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of
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The attached Financial Plan and Statement of Financial Capability is intended to demonstrate
that Three Rivers has the financial resources necessary to fund its portion of the cost share for
the Feather River Levee Improvement Program, and is submitted in response to the Department
of Water Resources' August 30, 2007 Preliminary Eligibility Notification.

¢ The attached audited financial statements for Three Rivers' last three operational years
were prepared by Mike Hinz, CPA.

* The remainder of the attached Financial Plan and Statement of Financial Capability was
prepared by a team of financial, engineering, governmental, and legal consultants. The
entire submittal was prepared in consultation with, and has been reviewed by, Mr. Hinz.

¢ Significant portions of the financing arrangements underlying the Financial Plan were
developed by Jeff Small, Managing Partner of Capital Public Finance Group, a chief
financial consultant to the County of Yuba.

e Development of the attached cash flow documents, including the interface between these
documents and projected development revenues, were prepared by Seth Wurzel, Vice
President of Economic & Planning Systems.

 All aspects of the Financial Plan and Statement of Financial Capability have been
prepared with oversight from Paul Brunner, Three Rivers Executive Director.
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TRLIA’S FRLRP EIP GRANT PROGRAM

FINANCIAL PLAN COMPILED DOCUMENTATION

Economic and Planning Systems, Inc. (EPS) has been requested by Three Rivers Levee
Improvement Authority (TRLIA) to compile the required relevant financial
documentation needed for its response to the Department of Water Resources” (DWR's)
State-Federal Flood Control System Modifications Grant Program for Fiscal Year 2007-
08 Early Implementation Projects (EIP Grant Program) for TRLIA’s proposed Feather
River Levee Repair Project (FRLRP). Attachment 1 of DWR’s August 30, 2007
preliminary eligibility letter (DWR Letter) outlined the items required to be included
with the Documentation of Financial Plan and Statement of Financial Capability (Plan).
This report presents that required relevant documentation.

TRLIA’S IDENTIFIED SOURCES OF FUNDING FOR FRLRP

PROJECT COST DISCUSSION

The total EIP Grant Program project cost in the TRLIA May 1, 2007, EIP Grant Program
application for Feather River Segments 1 (including site 7), 2 (Setback), and 3 was
$201.30 million. The DWR Letter made the following determinations:

e TFeather River Segments 2 and 3 were eligible for State of California (State)
EIP funding;

e Feather River Segment 1 and Site 7 were ineligible for State EIP funding;

e Ecosystem Restoration work ($8 million) would be excluded from the EIP project
at this time;

e  $0.59 million Segment 2 design costs were found to be ineligible because they
were completed before November 7, 2006;

e The completed Feather River Alternative Analysis ($1.3 million) was found to be
ineligible; and

e Although Segment 1 and Site 7 were deemed ineligible, TRLIA must include
these costs in the total EIP program costs as part of the local share.

With the above changes, the adjusted TRLIA EIP Grant Program cost is
$191.41 million. The State share is proposed to be $138.51 million. Therefore, this
resulting Local Share is $52.9 million.

Exhibit A presents a Sources and Uses of funds table that outlines the total remaining
costs and the identified immediately available sources of funds to complete the project.
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The total remaining cost for TRLIA to complete all Feather River and Yuba River levee
improvements necessary to achieve 200-year flood protection for the Benefited Area in
southern Yuba County (County) is $208.4 million, an amount that does not include $8.0
million Ecosystem Restoration work excluded from funding under the EIP Grant
Program. TRLIA’s projected non-EIP Grant Program-related revenues are $17.0 million
(e.g., additional DWR and Department of Fish & Game (F&G) Proposition 13 funding
and existing cash on hand). To fully fund the entire TRLIA Levee Improvement
Program, an additional local funding of $0.4 million is needed beyond the local share
being raised for the EIP Grant Program.

Current Cash Reserves and Receivables Funding

TRLIA’s current cash reserves include cash on hand and receivables in the form of
reimbursements from eligible Proposition 13 Grants (DWR and F&G) and contractual
agreements. Exhibit B presents a table outlining TRLIA’s current cash on hand and
these future funding sources.

