WATER SYSTEM NEEDS AND COST STRUCTURE REPORT

BOARD OF PUBLIC UTILITIES MEETING 19 OCTOBER 2016

BPU AGENDA ITEM # 8418-16

INTRODUCTION

Water sales for the Los Alamos County (LAC) Department of Public Utilities (DPU) have decreased over the last
few years. The reasons for this are believed to be threefold: 1) Increased rainfall during the irrigation season the
last two years — after a period of prolonged dry weather; 2) A concerted effort on the part of LANL to decrease
their potable water use by switching over to reclaimed water the last few years; 3) A conservation mindset may
be starting to take hold within the Los Alamos County communities.

The decreased water sales have caused a decrease in the revenue stream for the water system enterprise. The
water system is a standalone enterprise of the Department of Public Utilities within the government of Los
Alamos County. The water system is comprised of three groups: Water Distribution (DW), Water Production
(WP) and Non-Potable Water (NP). The WP group produces and treats potable water and sells that water to two
customers, LANL and the DW group, at a wholesale water rate. The DW group purchases their share of that
water and distributes it to customers throughout the County at a retail water rate that varies depending on the
class of customer (residential, commercial, etc.). The NP group takes reclaimed effluent from the two DPU
wastewater treatment plants (WWTPs) as well as collects non-potable untreated water from two other sources
(LA Canyon Reservoir & Ski Hill Runoff Collector). The NP group distributes this NP water to sites throughout the
County for irrigation of large turf areas.

Within the unified Water Enterprise Fund the DW group and the WP group are budgeted separately. The DW
group has a line item for wholesale water purchase and the WP group receives revenue from the DW group for
these sales to the DW group. The NP group is embedded inside the WP group with NP expenses and revenues
informally listed separately within the WP accounting system. The NP system is relatively small with a minimum
number of customers.

This report is intended to analyze and or report on the following specific items:

e The change in water sales and use and how that affects water rates and the financial health of the
water enterprise groups

e The water systems condition and how that condition affects the need for infrastructure investment
through a Capital Improvement Program (CIP)

e The history and future of infrastructure investment in the water systems

e An analysis of various CIP funding and water rate scenarios; including a comparison of annual cash
balance funds based on initial recommendations developed from the DPU Financial Policy statement.
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EXECUTIVE SUMMARY

Water sales volumes (and revenue) for the water systems have fallen in the last few years: 10 % for the Water
Distribution (DW) system and 12 % for the Water Production (WP) system since FY 2015.

Recommended estimates for future sales volumes are 775,000 kgal for the DW system and 1,150,000 kgal for
the WP system. Figure 3 shows the recommended varying sales volume for the NP system.

Weather, LANL conservation and possibly an improving County conservation ethic are the probable causes for
these decreases. Some general correlation between precipitation and water sales is noted but Automated
Metering Infrastructure is necessary before any more detailed correlation between precipitation and water use
can be determined.

$31 million dollars in CIP infrastructure projects have been completed on the Water Production and Water
Distribution systems between FY 2003 and FY 2016: $750,000 per year for the DW system and $1,500,000 per
year for the WP system. All for system condition improvement and repair & replacement. $4,800,000 in CIP
infrastructure projects have been completed on the Non Potable system between FY 2012 and FY 2016. Virtually
all of this $957,000 per year CIP expenditure has been for system expansion.

The historic CIP Program for both systems compares very well with AWWA national standards for water utility
system repair and replacement expenditures: essentially at the AWWA Top Quartile national standard — Figure
4,

After system condition “catch up”, the recommended CIP Program for both systems will compare well with the
AWWA national standard Median value.

Within the 20-year report period, the recommended CIP programs for both the DW and WP systems “catch up”
to a system condition whereby future CIP projects are true R&R (repair & replacement) projects and not critical
replacement of failing infrastructure within the 20-year report period.

The end of year cash balance for both the DW and WP systems are allowed to converge toward matching the
recommended cash balance values stipulated in the DPU Financial Policy for cash balances without drastic year
over year rate changes.

Scenario Two for the DW system is the recommended approach. The DW rates should remain at or below those
of our closest neighbors while the accelerated CIP program will help alleviate the concerns raised by citizens
regarding the overall condition of portions of the DW system.

The Scenario Three approach is recommended for the WP system. The WP rates remain reasonable with
consistent relatively modest annual changes, after the 10% FY 2018 increase, while meeting the goals of the CIP
Program and the Financial Policy recommendations for cash balance.

