Texas Water
Development Board

P.O. Box 13231, 1700 N. Congress Ave.
Austin, TX 78711-3231, www.twdb.texas.gov
Phone (512) 463-7847, Fax (512) 475-2053

TO: Board Members
THROUGH: Jeff Walker, Executive Administrator

FROM: Todd Chenoweth, General Counsel
Jessica Zuba, DEA, Water Supply & Infrastructure
Matt Nelson, Assistant DEA, Water Supply & Infrastructure
Tom Entsminger, WSI, State Programs Coordinator

DATE: March 22, 2018

SUBJECT: State Water Implementation Fund for Texas
2018 Funding Cycle Prioritization and Structure

ACTION REQUESTED

Consider approving the 2018 State Water Implementation Fund for Texas prioritization
list, the amount of funds available by category, and the terms of subsidy; and authorizing
the Executive Administrator to proceed with the invitation of complete applications for
financial assistance.

BACKGROUND

In 2013, the 83rd Texas Legislature passed House Bill 4 providing for the State Water
Implementation Fund for Texas (SWIFT) and the State Water Implementation Revenue
Fund for Texas (SWIRFT). House Bill 1025 authorized a $2 billion supplemental
appropriation from the state’s Economic Stabilization Fund. Proposition 6, approved by
voters on November 5, 2013, amended the Texas Constitution to create a constitutionally
dedicated fund. This investment and the financing program, referred to as the SWIFT!
program, were designed to support funding of $27 billion in water supply projects based
on 50-year needs to assist communities in developing adequate water supplies during
times of drought.

The SWIFT program is designed to encourage implementation of water plan projects
through attractive funding options such as low-interest obligations, extended repayment

1 The SWIFT program includes two funds, the State Water Implementation Fund for Texas (SWIFT) and the
State Water Implementation Revenue Fund for Texas (SWIRFT). Revenue bonds for the program are issued
through SWIRFT.
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terms, repayment deferral, and incremental repurchase terms for projects with state
ownership aspects. The program is funded with the proceeds from the issuance of SWIRFT
revenue bonds, and the appropriated funds are utilized to fund the difference between the
SWIRFT revenue bonds and the repayment options provided to TWDB’s underlying
borrowers.

The TWDB is entering the fourth prioritization cycle of funding under the program. The
first three prioritization cycles of SWIFT were each very successful, with the Board
prioritizing and inviting over $6.9 billion in applications and has committed over $6 billion
in funding to those projects.

2018 SWIFT FUNDING CYCLE

On December 7, 2017, the Executive Administrator (EA) presented a preliminary, proposed
financing structure for the 2018 SWIFT solicitation. The recommended financing structures
were similar to those offered in the previous cycle, with two exceptions:

1) Reducing the subsidy “lock in” period to three prioritization cycles for multi-year
commitments, including the current cycle; and

2) Revising the criteria that would quality rural entities for the additional, maximum
allowable subsidy to those rural entities that also fall entirely outside of urbanized
areas as defined by the most recent available US Census data.

Abridged applications were solicited beginning December 8, 2017 and were due on
February 2, 2018. Pursuant to 31 Texas Administrative Code (TAC) §363.1303, the EA is
required to provide a prioritization of abridged applications to the Board for approval as
soon as practicable following the receipt of abridged applications, as well as the amount of
funds requested by the applicants. The Board is then required to identify the amount of
funds available by funding category, establish the structure of financing, the terms of any
subsidy, and consider abridged applications according to the prioritization criteria outlined
in 31 TAC §363.1304.

TWDB rules require complete applications to be submitted within 30 days after the date of
the Board meeting at which the applicant’s project received priority for funding during the
abridged application process. Should the Board approve the EA’s recommendations
contained herein and offer invitations to submit complete applications, those complete
applications for financial assistance will be due May 4, 2018.

SUMMARY OF ABRIDGED APPLICATIONS RECEIVED

Twenty-three abridged applications were received for the 2018 SWIFT prioritization cycle,
initially requesting a total of approximately $3.3 billion. The applications reflect a range of
project types, including expansion of water treatment capacity, aquifer storage and
recovery development, and acquisition of water rights. Both rural and urban entities are
represented, as well as large regional projects. Several existing customers from prior cycles
submitted funding requests for additional needs.
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During the review period two abridged applications were withdrawn and one application
was split into two. The Salt Fork Water Quality Corporation and North Texas Municipal
Water District both withdrew abridged applications from consideration for this
prioritization cycle. The City of Riesel’s abridged application was split into two projects for
review and prioritization purposes.

