TO: City Council

FROM: James L. App, City Manager

SUBJECT: Nacimiento Water Project — Design Phase Funding

DATE: December 7, 2004

Needs: To consider options for funding Nacimiento Water Project pre-construction project
COsts.

Facts:

1. Before project construction financing bonds can be sold, certain costs must be
incurred; ie. environmental studies, project design, right-of-way acquisitions and

project management.
2. Current estimates place these costs at $19 million.

3. Paso’s share is estimated at $8 million subject to minor possible adjustments to the
cost distribution formula.

4. 'The financing representatives of each participating agency met November 3 with
County project staff, project consultants and financial advisors to discuss how to
fund these pre-construction costs.

5. Project participants indicated both the capacity and willingness to pay cash for
design phase costs on a pay-as-you-go basis with the expectation that these costs
could be reimbursed from the proceeds of future construction financing bonds, if
desired.

6. Additionally, some agencies may find it advantageous to fund design phase costs
with an interim revenue anticipation bond. Thus, the finance group is developing an
option for short-term revenue anticipation financing as a design phase funding
alternative.

7. 'The final design phase funding method decision need not be made until late spring
when financial advisors return with details relating to the short-term revenue
anticipation bond option. However, interim funding for design phase costs on a
pay-as-you-go basis (over the next 6-9 months) will likely be from participating
agency’s cash reserves.
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Analysis &
Conclusion:

Fiscal
Impact:

Options:

The Nacimiento Water Commission has taken action to allow participants to “pay as
you go”’; the Board of Supervisors must affirm this option (County staff expects the
Board will agree). Consequently, Paso Robles will pay based upon projected cash flow
needs (copy attached).

Given the “pay as you go” option, paying cash with the expectation that the City would
be reimbursed from construction financing proceeds appears to be the most favorable
means of paying for the pre-construction costs. This option would eliminate interest
costs that would be incurred on any short-term design phase financing and the City has
the cash resources to do so. However, it is staff’s recommendation to defer the final
decision until such time as the details of the short term financing alternative are known.

Should the Board of Supervisors not allow the “pay as you go” option, staff would
definitely recommend participation in the short-term revenue anticipation financing,.

Cash payments from the Water Operations Fund for design phase costs as shown in the
cash flow projection attached for costs incurred over the next 6-9 months.

The City currently has $12.3 million in Water Operations Fund cash resources from
which these pre-construction costs may be paid. Of this amount, $6 million is budgeted
for various capital improvement projects over the next four years. Given historical
experience, it is unlikely that all of the projects will be started or completed within the
time frame alloted. Additionally, cash resources will continue to accrue over time and,
as noted above, pre-construction costs advanced would be fully reimbursed from
construction cost financing,

a. Authorize interim (next 6-9 months) payments from Water Operations Fund for
design phase costs as presented in the cash flow projection (attached), and
development of an interim financing (bond) option.

b. Amend, modify, or reject the above option.

Attachment: NWP Design Phase Cash Flow Projection
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