The recommended approach for NP system rates is Scenario Two; where NP rates match WP rates each year
except one. All O&M expenses become covered and over half of Capital R&R expenses are covered by FY 2036.

Final refinements to the spreadsheets for both the DW and WP & NP systems developed for this report are
expected. Review comments and improved cash balance requirements, as well as annual sales volume updates,
will be collected and solidified and then incorporated into an improved system expense and revenue forecast
model.
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WATER SALES AND USE

A quick spreadsheet analysis was done that shows relevant data for the years FY2007 through FY2015, inclusive.
For both the DW and WP systems there was never a year when actual sales volume met or exceeded budgeted
sales volume. Some quick analysis using the straight average sales figures for both systems over this 9 year
period was determined to be the best estimate to use for revenue estimates for the future. Keeping this
database updated annually will allow for real time refinements to the sales volume, and hence revenue,
estimates made annually as a part of the budget process.

The recommended Water Distribution volume figure has been assumed to be the 9-year average of actual total
sales from the Quarterly Reports data set. For DW this is 775,000 kgals per year. This is a decrease from the
FY2016 “Forecast” volume of 850,000 kgals and from the FY 2014 & FY 2015 “Forecast” volume of 865,500 kgals.
Lost water due to breaks, flushing, testing and similar type of activities is non-revenue water and so is not
included in this “Forecast” volume. However it will be produced and pumped into the system and has been
accounted for in the estimated expenses portions of the analysis.

The recommended Water Production volume figure, also based on the 9-year average sales volume, is assumed
to be 1% greater than the 9-year average of WP sales volume. This recommended volume, equivalent to that
produced or pumped into the system, is 1,150,000 kgals. This is a decrease from the FY2016 “Forecast” volume
of 1,250,000 kgals and from the FY 2014 & FY 2015 “Forecast” volume of 1,302,000 kgals. Lost water due to
breaks, flushing, testing and similar type of activities is non-revenue water and so is not included in this
“Forecast” volume. However it will be produced and pumped into the system and has been accounted for in the
estimated expenses portions of the analysis.

These recommended sales volume estimates decrease the projected sales volume (and hence revenue) by 10%
for the DW system and by 12% for the WP system. The use of these 9-year averages, updated annually, should
create a more accurate and reliable set of estimates for forecasting sales volumes, revenue streams, cash
balances and CIP funds that would be available.

Figure 1 “Budgeted versus Actual Water Sales with Precipitation & Temperature Variables” is an attempt to find
any correlation between precipitation and temperature and the sales volumes of the DPU’s water systems.
Weather data was taken from the LANL Weather Machine website. Average annual temperature was used and
the data set is not refined enough to discern any correlation between temperature and water use. Precipitation
data sets for annual total, 1°* Quarter (July-Sept) total and 4™ Quarter (Apr-June) total were compared to annual
water use. Trend lines show a distinct but generic correlation between precipitation and water use. A closer look
at FY 2012 — FY 2015, when precipitation fluctuated significantly, shows that overall water use did not track
directly with year over year precipitation — either annual average or during the quarters when irrigation is
greatest. It appears as though water use within the County does track fairly well with precipitation during the
irrigation season. LANL water use does not track well with precipitation and it is thought that changing water
use patterns discussed later is why weather has not been tracking well with LANL water use in the last few years.

Figure 2 “Percentage Precipitation Variance versus Percentage Water Sales Variance — FY 2007 thru FY 2015”
attempts to refine the correlation. The variance tracked is the year over year difference in “Total Actual Sales —
(Actual vs 7-year Average)”, “Total Water Sales — (Actual vs Budget)” and “Precipitation — (Actual vs 7-year
Average)” values of interest. Again the trend lines show a general relationship but the relationship does not
track closely. In the future, after the Automated Metering Infrastructure (AMI) project is up and running, it will
be possible to track precipitation with water sales on a daily, weekly or monthly frequency that should allow for
an improved and more realistic comparison of these values.
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Another reason for decreasing water sales appears to be the aggressive switchover from potable water use to
reclaimed effluent at the LANL computing centers for equipment cooling. It is understood that the switch from
potable to reclaimed water accelerated around the County’s FY 2013. A significant drop in water sales to LANL is
shown in Figure One between FY 2013 and FY 2015 regardless of precipitation.

