RESOLUTION NO. 25-1081

RESOLUTION OF THE BOARD OF DIRECTORS OF THE JOSHUA
BASIN WATER DISTRICT APPROVING RESERVE FUNDS POLICY
(RESCINDING RESOLUTION NO. 18-985 & 19-1007)

WHEREAS, the Joshua Basin Water District (“JBWD?") is a county water district
existing and operating pursuant to Water Code section 30000 et seq.; and

WHEREAS, key elements of prudent financial planning and fiscal responsibility
are to ensure that sufficient funding is available for current operating, capital and debt
service cost needs and to anticipate and prepare for future funding requirements as well
as for unforeseen disasters and other unforeseen events; and

WHEREAS, JBWD desires to set forth a policy for maintaining reserve funds
within each of the JBWD’s separate funds and within such other funds as the District
may establish and maintain from time to time;

WHEREAS, JBWD wants to provide transparency to ratepayers by describing
how and why specific reserves are established and maintained.

NOW, THEREFORE, the Board of Directors of the Joshua Basin Water District
hereby resolves, determines, and orders as follows:

1. The Reserve Funds Policy (“Policy”) set forth in Exhibit A, attached hereto
and incorporated herein by this reference, is hereby approved. This Policy supersedes
prior adopted policies, including, but not limited to, Resolution No. 18-985, and shall
remain in effect until it is amended or superseded by a subsequently adopted policy.

2. The JBWD Director of Finance and other staff of the District are hereby
authorized and directed to (1) take steps to implement the directives as set forth in the
Policy and make reports to the Board of Directors as described therein; and (2) amend
Article 9 of the existing Administration Code in accordance with the adopted Policy.

PASSED AND ADOPTED this 8th day of December, 2025, pursuant to the
following votes:

AYES: 5
NOES: O
ABSENT: 0
ABSTAIN: ®)
By: /
/Thomas Floen, President
By: A P

Sarah JohnsonYGeneral Manager & Board Secretary
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ARTICLE 9 - RESERVE FUND POLICY

9.01 PURPOSE

The purpose of this policy is to define how and why the Joshua Basin Water District (JBWD)
establishes and maintains reserve funds, ensuring that reserve balances remain at prudent
and fiscally responsible levels.

Adequate reserves are vital to sound financial management, enabling JBWD to:

e Meet both short- and long-term obligations;

e Maintain reliable water service and financial stability;

« Finance capital projects and infrastructure replacement;
 Prepare for emergencies and unforeseen events; and

« Stabilize rates during periods of reduced revenue.

Reserves help maintain JBWD'’s fiscal strength and flexibility, ensuring compliance with
legal requirements, adequate cash flow, and preparedness for economic uncertainties or
local disasters.

9.01.01 GUIDING PRINCIPLES

To the extent practical, this policy follows the California Special Districts Association (CSDA)
Special District Reserve Guidelines, Second Edition.

1. JBWD will prudently manage ratepayer funds and maintain transparency.
2. Reserve funds will be maintained in designated accounts to ensure financial
soundness.
3. Reserve funds will:
 Be designated for specific purposes;
« Align with financial policies, budgets, and legal requirements;
 Support emergency preparedness and infrastructure reliability; and
¢ Allow JBWD to adapt to changing conditions such as drought or new regulations.

9.01.02 AUTHORITY
Under Article XIIIB of the California Constitution, JBWD has authority to establish
reasonable and proper reserves.

9.01.03 DEFINITIONS

Unless otherwise defined herein, or unless the context requires otherwise, the following
terms shall have the following meaning(s) for the purpose of this Policy:

¢ Board means the Board of Directors of Joshua Basin Water District.

¢ Restricted Reserve Funds means reserve funds whose use is limited by external
requirements such as legal requirements or the requirements set by grantors,
contributors, or creditors of the funds.



¢ Unrestricted Reserve Funds means reserve funds whose use is not restricted by
external requirement; the use of this fund is determined by the JBWD Board.

¢ Designated Reserve Fund (Committed): Set aside for specific purposes as
determined by the Board.

¢ Undesignated Reserve Funds (Unassigned) means Unrestricted Reserve Funds that
are not assigned to specific purposes as determined by the Board.

