TO: Board of Trustees

THROUGH: Indra S. Winquest
General Manager

FROM: Brad Underwood
Director of Public Works

SUBJECT: Final report regarding the District's utilities management review and

asset assessment submitted by Raftelis Financial Consultants, Inc.
representative Seth Garrison and Rebekka Hosken

DATE: July 13, 2021

L. ACTION, IF ANY, REQUIRED

There is no action required by the Board of Trustees, as this is a report item that
provides, in a publicly noticed meeting, the final report regarding the District's
Utilities Management Review and Asset Assessment submitted by Raftelis
Financial Consultants, Inc. (Raftelis) and presented by Raftelis representatives
Seth Garrison and Rebekka Hosken. Mr. Garrison and Ms. Hosken will be present
to answer any questions that the Board of Trustees may have.

Il BACKGROUND

At its meeting of January 13, 2021, the Board of Trustees authorized the General
Manager to execute a professional services contract with Raftelis in an amount
not-to-exceed $74,175, with up to 10% contingency for change orders. The scope
of work included:

Task 1: Project Administration and Kickoff

Task 2: Organizational Structure and Staffing
Task 3: Operational Efficiency Review

Task 4: Financial and Capital Investment Review

Based on their analysis, review and meetings with Staff, the recommendations
included in this report will assist the District in identifying opportunities to update
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Final report regarding the District's utilities -2~ July 13, 2021
management review and asset assessment

submitted by Raftelis Financial Consultants, Inc.

representatives Seth Garrison and Rebekka Hosken

policies, procedures, operations and staffing levels to maximize efficiency as
compared to industry best practices.

The report benchmarks IVGID’s organizational structure and staffing elements with
both peer and national benchmarks in the following categories:

Accounts per Full Time Equivalent (FTE)

Water Produced (MGD) per FTE

Wastewater Collected (MGD) per FTE

Annual O&M Cost per Account

O&M Costs per MG Water

Capital Spending per Account

Residential Water Bills

Residential Wastewater Bills

Residential Combined Water and Wastewater Bills

The report prepared by Raftelis includes 17 recommendations to improve utilities
operations and efficiency, as listed below:

ltem 1: Finalize a new strategic plan for the District as a whole including
specific elements (and metrics) for recreation services and utilities.

Item 2: Build public trust by creating a strategic communications plan.

Item 3: Build public knowledge about the value of IVGID’s utilities
operations.

ltem 4: Reconsider the membership and role of the District's Audit
Committee.

Item 5: Reduce the Utility Superintendent’s direct reports.

ltem 6: Build capacity in the Administration function.

Item 7: Cross-train other District staff to assist the Inspection Unit during
summer months.

ltem 8: Invest in mobile technology (i.e., tablets) for field crews.

Item 9: Invest in a LIMS/WIMS system.

ltem 10: Conduct succession planning for planned and unplanned
departures.

Item 11: Provide direction to Staff regarding the leadership role of IVGID in
the region with regard to environmental resources and conservation.

Item 12: Explore options for the household hazardous waste site.

Item 13: Establish sub-fund accounts in the chart of accounts for each utility
within the Utility Fund.
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submitted by Raftelis Financial Consultants, Inc.
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e |tem 14: Undertake a comprehensive rate study for the water and
wastewater utilities.

e Item 15: Review and revise the District’s fund balance policy.

e |tem 16: Revise and update the District’s policies and practices related to
capitalization of assets.

e ltem 17: Review and revise the District’s funding policy for capital projects.

The report contains detailed background for each of the above items and the
reasoning behind the recommendations made.

Attachment:
1) Incline Village General Improvement District Utilities Management Review

and Asset Assessment prepared by Raftelis, dated July 2021
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July 7, 2021

Mzr. Brad Underwood

Director of Public Works

Incline Village General Improvement District
893 Southwood Blvd.

Incline Village, NV 89451

Re: Draft IVGID Utilities Management Review and Asset Assessment

Dear Mr. Underwood:

We are excited to provide the attached Utilities Management Review and Asset Assessment to the Incline Village
General Utilities District IVGID). Providing utility services is a core activity of IVGID. The services help preserve
the health, environment, and prosperity of the community. They are critically important. Providing these services
efficiently and effectively ensures that customers get high value. It is commendable that you have commissioned this
review to build upon an already strong foundation of services. We believe that it will help IVGID to have continued
success in addressing the community’s needs going forward.

The review evaluates IVGID’s utility activities and identifies opportunities to enhance efficiency and effectiveness.
It summarizes our analysis of staffing resources, organizational structures, technology, asset management, financial
policies and procedures, and related areas to develop recommendations.

The District is fortunate to be staffed with people who care deeply about the community and are passionate about
the environment and meeting customer expectations. There is a great deal of good work being done by District staff

and the recommendations in this report are intended to build on and enhance these efforts.

We are confident that the recommendations in this report will provide a useful framework to address your current
and future needs. Thank you for the opportunity to work with the IVGID.

Sincerely, /

Seth Garrison
Project Manager

UTILITIES MANAGEMENT REVIEW AND ASSET ASSESSHMENT
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The Incline Village General Improvement District (IVGID or “District”) commissioned the Utilities Management
Review and Asset Assessment to evaluate the management and operation of the District’s utilities functions and to
identify opportunities to enhance efficiency and effectiveness. The recommendations in this assessment document
build upon the District’s high levels of service to customers and consider the District’s unique operating environment.

The assessment encompasses a review of utility activities, staffing and the structure of the organization, the condition
of assets, and management, including the financial management of operations activities and capital investments.
Raftelis leveraged both national and peer data to make benchmarking comparisons, as well as our experience working
with over 1,200 utilities of all sizes across the country. Our comparisons include those made to other destination
communities that feature outdoor recreation venues and that have seasonal population changes.

The District’s utilities operation provides a high level of service to customers and are generally efficient, particularly
for a smaller utility. Asset management and maintenance, in particular, are strengths of the District. These functions
are more advanced at IVGID than at many other comparable utilities, even many medium- and large-sized utilities.
They are reflected in the condition of assets. Another area of considerable strength is water quality. IVGID is one of
less than about 50 public community drinking water utilities nationwide (out of more than 16,000) that has a water
source of such high quality that is does not need to filter the water. This waiver to filtration is very rare and highly
valuable, allowing the District to avoid millions in capital cost and hundreds of thousands of dollars per year in
operating costs that would be required to operate a filtration facility. In addition to the ability to avoid filtration,
environmental quality is the major reason people live and pursue recreation in the area. Preservation of these
resources should be a major consideration for IVGID. Staff appear to share this perspective. Based upon our
interactions, staff in the utilities and Public Works Department as a whole are knowledgeable, professional, and
passionate about providing high quality services and preserving the environment.

There has been a major transition in leadership at IVGID over the last few years with several new senior positions
and new board members. New leadership is bringing new ideas and expertise, and in some cases, they have
questioned past practices. While the appropriateness of some past practices, such as predominantly funding capital
expenditures without issuing debt can be debated, uncertainty about future practices limits the efficiency and
effectiveness of the organization. Consistent and stable policies that are supported by the board and senior
management is highly important to creating a successful utility.

The assessment includes 17 recommendations to improve utilities operations and efficiency, as shown in Table 1
below.

UTILITIES MANAGEMENT REVIEW AND ASSET ASSESSMENT ¢
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6 Build capacity in the Administration function.

Revise and update the District’s policies and practices related to capitalization of assets.

As indicated in the recommendations, by investing in public outreach and communications, revising and clarifying
several financial policies, addressing organization structure and staff retention concerns, and increasing technology

to enhance efficiency, the District will ensure its utilities operations continue to provide high value to residents for
years to come.

INCLINE VILLAGE GENERAL IMPROVEMENT DISTRICT
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Introduction

Background

IVGID has provided a variety of utility and recreational services to the residents of unincorporated Incline Village
on the north shore of Lake Tahoe since its creation in 1961 and, later, to the community of Crystal Bay. Scenic Lake
Tahoe and the surrounding mountains and forests make the region a destination for outdoor recreation and nature
enthusiasts. The area has historically experienced seasonal population changes, with greater populations during peak
tourism seasons in winter and summer. In recent years, the area has grown to include more year-round residents
with greater service expectations and a heightened interest in ensuring transparent and efficient local government.

There has been a significant amount of senior staff turnover, including the key management positions of General
Manager, Director of Public Works, Director of Engineering, and Director of Finance, as well as several new
members on the Board of Trustees in the past five years. The leadership transition has understandably raised
questions regarding previous practices. Changing expectations and more year-round residents has also generated
more interest in IVGID activities and additional questions about previous practices. In parallel, IVGID is
undertaking one of the largest capital projects in its history, the effluent pipeline project currently estimated at $30
million. The District is subject to more scrutiny than at any time in its recent history, with evolving demands on
services, financial reporting mechanisms, funding methods, and communications.

IVGID has responded by bringing in outside experts to look at various aspects of financial and management
activities. They have also charged the District’s Audit Committee, previously a subcommittee of the Board, but now
including public members, with detailed reviews of the Financial Reports. District management and staff are
responding to questions about historical practices and working to build public trust and communication pathways.
The goal is to be a transparent and high functioning organization. As a part of the desire for transparency and to
ensure operations are well-run, the District hired Raftelis to review its water, wastewater, and solid waste utilities
and to assess its asset management practices.

Methodology

Raftelis conducted a kick-off meeting on January 19, 2021, with the District’'s Engineering Manager (the project
manager for this engagement) and the Contracts Administrator. The purpose of the meeting was to discuss the scope
of the project, the District’s objectives, and to finalize the project schedule. Raftelis then submitted a data request to
collect background information and data on various organizational structures, operations, and staffing elements.
Documentation reviewed included:

= Organizational charts

= Staff position titles, salary ranges, and job descriptions

= Staffing levels by work unit

= Budgets

s Annual Financial Reports

= Performance/workload reports

= Prior financial studies by Moss Adams

= Board policies

After an initial review of the information provided, Raftelis conducted interviews with District senior staff from each
division, including the General Manager, Utility Superintendent, Administrative Manager, Resource

UTILITIES MANAGEMENT REVIEW AND ASSET ASSESSMENT 3
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Conservationist, Engineering Manager, Director of Finance, and Fleet Superintendent. In addition, Raftelis
interviewed every member of the Board of Trustees. Follow up meetings and emails occurred with staff to clarify our
understanding of the information provided, ask additional questions, and to discuss organizational structure and
staffing options. Raftelis made additional data requests to support our observations and recommendations. In
addition, Raftelis had the opportunity to visit several facilities, including the main office building, water and
wastewater treatment facilities, and several, but not all, pumping and storage facilities.

A portion of the review included comparing quantitative and qualitative organizational and staffing information
against benchmarking data from other utilities. We assessed organizational aspects against American Water Works
Association’s (AWWA) benchmarks and the Effective Utility Management (EUM) framework. The EUM
framework is a set of organizational, operations, and management guidelines for water and wastewater utilities
universally endorsed by the major industry associations, including the Water Environment Foundation (WEF) and
AWWA, as well as the US Environmental Protection Agency (EPA). A key reference was EUM’s Ten Attributes of
Effectively Managed Water Sector Ultilities (see Figure 1), as presented in “The Effective Utility Management
Primer.”l" The Primer focuses on how to help utilities achieve outstanding performance by providing a framework
for making practical and systemic changes to improve performance. Attributes describe desired outcomes and
provide a set of reference points, guiding utilities to balance focus on all operational areas rather than one at a time.
Raftelis intrinsically uses the EUM attributes as a framework and an important reference when performing utility
assessments.
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Figure 1: EUM’'s Ten Attributes of Effectively Managed Water Sector Utilities

Raftelis selected benchmark organizations based on a variety of factors, including but not limited to size, geography,
services provided, regulatory environment, labor environment, and climate. For this study, Raftelis identified seven
peer utilities for comparison:

1 AMWA, APWA, AWWA, NACWA, NAWC, WEF and the US Environmental Protection Agency, June 2008
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North Tahoe Public Utility District (CA)

South Tahoe Public Utility District (CA)

Tahoe City Public Utility District (CA)

Douglas County Water and Sewer Utilities (NV)
Carson City Water and Sewer (NV)

Mt. Crested Butte Water and Sanitation District (CO)
Town of Eagle (CO)

Raftelis selected utilities based on their geographic proximity, services provided, and, to a lesser extent, similarity in
size to IVGID. Members of the Tahoe Water Suppliers Association (TWSA) were suggested as peers because of their
proximity to IVGID and their common use of Lake Tahoe as a water source, but the majority are too small and
provide services too dissimilar to IVGID to be considered. Douglas County and Carson City were included due to
their proximity even though Carson City is substantially larger than IVGID and Douglas County operates several
separate water and sewer systems across their county. Raftelis considered several other “destination communities”
in the western United States. Mt. Crested Butte Water and Sanitation District MCBWSD) is roughly one-fourth the
size of IVGID but serves as a comparable ski resort community with characteristics similar to IVGID, namely
seasonal populations and large snowfalls. The Town of Eagle, Colorado was also selected for its size and its outdoor
sports-focused community. The town hosts the airport that serves Vail and Beaver Creek, two prominent ski resort
communities. Table 2 lists the peer utilities and their summary statistics.

