SECTION 3



Section 3 — Debt Service Budget

Introduction

The District has two (2) types of debt structures that have been used to pay for various
kinds of capital projects. These are:

+ State Wastewater Revolving Fund Low-Interest Loan
% 2003 COP Series
% 2007 COP Series

O/

In this section each of the debt structures is described and details of its proposed finan-
cial operation in the next fiscal year are presented.
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State Revolving Fund Loan

The 1997 treatment plant upgrade was financed from a combination of sources, but the
largest single source was an $18,841,000 low interest rate loan from the state revolving
fund set up for exactly this purpose. This debt is known as the “SRF Loan.”

Generally, the federal government grants funds to the states in place of the former Clean
Water Grant Program. In order to receive the grant, the state must match the federal
grant funds in a certain ratio. The state is then permitted to make low interest loans
(one-half of the interest rate on the matching funds) to local agencies. There is a rigor-
ous screening process for loan applicants to assure the state the most “needy” agencies
are receiving the loans. The state is also concerned that only certain basic portions of
the work are covered. Once approved for a loan, reimbursements are claimed up to the
face-value of the loan as payments are made to the contractor for state funded portions

of the work. Interest accrues from the first reimbursement to the first repayment install-
ment. Loan repayment starts one year after the construction is determined to have
reached “substantial completion” and then continues as equal amounts for 20 years.

The District applied for a loan and was initially approved for $15,300,000. This amount
was later increased to $18,840,595 as more of the project was determined to qualify for
loan funding. Because of time constraints, the District did not receive reimbursement for
the entire approved amount; the District actually received $18,791,558. The amount to
be repaid, including accumulated interest during construction was $20,273,107. Pay-
ments are due August 15 each year. The remaining debt service schedule is as follows:

Fiscal Coupon Interest Principal Total Annual
Year Rate Amount Amount Debt Service
2008-09 3.4% 388,517.69 978,562.77 1,367,080.46
2009-10 3.4% 355,246.56 1,011,833.90 1,367,080.46
2010-11 3.4% 320,844.20 1,046,236.26 1,367,080.46
2011-12 3.4% 285,272.17 1,081,808.29 1,367,080.46
2012-13 3.4% 248,490.69 1,118,589.77 1,367,080.46
2013-14 3.4% 210458.84 1,156,621.82 1,367,080.46
2014-15 3.4% 171,133.49 1,195,946.97 1,367,080.46
2015-16 3.4% 130,471.30 1,236,609.16 1,367,080.46
2016-17 3.4% 88,426.59 1,278,653.87 1,367,080.46
2017-18 3.4% 44,952.41 1,322,128.05 1,367,080.46
Totals 2,243,813.94 | 11,426,990.86 | 13,670,804.60

The SRF loan funded upgrades for all capacity — i.e. capacity for current users and ca-
pacity for future users. Therefore, it is appropriate for current users to pay debt service
for only the capacity being used. Similarly, future users should pay debt service for all
temporarily idle capacity. Therefore, based on the BWA report dated May 1998, current
users fund 76.3% of the SRF loan debt service. This amount appears in the operating
budget as an expense for the SRF loan debt service. The balance of the debt service
(23.7%) is paid by future users through a payment from the treatment plant expansion

reserve.
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The SRF Loan does not have a payment reserve requirement like many other types of
loans. The payment is due early in the fiscal year (August 15) so the funds must be on
hand when needed. The payment due on August 15, 2008 will be made from funds col-
lected during Fiscal Year 2007-2008. The funds collected during Fiscal Year 2008-2009
will actually be used to make the payment in Fiscal Year 2009-2010. Consistent with the
policy throughout the District, temporarily idle cash is invested and the earnings placed
into the account. These interest earnings are used to reduce the respective portions of
the debt service payments.

The unused capacity will be evaluated periodically, the percentages recalculated and
revised transfers calculated as appropriate. The distribution of charges will remain un-
changed until such an evaluation is performed. This year is the tenth of 20 annual pay-
ments.

Bartle Wells Associates reviewed the District’s treatment plant capacity charge in 1998
and recommended an initial treatment plant capacity per ERU. The Board adopted the
recommended rate. Each year, the charge is to be increased by the percentage change
in the April to March construction cost index for the Los Angeles area as published in the
McGraw-Hill magazine, Engineering News-Record (ENR).

