PUBLIC UTILITY DISTRICT NO.1

AGENDA ITEM # 4
September 26, 2017

of Whatcom County
1705 Trigg Road  Ferndale, WA 98248
P: (360) 384-4288  F: (360) 384-4849

Memo
To:

Commissioners Kenner, McClure & Murphy

From: Annette Smith – Finance Director
Date: September 26, 2017
Re:

Recommended Approval of Resolution 728, Financial Management Policy

Requested Action – APPROVE RESOLUTION 728, ESTABLISHING A FINANCIAL MANAGEMENT POLICY.
Background – In 2015, the District crafted a Strategic Plan, including Goal Number 5:
“Maintain the financial capacity of the PUD to continue to provide essential services as well as accommodating the
planned expansion of support to our community.”
Also, in 2015, the District engaged FCS Group to review rates and existing policies for the Industrial Water and
Grandview Utilities. The overall objective of the rate study was to establish a financial planning review process and
methodology that would promote the long-term sustainability, and allow for the achievement of strong financial
performance in the future. The study resulted in some recommended adjustments to our reserves. These, in addition to a
recognized need to review and try to establish some needed guidelines resulted in the development of this policy.
The term ‘Financial Policy’ can encompass a wide range of topics. This Financial Management Policy focuses on
general guidelines for the budget, cash reserves, and debt management. The District previously has adopted a policy for
purchasing guidelines. A connection policy is also being developed, and staff believes a policy for investments is not
currently needed due to the use of the County as our treasurer.
The majority of this policy is merely formalizing the processes currently in use. The one area which is a proposed change
is the management of reserves which was recommended by FCS Group:
CURRENT
RESTRICTED
Operating Reserve
Capital Reserve
Emergency Reserve

60 days Operating Expenses
Risk Assessment

OPERATING
Operating Investments 60 days Operating Expenses
Capital Investments
No minimum

PROPOSED
$ 336,109
282,619
350,000

900,000

Eliminate
Eliminate
Set yearly by consensus

Minimum - 60 days Operating Expenses
Minimum - 1.5% of Capital Assets

A

Agreed upon dollar amount to cover uninsured, unplanned incident

B

Minimum dollar amounts will change as Operating costs and Capital Asset levels change

$

300,000

900,000
900,000

A

B
B

This change illustrated in the table above would eliminate the restricted reserves for both Operating and Capital, and
establish a minimum balance in the ‘working’ or non-restricted Operating and Capital Investment accounts.
Fiscal Impact – No financial impact.
Requested Action – APPROVE RESOLUTION 728, ESTABLISHING A FINANCIAL MANAGEMENT POLICY.

RESOLUTION NO. 728

A RESOLUTION OF THE BOARD OF COMMISSIONERS OF THE WHATCOM
COUNTY PUBLIC UTILITY DISTRICT NO. 1 ESTABLISHING A FINANCIAL
MANAGEMENT POLICY

WHEREAS, Public Utility District No. 1 of Whatcom County (the ‘District’) recognizes
the importance of financial policies in providing management and staff guidance in managing the
finances of the District and developing financial plans and rates for current and future years;
WHEREAS, the District engaged FCS Group in a rate study for the Industrial Water and
Grandview Utilities, which resulted in some recommendations for adjustments to policies;
WHEREAS, the District finds it desirable to periodically review and update the financial
policies in order to consider recent and relevant financial policies;
NOW, THEREFORE, BE IT RESOLVED, that the Commissioners of the Public
Utility No. 1 of Whatcom County do hereby adopt the policy and procedure for Financial
Management as set forth in Attachment A.
ADOPTED by the Board of Commissioners of Public Utility District No. 1 of Whatcom
County at a regular meeting held this 26th day of September, 2017.

