Council Meeting Date: August 6, 2018 Agenda Item: 7(b)

CITY COUNCIL AGENDA ITEM
CITY OF SHORELINE, WASHINGTON

AGENDA TITLE: Adopting Ordinance No. 832 - 2018 Surface Water Revenue Bond
Authorization

DEPARTMENT:  Administrative Services Department

PRESENTED BY: Sara Lane, Administrative Services Director

ACTION: X Ordinance __ Resolution _ Motion
____ Discussion _ Public Hearing

PROBLEM/ISSUE STATEMENT:

The City Council approved the use of $4,700,000 in debt financing in 2018 as part of the
Surface Water (SWM) Utility Fund 2018-2023 Capital Improvement Program (CIP) for
the SWM Master Plan. The Council is required to authorize the issuance of debt via
ordinance. The City Council reviewed proposed Ordinance No. 832 at its meeting on
July 23, 2018 for this purpose, and tonight Council is asked to approve proposed
Ordinance No. 832.

RESOURCE/FINANCIAL IMPACT:

The adopted CIP Budget for 2018-2023 for the Surface Water Utility Fund is
$18,802,654 of which includes capacity, repair and replacement, and other projects to
support a proactive strategy identified in the draft Surface Water Master Plan. The
adopted budget anticipated the issuance of $4,700,000 in debt in 2018 and an
additional $11,850,000 in 2021 to cover the costs of these projects. Any required debt
reserve and issuance costs estimated at $44,000 will be funded from the Surface Water
Fund. Annual debt service payments for this issuance are estimated at $425,000. This
amount is higher than the $378,000 included in the adopted CIP as a result of rising
interest rates and changes in tax laws. The debt service payments are fully supported
by revenue of the SWM Utility. The bonds will be issued for a term not to exceed 15
years.

RECOMMENDATION

Staff recommends that Council adopt Ordinance No. 832.

Approved By: City Manager DT  City Attorney MK
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BACKGROUND

The City Council discussed the update to the Surface Water Master plan numerous
times in 2018 and has directed staff to pursue the proactive management strategy in
that plan. Council approved funding to support that plan in the adopted 2018-2023 CIP
for the Surface Water Utility. The six-year CIP anticipated the issuance of $4,700,000 in
debt in 2018 and an additional $11,850,000 in 2021 to cover the costs of these projects.

On July 23, 2018, the Council reviewed proposed Ordinance No. 832, which authorizes
the issuance of this debt. The staff report for this Council discussion can be found at
the following link:
http://cosweb.ci.shoreline.wa.us/uploads/attachments/cck/council/staffreports/2018/staff
report072318-9a.pdf.

DISCUSSION

Proposed Ordinance No. 832 (Attachment A) authorizes issuance of revenue supported
bonds (Bonds) in a principal amount not to exceed $4,700,000 to pay costs of the
projects. The Bonds will have a maximum 16-year maturity. The Bonds will be issued
with a true interest cost of not to exceed 4.75%. The City may need to maintain a bond
reserve or specific revenue ratio coverages as a covenant of the bond issue.

The administrative costs to issue the debt are estimated at $44,000. Approval of this
ordinance authorizes the City Manager (the “Designated Representative”) to execute
agreements necessary to pay these associated costs. Details on the potential debt
issue are provided in Attachment B - Debt Service Costs, Sources and Uses. The
Financial Analysis for the 2018 Surface Water Utility Master Plan (Attachment C)
anticipated this debt issuance and set rates in order to support the resulting debt
service.

Method of Sale

Proposed Ordinance No. 832 authorizes the issuance of debt using either the direct
placement method or a public offering accomplished either by negotiated sale or
competitive bid. Approval of these alternative options provide the City with the flexibility
to select a placement method which meets both required timing needs and cost and
interest rate optimization goals. The direct placement alternative involves issuing a
competitive RFP and evaluating proposals to maintain competition and ensure the
lowest cost for the City. A public offering requires use of bond rating agencies and
ongoing disclosure that raise the costs associated with issuing and managing the debt.
The public offering could be accomplished with either a negotiated sale to a selected
underwriter or a competitive bid issuance. The City’s financial advisor would provide
representation and advice to the City regarding optimal means of sale and transaction
assistance with whichever method is selected.

Delegation Ordinance

As is noted above, proposed Ordinance No. 832 is considered a “delegation ordinance”
because it delegates the authority to a designated representative to approve the final
terms of the Bonds subject to the parameters established by the Council in the
ordinance. The parameters include:
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Maximum principal amount
Maximum interest rate
Minimum purchase price
Term of financing

So long as the parameters can be met with in the time frame approved by the Council
and contained in the ordinance (one year from the date of the ordinance), approval of
proposed Ordinance No. 832 will be the only official action taken by the Council to
authorize the Bonds. If the Bonds cannot be sold within these parameters or within one
year from the effective date of the ordinance, the authority to issue the Bonds will lapse
and the authorization will need to be brought back to Council for consideration.

As was noted earlier in this report, the Council reviewed proposed Ordinance No. 832
on July 23, 2018. Following that Council discussion, Council directed staff to bring back
proposed Ordinance No. 832 for adoption on tonight's Consent Calendar. Tonight,
Council is scheduled to adopt proposed Ordinance No. 832.

COUNCIL GOAL(S) ADDRESSED

The SWM Debt Issuance supports Goal 2 - Improve Shoreline's infrastructure to
continue the delivery of highly-valued public services- Action Step 7- Implement the
Surface Water Master Plan with a focus on completing the 2018-2019 small projects,
completing the design of pump station improvements and improving education and
outreach about the Plan.

RESOURCE/FINANCIAL IMPACT

The adopted CIP Budget for 2018-2023 for the Surface Water Utility Fund is
$18,802,654 of which includes capacity, repair and replacement, and other projects to
support a proactive strategy identified in the draft Surface Water Master Plan. The
adopted budget anticipated the issuance of $4,700,000 in debt in 2018 and an
additional $11,850,000 in 2021 to cover the costs of these projects. Any required debt
reserve and issuance costs estimated at $44,000 will be funded from the Surface Water
Fund. Annual debt service payments for this issuance are estimated at $425,000. This
amount is higher than the $378,000 included in the adopted CIP as a result of rising
interest rates and changes in tax laws. The debt service payments are fully supported
by revenue of the SWM Utility. The bonds will be issued for a term not to exceed 15
years.

RECOMMENDATION

Staff recommends that Council adopt Ordinance No. 832.

ATTACHMENTS

Attachment A — Proposed Ordinance No. 832
Attachment B — Debt Service Costs, Sources and Uses
Attachment C — Financial Analysis for the 2018 Surface Water Utility Master Plan

7b_3 Page 3



Attachment A

CITY OF SHORELINE, WASHINGTON
SURFACE WATER UTILITY REVENUE BONDS

ORDINANCE NO.832

AN ORDINANCE OF THE CITY COUNCIL OF THE CITY OF
SHORELINE, WASHINGTON, RELATING TO THE CITY’S
SURFACE WATER UTILITY; AUTHORIZING THE ISSUANCE
OF ONE OR MORE SERIES OF UTILITY REVENUE BONDS IN
THE AGGREGATE PRINCIPAL AMOUNT OF NOT TO
EXCEED $4,700,000 TO FINANCE CAPITAL IMPROVEMENTS
TO THE SURFACE WATER UTILITY AND TO PAY COSTS OF
ISSUANCE OF THE BONDS; DELEGATING CERTAIN
AUTHORITY TO APPROVE THE METHOD OF SALE AND
FINAL TERMS OF THE BONDS; AND PROVIDING FOR
OTHER MATTERS RELATED THERETO.

PASSED: , 2018

PREPARED BY:

PACIFICA LAW GROUP LLP
Seattle, Washington
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Attachment A

ORDINANCE NO.
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Attachment A

ORDINANCE NO. 832

AN ORDINANCE OF THE CITY COUNCIL OF THE CITY
OF SHORELINE, WASHINGTON, RELATING TO THE
CITY’S SURFACE WATER UTILITY; AUTHORIZING THE
ISSUANCE OF ONE OR MORE SERIES OF UTILITY
REVENUE BONDS IN THE AGGREGATE PRINCIPAL
AMOUNT OF NOT TO EXCEED $4,700,000 TO FINANCE
CAPITAL IMPROVEMENTS TO THE SURFACE WATER
UTILITY AND TO PAY COSTS OF ISSUANCE OF THE
BONDS; DELEGATING CERTAIN AUTHORITY TO
APPROVE THE METHOD OF SALE AND FINAL TERMS
OF THE BONDS; AND PROVIDING FOR OTHER
MATTERS RELATED THERETO.

WHEREAS, pursuant to chapter 13.10.110 of the Shoreline Municipal Code, the
City of Shoreline, Washington (the “City”), owns and operates a surface water
utility (as hereinafter defined, the “Surface Water Utility”) as it now exists,
together with all additions thereto and betterments and extensions thereof at any
time made (as further defined herein, the “Utility System”); and

WHEREAS, the City is authorized by chapters 35A.80 and 39.46 of the Revised
Code of Washington (the “Code”) to issue revenue bonds or other obligations to
finance and refinance the costs of capital improvements to the Utility System; and

WHEREAS, the City has outstanding its Surface Water Utility Revenue Bond,
2016 (the “2016 Bond”) authorized by Ordinance No. 763 adopted by the City
Council (the “Council”) on August 17, 2015, as amended (the “2016 Bond
Ordinance™); and

WHEREAS, the 2016 Bond Ordinance provides that additional revenue bonds
may be issued with a lien on Net Revenue of the Utility System and ULID
Assessments (each as defined herein) on a parity with the lien of the 2016 Bond if
certain conditions are met; and

WHEREAS, the Council now determines that it is in the best interest of the City
to issue utility revenue bonds in the aggregate principal amount of not to exceed
$4,700,000 (the “Bonds™) in order to provide funds to finance certain capital
improvements to the Utility System as described herein, to satisfy the reserve
requirement for the Bonds, if any, and to pay costs of issuance of the Bonds; and

WHEREAS, the Council wishes to delegate authority to the City Manager of the
City (the “Designated Representative”) for a limited time, to select the method of
sale for each series of Bonds authorized herein and to approve the interest rate(s),
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Attachment A

maturity dates, redemption terms, and other terms for the Bonds within the
parameters set by this ordinance;

THEREFORE, THE CITY COUNCIL OF THE CITY OF SHORELINE,
WASHINGTON DO ORDAIN AS FOLLOWS:

Section 1. Definitions. As used in this ordinance, the following words shall have the
following meanings:

Administrative Services Director means the City’s Administrative Services Director, or
the successor to such officer.

Adjusted Net Revenue means Net Revenue, plus withdrawals from the Rate Stabilization
Account and less deposits into the Rate Stabilization Account.

Annual Debt Service means, for any calendar year, all amounts required to be paid in that
year in respect of principal of and interest on those Parity Bonds with respect to which the
calculation is being performed, less all interest on those bonds payable from the proceeds of
Parity Bonds in that year, less all principal of those bonds scheduled to be redeemed or defeased
as of the date of such calculation, and less all Tax Credit Subsidy Payments scheduled to be
received in that year. For purposes of calculating future Annual Debt Service, interest on
Variable Interest Rate Bonds shall be assumed to be a fixed rate equal to (i) for then-outstanding
Variable Interest Rate Bonds, the highest variable rate borne during the preceding 12 months,
and (ii) for Future Parity Bonds proposed to be issued as Variable Interest Rate Bonds, the
highest rate during the preceding 12 months as determined by reference to the index or formula
to be used to determine the interest rate on the Future Parity Bonds (or a comparable index).

Average Annual Debt Service means, as of its date of calculation, the sum of the Annual
Debt Service for the current calendar year and the calendar years remaining to the last scheduled
maturity of the applicable series of bonds, divided by the number of those years.

Beneficial Owner means any person that has or shares the power, directly or indirectly, to
make investment decisions concerning ownership of any Underwritten Bonds (including persons
holding Underwritten Bonds through nominees, depositories or other intermediaries).

Bond Counsel means Pacifica Law Group LLP or another law firm selected by the City
that is nationally recognized in matters concerning bonds and other securities issued by states
and local governments, including the tax status of interest on such bonds and other securities.

Bond Fund means the City’s Utility System Revenue Bond Fund created by the City for
the payment of the principal of and interest on all Parity Bonds.

Bond Insurance Policy means a municipal bond insurance policy issued by a Bond
Insurer insuring the payment when due of the principal of and interest on any Parity Bonds as
provided in such policy.

Bond Insurer or Insurer means a bond insurance company providing a Bond Insurance
Policy or Reserve Surety for any outstanding Parity Bonds.

-2-
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Attachment A

Bond Purchase Contract means one or more contracts, if any, for the purchase of any
Underwritten Bonds sold by negotiated sale to the initial purchaser, executed pursuant to
Section 14.

Bond Register means the registration books showing the name, address and tax
identification number of each Registered Owner of a series of Bonds, maintained for the Bonds
in the manner required pursuant to Section 149(a) of the Code.

Bond Registrar means (a) for any Underwritten Bonds, initially, the fiscal agent of the
State, and (b) for any Direct Purchase Bonds, the Administrative Services Director of the City.

Bonds mean the City’s Surface Water Utility Revenue Bonds, 20XX, or other such series
designation as approved by the Designated Representative, authorized to be issued by this
ordinance.

Certificate of Award means one or more certificates, if any, for the purchase of any
Underwritten Bonds sold by competitive sale awarding the Bonds of a series to the bidder as set
forth in Section 14 of this ordinance.

City means the City of Shoreline, Washington, a municipal corporation duly organized
and existing by virtue of the laws of the State.

City Attorney means the duly appointed and acting City Attorney of the City, including
anyone acting in such capacity for the position, or the successor to the duties of that office.

City Clerk means the duly appointed and acting City Clerk of the City or the successor to
the duties of that office.

City Manager means the duly appointed and acting City Manager of the City or the
successor to the duties of such office.

City Mayor or Mayor means the duly elected and acting Mayor of the City or the
successor to the duties of such office.

Code means the Internal Revenue Code of 1986 as in effect on the date of issuance of the
Bonds or (except as otherwise referenced herein) as it may be amended to apply to obligations
issued on the date of issuance of the Bond, together with applicable proposed, temporary and
final regulations promulgated, and applicable official public guidance published, under the Code.

Construction Fund means the fund or account designated by the Administrative Services
Director for the payment of the costs of the Projects.

Continuing Disclosure Certificate means one or more written undertakings for the benefit
of the owners and Beneficial Owners of any Underwritten Bonds as required by Section (b)(5) of
the Rule.

Council or City Council means the City Council as the general legislative authority of the
City, as duly and regularly constituted from time to time.
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Attachment A

Coverage Requirement means for any calendar year, an amount of Adjusted Net Revenue
at least equal to 1.25 times the Annual Debt Service in that year on all then-outstanding Parity
Bonds. For purposes of calculating the Coverage Requirement, ULID Assessments due in that
year and not delinquent shall be subtracted from Annual Debt Service.

Designated Representative means the City Manager of the City, or his or her written
designee.

Direct Purchase Bonds means any Bonds or Bond sold to a Direct Purchaser pursuant to
Section 14 of this ordinance.

Direct Purchaser means any bank or other financial institution selected to purchase (or to
accept delivery of one or more Direct Purchase Bonds to evidence the City’s obligations under a
Loan Agreement) one or more Direct Purchase Bonds pursuant to Section 14 of this ordinance.

DTC means The Depository Trust Company, New York, New York, a limited purpose
trust company organized under the laws of the State of New York, as depository for any
Underwritten Bonds pursuant to this ordinance.

Fair Market Value means the price at which a willing buyer would purchase an
investment from a willing seller in a bona fide, arm’s-length transaction, except for specified
investments as described in Treasury Regulation § 1.148-5(d)(6), including United States
Treasury obligations, certificates of deposit, guaranteed investment contracts, and investments
for yield restricted defeasance escrows. Fair Market Value is generally determined on the date
on which a contract to purchase or sell an investment becomes binding, and, to the extent
required by the applicable regulations under the Code, the term “investment” will include a
hedge.

Federal Tax Certificate means one or more certificates of the City pertaining to the tax-
exemption of interest on a series of Bonds, and attachments thereto.

Future Parity Bond Authorizing Ordinance means an ordinance of the City authorizing
the issuance and sale and establishing the terms of Future Parity Bonds.

