LAKE ARROWHEAD COMMUNITY SERVICES DISTRICT

MEMORANDUM

DATE: October 9, 2007

T0: BOARD OF DIRECTORS :
Lake Arrowhead Community Services District

FROM: /4%7%4 %

%QRTNER Finance Manager
A —

KEN NELSEN, Interim General Manager

SUBJECT: ADOPTION OF RESOLUTIONS 2007-05 PROVIDING FOR
TERMS OF REIMBURSEMENT OF EXPENDITURES ON
THE RECYCLED WATER PHASE 1 PROJECT AND THE
GRASS VALLEY WASTEWATER TREATMENT PLANT
EXPANSION PROJECT FROM THE STATE WATER
RESOURCES CONTROL BOARD STATE REVOLVING
FUND, RESOLUTION 2007-06 MAINTAINING A
WASTEWATER CAPITAL RESERVE FUND IN
ACCORDANCE WITH THE STATE WATER RESOURCES
CONTROL BOARD’S REQUIREMENTS OF THE STATE
REVOLVING FUND LOAN PROGRAM, AND
RESOLUTION 2007-07 DEDICATING SOURCES OF
REVENUE TO BE USED IN THE REPAYMENT OF THE
STATE WATER RESOURCES CONTROL BOARD STATE
REVOLVING FUND LOAN OBTAINED FOR
CONSTRUCTION OF THE RECYCLED WATER PHASE 1
PROJECT AND THE GRASS VALLEY WASTEWATER
TREATMENT PLANT EXPANSION PROJECT

A. RECOMMENDATION
Adopt Resolutions 2007-05, 2007-06, and 2007-07 providing for the terms of

reimbursement of expenditures, maintaining a capital reserve and dedicating sources of
revenue for repayment of the State Revolving Fund (SRF) loan.




B. REASON FOR RECOMMENDATION

The adoption of these Resolutions are a requirement of the State Water Resources
Control Board in order to obtain the low interest loan and/or grant.

C. BACKGROUND INFORMATION

The Federal Clean Water Act provides for the creation of a SRF Loan Program
capitalized in part by Federal funds. The Federal Clean Water Act (CWA) authorizes
loan funding for construction of wastewater treatment and for water recycling facilities
for implementation of non-point source and storm drainage pollution control
management programs. The District Recycled Water Project qualifies for this funding
with the upgrade to the Grass Valley Wastewater Treatment Plant and the delivery of
recycled water to District’s customers.

The purpose for applying for the loan/grant is three fold. First, the current interest
rate on the SRF Loan Program is 2.5%, versus the District’s long term average interest
earnings in LAIF is approximately 5%. By utilizing low interest loans, the District is
able to leverage the cost of the debt against the potential interest earnings in excess of
the cost of the debt. Second, the use of debt for large projects, such as the Recycled
Water Project, allows the District to avoid large fluctuations in reserve fund balances.
Avoiding large fluctuations in reserve fund balances help to stabilize customer rates and
allow other projects to continue on an even schedule. Third, paying for large projects
with debt allows the customers utilizing the asset to pay for it over time as the assetis
being used, rather than asking past customers to pay for an asset that will be used by
future customers.

Grant monies are also available and are a component of the loan application.
How much the District receives in grants versus the low interest loan will not be known
until the application has been processed and approved. Grant funding is only available
for 25% of the water supply portion, or recycled water component. As a result, the
District has applied for the following SRF funds:

Recycled Water Phase 1 Project (SRF Water Recycling Componént):

Loan Request $ 6,750,000
Grant Request $ 2.250,000
Total Request $ 9,000,000

GVWWTP Expansion to 3.75 MGD (SRF Water Pollution Control Component):
Loan Request . $ 6,000,000

The Lake Arrowhead Country Club (LACC) improvements estimated at $1.2
million are not eligible for SRF funds and will be paid with a combination of the EPA
grant of $431,300, the LACC (50% of the cost) and District funds for the balance of the
costs.




Should the District choose not to move forward with this SRF funding option (or
a higher interest rate funding alternative), the Recycled Water Phase 1 project will not be
able to proceed to construction since there are not currently sufficient funds to pay for the
project as well as purchased water and additional groundwater wells.

D. FISCAL INFORMATION

The interest cost of the loan is less than the amount the District earns in its LAIF
account (see Attachment 1).

