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RECOMMENDATION 
Adopt a resolution approving the allocation of fiscal year 2020/21 (FY2020) net margin between cash 
reserves, dividends, and local program reserve (LPR). 
  
OVERVIEW 
This staff report presents the various options the Board has in determining how to allocate audited net 
margin for FY2020. Taking into account the Dividend Program parameters, as well as available and 
forecast cash reserves, staff recommends the following allocation of VCE’s $6.318 million net margin for 
FY2020: 

• $138,000 to the Local Programs Reserve (LPR) 

• $0 to dividends, given the current cash reserve forecast 

• The balance ($6,180,000) to cash reserves to help stabilize customer rates over the next two 
fiscal years. 

 
BACKGROUND AND ANALYSIS 
The Board adopted the VCE Rate Structure & Dividend Program Guidelines (Dividend Program, attached) 
on June 17, 2019, to be effective starting at the beginning of the following fiscal year on July 1, 2019.  
Key aspects of the Dividend Program are: 

• Every fiscal year, the audited Net Margin (Less Principal Debt Payments) is to be allocated 
amongst Cash Reserves, LPR, and Cash Dividends, at the Board’s discretion 

• VCE is to match PG&E’s generation rates, less PCIA 

• Require a minimum 5% net margin before any dividends are paid 

• Require the enrollment process for legacy Net Energy Metering (NEM) accounts to have begun 
before any dividends are paid 

 
For audited FY 2019/20, the conditions above have all been met.  Therefore, consideration of the 
allocation of net margin is before the Board.  Note: as noted when the Board adopted the Dividend 
Program Policy in June 2019, a 5% minimum net margin is in the lower range of typical net margin goals 
for the electricity and most other industries. 
 
Dividend Program Formula  
The adopted Dividend Program formula recommends allocating the net margin as follows: 
 

• Net Margin up to 5% is to be allocated as follows: 
o At least 5% (of the 5%) goes to LPR 
o The balance goes to cash reserves 

 



• Net Margin above 5% is to be allocated as follows: 
o At least 50% to cash reserves 
o Remainder allocated amongst dividends and LPR 

 
FY2020 produced an audited net margin of $6.318 million, or 11.4%. Based on the formula above, the 
calculation for FY2020 results in the following ranges for Board consideration: 

• LPR at least $138,000 

• Dividends $0 to $1,778,000 

• The balance goes to cash reserves 
 
Considerations 
Actual and forecast cash reserves is an important consideration.  Although VCE has strong cash reserves 
at June 30, 2020, it is expected to experience significant cash challenges in the next two fiscal years due 
to continuing regulatory pressures related to the Power Charge Indifference Adjustment (PCIA/Exit Fee) 
and changing Resource Adequacy requirements.  The forecast of these primary drivers of increasing 
costs and uncertainty are expected to result in VCE dipping below the adopted Board goal of 90 days of 
cash on hand.  As the Board is aware, the cash reserves are utilized primarily to enhance rate stability for 
customers to help meet VCE rate objectives (i.e. match PG&E rates).  The following are the expected 
days cash on hand under current fiscal projections and VCE’s recently adopted budget: 

• June 30, 2020: 103 days cash on hand (current) 

• June 30, 2021: 70 days cash on hand 

• June 30, 2022: 3 days cash on hand 
 
Based on the cash reserve forecast in the coming years, staff recommends that the Board allocates 
$138,000 to LPR, $0 to dividends, and the balance to cash reserves for audited FY2020.  Though a fiscally 
cautious approach, staff believes the dividend can be implemented in future years when market and 
regulatory factors improve enough to improve cash forecasts. 
 
For reference, if the Board decided to institute a small dividend this year, rather than the $0 
recommended by staff, the effects would be: 

• A 1% dividend in FY2020 would be a $800,000 reduction in cash reserves and reduce days cash 
on hand going forward by approximately 6 days 

• A 2% dividend in FY2020 would be a $1,600,000 reduction in cash reserves and reduce days cash 
on hand going forward by approximately 12 days 

 

Notes: (1) a 1% dividend would be approximately $1.50/month reduction in the average residential 
customer bill and an approximately $3.75/month reduction in the average small commercial customer 
bill; (2) anecdotal information from other CCA’s indicate that these levels of customer 
dividends/discounts while helpful in communicating a CCA’s value do not have significant effects on 
customer retention or new customer recruitment; (3) a stronger cash reserve helps demonstrate VCE’s 
fiscal standing with outside entities (e.g. financial institutions).  
 
