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July 26, 2007

“The mission of Yorba Linda Water District will provide
reliable, high quality water and sewer services in an
environmentally responsible manner at the most economical
cost to our customers.”
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EXECUTIVE SUMMARY

This report explains and supports the recommended increase in the Sewer Maintenance Charge
for Fiscal Year 2007-08. This charge is imposed to recover sewer maintenance and repair
expenses from all connections to the sewage collection system owned and/or directly maintained
by the District. The District's Sewer Maintenance Charge is not imposed on sewer connections
maintained by the City of Yorba Linda.

In fiscal year 2005-06, sewer operating expenses exceeded operating revenues from all sources
by $242,231. This service has been funded by sewer reserves, not from other sources (such as the
water fund). The District expects to have an operating loss again in fiscal year 2006-07. Since
the audited financial statements are not completed for fiscal year 2006-07, the District can not
give an exact figure; however, the loss is projected at approximately $417,131. Therefore, Staff
recommends an increase to the Sewer Maintenance Charge to $66.00 per year or $5.50 per
month to cover a portion of these losses, with additional increases considered in future years to
cover rising costs and an adequate level of reserves for Repairs and Replacements (R&R) of both
vehicles and equipment and capital facilities. It is further recommended the other components in
the rate structure increase proportionately. The Board of Directors last adjusted the sewer
maintenance charges in November 2003 to reduce operating losses that the sewer fund had
experienced for five straight years. Since the time of the rate increase the losses have continued
each year thereafter.

BACKGROUND & SERVICE AREA

Division 12 of the California Water Code empowers the District to provide water and sewer
service. In 1959, the area served by the then newly formed District needed a sewage collection
system. In response to these needs, the Yorba Linda Water District established policies and
procedures to build and maintain a comprehensive sewer collection system. The District’s
present sewer system now serves connections both inside and outside of its political boundary.
See Exhibit 1 for attached map.

District sewer connections are classified into four major categories: Residential - single family
home, Residential - multiple units, Commercial & Industrial, and Public Schools.

Within its political boundary, the District owns and maintains nearly 150 miles of various
diameter sewer pipes and one sewer lift station. This area (referred to herein as “Western
Service Area”) serves about 11,786 single family, commercial, industrial and public school
accounts, and 1,240 multiple dwelling units (condominiums, mobile homes and apartments) for a
total of about 13,206 services.

Outside of its political boundary, the District also owns and maintains approximately 18 miles of
sewer system. In this area (referred to herein as “Locke Ranch”), there are about 1,565 single
family, commercial, industrial and public school sewer connections. These customers, however,
receive their water service from the Golden State Water Company.
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In 1977, the District and City of Yorba Linda entered into an agreement that divided jurisdiction
for planning, construction and maintenance of sewer facilities. The City’s sewer jurisdiction
begins at the eastern boundary of the District’s “Locke Ranch” area and continues east to the
City’s eastern boundary. Included within the City jurisdiction is land in the District’s
Improvement District No. 1 and Improvement District No. 2.

A portion of the City-owned sewer system in Improvement District No. 1 drains into the
District’s “Locke Ranch” sewer system. Inadequate maintenance of City sewers would have
eventually caused problems to the District sewers, so the 1977 agreement created a small area of
overlapping jurisdiction (referred to herein as “Overlap Area”). In this Overlap Area the City is
responsible for planning and constructing capital improvements and replacements, and the
District is responsible for maintenance. Since the District is responsible for maintaining these
sewers, the agreement also authorized the District to bill its Sewer Maintenance Charge directly
to these customers. There are approximately 26 miles of sewer pipelines and 2,980 single family,
commercial and industrial sewer connections in the “Overlap Area.” The City is responsible for
maintenance in the rest of its sewer jurisdiction.

WASTE DISCHARGE REQUIREMENTS COMPLIANCE

The new Statewide Waste Discharge Requirements (WDR’s), mandated in February 2006, is
similar in many ways to the previous WDR, now rescinded, issued by the local Santa Ana
Regional Water Quality Control Board. The new WDR requires all sewage collection system
agencies within the state conform to and implement a series of best management practices that
will assure a reduction or elimination of Sanitary Sewer Overflows (SSQO’s).

All of these elements will reflect an added cost for operation of the sewer system. Compliance
with some of the elements will move quicker than others based on the recommended schedules
within the new WDR. Most costs to the District’s Sewer System will result from or be centered
on the following elements:

e Inspection for identification of sewer sections subject to Fats, Oils and Grease (FOG)
blockages and establish cleaning maintenance schedules along with the source control
measures for all sources of FOG discharges into the District’s sewers.

e Inspection will identify and prioritize system deficiencies and implement short and long
term rehabilitation actions. These actions may require line repairs or replacements.

e Inspection will allow evaluation and assessment of existing cleaning and root control
practices. In some areas additional efforts will be required to assure staff is meeting
standards.

e Preparing compliance documents to meet new WDR schedules and milestones. The
service of professional consultants may enter into the District’s needs and requirements.
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SEWER MAINTENANCE CHARGE & RATE STRUCTURE

The Sewer Maintenance Charge is billed only to users of the District’s sewage collection system.
Board policy objectives for the sewer rate structure and charges are threefold: 1) It must generate
the required revenue to operate the system, as also required by state law; 2) It must be fair and
equitable to all customers; and 3) It must be simple to administer and implement.