Hard data is not available at this time to estimate any direct water sales impact due to the DPU’s conservation
education efforts. However, anecdotally the majority of water using fixture remodel projects within the County
have a good chance of replacing high flow fixtures with low flow fixtures and this trend should continue for the
foreseeable future as the County’s housing stock continues to age and as new homeowners initiate remodel
projects.

NP System water sales were first tracked in detail in the September 2013 NP Water System Master Plan. The
volumes estimated for the three different NP sub-systems (Townsite, White Rock & Ski Hill) are listed in Figure 3
“NP Water Use Projections / 6 October 2016 / BPU Water System Report”. These estimates of volume and
expected year of use, derived from the NP Master Plan, have been revised based on current CIP planning and
internal analyses of maximum water availability due to current NP system pumping and storage limitations. It is
assumed that these limitations will be overcome when projects outlined in the NP Master Plan are completed.

The estimates are used in the NP portion of the WP system “Forecast” spreadsheets found later in this report.
The water sales estimates for the WP and DW systems are assumed to hold constant at the current 9-year
average, as discussed above, throughout the length of the forecast through FY 2036.

PREVIOUS EXPENDITURES

$31 million dollars in CIP infrastructure projects have been completed on the Water Production and Water
Distribution systems between FY 2003 and FY 2016. All of these projects have been to replace older portions of
the system whose condition was determined to be critical using the 2007 Water Systems Condition Assessment
Study recommendations, recent current condition problems and historic knowledge. Both water systems (WP &
NP combined and DW) have a separate Asset Management Team (AMT) that meets quarterly to discuss the
physical and financial health of their respective systems. Each AMT has members from the GWS, Engineering
and Finance divisions of the DPU.

The annual average CIP expenditure on infrastructure improvement for the WP system has been $1,500,000 per
year and for the DW system has been $750,000 per year.

Regarding the NP system, $4,800,000 has been invested in upgrades to the NP system between FY 2012 and FY
2016. The majority of these CIP projects, averaging $957,000 per year, have been for system expansion to meet
the County’s and DPU'’s sustainability goals of decreased potable water use through increase use of reclaimed
effluent (and untreated non-potable water) and to meet the DPU sustainability goal of decreased per capita
consumption of potable water. Whenever possible, of course, these system expansion projects have striven to
also upgrade existing infrastructure.

Figures 5 thru 8 and show Townsite area water system maps and Figures 9 thru 12 show White Rock area water
system maps. Figures 5 & 9 show colorized locations of CIP projects completed by the Department of Public
Utilities (DPU) within the scope of the DPU’s annual 10-year CIP Program started in the early 2000’s. Figures 6 &
10 show waterlines colorized by pipeline age. Figures 7 & 11 show waterlines colorized by size. Figures 8 & 12
show waterlines colorized by waterline material. All respective to the Townsite & White Rock areas.
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Figures 5 & 9 display the level of effort that has gone into the CIP program for the DW and WP systems by DPU
since FY 2000. Please note that some of these shown colorized projects are developer driven and installed
projects, Quemazon north and south for example, but the majority of the shown projects are the result of the
DPU CIP Program. A significant level of effort went toward the repair and upgrade of the water system after the
Cerro Grande fire. The remainder of the DPU CIP program effort has been in replacing aging infrastructure in
deteriorated condition, emphasizing the Townsite’s Western Area and North Community, as described in the
2007 Condition Assessment Report. The DPU CIP Program expenditures in future years funded in the
spreadsheets of this report continue to follow the recommendations of the 2007 Condition Assessment Report
by emphasizing the Aspen School Area, Denver Steel High School Area and Eastern Area for significant waterline
replacement projects. These future projects have been confirmed as high priority projects based on the
experience and knowledge of the Asset Management Teams through quarterly condition assessment meetings.
Figures 5 thru 12, showing updated water system information, can be compared to the 2007 maps from the
2007 Condition Assessment Report located in an appendix to this report.

Significant progress has been made in carrying out the recommendations of the 2007 Report. Much of it shown
on the maps of this report. However, many of the DPU CIP projects that have been completed since the early
2000’s are not shown on these maps. These projects are site specific to individual features of the water systems.
Water tanks have been repainted after having the old lead based paint safely removed. PRV (Pressure Reducing
Station) sites have been upgraded with new valves and new corrosion resistant fasteners. Well sites and booster
stations have been upgraded with new modern electronic controls and SCADA equipment. One-third of the
Water Production system now functions fully automatic through the SCADA system. With the adoption of water
rates sufficient to continue CIP Program funding, the history of significant progress can continue for the next 10
to 15 years until the condition of both the DW and WP systems reaches an overall good condition rating; with no
known aged or inferior infrastructure.

