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Budget Message
The Santa Margarita Water District (District) is pleased to present its Fiscal Year 2019-2020
Budget (FY 2020 Budget) for operating expenditures and capital improvements. Since January,
the District’s management team has worked diligently to develop an appropriate budget which
reflects the District’s priorities and needs for the upcoming year. The annual budget is an
opportunity to demonstrate how the District is efficiently managing its financial resources to
provide high-quality water and wastewater service to approximately 170,000 people.
The FY 2020 Budget also reflects the District’s continued approach to ongoing challenges and
priorities. As with other utilities throughout California, the District faces increasing costs of
imported water and is working to study and develop local, reliable water supplies. The District
also must plan for growing demand for its services and additional water supplies due to ongoing
new development in its service territory. Additionally, the District will continue working towards
acquiring the City of San Juan Capistrano’s water and sewer service systems and operations.

District FY 2020 Budget Priorities
The District is committed to efficiently providing high-quality, reliable water and wastewater
service to its customers, and maintaining a strong financial position to ensure its systems are
maintained and emergencies and unforeseen costs have limited impacts to ratepayers. The District
also continues to study, plan, and invest in local water supplies in order to reduce its reliance on
imported water. The FY 2020 Budget addresses these priorities in the following areas:

▪
▪
▪
▪

Ensuring high-quality service provision. The FY 2020 Budget incorporates appropriate
repairs and maintenance programs, customer service levels, and the staffing and technical
expertise to ensure optimal service provision.
Maintain prudent financial position. The Budget maintains the District’s strong financial
operating position. Budgeted revenues cover all costs, maintain cash reserve policy levels, and
fund necessary capital projects.
Cost efficiencies and savings opportunities. The District is pursuing the acquisition of the
City of San Juan Capistrano’s water and sewer operations, which is expected to yield cost
synergies for ratepayers.
Study and Pursue Local Water Supplies. The FY 2020 Budget contains funding for several
studies necessary to pursue local water supplies via the San Juan Watershed as well as master
planning related to wastewater, recycled water, and other projects.

Santa Margarita Water District

5

Basis of District’s FY 2020 Budget / Funds Included
The District accounts for its potable water, wastewater, and recycled water services in a single
general operating fund. The FY 2020 Budget covers the District’s general operating fund activity
and is therefore prepared and presented generally on a consolidated basis, with service-levelspecific detailed information provided where illustrative.

Fiscal Year 2020 Budget Highlights
The District is proposing an operating budget of $74.7 million for FY 2020. This is $0.6 million
higher than the FY 2019 Budget and $5.0 million higher than the projected year end expenditures.
However, the proposed operating budget includes $0.8 million for the City of San Juan Capistrano
transition: $0.3 million as authorized by the District’s Board of Directors for support and legal
costs; $0.5 million for contract operations of the City’s sewer collection system in advance of the
final acquisition. This latter cost is directly offset by payments from the City. Absent these
transitional costs, the District’s FY 2020 Budget would be $73.9 million.

FY 2020 Budget Summary ($ millions)
FY 2019 FY 2019
Budget Reforecast

FY 2020
Budget

Budget Categories
Revenue From Customer Charges
Property Taxes - General Share of 1%
Other Revenues
Total Operating and Non-Operating
Revenues

2020
Budget v.
Reforecast

$74.7
8.0
6.6

$73.4
8.6
5.3

$77.7
8.8
5.5

5.8%
3.0%
4.6%

89.2

87.3

92.0

5.4%

Water Purchases
Salaries & Benefits
Other Operating Expenses
Total Operating Expenses

26.2
21.0
26.9
74.1

24.4
20.0
25.3
69.7

26.8
20.9
27.0
74.7

10.0%
4.4%
6.6%
7.1%

Total Net Debt Service

2.3

2.3

2.1

-9.8%

$12.9

$15.3

$15.3

0.0%

Net Revenues Available for Capital
Totals above may not sum due to rounding.
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The District anticipates maintaining its sound financial position in FY 2020. Total rate revenues
from customers are budgeted at $77.7 million, an increase of $4.3 million versus the current year.
Additionally, the District anticipates generating $14.3 million of other revenues, primarily from
property taxes, rental income, and investment income. After the payment of debt service, the
District estimates the FY 2020 Budget will result in $15.3 million in net funds available for capital
expenditures.
For consistency and ease of comparisons, the District’s FY 2019 Budget has been adjusted
throughout this document to reflect that the District is no longer operating the 3A Water
Reclamation Plant (3A Plant), a shared wastewater facility of the District and the Moulton Niguel
Water District (MNWD). In prior years, including in the FY 2019 Budget, the District had
budgeted the full cost of operating the facility, with the costs attributable to MNWD (72% of the
total) offset by revenues paid by MNWD. As of March 2019, MNWD has assumed the operations
of 3A Plant and will bill the District for its share of treatment services in FY 2020. As a result, the
FY 2019 Budget has been restated from $75.4 million (as adopted) to $74.1 million to reflect the
District’s share of the costs of the facility only. District revenues budgeted in FY 2020 also reflect
this change.
A breakdown of notable changes between the FY 2019 and FY 2020 Budgets is shown in the chart
below.

Santa Margarita Water District

7

Principal short-term factors impacting the FY 2020 Budget include:

▪

▪

▪

City of San Juan Capistrano Acquisition. As noted earlier, pursing the acquisition of City
of San Juan Capistrano’s water and sewer services will be a priority in FY 2020. The District
has budgeted a one-time cost of $300,000 for legal and consulting services. Additionally, the
District has budgeted costs to provide sewer cleaning services to the City, which will be offset
by payments from the City, fully covering the District’s costs.
Engineering Studies. The District anticipates higher study costs in FY 2020 due to regulatory
requirements and planning needs. From a regulatory perspective, the District will expend
$375,000 to perform a Salt and Nutrient Management Plan, which must be conducted once
every five years. From a planning perspective, the District anticipates a $400,000 feasibility
study related to the San Juan Basin Watershed Project. Such studies are important to the
District’s service and long-term planning goals but will not be annual recurring costs.
Chemical and Wastewater Treatment Cost Savings. In FY 2018 and FY 2019, the District
made tremendous efforts in odor control at its water reclamation plants and throughout the
wastewater systems, which had required significant spending in chemicals. Additionally, the
District has identified efficiencies in wastewater treatment costs for FY 2020, resulting in a
$1.0 million reduction in chemical and wastewater treatment expenses.

Principal factors impacting the FY 2020 Budget both in the short-term and projected long-term
include:

▪

▪

Water Purchases. Imported potable water is the largest cost component of the District’s
budget. The District purchases such water through the Metropolitan Water District of Southern
California (MET) and Municipal Water District of Orange County (MWDOC). Both agencies
have adopted increases of 3% for FY 2020. Although the cost of purchased water is increasing,
the cost of treating a portion of imported water through the Baker Water Treatment Plant and
use of recycled water continues to hold down the weighted average cost of water to District
customers.
Salaries and Benefits. FY 2020 budgeted salaries and benefits expenses are $100,000 lower
than the FY 2019 Budget. However, it should be noted that the District has underspent the FY
2019 Budget for salary and benefits by $0.9 million due to natural turnover in District staff and
deferred timing of new hires. Compensation increases for FY 2020 are as prescribed by the
District’s Memorandum of Understanding with its employees. The FY 2020 Budget also
includes 3 new full-time employees and 2.5 limited-term employees.
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Major FY 2020 Budget Categories and Trends Discussion
The District’s FY 2020 Budget totals $74.7 million, of which $34.0 million (45%) is related to
water purchases, power, and chemicals. These three cost elements are variable and fluctuate with
water demands and wastewater discharges.

FY 2020 Expenditure Budget: $74.7 million

SALARIES &
BENEFITS
28%

TRANSMISSION
& DIST
18%

GENERAL &
ADMIN
9%

POWER
7%

WATER
PURCHASES
36%

REGIONAL
FACILITIES
1%
CUSTOMER
RELATIONS
1%

Water Purchases and Demand
For FY 2020, the District is projecting potable water demands of 22,051 acre-feet and recycled
water demands of 7,929 acre-feet. This assumption directly impacts both rate revenues and water
purchase costs, which are the two most significant drivers of the budget. Although the cost of fully
treated potable water will increase from $1,050 to $1,078 per acre-foot (effective January 1, 2020),
the District’s investments in recycled water facilities and the Baker Water Treatment Plant (Baker
Plant), a local potable water treatment plant, help to mitigate these increases. The District’s cost
to produce local, recycled water is far lower than purchasing imported potable water. Similarly,
treating water through the Baker Plant saves $1.0 million in treatment costs.
While typical water usage fluctuates year over year, water demands are projected to remain well
below the peak FY 2014 usage levels, which was prior to the State’s mandated water usage
restrictions. Total potable water demands are budgeted at levels comparable with what the District
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experienced in FY 2017. Total potable demand was 23,428 acre-feet in FY 2018, a relatively hot
year with limited precipitation. In the current fiscal year through March 1st, potable water demand
is 7.5% lower than FY 2018 due to increased rainfall.

Potable Water Consumption and Connections

Acre Feet

25,000

52,791

53,266

53,675

54,214

54,924

55,495

55,745

58,000
56,000
54,000

20,000

52,000
50,000

15,000

48,000

10,000

46,000

44,000

5,000

Number of Connections

30,000

42,000

-

40,000
FY14

FY15

FY16

Total Consumption

FY17

FY18

FY19
Estimate

FY20
Budget

Potable Water Connections

Salaries and Benefits
The District’s salaries and benefits are the second largest cost after water purchases, at 28% of the
total budget. For FY 2020, total salaries and benefits are budgeted at $20.9 million.

FY2020 Salaries and Benefits Breakdown ('000)
Base Payroll
$14,874

Overtime
$697
Other Benefits
$1,112
CalPERS
$3,583
Health Care
Benefits
$2,065

*Breakdown totals $22.3 million; does not deduct out the $1.4 million of labor costs budgeted for capital projects.
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The District faces cost increases in salaries and benefits. Such factors include a negotiated 2.5%
salary increase, effective July 1, 2019, for most District employees approved as part of the
negotiated Memorandum of Understanding. Benefit costs include required increases in pension
contribution payments to CalPERS, the District’s defined-benefit retirement plan administrator.
The FY 2020 Budget also contemplates 3 new positions and 2.5 full-time equivalent positions on
a limited-term basis. The new positions will include one meter reader, one fleet maintenance
mechanic, and one accountant. These positions are necessary to meet the District’s service
standards given recent account growth and customer and system needs, as well to ensure intended
staffing levels are maintained despite retirements and general staffing turnover. The limited-term
employees include one maintenance mechanic, one office specialist in Operations (part-time), and
one customer engagement specialist, who will in part help with the District’s public outreach
efforts to future customers in the City of San Juan Capistrano.
In total, the District currently has staffing of 152.5 full-time employee equivalents and 4 open
positions. The District’s total employees remain below its previous peak, which was 165 in 1993.
Moreover, the ratio of District’s employees to water service connections is amongst the best
relative to other peer and surrounding agencies.
Rates and Charges
The main source of the District’s revenue are monthly potable water, recycled water, and
wastewater customer rates and charges. Customer rates and charges for services comprise 84% of
the District’s total revenues. In March 2019, the District adopted new wastewater rates and
approved certain pass-through cost increases for water service. For FY 2020, the District is
expecting new potable and recycled rate structures and related higher rate levels to be adopted,
effective January 1, 2020.
Due to the timing with implementation of the water and recycled water rates, the District may
consider two-years of increases in its notice process to reestablish the schedule and have water and
wastewater rates increases be on the same timeline. The District is currently soliciting input from
its various stakeholders on the proposed increase and rate structure and during the year, several
presentations will be made to the Board and a public hearing will be held prior to any increases.
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FY 2020 Budget Customer Charges Breakdown

Potable Water
Revenues
57%

Recycled Water
Revenues
12%

Wastewater
Revenues
31%

The District’s rates include both fixed and variable charges. Fixed charges help ensure the District
can always fund fixed costs despite fluctuations in annual water demand. Approximately 53% of
the District’s total customer rates and charges revenues budgeted are expected to be from fixed
charges.

▪

Potable Water Revenue. The FY 2020 Budget was developed based on projected demands of
22,051 acre-feet (AF) of potable water sales. This demand forecast is in alignment with FY
2017 demands, but below FY 2018, which was hotter and with drier weather conditions.

At 22,051 AF of base potable water usage, the total potable water revenue, both fixed and
variable, is projected to be $44.0 million. Although the District continues to add customers
from the sales of homes in the new development areas, this potential demand growth is
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estimated to be under 1% per year. In addition, new homes being built include water saving
devices and more limited landscaping areas that significantly reduce the average water usage
per home.