Public Utility District No. 1 of Whatcom County

___________________________
Paul D. Kenner, President

____________________________
Jeffrey L. McClure, Vice President

____________________________
Michael J. Murphy, Secretary

RESOLUTION No. 728
EXHIBIT A

PUBLIC UTILITY DISTRICT NO. 1 of Whatcom County

Financial Management Policy

Approved by Commission Resolution No. 728
Effective September ___, 2017
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GOALS / OBJECTIVES

Public Utility District No. 1 of Whatcom County (District) is laying the foundational groundwork
for financial guidelines to be used in decision making. This framework is to be used as a guiding
principle in the fiscal management of the District. These guidelines provide a financial platform
for evaluating both current activities and proposals for future programs. From time to time, it
is anticipated that these guidelines will be modified or clarified to provide financial guidance for
issues and situations which were not previously anticipated.
The purpose of this financial policy is to ensure the District’s Commission’s vision for the utility
is achieved. In 2015, the District crafted a Strategic Plan, designed to “guide our efforts as we
address the critical issues facing our community in ensuring clean water and efficient and
responsible power supplies.” Goal Number Five (5) in the Strategic Plan’s Foundational Goals is
to:
“Maintain the financial capacity of the PUD to continue to provide essential services as well as
accommodating the planned expansion of support to the community.”
In an attempt to address this mandate, the following Financial Management Policy has been
crafted.
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SCOPE
The scope of this policy includes the District’s Budget process, Reserves and Debt Management.
The guidelines for both the Operating Budget and Capital Budget will be addressed here in
general terms, but each year the actual budget will be presented, discussed, and brought to the
Commission for approval.
Currently, Whatcom County acts as the District’s treasurer. All cash except for a small revolving
checking account reside at the County. All investments fall under the County’s Investment
Policy. If, in the future, the District decides to manage its own investment portfolio, a District
investment policy will be needed.
This Financial Management Policy will cover the following areas:




Budget – General guidelines are included in this policy, but the actual budget will be
presented, discussed and approved annually;
Cash Reserves held by the District; and
Debt Management

The following are separate policies, but fall under the Finance umbrella:




Purchasing Policy – Created in 2007 and revised as needed;
Connection to District Services – Currently being developed; and
Investments – Currently not needed since Whatcom County acts as the District’s
Treasurer.
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DEFINITIONS

Bond Covenant – A legally binding term of agreement between a bond issuer (the District), and
a bond holder. Usually includes maintaining a certain Debt Service Coverage Ratio (DSCR), and
continued reporting on the status of the District financial status.
Capital Budget – The portion of the budget which focuses on the acquisition, maintenance, or
creation of fixed assets. This budget projects costs for the next five years at a minimum.
Capital Projects – Projects which result in the creation of fixed assets.
Capital Transfer – The portion of the rate revenue assigned to fund the capital budget.
Cash – Any cash or equivalent which can be converted into cash readily. It will include cash,
and non-restricted investments.
Connection Fee – The fees charged for a new connection to the District’s water systems.
Debt Service Coverage Ratio (DSCR) – This is the measure of the cash flow available to pay
current debt obligations. It is calculated by: (Net Income + Depreciation + Amortization +
Interest Expense) / Debt Service for the year.
Debt Service Requirement – The amount of debt service, both principal and interest, required
to be paid for the year.
Electronic Municipal Market Access (EMMA) – The website managed by the Municipal
Securities Rulemaking Board which is currently the official repository for information on
municipal bonds including official disclosure, trade data, and required post-issuance data.
Extraordinary Maintenance – These expenses are for large and non-routine maintenance
projects.
Fixed Assets – Assets with a value of over $5,000 and a life expectancy of greater than one
year.
General Obligation Bond – Municipal bonds which are secured by the District’s credit and
taxing power in whole.
Local Utility District (LUD) – A local assessment district authorized under RCW 54.16.120, for
the purpose of funding improvements or new infrastructure which benefits a defined group of
properties. A special assessment is levied on the members of the LUD to fund the project.
LUD Bond – A type of Revenue Bond where the funds are used to finance a project in a LUD,
and repaid by assessments collected from the LUD.
Operating Budget – The portion of the budget focused on known and forecasted expenses for a
given calendar year which cover the normal, operating cycle of the District.
Operating Revenues – Revenues generated from all District operating activities.
Post Issue Compliance – The policy to fulfill all the requirements mandated AFTER a bond issue.
It includes items listed in the bond covenants and also requirements by the Securities and
Exchange Commission (SEC).
Reserves – Cash held by the District for a stated purpose. For example, bond reserves are cash
amounts held, usually equal to the largest debt service payment, until the bond is paid in full.
Restricted Funds – A reserve of money that can only be used for specific purposes dictated by
internal (Commission), or external (e.g. bond covenants) direction.
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Revenue Bonds – Municipal Bonds that finance income-producing projects and are secured by
a specified revenue source.
SEC – Securities and Exchange Commission, a federal agency whose mission is to protect
investors, maintain fair, orderly, and efficient markets, and facilitate capital formation.
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BUDGET GUIDELINES