Prior to 1992, all customers paid the same maintenance charge. In 1992, the District conducted a
study that found commercial, industrial, and school categories discharged more effluent than
single family residential and, on a per unit basis, multiple units residential discharged slightly
less than a single family residential. In response to this study, the Board revised the rate
structure so that each category pays a proportional share of maintenance costs based on
discharge into the sewer system. The current Sewer Maintenance Charge, adopted by Resolution
No. 03-10 is as follows:

A. Commercial-Industrial and Public Schools:
1. For all sewer customers in this category who use water meter readings, the rate is as follows:
a. First 2,200 cubic feet per month of water consumption per month at $3.50 per month.
b. All water consumption in excess of 2,200 cubic feet per month: $2.94 per 1,000 cu. ft.
2. Alternatively, for customers who have a sewer meter or who can demonstrate to the District’s
satisfaction that 100% of the water meter reading ends up in the District’s sewer system, the
rate is as follows:

a. First 1,100 cubic feet per month at $3.50 per month

b. All metered use in excess of 1,100 cubic feet per month at $3.22 per 1,000 cu. ft.

B. Residential:
1. Residential — individually metered $3.50 per month
2. Residential — master metered $2.45 per month per unit

The District collects the Sewer Maintenance Charge by adding it to the water bill of customers
where the District provides water service and the customer also has a sewer connection.

The “Locke Ranch” customers do not receive water service or a bill from the District. The
California Health and Safety Code authorizes the District to levy a sewer maintenance charge
outside of its political boundary and authorizes the County of Orange Auditor/Controller to
collect the charge on the property tax roll. For “Locke Ranch,” this is the preferred method of
collecting the charge, because it is easy to administer (the District sends the approved list to the
county, and they add it to the tax roll) and inexpensive (the county charges less than $1,000). To
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place the charge on the tax roll, a Resolution is required instructing the County of Orange to
collect the charge on behalf of the District.

The sewer fund includes the amount necessary to provide and is expended only to provide sewer
service. The cost of service includes operations and maintenance, repair, rehabilitation and
replacement of facilities and equipment, labor, supplies, administrative reserves and direct and
indirect overhead. The sewer rates are charged only where there is an actual connection to the
sewer and not for standby charges for future services or connections.

SEWER OPERATING FUND

The District owns, operates, and maintains specialized equipment to clean sewer lines and has
specially trained employees to operate and maintain the facilities and equipment. The Sewer
Operating Fund allocates resources to clean an average of 15,000 linear feet of sewer lines per
week, check the sewer lift station three times per week, and respond to several customer
inquiries each month. As direct and indirect overhead, the Fund also pays a pro-rata share of
personnel costs and a nine percent share for supplies and services expenses. In addition, the
Fund will be setting aside money in a Rehabilitation & Replacement (R & R) account to pay for
sewer rehabilitations and replacements. This account will not be utilized for any purpose other
than sewer rehabilitations and replacements which will be approved by the Board of Directors
prior to their usage. All R & R money will be placed in an account that will be earning interest
at the highest rate possible.

The major revenue sources available to the Sewer Operating Fund are Sewer Maintenance
Charges collected from sewer customers and interest earned on any unexpended funds set aside
for Capital Improvements and non-operating reserves.

On June 25, 2005 the Board of Directors adopted a Budget for fiscal years 2005-06 and 2006-07.
The Budget and this report were prepared using several assumptions concerning revenues and
expenditures. Table 1 illustrates the Sewer Operating Fund budget for fiscal year 2006-07 and
Table 2 illustrates the Projected Sewer Fund Operating Income (Loss) for fiscal year 2006-07.

Table 1
Sewer Fund Operating Budget for Fiscal Year 2006-07

REVENUES:
Sewer charges $753,000
City sewer revenue 0
Other revenues 5,500
Sub-Total $758,500
TRANSFERS:
Labor for capital projects $35,318
Vehicle & equipment capital outlay 40,000
TOTAL Funds Available $833,818

ESTIMATED EXPENDITURES:
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Personnel $578,820
Supplies & Services 249,378
Election cost 0
Vehicle & equipment depreciation transfer 62,870
Capital improvement depreciation transfer 365,680
TOTAL Expenditures $1,256,748
Gain (Loss) ($498,248)
Table 2

Projected Sewer Fund Operating Income/Loss for Fiscal Year 2006-07

Operating Revenue:

Sewer Charges $784,970
Other Operating Revenues 3,500
Subtotal 788,470
Operating Expenses:
Personnel Expense 550,000
Supplies & Services 255,600
Subtotal 805,600
Operating Income (Loss) before Depr. (17,131)
Depreciation 400,000
Operating Income (Loss) $(417,131)
FINANCIAL ANALYSIS

Fiscal Year 2006-07 is forecast to end with an operating loss of approximately $417,131. It is
important to note the budget was based on the existing rate structure, not the rate adjustment
discussed in this report.