North Tahoe Wastewater 22.47 3,900 1.07 1.08
~(conveyance)

Water,

Tahoe City Wastewater 19.45 5,700 1.03 0.81

Conveyance
ate

. Water’ oot i
”Carson City n Wastewater 52.4 17’890; ) 8.38 4.93

Town of Eagle (CO) 21.5 2,500 0.95 0.53

Wastewater

When comparing these utilities, benchmark comparisons are made in three categories: staffing, expenses, and utility
rates. It is common during benchmarking exercises to compare data from industry surveys, such as the AWWA’s
biennial Utility Benchmarking survey. However, the economies of scale in utility operations are very strong and the
median respondent to the benchmarking survey is much larger than IVGID. Any comparison of IVGID to AWWA
benchmark data must be caveated by noting that the AWWA response data is expected to indicate that IVGID would

UTILITIES MANAGEMENT REVIEW AND ASSET ASSESSMENT =
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appear relatively inefficient, because of the economies of scale achieved by larger utilities. In many ways, peer
comparisons are more relevant; although, all comparisons need to consider contextual and operating differences.
The results of benchmarking comparisons must be viewed holistically with other data sources. They cannot be used

in isolation.

Since its creation in 1961, the IVGID has provided a variety of municipal and recreational services to the residents
of unincorporated Incline Village and Crystal Bay on the north shore of Lake Tahoe. Typically small communities
that host greater populations during peak tourism seasons, but in recent years they have grown to include more year-
round residents with greater service demands and a heightened interest in ensuring transparent and efficient local

government.

In the past five years, a group of vocal residents has raised questions regarding District management, oversight, and
funding. In response, several new members were elected to the Board of Trustees. The District’s Audit Committee,
previously a subcommittee of the Board, was also expanded to include public members and has undertaken a detailed
review of the Financial Reports. In addition, the District has experienced significant management turnover, including
the key management positions of General Manager, Director of Public Works, and Director of Finance.

District management and staff is responding to questions about past practices and working to build public trust while
undertaking one of the largest capital projects in its history, the estimated $30 million effluent pipeline project. The
District has been subject to more scrutiny than at any time in its recent history. There is new scrutiny on financial
reporting mechanisms, funding methods, operations, and communications.

Utilities Operations

The IVGID Department of Public Works, through several divisions, is responsible for utilities operations including
treatment and delivery of safe drinking water; the collection, treatment, and conveyance of wastewater; and, through
a contract operator, solid waste services. There are five divisions within the Department of Public Works: Utilities,
Administration, Waste Not, Engineering, and Fleet. Utilities operations activities occur within four of the five Public
Works’ areas, with the lone exception being Fleet, which supports all District operations functions. In general, when
this report refers to “Utilities” it is referring to those functions funded through the use of the District’s Utility Fund,
rather than the specific branch marked “Utilities” on the Department of Public Works organizational chart. More
specifically, the use of “Utilities” refers to those activities in support of the water, wastewater, and solid waste
functions.

At the outset of the discussion of utilities operations, it is important to be clear as to the general findings of this
review. The quality of utility operations at IVGID is to be commended. In particular, the manner in which the utility
maintains and manages its assets is notable. For example, during Raftelis’ on-site visit, the biosolids handling facility
was inspected. Biosolids handling is very hard on equipment, and the facility appeared in new condition. We were
surprised to learn that the facility had been upgraded eight to ten years earlier. This speaks to the level of maintenance
and asset management. Other assets were in a similar state of repair. While there are certainly areas where greater
efficiency can be achieved, Raftelis did not observe any significant wasteful uses of resources, obvious misallocations
of staff, or other major issues. Visible assets were also in generally good shape; however, some have reached the end
of their useful lives as is expected and should be replaced or rehabilitated. The effluent pipeline is an example. We
would hold IVGID’s utilities out as an example of how small utilities should be operated and maintained.

There are several recommendations in this report, but they are intended as incremental improvements rather than as
corrective actions to address a major issue. They are focused more on the management of the utility rather than the
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activities by staff. These recommendations are intended to improve the utility’s resilience, balance workloads, and
best prepare the utilities for continued long-term success.

CORE SERVICES MATRIX

Because the Utilities Division operates in collaboration with other Public Works divisions, the following table
provides an overview of core services in the entire Public Works Department. It is not meant to be all-inclusive. Each
division noted below operates under the supervision of the Director of Public Works.
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Snow Removal s Snow removal from District facilities

Meter Reading ¢ Reading customer meters to track accurate usage

Watershedand e o S i e
Resource Protection « Working with o'gher regulatory and community organizations to
protect the environment and water resources

Efforts

* Engineering new fail
. management ,
o Inspection of new construction and backflow devices to ensure

Inspection compliance with District standards
o Administer District’s Fats, Oils, and Grease (FOG) program

Preparation, execution, and tracking of Public Works contracts

UTILITY ORGANIZATION STRUCTURE AND STAFFING

The District’s utilities operation is a division of the Public Works Department, as shown in the figure below. The
Public Works Director reports to the General Manager, who serves as the Chief Executive Officer under the Board
of Trustees.

UTILITIES MANAGEMENT REVIEW AND ASSET ASSESSMENT



The Utilities Division (including the Utilities Superintendent and those staff that report through to the Utilities
Superintendent) has 24.0 permanent Full Time Equivalent (FTE) employees as of early 2021. This does not include
Public Works staff in other divisions such as Customer Service and Engineering that do work for the utilities; when
these employees are added in, there are 35.4 total employees involved in utility operations. An organizational chart
showing the organization of the Public Works Department is provided in Figure 2. The Utilities Superintendent,
who reports to the Director of Public Works, oversees the utility operations for both water and wastewater. Treatment
and Pipeline staff are dual-certified, meaning they work on both the water and wastewater utility systems. By having
dual-certified staff, the District has greater staffing flexibility as a larger number of staff are available to ensure
coverage on either system. While some members of the public often mistakenly consider utility staff to be unskilled
workers, they are, in fact, technically trained professionals responsible for drinking water and wastewater operations
and are entrusted with public health duties.

Utilities staff collaborate often with other Public Works Divisions including Administration, which provides meter
reading and utility billing; Engineering, which provides design and project management assistance; Waste Not,
which works on resource conservation, solid waste, and environmental programs; and the Fleet for acquisition and
maintenance of vehicles and equipment.

Figure 2: Public Works Department Organization Chart

8 INCLINE VILLAGE GENERAL IMPROVEMENT DISTRICT

Director of
Public Works
Administrative Resource Engineering Fleet
Manager Conservationist Manager Superintendent
Program Compliance i g .
| | Meter Reader Coordnatsre - Chief Inspector Principal || Mechanic |
@ Engineer
L Sg%?é:"éir i Senior || Senior || Mechanicll
'(2) P: Inspector Engineer (4)
Inspector Il | | Associate | | Assistant
Engineer Mechanic
| | Contracts
Administrator

34



UTILITY FUND BUDGET

The Utility Fund budget as filed with the State of Nevada for Years 2017-2021 is shown on the table below. The
column to the far right shows the percentage of change over those five years. Operating revenues as a whole have
increased by 7.2% while operating expenses have increased by 12.6% over the five-year period. That compares with
an 8.95% rate of inflation over the same period using the Consumer Price Index. The largest cost drivers are legal,
audit, and professional fees, which have increased over 55%; employee benefits, which have increased 28.3%; and
central services costs, which have increased over 21%. A review of FY 2020 actuals shows that $144,930 (65%) of
the $221,815 spent on legal, audit, and professional fees was for legal costs. New costs of almost $200,000 per year
for insurance were also added in FY 2020.

FY2017 | FY2018 | FY2019 | FY2020 | FY 2021 fercent
Change

Actual Actual Actual Actual Estimated FY 2017-21

Category

OPERATING REVENUE

Charges for Service 11,423,577 11,597,653 12,552,028 12,396,987 12,492,674 9.4%
Intergovernmental (TWSA) & Grants 127,535 150,356 123,301 0 31,000 -75.7%
Interfund 262,057 177,548 111,853 167,499 144,759 -44.8%
TOTAL 11,813,169 11,925,557 12,787,182 12,564,466 12,668,433 7.2%

OPERATING EXPENDITURES

Salaries & Wages 2,480,611 2,505,990 2,632,951 2,869,747 2,771,404 11.7%
Employee Benefits 1,077,836 1,116,230 1,288,413 1,281,735 1,383,082 28.3%
Services & Supplies 1,922,802 2,179,628 2,003,301 2,115,024 1,728,141 -10.1%
Utilities 806,413 842,777 862,768 894,515 783,806 -2.8%
Legal/Audit/ Professional Fees 74,746 102,886 78,295 221,815 115,941 55.1%
Central Services Cost 324,400 297,000 308,600 353,700 392,709 21.1%
Defensible Space 97,045 95,229 100,000 97,876 100,000 3.0%
Insurance 0 0 0 185,410 197,331 100.0%
Depreciation/Amortization 2945922 2973631 3,153,809 3,367,361 3,485,000 18.3%
TOTAL 9,729,775 10,113,371 10,428,137 11,387,183 10,957,414 12.6%

NONOPERATING REVENUES

Interest Earned 60,132 77,280 282,484 298,225 114,540 90.5%
Capital Grants 425509 199,934 0 0 0 0.0%
Sale of Capital Assets 17,730 50,020 15,066 -19,184 6,070 -65.8%
TOTAL 503,371 327,234 297,550 279,041 120,610 -76.0%

NONOPERATING EXPENSES

Interest Expense 154,186 140,463 126,351 111,838 96,914 -37.1%
Transfers In/(Out) 0 120,000 120,000 45,000 0 0.0%
CHANGE IN NET POSITION $2,432,579 $2,188,957 $2,650,244 $1,389,486 $1,734,715 -28.7%
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Benchmarking

The District has allocated 35.4 FTEs to the utilities. Figure 3 presents the number of accounts served per FTE for the
District and the peer utilities. Based on the District’s allocated FTEs, the District serves 121 accounts per FTE, which
places it in the general range of most of the peers. Tahoe City (294 accounts per FTE) and Carson City (340 accounts
per FTE) are notable exceptions, likely because they are larger organizations and don’t provide service in the same
ways as IVGID. Moreover, neither North Tahoe nor Tahoe City provide wastewater treatment services, which
negates a major labor requirement of other utilities that do provide treatment.

Accounts per FTE
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Figure 3: Accounts per FTE

¢

Tahoe City allocates 19.45 FTEs to its utilities but excludes the eight FTEs in its Engineering and IT departments.
It is likely that Engineering and IT spend a large portion of their time assisting the utilities. Tahoe City accounts for
this through an overhead rate or an inter-fund transfer. Neither Tahoe City nor North Tahoe provide wastewater
treatment service. Economies of scale also influence observed staffing rates. Thus, Tahoe City’s accounts per FTE
rate may appear better than IVGID, but that conclusion cannot be drawn from the data, because of the factors just
discussed. Carson City has the largest number of accounts among the peer utilities and the fact that it has the highest
number of accounts per FTE is likely due to its economies of scale. The median, 25% percentile, and 75® percentile
responses from AWWA’s benchmarking survey data are included in Figure 3. The number of accounts served per
FTE in the AWWA data is much higher than observed in the peer utilities, though the median respondent to the
AWWA benchmarking survey is much larger than any of the peer utilities.

