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Mr. Mark Grushayev
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Sewerage Agency of Southern Marin
26 Corte Madera Avenue
Mill Valley, CA, 94941

Re:

2020 Financial Plan Study

Dear Mr. Grushayev,
Hildebrand Consulting, LLC is pleased to present this 2020 Financial Plan Study (Study)
performed for the Sewerage Agency of Southern Marin (SASM). We appreciate the
assistance provided by you and the Agency Board for your contributions to the Study.
If you or others at the Agency have any questions, please do not hesitate to contact me
at:
mhildebrand@hildco.com
(510) 316-0621
We appreciate the opportunity to be of service to the Agency and look forward to the
possibility of doing so again in the near future.
Sincerely,

Mark Hildebrand
Hildebrand Consulting, LLC
Enclosure
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List of Acronyms

List of Acronyms & Abbreviations
CIP

capital improvement program

CCI

construction cost index (as published by the Engineering New Record)

DCR

debt service coverage ratio

Agency

Sewerage Agency of Southern Marin

FY

fiscal year (which ends on June 30)

hcf

hundred cubic feet (i.e. 748 gallons)

JPA

Joint Powers Authority

SASM

Sewerage Agency of Southern Marin

WWTP

wastewater treatment plant
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Introduction

INTRODUCTION
Hildebrand Consulting, LLC (“Consultant”) was retained by the Sewerage Agency of
Southern Marin (“SASM or “Agency”) to conduct a 2020 Financial Plan Study (Study).
This report describes in detail the assumptions, procedures, and results of the Study,
including conclusions and recommendations.

UTILITY BACKGROUND
SASM provides wastewater treatment and effluent disposal for SASM’s six Member
Agencies. The Member Agencies include the City of Mill Valley (City), Almonte Sanitary
District, Alto Sanitary District, Homestead Valley Sanitary District, Richardson Bay
Sanitary District, and the Kay Park Area of the Tamalpais Community Services District.
Each Member Agency owns, operates, and maintains its respective sanitary sewer
collection system. The SASM Joint Powers Authority (JPA) owns and operates the
wastewater treatment plant (WWTP), located in Mill Valley, and its associated
wastewater collection systems. Revenue is collected primarily through assessments
allocated to its six Member Agencies. The revenue received through these assessments
is intended to cover the Agency’s budgeted operations and management (O&M)
expenses, debt service payments, and capital expenses. The methodology governing
this allocation is contractually defined based on both capacity rights and an annually
updated share of the previous year’s flow.
This report summarizes the findings as presented to the Board on August 20, 2020.
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SCOPE & OBJECTIVES OF STUDY
The Agency completed a comprehensive financial plan in 20161 (2016 Financial Plan)
which incorporated the Agency’s existing revenues and expenses, as well as the 2014
Master Plan CIP. Based on this information the 2016 Financial Plan developed a
projection of total annual Member Agency assessments through FY 2029/30. The Board
accepted the findings of the 2016 Financial Plan, thereby approving the assessment
schedule through FY 2034/35. Given that the Agency’s primary source of revenue has
been identified and adopted, the primary objectives of this Study were to:
i.

Update the Agency’s multi-year financial plan to incorporate current and
forecasted operating costs and debt service

ii.

Review and make recommendations (as needed) to update the Agency’s reserve
policies

iii.

Confirm the annual availability of funds for the Agency’s capital program and
identify the specific schedule of capital projects over the coming 5 years, and the
estimated annual capital spending over the coming 10 years

STUDY METHODOLOGY
The multi-year financial plan forecasts the annual assessment revenue and estimates
miscellaneous revenue, annual operating expenses, debt service, and capital spending.
This Study applied methodologies that are aligned with industry standard practices for
rate setting as promulgated by the AWAA and the WEF and all applicable law, including
California Constitution Article XIII D, Section 6(b), commonly known as Proposition 218.
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FINANCIAL PLAN
This section presents the Agency’s financial plan, including a description of the source
data and financial assumptions. Schedule 2 (attached at the end of this report) includes
detailed data supporting the financial plan discussed herein.
This Study’s 10-year financial plan was developed in collaboration with Agency staff.
Financial performance objectives consisted of ensuring that forecasted assessment
revenue would be sufficient to cover all anticipated operating, maintenance, debt
service, and capital program costs; maintaining financial reserves in accordance with
Agency policy; and meeting debt service coverage ratio obligations.
The Agency provided budgeted operating costs for the current fiscal year (FY 2020/21),
a multi-year capital improvement program (CIP), and outstanding debt service
obligations. Agency staff also assisted in confirming other assumptions and policies,
such as operating and capital reserve targets, debt service coverage targets, and
escalation rates for operating costs (all of which are described in the following
subsections).

