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The purpose of the
state water plan

to ensure that all of our
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suppli
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. 2012 State Water Plan
Total capital costs

for water supplies, Water
water treatment trj?tt"f"f-a"d
1 . : Wast t istribution
and distribution, e ection ot e
wastewater treatment
$81.7 billion

collection and
treatment, and
flood conftrol:

Water
Management
Strategies
$23‘| billion Flood control Recommendéd
$746 billion in 2012 State
Water Plan
$53.1 billion
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Texas’ Water Needs

$26.9 326.2

billion billion




What's in tThe LEGISLATIONZ®¢

Texas Water
Development Board
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House Bill 4
* Provided TWDB governance changes
» Created SWIFT and SWIRFT
» Created SWIFT Advisory Committee
» Defined how funds can be used
» Defined prioritization processes

» Outlined technical aspects of
legislation



Development Board

House Bill 4 Governance Changes
Three full-time Board members:

One with experience in engineering, one
With experience In finance, and one with
experience in law or business

Reflect geographic regions and
population groups of the state

Staggered six-year terms
May serve for no more than two ferms



Texas Water
Development Board

SWIFT Advisory Commiitee Members
« Comptroller or designee

 Three members appointed by the Lt.
Governor:

— One from Senate Finance

— One from Senate Natural Resources
 Three members appointed by the

Speaker of the House:

— One from House Appropriations

— One from House Natural Resources
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Senate Joint Resolution 1

Development Board

Texas Water

Provided for
constitutional
amendment

submitted o voters on

November 5, 2013

Discusses SWIFT,
SWIRFT and funding
for the state water
plan

Provided basic
framework

Passage of
proposition allowed
$2 billion to be
transferred from the
Rainy Day Fund o
SWIFT

What's in the legislation?

House Bill 1025

Appropriated $2
billion from the
Rainy Day Fund
to SWIFT upon SJR
1 approval

Proposition 6

Approved by
voters November
5, 2013, Prop. 6
created SWIFT and
SWIRFT to assist in
the financing of
priority projects in
the state water
plan fo ensure the
availability of
adequate water
resources
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IS tO provide financial assistance
fo ensure adequate future
water supplies for Texas.

Legislative and TWDB Board considerations include:

« Achieve Funding of $27 billion over 50 years
« Ensure perpetuity of original $2 billion capitalization
« Aftainment of AAA bond ratings

12
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Given the magnitude of funding the state water plan,
there is need for active management of the SWIRFT:
« Rationale for full-fime Board members
« Evolution of decade of needs assessment
 Demand for different program structures
« Dynamic interest rate markets

These factors will have an impact on the capacity
of the SWIRFT and how it is structured.
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HB4;

Creates the State Water Implementation Fund for
Texas (SWIFT)

Provides source of revenue or security for programs
and a cash flow mechanism to protect the SWIFT
COrpus

Supports low-interest loans, Ion?er repayment tferms,
Incremental repurchase terms for projects with state
ownership, interest and deferral of loan payments
(no grants)

Creates State Water Implementation Revenue Fund
for Texas (SWIRFT) for issuance of revenue bonds

Permits for the utilization of Bond Enhancement
Agreements
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Undertake to use:
At least 20 percent
fo support water conservation
and reuse projects.

At least 10 percent
to support projects serving
rural communities and agricultural.
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Financial Assistance Options Through SWIRFT

« Up to 50% interest rate subsidy of the TWDB's
iInterest rate

« Up to 30-year amortization for loans

« Deferral of loan repayment for principal and
inferest

* |Incremental repurchase terms

« Repurchase of principal and interest with ultimate
repurchase of entire state interest in facility using
simple interest calculation

Or
« Combination of these methods

16
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SWIRFT:

« Canissue revenue bonds to fund
Projects

* Finance or refinance projects in state
water plan

 Make loans below prevailing rates

» Uses loan structures similar to TWDB's
longstanding programs

17



Texas Water HB4 capacity analysis

Development Board was based
on utilizing SWIRFT

Infrastructure

Bond Enhancement Fund Loans

Agreements

Rural Water
Infrastructure
Fund Loans

State
Participation
Loans

Bond Enhancement
Agreements

General Agriculture
: . Water
Obllgahon Conservation
Bonds Fund Loans
(does not
impact

CDL) 18




Texas Water
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SWIRFT funds may be used as a source of
revenue or security for:

« Paying principal and interest on
— Revenue bonds issued by TWDB
— Other bonds issued by TWDB
— A bond enhancement agreement

« Acquiring loans or other assets from
another fund or account of TWDB

« Paying costs of issuance

19



Development Board

Texas Water

Bond Enhancement Agreements

Professional services contracts

Vehicle by which funds in SWIFT move to the SWIRFT and
other permitted programs

There can be no more than two bond enhancement
agreements in any state fiscal year

May provide a source of revenue or security for the
payment of general obligation bonds or revenue bonds
issued by TWDB

— To finance or refinance projects included in the state
water plan

May be used to provide security through the funding of
a reserve fund for SWIRFT bonds issued by TWDB

20
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= What will the | T

State Water Plan fund? L e

HB4 was
created exclusively
fo support projects in
the state water plan.

