DISCOVERY CLEAN WATER ALLIANCE

RESOLUTION NO. 2014 - 07

A RESOLUTION OF THE DISCOVERY CLEAN WATER ALLIANCE, AMENDING
THE DISCOVERY CLEAN WATER ALLIANCE INTERLOCAL FORMATION
AGREEMENT TO MODIFY THE FINANCIAL POLICIES IN EXHIBIT A OF THE
AGREEMENT, TO INCLUDE A PROCEDURE FOR ADOPTING ALLIANCE RULES,
AND TO ADOPT A BOND ISSUANCE PROCEDURE; AND AUTHORIZING AN
AMENDED AND RESTATED INTERLOCAL FORMATION AGREEMENT THAT
INCORPORATES THE AMENDMENTS IN THIS RESOLUTION.

WHEREAS, Clark County, Clark Regional Wastewater District, the City of Battle Ground
and the City of Ridgefield (collectively the "Alliance Members”) formed the Discovery Clean
Water Alliance (the "Alliance”), a Washington municipal corporation, by entering into the
“Discovery Clean Water Alliance Interlocal Formation Agreement” (the "Alliance Agreement”)
and by causing the Alliance Agreement to be filed with the Washington Secretary of State, all
pursuant to the Joint Municipal Utility Services Act, Chapter 39.106 RCW (the "Act”); and

WHEREAS, RCW 39.106.050(6) requires that each interlocal formation agreement entered
into pursuant to the Act describe how the formation agreement is to be amended, and
Section IV.F.2.a of the Alliance Agreement requires that amendments to the Alliance Agreement
receive a "Dual Super-Majority Vote” of the Alliance Board of Directors (the “Alliance Board") for
passage; and

WHEREAS, Section IV.F.2.b of the Alliance Agreement requires that amendments to the
Financial Policies of the Alliance receive a "Dual Super-Majority Vote" of the Alliance Board for
passage; and

WHEREAS, RCW 39.106.050(7) requires that each formation agreement describe how that
authority’s rules may be adopted and amended, and the Alliance Agreement does not currently
describe in as detailed a fashion as is desirable how the Alliance may adopt and amend its rules;
and

WHEREAS, RCW 39.106.050(19) requires that each formation agreement specify the
Washington statute or statutes under which that authority will issue bonds, notes and other
obligations, and the Alliance Agreement does not currently specify under which Washington
statute or statutes the Alliance will issue bonds, notes and other obligations; and
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WHEREAS, it is the intent of the Alliance Board to adopt agreements that are drafted for
ease of use by the Alliance Board, Alliance staff and operators, and by the general public, and an
amended and restated Alliance Agreement incorporating the amendments in this Resolution
and superseding the prior Alliance Agreement will promote this purpose; now, therefore

BE IT RESOLVED by the Board of Directors of the Discovery Clean Water Alliance as
follows:

Section 1. The Alliance Financial Policies, incorporated at Exhibit A of the Alliance
Agreement, are amended as set forth in Exhibit A attached to this Resolution and incorporated
herein by reference.

Section 2. A new subsection IV.F.1.g is added to Section IV of the Alliance Agreement as
follows:

“IV.F.1.g. The adoption and amendment of Alliance rules.”

Section 3. A new subsection V.K is added to Section V of the Alliance Agreement as
follows:

“V.K. Consistent with SectionIV.F.1, the Board shall adopt and amend
rules for the Alliance by resolution adopted by Dual Majority Vote.”

Section 4. A new subsection V.L is added to SectionV of the Alliance Agreement as
follows:

“V.L. Alliance Bonds. When Bonds are issued by a Member on behalf of
the Alliance, those Bonds shall be issued in accordance with the bond statute or
statutes applicable to that Member. When Bonds are issued by the Alliance,
those Bonds shall be issued in accordance with bond statute or statutes
applicable to code cities, or bond statute or statutes applicable to water-sewer
districts, as further specified by resolution of the Board.”

Section 5. In consultation with legal counsel of the Alliance, the Alliance Administrative
Lead shall incorporate the amendments in this Resolution into an amended and restated
Alliance Agreement that shall supersede all prior versions of the Alliance Agreement.
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ADOPTED by the Board of Directors of the Discovery Clean Water Alliance at a regular
meeting held on August 15, 2014.

DISCOVERY CLEAN WATER ALLIANCE

o
Chair, Board of Directors
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EXHIBIT A

FINANCIAL POLICIES

6/2/2014

RESERVES: Reserve balances are funds that are set aside for a specific project, task, covenant requirement, and/or emergency. These
balances are maintained in order to meet short-term cash flow requirements, while at the same time minimizing the risk associated with
meeting financial obligations and continued operational needs under adverse conditions.