Future Parity Bonds means all revenue obligations and other obligations of the City for
borrowed money (including, without limitation, financing leases) issued or incurred after the date
of the issuance of the Bonds, the payment of the principal of and interest on which constitutes a
charge or lien on the Net Revenue and ULID Assessments equal in rank with the charge and lien
upon such revenue and assessments required to be paid into the Bond Fund to pay and secure the
payment of the principal of and interest on the Bonds and other then-outstanding Parity Bonds.

Government Obligations means those obligations now or hereafter defined as such in
chapter 39.53 RCW constituting direct obligations of the United States or obligations
unconditionally guaranteed by the United States, as such chapter may be hereafter amended or
restated.

Gross Revenue means all of the earnings and revenues received from the maintenance
and operation of the Utility System, including all connection and capital improvement charges,

-4-
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Attachment A

plus earnings from the investment of money on deposit in the various accounts of the Utility
System, unless expressly excluded. Gross Revenue excludes: (1) principal proceeds of Parity
Bonds or any other borrowings; (2) local improvement district assessments and ULID
Assessments; (3) earnings or proceeds from any investments in a refunding or defeasance trust
account or in a special account for the purpose of paying a rebate to the United States
Government under the Code; (4) other grants, gifts, revenue and investment income which are
restricted or may not legally be pledged for revenue bond debt service; (5) payments received in
respect of any Bond Insurance Policy or Reserve Surety, or insurance or condemnation proceeds
used for the replacement of capital projects or equipment; (6) proceeds from the sale of Utility
System property; (7) amounts collected in respect of City-imposed utility taxes; (8) Tax Credit
Subsidy Payments, if any; and (9) revenue from any Separate System.

Independent Utility Consultant means a professional consultant experienced with
municipal utilities similar to the Utility System and experienced in such areas as are relevant to
the purpose for which he or she is being retained. Such a consultant shall be deemed
independent so long as he or she is not an employee or officer of the City.

Issue Date means, with respect to a Bond, the date of initial issuance and delivery of that
Bond to the Purchaser thereof in exchange for the purchase price of that Bond.

Loan Agreement means one or more loan or purchase agreements, if any, between the
City and a Direct Purchaser under which the Direct Purchaser will make a loan to the City,
evidenced by a Direct Purchase Bond, or under which the Direct Purchaser will purchase the
Direct Purchase Bond.

Maximum Annual Debt Service means, as of the date of calculation, the maximum
amount of Annual Debt Service for the then-current calendar year or any future calendar year.

MSRB means the Municipal Securities Rulemaking Board or any successors to its
functions.

Net Revenue means the Gross Revenue, less Operating and Maintenance Expense.

Official Statement means the disclosure documents prepared and delivered in connection
with the issuance of any Underwritten Bonds.

Operating and Maintenance Expense means all reasonable expenses incurred in causing
the Utility System to be operated and maintained in good repair, working order and condition
and properly treated as maintenance and operation expenses under generally accepted accounting
principles applicable to similar municipal utilities including, without limitation, deposits,
premiums, assessments or other payments for insurance, if any, on the Utility System; amounts
paid in respect of Utility System employee pensions and post-employment benefits (if any);
amounts paid in respect of State-imposed utility taxes; payments made to any other municipal
corporation or private entity for utility commaodities or services (e.g., transmission, treatment and
disposal of wastewater)[, including payments under Contract Resource Obligations;] and
overhead and administration expenses allocated to the Utility System. Operating and
Maintenance Expense excludes capital expenditures; amounts paid in respect of City-imposed
utility taxes; and non-cash accounting items (e.g., depreciation, amounts treated as expenses

5
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Attachment A

under accounting guidelines with respect to unfunded contributions to pension or other post-
employment benefit plans, non-exchange financial guarantees, environmental liabilities, and
similar items).

Outstanding when used with reference to any bonds or other obligations means, as of any
particular date, the aggregate of all such bonds or other obligations properly authenticated and
delivered, except for: (1) those that have been redeemed at maturity or on a redemption date or
have otherwise been cancelled or delivered to or held by the Fiscal Agent for cancellation; (2)
those legally defeased in accordance with the provisions of this ordinance (or a Parity Bond
Authorizing Ordinance) authorizing a defeasance of bonds or other obligations; (3) those in lieu
of or in exchange or substitution for which other bonds or obligations shall have been
authenticated and delivered pursuant to their authorizing ordinances, unless such other bonds or
obligations are held by a bona fide holder in due course; and (4) those that have matured or been
called for redemption, but which have not been presented for payment, assuming no
nonpayment.

Outstanding Parity Bond means the outstanding 2016 Bond.
Owner means, without distinction, the Registered Owner and the Beneficial Owner.

Parity Bond Authorizing Ordinance(s) means, as applicable to each series of Parity
Bonds, the 2016 Bond Ordinance, this ordinance and any Future Parity Bond Authorizing
Ordinance.

Parity Bonds means the Outstanding Parity Bond, the Bonds and any Future Parity
Bonds.

Parity Conditions means the conditions precedent to the issuance of Future Parity Bonds,
set forth in Exhibit B to the 2016 Bond Ordinance (so long as the 2016 Bond is Outstanding) and
Section 10 of this ordinance.

Principal and Interest Account means the account of that name created in the Bond Fund
for the payment of the principal of and interest on the Parity Bonds.

Projects mean the capital projects described in Section 2 of this ordinance.
Rate Stabilization Account means the Rate Stabilization Account of the City.

Record Date means the Bond Registrar’s close of business on the 15th day of the month
preceding an interest payment date. With respect to redemption of a Bond prior to its maturity,
the Record Date shall mean the Bond Registrar’s close of business on the date on which the
Bond Registrar sends the notice of redemption in accordance with this ordinance.

Registered Owner means the person named as the registered owner of a Bond in the Bond
Register. For so long as the Bonds are held in book-entry only form, DTC or its nominee shall
be deemed to be the sole Registered Owner.

Reserve Account means the account of that name created in the Bond Fund.

6
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Attachment A

Reserve Surety means, in lieu of cash and investments, any bond insurance, collateral,
security, letter of credit, guaranty, surety bond or similar credit enhancement device providing
for or securing the payment of all or part of the principal of and interest on Parity Bonds, issued
by an institution which has been assigned a credit rating at the time that such Reserve Security is
provided, in the two highest rating categories without regard to gradations within those
categories (i.e., AAA or AA).

Reserve Requirement is the dollar amount to be calculated with respect to all Parity
Bonds secured by the Reserve Account as set forth in the applicable Parity Bond Authorizing
Ordinance. “Reserve Requirement” means, as of any date of calculation, (a) the lesser of
Maximum Annual Debt Service on the then-Outstanding Parity Bonds secured by the Reserve
Account, or 125% of Average Annual Debt Service on the then-Outstanding Parity Bonds
secured by the Reserve Account, but at no time shall the Reserve Requirement exceed 10% of
the original proceeds of the Parity Bonds secured by the Reserve Account, (b) the dollar amount
specified in the Parity Bond Authorizing Ordinance for series of Parity Bonds secured by the
Reserve Account, or (c) zero for Parity Bonds not secured by the Reserve Account. The Reserve
Requirement may be met by a deposit of cash, Reserve Surety, or any combination of the
foregoing, and the amount payable under any Reserve Surety shall be credited against the
amount otherwise required to be deposited into the Reserve Account.

Rule means the SEC’s Rule 15¢2-12 under the Securities Exchange Act of 1934, as the
same may be amended from time to time.

Sale Document means the Bond Purchase Contract, Certificate of Award, or Loan
Agreement, if any, executed by the Designated Representative in connection with the sale of a
series of Bonds, which shall provide for the name, principal and interest payment dates and
amounts, redemption/prepayment rights, and other terms to describe such series of Bonds as
determined to be necessary by the Designated Representative.

SEC means the Securities and Exchange Commission.

Separate System means any utility service or facilities that may be hereafter created,
acquired or constructed by the City and financed as a separate system as provided in this
ordinance.

State means the state of Washington.

Surface Water Utility means the surface water utility created pursuant to chapter
13.10.110 of the Shoreline Municipal Code.

Tax Credit Subsidy Bond means any bond that is designated by the City as a “build
America bond” or other type of tax credit bond, pursuant to the Code, and which is further
designated as a “qualified bond” under Section 6431 of the Code (or under similar provisions of
the Code providing for “direct-pay” tax credit bonds), and with respect to which the City expects
to receive a Tax Credit Subsidy Payment.

Tax Credit Subsidy Payment means the amounts which the City expects to receive as a
tax credit payable by the United States Treasury to the City under Section 6431 of the Code (or
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under similar provisions of the Code providing for “direct-pay” tax credit bonds), in respect of
any bonds issued as Tax Credit Subsidy Bonds.

Term Bond means those Bonds that are designated as term bonds and are subject to
mandatory redemption prior to maturity in the years and amounts set forth in the Sale Document.

ULID means any utility local improvement district now existing or hereafter created for
the acquisition or construction of additions, extensions or betterments of any portion of the
Utility System, which additions, extensions or betterments are financed through the issuance of
Parity Bonds. As used in this ordinance, the term ULID does not include any utility local
improvement district created with respect to a Separate System or for the financing of additions,
extensions or betterments by methods other than the issuance of Parity Bonds.

ULID Assessments means the assessments levied in any ULID, including installment
payments of any assessment as well as the interest and penalties (if any) thereon, less any
prepaid assessments permitted by law to be paid into a construction fund or account.

Underwriter means any underwriter, in the case of a negotiated sale, or initial purchaser,
in the case of a competitive sale, for any series of Underwritten Bonds selected pursuant to
Section 14.

Underwritten Bonds means Bonds of a series, if any, sold pursuant to a negotiated or a
competitive sale by the City to an Underwriter pursuant to Section 14 of this ordinance.

Variable Interest Rate means a variable interest rate or rates to be borne by a series of
Parity Bonds or any one or more maturities within a series of Parity Bonds. With respect to
Future Parity Bonds, the method of computing such a variable interest rate (or parameters with
respect thereto) shall be specified in the ordinance authorizing such Future Parity Bonds, which
ordinance also shall specify either (i) the particular period or periods of time or manner of
determining such period or periods of time for which each value of such variable interest rate
shall remain in effect or (ii) the time or times upon which any change in such variable interest
rate shall become effective.

Variable Interest Rate Bonds means, for any period of time, Parity Bonds which bear a
Variable Interest Rate during that period. From and after such time as the interest rate or rates on
a series of Parity Bonds is fixed for the remaining life of such series, then such series shall no
longer be deemed to be Variable Interest Rate Bonds.

Utility System means the Surface Water Utility of the City as it now exists, together with
all additions thereto and betterments and extensions thereof at any time made. The Utility
System shall also include any properly acquired or constructed water, sewer or other utility
system that is hereafter combined with the Utility System by ordinance.

Utility System Fund means the Surface Water Utility Enterprise Fund, which has
previously been established by the City, together with any other enterprise fund created with
respect to a utility system that is hereafter combined into the Utility System.
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2016 Bond means the City’s Surface Water Utility Revenue Bond, 2016, issued pursuant
to the 2016 Bond Ordinance.

2016 Bond Ordinance means Ordinance No. 721 passed by the Council on August 17,
2015, as amended.

Rules of Interpretation. In this ordinance, unless the context otherwise requires:

@ The terms “hereby,” “hereof,” “hereto,” “herein,” “hereunder” and any similar
terms, as used in this ordinance, refer to this ordinance as a whole and not to any particular
article, section, subdivision or clause hereof, and the term “hereafter” shall mean after, and the
term “heretofore” shall mean before, the date of this ordinance;

(b) Words of the masculine or feminine gender shall mean and include correlative
words of any gender and words importing the singular number shall mean and include the plural
number and vice versa;

(c) Words importing persons shall include firms, associations, partnerships (including
limited partnerships), trusts, corporations, limited liability companies and other legal entities,
including public bodies, as well as natural persons;

(d) Any headings preceding the text of the several articles and sections of this
ordinance, and any table of contents or marginal notes appended to copies hereof, shall be solely
for convenience of reference and shall not constitute a part of this ordinance, nor shall they affect
its meaning, construction or effect; and

(e All references herein to “articles,” “sections” and other subdivisions or clauses are
to the corresponding articles, sections, subdivisions or clauses hereof.

Section 2. Findings and Determinations; Adoption of Plan of Additions; Authorization of
Projects.

@ The Surface Water Utility; Plan of Additions. Pursuant to Ordinance 419, passed
April 10, 2006, the City established the surface water utility. The City Council finds that it is
advisable for the City to acquire, construct and install certain improvements to the Surface Water
Utility asAdministrative Services Director described herein. The City specifies, adopts and
orders the carrying out of the projects described in the Surface Water Master Plan of the City
dated April 27, 2018, as it may be amended from time to time, as a system or plan of additions to
and betterments and extensions of the Utility System (the “Projects”). The Projects shall be
carried out in accordance with the plans and specifications therefor prepared by the City’s
engineers and consulting engineers. The City Council may modify the details of the Projects
where, in its judgment, it appears advisable if such modifications do not substantially alter the
purposes of that system or plan. The cost of the Projects, including the cost of issuance and sale
of each series of Bonds, shall be paid from the proceeds of such series of Bonds and from other
money available to the Utility System

The various improvements comprising the Projects represent additions, betterments,
and/or extensions of the City’s existing storm and surface water utility, under chapter 35.67

9
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RCW. In accordance with RCW 35.67.030, the City declares the estimated cost of the Projects
to be at least $4,700,000.

(b) Parity Conditions. The City hereby finds that it has satisfied, or will have satisfied
prior to the issuance of the Bonds, the Parity Conditions set forth in Exhibit B of the 2016 Bond
Ordinance. The conditions contained in the 2016 Bond Ordinance having been complied with or
assured, the Bonds authorized herein shall have a lien and charge on Net Revenue and ULID
Assessments on a parity with the lien and charge on Net Revenue and ULID Assessments for the
payment of the principal of and interest on the Outstanding Parity Bond.

(c) Sufficiency of Gross Revenue. The City Council finds and determines that the
Gross Revenue and benefits to be derived from the operation and maintenance of the Utility
System at the rates to be charged for services from the Utility System will be more than
sufficient to meet all Operating and Maintenance Expense and to permit the setting aside into the
Bond Fund out of the Gross Revenue of amounts sufficient to pay the principal of and interest on
the Parity Bonds when due. The City Council declares that in fixing the amounts to be paid into
the Bond Fund under this ordinance it has exercised due regard for Operating and Maintenance
Expense and has not obligated the City to set aside and pay into the Bond Fund a greater amount
of Gross Revenue of the Utility System than in its judgment will be available over and above
such Operating and Maintenance Expense.

(d) Issuance and Sale of Bonds. Based on the foregoing, the City Council finds that it is
in the best interest of the City to issue and sell one or more series of Bonds pursuant to the terms set
forth in a Sale Document as approved by the City’s Designated Representative consistent with this
ordinance.

Section 3. Authorization and Description of Bonds.

@ Authorization of Bonds. The City is hereby authorized to issue one or more series
of surface water utility revenue bonds (the “Bonds”) in the aggregate principal amount of not to
exceed $4,700,000 for the purpose of providing the funds to finance the Projects, to satisfy the
Reserve Requirement, if any, and to pay costs of issuance of the Bonds.

(b) Description of Bonds. The Bonds of each series shall be designated the “City of
Shoreline, Washington, Surface Water Utility Revenue Bonds, 20XX” with such series
designation as set forth in the Bonds and approved by the Designated Representative. The Bonds
of each series shall be dated as of the respective Issue Date; shall be fully registered as to both
principal and interest; shall be in the denomination of $5,000 each, or any integral multiple
thereof, within a maturity; shall be numbered separately in such manner and with any additional
designation as the Bond Registrar deems necessary for purposes of identification; shall bear
interest from their date payable on the dates and commencing as provided in the applicable Sale
Document; and shall mature on the dates and in the principal amounts set forth in the applicable
Sale Document, as approved and executed by the Designated Representative pursuant to this
ordinance. The Bonds of each series shall be sold as either Direct Purchase Bonds or
Underwritten Bonds.

-10-
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Section 4. Redemption and Purchase.

@ Redemption of Bonds. The Bonds of each series shall be subject to mandatory
redemption to the extent, if any, as set forth in the applicable Sale Document and as approved by
the Designated Representative pursuant to Section 14. The Bonds of each series shall be subject
to optional redemption and/or prepayment on the dates, at the prices and under the terms set forth
in the applicable Sale Document approved by the Designated Representative pursuant to
Section 14.