Only political subdivisions and
nonprofit water supply corporations
will be eligible for funds.




What will the - 1 gl
State Water Plan fund? e
Allocaftion NEW SUPPLY CONSERVATION
of water DEVELOPMENT AND REUSE
32% of volume 34% of volume
SU pply 43% of total ; ch}T%fl TCO;STIS
S.I.rO.l_egleS capital costs
N the 2012
Swaleiaier TG
Plan. 34% of volume

45% of total capital
costs



— How will the $2 billion and s - =08

the Sé6 billion work
together?

SWIRFT:

Revenue Bond GO Bond
Utilizes More Utilizes Less
Program Assets Program Assets

Does Not Impact Does not impact
CDL CDL - Self-

supporting
S 2 $

Stronger Rated Borrowers
Strengthen the Analysis
Utilized for Rating
Agencies

Lower Rated Borrowers
Achieve Interest Rate
Savings by loans based on
State’s AAA Ratings

$2 Billion SWIFT

Upfront Capitalization
to be Leveraged to Generate more Funding Capacity
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Regional Water
Planning Groups

Regional Water Planning &
Development Teams

Team 1: Panhandle/West
(A/O/E/F)

Team 2: Brazos (G/B)
Team 3: Northeast (C/D)
Team 4: East (H/I)

Team 5: Central (J/K/L/P)
Team é: South (M/N)
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How will projects be . |
prioritized? e

A stakeholders group developed
uniform standards that all 16
regional water planning groups
will use to prioritize projects.
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How will projects be i
prioritized? "

Prioritization by regional water planning groups

‘ Decade in which project is needed
o ‘ Feasibility of project

criteria

ot ‘ Viability of project

stakeholders

committee ‘ Sustainability

‘ Cost effectiveness




= How will projects be i
prioritized? "

Prioritization by TWDB

‘ Serve a large population

Assist a diverse urban and
rural population

‘ Provide regionalization

Meet high percentage of
warter users’' needs

Highest
consideration




= How will projects be . |
prioritized? "

Prioritization by TWDB
‘ Local financial contribution

‘ Financial capacity of applicant to repay

‘ Ability to leverage with local and federal funding

Additional
Criteria

‘ Emergency need for project

‘ Readiness to proceed with project

‘ Effect on water conservation

‘ Priority given by regional water planning group
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How will projects be . |
prioritized? T

Rulemaking Process

 Prior to draffing rules, Board and Executive
Administrator solicited suggestions and input from a
variety of stakeholders

« Created agency rule team and public process 1o
develop rules

* |n Dec. 2013, Board approved uniform standards
developed by regional water planning group
committee for regional prioritization of water plan
projects

« Extended public comment period closed Sept. 1;
antficipate rule adoption in Dec. 2014



= How will projects be

prioritized? S

Rulemaking Process

« SWIFT/SWIRFT program rules will be a new subchapter to
Board's existing financial programs rules
— This avoids duplicating rules related to application

processing and financial and technical review of
applications

« As with other Board programs, there will not be rules
related to Board’s issuance of bonds since statute
provides framework

« Proposed rules will also keep structure and terms of the
Board'’s loans to political subdivisions to a minimum to
maximize flexibility

— Allows the Board to actively manage SWIFT funds and
protect the corpus, while still allowing the Board to set
attractive financial terms for loans



How is TWDB Implementing HB4¢
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Nov. 5, 2013 e Voters passed Proposition 6
e Stakeholders group submitted
2 1l AU prioritization standards to TWDB
Summer 2014 e Publish draft HB4 rule

e Regional water planning groups submit
LU GEE, draft prioritized list of regional projects
e Planning groups submit final prioritized

el U AV list of regional projects

March 1, 2015 e Deadline to adopt HB4 rules
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Spring 2015

