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Updated Financial Outlook and Financing Forecast
16/17 Intended Use Plan

A. Introduction

This is an update on the Division of Financial Assistance’s (Division) progress implementing
the State Fiscal Year (SFY) 16/17 Clean Water State Revolving Fund (CWSRF) Intended
Use Plan (IUP); the IUP was approved by the State Water Resources Control Board (State
Water Board) on June 21, 2016. It provides the current outlook for the CWSRF program
and the complementary funding programs associated with the CWSRF, specifically the
Small Community Grant (SCG) and Water Recycling Funding Program (WRFP).

The update includes in Section B a summary of recent financing activity by the CWSRF and
the complementary funding programs. A detailed analysis of the CWSRF program’s ,
financial outlook, i.e., its cash flows, and the uncommitted balances of the SCG and WRFP
programs are included in Section C. Section D summarizes the current demand for
financing from the CWSRF and complementary funding programs based on a tabulation of
applications received by the Division, taking into consideration past commitments made by
the State Water Board. Section E is an analysis of the potential effects those applications
could have on the CWSRF's cash flow and the uncommitted balances in the SCG and
WRFP programs. Section F discusses the Division’s updated financing forecast and its
assessment of future financing trends.

This update does not supersede or alter the SFY 16/17 IUP. All terms, conditions, and
guidance in the approved IUP remain in effect. In addition to the terms, conditions, and
guidance in the IUP, all funding provided by the CWSRF and complementary funding
programs will be consistent with applicable requirements of the CWSRF Policy, the
Operating Agreement between the State Water Board and the U.S. Environmental
Protection Agency (US EPA), and applicable federal and state statutes, regulations, and
guidance.

. Recent Financing Activity’

Since July 1, 2016, the Division has provided the following financing from each program.

CWSRF SCG WRFP Totals
# of Agreements” 14 32 7 53
$ of Agreements, millions $305.1 $51.7 $45.7 $402.5

Historical CWSRF financing activity can be seen at

hitp://www.waterboards.ca.gov/water issues/programs/grants loans/srf/docs/cwsrf/fncng_actvty.pdf. Proposition 1
funding activity can be found at

http://www.waterboards.ca.gov/water_issues/programs/grants loans/proposition1.shtml.

Five projects received funding from more than one source. Therefore, the number of unique financing agreements
was 48. In addition, 10 of the SCG agreements were for “technical assistance” made available by Prop. 1 funding.
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C. Financial Outlook

Table 1, attached below, shows the currently forecasted CWSRF cash flows (sources and
uses) as of December 2016. The estimated cash flows include:

* The cash balance at July 1, 2016;

* United States Environmental Protection Agency (US EPA) Capitalization Grants
(including allowable principal forgiveness (PF));

* Principal and interest payments on outstanding receivables;

* Investment earnings;

* Disbursements to projects with executed financing agreements;

+  Future revenue bond sales?;

* Debt service payments, and

* Program administrative costs.

Except for Capitalization Grants, future CWSRF cash flows can be predicted with
reasonable certainty. Table 1 includes the actual Federal Fiscal Year (FFY) 2016
Capitalization Grant of $95,558,000; future Capitalization Grants are estimated at $70
million per year.

Including the currently forecasted future revenue bond sales, the CWSRF's estimated
cumulative uncommitted cash through June 30, 2021, available for financing new projects is
approximately $822 million. This includes an estimated $58.9 million in PF.

The remaining uncommitted, appropriated SCG funds as of November 30, 2016 were
approximately $156 million, and there were an additional $19.6 million in SCG funds
unappropriated as of that date.

The remaining uncommitted, appropriated WRFP funds as of November 30, 2016 were
approximately $421 million. Of this amount, approximately $165 million were available as
grants, and approximately $256 million were available as loans.

D. Application Demand

Table 2 shows a portion of the applications received by the Division requesting CWSRF and
complementary sources of financing. It only includes projects where the applicant has
submitted a general information package and at least a complete technical, financial, or
environmental package®. The cumulative funding requested for the projects in Table 2
exceeds $4.8 billion.

® on January 5, 2016, the State Water Board approved the sale of up to $1.2 billion par value of revenue bonds for
the CWSRF. The State Water Board closed on the Series 2016 Green Bonds ($410,735,000 par value) on
April 28, 2016. The Division will determine based on the CWSRF cash flow needs if future revenue bond sales are
necessary and prudent. The revenue hond sales included in Table 1 are estimates and subject to change.