(b) Purchase of Bonds. The City reserves the right to purchase any or all of the
Bonds offered to the City at any time at any price acceptable to the City plus accrued interest to
the date of purchase.

(c) Selection of Bonds for Redemption. If the Underwritten Bonds of a series are held
in book-entry only form, the selection of particular Underwritten Bonds within a series and
maturity to be redeemed shall be made in accordance with the operational arrangements then in
effect at DTC. If the Underwritten Bonds are no longer held by a depository, the selection of
such Underwritten Bonds to be redeemed and the surrender and reissuance thereof, as applicable,
shall be made as provided in the following provisions of this subsection (c). If the City redeems
at any one time fewer than all of the Underwritten Bonds having the same maturity date, the
particular Underwritten Bonds or portions of Underwritten Bonds of such maturity to be
redeemed shall be selected by lot (or in such manner determined by the Bond Registrar) in
increments of $5,000. In the case of an Underwritten Bond of a denomination greater than
$5,000, the City and the Bond Registrar shall treat each Underwritten Bond as representing such
number of separate Underwritten Bonds each of the denomination of $5,000 as is obtained by
dividing the actual principal amount of such Underwritten Bond by $5,000. In the event that
only a portion of the principal sum of a Underwritten Bond is redeemed, upon surrender of such
Underwritten Bond at the designated office of the Bond Registrar there shall be issued to the
Registered Owner, without charge therefor, for the then unredeemed balance of the principal sum
thereof, at the option of the Registered Owner, a Underwritten Bond or Bonds of like series,
maturity and interest rate in any of the denominations herein authorized.

(d) Notice of Redemption or Prepayment.

1) Official Notice. Notice of any prepayment of Direct Purchase Bonds shall
be provided by the City to the Direct Purchaser as provided in the applicable Sale Document.

For so long as the Underwritten Bonds of a series are held by a depository, notice of
redemption (which notice may be conditional) shall be given in accordance with the operational
arrangements of DTC as then in effect, and neither the City nor the Bond Registrar will provide
any notice of redemption to any Beneficial Owners. Thereafter (if the Underwritten Bonds are
no longer held in uncertificated form), notice of redemption shall be given in the manner
hereinafter provided. Unless waived by any owner of Underwritten Bonds to be redeemed,
official notice of any such redemption shall be given by the Bond Registrar on behalf of the City
by mailing a copy of an official redemption notice by first class mail at least 20 days and not
more than 60 days prior to the date fixed for redemption to the Registered Owner of the
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Underwritten Bond or Bonds to be redeemed at the address shown on the Bond Register or at
such other address as is furnished in writing by such Registered Owner to the Bond Registrar.

All official notices of redemption shall be dated and shall state: (A) the redemption date,
(B) the redemption price, (C) if fewer than all outstanding Underwritten Bonds of such series are
to be redeemed, the identification by maturity (and, in the case of partial redemption, the
respective principal amounts) of the Bonds to be redeemed, (D) any conditions to redemption;
(E) that (unless such notice is conditional) on the redemption date the redemption price will
become due and payable upon each such Underwritten Bond or portion thereof called for
redemption, and that interest thereon shall cease to accrue from and after said date, and (F) the
place where such Underwritten Bonds are to be surrendered for payment of the redemption price,
which place of payment shall be the designated office of the Bond Registrar.

On or prior to any redemption date, unless any condition to such redemption has not been
satisfied or waived or notice of such redemption has been rescinded, the City shall deposit with
the Bond Registrar an amount of money sufficient to pay the redemption price of all the
Underwritten Bonds or portions of Underwritten Bonds which are to be redeemed on that date.
The City retains the right to rescind any redemption notice and the related optional redemption of
Underwritten Bonds by giving notice of rescission to the affected registered owners at any time
on or prior to the scheduled redemption date. Any notice of optional redemption that is so
rescinded shall be of no effect, and the Underwritten Bonds for which the notice of optional
redemption has been rescinded shall remain outstanding.

If notice of redemption has been given and not rescinded or revoked, or if the conditions
set forth in a conditional notice of redemption have been satisfied or waived, the Underwritten
Bonds or portions of Underwritten Bonds to be redeemed shall, on the redemption date, become
due and payable at the redemption price therein specified, and, if the Bond Registrar then holds
sufficient funds to pay such Underwritten Bonds at the redemption price, then from and after
such date such Underwritten Bonds or portions of Underwritten Bonds shall cease to bear
interest. Upon surrender of such Underwritten Bonds for redemption in accordance with said
notice, such Underwritten Bonds shall be paid by the Bond Registrar at the redemption price.
Installments of interest due on or prior to the redemption date shall be payable as herein provided
for payment of interest. All Underwritten Bonds which have been redeemed shall be canceled by
the Bond Registrar and shall not be reissued.

If addition to the foregoing notice, further notice shall be given by the City as set out
below, but no defect in said further notice nor any failure to give all or any portion of such
further notice shall in any manner defeat the effectiveness of a call for redemption if notice
thereof is given as above prescribed. Each further notice of redemption given hereunder shall
contain the information required above for an official notice of redemption plus (A) the CUSIP
numbers of all Underwritten Bonds being redeemed; (B) the date of issue of the Underwritten
Bonds as originally issued; (C) the rate of interest borne by each Underwritten Bond being
redeemed; (D) the maturity date of each Underwritten Bond being redeemed; and (E) any other
descriptive information needed to identify accurately the Underwritten Bonds being redeemed.
Each further notice of redemption may be sent at least 20 days before the redemption date to
each party entitled to receive notice pursuant to the Continuing Disclosure Certificate and with
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such additional information as the City shall deem appropriate, but such mailings shall not be a
condition precedent to the redemption of such Underwritten Bonds.

The foregoing notice provisions of this Section 4, including but not limited to the
information to be included in redemption notices and the persons designated to receive notices,
may be amended by additions, deletions and changes in order to maintain compliance with duly
promulgated regulations and recommendations regarding notices of redemption of municipal
securities.

Section 5. Registration, Exchange and Payments.

@ Underwritten Bonds.

1) Bond Details. Any Bonds of a series may be sold as Underwritten Bonds.
Underwritten Bonds shall be issued in denominations of $5,000, or any integral multiple thereof,
within a series and maturity; shall be numbered separately in such manner and with any
additional designation as the Bond Registrar deems necessary for purposes of identification; shall
bear interest payable on the dates set forth in the applicable Sale Document; and shall be subject
to optional and/or mandatory redemption and mature on the dates and in the principal amounts
set forth in the applicable Sale Document.

2 Bond Registrar/Bond Register. The City hereby specifies and adopts the
system of registration approved by the State Finance Committee from time to time through the
appointment of a state fiscal agent. The City shall cause a bond register to be maintained by the
Bond Registrar. So long as any Underwritten Bonds remain outstanding, the Bond Registrar
shall make all necessary provisions to permit the exchange or registration or transfer of
Underwritten Bonds at its designated office. The Bond Registrar may be removed at any time at
the option of the Administrative Services Director upon prior notice to the Bond Registrar and a
successor Bond Registrar appointed by the Administrative Services Director. No resignation or
removal of the Bond Registrar shall be effective until a successor shall have been appointed and
until the successor Bond Registrar shall have accepted the duties of the Bond Registrar
hereunder. The Bond Registrar is authorized, on behalf of the City, to authenticate and deliver
Underwritten Bonds transferred or exchanged in accordance with the provisions of such Bonds
and this ordinance and to carry out all of the Bond Registrar’s powers and duties under this
ordinance. The Bond Registrar shall be responsible for its representations contained in the
Certificate of Authentication of the Underwritten Bonds.

(3) Registered Ownership. The City and the Bond Registrar, each in its
discretion, may deem and treat the Registered Owner of each Underwritten Bond as the absolute
owner thereof for all purposes (except as otherwise provided in this ordinance or in the
Continuing Disclosure Certificate), and neither the City nor the Bond Registrar shall be affected
by any notice to the contrary. Payment of any such Underwritten Bond shall be made only as
described below, but such Underwritten Bond may be transferred as provided herein. All such
payments made as described below shall be valid and shall satisfy and discharge the liability of
the City upon such Underwritten Bond to the extent of the amount or amounts so paid.
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4) DTC Acceptance/Letters of Representations. The Underwritten Bonds
initially shall be held in fully immobilized form by DTC acting as depository. The City has
executed and delivered to DTC the Letter of Representations. Neither the City nor the Bond
Registrar will have any responsibility or obligation to DTC participants or the persons for whom
they act as nominees (or any successor depository) with respect to the Underwritten Bonds in
respect of the accuracy of any records maintained by DTC (or any successor depository) or any
DTC participant, the payment by DTC (or any successor depository) or any DTC participant of
any amount in respect of the principal of or interest on Underwritten Bonds, any notice which is
permitted or required to be given to Registered Owners under this ordinance (except such notices
as shall be required to be given by the City to the Bond Registrar or to DTC (or any successor
depository)), or any consent given or other action taken by DTC (or any successor depository) as
the Registered Owner. For so long as any Underwritten Bonds are held in fully-immobilized
form, DTC or its successor depository shall be deemed to be the Registered Owner for all
purposes hereunder, and all references herein to the Registered Owners shall mean DTC (or any
successor depository) or its nominee and shall not mean the owners of any beneficial interest in
such Bonds.

(5) Use of Depository.

(A)  The Underwritten Bonds shall be registered initially in the name of
“Cede & Co.”, as nominee of DTC, with one Bond maturing on each of the maturity dates for the
Underwritten Bonds in a denomination corresponding to the total principal therein designated to
mature on such date. Registered ownership of such immobilized Bonds, or any portions thereof,
may not thereafter be transferred except (i) to any successor of DTC or its nominee, provided
that any such successor shall be qualified under any applicable laws to provide the service
proposed to be provided by it; (ii) to any substitute depository appointed by the Administrative
Services Director pursuant to subsection (B) below or such substitute depository’s successor; or
(iii) to any person as provided in subsection (D) below.

(B)  Upon the resignation of DTC or its successor (or any substitute
depository or its successor) from its functions as depository or a determination by the
Administrative Services Director to discontinue the system of book entry transfers through DTC
or its successor (or any substitute depository or its successor), the Administrative Services
Director may hereafter appoint a substitute depository. Any such substitute depository shall be
qualified under any applicable laws to provide the services proposed to be provided by it.

(C) In the case of any transfer pursuant to clause (i) or (ii) of
subsection (A) above, the Bond Registrar shall, upon receipt of all outstanding Underwritten
Bonds, together with a written request on behalf of the Administrative Services Director, issue a
single new Underwritten Bond for each series and maturity then outstanding, registered in the
name of such successor or such substitute depository, or their nominees, as the case may be, all
as specified in such written request of the Administrative Services Director.

(D)  In the event that (i) DTC or its successor (or substitute depository
or its successor) resigns from its functions as depository, and no substitute depository can be
obtained, or (ii) the Administrative Services Director determines that it is in the best interest of
the beneficial owners of the Underwritten Bonds that such owners be able to obtain such
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Underwritten Bonds in the form of bond certificates, the ownership of such Underwritten Bonds
may then be transferred to any person or entity as herein provided, and shall no longer be held by
a depository. The Administrative Services Director shall deliver a written request to the Bond
Registrar, together with a supply of physical Bonds, to issue Bonds as herein provided in any
authorized denomination. Upon receipt by the Bond Registrar of all then outstanding
Underwritten Bonds together with a written request on behalf of the Administrative Services
Director to the Bond Registrar, new Bonds shall be issued in the appropriate denominations and
registered in the names of such persons as are requested in such written request.

(6) Regqistration of Transfer of Ownership or Exchange; Change in
Denominations. The transfer of any Underwritten Bond may be registered and Underwritten
Bonds may be exchanged, but no transfer of any such Underwritten Bond shall be valid unless it
is surrendered to the Bond Registrar with the assignment form appearing on such Bond duly
executed by the Registered Owner or such Registered Owner’s duly authorized agent in a
manner satisfactory to the Bond Registrar. Upon such surrender, the Bond Registrar shall cancel
the surrendered Underwritten Bond and shall authenticate and deliver, without charge to the
Registered Owner or transferee therefor, a new Underwritten Bond(s) of the same series, date,
maturity and interest rate and for the same aggregate principal amount in any authorized
denomination, naming as Registered Owner the person or persons listed as the assignee on the
assignment form appearing on the surrendered Underwritten Bond, in exchange for such
surrendered and cancelled Underwritten Bond. Any Underwritten Bond may be surrendered to
the Bond Registrar and exchanged, without charge, for an equal aggregate principal amount of
Underwritten Bonds of the same series, date, maturity, and interest rate, in any authorized
denomination. The Bond Registrar shall not be obligated to register the transfer of or to
exchange any Underwritten Bond during the 15 days preceding any principal payment or
redemption date.

(7) Bond Registrar’s Ownership of Bonds. The Bond Registrar may become
the Registered Owner of any Underwritten Bond with the same rights it would have if it were not
the Bond Registrar, and to the extent permitted by law, may act as depository for and permit any
of its officers or directors to act as a member of, or in any other capacity with respect to, any
committee formed to protect the right of the Registered Owners of Underwritten Bonds.

(8) Place and Medium of Payment. Both principal of and interest on the
Underwritten Bonds shall be payable in lawful money of the United States of America. Interest
on the Underwritten Bonds shall be calculated on the basis of a year of 360 days and twelve
30-day months. For so long as all Underwritten Bonds are held by DTC, payments of principal
and interest thereon shall be made as provided in accordance with the operational arrangements
of DTC referred to in the Letter of Representations. In the event that the Underwritten Bonds are
no longer held by a depository, interest on the Underwritten Bonds shall be paid by check or
draft mailed to the Registered Owners at the addresses for such Registered Owners appearing on
the Bond Register on the Record Date, or upon the written request of a Registered Owner of
more than $1,000,000 of Underwritten Bonds (received by the Bond Registrar at least by the
record date), such payment shall be made by the Bond Registrar by wire transfer to the account
within the United States designated by the Registered Owner. Principal of the Underwritten
Bonds shall be payable upon presentation and surrender of such Underwritten Bonds by the
Registered Owners at the designated office of the Bond Registrar.

-15-

10140 00005 hf27e642c5 7b'20



Attachment A

If any Underwritten Bond shall be duly presented for payment and funds have not been
duly provided by the City on such applicable date, then interest shall continue to accrue
thereafter on the unpaid principal thereof at the rate stated on such Underwritten Bonds until it is
paid.

(b) Direct Purchase Bonds.

1) Bond Details. Any Bonds of a series may be sold as Direct Purchase
Bonds. Direct Purchase Bonds shall be dated as of the date of delivery to the Direct Purchaser,
shall be fully registered as to both principal and interest, shall be in one denomination, and shall
mature on the date set forth in the applicable Sale Document. Direct Purchase Bonds shall bear
interest from the dated date or the most recent date to which interest has been paid at the interest
rate set forth in the applicable Sale Document. Interest on the principal amount of Direct
Purchase Bonds shall be calculated per annum on a 30/360 basis, or as otherwise provided in the
Bond and in the applicable Sale Document. Principal of and interest on Direct Purchase Bonds
shall be payable at the times and in the amounts as set forth in the payment schedule attached to
the Direct Purchase Bond.

(@) Registrar/Bond Registrar. The Administrative Services Director shall act
as Bond Registrar for any Direct Purchase Bonds. The Bond Registrar is authorized, on behalf
of the City, to authenticate and deliver the Direct Purchase Bonds if transferred or exchanged in
accordance with the provisions of the Direct Purchase Bonds and this ordinance and to carry out
all of the Bond Registrar’s powers and duties under this ordinance with respect to Direct
Purchase Bonds.

(3) Registered Ownership. The City and the Bond Registrar may deem and
treat the Registered Owner of any Direct Purchase Bond as the absolute owner for all purposes,
and neither the City nor the Bond Registrar shall be affected by any notice to the contrary.

4) Transfer or Exchange of Registered Ownership. Direct Purchase Bonds
shall not be transferrable without the consent of the City unless (i) the Direct Purchaser’s
corporate name is changed and the transfer is necessary to reflect such change, or (ii) the
transferee is a successor in interest of the Direct Purchaser by means of a corporate merger, an
exchange of stock, or a sale of assets. Notwithstanding the foregoing, Direct Purchase Bonds
may be transferred upon satisfaction of the requirements, if any, set forth in the applicable Sale
Document and the Direct Purchase Bonds.