BEGINNING FUND BALANCE
SASM’s FY 2020/21 beginning fund balances are summarized in Table 1.

Cash on Deposit

$6,901,001

Available Bond Proceeds

$3,000,000

Total:

$9,901,001

RESERVE TARGETS
Reserves for utilities are cash balances that are maintained in order to (a) protect the
utility from unexpected financial events, and (b) accommodate operational and capital
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program cash flow needs. Often multiple reserves are maintained, each with a specific
function. In addition to the direct benefits of financial stability, reserves can help
utilities obtain higher credit rankings, which can then help qualify the utility for cheaper
debt. Credit rating agencies evaluate utilities on their financial stability, which includes
adherence to formally adopted Agency reserve policy targets.
SASM adopted a series of policies on reserves in 1987, which were amended most
recently in April 2000. The following describes those policies as well as a recommended
update to those policies.
Operating Reserve – The purpose of the Operating Reserve is to keep facilities running
in the event of unusual circumstances such as major process failure, changes in
operating costs, large financial penalties, or inability of Member Agencies to pay
assessments. The reserve target is equal to 50% of the operating budget (for a current
reserve target of $2.45 million).
Recommendations – No changes to this policy are proposed
Major Equipment Repair and Replacement – The purpose of the Major
Equipment Repair and Replacement Reserve is to have sufficient cash to address
catastrophic failure of critical assets. The 2000 update to the Agency’s reserve
policy set the target for this reserve at $1 million, based on the original cost of
installed equipment.

According to staff estimations, and confirmed in

discussions with the Board, this amount remains adequate in 2020.
Recommendations – We recommend that, henceforth, the $1 million
reserve target be increased annually by the Construction Cost Index (CCI).
Capital Improvement Reserve – The purpose of the Capital Improvement Reserve is
to support the Agency’s ability to cash finance its capital program (“pay as you go”) by
smoothing the inherent volatility of annual capital spending. The 2000 policy update
set the target amount to $1 million but didn’t explain the methodology for deriving this
amount.
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Recommendations –The target amount is equal to the half of the Agency’s
average capital spending (looking forward for 5 years).
Risk Management Reserve – The purpose of the Risk Management Reserve is for
unexpected, uninsured exposures such as environmental damage caused by sewage
overflows. In 2000 the target for this reserve was set at $500 thousand.
Recommendations – A formal assessment of the Agency’s liability exposure
would be the proper method for updating this reserve target. In the absence
of such an assessment, this Report recommends using a placeholder target of
$750 thousand based on estimated inflation since 2000.
The above reserve policies are generally consistent with Consultant’s industry
experience for similar systems. Adhering to the Agency’s existing reserve policies is
consistent with best practices as reported by reserve studies conducted by the AWWA
and is viewed favorably by rating agencies (e.g. Fitch, Moody’s, and Standard & Poor’s).

