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Context

 Pipeline Replacement Project: $3.2 million

- CalPERS UAL: $900,000 Action
- Financial Roadmap:
- Net Revenues and Debt Service Coverage ’P?,D(,‘ﬁss
* Reserves

Capital Projects

Financing Strategy { |/ A “

Rate Strategy
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Key Assumptions & Process

Revenues:
Rate Study - 3% rate increases starting with FY2028

3.5% property tax revenue growth

3% investment returns on reserves

Expenses:
Detailed staffing model / full staffing at all times

3% inflation rate

Line-specific projections
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Baseline Revenues & O&M = Net Revenue
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KEY ASSUMPTIONS:

Inflation: 3%
Rate Increases: 3%

Includes existing debt, but
no new debt

Includes investment income
Projected Net Revenue
- $1-1.1M per year

- Available for new debt
service and capital
projects
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Net Revenue w/o Rate Increases
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KEY ASSUMPTIONS:

Inflation: 3%
Rate Increases: none

Includes existing debt, but
no new debt

Includes investment income

Projected Net Revenue
- 2027: $11M
- 2035: $225K
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Reserve Targets

Breraiisiiog e enjge i * Need at least $1.9m for basic .
Minimum Optimal operations, debt & emergencies
Operating Reserve [1] $570,000 $1,430,000 - $41m - optimal reserve balance
Emergency CIP Reserve [2] $290,000 $1,000,000 for healthy operations and
Debt Service Reserve [3] $1,000,000 $1,690,000 emergencies + USDA Debt Service
TOTAL $1,860,000 $4,120,000

 These reserves are NOT available
for CIP funding

- Reserves for future CIP projects?

[1] Proposed Operating Reserve Targets:
Minimum - 20% of next year's O&M

Optimal - 50% of next year's O&M . Total FYE 2026 Cash Balance
[2] Proposed Emergency CIP Reserve Targets: . $53M

Minimum - 10% of next year's O&M

Optimal - $1,000,000 - Reserves currently generate =4%
[3] Debt Service Reserve - USDA Requirement + next yr pmt investment returns

(Minimum - FY2026; Optimal - Max Required)
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Capital Projects
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- What We Know:
« 2024 -2026: $200-330K / year
- Pipeline Replacement Project: =$3.2M

* 10-15-Year Capital Improvements Plan is expected in 2027
» additional projects and deferred improvements are likely

- Potential Land Sale to Morro Bay: =$3.7M

Mg
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Pipeline Project Funding

* Preliminary Cost Estimate: =$3.2M

* Funding Strategy: Cash or Debt?
* Intergenerational Equity and Tax-Exempt Financing
* Maintaining Adeguate Reserves

- Recommmended Prerequisites:
» Long-Term CIP - allows for greater context to make better decisions
« Adopted Rate Increases - provides assurance to District and lender
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Wastewater Revenue Financing Basics

Sanitary districts can finance capital projects with tax-exempt debt
« Tax-Exempt: Investors and banks don’t pay income taxes on earned interest and offer lower rates

Financial markets consider pledge of wastewater revenues to be stable and predictable

Net revenue pledge is the most commmon financing structure for water projects
* Gross Revenues - O&M Expenses = Net Revenues

* Net revenues are pledged for the repayment of the debt

Financial covenants:

- Rate Covenant: Set rates to ensure debt service coverage ratio of no less than 1.25x

- Additional Debt Test: Additional debt is allowed, as long as Rate Covenant is maintained

Mg
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Pipeline Project Financing Strategy

+ Determine financing amount
« Consider outstanding UAL balance

* |If reserves are used for capital projects, it is more cost-effective to to pay off UAL with
cash and finance project costs at lower interest rate (4.5-5% vs 6.8%)

- Determine financing term and method of sale (public sale vs. private placement)
« Other CIP projects can be included in the financing, if necessary

- Borrowing money introduces pressure and requires strong financial management,
strong reserves, and sufficient cash flow (debt service coverage ratio)

Mg
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Possible Methods of Sale

» Three possible ways to finance the Project:
- Public Sale (municipal bonds / certificates of participation)
+ Private Placement (bank loan)

- USDA Loan (currently not attractive due to pricing / complexity)

+ Choice between Public Sale and Private Placement is mostly based on:
* Market interest rates
* Desired term
* Prepayment requirements

+ Ease of execution and compliance
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Public Sale vs Private Placement

Public Sale Private Placement
(Bonds) (Bank Loan)

Pricing Lower Rate Higher Rate
Higher Costs of Issuance Lower Costs of Issuance
InterestRatelock  Atpricing  Upto30-45days
Time to Close 3-4 Months 2-3 Months
Prepayment Flexibility ~ Limited (10-yearcal)  VariousOptions
District Involvement Level High Moderate
Credit Rating & Official Statement  Required ~ NotRequired
Due Diligence Counsel, Rating Agency Bank
Continuing Disclosure  Stict  MoreFlexible
AN
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Pipeline Project Financing Scenarios

Private Placement Public Sale

15-yr Term 20-yr Term

15-yr Term:

Description

Net Financing Amount
Term (years)

Interest Rate

Total Estimated COI
Annual Payment

Total Payments Amount

Total Interest Cost

$3,200,000
15

4.40%
$125,000
$307,000
$4,605,000
$1,280,000

$3,200,000
20

5.00%
$125,000
$267,000
$5,340,000
$2,015,000

$3,200,000
30

4.45%
$195,000
$207,000
$6,210,000
$2,815,000

[1] Indicative interest rates as of week of March 16, 2026. Rates subject to market

changes.
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SUBCOM . DSCR: 1.55-1.80x

« Net Cash Flow: $650K - $900K

20-yr Term:
« DSCR: 1.60 -1.85x
« Net Cash Flow: $670K - $950K

30-yr Term:
e DSCR:1.70 -1.95x
 Net Cash Flow: $740K - $1M
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Conclusions

» District is very healthy and can comfortably maintain operations, keep strong
reserves, and fund known capital outlay with 3% annual rate increases

Without rate increases, the District cannot take on additional financing and will
have limited net cash flow within 8-10 years

Without Morro Bay land sale, the Pipeline Replacement Project requires financing

District is able to maintain strong debt service coverage ratio even with 15-year
financing term (assuming full cost financing of $3.2M)

Using reserves to pay off UAL rather than fund CIP is likely to result in additional
cash flow savings (additional analysis is recommended)
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Questions to Answer
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mmmm  \VVhat is the appropriate level of reserves?

What is the best strategy for the UAL (do nothing, pay

down, or refinance)?

What future rate increases are appropriate?

What is the preferred funding strategy for pipeline project

(cash vs. debt)?

ARG
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Questions?

Dmitry Semenov

Ridgeline Municipal Strategies, LLC

(916) 250-1590
dsemenov@RidgelineMuni.com

RidgelineMuni.com



https://www.ridgelinemuni.com/
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