▪

Recycled Water Revenue. Total recycled water revenue is projected to be $8.7 million in FY
2020, compared to the FY 2019 Budget of $9.5 million and forecasted actual FY 2019 revenues
of $8.4 million due to lower volume of sales. For FY 2019, the District had budgeted 8,500 AF
but is projecting approximately 7,000 AF given the seasonal conditions. For FY 2020, the
District has budgeted 7,929 AF. As part of the recent rate action, the District increased the
energy surcharge on recycled water by $0.02 to $0.04 per unit dependent upon the elevation
zone. As with potable water, the rate revenue projections include an assumed mid-fiscal year
adjustment.

9,000
8,000
7,000
6,000
5,000
4,000
3,000
2,000
1,000
0

1,557 2,000

1,318

1,288

1,500

1,000
500

0
FY14

FY15

FY16

Consumption

▪

1,488

1,462

1,558 1,545

Number of Connections

Acre Feet

Recycled Water Consumption and Connections

FY17

FY18

FY19
Estimate

FY20
Budget

Number of Connections

Wastewater Revenue. Total wastewater revenues are projected to increase in FY 2020, due
to the March 2019 rate adjustment and an assumed mid-fiscal year adjustment. As with potable
water rate revenues, wastewater revenues are dependent upon customer water demands. The
District collects both a fixed and commodity component from the wastewater charges. The FY
2020 wastewater rate revenue is projected at $24.0 million.
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Consolidated FY 2020 Budget
The following table provides the reader with a consolidated view of all the District’s general
operating fund revenues and expenditures, prior to incorporating capital expenditures (see the
Financial Forecast and Capital Improvement Budget sections for these projects and amounts). As
noted, the District is projected to generate $15.3 million in net income available for capital
expenditures. In order to complete the proposed capital program, the District will need to rely on
outside funding sources, including issuing new debt and seeking grant funding for our new water
supply projects. The District has preliminarily projected issuing $40.0 million to fund a portion of
its upcoming Capital Repair and Replacement Program.

FY 2020 BUDGET
CASH FLOW ANALYSIS

Revenue From Customer Charges
Other Operating Revenue
JOF Revenue (Expense Reimbursement)

OPERATING CASH INFLOWS

Property Taxes - General (1% Revenue)
Investment Income
Rental Income
Other Non-Operating (SJC Contracts)
NON-OPERATING INFLOWS

Property Taxes - Levied for GO Bonds

DEBT SERVICE - INFLOWS

CASH INFLOW
CASH OUTFLOW
----------------------------------OPERATING ACTIVITY
77,681,850
Water Purchases
26,830,582
892,545
Power
5,423,911
1,176,258
Transmission & Distribution
11,398,405
Regional Facilities
717,263
Sewage Treatment
2,167,640
Salaries & Benefits
20,866,152
Customer Relations
934,600
General & Admin
6,334,555
----------------------------------$79,750,654
OPERATING CASH OUTFLOWS $74,673,107
NON-OPERATING ACTIVITY
8,829,909
1,691,000
1,106,819
664,675
-----------------12,292,404
NON-OPERATING OUTFLOWS

13,186,146

-----------------0

DEBT SERVICE
General Obligation Bonds
LMV / SRF Loans

-----------------13,186,146

NET CASH
------------------

-----------------5,077,547

-----------------12,292,404

14,011,901
1,231,327

DEBT SERVICE - OUTFLOWS

-----------------15,243,228

NET INCOME AVAILABLE FOR CAPITAL EXPENDITURES

-----------------(2,057,083)

$15,312,868

Totals above may not sum due to rounding.
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ABOUT THE DISTRICT
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District History and Profile
The Santa Margarita Water District is a reliable, innovative, and award-winning public agency that
provides water, wastewater, and recycled water services to approximately 170,000 residents.
Incorporated on March 25, 1964, the District is an independent California Special District
governed by a five-member Board of Directors.
In its 54-year history, the District has focused on providing reliable, cost-effective water and
wastewater service through innovation and the dedication of the Board and the District’s team.
Each year, the District undertakes strategic planning and develops long-range goals.
The District is the second largest retail water agency in Orange County and serves a relatively
affluent area of South Orange County. Its service area includes the eastern half of the City of
Mission Viejo, most of the City of Rancho Santa Margarita, the Talega community within the City
of San Clemente, and the unincorporated communities of Coto de Caza, Ladera Ranch, Las Flores,
and the Villages of Sendero and Esencia. The District currently serves approximately 170,000
residents and is projected to add approximately 38,000 new residents by 2035 as part of The Ranch
Plan approved by the County of Orange.
In addition to providing reliable potable water, recycled water, and wastewater service to its retail
customers, the District currently operates various regional facilities and provides recycled water
to adjoining agencies. As such, the District maintains inter-agency coordination and long-range
planning to meet future water supply and wastewater treatment needs for its service area.
The District is operated as a single entity and charges common rates by customer class to all
customers throughout the District. For the purpose of capital planning and project financing, the
District has individual improvement districts. The District has historically funded capital projects
through Community Facility Districts (CFD) bonds, General Obligation (GO) bonds and ongoing
user rates. Project costs funded through CFD and GO bonds are allocated to each improvement
district based on proportional benefit.
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District Service Area Map
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Service Line Summaries
Potable Water Service
Like many water purveyors in south Orange County, nearly all of the District’s water supply is
imported from northern California via the State Water Project and from the Colorado River via the
Metropolitan Water District of Southern California’s (MET) Colorado River Aqueduct. The State
Water Project, also known as the California Aqueduct, is the longest aqueduct system in the world;
the Colorado River Aqueduct is a 242-mile water conveyance that brings water from the Colorado
River to southern California.
The Municipal Water District of Orange County (MWDOC) wholesales water to the District and
to other agencies within Orange County. MWDOC is a member of MET, which wholesales water
across southern California. Currently, MET provides the District with treated water from the
Robert B. Diemer Filtration Plant.
The District’s water system has five pressure zones based on a difference of over 1,000 feet in
elevation. Facilities include 21 potable water and 14 recycled water pump stations, 32 potable
water and 8 recycled water storage tanks, and two jointly owned emergency storage reservoirs
with a total storage capacity of 1,222-acre feet. Additionally, the District has three dams and is
currently building a fourth with the Trampas Canyon Seasonal Storage Reservoir.
Major improvements have been made over the last 13 years to enhance the reliability of the water
supply system. These include the construction of the Upper Chiquita Reservoir, interconnections
with the Irvine Ranch Water District (IRWD), and participation in the construction of the Baker
Water Treatment Plant which treats raw water delivered by MET or, in an emergency, water from
Irvine Lake. The Baker Water Treatment Plant became operational in Fiscal Year 2017 and
enhances the local reliability by providing a redundant treatment system to MET’s Robert B.
Diemer Filtration Plant. These facilities, in addition to the District’s other two emergency storage
facilities, help the District provide customers with up to 30 days of water supply in the event of a
failure of the regional water delivery system.
Approximately, three-fourths of the District’s water demands are potable water. The District has
been successful in converting its irrigation customers to recycled water. While there is an upfront
capital investment, implementing recycled water allows the District to reduce the cost of buying
imported water through MWDOC and its reliance on non-local supplies.
The District’s water quality meets or exceeds all the Federal and State requirements for drinking
water. A Water Quality Report is issued annually and summarizes the testing requirements. The
District operates a certified laboratory to perform most of the testing.
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Potable Water Demand
As is common throughout California and the arid southwest, the District’s demands are seasonal
in nature. The District has baseline potable water demands, which includes indoor usage and some
moderate outdoor irrigation. As temperatures increase and seasonal precipitation abates, irrigation
demands increase.
The District’s aggregate potable water demands have changed over time. There are two main
drivers for this demand change: (1) successful implementation of a system-wide recycled water
program; and (2) long-term conservation resulting from concerted outreach efforts and installation
of low-flow fixtures in new development and existing housing stock. The District’s recycled water
program has reduced imported water demands, provides operating cost savings, and protects
precious natural resources. These trends are illustrated in the following chart.

Potable Water Consumption By Tier and Connections
30,000

56,000
54,000

52,000

Acre Feet

20,000

50,000

15,000

48,000
46,000

10,000

44,000
5,000

42,000

-

40,000
FY14

Tier 1

Number of Connections

25,000

54,214

53,675

53,266

52,791

54,924

Tier 2

FY15
Tier 3

FY16
Tier 4

FY17
Tier 5

FY18
Potable Water Connections

Recycled Water Service
Recycled water is an important resource in the District’s current and future water supply portfolio.
The District plans to recycle and utilize 100% of the wastewater, which will provide up to 30% of
the District’s ultimate total water demand – both recycled and potable. Currently, the District has
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the capacity to produce up to 7.8 million gallons per day (MGD) of recycled water that meets the
quality requirements of Title 22 of the California Code of Regulations. The recycled water supply
is from highly treated wastewater and urban return flows and is primarily used for irrigation and
construction purposes. Recycled water is produced at the District’s wastewater reclamation plants
and stored in the Upper Oso Seasonal Storage Reservoir, as well as other reservoirs throughout the
District. In 2018, the District broke ground on the construction of the Trampas Reservoir, which
will provide 5,000 acre-feet of storage and is the first new reservoir in Orange County in over a
decade.
In 2017, the District completed the Lake Mission Viejo Advanced Water Treatment Facility, which
can produce up to 300 acre-feet (AF) of highly treated water for delivery to Lake Mission Viejo.
This project is a significant achievement in providing uninterrupted water service to the Lake. The
project has received awards, including the 2019 Clair A. Hill Water Agency Award for Excellence
presented by the Association of California Water Agencies for its creative and sustainable
approach to addressing water reliability challenges.
Wastewater Service
The District operates an extensive wastewater collection system as well as three wastewater
treatment plants, which are called Water Reclamation Plants as treated wastewater is later
conveyed as recycled water. It is also a member of the South Orange County Wastewater Authority
(SOCWA), a Joint Powers Authority, which operates regional treatment plants. The District owns
capacity in the following six wastewater treatment plants:
▪

Jay B. Latham Wastewater Treatment Plant (operated by SOCWA);

▪

3A Water Reclamation Plant (previously operated by the District, operated by Moulton Niguel
Water District as of March 2019);

▪

Chiquita Water Reclamation Plant (owned and operated by the District);

▪

Oso Creek Water Reclamation Plant (owned and operated by the District);

▪

Nichols Water Reclamation Plant (a small plant operated by the District under contract with
Quest Diagnostics); and

▪

Los Alisos Water Reclamation Plant (operated by IRWD).

Operation of the wastewater collection system is a critical activity. The District’s video system
regularly inspects the pipes to check for blockages and problem areas. It also maintains a fleet of
vacuum trucks to clean the system. Because the District service area contains significant elevation
changes, it requires the operation of 21 sewage lift stations to pump wastewater to the various
treatment plants. The lift stations are regularly maintained and tested to ensure continuous
operation. Back-up power supplies are also maintained by the District in case of outages. All of
the treatment plants, except the Los Alisos Plant and Nichols Plant, are connected to the SOCWA
Dana Point Ocean Outfall for disposal of secondary effluent if the water is not recycled.
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Customer and Area Demographic Data
The District has a highly diversified customer base. As indicated in the following table, the largest
20 customers (by Service Line) accounted for less than 10% of total District service revenues in
2018. Additionally, many of its largest customers are Homeowners Associations which represent
numerous end-user customers.
Top 20 Customers by Revenue (2018)
Rank
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

Customer
Service Line
LARMAC
Recycled Water
SAMLARC
Potable Water
CITY OF MISSION VIEJO
Recycled Water
CZ MASTER ASSOCIATION
Recycled Water
CZ MASTER ASSOCIATION
Potable Water
LAKE M.V. ASSOC.
Recycled Water
CASTA DEL SOL HOA
Potable Water
CASTA DEL SOL HOA
Recycled Water
TALEGA MAINTENANCE CORP
Recycled Water
RANCHO MISSION VIEJO MMC
Recycled Water
COTO DE CAZA GOLF & RACQUET
Recycled Water
M.V. ENVIRONMENTAL ASSN
Recycled Water
L.F. MAINTENANCE CORP
Potable Water
LARMAC
Potable Water
OSO VALLEY GREENBELT ASSN
Recycled Water
CITY OF MISSION VIEJO
Potable Water
EQUITY RESIDENTIAL PROPERTIES
Potable Water
CAPISTRANO USD
Potable Water
APPLIED MEDICAL RESOURCES INC.
Potable Water
SADDLEBACK VALLEY USD
Potable Water
Top 20 Customer Totals
Total Potable, Recycled, and Wastewater Revenues