E. LIST OF ATTACHMENTS

Attachment 1 — Spreadsheet Analysis of SRF Cost of Debt versus Interest
Earnings on $12 Million

Attachment 2 — Resolution 2007-05

Attachment 3 — Resolution 2007-06

Attachment 4 — Resolution 2007-07
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RESOLUTION NO. 2007-05

RESOLUTION OF THE BOARD OF DIRECTORS OF THE LAKE ARROWHEAD
COMMUNITY SERVICES DISTRICT PROVIDING FOR TERMS OF REIMBURSEMENT OF
EXPENDITURES ON THE RECYCLED WATER PHASE 1 PROJECT AND THE GRASS
VALLEY WASTEWATER TREATMENT PLANT EXPANSION PROJECT FROM THE
STATE WATER RESOURCES CONTROL BOARD STATE REVOLVING FUND

WHEREAS, the Lake Arrowhead Community Services District (the "Agency") desires to finance
the costs of constructing and/or reconstructing certain public facilities and improvements relating to its
water and wastewater system, including certain treatment facilities, pipelines and other infrastructure
(the "Project"); and

WHEREAS, the Agency intends to finance the construction and/or reconstruction of the Project or
portions of the Project with moneys ("Project Funds") provided by the State of California, acting by and
through the State Water Resources Control Board (the "Board"); and

WHEREAS, the Board may fund the Project Funds with proceeds from the sale of obligations the
interest upon which is excluded from gross income for federal income tax purposes (the "Obligations"),
and '

WHEREAS, prior to either the issuance of the Obligations or the approval by the Board of the
- Project Funds the Agency desires to incur certain capital expenditures (the "Expenditures”) with respect
to the Project from available moneys of the Agency; and

WHEREAS, the Agency has determined that those moneys to be advanced on and after the date
hereof to pay the Expenditures are available only for a temporary period and it is necessary to reimburse
the Agency for the Expenditures from the proceeds of the Obligations;

NOW, THEREFORE, THE AGENCY DOES HEREBY RESOLVE, ORDER AND
DETERMINE AS FOLLOWS:

SECTION 1. The Agency hereby states its intention and reasonably expects to reimburse
Expenditures paid prior to the issuance of the Obligations or the approval by the Board of the Project
Funds.

SECTION 2. The reasonably expected maximum principal amount of the Project Loan Funds
for the Recycled Water Phase 1 Project (SRF Water Recycling Component) is approximately
$9,000,000. The reasonably expected maximum principal amount of the Project Loan Funds for the
Grass Valley Wastewater Treatment Plant Expansion Project (SRF Water Pollution Control Component)
is approximately $6,000,000. {Note: The Division of Financial Assistance (DFA) may provide up to
150% of the Preliminary Loan Commitment without having to go back to the Board or Division Chief
for reauthorization. Also, the amount stated here cannot be exceeded by DFA unless superceded by
Resolution. }

SECTION 3. This resolution is being adopted no later than 60 days after the date on which the
Agency will expend moneys for the portion of the Project costs to be reimbursed with Project Funds.




SECTION 4. Each expenditure by the Agency will be of a type properly chargeable to a capital
account under general federal income tax principles.

SECTION 5. To the best of our knowledge, this Agency is not aware of the previous adoption
of official intents by the Agency that have been made as a matter of course for the purpose of
reimbursing expenditures and for which tax-exempt obligations have not been issued.

SECTION 6. This resolution is adopted as official intent of the Agency in order to comply with
Treasury Regulation §1.150-2 and any other regulations of the Internal Revenue Service relating to the
qualification for reimbursement of Project costs.

SECTION 7. All the recitals in this Resolution are true and correct and this Agency so finds,
determines and represents.

ADOPTED by the Board of Directors of the Lake Arrowhead Community Services District at a
regular meeting held on October 9, 2007, by the following votes: .

AYES:

NOES:
ABSTENTIONS:
ABSENT:

LAXE ARROWHEAD COMMUNITY
SERVICES DISTRICT

Lake Arrowhead Community Services District.

ATTEST:

Ken Nelsen, Interim General Manager
and Secretary of the Lake Arrowhead
Community Services District.

(SEAL)




RESOLUTION NO. 2007-06

RESOLUTION OF THE BOARD OF DIRECTORS OF THE LAKE ARROWHEAD
COMMUNITY SERVICES DISTRICT MAINTAINING A WASTEWATER CAPITAL
RESERVE FUND IN ACCORDANCE WITH THE STATE WATER RESOURCES CONTROL
BOARD’S REQUIREMENTS OF THE STATE REVOLVING FUND LOAN PROGRAM

WHEREAS, the Lake Arrowhead Community Services District (hereafter “District”) owns and
operates wastewater collection and treatment facilities; and

WHEREAS, the District has proposed the expansion and improvement of the wastewater
treatment facilities; and

WHEREAS, this Board anthorized the General Manager to apply for a State Revolving Fund
(SRF) loan to fund all or a portion of the cost of expansion and improvement of the treatment facilities;
and

WHEREAS, the SRF loan program guidelines require the preparation and submittal of a
wastewater revenue program, and

WHEREAS, the wastewater revenue program must illustrate that the District will have adequate
financial resources to repay the SRF loan; and

WHEREAS, the wastewater revenue program must illustrate that the District will reserve some
of its financial resources for future expansion, major repair or replacement costs; and

WHEREAS, in order to qualify for a SRF loan the District must dedicate a capital reserve fimd.