REVENUE
The District collects both assessment revenue from its Member Agencies and other
revenues from miscellaneous sources.
2.3.1 ASSESSMENT REVENUE
SASM adopted Ordinance 92-1 (“An Ordinance establishing and prescribing Sewer
Service Charges”) in 1992 for the purpose of establishing annual Sewer Service Charges
for wastewater treatment services furnished by the SASM to the Member Agencies. The
Sewer Service Charge calculation relies on the calculation of EDUs to proportionately
allocate SASM’s costs to each Member Agency. SASM’s capital and debt expenditures
are allocated to each Member Agency based upon a fixed percentage assigned to each
Member Agency, which is designed to reflect each Member Agency’s allocated capacity
of the treatment works. SASM’s operations and maintenance (O&M) expenditures are
allocated to each Member Agency based upon their respective percentage of EDU's.
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Each year the EDUs are calculated and self-reported by each respective Member
Agency.
As previously explained, the assessment revenue to be collected from Member Agencies
(as a whole, not individually) has been establish by the Board through FY 2034/35. The
forecasted assessment revenues through FY 2029/30 are detailed in Schedule 2.
2.3.2 NON-RATE REVENUES
In addition to rate revenue, SASM receives other revenue, including miscellaneous fees
and interest earnings on investments. Miscellaneous fees include reclaimed water
sales, pump station maintenance services, and lab services revenue. Estimates of future
interest income were calculated annually based upon estimated average fund balances
and historic effective return on cash and invested funds (0.3%). Projections of all other
non-rate revenues were based on FY 2019/20 budgeted revenue.
All revenues are depicted below in Figure 1, and detailed in Schedule 2.
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EXPENSES
The Agency incurs expenses in the form of operating expenses, debt service and cashfinanced capital projects.
2.4.1 OPERATION AND MAINTENANCE EXPENSES
The combined operating and maintenance expenses include all ongoing treatment and
administrative expenses. The annual operating and maintenance costs for this Study
are based on the FY 2020/21 budget and are adjusted for future years based on inflation
(see Section 2.4.2). The FY 2020/21 budgeted operating and debt expenses are depicted
in Figure 2 and detailed in Schedule 2.

Figure 2: Budgeted Expense Categories (FY 2020/21)

2.4.2 COST ESCALATION
Annual cost escalation factors for the various types of expenses were developed based
upon a review of the assumptions made in the 2016 Financial Plan report. Those
assumptions were deemed to be consistent with published inflation forecasts and our
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industry experience. During the projection period, the operations and capital expenses
are projected to increase at the rates shown in Table 2.

Expense Category

Labor
Utilities
Chemicals
Consumer Price Index
Construction Cost Index

Annual Inflation Rate

4.0%
5.0%
5.0%
3.0%
3.0%

2.4.3 EXISTING DEBT SERVICE
SASM currently has a single outstanding debt ($38 million 2016 Bond) which has annual
debt service of approximately $2.0 million and will be paid off in FY 2035/36.
2.4.4 DEBT SERVICE COVERAGE
Debt service coverage is a measurement of the cash flow available to pay
current debt obligations. The formula is net operating income (i.e., gross income minus
operating expenses) divided by annual debt service. A debt service coverage ratio of 1.0
means that a utility has exactly enough money to pays its debt service after paying its
operating expenses. Loans typically include covenants that require the utility to
maintain a minimum debt service coverage ratio of 1.20 or 1.25 (although the bond
documents provided by the Agency didn’t appear to have such requirements).
Maintaining a higher debt service coverage ratio is recommended in order to access
more favorable borrowing terms in the future. Based on recently published guidance
from Fitch Ratings2, utility systems with midrange financial profiles should maintain a
DCR greater than 1.50 times annual debt service. For purposes of this Study, we are
proposing a financial plan that target a minimum debt service coverage ratio of 1.50.

2

As published on July 31, 2013.
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2.4.5 CAPITAL IMPROVEMENT PROGRAM
SASM completed a Wastewater Treatment Master Plan in 2014 that outlined a 20-year
Capital Improvement Plan (CIP) of $65.9 million (October 2014 dollars) starting in FY
2015/16. At that time, the Board directed staff to prioritize the CIP based on cash flow
projections and packaging of projects for efficiency.
This Financial Plan has evaluated the available annual funds to fund the CIP and
sequence proposed capital projects. Schedule 1 provides a detailed list of all capital
projects planned through FY 2029/30. Figure 3 provide a graphical summary of the
capital spending through FY 2029/30. While not within the planning horizon for this
financial plan, the capital spending is forecasted to increase substantially after FY
2029/30.