2018 Revenue
$ 1,093,275
830,383
720,017
451,521
340,933
336,197
327,842
326,093
320,120
310,919
296,108
226,816
212,955
212,648
211,846
187,237
186,268
138,137
127,225
106,660
6,963,200
$72,162,860

% of
Total
1.5%
1.2%
1.0%
0.6%
0.5%
0.5%
0.5%
0.5%
0.4%
0.4%
0.4%
0.3%
0.3%
0.3%
0.3%
0.3%
0.3%
0.2%
0.2%
0.1%
9.6%

Source: District’s Customer Billing System

The District’s customer base is also relatively affluent compared to both California and national
averages. As indicated in the following table, the Median Household Income for the cities and
unincorporated areas within the District, such as Ladera Ranch and Coto De Caza, all exceed the
California average by 40%.
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Median Household Income
$174,943
$152,923

$101,843

$107,988

$106,939

$71,805
$57,652

United States

California

San Clemente Rancho Santa Mission Viejo Ladera Ranch Coto De Caza
Margarita

Source: US Census Bureau (most recent data is as of 2017)

The District’s population has grown from 150,000 to an estimated 170,000 over the last 10 years.
Recent growth in population has ocurred in unicorported newly developing areas of the Villages
of Sendero and Esencia. The District’s area also includes portions of the City of Mission Viejo,
most of the City of Rancho Santa Margarita, the Talega community within the City of San
Clemente, and the unincorporated communities of Coto de Caza, Ladera Ranch, and Las Flores.
District's Service Area Population
180,000
160,000
140,000
120,000
100,000
80,000
60,000
40,000
20,000
-

170,000
150,043

2010

2011

2012

2013

2014

2015

2016

2017

2018*

2019*

Source: The District
*2018 and 2019 are estimates subject to change based on updated population numbers from cities in the District’s
service area.
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The assessed value of real property in the District has increased from $13.3 to $19.4 billion over
the last 10 years. The growth has been a function of both the improving real estate market since
the Great Recession as well as the additions of newly developed single family and commercial
property in the areas of the Villages of Sendero and Esencia. Assessed value growth provides the
District with additional property tax revenues, as it receives a share the County of Orange’s general
1% property tax levy.
District's Assessed Valuation ($ billions)
25.0
20.0
15.3

15.0

13.3

13.1

12.9

12.8

13.3

2010

2011

2012

2013

2014

16.6

18.1

19.4

10.0
5.0
2015

2016

2017

2018
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FY 2020 BUDGET FINANCIAL SUMMARIES

Santa Margarita Water District

24

FY 2020 Budget Financial Highlights / Overview
The FY 2020 Budget consists of $92.0 million in revenues and $74.7 million in operating
expenditures. This results in $15.3 million of net system revenue, after debt service and prior to
addressing the District’s capital expenditures. Please refer to the Capital Improvement Budget and
Financial Forecast sections of this document regarding capital expenditures. An overview of key
FY 2020 Budget components is provided after the table below.
FY 2020 Budget Compared to Prior Periods (‘000)*
FY 2018
Actuals
$72,163
3,129
2,552
7,950
1,205
1,074
266
$88,338

FY 2019
Budget
$74,698
1,480
3,047
7,967
1,143
83
824
$89,241

FY 2019
Reforecast
$73,426
1,205
1,205
8,573
1,107
83
1,691
$87,290

FY 2020
Budget
$77,682
893
1,176
8,830
1,107
665
1,691
$92,043

FY 2020
Budget v.
Reforecast
5.8%
-26%
-2%
3%
0%
704%
0%
5.4%

Operating Expenses
Water Purchases
Salaries & Benefits
Transmission & Distribution
General & Administration
Power
Customer Relations
Regional Facilities
Total Operating Expenses

24,824
19,339
14,850
3,792
5,699
1,094
262
$69,859

26,228
20,968
14,069
5,521
5,664
1,012
628
$74,090

24,391
19,992
13,727
4,175
6,238
744
428
$69,695

26,831
20,866
13,566
6,335
5,424
935
717
$74,673

10%
4%
-1%
52%
-13%
26%
68%
7.1%

Debt Service
Property Taxes - GO Bonds
General Obligation Bonds
LMV / SRF Loans
Total Net Debt Service

-17,648
19,134
1,231
2,717

-20,589
21,640
1,231
$2,282

-20,589
21,640
1,231
$2,282

-13,186
14,012
1,231
$2,057

-36%
-35%
0%
-10%

Net Revenues Available for Capital

$15,762

$12,870

$15,313

$15,313

0.0%

Revenue Categories
Customer Charges
Other Operating Revenue
JOF Revenue (Cost Reimbursement)
Property Taxes - Share of 1%
Rental Income
Other Non-Operating Revenues
Investment Income
Total Revenues

*Totals may not sum due to rounding. FY 2019 Reforecast reflects actual values actual expenditures through March
31, 2019 and an estimate for the remaining 3 months of the current fiscal year.
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This section provides detailed breakdowns and trend analysis of the District’s principal revenue
and expenditure categories, as compared to prior periods.
Revenues

▪

▪

▪

▪

Budgeted revenues from Customer Charges are projected to increase by 5.8% versus
2019 Reforecast. The increase is the result of two factors. First, the District has adjusted rates
in FY 2019 and anticipates again in FY 2020. Second, the District continues to experience
some modest growth in its customer base and usage demands.
Property Tax revenues continue to increase. Property tax revenues are projected to increase
by 3% compared to FY 2019 actual experience. The revenue is 10% higher than the FY 2019
Budget, which had not yet captured the growth in this category the District experienced in FY
2018 due to new development.
Investment income will total $1.7 million. Investment income is budgeted at the same level
received in FY 2019 to date, reflecting an assumed investment return of 2%. Such revenues
are significantly higher versus FY 2018, due to increases in short-term interest rates over the
last several years.
Other Operating Revenues for Development-related activities is lower. Plan review and
sales of new meters are budgeted in anticipation of lower levels of new development activity
than was experienced in FY 2019.

Expenditures
For consistency and ease of comparisons, the District’s FY 2019 budgeted expenses have been
restated from $75.4 million (as adopted) to $74.1 million to reflect the District’s share of the costs
of the 3A Plant wastewater only. Additionally, $1.3 million of revenues, which had previously
covered a portion of the costs of the 3A Plant facility, are not budgeted in FY 2020.

▪
▪
▪

City of San Juan Capistrano Acquisition. The FY 2020 Budget includes $0.8 million of
costs related to the anticipated acquisition, including one-time costs of $300,000 and a new
sewer cleaning contract which will be funded by payments from the City.
Water Purchase costs increase. The commodity cost of imported water will be increased 3%
by the District’s suppliers, the Metropolitan Water District of Southern California (MET) and
Municipal Water District of Orange County (MWDOC).
Engineering Studies drive increase in General and Admin expenses. The FY 2020 Budget
contains more than $1.0 million in Engineering studies, including $375,000 for a Salt and
Nutrient Management Plan (required every 5 years), and $400,000 to study the San Juan Basin
Watershed Project feasibility, which will be a one-time expense.

Santa Margarita Water District

26

▪

▪

Salary and Benefits increases. Total budgeted salaries and benefits are $100,000 lower than
budgeted in FY 2019. However, as compared to the FY 2019 Reforecast, these costs increase
by $0.9 million due to proposed new full-time employees and limited term positions as well as
mandated and anticipated salary and benefit increases for existing employees.
Chemical costs. The District’s odor control strategy has succeeded in reducing FY 2019
chemical costs significantly. This is expected to remain the case in FY 2020, resulting in a $0.6
million reduction in chemical expenses compared to the FY 2019 Budget.

Financial Trends and Assumptions
FY 2019 Review and Reforecast
The District is projecting to expend roughly $69.3 million of the $74.1 million FY 2019 Budget.
This projection, called the FY 2019 Reforecast, is based on actual expenditures through March 31,
2019 and an estimate for the remaining 3 months of the current fiscal year. In the final quarter of
FY 2019, many delayed one-time costs, such as pavement replacements, are currently in progress.
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As shown, there are multiple areas where the District has either saved money or will not use the
approved budget. Notable areas where the District’s Reforecast are below the FY 2019 Budget
include:

▪
▪
▪

Compensation. Net salaries and benefits are $0.9 million under budget year-to-date through
February 2019. This is primarily due to the timing of new hires and filling of authorized
positions, as well as unanticipated turnover.
Chemical Purchases. The District increased chemical purchases in the FY 2019 Budget, in
part, to address odor control issues. Due to the District’s successful efforts to combat odors,
operating costs have been lower than projected.
Water Purchase Costs. A large portion of this budget and the greatest cost variable is
purchased water. Unlike FY 2018, which was marked by warm and dry winter weather
conditions, the FY 2019 winter has been wet and cool, resulting in lower water sales as
compared to the previous fiscal year. Through February, the District had budgeted water
purchases of $17.8 million, but purchased $16.8 million. The graph below illustrates the
budgeted water usage compared to the actual water usage year-to-date.
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Revenue Discussion
The proposed FY 2020 Budget consists of $92.0 million in total District revenues. The District’s
revenues are derived primarily from rates and charges for water, recycled water, and wastewater
service, property taxes, reimbursement of a portion of the costs of operating joint-facilities, and
other income sources such as leases and interest income. This section provides an overview of
each revenue source, as well as commentary on the amounts budgeted for FY 2020.
Budgeted Revenues (‘000)
FY 2019
Budget
$74,698
1,480
3,047
7,967
1,143
83
824
$89,241

Revenue Categories
Revenue From Customer Charges
Other Operating Revenue
JOF Revenue (Expense Reimbursement)
Property Taxes - General Share of 1%
Rental Income
Other Non-Operating Revenues
Investment Income
Total Revenues

FY 2020
Budget
$77,682
893
1,176
8,830
1,107
665
1,691
$92,043

Totals above may not sum due to rounding.

FY 2020 Budget Revenues: $92.0 million

Revenue
From
Customer
Charges
84%

Property Taxes General Share of 1%
10%

Other
6%
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Operating Revenues
The District’s revenues are classified as either Operating or Non-Operating. Operating Revenues
include those derived from activities directly related to providing water and wastewater services,
comprising 87% of the District’s total revenues.
Customer Rates and Charges
The FY 2020 Budget includes $77.7 million in potable water, recycled water, and wastewater rate
revenue. This is an increase of approximately 4.0%, or $3.0 million, from FY 2019 Budget. The
revenue growth is due to the rate and charges increases adopted by the Board in March of 2019,
and additional increases anticipated to be adopted during FY 2020. A breakdown of revenues by
the District’s three service lines is shown below.

