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EXECUTIVE SUMMARY

Dedication Ceremony for the District’s Trampas Canyon Dam and Reservoir project.

An acrylic rendering of the reservoir filled with water painted by the District’s
General Manager, Daniel Ferons.
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BUDGET MESSAGE
The Santa Margarita Water District (SMWD or District) is pleased to present its Fiscal Year 20212022 Budget (FY 2022 Budget or Budget). The District’s staff prepared this comprehensive budget
report, providing the Board and its stakeholders a complete view of the District’s financial
condition. The budget process addresses both operational and capital expenditures and reflects the
District’s priorities and needs for the upcoming year. The annual budget process is an opportunity
for the various departments to identify required resources to achieve the District’s strategic goals
and objectives. The Budget reflects the District’s commitment to long-term goals and financial
stability and demonstrates how the District is efficiently managing its financial resources to
provide high-quality water and wastewater services to approximately 170,000 people.
The District has also prepared a Budget for the City of San Juan Capistrano service area, which it
expects to operate as Improvement District No. 9 (ID No. 9) in FY 2022. ID No. 9 will have
separate finances and customer charges once it has been formally annexed to the District. The
Budgets for the District and the San Juan Capistrano service area incorporate certain expected cost
savings and pooled resources expected to be realized by combining operations and administrative
costs. The Budget for ID No. 9 would only go into effect concurrent with the anticipated
annexation and will be subject to further review and consideration at that time. While the actual
annexation may occur within the upcoming Fiscal Year, the Budget assumes operational costs for
a full year under SMWD operations.

STRATEGIC PLAN
The District annually reviews its strategic goals and objectives as part of the budget process. On
January 13, 2021, the Board of Directors adopted the Strategic Plan and Strategic Priorities for
Fiscal Year 2021-2022.
Mission and Strategic Goals
Mission
The Santa Margarita Water District provides our customers with quality water and wastewater
service – maximizing human, environmental, and financial resources – to help guide South Orange
County’s water and wastewater needs into the next century.
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Strategic Goals
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 while emergencies and unforeseen costs that may arise will have limited impacts to
ratepayers. The District also continues to study, plan, and make progress towards securing local
water supplies to reduce its reliance on imported water and meet its strategic goals:




Nominally, recycle 100% of District wastewater flows



Develop and maintain six months of water supply in storage

Secure 30% of potable water supply from local sources, and up to 50% from sources other than
the Metropolitan Water District of Southern California (MET) by 2030

The District’s Budget is an important part of the process to meet these strategic goals. Throughout
this document, various elements of the Budget are connected back to these goals. For example, the
Capital Improvement Budget section highlights certain projects which will increase water
recycling and local water supplies. The expected incorporation of the City of San Juan Capistrano
service area, covered in this Budget document, will also provide additional local water supplies.
New staffing positions are identified which will provide the District the resources to meet its
growing water permitting and engineering needs required for the strategic goals. The Financial
Forecast section highlights the District’s plan to maintain its sound financial position while funding
these needs to meet its strategic goals.

OPERATING BUDGET
Budget Highlights
The District accounts for its water, recycled water, and wastewater services in a single general
operating fund. The FY 2022 Budget covers the District’s general operating fund activity and is
therefore prepared and presented generally on a consolidated basis.
Typically, the District’s operating costs increase by approximately 4% per year. However, the FY
2022 Budget reflects to a projected 5.5% increase over FY 2021, or $4.1 million. This higher than
typical increase is due to the one-time COVID-19 pandemic adjustments last year. In FY 2021,
the District proactively cut back costs or deferred projects and activities where possible. These
reductions totaled approximately $1.6 million and allowed for delaying a previously approved
customer rate increase. As a result, operating expenses increased by only 1.5% in FY 2021 ($1.1
million). With economic activity expected to gradually return to normal and resumption of the
Districts deferred activities, the FY 2022 Budget reflects a larger than typical increase.
The Budget incorporates the District’s expected acquisition of the City of San Juan Capistrano’s
water and wastewater utilities. The Budget accounts for the District’s anticipated share in water
production costs at the City’s Groundwater Plant (GP). The acquisition is also expected to result
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in administrative and operational cost efficiencies. For existing District customers, approximately
$1.2 million of such cost savings are expected to be realized and factored into the Budget.
The District is in a sound financial position, which will allow us to weather economic downturns
or water use restrictions. Under the FY 2022 Budget the District would generate $10.7 million in
net revenues available for its capital program.
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Revenues and Expenses
Revenues and expenses are shown for the FY 2022 water, recycled water, and wastewater services
in the following table.
FY 2022 Budget Compared to Prior Years
Budget Categories

FY 2020
Actuals

FY 2021
Budget

2021
Budget v.
2020
Actual

FY 2021
Forecast

FY 2022
Budget

2022
Budget v.
2021
Forecast

$75.1
$3.1
$1.4
$79.6

$77.8
$1.8
$1.2
$80.8

3.6%
-43.1%
-17.1%
1.4%

$81.4
$1.9
$1.5
$84.7

$82.8
$2.2
$1.5
$86.6

1.8%
17.7%
3.0%
2.2%

$8.7
$2.0
$1.4
$12.2

$8.9
$1.0
$1.3
$11.2

2.0%
-50.9%
-10.6%
-8.3%

$8.9
$1.1
$1.3
$11.2

$9.2
$0.6
$1.3
$11.0

3.0%
-43.4%
1.0%
-1.6%

$91.8

$91.9

0.1%

$95.9

$97.6

1.8%

$27.2
$22.4
$23.4

$27.7
$21.0
$24.6

1.7%
-6.2%
5.0%

$28.3
$21.3
$24.5

$29.2
$21.4
$27.6

2.8%
0.6%
13.0%

$73.0

$73.2

0.3%

$74.1

$78.2

5.5%

$18.8

$18.7

-0.6%

$21.8

$19.4

-11.1%

$2.1
$1.4

$5.4
$0.5

160.8%
-65.2%

$4.9
$0.8

$7.7
$1.0

58.6%
18.8%

Operating Revenue
Customer Charges
Other Operating
JOF Reimbursement
Total Operating Revenue
Non-Operating Revenue
Property Taxes - 1%
Investment Income
Rental Income
Total Non-Operating Revenue
Total Revenues
Operating Expenses
Water Cost
Salaries & Benefits
Other Operating
Total Operating Expenses
Net Operating Margin
Total Net Debt Service
Total Purchased Assets

$10.7
-33.7%
Net Revenues for CIP*
$15.3
$12.8
-16.3%
$16.1
Note: Totals above may not sum due to rounding.
*Pursuant to the District’s adopted Pension funding strategy, $500,000 will be contributed to the District’s Pension
Trust from net revenues each year if available.
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Revenues
The District forecasts generating $95.9 million in total revenues in FY 2021. Total budgeted
revenues in FY 2022 are estimated to be $97.6 million for FY 2022. Total budgeted water and
wastewater rate revenues ($82.8 million) are based on limited baseline demand growth and
assumes that the District adopts a 4.5% average rate increase effective January 1, 2022. The
increase generates an estimated $1.4 million in rate revenues over the six months in FY 2022. Over
a full year, the increase generates $3.3 million, more than double the FY 2022 amount, due to
higher seasonal customer demands in the latter six months of a calendar year. Other significant
sources include the District’s share of the 1% property taxes, investment income from the District’s
operating portfolio, and rental income.

FY 2022 Budgeted Revenues ($000)

$2,225
2%
$1,493
2%

Customer Charges
Other Operating

$97,606

JOF Reimbursement

$9,167
9%
$600
1%

Property Taxes - 1%
Investment Income
Rental Income
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$1,272
1%
$82,849
85%

Expenses
The total budgeted expenditures are $78.2 million for FY 2022 and include operating expenses
such as water costs, salaries and benefits, and maintenance and operations. More than one-third
(37%) of the District’s costs are for water. Salaries and Benefits comprise another 28%
expenditures.

FY 2022 Budget: $78.2 million

All Other
22%
Regional
Wastewater
Treatment
6%

Water Costs
37%

$78,241
Power
7%
Salaries & Benefits
28%

Principal factors impacting the FY 2022 Budget:
Water Costs. Potable water demands are assumed to be 21,700 acre-feet (AF) based on demand
and weather conditions experienced in FY 2019 and FY 2020. Water purchase rates and charges
will increase 4% at mid-year, based on charges set by Metropolitan Water District (MET) as part
of its last year’s biennial budget and projected charges from the Municipal Water District of
Orange County (MWDOC). Furthermore, with the annexation of ID No. 9, the District also expects
to allocate 80% of the water costs produced by the San Juan Groundwater Plant (GP) to existing
District customers (approximately 1,600 acre-feet).
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Salary and Benefits. The Budget assumes a 2.5% cost of living adjustment and an average 2.5%
mid-year merit-based increase. These levels are subject to change based on a new
Memorandum of Understanding currently being negotiated and are a placeholder for now
based on the current MOU. The current MOU does not have salary adjustment carryover
and is required to be negotiated. With the completion of the annexation and establishment of ID
No. 9, the District anticipates realizing a reduction of approximately $1.2 million through
administrative and shared operational staffing expected to be allocated to ID No. 9.
Operational Changes in District Facilities:
•

Oso Creek Wastewater Reclamation Plant (OCWRP) is expected to be offline for
substantially all of FY 2022, with all flows sent to the South Orange County Wastewater
Authority (SOCWA).

•

Trampas Reservoir is fully operational (new power and permitting expenses).

•

Chiquita Wastewater Reclamation Plant (CWRP) tertiary treatment producing recycled
water will increase from 3.4 million gallons per day (MGD) to 5.6 MGD.

Revenues and Rate Increases. The Budget includes revenues consistent with the analysis and rate
approach presented to the Board on February 3, 2021. This includes $82.8 million total rate
revenues, which reflects an assumed 4.5% mid-year rate increase effective January 1, 2022. Nonrate revenues are budgeted at $14.8 million, and include mainly property taxes, rental income, and
reimbursements for jointly owned facility costs. The January 1, 2022 rate increase will be subject
to a subsequent Proposition 218 process and related Board approvals.

ANALYSIS OF FISCAL YEAR 2022 BUDGET EXPENSES
Potable Water Demand and Costs
For FY 2022, the District is projecting potable water demands of 21,700 acre-feet and recycled
water demands of 7,300 acre-feet.
Since FY 2015, the water demands have fluctuated, from years of drought with mandatory
cutbacks to periods of wetter weather. While the District has gained new customers, this demand
has been offset by more efficient customer usage and conversion of irrigation customers to
recycled water. Potable demands were between 21,000 acre-feet (AF) and 22,000 AF in three of
the last four full fiscal years, peaking at 23,428 in FY 2018. FY 2021 demand is projected to reach
23,000 AF due to relatively dry weather and increased indoor usage due to customers working
from home during the COVID-19 pandemic.
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Potable Water Consumption and Connections
25,000

53,266

53,675

54,214

54,922

55,555

55,823

56,037

56,274

56,000
54,000

Acre Feet

20,000

52,000
50,000

15,000
24,877
20,503

10,000

21,525

23,428

21,141

21,862

23,000

48,000
21,700

46,000
44,000

5,000
-

58,000

Number of Connections

30,000

42,000
FY15

FY16

FY17

FY18

Total Consumption

FY19

FY20

FY21
Forecast

FY22
Budget

40,000

Potable Water Connections

Effective January 1, 2021, MWDOC’s charge for treated water increased to $1,104 per acre-foot.
The charge will increase to $1,143 per acre-foot effective January 1, 2022. These assumptions
directly impact both rate revenues and water purchase costs, which are the two most significant
drivers of the budget. The District anticipates treated water from MWDOC will comprise 56% of
its potable water needs in FY 2022.
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. Treating water through the Baker Plant saves
approximately $1.0 million in treatment costs. Additionally, in FY 2022, as part of its Strategic
Plan, the District’s Budget includes an allocation of 80% of the water produced and related costs
from the San Juan Groundwater Plant (GP). While the initial cost of the water produced at GP
carries different cost factors for MWDOC, this new supply provides local water reliability to the
District and is projected to cost less when the District maximizes the Plant’s production.
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Rates and Charges
Customer rates and charges for services comprise 85% of the District’s total revenues. In the fall
of 2021, the District expects to review its rates and charges and consider a Proposition 218 process.
Consistent with the District’s January 2021 Strategic Plan, the Budget assumes an approximately
4.5% increase to customer charges that would be implemented mid-year, in January 2022. 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 49% of the
District’s total customer rates and charges revenues budgeted are expected to be from fixed
charges.