Based on review of all abridged applications received and follow up with applicants, 16
water management strategy projects are currently eligible for prioritization for the 2018
SWIFT cycle, requesting a total of $2,021,360,000 (Attachment 1).

PRIORITIZATION AND AMOUNT OF FUNDS REQUESTED
Pursuant to rule, 31 TAC §363.1304, the prioritization criteria were applied to the abridged
applications as follows:

Highest Consideration (Max Points - 50) Additional Consideration (Max Points - 50)
Serves a large population (30) Local financial contribution (5)
Assists a diverse urban and rural Financial capacity to repay (2)
population (30)
Provides regionalization (30) Emergency need for the project (5)
Meets high percentage of water users’ Readiness to proceed with the project (8)
needs (30) Effect on water conservation (15)
Priority given by regional water planning
group (15)
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In summary, the prioritized list of SWIFT abridged applications consists of 16 eligible
water management strategy projects, representing 15 entities, with funding requests as
follows:

$2,021,360,000 | Total new requests - including multi-year (2018-2030)

$ 1,840,630,000 | Low-Interest Obligations

$ 21,465,000 | Deferred Obligations

159,265,000 | Board Participation

0 | Agricultural projects

0 | Conservation projects

23,920,000 | Rural projects

$
$
$
$ 0 | Reuse projects
$
$

769,470,000 | Amount requested to close in fall 2018

Multi-year commitments continue to be a popular and effective option for SWIFT
borrowers, because they accommodate the financing needs associated with long-term
projects and assist the TWDB with strategic planning for financial purposes. Applicants
requesting multi-year commitments indicated the total amount needed for their project
and provided a schedule showing projected need in future years.

Each year, entities with existing multi-year Board commitments are asked to confirm their
schedules or to request changes to better align the timing of existing commitments with the
actual implementation of their projects. Three entities with previous multi-year
commitments requested changes to their closing schedules. The cities of Austin and Bryan
requested shifts to the timing of their 2018 closing amounts and the City of Houston
requested an acceleration of its closing amount. These three requested changes to the
timing of previous multi-year commitment closings would result in a combined, net
decrease of approximately $2 million to the associated Fall 2018 closings without any
change to the overall commitment amounts. These requests to alter the timing of existing
commitments will be presented for Board consideration in Summer 2018.

The total requested Fall 2018 closing amount for all previous and new potential borrower
commitment amounts is $1,958,025,000 as follows:

$1,190,645,000 | Existing commitments & closing schedules

Previous multi-year ot
$ (2,090,000) Net reguested ch:—:mges to existing 2018
commitment closing schedules

2018 Abridged Apps | $ 769,470,000 | Portion requested to close in fall 2018

Total | $ 1,958,025,000 | Fall 2018 borrower closings
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FINANCING STRUCTURE AND TERMS OF SUBSIDY

After review of the new funding requests, existing commitments, and evaluation of the
long-term SWIFT program capacity, the EA recommends the structure and terms listed
below:

Low-Interest Obligations (Unchanged from Preliminary Structure Proposed 12/7/17)

Low-Interest Obligations Low-Interest
Standard Subsidy Rural /Agriculture
Term Tax-Exempt Taxable Tax-Exempt Taxable
20 Years 35% 28% 50% 40%
21-25 Years 25% 20% 34% 27%
26-30 Years 20% 16% 27% 22%
Rural and Agricultural

The SWIFT legislation directed at least 10% of the utilized funds for rural and agriculture
water conservation projects in every five-year planning period. As initiated in 2017, the EA
recommends continuing to encourage and assist in the implementation of state water plan
projects by rural and agricultural entities by offering additional subsidy levels. Without
change from December 7, 2017, the EA recommends additional subsidy for projects which:
e Meet the definition of agricultural water conservation or irrigation project, or
e Serve a population of 10,000 or less, and fall entirely outside of urbanized areas as
those areas are defined by the most recent available, US Census.