FY 2020 Budgeted Rates Charges by Service Line (‘000)
Revenues From Customer Charges Detail
Potable Water Revenues
Recycled Water Revenues
Wastewater Revenues
Total Revenues from Customer Charges

FY 2020
Budget
$44,566
8,738
24,378
$77,682

Percentage of
Total
57%
11%
31%
100%

Totals above may not sum due to rounding.
The amounts budgeted for each service line above include anticipated revenue increases to be
adopted and effective January 1, 2020, totaling approximately $1.7 million. Such increases are
subject to further refinement and Board input and adoption, as well as the necessary legal
requirements.
Potable Water Revenue
Potable water rate revenue is projected to be $44.5 million. Customer demand has been forecast
based on FY 2017 totals (22,051 acre-feet), which the District believes is a “mid-case” reference
point—whereas FY 2018 was a dryer, hotter year with greater demand, and FY 2019 has been a
wetter and cooler year with lower demands.
The FY 2020 Budget does not rely on revenue growth from new customers. The District continues
to add customer accounts due to the sales of homes in the Village of Esencia. However, as the
District has steadily grown over the past decade, recent additions have become proportionately
less significant. In addition, the new homes currently being built include water saving devices and
limited landscaping areas that significantly reduce average per home water usage. Potable water
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usage will continue to be impacted by irrigation users transitioning from potable to recycled water
as it is available.
Recycled Water Revenue
Recycled water rate revenue is projected to be $8.7 million. Homeowner associations and other
commercial users of recycled water tend to be more focused on water use efficiency in order to
reduce costs. This mitigates the total recycled water demands. The District also continues to look
for opportunities to convert irrigation customers currently using potable water over to recycled
water.
Wastewater Revenue
Wastewater rate revenue is projected to be $24.4 million. Wastewater revenues are anticipated to
increase due to the rate increases adopted in March 2019, as well as anticipated rate increases in
FY 2020. Based on the new rate structure, all customers are charged a fixed monthly rate for
service, based on allocating all the District’s wastewater system fixed operational and capital costs.
Customers are also charged a commodity rate for wastewater discharge, which is specific to their
customer class.
Utility Billing Charges
In addition to the three service line revenues itemized above, the District also anticipates realizing
approximately $810,000 of Utility Billing Charges in FY 2020. These charges consist primarily of
customer late fees, penalties, and reconnection charges. These fees tend to vary with economic
conditions, the total number of District accounts, and the level of residential turnover in existing
homes. Because the economic conditions in the District are stable, the expectation is that the Utility
Billing Charges will remain stable compared to the prior year.
Other Operating Revenues
Total Other Operating Revenues are budgeted at $895,000 or 1.0% of total revenues in the FY
2020 Budget. Such revenues are typically “net neutral” to the District as they offset related
expenses. The main components of Other Operating Revenues include plan checks related to new
construction activity, totaling $172,000, and meter sales for new connections of residential,
commercial and recycled water uses, totaling $167,000. Both items have been trending
significantly lower in FY 2019 compared to FY 2018 as development in the Villages of Esencia
has wound down. However, the FY 2020 Budget contemplates an uptick to approximately half of
FY 2018 levels, based on anticipated new development activity.
Joint Operating Facilities (JOF) Reimbursement
The District anticipates receiving $1.2 million in reimbursements from other agencies for operating
joint facilities. These facilities are run and maintained by the District and expenses are shared
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among the participating districts. Reimbursements to the District are based on contractual
percentages of the Districts costs for operating the facilities. The amount of total JOF revenues
anticipated for FY 2020 represents a decrease of approximately $1.8 million versus FY 2019, due
primarily to the District no longer operating the 3A Plant. However, this operational change has
reduced the District’s operating costs FY 2020 budget by a similar amount.

Non-Operating Revenues
Non-Operating revenues are derived from sources which are not directly related to providing water
and wastewater service to customers. Non-Operating revenues comprise 13% of the District’s total
revenues, and principally include property taxes, interest earnings, and rental income.
General Property Taxes – Share of County 1%
For FY 2020, the District is budgeting $8.8 million from general property taxes. The District is
allotted a share of the general 1% property taxes collected by the County of Orange. Tax revenues
are distributed to the District every year as property owners pay their property tax bills. The annual
tax collection is dependent on the assessed land value of property within the District and will
increase or decrease, depending on changes in property values. The District’s general property
taxes received are projected to increase in FY 2020 by approximately 3% as compared to FY 2019
actual receipts. The 3% growth reflects the 2% increase permitted by state law, plus additional
growth from new development in the District. Additional property tax assessments are collected
to repay the District’s General Obligation bonds.
Interest Earnings
The District prudently invests its available reserves through a managed portfolio of investments.
Interest earnings for FY 2020 are budgeted for a total of $1.7 million. Budgeted interest earnings
assume an average interest rate of 2.0%, which reflects the District’s current rate of return and
near-term outlook. The District’s investment strategy is designed to ensure its liquidity needs are
met, including funds for unanticipated expenses and planned capital needs. The District’s
investments comply with California Government Code Sections §53600 et seq. and are evaluated
each month based on their market value and yields. The District strives to meet three guiding
objectives with its investments – safety; liquidity; and yield.
Rental Income
Rental Income for FY 2020 is projected to be $1.1 million, substantially unchanged since FY 2019.
In order to maximize the use of District assets, the District leases out space at its facilities and
property as circumstances permit. Such leases primarily include the excess office space at the
District’s headquarters building, and leases with cellular providers on the District’s properties.
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Operating Expenditure Discussion
The District’s total operating expenditures for FY 2020 are $74.7 million, which is a 0.8% increase
over the FY 2019 Budget (restated to $74.1 million as discussed previously). The District’s
budgeted expenditures are largely driven by the cost of water, labor expenses, transmission and
distribution costs, and power costs. This section provides an overview of each major expense
category, as well as commentary on the amounts budgeted for FY 2020.

FY 2020 Budgeted Expenditures (‘000)
Operating Expenses
Water Purchases
Salaries & Benefits
Transmission & Distribution
General & Administration
Power
Customer Relations
Regional Facilities
Total Operating Expenses

FY 2019
Budget
$26,228
20,968
14,069
5,521
5,664
1,012
628
$74,090

FY 2020
Budget
$26,831
20,866
13,566
6,335
5,424
935
717
$74,673

FY 2020
Change %
2%
0%
2%
15%
-4%
-8%
14%
0.8%

Totals above may not sum due to rounding.
Water Purchases
Water purchases are the largest cost component of the District’s budget at roughly $26.8 million.
Approximately 94% of water purchase costs are for imported, potable water, and 6% are for
recycled water. Imported water costs will continue to increase in FY 2020. The District purchases
both treated and untreated water through the Municipal Water District of Orange County
(MWDOC). Effective January 1, 2020, MWDOC’s charge for treated water is scheduled to
increase to $1,078 per acre-foot. This compares to $1,015 per acre-foot for calendar year 2018 and
$1,050 per acre-foot for calendar year 2019. The District anticipates treated water from MWDOC
will comprise 65% of its potable water needs in FY 2020.
Additionally, the District anticipates obtaining approximately 35% of its potable water supply
through the Baker Water Treatment Plant (Baker Plant). The Baker Plant was built to provide a
secondary source of water to increase supply reliability, in the event the Diemer Water Treatment
Plant was out of service. The Baker Plant produces potable water at a lower treatment cost, utilizing
untreated water purchased from MWDOC. Due to the lower treatment costs, the District
anticipates saving $1.0 million as compared to the cost of purchasing treated water solely from
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MWDOC. Although the cost of potable water is increasing, the cost of water obtained through the
Baker Plant continues to hold down the weighted average cost of water to the District.
Salaries and Benefits
The District’s salaries and benefits are the second largest cost after water purchases, at 28% of the
total budget. For FY 2020, total salaries and benefits are budgeted at $20.9 million. This expense
is flat to FY 2019 Budget. The District has underspent the FY 2019 Budget in this category by a
projected $0.9 million due to natural turnover in District staff and the timing of new hires. The
amount budgeted for FY 2020 is intended to tie more closely to actual experience, while
incorporating certain structural increases.
The FY 2020 Budget incorporates several cost increases, including a required 2.5% salary
increase, effective July 1, 2019. This increase is pursuant to the District’s Memorandum of
Understanding with its employees. Another known cost increase is due to increases in District’s
CalPERS pension benefit contribution requirements.
In terms of staffing, the FY 2020 Budget assumes 3 newly authorized full-time positions, and 2.5
limited-term positions, as compared to FY 2019. These positions have a combined estimated cost
of $385,000 included in the Salaries and Benefits budget.
The FY 2020 Budget also includes capitalizing $1.5 million of payroll costs. The District
undertakes much of its engineering activities in-house, as well as completing the implementation
of the District’s new financial and customer billing systems. These costs are therefore included in
various project costs of the District’s capital expenditure budget.
Transmission, Distribution and Treatment
Transmission and Distribution costs are budgeted at $13.6 million and make up 18% of the FY
2020 operating expenditures. Repairs and Maintenance (R&M) expenses comprise the largest
component of this category ($4.9 million). Repairs and Maintenance includes not only normal and
expected activities related to the standard maintenance of the District’s water systems, but also an
estimate of unanticipated repair work for emergency situations which occur each year but cannot
be predicted as to when these emergencies will occur. Sewage Treatment is the second largest
component of this category, at $2.2 million. Supplies is the third largest component, at $2.1
million. These costs include materials necessary to build, maintain, and repair the District’s assets,
as well as for general office supplies.
The District has budgeted a significant reduction in the cost of Chemicals, which is the fourth
largest component of this category. This is a success story for the District as Chemical costs were
expected to increase substantially in the prior year’s budget. Costs are lower than anticipated due
to the efficient implementation of odor control projects. Total FY 2020 costs are budgeted at $1.7
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million, which is $0.6 million lower than budgeted in FY 2019. This reflects FY 2019 cost
experience to date.
General and Administrative
The FY 2020 Budget includes $6.3 million for General and Administrative (G&A) costs, which is
9% of the District’s budget. These costs primarily include professional services and legal fees,
which make up $4.0 million of the total. A significant portion of professional services are budgeted
to be spent on Engineering Studies in FY 2020 (more than $1.0 million).
Other costs budgeted are related to the general office and overhead activities that support the
primary operating functions of the District. These include insurance premiums,
telecommunications, bank charges and related financial services, employee training, relations, and
recruiting, business meeting expense, and District membership and sponsorship dues.
Power
Power costs are budgeted at $5.4 million, which is 7% of the District’s total budget. Such costs
include the electricity and gas utility costs necessary to deliver water to customers, process
wastewater, and for other general District energy needs. The District’s total power costs reflect
savings from solar power systems installed at the District’s headquarters building and the Chiquita
Wastewater Reclamation Plant, which reduce the District’s overall power costs by approximately
$400,000 per year.
Debt Service
FY 2020 Debt Service paid by the District’s general operations is $2.1 million on a net basis, as
shown in the table below. As indicated in the table, 94% of General Obligation (GO) Bond debt
service is paid through special property tax assessments levied in the District, and not from general
operating revenues.

FY 2020 Debt Service Breakdown (‘000)
Debt Service
Property Taxes - Levied for General Obligation Bonds
General Obligation Bonds (GO Bonds)
Net District GO Bonds Payment
Lake Mission Viejo Loan
State Revolving Fund (SRF) Loans
Total Net Debt Service

FY 2019
Budget
-$20,589
21,640
1,051
189
1,042
$2,282

FY 2020
Budget
-$13,186
14,012
826
189
1,042
$2,057

FY 2020 %
Change
-36%
-35%
-21%
0%
0%
-10%
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The District anticipates paying for approximately $0.8 million of GO Bond debt service from
general net operating revenues, a decrease from $1.0 million in FY 2019. This is related to a portion
of GO Bonds which funded certain facilities with capacity allocated to Improvement Districts No.
5 and No. 6, where development has not yet occurred. The District anticipates that FY 2021 will
be the final year that any general operating revenues will be used to cover GO Bond debt service
on this basis.
The Lake Mission Viejo Loan repayment is fully covered by charges paid by the Lake Mission
Association for lakefill water. This Loan financed a facility to produce purified recycled water and
convert Lake Mission Viejo from using fully treated potable water.

Outstanding Bonds and Loans
General Obligation Bonds
The District has historically issued its GO Bonds to fund the majority of new infrastructure and
facilities. The annual debt service on these bonds is funded from ad-valorem tax revenues assessed
on property in the District (separate and distinct from the District’s share of the County 1% general
property tax levy). Because certain facilities were sized to reflect future growth, the District’s
general operating fund has covered a portion of GO Bond debt service historically, as well as in
the FY 2020 Budget (see prior section and table). Currently, the District has $64.5 million in
outstanding GO Bond principal, and will pay down an additional $11.5 million in principal in FY
2020, leaving $53.0 million outstanding as of August 2, 2019.
State Revolving Fund Loans
The District has been able to secure low-cost financing in the form of Clean Water State Revolving
Fund loans through the State Water Resource Control Board. The District currently has four State
Revolving Fund (SRF) loans. These loans, in addition to the City of Mission Viejo loan, are the
only debt that the District currently has, which are repaid exclusively by its net operating revenues.
The SRF loans funded recycled water projects, with the most recent being used to fund the current
construction of the Trampas Canyon Reservoir. Current payments are $1.0 million per year and
will increase to $4.2 million in 2021, the year following the completion of construction of Trampas
Reservoir.
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District Loan Debt Service (‘000)
Lake Mission Viejo Loan
Existing SRF Loans
Trampas SRF Loan (Projected) (1)
Total Debt Service

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

189
1,042
-

189
1,042
2,957

189
1,042
2,957

189
1,042
2,957

189
547
2,957

$1,231

$4,188

$4,188

$4,188

$3,693

(1) The Trampas Canyon Reservoir SRF Loan estimate is preliminary, and subject to change.