FY 2022 Budgeted Customer Revenues

Wastewater
Revenues
30%
Recycled Water
Revenues
12%

Potable Water
Revenues
58%

Potable Water Revenues. Potable water revenue is projected to be $47.8 million (58%). As
discussed previously, this is based on projected customer demand of 21,700 acre-feet.
Wastewater Revenue. Wastewater rate revenue is projected to be $25.0 million (30%). Wastewater
revenues are anticipated to increase due to modest account growth and rate increases.
Recycled Water Revenue. Total recycled water revenue is projected to be $10.1 million (12%).
FY 2022 demands are projected to be approximately 7,300 acre-feet, compared to the FY 2021
forecast of 7,650 acre-feet. Over the past five years, the District has seen recycled water demand
fluctuate due to seasonal conditions as well as increased customer efficiency. The District also
expects to complete a capital project to convert approximately 200 acre-feet of customer demand
to recycled from potable water by the end of FY 2022.
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Recycled Water Consumption and Connections

10,000

1,353

1,462

1,559

1,534

1,547

1,489

1,489

2,000

1,503
1,500

Acre Feet

8,000
6,000
4,000

1,000

7,938

7,458

8,050

FY16

FY17

8,406
6,583

6,785

FY19

FY20

7,650

7,300

500

Number of Connections

12,000

2,000
0

FY15

FY18

Consumption

FY21
FY22
Forecast Budget

0

Number of Connections

Salaries and Benefits
The District’s salaries and benefits are the second largest cost, at 28% of the total budget. For FY
2022, total salaries and benefits are budgeted at $21.4 million.

FY 2022 Compensation Costs Breakdown

Overtime
2%
Other Benefits
5%

Base Payroll
66%

CalPERS
17%

Health Care
Benefits
10%

15

| smwd.com

The District faces cost increases in salaries and benefits. Such factors include an assumed 2.5%
cost of living salary increase, effective July 1, 2021, as well as a 2.5% merit-based increase for
most District employees. The actual increase is subject to negotiations. Benefit costs include
required increases in pension contribution payments to CalPERS, the District’s defined-benefit
retirement plan administrator.
The FY 2022 Budget contemplates staffing of 166.5 full-time positions. The FY 2022 Budget
incorporates (8) positions for FY 2022 which are either new or have been unfilled since FY 2020.
The new positions include one (1) Administrative Assistant, one (1) IT Security Specialist, one (1)
Senior Accountant, one (1) Hydro Geologist, one (1) Maintenance Foreman, one (1) Field
Superintendent, one (1) Permit Manager, and one (1) executive level position in Administration
with focus on government relations and project authorization.

16

| smwd.com

ABOUT THE DISTRICT

The District’s WaterWorks Garden is a Certified Wildlife Habitat.
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DISTRICT HISTORY AND PROFILE
The Santa Margarita Water District (SMWD or District) is a reliable, innovative, and awardwinning public agency that provides water, recycled water, and wastewater 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 57-year history, the District has focused on providing reliable, cost-effective water and
wastewater services through innovation and the dedication of the Board of Directors 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. The District is also in the process of acquiring the water
and wastewater services in the City of San Juan Capistrano, which includes approximately 35,000
residents.
In addition to providing reliable water, recycled water, and wastewater services 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 capital planning and project financing purposes, 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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CERTIFICATE OF RECOGNITION FOR BUDGET PREPARATION
This District is pleased to report that for the second consecutive year it has received the
Government Finance Officers Association Distinguished Budget Presentation Award (FY 2020
and FY 2021 Budgets).
Government Finance Officers Association of the United States and Canada presented a
Distinguished Budget Presentation Award to Santa Margarita Water District, California, for its
Annual Budget for the fiscal year beginning July 1, 2020 (FY 2021). In order to receive this award,
a governmental unit must publish a budget document that meets program criteria as a policy
document, as a financial plan, as an operations guide, and as a communications device.
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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, the District’s potable 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;
and 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 potable water system has five pressure zones based on a difference of over 1,000
feet in elevation. Facilities include 21 pump stations, 34 storage tanks, and two jointly owned
emergency storage reservoirs with a total storage capacity of 1,222-acre-feet. Additionally, the
District has four dams with the recent completion of the Trampas Canyon Reservoir and Dam.
Major improvements have been made 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.
The District’s water quality meets or exceeds all the Federal and State requirements for drinking
water. The District operates a certified laboratory to perform most of the testing, and a Water
Quality Report is issued annually that summarizes the testing requirements and results.
Recycled Water Service
Recycled water is an important resource in the District’s current and future water supply portfolio.
The District has adopted a goal to recycle and utilize 100% of its wastewater for recycled water
demands. Currently, the District has 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 generated from highly treated wastewater and urban
return flows and is primarily used for irrigation and construction purposes. Recycled water is
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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. The District’s recycled water
system also includes 14 pump stations and 8 water storage tanks. In 2020, the District substantially
completed the construction of the Trampas Canyon Reservoir and Dam project, providing 5,000
acre-feet of storage and is the first new reservoir in Orange County in over a decade.
The District has been successful in converting many of its irrigation customers to recycled water.
As a result, recycled water makes up approximately 25% of the District’s total water demands.
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.
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 recycled 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, also referred to as Water Reclamation Plants (WRP), treating wastewater that 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:


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



Oso Creek Water Reclamation Plant (owned and operated by the District)
o The District expects to take Oso Creek Water Reclamation Plant (OCWRP) offline for
substantially all of FY 2022 for optimize operations and expand recycled water production.



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



Los Alisos Water Reclamation Plant (operated by Irvine Ranch Water District)



City of San Clemente Wastewater System (operated by the City of San Clemente)



3A Water Reclamation Plant (operated by Moulton Niguel Water District)
o The District is currently not allocating any flow to the 3A Plant.

Operation of the wastewater collection system is a critical activity. The District’s video system
regularly inspects its pipelines 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
22
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operation. Back-up power supplies are also maintained by the District in case of outages. The
District’s two main plants, Chiquita WRP and Oso Creek WRP, are connected to the SOCWA
Dana Point Ocean Outfall for disposal of secondary effluent if the water is not recycled.

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 16.4% of total District customer revenues in 2020.
Additionally, many of its largest customers are Homeowners Associations which represent
numerous end-user customers.
Top 20 Customers by Revenue (FY 2020)
Rank Customer
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

LARMAC
Recycled Water
SAMLARC
Potable Water
CITY OF MISSION VIEJO
Recycled Water
LAKE MISSION VIEJO ASSOC.
Recycled Water
TALEGA MAINTENANCE CORP.
Recycled Water
RANCHO MISSION VIEJO
Recycled Water
CZ MASTER ASSOCIATION
Recycled Water
CZ MASTER ASSOCIATION
Potable Water
CASTA DEL SOL
Potable Water
CASTA DEL SOL HOA
Recycled Water
COTO DE CAZA GOLF & RACQUET
Recycled Water
CAPISTRANO UNIFIED SCHOOL DISTRICT Potable Water
LARMAC
Potable Water
CITY OF MISSION VIEJO
Potable Water
CITY OF SAN JUAN CAPISTRANO
Recycled Water
OSO VALLEY GREENBELT ASSOC.
Recycled Water
APPLIED MEDICAL
Potable Water
LAS FLORES MAINT.
Potable Water
SAMCORP
Potable Water
WESTERN NATIONAL PROP
Potable Water
Top 20 Customer Totals
Total Potable, Recycled, and Wastewater Revenues

Source: District’s Customer Billing System
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2020
Revenue
$1,124,344
1,098,097
830,388
682,817
564,782
540,219
527,081
415,180
413,992
365,682
303,150
264,679
261,557
246,091
240,554
231,032
203,042
173,975
163,939
147,803
$8,798,404
$75,072,675

% of
Total
1.5%
1.5%
1.1%
0.9%
0.8%
0.7%
0.7%
0.6%
0.6%
0.5%
0.4%
0.4%
0.3%
0.3%
0.3%
0.3%
0.3%
0.2%
0.2%
0.2%
11.7%

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 and Orange County averages.

Median Household Income
$199
$161
$90

$63

$75

United
States

California

Orange
County

$110

$121

$118

San
Clemente

Rancho
Santa
Margarita

Mission
Viejo

Ladera
Ranch

Coto De
Caza

Source: US Census Bureau (most recent data available is as of 2019)

The District’s population has grown from approximately 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

150,762

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020*

2021*

*2020 and 2021 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 land in the District has increased from $13.1 to $21.6 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
$15.0

$15.3
$13.1

$12.9

$12.8

$13.3

2011
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$16.6

$18.1

$19.4

$20.6

$21.6

$10.0
$5.0
$0.0
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DISTRICT FINANCIAL MANAGEMENT

Trampas Canyon Dam and Reservoir Project was the recipient of the American Society of Civil
Engineers 2020 Outstanding Geotechnical Project Award.
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FISCAL YEAR 2021 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, and the Finance and Administration
Committee provides direct oversight. Below is the anticipated budget schedule for FY 2022.
FY 2022 Budget Timeline
The District typically divides the annual budget process into five major Phases:
Phase 1 (January - March)



Update the five-year capital improvement needs, including its strategic planning projects.

Phase 2 (February - March)




Department and division heads develop the operating expense budgets.
First round of water purchase costs and revenues developed by the Finance Department.

Phase 3 (March)



Review and analysis of consolidated FY 2022 Budget, including all revenues, operating,
and capital costs.

Phase 4 (March - April)



The Finance and Administration Committee reviews the Budget and provides direction.

Phase 5 (May - June)
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The District holds individual Director Meetings.
Final Budget consideration and Board adoption.
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BASIS OF BUDGETING AND BUDGET POLICIES
Basis of Budgeting
The District accounts for its water, recycled water, and wastewater services in a single general
operating fund. The FY 2022 Budget covers the District’s general operating fund activity and is
therefore prepared and presented generally on a consolidated basis. More detailed information on
water, recycled water, and wastewater services, however, is 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 customer rates. 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 2022 Budget is a mix of accrual and cash basis accounting.



Principal payments on debt are budgeted on a cash basis, and 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 2022 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,
pension expense is recorded based on the change in the net pension liability in accordance with
Governmental Accounting Standards Board (GASB) 68.

