NORTH MARIN
WATER DISTRICT

BOARD POLICY: RESERVE POLICY
BOARD POLICY NUMBER: 45 Original Date: March 2009
Last Reviewed: May 2018
Last Revised: May 2018

RESERVE FUND TYPES

NMWD has two types of reserve funds: Legally Restricted Reserves and Board Designated Reserves.
Legally Restricted Reserves are funds held to satisfy limitations set by external requirements and
restraints of creditors, grantors, contributors or law. Board Designated Reserves are comprised of funds
set aside for specific purposes as determined by the District Board of Directors, which include but are not
limited to funding for capital facility construction, replacement and refurbishment, rate stabilization, and
operating reserves. The Board has the authority to redirect the use of the Board Designated Reserves as
the needs of the District change.

LEGALLY RESTRICTED RESERVES

Facility Reserve Charge (Connection Fee) Reserves:

1. Connection Fee Reserve: Cash available from collection of Connection Fees. The fee is
charged to developers based upon the estimate of cost necessary to construct capacity to serve
the new development. These funds are restricted by law for expansion of the water or sewer
facilities within the service area where the development occurs. Funds are disbursed from the
Connection Fee Reserve as expenditures are incurred to increase system capacity to serve new
development. The fund balance accrues interest monthly.

Deer Island Recycled Water Facility (RWF) Replacement Reserve: The State Revolving Fund
construction loan agreement required the District to establish and maintain a Water Recycling Capital
Reserve Fund for the expansion, major repair, or replacement of the water recycling facilities, in
compliance with its Policy for Implementing the State Revolving Fund for Construction of Wastewater
Treatment Facilities. The September 2003 Recycled Water Master Plan prepared by Nute Engineering
recommended limiting the reserve to fund replacement of the RWF electrical and mechanical equipment
(including transmission pumps) as they wear out. The cost of said equipment was $1,483,000 which, at
Nute’s recommended 6% interest rate factor and 25-year life, renders an annual funding requirement
$115,000. The fund balance accrues interest monthly.

Recycled Water Capital Replacement and Expansion Fund: The 2011 Interagency Agreements for
Recycled Water between NSD, LGVSD & NMWD require that any payments to the Distributor (NMWD)
by the End User (Consumers) in excess of actual costs (marginal payments) shall be deposited in this
fund. Operation and Maintenance Costs are defined as the actual cost of: labor (including general and
administrative overhead plus tools and supplies normally applied), equipment and vehicle charges,
consumables (such as chemicals and electrical power), and spare parts and/or replaced components
necessary to reliably treat and deliver recycled water to the End Users. Operation and Maintenance Costs
do not include costs for major capital replacement or process changes. The fund balance does not accrue
interest.

STP SRF Reserve Fund — Marin County Treasury: The 2004 Stafford Treatment Plant State Revolving
Fund (SRF) loan agreement requires the District to build a Reserve Fund equal to one year of payments
($1,044,474) in the Marin County Treasury during the first ten years of the 20-year repayment period.
Every January 1 and July 1, commencing January 1, 2010, the District deposits with the County 10% of
the semi-annual SRF payment. The County credits the fund with interest quarterly, and will use the
Reserve to pay the last 2 semi-annual SRF loan payments.
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Recycled Water System (North, South and Central) Expansion SRF Reserve Fund: The State Water
Resource Control Board Agreements for the Clean Water State Revolving Fund Loans made for
expansion of the Recycled Water System distribution system require that the District establish a reserve
fund equal to one year’s debt service ($869,672). The fund balance does not accrue interest.

West Marin Water Revenue Bond Redemption Reserve: Comprised of one year of debt service as
required by West Marin revenue bond covenants. These funds are restricted for payment of bond
principal, interest and administration fees. The fund balance does not accrue interest.

JPMorgan/Chase AMI Project Loan: In March 2018 the District borrowed $4.6 million at 2.69% annual
percentage rate for 15 years from JPMorgan Chase to fund the AMI Project. Semi-annual payments will
fully amortize the loan in 2033.