* A complete package means that the completed form (technical, financial, or environmental), with all applicable
attachments, has been submitted to the Division.
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The information in Table 2 was compiled in December 2016 to correspond with the analysis

in Table 1. The applications listed in Table 2 are organized into the following groups based

on the completeness of the applications and the status of the Division’s due diligence review
of the applications.

All Reviews Complete and Agreement Mailed to Applicant (Group 1)

» This group includes all project applications where a draft financing agreement has been
mailed to the applicant because the Deputy Director of the Division or the State Water
Board has approved financing for the project. (This group includes two complete water
recycling project applications submitted by December 2, 2015° to qualify for the drought
incentive, one-percent interest rate financing and one agreement for the Sacramento
Regional County Sanitation District's Echo Water project®.) There are 14 applications
requesting approximately $664 million in this group.

All Reviews Complete, Funding Decision In Process and Agreement Pending (Group 2)

* This group includes all project applications where a complete financial assistance
application’ has been completely reviewed by the Division’s staff and a draft financing
agreement is being prepared for review and approval by the Deputy Director of the
Division or an item is being prepared for the State Water Board's approval. (This group
includes eight complete water recycling project applications submitted by
December 2, 2015 to qualify for the drought incentive, one-percent interest rate
financing.) There are 19 applications requesting approximately $760 million in this
group.

Projects With Complete Applications and Reviews Pending (Group 3)

» This group includes all project applications where complete financial assistance
applications have been submitted and the Division’s staff is reviewing the applications.
There are 63 applications requesting approximately $1,963 million in this group.

Projects With Incomplete Applications (Must have General package and at least a complete
Technical, Environmental, or Financial package submitted) (Group 4)

» This group includes all project applications where an incomplete application has been
received, but at a minimum a general package and at least a complete technical,
financial, or environmental package has been received. There are 50 applications
requesting approximately $1,470 million in this group.

On February 16, 2016, the State Water Board in Resolution No. 2016-0008 approved one percent CWSRF
financing for 36 water recycling projects that had submitted a complete application by December 2, 2015. To date,
26 of the 36 agreements have been executed. The most recent estimate of CWSRF financing needed for the 36
projects is approximately $893 million.

On April 7, 2015, the State Water Board in Resolution No. 2015-0017 approved financing up to $1,576,978,261 for
the District's project. To date, the Division has executed seven agreements, of the expected eight agreements, for
the Echo Water Project with a value of $831,075,795.

A complete financial assistance application means that all four completed application packages (general, technical,
financial, and environmental), with all applicable attachments, have been submitted to the State Water Board.
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E. Analysis of Financial Impacts

The Division’s ability to finance projects applying for the CWSRF and complementary
financing sources is based in part on the projects’ forecasted disbursements and the
financial outlook summarized in Table 1 and Section C above. Comparing the amounts
requested for the projects in Table 2 to the uncommitted sources of funds allows the
Division to evaluate its ability to finance the projects listed in Table 2.

The total CWSRF funding requested in Groups 1 through 4, loan and (loan) principal
forgiveness, is approximately $4.4 billion. CWSRF would need to sell over $4.0 billion in
revenue bonds over the next five years to finance all of the projects in Table 2. Currently
the Division has authority from the State Water Board to sell approximately $790 million in
additional revenue bonds.

As noted previously, there is an estimated $58.9 million available in PF funds, enough to
support all of the PF requests in Groups 1 through 4. There is approximately $159 million in
SCG grant funds available, enough to fulfill all of the SCG grant requests in Groups 1
through 4. There is approximately $165 million in WRFP grant funds available, enough to
fulfill the WRFP grant requests in Groups 1 and 2, but not sufficient to fulfill all of the grant
requests in Groups 3 and 4°. Based on Table 2, therefore, the Division expects to fully
commit all Prop. 1 WRFP grant funds, possibly by the end of SFY 16/17, but certainly within
calendar year 2017.

The estimated, cumulative CWSRF cash needs, loan and (loan) principal forgiveness, of the
projects listed in Groups 1 and 2 is approximately $1.3 billion, with approximately $7.2
million of that amount being principal forgiveness. Additional CWSRF revenue bond funds,
over and above the remaining authorization of $790 million, may be needed to completely
fund all of the projects in Groups 1 and 2. In addition the projects in Groups 1 and 2 are
estimated to be eligible for approximately $14.0 million in SCG grant funds and
approximately $108.5 million in WRFP grants. As noted earlier, the available PF, SCG
grant, and WRFP grant balances are sufficient to meet the demand for PF and grant funds
of all projects in Groups 1 and 2.