FY 2022 Budget Policies
The budget process follows the District’s Budget policy as defined in its 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 and adoption 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. However,
the budget does not supersede compliance with approval limits defined by the District’s purchasing
policies.
28

| smwd.com

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 the Financial Statements
to its Finance and Administration Committee and then the Board of Directors for review. This
report updates the Board on the progress of operating revenues and expense for all funds. The
District undertakes a 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 three principal financial policies: an Investment
Policy, a Reserve and Fiscal Policies, and an Investment Policy Statement for Section 115 Trust,
which are discussed in detail below.
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 District’s investment objective is to provide a balanced portfolio with
the overall objective to preserve capital, maintain liquidity, and maximize the rate of return.
Reserve and Fiscal Policies
The District adopted its current Reserve and Fiscal Policies in June 2019. The Policy integrates
reserve minimums and goal funding level requirements, fiscal policy goals, and policy compliance
provisions. Each component is described in detail below.
Reserve Policy
The Reserve Policy identifies funding requirements (minimums) and goals for several reserve
categories. All unrestricted cash and investments are considered part of the District’s reserves and
subject to the Reserve Policy.
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The reserve category requirements and goals are summarized below.
Category

Funding Level –
Requirements

Funding Level –
Goals

Current
Requirement
Values* (‘000)

Current Goal
Values* (‘000)

Operating
Reserve
(including
dedicated Rate
Stabilization
Funds)

25% / 3 months of
Operating
Expenses

42% / 5 months
of Operating
Expenses

$19,500

$32,500

Capital Reserve Emergency

2% of Net
Depreciable Assets

4% of Net
Depreciable
Assets

$11,700

$23,400

Capital ReserveRepair &
Replacement

10% of upcoming
5-Year Total

20% of
upcoming 5-Year
Total

$10,100

$20,300

Capital Reserve New Projects

$12.5 million

$12.5 million

$12,500

$12,500

Restricted Loan /
Bond Reserves
Held by the
District

As per Loan /
Bond Documents

As per Loan /
Bond Documents

$3,750

$3,750

Totals (‘000)

$57,550

$92,450

Note: Totals above may not sum due to rounding.

*The District’s current and projected reserve levels meet all the requirements listed above.
Calculations and amounts are rounded to the nearest $100, and subject to periodic update. The
amounts are based on the District’s FY 2022 Budget and FY 2020 Comprehensive Annual
Financial Statements.
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Fiscal Policies
The Fiscal Policies help to ensure that the District continues to enjoy strong credit ratings and low
borrowing costs going forward. The two fiscal policies are:
1. Aggregated Reserve Goal. Total reserves goal to maintain one year of the District’s
operating expenses; and
2. Operating Margin / Debt Service Coverage Policy. Minimum debt service coverage ratio
of 1.50 net revenues times debt service.
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 of Directors to remedy
the non-compliance. The Plan will include proposed decreases in expenditures and/or increases in
rates and other revenues as well as define the timeline for achieving these policy requirements. By
adopting this Plan concurrent with the publication of the annual Comprehensive Annual Financial
Report (CAFR), the District shall remain in compliance with the Reserve Policy.
Pension Funding Strategy and Investment Policy Statement for Section 115 Trust
The District established its Section 115 Pension Trust in FY 2021. The Trust is intended to provide
funding of the District’s retirement benefits provided by California Public Employees Retirement
System (CalPERS) for those eligible employees who meet the specified age and service
requirements.
The main investment objective of the Trust is to achieve long-term growth of its assets by prudently
maximizing the long-term rate of return on investments while also seeking to minimize risk of loss
to fulfill the District’s stated objectives for the Trust.
The Trust will facilitate the following elements of the District’s pension funding strategy, adopted
by the District’s Board of Directors on April 17, 2020:
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Contribute up to $500,000 annually to the Trust if funds are available from the District’s
net revenues.



Maintain a minimum pension funding level with the CalPERS of 70% and maximum
funding level of 80%. If the pension funding level exceeds 80%, the District will make no
additional elective payments to CalPERS unless authorized by the Board of Directors,
retaining funds in excess of 80% in the Trust.
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FISCAL YEAR 2022 BUDGET FINANCIAL SUMMARIES
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FISCAL YEAR 2022 BUDGET FINANCIAL OVERVIEW
The FY 2022 Budget is comprised of $97.6 million in revenues and $78.2 million in operating
expenditures. For FY 2022, the District also anticipates funding $7.7 million in debt service
payments and $1.0 million in small capital asset purchases. In total, the District forecasts $10.7
million of net system revenues available for capital expenditures. An overview of key FY 2022
Budget components is provided after the following table.
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FY 2020
Actuals

FY 2021
Budget

2021
Budget v.
2020
Actual

FY 2021
Forecast

Operating Revenue
Customer Charges
Other Operating
JOF Reimbursement
Total Operating Revenue

$75.1
$3.1
$1.4
$79.6

$77.8
$1.8
$1.2
$80.8

3.6%
-43.1%
-17.1%
1.4%

$81.4
$1.9
$1.5
$84.7

$82.8
$2.2
$1.5
$86.6

1.8%
17.7%
3.0%
2.2%

Non-Operating Revenue
Property Taxes - 1%
Investment Income
Rental Income
Total Non-Operating Revenue
Total Revenues

$8.7
$2.0
$1.4
$12.2
$91.8

$8.9
$1.0
$1.3
$11.2
$91.9

2.0%
-50.9%
-10.6%
-8.3%
0.1%

$8.9
$1.1
$1.3
$11.2
$95.9

$9.2
$0.6
$1.3
$11.0
$97.6

3.0%
-43.4%
1.0%
-1.6%
1.8%

$27.2
$27.2
$0.0
$22.4
$22.4
$0.0
$18.2
$4.4
$2.8
$5.0
$1.3
$3.7
$1.0
$5.2
$2.5
$2.7
$73.0

$27.7
$25.1
$2.6
$21.0
$21.8
($0.8)
$19.0
$4.1
$2.5
$5.4
$1.7
$3.5
$1.9
$5.6
$3.1
$2.6
$73.2

1.7%
-7.8%
NA
-6.2%
-2.6%
NA
4.1%
-7.4%
-11.8%
7.4%
31.8%
-7.8%
95.6%
8.1%
24.7%
-6.7%
0.3%

$28.3
$28.3
$0.0
$21.3
$21.3
$0.0
$19.3
$4.3
$2.8
$5.6
$1.3
$3.6
$1.6
$5.2
$2.3
$2.9
$74.1

$29.2
$26.3
$2.8
$21.4
$22.6
($1.2)
$21.4
$4.6
$2.8
$5.8
$1.6
$4.5
$2.0
$6.3
$3.1
$3.2
$78.2

2.8%
-7.1%
NA
0.6%
6.0%
NA
10.8%
7.3%
-1.1%
4.0%
16.4%
25.0%
29.0%
20.9%
30.3%
13.2%
5.5%

Net Operating Margin

$18.8

$18.7

-0.6%

$21.8

$19.4

-11.1%

Total Net Debt Service
Total Purchased Assets
Net Revenues for CIP

$2.1
$1.4
$15.3

$5.4
$0.5
$12.8

160.8%
-65.2%
-16.3%

$4.9
$0.8
$16.1

$7.7
$1.0
$10.7

58.6%
18.8%
-33.7%

Budget Categories

Operating Expenses
Water Costs
Water Purchase Costs
Potable Water Production Costs
Salaries & Benefits (Net)
Gross Salaries & Benefits
SJ Cost-Sharing Allocation
Operations and Maintenance
R&M
Supplies
Power
Chemicals
Regional Wastewater Treatment
Other O&M
General & Admin
Professional Services
Other G&A
Total Expenses

Note: Totals above may not sum due to rounding.
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FY 2022
Budget

2022
Budget v.
2021
Forecast

FINANCIAL TRENDS AND BUDGET ANALYSIS
This section provides context and analysis for the Budget. It includes detailed breakdowns of the
District’s principal revenue and expenditure categories and provides trend analysis to prior periods.
FY 2021 Review and Forecast
The District’s expenditures are on track compared to its FY 2021 Budget, with forecasted spending
of $74.1 million. While this is $900,000 over the adopted budget, the increase is primarily driven
by higher water purchase costs due to higher than budgeted customer demands.
Revenues. FY 2021 has been warmer and dryer than the previous two years coupled with increased
indoor water usage due to customers working from home during the pandemic. As a result, potable
water demand and related revenues are on pace to exceed the District’s budget. Other operating
revenues, property taxes, investment income, and rental income are all on track to meet or slightly
exceed budgeted level.
Water Cost. In conjunction with the higher potable water demands, the District’s costs to purchase
water through MWDOC are likewise higher than budgeted. Higher purchase costs are offset, in
part, by savings from not yet allocating more expensive water produced by the San Juan
Groundwater Plant due to the timing of the acquisition. As a result, total water costs are forecasted
to be about $700,000 higher than budget.

FY 2021 Cumulative Potable Water Sales (Acre Feet)
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Operations and Maintenance. As the Operations team continues to maintain the system and carry
out necessary repairs, overall spending on repair and maintenance as well as supplies are expected
to be slightly higher than budget but partially offset by lower spending in chemicals. In FY 2021,
the District experienced certain piping repairs that required extensive re-asphalting. Additionally,
the customer service field team actively replaced faulty meters, particularly irrigation related,
improving the reading accuracy.
General and Administrative. The District’s current Professional Services projects are not expected
to be fully completed in FY 2021, and thus certain amounts of these projects will be carried into
the FY 2022 Budget. Offsetting this decrease, the District saw an increase in insurance premiums
primarily due to the wildfires affecting California.
Revenues
The District’s Budget for FY 2022 totals $97.6 million in total revenues. This section provides an
overview of each revenue source, as well as commentary on the amounts budgeted for FY 2022.
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.
Operating Revenues
Customer Charges. Rates from customer charges are $82.8 million, which reflects an assumed
4.5% mid-year rate increase effective January 1, 2022. The rate increase will be subject to a
subsequent Proposition 218 process and related Board approvals. The customer charges are shown
in the table below.
FY 2022 Budgeted Customer Charges (‘000)
Customer Charges Detail
Potable Water Revenues

FY 2022
Percentage
Budget
of Total
$47,770
57.7%

Recycled Water Revenues

$10,076

12.2%

Wastewater Revenues
Total Revenues from Customer Charges

$25,003
$82,849

30.2%
100%

Note: Totals above may not sum due to rounding.