A second metric used to measure staffing levels is million gallons per day (MGD) of water or wastewater
produced/treated per FTE. Figure 4 shows that the District has the second-highest production of water per FTE
among the peers, second only to the much larger Carson City. As in Figure 3, all of the peer utilities have production
rates lower than the AWWA metrics. Note that the relative rankings between the peer utilities can change when
efficiency is measured on an account or a production basis. The average water used per account, the mix of customers
a utility serves, and even how leaky a water distribution system is can influence these relative rankings. The District
serves 259 multi-family accounts, which are composed of 4,095 users. It is unknown to what extent peer utilities
serve multi-family accounts, but it is for reasons such as this that benchmark metrics are also conducted on a

production (i.e., per MGD) basis.
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Water Produced (MGD) per FTE
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4. Water Produced (MGD) per FTE

Figure 5 presents the average volume of wastewater (MGD) collected per FTE. The District’s 0.02 MGD per FTE
is representative of the peer utilities. Carson City (the largest peer) again has the highest rate of production. Neither
Tahoe City, which has the third-highest rate of production, nor North Tahoe operate a wastewater treatment plant,

which inflates their productivity numbers.
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Figure 5: Wastewater Collected (MGD) per FTE

The District’s staffing levels are influenced by the high levels of service it chooses to provide. One of the District’s
most valuable assets is its filtration exemption from the Surface Water Treatment Rule. The District’s operations are
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clearly influenced by this awareness, not just by working hard to ensure the high quality of water produced by its
water plant but also by ensuring the proper functioning of its sewer system and helping protect the environmental
quality of the region. The District operates in such a way that it can respond to any issue in its system within 30
minutes of detection. The District also conducts a robust Preventative Maintenance (PM) program, particularly in
respect to its sewer line cleaning and inspection program. Given the service expectations of the District, it would be
expected that the District would be more heavily staffed than most other utilities with lower performance
expectations.

OPERATIONAL EFFICIENCY

Every utitity would like to be more “efficient.” However, a utility’s efficiency (as measured by its costs) is largely
determined by its operating environment and the levels of service it provides. Figure 6 below shows the annual
operations and maintenance (O&M) costs per account of the peer utilities. IVGID is shown to be on the higher end
of the range of peer utilities.

Annual O&M Cost per Account
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Some may examine Figure 6 and feel that the results are indicative of inefficiency at the District, but when put into

context, the results are to be expected. Reasons for this include:
The District operates in a high-cost environment. Cost of living indices are the best proxy for the relative
prices that IVGID experiences. For instance, the Sterling cost of living model sets the average cost of living
index value for the U.S. at 100. The index value for Reno is 116.2, or 16.2% greater than the U.S. average.
The index value for Incline Village is 182.3, or 56.9% greater than the cost of living in Reno, and over 80%
higher than the U.S. average. As a further comparison, Carson City is similar to Reno, with an overall index
of 109.8. Incline Village is thus 66.0% higher than Carson City. Incline Village’s utilities index is also 9.8%
less than Carson City’s. Ironically, the index for utilities in Incline Village is 86.1, nearly 14% less than the
U.S. average and 10% less than Reno, meaning utility services are relatively affordable in comparison to
other metrics in Incline Village.
A limited number of contractors work in the area. Larger metropolitan areas would have more qualified
contractors available to bid for projects, helping to keep costs low. The contractors that do operate in the
area operate in the same higher cost environment as the District.
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« The District owns and operates a very long wastewater effluent pipeline. Nearly every other wastewater
treatment plant in the world allows their treated effluent to simply gravity feed out of their plant to a nearby
water source. The District, however, must pump their effluent up several thousand feet and deliver it via
pipeline nearly 30 miles away.

The District provides water to the ski resort for snowmaking purposes and to other customers at high
elevations. One of the District’s largest water customers is the Diamond Peak Ski Resort, which requires
pumping water hundreds of feet up to serve them. Other customers are located at high elevations, which
require additional pumping equipment and costs.

A small number of large water users skew the O&M cost per account upward. Roughly 30% of the
District’s water usage is due to commercial customers, and a large portion of the commercial usage is
consumed by just a few users, including the ski resort and golf courses. These usage profiles skew the cost
per account metric upward.

The District provides high levels of service. The District serves a customer base that is accustomed to a
high service level. Moreover, the District operates in a manner that minimizes unforeseen events such as
sewer overflows to protect the environmental health of Lake Tahoe, and thus protect the surface water
filtration exemption the District operates under. Doing so requires the ability to quickly respond to reported
events, an aggressive preventative maintenance schedule, and a sophisticated asset management program.

Another common benchmarking metric to evaluate operating costs is on a production basis, or annual O&M cost
per million gallons (MG) of water produced. The industry benchmark compares water O&M costs per MG of water
produced. However, as the District does not separate all water and wastewater operating costs (though many costs
are separated), the metric used here is combined O&M costs (i.e., both water and wastewater) per MG of water
produced, shown in Figure 7.

O&M Costs per MG Water
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Figure 7. O&M Costs per MG Water

From a production standpoint, the District’s operating costs are in line with its peers, with only Carson City being
significantly lower, and several peers being significantly higher. Moreover, the District is able to achieve this while
providing high levels of service.
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CAPITAL AND ASSETS

Measuring the capital investment of a utility can be done in two ways, through either annual debt service per account
or through total capital spending per account. Benchmarking the debt service provides insight into a utility’s past
capital decisions. Depending on the timing and the debt term, a utility’s debt service can be influenced by capital
financing decisions up to 30 years ago. Total capital spending per account uses the most recent year available to
compare capital spending between utilities, but with the caveat that capital spending is far more variable than O&M
spending. Comparisons can be skewed by where utilities are in their capital replacement cycle. Figure 8 shows capital
spending per account for the peer utilities. IVGID (at $1,068 per account) is shown to be comparable to the peers
which range from $634 per account to $2,161 per account. Mt. Crested Butte is a notable exception, spending over
$10,800 per account by conducting a major treatment plant refurbishment project.

Capital Spending per Account
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Figure 8: Capital Spending per Account

Raftelis conducted an on-site visit on March 2021 in part to review the District’s facilities in-person. When reviewing
a utility’s facilities, the team looks at a variety of factors, including:

Age of assets

Asset condition

Operability

Appropriateness of engineering design

Safety

On the whole, the assets were observed to be older (as one would expect of a utility of the District’s age) but well-
maintained. Assets were observed to be in proper, operable order. Some assets had been upgraded/retrofitted as one
would expect in a utility the age of the District. It was clear that assets were being properly maintained, and Raftelis
did not observe the sort of red flags that are typically seen at utilities that are dealing with challenges. One example
of the District’s assets was its biosolids handling area at the wastewater treatment plant. Biosolids handling can be a
harsh environment, which is usually evident on the equipment and facility. Upon entering, the biosolids equipment
appeared new, as if the District had just completed an upgrade. When asked, staff reported that the upgrade had
occurred 8-10 years earlier.
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The condition of the utility’s assets is clearly a team effort, requiring the efforts and coordination of the entire
operations staff, but one of the things that sets the District apart is the role of the Utilities Specialist. The primary
duty of the Utilities Specialist might be best described as “minor capital project delivery.” Most of these minor capital
projects could be considered major preventative maintenance. The execution of 60-80 of these projects each year is
a large reason as to why the District’s assets are in such good condition despite their age.

UTILITY RATES

Within this report, benchmark comparisons of operating costs, capital costs, and debt service costs are presented.
Utility rates are a combination of those three major annual costs and usually represent a “smoothing” of those year-
to-year costs (i.e., rates are usually not raised and lowered year to year to account for higher or lower capital
programs, but rather reserves are allowed to fluctuate). Water, wastewater, and combined water and wastewater
rates will be presented for residential customers at three representative levels of usage: no usage, 3,740 gallons (i.e.,
500 cubic feet or 5 ccf), and 7,480 gallons (i.e., 1,000 cubic feet, or 10 ccf). The volume amounts were selected to
match the volumes contained in the AWWA’s biennial rate survey. Even though the District does not bill in
increments of gallons or tens of gallons, utility bills will be calculated as if the District and the peer utilities do (i.e.,
a customer that uses 3,740 kgal at $1.00/1,000 gallons is billed $3.74).

Figure 9 shows the calculated residential water bills at O gallons, 3,740 gallons, and 7,480 gallons for IVGID, the
peer utilities, and the national median water rates for all surveyed utilities selling less than 20 MGD of water. The
AWWA median bills tend to be lower than those of the peers at all usage levels. The other notable difference is that
the bill at 0 gallons, which represents the monthly service charge, is much lower for the AWWA median than the
peers. Several implications are made by the relative size of the AWWA bills as compared to those of the peers. First,
the typical respondent to the AWWA survey is still likely larger than most of the peers and is likely to enjoy improved
economies of scale compared to most peers. Second, the relatively small monthly service charge for the AWWA
median compared to the bills at 3,740 and 7,480 gallons indicates that the AWWA respondents are recovering a
greater percentage of revenues from volume revenues as opposed to fixed revenues. The peer utilities appear to be
more reliant upon fixed revenues. Utilities that serve resort communities commonly rely on fixed revenues more
than variable revenues due to the more transient and seasonal nature of the customers they serve.
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Residential Water Bills
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Figure 9: Residential Water Bills

Figure 10 shows the residential wastewater bills at the same usage levels of 0, 3,740, and 7,480 gallons. IVGID’s
wastewater bills appear within the range of the peers. Notably, each of the other peers charges a flat fee for wastewater
service with no volume charge, unlike IVGID which does charge a volume rate. Again, the AWWA survey data
shows that the typical survey respondent is more reliant on volume revenue than the peers, which recover no volume
revenue. It should be noted that Tahoe City’s and North Tahoe’s wastewater bills are for conveyance only. Tahoe
City’s and North Tahoe’s wastewater customers are charged a second, separate bill for the cost of treatment by the
treating agency which is not included in this graph.
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Figure 11 presents the combined water and wastewater bills for IVGID and the peer utilities at the three usage levels.
When water and wastewater bills are combined, IVGID and the peer utilities have surprisingly similar bills. Carson
City has the lowest combined bill, again perhaps taking advantage of their economies of scale compared to other
peers. Perhaps the most notable difference between IVGID and the other peers is the relative steepness of the
combined bills as usage increases from 0 to 7,480 gallons. IVGID’s combined bills grow with increased usage faster
than the peers, due in part to the fact that IVGID is the only utility among the peers that charges a volume rate for
wastewater usage. The AWWA survey data continues to show median bills that are lower than the peer utilities yet
grow at a faster rate as usage increases.
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Figure 11: Combined Residential Bills

While current rates are in line with other jurisdictions, as shown above, the level of Change in Net Position (e.g.,
amount of revenues exceeding expenses) for the Utility Fund has dropped significantly over the past four years. For
this reason, the District should undertake a comprehensive rate study as soon as possible. This is discussed further
in Recommendation 14 below.
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Analysis and
Recommendations

The analysis and recommendations detailed below identify specific and actionable recommendations that can be
implemented to strengthen service delivery under three topics areas: 1) District-Wide Recommendations, 2) Utility
Operations, and 3) Utilities Financial Condition and Management.

District-Wide Recommendations

The District has dedicated professional staff who are committed and who pride themselves on providing high levels
of service. This was evident based on data collected, inspection of assets, and our interviews and interactions with
staff. Several staff expressed a true passion for serving the community and ensuring sustainability of its high-quality
natural resources. Many long-time utilities staff understand the District’s unique assets and operating environment
in the Lake Tahoe Basin, which is unlike utility operations elsewhere due to geography and specific environmental
requirements. Less than 50 utilities out of approximately 16,000 public community water systems nationwide have
source water clean enough to be unfiltered.!

In recent years, District staff has been the subject of increased scrutiny and even accusations by the public with regard
to operating efficiency and financial practices. The public here, as in many places nationwide, demands a high level
of accountability and transparency to ensure proper stewardship of its resources. Several senior managers have left
the agency, resulting in a loss of historical knowledge, learning curves for new staff, and concerns about the future
by other staff.

The newly redefined Audit Committee, along with the new Director of Finance, have done considerable work to
strengthen financial practices. If the District is truly to move forward and increase public trust, however, it is
important that Board members serve their primary purpose: to provide strategic direction for the organization. The
Board and staff are on the same team and should be partners in the provision of excellent service to the community.
Disagreement and discussion are normal and healthy elements of board interaction, but once policies and practices
are enacted, there must be unified support for them. This will show that the District is truly “One District, One
Team” as its logo states, as well as show accountability to the public.

While the scope of this review was focused on the Utilities Division of the Public Works Department, there were
some District-wide issues which impact the Utilities operation that merit comment.

Recommendation 1: Finalize a new strategic plan for the District as a whole including specific
elements (and metrics) for recreation services and utilities.

The District’s strategic plan expired in 2020 and the General Manager has an update that is ready to go before the
Board soon. An updated strategic plan ensures everyone is “rowing in the same direction” and provides a framework
upon which departments can build strategies and specific goals. Ideally, a strategic plan should be the result of a
facilitated meeting to ensure consensus and agreement by the Board on the District’s top goals and strategies to
achieve them.