REVENUE SOURCES

The immediate revenue sources TRLIA will rely on to fund project-related costs
associated with the FRLRP Levee Improvements being constructed under the EIP Grant
Program include the proposed EIP Grant from the State and Local Funding from
landowners in the affected area (Landowners) and the County. The assumptions
underpinning these major sources are described below.

State Cost Share Assumptions

Proposition 1E and 84 Funds are assumed to come to TRLIA, based upon the following
assumptions:

1. The State share of costs is $138.51 million.

2. The State agrees to fund eligible project-related costs, based upon the following
cost sharing formula:

a. Feather River Segment 2 costs (based upon a 70-percent cost share for the
base strengthen-in-place alternative and 95-percent cost share for
incremental costs related to a set-back alternative) at an effective
82.8246-percent share.

b. Feather River Segment 3 costs at 70 percent.

3. Costs for Feather River Segment 2 and 3 occurring on or after November 7, 2006,
are eligible for reimbursement as long as the expenses have been done in a
manner provided in an executed grant agreement. Upon execution of a grant
agreement in November 2007, costs incurred from November 7, 2006, through
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October 2007 will be submitted to the State for reimbursement at the respective
cost-share amount, and payment will be provided to TRLIA by December 1,
2007.

4. Non-Real Estate Funding;:

a. From November 2007 until TRLIA funds its entire required (and
remaining) local share amount (approximately $53.3 million), the State
agrees to fund project-related costs at an agreed-upon cost share of no
more than a 45-day lag from the date the cost is submitted for
reimbursement.

b. From the point in time at which TRLIA funds its entire local cost share,
the State agrees to pay 100 percent of eligible costs for reimbursement
with no more than a 45-day lag from the date the cost is submitted for
reimbursement until the State share of $138.51 million is reached.

5. Real Estate Funding: From November 2007 to project completion, the State
agrees to direct fund land acquisition expenses.

Local Cost Share Assumptions

The local cost share ultimately will be funded by a Development Impact Fee Program
(DIF) that was put in place in May 2006 after the completion of a Three Rivers Levee Fee
Nexus Study, (Final Report dated April 25, 2006) (Nexus Study). The DIF was adopted
by the County (Ordinance No.’s 1372 & 1373) and imposes a fee on development due at
the time proposed development records a final subdivision map (or pulls a building
permit if the respective map was recorded before May 2006). The attached Exhibit C
contains a copy of the Nexus Study and the related Ordinances. The costs of the
improvements allocated to new development by the fee are sufficient to raise the local
share required by the terms of the DWR Letter. The timing of revenue associated with
the collection of the fee is not certain, however, and advancement of the revenue is
required to provide a sufficient flow of funds for the construction of the project. The
solution for this issue is an advance-funding agreement entered into by Reclamation
District 784 (RD 784), TRLIA, the County, and Landowners. Before the EIP Grant
Program and TRLIA’s current FRLRP efforts, the Landowners and the County agreed to
advance-fund the Local Cost share of the improvements and wait for reimbursement or
credit of those advanced funds when fee revenue is received or required to be paid. This
advance-funding arrangement is contained in the signed Second Funding Agreement, a
copy of which is attached in Exhibit D. With the EIP Grant Program in place, the Local
Share of costs for the eligible EIP Project is assumed to be $52.9 Million. The Local Share
of cost for the EIP Grant Program will come from the following sources:
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1.) Landowner Funding

Landowners now have agreed to advance fund a maximum of $30.0 million to be used
toward the required Local Share amount of the eligible EIP project costs as well as the
remainder of TRLIA Levee Improvement Program. The Landowners will advance their
required share, in cash, based on a fixed funding schedule. TRLIA’s assurance that the
Landowners will advance the funds required in a timely manner to pay the costs of the
project will be contained in an amendment to the Second Funding Agreement (First
Amendment), as described in the First Amendment Term Sheet and associated Board
Resolutions and Landowner letter provided in the attached Exhibit E. The terms in First
Amendment make the Landowners liable for their proportionate share of the agreed
upon $30.0 million at the timing specified in Exhibit B of the First Amendment. In
addition, the First Amendment indicates that TRLIA, the County, and the Landowners
will work toward placing a Special Tax Lien on the land that would allow Bonds to be
sold to aid in capitalizing all or a portion of the $30.0 million.