The District is on an annual, calendar year budget schedule. The Finance Department is
responsible for coordinating the overall preparation, administration and tracking of the budget.
Department heads are responsible for providing the estimates and list of Extraordinary
Maintenance and Capital projects for each year and the forecast period. Reporting of any other
operating activity outside of the normal level is also the responsibility of the department head.
Each year, the budget for the subsequent year is created, including a projected forecast for a
minimum of the following five years in the Capital budget and a projected cash flow.
The budget process can effectively be broken up into three separate discussions: Operating
budget, Capital budget, and Rate setting. While the Operating budget is fairly consistent over
the years, with some adjustments for large extraordinary maintenance projects and inflation,
the Capital budget can vary significantly year to year. A five year projected Capital budget
allows the District to adjust rates in a more gradual, deliberate way.

OPERATING BUDGET
The Operating Budget is the most straight-forward portion of the budget. The Finance
Department is able to provide a history of costs associated with each department. Department
heads and/or the Director of Utility Operations will provide feedback on the projected change
in activity.
The Operating Budget should support a scheduled level of maintenance to maintain the
District’s assets in good working order and to minimize future maintenance and replacement
costs.
Extraordinary maintenance projects are an area to pay close attention to. These costs can vary
significantly between years. Extraordinary maintenance projects are defined as higher-cost
maintenance projects which do not occur yearly. They are separated from regularly occurring
Operations and Maintenance expenses. For example, maintenance expenses related to the
District’s substation at Phillips 66 refinery during the refinery shut-down. Since the refinery only
does a shut-down every five years, this is an extraordinary maintenance expense.
The General Manager works with Human Resources to obtain the best health insurance
renewal rates and provide Finance with both a general percentage increase for the budget, and
the actual approved wage per non-union positions by year-end. All union positions are set at
pre-negotiated rates under a Collective Bargaining Agreement. Any costs associated with
retirements and new positions will need to be adjusted for.
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CAPITAL BUDGET
The Capital Budget consists of the Capital projects, forecasted for completion over a period of
at a minimum of five years. This enables the District to plan financing including using reserves
and/or debt. This forecast will be updated every year during the budget process. If, during the
year, a capital asset is identified which has not been budgeted for, a Capital Purchase
Authorization Form should be completed, the financing resolved, and the appropriate approval
obtained, based on the dollar amount.
Each budgeted project should include an identification number assigned by Finance, a
description of the project, an estimated cost, a justification for the expense, and a forecast of
the projects costs. An example is below:
PUD No. 1 of Whatcom County
2017 Capital Improvement Budget (CIP)
ELECTRIC UTILITY - 481
CIP PROJECT NUMBER:

E-22

PROJECT NAME:

Upgrade to Ferndale Substation

PROJECT LOCATION:

5431 Ferndale Road

STATUS:

Existing

ESTIMATED START DATE:

2017

Priority: High
ESTIMATED COMPLETION DATE: 2018

PROJECT DESCRIPTION/SCOPE:
The District purchased the Ferndale electric substation serving Water Treatment Plant No.1 in 2011. The substation, previously owned by Puget Sound
Energy, was constructed when Plant No.1 was built in the 1960's. The substation has not been upgraded since construction and has the original single
transformer. Testing of electrical gear in the substation during 2016 revealed that the secondary voltage (2,400 V) side of the substation is in very poor
condition and should be replaced. During 2017 an engineering study of the substation will be performed to determine the magnitude of improvements
required at the substation to assure reliability of operation. Following the study, a determination will be made whether it is feasible, both technically and
economically, to invest in improvements or build a new substation at a different location. The cost figures listed below are rough planning numbers only.

