cash held by Authority on behalf of the
Contractor as of the date of the Fund’s creation. If the Fund
balance is reduced below $2 million, Authority shall be
authorized to (i) transfer into said Fund excess operating
assessments and investment income from the Fund, and (ii)
notify the participating Contractor if an additional contribution
is necessary, in which event the contractor shall deposit an
additional contribution within sixty-days (60) of the Authority
notice.

The Treasurer shall invest funds held in the O&M Reserve Fund
in liquid money market accounts (for example, LAIF) so that the
funds shall be immediately available. O&M Reserve Fund
investment earnings shall be considered to credit each Authority
Contractor with respect to that Contractor’s June 1 payment to
Authority, except to the extent said earnings are needed to be
retained to ensure that the Contractor’s share of the Fund is
fully funded, or as otherwise directed by the Contractor. The
Treasurer shall prepare and disseminate to all Contractors a
quarterly statement concerning the O&M Reserve Fund.
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Use of Fund:
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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, including by way of
example only: repair of earthquake-caused damage to Authority
facilities; unanticipated need to purchase chemicals; major
emergency repair or replacement of equipment; reserve for legal
judgments. In the event that monies from the O&M Reserve
Fund are expended for an activity which is to be funded by
certain Contractors and not other Contractors (for example,
repair of a certain reach of the pipeline), then (i) it is
permissible to expend from the Fund an amount which exceeds
the monies on deposit by those Contractors who are obligated to
fund the activity under the WSA, and (ii) said Contractors shall
replenish said Fund as quickly as possible, and in no event later
than one year, including payment of interest on monies
expended which exceeded the amount on deposit by said
Contractors.

The following table shows the allocation of the Operations and Maintenance
Reserve Fund by project participant.

Operations and Maintenance Reserve Fund

Table A % of Operating

Project Participant Amount Table A Reserve
City of Buellton 578 1.48% $ 29,582
Carpinteria Valley Water District 2,000 5.12% 102,359
Goleta Water District 4,500 11.52% 230,309
City of Guadalupe 550 1.41% 28,149
La Cumbre Mutual Water Company 1,000 2.56% 51,180
Montecito Water District 3,000 7.68% 153,539
Morehart Land Company 200 0.51% 10,236
City of Santa Barbara 3,000 7.68% 153,539
Raytheon Systems Company 50 0.13% 2,559
City of Santa Maria 16,200 41.46% 829,111
Santa Ynez RWCD, I.D. #1 2,000 5.12% 102,359
Golden State Water Company 500 1.28% 25,590
Vandenberg Air Force Base 5,500 14.07% 281,488
TOTAL 39,078 100.00% 2,000,000
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Rate Coverage Reserve Fund

During its December 18, 1997 regular meeting, the Board of Directors also
adopted the “Rate Coverage Reserve Fund” policy as follows:

Purpose:

Contributions:

Withdrawal:

The Rate Fund is intended to provide a mechanism to allow the
Authority Contractors to satisfy a portion of their obligation
under Section 20(a) of the Water Supply Agreement (WSAs) to
impose rates and charges sufficient to collect 125% of their
Contract Payments (as therein defined).

Contributions to the Rate Fund are voluntary. During each year
of participation, an Authority Contractor, which has elected to
participate in the Rate Fund, shall maintain on deposit with the
Authority in said Fund an amount of money, when combined
with the moneys on deposit in the O&M Reserve Fund, sufficient
to constitute all or a portion of 25% of that Contractor’s Contract
Payments with respect to that year. A participating Contractor’s
initial contribution to the Rate Fund may be drawn from cash
held by the Authority on behalf of the Contractor as of the date
of the Fund’s creation. In each subsequent year, the Authority
shall notify the participating Contractor if an additional
contribution is desired and the Contractor shall deposit said
additional contribution within sixty-days (60) of the Authority
notice. Voluntary contributions to the Fund by a Contractor
may be made at any time, but shall not be considered with
regard to satisfying the Contractor’s obligations until the
subsequent July 1. For example to act as a credit for Fiscal Year
1998/99, a deposit must be received by the Authority prior to
July 1, 1998. However, in the first year of the Fund’s creation,
each Authority Contractor may elect to deposit additional funds
into the Rate Fund within the first 30 days after adoption of this
policy by the Authority Board of Directors. These balances will
be counted toward the coverage calculations for FY 1997/98.

A Contractor may withdraw from the Rate Fund effective 180
days after it submits written documentation to the Authority
that is in compliance with its WSA rate coverage obligations
without considering the Fund.
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Administration: Investments of deposits in the Rate Coverage Reserve Fund will
be in Permitted Investments described in clause (A) of the
definition thereof contained in the Indenture of Trust, dated as
of November 1, 1996, with maturities of one year or less or in
the Local Agency Investment Fund or in other investments
approved in writing by AMBAC. Rate Fund investment earnings
shall be credited to the Contractors account within the Fund
except to the extent the Contractor directs the Authority to
credit said earnings to the Contractor’s payments obligations or
as otherwise directed by the Contractor. Deposits and related
earnings on deposits for each project participant will be
accounted for on an individual project participant basis even if
commingled for investment purposes. The Treasurer shall
prepare and disseminate to all Contractors a quarterly statement
concerning the Rate Fund.