FY 2022 potable water sales are budgeted at 21,700 AF. This level assumes normal weather
patterns comparable to FY 2019 and FY 2020. Weather conditions in the last five years have
fluctuated significantly, from years of drought to periods of wetter weather. FY 2021 water sales
are likely to reach 23,000 AF due to dry weather and a change in usage in response to the COVID19 pandemic.
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Total recycled water revenue is projected to be $10.1 million. FY 2022 demands are projected to
be approximately 7,300 acre-feet, compared to the FY 2021 forecast of 7,650 acre-feet. The Budget
reflects “baseline” demands. Over the past five years, the District has seen recycled water demand
fluctuate due to seasonal conditions as well as increased customer efficiency.
Wastewater rate revenue is projected to be $25.0 million. Wastewater revenues are anticipated to
increase due to modest account growth and rate increases.
Other Operating Revenues. Total Other Operating Revenues are budgeted at $2.2 million. This
includes $0.8 million in utility billing charges, such as late penalties and other account charges,
which are assumed to be in effect for the full year. In FY 2021, the Board suspended late penalties
for most of the year, in response to the COVID-19 pandemic, reducing these revenues to $0.3
million.
Other Operating Revenues also include plan check fees related to new construction activity,
totaling $450,000, and meter sales for new connections of residential, commercial, and recycled
water uses, totaling $80,000. Both items have been trending higher in FY 2021 as early-stage
development in Planning Area 3 has commenced. However, the FY 2022 Budget conservatively
estimates these revenues do not yet substantially increase.
Joint Operating Facilities (JOF) Reimbursement. The District anticipates receiving $1.5 million
in reimbursements from other agencies for operating joint facilities. These facilities are run and
maintained by the District and expenses are shared among the participating agencies. Revenues
are conservatively estimated to remain flat with FY 2021, although they typically follow the
District’s baseline cost increases for such activities of 3% per year.
The District’s budgeted revenues are shown in the table below.
FY 2022 Budgeted Revenues (‘000)
Revenue Categories
Customer Charges
Other Operating
JOF Reimbursement
Property Taxes - 1%
Investment Income
Rental Income
Total Revenues

Note: Totals above may not sum due to rounding.
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FY 2021
Forecast

FY 2022
Budget

% Change

$81,362
$1,890
$1,450
$8,900
$1,060
$1,260
$95,922

$82,849
$2,225
$1,493
$9,167
$600
$1,272
$97,606

1.8%
17.7%
3.0%
3.0%
-43.4%
1.0%
1.8%

Non-Operating Revenues
Property Taxes. Property tax revenues are projected to increase by 3% compared to FY 2021. The
annual tax collection is dependent on the assessed land value of property within the District. The
District typically averages 3-4% per year growth in its share of 1% property tax revenues.
Investment Income. Investment income is budgeted to decrease to $0.6 million compared to $1.1
million in the FY 2021 Forecast. The decline reflects assumed investment return of approximately
0.60%, as compared to 1.25% for FY 2021, due to changes in market conditions which have
reduced the yield in the District’s investment portfolio.
Rental Income. Rental Income is projected to be $1.3 million in FY 2022, substantially unchanged
since FY 2021. 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.
Expenses
The District’s Budget for FY 2022 totals $78.2 million in operating expenses. While the District
budgets each line item based on expected needs, some costs are typically subject to greater annual
fluctuation, namely water purchases, repairs and maintenance, and Power and Chemical purchases.
This section provides an overview of each major expense category, as well as commentary on the
amounts budgeted for FY 2022.
Water Costs and Salaries and Benefits. The District’s budgeted expenditures for water costs and
salaries and benefits are summarized in the table below.
FY 2022 Budgeted Expenditures (‘000)
Expense Categories
Water Costs

Water Purchase Costs
Potable Water Production Costs

Salaries & Benefits (Net)

Gross Salaries & Benefits
SJ Cost-Sharing Allocation
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FY 2021
Forecast

FY 2022
Budget

%
Change

$28,348
$28,348
$0
$21,324
$21,324
$0

$29,156
$26,338
$2,818
$21,442
$22,594
($1,152)

2.8%
-7.1%
NA
0.6%
6.0%
NA

Water Costs. Purchases of imported potable water are based on total customer demands of 21,700
AF. In terms of costs, the biennial rate increases adopted by MET / MWDOC last year of 3% and
4% on January 2021 and January 2022, respectively, result in an effective increase of
approximately 3.5% for FY 2022. This equates to an approximately $750,000 cost increase based
on the District’s projected purchases of potable water. Given anticipated water sales volume, the
District’s budget process assumes 3.6% water loss to determine needed purchase and production
of potable water.
The District anticipates obtaining 8,400 AF of potable water supply through the Baker Water
Treatment Plant (Baker Plant). The Baker Plant was built to provide a source of potable water to
increase supply reliability. The Baker Plant produces potable water at a lower treatment cost,
resulting in a savings of $1.0 million as compared to the cost of purchasing fully treated water
solely from MWDOC.
Additionally, in FY 2022, as part of the Strategic Plan, the District’s ID Nos. 1-8 costs will include
an allocation of 80% of the water produced and related costs from the San Juan Groundwater Plant
(GP). The GP will provide the District with a local source of potable water (approximately 1,600
acre-feet of the GP’s total 2,000). While the initial cost of the water produced at GP is more
expensive than MWDOC, this new supply provides local water reliability to the District and is
projected to cost less once the District has expanded the Plant’s production.
Salaries and Benefits. The Budget reflects several cost increases which are offset by an expected
$1.2 million of projected allocations of its administrative and operational staffing costs to ID No.
9. Cost increases include approximately $1.2 million for expected cost of living and merit-based
increases plus eight additional staff positions which are new or have not been filled since 2019.
The Budget assumes a 2.5% cost of living adjustment and an average 2.5% mid-year merit-based
increase, subject to change based on a new Memorandum of Understanding currently being
negotiated. The payment for unfunded pension obligations will increase by $0.2 million. This
increase would have been $0.1 million higher, but costs were reduced due to the District’s pension
funding strategy implemented last year.
Operations and Maintenance / General and Administrative. The District’s budgeted expenditures
for operations and maintenance and general and administrative expenses are summarized in the
following table.
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FY 2022 Budgeted Expenditures (‘000)
Expense Categories
Operations and Maintenance

Repairs and Maintenance (R&M)
Supplies
Power
Chemicals
Regional Wastewater Treatment
Other O&M

General & Administrative

Professional Services
Other G&A

FY 2021
Forecast
$19,266
$4,305
$2,840
$5,571
$1,346
$3,629
$1,576
$5,204
$2,342
$2,862

FY 2022
Budget
$21,354
$4,620
$2,807
$5,792
$1,566
$4,535
$2,034
$6,290
$3,050
$3,240

% Change
10.8%
7.3%
-1.1%
4.0%
16.4%
25.0%
29.0%
20.9%
30.3%
13.2%

Repairs and Maintenance. The District anticipates a certain recurring level of repairs and
maintenance (R&M) work each year, such as valve and manhole adjustments, asphalt patch work
and related supplies and labor. However, each year there are also unforeseeable events, such as
pipe breaks, local cities’ street re-pavement projects and other unpredictable expenditures. Given
the level of uncertainty of some R&M expenses and their timing, the District budgets a baseline
for R&M expenses to account for reasonably expected costs. In FY 2021, the COVID-19 pandemic
has not noticeably reduced the District’s repair and maintenance efforts. With the assumption of
business returning to normal in FY 2022, the Operations team will resume proactive repair and
maintenance work. In total, the District is budgeting $4.6 million for FY 2022, which is an increase
of $0.5 million from the FY 2021 Budget.
Power and Chemicals. Power and Chemical costs are dependent upon water demands and
pumping, wastewater treatment and odor requirements, as well as wholesale pricing. Such costs
include the electricity and gas utility costs necessary to deliver water to customers, process
wastewater, and for other general District energy needs.
With Trampas Reservoir fully operational, the District plans to perform tertiary treatment at the
Chiquita Wastewater Reclamation Plant (CWRP) 24 hours / 7 days week, producing recycled
water up to 5.6 million of gallons per day (MGD). The recycled water produced at CWRP is
expected to fill the Trampas Reservoir. Lake Mission Viejo (LMV) Plant is also going to produce
more recycled water for the LMV Homeowner Association as they are committed to draw more
water there to improve the lake’s water quality. These factors, plus the announced rate increase by
San Diego Gas & Electric and Southern California Edison are the main drivers for the increase in
Power and Chemicals budget, at $7.4 million, which is $0.3 million higher than FY 2021 budgeted
expenditures.
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Regional Wastewater Treatment. The District currently has agreements with other agencies for
treating wastewater, including the South Orange County Wastewater Authority (SOCWA), the
City of San Clemente, Irvine Ranch Water District, and Trabuco Canyon Water District. The
District expects to take Oso Creek Water Reclamation Plant (OCWRP) offline and send flows to
SOCWA for treatment for substantially all of FY 2022. As a result, budgeted costs for Regional
Wastewater Treatment are significantly higher in FY 2022. However, the Budget does not include
expenses for OCWRP’s Repair and Maintenance, Power and Chemical costs, which substantially
offset to the increased SOCWA budget.
General and Administrative. General and Administrative costs primarily include professional
services, legal fees, and customer relations. 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.
Debt Service
FY 2022 Debt Service paid by the District’s general operations is $7.7 million, as shown in the
table below.
FY 2022 Debt Service Breakdown (‘000)
Debt Service
Portion of GO Bonds
Lake Mission Viejo Loan
State Revolving Fund (SRF) Loans
2020A Revenue Bonds
Total Debt Service

Note: Totals above may not sum due to rounding.

FY 2021
Budget

FY 2022
Budget

845
189
1,042
3,286
$5,362

0
189
3,750
3,796
$7,735

FY 2022 %
Change
-100%
0%
260%
16%
44%

Starting in FY 2022, the District will no longer pay any portion of General Obligation (GO) Bond
debt service from general net operating revenues, due to certain bonds reaching maturity last year.
Previously, the District had paid a portion of these bonds for facilities with capacity allocated to
areas where development has not yet occurred.
The Lake Mission Viejo Loan repayment is fully covered by charges paid by the Lake Mission
Association for lakefill water. The Loan financed a facility to produce purified recycled water and
convert Lake Mission Viejo from using fully treated potable water.
State Revolving Fund (SRF) Loan debt service for FY 2022 Loan debt service is estimated based
on the final loan draws for Trampas Canyon Reservoir and Dam project. The District will make
its first payment in December 2021.
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The District also refinanced its three existing SRF Loans in FY 2021 as part of its 2020A Revenue
Bond issuance. These payments are now incorporated in the 2020A Revenue Bonds. The 2020A
Revenue Bonds were issued in September 2020 and generated $60.0 million in proceeds. The total
annual debt service includes approximately $2.8 million for the $60.0 million portion and $0.9
million for the refinanced SRF Loans.

OUTSTANDING BONDS AND LOANS
General Obligation Bonds
The District historically issued General Obligation (GO) Bonds to fund 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). Currently, the District has $34.5 million in outstanding GO Bond principal and
will pay down an additional $1.4 million in FY 2022 (on August 1, 2021).
State Revolving Fund Loans
The District has been able to secure low-cost financing in the form of Clean Water State Revolving
Fund loans (SRF Loans) through the State Water Resource Control Board. The District is currently
in the process of making the final draws on the loan for the Trampas Canyon Reservoir and Dam,
which will carry a 1% interest rate. The final loan and repayment amounts are subject to change
but are expected to be approximately $95.0 million and $3.8 million per year, respectively.
Legal Debt Limits
In terms of GO Bonds, the District has more than $2 billion in authorized but unissued principal.
The District would need to follow all applicable California laws if it sought to issue any new GO
Bonds not previously authorized. Such laws include Propositions 13 and 218, which require any
proposed new GO Bonds to obtain a successful vote of the relevant registered voters or landowners
affected.
In terms of loans and bonds repaid by the District’s general operating revenues, the District is
limited by legal provisions in the loan and bond documents. The District’s outstanding 2020A
Revenue Bonds and SRF Loan legally require the District to generate net operating revenues of at
least 1.15 times debt service on its existing and any proposed debt obligations.
The more practical limitation on revenue-based debt is the District’s Reserve and Fiscal Policies
(see Financial Management section). This includes a formal fiscal policy to maintain a minimum
debt service coverage ratio of 1.50 times. The 1.50 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.
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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
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)
Fiscal Years Ending
Breakdown of Changes in Fund Balance
Beginning Fund Balance*
plus: Net Operating Revenues Available for Capital
plus: Financing Sources used for Capital
less: Estimated Capital Expenditures
less: Pension Trust Contribution
Other Net Sources / Uses of Funds
Ending Balance

Note: Totals above may not sum due to rounding.