Legal Debt Limits
In terms of General Obligation Bonds, the District has more than $2 billion in authorized but
unissued principal. However, the District currently has no plans to issue any such previously
authorized bonds. The District would need to follow all applicable California laws if it sought to
issue any new General Obligation Bonds not previously authorized. Such laws include
Propositions 13 and 218, which require any proposed new General Obligation Bonds to obtain a
successful vote of the relevant registered voters or landowners affected.
In terms of loans and bonds secured by the District’s general operating revenues, the District’s
outstanding SRF Loans legally require the District to achieve a minimum debt service coverage
ratio of 1.10x. The ratio is defined as the District’s net operating revenues divided by the debt
service. Based on the District’s FY 2020 Budget, the District has more than $17.0 million of such
net operating revenues prior to paying just over $1.0 million in SFR Loan debt service (a coverage
ratio of 17.0x).
The more practical limitation on revenue-based debt is the District’s new Reserve and Fiscal
Policies (see Financial Management section). This includes a new formal fiscal policy to maintain
a minimum debt service coverage ratio of 1.50x. The 1.50x debt service coverage policy would
apply to all District loans, revenue bonds and other similar borrowings that are repaid by the
District’s rate and general revenues. The District is currently anticipating $40.0 million in such
new bonds in the upcoming year and is projecting debt service coverage ratios over the next 5
years in excess of all legal and policy requirements (see Financial Forecast section).

Changes in Fund Balance (Unrestricted Cash and Investments)
The District’s fund balances depicted below are defined as its general operating unrestricted cash
and investments (market value basis). Such fund balances tie directly to the District’s budgeted
financial information presented in this document. The District’s fund balance will generally be
equal to its beginning balance, plus net operating revenue after debt service, less capital
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expenditures (plus any bond proceeds, grants, or other external financing sources utilized). These
funds are governed by the District’s Reserve and Fiscal Policies (see District Financial
Management section).

Changes in Fund Balance (Unrestricted Cash and Investments) (‘000)
Breakdown of Changes in Fund Balance
Beginning Fund Balance*
plus: Net Operating Revenues Available for Capital
less: Estimated Capital Repair and Replacement Expenditures
plus: Financing Sources used for Capital
less: Other Set-Asides / Uses of Funds
Ending Balance

FY 2019
Reforecast
$82,778
15,725
-13,003
0
0
$85,500

FY 2020
Budgeted
$85,500
15,313
-23,023
23,023
-7,159
$93,654

*Beginning Fund Balance is based on FY 2018 Audited Financial Statements Unrestricted Cash and Investments, plus
$10.87 million of funds received from State Loan proceeds on July 2, 2018.

The ending balance amounts shown in the table above are estimates and subject to change based
on actual operational results and capital repair and replacement expenditures. The FY 2020 ending
balance assumes capital repair and replacement expenditures based on the Financial Forecast
section of this document and that a bond issue of at least $23.0 million in proceeds is issued (see
Financial Forecast section). The FY 2020 ending balance additionally reflects proposed set-asides
of $5.0 million into a newly established pension trust fund as well as a one-time payment to
Moulton Niguel Water District of $2.16 million for previously unbilled water.
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DEPARTMENT AND DIVISIONAL FY 2020 BUDGETS
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District Organizational Structure
The Board of Directors is responsible for establishing policy, providing strategic planning,
oversight, and setting direction and vision to ensure that the District meets its mission, fulfills its
obligations and keeps its commitment to its customers. The Board meets twice monthly and holds
a strategic planning workshop annually and other special meetings as needed. In addition, the
Board has three standing committees: Engineering and Operations, Finance and Administration,
and Water Quality and Innovation. The committees provide for detailed review of the applicable
subject matters, and meetings are conducted in accordance with the provisions of the Ralph M.
Brown Act (California Government Code Section 54950 et seq.).
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Santa Margarita Water District Organizational Chart
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The District is organized into four departments - Administration, Finance, Engineering, and
Operations. This section contains each Department’s FY 2020 Budget breakdown, as well as a
brief overview of each Department’s functions within the District.
Staffing totals by Department are provided in the table below, based on currently filled positions
for 2019 plus 3 newly budgeted positions for 2020 (of which 2.5 are considered limited-term and
may not carry forward beyond 2020). The new positions included in the FY 2020 Budget will
include: one meter reader, one fleet maintenance mechanic, and one accountant. The limited-term
employees include one maintenance mechanic, one office specialist in Operations (part-time), and
one customer engagement specialist, who will in part help with the District’s public outreach
efforts in the City of San Juan Capistrano.
District Employee Information By Departments
Department

FY 2018
Actual

FY 2019
Current

FY 2020
Budgeted

8
23
19.5
92

8
28
21.5
94.5

9
29
21.5
98

142.5

152

157.5

Administration
Finance
Engineering
Operations
TOTALS

Administration Department
The Administration Department’s FY 2020 Budget consists primarily of Salaries and Benefits,
General and Administrative, and Customer Relation expenses, as shown in the chart below.

FY 2020 Administration Budget: $3.9 million
Regional Facilities
1%

General &
Administration
29%

Customer
Relations
18%

Salaries &
Benefits
52%
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Administration Department FY 2020 Budget Breakdown (‘000)
Expense Categories
Regional Facilities
Salaries & Benefits
Customer Relations
General & Admin
Grand Total

Admin
General
$27
1,744
47
1,167
$2,986

Human
Resources
$0
0
0
232
$232

External
Affairs
$0
0
647
30
$677

Total Admin
Dept
$27
1,744
694
1,429
$3,895

Totals above may not sum due to rounding.

The Administration Department includes three Divisions: Human Resources, External Affairs, and
General Administration.
The Human Resources Division oversees the recruitment of new employees, ensures the proper
implementation of policies and laws pertaining to the workforce, and maintains healthy and
productive employee relations.
The External Affairs Division closely monitors customers’ needs and feedback as well as various
levels of government’s changing priorities and regulations. This Division has regular customer
education and outreach programs to make sure the District’s ratepayers understand the services the
District provides, the vision it holds, the issues and challenges faced, and the reasons for certain
changes implemented, such as Proposition 218 rate actions. For example, annually, a Water
Festival draws thousands of customers to come visit and learn about the District.
The General Administration Division provides support for the governance and management of
the District via the District’s General Manager with support of the Secretary to the Board of
Directors. The budget includes participation in various organizations, business expenses and
travel, as well as election costs if Board seats are up for election.

Finance Department
The Finance Department’s FY 2020 Budget consists primarily of Salaries and Benefits, General
and Administrative, and Customer Relation expenses, as shown in the following chart.
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FY 2020 Finance Department Budget: $7.1 million

General &
Administration
42%
Salaries &
Benefits
55%
Customer Relations
3%

Finance Department FY 2020 Budget Breakdown (‘000)
Expense Categories
Salaries & Benefits
Customer Relations
General & Admin
Grand Total

Finance
$3,887
1
1,394
$5,281

Customer
Relations
$0
240
140
$380

Information
Technology
$0
0
1,396
$1,396

Total Finance
Dept
$3,887
241
2,929
$7,057

Totals above may not sum due to rounding.

The Finance Department has three Divisions: Customer Relations, Information Technology (IT),
and Finance / Accounting.
The Customer Relations Division handles customer billing and provides customer services. This
Division ensures customers who use the District’s services are assessed the proper rates and fees
and makes appropriate adjustments for customers as needed.
The Information Technology (IT) Division oversees the District’s technology needs, providing
support for all the software (and related hardware) utilized by various departments. As technology
becomes ever more important in the District’s operation, the IT Division regularly assesses the
functionality of various software systems, makes recommendations for improvements or
replacements, and facilitates the implementation of new technology packages. In recent years, the
IT Division has helped implement a new billing system and a new accounting system for the
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District; efforts are currently under way to install a new work order tracking system and
Geographic Information Systems to enhance productivity and asset management.
The Finance / Accounting Division monitors the District’s financial health through accurate
accounting and reporting practices conforming to rules by Governmental Accounting Standards
Board (GASB) and in-dept financial analysis and forecasting. This Division proposes financial
policies based on the changing financial landscape for the Board of Directors to consider and adopt.
It also evaluates the District’s financing needs and ensures adequate funding is in place in order to
carry out its day-to-day operations and capital projects. Currently, the division is implementing a
new financial program system.

Engineering Department
The Engineering Department’s FY 2020 Budget consists primarily of Salaries and Benefits,
General and Administrative, and Regional Facilities-related costs (for the San Juan Basin
Authority), as shown in the chart below.

FY 2020 Engineering Department Budget: $4.5 million
Regional Facilities
13%

General &
Administration
28%
Salaries &
Benefits
59%
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Engineering Department FY 2020 Budget Breakdown (‘000)
Expense Categories
Regional Facilities
Salaries & Benefits
General & Admin
Grand Total

Engineering
General
$690
2,086
1,388
$4,164

Water Usage
Efficiency
$0
0
290
$290

Total Engineering
Dept
$690
2,086
1,678
$4,454

The Engineering Department oversees the building and upkeeping of the District’s water
distribution system and wastewater treatment facilities. With new land development still ongoing
within the District, engineers work with land developers and local governments to design systems
and facilities to meet the needs of new communities. The District is reimbursed for plan review
costs that the department has included in its annual budget. Additionally, because much of the
District’s engineering design and construction management efforts are performed in-house, the
departmental labor budget is net of capitalized salary costs for these efforts.
At the same time, the District’s engineers are constantly looking for innovative ways to provide
customers with quality water and ensure long-term water supply stability.
The Water Use Efficiency Division monitors water use efficiency and helps to identify
opportunities to convert potable water irrigation to recycled water irrigation.

Operations Department
The Operations Department’s FY 2020 Budget includes all the District’s Water Purchase costs,
Power costs, and substantially all Transmission and Distribution costs, which includes costs of
operating the wastewater system and treatment plants. Operations also include a large portion of
the District’s Salaries and Benefits costs.
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FY 2020 Operations Department Budget: $59.3 million
General &
Administration
1%

Salaries &
Benefits
22%

Transmission &
Distribution
22%

Water Purchases
45%
Power
10%

Operations Department FY 2020 Budget Breakdown (‘000)