At the back of this report are shown Attachments # 1 through # 9, taken from the “Water Systems Condition
Assessment 2007” study (author unknown). These figures show relevant details of the WP and DW systems circa
2007 and, while recent infrastructure projects have modified the systems, they are still good references to view
the overall system variables such as age, pipe diameter and pipe material.

Also at the far back of this report are shown Figures 2-1 thru 2-4 and Figures 8-1 & 8-6, taken from the “Non
Potable Water System Master Plan” dated September 2013 by Forsgren & Associates. These figures give a good
representation of the NP system and visually show the planned expansion recommended in the Master Plan
document.

AWWA NATIONAL STANDARD CIP COMPARISON

Figure 4 is titled “System Renewal & Replacement AWWA National Standard Percentages”. The national
standard percentage data is taken from the AWWA (American Water Works Association) “Benchmarking —
Performance Indicators for Water and Wastewater — 2013 Survey Data and Analyses Report”; which is the latest
version of this benchmarking manual published by AWWA. This data has been combined with the Present Worth
Value of both the WP and DW systems to provide a comparison between possible DPU annual CIP
recommendations against a range of annual Repair & Replacement expenditures for other water (and
wastewater) utilities across the country. Comparison of our historic and recommended levels of CIP for
infrastructure improvements appears favorable between the DPU systems and the AWWA national standards.
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For the DW system — the historic $750,000 per year CIP is equivalent to the top quartile for water distribution
systems across the country ($770,266). For the WP system — the historic $1,500,000 per year CIP falls slightly
above the mid-point between the top quartile and the median value for water production systems across the
country.

Various annual levels of CIP spending are recommended in the three spreadsheet analyses included in this
report. Depending on the final selected alternative — whether that is one of the recommended alternatives
within this report or a modified version — it is anticipated that the level of annual CIP funding for both the WP
and the DW systems will provide for an adequate program of infrastructure improvements that fits within the
fiscal means of the DPU customer base and that will compare favorably to AWWA national standards.

ALTERNATIVE SCENARIOS FOR THE CIP PROGRAM AND WATER RATES

Three scenarios spanning the next 20 years regarding various approaches to implement necessary CIP
expenditures, and how these various approaches affect water rates are included in this report. The expense and
revenue models used for these various scenarios have been adopted from the typical “Forecast” spreadsheets
used during the annual budget cycle but differ from that annual forecast in a few important ways.

The length of time is expanded from 10 years to 20 years. This was done to enable capture of the length
of time it is anticipated for the CIP programs to “catch up” to what is felt to be an overall good condition
for each system; after which all CIP projects will be typical R&R projects and not critical replacement of
older failing system components.

A “Recommended Cash Balance” item is included. This recommended cash balance value is estimated
based on the recent recommendations in the DPU Financial Policy for cash balances. Initial estimates for
the various cash balance categories are used in these recommended values. Any variation between the
calculated “Cash Balance” of the model and the “Recommended Cash Balance” was used to adjust the
water rates in an attempt to match these two values.

Calculated future water rates are included for quick review and comparison between alternative model
runs.

Modifications from the typical annual “Forecast” spreadsheet or outstanding important aspects being
recommended are highlighted in various colors. (Example: DW “Water Meters” expense shows an
elevated level for FY 2016 thru FY 2020 to account for planned in-house meter replacements. Note: The
in-house meter replacement program has provided an unexpected benefit in that many old meter
setters, shut off valves or meter cans are being found defective and in need of repair or replacement.
The in-house pursuit of meter replacements is enabling DPU to improve all meter infrastructure and not
simply meter replacement.)

Portions of the NP system have been highlighted or added to the WP spreadsheet in order to improve
the accounting for that system as an independent sub-system within the WP system.