2021
Forecast
$90,454
16,233
22,580
(22,580)
(500)
3,731
$109,918

2022
Budget
$109,918
10,680
24,039
(70,474)
(500)
14,817
$88,479

*FY 2021 Beginning Fund Balance is based on FY 2020 Audited Financial Statements.

The ending balance amounts shown in the table above are estimates and subject to change based
on actual operational results and capital expenditures. The FY 2022 ending balance assumes
capital expenditures based on the Financial Forecast section of this document. Estimated capital
expenditures do not include those for the Trampas Canyon Reservoir and Dam project, which are
being reimbursed through loan and grant proceeds. Other Net Sources / Uses of Funds primarily
consist of reimbursements for capital projects from restricted funds, outside agencies, and loan
draws related to the Trampas Canyon Reservoir and Dam project.
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DEPARTMENT AND DIVISIONAL FISCAL YEAR 2022 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 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 four standing committees: Engineering and Operations, External and Legislative
Affairs, Finance and Administration, and Water Quality and Treatment. 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.).
The District is organized into four departments - Administration, Finance, Engineering, and
Operations. This section contains each Department’s FY 2022 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
plus eight (8) positions for FY 2022 which are either new, or have been unfilled since FY 2020.
The new positions include one (1) Administrative Assistant, one (1) IT Security Specialist, one (1)
Senior Accountant, one (1) Hydro Geologist, one (1) Maintenance Foreman, one (1) Field
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Superintendent, (1) Permit Manager, and one (1) executive level position in Administration with
focus on government relations and project authorization. For prior year actuals, employee counts
indicated were as of year-end. Position counts do not include any limited-term employees, or those
expected to be hired on a full-time basis related to the City of San Juan Capistrano acquisition.
District Employee Information by Departments
FY Ending
Department

2020
Actual

2021
Current*

2022
Budgeted

142.5
150
146
*As of April 2021. Includes currently unfilled full-time positions.

158.5

166.5

Administration
Finance
Engineering
Operations
TOTALS

2018
Actual

2019
Actual

8
23
19.5
92

8
27
19
96

7
26
19
94

7
28
23
100.5

9
30
25
102.5

ADMINISTRATION DEPARTMENT
The Administration Department includes three Divisions: Human Resources, External Affairs, and
General Administration. The Administration Department’s FY 2022 Budget totals $3.3 million as
shown in the following table.
Administration Department FY 2022 Budget Breakdown (‘000)
Description

Admin

Human
Resources

External
Affairs

Board of
Directors

Admin Total

$35.8

$0.0

$90.0

$0.0

$125.8

$32.1
$696.9
$5.7

$0.0
$321.3
$0.0

$0.0
$347.2
$97.8

$0.0
$139.0
$0.0

$32.1
$1,504.4
$103.5

Business Meeting Expenses

$81.8

$0.7

$26.9

$0.0

$109.4

Employee Relations

$24.0

$55.6

$0.0

$0.0

$79.6

$149.7

$3.5

$76.8

$0.0

$229.9

$0.0

$53.0

$0.0

$0.0

$53.0

$20.0

$9.9

$0.3

$0.0

$30.2

Professional Services

$238.3

$100.5

$331.6

$0.0

$670.4

Legal Expenses

$320.0

$50.0

$0.0

$0.0

$370.0

Total
$1,604
Note: Totals above may not sum due to rounding.

$595

$971

$139

$3,308

Supplies
Regional Participation
Salaries and Benefits*
Advertising/Public Notice

Memberships/Dues/Sponsorships
Recruiting
Training

*Salaries and Benefits are net of costs allocated to ID No. 9 (San Juan Capistrano service area).
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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.
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 has two main areas of focus: 1) Public Information—outreach,
overall communications and messaging, and community relations; and 2) intergovernmental, civic,
and business relations in the service region. Within the area of Public Information, primary efforts
are to: a) elevate customer and stakeholder awareness of critical water issues; b) showcase the
District’s activities and programs that address those issues; and c) provide opportunities and
resources to the public to understand the value of water and the ways in which the District supports
and enhances that value.
Over the past several years, there has been a significant shift in the way people receive and interact
with information. The District strives to communicate value to its customers and stakeholders by
using a wide variety of tools and channels, including direct outreach through community meetings
and events, participation in community activities and organizations, and an active and robust social
media program. This Division also works to establish relationships with regional partners and
stakeholders to ensure allied approaches to mutual issues and concerns. This is accomplished
through active participation, engagement, and direct involvement in membership and leadership.
Finally, the Division identifies local, state, and federal regulatory and legislative issues and
prepares comment and perspective correspondence to ensure the District’s voice is heard on key
issues and concerns.
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FINANCE DEPARTMENT
The Finance Department includes four Divisions: Finance General, Finance/Accounting,
Customer Relations, and Information Technology (IT). The Finance Department’s FY 2022
Budget totals $9.8 million as shown in the following table.
Finance Department FY 2022 Budget Breakdown (‘000)
Description

Finance
General

Finance
Accounting

Customer
Service

Information
Technology

Finance
Total

R&M

$0.0

$0.0

$0.0

$735.8

$735.8

Supplies

$0.0

$6.2

$174.2

$145.5

$325.9

$0.0

$2.5

$0.0

$0.0

$2.5

Salaries and Benefits*

$3,394.2

$1,209.2

$715.7

$713.7

$6,032.9

Certification Expenses

$1.0

$0.0

$0.0

$0.0

$1.0

Lease/Rental Expense

$0.0

$0.0

$0.0

$27.9

$27.9

Business Meeting Expenses

$0.0

$5.8

$2.0

$1.2

$9.0

Telecommunications

$0.0

$0.0

$0.0

$244.2

$244.2

Bank Charges

$0.0

$438.0

$0.0

$0.0

$438.0

Memberships/Dues/Sponsorships

$0.0

$6.9

$0.0

$0.5

$7.4

Permits and Fees

$0.0

$17.8

$2.0

$2.8

$22.6

$1,112.8

$0.0

$0.0

$0.0

$1,112.8

Insurance Claims

$100.0

$0.0

$0.0

$0.0

$100.0

Rebate Expense

$27.9

$0.0

$0.0

$0.0

$27.9

Professional Services

$0.0

$296.0

$150.0

$178.1

$624.1

Legal Expenses

$0.0

$35.0

$0.0

$0.0

$35.0

Total
$4,636
Note: Totals above may not sum due to rounding.

$2,017

$1,044

$2,050

$9,747

Training
Insurance Premiums

*Salaries and Benefits are net of costs allocated to ID No. 9 (San Juan Capistrano service area).

The Finance General Division is used to record expenses overseen by the Finance Department
on behalf of the entire District, such as the District’s insurance premium and CalPERS
underfunded pension liabilities.
The Finance/Accounting Division monitors the District’s financial health through accurate
accounting and reporting practices conforming to rules set by the Governmental Accounting
Standards Board (GASB) and in-depth 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
to carry out its day-to-day operations and capital projects.
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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. Technology is
critical in the District’s operations. A recent example of this is the mobile and remote information
system access and the immediate and effective roll-out of remote working arrangements for
District staff in response to the COVID-19 crisis. The IT Division regularly assesses the
functionality of various software systems, makes recommendations for improvements or
replacements, and facilitates the implementation of new technology and cyber-security processes.
Additionally, the District has started utilizing machine learning tools to analyze systems and data,
which also provides alerts against potential threats (such as ransomware).
The IT Division is in the final stages of supporting the rollout of a new Human Resources and
payroll system for the District; efforts are also under way to implement a new work order tracking
system and Geographic Information Systems to enhance productivity and asset management.

ENGINEERING DEPARTMENT
The Engineering Department has three Divisions: Engineering General, Water Use Efficiency, and
Inspection. The Engineering Department’s FY 2022 Budget totals $4.2 million as shown in the
following table.
Engineering Department FY 2022 Budget Breakdown (‘000)
Description

Engineering
General

Water
Usage
Efficiency

Inspection

Engineering
Total

$4.0

$0.0

$0.0

$4.0

$12.0

$30.0

$30.0

$72.0

Regional Participation

$644.1

$0.0

$0.0

$644.1

Salaries and Benefits*

$936.7

$574.6

$579.1

$2,090.4

Repairs & Maintenance
Supplies

$1.0

$0.0

$0.0

$1.0

$10.0

$4.0

$0.0

$14.0

Memberships/Dues/Sponsorships

$5.0

$6.5

$0.0

$11.5

Training

$7.5

$1.0

$0.0

$8.5

$1,143.0

$229.2

$0.0

$1,372.2

Total
$2,763
Note: Totals above may not sum due to rounding.

$845

$609

$4,218

Certification Expenses
Business Meeting Expenses

Professional Services

*Salaries and Benefits are net of costs allocated to ID No. 9 (San Juan Capistrano service area).
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The Engineering General Division 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’s service area, 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 inhouse, 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.
The Inspection Division oversees the delivery of various capital projects the District undertakes
and ensures the proper progress and quality of such projects. Beyond their regular project
deliverables, the Inspection Division has been central to the Trampas Canyon Reservoir and Dam’s
construction project.

50

| smwd.com

OPERATIONS DEPARTMENT
The Operations Department’s FY 2022 Budget includes all the District’s Water Purchase costs,
Power costs, and substantially all Maintenance and Operations costs, which includes costs of
operating the wastewater system and treatment plants. The Operations Department’s FY 2022
Budget totals $61.0 million as shown in the following three tables.
Operations Department (Table 1 of 3) FY 2022 Budget Breakdown (‘000)
Description
Water Costs
Power - Electric/Gas
Repairs & Maintenance
Supplies
Permits and Fees
Chemicals
M&O - Interlocal Agreements
Regional Wastewater Treatment
Waste Solids/Screening Disposal
Salaries and Benefits*
Lease/Rental Expense
Business Meeting Expenses
Telecommunications
Memberships/Dues/Sponsorships
Training
Professional Services

Department
Totals

$29,156.1
$5,791.5
$3,880.3
$2,283.7
$564.3
$1,565.8
$200.0
$4,534.8
$591.0
$11,814.0
$55.0
$5.0
$36.8
$26.3
$80.0
$383.7
$60,968

Total
Note: Totals above may not sum due to rounding.