In the event that one or any of the Landowners fail to produce their required share of the
$30.0 million in a timely manner, the County and TRLIA have the right to sue the
defaulting Landowners and suspend development approvals (i.e., not approve Final
Subdivision Maps and not issue Building Permits). Ultimately, TRLIA would be able to
obtain a judgment against the defaulting Landowner for the required portion of the
Local Share of cash required for the project through a process of binding arbitration. In
addition, to have greater surety that the project will be completed on schedule, the
Landowners have agreed to provide the funds pursuant to a schedule that advances $3
million in May 2008. This is before TRLIA expects to require the majority of the funds
needed after the first agreed-upon capital call. The First Amendment will be executed
by the respective parties once the State has agreed to the TRLIA proposed Plan.

2.) Yuba County Funding

In accordance with the First Amendment Term Sheet, the County has agreed to fund a
Maximum of $23.3 million, to be used to toward a portion of the required Local Share
amount of the eligible EIP Grant Program project costs as well as the remainder of the
TRLIA Levee Improvement Program. To do this, the County currently plans to issue
Certificates of Participation (COPs). COPs are government-issued debt securities
commonly used to fund infrastructure improvements when the governmental entity
wishes to use debt financing not subject to voter approval. The County would issue the
COPs to generate $23.3 million in proceeds available to fund the Local Share of program
costs. Ultimately, the source of repayment for this debt would be the County’s general
fund. As required by Attachment 1 of the DWR Letter, Exhibit F contains a Credit
Analysis of the County prepared by Capitol Public Finance Group, as well as a letter
from Lehman Brothers, an investment bank dealing in governmental issued securities,
that indicate the COPs issued by the County are marketable investment grade securities.
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TIMING OF REVENUE SOURCES

Critical to the success of the FRLRP is the adequate timing of the aforementioned
revenue sources. A monthly project cash-flow statement for the remainder of TRLIA’s
Levee Improvement Program is provided as Exhibit G. The cash flow statement
presents TRLIA’s historical project revenues and expenses and commences a forecast of
future expenses and revenues in September 2007. This cash flow statement presents
TRLIA’s most up-to-date information (as of October 3, 2007) regarding projected
remaining expenses for current contracts and forecasts for the costs of remaining future
contracts and real estate acquisitions. The revenues presented in this cash flow
statement reflect the assumptions presented above regarding the proposed State and
Local share of funding.

TRLIA GRANT ANTICIPATION NOTE

Given these assumptions, to ensure that TRLIA has adequate cash to pay expenses in a
timely manner, TRLIA plans to use a Grant Anticipation Note (GAN). A GANis a
short-term borrowing that would take place by TRLIA in advance of the receipt of the
EIP Grant funds. This is not a borrowing based on the full faith and credit of TRLIA, but
is based on and secured solely by the future receipt of eligible grant funding from the
State. Therefore, a credit analysis for TRLIA’s GAN is not included with this
documentation. In Exhibit F, however, the September 27, 2007, letter from Lehman
Brothers addresses the viability of successfully marketing a GAN. The cash flow
addresses the issue of interest cost of the GAN by including this cost and funding it
solely with the total amount of revenue to come from local sources.

FUNDING PERIOD ANALYSIS

The cash flow statement demonstrates that TRLIA is fully capable of obtaining revenue
sources sufficient to cover the stream of costs through time. The following discussion
describes how TRLIA expects to fund the costs over time, based on the specific
assumptions pertaining to the local sources of revenue.