BOARD DESIGNATED RESERVES

Liability Contingency Reserve: Established in 1986 when the District first elected to self-insure its
general liability risk. This reserve was funded with $1 million initially and $200,000 annually thereafter
until it reached a balance of $2 million. Commencing FY93, $1 million of the reserve was made available
to fund loans to eligible employees under the District’'s Employer Assisted Housing Program. In FY98 the
West Marin Water System was included in the fund and built-up a proportional reserve of $74,000 over
several years. In March 2005, $652,400 was expended from the fund to purchase a home at 25
Giacomini Road in Point Reyes Station. In 2006, $8,885 was added from the sale of surplus property in
West Marin. In August 2008 $500,000 was transferred to this reserve from the Self-Insured Workers’
Compensation Fund and made available to fund Employer Assisted Housing Program loans. The fund
balance does not accrue interest.

Drought Contingency (Rate Stabilization) Reserve: In August 2008, the Board directed staff to
establish this reserve with $135,000 from the Self-Insured Workers’ Compensation Fund for the Novato
district to draw upon during dry years. During any fiscal year that water sales volume exceeds 2.7BG, the
incremental revenue generated is deposited into the Drought Contingency Reserve. In those years when
sales volume falls below the benchmark, funds are withdrawn from the reserve to maintain the budgeted
revenue forecast. The goal is to build a reserve equal to 20% (currently $3,000,000) of budgeted annual
water commodity sales. The fund balance accrues interest monthly.

Maintenance Accrual Reserve: Established in FY91 to provide a source of funds for replacement of
treatment, storage, transmission and distribution facilities as they wear out. The annual contribution from
operating reserves was initially $200,000. Net polybutylene claim settlement proceeds of $671,060 were
closed into the fund in FY93. In FY94 the annual contribution was reduced to $100,000. The goal is to
build a reserve equal to $2.5 million, the Novato Potable Water System’s annual Capital Improvement
Project “pay-go” budget. The fund balance does not accrue interest.

Self-Insured Workers’ Compensation Reserve: Commencing July 2011, the District began self-insuring
its workers’ compensation liability. The savings accrued through self-insuring the liability is reserved in
this fund for possible future claims expense. The District carries a workers’ compensation excess policy
for claims that exceed $750,000. The goal is to build a reserve equal to $750,000. The fund balance
accrues interest monthly.

Retiree Medical Benefits (OPEB) Reserve Fund: NMWD pays the cost of health insurance for retirees
between the ages of 55 and 65 and spouse under any group plan offered by CalPERS. The retiree must
be at least 55 and have a minimum of 12 years of NMWD service at the date of retirement. NMWD's
contribution toward the chosen plan is capped in the same manner as all other NMWD employees in the
same class. Coverage terminates for the spouse when the spouse becomes eligible for Medicare, or for
both the retiree and spouse when the retiree becomes eligible for Medicare. When the retiree or spouse
becomes eligible for Medicare, NMWD pays up to the couple annuitant rate, which is capped at $3,830
per year ($319/month). In August 2003, NMWD transferred $2.55 million ($2.3 million for current retirees
plus $250,000 for future retirees) from unrestricted cash into a reserve to fund this obligation. In 2010 the
Board directed staff to add $1,500 per employee annually as a payroll overhead to accrue and accelerate
amortization of this liability. The accrual is maintained as a Long-Term Liability entitled Retiree Health
Benefits Payable. In 2018 an Actuarial Analysis calculated NMWD’s total Other Post Employment Benefit
(OPEB) accrued liability at $4.1 million. The Retiree Medical Benefits cash fund earns interest monthly.
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Operating Reserve: This reserve, comprised of a minimum of four months of budgeted operating
expenditures as recommended by the District’s financial advisors, serves to ensure adequate working
capital for operating, capital, and unanticipated cash flow needs that arise during the year. The fund
balance does not accrue interest.
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