Operations
General

$29,156.1
$12.6
$39.7
$13.4
$76.8
$0.0
$200.0
$1,410.0
$0.0
$928.3
$0.0
$5.0
$6.8
$26.3
$60.0
$94.0
$32,029

Treatment
Plants

$0.0
$1,608.4
$845.0
$95.9
$38.5
$989.4
$0.0
$3,124.8
$591.0
$2,071.5
$50.0
$0.0
$30.0
$0.0
$0.0
$70.0
$9,514

Laboratory

$0.0
$0.0
$7.1
$117.3
$0.9
$0.0
$0.0
$0.0
$0.0
$596.8
$0.0
$0.0
$0.0
$0.0
$12.0
$27.5
$762

*Salaries and Benefits are net of costs allocated to ID No. 9 (San Juan Capistrano service area).
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Valve and
Hydrant

$0.0
$0.0
$0.0
$301.8
$0.0
$0.0
$0.0
$0.0
$0.0
$776.6
$0.0
$0.0
$0.0
$0.0
$0.0
$0.0
$1,078

Collections

$0.0
$0.0
$135.7
$33.6
$0.0
$0.0
$0.0
$0.0
$0.0
$1,093.6
$0.0
$0.0
$0.0
$0.0
$0.0
$0.0
$1,263

Operations Department (Table 2 of 3) FY 2022 Budget Breakdown (‘000)
Customer
Service Field

Electrical
Maintenance

Mechanical
Maintenance

Water Costs

$0.0

$0.0

$0.0

$0.0

$0.0

Power - Electric/Gas

$0.0

$0.0

$0.0

$0.0

$0.0

$35.2

$337.7

$281.1

$0.0

$79.9

$430.5

$219.2

$99.1

$42.8

$86.8

Permits and Fees

$0.0

$0.0

$0.0

$0.0

$0.0

Chemicals

$0.0

$0.0

$0.0

$0.0

$0.0

M&O - Interlocal Agreements

$0.0

$0.0

$0.0

$0.0

$0.0

Regional Wastewater Treatment

$0.0

$0.0

$0.0

$0.0

$0.0

Description

Repairs & Maintenance
Supplies

Waste Solids/Screening Disposal

Safety

SCADA

$0.0

$0.0

$0.0

$0.0

$0.0

Salaries and Benefits*

$744.6

$752.9

$814.8

$125.9

$612.7

Lease/Rental Expense

$0.0

$0.0

$0.0

$0.0

$0.0

Business Meeting Expenses

$0.0

$0.0

$0.0

$0.0

$0.0

Telecommunications

$0.0

$0.0

$0.0

$0.0

$0.0

Memberships/Dues/Sponsorships

$0.0

$0.0

$0.0

$0.0

$0.0

Training

$0.0

$0.0

$0.0

$0.0

$8.0

Professional Services

$0.0

$4.0

$0.0

$30.0

$0.0

Total
$1,210
Note: Totals above may not sum due to rounding.

$1,314

$1,195

$199

$787

*Salaries and Benefits are net of costs allocated to ID No. 9 (San Juan Capistrano service area).
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Operations Department (Table 3 of 3) FY 2022 Budget Breakdown (‘000)
Description
Water Costs
Power - Electric/Gas

Stations
$0.0

Street
Maintenance
$0.0

Fleet
Maintenance

Warehouse

Facilities

$0.0

$0.0

$0.0

$4,029.9

$9.9

$0.0

$0.0

$130.8

Repairs & Maintenance

$718.2

$1,020.8

$46.7

$0.0

$333.1

Supplies

$102.2

$268.8

$422.8

$33.1

$16.4

Permits and Fees

$435.9

$4.3

$6.9

$0.0

$0.9

Chemicals

$532.3

$44.1

$0.0

$0.0

$0.0

M&O - Interlocal Agreements

$0.0

$0.0

$0.0

$0.0

$0.0

Regional Wastewater Treatment

$0.0

$0.0

$0.0

$0.0

$0.0

Waste Solids/Screening Disposal

$0.0

$0.0

$0.0

$0.0

$0.0

Salaries and Benefits*

$1,479.6

$1,182.6

$332.8

$163.5

$137.8

Lease/Rental Expense

$5.0

$0.0

$0.0

$0.0

$0.0

Business Meeting Expenses

$0.0

$0.0

$0.0

$0.0

$0.0

Telecommunications

$0.0

$0.0

$0.0

$0.0

$0.0

Memberships/Dues/Sponsorships

$0.0

$0.0

$0.0

$0.0

$0.0

Training

$0.0

$0.0

$0.0

$0.0

$0.0

$84.7

$0.0

$73.5

$0.0

$0.0

Total
$7,388
Note: Totals above may not sum due to rounding.

$2,531

$883

$197

$619

Professional Services

*Salaries and Benefits are net of costs allocated to ID No. 9 (San Juan Capistrano service area).

About 60% of all employees are assigned to the Operations Department. The majority work in the
field at 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 crosstraining 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.
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There are 16 Divisions in Operations Department:
The Operations General Division is responsible for oversight of the entire Operations
Department. This includes:
•
•
•

Water purchases
Regional contracts for wastewater treatment and water facilities
Management and administrative support for the Department

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.
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 District
employees, 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 wastewater
sites, as well as treatment plant facilities.
The Water Stations/System Maintenance (Stations) Division is responsible for maintaining all
potable 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.
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The Street Maintenance Division is responsible for performing all repairs and replacements of
the domestic, non-domestic and wastewater collection systems that require excavation, shoring,
and rehabilitation. 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.
Facilities Division is responsible for general maintenance and operational needs at the District’s
administrative headquarters building and various facilities.
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CAPITAL IMPROVEMENT BUDGET

56

| smwd.com

CAPITAL IMPROVEMENT PROGRAM OVERVIEW
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. 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 original infrastructure has been primarily debt-financed through GO Bonds and CFD
Bonds. The District is currently utilizing a mix of funding sources to pay for its upcoming CIP,
including existing bond funds, net revenues generated from operations, cash reserves on hand, and
proceeds of revenue bonds and loans.
A breakdown of the project categories, key projects, and amounts is provided on the next page.
The projects are those incorporated in the FY 2021 Budget, plus those expected to commence in
FY 2022. The costs are based the project’s total estimated lifetime cost. The Financial Forecast
section of this document contains an estimated cash flow timing of capital projects over the next
five (5) years.
Additionally, this section summarizes the District’s Budget for smaller capital assets to be
purchased in FY 2022, such as service vehicles and pump replacements (“Purchased Assets”).
Strategic Goal-Related Projects
Two the District’s strategic goals including increasing its recycled water production (to nominally
recycle 100% of District wastewater flows) and to increase its potable water supplies from sources
other than the Metropolitan Water District of Southern California (MET). Several projects
discussed in this section in detail are intended to meet these strategic goals, including the following
selected key projects:
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Oso Creek Water Reclamation Plant (OCWRP) Optimization – increases capacity to
recycle wastewater flows.
San Juan Capistrano Groundwater Plant Maximization – increases local water supplies.
Ranch Water Filtration Plant –increases local water supplies.
Chiquita Water Reclamation Plant (CWRP) Expansion / Upgrades – increases capacity
to recycle wastewater flows.
Las Flores Area Conversion to Recycled Water – connects customers to recycled water.
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FY 2022 CIP BUDGET SUMMARY
FY 2022 Capital Improvement Program ($ millions)
Project Descriptions
Capital Repair and Replacement Projects (CRP)
FY 2020 Budgeted and Prior Projects
FY 2021 Budgeted Projects
FY 2022 Budget (start year)

Net
Project Committed
Remaining
Budgets* Spending**
Costs*
82.8
24.4
58.4
32.7
20.0
12.7
26.7
4.2
22.4
23.5
0.2
23.3

Oso Creek Water Reclamation Plant Optimization
Design / Testing
Plant Improvements
La Paz Zone B Pump Station

32.6
0.5
29.4
2.7

0.2
0.2
0.1
0.0

32.4
0.3
29.4
2.7

Supply/Reliability
San Juan GP Maximization (~2,000 acre-feet)
Ranch Water Filtration Plant (900 acre-feet)

20.1
2.1
18.0

0.1
0
0.1

20.0
2.1
17.9

Chiquita Water Reclamation Plant - Secondary
Treatment Expansion

13.0

11.1

1.9

1.6

0.3

1.3

1.4
2.5
1.2
1.2
0.3
0.2
5.5
0.5
$161.5

4.1
2.7
0.0
1.2
0.0
0.0
0.2
0.0
$40.2

7.1
0.0
1.2
0.1
0.3
0.1
5.3
0.0
$121.1

Technology Projects
Recycled Water (RW) Conversion/Conveyance
Pico RW Pump Station
Sendero RW Pump Station Equipment
Talega Pressure Sustaining Valve
Monterrey Villa Zone E Pump Station
Esencia 3rd RW Pump
Las Flores Conversion (209 acre-feet)
RSM Conversion (Public Outreach / Planning)
Totals

Note: Totals above may not sum due to rounding.

*Project Budgets and net remaining amounts indicated are total estimated lifetime project costs,
not the amount expected to be expended in FY 2022.
**As of April 12, 2021. Committed spending is comprised of all expenditures to date, plus
encumbered amounts remaining on executed contracts and purchase orders.
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Capital Repair and Replacement (CRP) Projects
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 its proportional share to the upgrades of regional
or shared facilities. For example, the District participates in the South Orange County Wastewater
Authority (SOCWA) and must fund its share of the capital costs for the J.B. Latham Wastewater
Treatment Plant.
Oso Creek Water Reclamation Plant (OCWRP) Optimization
The District has identified the expansion of the OCWRP as the optimum approach to meeting
future its wastewater treatment needs and its goal of recycling the equivalent of 100% of the
District’s wastewater. The construction of the expanded OCWRP is expected to result in
approximately 1,350 acre-feet per year of additional tertiary effluent for use in the District’s
recycled water system and will reduce average daily liquid treatment requirements at SOCWA’s
Jay B. Latham Wastewater Treatment Plant. The District has obtained $1.75 million in grant
funding for the project. The OCWRP is expected to be offline for substantially all of FY 2022 for
construction of the plant improvements, before returning to operation the following year.
Supply / Reliability Projects
San Juan Capistrano Groundwater Plant Maximization. The District is currently engaged in a
proceeding to annex the City of San Juan Capistrano’s water system into the District. Among the
City of San Juan Capistrano’s water system assets is a groundwater extraction facility known as
the Groundwater Recovery Plant. The District expects to undertake certain capital improvements
to wells, pumps, and related infrastructure to increase the production capacity of the plant by an
estimated 2,000 acre-feet per year. It is anticipated this project will be substantially completed in
FY 2022 and put into full operation the following year.
Ranch Water Filtration Plant. The District has an existing agreement with the RMV Mutual
Water Company to purchase up to 2,500 acre-feet per year of groundwater produced by RMV.
This project will change the ultimate use from irrigation to potable domestic use, by utilizing
treatment of the extracted groundwater to potable water standards. It is anticipated that this project
will be split into three phases, including an initial phase which would be able to treat up to 1,000
acre-feet per year and produce up to 900 acre-feet per year. Ultimately the project could treat up
to 2,500 acre-feet per year and produce at least 2,250 acre-feet per year of potable water.
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Chiquita Water Reclamation Plant (CWRP) Expansion / Upgrades
Based on the expected buildout of the District’s service area, the treatment capacity of CWRP will
need to be expanded. The District intends to undertake the expansion in two phases. The first
phase, which consists of the construction of additional aeration basins and secondary clarifiers to
increase the CWRP’s secondary process capacity, is expected to be completed in early FY 2022.
The second phase, which consists of the expansion of the pumping capacity in the lift station, the
construction of an additional grit removal system, primary clarifier, and tertiary filter and two
chlorine contact basins, as well as other related improvements, is expected to be completed over
the next several years based on the pace of new development within the District’s service area.
Technology and Enterprise Resource Projects
The District periodically upgrades or implements new technology systems, including for example,
the implementation of a new financial accounting system in 2019 and 2020. The Budget anticipates
a further $1.6 million of projects, anticipated to be utilized for additional development of the
Geographic Information System (GIS) system, a new Computerized Maintenance Management
System (CMMS), an Enterprise Content Management Portal, and related data analysis and
reporting applications.
Recycled Water Conversion / Conveyance
The District is in the process of expanding its recycled water system, in conjunction with the
completion of the Trampas Canyon Reservoir and Dam, which will increase the District’s recycled
water storage to facilitate higher peak-demand seasonal usage. Projects underway include
converting irrigation customers using potable water to recycled water, such as in the Las Flores
area. The District is also nearing completion of projects in the Talega community, including the
Pico Recycled Water Pump Station, which will create an intertie allowing for the purchase of
additional recycled water from the City of San Clemente.