Divisions
Ops Support/Admin

Water
Purchases

Power

Transmission
&
Distribution

Salaries &
Benefits

General
&
Admin

Divisional
Totals

$23,654

$0

$3,659

$13,149

447

$40,910

Treatment Plants

0

1,308

3,634

0

171

5,114

Lab

0

0

212

0

20

232

Collections

0

0

315

0

14

329

Customer Service Field

0

0

557

0

0

557

Electrical Maintenance
Mechanical
Maintenance
Safety

0

0

37

0

0

37

0

0

7

0

5

12

0

0

38

0

31

69

SCADA

0

0

104

0

6

110

Stations

3,176

3,994

1,793

0

358

9,321

Streets

0

0

1,217

0

8

1,225

Fleet

0

0

287

0

185

472

Warehouse

0

0

284

0

0

284

0
$26,831

122
$5,424

438
$12,582

0
$13,149

38
$1,281

597
$59,267

Admin Bldg/Facilities
Category Totals

Totals above may not sum due to rounding.
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About 60% of all employees are assigned to the Operations Department. They work in the field,
in various locations and facilities to perform maintenance, repairs, and testing to make sure the
water distribution and wastewater systems run optimally. They also collect meter data and respond
to customers’ requests. The District crews are efficiently organized with significant cross-training
among the various divisions. The Operations Department has implemented technology throughout
the District including remote operation of facilities, computerized maintenance management
systems and emergency notifications to reduce the overall costs.
There are 15 Divisions in Operations Department:
The Operations Support / Administrative Division is responsible for oversight of the entire
Operations Department. This includes the management and administrative support for the
Department and procurement of necessary supplies and materials.
The Treatment Plants Division operates the Districts wastewater treatment / water reclamation
facilities, including Oso Creek Water Reclamation Plant, Chiquita Water Reclamation Plant, and
Nichols Water Reclamation Plant (a small plant operated by the District under contract with Quest
Diagnostics).
The Laboratory Division is responsible for obtaining and testing water and wastewater samples
for water quality purposes. The Lab facility is located at the Chiquita Water Reclamation Plant
near the Villages of Esencia.
The Valve and Hydrant Division is responsible for performing regular maintenance and repairs
for the District’s fire hydrant and valve systems.
The Collections Division is responsible for the cleaning and video inspection of the wastewater
collections system throughout the District. The Division also is responsible for maintaining lift
station wet wells and a variety of maintenance tasks at the three District’s water reclamation plants.
The Customer Service Field Division is responsible for meter reading and customer service work
orders. Typical work orders include property leak inspections, pressure checks, meter leaks, and
initiating and terminating service.
The Electrical Maintenance Division is responsible for all electrical repairs, maintenance, and
operational needs at the District’s facilities.
The Mechanical Maintenance Division is responsible for miscellaneous mechanical work on all
District facilities and equipment. The Division handles the fabrication of custom facility needs and
manages all necessary repair and maintenance of the District facilities.
The Safety Division is responsible for ensuring a safe working environment for all employees of
the District, including identifying and organizing appropriate training and educational needs.
The SCADA (Supervisory Control and Data Acquisition) Division is responsible for the remote
monitoring of all District facilities. This includes automating certain facility controls, monitoring
alarms, and logging historical data for all the District’s domestic, non-domestic and sewer sites, as
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well as treatment plant facilities. This is accomplished by integrating programmable logic
controllers at the 100+ District facility sites with computer servers by radio-based and fiber optic
networks that are designed, installed and managed by SCADA personnel. The SCADA Division
also provides “On Call” 24-hour support to the Operations Department and personnel in the field.
The SCADA division also conducts research and development efforts which have produced and
implemented cost saving, innovative products. All facets of the Division’s technology are handled
in-house by experienced technicians, engineers and programmers.
The Water Stations/System Maintenance (Stations) Division is responsible for maintaining all
domestic water, recycled water, and wastewater facilities, performing more than 300 preventative
tasks annually at lift and pump stations, reservoirs, and other facilities. The Division is also
responsible for the domestic and recycled water system infrastructure, which includes managing
flow rates and reservoir levels. The Division monitors and ensures there is adequate water for both
demand and fire flow considerations.
The Street Maintenance Division is responsible for performing all repairs and replacements of
the domestic, non-domestic and sewer collection systems that require excavation, shoring, and
rehabilitation. The Division also does special projects such as replacing sidewalk panels,
excavating and pouring concrete foundations for SCADA towers, electrical panels and storage
sheds. During the rainy season the Streets Division maintains District facilities and roads near
creeks and areas of heavy erosion.
The Fleet Maintenance Division is responsible for maintaining all District vehicles and trailers.
The Division also maintains the District’s portable equipment and the generators for emergency
power outages at certain District facilities.
The Warehouse Division is responsible for ordering, managing, and maintaining inventory for all
District needs.
The Headquarter Building Division is responsible for general maintenance and operational
needs at the District’s administrative headquarters building.
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CAPITAL IMPROVEMENT FY 2020 BUDGET
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Capital Improvement Program Strategic Goals / Categories
To effectively respond to the needs of the District’s water and wastewater systems, the District
administers a Capital Improvement Program (CIP) that focuses on the installation of new
infrastructure and equipment, the restoration of existing assets, and new water supply and
reliability projects. This program is funded through a mix of net revenues generated from
operations, cash reserves on hand, and proceeds of long-term debt. Additionally, the District
partners with the development community to construct new facilities necessary to serve new
developments within the District’s service area.
The District’s CIP is comprised of three categories of projects: (1) capital repairs and replacements
(CRP); (2) water supply and reliability projects; and (3) new infrastructure and facilities to support
development in the District’s service area. Additionally, the District will purchase smaller fixed
assets, such as service vehicles and pump replacements (“Purchased Assets”).
The Capital Improvement FY 2020 Budget contains two of these elements: The Purchased Assets
and CRP.

Purchased Assets
Purchased Assets consist of smaller fixed assets that are primarily operational in nature. The FY
2020 Budget includes $1.8 million of newly purchased fixed assets. This is an increase from the
FY 2019 Purchased Asset budget of $1.2 million.
The following are three largest anticipated asset purchases by dollar amount:

▪
▪
▪

$560,000 for a Combo Truck
$200,000 for Fire Trailer replacement due to regulatory reasons
$102,000 to replace Emergency Generators

Capital Repair and Replacement (CRP) FY 2020 Budget
The District continues to reinvest in its infrastructure to maintain its high level of service to its
customers. Capital Repair and Replacement (CRP) projects also help to extend the life of the
District’s existing fixed assets. Due to the age of the District and the timing of its development
phases, much of the District’s linear infrastructure (pipelines) are in the middle of its lifecycle. In
time, the need for pipeline replacements will increase.
The District also has an obligation to contribute a proportional share to the upgrade of regional or
shared facilities. For example, the District participates in the South Orange County Wastewater
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Authority (SOCWA) and must fund its share of the capital costs for the J.B. Latham Wastewater
Treatment Plant.
The District developed a 5-Year Capital Replacement Program, detailing all CRP projects
currently contemplated, their costs, and anticipated timing to start the projects.
5-Year Capital Repair and Replacement Program (‘000)
CRP Categories
Potable Water System
Recycled Water System
Wastewater System
Chiquita Water Reclamation Plant
Oso Creek Water Reclamation Plant
Outside Agency Capital*
Overhead
Totals

Ongoing

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

$4,908
435
4,355
3,260
0
13,104
2,220
$28,282

$5,283
1,605
3,646
8,100
1,100
3,510
1,315
$24,559

$2,407
1,431
8,240
2,470
0
4,887
550
$19,985

$4,250
915
2,435
0
0
7,622
500
$15,722

$1,057
482
850
3,835
5,150
3,387
16
$14,777

$1,600
300
550
133
53
4,267
52
$6,955

The project costs provided in the table above are in 2019 dollars and are identified as planning
estimates, to be reviewed each year to confirm and update as appropriate. The values indicated in
the table do not reflect a cash flow projection of actual project costs incurred; rather, they are a
listing of proposed projects, with the total estimated project cost shown in the year the project may
commence. The Financial Forecast section of this document contains the estimated cash flow
timing of the CRP projects over the next 5 years.

Capital Improvement Budget Funding Financial Plan
The District has historically used a portfolio of funding sources to pay for its capital programs.
Options utilized have included, for example Pay-Go funding, which includes ongoing rate
revenues and uses of existing cash reserves. The District has also utilized debt financing, including
General Obligation (GO) Bonds, Community Facilities District (CFD) Bonds, State Revolving
Fund (SRF) Loans. The District’s original infrastructure has been primarily debt-financed through
GO Bonds and CFD Bonds. Both debt instruments are funded through property assessments
collected by the County Assessor’s Office. CRP projects have primarily been funded through net
operating and non-operating revenues and, only as necessary, use of reserves.
The District anticipates funding its capital reserves expenditure needs through a combination of
current-year net revenues generated from operations, and $40.0 million FY 2020 in revenue bonds.
The revenue bonds will be repaid by net revenues from general operations. Any bond issuance will
be brought to the Board for separate approval. Debt financing allows the District to meet projected
expenditure needs while achieving long-term stability in rates and maintaining its strong reserve
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position. The costs of the potential revenue bonds are contained in the Financial Forecast section
of this document and are not anticipated to commence until FY 2021.
The anticipated use of revenue bonds, as opposed to the historic use of General Obligation Bonds,
is a result of the District’s evolving CIP needs. The District’s CIP needs are increasingly Districtwide in nature as opposed to geographically specific. This trend is driven by increasing CRP costs
which reflect the District’s maturing existing infrastructure.

Capital Impacts and Other Future Capital Projects (Non-Recurring)
The District’s FY 2020 Capital Improvement Budget, as outlined in this section, includes
Purchased Assets and CRP projects. While such purchases and projects may result in staff
efficiencies and operational cost savings, the focus of the CRP planning and budgeting process is
maintaining and replacing the District’s existing systems. Therefore, any such savings realized are
not reflected in the District’s current budget or Financial Forecast. To the extent operational
savings become sustained they will be reflected in future financial planning and budgeting.
The Capital Improvement FY 2020 Budget does not include any significant large, non-recurring
projects. The Financial Forecast contained in this document likewise only includes Purchased
Assets and CRP items. These expenditures are anticipated to be generally consistent in terms of
dollar amounts over the next 5-year period. The District does, however, continue to evaluate the
costs and timing of certain non-recurring large capital projects related to water supply and
reliability. The District’s Strategic Plan has identified a goal to develop more diverse sources of
water and to provide greater reliability in the District’s ability to deliver water under emergency
or severe drought conditions. The costs, benefits, and timing of these projects may be incorporated
into future financial planning and budget documents.
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FINANCIAL FORECAST
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Financial Forecast Overview
The District develops and maintains a financial forecast as part of its budget process and ongoing
strategic planning. The Financial Forecast puts the FY 2020 Budget in context of the upcoming 5year period. This helps guide decision-making on potential future rate increase needs, capital
project timing and amounts, and whether to secure additional funding through bonds or loans.

5-Year Forecast Table 1: Revenues, Expenses, Debt Service (‘000)
FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Budget

Forecast

Forecast

Forecast

Forecast

4.5%

4.5%

4.5%

4.5%

4.5%

$44,686

$46,697

$48,798

$50,994

$53,289

8,738

9,132

9,543

9,972

10,421

24,258

25,349

26,490

27,682

28,928

Non-Rate Revenues*

14,361

14,918

15,487

15,714

16,005

Total Operating Revenues

$92,043

$96,095

$100,317

$104,361

$108,642

Water Purchases (Potable & Recycled)

26,831

29,475

30,932

32,464

34,073

All Other Operating Expenses

47,843

48,968

50,507

52,473

54,192

Total Expenses

$74,673

$78,443

$81,439

$84,937

$88,265

Net Revenues

$17,370

$17,652

$18,878

$19,424

$20,377

1,231

1,231

1,231

1,231

736

0

739

2,957

2,957

2,957

826

845

0

0

0

0

2,279

2,281

2,281

2,281

$2,057

$5,095

$6,469

$6,469

$5,974

8.44x

3.46x

2.92x

3.00x

3.41x

-

2,122

2,185

2,251

2,318

$15,313

$14,679

$14,595

$15,206

$16,722

Revenues
Rate Revenues Increase Assumed
Potable Water
Recycled Water
Wastewater

Operating Expenses

Rate-Funded Debt Service
Existing SRF / LMV Loan
Trampas Reservoir SRF Loan
ID4 GO Bond Contribution (ID 5/6 Share)
Proposed New Debt Service
Total Rate-Funded Debt Service
Debt Service Coverage Ratio (1.5x Policy)
Connection Fee Revenues
Net Revenues Available for CIP / Reserves
Totals above may not sum due to rounding.

*Non-Rate Revenues include Property Taxes, Interest and Rental Income, Other Operating and Non-Operating
Revenue, and Joint-Ownership Facilities Revenues.
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As shown in forecast detail above, the District anticipates 4.5% rate-revenue increases over the
next four years. A notable portion of the new rate requirements are related to capital repair and
replacement, as well as the repayment of the loan for Trampas Reservoir. Proposed new debt
service is also projected for newly issued revenue bonds, which will fund a portion of its CIP needs
in FY 2020 and FY 2021.
The District anticipates maintaining a strong financial operating position, with debt coverage ratios
from 2.9x to 3.4x over the next four years forecast (exceeding its policy minimum requirement of
1.5x).
The second piece of the District’s 5-Year forecast focuses on its capital funding requirements and
sources. Table 2, below, starts with the District’s aggregate projected Capital Improvement Plan
(CIP) needs, and incorporates the final line of the previous table, Net Revenues Available for
CIP/Reserves, as an available funding source.

5-Year Forecast Table 2: CIP Funding Plan and Cash Reserve Levels (’000)
Rate-Funded CIP Requirements
Purchased Assets
Capital Repair and Replacement
Supply / Reliability
Total Rate-Funded CIP Requirements
Net Revenues Available for CIP / Reserves
Bond Proceeds
Total Bond Proceeds Available for CIP
CIP Funding Breakdown
Bond Proceeds
Pay-as-you-go Funding (Net Revenues / Cash)
Beginning Unrestricted Cash Reserves
Pension-Funding / SRF Loan Set-Asides
Ending Unrestricted Cash Reserves
Days Cash Ratio

FY 2020
Budget
1,857
18,645
0
$20,503
$15,313

FY 2021
Forecast
1,250
20,776
0
$22,026
$14,679

FY 2022
Forecast
1,288
21,812
0
$23,099
$14,595

FY 2023
Forecast
1,326
19,752
0
$21,078
$15,206

FY 2024
Forecast
1,366
20,499
0
$21,865
$16,722

40,000

19,497

0

0

0

20,503
0
$85,500
(7,159)
$93,654
458

19,497
2,529
$93,654
(3,000)
$102,804
478

0
23,099
$102,804
0
$94,300
423

0
21,078
$94,300
0
$88,427
380

0
21,865
$88,427
0
$83,284
344

Totals above may not sum due to rounding.

As shown in the table above, the District’s CIP needs in each year are in excess of its Net Revenues
available. To meet all CIP needs, the District anticipates generating $40.0 million of funding
through revenue bond proceeds in FY 2020. The bond proceeds will fund a significant portion of
its CIP needs over the next two years. This will allow the District to fully fund the CIP while
maintaining a strong reserve position. The District anticipates utilizing $19.5 million of its reserves
for CIP over the 3-year period, 2022-2024.
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Key Assumptions in Forecast
The underlying assumptions for the District’s forecast are as follows:
Potable Water Demand / Account Growth

▪

Customer growth is forecast to increase by 1% per year with water demands increasing by
0.8% per year to account for the reduced water demand per connection in the new development
area.