Cash Flow Estimate

The projected cash flow for the reserve is as follows:

Estimated Balance on Hand @ July 1, 2008 .................. $1,436,614
- Scheduled Debt Service Payment August 15, 2008 ........ -1,367,100
+ Proposed Amount from General Fund — 10" Year.......... +1,043,100
+ Predicted Investment Earnings during Fiscal Year.............. +25,000
+ Proposed Amount from Expansion Reserve — 10™ Year + 324,000

= Projected End of Year Reserve Balance ...............cc...... $1,448,289

$1,043,100 of the service charge collected in FY 2007-08 will be set aside to make the
debt service payment on August 15, 2008.
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2003 COP SERIES

The District undertook a project to rehabilitate a significant portion of the sewage collec-
tion system in the City of Ojai in 1993. The project became known as the “1927 System
Rehabilitation” and was financed by issuing $6,605,000 in Certificates of Participation
(COPs). The COPs were secured by a pledge of the District to maintain its service
charge rates in at least a certain ratio to the annual debt service payments and a pledge
of available revenues to make the annual debt service payments for the life of the COPs.

This COP debt would have had second call on District revenues behind a 1978 Oak
View Sanitary District Revenue Bond and it would have received an interest rate penalty
because the debt payments would appear to potential investors to be less secure. The
Board decided to pay off the Oak View revenue bond by increasing the size of the COP
issue by the $680,000 of then remaining outstanding Oak View revenue bonds, bringing
the COP total to $7,285,000. This plan placed all revenue secured debt on the same
level and eliminated any interest penalty. The Oak View bond-refinancing portion of the
COPs debt service was the responsibility of only the users of the former Oak View Sani-
tary District collection system; therefore, that portion of the COP debt was treated as if it
were separate from the larger amount. The final payment on this portion of the COP
debt was collected from the “Oak View Ratepayers” during fiscal year 2004-05.

In 2003 we refinanced the COPs with Revenue Bonds. We achieved significant savings
with lower interest rates. All of the COPs were called in September 2003 and paid off
with the proceeds from our Revenue Bond sale in January 2003. The 2003 Revenue
Bonds replaced the 1993 COP issue.

The District’s revenue is pledged to the new 2003 Revenue Bond issue, as it was to the
original COP issue. The District has a debt ratio limit of 1.2 which limits the amount of
debt it can assume relative to its operations budget, our operation expenses must not fall
below 1.2 times the debt payments. This ratio insures the Bond holders and owners that
their investment is secure. This same debt ratio was a condition of our 1993 COP issue.

The District must also file an Annual Report for the benefit of the Bond holders and own-
ers. This report must include information such as: the number of new connections; a
description of changes in charges and fees; and internal fund balances. The District's
annual financial audit meets all of these requirements and will be utilized as the Annual
Report.

The 2003 Revenue Bonds have no payment reserve as did the 1993 COPs. The security
provided by the payment reserve has been replaced by an insurance policy.
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Payment Responsibility

The major portion of the original COP debt was used to pay for rehabilitation of a portion
of the sewage collection system. The entire District is responsible for repayment of this
debt. A dispute arose about how the responsibility should be allocated among service
areas within the District. Based upon a 1992 decision of the master judge, the City of
Ojai is to pay 50% while the rest of the District is to pay the remaining 50%. Because
there are fewer customers within the City service area than outside the City, there are
two rates for this special increment — City and non-City. The master judge’s decision
also applies to the 2003 Revenue Bonds.

The following table shows the remaining debt service on the COP:

Period Ending Principal Interest Total

(September 1) Debt Service
2008 235,000.00 199,593.76 434,593.76
2009 240,000.00 192,543.76 432,543.76
2010 250,000.00 185,343.76 435,343.76
2011 260,000.00 177,843.76 437,843.76
2012 265,000.00 169,393.76 434,393.76
2013 275,000.00 160,118.76 435,118.76
2014 290,000.00 150,218.76 440,218.76
2015 295,000.00 139,343.76 434,343.76
2016 315,000.00 127,543.76 442,543.76
2017 325,000.00 114,943.76 439,943.76
2018 335,000.00 101,537.50 436,537.50
2019 355,000.00 87,300.00 442,300.00
2020 375,000.00 71,325.00 446,325.00
2021 385,000.00 54,450.00 439,450.00
2022 400,000.00 37,125.00 437,125.00
2023 425,000.00 19,125.00 444,125.00

TOTALS $5,025,000.00 $1,987,750.10 $7,012,750.10

Annual debt service for the Bonds is due September 1 of each year.

No specific amount of the debt is assigned to each property; therefore, “early pay-off” for
an individual property is not possible, the obligation runs with the District as a whole for
the life of the debt issue.
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The amount to be collected through the service charge increment is $435,000.

One-half or $217,500 is to be raised each from inside and outside the Ojai City limits.
The annual increments for FY 2008-2009 are calculated as follows:

Inside Ojai City Limits:

$217,500 / year
= $4.26/ month / ERU

4,259 ERUs times 12 months / year

The per month per ERU rate decreases by $0.05 this year.