Some projects in Groups 3 and 4 appear to be eligible for PF, SCG grants, and WRFP
grants. The estimated PF demand is $16.5 million, the estimated SCG grant demand is
$68.9 million, and the estimated WRFP grant demand is $221.1 million. The projects in
Groups 3 and 4 that appear eligible for PF and SCG grant funds would require an estimated
$134 million in CWSRF loan funds paired with the PF and SCG grant funds to receive full
funding. The Division estimates it will need approximately $110 million in loan funds to fully
pair up and commit the remaining Prop. 1 WRFP grant funds for projects in Groups 3 and 4.
A portion of those loan funds for water recycling projects can come from the Prop. 1 WRFP
loan funds, but CWSREF loan funds will also be needed®. The Division estimates that
approximately $225 million in CWSRF loan funds will need to be paired with an equal
amount of Prop. 1 WRFP loan funds to fully commit all Prop. 1 WRFP funds.

® Water recycling projects that do not receive a Prop. 1 grant may compete for PF if eligible under an Intended Use
Plan approved by the State Water Board.

® Note that Water Code Section 79766 requires a 50% local cost share to receive Prop. 1 water recycling funding.

Division of Financial Assistance
January 2017 4



Updated Financial Outlook and Financing Forecast
16/17 Intended Use Plan

The Division, therefore, estimates that it may need to request that the State Water Board
increase the CWSRF’s leveraging authority by as much as an additional $1.0 billion to fully
fund all of the applications in Groups 1 and 2 and fully commit all Prop. 1 WRFP grant and
loan funds.

F. Updated Financing Forecast and Future Financing Trends

Based on the preceding analysis, it appears feasible for the CWSRF to finance all
disadvantaged communities and all projects in Groups 1 and 2. Additional leveraging
authority may be needed from the State Water Board depending on the timing of financing
approvals and cash flows associated with these projects. The Division has included in
Table 2, therefore, an estimated financing agreement date for all projects it believes it can
finance at this time. In general the projects are in Groups 1 and 2 of Table 2, but also
includes disadvantaged community wastewater projects in Groups 3 or 4.

Note that being identified in a particular group in Table 2 or being listed with an
estimated agreement date and anticipated funding sources are not commitments to
provide financing, a guarantee of the order of financing, or a guarantee that sufficient
funds from the identified sources of funds will be available for the project.

Each financing decision will depend on an updated funds analysis done during the
financing approval process. The cash flow forecast in Table 1 and/or balance of other
appropriated funds will be updated to evaluate the effect of each project’s estimated
disbursements on the fund sources.

Table 2 does not include all of the projects on the Project List. It only includes
projects that have submitted a general package and at least a complete technical,
financial, or environmental application package as of December 2016. The Division
staff cannot predict when a project will be ready for financing based solely on the
information collected for the Project List or the general information package.

Table 2 is also not a limitation on what the Division can finance. All projects in Table
2, as well as any project on the Project List, are potentially eligible for financing,
bearing in mind the PF and Green Project Reserve (GPR) requirements associated
with federal funds. If a project identified in Table 2 is not eligible or ready for
financing, it may be bypassed in favor of any other project in Table 2 or on the Project
List that is ready for financing.

The Division has not included estimated financing agreement dates for the remaining
projects in Groups 3 and 4 because it is unclear at this time how many additional projects
CWSREF can finance, given the current leveraging authority from the State Water Board, if all
of the currently identified projects in Groups 1 and 2 are financed.

Given the State Water Board's commitment to finance disadvantaged communities and its
past commitments to finance the Echo Water project and the drought-incentive, water
recycling projects, the Division’s first priority remains assisting disadvantaged communities
and executing the remaining agreements for the Echo Water and drought incentive projects.

Division of Financial Assistance
January 2017 5



Updated Financial Outlook and Financing Forecast
16/17 Intended Use Plan

Considering the high level of complete applications in Group 3 that appear ready for
financing, the estimated costs of those applications, and the current availability of Prop. 1
water recycling funds and PF, the Division’s secondary focus will continue to be committing
all of the Prop. 1 water recycling funds as expeditiously as possible and quickly committing

- available PF funds. Many of these projects require a combination of grant and loan funding,
and the Division will continue to focus its reviews on water recycling and GPR projects to
ensure that there are sufficient loan funds to provide complete financing and to fully utilize
the available Prop. 1 and PF funds.

As noted in our analysis above, the Division will likely need additional leveraging authority
from the State Water Board to fully complement the available Prop. 1 and PF funds with
CWSRF loan funds. Estimates of leveraging capacity, given current capitalization levels,
appear to support additional leveraging of the program. The Division is working to develop a
“debt management” policy in 2017 for the CWSRF to ensure that leveraging is done in a
prudent manner.