Revenues

▪
▪

Rate Revenues increase at 4.5% per year. The percentages refer to the increase in total revenues
generated and do not directly relate to proportionate increases which may be required in
customer rates and charges.
Other District Revenues increase at 2-3% per year.

Expenses

▪
▪
▪
▪

Water Purchase Costs increase 4.5% per year.
Salaries and Benefits are forecast to increase by 3.75% (Salaries) and 4.5% (Benefits) per year,
respectively.
Power is projected to increase by 4% per year.
All other Expenses are projected to increase by 3% per year.

Connection Fees

▪

The District anticipates receiving new connection fees commencing in FY 2021, based on
roughly 600 units per year (plus 3% fee escalation per year).

Capital Improvement Plan
The 5-year forecast period incorporates $108.5 million in CIP funding requirements anticipated to
be funded through a combination of net revenues from rates and charges, reserves, and bond
proceeds repaid through rates and charges. Note the CIP breakdown used in the forecast differs
from the amounts presented in the Capital Improvement Budget section. The forecast incorporates
projected actual cost outlay and timing; the Capital Improvement Budget identified total lifetime
project budget amounts in the year the project may commence.
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Rate-Funded CIP Utilized in Forecast (‘000)
CIP Categories
Purchased Assets
Capital Repair and Replacement (CRP)
South Orange County Wastewater Authority
Treatment Facilities (SOCWA)
3A Wastewater Treatment Plant (MNWD)
Totals

FY 2020
Forecast
$1,857
15,000

FY 2021
Forecast
$1,250
15,450

FY 2022
Forecast
$1,288
15,914

FY 2023
Forecast
$1,326
16,391

FY 2024
Forecast
$1,366
16,883

2,479
1,166
$20,503

2,944
2,382
$22,026

2,115
3,783
$23,099

1,250
2,111
$21,078

1,588
2,029
$21,865

Totals above may not sum due to rounding.

▪
▪
▪
▪
▪
▪

Purchased Assets of $1.25 million annually from FY 2021-2024 (escalated at 3% per year).
Capital Repair and Replacement of $15.0 million annually (escalated at 3% per year).
$10.4 million required by South Orange County Wastewater Authority (SOCWA) for the
District’s share of certain wastewater treatment facilities.
$11.5 million total over the next five years, FY 2020-2024, required by Moulton Niguel Water
District (MNWD) related to the 3A Plant.
The CIP amounts do not include any new supply / reliability projects.
The CIP amounts do not include any projects related to new development, which will be funded
through external sources such as Community Facilities District Bonds.

Pension Funding / Set-Asides

▪
▪
▪
▪

The District will make annual payments to CalPERS based on its forecasted Normal Costs and
Unfunded Accrued Liabilities.
The forecast proposes the District will set aside $5.0 million into a Section 115 Pension Trust
in FY 2020. Such funds will thereafter be legally restricted to future pension funding.
The forecast incorporates a one-time payment to Moulton Niguel Water District of $2.16
million for previously unbilled water.
The forecast incorporates setting aside $3.0 million in a restricted reserve by the end of FY
2021. This is a requirement of the loan the District received from the State Water Resource
Control Board to finance the construction of Trampas Reservoir. The loan requires the District
to establish a reserve equal to the annual repayment of the loan (funded prior to the completion
of construction). Such reserves are to be restricted solely for the repayment of the loan
obligation.
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Forecast Limitations / Subject to Change
The District’s forecast is updated periodically throughout the year and is subject to change based
on new information. Given the large number of assumptions and number of years involved, the
forecast can be particularly sensitive to changes in capital requirements and or cost increases (or
decreases) which are expected to be sustained throughout the period. It should also be noted the
forecast does not currently reflect the potential acquisition of the City of San Juan Capistrano’s
water and sewer fund operations, which may occur as early as the end of FY 2020. While the
District anticipates both systems will realize cost efficiencies of the potential acquisition, any such
potential cost savings will likely be incorporated conservatively over several years as the District
is able to confirm and determine the appropriate impacts.
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DISTRICT FINANCIAL MANAGEMENT
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FY 2020 Budget Process Overview
The District’s annually adopted budget reflects the strategic goals and direction of the Board of
Directors and serves as a key communication tool to its customers and stakeholders. The budget
represents guidelines established to address short-term and long-term goals and objectives. This
document also demonstrates the District’s ability to use financial resources for completing critical
capital projects for current and future customers as well as commitment to meet its financial
obligations.
The District utilizes a “zero-based” budgeting approach in establishing each fiscal year’s budget.
This budgeting philosophy analyzes each of the District’s activities in the upcoming year,
assigning a projected cost to each activity based on need, rather than merely escalating costs from
the prior year. Each of the District’s functional departments developed their operating expense
budgets based on their normal operating activities, as well as any additional activities or programs
that are expected to be implemented during the fiscal year.
Oversight of the District’s budget process is highly interactive. The Finance and Administration
Committee (FAC) provides direct oversight, while the Engineering and Operations Committee
(EOC) reviews the proposed capital improvements.
FY 2020 Budget Timeline
The District typically divides the annual budget process into five major Phases.
1. Phase 1 (January - March): Update of 5-year capital improvement needs, including its
strategic planning projects.
2. Phase 2 (February - March): The operating expenses developed by department and
division heads. First round of water purchase costs and revenues developed by the Finance
Department.
3. Phase 3 (March - April): Review and analysis of consolidated FY 2020 Budget, including
all revenues, operating, and capital costs.
4. Phase 4 (April - May): The FAC reviews the full budget and provides direction, the EOC
reviews the capital budget, and then the District holds one-on-one reviews with each of the
Board Members.
5. Phase 5 (May - June): Final review and Board adoption.
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Basis of Budgeting and Budget Policies
Basis of Budgeting
The District accounts for its potable water, wastewater, and recycled water services in a single
general operating fund. The FY 2020 Budget covers the District’s general operating fund activity
and is therefore prepared and presented generally on a consolidated basis, with service-levelspecific detailed information provided where illustrative.
The activities of the District closely resemble that of an ongoing business in which the purpose is
to conserve and add to resources while meeting operating expenses from current revenues.
Enterprise funds account for operations that provide services on a continuous basis and are entirely
financed by revenues derived from user charges. The District maintains a self-balancing fund
established to record the financial position and operating results that pertain to each activity. The
District’s financial records are kept in accordance with Generally Accepted Accounting Principles
(GAAP) for governmental enterprise funds. The District follows the GAAP requirement that
enterprise funds use the full accrual basis of accounting. Consequently, revenues are recognized
in the accounting period in which they are earned, and operating expenses are recognized in the
accounting period incurred. However, there are exceptions where the accrual basis is not conducive
to effective presentation of the District’s budget, in which case, GAAP is not followed. Therefore,
the FY 2020 Budget is a mix of accrual and cash basis accounting.

▪
▪
▪
▪

Principal payments on debt are budgeted on a cash basis, not applied to the outstanding liability
on a GAAP basis.
Capital Outlay is budgeted in the year expected to be expended, as opposed to being capitalized
as an asset on a GAAP basis.
Depreciation expense is not included on the FY 2020 Budget basis, whereas it is expensed
under GAAP in its audited financial statements.
Pension expense is budgeted based on expected cash outlay. For financial statement reporting,
however, pension expense is recorded based on the change in the net pension liability in
accordance with Governmental Accounting Standards Board (GASB) 68.

FY 2020 Budget Policies
The budget process follows the District’s budget policy as defined in the District’s Purchasing
Policy. This policy states that prior to the beginning of each fiscal year (July 1 – June 30), a
proposed Operating Budget will be developed for review by the Board. The proposed Operating
Budget includes known Operational and Capital Expenditures that may be reasonably expected to
be incurred in the new fiscal year. Based on the District’s policy, the adoption of the Operating
Budget constitutes approval of the acquisition and expenditures contained within the budget.
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However, the budget does not supersede compliance with approval limits defined by the District’s
purchasing policies.
Throughout the fiscal year, the District is responsible for monitoring budgets by division and
activities. In addition to the annual budget process, the District presents a quarterly Financial
Statement to its Finance and Administration Committee (FAC) and then the Board for review. This
report updates the Board on the progress of operating revenues and expense for all funds. The
District undertakes a comprehensive mid-year review of its budget. If, during the mid-year budget
review, it is determined that a significant adjustment is needed, an amendment modifying the
District’s budget would be presented to the Board for approval.

Long-Range Financial Policies Summary
The District’s Policies and Procedures contains two principal financial policies: the Investment
Policy and the Reserve and Fiscal Policies, which is anticipated to go into effect for FY 2020. The
new Reserve and Fiscal Policies replaces an existing Reserve Policy. A comparison of the existing
and new policies is provided in this section.
Investment Policy
The Investment Policy, as adopted by the Board of Directors, gives guidance to the District in
terms of how to invest its funds in instruments permitted by the California Government Code
Sections §53601 et seq. The investment objective of the District is to provide a balanced portfolio
with the overall objective to preserve capital, maintain liquidity, and maximize the rate of return.
Reserves and Fiscal Policies
The District has modified and updated its Reserve Policy, which was previously adopted in 2014.
Concurrent to the FY 2020 Budget process, the District adopted a new Policy, which will be in
effect by the beginning of FY 2020. This section includes discussion of both the prior Reserve
Policy and the new Policy. The new Policy incorporates certain fiscal policies and is called the
“Reserve and Fiscal Policies.”
When adopted in 2014, the District’s prior Reserve Policy addressed the District’s financial
circumstances and needs at that time. The Policy designated reserves in three categories: Operating
Reserves, Capital Reserves, and Pension Reserves. Since that time, the District has utilized certain
funds as prescribed, including the reserves earmarked for rate stabilization and new capital
projects. Because the existing policy has limited replenishment requirements, any net revenues
that the District has generated since 2014 were placed in the Unrestricted / Undesignated Reserves.
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Updating the Policy allows the District to:

▪
▪
▪
▪
▪
▪
▪

Document strong financial management principles to ratepayers, bond credit rating agencies,
and other stakeholders;
Position the District for future debt issuances (enhancing transparency);
Incorporate recent industry reserve and fiscal policy concepts;
Develop both funding goal and minimum requirement levels to allow for flexibility;
Ensure the ability to address the District’s capital needs;
Set reserve levels to match the District’s financial objectives and mitigate against risk; and
Expand the scope of the Policy to incorporate new fiscal metrics.

The new Policy makes several principal modifications including:

▪
▪
▪

The Operating Reserve covers 3 to 5 months of operating expenses, which accounts for
working capital and rate stabilization;
The Capital Reserve will hold funds for emergencies and unanticipated funding needs, planned
repair and replacement, and new projects; and
Unrestricted/Undesignated funds will be re-allocated to specific categories above.
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The total new reserve goal for FY 2020 is $87.3 million with a requirement of $53.1 million. A
summary of the District’s current and proposed Policy is reflected in the following table:
Existing Reserves Category Initial Policy
Funding in
Millions ($)
OPERATING RESERVES
➢ $6.0
Rate Stabilization

Current
Funding
Millions ($)
➢ $0.0

Emergency

➢ $3.0

➢ $3.0

Uninsured expenses

➢ $0.3

➢ $0.3

CAPITAL RESERVES
Planned replacement,
repairs and refurbishment

➢ $13.5

➢ $13.9

New Reserves Category

OPERATING RESERVES
Funding goal of 5 months of
Operating Expenses;
requirement of 3 months.

➢ $10.0

➢ $9.0

Emergency

➢ $30.0

➢ $0.0

Capital - New Projects
Initial required amount.

PENSION RESERVES

UNRESTRICTED /
UNDESIGNATED
Total Policy Reserves

➢ $5.0

➢ $5.0

➢ $12.2

➢ $54.3

➢ $80.0

➢ $85.5

BOND/LOAN RESERVES
Not included.
NA
PENSION FUND or 115
TRUST
Total Reserves

NA
➢ $80.0

NA
NA
➢ $85.5

➢ $31.1 (goal)

➢ $10.2 (req)
➢ $20.3 (goal)
➢ $11.7 (req)

Funding of 4% of net assets
(goal) and 2% of net assets
(requirement).
New Capital Projects – Set
Asides

➢ $18.7 (req)

CAPITAL RESERVES
Capital - Repair and
Replacement
Funding of 20% (goal) and
10% (requirement) of
upcoming 5-year totals.