Outside Ojai City Limits:

$217,500 / year
= $2.40/ month / ERU

7,559 ERUs times 12 months / year

The per month per ERU rate decreases by $0.03 this year.

Cash Flow Estimate

The projected cash flow for the reserve is as follows:

Estimated Balance on Hand @ July 1, 2008 ..................... $345,691
- Scheduled Debt Service Payment September 1, 2008....... -434,594
+ Proposed Amount Raised From Service Charge —............ +435,000
+ Predicted Investment Earnings during Fiscal Year.................. 4,500
= Projected End of Year Reserve Balance .............cccccuvvnees $350,597
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2007 COP SERIES

The 2007 Certificates of Participation (COP) issue was sold November 2007 creating a
$7,310,000 debt issue for the District. The purpose of this debt is to fund projects identi-
fied in the 2007 Collection System Capital Improvement Plan.

Projects proposed to be funded from this debt are identified in the Collection System
Replacement Reserve in Section 2.

Similar to the 2003 COP Series, the 2007 Series was secured by a pledge of the District
to maintain its service charge rates in at least a certain ratio to the annual debt service
payments and a pledge of available revenues to make the annual debt service payments
for the life of the COPs. The District has a debt ratio limit of 1.2 which limits the amount
of debt it can assume relative to its operations budget, our operation expenses must not
fall below 1.2 times the debt payments. This ratio insures the Bond holders and owners
that their investment is secure. This same debt ratio was also a condition of our 2003
COP issue.

The District must also file an Annual Report for the benefit of the Bond holders and own-
ers. This report must include information such as: the number of new connections; a
description of changes in charges and fees; and internal fund balances. The District’s
annual financial audit meets all of these requirements and will be utilized as the Annual
Report.

The 2007 COP issue has no payment reserve. The security provided by the payment
reserve has been replaced by an insurance policy.

The annual debt service payment on this issue is due early in the fiscal year (September
1) so the funds must be on hand when needed. The payment due on Septemberl, 2008
will be made from funds collected during Fiscal Year 2007-2008. The funds collected
during Fiscal Year 2008-2009 will actually be used to make the payment in Fiscal Year
2009-2010. Consistent with the policy throughout the District, temporarily idle cash is
invested and the earnings placed into the account. These interest earnings are used to
reduce the respective portions of the debt service payments.
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The following table shows the remaining debt service on the COP:

Period Ending Principal Interest Total
(September 1) Debt Service
2008 $130,000.00 $219,181.45 $349,181.45
2009 135,000.00 300,103.76 435,103.76
2010 140,000.00 295,378.76 435,378.76
2011 145,000.00 290,478.76 435,478.76
2012 150,000.00 285,403.76 435,403.76
2013 155,000.00 208,153.76 435,153.76
2014 160,000.00 274,728.76 434,728.76
2015 165,000.00 268,968.76 433,968.76
2016 175,000.00 262,987.50 437,987.50
2017 180,000.00 256,425.00 436,425.00
2018 185,000.00 249,450.00 434,450.00
2019 195,000.00 242,281.26 437,281.26
2020 205,000.00 234,188.76 439,188.76
2021 210,000.00 225,681.26 435,681.26
2022 220,000.00 216,966.26 436,966.26
2023 230,000.00 207,836.26 437,836.26
2024 240,000.00 198,061.26 438,061.26
2025 250,000.00 187,861.26 437,861.26
2026 260,000.00 177,236.26 437,236.26
2027 275,000.00 165,861.26 440,861.26
2028 285,000.00 153,830.00 438,830.00
2029 300,000.00 141,361.26 441,361.26
2030 310,000.00 128,236.26 438,236.26
2031 325,000.00 114,673.76 439,673.76
2032 340,000.00 100,455.00 440,455.00
2033 355,000.00 85,580.00 440,580.00
2034 370,000.00 69,960.00 439,960.00
2035 390,000.00 53,680.00 443,680.00
2036 405,000.00 36,520.00 441,520.00
2037 425,000.00 18,700.00 443,700.00
TOTALS $7,310,000.00 $5,742,230.39 $13,052,230.39

Annual debt service for the Bonds is due September 1 of each year.

No specific amount of the debt is assigned to each property; therefore, “early pay-off” for
an individual property is not possible, the obligation runs with the District as a whole for

the life of the debt issue.
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Cash Flow Estimate

The projected cash flow for the reserve is as follows:

Estimated Balance on Hand @ July 1, 2008
- Scheduled Debt Service Payment FY 2008/09
+ Proposed Transfer from General Fund................
+ Predicted Investment Earnings during Fiscal Year

= Projected End of Year Reserve Balance
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