¢ Individual Replacement Reserve Funds (Committed) means Designated Reserve
Funds that are set aside for a specific capital replacement needs outside the Capital
Reserve/ Capital Improvement Plan (“CIP”): Building Replacement Reserve Fund,
Equipment, Technology & Fleet Reserve Fund, Meter Replacement Reserve Fund, and
Studies & Reports Replacement Reserve Fund.

o LAIF means Local Agency Investment Fund, an investment program by California State
Treasurer’s Office, which is authorized under Government Code section 16429.1 et seq

o CAMP means California Asset Management Program, a joint powers authority that

provides investment services to local agencies pursuant to Government Code section

53601(p). .

o Target Levels means target level of reserve funds that JBWD intends to maintain. The
Target Levels are based on risk assessment, each fund’s replacement cost projections,
and/or or identified projected need.

9.01.04 RESTRICTED RESERVE FUNDS

JBWD has the following types of restricted reserve funds:

RESTRICTED RESERVE FUNDS

per Government Code §66013(b)(3).
Water capacity charges are used to
provide funding for water system
infrastructure that will be required in
the future or to pay back the JBWD for
pre-built water system infrastructure
already in existence at the time new
water service connection is requested,
as a prorate share of the costs to
construct such facilities. Water capacity
charges can fund either future system
expansion required because of growth
or may be used to reimburse the JBWD
for previously funded capital facilities
that provide benefit to future users. A
pro-rata share of investment earnings
is credited to this account.

Reserve Account Description Target Level /Min/Max
Water Capacity Used to fund or reimburse capital None; based on
Account infrastructure benefiting future users, | development.




RESTRICTED RESERVE FUNDS

Wastewater/Sewer
Capacity Account

Similar to the Water Capacity Account
but for wastewater/sewer
infrastructure, per Government Code
§66013(b)(3). A pro-rata share of
investment earnings is credited to this
account.

None; based on
development.

Consumer and
Project Deposits
Account

Holds good faith deposits for service or
project guarantees; Investment
earnings are credited to the General
Fund.

None

Copper Mountain
Mesa Assessment
District
(“CMMAD")
Accounts

Collects and holds debt service funds
for bondholders as required by bond
covenants; A pro-rata share of
investment earnings is credited to this
account.

Per Bond Covenants

9.01.05 UNRESTRICTED RESERVE FUNDS

JBWD has the following types of unrestricted reserve funds:

UNRESTRICTED RESERVE FUNDS - DESIGNATED

Reserve Account

Description

Target Level/Min/Max

Operating Reserve
Account

Ensures sufficient funds to cover
operating and debt service costs and
stabilize rates during revenue
fluctuations.

Target Level: Three (3)
months of average
operating and debt
service expenses
(excluding
depreciation).

Cash Flow Reserve
Account

Bridges timing gaps between revenue
collection and expense payments to
maintain liquidity and
creditworthiness. initially assigned to
another fund.

Target Level: Three (3)
months of average
operating and debt
service expenses
(excluding
depreciation).
Combined Target Level:
Six (6) months when
combined with the
Operating Reserve.
Since this fund will
fluctuate with cash flow
needs, it contains no
maximum fund level
and may accumulate
reserves not initially
assigned to another
fund.




UNRESTRICTED RESERVE FUNDS - DESIGNATED

Emergency Capital
Replacement
Reserve Account

Used for major unplanned
infrastructure failures or emergencies,
usually catastrophic in nature or
amounting to at least $100,000. May
also be used when the Cash Flow
Reserve Account does not contain a
balance in excess of its minimum
balance to fund the Emergency project
and/or if the Capital Reserve is
insufficient to fund the Emergency
project. When held in a CAMP
subaccount, this reserve will accrue
interest; in LAIF, it will not.

Target Level: $3 million.

Capital Reserve
Account

Funds Board-approved routine capital
projects, such as pipelines, wells,
boosters, and reservoirs identified in
the CIP or other authorized capital
work. Funding levels are based on the
most recent Rate Study and available
net revenues after the Operating
Reserve, Cash Flow Reserve, and
Emergency Capital Replacement
Reserve reach Target Level.

Target Level:
$3,750,000.

This reserve is to be
used for capital projects
that will be reviewed
and approved by the
Board of Directors, so
no maximum reserve
level is recommended.
Because of the
discretionary nature of
this reserve and the
ability to decide which
projects will be funded
and when, no minimum
reserve level is required.