PURCHASED ASSETS
Purchased Assets consist of smaller fixed assets that are primarily operational in nature. The FY
2022 Budget includes $950,000 of newly purchased fixed assets. In FY 2021, in consideration of
the COVID-19 impact, the District had removed $190,000 of items from the purchased assets list.
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The following are the largest anticipated asset purchases by dollar amount:






$470,000 for a hydro excavation truck
$250,000 for six (6) F-150 trucks and two (2) F-350 trucks
$130,000 budgeted to cover miscellaneous, unexpected items under $25,000
$80,000 for various District information technology system hardware purchases and
upgrades

POTENTIAL IMPACTS OF CAPITAL PROJECTS
The District’s FY 2022 CIP Budget includes both routine, recurring projects as well as nonrecurring projects which may have notable operational changes in the District’s operations and
costs. Where applicable, anticipated non-recurring project impacts are discussed below.
Capital Repair and Replacement (CRP) Projects
The District’s CRP projects can generally be considered “recurring” in nature, in that each year
the District typically commences a similar number of new such projects with similar overall costs.
While such 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.
Wastewater Masterplan (Oso Creek Water Reclamation Plant (OCWRP) Optimization)
The expanded OCWRP is expected to be operational in or about Fiscal Year 2023. The project
will facilitate an additional approximately 1,350 acre-feet per year of additional tertiary effluent
for use in the District’s recycled water system. The new operational cost of the recycled water is
estimated at approximately $400 per acre-foot, which is a lower cost of water supply than
purchasing potable water from MET (at $1,140 per acre-foot). The District could realize
approximately $1.0 million in lower water purchase costs per year in future operating budgets
assuming such incremental recycled water is provided to customers converting from potable to
recycled water.
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Supply / Reliability Projects
San Juan Capistrano Groundwater Maximization. The District expects to undertake certain
capital improvements to increase the production capacity of the GWRP by an estimated 2,000
acre-feet per year, of which existing District customers would be allocated 80% (1,600 acre-feet).
It is estimated this water will be available commencing in FY 2023 with a total operating and
capital cost of approximately $600 per acre-foot, which is a lower cost of water supply than
purchasing potable water from MET (at $1,140 per acre-foot). The District would realize
approximately $860,000 in lower water purchase costs per year in future operating budgets under
these assumptions. Additionally, the District expects to realize MET subsidies in FY 2023 and FY
2024 of $250 per acre-foot of new water ($400,000 per year).
Ranch Water Filtration Plant. It is anticipated that this project will be split into three phases,
including an initial phase which would be able to produce up to 900 acre-feet of potable water per
year. This would result in additional local potable water supplies for the District, reducing water
that must be imported. The first phase is currently estimated to cost approximately $960 per acrefoot, incorporating both operating and capital costs, and MET subsidies. This cost also
incorporates receiving certain annual payments from the Ranch Mission Viejo Company which
had previously been paid to reserve potable water supplies with another agency. The District
would, under these assumptions, realize water purchase cost savings of approximately $160,000
per year.
Chiquita Water Reclamation Plant (CWRP) Expansion / Upgrades
The first main component of this project is expected to be completed in early FY 2022. The District
is not currently anticipating any material operating cost changes in the near-term due to the first
phase of the project.
Technology Projects
The District has made substantial upgrades to its technology in the past several years. While such
projects have resulted in staff efficiencies and operational cost savings, future operational savings
will be reflected once they have been confirmed and reflected in future financial planning and
budgeting.
Recycled Water Conversion / Conveyance
It is expected that converting irrigation customers using potable water to recycled water in the Las
Flores area, comprising approximately 209 acre-feet of water demands, will reduce the District’s
water purchase costs by approximately $150,000 per year. The District is also pursuing a subsidy
from MET which may provide another $300-$400 per acre-foot of revenue related to this project.
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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 budgeting process and
ongoing strategic planning. The Financial Forecast puts the FY 2022 Budget in context of the
upcoming five-year 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. The Forecast includes funding all the strategic projects discussed in the Capital
Improvement Budget section, several of which are critical to meeting the District’s primary three
strategic goals identified in the Executive Summary.
Five-Year Forecast Table 1: Revenues, Expenses, Debt Service (in millions)
Fiscal Years Ended June 30
District Revenues
Rate Revenues Increase Assumed*
Rate Revenues
Property Taxes - 1%
Other Revenues
Total Revenues
Operating Expenses
Water Costs
Salaries and Benefits
All Other Operating Expenses
Total Expenses
Rate-Funded Debt Service
Lake Mission Viejo Loan
Trampas Reservoir SRF Loan
Share of GO Bonds
2020A Revenue Bonds
Projected New Revenue Bonds
Total Rate-Funded Debt Service
Debt Service Coverage Ratio (1.5x Policy)
plus: Connection Fee Revenues
less: Purchased Asset Costs
Net Revenues Available for CIP
Note: Totals above may not sum due to rounding.

2022
Budget
4.5%
$82.8
$9.2
$5.6

2023
Forecast
4.5%
$86.5
$9.4
$5.8

2024
Forecast
4.5%
$90.4
$9.7
$5.9

2025
Forecast
4.5%
$94.5
$10.0
$6.1

2026
Forecast
4.5%
$98.7
$10.3
$6.5

$97.6

$101.7

$106.0

$110.6

$115.5

$29.2
$21.4
$27.6

$28.8
$22.3
$29.2

$31.1
$23.2
$30.0

$33.4
$24.2
$31.6

$33.4
$25.1
$32.0

$78.2

$80.4

$84.4

$89.2

$90.5

$0.2
$3.8
$0.0
$3.8
$0.0

$0.2
$3.8
$0.0
$3.8
$0.0

$0.2
$3.8
$0.0
$3.3
$1.9

$0.2
$3.8
$0.0
$3.3
$3.3

$0.2
$3.8
$0.0
$3.3
$3.3

$7.7

$7.7

$9.2

$10.6

$10.6

2.57x
$0.0
$1.0
$10.7

2.97x
$1.1
$1.0
$13.7

2.65x
$2.3
$1.0
$13.7

2.28x
$2.4
$1.0
$12.1

2.63x
$2.4
$1.1
$15.7

*Increases are assumed to occur each January 1 of the Fiscal Year indicated and are subject to future Board approval
and Proposition 218 process. Percentages are based on total rate-revenue increase and may not be reflective of any
individual customer’s bills.
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As shown in the forecast detail above, the District anticipates 4.5% annual rate-revenue increases.
The rate increases are assumed to take effect on January 1 of each year indicated. The new rate
requirements are due to the District’s near-term capital program and incremental increases in
operating expenses. New revenues are also required to pay for debt service for new revenue bonds
issued to fund capital needs, and to fund the repayment of the loan for Trampas Canyon Reservoir
and Dam, which will commence in FY 2022.
The District anticipates maintaining a strong financial operating position, with net revenues of at
least 2.2 times debt service over the next five years forecast (“debt service coverage ratio”). These
levels exceed the District’s requirement of 1.5 times, which is established in its Reserve and Fiscal
Policies.
The second piece of the District’s Five-Year Forecast focuses on its capital funding requirements
and sources. Table 2, below, starts with the District’s projected Capital Improvement Program
(CIP) needs, and incorporates and anticipated funding sources.
Five-Year Forecast Table 2: CIP Funding Plan and Cash Reserve Levels (in millions)
Fiscal Years Ended June 30
Net Rate-Funded CIP Requirements
Capital Repairs and Replacements
OCWRP Optimization
CWRP - Expansion / Upgrades
Supply / Reliability
Technology
Recycled Water Conversion / Convey
Total Rate-Funded CIP Requirements*
CIP Funding Breakdown
Revenue Bond Proceeds
Pay-as-you-go Funding
Total CIP Funding Sources
Beginning Unrestricted Cash Reserves
Contribution to Pension Trust**
Other Funding Sources / Uses of Funds
Ending Unrestricted Cash Reserves
Days Cash Ratio
Note: Totals above may not sum due to rounding.

2022
Budget
$29.4
$22.6
$0.7
$16.2
$0.8
$0.7
$70.5

2023
Forecast
$26.2
$11.3
$1.4
$14.5
$1.1
$0.0
$54.6

2024
Forecast
$10.6
$0.0
$0.7
$12.3
$0.0
$0.0
$23.6

2025
Forecast
$17.4
$0.0
$0.0
$0.3
$0.0
$0.0
$17.7

2026
Forecast
$17.9
$0.0
$0.0
$0.0
$0.0
$0.0
$17.9

$24.0
$46.4
$70.5
$109.9
($0.5)
$14.8
$88.5

$33.0
$21.6
$54.6
$88.5
($0.5)
$0.3
$80.4

$24.0
$0.0
$23.6
$80.4
($0.5)
($0.8)
$93.2

$0.0
$17.7
$17.7
$93.2
($0.5)
$2.5
$89.5

$0.0
$17.9
$17.9
$89.5
($0.5)
$0
$86.8

413

365

403

366

350

*CIP Requirements are net of certain other funding sources, such as grants, existing bond proceeds, and
reimbursements from other agencies. CIP amounts are shown based on estimated cash flow timing and incorporate
amounts spent to date.
**Pursuant to the District’s adopted Pension funding strategy, $500,000 will be contributed to the District’s Pension
Trust from net revenues each year if available. The contributions are made following each Fiscal Year, concurrent
with the finalization of the District’s Audit, typically by December 1st.
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To meet all CIP needs, the District anticipates utilizing a combination of existing funds available,
proceeds from its 2020A Revenue Bonds and future Revenue Bond issuance, and net operating
revenues and reserves. In addition to the $60.0 million of 2020A Revenue Bond proceeds
generated in FY 2021, the forecast includes $57.0 million of additional new Revenue Bond
proceeds over the next three years ($33.0 million in FY 2023 and $24.0 million in FY 2024). The
Revenue Bonds will allow the District to fully fund the CIP while maintaining a strong reserve
position. The District also anticipates utilizing $103.6 million of net operating revenues and
reserves over the next five years.

KEY ASSUMPTIONS IN FORECAST
The underlying assumptions for the District’s forecast are as follows:
Potable Water Demand
•

Potable water demands are projected to increase by 0.5% to 0.8% per year to account for
new customer growth.

Revenues
•

Rate Revenues increase at 4.5% each January 1, commencing January 1, 2022. The
percentages refer to the increase in total revenues generated and do not directly relate to
any specific customer class or service line increases which may be required by law as part
of the District’s rate-setting process.

•

Connection fees are conservatively estimated at $1.0 million in FY 2023 as new
development in the Rienda community (Planning Area 3) is expected to commence.
Connection fees are thereafter $2.3 million (based on 580 new housing units per year) in
the latter three fiscal years.

•

Other District Revenues increase at 2-3% per year.