After the long overdue NP rate adjustment in FY 2018, rate adjustments for the NP system match rate
adjustments for the WP system in Alternative Two. This keeps the difference between the two rates
approximately the same throughout the 20 year program — with the NP rate being roughly $1.00 to
$1.50 less per kgal than the wholesale potable rate. The NP rates in Alternative Three are adjusted
higher than the WP system rates. This allows the NP system revenue to grow until full coverage of both
O&M and Capital R&R expenses is met. The difference between the NP and WP rates in Alternative
Three decreases from $1.00 to $0.55 by FY 2036.
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o After the FY 2018 budget year — the O&M expenses forecast values are increased 1.5% each year for
inflation (except in special highlighted cases).

o After the FY 2018 budget year — the “Debt Service” item in the WP spreadsheet increases 10% each year
to accommodate assumed annual debt service of Water Trust Board funded NP system CIP projects.

e The “Recommended Cash Balance” value, for both the DW and the WP systems, are calculated assuming
that the Contingency Reserve (equal to the replacement cost of the single largest potential failed piece
of equipment) will not occur the same year for both the DW and WP systems. The estimated
Contingency Reserve value for the Water Enterprise Fund was split 50/50 between the two water
system funds. Some years show a higher or lower value than the “Recommended Cash Balance” for
either the DW or WP systems however, taken together the total cash balance for the Water Enterprise
Fund (DW + WP) remains sufficient to cover expected expenses each year for either or both systems.

Figure 13 “Forecast Summary of Cash Balances for DW & WP Expenses — Revenues — Rates Models” shows the
calculated “Cash Balance” versus the “Recommended Cash Balance” (based on the Financial Policy) for each
individual system (DW & WP) plus the total cash balance for the Water Enterprise Fund (DW + WP) for each
alternative scenario. The WP system has a current cash balance that exceeds the “Recommended Cash Balance”
policy while the current DW system cash balance falls significantly short. The combination of these two system’s
cash balances currently exceed the “Recommended Cash Balance” goal.

The WP CIP Program projects a $3,000,000 expense every 4 to 6 years. It is difficult to keep rates steady when
the CIP Program projected spending is not relatively constant. Each alternative scenario shows years when the
combined cash balance seems excessive and years when it does not meet our goal. The goal in developing the
models used for this report was to develop a DW and WP system CIP Program and rate structure that did not
fluctuate too much from year to year and that also either met the Financial Policy goals for the “Recommended
Cash Balance” for each system or did not stray too far, in either direction, from the Financial Policy goal.

Alternative One — “Baseline” Scenario

The Alternative One scenario is considered a “Baseline” forecast. Very preliminary previous discussions have
considered 10% rate increases in FY 2017 & FY 2018 with inflationary 1.5% increases each year thereafter. The
DW CIP recommendations hold to the historic $750,000 per year estimate until FY2030 when the overall system
condition is assumed “caught up” after which the CIP recommendation decreases to $500,000 per year. The WP
CIP recommendations hold consistent to historic values at $1,500,000 per year until the system condition is
“caught up” in FY 2030 after which the WP CIP decreases to $750,000 per year.

Full coverage of O&M expenses for the NP system is expected to occur in FY 2024. As rates and NP water sales
increase beyond this year, it is expected that NP system Capital R&R costs begin to be covered a little more each
year. At the end of this study period (FY 2036) the recommended NP rates and estimated water sales anticipate
the full coverage of O&M expenses and 30% coverage of R&R expenses with the NP rate $1.29 less than the
wholesale potable rate ($4.56 - $3.27).

The effect on the systems health, as indicated by the estimated cash balance each year, is obvious. The
“Baseline” scenario provides excessive cash balances for the DW system and inadequate cash balances for the
WP system. Refer to Figures 14 and 15.
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Alternative Two — “Accelerated DW CIP & Conservative WP CIP” Scenario

The Alternative Two scenario recommends a slightly more aggressive or accelerated CIP program for the DW
system by increasing the annual value to $1,000,000 per year but reaching the condition “caught up” point three
years sooner (FY 2027 instead of FY 2030). The DW rates are increased 10% in FY 2018 and an additional 5% in
FY 2019. This scenario also includes an 8.5% rate decrease in FY 2027 (similar to the FY 2017 10% decrease in the
gas rate) which is the year the DW CIP program would be “caught up”. Before and after these significant rate
adjustments the DW rates increase at a relatively modest and consistent 0.0% to 1.5% for inflation and to adjust
for fluctuations in the cash balances. The WP CIP recommendations are the same as in the “Baseline” scenario in
that they hold consistent to historic values at $1,500,000 per year until the system condition is “caught up” in FY
2030 after which the WP CIP decreases to $750,000 per year. For the anticipated major WP CIP well
replacement project years this scenario does not modify the annual $1,500,000 CIP value. Therefore, those
years with a planned well replacement project have a significant impact on the year end cash balance. The water
rates for the WP system increase another 10% in FY 2018; the same as all three alternative scenarios. This
scenario also includes an 8.0% rate decrease in FY 2031 (similar to the FY 2017 10% decrease in the gas rate)
which is the year after the WP CIP program would be “caught up”. Before these significant rate adjustments the
WP rates increase at steady 2.5%. After the FY 2031 rate decrease the WP rates rise by a consistent 1.0% to 1.5%
for inflation and to adjust for fluctuations in the cash balances. NP rates are held the same as WP rates, except
no NP rate decrease in FY 2031.

