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7_. Lassen Pines Mutual Water Company

Community
Lassen Pines is an unincorporated community in Shasta County, California, about 11 miles northeast of

Shingletown and 47 miles east of Redding on California Highway 44. At an elevation of approximately

4,200ft,the community has cold snowy winters and dry hot summers.

The official Median Household Income (MHl) of Lassen Pines is estimated by the US Census to be

s44,815.

The estimated number of residents is 600. Many residents are seasonal.

Company
On May 30,1978, the Shasta County Department of Environmental Health issued permit to the Lassen

Pines Mutual Water Company to operate "a community public water system comprising 185 metered

services; well; 5000-gallon pressure tank, 2-10 horsepower pumps and distribution system."

The domestic water system is owned and operated by the Lassen Pines Mutual Water Company. The

offices are located at the treatment plant site: 9357 Mountain Meadow Road, Shingletown, CA 95088.

This MWC has an elected seven-member board. Some of the board members are active in the operation

and maintenance of the treatment and distribution system.

The MWC has not been successful in building substantial reserves due to the constant maintenance and

repair needs.

The treatment and distribution is managed by a part-time certified operator.

System
The Company's water system consists of three wells that draw water from the same aquifer, which has

been determined to be GWUDI. This water is treated to remove Giardia, Cryptosporidium, and virus

through cartridge filtration, UV disinfection, and chlorine disinfection. The distribution system consists

of one pressure zone and the pressure is maintained using two hydropneumatic pressure tanks. No

other storage is provided in the distribution system. The srTttem has no interconnections to other water

systems. As of March 2O17, the water system serves approximately 600 people through 180 unmetered

service connections. An additional 100 lots are vacant.

Water Production
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2013 34.5 4.6 (July) 203,460 Fn) 141 282 179 0.79 600

2014 37.7 4.7 (Juty) 186,737 (8/3) 130 260 179 0.73 600

2015 33.3 6.1 (Aus) 174,538 (7t1) 121 242 190 0.64 600

Avg 35.17 5.13 188,245 131 261 183 0.72

Current Rates
A quarterly flat rate of 5133 is billed to all active customers. The 18 unimproved lots are charged 563

per quarter.

The company is planning to apply for grants/loans to install water meters, a water storage tank and

booster pumps. A new water rate study will have to be done when water meters are installed.
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2. Guiding Principles of this Rate Study

Sustainability
Water rates should cover the costs to the system to allow it to provide water services for the
foreseeable future.

Fair
Water rates should be fair to all rate payers. No single rate payer or group of rate payers should be

singled out for different rates. Therefore, the proposed rates do not make any distinction between

domestic, commercial or agricultural users. The rates are the same for all.

The company should not charge more for water than the cost to provide the water. However, the costs

should include: operations, repairs, interest, loan principal, and all other costs related to the production,

treatment and distribution of potable water now and in the foreseeable future.

Conservation
Water rates should promote conservation. Water is a limited resource and should be conserved. The

company should expedite the installation of water meters.

fustifiable
Water rates must be based on actual needs of the company. Revenue generated from water rates can't
be used for anything else but to pay for the costs of procuring, treating and distributing water within its

service area, plus any administrative costs.

Therefore, the proposed rates are based on the Lassen Pines MWC Budget and Capital Replacement

Program.

Purpose of this study
The purpose of this study is to make the Lassen Pines MWC aware of the need to raise water rates. The

water system must be able to build reserves to cover the inevitable need to replace all components of
the operation.

The second purpose is to raise rates enough so the system becomes eligible for state loans and grants.

As a "Disadvantaged" community, Lassen Pines MWC must tharge customers more than 1.5% of MHI

(Median Household Income) to be ineligible for state funding of construction projects. The current
affordability level is t.t7% of MHl, which makes the company ineligible for state funding under Prop 1.

Board Decision
While this document recommends certain rates, the ultimate decision rests with the company's board.

However, the Board has a fiduciary responsibility to set the rates at such a level that the company will
be able to continue to operate in the future, including providing funds to replace all parts of the system

as they wear out.
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Disclaimer
The iecommendations contained in this rate study are based on financial information provided to RCAC

by the company. Although every effort was made to assure the reliability of this information, no

warranty is expressed or implied as to the correctness, accuracy or completeness of the information
v contained herein.