! The U.S. Environmental Protection Agency reports that there are 54,064 Community Water Systems (CWS) serving 263.9 million
people in the U.S. Of the 54,064 CWS, roughly 16,000 are public systems, and of the total number of CWS, 11,403 systems (serving
178.1 million people) rely on surface water as a source.
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Staff should create a limited number of metrics for each strategy to show progress. These measures should then
comprise the key reports being provided to the Board to show ongoing progress and achievement as related directly
to the strategic plan. By ensuring a focus on key things that matter, the organization makes forward progress in the
most efficient manner. The district utilizes NEXGEN asset management software to prepare work orders, manage
asset inventories, prioritize maintenance, and generate many reports. Staff should ensure that the Board is not
overwhelmed with non-essential information. It should receive metrics of most value: those most supportive in
showing progress toward strategic goals and activities.

Effective management and oversight of utilities requires clear, consistent policy direction from the District’s elected
officials and a strategically focused workplan that is consistently followed. The direction of, and expectations for, the
organization have changed, and staff must be given workplans and policies in order to meet these new expectations.
Finally, there is considerable need to agree upon communications mechanisms and content that would build public
trust and move the District forward.

Recommendation 2: Build public trust by creating a strategic communications plan.

It is important to build trust to ensure residents know the District is being governed and managed well, is financially
compliant and transparent, and that staff is held accountable for results. By investing in a comprehensive
communications plan, the District can acknowledge past issues and communicate the many steps being taken to
move forward and continuously improve. It can also market to the community the value of District services and
ensure transparency of available performance and financial information. Finally, it will assist in improving staff
morale by recognizing their work and achievements. There is much good news with regard to the Utilities operations
and this should be shared with the public,

Recommendation 3: Build public knowledge about the value of IVGID’s utilities operations.

District staff provide a high value service with regard to its utilities operations. However, few outside of District staff
are familiar with the operations and its complexity. It is important to educate by sharing this information with the
Board, other staff, and the public through educational outreach, open houses, and tours. By sharing the extent of the
utility operations and the District’s role in environmental sustainability in the region, the District can build support

for its role.

Recommendation 4: Reconsider the membership and role of the District’s Audit Committee.

While the role of the Board and its committees are not expressly the subject of this review, how the District handles
the finances and management of the utilities does have a direct bearing on their success. Therefore, Raftelis is
providing our recommendations on membership and role of the District’s Audit Committee.

The District adopted Board Policy 15.1.0 in May 2020 to redefine the role and structure of its Audit Committee. The
Audit Committee is comprised of five voting members, two Board-appointed Trustees and three Board-appointed
qualified At-Large (public) members. Per the Policy, the role of the District’s Audit Committee is:

...to assist the Board of Trustees fulfill its responsibilities in accordance with Nevada Revised
Statutes, District Policies, Practices, Ordinances, and Resolutions by providing oversight over the
District’s financial reports, the system of internal controls including the internal audit plans and
report, and the independent external auditor’s assessment of financial statements.

The Government Finance Officers Association (GFOA), the international resource for governmental accounting
guidance, states the role of the Audit Committee to be as follows:
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Three main groups are responsible for the quality of financial reporting: the governing body,
financial management, and the independent auditors. Of these three, the governing body must be
seen as first among equals because of its unique position as the ultimate monitor of the financial
reporting process. An audit committee is a practical means for a governing body to provide much
needed independent review and oversight of the government's financial reporting processes,
internal controls, and independent auditors. An audit committee also provides a forum separate
from management in which auditors and other interested parties can candidly discuss concerns.
By effectively carrying out its functions and responsibilities, an audit committee helps to ensure
that management properly develops and adheres to a sound system of internal controls, that
procedures are in place to objectively assess management's practices, and that the independent
auditors, through their own review, objectively assess the government's financial reporting
practices. 2

This role mirrors that expressed in the IVGID policy. However, the GFOA differs with IVGID on membership of
the Audit Committee. In GFOA'’s publication, “Audit Committees: An Elected Official’s Guide,” GFOA states:

The members of an audit committee should al/ be members of the governing body for two principal
reasons. First, one of the core responsibilities of the legislative branch of government is to oversee
the executive branch (including its financial management). As a rule, a core responsibility cannor
be delegated. Second, the credibility of the audit committee (and hence its effectiveness) inevitably
will depend on both its rea/ and perceived authority. The process of delegation inherently weakens
both by opening a gap between the audit committee and actual decision makers.

While all members of the audit committee should be members of the governing body, it does not
follow that any and all members of the governing body automatically should be eligible to serve
on the audit committee. As mentioned previously, one of the key benefits of an audit committee is
that it should provide a forum in which the independent auditors can candidly discuss audit-related
matters with members of the governing body apart from management. This benefit would be lost, of
course, were someone from management to serve as a member of the audit committee. Therefore,
no member of the governing body who exercises financial management responsibilities should
serve as a member of the audit committee.’

The intent of establishing an Audit Committee, as expressed by GFOA, is to serve as “a practical tool for ensuring
that the governing body periodically considers internal control and financial reporting and deals with both in a
timely and appropriate manner. The existence of an audit committee also ensures and facilitates regular, direct
communication between the independent auditors and the governing body, which is essential to the effectiveness
of the audit process.”® This guidance was raised to address past practices in which the annual external and
“independent” auditor would be contracted by, and report solely to, the Manager or Director of Finance who could
then allegedly influence contents of the audit prior to review by the governing body. The Audit Committee’s role
is to speak candidly as policymakers directly with the external auditor, in the absence of internal management
influence, regarding the accuracy of the audit and staff’s cooperation in its preparation.

* Audit Commlttees An Elected Ofﬁaal’s Guide, Stephen J. Gauthier, Governmé-nt”Fmance Ofﬁcers Assoc1at1on Chlcago Ilhno1s

2006, page 19.
* Audit Committees: An Elected Official’s Guide, Stephen J. Gauthier, Government Finance Officers Association, Chicago, Illinois,

2006, page xii.
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While the IVGID Audit Committee policy states that, “It is the responsibility of the Committee to provide
independent review and oversight of 1. Financial reporting, 2. Internal controls, and 3. The independent audit of
financial statements,” concurring with GFOA, the fact that public members are on the Committee and that
meetings are held in a public forum runs counter to the intent of an Audit Committee to provide a chance for
policymakers and the independent auditors to speak candidly.

Per GFOA'’s advice above, best practice is for Audit Committees to consist solely of members of the governing
board, ideally two members which would not result in a quorum that invokes public meeting requirements. In this
way, two members of the Board of Trustees, preferably those with some financial expertise, could speak openly
and directly to the independent auditors regarding the audit process, management cooperation, and findings prior
to audit issuance.

The IVGID Audit Committee as it currently operates is more akin to a Finance Committee than an Audit
Committee. In a Finance Committee, a regular monthly public meeting is agendized and held to review various
financial matters affecting the enterprise. Often, Finance Committees are comprised solely of members of the public
appointed by the Board who are assisted by a staff liaison, usually from the Finance Department. The role of a
Finance Committee is to provide public input and feedback to the Board regarding financial issues.

The work being done by the Audit Committee in assisting the District with review of policies and ensuring accuracy
in financial reporting has great value if executed properly. Policy 15.1.0. states, “The Audit Committee Charter
shall be reviewed periodically with recommended changes submitted to the Board of Trustees for approval.” We
would concur and suggest the District revisit the membership and role of the Audit Committee.

Utility Recommendations
The following sections present our assessment of utility operations and efficiency, including organizational structure
and staffing.

ORGANIZATION STRUCTURE AND STAFFING

How a utility chooses to staff itself is a function of the levels of service it provides and what activities it chooses to
outsource. Comparing the staffing levels of a group of utilities is useful in identifying outliers but cannot account for
various decisions that result in those staffing levels. For instance, a utility may choose to contract out sewer cleaning
and inspection activities, while another utility may choose to perform those activities in-house. Other utilities may
rely on outside engineering resources to a greater or lesser extent. The District's Water and Wastewater Utilities are
contained within, and enmeshed throughout, the District’'s Department of Public Works. Numerous positions,
namely within Engineering, serve both utility and non-utility functions.

Broadly speaking, the District appears to be able to recruit and retain sufficient staff, particularly as it relates to front
line crews and operators. Such staff do not appear to have rapid turnover, and wages appear to be sufficient to attract
candidates. Staffing in the District’s utilities is lean; while a reduction in staffing is always possible, it would likely
necessitate a reduction in programs and services as well as a long-term risk of increased failures.

However, there are key specialized staff whose departure or retirement could pose an operational risk to the District
and may present challenges in filling those roles given the needed expertise. Examples of such staff include the Utility
Superintendent, Utilities Specialist, Asset Management Technician, Inspectors, Administrative Manager, and Lab
Director. The need for succession planning is discussed below.
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Utilities employ a variety of organizational structures across the industry based upon how they choose to organize
their job functions. There is no single accepted or “proper” way to do so. Larger utilities frequently divide their
organization into major functions of water treatment, wastewater treatment, water distribution, and wastewater
collection. Smaller utilities such as the District often exhibit less specialization. Figure 12 presents the water and
sewer utilities organizational chart.
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The District’s major division of staff into either “Treatment” or “Pipeline” groups is not uncommon for a utility of
its size. The Pipeline crews work on both water and sewer pipes, and the Treatment crews operate both the water
and sewer treatment plants. The Pipeline group is led by a single Pipeline Supervisor, while the Treatment group is
led by two Treatment Plant Supervisors.

The Treatment Plant Supervisors appear to operate in a co-leadership position. First, they are assistant supervisors
that report directly to the Utility Superintendent. Second, one ostensibly leads the Monday to Thursday shift, while
the other leads the Tuesday to Friday shift. They thus work in tandem three of the four days they are on duty. Third,
one favors the water system while the other favors the wastewater system, but their authority and responsibility
remain cooperative. It would be intuitive to designate one supervisor as the “water treatment” supervisor and the
other the “wastewater treatment” supervisor. However, the labor and attention required by the wastewater plant is
much greater than that required by the water treatment plant, so the utility lacks this logical division of labor between
the two supervisors. Staff report that the current arrangement generally works, and that the supervisors have a
sufficiently cooperative relationship. However, this arrangement, while flexible, can blur lines of authority and

responsibility.

The organization chart has two electrician positions, which is unusual for a utility the size of IVGID. During the
creation of this report, Raftelis learned that the District was converting one of the two electrician positions to a
Supervisory Control and Data Acquisition (SCADA) specialist, which Raftelis supports.
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Utility Superintendent

The Utility Superintendent, when including current vacant positions, has at least eight direct reports, which is larger
than the usual three to five direct reports recommended for effective supervision. The Utility Superintendent was
also one of the few individuals who appeared to be overburdened with job duties. Raftelis’ site visit coincided with
the hiring of the new Director of Public Works. The Utility Superintendent and the Engineering Manager had been
splitting the duties of the Director until that point, so it is likely that these added duties influenced Raftelis’

observation of the Superintendent’s workload.

Recommendation 5: Reduce the Utility Superintendent’s direct reports.

The ideal span of control is considered three to five direct reports. Based upon the District’s organizational chart, the
least disruptive change is to move the electrician positions. A satisfactory location for the electricians may be to
report to the Treatment Plant Supervisors, as seen in Figure 13. The advantage to this configuration is that the
treatment plants likely require the bulk of the electricians’ work. The disadvantage to this configuration is that the
pipeline staff might not find the electricians to be as responsive to their concerns.