Use of Funds: Monies in the Rate Fund shall not be expended for any purpose,
except upon approval of the Board of Directors (i) for emergency
expenses, and (ii) to the extent necessary to supplement funds
available from the O&M Reserve Fund provided that the
Contractor submits written documentation to the Authority that
it is in compliance with its WSA rate coverage obligations
without considering the proposed expenditure from the fund.

The following table shows the Rate Coverage Reserve Fund balances, including
interest income as of December 31, 2008. Participation in the fund for FY 2009/10 is
not yet known. Prior to June 30, 2009, each project participant will be notified of the
allowable deposit in the Rate Coverage Reserve Fund for FY 2009/10.

FY 2008/09 Rate Coverage Reserve Fund

Project FY 2008/09
Participant Deposit
City of Buellton 258,749
Carpinteria Valley Water District 817,117
City of Guadalupe 167,995
La Cumbre Mutual Water Company 391,624
Montecito Water District 1,089,131
City of Santa Maria 4,295,514
Santa Ynez, RWCD, I.D. #1 (Solvang) 606,935
Santa Ynez, RWCD, I|.D. #1 418,577
County of San Luis Obispo (Shandon) 15,225
Oceano Community Services District 185,023
TOTAL: $ 8,245,889
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Cash Management

he cash balances presented in “Total Budget Summary” page at the beginning

of this document exclude cash balances invested in the CCWA Investment Pool
(described below) with the exception of the CCWA O&M Reserve Fund.
Additionally, the effects of other accounts receivables and payables have been
added or subtracted from the cash balance presentation of the “Total Budget
Summary” sheet to show the cash balances as if all receivables and payables had
been received or paid.

Reconciliation of Prior Year Budget and Actual Amounts

It is the Authority’s policy to refund unexpended operating assessments and
investment income on the Authority’s general operating account after the close of
each fiscal year. This reconciliation occurs in conjunction with the closeout of the
fiscal year and the preparation of the annual financial statements.

Since all excess “revenues” are returned to the project participants any “deficits”
are collected from the project participants, the general fund balance, defined as
total cash minus reserves, is projected to be zero. However, since the Authority
receives assessment income in advance of the anticipated payment date, the
actual cash balance will be positive.

CCWA Investment Pool

All cash and investments paid by the project participants to the Authority are
invested in accordance with the Authority’s Investment Policy found in the
Appendix to this document. All cash and investments other than those funds held
by the Authority’s Revenue bond trustee are allocated and invested in an
investment pool which is comprised of the various “types” of payments paid by
the Authority’s project participants further broken down by individual project
participants within each account.

Each account within the CCWA investment pool receives investment income based
on the account’s proportional share of the average daily balance for the month.

The following graphic shows the total CCWA Investment Pool and the various
types of accounts in the pool.
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Central Coast Water Authority Investment Pool Accounts

DWR and Warren Rate Coverage
Act Deposits Reserve Fund

Investment Vehicles
Prepaid State Water -Local Agency Investment Fund Credits Payable to

Payments -Money market accounts Project Participants
-Commercial paper
-Treasury securities
-Agency discount notes

Revenue Bond -Agency notes

Payments
Escrow Deposits

General Operating Operations and
Account Maintenance
Reserve Fund

Investment Pool Account Descriptions

e (General Operating Account - general account for the investment of current
year O&M budget funds and general unallocated funds [all operations and
maintenance expenses and capital improvement projects listed in this
budget].

e Operations and Maintenance Reserve Fund - a $2 million operating reserve
for emergency purposes [described in this section of the budget].

e Rate Coverage Reserve Fund - a fund in which certain project participants
that are required to meet the coverage obligation in the Water Supply
Agreement may elect to participant to aid them in meeting the coverage
obligation [described in this section of the budget].

e Prepaid State Water Payments - Similar to the rate coverage reserve fund,
certain project participants may elect to “prepay” a portion of the next
year CCWA payments to decrease the coverage obligation in that year. In
order to reduce the coverage obligation, the prepayment must be received
and held by CCWA one full fiscal year in advance of when the prepayment
will be applied against the payments.

e Revenue Bond Payments - funds paid by those project participants who
participated in the CCWA revenue bonds. Deposits in this account
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represent annual debt service payments on the outstanding revenue bonds
[refer to the “CCWA Bond Debt” section of this budget].

o DWR and Warren Act Payments - funds paid by the CCWA project
participants for both fixed and variable DWR payments and payments to
the US Bureau of Reclamation for Warren Act charges for delivery of State
Water into Lake Cachuma [refer to the “DWR” section of this budget].

e Escrow Deposits - deposits received from certain “non-public agency”
project participants as required under their individual water supply
agreements. The deposits are approximately equal to one year’s State
water payment.

e (Credits payable to Project Participants- credits from many sources but
primarily for O&M credits and interest income credits for under-expended
O&M costs from the prior fiscal year.

HOME INDEX NEXT
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