Any opinions, findings, and conclusions or recommendations expressed in this material are solely the

- responsibility of the authors and do not necessarily represent the official views of the State Water

Resources Control Board.

For accounting advice, a CPA should be consulted. For legal advice, the company should seek the advice

of an attorney.
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Rate Study Process

The figurel below explains the process of setting rates.

We begin with the list of all capitalized assets, the current budget and the current number of customers

as provided by management of the MWC.

Cu rrent Assets Budget
Number of
Customers

New

From the list of assets the required reserves are calculated (Section 4 of this report) and fed into a 5-

year Budget projection (Section 5)

The Budget is adjusted for inflation, estimated to be L.5% per year.

lAll yellowfieldsorcellsinthefiguresandexhibitsofthisreportarebasedonexternal data. All bluefieldsorcells
are calculated.
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_ The number of customers is adjusted for unpaying customers and undeveloped lots.

The expenses, including the reserve requirements, are then allocated among the customers. The

\' resulting rates were initially not acceptable to the board. .An acceptable rate was negotiated and

! entered into the model. The model then calculated the shortfall in the budget and resulting shortfall in

the allocation of reserves to replace the failing components of the wastewater system.

This process was repeated several times to arrive at an acceptable rate that would balance the budget
\- 

by the third year. But by the fifth year, the budget shortfalls of the first two years were made up. This

allowed rates to rise slowly over a five year period.
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4. Capital Replacement Program

Source ofthe Data
The data in the Capital Replacement Program (CRP) comes from the data supplied by the company's

Operator and AWWA standards. lt is shown on attached Exhibit 1.

' The list of the components, their installation date and their original costs were all supplied by the

Operator.

The Normal Estimated Life is based on AWWA standards.

The Estimated Remaining Life is based on the best judgement of the Operator and RCAC, after a visual

inspection of the condition of the component.

Sources ofFunding
Funding of the replacement of components can only come from cash saved by the company, a grant or a

The possibility of obtaining a grant for LOO% of the cost is slim, given that the median Household Income

(MHl) is estimated to be 545,575.

Eachcapitalassetwasreviewedforeligibilityforgrants. TheresultsareshownonExhibitl. Mostofthe
capital replacement costs will be paid for with cash. No loans were included in the model. The water

meters, tank and booster pump and their installation is expected to be paid for with a split of 5/95

cash/grant.

Description
TheCRPprovidesuswithadetailofthereservesneededtoreplacethecapitalassets. Thetotal lineof

\ the CRP table (Exhibit 1, 523,838) is the amount the MWC must put aside each year to be able to replace

the assets listed when they reach the end of their life expectancy. There are three sections in the CRP:

o Existing Capital Replacement Program: assets the.MWC currently has in place

o New Project Replacement Program: assets the MWC are currently replacing with outside funds.

(None for Lassen Pines MWC.) '
o Future Capital lmprovement Program: assets the MWC wish to add in the near future. This

includes the construction of a new office building and conference room.

Alternative
lf the company decides not to fund the annual capital reserve requirement, the company will have to
come up with these amounts from other sources, or from steeper rate increases in future years. The

company can't count on the future generosity of the state or other government sources to provide any

substantial grants.
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It.will require a significant effort of the MWC's staff and board to obtain these grants and/or loans. The

arirbunt of grants obtained for future projects has a very substantial impact on the water rates.

Therefore this study recommends a new rate study when the exact amount of the grants for the meters

and tank project is known.
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5. Budget

Source
All expenses shown in Exhibit 2 (5-Year Budget sheet) were provided by the company as their 2017

Budget. The only change made from the approved Budget is the increase from 54,000 to 512,000 per

year for filters and an increase in Operator Salaries and Office Expense.

The Capital Replacement Program amount comes from the Reserves sheet.

The Cash Revenue shown is a calculated number based on:

o Water Rates entered on the Rates sheet

o The number of paying customers

o An annual inflation factor of 1.5%.

Reserve Funding
AWWA standards recommend a review of four types of reserves:

1. Debt Reserve: Since the company has no debt, hence no Debt Reserve is necessary. Should the

company enter into a debt agreement in the future, it must be noted that almost all lenders will

require a debt reserve of about one year's loan payment.