Director of
Public Works

Utilities
Superintendent

tab Director Pipeline Treatment Plant Utilities Asset Management
Supervisor Supervisors (2) Specialist Technician
I 1 ]
Lab Analyst Pipeline Staff Treatment Plant
(8) Staff (6)

L » B Yevbinry 4 ~ Do e | HiEiEy sinarintandant Ronmrte
Figure 13: Option 1 to Reduce Utility Superintendent Reports

An alternative location for the electricians would be to have them report to the Utilities Specialist, as seen in Figure
14. Given the Utilities Specialist’s active communication and coordination with both the Pipeline and Treatment
Plant Supervisors and the Utilities Specialist’s project delivery efforts, supervising the electricians may be a natural
fit. Relocating the electricians would reduce the Utility Superintendent’s span of control to six direct reports, which
is still high, but the remaining direct reports fit the profile of who should be reporting to the Utility Superintendent
based upon the size of the utility. The electricians, Utilities Specialist, and Asset Management Technician could be
informally combined as an Asset Management and Maintenance group.
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Figure 14: Option 2 to Reduce U Super

A more substantial re-organization would be to add a Deputy Superintendent between the Superintendent and
Supervisors, as seen in Figure 15 below. The Utilities Specialist would continue to report to the Utility
Superintendent along with the Asset Management Technician and Lab Director. The advantage to this arrangement
is that it would reduce the supervisory burden of the Superintendent, may provide for a more natural structure for
succession planning for the Utility Superintendent, and may provide more structure/oversight for the “co-
supervisory” role of the Treatment Plant Supervisors. The disadvantage to this arrangement is that it could blur the
job duties of the Utility Superintendent and may “under-burden” the Superintendent. The Utilities Specialist is a
valuable role to the District in that it facilitates many of the utility’s renewal and replacement capital projects. Moving
the position to a more supervisory role may reduce the role’s effectiveness in project delivery. Alternatively, rather
than moving the Utilities Specialist, a new position of Deputy Utilities Superintendent could be created. This

alternative would not deter the Utilities Specialist from capital project delivery.
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Administration Division

The Administration Division of Public Works, while located outside of the Utilities Division, plays a critical function
for the utilities by ensuring meters are read and bills are prepared. It manages the meter-to-cash cycle as depicted in
Figure 16. The Division consists of one Administrative Manager, one Meter Reader, and two Customer Service
Representatives. Until recently, one Customer Service Representative was part-time, but this was increased to full-
time when the unit began administration of solid waste citations. The Administrative Manager reports directly to the

Director of Public Works

The Division manages approximately 4,250 utility accounts and bills for water and wastewater. Payments from
customers are collected online or in person using check or credit card. The District has a monthly billing cycle and
bills are prepared in-house but printed and mailed by an outside vendor. Transactions are exported from the Division
to the District’s Accounting unit for entry into the financial system. Exception reporting — identifying bills with
unusually high or low usage for a cycle — is done manually by reviewing the accounts. The meters are read using
Automatic Meter Reading (AMR), sometimes known as “drive-by” meter reading, a technology that allows a vehicle
equipped with a receiver to drive through neighborhoods and read the meters as the vehicle passes by. The District’s
meter reading process takes approximately two days per month for reading and one to recheck misreads. This is an
abnormally long reading period, based on the number of meters. Staff report that the meter reader also fixes easy-to-
address meter issues to increase the read rate during each meter reading cycle. Taking this approach accounts for the
additional reading time. When not reading meters, the meter reader position handles shut-offs, turn-ons, and assists
customers with leaks. According to the Administrative Manager, there are not many delinquent accounts.
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The primary concern for this unit is coverage and backup. There is no backup for the Administrative Manager
position, and no career path for the Customer Service Representatives (CSR). The Administrative Manager has
prepared detailed daily and monthly checklists for staff and can perform their duties, but there is no other person in
the organization that has the knowledge to perform her duties. When a CSR is out of the office, the Administrative
Officer must perform their tasks, including simple tasks such as doing deposits or answering the phone. When the
Administrative Manager is out, many activities must be put on hold.

Again, there is no backup for the Administrative Manager position and no career path for the CSRs. There has not
been sufficient downtime to fully cross-train CSRs for each other’s tasks and nobody to learn the Administrative
Manager’s tasks. If the Manager is out for a period of time, there are concerns that critical functions can’t proceed.
In addition, there has been some turnover at the CSR level as they become trained but move to a higher-paying
position when one becomes available in the District or elsewhere. This is extremely detrimental to the District as it
reportedly can take up to a year for a CSR to get fully up to speed.

Recommendation 6: Build capacity in the Administration function.

To reduce risk of critical functions not occurring, a position should be added between the Administrative Manager
and the CSRs, as seen in Figure 17. This would provide necessary backup for the Manager’s position as well as
creating a potential career path for CSRs to move into. Should the Manager become ill or suddenly depart the agency,
the District would be in a very bad position. This new position could potentially be used to provide additional
capacity and backup assistance for the District’s Asset Management Technician position.
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The District should also consider broadening the role of the Administrative Manager and Administrative Division.
The Administrative Division of Public Works currently performs—almost solely—work for the Utilities Division,
with some time spent on solid waste activities for the Waste Not Division. The Department of Public Works has no
general administrative assistance as a whole. If capacity were added to the Administrative Division as recommended
above, consideration should be given to broadening the role of the Administrative Manager to assist the Director of
Public Works on general Department needs such as budget and performance reporting, software integrations,
Department-wide tasks and meetings, or other related functions. This would be extremely valuable in ensuring
greater transparency to the public and reporting Department progress toward District strategic goals. However,
without additional assistance, the Administrative Manager would not have the capacity to perform these additional

duties.

v
IO

Like the Administrative Division, the Engineering Division within the Public Works Department works closely with
the Utilities Division. The Engineering Division has three inspectors who are fully certified and cross-trained,
responsible for backflow device testing and cross-connection control, as well as the inspection of all new construction

to ensure compliance with District and regulatory standards.

The District began offering backflow inspection to the community in order to provide competition for private
plumbers and inspectors who reportedly were charging elevated prices. The District charges a rate comparable to the
market and ensures appropriate cost recovery. In 2020, the inspectors performed 2,086 backflow tests out of
approximately 4,000 in the District (roughly 54% are done by the District versus private plumbers).
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The District has seen an increase in construction inspections. The unit reviewed over 300 sets of plans last year and
performed over 400 field inspections. Inspectors interviewed for this review reported that, particularly during
summer, their schedules are fully booked with just the backflow inspections, leaving them to try to squeeze in
unscheduled new construction inspections when they can. The result can be delays and, at times, unhappy customers.
Staff report difficulties in taking time off, particularly in summer, as this results in the other two employees in the
unit trying to cover the workload and often results in backlogs.

Recommendation 7: Cross-train other District staff to assist the Inspection Unit during summer
months.

In order to better manage inspection workload, the District should cross-train other staff to provide assistance during
summer months. Other staff, such as seasonal staff who are busy during the winter months or the meter reader, could
be certified to perform backflow inspections in summer and to provide backup to the District’s three inspectors.

TECHNOLOGY

Technology plays a vital role in planning and maintaining the District’s efficient operations. The District makes
appropriate use of commonly used technologies in the industry, notably its use of a Computerized Maintenance
Management System (CMMS) and Supervisory Control and Data Acquisition (SCADA).

The District uses software known as NEXGEN as its CMMS. NEXGEN is a key tool in the District’s asset
management program. NEXGEN contains a listing of each asset, its service history, and schedules for planned
maintenance. Asset locations are also recorded in the District’s Geographic Information System (GIS) system, which
is linked to NEXGEN. Work orders are generated through NEXGEN, and the completion of those work orders is
tracked through NEXGEN. Staff report that the District’s service area has spotty wireless access, so use of NEXGEN
is primarily limited to District offices. Staff also report difficulty with GIS while in the field. While conducting field
work, staff must manually record their activities using pen and paper, and upon returning to the District must then
enter their data into NEXGEN.

SCADA is used to remotely monitor and control District utility assets. SCADA is widely adopted throughout the
utility industry and is a vital tool that enables the District to provide a high level of service. It alerts staff to potential
failure conditions at remote locations and allows staff to diffuse potential problems before they turn into emergencies.

One class of technology that the District does not employ is a Laboratory Information Management System (LIMS).
A LIMS works to automate much of the recordkeeping necessary to maintain a certified laboratory. LIMS are
commonly used in larger laboratories, and they are an important tool to ensure the reliability of laboratory
operations. A LIMS is not currently required to maintain state certification, but staff believe that a regulatory
requirement is likely to be made in the coming years. A popular and inexpensive LIMS/WIMS (Water Information
Management Solution) is Hach WIMS™ by Hach company. There are other more comprehensive and expensive
LIMS systems on the market.

The District’s meter reading is conducted using AMR drive-by reading. While automated, this is not the highest level
of technology currently available. Automatic Meter Infrastructure (AMI) uses a series of fixed-base receivers to
automatically connect meters to a central network without visiting the property and is able to obtain near real-time
metering information, for both residents (who can log into the system) and the utility. It is understood that reception
difficulties interfere with the use of AMI in the District.
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Recommendation 8: Invest in mobile technology (i.e., tablets) for field crews.

Spotty wireless coverage is not unusual in the utility industry, and workarounds have been developed. Before leaving
the office in the morning, tablets can be pre-loaded with needed or likely needed work orders. Crews can use the
tablets in the field, filling out their work orders as needed, and upon return to the office the tablets will sync with the

CMMS.

It is Raftelis’ understanding that the District is piloting a similar deployment of tablets with the Inspectors in which
their work orders for the day are preloaded. Raftelis endorses this project and, barring technical difficulties,
recommends that the program be expanded to all field crews. Doing so will reduce the redundant efforts currently
undertaken by crews and will likely reduce the likelihood of mistakes that may occur when later entering handwritten

notes.

Recommendation 9: Invest in a LIMS/WIMS system.

LIMS/WIMS systems are commonplace in many labs. Given the value that the District receives from its surface
water filtration exemption, maintaining the lab’s accreditation should be of upmost importance to the District. Proper
use of a LIMS/WIMS will improve the lab’s resiliency. A prior section of this report noted the importance of
succession planning. Given the institutional knowledge that could be lost in the lab with the loss of a single individual,
investment in a LIMS can also be thought of as a succession planning tool for the lab.

STAFF RETENTION AND SUCCESSION PLANNING

One of the key attributes of a sustainable and resilient utility is that it prepares for staff turnover with a robust ability
to recruit and train new people. Larger utilities often have significant specialization across their organizations, but
also are large enough that the knowledge to perform job functions is not retained only by a single individual. Because
IVGID is not a large utility but has specialized positions, it is susceptible to a loss of knowledge should certain

individuals leave.

While there are no signs of critical issues with relation to retention, several recent departures and delays in the ability
to fill vacant positions highlight the need for succession planning. Succession planning should include assuring
salaries and benefits are appropriate, as well as cross-training and investing in knowledge management practices. To
ensure consistent staffing levels and reduce risk to the utilities, the Board and District management should ensure
that staff retention and recruitment remains a priority.

The District recently negotiated salary and benefits adjustments. During this review, compensation (including
benefits) was not mentioned as a primary issue driving staff departures. Salary comparisons do not consider other
factors impacting the choice to work for an organization, such as commuting distances, management styles/culture,
and organizational politics. Such information is typically only known through exit interviews of departing staff or
employee surveys.

More critical than recruitment and retention right now is the fact that there are several positions within the Utility
that pose an operational risk should an individual retire or leave the District and for which there is no one trained as
a back-up. The primary positions that pose this risk are the Utility Superintendent, Utilities Specialist, Asset
Management Technician, Administrative Manager, Inspectors, and Lab Director. The Lab Director is a role in which
the Lab Analyst may be able to temporarily fill, though concerns about maintaining lab accreditation and workload
leave this a short-term solution at best. In addition to their unique value to the District, these positions may be among
the most difficult to recruit for, given the specialized knowledge and levels of experience required.
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Recommendation 10: Conduct succession planning for planned and unplanned departures.

To promote the ability to rapidly post job notices, job descriptions and qualifications should be periodically reviewed
to ensure they remain current. Critical duties should be identified, and plans should be made for how those duties
can be performed in the absence of those staff members. These plans should identify who is to perform the duties,
the training necessary to conduct them, and how the training is to be delivered. Cross training or job shadowing may
be helpful to preserve knowledge. Other techniques include documenting processes and activities and continuing to
invest in a knowledge management system like NEXGEN which contains work and asset information.

SYSTEM VULNERABILITY AND RISK

IVGID appears to have appropriate levels of redundancy and a reasonable amount of excess water and sewer system
capacity. Both the water and wastewater plants have sufficient capacity to meet expected demands, as do the water
distribution and wastewater collection systems. As with all utilities, there are potential single points of failure, but
their presence is not unusual. For instance, staff are aware of potential alternative routings should various pump
stations go down. The wastewater effluent pipeline is another potential single point of failure, but there is sufficient
onsite emergency effluent storage at the wastewater treatment plant to temporarily mitigate the loss of the pipeline.
Staff mitigate risk to the utility system through the following strategies:
«  Condition assessments — the NEXGEN CMMS contains condition assessment data that is updated as staff

perform work orders/inspect assets. (The Fleet Division employs Computerized Fleet Analysis (CFA) as its

Fleet Maintenance Management Software.)