(5) Place and Medium of Payment. Both principal of and interest on Direct
Purchase Bonds shall be payable in lawful money of the United States of America. Principal and
interest on Direct Purchase Bonds shall be payable by check, warrant, ACH transfer or by other
means mutually acceptable to the Direct Purchaser and the City.

Section 6. Security for the Bonds; Funds and Accounts.

@ Pledge of Net Revenue and ULID Assessments. The Net Revenue and ULID
Assessments deposited into the Bond Fund are hereby pledged irrevocably to the payment of the
amounts required to be paid into the Bond Fund for the payment of the Parity Bonds. This pledge
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shall constitute a lien and charge upon the Net Revenue and ULID Assessments prior and
superior to any other charges whatsoever.

All Parity Bonds hereafter outstanding shall be equally and ratably payable and secured
hereunder without priority by reason of date of adoption of the ordinance providing for their
issuance or by reason of their number or date of sale, issuance, execution or delivery, or by the
liens, pledges, charges, trusts, assignments and covenants made herein, except as otherwise
expressly provided or permitted in this ordinance and except as to insurance which may be
obtained by the City to insure the repayment of one or more series or maturities within a series.

Parity Bonds shall not in any manner or to any extent constitute general obligations of the
City or of the State, or any political subdivision of the State, or a charge upon any general fund
or upon any money or other property of the City or of the State, or of any political subdivision of
the State, not specifically pledged thereto by this ordinance.

(b) Bond Fund; Deposits to Bond Fund. The Bond Fund has been established within
the Utility System Fund as a special fund of the City and divided into two accounts: the Principal
and Interest Account and the Reserve Account.

So long as any of the Parity Bonds are outstanding, the City obligates and binds itself to
set aside and pay into the Bond Fund all ULID Assessments and, out of the Net Revenue, certain
fixed amounts, without regard to any fixed proportion, namely:

1) Into the Principal and Interest Account, before each interest payment date
of the Parity Bonds, an amount that will be sufficient, together with other money on deposit
therein, to pay the interest on the Parity Bonds on the next succeeding interest payment date; and

2 Into the Principal and Interest Account, before each principal payment
date of the Parity Bonds (including any mandatory redemption date), an amount that will be
sufficient, together with other money on deposit therein, to pay the principal of the Parity Bonds
on the next succeeding Principal Payment Date, including mandatory redemption amounts due
on that date with respect to any Term Bonds; and

3 Into the Reserve Account, an amount sufficient so that the amount on
deposit in the Reserve Account satisfies the Reserve Requirement for the Parity Bonds in the
time and manner required by this ordinance.

When the total amount on deposit in the Bond Fund equals the total outstanding amount of
principal and interest for all Parity Bonds to the last maturity thereof, no further payment need be
made into the Bond Fund. The Administrative Services Director may create sinking fund
accounts or other accounts in the Bond Fund for the payment or securing the payment of Parity
Bonds as long as the maintenance of such accounts does not conflict with the rights of the
owners of Parity Bonds.

(© The Reserve Account; Reserve Requirement. There has been created by the City a
special account known as the Reserve Account for the purpose of securing the payment of the
principal of and interest on all Parity Bonds secured by the Reserve Account. Each Parity Bond
Authorizing Ordinance shall establish the Reserve Requirement, if any, applicable to that series
of Parity Bonds.
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The Bonds of each series may be secured by the Reserve Account. If the Bonds of a
series are to be secured by the Reserve Account, such designation and the applicable Reserve
Requirement shall be set forth in the applicable Sale Document. If the Bonds are not to be
secured by the Reserve Account, the Reserve Requirement at the time of issuance of a series of
Bonds shall be zero.

The City covenants and agrees that it will at all times maintain in the Reserve Account an
amount (including the value of all Reserve Surety deposited therein) equal to the Reserve
Requirement, except for withdrawals as authorized in this subsection, until there is a sufficient
amount in the Principal and Interest Account and the Reserve Account to pay the principal of and
interest on all outstanding Parity Bonds secured by the Reserve Account, at which time the
money in the Reserve Account may be used to pay such principal and interest so long as the
money remaining on deposit in the Reserve Account is not less than the Reserve Requirement
calculated based on the remaining outstanding Parity Bonds secured by the Reserve Account.
The Reserve Requirement shall be deemed satisfied by any combination of Parity Bond
proceeds, Reserve Surety or other legally available money equal to the Reserve Requirement, or
by the deposit of available funds of the City in approximately equal annual installments so that
the Reserve Requirement is funded no later than three years after the issuance of any Future
Parity Bonds that are secured by the Reserve Account.

If there is a deficiency in the Principal and Interest Account in the Bond Fund to make
the next upcoming payment of either principal or interest on Parity Bonds secured by the
Reserve Account, that deficiency shall be made up from the Reserve Account by the withdrawal
of amounts necessary for that purpose. Any deficiency created in the Reserve Account by reason
of any such withdrawal shall then be made up from the next available payments of Net Revenue
and ULID Assessments after making necessary provision for the required payments into the
Principal and Interest Account.

(d) Investment of Money Deposited in Bond Fund. All money in any Bond Fund and
the accounts held therein may be kept in cash or may be invested in any legal investment for City
funds, but only to the extent that the same are acquired, valued and disposed of at Fair Market
Value. Investments in the Bond Fund must mature prior to the date on which such money shall
be needed for required interest or principal payments (for investments in the Bond Fund) or
having a guaranteed redemption price prior to maturity. Income from investments in the
Principal and Interest Account shall be deposited in that account. Income from investments in
the Reserve Account shall be deposited in that account until the amount therein is equal to the
Reserve Requirement, and thereafter shall be deposited in the Principal and Interest Account or
used for other Utility System purposes.

(e) Action to Compel Payments. If the City fails to set aside and pay into the Bond
Fund the amounts set forth above, the owner of any of the outstanding Parity Bonds may bring
action against the City and compel the setting aside and payment.

(d) Rate Stabilization Account. The City may at any time establish a Rate
Stabilization Account. Deposits and withdrawals shall be made in accordance with this section
at any time up to and including the date 90 days after the end of the fiscal year for which the
deposit or withdrawal will be included as Adjusted Net Revenue for that fiscal year, as provided
in this subsection.
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The City may at any time, as determined by the Administrative Services Director and as
consistent with the covenants contained in this ordinance, deposit into the Rate Stabilization
Account amounts of Gross Revenue and any other money received by the Utility System and
available to be used therefor, excluding principal proceeds of Parity Bonds or other borrowing.
However, no deposit of Gross Revenue may be made into the Rate Stabilization Account to the
extent that such deposit would prevent the City from meeting the Coverage Requirement in the
relevant fiscal year. The City may withdraw money from the Rate Stabilization Account at any
time upon authorization of the City Council (which may be by motion, resolution or ordinance)
for inclusion in the Adjusted Net Revenue for any fiscal year of the Utility System, except that
the total amount withdrawn from the Rate Stabilization Account in any fiscal year may not
exceed the Annual Debt Service in that year. Earnings from investments in the Rate
Stabilization Account shall be deposited in that account and shall not be included as Adjusted
Net Revenue unless and until withdrawn from that account.

Section 7. Flow of Funds. So long as any Parity Bonds are outstanding, the City
covenants that all ULID Assessments (if any) shall be paid into the Bond Fund, and the Gross
Revenue shall be deposited into the Utility System Fund to be used for the following purposes
only in the following order of priority:

First, to pay Operating and Maintenance Expenses;

Second, to make when due the required payments into the Principal and Interest Account
in respect of interest on the Parity Bonds;

Third, to make when due the required payments into the Principal and Interest Account in
respect of principal of (and premium on, if any) the Parity Bonds, whether at maturity or
pursuant to redemption prior to maturity;

Fourth, to make when due all payments required to be made into the Reserve Account;

Fifth, to make when due all payments required to be made under any reimbursement
agreement with a Bond Insurer in any priority not inconsistent with this ordinance, which the
City may hereafter establish by ordinance;

Sixth, to make when due the required payments to be made into any revenue bond, note
warrant or other revenue obligation redemption fund, debt service account or reserve account
created to pay and secure the payment of any revenue obligations of the Utility System having a
charge upon the Net Revenue junior to the charge thereon for the payment of the Parity Bonds;
and

Seventh, without priority, to retire by redemption or to purchase in the open market any
outstanding Parity Bonds or junior lien obligations, to make necessary betterments and
replacements of or repairs, additions or extensions to the Utility System, to make deposits into
the Rate Stabilization Account, or for any other lawful purpose.

Section 8. Covenants. So long as any Parity Bonds are outstanding, the City covenants
and agrees with the owner of each Bond at any time outstanding as follows:

@ Maintenance and Operation. The City will at all times maintain, preserve and
keep the properties of the Utility System in good repair, working order and condition, will make
all necessary and proper additions, betterments, renewals and repairs thereto, and improvements,
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replacements and extensions thereof, and will at all times operate or cause to be operated the
properties of the Utility System and the business in connection therewith in an efficient manner
and at a reasonable cost.

(b) Establishment and Collection of Rates and Charges. The City will establish,
maintain and collect rates and charges for all services and facilities provided by the Utility
System which will be fair and nondiscriminatory. The City will adjust those rates and charges
from time to time so that: (i) the Gross Revenue will at all times be sufficient to (A) pay all
Maintenance and Operation Expenses on a current basis, (B) pay when due all amounts that the
City is obligated to pay into the Bond Fund and the accounts therein, (C) pay all taxes (or
payments in lieu thereof), assessments or other governmental charges lawfully imposed on the
Utility System and any and all other amounts which the City may now or hereafter become
obligated to pay from the Gross Revenue by law or contract; and (ii) the Adjusted Net Revenue
in each fiscal year will be at least equal to the Coverage Requirement.

(© Sale or Disposition of Utility Property. The City will not sell, lease, mortgage or
in any manner encumber or dispose of all the property of the Utility System unless provision is
made for payment into the Bond Fund of a sum sufficient to pay the principal of and interest on
all Parity Bonds then outstanding. Further, the City will not sell, lease, mortgage, or in any
manner encumber or dispose of (each, a “disposition”) any part of the property of the Utility
System that is used, useful and material to the operation thereof (the “affected portion”) unless
provision is made for replacement thereof or for payment into the Bond Fund of an amount
which shall bear the same ratio to the amount of Parity Bonds then outstanding (less the amount
of cash and investments in the Bond Fund and the accounts therein) as (i) the Net Revenue from
affected portion of the Utility System for the twelve months preceding such disposition bears to
(i) the Net Revenue from the entire Utility System for the same period. Any money paid into the
Bond Fund as a result of such a disposition shall be used to retire that proportion of then-
outstanding Parity Bonds at the earliest possible date.

(d) Books and Records. The City will maintain complete books and records relating
to the operation of the Utility System and its financial affairs, and will cause such books and
records to be audited annually, and cause to be prepared an annual financial and operating
statement, which shall be provided to any owner of Parity Bonds upon request.

(e) No Free Service. Except to aid the poor or infirm, to provide for resource
conservation or to provide for the proper handling of hazardous materials, the City will not
furnish or supply or permit the furnishing or supplying of any service or facility in connection
with the operation of the Utility System free of charge to any person, firm or corporation, public
or private, other than the City.

()] Collection of Delinquent Accounts. On at least an annual basis, the City will
determine all accounts that are delinquent and will take all necessary action to enforce payment
of such accounts against those property owners whose accounts are delinquent.

(9) Insurance. The City will at all times carry fire and such other forms of insurance
on such of the buildings, equipment, facilities and properties of the Utility System as are
ordinarily carried on such buildings, equipment, facilities, and properties by utilities engaged in
the operation of similar utility systems to the full insurable value thereof, and also will carry
adequate public liability insurance at all times. The City may self insure or participate in a joint
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intergovernmental insurance pool or similar plan, and the cost of that insurance or self insurance
shall be considered a part of Operating and Maintenance Expenses.

(h) ULID Assessments. The City will promptly collect all ULID Assessments and
deposit such collections into the Bond Fund to pay or secure the principal of and interest on any
Parity Bonds without those ULID Assessments being particularly allocated to any particular
series of Parity Bonds.

Section 9. Tax Covenants. The City will take all actions necessary to assure the
exclusion of interest on the Bonds of each series from the gross income of the owners of the
Bonds to the same extent as such interest is permitted to be excluded from gross income under
the Code as in effect on the date of issuance of the Bonds, including but not limited to the
following:

@ Private Activity Bond Limitation. The City will assure that the proceeds of the
Bonds are not so used as to cause the Bonds to satisfy the private business tests of Section 141(b)
of the Code or the private loan financing test of Section 141(c) of the Code.

(b) Limitations on Disposition of Projects. The City will not sell or otherwise
transfer or dispose of (i) any personal property components of the Projects other than in the
ordinary course of an established government program under Treasury Regulation 1.141-2(d)(4)
or (ii) any real property components of the Projects, unless it has received an opinion of
nationally recognized bond counsel to the effect that such disposition will not adversely affect
the treatment of interest on the Bonds as excludable from gross income for federal income tax
purposes.

(© Federal Guarantee Prohibition. The City will not take any action or permit or
suffer any action to be taken if the result of such action would be to cause any of the Bonds to be
“federally guaranteed” within the meaning of Section 149(b) of the Code.

(d) Rebate Requirement. The City will take any and all actions necessary to assure
compliance with Section 148(f) of the Code, relating to the rebate of excess investment earnings,
if any, to the federal government, to the extent that such section is applicable to the Bonds.

(e No Arbitrage. The City will not take, or permit or suffer to be taken, any action
with respect to the proceeds of the Bonds which, if such action had been reasonably expected to
have been taken, or had been deliberately and intentionally taken, on the date of issuance of the
Bonds would have caused the Bonds to be “arbitrage bonds” within the meaning of Section 148
of the Code.

()] Registration Covenant. The City will maintain a system for recording the
ownership of each Bond that complies with the provisions of Section 149 of the Code until all
Bonds have been surrendered and canceled.

(0) Record Retention. The City will retain its records of all accounting and
monitoring it carries out with respect to the Bonds for at least three years after the Bonds mature
or are redeemed (whichever is earlier); however, if the Bonds are redeemed and refunded, the
City will retain its records of accounting and monitoring at least three years after the earlier of
the maturity or redemption of the obligations that refunded the Bonds.
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(h) Compliance with Federal Tax Certificate. The City will comply with the
provisions of the Federal Tax Certificate with respect to each series of Bonds, which are
incorporated herein as if fully set forth herein. The covenants of this Section will survive
payment in full or defeasance of the Bonds.

Q) Bank Qualification. In the Federal Tax Certificate executed in connection with
the issuance of each series of Bonds, the City may designate such Bonds as qualified tax-exempt
obligations under the Code.

Section 10. Future Parity Bonds.

@ General. The City reserves the right to issue Future Parity Bonds which will
constitute a charge and lien upon the Net Revenue and ULID Assessments on a parity with the
Bonds if the Parity Conditions are met and complied with at the time of the issuance of those
Future Parity Bonds. Nothing contained in the Parity Conditions shall prevent the City from
issuing revenue obligations having a lien on the Net Revenue that is junior to the lien thereon
that secures the Parity Bonds, or from pledging to pay into a bond redemption fund or account
for such junior lien obligations assessments (including interest and penalties thereon) in any
utility local improvement district that are levied to pay part or all of the cost of improvements
being constructed out of the proceeds of the sale of such junior lien obligations. Neither shall
anything contained in this ordinance prevent the City from issuing revenue obligations to refund
maturing Parity Bonds for the payment of which money is not otherwise available.

(b) Parity Conditions. The City may issue Future Parity Bonds on a parity with the
Bonds if and only if the following conditions are met and complied with at the time of issuance
of those proposed Future Parity Bonds:

@ At the time of issuance of such Future Parity Bonds, there may not be any
deficiency in the Principal and Interest Account or the Reserve Account of the Bond Fund.

@) The Future Parity Bond Authorizing Ordinance must require that all ULID
Assessments levied in connection with those Future Parity Bonds will be paid directly into the
Bond Fund.

(3) The Future Parity Bond Authorizing Ordinance shall provide for the
payment of the principal thereof and interest thereon out of the Bond Fund.

4) The Future Parity Bond Authorizing Ordinance must provide for the
deposit into the Reserve Account of amounts necessary to comply with the Reserve Requirement
applicable to such series of Future Parity Bonds.

