SOUTHWEST METROPOLITAN
WATER & SANITATION DISTRICT

Cash Reserve Policy

Date:
May 6, 2018

Purpose:
The purpose of this policy is to provide guidance and direction for the annual review and adoption of an
appropriate cash reserve for various uses for Southwest Metropolitan Water and Sanitation District.

Policy:

It is the policy of Southwest Metropolitan Water and Sanitation District (District) to annually review and establish
an adequate level of cash reserves for operations, capital improvements, debt service, and other needs prescribed
by the Board of Directors. The review will be based on the criteria set forth below and will be conducted during
the annual budget review process.

Background:

Southwest Metropolitan Water and Sanitation District was organized in 1960. Many of the District’s assets are
reaching or have exceeded their expected useful life. At the same time, the TABOR Amendment has restricted
the District’s ability to raise revenues over a short period of time to meet unexpected expenses. These
circumstances necessitate establishment and preservation of a cash reserve to meet both planned short term and
long-term expenditures as well as unplanned emergencies. Therefore, a review of the District’s cash needs will
be conducted on annual basis during the budget review process using the following criteria which may be
amended by the Board from time to time.

Criteria:
The criteria used to evaluate the level of cash reserves shall incorporate three elements; operational needs, new
and replacement capital needs, and debt service requirements.

Operating Reserve

The operating reserve component of the cash reserve will be based on a set percentage of District operating
expenses. The District has only one source of consistent revenue which is a service fee applied to customers water
bills. Since the District’s ability to increase this revenue source over a short time period is restricted, it is necessary
that the operating reserve be set at a high enough level to allow the allow the District to fully meet routine and
emergency operating expenses over a reasonable period. The Board of Directors has determined that the
operating reserve portion of the cash reserve should be set at 100 percent of annual operating expenses.

Capital Reserve
The capital reserve portion of the cash reserve will be based on the greater of the projected capital expenses for

the next five years, or a set percentage of the depreciated present value of the replacement or rehabilitation cost
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of all District assets. The percentage will be reviewed on an annual basis but is initially set and 10 percent of the
present value of replacement/rehabilitation costs.

Debt Service Reserve

The District is currently debt free and it is not anticipated that debt will be incurred in the foreseeable future.
However, should the District incur debt, it is proposed that a reserve component be added to the cash reserve
based on debt service requirements established by bond or loan requirements.
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Southwest Metropolitan

Woater and Sanitation District 0 N
8739 W. Coal Mine Ave. ¢ Littleton, Colorado 80123 ¢ (303) 979-2333 ¢ Fax (720) 726-5042

TO: Board of Directors

Southwest Metropolitan Water and Sanitation District
FROM: Patrick Fitzgerald
DATE: June 15, 2018

SUBJECT: Cash Reserve Policy

Requested Action: Approve a cash reserve policy calling for the Board of Directors to 1)
annually review the District’s current financial condition and ten-year financial plan including
projected revenues and estimated operating, capital and debt service expenses, and 2) determine
an adequate level of cash reserves for short and long term financial stability and security.

In 2013, the District was experiencing declining revenues, limited opportunities to increase
revenues, and an inordinate increase in capital expenses that resulted in a decrease of over 50
percent of District cash reserves. In response, the Board of Directors set forth criteria to be used
for an annual evaluation of the District’s cash reserves. Since 2013, the District has instituted a
water and sewer fee assessed on all District customers and has significantly reduced capital
expenditures. In recognition of these changes staff is recommending some minor adjustments to
the cash reserve evaluation criteria. The criteria will continue to be based on three elements;
operating needs, capital replacement and expansion needs, and debt service requirements.
However, the prescribed amount of funds proposed to be held for the operating portion of the
reserve has been reduced from 200 percent to 100 percent due to the establishment of a source of
operating revenue which did not exist when the criteria was established in 2013.

The proposed policy calls for the Board of Directors to annually review the level of the District’s
cash reserves based on the following criteria:

Operating Reserve Requirements

The operating reserve component of the cash reserve will be based on a set
percentage of District operating expenses. The District has only one source of
consistent revenue which is a service fee applied to customers water bills. Since the
District’s ability to increase this revenue source over a short time period is restricted,
L it is necessary that the operating reserve be set at a high enough level to enable the
District to fully meet routine and emergency operating expenses over a reasonable
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period. Staff is proposing that the operating reserve portion of the cash reserve be
set at 100 percent of annual operating expenses.

Capital Reserve Requirements

The capital reserve portion of the cash reserve will be based on the greater of the
amount of projected capital expenses for the next five years, or a set percentage of
the depreciated present value of the replacement or rehabilitation cost of all District
assets. The percentage will be reviewed on an annual basis but is proposed to be set
at 10 percent of the present value of replacement/rehabilitation costs.

Debt Service Reserve Requirements

The District is currently debt free and it is not anticipated that debt will be incurred
in the foreseeable future. However, should the District incur debt, it is proposed that
a reserve component be added to the cash reserve based on debt service requirements
established by bond or loan requirements.

An example of how the criteria will be applied using 2018 financial data is shown below.

Operating Reserve Component

100% of operating expenses $1,729,028
Capital Reserve Component
Alternative 1
10% of depreciated present value of assets $9,226,573
Alternative 2
Total value of capital expenses 2018 — 2022 $2,261,734
Debt Service Reserve Component
District has no debt $0
Total of all three components $10,955,601
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