Preventative maintenance — The District’s preventative maintenance program minimizes unplanned

downtime.

Renewal and replacement (R&R) capital program — The R&R program replaces assets at the end of their

useful life prior to the unacceptable growth of the assets’ risk of failure.

30-minute expected response time — The District operates with the expectation that a call-out can be

responded to within 30 minutes at any time of the day.

LIFE CYCLE COST ANALYSIS METHODS / FLEET MANAGEMENT

Staff use knowledge of actual asset conditions to provide sufficient lead time to anticipate asset replacement in the
Capital Improvement Plan (CIP). Most major utility assets have an expected useful life of over 20 years, so there are
few surprises when assets are nearing the end of their useful life. The utility’s PM program extends the useful life of
assets and creates regular checkpoints to assess asset condition.

The Fleet Division of Public Works maintains over 630 vehicles and pieces of equipment, plus an additional 170 golf
carts. The fleet, which includes a broad array of units including buses, autos, trucks, equipment, golf carts, and more,
is maintained through four maintenance shops located throughout the District, one at the Public Works facility, one
at the Championship golf course, one at the Mountain golf course, and one at the ski area. Vehicle maintenance
occurs primarily at the Public Works facility shop.

Fleet and short lifecycle assets are typically replaced using an expected replacement frequency in combination with
asset condition. This is a reasonable approach because there is often enough experience with the group of assets to
understand median failure intervals that warrant replacement.

Some utilities participate in alternative delivery models (e.g., service contracts) for short lifecycle assets. For instance,
some utilities choose to use lease and service agreements for fleet procurement. The District may wish to investigate
whether there are such alternative delivery methods available to it and whether they might make sense. Any
consideration of alternative delivery models should include not just the cost of the contract, but any factors that may
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influence the District: staff redundancies, service times, reliability, loss of organizational capabilities, etc. However,
given the District’s somewhat isolated location and existence of its Fleet group, it is unlikely that engaging in such a
delivery method would be a marked improvement.

The advanced nature of the utility’s asset management program, namely the data contained in NEXGEN and CFA
(fleet assets), means that there are records available to make comparisons of replacement versus repair of assets.
Currently, those comparisons are done through experience. Such an analysis may be of particular use when
considering whether to upgrade a particular asset. For instance, knowledge of historical PM activity of a blower can
allow calculation of the true operating cost of the blower and form a more accurate comparison to the potential
operating cost of a new blower which may have greater efficiency and operate with a different PM schedule.

The Fleet Division has historically been staffed at levels such that preventive maintenance is regularly performed on
schedule. Should the District increase the fleet size, extend the working life of assets, and/or see more breakdowns
and failures, then additional staff, expertise, and/or the need for more contracted work at dealerships and vendors

may be needed.

ENGINEERING DIVISION AND CONSTRUCTION MANAGEMENT

The Engineering Division of the Public Works Department is comprised of eight positions, as shown below in Figure
18, and is responsible for delivery of capital projects District-wide. This includes working with design and consulting
engineers, updates to the GIS system, contracts management, and project management (overseeing the work of
contractors hired to design and construct capital projects). Project management includes new construction as well as
some ongoing maintenance work, such as the District’s pavement management program.

Director of
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Engineering
Manager
Compliance L
1 Chief Inspector E;‘g;‘g:lr
" Senior = Senior
Inspector Engineer
Inspector || | | Associate
Engineer
Contracts
| Administrator
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gineering Wivision

The Division is led by an Engineering Manager and contains three staff members engaged in inspection activities, a
Principal Engineer, a Senior Engineer, an Associate Engineer, and a Contracts Administrator. The Engineering
Manager position was recently filled after a brief vacancy, and the District has had some turnover in the engineering
roles. The District recently reclassified the vacant Senior Engineer position as a project manager to reflect a focus on
delivering capital projects, rather than engineering or design. The Engineering division operates the District’s GIS
which is well developed, according to staff. The utilities distribution and collection systems are fully mapped, and
the data is updated as changes occur. The Division does not have dedicated software to assist with capital projects
management. It utilizes primarily Microsoft® Excel for project tracking and the NEXGEN work order system. This
is typical and appropriate for smaller utilities.

Engineers have a target to bill 80% of their time to capital project accounts. The remaining 20% is charged to budgeted
operations accounts through the use of work orders. In other jurisdictions, engineering groups often have their own
operations budget to which non-capital project time is charged and which is not linked to work orders. Work order
time charging is only appropriate when the work is related to a specific asset. This typical approach is less
administratively demanding than the District’s current method. It may also lessen some of the tendency to bill time
to capital projects or assets that may be more appropriately categorized as operations. For example, general planning
activities non-specific to a project and training time should be charged to an operations account.

The Contracts Administrator performs a variety of work tasks in support to the Engineering Division, as well as the
Department of Public Works as a whole. Besides administering contracts, this position prepares monthly reports on
Department benchmarks and status, updates the District website for projects under construction and solar panel data,
documents public records requests for Public Works, schedules inspections and assists the inspectors including
serving as a liaison to local residents and realtors on backflow compliance, arranges Department travel and training,
and many other duties. The Contracts Administrator has prepared a detailed “Engineering Processes and
Procedures” manual, which is a living document and will greatly assist new staff to become familiar with Division
procedures. Staff prepare and maintain a detailed five-year capital plan and, in fact, have a 20-year plan for in-house
planning purposes, primarily focused on rolling replacement costs. The CIP includes department, project number,
project title, project manager, and projected expenditures for the next five years, plus the total as shown in the sample

below:

a lNlclEll:%E 5 Year Capital Improvement Plan Summary - WORKING COPY - As of 5.21,2020
GLNLRAL IMUROVEMLNT DIsTRIC!
O E DIISTRICT OMNIFE TEAMM
Department Project Number Project Title Project Manager ] 2021 1112022 2023 2024 2025 Total
2239012603 Residentiai meter and electronics Collection/Distribution - - - 150,000 250,000 400.000
replacement Superyisor
229811720 2013 Mid Size Truck #£30 Compliance Fleet Superintendent - 31,000 - - - 31.000
2299W/S1704 ‘Watermain Replacement - Martis Peak Road Senior Engineer 990,000 - - - - 9%0.000
vicinity
2263WS1705  ‘Watermain Rapiacement - Crystal Peak Senicr Engingsr - 50,000 986,000 - - 1.036,000
Road
2298WS1708  Watermain Replacement - Slott Pk Ct Senicr Engineer - 250,000 - = - 250,000
2259WS1802  Watermain Replacement - Alder Avenue Senior Englneer 4 % 50.000 535.000 T 5856.000
228951803 Watermain Replacement - Future Senior Engineer - - - 50,000 800,000 650,000
2295v¢S1804 R8-1 Tank Road Censtruction Senior Engineer - 125,000 - - - 125,000
1,225,000 706,000 1.511.000 930,000 1,105,000 5,477,000
Sewsr 2523HE1723 2007 Seilick Forklift #4389 Fieet Superintendent - - - 5,000 - 65.000
2823HV1721 2008 Kenworth T800 Bin truck #587 Fleet Superintendent - 197,200 - - - 197,260
2523LE 1720 2018 Flail Mower #784 ) Fleat Superintendent = = ~ 15.000 - 15.000
2524HE1725 2008 Chevroiet Camera Truck #5615 Fieet Superintendent - = » 85,000 - 85.000
.2524851010 Effluent Pipaline Project Enginsering Manager 2,000,600 2,000,000 2,000.000 2.000.000 2,000,000 10.000.000
2599801105 Building Upgrades Water Resource Utility Sup=rintendent 80,000 40,000 30,000 50,000 275,000 475,000
Recovery Facility
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Each project in the CIP has a data sheet created in the District’s Questica system which provides details on the
project. Capital projects with budgets are presented to the Board for approval. In the past few years, a field was added
to include information regarding the funding types (cash, debt, grant, etc.) for each project. A sample data sheet is
shown here:

Project Mumber:  ZZ2OWS1705

Title: Watermain Replacement - Crystal Peak Road
INCL;N E L Project Type: T - Capital improvement - Existing Facilibes
V} ILAGE Project Summary | oivision: 21 - Supply & Distributon

Budget Year: 2022

GENELAL IMPROVEMENT DISTRICT

Finance Dption:
Asset Type: 0 - Distrbuton infrastucture
Active: Yas
Project Description I
Project area Ceystal Peak Rpad only. This project is 3 continsation of the multi-year program to replace 10680's era thin-wall siesl watermains and other gefici ins. Reph critena is

twofold: Replace those watermains with the most leaks and in streets with aging pavement. Smce our water ioss is now less than 8%, our main objective is to work dosely with e Washoe County
Road Depaniment to replace watermains just prior 1o the County's repaving the street Ve also work ciosaly with the North Lake Tahoe Fire Protection Distict o determine areas of low fire fow, which
may indicate a nesd for increased capacty in that area. Thers is approximately § mies of old steel watermains remaining in the system.

Our watermain repl Tategy fves meetng with Washoe County prior to each budget year and jomtly agreeing on streets to be paved and watermains to be replaced. This project budgets to
replace approx. & miles of pp-‘-hne m 15 years at $1,600.000 par mile. Without additional escalators, that is $8.000.000 = 15 years or $600,000 per year. Adjustnents have been made to allow for the
trend of 3 high year then low year of work scheduled.

Project Internat Staff |

Engineerng will parform Cesign, Engneering. Bidding, Contract Administration and Inspection tasks. Cutside contractor to de the work. IVGID resources remain available for ongaing maintenance
activiies and emergency response.

Project Justification |

Our oversd goal is to replace deficient watenmams 10 keep owr unascountsd for water lass to under 6% and to avoid costly pavement patch penalbes imposad by Washos County. The onginal
watermains instaled ; much of incline Village in the 1080's were thin-waled ste=l. These pipes are now failing repeatedly and need replacem=nt. Washoe County has high pavement penalty costs for
replacing watermains in sewly paved strests. Replacing watermains in newly pavad streets or sireets with an excellent pavement conditice could increase project costs by up to 50% due to pavement
cut penaltes.

Forecast [
Budget Year Total Expense  Totsl Revenue Diffarancs
2022
intama: Stanaing & Design £0,000 o 52,000
Yea Tolz £3,000 {1} 50,050
2023
Construztior inspectan & 63,008 o EJ,DED
Tesling
Crysta Peak Roas 851,000 o £51,000
Watermain Consbusion
ni=ma Paming & Design 25,000 o 23,000
Washoe Co Strsel Repair £0,006 i} 50,050
and Perakine
Yex Totz 985,000 o ‘285,000
1,035,000 2 1,038,000
Year identified Start Date Est. Completion Date Manager Project Partner
2017 Jul 1, 2021 Jup 30, 2023 Seniar Engineer

Over the past two years, the Board and public have raised questions with regard to contract management, financing,
and procurement procedures. The District hired an accounting firm, Moss Adams, to review internal capital
programming and project management practices as a result of concerns regarding past contracting practices. The
Moss Adams review dated December 21, 2020,' “Construction Advisory Fact Validation Report,” examined
performance based upon eight specific contracts and resulted in 11 recommendations for improvement but also noted
several positives, including that the District has a Strategic Plan and long-range principles, that a multi-year CIP is
maintained, and that capital program procedural documents are maintained in accordance with Nevada Revised

Statutes.

Moss Adams recommendations 1, 2, 4, and 8 stated that the District should implement and consolidate policies and
procedures related to master planning, reporting, scope definitions and prioritization, communication efforts, and
invoice processing related to contract administration. Recommendation 3 advised the District to “Continue
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procurement and implementation efforts for new capital program management technology.” Other
recommendations guided proper administration and documentation for projects, including “Ensure appropriate
documentation and execution of any modifications to contractual agreements” and “Establish change order and
addendume-specific reporting within key capital program reporting.”

Raftelis concurs with the Moss Adams findings and the District’s goal to provide a greater focus on project
management for the Engineering Division and a reduced focus on design and engineering. Raftelis also supports a
focus on recruitment and retention within the Division. The Division is small enough that current rates of turnover
are unsustainable for preserving institutional memory. Having staff who are knowledgeable about the details of
constructed projects and historical practices is invaluable in a utilities and public works organization.

WASTE NOT DIVISION

The Waste Not division of Public Works is staffed by a Resource Conservationist and two Program Coordinators
who are responsible for solid waste and recycling operations, including household hazardous waste. While the
division originally focused upon recycling education programs, its role has expanded over time to include a variety
of educational outreach. Staff in the Waste Not Division oversee a variety of environmental programs related to solid
waste, recycling, and water quality. Programs managed by the group include a cigarette butt reduction program,
watershed protection, water quality monitoring, invasive species control, micro-plastics research, staffing of the
household hazardous waste drop-off site, bear awareness and wildlife containment, and more.