The EA recommends that entities that meet these criteria receive a 50% interest rate
subsidy, the maximum allowable by law, for a 20 year low-interest obligation; adjusted
downward thereafter for longer terms.

Deferred Obligations (Unchanged from Preliminary Structure Proposed 12/7/17)
e Deferral on interest and principal payments of up to 8 years
e Obligation terms up to 30 years
e Nointerest rate subsidy

Board Participation (Unchanged from Preliminary Structure Proposed 12/7/17)
e No interest rate subsidy. Applicant benefits through a combination of non-level debt
service, payment deferrals, and repayment of deferred interest on a simple interest
basis.

Multi-year Commitments (Modified from Preliminary Structure Proposed 12/7/17)
e Continue offering the multi-year financing option.
e First year of the multi-year request must include funds to be closed.
¢ Once committed, subsidies are recommended to be locked in through the end of the
following State Fiscal Year only. For example, all new multi-year commitments made
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during the 2018 prioritization cycle would have interest rate subsidies locked in
until August 31, 2019. Note that this recommendation differs from the preliminary
structure proposed in December 2017, which discussed locking in subsidy amounts
for three prioritization cycles after commitment.

e The EA also recommends offering funding commitments to those who requested
funds through 2030. Two entities requested a total of $613,130,000 in multi-year
commitments that would close beyond the next five years. Note that this
recommendation differs from the preliminary structure proposed in December
2017, which discussed limiting multi-year commitments to five prioritization cycles.

Interest rates are set at the time of closing, and are based upon the TWDB cost of funds less
the applicable subsidy.

FUNDING CAPACITY

To analyze SWIFT funding capacity for this prioritization cycle, the EA considered the long-
term funding capacity of the SWIFT program, existing funding commitments, and new
funding requests. SWIFT’s funding capacity is actively managed to achieve the previously
established $27 billion funding target while ensuring continued capacity for new
commitments. It is intended that the funding analysis will continue to be regularly updated
to reflect current market earnings and interest rate conditions, account for all committed
projects, and consider a range of possible future scenarios.

Based on this analysis, the EA has determined that sufficient funding capacity exists to:
1) accommodate $2,021,360,00 in new 2018 SWIFT requests, based on their submitted
multi-year commitment schedules up to year 2030
2) fund existing multi-year closings, and
3) accommodate changes to the timing of existing multi-year closings for the calendar
year 2018 disbursement.

IMPLEMENTATION
Below is a proposed schedule for the ongoing implementation of the SWIFT program.

April 5,2018 Board consider approving prioritization of abridged
applications

Board identifies amount of funds available by category,
establishes the structure of financing and the subsidy terms

Invitations extended to submit complete applications for
financial assistance

May 4, 2018 Entities submit complete applications

Summer 2018 Board considers approval of complete applications

Board authorizes TWDB bond sale, selects co-managing
underwriters and approves a Not-to-Exceed Amount
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Execution of Financing Agreements with borrowers

Fall 2018 TWDB bond sale

Board sets interest rates

Funds Transfer Agreement ratification

Winter 2018 TWDB bond closing

Borrowers’ closings

RECOMMENDATION
Based on the above analysis, the EA recommends Board approval of:

1) Prioritization of 2018 SWIFT program abridged applications as set forth in
Attachment No. 1.

2) Authorizing approximately $2,021,360,000 in funding for the 2018 SWIFT
prioritization cycle and complete application process and by funding category as set
forth in Attachment No. 1.

3) Authorizing the EA to invite submission of full applications for funding for the
amounts and terms as evidenced in Attachment No. 1. Full applications to be due by
5:00 p.m. on May 4, 2018.

4) Structure and terms of funding as described above.

5) Accommodating requested shifts in three closings of previous multi-year
commitments for a net decrease of $2,090,000 in year 2018 disbursements and
associated changes to subsequent closing amounts, each of which is to be approved
by Board resolution at a later date.

After receipt of the complete applications, the EA will review and recommend projects for
funding commitments. The total funding amounts and timing requested may change from
the above numbers prior to the time of Board consideration as a result of staff review.
Should there be any changes, the EA will detail the differences and make recommendations
to the Board based on these changes.