(5) At the time of the issuance of such Future Parity Bonds, the City shall
have on file, either:

(A) A certificate from an Independent Utility Consultant showing that,
in his or her professional opinion, the annual Net Revenue available for debt service on the
Parity Bonds then outstanding and the Future Parity Bonds proposed to be issued shall, for each
year, be at least equal to the Coverage Requirement. In making such certification, the Net
Revenue for any 12 consecutive calendar months out of the immediately preceding 24
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consecutive months shall be used, and the following adjustments may be made to the historical
net operating revenue:

Q) Any rate change that has taken place or been approved,
may be reflected;

(i) Revenue may be added from customers actually added to
the Utility System subsequent to the 12-month base period,;

(il)  Revenue may be added from customers to be served by the
improvements being constructed out of the proceeds of the Future Parity Bonds to be issued; and

(iv) A full year’s revenue may be included from any customer
being served, but who has not been receiving service for the full period of operation used as a
basis for the certificate; and

(v) Actual or reasonably anticipated changes to the Operating
and Maintenance Expenses subsequent to such 12-month period shall be added or deducted, as is
applicable;

or

(B) A certificate of the Administrative Services Director showing that,
in his or her professional opinion, the annual Net Revenue available for debt service on the
Parity Bonds then outstanding and the Future Parity Bonds proposed to be issued shall, for each
year, be at least equal to the Coverage Requirement. In making such certification, the Finance
Officer shall assume that (A) the proposed Future Parity Bonds will remain outstanding to their
scheduled maturities, and (B) any Parity Bonds to be refunded by those Future Parity Bonds are
not outstanding. The Administrative Services Director shall not make any of the adjustments
referred to above.

However, if the Future Parity Bonds are being issued for the sole purpose of refunding
then-outstanding Parity Bonds (including paying costs of issuance and providing for the Reserve
Requirement), no coverage certification is required if, as result of the issuance of those Future
Parity Bonds, (a) the Annual Debt Service on the Future Parity Bonds to be issued is not
increased by more than $5,000 over the Annual Debt Service for that year of the bonds being
refunded, and (b) the various annual maturities of the refunding Future Parity Bonds will not
extend more than one year longer than the Parity Bonds being refunded. Furthermore, no
certificate shall be required in connection with the issuance of Future Parity Bonds if the amount
of such bonds proposed to be issued does not exceed the ULID Assessments levied in support of
such Future Parity Bond issue by more than $5,000 plus any amount of the proceeds of such
Future Parity Bonds deposited in the Reserve Account as capitalized reserve.

()] No Acceleration. Future Parity Bonds shall not be subject to acceleration under
any circumstances, including, without limitation, upon the occurrence and continuance of an
event of default. This prohibition against acceleration shall not be deemed to prohibit mandatory
tender or other tender provisions with respect to variable rate obligations.

(h) Subordinate Lien Obligations; Refunding Obligations. Nothing contained in
these Parity Conditions shall prevent the City from issuing revenue obligations having a lien on
the Net Revenue that is junior to the lien thereon that secures the Parity Bonds, or from pledging
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to pay into a bond redemption fund or account for such junior lien obligations assessments
(including interest and penalties thereon) in any utility local improvement district that are levied
to pay part or all of the cost of improvements being constructed out of the proceeds of the sale of
such junior lien obligations. In the event the City issues revenue bonds or other revenue
obligations having a lien upon the Net Revenue junior and inferior to the lien on the Parity
Bonds, the City covenants that a default on such junior lien bonds will not constitute an event of
default on the Parity Bonds. Subordinate lien obligations shall not be subject to acceleration in
the event of a default on such bonds. Neither shall anything contained in this ordinance prevent
the City from issuing revenue obligations to refund maturing Parity Bonds for the payment of
which money is not otherwise available.

Section 11. Form of Bond. The Bonds shall be in substantially the form set forth in
Exhibit A, which is incorporated herein by this reference, with such changes thereto as may be
approved by the Designated Representative, consistent with the provisions of Section 14 hereof.

Section 12. Execution of Bonds. The Bonds shall be executed on behalf of the City by
the facsimile or manual signature of the Mayor and shall be attested to by the facsimile or
manual signature of the City Clerk, and shall have the seal of the City impressed or a facsimile
thereof imprinted, or otherwise reproduced thereon.

In the event any officer who shall have signed or whose facsimile signatures appear on
any of the Bonds shall cease to be such officer of the City before said Bonds shall have been
authenticated or delivered by the Bond Registrar or issued by the City, such Bonds may
nevertheless be authenticated, delivered and issued and, upon such authentication, delivery and
issuance, shall be as binding upon the City as though said person had not ceased to be such
officer. Any Bond may be signed and attested on behalf of the City by such persons who, at the
actual date of execution of such Bond shall be the proper officer of the City, although at the
original date of such Bond such persons were not such officers of the City.

Only such Bonds as shall bear thereon a Certificate of Authentication manually executed
by an authorized representative of the Bond Registrar shall be valid or obligatory for any purpose
or entitled to the benefits of this ordinance. Such Certificate of Authentication shall be
conclusive evidence that the Bonds so authenticated have been duly executed, authenticated and
delivered hereunder and are entitled to the benefits of this ordinance.

Section 13. Defeasance. In the event that the City, in order to effect the payment,
retirement or redemption of any Bond, sets aside in the Bond Fund or in another special account,
cash or noncallable Government Obligations, or any combination of cash and/or noncallable
Government Obligations, in amounts and maturities which, together with the known earned
income therefrom, are sufficient to redeem or pay and retire such Bond in accordance with its
terms and to pay when due the interest and redemption premium, if any, thereon, and such cash
and/or noncallable Government Obligations are irrevocably set aside and pledged for such
purpose, then no further payments need be made into the Bond Fund for the payment of the
principal of and interest on such Bond. The owner of a Bond so provided for shall cease to be
entitled to any lien, benefit or security of this ordinance except the right to receive payment of
principal, premium, if any, and interest from the Bond Fund or such special account, and such
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Bond shall be deemed to be not outstanding under this ordinance. The City shall give written
notice of defeasance of the Bonds in accordance with the Continuing Disclosure Certificate.

Section 14. Sale of Bonds.

@) Bond Sale. The Council has determined that it would be in the best interest of the
City to delegate to the Designated Representative for a limited time the authority to determine
the method of sale for each series of Bonds, and to approve the final interest rates, maturity
dates, redemption terms and principal maturities for each series of Bonds. The Designated
Representative is hereby authorized to approve the issuance, from time to time, of one or more
series of Bonds and to approve whether the Bonds of such series shall be sold in a private
placement to a Direct Purchaser or to an Underwriter through a competitive public sale or a
negotiated sale, as set forth below.

(b) Direct Purchase. If the Designated Representative determines that the Bonds of a
series are to be sold by private placement, the Designated Representative shall solicit one or
more proposals to purchase the Direct Purchase Bonds and to select the Direct Purchaser that
submits the proposal that is in the best interest of the City. Direct Purchase Bonds shall be sold
to the Direct Purchaser pursuant to the terms of a Loan Agreement.

(c) Negotiated Bond Sale. If the Designated Representative determines that the
Bonds of a series are to be sold by negotiated public sale, the Designated Representative shall
solicit one or more bond underwriting proposals and shall select the Underwriter that submits the
proposal that is in the best interest of the City. Such Bonds shall be sold to the Underwriter
pursuant to the terms of a Bond Purchase Contract.

(d) Competitive Sale. If the Designated Representative determines that the Bonds of
a series are to be sold at a competitive public sale, the Designated Representative shall:
(1) establish the date of the public sale; (2) establish the criteria by which the successful bidder
will be determined; (3) request that a good faith deposit in an amount not less than one percent of
the principal amount of the offering accompany each bid; (4) cause notice of the public sale to be
given; and (5) provide for such other matters pertaining to the public sale as he or she deems
necessary or desirable. The Designated Representative shall cause the notice of sale to be given
and provide for such other matters pertaining to the public sale as he or she deems necessary or
desirable. Such Bonds shall be sold to the Underwriter pursuant to the terms of a Certificate of
Award.

(e Sale Parameters. The Designated Representative is hereby authorized to approve
the method of sale and the final interest rates, aggregate principal amount, principal maturities,
and redemption rights for each series of Bonds in the manner provided hereafter so long as:

1) the aggregate principal (face) amount of all Bonds issued pursuant to the
terms of this ordinance does not exceed $4,700,000,

@) the final maturity date for all Bonds issued pursuant to the terms of this
ordinance is no later than 16 years from the respective Issue Date,

-25-

10140 00005 hf27e642c5 7b'30



Attachment A

3) the true interest cost for each series of Bonds (determined in the aggregate
for such series of Bonds only) does not exceed 4.75%, and

4 all other terms of the Bonds are otherwise in compliance with the terms of
this ordinance.

Subject to the terms and conditions set forth in this section, the Designated
Representative is hereby authorized to execute the applicable Sale Document for each series of
Bonds. Following the execution of the applicable Sale Document, the Designated Representative
shall provide a report to the Council describing the final terms of the Bonds approved pursuant to
the authority delegated in this section.

The authority granted to the Designated Representative by this Section 14 shall expire
one year after the effective date of this ordinance. If a Sale Document for the Bonds has not
been executed by such date, the authorization for the issuance of such series of Bonds shall be
rescinded, and such Bonds shall not be issued nor their sale approved unless such Bonds shall
have been re-authorized by ordinance of the Council.

()] Delivery of Bonds; Documentation. The proper officials of the City, including the
Administrative Services Director, the City Clerk, the Mayor, and the Designated Representative,
are authorized and directed to undertake all action necessary for the prompt execution and
delivery of the Bonds to the purchaser thereof and further to execute all closing certificates and
documents required to effect the closing and delivery of the Bonds in accordance with the terms
of the applicable Sale Document. Such documents may include, but are not limited to,
documents related to a Bond Insurance Policy delivered by a Bond Insurer to insure the payment
when due of the principal of and interest on all or a portion of a series of Bonds as provided
therein, if such insurance is determined by the Designated Representative to be in the best
interest of the City.

(9) Preliminary and Final Official Statements. The Administrative Services Director
and the City Manager are each hereby authorized to deem final the preliminary Official
Statement(s) relating to any Underwritten Bonds for the purposes of the Rule. The
Administrative Services Director and the City Manager are each further authorized to approve
for purposes of the Rule, on behalf of the City, the final Official Statement(s) relating to the
issuance and sale of any Underwritten Bonds and the distribution of the final Official Statement
pursuant thereto with such changes, if any, as may be deemed to be appropriate.

Section 15. Application of Bond Proceeds. Proceeds of each series of Bonds, net of any
Underwriter’s discount and fees, shall be applied as follows:

@ If necessary, a portion of the proceeds of the Bonds shall be used to satisfy the
Reserve Requirement with respect to such series of Bonds by depositing a portion of the
proceeds of the Bonds into the Reserve Account and/or by paying the premium related to a
Reserve Surety.

(b) The remaining proceeds of the Bonds shall be deposited into the Construction
Fund and subaccounts therein as necessary, in the amounts specified in the closing memorandum
prepared in connection with the issuance of each series of Bonds. Such proceeds shall be used to
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pay and/or reimburse the City for the costs of the Projects and to pay costs of issuance of the
Bonds. The Administrative Services Director shall invest money in the Construction Fund and
the subaccounts contained therein in such obligations as may now or hereafter be permitted to
cities of the State by law and which will mature prior to the date on which such money shall be
needed, but only to the extent that the same are acquired, valued and disposed of at Fair Market
Value. Upon completion of the Projects, Bond proceeds (including interest earnings thereon)
may be used for other capital projects of the Utility System or shall be transferred to the Bond
Fund.

Section 16. Ongoing Disclosure; Additional Covenants.

@ The City covenants to execute and deliver on the Issue Date of any Underwritten
Bonds a Continuing Disclosure Certificate. The Administrative Services Director and the City
Manager are each hereby authorized to execute and deliver a Continuing Disclosure Certificate
upon the issuance, delivery and sale of any Underwritten Bonds with such terms and provisions
as such individuals shall deem appropriate and in the best interests of the City.

(b) The City may agree to provide the Direct Purchaser certain financial or other
information and agree to such additional covenants as determined to be necessary by the
Designated Representative and as set forth in the Loan Agreement and approved by the
Designated Representative pursuant to Section 14.

Section 17. Separate Systems. The City may create, acquire, construct, finance, own and
operate one or more separate systems for water supply, sewer service, water, sewage or
stormwater transmission, treatment or other commodity or utility service. The revenue of that
Separate System, and any utility local improvement district assessments payable solely with
respect to improvements to a Separate System, shall not be included in the Gross Revenue and
may be pledged to the payment of revenue obligations issued to purchase, construct, condemn or
otherwise acquire or expand the Separate System. Neither the Gross Revenue of the Utility
System nor the Net Revenue of the Utility System may be pledged to the payment of any
obligations of a Separate System except that the Net Revenue may be pledged on a basis
subordinate to the lien of the Parity Bonds.

Section 18. Changes in Accounting. The calculation of the Coverage Requirement and
the Parity Conditions and the City’s compliance therewith may be made solely with reference to
this ordinance without regard to future changes in generally accepted accounting principles. If
the City has changed one or more of the accounting principles used in the preparation of its
financial statements, because of a change in generally accepted accounting principles or
otherwise, then a default relating to the Coverage Requirement shall not be considered an event
of default hereunder if the Coverage Requirement ratio would have been complied with had the
City continued to use those accounting principles employed at the date of the most recent audited
financial statements prior to the date of this ordinance.

Section 19. Lost, Stolen or Destroyed Bond. In case any of the Bonds shall be lost,
stolen or destroyed, the Bond Registrar may at the request of the Registered Owner execute and
deliver a new Bond of like date, number and tenor to the Registered Owner thereof upon the
Registered Owner’s paying the expenses and charges of the City and the Bond Registrar in
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connection therewith and upon its filing with the City written certification that such Bond was
actually lost, stolen or destroyed and of its ownership thereof. In the case the Bonds shall be
lost, stolen, or destroyed while in the Registered Owner’s possession, the Registered Owner may
elect upon final payment of principal and interest of the Bond to surrender a photocopy of the
Bond for cancellation at the office of the Bond Registrar together with written certification that
such Bond was actually lost, stolen or destroyed and of its ownership thereof.

Section 20.  Amendments.

@) This ordinance shall not be modified or amended in any respect subsequent to the
initial issuance of the Bonds, except as provided in and in accordance with and subject to the
provisions of this section.

(b) The City, from time to time, and at any time, without the consent of or notice to
the Owners of the Bonds, may pass amendatory ordinances as follows:

1) To cure any formal defect, omission, inconsistency or ambiguity in this
ordinance in a manner not adverse to the owner of any Parity Bonds;

@) To impose upon the Bond Registrar (with its consent) for the benefit of the
registered owners of the Parity Bonds any additional rights, remedies, powers, authority,
security, liabilities or duties which may lawfully be granted, conferred or imposed and which are
not contrary to or inconsistent with this ordinance as theretofore in effect;

3 To add to the covenants and agreements of, and limitations and restrictions
upon, the City in this ordinance, other covenants, agreements, limitations and restrictions to be
observed by the City which are not contrary or inconsistent with this ordinance as theretofore in
effect;

4 To confirm, as further assurance, any pledge under, and the subjection to
any claim, lien or pledge created or to be created by this ordinance of any other money, securities
or funds;

(5) To authorize different denominations of the Bonds and to make correlative
amendments and modifications to this ordinance regarding exchangeability of Bonds of different
authorized denominations, redemptions of portions of Bonds of particular authorized
denominations and similar amendments and modifications of a technical nature;

(6) To modify, alter, amend or supplement this ordinance in any other respect
which is not materially adverse to the registered owners of the Parity Bonds and which does not
involve a change described in subsection (c) of this section; and

@) Because of change in federal law or rulings, to maintain the exclusion
from gross income of the interest on any Bonds issued on a tax-exempt or tax-advantaged basis
from federal income taxation.