Ferndale Substation Upgrade
$

Engineering Analysis, Design & Construction Services (20%)
Materials Procurement and Construction (Competitive Bid Project)

Project Contingency (15%)
Sales Tax (8.5%)
2018-2023 Total:

Estimated 2017 Expenditures:

450,000

3,000,000
450,000
255,000
$ 4,155,000

(100,000)

Roundup Total: $ 4,055,000
PROJECT JUSTIFICATION/BENEFITS:
The construction of a new substation could be undertaken without taking Plant 1 off line until the switchover. Upgrade to the existing substation may
require longer outage periods at the plant. As part of the new substation project, a new switchgear building could be added. The design of a new
substation would include two transformers rather than the current one, for redundancy.

PROPOSED BUDGET
CAPITAL COST:
Direct Costs
TOTAL CAPITAL COSTS
REVENUE:
Electric Rate Revenue
TOTAL REVENUE
M&O COSTS
Capital Costs Beyond 2023:

2020

2021

2022

2018-2023
Total

2018

2019

$ 3,000,000

$ 1,055,000

$ 3,000,000

$ 1,055,000

$

-

$

-

$

-

$

-

$ 4,055,000
$ 4,055,000

$ 3,000,000
$ 3,000,000
$
-

$ 1,055,000
$ 1,055,000
$
-

$
$
$

-

$
$
$

-

$
$
$

-

$
$
$

-

$ 4,055,000
$ 4,055,000
$
-

TBD. Related to plans for improvements to Water Treatment Plant No.1.

Page 8

2023

A summary of capital projects is used both for presentation purposes and for purposes of cash
flow forecasting. An example is shown here:

PUD No. 1 of Whatcom County
2017 Capital Improvement Budget (CIP) (Real Dollars)
CIP
Number

INTERNAL SERVICES
IS-3
Office and Plant No. 2 Site Improvements
IS-5
Administrative Staff Vehicles
IS-12
SCADA System Analysis, Equipment Eval & Upgrade
IS-14
Office Equipment and Computer HW & SW Replace
IS-15
Communications Backbone System Build-out and Upgrade
IS-16
Administration Building Security
Sub-Total (IS) Internal Services CIP Projects
INDUSTRIAL WATER
RWL
PROJECT MANAGEMENT
RW-14
Water Utility Vehicles
RW-22
Install Main Line Valves on Distribution System
RW-27
Water Utility Major Non Vehicle Equipment
RW-28
Water Plant 1 Remodel/Refurbish Projects
RW-30
Standby Power Plant 1 or Plant 2
RW-32
Line Extension to Grandview Fire
RW-33
Petrogas Meter/Valve Relocate
RW-34
PSE-Whitehorn Meter/Valve Relocate
RW-35
Plant 1 & 2 Intake VFD Replacement & Additions
MISC
Contingency for Un-Planned Raw Water Projects
Sub-Total (RW) Industrial Raw Water CIP Projects
ELECTRIC
EL
E-6
E-15
E-22
E-25
MISC

2016
Projected

Project Name

PROJECT MANAGEMENT
115 kV Transmission Structure/Conductor Upgrades
Electric Utility Vehicles
Upgrade/Replace Ferndale Substation
Electric Non-Vehicle Equipment
Contingency for Un-Planned Electric Projects
Sub-Total (E) Electrical CIP Projects