Summer 2015

Fall 2015

’JF
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 TWDB solicitation process
e Projects submitted

e TWDB prioritization process

 TWDB analysis of impact of requested
project structure on funding plan

* Projects fo be funded identified

e Initial leveraging of SWIRFT
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« TWDB is prepared for the prioritization process 1o

result in additional demand for other TWDB financial
assisfance programs

« Reorganization of TWDB staff in regional feams will
bring consistency in providing guidance borrowers

— Comprehensive service strategy

— Customer efficiencies realized in uftilization of
TWDB programs



Transparency and Communication Initiatives

- Reorganization fo emphasize program development,
project implementation and completion, improved
communication, and process transparency

« Created Agriculture and Rural Texas Ombudsman
position
* Implemented more Board work sessions for open and

public process, including numerous meetings across the
state

« Launched first stage of interactive state water planning
website that illustrates future water demands

« Streamlined environmental review process for state
funded projects

« Added groundwater component to Water Data for
Texas website

« Developing an online financial assistance application




Abridged
applications for

SWIRFT received by

Executive
Administrator

Aoard considers and
approves pricritization,

SWIRFT Process

Complete financial
assistance

applications received

TWDB Technical
review (financial,
legal, engineering, and

prioritizes sets funding amounts
and terms

the TWDB

G

by TWDB environmental) of

@

applications

financial applications

Financing Agreements

executed between TWDB issues SWIRFT
TWDB and borrowers bonds

\_/—\

Board considers
applications for
approval

Borrowers close
SWIRFT loans




How is the TRUST Managing
the SWIFT Investmentse

Texas Water
Development Board
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The Texas Treasury Safekeeping
Trust Company (“Trust”) I

leqis

respor

atively been directed

aQsS
'O be

sible for the investmen
SWIFT.

- of the
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Management of the SWIFT
 Trust willmanage funds

» Sufficient liquidity will be maintained to
meet needs of fund while striving to
preserve purchasing power

 Trust will provide annual reporting to
TWDB and SWIFT Advisory Committee

41



Development Board

Management of the SWIFT

« Trust to hire CPA for annual independent
audit report to TWDB and Advisory
Committee

» Trust to develop written investment policy

 TWDB to annually provide Trust a forecast
of cash flows of fund and updates as
appropriate

 Trust to disburse funds as directed by
TWDB; expected to be twice annually
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SWIFT

Upon passage of Prop. 6 in November, the
State fransferred $2 billion to the State Treasury

TWDB and Trust entered into an Investment
Agreement on January 23, 2014

The Trust requires the forecast of projected cash
flows from the TWDB in order to implement the
full SWIFT investment strategy

In understanding how critical the rate of return
is to the achievement of the projects to be
funded, the TWDB has worked with the Trust in @
collaborative manner to move forward with
investment guidance

43
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Strategic Planning

Model e e

Strategic Planning Model
« TWDB has developed a SWIFT/SWIRFT

Strategic Planning Model

Objective of the model is to determine the
Impact of various decisions related to the
Implementation of the multiple SWIRFT

assumptions on the projected project
funding

Interactive model will be a part of the active

management of the program and utilized In
the TWDB's prioritization process



Strategic Planning .

Model nm

Texas Water (7—
TWDB SWIFT/SWIRFT Model Architecture Development Board

CONTROL INPUTS CALCULATIONS OuTPUT

Loan
| Repayments |
Decade of Loan
Need Structure Program
Program

Struct WIF Capacity
ructure o L
Scenario Program (Interest Rate Subsidy)

Selector Loan Terms Cash WIF Def.

Fund
(Payment Deferral &
(Inputs) |\§ Subsidy Flows IntesSSEIAE Subsics) Balances

Provided State Part. :
TWDB’s (Payment Deferral) Forecasted

Interest Rate Sets ésides & Cash Flows
Rating Agency Aslilus;zce
Criteria
Funds
Earnings Rate

. Funds Investment Forecasted

Earnings Rate

Projected

Strategy N Cash Flows

FirstSouthwest 7®

Member FINRA & SIPC
© 2014 First Southwest Company
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Projected Potential Project Demand

* Eligible projects have been identified
INn the current state water plan

« Currently the TWDB Is working with
enftities that have projects in the state
water plan to identity funding needs
and capital demands for
Implementing those projects
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The legislation creating the SWIFT
and SWIRFT is unprecedented

« Proactive leadership of the State of Texas in
partnership with the TWDB through a regional
planning process identiftying 50 years of water

resource demands

« Understanding from the perspective as a
growing State, the economic implications of
not having sufficient water supply 1o meet
projected demand

« Magnitude of the $2 Billion Up-Front
Capitalization
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