CASH FLOW FORECAST
All of the above information was entered into a financial planning model to produce a
10-year financial plan that evaluated the sufficiency of forecasted assessment revenue
to meet current and estimated future financial obligations and determined the
adequacy of fund to support capital spending in each year of the planning period.
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The cash flow numbers provided in Schedule 2 are summarized graphically in Figure 4,
which shows that the Agency is forecasted to have sufficient revenue to support its
forecasted capital spending through FY 2029/30. It should be noted that preliminary
forecasts show that the level of capital spending will increase significantly starting in FY
2030/31 to levels that may far exceed planned assessment revenue during that time. If
those projections are correct, the Agency can expect that it will draw down heavily on
its reserves during that time period, perhaps to the point of exhausting its reserves (see
Row 25 of Schedule 2). We recommend that the Agency update this Financial Plan in
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5.0%

5.0%

5.0%

5.0%
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5.0%

4.0%

4.0%

4.0%
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Debt Coverage Ratio:

2.09

2.10

2.15

2.28

2.43

2.58

2.69

2.80

2.91

3.04

Figure 4: Financial Forecast through FY 2029/30 with Planned Capital Spending
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CONCLUSION & RECOMMENDATIONS
In conclusion, this Study confirms that the Agency’s projected revenue will be sufficient
to fund the Agency’s 10-year capital program. Based on this finding, this Study makes
the following recommendations:


Continue implementing the assessment adjustments as recommended in the
2016 Financial Plan



Maintain a total cash reserve of $5.3 million, as detailed in Section 2.2



Update this financial plan in 2025 or in the event of a significant change to the
Agency’s capital spending program or operating expenses

This Study used methodologies that are aligned with industry standard practices for
public utility financial planning as promulgated by WEF, AWWA, and all applicable laws,
including California’s Proposition 218. The planned annual adjustments to the Member
Agency assessments will allow the Agency to continue to provide safe, reliable
wastewater treatment services.
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Schedule 1 – 10-Year Capital Improvement Plan

FY 2021
FY 2022
1-5 year (2021-2025) CIP Projects
1 Effluent Line Cathodic Protection
$100,000
2 Force Mains ARV Rehabiliatation
$300,000
3 Soduim Hypochlorite Storage Facility Improvements*
$270,000
4 Electrical System Upgrades - Main Switchgear
$2,200,000
5 Digester #2 Rehab & Roof Replacement
$2,220,000
6 Digester #1 Rehab & Roof Replacement
7 Digester Boilers and Heat Excahnger Replacement
8 Miscellaneous Energy Efficiency Improvements
5 - 10 year (2026-2030) CIP Projects
WWTP & Collections Rehabilitation Project (Phase 2)
1 Force main Replacement from RRPS to Hwy 101
2 SWPS (Phase II - MCC & & Genset Upgrades)
3 SWPS (Phase III - Pumps & W/W Improvements)
4 TGPS (Phase II - MCC Upgrades)
5 TGPS (Phase III - Pumps & W/W Improvements)
6 Sustainability, Laboratory and Security Improvements to Admin Build.
7 Replace Sludge Thickener Mechanism and Pumps
8 Odor Control for primary Clarifers & Gravity Thickener
9 Miller-Sycamore 30" sewer CIPP
$2,570,000
$2,520,000
Total:

FY 2023

FY 2024

FY 2025

FY 2026

FY 2027

$250,000
$375,000
$300,000
$250,000
$375,000
$1,450,000

$250,000
$375,000
$300,000
$250,000
$375,000
$1,450,000

FY 2028

FY 2029

FY 2030

$400,000
$500,000
$266,667
$1,166,667

$400,000
$500,000
$266,667
$1,166,667

$400,000
$500,000
$266,667
$1,166,667

$3,000,000
$2,000,000
$1,000,000

$3,000,000

$1,000,000

$2,000,000

$3,000,000

$3,000,000
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SCHEDULE 2 – SASM 10-Year Cash Flow Proforma
1 Assessment Increase:

Budget
FY 2021

Forecast
FY2022

Forecast
FY2023

Forecast
FY2024

Forecast
FY2025

Forecast
FY2026

Forecast
FY2027

Forecast
FY2028

Forecast
FY2029

Forecast
FY2030

5.0%

5.0%

5.0%

5.0%

5.0%

5.0%

4.0%

4.0%

4.0%

4.0%

2 Member Assessments

$8,741,000

$9,178,000

$9,637,000

$10,119,000

$10,625,000

$11,156,000

$11,602,000 $12,066,000

$12,549,000 $13,051,000

Non-Rate Revenues
3
Operating Revenue
4
Interest Earnings
5 Total Revenue

$119,000
$20,000
$8,880,000

$121,000
$20,000
$9,319,000

$123,000
$20,000
$9,780,000

$125,000
$20,000
$10,264,000

$128,000
$20,000
$10,773,000

$130,000
$20,000
$11,306,000

$132,000
$20,000
$11,754,000

$135,000
$20,000
$12,221,000

$137,000
$140,000
$20,000
$21,000
$12,706,000 $13,212,000

$2,736,000
$269,000
$1,020,000
$103,000
$487,000
$286,000
$4,901,000

$2,843,000
$277,000
$1,052,000
$108,000
$511,000
$294,000
$5,085,000

$2,954,000
$286,000
$1,085,000
$114,000
$537,000
$303,000
$5,279,000

$3,070,000
$294,000
$1,119,000
$119,000
$564,000
$312,000
$5,478,000

$3,190,000
$303,000
$1,154,000
$125,000
$592,000
$321,000
$5,685,000

$3,316,000
$312,000
$1,190,000
$132,000
$622,000
$331,000
$5,903,000

$3,446,000
$321,000
$1,227,000
$138,000
$653,000
$341,000
$6,126,000

$3,581,000
$331,000
$1,265,000
$145,000
$685,000
$351,000
$6,358,000

O&M Costs
6
7
8
9
10
11
12

Labor
Supplies & Equipment
Professional Services
Chemicals & Fuel
Utilities
Miscellaneous
Total Operating Expenses

$3,721,000
$341,000
$1,304,000
$152,000
$720,000
$362,000
$6,600,000

$3,867,000
$351,000
$1,345,000
$160,000
$755,000
$373,000
$6,851,000

Capital Costs
13 Total Capital Spending

$2,570,000

$2,596,000

$3,183,000

$1,093,000

$2,251,000

$3,478,000

$3,582,000

$1,435,000

$1,478,000

$1,522,000

14 Existing Debt Service
15 Cash Funded Capital Projects
16 Total Capital Expenses

$1,906,000
$2,570,000
$4,476,000

$2,012,000
$2,596,000
$4,608,000

$2,092,000
$3,183,000
$5,275,000

$2,097,000
$1,093,000
$3,190,000

$2,095,000
$2,251,000
$4,346,000

$2,096,000
$3,478,000
$5,574,000

$2,090,000
$3,582,000
$5,672,000

$2,096,000
$1,435,000
$3,531,000

$2,096,000
$1,478,000
$3,574,000

$2,094,000
$1,522,000
$3,616,000

17 Total Revenue Requirement

$9,377,000

$9,693,000

$10,554,000

$8,668,000

$10,031,000

$11,477,000

$11,798,000

$9,889,000

$10,174,000 $10,467,000

18 Beginning Year Balance

$9,901,000

$9,404,000

$9,030,000

$8,256,000

$9,852,000

$10,594,000

$10,423,000

$10,379,000

$12,711,000 $15,243,000

$1,596,000

$742,000

19 Surplus/(Shortfall)

($497,000)

($374,000)

($774,000)

($171,000)

($44,000)

$2,332,000

$2,532,000

$2,745,000

20 End of Year Balance

$9,404,000

$9,030,000

$8,256,000

$9,852,000

$10,594,000

$10,423,000

$10,379,000

$12,711,000

$15,243,000 $17,988,000

21 Reserve Target
22 Available Cash

$6,880,000
$2,524,000

$5,614,000
$3,416,000

$5,841,000
$2,415,000

$5,799,000
$4,053,000

$5,975,000
$4,619,000

$6,046,000
$4,377,000

$6,611,000
$3,768,000

$7,195,000
$5,516,000

$8,023,000
$7,220,000

$8,877,000
$9,111,000

23 Total Revenue Available for Debt Service $3,979,000
24 Total Yearly Parity Debt Payment
$1,906,000
25 Debt Coverage Ratio
2.09

$4,234,000
$2,012,000
2.10

$4,501,000
$2,092,000
2.15

$4,786,000
$2,097,000
2.28

$5,088,000
$2,095,000
2.43

$5,403,000
$2,096,000
2.58

$5,628,000
$2,090,000
2.69

$5,863,000
$2,096,000
2.80

$6,106,000
$2,096,000
2.91

$6,361,000
$2,094,000
3.04

Debt Coverage Calculations
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