Policy

Overview

Policy Metric

Cost Allocation Basis

Operating Reserve

Regional Service
Charge
Stabilization
Reserve

Debt Service
Reserve

Existing Assets
Restoration and
Replacement
Reserve

New Assets Capital
Reserve

The purpose of the Operating Reserve is to
maintain financial viability of the utility
despite short-term variability in revenues
and expenses.

Used to mitigate major year-to-year
fluctuations in revenues and expenses. Use
of the Regional Service Charge Stabilization
Reserve should only occur by direct
Alliance Board action based upon
unplanned revenue shortfalls or
expenditures. Funding of the Regional
Service Charge Stabilization Reserve will be
budgeted as an expenditure and when
used by the Board, will be considered an
expenditure for the purpose of debt
coverage. Use of the Regional Service
Charge Stabilization Reserve funds will,
when allowed by the Board, be considered
a revenue for purposes of debt coverage.

Reserves provide protection from financial
shortfalls in future debt service
requirements that may occur due to
changes in market conditions (i.e. lower
than anticipated investment returns or
slower connection growth), and meet
funding and reserve requirements
necessary to acquire low-cost financing in
the bond markets.

To fund investment in the restoration or
improvement of existing Regional Assets.

To fund investment in the addition or
construction of new Regional Assets,
typically driven by the need to increase
system capacity for growth in the service
area, new regulatory obligations or new
level-of-service commitments

Maintain minimum reserve of 60 days
operating costs.

Maintain minimum reserve of 60 days
operating costs.

Fund from Regional Service Charges a Debt
Service Reserve sufficient to meet the Reserve
Requirement(s) per the Bond Resolution(s), or
satisfy the Reserve Requirement(s) through
bond insurance. In addition, satisfy rate or
additional covenants contained in the Bond
Resolution(s) that benefit the owners of the
Bonds

Maintain a minimum reserve of 2% of original
asset value at the time the asset(s) is placed in
service. Additional funding from Regional
Service Charges, if necessary, may be collected
to meet R&R capital needs for 20 years.
Maintain a minimum reserve necessary to
buffer for fluctuations between uniform
revenues and non-uniform expenditures on
new assets capitai within the current biennial
budget period.

Proportional to share of use
of capital assets as
measured by Average
Annual Flow.

Proportional to share of use
of capital assets as
measured by Average
Annual Flow.

Debt Service Reserve on
new capital assets:
proportional to Allocated
Capacity in those new
capital assets.

Debt Service Reserve on
existing capital assets:
proportional to Allocated
Capacity in those assets
being restored and/or
replaced.

Proportional to Allocated
Capacity in existing
Regional Assets being
restored and/or replaced.

Proportional to Allocated
Capacity in new Regional
Assets being constructed
and/or purchased.




DEBT: Market debt, non-market debt and loans are all potential funding sources to buy, build or rebuild/replace capital assets by the
Alliance. All debt issuances require that debt service coverage ratios be met and compliance with continuing disclosure requirements.

Policy Overview Policy Metric Cost Allocation Basis
Debt Service Principal and interest repayment on new |When the Alliance assumes new debt or loans |Debt on new capital assets:
debt or loans assumed by the Alliance for |for purchase, construction or proportional to Allocated
purchase, construction or restoration/replacement of a capital asset, Capacity in those new
restoration/replacement of a capital asset |each Member who elects to: (1) purchase a capital assets.
is an obligation to the Members. This share of capacity in that new capital asset, or
repayment is passed on to Members asa |(2) owns capacity in that restored/replaced Debt on restored/replaced
component of their Regional Service capital asset, is responsible for their relative  |capital assets: proportional
Charges billed by and paid to the Alliance. |share of that debt service or loan repayment, |[to Allocated Capacity in
respectively. those assets being restored
and/or replaced.
Debt Service Describes how much of the annual debt Regional Service Charges shall be maintained |Debt service coverage ratio

Coverage Ratio

Continuing
Disclosure

Debt Policy

payment is covered by projected Regional
Service Charge revenues.

Provide for the benefit of bondholders
annual financial information and notice of
material events.

Alliance has a debt policy, which is adopted
and will be updated periodically.

at a level necessary to provide annual
revenues that satisfy: (1) a debt service
coverage ratio of no less than 1.25 times
annual debt service on Alliance-issued market
debt, and (2) a debt service coverage ratio of
no less than 1.00 times debt service and loan
payments on all other Alliance non-market
debt and loans (e.g. USDA, CERB, PWTF, etc.).
Annual net revenues divided by annual debt
service.

Arbitrage: Alliance should engage an arbitrage
consultant to assist the Alliance in meeting IRS
arbitrage compliance and reporting
requirements when applicable.