2. Operating Reserve: Operating Reserves are established to provide the utility with the ability to

withstand short term cash-flow fluctuations. The industry standard calls for 1.5 times the

revenue collected during a billing cycle. The target Operating Reserve is 538,846, and the

existing Operating Reserve (on your checking account) is 510,000, we recommend that you put

55,769 aside each year for the next 5 years to build up your Operating Reserve.

3. Emergency Reserve: Emergency Reserves are intended to help utilities deal with short-term

emergencies, such as main breaks or pump failures. An Emergency Reserve is intended to fund

the immediate replacement or reconstruction of the system's single most critical asset. Your

emergency reserve should be set at the replacement cost of the most expensive part that could

fail. In Lassen Pines' case, 520,000 in emergency reserves is sufficient. However, you only have

510,025 in your CDs, you should put 51,995 aside each year for the next 5 years to build up your

Emergency Reserve. I

4. Capital Replacement Reserve: This reserve is strictly to be used to fund the company portion of

any replacement of capital assets that are worn out. The company has about 5130,000 in Capital

Replacement Reserves at this time. This amount was applied to the CIP requirement and

reduces the funds needed to be set aside each year for Capital Reserves.

The tables below show the Existing Reserves and the Reserve Targets for each of the four Reserve

categories. The shortfall in Emergency Reserves an Operating Reserves is transferred to the Budget so

these shortfalls can be funded over the next five years.
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Reserves Amount Source
Debt Reserve 0 As per lending agreement(s). None.

Operating Reserve 10,000 Cash in the Bank
Emergency Reserve 10,026 Cash in Savings
Capital Reserve 130,000
Total 150.026

Sales Adjustments
Higher water rates cause a small reduction of the quantity of water sales as customers adjust to the new

rates. lt is expected that customers will return to their normal consumption patterns after a few years.

The Lassen Pines board expected the community to grow by about two new customer over the next five

year.

Alternatives
lf the board does not fund its Budget by setting appropriate water rates, it does not mean that the

company can't pay its bills. lt simply means that the company is not providing for future replacement of

the capital assets and will not be able to guarantee the continuing operation of the water system.

The board has a fiduciary responsibility to set rates to a level where the company can continue to

operate and provide clean water for the foreseeable future.

Annual Excess
Reserve funds to be
Shortfall transfer to

Reserve T Amount to Budqet CIP Goal
Debt Reserve 0 0 0 As per lending agreement(s). None.
Operating Reserve 38,846 5,769 0 1.5 Revenue Cycles (from Budget)
Emergency Reserve 20,000 1,995 0 Cash in Savings

Reserves Available 130.000 This is the total amount available for ClP. Transferred to CIP sheet.

Sales over Base Years Year 1 Year 2 Year 3 Year 4 Year 5

-2o/o

1%

-1Yo

10/

0o/o

1%

Oo/o

1o/o

Total Sales Adiustment -3o/o -1Yo 0o/o 1Yo 1o/o
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6. Rate Calculation

Current Rates

lmproved

Unimproved

Current Affordability

Year

Expenses (from Budget)

Rate to Balance the
Budget

Rate Increase to Balance

New Rates

$rgg
s63

L.L7%

20L7

5r74,623

s183

37%

Customers

180

100

Billings
per Year

4

4

Per

a
a

lmproved M SSe

Unimproved M S34

Percentage Increase

lmproved 32%

Unimproved 64%

Income Generated by Selected Rate 5167,300

NET IOSS OR GA|N: -57,323

Balanced Budget?

coNTRtBUTtON TO RESERVES s18,510
Target Contribution to Reserves $25,833

Affordability
Median Household
lncome

Affordability
S45,575

Should be between 1.5% and 4%

L.54%

Yes

20t9

s175,585

5184
t3t%

2020

5175,245

s183
-o.19%

202L

5L77,s79

5186
133%

sez Seg S0s

sge Sgz 5gg

3% 3% 3%

73% 78% 83%

s176,850 s181,640 s186,420

5t,2ls 56,395 S8,g+t
Yes Yes Yes

523,s73 526,0s4 S28,5oo

522,298 519,659 519,659

L.62% L.67% t.7t%
Yes Yes Yes

Per

a

20t8

5173,32O

s181
-o.75%

560

Sgs

3%

69%

s172,080

-51,24O

.Ng
S21,058

522,298

L58%
Yes

Current Rates

The current rates are 5133 for improved lots and 563 for unimproved lots. The board decided to keep

this ratio the same. The board also decided to continue to bill quarterly and not monthly or bi-monthly.

lmproved a
a

s17s

s103

slSo
5106

s18s

Srog

Srgo

5LLz
sles
s11sUnim
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The current rates indicate that customers pay L.17% of their MHI for water. That is far below the

_ threShold of Ll%for the company to be eligible for state financing of water projects.