Period 1—Initial Funding [Dec 2007 to Jan 2008]

TRLIA expects that an EIP Grant Agreement can be executed by November 2007. At
approximately the same time, TRLIA expects to commence the acquisition of a
significant amount of Right of Way required for the Segment 2 Setback Levee and
commence its construction. To fund this effort, TRLIA expects the following to take
place in December 2007.
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1. TRLIA receives approximately $9 Million from its local partners.

a. $5.1 million will be advanced to TRLIA from local landowners. The
$5.1 million is currently in a holding escrow account and can be
transferred to TRLIA upon the satisfaction of certain feasible conditions
outlined in the agreed upon First Amendment.

b. $3.9 million will be advanced by the County through its issuance of
COPs.

2. TRLIA receives approximately $7.9 million in State share reimbursements for
previously expended eligible costs after November 7, 2006, in accordance the
DWR Letter.

3. TRLIA executes a GAN that advances approximately $30 million of future EIP
Grant proceeds on a short-term (6 to 8 month) basis to allow land acquisition to
occur. TRLIA and the State subsequently will work to develop a direct pay
procedure for land acquisition in the future. With these sources of funding in
place, TRLIA would be able to fund the required Right of Way acquisition on a
going forward basis.

Period 2—Ongoing Funding [Feb 2008 to Jun 2008]

TRLIA would fund ongoing Segment 2 construction costs and repay the GAN during
this period. In addition, Landowners would advance $3 million to build a higher cash
reserve to ensure the timeliness of funding. TRLIA expects that, by working with DWR
and following similar practices experienced through the prior Proposition 13
reimbursement program, Grant proceeds, received on a 45 day-lag basis, will be
sufficient to fund the ongoing construction of Segment 2 and Segment 3 during this
period. TRLIA would submit for the reimbursement of eligible project costs, and they
would be reimbursed for Segment 2 costs at an effective 82.8246 percent (the net result of
70 percent funding for the base Segment 2 strengthen-in-place alternative and 95 percent
funding for incremental setback-levee costs) and Segment 3 costs at 70 percent. These
reimbursements would be the major source of funding through June 2008.

Period 3—Ongoing Funding [Jul 2008 to Oct 2008]

During this period, TRLIA’s major expenses would include the construction of the
Segment 2 setback levee. In July 2008, TRLIA’s local partners would be called upon to
commence funding their remaining Local Share of the TRLIA Levee Improvement
Program. TRLIA would continue to submit to the State eligible costs for State share
reimbursement. This funding would be augmented by the remaining Local Share of the
$53.3 million, which was agreed upon to be funded by Landowners and the County. In
addition, TRLIA would maintain a $3.5-million cash balance until the balance of the
Local Share is received. The Local Share of funding and the received State share
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reimbursements ultimately would payoff the balance of the GAN and continue to fund
project costs.

Period 4—Remaining Funding [Nov 2008 to Nov 2009]

Once TRLIA’s local partners have completed funding the required Local Share of costs,
TRLIA would expect that eligible costs funded by the EIP Grant would be paid directly.
TRLIA’s expectation is that invoices for eligible costs, from November 2008 and forward,
could be submitted directly to the State for full payment with the understanding that
100 percent of the required Local Share has been paid already. This process would
continue until the EIP projects were complete. Cash Balances and future receivables of
prior funding commitments would continue to fund non-eligible EIP Grant Program
costs.

PROVISION FOR COST OVERUNS

Project Contingency

In the current TRLIA EIP Grant Program is a $17.8 million contingency that will be used
to pay for project cost increases. This contingency is shown in Exhibit G, the Cash Flow
Statement.

Levee Impact Fee

In the First Amendment, provisions limiting the reimbursement of money advanced by
the Landowners and the County until the projects are substantially complete have been
included. This means that DIF revenue collected while the project is constructed can be
used to augment directly the Local Share of Revenue to cover project costs. No future
DIF Revenue has been projected in the Cash Flow Statement (Exhibit G) or the Sources
and Uses Statement (Exhibit A). One hundred percent of DIF revenue received before
the completion of the Levee Improvement Program will be used to cover project-related
costs and not to fund reimbursements.