$

$

223,527
67,682
35,411
85,467
889
412,976

2017
Budget

14,230
84,488

$

19,399
118,442

2020
Budget

2021
Budget

2022
Budget

2017-2022
Budget

90,000
80,000
1,010,150
44,000
1,224,150

$

60,000
8,000
476,850
544,850

$

33,903
50,000
14,000
97,903

$

40,000
13,000
53,000

$

28,132
30,000
64,000
122,132

$

30,000
19,000
49,000

$

62,035
300,000
198,000
1,487,000
44,000
2,091,035

$

76,639
47,000
381,000
69,000
2,000,000
25,000
258,000
65,000

$

15,253
47,000
183,000
-

$

68,987
1,400,000
-

$

7,935
-

$

17,167
-

$

7,749
-

$

193,730
94,000
381,000
69,000
1,400,000
2,000,000
208,000
258,000
65,000

$

2,921,639

$

245,253

$

1,468,987

$

7,935

$

17,167

$

7,749

$

4,668,730

$

68,607
700,000
68,000
100,000
25,000
961,607

$

133,624
700,000
3,000,000
3,833,624

$

83,612
700,000
1,055,000
1,838,612

$

148,479
700,000
848,479

$

143,157
700,000
843,157

$

156,584
700,000
856,584

$

734,063
4,200,000
68,000
4,155,000
25,000
9,182,063

39,959
59,084
-

$

2019
Budget

$

4,648
12,586
32,752
20,272
-

$

2018
Budget

$

$

$

$

$

$

$

The Capital Transfer from rate provided revenue is the amount budgeted annually to support
Capital Projects. Although large Capital Projects may not be scheduled each year, an amount at
least equal to the annual “usage” of the existing capital infrastructure should be recovered. This
“usage” equates to the annual depreciation amount. The Capital Transfer that is used in the
budget should at a minimum be the amount of depreciation, minus debt principal payments.
Connection fees, when collected, should be used to offset capital costs, not for regular
operating costs. The District currently operates two different water systems. Connection
charges are established in different ways for each of these systems. The Connection Policy is a
separate document.

RATES
The goal in setting rates is to provide high value utility services at the lowest, reasonable cost.
The District will charge rates and fees, which will, at a minimum, generate sufficient revenue to
cover all proportionate direct costs of operations, maintenance, administrative costs, and
appropriate capital costs, (expansion, upgrades or replacement), associated with the use of that
utility. Rates shall be set at a level sufficient to cover current and future expenses and maintain
reserves consistent with these policies and long-term financial forecasts.
Rate setting guidelines state that fixed rates should be matched up with fixed costs and variable
rates with variable costs. The costs of the District are mainly fixed. The cost of the
infrastructure, personnel, operating and maintaining the infrastructure, classified as fixed costs
in the rate analysis, far exceed the costs to treat and transmit the water (variable costs).
In order to promote water conservation, some of the fixed Operating costs are recovered
through the variable portion, in both the Grandview and Industrial Water Utilities. An overall
rate increase results from a combination of a change in the variable rate and the fixed rate. For
example, an overall rate increase of 4% may be the result of a 2% increase in the variable rate,
and a 6% increase in the fixed rate. Since each customer has a different variable to fixed ratio,
the rate increase will effect each customer uniquely. A customer with low usage, may show
closer to a 6% increase, whereas a customer with large usage may come in closer to a 2%
increase. Therefore, the split between fixed and variable in the water rates also should strive to
minimize the annual increases across all customers.
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Resolution 549 (Attachment A), approved in 2006, explains in detail the different components
of the water rates for the Industrial Water Utility, including Irrigation. These components
include the Fixed Capital Charge, Fixed Operating Charge, Volumetric Charge, and the Fixed Fire
Flow Charge. The Grandview Utility rates consist of the Fixed Fire Charge, Fixed Meter Charge,
and the Volumetric Charge.
The District currently purchases all of its energy supply from Bonneville Power Administration
and transmits that energy over Bonneville, Puget Sound Energy and District owned transmission
systems. The Electric Utility charges consist of the pass-through charges (power, transmission,
and tax), and all the District charges rolled into one General Service Charge.
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RESERVES
Reserves are cash that has been appropriated for a particular purpose. The reserves can be
classified as restricted or unrestricted. The restricted reserves are established by either
external (ex. Bond covenants) or internal (Commission established) direction and can only be
used within the agreements with the external party or by action of the Commission. The
unrestricted reserves are the ‘working’ funds and are used in the course of business. Examples
of possible reserves:
Restricted:

Bond Reserves, Mitigation Fund, Operating Reserve, Capital Reserve,
Emergency Reserve, LUD fund

