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CITY OF SANTA BARBARA

COUNCIL AGENDA REPORT

AGENDA DATE:
April 26, 2016
TO:
Mayor and Councilmembers

FROM:
Water Resources Division, Public Works Department

SUBJECT:
Central Coast Water Authority Bond Refinancing And Introduction Of Ordinance To Amend The Water Supply Agreement 
RECOMMENDATION:  That Council: 
A. Adopt, by reading of title only, A Resolution of the Council of the City of Santa Barbara Approving Certain Information for Inclusion in an Official Statement Relating to the Central Coast Water Authority Refunding Revenue Bonds, Series 2016A (State Water Project Regional Facilities), and Approving Certain Other Matters in Connection Therewith, Subject to Approval as to Form by the City Attorney; and
B.
Introduce and subsequently adopt, by reading of title only, An Ordinance of the Council of the City of Santa Barbara Authorizing the Approval and Execution by the City of the First Amendment to the Water Supply Agreement.
DISCUSSION:
The City of Santa Barbara is a participating member of the Central Coast Water Authority (CCWA), which is a Joint Powers Agency that was formed to manage State Water Project operations on behalf of its members. In order to save approximately $4.5 million, CCWA is refinancing its 2006 Refunding Revenue Bonds.  As a member of CCWA, the City must approve certain information pertaining to the City and its water system and finances in an appendix to the Bond Refunding Official Statement.  In addition, staff recommends an Amendment to the existing Water Supply Agreement (Amendment) with CCWA that will allow the City to utilize its Rate Stabilization Fund to help meet debt coverage requirements if necessary. The Amendment must be adopted by an Ordinance, given the fact that the Agreement exceeds a term of five years.
Refunding Revenue Bonds
CCWA has approved the issuance of its Refunding Revenue Bonds, Series 2016A (CCWA 2016 Bonds) in order to refinance the outstanding debt of its CCWA Refunding Revenue Bonds, Series 2006A (CCWA 2006 Bonds), fund a Debt Service ReserveFund for the CCWA 2016 Bonds, and pay the costs of issuance for the CCWA 2016 Bonds.
The Resolution to be adopted by the City Council will authorize execution of:

· Disclosure Policies and Procedures (included as Exhibit A to the Resolution); 
· A certificate, pursuant to Rule 15c2-12, promulgated under the Securities Exchange Act of 1934 (the “Exchange Act”) relating to information for the City of Santa Barbara, that is included as Appendix C of the CCWA 2016 Bonds Preliminary Official Statement.  
Disclosure Policies and Procedures
Increased scrutiny by federal regulatory agencies of municipal securities has led bond counsel to suggest public agencies adopt a formal policy to memorialize and communicate financial disclosure procedures to ensure compliance with all applicable disclosure obligations and requirements under Federal securities laws. The core requirements are that all information provided by the City, which would be necessary to provide investors with a complete and transparent description of the City’s financial condition, is “materially” correct; and that City staff receive adequate training in disclosure requirements. The proposed disclosure procedures were drafted by bond counsel and have been reviewed by the City Attorney.
Preliminary Official Statement

A Preliminary Official Statement (POS) generally contains the following sections: an introduction; the description and amount of debt, along with the interest and debt service schedule; the security supporting the debt; historical and projected operational and financial trends audited financial statements; and the related debt agreements. In this instance, the refinancing is related to CCWA’s debt. Since the City is a member of CCWA, there are sections and information that are specifically related to the City.
The City has followed the disclosure procedure outlined in Exhibit A to the Resolution to determine the relevant information for disclosure in Appendix C of the POS.  

A copy of Appendix C is available at the City Clerk’s office for public review and in the Council Reading File forreview by the Mayor and Council members.
The disclosure includes the general and operational description of the City, its relationship with CCWA, the City’s response and actions related to the current drought, historical and projected water accounts and revenue trends, historical and projected financial information, a summary of legal matters, and a summary of operating results and Water Supply Agreement coverage.
Incorporated into the five-year projected water and revenue trends is the assumption that the City will experience drought conditions through Fiscal Year 2017, and resume normal conditions thereafter. Additionally, the Fiscal Year 2016 financial information is based on the adopted budget, while future financial projections are based on the most recent financial projections and will require adoption by Council. The proposed Fiscal Year 2017 budget and water rates are scheduled for Council consideration and adoption in June 2016.
Water Supply Agreement

The City and CCWA entered into a Water Supply Agreement, dated September 3, 1991, which outlines terms for delivery of water from the State Water Project, allocation of costs and expenses, debt obligations, and other factors. The City’s payment obligation under the Water Supply Agreement is a “parity” debt obligation to other debt of the City’s Water Fund.  One of the covenants of the agreement is that the City generate the revenue required to maintain a debt coverage ratio of 125 percent. The debt coverage ratio is calculated by dividing the net operating revenue by the total debt service. 
In 2013, the City refunded its Water Bonds.  As part of that refunding, the City created a $5,000,000 Rate Stabilization Fund in the Water Fund for the purpose of providing rate coverage (125% rate coverage required) in the event of a revenue shortfall that results in a coverage ratio of less than 125%.  The 1991 Water Supply Agreement does not contain a similar Rate Stabilization Fund provision.  With the refunding of the CCWA revenue bonds, it is appropriate to amend the Water Supply Agreement to incorporate a provision allowing use of the $5,000,000 Rate Stabilization Fund, if needed.

In Fiscal Year 2015, the City’s debt coverage ratio was 110 percent, which fell short of the 125 percent requirement due to a revenue shortfall resulting from extraordinary conservation. If the Rate Stabilization Fund, which has a current balance of $5 million, had been incorporated into the debt coverage ratio, the City would have had a debt coverage of 165 percent. The City has adopted new rates for Fiscal Year 2016 that are anticipated to meet debt coverage requirements, as long as revenues are not significantly lower than planned. The Amendment will help meet the coverage ratio requirements as necessary going forward.
Because the Water Supply Agreement has a remaining term that exceeds five years, the Amendment must be adopted by Ordinance. A copy of the Amendment is available at the City Clerk’s office for public review and in the Council Reading File for Council member review.
BUDGET/FINANCIAL INFORMATION:

On September 28, 2006, CCWA issued $123,190,000 in CCWA 2006 Bonds to refund $142,985,000 of CCWA’s outstanding 1996 Revenue Bonds. The 1996 Revenue Bonds were issued to advance-refund CCWA’s 1992 Revenue Bonds, which were issued for the benefit of its participants to finance a portion of the costs for developing a pipeline and a water treatment plant, to reimburse certain project participants for costs incurred in connection with the State Water Project, and to finance certain other facilities. The CCWA 2006 Bonds bear interest ranging from 4 percent to 5 percent and had an outstanding principal balance of $68,050,000 as of June 30, 2015, with annual principal and interest repayments through 2022. Approximately $51 million of the outstanding principal balance is eligible to be refinanced.
CCWA’s preliminary estimates show that total savings of $4.5 million can be achieved with the refinance, based on current market conditions. Each June, the City makes an annual fixed payment of approximately $4.6 million to CCWA. 
Of this amount, $1.7 million is for the City’s share of the 2006 Bonds. The City’s share of the savings anticipated from the 2016 Refunding is estimated by CCWA to be approximately $696,000, which corresponds to an annual reduction in the City’s CCWA payments of about $139,000 from Fiscal Year 2017 through Fiscal Year 2022.
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Kelley A. Dyer, Water Supply Manager/mh
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Rebecca J. Bjork, Public Works Director
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