Community Facilities District

Landowners and the County have explored and determined feasible the imposition of a
Special Tax Lien on property and issuance of land-secured debt pursuant to the Mello-
Roos Act. To the extent that there is sufficient land value, debt could be issued to
generate additional proceeds to fund levee improvements, as opposed to reimbursing
Landowners and the County for the funds they have advanced for the Local Share.

Assessment District

TRLIA is pursuing the formation of a Benefit Assessment District (AD) to fund Levee
Maintenance. TRLIA has explored and determined that it is feasible to include in the

P:\16000\16497 Three Rivers Phase IV Funding Admin\Reports\EIP Grant Submission\ 16497 TRLIA Financial Pland 9.27.07.doc



Financial Plan Documentation Report
TRLIA’s FRLRP EIP Grant Program
October 3, 2007

assessment levy money to service Bonds issued to finance capital improvements.
Revenues generated from these Bonds could be used to fund cost overruns, as opposed
to reimbursing Landowners or the County for the funds they have advanced for the
Local Share.

Future Prop 1E

TRLIA believes that other levee reaches currently not funded by Prop 1E would be
eligible for future funding. TRLIA plans on submitting applications for these reaches,
which if funded would allow current TRLIA revenues to be reapplied to cost overruns,
if they occur.

REQUIRED AUDITS AND ANNUAL BUDGET

The DWR Letter required that, as part of the Financial Plan and Statement of Financial
Capability, TRLIA submit Audited Financial Statements for the last three operational
years. In addition, the DWR Letter required that TRLIA include its most recent annual
budget. These Audited Financial Statements and TRLIA’s current 2007-08 have been
included in Exhibit H.

TRLIA LOANS

As previously stated, TRLIA has not proposed the incurrence of long-term indebtedness
to secure the required local share for the EIP Grant. As previously noted, TRLIA will, if
required, enter into a GAN, which is a short-term borrowing for cash-flow purposes. As
such, TRLIA has not completed Attachment 7 of the EIP Grant Application because this
document requests information regarding the use of long-term indebtedness by the
Agency for the finance of the project.

LEVEE OPERATIONS AND MAINTENANCE

The proposed project is located in RD 784. RD 784 has Operations and Maintenance
(O&M) responsibilities for a 36.6-mile levee system and an interior-drainage system
consisting of 45 miles of drainage canals and eight pumping stations. Revenue for O&M
comes from two different existing assessments, an RD 784 assessment and a County
Service Area (CSA) assessment. These two assessments generated revenue of
approximately $650,000 in Fiscal Year 2006-07. Assessment revenue grows as
development occurs in RD 784. Based on development that has already occurred,
revenue is expected to increase by approximately $100,000 each year for the next two
fiscal years. Revenue from development lags behind the actual development because of
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the time required to reflect development on the tax rolls and to collect and distribute tax
revenues. RD 784 has done an acceptable job of maintaining its levee system with these
past revenues. A recent DWR inspection did not identify any significant maintenance
deficiencies.

TRLIA is responsible for improving 29.3 miles of the 36.6 miles RD 784 levee system.
The Feather River EIP project represents approximately 13 miles of the 29.3 miles being
improved by TRLIA. TRLIA has compared the current RD 784 levee O&M practices
with future urban levee requirements and has determined that additional annual
revenue of $800,000 is needed for levee O&M by 2009, when TRLIA is projected to have
the 29.3 miles of levee improvements completed and certified. TRLIA has contracted
with an assessment engineer to develop an Engineer’s Report to support the
establishment of a Levee and Flood Control Facilities Maintenance AD. The vote on this
additional assessment has not been scheduled but is expected to occur in early 2008. It is
expected that the new assessment will raise approximately $800,000 annually for O&M.
TRLIA has included funds in its annual budget for levee operations maintenance before
the AD being created. The 2007-08 budget (Exhibit H) adopted by the TRLIA Board
includes $675,000 for O&M.

In addition, TRLIA is working with RD 784 to identify and implement new maintenance

practices (mowing levees instead of burning for vegetation control) and to increase other
efforts such as rodent control.
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