Attachment 1: 2018 SWIFT Program Abridged Applications - Prioritizations



Attachment 1 April 5, 2018
& State Water Implementation Fund for Texas
sw I F T W 2018 Abridged Applications - Prioritizations
Type of funding SWIFT prioritization cycle requested
c
- >
S| 0| w

Total Eligible Low-Interest Deferred Board 212 2|

Score* |[Entity Name Project Name Amount Obligation Obligation | Participation 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 £ S| & &
90 North Texas MWD Treatment and Treated Water Distribution Improvements S 300,000,000 § S 300,000,000 | S -1S -1S 300,000,000 | S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -
88 |Houston, City of Houston - SS Phase | S 15,910,000 | $ 15,910,000 | $ -1S -1 15,910,000 | $ -1S -1S -1S -8 -1S -1S -1S -1 - 1S -1S -1 S -
88 North Fort Bend WA WHCRWA - SS Transmission S 154,535,000 | S 154,535,000 | S -1S -1S 1,500,000 | S 51,905,000 | S 101,130,000 | S -1S -1S -1S -1S -1S -1S -1S -1S -1S -
88 |West Harris Co Regional WA WHCRWA - SS Transmission S 45,000,000 § $ 45,000,000 | $ -1 S -1 15,000,000 § S 15,000,000 | S 15,000,000 | $ -1S -1S -1S -1s -1S -1S -1S -1S -1s -

85 Westlake, City of Increase Delivery Infrastructure from Fort Worth S 4,000,000 | S 4,000,000 | S -1S -1S 4,000,000 § S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S - X
85 North Harris Co Regional WA NHCRWA Distribution Expansion S 601,845,000 | S 601,845,000 | S -1 S -1S 715,000 | $ 1,140,000 | $ 16,180,000 | S 3,490,000 | S 17,230,000 | S 33,725,000 | $ 82,525,000 | S 8,445,000 | S 58,205,000 | S 45,900,000 | $ 183,895,000 | $ 72,790,000 | $ 77,605,000
82 Houston, City of Houston - NEWPP Expansion S 137,255,000 | S 137,255,000 | S -1S -1S 137,255,000 | S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -
82 North Fort Bend WA Houston - NEWPP Expansion S 111,970,000 | $ 111,970,000 | $ -1 S -1 63,935,000 § S -1s 35,000,000 | S -1S 11,080,000 | $ 1,955,000 | S -1s -1S -1S -1S -1S -1s -
82  |West Harris Co Regional WA Houston - NEWPP Expansion S 50,000,000 § S 50,000,000 | S -1S -1S 50,000,000 § S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -
81 |Central Harris Co Regional WA Houston - NEWPP Expansion S 7,585,000 | S 7,585,000 | $ -1 S -1S 1,000,000 § S 6,585,000 | $ -1s -1S -1S -1S -1s -1S -1S -1S -1S -1s -
79 North Harris Co Regional WA Houston - NEWPP Expansion S 222,070,000 | S 222,070,000 | S -1S -1S 81,780,000 § S 85,640,000 | $ 25,790,000 | S 17,130,000 | S 5,840,000 | S 5,890,000 | S -1S -1S -1S -1S -1S -1S -
79 North Fort Bend WA NFBWA Phase 2 Distribution Segments S 72,975,000 | S 72,975,000 | S -1 S -1S 3,410,000 | S 4,705,000 | $ 6,995,000 | S 5,805,000 | $ 9,865,000 | $ 5,460,000 | $ 36,735,000 | S -1s -1S -1S -1S -1S -
76 Brushy Creek Regional UA Brushy Creek RUA Water Supply - Phase 2 - Low S 7,160,000 | S 7,160,000 | S -1S -1S 7,160,000 § S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -
76  |Brushy Creek Regional UA Brushy Creek RUA Water Supply - Phase 2 - Def S 8,770,000 | $ -|$ 8,770,000 | S -1s 8,770,000 | $ -1$ -1S -S -1S -1S -1S -1S -1 -1S -1S -1 S -
76 Central Harris Co Regional WA Luce Bayou Interbasin Transfer S 1,500,000 | S 1,500,000 | S -1S -1S 1,500,000 § S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -
76 Upper Trinity Regional Water District Parallel Pipeline Taylor RWTP to Stonehill Pump Station S 42,185,000 § $ 42,185,000 | $ -1 S -1S 4,575,000 | $ 11,425,000 | S 26,185,000 | S -1S -1S -1S -1s -1s -1S -1S -1S -1S -
68 Guadalupe Blanco RA Mid-Basin Water Supply Project - Conjunctive Use with Aquifer Storage & Recovery - Def S 12,695,000 | S -1 S 12,695,000 | S -1S 12,695,000 | S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -
68 |Guadalupe Blanco RA Mid-Basin Water Supply Project - Conjunctive Use with Aquifer Storage & Recovery - LI S 39,820,000 | S 39,820,000 | S -1 S -1S 6,690,000 f S 9,045,000 | $ 15,665,000 | S 8,420,000 | S -1S -1S -1s -1S -1S -1S -1S -1s -
68 Guadalupe Blanco RA Mid-Basin Water Supply Project - Conjunctive Use with Aquifer Storage & Recovery - BP S 159,265,000 | S -1S -1 S 159,265,000 | S 26,755,000 § S 36,175,000 | $ 62,665,000 | S 33,670,000 | S -1S -1S -1S -1S -1S -1S -1S -1S -