Unrestricted: Operating Investments, Capital Investments
The District’s rate study conducted by the FCS Group in 2016-17, recommended eliminating the
double reserves held under the Operating category (60 days of operating expenses in both
Restricted and Unrestricted), and creating a minimum balance in the Unrestricted Capital
Investments.
CHANGES TO RESERVE TYPES
Operating – The District will budget 60 days of Operating expenses, minus the BPA cost of
power in the Electric Utility and extraordinary maintenance costs, as a minimum balance in the
unrestricted Operating Investment fund. The appropriate amount will be calculated each year
during the budget process. Additional items may be added if deemed appropriate. For
example, if large payouts are expected in the next several years due to staff retirement, an
additional amount may be added to the reserve. The BPA power and transmission cost is a
straight pass-thru and a true variable cost. The extraordinary maintenance costs are highly
variable and sometimes more discretionary. The minimum Operating cash amount will provide
the District with a cushion on the seasonal variations of spending, and also any unplanned costs
during the year. The restricted Operating Reserve would be eliminated.
Capital –A minimum balance should be budgeted at 1.5% of the historical cost of the Fixed
Assets in the unrestricted Capital Investment account. The minimum Capital cash amount will
cushion for cost overruns in Capital projects (ex. Find a leak and mold problem during a
remodel) and unexpected capital outlays (ex. Unexpected failure of equipment). Additional
items may be added if deemed appropriate and related to the Capital costs or income. The
restricted Capital Reserve would be eliminated.
Emergency Reserve – The Emergency Reserve will remain a restricted fund. Increases and
decreases in the balance are approved by the Commission. The amount to be held in reserve
should be decided on by a consensus of the Finance Director and General Manager and
approved by the Commission during the annual budget process. To be taken into consideration
are: a high level risk assessment, the current insurance policy coverage, and the most likely,
large, emergency repair. The likelihood of an emergency event happening in the same year to
all three utilities is low. Therefore, the reserve should be considered in total accessible to all
utilities, lessening the amount needed in each utility. The portion each utility is responsible for
would be the percentage split of the gross fixed assets. The balance of the Emergency Reserve
should be reviewed and adjusted, if necessary, yearly during the budget process.
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A summary of the proposed changes:
CURRENT
RESTRICTED
Operating Reserve
Capital Reserve
Emergency Reserve

60 days Operating Expenses
Risk Assessment

PROPOSED
$ 336,109
282,619
350,000

Eliminate
Eliminate
Set yearly by consensus

$

300,000

A

OPERATING
Operating Investments 60 days Operating Expenses
Capital Investments
No minimum

900,000

Minimum - 60 days Operating Expenses
Minimum - 1.5% of Capital Assets

A

Agreed upon dollar amount to cover uninsured, unplanned incident

B

Minimum dollar amounts will change as Operating costs and Capital Asset levels change
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900,000
900,000

B
B

DEBT MANAGEMENT GUIDELINES
Debt is a useful tool in managing and financing large-scale projects. Some of the types of debt
available to the District include revolving lines of credit, bond issues and low-interest loans.
The District uses long-term bond issues (limited to 30 years) to finance large, capital projects.
The state imposes limitations on the amount of General Obligation debt the District can issue.
Revenue debt and special assessment (LUD debt) has no limitations. The District is limited by
RCW 54.24.018 to .75% of Assessed Value for the non-voted debt capacity. Since the District is
considered a countywide utility, the County Assessed Value is used. In 2017, the Assessed
Value was $26,674,688,544, resulting in a limit to the District’s non-voted debt capacity of
$200,060,164. The District currently has roughly $28,000,000 in General Obligation outstanding
debt. Currently, the ability to pay debt service is a more limiting factor than legal limitations on
the amount of outstanding debt.
Each individual and business entity has a unique level of debt tolerance. From a no debt policy
to operating at the top of their debt capacity, there are pros and cons to the use of debt:
PROS: Level annual costs, ability to finance projects earlier, preserves cash.
CONS: Inflexibility of debt service payments, increased project costs, mandated debt covenants,
lowers debt capacity.
Some general guidelines:






Debt should never be used to finance ongoing operational costs – only for purchased or
constructed capital, long-term assets;
Debt terms should never extend longer than the life of the asset financed;
Debt Service Coverage is a measure of the District’s ability to pay the debt service. The
bond covenants typically set a standard that the District needs to meet. The District will
set rates sufficient to provide debt service coverage in excess of bond covenants.
During the budget process, a minimum target of 1.5 coverage for the District as a whole
is the target. On a rare occasion, a lower coverage level may be accepted to smooth
rates for a one year time period, but the coverage will never be budgeted lower than
bond covenant levels;
All post-issuance compliance issues shall be complied with, including continuing
disclosure of major events and annual financials posted on the Electronic Municipal
Market Access (EMMA).
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