The Division’s conservation and sustainability focus has grown as a result of IVGID’s expressed goal for long-term
protection of the environment. The District has a long legacy of environmental protection that goes beyond
regulatory driven measures. Staff are passionate about their work and provide a great deal of public outreach and
education. They work closely with volunteers and partner agencies. All division staff have been in their roles for over

five years.

The Resource Conservationist serves as the Executive Director of the Tahoe Water Suppliers Association, a 20-year-
old organization established by Nevada water regulators, and which now includes 12 members in the Tahoe Basin.
Six of the water suppliers that are members have an extremely rare waiver to filtration under the Surface Water
Treatment Rule provisions of the Safe Drinking Water Act. It is estimated that less than 50 of approximately 16,000
public community water systems have this filtration exemption authorized by the U.S. EPA. It is awarded to those
water supplies that have exceptional quality as measured by water quality standards meeting rigid criteria. This
designation means IVGID is dealing with the highest quality source water. It also means that IVGID can avoid
millions of dollars in capital investment for a water filtration plant and the hundreds of thousands in associated yearly
operating expenses. Maintaining the quality of Lake Tahoe should be of the highest priority for both environmental
stewardship and financial reasons.

The Tahoe Water Suppliers Association includes members in both Nevada and California, resulting in the need for
the Executive Director to remain knowledgeable about regulations and legislation in both states. The members
participate through a cost-sharing agreement to the Association, which offsets a large portion of the Resource
Conservationist’s salary.

The Division currently staffs the District’s household hazardous waste (HHW) site, which has no dedicated staff and
does require staff capacity and attention.
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Recommendation 11: Provide direction to staff regarding the leadership role of IVGID in the region
with regard to environmental resources and conservation.

Given the variety of programs and focus areas of this unit, the Board should clarify its leadership role in the
Association and in overall regional environmental protection. It is obvious that a considerable amount of the
Resource Conservationist’s time and other staff time is spent on Association work. While this time is offset by
funding, the District should provide staff with clear direction on the parameters of its involvement and the District’s
role in regional conservation and environmental stewardship. Note that other suppliers from across the country with
filtration exemptions such as the New York City Department of Environmental Protection, Massachusetts Water
Resources Authority, and Portland Water District invest millions each year to protect their unfiltered supplies.

Recommendation 12: Explore options for the household hazardous waste site.

The District should request staffing and/or alternative arrangements for the household hazardous waste site in any
upcoming solid waste franchise negotiations to provide higher quality service in this area. All of the solid waste
franchise fees are currently being spent on District operations rather than as potential new revenues. Any decrease
in District-provided service will increase the benefit of franchise fees and increase revenues. An alternative is to
consider a sharing or partnering agreement for the site with a neighboring jurisdiction.
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The District accounts for its three utilities — water, wastewater, and solid waste and recycling -- in a single enterprise
account, the Utility Fund, using fund accounting and as shown in the Proprietary Funds of the Annual Financial
Report. Nevada Revised Statutes (NRS) 354.517 defines an enterprise fund as a fund established to account for
operations (1) which are financed and conducted in a manner similar to the operations of private business enterprises,
where the intent of the governing body is to have the expenses (including depreciation) of providing goods or services
on a continuing basis to the general public financed or recovered primarily through charges to the users; or (2) for
which the governing body has decided that a periodic determination of revenues earned, expenses incurred, and net
income is consistent with public policy and is appropriate for capital maintenance, management control,
accountability, or other purposes.

An enterprise fund identifies the total direct and indirect costs to provide a service and the sources and amounts of
revenues that support the service for which a fee is charged in exchange for service. Utilities are typically accounted
for as enterprise funds due to the fact that the primary revenue source is user rate payments. By using an enterprise
fund, ratepayers can feel comfortable knowing that their rates pay only for the costs of that utility and do not subsidize
other District operations, for example.

In order to provide the most flexibility for the District, and in keeping with Nevada Revised Statutes, the district has
included the financials for all three utility types—water, wastewater, and solid waste—within a single all-
encompassing Utility Fund. While this is an acceptable and legal practice, it makes analysis of a single utility’s
performance more difficult.

The District does separately track budget, revenues, and expenditures for each utility as department codes within its
financial system and reports this information on monthly and annual reports. It does not, however, separate each
utility by fund in a manner reflected on the balance sheet or within the financial statements. This would be useful for
rate setting and financial management purposes, even internally should the District choose to continue reporting as
a single fund to the State.
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Recommendation 13: Establish sub-fund accounts in the chart of accounts for each utility within
the Utility Fund.

The use of individual sub-funds for each utility type would be advantageous for several reasons. First, it would
provide additional transparency to the Board and to ratepayers in knowing how each utility type is performing. This
information, in turn, has a direct bearing on the setting of rates and on future planning for capital projects and each
utility type’s ability to fund them.

The District should establish sub-funds within the Utility Fund for its own internal analytical purposes and to provide
easy financial information on each utility type. While there are department accounts specific to each utility that allow
for separate analysis of budget, revenues, and expenditures, an overall fund including fund balance for each utility is
not available. This will require adjustments to the chart of accounts and instruction to staff on which account codes
to use moving forward. This change can be for internal analytical purposes only, and the District can still report to
the State using the single enterprise Utility Fund; in doing so, the District retains some flexibility with regard to inter-
utility transfers, should that need arise. The Director of Finance is already exploring this approach.

UTILITY FUND CONDITION

The Utility Fund accounts for the financials of the District’s three utilities. The last rate increase occurred in 2019,
and a planned 2020 increase was deferred in order to provide more time to review the Fund’s financials, as well as
to mitigate impacts of the COVID-19 pandemic on the community. It should be noted that the pandemic had a
significant impact on the Incline Village community, with many former part-time homes now being used year-round,
and an influx of tourists who could travel regionally to the area but not abroad. These changes impacted Utility Fund
revenues and expenses in some measure in the 2020 fiscal year.

The Utility Fund is in sound condition. A review of the District’s audited Annual Financial Reports shows that
during Fiscal Years 2017-2020, the Utility Fund Net Position (operating revenues less expenditures) increased by $1-
2 million each year. However, the amount of the Change in Net Position has declined significantly, by over 42%,
from $2.4 million in 2017 to $1.4 million in 2020, showing a narrowing of the gap between revenues and expenditures
as shown below.
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Table 5: Utility Fund Change in Net Position, 2017-2020 Annua ancial Reports
Percent
2017 Actual | 2018 Actual | 2019 Actual | 2020 Actual | Chande
2020

REVENUES
Charges for Service 11,813,169 11,925,557 12,785,742 12,564,466 6.4%
Operating grants 1,440
Capital Grants 425,509 199,934 -100.0%
Investment Earnings 60,132 77,280 282,484 298,225 396.0%
Other 17,730 50,020 15,066 (22,332) -226.0%
TOTAL 12,316,540 12,252,791 13,084,732 12,840,359 4.3%
EXPENSES
Utility 9,883,961 10,253,834 10,554,488 11,495,874 16.3%
TOTAL 9,883,961 10,253,334 10,554,488 11,495,874 16.3%
Transfers In (Out) 120,000 120,000 45,000
Change in Net Position 2,432,579 2,118,957 2,650,244 1,389,485 -42.9%
Beginning Net Position 70,226,498 72,659,077 74,778,034 77,308,278 10.1%
Prior Period Adjustment (120,000)
Ending Net Position 72,659,077 74,778,034 77,308,278 78,697,763 8.3%

Looking at the components making up the Utility Fund’s Net Position in the table below, there is a strong investment
in capital assets (80.3%) as is typical of utility operations which necessitate significant infrastructure. Restricted
amounts are minimal at under 1% of the total, with the remaining 19.2% in Unrestricted Net Position, or funds
available for use as directed by the Board.
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e 6: Components of Utility Fund Net Position, 2017-2020
— 2017 Audited | 2018 Audited | 2019 Audited | 2020 Audited

Investment in Capital

Percent

Change
2017-2020

Aasots 59,817,845 64,377,397 64,549,358 63,202,365 5.7%
Restricted 305,022 309,344 316,611 322,895 5.9%
Unrestricted 12,636,210 10,091,293 12,442,309 15,172,503 21.0%
TOTAL NET POSITION 72,659,077 74,778,034 77,308,278 78,697,763 8.3%

For the past several years, at the Board’s direction, the District had set aside $2 million per year as part of its
Unrestricted Net Position in the Utility Fund toward the estimated $30 million effluent pipeline project. As of August
2020, the Board of Trustees had designated $9,656,890 of the Unrestricted Net Position of $15,172,503, or 63.6% of
total Unrestricted Net Position. In August 2020, the Board designated an additional $1,912,767 to the project,
resulting in a total effluent pipeline project set aside of $11,569,657, or 76.3% of total Unrestricted Net Position.

UTILITIES MANAGEMENT REVIEW AND ASSET ASSESSMENT 37

63



While Total Change in Net Position remains positive, in 2020 it did not cover the $2 million planned set-aside for
the effluent pipeline project. If this were to be subtracted from the Change in Net Position, in 2020 the Fund would
have had negative Change in Net Position, meaning revenues did not exceed expenditures for that fiscal year. The
budgeted estimate for 2021 shows an estimated Change in Net position of $1.7 million, also below the $2 million set-
aside. While not sustainable in the long term, an operating deficit in a single fiscal year is possible and the reason
utilities and other organizations maintain reserves.

Recommendation 14: Undertake a comprehensive rate study for the water and wastewater utilities.
Based upon 2020 Annual Financial Report results, Utility Fund revenues are exceeding expenses but the net between
them has dropped by 42% in the past four years. In 2020, the Change in Net Position of $1.4 million was insufficient
to cover both operating expenditures and the annual $2 million set-aside from the effluent pipeline project. Note that
the $2 million set-aside cannot be categorized as an operating expenditure, but rather a cash set-aside. The Utility
Fund, while still in sound condition, is losing ground if the set aside is considered restricted. The Utility Fund must
either increase revenues or decrease expenditures in order to continue the $2 million annual set-aside. The District
should contract with an outside vendor to undertake a comprehensive rate study at its earliest convenience. A rate
study can help address several other financial issues. First, if the District is going to manage its water and wastewater
utilities separately from a financial perspective, a rate study is a necessary step in order to ensure that one utility does
not subsidize the other. Second, a rate study can help clarify the consequences of capital financing choices. Rate
studies can include scenario analyses that can produce different financial plans depending on how the District
chooses to finance its capital projects.

Debt

The Utility Fund’s financial condition cannot be fully assessed without consideration of debt position. Debt is the
use of financing, such as loans or bonds, to pay for infrastructure projects. As noted above, one of the tenets of
considering the use of debt is not only the direct interest and administration costs, but also non-financial
considerations such as requiring current ratepayers to fully pay for an asset that may be benefiting future users 20
plus years from now. Prior to issuing debt, however, it is important to understand limits regarding its usage and

available capacity.

Nevada Revised Statutes 318.277 for general improvement districts states, “Debt limit of district. A district may
borrow money and incur or assume indebtedness therefore, as provided in this chapter, so long as the total of all such
indebtedness (but excluding revenue bonds, special assessment bonds, and other securities constituting special
obligations which are not debts) does not exceed an amount equal to 50 percent of the total of the last assessed
valuation of taxable property (excluding motor vehicles) situated within such district.” Based on information in the
2020 Annual Finance Report statistical section, a calculation shows that Total FY 2020 Debt for the District of
$1,033,778 is $857 million below 50% of the District’s assessed valuation, which equals $858.6 million.

Board Practice 14.2.1.1.0 states “Debt issued for utility purposes must remain within a Debt Coverage Ratio of 1.75
times.” The Debt Service Coverage Ratio is calculated by dividing operating revenues less operating expenses other
than depreciation and interest by the annual principal and interest payments and stated in number of times the net
revenue covers the annual debt service. For IVGID’s Utility Fund in 2020, this calculation results in a Debt Coverage
Ratio of 9.4. In summary, Utility Fund revenues for the year cover its outstanding debt by over 9 times. According
to AWWA national benchmarks, surveyed debt service coverage ratios for combined utilities range from 1.46 at the
25 percentile to about 3.38 at the 75% percentile.

