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May 13,2010

Pete Yribarren
Community Program Specialist
3530 W. Orchard Court
Visalia, CA 93277-7360

Subject: Los Osos Wastewater Project - Request to Waive Requirement for Interim
Financing During Construction

Dear Mr. Yribarren:

In conjunction with submittal of an application for funding from the USDA Rural Utilities
Service for the Los Osos Wastewater Project, the County of San Luis Obispo is
requesting a waiver of the requirement to provide interim financing during project
construction. In lieu of interim financing, the County is requesting USDA financing be
provided with multiple advances during the construction period. It is also requested that
principle repayment be deferred during construction. It is assumed that interest-only
payments would be made on the advances during the construction period, and
repayment of principle and interest would begin at the completion of construction.

The project is expected to create significant affordability challenges for the community.
In fact, current estimates of the overall project cost to a typical single family residence
are between $200 and $250 per month, which is approximately 5% to 6% of the median
household income, on a monthly basis. Project financing from the USDA, with a 40-
year loan term and potential grant component, is expected to substantially reduce the
monthly project cost, and a waiver of the interim financing requirement will ensure that
the USDA financing remains effective in mitigating the affordability challenges.

The County's financial services consultant for the project is concerned that non-
investment grade, short-term debt would have to be secured for interim financing, based
on the amount of financing required as a short term loan and the past financing history
of the community. This type of financing typically has an interest rate in the range of 8%
to 20%, plus expensive up-front issuance costs. These factors can reasonably be
expected to add $15 to $25 per month to the currently estimated overall project cost for
a typical single family residence. Such a large cost is considered to be prohibitively
expensive and can be avoided with a waiver of the interim financing requirement.



If you have any questions on this interim financing issue or the overall funding
application, please do not hesitate to contact me or the project team.

Sincerely,

PAAVOOGREN
Director of Public Works

j|g&yQ§ <jQsQs, Wastewater. Project

L:\LOS OSOS WWP\MAY10\Pete Yribarren Ltr 5-13-10.doc.jw.taw