(© Except for any amendatory ordinance passed into pursuant to subsection (b) of
this section, subject to the terms and provisions contained in this subsection (c) and not
otherwise:

@ Registered owners of not less than 50% in aggregate principal amount of
the Parity Bonds then outstanding shall have the right from time to time to consent to the passage
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of any amendatory ordinance deemed necessary or desirable by the City for the purpose of
modifying, altering, amending, supplementing or rescinding, in any particular, any of the terms
or provisions contained in this ordinance. However, consent by the registered owners of all the
Bonds then outstanding is required for any amendatory ordinance authorizing: (i) a change in the
times, amounts or currency of payment of the principal of or interest on any outstanding Bond, or
a reduction in the principal amount of redemption price of any outstanding Bond or a change in
the redemption price of any outstanding Bond or a change in the method of determining the rate
of interest thereon; (ii) a preference of priority of any Bond or Bonds or any other bond or bonds;
or (iii) a reduction in the aggregate principal amount of Bonds.

(@) Any amendatory ordinance passed for any of the purposes of this
subsection (c), shall not become effective except in accordance with this subsection (c)(2). Upon
passage of any such amendatory ordinance, the City shall cause notice of the proposed ordinance
to be given by first class United States mail to all registered owners of the then outstanding
Parity Bonds. Such notice shall briefly describe the proposed ordinance and shall state that a
copy is available from the Administrative Services Director for inspection. The amendatory
ordinance shall become effective in substantially the form described in the notice only if within
two years after mailing of such notice, the City has received (i) the required consents, in writing,
of the registered owners of the Parity Bonds (or of the Bonds, as applicable) and (ii) an opinion
of Bond Counsel stating that such amendatory ordinance is permitted by this ordinance; that
upon the effective date thereof, it will be valid and binding upon the City in accordance with its
terms; and its passage will not adversely affect the exclusion from gross income for federal
income tax purposes of interest on the Bonds.

(d) If registered owners of not less than the percentage of Parity Bonds (or Bonds, as
applicable) required by subsection[s] (b) and (c) [?] have consented, no owner of the Parity
Bonds shall have any right to object to the passage of the ordinance (or to any of the terms and
provisions contained therein or the operation thereof), or in any manner to question the propriety
of the passage thereof, or to enjoin or restrain the City from passing, or from taking any action
pursuant to, the same.

Upon the effective date of any amendatory ordinance passed pursuant to the provisions of
this Section 20, this ordinance shall be amended in accordance therewith, and the respective
rights, duties and obligations under this ordinance of the City, the Bond Registrar and all
Registered Owners of Bonds then outstanding, shall thereafter be determined, exercised and
enforced under this ordinance subject in all respects to such amendments.

Section 21.  Contract; Savings Clause. The covenants contained in this ordinance and
in the Bonds shall constitute a contract between the City and the Registered Owners of the
Bonds. If any one or more of the covenants or agreements provided in this ordinance to be
performed on the part of the City shall be declared by any court of competent jurisdiction to be
contrary to law, then such covenant or covenants, agreement or agreements, shall be null and
void and shall be deemed separable from the remaining covenants and agreements of this
ordinance and shall in no way affect the validity of the other provisions of this ordinance or of
the Bonds. All acts taken pursuant to the authority granted in this ordinance but prior to its
effective date are hereby ratified and confirmed.

Section 22.  General Authorization; Ratification of Prior Acts. The Designated
Representative, the Finance Director, the City Clerk, and other appropriate officers of the City
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are authorized to take any actions and to execute documents as in their judgment may be
necessary or desirable in order to carry out the terms of, and complete the transactions
contemplated by, this ordinance. All acts taken pursuant to the authority of this ordinance but
prior to its effective date are hereby ratified.

Section 23. Corrections by City Clerk. Upon approval of the City Attorney and Bond
Counsel, the City Clerk is hereby authorized to make necessary corrections to this ordinance,
including but not limited to the correction of clerical errors; references to other local, state or
federal laws, codes, rules, or regulations; ordinance numbering and section/subsection
numbering; and other similar necessary corrections.

Section 24. Effective Date of Ordinance. This ordinance shall take effect and be in force
five (5) days from and after its passage, approval, and publication, as required by law. A
summary of this ordinance, consisting of the title, may be published in lieu of publishing the
ordinance in its entirety.

PASSED BY THE CITY COUNCIL ON , 2018.

Mayor Christopher Roberts

ATTEST: APPROVED AS TO FORM:
Jessica Simulcik-Smith Pacifica Law Group LLP
City Clerk Bond Counsel
Date of Publication: , 2018
Effective Date: , 2018
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Exhibit A
Form of Bond
[DTC LANGUAGE][TRANSFER RESTRICTIONS]

UNITED STATES OF AMERICA

NO. $

STATE OF WASHINGTON
CITY OF SHORELINE

SURFACE WATER UTILITY REVENUE BOND, 2018
INTEREST RATE: % MATURITY DATE: CUSIP NO.:
REGISTERED OWNER:  CEDE & CO.
PRINCIPAL AMOUNT:

[The City of Shoreline, Washington (the “City”) hereby acknowledges itself to owe and
for value received promises to pay, but only from the sources and as hereinafter provided, to the
Registered Owner identified above, or registered assigns, on the Maturity Date identified above,
the Principal Amount indicated above and to pay interest thereon from the date of delivery, or
the most recent date to which interest has been paid or duly provided for, at the Interest Rate set
forth above (the “Interest Rate”). Interest on this Bond shall accrue from its dated date until paid
and shall be computed per annum on the principal amount outstanding on the basis of a year of
360 days and twelve 30-day months. Principal of and accrued interest on this Bond shall be
payable on the dates set forth in the payment schedule attached hereto.] [The City of Shoreline,
Washington, a municipal corporation organized and existing under and by virtue of the laws of
the State of Washington (herein called the “City”), hereby acknowledges itself to owe and for
value received promises to pay to the Registered Owner identified above, or registered assigns,
on the Maturity Date identified above, [the Principal Amount indicated above and to pay interest

thereon from , 20, or the most recent date to which interest has been paid or
duly provided for until payment of this bond at the Interest Rate set forth above, payable on
, and semiannually thereafter on the first days of each succeeding and

____. Both principal of and interest on this bond are payable in lawful money of the United
States of America. The fiscal agent of the State of Washington has been appointed by the City as
the authenticating agent, paying agent and registrar for the bonds of this issue (the “Bond
Registrar”). For so long as the bonds of this issue are held in fully immobilized form, payments
of principal and interest thereon shall be made as provided in accordance with the operational
arrangements of The Depository Trust Company (“DTC”) referred to in the Blanket Issuer Letter
of Representations (the “Letter of Representations”) from the City to DTC.]

The bonds of this issue are issued under and in accordance with the provisions of the
Constitution and applicable statutes of the State of Washington and Ordinance No. duly
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passed by the City Council on , 2018 (the “Bond Ordinance”). Capitalized terms
used in this bond have the meanings given such terms in the Bond Ordinance. Reference is made
to the Bond Ordinance and any and all modifications and amendments thereto for a description
of the nature and extent of the security for this bond, the funds or revenues pledged, and the
terms and conditions upon which such bond is issued.

Proceeds of the bonds of this issue will be used to finance and/or reimburse the City for
the costs of improvements to the Utility System as identified in the City’s capital improvement
program, as it may be amended from time to time, [(b) to satisfy the Reserve Requirement with
respect to the bonds,] and (c) to pay costs of issuance of the bonds.

The bonds of this issue are subject to redemption as provided in the Bond Ordinance and
the [ ].

The bonds of this issue have [not] been designated by the City as “qualified tax-exempt
obligations” within the meaning of Section 265(b) of the Internal Revenue Code of 1986, as
amended (the “Code”).

This bond is payable solely from the Bond Fund. The City has irrevocably obligated and
bound itself to pay into the Bond Fund out of the Net Revenue and ULID Assessments, if any, or
from such other moneys as may be provided therefor certain amounts necessary to pay and
secure the payment of the principal and interest on this bond.

The City does hereby pledge and bind itself to set aside from the Utility Fund out of the
Gross Revenue and ULID Assessments, if any, and to pay into the Bond Fund and the Common
Reserve Fund the various amounts required by the Bond Ordinance to be paid into and
maintained in such Funds, all within the times provided by the Bond Ordinance. To the extent
more particularly provided by the Bond Ordinance, the amounts so pledged to be paid from the
Utility Fund out of the Gross Revenue into the Bond Fund shall be a lien and charge thereon
equal in rank to the lien and charge upon said revenue of the amounts required to pay and secure
the payment of the Outstanding Parity Bond and any revenue bonds of the City hereafter issued
on a parity with such bond and this bond and superior to all other liens and charges of any kind
or nature except as provided therein.

The bonds of this issue are special fund obligations of the City payable solely from and
secured solely by the sources identified in the Bond Ordinance. The bonds of this issue do not
constitute an indebtedness or general obligation of the City or the State, either general or special,
within the meaning of the constitutional provisions and limitations of the State, but are special
obligations of the City payable solely out of the funds and revenues identified in the Bond
Ordinance. Owners of the bonds of this issue shall not have any claim for the payment thereof
against the City except for payment from the funds and revenues identified therein. Owners of
the Bonds do not have any claim against the State for the payment for the principal of or interest
on the bonds of this issue. Tax revenues of the City shall not be used directly or indirectly to
secure or guarantee the payment of the principal of or interest on the bonds of this issue.

A-2-
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This bond is issued under and in accordance with the provisions of the Constitution and
applicable statutes of the State of Washington and duly adopted ordinances of the City. The City
hereby covenants and agrees with the owner of this bond that it will keep and perform all the
covenants of this bond and of the Bond Ordinance to be by it kept and performed, and reference
is hereby made to the Bond Ordinance for a complete statement of such covenants.

This bond shall not be valid or become obligatory for any purpose or be entitled to any
security or benefit under the Bond Ordinance until the Certificate of Authentication hereon shall
have been manually signed by the Bond Registrar.

It is hereby certified that all acts, conditions, and things required by the Constitution and
statutes of the State of Washington to exist, to have happened, been done, and performed
precedent to and in the issuance of this bond have happened, been done, and performed.

IN WITNESS WHEREOF, the City of Shoreline, Washington has caused this bond to be
signed with the facsimile or manual signature of the Mayor, to be attested by the facsimile or

manual signature of the City Clerk, all as of this day of , 20
CITY OF SHORELINE, WASHINGTON
[SEAL]
By /s/ facsimile or manual
Mayor
ATTEST:

/sl facsimile or manual
City Clerk

The Bond Registrar’s Certificate of Authentication on the Bonds shall be in substantially
the following form:
CERTIFICATE OF AUTHENTICATION
This bond is one of the bonds described in the within-mentioned Bond Ordinance and is

one of the Surface Water Revenue Bonds, 20 of the City of Shoreline, Washington, dated
, 2018.

WASHINGTON STATE FISCAL AGENT,
as Bond Registrar

By

A-3-
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[FOR DIRECT PURCHASE BONDS]

CERTIFICATE OF AUTHENTICATION

Date of Authentication:

This Bond is the Surface Water Revenue Bonds, 20 , of the City of Shoreline,
Washington, dated , 20 , described in the within-mentioned Bond Ordinance.

[Administrative Services Director],
as Bond Registrar

REGISTRATION CERTIFICATE

This Bond is registered in the name of the Registered Owner on the books of the City, in
the office of the Administrative Services Director of the City, as to both principal and interest.
All payments of principal of and interest on this Bond shall be made by the City as provided in
the Bond Ordinance.

Date of Name and Address of
Registration Registered Owner
_.20___
PAYMENT SCHEDULE

Principal and interest on this Bond shall be payable as set forth in the following schedule:

Date Principal Interest Total Payment

A-4-
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CERTIFICATE

I, the undersigned, City Clerk of the City Council of the City of Shoreline, Washington
(the “City”), DO HEREBY CERTIFY:

1. The attached copy of Ordinance No. __ (the “Ordinance”) is a full, true and
correct copy of an ordinance duly passed at a regular meeting of the City Council of the City
held at the regular meeting place thereof on , 2018, as that ordinance appears on the
minute book of the City; and the Ordinance will be in full force and effect after publication in the
City’s official newspaper as provided by law; and

2. A quorum of the members of the City Council was present throughout the
meeting and a majority of those members present voted in the proper manner for the passage of
the Ordinance.

IN WITNESS WHEREOF, | have hereunto set my hand this day of :
2018.

City Clerk
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City of Shoreline, Washington
Surface Water Project
Funding Summary
Assumptions

1) First issue on 11/1/18
* Proceeds disbursed monthly through 12/1/20

3) Transaction costs funded by Utility equity contribution
4) Debt Service Reserve deposit (if needed) funded by Utility equity contributi

5) Interest rate assumptions:
*2018 issue @ 4.00%

6) Issue type is assumed to be a direct bank placement due to size

7) Issue term used is 15 years
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City of Shoreline, Washington
Surface Water Project
Funding Sources and Uses

Bond/Loan Proceeds $4,700,000
Utility Equity Contribution 44,000

Total Sources S4,744,000
Uses:
Deposit to Project Fund $4,700,000
Bond Counsel 24,000
Financial Advisor 15,000
Lender Origination Fee 2,500
Lender Legal 2,500

Total Uses S4,744,000
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City of Shoreline, Washington
Surface Water Project
Funding Global Cash Flow

Summary
Project Fund Project Fund  Project Fund

Month Deposit Project Draws Balance Earnings ! Debt Service Net Cost
11/1/18  $4,700,000 $4,700,000
12/1/18 192,308 4,507,692 $7,755 ($7,755)
1/1/19 192,308 4,315,385 7,438 (57,438)
2/1/19 192,308 4,123,077 7,120 ($7,120)
3/1/19 192,308 3,930,769 6,803 (56,803)
4/1/19 192,308 3,738,462 6,486 (56,486)
5/1/19 192,308 3,546,154 6,168 (56,168)
6/1/19 192,308 3,353,846 5,851 109,667 $103,816
7/1/19 192,308 3,161,538 5,534 (85,534)
8/1/19 192,308 2,969,231 5,217 (85,217)
9/1/19 192,308 2,776,923 4,899 (54,899)
10/1/19 192,308 2,584,615 4,582 (54,582)
11/1/19 192,308 2,392,308 4,265 (54,265)
12/1/19 192,308 2,200,000 3,947 314,411 $310,464
1/1/20 2,200,000 3,630 ($3,630)
2/1/20 2,200,000 3,630 ($3,630)
3/1/20 750,000 1,450,000 3,630 ($3,630)
4/1/20 1,450,000 2,393 (52,393)
5/1/20 1,450,000 2,393 (52,393)
6/1/20 750,000 700,000 2,393 89,592 $87,200
7/1/20 700,000 1,155 (81,155)
8/1/20 700,000 1,155 (61,155)
9/1/20 700,000 0 1,155 (51,155)
10/1/20 0 0 S0
11/1/20 0 0 $0
12/1/20 0 0 334,487 $334,487
12/1/21 424,078 $424,078
12/1/22 424,078 $424,078
12/1/23 424,078 $424,078
12/1/24 424,078 $424,078
12/1/25 424,078 $424,078
12/1/26 424,078 $424,078
12/1/27 424,078 $424,078
12/1/28 424,078 $424,078
12/1/29 424,078 $424,078
12/1/30 424,078 $424,078
12/1/31 424,078 $424,078
12/1/32 424,078 $424,078
12/1/33 424,078 $424,078

$4,700,000 $97,598  $6,361,172 $6,263,574

! Project Fund investment income projected at: | 1.98% |
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City of Shoreline, Washington
Stormwater Project Funding
Debt Service Schedule

Year Ending Total Principal
12/31 Principal Rate Interest Debt Service Balance
2018 4,700,000.00
2019 220,411.00 4.00% 203,666.67 424,077.67 4,479,589.00
2020 244,895.00 4.00% 179,183.56 424,078.56 4,234,694.00
2021 254,690.00 4.00% 169,387.76 424,077.76 3,980,004.00
2022 264,878.00 4.00% 159,200.16 424,078.16 3,715,126.00
2023 275,473.00 4.00% 148,605.04 424,078.04 3,439,653.00
2024 286,492.00 4.00% 137,586.12 424,078.12 3,153,161.00
2025 297,952.00 4.00% 126,126.44 424,078.44 2,855,209.00
2026 309,870.00 4.00% 114,208.36 424,078.36 2,545,339.00
2027 322,264.00 4.00% 101,813.56 424,077.56 2,223,075.00
2028 335,155.00 4.00% 88,923.00 424,078.00 1,887,920.00
2029 348,561.00 4.00% 75,516.80 424,077.80 1,539,359.00
2030 362,504.00 4.00% 61,574.36 424,078.36 1,176,855.00
2031 377,004.00 4.00% 47,074.20 424,078.20 799,851.00
2032 392,084.00 4.00% 31,994.04 424,078.04 407,767.00
2033 407,767.00 4.00% 16,310.68 424,077.68
Total 4,700,000.00 1,661,170.75 6,361,170.75
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CITY OF SHORELINE Surface Water Master Plan Financial Analysis
November 2017 page 1

Section|. INTRODUCTION

This financial plan is intended to ensure the viability of the surface water management program during
the six-year planning period (2018 to 2023). It considers the historical financial condition, current and
identified future financial and policy obligations, operations and maintenance needs, and the capital
projects identified in the updated Surface Water Master Plan. Appendix A presents backup
documentation related to this financial plan.