It is important for the District to understand its full financial position, including debt capacity. IVGID has sufficient
capacity to issue additional debt for Utility Fund projects if desired.
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FINANCIAL POLICIES

As this review began, the Board and staff were discussing several financial policies related to the District as a whole
but also as they relate to the Utility Fund. As previously mentioned in this report, an external Certified Public
Accounting firm, Moss Adams, was hired to review and opine on several policy matters. Below, Raftelis discusses
our review of each of the financial policies that should be revised and updated.

It is important to note that multiple factors have impacted the District’s financial practices in recent years. Several
new Board members have joined the District, bringing with them new ideas and expectations of staff; while this is to
be expected and even encouraged, staff should not be criticized for following longstanding practices that complied
with the prior Board’s policies at the time. Second, the COVID-19 pandemic impacted every agency by requiring
considerable extra effort just to maintain ongoing operations; even the best-intentioned staff would have difficulty
being proactive under these circumstances. Finally, there were several management transitions in the District during
this time which results in significant uncertainty and inefficiency as historical knowledge is lost and new staff, with
new ideas, join the District.

While we would not characterize the District’s past financial reporting as best practice, no proof of malintent or
illegality on the part of staff was found. In many cases, actions were taken based upon longstanding internal
practices and in the absence of specific, detailed policy direction.

Fund Balance / Reserves Policy

It is critical for utility operations to ensure sufficient fund balance or “reserves” in order to cover unforeseen critical
infrastructure failures, economic downturns, and other financial impacts. The District has in place two Board
policies, 7.1.0 and 17.1.0, and two Board practices, 7.2.0 and 17.2.0, related to setting appropriate reserves. Board
policy 7.1.0 for “Appropriate Level of Fund Balance” states that the Operations reserve for the Utilities Fund will be
25% of operating expenses for the fiscal year based on the current adopted budget. In Section 2.0 of Board Practice
7.2.0 for “Appropriate Level of Fund Balance,” the District set the following three reserve types as relates to the

Utility Fund:
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Type of Reserve Polic Amount per 6/30/2020
i J Annual Financial Report (audited

Operations = ; Operating Expenses of
(Operating Reserve) 2ofIofopEatingiexPenises $11.384.036 x 0.25 = $2.846,009

)
)

One year’s payments
Debt Service Reserve (or as set by debt coverage ratio One year's payments = $523,988
established in bond documents)

Capital Expenditure One year of a three-year average Three-year average depreciation for
Reserve depreciation Fiscal Years 2018-20 is $3,164,934

Per IVGID’s policy, the District should hold at least $6,534,931 ($2,846,009 + $523,988 + $3,164,934) in reserves in
order to hit all three targets. As of June 30, 2020, the Utility Fund had $15,172,503 in Unrestricted Net Position.
However, that includes $9,656,890 of prior set-asides by Board action to provide funding for the $30 million effluent
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pipeline project. Subtracting this set-aside from the total Unrestricted Fund Balance results in $5,515,613 in
remaining Unrestricted Fund Balance, or 84.4% of the District’s three reserve targets.

Often utilities express operating reserves in terms of “Days of Cash on Hand.” According to the AWWA utility
benchmarking study, approximately 25% of utilities have 250 days of cash on hand and 75% have 490 days of cash
on hand. Applying this calculation to IVGID for June 30, 2020, shows 177 days of cash on hand, putting IVGID at
the lower end for reserves as compared to other water agencies nationwide.

Some sample policies from other agencies in the region are as follows.

South Tahoe PUD Operating Two months’ operating expenditures

One year's capital spending with a maximum of two times
accumulated depreciation balance

Minimum one year’s property tax receipts with a maximum
1.5 year's property tax receipts

Minimum 10% of one year’s water service charge revenue
Water Rate Stabilization with a maximum of 15% of one year’s water service charge

Capital Reserve

Sewer Rate Stabilization

revenues
o . : .
Tahoe City PUD Water and Sewer Capital \slglfeOf one year's average annualized capital replacement
Water and Sewer Budget 90 days of current budget operating expenses (less
Stabilization depreciation and project recovery)
City of Roseville :
Environmental Operating 90 days’ worth of operating expenses

Utilities
1-2% of Capital Assets belonging to Ultility (Note: This

reserve can be foregone if covered by insurance)
Roughly 50% of annual operating expenditures or 180 days’
cash

System Critical Failure

Rate Stabilization

Recommendation 15: Review and revise the District’s fund balance policy.

There is no right or wrong policy with regard to fund balances. The policy should reflect the comfort level of the
Board and staff to set aside “rainy day funds” to ensure ongoing operations and sound financial condition while
recognizing these funds are charges to ratepayers. The reserve policies set by the Board are commonly deemed to be
the minimum levels, with agencies often holding reserves in excess of the policy level. Typically, the more risk averse
the Board is, the higher the reserve levels. An acceptable balance must be found between having enough insurance
for unexpected events and future needs and holding onto ratepayer funds “just in case.” Given considerable
discussion in the past year regarding this issue, and changing Board perspectives on the matter, it is important that
the District review and revise its fund balance policies. Finance staff are already working on this issue and the Board
supported additional funding for outside assistance at its March 10, 2021, meeting.

Capitalization Policy

Angther area of interest was the process and policy related to capitalization of assets. In layperson’s terms,
capitalization refers to the circumstances when a purchase or expenditure becomes an asset on the financial books
rather than an expense. This typically applies to infrastructure and other expenditures that will have useful lives over
the course of multiple fiscal years. For example, the purchase of a light vehicle is capitalized over a useful life of, say,
seven years. In Year 1, the vehicle is worth full price as an asset on the books. In Year 2, the asset is worth 6/7 of the
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price, and so on. Because assets are a “positive” (credit) on the books, versus expenditures which are a “negative”
(debit), this is an important distinction. Each year, an enterprise must add up the current value of all capital assets to
determine total assets of the entity. If, for example, things that are not truly assets are capitalized, this will result in
an artificially high asset value which will sway the books positive and include items that are not truly assets.

The District has two existing Board Policies, 8.1.0 and 9.1.0, and one Practice 2.9.0, that relate to this issue. Policy
8.1.0 “Establishing the Estimated Useful Lives of Capital Assets,” sets the life cycle for various asset types. Policy
9.1.0, “Establishing Appropriate Capitalization Threshold for Capital Assets,” notes that items should be capitalized
“if they have an estimated useful life of greater than two years following the date of acquisition or placed into service”
and also notes, “In no case will the District establish a capitalization threshold of less than $5,000 for any individual
item.” Practice 2.9.0, “Capitalization of Fixed Assets,” sets accounting thresholds of $5,000 for equipment and
$10,000 for structures and land improvements, among other practices.

Prior to this review, Board and public members raised concerns regarding capitalization of master plans and
preliminary studies related to capital projects. While these studies impact capital asset’s design and plan, utilities
across the country treat similar expenditures differently depending on their internal accounting conventions and
accounting practices are subject to interpretation on this matter. To help resolve this issue, the District engaged Moss
Adams firm to review the District’s capitalization practices and share their findings. In their second report, they
stated:

The District has been capitalizing expenditures incurred in the development of master plans as well
as costs incurred that do not relate to specific capital projects or that increase the service capacity
of an existing capital asset This is not in compliance with established governmental accounting
practices. In addition, the Board's capitalization policies and practices are not sufficiently detailed

to provide guidance on what types of costs should be considered for capitalization.

The District is in need of developing more robust capitalization policies that provide for the
different stages of a capital project, how to handle costs incurred in each stage, clarification on the
nature of expenditures that increase the service capacity and therefore appropriate to capitalize,
and the nature of expenditures that are repairs and maintenance and therefore should be expensed
as incurred.

Raftelis concurs. The District’s policies, set by the Board, do not reflect the level of detail expected from staff and
should be updated to provide clearer direction. At a minimum, the life cycle, capitalization threshold, and discussion
of master plans, preliminary plans, and other pre-construction but related project activities should be included.

The District’s Finance staff has already begun the process to write off some past capitalized expenses. A draft revised
policy was presented to the Board at its April 29, 2021, meeting, and staff will return with final versions for approval
by June 2021. The audited 2020 Annual Financial Report included $665,009 recorded as a prior year adjustment in
governmental activities and $138,505 in the Community Services Special Revenue Fund due to the restatement of
capital assets restated to expense. However, no restatements were identified for the Utility Fund.

Recommendation 16: Revise and update the District’s policies and practices related to

capitalization of assets.

The District’s Finance staff is already in process of drafting a revised policy and procedure for capitalization and
brought this issue and a draft revised policy before the Board on its April 29, 2021, meeting agenda (Item J.7). The
draft policy specifically states that “Costs incurred in pre-planning phases, including Master Plans and Project
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Feasibility Studies that explore potential capital projects should be expensed.” We concur that finalizing the update
of this policy, and ensuring additional staff training in this area, will benefit the District and ensure more accurate
and transparent financial reporting.

The District has established limitations on the size of 2 project for which debt can be considered but has no specific
policy in place regarding when and how to use debt and other financing sources to pay for large infrastructure
projects. Board Practice 14.2.1.2.3.0 states “The District will consider issuing a bond for any ‘utility’ project or group
of projects when that totals more than $2.5 M and can be repaid within 20 years of the completion of the project
acquisition or construction. The additional time allowed is in recognition of that maturity under the Nevada State
Revolving Fund Loan Program. Shorter maturities are preferred whenever feasible.”

Historically, prior Boards have rejected debt financing and used cash financing. Board Policy 6.1.0 states, “The
District, through the Board of Trustees, shall adopt a process that specifies appropriate uses for debt and identifies
the maximum amount of debt and debt service that should be outstanding at any time.”

The topic of capital projects financing methods has arisen recently due to several factors. First, there are new Board
members with differing opinions on the matter who are questioning past practice. Second, the cost of debt/loan
financing at the time of this review was at historically low interest rates, making the cost of debt financing less
expensive. Third, the District is undertaking what is its largest capital project, the estimated $30 million effluent
pipeline project. In past years, the Board directed staff to set aside $2 million from the Unrestricted Net Position of
the Utility Fund toward this project, in effect saving up cash ahead of time to “PayGo” (pay as they go) for the
project.

Recommendation 17: Review and revise the District’s funding policy for capital projects.

It is an opportune time to revisit this issue and revise the District’s policy for funding capital projects. Several Board
members interviewed for this review were open to considering the use of debt for large projects, as long as staff
analysis justified the financials and the debt service (principal and interest payment) requirements are not too
onerous.

A revised policy should include metrics by which staff is required to analyze project financing to determine the costs
of PayGo versus the use of loans or debt. Besides the financial costs of borrowing (interest and administrative costs
related to borrowing), the District should include consideration of the non-financial considerations, such as
generational impacts, as outlined in the table below:
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Table 9: Considerations for Capital Projects Financing

e Future funds not tied up in Projects delivered when
debt payments needed; no wait
e Can use interest savings Costs spread over life of asset

PROS (that would be spent on e Builds capacity to invest with
debt) toward other projects available funds
e Norisk of default e Those using the project, pay
for the project
e Canincrease wait time for e Borrowing rate could be high
projects while saving up e Debt payments impact future
e Large projects can exhaust budgets and reduce future
budget flexibility
CONS e Risk of project inflation
during wait

e Burden to current users for
benefit of future users

Once a policy is created, staff can analyze large-scale capital projects with regard to lifespan, project cost, and
cost/benefit of PayGo versus debt financing based upon current financing rates. For capital projects over $2.5M,
staff should perform a calculation on total cost if financed and impact upon net position if paid in cash.

This analysis should be applied as soon as possible to the effluent pipeline project, to take advantage of favorable
interest rates. The District should consider debt financing for all, none, or a portion of the project. A hybrid model
utilizing the set-aside already established and financing of the balance could be advantageous and reduce financing
costs. All or a portion of the established set-aside can be used toward financing the project, with the balance used to
enhance reserve levels in the Utility Fund.
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This organizational assessment was undertaken to assess operations and identify opportunities to enhance efficiency
and effectiveness within the Incline Village General Improvement District’s utilities operations. The
recommendations in this report were developed to build upon the District’s already high service level and approach
to District operations in a unique operating environment.

By investing in public outreach and communications, revising and clarifying several financial policies, addressing
organization structure and staff retention concerns, and increasing technology to enhance efficiency, the District will
ensure its utilities operations continue to provide high value to residents for years to come.

Using this report as a guide, the District will be able to continue to improve operations and services and to streamline
internal processes for the benefit of the IVGID community. Prioritization of these recommendations and thoughtful,
planned implementation are needed to ensure resources are expended prudently and risks to utility operations

reduced.
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