Expenses
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•

Costs for imported water from MET / MWDOC increase by 4% in FY 2022, 5% in FY
2023, 5% in FY 2024, 3% in FY 2025, and 4% in FY 2026 (mid-year adjustments). These
are based on the Biennial Budget Adopted by MET in 2020, which included a 10-year rate
increase forecast.

•

Salaries and Benefits are forecast to increase by approximately 4.0% per year, comprised
of 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.
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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.
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IMPROVEMENT DISTRICT NO. 9 (SAN JUAN CAPISTRANO)
FISCAL YEAR 2022 BUDGET

Santa Margarita Water District Selected by San Juan Capistrano as Preferred Water Provider.
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BUDGET PREPARATION AND KEY ASSUMPTIONS
The District has developed a separate Budget for the City of San Juan Capistrano’s water and
wastewater operations under SMWD for FY 2022. The District plans to designate the San Juan
Capistrano service area as “Improvement District No. 9 (ID No. 9).” As such this section will use
the term “ID No. 9 Budget” or “Budget” to refer to this section’s budget and may refer to the
existing District’s Budget as the “IDs Nos. 1-8 Budget.”
At the time of Budget adoption, the District was engaged with the Orange County Local Agency
Formation Commission (LAFCO), the organization which will ultimately approve the proposed
annexation of the City’s operations. While the actual annexation may occur within the upcoming
Fiscal Year, the ID No. 9 Budget assumes operational costs for a full year under SMWD
operations. As such, the ID No. 9 Budget would only go into effect concurrent with the annexation
of the new San Juan Capistrano service area. Additionally, the ID No. 9 Budget will be subject to
further review and consideration at the time of the annexation.
Key assumptions in the ID No. 9 Budget include the following:
Water Costs. The District intends to allocate approximately 20% of the costs of producing water
at the San Juan Groundwater Plant (GP) to ID No. 9. As a result, ID No. 9 water purchase costs
will be lower in FY 2022 as GP water is currently more expensive than water purchased through
MWDOC, based on current GP production levels. The budget includes provisions to increase
production of water thereby reducing the operating costs.
Salaries and Benefits. The District expects to retain twelve (12) existing City employees and hire
an additional 11, notably employees to operate and maintain the wastewater collection system,
which is currently contracted out by the City, upon the annexation. The District will also allocate
a share of its administrative and operational staffing costs to ensure ID Nos. 1-8 and ID No. 9 share
total District compensation equitably. Additionally, the Budget assumes ID No. 9’s unfunded
pension obligations, totaling $6.5 million, are paid from ID No. 9 funds upon the annexation.
Cost Savings / Contingency. The Budget incorporates several expected cost savings, including
legal, insurance, and contracted operational and professional services. The Budget also
incorporates a contingency of $400,000 for unanticipated expenses.
Revenues / Rate Revenues. Budgeted revenues incorporate a decrease of $0.50 to ID No. 9 Tier 1
rates for potable water upon annexation. The Budget also reflects a 2-3% mid-year increase to
water rates and $5 per month increase to wastewater charges, subject to a rate study and Board
action.
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FY 2022 OPERATING BUDGET
The District’s ID No. 9 Budget for FY 2022 totals $17.9 million, including $14.3 million for water
and $3.6 million for wastewater operations and assumes the full year under SMWD operation. The
District expects its operation of the water fund to result in $2.0 million in lower costs, due to lower
salaries and benefits, water purchase, and administrative costs. Wastewater costs are expected to
increase slightly to facilitate the staffing and the District resources necessary to ensure sufficient
ongoing repairs and maintenance, administration, and financial and capital planning are
completed. The following table summarizes the FY 2022 Budget compared to the FY 2020 Actuals
and FY 2021 Forecast.
ID No. 9 (San Juan Capistrano)
FY 2020 Actual, FY 2021 Forecast and FY 2022 Budget (in $'000s)
Water Fund
Water Cost**
Water Purchases
Water Production
Salaries & Benefits
Operations and Maintenance
Power
Repairs &Maintenance***
General & Admin
Professional Services
Other G&A
Total Water Fund

FY 2021
Forecast*

FY 2022
Budget

FY 2020
Actual

FY 2021
Forecast*

FY 2022
Budget

$10,159
6,168
3,991
2,579
1,233
263
970
2,578
1,255
1,323
$16,549
Wastewater Fund

Salaries & Benefits
Wastewater Treatment (SOCWA)
Operations and Maintenance ***
General & Admin
Total Wastewater Fund
Total City Fund Expenses

FY 2020
Actual

Note: Totals above may not sum due to rounding.

$296

2,254
662
85
$3,297
$19,846

$10,635
6,602
4,033
2,686
1,282
273
1,009
2,104
918
1,187
$16,707

$299

2,210
688
88
$3,286
$19,993

* FY 2021 Forecast based on FY 2020 Actual results and discussions with the City.
** Incorporates 20% of GP water costs and supplies allocated to ID No. 9.
*** Includes $200,000 of contingency in FY 2022 Budget column.
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$9,587
8,783
804
2,186
1,412
292
1,120
1,134
385
748
$14,319

$1,060

2,230
253
79
$3,622
$17,941

BUDGET DISCUSSION AND ANALYSIS
Water Fund
Water Costs. Water purchase costs will reflect a cost savings under SMWD operations. The
savings is due to allocating 20%, as opposed to 100%, of the City’s GP costs and water production
to ID No. 9. At the current production level, GP water is more expensive than water imported
through MWDOC. The total reduction in water costs of $1.0 million also assumes slightly
decreased demands under SMWD due to increased conservation outreach efforts.
Salaries and Benefits. The District expects total salary and benefits costs for water operations to
decrease by approximately $500,000 based on its staffing plan and projected allocations of its
administrative and operational staffing costs. The savings indicated largely reflects paying off the
City’s existing unfunded pension liability related to its water and wastewater utilities.
Operations and Maintenance. Operations and maintenance costs, include repairs and
maintenance, and may realize approximately $125,000 of cost savings. This savings is mostly
related to valves and hydrant work, which is currently done through contract services. Currently,
the Budget indicates a net increase of $125,000, a result of $250,000 of contingencies for potential
unexpected maintenance work and cost escalation of 4.0% from the prior year.
General and Administrative. The District expects to realize approximately $900,000 of cost
savings in this area, principally through reduced legal, professional services, and insurance costs
allocated to water operations of $500,000. Savings also come through lower general engineering
and inspection services, which will be covered through the allocation of District salaries and
benefits of $400,000.
Wastewater Fund
Salaries and Benefits. Under City operations, direct compensation was approximately $300,000
annually and allocations of administrative and overhead costs were limited. Costs for sewer system
cleaning and maintenance were handled through contract services (approximately $650,000
annually). Under SMWD’s anticipated operations, total projected staffing costs are approximately
$100,000 higher than these components. However, the District expects to significantly improve
the system’s condition with the proposed resources devoted to repairs and maintenance, capital
planning, and administration.
Operations and Maintenance. Under City operations, maintenance was generally provided
through contract services, which the District expects to cover through its own staffing. The Budget
includes $250,000 for repairs and maintenance, most of which is currently budgeted as
contingency. The District plans to assess the condition of the system and make necessary repairs.
General and Administrative. General and administrative costs have been fairly limited under City
operations. The District anticipates covering such costs from the allocation of salary and benefit
overhead costs. Anticipated costs include an allocation of costs for legal, bank charges, a rate
study, and other administrative costs.

71

| smwd.com

Fleet Purchases and One-Time Transition Costs
The District does not expect to inherit any useful fleet assets as part of the annexation and has
therefore already begun the process of ordering vehicles with longer lead times. The table below
lists the estimated vehicles to be purchased and included in the FY 2022 Budget.
Vehicle Description
Dump Truck (5 Yard)*
Service Truck*
Dump Truck (1-3 Yard)
Backhoe*
Backhoe Trailer
Delineation Truck
Vactor Truck/Combo*
Jetter*
CCTV Truck
Hydro Excavator*
F-150 Truck
Totals

Quantity

Estimated Costs

1
1
1
1
1
1
1
1
1
1
2

$122,000
$150,000
$75,000
$164,000
$33,500
$68,500
$500,000
$310,000
$244,000
$470,000
$60,000

12

$2,197,000

*Indicates orders in process due to long lead times. Purchases were
approved by the Board on March 3 and March 19, 2021.

In addition, the District has budgeted $450,000 of one-time transition costs. This includes
$225,000 to test and convert ID No. 9 customer billing software to the latest version, $125,000 for
additional meter replacements, and a $100,000 as general one-time contingency.
Financial Policies
Upon annexation, the District expects to adopt Reserve and Fiscal Policies specific for ID No. 9
which closely mirror the structure of the District’s existing policies (the Policy). The Policy will
integrate identified reserve minimums and goal funding level requirements and fiscal policy goals.
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The Reserve Policy portion will identify funding requirements (minimums) and goals for several
reserve categories. The expected reserve categories and the basis of determining the amounts are
indicated in the table below. The final Policy for ID No. 9 would be subject to future Board
approval and inclusion in the District’s Policy Handbook.
RESERVE CATEGORIES AND FUNDING REQUIREMENTS
Funding Level –
Requirements

Funding Level –
Goals

Operating Reserve (including
dedicated Rate Stabilization Funds)

25% / 3 months of
Operating Expenses

42% / 5 months of
Operating Expenses

Capital Reserve - Emergency

2% of Net
Depreciable Assets

4% of Net
Depreciable Assets

Capital Reserve- Repair &
Replacement

5% of upcoming 5Year Total

15% of upcoming 5Year Total

Restricted Loan / Bond Reserves
Held by ID 9

As per Loan / Bond
Documents

As per Loan / Bond
Documents

Category

The Fiscal Policies portion will help to ensure that ID No. 9 maintains a sound financial position.
The expected Fiscal Policy goals are:




Aggregated Reserve Goal. Goal to maintain six months of ID No. 9 annual operating
expenses; and
Operating Margin / Debt Service Coverage Policy. Minimum debt service coverage ratio
of 1.25 net revenues times debt service.

Capital Budget
Upon annexation, the District expects to develop and implement a robust capital improvement
program for ID No. 9’s existing facilities. It is currently anticipated such projects will total $5.0
million per year, of which of $3.5 million per year will be for the Water Fund and $1.5 million for
the Wastewater Fund. For FY 2022, major facility areas of need for the Water Fund are expected
to include pipelines, reservoirs, and pump stations. For the Wastewater Fund, in FY 2022, primary
project areas of focus are expected to be pipelines and manholes.
In addition, the ID No. 9 Wastewater Fund will pay approximately $2-3 million per year for the
substantial upgrades and replacement project capital Jay B. Latham Wastewater Treatment Plant
(operated by SOCWA). The estimated amount for FY 2022 is $2.7 million.
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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 / Capital Improvement Program (CIP) – For purposes of this
document, such expenditures in the Capital Improvement Budget are defined as and include,
for example, “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 five 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.



Debt Service Coverage Ratio – this ratio is defined as the District’s Net Operating Revenues,
divided by Debt Service in any given year. The Debt Service Coverage Ratio is a key financial
metric. The District is required to meet certain minimum Debt Service Coverage Ratios by its
bond and loans.



General Obligation Bonds (GO 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).
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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
water through the Municipal Water District of Orange County (MWDOC). Most of the charges
from MWDOC, 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. These 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, construction plan check fees, 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).



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 (WRP) – 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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