The City’s Surface Water Utility (Utility) is responsible for funding all of its costs. The primary
source of funding is a surface water fee that is billed on the County property tax statement. Nominal
additional revenues are generated through interest earned on reserves. The City controls the level of
user charges and, subject to City Council approval, can adjust user charges as needed to meet
financial objectives.

The financial plan considers both operating and capital requirements to assess total system cost. This
is accomplished through two elements:

® Capital Funding Analysis. Identifies the total capital improvement plan (CIP)
obligations of the planning period. The plan defines a strategy for funding the CIP
including an analysis of available resources from rate revenues, existing reserves, debt
financing, and any special resources that may be available (e.g. grants, developer
contributions, etc.). The capital funding plan impacts the financial plan through the use of
the assumed rate revenue available for capital funding.

® Financial Forecast. Identifies future annual non-capital costs associated with the
operating, maintenance and administration of the surface water system. Included in the
financial plan is a reserve analysis that forecasts cash flow and fund balance activity
along with testing for satisfaction of actual or recommended minimum fund balance
policies. The financial plan ultimately evaluates the sufficiency of utility revenues in
meeting all obligations, including cash uses such as operating expenses, capital outlays,
and reserve contributions. The plan also identifies the future adjustments required to fully
fund all utility obligations in the projection period.

.’ - O
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CITY OF SHORELINE Surface Water Master Plan Financial Analysis
November 2017 page 2

Section Il. AVAILABLE CAPITAL FUNDING

ASSISTANCE AND FINANCING RESOURCES

Long-term capital funding strategies must be defined to ensure that adequate resources are available
to fund the CIP identified in this Master Plan. In addition to City resources, capital needs can be met
from outside sources such as grants, low-interest loans, and bond financing. The following
summarizes internal and external resources available for meeting funding requirements.

CITY RESOURCES

Resources appropriate and available to the City for funding capital needs are limited to rate revenues
and accumulated cash (through rates and interest) beyond what is required by the minimum reserve
requirements set forth in fiscal policies. The City does not maintain specific capital-related charges
such as a General Facilities Charge (GFC) that would provide additional capital resources.

OUTSIDE RESOURCES

Although the City does not have additional internal funding sources, there are grant, loan, and bond
opportunities available to fund the CIP identified.

Grants and Low Cost Loans

Historically, Federal and State grant programs assist local utilities for funding capital projects.
However, these assistance programs have been mostly eliminated, reduced, or replaced by loan
programs. Remaining miscellaneous grant programs are generally lightly funding and heavily
subscribed. Major funding sources include:

Department of Ecology Grants and Loans

The Washington Department of Ecology (Ecology) administers an integrated funding program for
projects that improve and protect water quality throughout the State. The combined funding cycle
generally begins September 1, and applicants must submit the final application by the first week of
November. Ecology rates and ranks applications based on the highest-priority needs. Projects include
stormwater control and treatment, nonpoint pollution abatement and stream restoration activities, and
water quality education and outreach. The amount of available grant and loan funding varies from
year to year based on the state’s biennial budget appropriation process and the annual congressional
federal budget. The sources of funding for water quality projects include:

**. ~ ~
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CITY OF SHORELINE Surface Water Master Plan Financial Analysis
November 2017 page 3

® Centennial Clean Water Fund State Grant Program
® (lean Water Act Section 319 Federal Grant Program
® (lean Water State Revolving Fund (CWSRF) Loan Program

® Stormwater Financial Assistance Program (SFAP)

Further detail is available at http://www.ecy.wa.gov. The City has received SFAP funding in the past
and anticipates further funds from this program in 2018.

King County Flood Reduction Grant!

King County’s Flood Reduction Grants assist local flood reduction projects. Eligible applicants
include cities within King County. Applications are generally due in May there is no cap on the
award amount. Total available funding for 2017 was slightly over $3 million.

For more information see http://www.kingcountyfloodcontrol.org/default.aspx?ID=62.

Public Works Trust Fund (PWTF)

Cities, counties, special purpose districts, public utility districts, and quasi-municipal governments
are eligible to receive loans from the PWTF. Eligible projects include repair, replacement, and
construction of infrastructure for domestic water, sanitary sewer, stormwater, solid waste, road, and
bridge projects that improve public health and safety, respond to environmental issues, promote
economic development, or upgrade system performance. As of August 2017, the PWTF is not funded
through 2019 and is not accepting funding requests.

Further detail is available at http://www.pwb.wa.gov.

Bond Financing
General Obligation Bonds

General Obligation (G.0.) bonds are bonds secured by the full faith and credit of the issuing agency,
committing all available tax and revenue resources to debt repayment. With this high level of
commitment, G.O. bonds have relatively low interest rates and few financial restrictions. However,
the authority to issue G.O. bonds is restricted in terms of the amount and use of the funds, as defined

I For more information see http://www.kingcountyfloodcontrol.org/default.aspx?1D=62
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CITY OF SHORELINE Surface Water Master Plan Financial Analysis
November 2017 page 4

by Washington constitution and statute. Specifically, the amount of debt that can be issued is linked
to assessed valuation.

RCW 39.36.020 states:

“(ii) Counties, cities, and towns are limited to an indebtedness amount not exceeding one and
one-half percent of the value of the taxable property in such counties, cities, or towns without
the assent of three-fifths of the voters therein voting at an election held for that purpose.

(b) In cases requiring such assent counties, cities, towns, and public hospital districts are
limited to a total indebtedness of two and one-half percent of the value of the taxable
property therein.”

While bonding capacity can limit availability of G.O. bonds for utility purposes, these can sometimes
play a valuable role in project financing. A rate savings may be realized through two avenues: the
lower interest rate and related bond costs; and the extension of repayment obligation to all tax-paying
properties (not just developed properties) through the ad valorem property tax.

It is also possible to use rate revenues to repay G.O. bonds, while retaining the security of the City’s
taxing power. This practice would still consume statutory G.O. debt capacity. The current financial
forecast does not anticipate issuing G.O. bonds.

Revenue Bonds

Revenue bonds are commonly used to fund utility capital improvements. The debt is secured by the
revenues of the issuing utility. With this limited commitment, revenue bonds typically bear higher
interest rates than G.O. bonds and also require security conditions related to the maintenance of
dedicated reserves (a bond reserve) and financial performance (added bond debt service coverage).
The City agrees to satisfy these requirements by resolution as a condition of bond sale.

Revenue bonds can be issued in Washington without a public vote. The current financial forecast
anticipates issuing revenue bonds to help fund capital projects starting in 2018.
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Section lll. FINANCIAL FORECAST

The financial forecast, or revenue requirement analysis, forecasts the amount of annual revenue that
needs to be generated by user rates to meet the obligations of the Utility. The analysis incorporates
operating revenues, operations and maintenance (O&M) expenses, debt service payments, rate-
funded capital needs, and any other identified revenues or expenses related to surface water
management.

The objective of the financial forecast is to evaluate the sufficiency of the current level of rates. In
addition to annual operating costs, the analysis needs to also include any applicable debt covenant
requirements and specific fiscal policies and financial goals of the City.

The resulting findings determine the amount of revenue needed in a given year to meet that year’s
expected financial obligations. For this analysis, two revenue sufficiency tests have been developed
to reflect the financial goals and constraints of the City: cash needs and debt coverage. In order to
operate successfully with respect to these goals, both tests of revenue sufficiency must be met.

Cash Test

The cash flow test identifies all known cash requirements for the City in each year of the
planning period. Typically these include O&M expenses, debt service payments, depreciation
funding or directly funded capital outlays, and any additions to specified reserve balances.
The total annual cash needs of the City are then compared to projected cash revenues using
the current rate structure. Any projected revenue shortfalls are identified and the rate
increases necessary to make up the shortfalls are established.

Coverage Test

The coverage test is based on a commitment made by the City when issuing revenue bonds or
certain other forms of long-term debt. Debt service coverage is expressed as a multiplier of
the annual revenue bond debt service payment. For example, a 1.0 coverage factor would
imply that no additional cushion is required. A 1.25 coverage factor means revenue must be
sufficient to pay O&M expenses, annual revenue bond debt service, plus an additional 25
percent of that annual revenue bond debt service. The excess cash flow derived from the
added coverage, if any, can be used for any purpose, including funding capital projects.
Targeting a higher coverage factor can help the City achieve a better credit rating and provide
lower interest rates for future debt issues.

In determining the annual revenue requirement, both the cash and coverage sufficiency test must be
met and the test with the greatest deficiency drives the level of needed rate increase in any given
year.
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CURRENT FINANCIAL STRUCTURE

The City maintains a fund structure and implements financial policies that target management of a
financially viable and fiscally responsible stormwater system.

Fiscal Policies
Operating Reserves

Operating reserves are designed to provide a liquidity cushion to ensure that adequate cash working
capital will be maintained to deal with significant cash balance fluctuations such as unanticipated
cash expenses.

The City’s current policy is to maintain a minimum balance of 20% of O&M revenues.

We recommend and the study reflects an O&M reserve minimum balance of 120 days. This higher
level of reserves is consistent with the risk maintained by the City from receiving surface water fees
twice a year coinciding with the payment of property taxes. If the City were to move to a monthly
billing system this reserve target could be reduced.

Capital Reserves

A capital contingency reserve is an amount of cash set aside in case of an emergency should the
utility have to make an unexpected capital investment. The reserve also is available for other
unanticipated capital needs such as cost overruns. Capital reserves are usually calculated as a
percentage of fixed asset cost with industry best practice set at around 1 or 2 percent.

We recommend and the study reflects a capital contingency reserve minimum balance of at least 2%
of assets, or approximately $450,000. The City has not maintained a separate balance for this
purpose.

System Reinvestment

System reinvestment funding promotes system integrity through reinvestment in the system. Target
system reinvestment funding levels are commonly linked to annual depreciation expense as a
measure of the decline in asset value associated with routine use of the system. The specific
benchmark used to set system reinvestment funding targets is a matter of policy that must balance
various objectives including managing rate impacts, keeping long-term costs down, and promoting
“generational equity” (i.e. not excessively burdening current customers with paying for facilities that
will serve a larger group of customers in the future).

Due to the levels of planned capital improvements over the next six years, this study does not
separately consider the need for additional, dedicated, system reinvestment.
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Capital Funding

The City will use a combination of debt proceeds and rate revenue to fund prioritized capital
projects. More specifically, the following funding resources are identified as part of the capital
funding strategy:

® Accumulated cash reserves over minimum fund balances
® Annual cash from rates available for rate funded capital
® Interest earned from the available fund balance and other miscellaneous capital resources
® Revenue bond proceeds (as necessary)
Debt Management

Policies related to debt management are important as part of a broader utility financial policy
structure. The City already successfully utilizes and manages revenue bonds. This financial analysis
models a minimum bonded debt coverage test of 1.5.

Financial Assumptions

The financial forecast is developed from 2017 and 2018 budget documents. This forecast is supported
by key factors and assumptions used to develop a complete portrayal of the Utility’s annual financial
obligations. The following is a list of the key revenue and expense factors and assumptions used to
develop the baseline financial forecast:

® Revenue - Revenue is broken down in to two sources: revenue from surface water fees
(rate revenue) and miscellaneous (non-rate) revenue. Rate revenues can be adjusted to
meet annual revenue requirements. Non-rate revenues are not assumed to escalate as they
generally comprise of set grants.

® Growth - Rate revenue is escalated based on a 0.1 percent customer growth rate. This is
based on actual revenue growth seen by the Utility and consistent with the built out
nature of the City.

® Expenses - O&M expenses are projected based on the 2017 and 2018 budget documents.
Expenses are forecasted to increase by factors relevant to their category including labor
cost, benefit costs, general costs, and construction cost. One-time expenses are not
escalated and other expenses are manually edited based on improved planning data.

Tax expenses are calculated based on forecasted revenue and prevailing tax rates
including the State B&O tax and the City’s Utility Tax. Expenses also vary by the
management strategies discussed in the next section.

® Existing Debt - The City’s Surface Water Utility has two sources of existing debt. The
first source is a Public Works Trust Fund (PWTF) loan set to be paid in full in 2021. The
second is a revenue bond for stormwater pipe replacement set to be completed in 203 1.
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® Future Debt - The capital funding strategy developed for this plan utilizes new revenue
bonds to help fund capital needs.

® Rate Funded Capital - Funds above the minimum reserve requirements are projected for
use in funding capital programs.
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Section V. MANAGEMENT MATRIX

ANALYSIS

The City considered three management strategies in the financial analysis; minimum, proactive, and
optimum. Each management strategy reflects a different suite of programs and projects that allow the
City to provide varying levels of service to its customers®. These varying programs and projects
impact forecasted operating and capital costs and thus necessary rate increases.

It is important to note that these three strategies are a change from Utility’s current operating
scenario. The three management strategies all account for additional operational and capital
expenditures that help better align the Utility to its levels of service.

Utilizing management strategies in the financial analysis allows the City to determine the rate
impacts of different service levels. Through discussion with City Council, City staff, and community
residents, the Proactive strategy was chosen as the recommended management strategy.

MANAGEMENT STRATEGY OPTIONS

Management strategies differ on two levels:

® Programs - Programs are operations and maintenance activities meant to enhance or
maintain surface water services. The Minimum strategy utilizes the fewest number of
programs and the Optimum strategy the most. Each strategy builds on the next so there
are no programs in the minimum strategy that are not also in the Proactive strategy and
there are no programs in the Proactive strategy missing from the Optimum strategy.

® Projects - Projects are capital investments meant to enhance or maintain surface water
services. The three management strategies differ in the number of projects that are
assumed to take place in the six year planning horizon. Projects not planned in the six
year planning period are assumed to occur between 2024 and 2036.

2 All management strategies considered allow the City to comply with regulatory requirements
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Minimum

The Minimum management strategy is a combination of projects and programs meant to meet the
minimum in existing system needs and anticipated new regulatory requirements.

Proactive

The Proactive management strategy adds new high-priority projects and enhanced programs that
address high priority long-term needs as well as anticipated new regulatory requirements.

Optimum

The Optimum management strategy adds additional priority projects and programs that focus on
enhancements to water quality and aquatic habitat.

MANAGEMENT STRATEGY RESULTS AND SUMMARY

The following table summarizes the annual revenue requirements based on the forecast of revenues,
expenditures, fund balances, and fiscal policies for each management strategy.

Table IV-1: Management Strategy Summary

Management Strategy

Rate Impact Summa
Minimum
Proposed Increase N/A 20.00% 5.00% 5.00% 4.00% 3.00% 3.00%
Resulting Revenue  $4,488,372  $5391,433  $5666,666 $5955949 §$6,200,381 § 6,392,779 § 6,591,147
Proactive
Proposed Increase N/A 27.00% 15.00% 10.00% 10.00% 5.00% 5.00%
Resulting Revenue  $4,488,372  §$5705933  § 6,568,35  $7232449 §7963,649 §8,370,193 § 8,797,492
Optimum
Proposed Increase N/A 42.00% 20.00% 10.00% 8.00% 5.00% 5.00%
Resulting Revenue  $4,488,372  $6,379,862 $7,663,490 $8438,269 §$9,122444 § 9,588,145  §10,077,620

With the greatest number of programs and projects, the Optimum strategy has the highest annual
revenue requirements and thus the largest rate adjustment of the three scenarios. However, all
scenarios require increases in annual revenue to meet new, required, expenses as they relate to
meeting regulatory requirements and appropriately managing the system.

In all three scenarios, an initial, larger, revenue increase is required in 2018 followed by subsequent
smaller increases over the next five years. This is due to increases in operations and maintenance
expenses to meet regulatory and basic management requirements for operating the Utility.