Most evidence suggests that the answer to the question “When should rates be adjusted?” is not
obvious “When more revenues are needed to meet service needs.” In addition to making
financial sense, more frequent reviews helps convey to customers the reality that costs are rising.
Maintaining environmentally sound sewer services is one of the most important responsibilities
of a special district. As providing sewer services becomes more expensive, special districts face
the constant challenge of balancing their interest in offering customers a fundamental public
health service at an affordable price, against the necessity of managing their programs in a
financially sustainable manner. Needless to say, managing sewer services inevitably means
asking customers to pay more for the services. As difficult as it is to do, we should never lose
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sight of the inevitable health and environmental costs of failing to ensure that their sewer
operations have sufficient financial resources to serve the public.

Staff recommends adjusting the sewer maintenance charges to offset higher operating costs. Staff
believes that continuing to draw reserves to balance operating costs is not a good long-term
strategy for the following reasons:

1.

It sends the wrong price signals to customers. Sewer maintenance costs are going up and
will continue to rise in the years ahead.

Operating costs to pay personnel and other routine expenses have increased and will continue
to rise in the future.

Preventative maintenance is an important Board objective. To that end, the Board has made a
commitment of human and financial resources to achieve this goal and assure sewer system
reliability. Thus more time is spent directly on sewer maintenance instead of diverting
personnel to water operations when routine sewer cleaning is finished.

New regulations imposed by the Environmental Protection Agency and Regional Water
Quality Control Board will require the District to commit financial resources for specialized
vehicles (to visually inspect the system), computer software (to monitor and report on
maintenance activities), and staff effort to assure compliance.

Construction of several sewer projects are now being set in motion and scheduled to be
completed in Fiscal Year 2007/08. These projects will be drawing on the reserves that are
currently available. The major sewer projects (See Exhibit 2 for a map of the projects as
listed below) are as follows:

e Pulte Offsite-Sewer Deficiencies $5,300,000
e Kellogg Sewer Deficiencies $1,600,000
e Grandview Sewer $ 250,000
e Rio Del Oro Sewer $ 94,000
e Vista Loma Sewer Relocation $ 80,000

Total $7,324,000

Based upon this information, it is prudent that a rate increase is apparent in order that the
District does not rely on the sewer reserves to cover the deficit in the operating costs and
completely deplete the sewer reserves.

The information provided below in Table 3 illustrates the projected loss if the District were

to maintain the current rates.

Table 3
Projected Sewer Fund Operating Income/Loss for Fiscal Year 2007-08
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Operating Revenue:

Sewer Charges $789,300
Other Operating Revenues 3,100
Subtotal 792,400
Operating Expenses:
Personnel Expense 555,000
Supplies & Services 325,000
Subtotal 880,000
Income (Loss) before Equipment Outlay & Depr. (87,600)
Vehicle & Equipment Outlay (Sewer Camera Truck) (200,000)
Depreciation — Vehicles and Equipment (78,400)
Depreciation — Capital Assets (Infrastructure) (366,100)
Net Operating Income (Loss) (732,100)
CONCLUSION

Staff recommends the Board of Directors authorize adjustments in the sewer maintenance
charges as shown below. Bold indicates the proposed charge:

A. Commercial-Industrial and Public Schools:
1. For all sewer customers in this category who use water meter readings, the rate is as follows:

a. First 2,200 cubic feet per month of water consumption per month: $5.50 per month.
b. All water consumption in excess of 2,200 cubic feet per month: $4.62 per 1,000 cu. ft.

2. Alternatively, for customers who have a sewer meter or who can demonstrate to the District’s
satisfaction that 100% of the water meter reading ends up in the District’s sewer system, the rate
is as follows:

a. First 1,100 cubic feet per month: $5.50 per month
b. All metered use in excess of 1,100 cubic feet per month at $5.06 per 1,000 cu. ft.

B. Residential:

1. Residential — individually metered at $5.50 per month
2. Residential — master metered at $3.85 per month per unit.

Also, please see Exhibit 3 for a Sewer Rate comparison of the current rate vs. the proposed rate
for Fiscal Year 2007-08.
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EXHIBIT 1

See attached map of Yorba Linda Water District's Sewer Connection Boundaries.



Sewer Maintenance Charge Report - Fiscal Year 2007-08

EXHIBIT 2

See attached map of Yorba Linda Water District's Scheduled Capitalization Sewer
Projects for Fiscal Year 2007-08.
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