54  |Riesel, City of McLennan County Regional Arsenic Mitigation - Riesel only S 1,210,000 | $ 1,210,000 | S -1 S -1S 1,210,000 | S -1S -1s -1S -1S -1S -1s -1s -1S -1S -1S -1s - X

39 Riesel, City of McLennan County Regional Arsenic Mitigation - for MS, RMS, and H&H WSCs S 3,955,000 | S 3,955,000 | S -1S -1S 3,955,000 § S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S - X

33 FHLM Regional WSC McLennan County Regional Arsenic Mitigation S 8,385,000 | S 8,385,000 | $ -1 S -1S 8,385,000 | S -1S -1s -1S -1S -1S -1s -1s -1S -1S -1S -1s - X

28  |Junction, City of Modify Water Intake S 4,250,000 | S 4,250,000 | S -1S -1S 4,250,000 | S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S - X

26 |Spring Valley Village WUG Infrastructure Expansion (Groundwater) S 2,120,000 § S 2,120,000 | S -1 -1s 2,120,000 § S -1 -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S - X
20 McAllen, City of Water Rights Acquisition S 6,900,000 § S 6,900,000 | S -1S -1S 6,900,000 § S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -1S -

Total | $ 2,021,360,000 | S 1,840,630,000 | $ 21,465,000 ([ $ 159,265,000 | $ 769,470,000 | $ 221,620,000 | $ 304,610,000 | $ 68,515,000 | $ 44,015,000 | S 47,030,000 | $ 119,260,000 | $ 8,445,000 | $ 58,205,000 | $ 45,900,000 | $ 183,895,000 | $ 72,790,000 | $ 77,605,000 0O ( O | O | 6

Existing Multi-Year Commitments S  1,190,645,000 $ 672,335,000 $ 160,810,000 S 213,595,000 $ 69,500,000 $ 38,100,000 $ 24,190,000 S 14,740,000
Net Requested Changes to Multi-Year Commitments S (2,090,000) S (13,655,000) S (1,405,000) S (400,000) S (450,000) S 18,000,000 S - S - S - S - S - S - S -
* Tie scores are priority ranked according to the conservation and emergency criteria, where applicable. Updated Multi-Year Commitments S 1,188,555,000 S 658,680,000 $ 159,405,000 S 213,195,000 $ 69,050,000 $ 56,100,000 S 24,190,000 $ 14,740,000 S - S - S - S - S -
The SWIFT program includes two funds, the State Water Implementation Fund for Texas (SWIFT) and the State Water Implementation )

Grand Total of All Proposed Commitments by Year $ 1,958,025,000 $ 880,300,000 S 464,015,000 S 281,710,000 S 113,065,000 $ 103,130,000 $ 143,450,000 $ 23,185,000 S 58,205,000 S 45,900,000 S 183,895,000 $ 72,790,000 S 77,605,000

Revenue Fund for Texas (SWIRFT). Revenue bonds for the program are issued through SWIRFT.
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