Full coverage of O&M expenses for the NP system is expected to occur in FY 2024. As NP rates and water sales
increase beyond this year, it is expected that NP system Capital R&R costs are covered a little more each year. At
the end of this study period (FY 2036) the recommended NP rates and estimated water sales anticipate a 52%
coverage of R&R expenses with the NP rate $0.97 less than the wholesale potable rate ($4.61 - $3.64).

The cash balances in FY 2018 thru FY 2026 for the DW system are low. This should not be a significant problem
because the cash balances in the WP system for those years are higher than recommended and the combination
of these two cash balance values within the Water Enterprise Fund should be adequate to cover any emergency
for either of the WP or DW systems. Cash balances for the WP system at the far out years FY 2030 thru FY 2036
fluctuate significantly due to the recurring well replacement CIP projects. Again, it is assumed that the combined
DW and WP system cash balances should be able to cover any emergency situation within either of the systems.
Refer to Figures 16 and 17.

Alternative Three — “Mellower DW Rate & Adjusted WP CIP” Scenario

The Alternative Three scenario recommends the same historic DW system CIP program of $750,000 per year as
the “Baseline” scenario. The DW system condition is “caught up” in FY 2030 after which the CIP
recommendation decreases to $500,000 per year. The DW rate adjustments are less drastic up front than those
recommended in Scenarios One and Two. After the FY 2017 rate increase of 10%, the DW rate is increased only
5.5% in FY 2018. After this relatively modest increase, the DW rates are increased a consistent 2.5% to 1.5% per
year for inflation and cash balance coverage until the DW cash balance approaches the recommended cash
balance value in FY 2027. In FY 2031, the year after the system condition is “caught up”, the DW rate is
decreased by 10.0% (again similar to the FY 2017 gas rate decrease) and then continues a 0.0% to 1.0% annual
inflationary increase until the end of the study period in FY 2036. The WP CIP recommendations for this scenario
are adjusted to decrease the annual CIP value significantly in years with a well replacement CIP project. The
other years the annual CIP is increased from the historic $1,500,000 to $1,615,000 per year. These adjustments
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attempt to moderate the influence of the well replacement projects on the cash balance. The down side to this
approach is that the “catch up” year is extended until FY 2033. The WP rates are recommended to rise by 10% in
both FY 2017 & FY 2018 — the same for all three alternative scenarios. After that the WP rates then increase
1.5% then 2.0% then 2.5% then 3.5% in three year steps until FY 2030 after which they then increase 2.5% for
two years. In FY 2033, the year of system condition “catch up”, the WP rate decreases by 5.0%. After that the
rate increases 1.5% for inflation the last three years. This fluctuating rate for the WP system attempts to cover
all O&M expenses as well as keep the WP cash balance as close to the “Recommended Cash Balance” value as
possible without falling significantly below that recommended value for any year.

NP rates are not held constant with WP rates in the Alternative Three scenario. After the major rate increase of
FY 2018 (the same in all three scenarios), NP rates increase a consistent 3.15% throughout the remaining 18
years of the report period. Full coverage of O&M expenses for the NP system is expected to occur in FY 2023. NP
system Capital R&R costs begin to be covered a little more each year until, at the end of this study period (FY
2036), the recommended NP rates and estimated water sales anticipate the full coverage of O&M expenses and
100% of R&R expenses with the NP rate $0.44 less than the wholesale potable rate ($4.81 - $4.37).

The cash balances in years FY 2018 thru FY 2026 for the DW system are low, but similar to the Alternative Two
scenario, this should not be a significant problem because the cash balances in the WP system for those same
years are higher than required and the combination of these two cash balance values within the Water
Enterprise Fund should be adequate to cover any anticipated emergency for either of the WP or DW systems.
The cash balance for both the DW and WP systems fluctuate toward the end of the study period but appear to
remain within acceptable limits for variation around the combined cash balance “Recommended Cash Balance”
goal. Refer to Figures 18 and 19.
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