These expenses cannot be funded through debt and thus the rate impact cannot be spread out over
time. The project team has taken effort to spread costs and delay projects where possible to mitigate
initial rate impacts and this is reflected in the above results.
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Staff recommends the Proactive management strategy. This strategy allows the City to not only be
compliant with permit requirements but also attend to pressing investment needs. The next section
goes into detail regarding the recommended funding plan for the Proactive strategy.
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Section V. RECOMMENDED FUNDING

PLAN (PROACTIVE)

PLAN SUMMARY

The Proactive management strategy includes program and project investments to meet regulatory
requirements and address high priority long-term needs of the Utility. There are over $19.5 million in
identified capital project costs (in unescalated 2017 dollars) over the six year planning horizon.
Projects and costs include:

Table V-1: CIP Cost Summary for Proactive Management Strategy

Proiect Name Total CIP Cost from 2018 —
) 2023 (in 2017 )

Annual CIP Expenses and Programs

Surface Water Capital Engineering $ 1,146,600
Cost Allocation Charges $ 1,199,754
Stormwater Pipe Replacement Program (Enhanced) $ 3,814,495
Surface Water Small Projects (Enhanced) $ 2,400,000
Capacity

25th Avenue NE Flood Reduction and NE 195th Street Culvert Replacement

Design $ 2,674,000
Springdale Ct. NW and Ridgefield Rd. Drainage Improvements $ 545,000
10th Ave NE Stormwater Improvements $ 1,788,000
Heron Creek Culvert Crossing at Springdale Ct. NW $ 226,000
25th Ave NE Ditch Improvements Between NE 177th and 178th Street $ 141,000
6th Ave NE and NE 200th St Flood Reduction Project $ 22,000
NE 148th Street Infiltration Facilities $ 393,000
Stormwater Upgrades NW 196th Street (delayed past 2023)
NW 195th Place and Richmond Beach Drive Flooding $ 747,000
Stabilize NW 16th Place Storm Drainage in Reserve M $ 28,000
Flood Reduction in Linden Avenue Neighborhood (delayed past 2023)
Culvert Improvements Near 14849 12th Avenue NE (delayed past 2023)
18th Avenue NW and NW 204th Drainage System Connection $ 15,000
NW 197th Pl and 15th Ave NW Flooding $ 7,000
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Proiect Name Total CIP Cost from 2018 —
J 2023 (in 2017 )

Lack of System and Ponding on 20th Avenue NW $ 81,000
26th Avenue NE Flooding and Lack of System Study (delayed past 2023)
NE 192nd St Ditch Modifications (delayed past 2023)
NW 194th Place and 25th Ave NW Ditch Erosion (delayed past 2023)
Repair and Replacement
Hidden Lake Dam Removal $ 2,097,000
Pump Station 26 Improvements $ 320,000
Pump Station 30 Upgrades $ 90,000
Pump Station Misc Improvements $ 732,000
NW 196th Place and 21st Avenue NW Infrastructure Improvements $ 83,000
NE 177th Street Drainage Improvements $ 9,000
NW 180th and 8th Avenue Ditch with Unknown Connection (delayed past 2023)
Other
Master Plan Update $ 500,000
Boeing Creek Regional Stormwater Facility $ 83,000
System Capacity Modeling Study $ 300,000
Storm Creek Erosion Management Study $ 80,000
Climate Impacts and Resiliency Study $ 80,000
Convert Stormwater Conveyance Ditches to Bio-infiltration Facilities (delayed past 2023)
Boeing Creek Restoration Pre-design Feasibility Study $ 50,000
Echo Lake Biofiltration Swale (delayed past 2023)
12th Ave NE Infiltration Pond Retrofits $ 38,000

Bioretention at N 199th St and Wallingford Avenue NE (delayed past 2023
Bioretention at NE 192nd St and Burke Ave NE (delayed past 2023
Hamlin Creek Daylighting (delayed past 2023
Thornton Creek Course-Grained Sediment Improvements (delayed past 2023
Enhance Ronald Bog Wetland Fringe Areas (delayed past 2023
Westminster Triangle Bioinfiltration Facility (delayed past 2023

Total for 2018 - 2023 $ 19,689,849

)
)
)
)
)
)

The costs from Table V-1 shows unescalated project costs. All costs are escalated to the projected
year of construction in the analysis. Four projects are delayed past the planning period but may occur
sometime after 2023. “CIP Related Expenses” reflect general costs to providing the CIP program and
include ongoing system investment such as the “Stormwater Pipe Replacement Program”. “Current
Improvement Projects” are projects already listed in prior versions of the City’s CIP. “New
Improvement Projects” reflect work identified as part of the updated master planning process.
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These total costs are spread over each year depending on the size of the project and the project phase.
The below table shows total CIP costs by year in 2017 and inflated values.

Table V-2: Capital Costs by Year

2017 infted §

2018 $ 1,575,518 $ 1,622,784

2019 2,521,323 2,674,872

2020 3,096,062 3,383,150

2021 3,170,456 3,568,377

2022 2,853,565 3,308,064

2023 6,472,925 7,729,011
Subtotal $ 19,689,849 $ 22,286,257
2024 - 2036 58,616,342 86,134,881
Total 2018 - 2036 $ 78,306,191 $ 108,421,138

In addition to updated CIP costs, the Proactive management strategy contains a number of programs
that impact operating costs.
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Table V-3: Additional Programmatic Operational Costs for Proactive Management Strategy

Proactive Management Strategy (Escalated
Program Costs 2018 2023

Aquatic Habitat Studies (Not Funded)

Catch Basin Repair and Replacement $ 354,100 $§ 54,100 $354,100 § 354,100 $§ 354,100  $ 354,100
Pump Station Maintenance 63,600 63,600 63,600 63,600 63,600 63,600
LID Maintenance 53,732 53,732 53,732 53,732 53,732 53,732
Utility Crossing Removal 18,400 18,400 18,400 18,400 18,400 18,400
Improper Connection Repair (Not Funded)

Pipe Condition Assessment Program 160,340 160,340 160,340 160,340 160,340 160,340
Asset Management Program (Enhanced) 69,200 69,200 69,200 69,200 69,200 69,200
Private Facility Inspection and Maintenance

(Enhanced) 62,192 62,192 57,341 52,868 48,745 44,943
System Inspection (Enhanced) 47,021 47,021 47,021 47,021 47,021 47,021
Drainage Assessment (Enhanced) 175,640 175,640 175,640 175,640 175,640 175,640
Stormwater Permit 47,840 47,840 47,840 47,840 47,840 47,840
NPDES Compliance (Enhanced) 32,480 32,480 32,480 32,480
Thornton Creek Stewardship (Not Funded)

Business Inspection Source Control 86,780 86,780 86,780 86,780
Water Quality Monitoring (Enhanced) 85,470 85,470 85,470 85,470 85,470 85,470
O&M for Proactive CIP 33,867 33,867 33,867 33,867 33,867 33,867
Total Unescalated Program Expenditures: 1,171,402 1,171,402 1,285,811 1,281,338 1,277,215 1,273,412

Total Escalated Program Expenditures 1,200,687 1,230,704 1,384,678 1,414,358 1,445,051 1,476,768
Total Escalated Remaining O&M Expenses 3,579,659 3,661,954 3,742,840 4,023,316 4,115,923 4,211,053

Total 0&M Expenditures (Escalated) $4,780,346  $4,892,658 $5,127,517 $5,437,674 $5,560,974 $5,687,821

These programs, as identified in Table V-3, are in addition to existing O&M expenses that increase
over time at varying rates. The Proactive management strategy’s programs initially add over 30% to
baseline O&M costs. These additional programs cannot be financed through debt, increasing initial

rate adjustment requirements.

CAPITAL FINANCING STRATEGY

The capital costs described in Table V-2 are funded via a mix of fund balances (above minimum
requirements), debt, and approved grants. Since it costs the City money and time to issue debt, a debt
issuance strategy of only issuing debt once every three years (as necessary) is used. This is a more
realistic methodology than issuing debt every year. Grant funding is not assumed unless it is already
approved. Thus, grant funding plays a small role in overall capital financing though it may have a
larger role if future grants are received.
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Table V-4: Capital Financing Summary

Capital Fund Summary 2018 2019 2020 2021 2022 2023
Funds Available for Capital $ 1,207,123 $ 4,821,000 $2,486,142 $ 584,362 $ 9,323,518 $ 7,163,005
Capital Revenues:
Operating Surplus - 315,909 1,468,939 454,610 1,100,934 1,376,809
Grants / Outside Sources 530,625 - -
Net Debt Proceeds Available 4,700,000 - - 11,850,000 - -
Interest Earnings 6,036 24,105 12,431 2,922 46,618 35,815
Total Capital Revenues and $6,443784  $5161,014 $3067,512 $12,891,894 $10,471,070 §$ 8,575,629
Available Funds
Capital Project Expenditures $(1,622,784)  §(2,674,872) $(3,383,150) $(3,568,377)  $(3,308,064) $(7,729,011)
Ending Capital Balance $ 4,821,000 $ 2,486,142 $ 584,362 $9,323,518 $ 7,163,005 $ 846,618
Minimum Target $ 463,258 $ 516,755 $ 584,418 $ 655,786 $721,947 $ 876,264

Table V-4 shows the balance between grants, funds, and debt for financing capital projects. Since the
City does not have separate funds for Capital and Operating expenses, the “Funds Available for
Capital” at the top of the table is not reflective of the total fund balance available to the City. Rather,
it is reflective of the available Capital funds after appropriate operations reserves are taken out.

The “Minimum Target” at the bottom of the table reflects the capital reserve target discussed earlier
of 2% of assets. Debt issuances and the use of fund balances reflects a strategy to smooth rate
increases, reduce the number of debt issuances, and balance the use of debt and rate funding for
capital projects.

The capital financing strategy shows two necessary debt issuances; one in 2018 of $4.7 million and
one in 2021 of $11 million. After these debt issuances, there is an influx of available funds for use in
capital projects. These funds are reduced until the next debt issuance. By the end of the planning
period (2023), remaining balances are approximately equal to the minimum target of 2% asset value.

FUNDS AND RESERVES

The issuance of additional debt in 2018 and 2021 increases annual debt service payments. It also
adds a reserve funding requirement for the new debt. Increased rate revenue to cover new and
increasing operational and capital expenditures increases the tax burden on the Utility. As shown in
Table V-5, this leads to an overall operational cash requirement (outside of Capital requirements)
that begins at $5.8 million in 2018 and grows to over $9.3 million in 2023.
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Table V-5: Funds and Reserves Analysis

2018 2019 2020 2021 2022 2023
$4,780,346  $4,892,658 $5,127,517 $5,437,674 $5,560,974  $5,687,821
491,355 489,724 488,091 486,459 158,351 158,351
377,376 377,376 377,376 1,328,845 1,328,845 1,328,845
90,980 155,327 204,795 259,297 289,450 321,159
- 315909 1,468,939 454610 1100934 1,376,809
$5,740,058 $6,230,994 $7,666,719 $7,966,886 $8,438,555  $8,872,985

The additional operational costs and capital investments also increase the relative reserve
requirements for the Utility. These are shown in Table V-6 alongside the ending fund balance for

each year. Fund balances increase with the issuance of debt (years 2018 and 2021) but fall towards
minimum balances as funds are used for capital projects.

Table V-6: Fund Balance Analysis

Operating Reserve (120 - 150 Days O&M)
Capital Reserve (2% Asset Value)
New Debt Reserve Requirement

Total Fund Balance Requirement

Beginning Fund Balance

Operating Revenues

Cap. Rev. (Grants, New Debt, Interest)
Less Operating Expenditures

Less Capital Expenditures

Available Ending Fund Balance

> FCS GROUP

$1,571,621
463,258
377,376
$2,412,255

$1,638,457
516,755
377,376
$2,532,588

$1,736,826
584,418
377,376
$2,698,620

$3,090,142
5,824,359
5,236,661
(5,740,058)
(1,622,784)
$6,788,321

$6,788,321
6,689,119
24,105
(5,915,085)
(2,674,872)
$4,911,589

$4,911,589
7,355,474
12,431
(6,197,779)
(3,383,150)
$2,698,564

7b-65

$1,855,058
661,571
1,328,845
$3,845,474

$3,650,033
8,085,118
11,852,922
(7,512,275)
(3,568,377)
$12,507,421

$1,913,514
724,753
1,328,845
$3,967,112

$12,507,421
8,497,011
46,618
(7,337,621)
(3,308,064)
$10,405,365

$1,965,130
876,264
1,328,845
$4,170,239

$10,405,365
8,924,602
35,815
(7,496,177)
(7,729,011)
$4,140,593
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Section VI. CURRENT AND PROJECTED

RATES

Analysis shows the need for rate increases in the Proactive management strategy as follows.

Table VI-1: Projected Percentage Rate Increases

Rate Increase Summary 2017 2018 2019 2020 2021 2022 2023
Annual Rate Increases 27.0% 15.0% 10.0% 10.0% 5.0% 5.0%
Cumulative Rate Increases 27.0% 46.1% 60.7% 76.7% 85.6% 94.8%
Single Family Annual Bill $168.81 $214.38  $246.54  $271.19  §29831  $313.23  $328.89
Increase over prior year $ 45.58 $32.16 $24.65 $27.12 $14.92 $ 15.66

Table VI-1 reflects the need for the highest increase in 2018 with gradually smaller increases in later
years. For single family residences, this reflects an increase in the annual surface water charge from
$168.81 in 2017 to $347.95 by 2023.

The complete, updated, rate schedule by year reflects the same percentage increases for every
customer type.

Table VI-2: Recommended Rate Schedule

Recommended Rate Schedule Existing
w/ Tax
2017 2018 2019 2020 2021 2022 2023
Service Charge: Unit )
Single Family Residential Parcel $168.81 $214.38 $246.54 $271.19 $298.31 §313.23 §328.89
Very Light Parcel 168.81 21438 24654 27119  298.31 313.23  328.89
Light Acre 392.06 49792  572.61 629.87 692.85 72750  763.87
Moderate Acre 809.98 1,028.67 1,182.97 1,301.27 1,431.40 1,502.97 1,578.11
Moderately Heavy Acre 157094 1,99510 2,294.36 2,523.80 2,776.18 2,914.98 3,060.73
Heavy Acre  1,990.22 2,527.58 2,906.72 3,197.39 3,517.13 3,692.99 3,877.64
Very Heavy Acre  2,606.90 3,310.76 3,807.38 4,188.12 4,606.93 4,837.27 5,079.14
Minimum Rate n/a 168.81 21438  246.54 27119  298.31 313.23  328.89
@
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VI.LA. 2024 - 2036 REVENUE REQUIREMENT DISCUSSION

Capital Improvement estimates show a sustained increase in capital investments from 2024 through
2036. This increase currently results in an average of over $3 million annually in additional capital
expenditures as compared to the current six-year spending average.

If cost estimates remain unchanged, the City may require higher rate increases in 2024 and 2025
(12% and 9% respectively) before gradually reducing back to inflationary increases. These increases
are contingent on the capital costs and schedules remaining as currently estimated.
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Section VII. CONCLUSION

The City examined three management strategies in the financial analysis. Each analysis considered
all funding resource options, the Utility’s financial policies and targets, and current operating needs.
All strategies were developed such that they comply with permit obligations.

The Proactive strategy adds new, high-priority, projects and programs and is the recommended
management strategy.

All management strategies require rate increases; in particular a higher increase in 2018 followed by
smaller increases through 2023. These increases are related to higher O&M obligations of new
programs. The Proactive management strategy is recommended because it meets permit obligations
and funds many high-priority needs but does not require the same level of investment as the
Optimum strategy.

It is important that the City revisit the proposed rates annually to ensure that the rate projections
developed remain adequate. Any significant changes should be incorporated into the financial plan
and future rates should be adjusted as needed.

The City should take extra consideration of improved capital cost estimates and scheduling in the
2024 — 2036 planning period. While the current rate forecast plans for an increase in capital
expenditures through this period, changes to costs and schedules will be important to incorporate.

RECOMMENDATIONS

® Adopt rate structure presented for the Proactive management strategy

® Revise City “CIP Model” to include updated reserve requirements including:
m 120 days of O&M expenses minimum operating reserve balance
m 2% of assets minimum capital reserve balance

® Review rates and current operational and capital needs annually

m  This is especially important due to the planned implementation of asset
management strategies that may lower operating costs

® Conduct new financial analysis in five years to assure projected rates are in line with
Utility expenses
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