THE City oF SaN DIEGO

Report 10 THE City Counci

DATE ISSUED: December 21, 2006 REPORT NQO: 06-195
ATTENTION: Council President and City Council

SUBJECT: Water System Improvements

REFERENCE: Resolution No. R-301521

Water System Financing Report dated December 20, 2006

REQUESTED ACTION: Accept this report.

STAFF RECOMMENDATION: Accept this report.

SUMMARY: Proceeds from the sale of Water Revenue Notes, Series 2007A (the Notes) are
needed in order to fund the continuation of improvements to the water system initiated under
financing programs in previous years. Details of the Notes are discussed in a companion staff
report from the Debt Management Department.

FISCAL CONSIDERATIONS: Debt service for the Notes is estimated at approximately $2.2
million per year which will be paid from the water rate increase that went into effect on July 1,
2006.

PREVIOUS COUNCIL and/or COMMITTEE ACTION: None

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS: None

KEY STAKEHOLDERS AND PROJECTED IMPACTS: Residents of San Diego will see
continued improvements to that the Water System and on-going compliance with the State
Department of Health Services (DHS) Compliance Order.

BACKGROUND

On April 30, 2002, the City Council approved a series of five consecutive annual six percent
increases to water rates. The last approved water rate increase went into effect on July 1, 2006.
The City Council also approved actions leading to the issuance of $287 million of Subordinated
Water Revenue Bonds (the Bonds) on October 8, 2002. The proceeds from the Bonds were used
for a variety of capital improvements to the City's Water System to comply with a DHS
Compliance Order, meet EPA requirements for enhanced drinking water treatment systems,



program receive 70% bond funding and 30% cash funding. The bond funds were exhausted in
March 2006 and projects initiated since that date have been funded entirely with cash. Such
projects include the Miramar Water Treatment Plant — Contract A funded for $22.2 million on
October 10, 2006 and the Rancho Bernardo Reservoir funded for $8.4 million on November 28,
2006 which also required the use of the $5 million CIP Reserve that now needs to be replenished.
The capital improvement projects initiated under the Bonds and those funded with cash require
continued funding. On June 12, 2006, the City Council adopted Resolution No. R-301521
stating the City’s intention to reimburse eligible water expenditures from the issuance of future
water fund debt.

DISCUSSION

Under normal circumstances, new bonds would have been issued about the time the previous
bond funds were exhausted. However, the City has been unable to access the public debt
markets. The City has deferred seeking new debt in the expectation that public market
borrowing would be available, and instead used cash from the last rate increase and reserves to
continue work on the most essential capital projects. However, the Water Department has
reached a point where it will be unable to continue ongoing projects and is in jeopardy of falling
out of compliance with the DHS Compliance Order without additional capital funds. Therefore,
the Water Department is requesting financing in an amount not to exceed $57 million to cover
the Water System Capital Improvements Program until long term financing can be obtained.
The projects funded from the Notes are listed in Attachment A. Part of the bond issue will
reimburse prior expenditures, both from the end of FY 2006 and from FY 2007 up to the date of
issuing the bonds. This amount is estimated at approximately $23.3 million. These funds will be
reprogrammed back into the CIP to fund the cash portion of future projects and to replenish the
CIP reserve.

This financing is intended to fund the Water Department’s capital improvement needs until early
FY 2008. The debt service for the Notes is available from previously approved water rates. In
order for projects funded with the Notes to continue to completion, additional financing will be
required. The Water Department estimates that CIP expenditures for FY 2008 through Y 2011
will total approximately $600 million. Financing for this program is expected to come from a
long term bond issue of approximately $280 million in early FY 2008 and a subsequent bond
issue of approximately $260 million in FY 2010. In order to fund these future CIP expenses and
the additional debt that will need to be issued, future rate increases will be required. The Water
Department has conducted a Cost of Service Study to identify the rate increases needed for
future years. The resulting rate proposals are being presented as a separate issue.

J. M. Barrett R.F. Haas
Water Department Director Deputy Chief of Public Works

Attachment A: CIP Projects
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