IRS Bond Post-Issuance Compliance: Alliance
should maintain and comply with the IRS
checklist of bond post-issuance compliance
requirements.

Annual Reporting NRMSIR: Alliance will
comply with bond covenants regarding the
annual undertaking of reporting to the
Nationally Recognized Municipal Securities
Information Repository (NRMSIR) by
electronically filing with the Electronic
Municipal Market Access system (EMMA) or
its successor. ’

Compliance with provisions outlined per debt

policy.

tests will be funded by the
component of Regional
Service Charges to
Members who benefit from
the corresponding debt
issuances for which the
tests must meet.

NA

NA




REVENUE SUFFICIENCY: The Alliance has ongoing revenue requirements from its Members to pay operating expenses, buy or build capital
assets, service debt and maintain reserves. Revenue sufficiency insures that charges will be set at a level to remain a self-sufficient utility.

Policy

Qverview

Policy Metric

Cost Allocation Basis

Charge Adoptions

Revenue Pledge
(Members)

Alliance will establish charges to Members
sufficient on an annual basis to meet all
utility cash requirements including
operating expenses, debt service, charge-
funded capital costs and additions to
reserves.

Provide surety to all Members that each
Member will fulfill financial obligations to
the Alliance.

Charge modeling will be updated every 2-4
years, with multi-year charge adoptions.
Changes in charge levels should be gradual
and uniform to the extent costs can be
forecast.

Each retail agency pledges to maintain a
combination of retail rates and charges
sufficient to meet all policy tests and retail and
wholesale obligations for collection system,
transmission system, treatment system and
reserves (operating, capital and debt service
costs).

Charges will be assessed to
Members proportional to
Average Annual Flow
(operating expenses,
operating reserves, regional
service charge stabilization
reserves), Allocated
Capacity (debt service, debt
service reserves, R&R
reserves on existing
Regional Assets, and
reserves for new Regional
Assets capital), or by some
other proportion / method
as directed by the Board.

NA

FINANCIAL PLANNING, REGULATORY COMPLIANCE AND INVESTMENTS: Policies which support financial planning, regulatory compliance
and investing help promote the financial integrity and stability of the Alliance, and help provide guidance and consistency in decision-making
for the Alliances’ management and Board.

Policy Overview Policy Metric Cost Allocation Basis
Financial Planning |Adoption of an annual/biennial Alliance Alliance will prepare an annual/biennial NA
budget provides Member agencies budget that provides a basic understanding of
assurance of conveyance and treatment the planned spending for the coming
costs key to their annual/biennial Member |year/biennium. A long-term financial plan for
budget, for Regional Service Charges due |a 10-20 year horizon will be updated every 2-4
to the Alliance. years.
Single enterprise fund.
Regulatory Alliance is to maintain a uniform system of |Alliance will prepare an annual CAFR (modified |NA
Compliance accounts, and maintain accounting accrual basis of accounting) and will be
practices that follow Generally Accepted  |audited by the SAO.
Accounting Principles (GAAP). Alliance will
comply with the State Auditor's Office
(SAO) Budgeting Accounting Reporting
Systems (BARS).
investment Policy |Alliance has an investment policy which is |Compliance with provisions outlined per NA

adopted and will be updated periodically.

investment policy.
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SUSTAINABILITY OF INFRASTRUCTURE: In conjunction with establishing or planning its capital program, Alliance will develop a corresponding
capital-financing plan that supports execution of that program, and is capable of sustaining long-term capital requirements. The capital program will
incorporate system expansion, upgrades and improvements, and system repair and replacement. The intention is to establish an integrated funding

strategy.
Policy Overview Policy Metric Cost Allocation Basis

Capital Facilities Alliance will maintain a capital projects schedule |The six-year capital project schedule will be NA
Planning of at least six years in duration, and consistent [adopted by the Alliance Board, including project

with the comprehensive long-range plans, using |description, scheduled year of construction, total

a 20-year planning horizon. estimated costs (including additional operating) and

funding source.

Capital Facilities Capital funding from Members is included in A six-year capital funding plan, adopted by the NA
Funding Regional Service Charges, to preserve the Alliance Board, will be in place that anticipates

Alliance's existing infrastructure. Contributions
should fund current construction and
engineering costs. Funding level should target
replacement cost depreciation expense. Debt
funding will be used when it is judged to be
appropriate based on the long-term capital
needs and the Alliance's ability to repay the
indebtedness in light of all sources and uses of
cash. The term of the debt should not exceed
the reasonable useful life of the asset being
acquired or constructed.

capital cost requirements and determines the
appropriate funding mechanism for those capital
needs, either cash funding or debt/loan issuance.
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