The outlook for the CWSRF and complementary funding programs continues to be dynamic.
Demand for CWSREF financing is high, and the Division expects the demand to remain high.
The Division is unaware of any significant changes in Capitalization Grant levels from US
EPA or the State of California, and recent tightening of bond market conditions means a
higher cost of borrowed capital for the program.

Consistent with the IUP, the CWSRF Policy, and available staff resources, the Division
continues to review applications in Groups 3 and 4 to ensure backups in case a project
application in Groups 1 or 2 falls through or is withdrawn. The Division also reviews
applications in Groups 3 and 4 to be prepared in the event that significant, unforeseen
capital were to become available to the program. If current application levels and program
resources continue, however, the CWSRF will not be able to fund many of the applications
in Group 3 and 4 within the time frames contemplated by the applicants.

The cash flow estimates of Table 1 and the forecasted projects and costs in Table 2, will be
updated as part of the public review of the draft SFY 17/18 Intended Use Plan. The Division
currently estimates the draft SFY 17/18 IUP will be made available for public comment in
March or April 2017.

m{n_/
& 7 bl 7

Leslie Laudon, Acting Deputy Director
Division of Financial Assistance
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TABLE 1: Current Sources and Uses of the CWSRF'°

SFY 16/17

SFY 17/18

SFY 18/19

SFY 19/20

SFY 20/21

Beginning Balance''

$753,150,169

$857,587,194

$800,510,670

$546,917,839

$603,967,782

Estimated Principal
Payments + Interest

$249,417,151

$264,267,151

$279,117,151

$293,967,151

$308,817,151

Earnings

E:tri;?:éid SMIF™ Interest $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000
Elrj;léreeessvenue Bond $475,000,000 |  $350,000,000

Egﬁ;r‘f’fg" éc‘fn:jSO”tSta”di"g ($31,457,288) |  ($46,613,725) ($46,776,975) |  ($47.029.250) |  ($46,957,075)
ngjgffg" écfr;d';”ture ($10,529,358) ($58,661,206) |  ($89,147,848) |  ($89,521,839)
g?gﬁ{:1|403pitalization $95,558,000 $70,000,000 $70,000,000 $70,000,000 $70,000,000
Administration Allowance'® $3,822,320 $2,800,000 $2,800,000 $2,800,000 $2,800,000

Estimated Disbursements'®

($689,403,158)

($688,500,593)

($501,571,801)

($175,040,111)

($28,861,157)

Estimated Year-End
Balances'’

$857,587,194

$800,510,670

$546.917,839

$603,967,782

$821,744,863

Estimated Yearly Cash
Flows™

$104,437,025

($57,076,524)

($253,692,831)

$57,049,943

$217,777,081

0 Forecast dated December 2016,

" The Beginning Balance does not include the $25 million set aside for the minimum balance of the CWSRF. Itis
excluded to reflect that it is not available for other uses. '

2 SMIF means Surplus Money Investment Fund.

" The Future Revenue Bond Proceeds and associated Debt Service are estimates and subject to change. The
Division will determine based on the CWSRF cash flow needs and market conditions if future revenue bond sales
are necessary and advisable.

" These numbers include a final amount for the FFY 2016 Grant, and estimated amounts for future grants. The
amounts listed are aggregate grant amounts. PF, if available, is included in the grant amount.

'® These numbers include a final amount for the FFY 2016 Grant, and estimated amounts for future grants. The
numbers reflect the percentage of the Capitalization Grants that may be used for program administration. The
CWSRF's primary source of administrative funds is the Administrative Fund. See Section 111.B.2 (Administrative
Funding) of the Intended Use Plan for further discussion. Funds from the Administration Allowance that are not

used for program administration may be used to finance projects.

'8 Estimated disbursements are forecasted disbursements for projects with executed financing agreements. They
include local match credits for projects financed with the match financing option. Local match credits are
contributions made by financing recipients to help match federal Capitalization Grants.

'" Estimated Year End Balances represent a running total based on the previous year's ending balance.

'8 Estimated Yearly Cash Flows are shown for information purposes. They are the projected difference between
revenues and Capitalization Grants (inflows) and disbursements and expenses (outflows) for each year, and do not
include the previous year’s ending balance. Positive numbers indicate that inflows are projected to be greater than
outflows for that year. Negative numbers indicate that outflows are projected to be greater than inflows for that

year.
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