
















SANTA YNEZ RIVER WATER CONSERVATION DISTRICT  
  

MEMORANDUM  
  

  
DATE:  02 December 2020  
  
TO:  Cynthia Allen  Mark Altshuler  Art Hibbits    
  Brett Marymee  Steve Jordan  Steve Torigiani    
  
FROM:  Kevin D. Walsh  
  
SUBJECT:  AGENDA ITEM VI. D. 4. 

 General Manager Report: Setting Financial Reserve Amounts (Draft)  
     
 

From time to time almost every agency asks: “What is the proper amount of reserves our 
agency should have?”  And the answer from money managers invariably is: “It depends.”  If 
pressed hard for a rule of thumb, the answer becomes: “Anywhere from 6 to 12 months of 
normal total budget expenses/income, BUT it could be a lot more, and probably not much less.” 
 

The equivocation in the answer is due primarily to the setting of both short- and long-
range reserves depends on predicting the future.  A certain future could be something like setting 
aside funds to pay for a large project on a pay-as-you-go basis.  An uncertain future would be 
something like a very destructive and disruptive earthquake or drought.  Or perhaps something 
that might not be incredibly severe, but more along the lines of a large (relatively) unexpected 
expense or increase in expense(s). The more uncertain the future, or the financial effect(s) of 
future events, the more uncertain the basis of reserves.  That uncertainty may cause reserves to 
be set higher if greater uncertainty translates to higher predicted costs. 
 

Questions to evaluate risk include: 
• How prepared are we for a natural or man-made disaster or catastrophe? 
• What might be the effect of natural or man-made disasters on capital facilities? 
• What might be the effect of natural or man-made event on cash flow and or cash on 

hand? 
 

Questions to evaluate mitigation include: 
• How prepared are we for the natural or man-made disaster? 
• Can money mitigate the problem(s)? 
• How much money would be needed?  
• Can any of the money be borrowed, or do we not want to borrow money? 
• Would there be government help, and how much of the help will come close in time to 

the event? 



 
The SYRWCD does not own or maintain any capital facilities.  While we could be affected 

by the loss of certain water infrastructure, we would likely not be the ones responsible for the 
restoring the function of damaged water works.  Therefore, no reserves are needed for capital 
facilities. 
 

The SYRWCD primarily depends on cash from tax revenue and from groundwater pumping 
charges.  
 

Cash from taxes are generally stable and reliable, although susceptible to severe economic 
downturns and a resultant reduction in revenue due to declining property values.  Cash from tax 
revenues accounts for about one third of the District’s non-grant revenue.  Reserves could be set 
to account for some fluctuation in tax collections, although that amount would likely be within a 
5% or less range and perhaps easily covered by other reserves.  Actions by the State Legislature 
to reallocate tax revenue have proven to result in far greater tax losses than any economic 
factors.  At this time, it is probably not necessary to specifically earmark reserves for a loss of 
tax revenue contingency. 
 

Cash from groundwater pumping charges is dependent on several factors including weather, 
economic factors, especially for the municipal sector, and volatile market conditions, especially 
for the agricultural sector.  Groundwater pumping charges account for about two thirds of the 
District’s non-grant revenue.  Historically, this income source can vary as much as 12% between 
low pumping years and high pumping years.  It is not unreasonable to expect that a probable 
combination of events, for example a combination of economic, regulatory, and weather-related 
events that could result in a loss of revenue, approaching 15-20% for one or more years. For the 
SYRWCD, assuming a 17.5% reduction in revenue for 3 years would translate to a reserve 
amount of about $300,000. 
 

The SYRWCD total budget is approximately $1,000,000 per year.  If a 10% allowance is 
made for unusual and unforeseen circumstances, such as  lawsuits ( non-water rights related), 
unplanned costs, overruns on any given large project, coverage of disallowed grant costs, etc., 
then the reserve amount would be  approximately $100,000. 
 

These two above sums equaling $400,000 are what the District has set aside for Operational 
Reserves.  This amount falls close to the imprecise 6 to 12 months of normal total budget figure. 
 
By far the largest unknown costs needing reserve coverage are extraordinary legal costs for 
defending the water rights in the Santa Ynez River.  Annually the District spends approximately 
$70,000 in legal fees per year. This budget funds participation in studies and decisions by other 
agencies to preserve the District’s interests in the Santa Ynez River, and in particular, water 
rights in the Cachuma project.  
 

Estimating the size of an appropriate legal contingency reserve is not eastly done on a 
calculated basis.  For SYRWCD another complicating factor is that it is much harder for our 



district raise reserves than other water districts that retail water and receive revenues from 
metered sales.  And this factor is further exacerbated by the fact that reserves for legal costs are 
not some fraction of the annual budget but are greater than the annual budget.   

 
The staff and our general legal counsel agree that it is prudent to provide for some reserve 

amount in the event that there is a protracted and intense legal processes for the State Water 
Resources Control Board (SWRCB) Water Rights decision(s), and/or environmental reports and 
challenges like decisions made by others in implementing the Endangered Species Act, and the 
uncharted territory of the Sustainable Groundwater Management Act (SGMA). 

 
With regard to SGMA, the Board should also consider not only possible legal costs, but also 

extended studies if the Groundwater Sustainability Plans (GSPs) are not accepted by the 
Department of Water Resources or returned for correction.  Also, a funding mechanism for 
implementing the GSPs has not been determined.  This may result in unexpected costs, even if 
only on the short term. 

 
In discussions with out attorney regarding what this District might expect in some sort of 

extended and expensive legal process, there was agreement that costs could easily range from 
$1–2 million.  The lower end of the range is probably too low but would at least provide some 
cushioning during the start.  The high end is possibly too high, but one must consider that it is 
very difficult for this district to raise reserves, or replace expended reserves, which would 
perhaps drive a policy decision for a bit higher reserve amount than what might normally be set.  

 
Based on what we know today, the current reserve of $1,600,000 appears to be reasonable for 

SYRWCD. 
 

 














	ADP53EB.tmp
	SUBJECT:  AGENDA ITEM VI. D. 4.