- Number of Customers
The number of paying customers was adjusted to 180 and the number of vacant lots was reduced to

100.

Expenses and Suggested New Rate

The Budget in Exhibit 2 calculated the Total Expenses for the next five years. Dividing the expenses

among the number of customers gives us the proposed rate.

Rate Selected
ln discussions with staff and the Lassen Pines MWC board on February 28,2017, it was decided to

present the public with an increase to 5175, with annual increases of 55 for the following four years, to

5195 per quarter.

Vacant cost for vacant lots will increase to S1O3; with 53 increases for the following four years, to 5115

per quarter.

A public hearing has been scheduled for 10:00 AM on April 19, 2017. No location of the meeting has

Impact on Budget
The new rate will not balance the budget until the third year.

Estimate Contribution to Reserves
Annual contributions to reserve will climb from 518,510 in the first year to 528,500 in the fifth year.

None of the reserves will be fully funded until the fifth year.

Be aware that we have assumed that we will fund some capital replacement with grants. Should the

been selected as of this writing.

Income Generated by Selected Rate

The new rate would generate about 5167,300 in the first year, climbing to 5186,420 in the fifth year.

- Erants not materialize, further increases will be necessary. This puts pressure on the staff and board to

obtain the grants necessary to balance the budget. I

Affordabilitv
The new rates bring the affordability index to 1,.54% in the first year and L.7t% in the fifth year. This is

still low for systems the size of Lassen Pines, but high enough to make the company eligible for state

.- 
grants.

Lassen Pines Mutual Water company Rate Study: Prepared by RCAC Page 74



BudgetSummary

Budget Summary

200,000

150,000

100,000

50,000

0

-s0,000

Expenses

I Revenue

I Contributions to Reserves

I Charges to Reserves

Reserve Balance

o Expenses (orange bar) grow at the rate of inflation and include the Cedar line replacement
project in the first year.

o Revenue (green bar) climbs each year.

o Contributions to reserves (blue bar) also climb steadily.

o Charges to Reserves (red bar) are the replacement costs of certain assets, according to the CRP.

o The Reserve Balance2 (yellow bar) is the amount available to replace the system in future years.

Theredbarsindicatetheneedtodipintoyourreserves. Theyareagoodindicationofthematuritiesof
the investments of your capital replacement reserves.

A new rate study should be done in five years or when a grant or loan is obtained.

2 Total Reserves (Capital Replacement Reserves, Emergency Reserves, Debt Reserves, etc.)
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Y , 7. Next Step
As'a inutual water company, the board does not have to follow the procedures prescribed for other

water system in Prop 218.

:_ The board members should review this document and decide if they want to increase the rates as per

v the February 28,2OL7 discussion.

The board may want to consult the By-Laws of the company to determine the procedures for a rate

implementation.

-
:

Y

v

Y

:
:

\.
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- Exhibits

1.. Capital lmprovement Program

_ 2. Five Year Forecasted Budget
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Lassen Pines MWC

I

Estimated Estimated Normal

Date:
System Number:

Seryice Connections:
Planned Estimated Estimated Future Fund Fund Fund Existing

Original Installed Estimated Current Remainin Remaining Current Replacement with with with Reserue Reserve

Cost Cost Life Age g Life Life Cost Cost Cash Grant Loan s Required

I

-l atv Component
Year

Acqurred

1



-l
-l

-t

I

-IEXPENSES AND SOURCES OF FUNDS

RATIONS & MAINTENANCE EXPENSES --S---;

TOTAL EXPENSES

TOTAL REVENUE

Budget
Lassen Pines MWC lnflation Factor (%l:

Loan Interest Rate (%)

System Number:

INISTRATIVE EXPENSES

NET LOSS OR GAIN:

CONTRIBUTION TO RESERVES