Chromium 6
and/or Regulatory
Compliance
Reserve Account

Regulatory costs have become a
significant factor for the District. This
Reserve funds major costs directly
related to complying with the State of
California’s Hexavalent Chromium
(“Chromium 6”) regulatory mandates
or other significant regulatory rulings
for which a financial buffer is needed
until other funding can be secured.
Primarily intended for major capital or
operating costs.

Target Level: $4 million
to be achieved by initial
transfer from other
unrestricted fund.

INDIVIDUAL REPLACEMENT RESERVE FUNDS - UNRESTRICTED /DESIGNATED

Reserve Accounts Description Target Level /Min/Max
Building and Land | Funds future office expansion, Target Level:
Reserve Account replacement, and/or land. May only $2,400,000

serve as “starter funding.”




INDIVIDUAL REPLACEMENT RESERVE FUNDS - UNRESTRICTED /DESIGNATED

Equipment,
Technology & Fleet
Reserve Account

Funds replacement of vehicles, heavy
equipment, technology, and office
equipment ($5,000+) or planned fleet
expansion not to exceed 15% of
existing fleet per Rate Study cycle.

Target Level: $350,000.

Meter Funds meter replacement on a 20-year | Target Level:
Replacement and cycle (multi-year program). After $2,000,000 to be
AMI Reserve completion, funding levels will adjust accumulated by next
Account based on projected future replacement | replacement cycle in

costs. Unused funds will remain in this | 2040.

reserve to fund future program unless

directed to transfer elsewhere by Board

of Directors. Funds will also be

available for use towards an AMI

(Advanced Metering Infrastructure)

meter conversion.
Studies & Reports | Funds periodic updates Target Level: $150,000.
Replacement to/replacements of major studies and

Reserve Account

reports (e.g., Rate Studies, Master
Plans).

UNRESTRICTED RESERVE FUNDS - UNDESIGNATED

Reserve Account

Description

Target Level /Min/Max

CAMP General Pool
fund (4045-001)

Minimally funded and maintained only
as the primary fund to support the
existence of the CAMP Wastewater
Capacity and CAMP Emergency Capital
Replacement subaccounts. Interest
earned in this account will periodically
be transferred to the Cash Flow fund.

None

Investment earnings from unrestricted reserves are credited to the General Fund unless
invested in a CAMP subaccount.

9.01.06 PROCEDURES

General:

e Reserves are funded as follows: 1) Explicitly included for funding in a Rate Study,
with rates being set to accumulate such funding when all revenue and expense

targets are met, or 2) funds may be transferred from existing Unrestricted Reserve
Fund(s) to another reserve fund with Board action, or 3) combination of these two

options.

e The Reserve Policy and its funding levels shall be reviewed with each new Rate
Study (typically every five years) at a minimum.

e Investment earnings from all Unrestricted Reserve Funds will be credited to the

General Fund unless otherwise noted, such as when invested in a CAMP subaccount.




Investment earnings from all Restricted Reserve Funds will be credited as shown in
Section 9.01.04.

o When net revenues projected in the Rate Study are unavailable, allocations to
Individual Replacement Reserve Funds will be prorated proportionately after
Operating Reserve Account, Cash Flow Reserve Account, and Emergency Capital
Replacement Reserve Account are funded to their minimum or at the Target Levels.

e Funds are not encumbered for future use and funds will be allocated based on a
first-come, first-served basis.

e Any reallocation or transfer inconsistent with this policy requires Board approval.

o Specific annual funding should be determined before each Rate Study.

Authorized Usage:

e Cash Flow Reserve Account: The Director of Finance may authorize the use of
Operating or Cash Flow Reserves for temporary cash flow needs.

e CMMAD Account: Used as scheduled throughout the year per bond covenant
requirements; authorized by the Director of Finance.

e Consumer and Project Deposits Account: Used as scheduled throughout the year
per statutory requirements; authorized by the Director of Finance.

o Emergency Capital Replacement Reserve Account: Authorized by the General
Manager per the Administrative Code or by Board action.

e C(Capital Reserve Account and Individual Replacement Reserve Funds:
Authorized through the budget approval process or by separate Board action. Once
authorized through the budget approval process, the Director of Finance may
execute transfers as feasible. Transfers are Board-reported annually.

9.01.07 SUMMARY

JBWD will maintain designated reserves to fund operating, capital, and debt service needs
and to respond to unforeseen events. Reserves will be reviewed and adjusted with each new
Rate Study or as needed to ensure alignment with JBWD’s financial and operational goals.
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