Emergency

New
Funding
Millions ($)*

➢ $23.4 (goal)

➢ $12.5
(req / goal)

PENSION RESERVES

UNRESTRICTED /
UNDESIGNATED
Total Policy Reserves
BOND/LOAN RESERVES
Includes restricted reserve
required by Trampas Loan.
PENSION FUND or 115
TRUST
Total Reserves

Moved to Restricted
Fund or Trust
Eliminated
➢ $53.1 (req)
➢ $87.3 (goal)
➢ $3.0
➢ $5.0
➢ $95.3

*Proposed new funding levels are based on FY 2020 Budgeted Operating Expenses, net assets per the 2018 CAFR,
and 5-Year CRP per the Financial Forecast in FY 2020 Budget.
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New Policy fund requirements and goal levels will adjust over time to reflect the District’s
operating expense and capital requirements. The reserves will also generate interest, which will
significantly help to offset these funding needs.
New Policy Discussion
Operating Reserve
The existing Policy included Operating Reserves separated into sub-categories covering
Emergency, Rate Stabilization, and Uninsured Expenses. The new Policy consolidates these
reserve elements into a single Operating Reserve, which covers the risks of any fluctuations in
operating revenues or expenses, uninsured expenses, normal working capital needs, and rate
stabilization. The greatest need for sufficient funding is due to the timing of revenues and
expenditures throughout the course of a fiscal year. The Operating Reserve may be utilized to
mitigate significant declines in District revenues due to natural disasters, drought, or other
unforeseen significant operational issues. It can also be used for short-term rate stabilization.
The Operating Reserve funding will be tied to the District’s annual operating expenses. The
minimum funding requirement is three (3) months of operating expenses (25% of the previous
fiscal year’s operating expenses) and the goal is five (5) months of operating expenses (42% of the
previous fiscal year’s operating expenses). The funding levels include both a minimum
requirement and goal to ensure the District has flexibility to utilize funds as intended while
remaining in full compliance.
Within the funding levels identified, and as the District exceeds the Operating Reserve
requirement, the District will set aside one (1) month of operating expenses specifically dedicated
to short-term rate stabilization (Rate Stabilization Funds equal to 8.3% of the previous fiscal year’s
operating expenses). The Rate Stabilization Funds will be used at the discretion of the Board and
may be utilized to mitigate customer rate increases or other uses that benefit District customers.
Pension Reserve
The District believes it is important to address unfunded accrued pension obligations. To this end,
the District had, under its prior Policy, established a $5 million Pension Reserve. The new Policy
will treat any such funds as separate and distinct from reserves covered by the Policy. The District
anticipates establishing a separate trust for pension funding (under the Internal Revenue Service
code, section 115), which would serve in lieu of the pension reserves held under the prior Policy.
Pension reserves held within the trust would be legally restricted and no longer be considered part
of the District’s Policy. Further, pension trust funds are typically invested in a long-term manner,
including equity securities, which differs from the District’s other reserves (outside of Government
Code §53601et seq. and the District’s Investment Policy).

Santa Margarita Water District

66

Capital Reserves
The existing Capital Reserve is comprised of three sub-reserves, established in 2014. The initial
funding levels were based on specific amounts determined at the time the Policy was adopted. The
new Policy maintains the same three categories of Capital Reserves – one for upcoming Repair &
Replacement, one for New Projects (including new development, and supply / reliability), and one
for Emergencies. These reserves achieve several critical objectives: 1) to have funds on hand to
award capital project contracts; 2) protect the District against catastrophic events to facilities; and
3) to provide a source of funding for any unanticipated but critical projects, cost overruns, and to
allow for strategic use of funds for projects on a case by case basis.
•

Repair & Replacement (R&R): is proposed to be tied to the District’s anticipated
upcoming 5-years of capital repair, replacement, and refurbishment spending. Such items
may also include facility betterments. The required funding level is 10 percent of the
upcoming 5-year total Capital Improvement Plan and the goal is 20 percent of the 5-year
capital needs. The R&R Reserve is intended to serve as a potential source of funding for
new repair and replacement projects, unanticipated project cost overruns, or planned
expenditure on projects on a case-by-case basis.

•

New Projects: is proposed to be based on the District’s anticipated New Project spending,
including both new development as well as supply and reliability projects. The initial
funding requirement is $12.5 million. The New Projects Reserve is intended to serve as a
source of funding to address unanticipated critical new capital projects, unanticipated
project cost overruns, or planned expenditures on future projects on a case-by-case basis.

The proposed changes will ensure the District’s Capital Reserves requirements track the District’s
projected capital outlay on an ongoing basis. This method provides a more transparent calculation
basis and is consistent with industry standards.
•

Emergency Reserve: is based on a requirement of two percent of net capital assets, as
reported in each year’s Audited Financial Statements (capital assets net of accumulated
depreciation) and a goal of four percent. The Emergency Reserve provides necessary funds
to quickly respond to emergencies and natural disasters to repair or protect critical
infrastructure. The funding basis ensures the Emergency Reserve maintains a nexus to the
District’s capital assets, which is a common basis for emergency reserves among municipal
water agencies. Funds may be replaced with grants or insurance as appropriate.
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Unrestricted / Undesignated Reserve
Unrestricted / Undesignated funds were established at $12.2 million in 2014. The intended purpose
was to meet the day-to-day obligations of the District. The new Policy eliminates this reserve
category, allowing for all reserves to have a clear rationale and basis of maintaining funding. It
also permits the existing funds to be reallocated to Operating or Capital Reserves under the new
Policy.
Restricted Loan / Bond Reserves (new Reserve)
The new Policy addresses certain bond and loan reserve requirements. The District obtained a loan
from the State Water Resource Control Board, known as State Revolving Fund Loan (SRF Loan),
related to Trampas Reservoir. This loan requires the District to establish a reserve equal to the
annual repayment of the loan (funded prior to the completion of construction). Such reserves are
to be restricted solely for the repayment of the loan obligation. Given this restriction, such reserves
will be considered separate when looking at the Districts reserves in aggregate terms.
Additional Fiscal Policies
The new Policy also includes the addition of two fiscal goals, which will help to ensure that the
District continues to enjoy strong credit ratings and low borrowing costs going forward. The
District currently has strong credit ratings (AA+) on its outstanding bonds, which has allowed the
District to minimize borrowing costs for capital programs. The two Fiscal Policies are:
1. Total reserves goal of one year of District operating expenses; and
2. Minimum debt service coverage ratio of 1.50x.
Aggregated Reserve Goal
In addition to maintaining the new Policy requirements, the District also incorporated an
aggregated reserve goal. Acknowledging that Policy requirements and goals might fluctuate year
over year, the District is also establishing a Total Reserves Goal of maintaining cash and
equivalents equal to the annual budgeted operating expenses for the current fiscal year. This goal
provides the District with a sound benchmark to strive towards but does not supersede the Reserve
Policy requirements stated above.
In the public finance industry, water agency reserves are often expressed as days of annual
operating expenses, or “Days Cash.” The fiscal policy goal for the District would therefore be 365
Days Cash.
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Debt Service Coverage Policy
The Operating Margin / Debt Service Coverage Policy applies to all District loans, revenue
bonds and certificates of participation that are repaid by the District’s rate and general revenues.
The policy is for the District to maintain a minimum debt service coverage ratio of 1.50. The
District’s net operating cash flow divided by its debt service payments each year is defined as the
“debt service coverage ratio.” In addition to ensuring the District maintains strong credit ratings,
the policy ensures the District will not violate its existing legal debt service coverage ratio
requirements.
New Policy Compliance
If, in any year the District falls short of the Reserve Policy requirements and/or its Debt Service
Coverage Policy, the District will develop a plan to be adopted by the Board to remedy noncompliance. The Plan will include proposed decreases in expenditures and/or increases in rates
and other revenues, and will define the timeline for achieving policy requirements. By adopting
this plan concurrent with the publication of the annual CAFR, the District shall remain in
compliance with the Reserve Policy.
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GLOSSARY
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Glossary of Terms Used
▪

Acre-foot – A unit of measurement for large amounts of water. An acre-foot of water fills an
acre of area to a height of one foot. An acre-foot equates to approximately 325,800 gallons of
water. The District utilizes an acre-foot to quantify the amount of water purchased and sold.

▪

Baker Water Treatment Plant – The District obtains a portion of its potable water supplies
through the Baker Water Treatment Plant. The Plant utilizes untreated water purchased from
the Metropolitan Water District of Southern California (MET). The Plant has a lower treatment
cost than is charged for fully treated water by MET.

▪

Capital Expenditures – For purposes of this document, such expenditures in the Capital
Improvement Budget are defined as, and include, “Purchased Assets” and “Capital Repair and
Replacement Projects.” Capital expenditures differ from operational budget expenditures in
that they are for assets which will be in service for multiple years, typically at least 5 years.

▪

Capital Repair and Replacement Projects (CRP) – Such projects include both repairs to and
replacements of the District’s existing infrastructure, assets and facilities. Certain projects also
serve to extend the life of the District’s existing infrastructure, assets and facilities.

▪

Debt Service – Debt Service is defined as the total annual payment required on bonds, loans,
or other forms of indebtedness, including both principal and interest.

▪

General Obligation Bonds – Bonds previously issued by the District based on geographically
distinct Improvement Districts (see definition below). General Obligation Bonds are repaid by
separate charges the District places on property tax bills. The District has not issued any
General Obligation Bonds to fund new projects since 2009.

▪

Improvement Districts – The District’s service area is organized into eight geographically
distinct Improvement Districts. The purpose of the Improvement Districts was to issue General
Obligation Bonds to fund new water and wastewater facilities for new development. Currently,
the Improvement Districts serve as the basis to levy certain property tax assessments to repay
outstanding General Obligation Bonds. The District does not otherwise charge for services or
allocate costs based on which Improvement District a customer is located in.

▪

Net Revenues – All District general operating and non-operating revenues, less operating
expenditures. Net revenues are pledged to certain District loan obligations and are a measure
of operating margin, prior to debt service payments.

▪

Memorandum of Understanding – A document mutually agreed to by the District and its
employees. The Memorandum governs certain employee benefits, policies, and scheduled pay
increases for cost of living adjustments (among other factors).

▪

Metropolitan Water District of Southern California (MET) – MET is a public agency
which provides water to Southern California through its conveyance and storage system and
participation in state and federal conveyance systems. The District receives and pays for MET
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water through the Municipal Water District of Orange County (MWDOC). Most of the charges
from MWDOC, however, are costs passed through from MET (see definition below).

▪

Municipal Water District of Orange County (MWDOC) – MWDOC is a public agency
which facilitates the cost allocation for water the District receives from MET’s conveyance
system. MWDOC develops the costs of such water on a fixed and variable basis for its member
agencies, which includes the District.

▪

Non-Operating Revenues – Non-operating revenues are those not considered integral to
operating the District’s facilities or providing services. The District’s primary such revenues
include property taxes, rental income, investment income

▪

Operating Revenues – Operating revenues are those received based on providing the core
water and wastewater services of the District. Such revenues principally include rates and
charges for service, new meter fees and construction plan checks, and reimbursements by other
agencies for operating shared facilities.

▪

Purchased Assets – Purchased Assets are included in the Capital Improvement Budget. They
consist of fixed assets costing at least $5,000, such as vehicles and generators.

▪

Revenue Bonds – Revenue Bonds as utilized in this document refer to potential indebtedness
which will be repaid by the Net Revenues of the District’s general operations. The District
does not currently have any revenue bonds outstanding. The District does, however, have
certain loans from the State of California which are secured on a similar legal and revenue
basis (see SRF Loans definition below).

▪

Salt and Nutrient Management Plan (SNMP) – Under state law, the District must undertake
a SNMP every five years, and last completed a study in 2014. SNMP covers the following
elements: a hydrogeologic overview of the basin, groundwater inventory, water quality, water
balance, and a salt and nutrient balance. It also includes identifying appropriate management
strategies, plans for storm water and recycled water use, a monitoring program, and
antidegradation analysis. The District anticipates the study for FY 2020 to cost $375,000.

▪

State Revolving Fund (SFR) Loans – these are State Revolving Fund Loans the District has
obtained from the State of California’s Water Resources Control Board. The Loans have a
fixed repayment schedule (once the project is complete) and carry favorable interest rates.

▪

Water Reclamation Plant – the District utilizes this term for its wastewater treatment plants.
The term denotes a plant which both treats wastewater and converts it to reclaimed (recycled)
water which can be used for certain construction and irrigation purposes.
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