NOW THEREFORE, BE IT RESOLVED by the District Board of the Lake Arrowhead
Community Services District that:

SECTION 1. A dedicated Wastewater Capital Reserve Fund is currently in existence.

SECTION 2. Funds shall be deposited into the Wastewater Capital Reserve Fund at an annual rate of
one-half of one percent (0.5%) of the SRF loan amount for a period of ten (10) years.

SECTION 3. Interest earned on deposits in the Wastewater Capital Reserve Fund shall accrue to and
remain on deposit in the Wastewater Capital Reserve Fund. ‘

SECTION 4. Funds deposited in or accruing to the Wastewater Capital Reserve Fund shall be available
for expansion, major repair, or replacement of the wastewater treatment facilities.

SECTION 5. Funds expended from the Wastewater Capital Reserve Fund shall be replaced by
depositing at a minimum annual rate of ten percent (10%) of the amount expended.

SECTION 6. The District General Manager is hereby directed to prepare and submit to the State Water
Resources Control Board, Division of Financial Assistance, a report on the Wastewater Capital Reserve
Fund activities and fund status beginning five (5) years after the completion of construction of the
project funded with the proceeds of the SRF loan. Updated reports will be prepared and submitted every
five (5) years thereafter until the Joan is discharged.




SECTION 7. The requirements herein shall remain in force for the live of the SRF loan contract.

ADOPTED by the Board of Directors of the Lake Arrowhead Community Services District at a
regular meeting held on October 9, 2007, by the following votes:

AYES:

NOES:
ABSTENTIONS:
ABSENT:

LAKE ARROWHEAD COMMUNITY
SERVICES DISTRICT

Lake Arrowhead Community Services District.

ATTEST:

Ken Nelsen, Interim General Manager
and Secretary of the Lake Arrowhead
Community Services District.

(SEAL)




RESOLUTION NO. 2007-07

RESOLUTION OF THE BOARD OF DIRECTORS OF THE LAKE ARROWHEAD
COMMUNITY SERVICES DISTRICT DEDICATING SOURCES OF REVENUE TO BE USED
IN THE REPAYMENT OF THE STATE WATER RESOURCES CONTROL BOARD STATE
REVOLVING FUND LOAN OBTAINED FOR CONSTRUCTION OF THE RECYCLED
WATER PHASE 1 PROJECT AND THE GRASS VALLEY WASTEWATER TREATMENT
PLANT EXPANSION PROJECT

WHEREAS, the Lake Arrowhead Community Services District (the "Agency") desires to finance
the costs of constructing and/or reconstructing certain public facilities and improvements relating to its
water and wastewater system, including certain treatment facilities, pipelines and other infrastructure
{the "Project"); and

WHEREAS, the Agency intends to finance the construction and/or reconstruction of the Project or
portions of the Project with moneys ("Project Funds") provided by the State of California, acting by and
through the State Water Resources Control Board (the "Board"); and -

WHEREAS, the Board may fund the Project Funds with proceeds from the sale of obligations the
interest upon which is excluded from gross income for federal income tax purposes (the "Obligations"),
and

WHEREAS, Section 603(d}1(C) of the Federal Clean Water Act Amendments require each loan
recipient to establish one or more dedicated sources of revenue for repayment of the loan. A dedicated
source can be a special assessment, general taxes, general obligation bonds, revenue bonds, user
charges, or other sources; and

WHEREAS, Revenue will be considered dedicated when the municipality passes an ordinance or
resolution committing a source of funds for repayment. The ordinance or resolution dedicating a source
of funding for repayment of the loan must be adopted before issuance of the loan contract;

_ NOW, THEREFORE, THE AGENCY DOES HEREBY RESOLVE, ORDER AND
DETERMINE AS FOLLOWS:

SECTION 1. The Agency hereby dedicates water user fees and charges to repayment of any
and all State Revolving Fund loans on Project No. 43520-110.

SECTION 2. This dedicated source of revenue shall remain in effect until such loan is fully
discharged unless modification or change of such dedication is approved in writing by the State Water
Resources Control Board.




~ ADOPTED by the Board of Directors of the Lake Arrowhead Community Services District at a
regular meeting held on October 9, 2007, by the following votes: '

AYES:

NOES:
ABSTENTIONS:
ABSENT:

LAKE ARROWHEAD COMMUNITY
SERVICES DISTRICT

Lake Arrowhead Community Services District.

"ATTEST:

Ken Nelsen, Interim General Manager
and Secretary of the Lake Arrowhead
Community Services District.

(SEAL)