Local Program Reserve Prior to FY2020 
Prior to the introduction of the Dividend Program, VCE simply set aside 1% of net income as funds for 
local program development.  This was based on the Board’s Financial Reserve Policy (attached) adopted 
on December 14, 2017. 
 
Based on the Financial Reserve Policy’s 1% calculation, VCE has approximately $86,500 set aside as of 
June 30, 2019 for programs.  Any LPR approved for FY2020 would add to this existing total. 
 
 
 
 



Below is a summary of VCE’s current financial standing: 

   
 

CONCLUSION 
Staff recommends that the Board adopt a resolution approving the staff’s recommended allocation of 
fiscal year ending 2020 (FY2020) net margin between cash reserves, dividends, and local program 
reserve (LPR) as follows: 
 

• $138,000 to the Local Programs Reserve (LPR) 

• $0 to dividends, given the current cash reserve forecast 

• The balance ($6,180,000) to cash reserves to help stabilize customer rates over the next two 
fiscal years. 

 
ATTACHMENTS:   

1. Rate Structure & Dividend Program Guidelines 
2. Financial Reserve Policy 
3. Resolution   

Audited 2020 

Results

Electricity Sales 55,248,868$           

Operating Expense 45,887,956$           

Principal Debt Payments 3,042,674$             

Net Margin Less Principal Debt Payments 6,318,238$             

Net Margin % 11.4%

5% Net Margin 2,762,443$             

Amount > 5% NM 3,555,794$             

Disposition of First 5% Net Margin 2,762,443$             

At least 5%: Local Programs Reserve (LPR) 138,122$                Minimum

Up to 95% to Cash Reserves 2,624,321$             Maximum

Disposition of Net Margin >5% 3,555,794$             

At least 50% to Cash Reserves 1,777,897$             Minimum
Remaining (after Cash Reserves) - Split between LPR 

and Dividends 1,777,897$             Maximum

FY 2020 Summary

Minimum Amount to LPR 138,122$                

Minimum Amount to Dividends -$                         

Maximum Amount to Dividends 1,777,897$             

FY 2019 Summary

Minimum Amount to LPR 86,463$                   

Total 2019-20 (2 Years) 224,585$                

Days Cash on Hand at 6/30/2020 103

Projected Days Cash on Hand at 6/30/2021 70

Projected Days Cash on Hand at 6/30/2022 3



























VALLEY CLEAN ENERGY ALLIANCE 

RESOLUTION NO. 2020 - ___ 

A RESOLUTION OF THE BOARD OF DIRECTORS OF THE VALLEY CLEAN ENERGY 
ALLIANCE APPROVING THE RECOMMENDED ALLOCATION OF NET MARGIN FOR THE 

AUDITED FISCAL YEAR ENDED JUNE 30, 2020  
 
WHEREAS, the Board adopted a Rate Structure & Dividend Program Guidelines (Dividend 
Program) on June 17, 2019, to be effective starting at the beginning of the following fiscal year 
on July 1, 2019; and 
 
WHEREAS, the Dividend Program specifies how audited positive Net Margin for each fiscal year 
can be allocated amongst cash reserves, customer dividends, and local program reserve (LPR), at 
the Board’s discretion; and 
 
WHEREAS, VCE staff calculated the allocation options for the Board based on the final, audited 
Net Margin for the fiscal year ended June 30, 2020. 
 
NOW, THEREFORE, the Board of Directors of the Valley Clean Energy Alliance resolves as follows:  
 

1. For the audited fiscal year ended June 30, 2020, allocate the Net Margin of $6.318 
million as follows: $138,000 to local program reserve, $0 to cash dividends, and the 
$6.18 million balance to cash reserves. 

 
PASSED, APPROVED AND ADOPTED, at a regular meeting of the Valley Clean Energy Alliance, 
held on the ____ day of _______________, 2020, by the following vote: 
 
AYES:  
NOES:  
ABSENT:  
ABSTAIN:  
 
       _____________________________________ 
       Don Saylor, VCE Chair 
__________________________________ 
Alisa M. Lembke, VCE Board Secretary 
 


