
MINUTES OF WORKSHOP MEETING OF THE CITY COUNCIL OF THE CITY OF
LUFKIN, TEXAS, HELD ON THE

3rd OF DECEMBER 2003

On the 3rd dayof December2003theCity Councilof theCity of Lufkin, Texas,convened
in aRegularMeetingin theCouncil Chambersof City Hall with thefollowing members

thereof,to wit:

Louis A. Bronaugh Mayor
JackGorden,Jr. Mayorpro tem
R. L. Kuykendall Councilmember,WardNo. 1
RoseFameBoyd Councilmember,WardNo. 2
Lynn Torres Councilmember,WardNo. 3
DonLangston Councilmember,WardNo. 4
DennisRobertson Councilmember,WardNo. 6
C. G. Macin City Manager

Atha Martin City Secretary
Bob Flournoy City Attorney
Keith Wright City Engineer
KennethWilliams Directorof PublicWorks
DouglasWood Directorof Accounting

beingpresentwhenthefollowing businesswastransacted.

1. MayorBronaughcalledmeetingto order.

2. PROPOSAL FROM THE LOWER NECHES VALLEY RIVER AUTHORITY

-

FINANCING OF REGIONAL WATER TREATMENT PLANT - SAM RAYBURN
LAKE

Mayor Bronaughstatedthat Council had met today to discussa proposalfrom the
Lower NechesValley RiverAuthority for financingof a regionalwatertreatmentplant
on SamRayburnLake.

City ManagerMacin statedthat hewould give abrief introductionof why thismeeting
hasbeencalledfor todayandwhathe hopeswill be accomplishedtoday. Mr. Maclin
statedthat a few yearsago the City performeda feasibility study relatingto going to
SamRayburnfor surfacewaterto augmenttheCity’s groundwater. Mr. Macinstated
that thefeasibility studyshowedthatat currentgrowthrateswewould reacha point in
the future when we would arrive at our maximum peakpumpingcapacity for our
groundwaterand would then be forced to look at other alternativesto augmentor
supplementourwatersupply. Mr. Maclin statedthat in a momenthehasaskedKeith
Wright, City Engineer,to do a brief overview since it’s beena few yearssincewe’ve
gonethroughall that datato bring Councilbackup to speedasfar astheresultsof that
feasibility studyandwhatwasaccomplishedwith that study.

Mr. Maclin statedthat recently the City staff visited with representativesfrom the
Lower NechesValley River Authority and exploredthe opportunity of working with
them for financing through the TexasWater DevelopmentBoard of a regional type
approachto our watersystemasit relatesto Rayburnandhopefullythenthroughthe
economiesof scaleto obtain additional participantswho would purchasewater and
throughthoseeconomiesof scaletherebyreducingthecostfor everyoneby costsharing
someof thevery expensivecapitaloutlay that is requiredfor a surfacewatertreatment
plant and relatedinstallationsnecessaryto begin to takewaterfrom Rayburn,treat it,
pumpit backto Lufkin andmakeit apartof ourCity watersupply.
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Mr. Macin statedthat after Keith finishesa brief review of ourpastfeasibility study
andelementsthatwere concludedfrom that study,thenhewill turn theprogramover to
RobertStroeder,the ExecutiveDirector of the LNVA andhe hassomeother folks with
him to include engineers,financial consultants,Board membersfrom the LNVA Board.
Mr. Macin statedthat after their completion they will be looking to the Council to
considerwhetheror not we would like to participatein this applicationto the Texas
Water DevelopmentBoard. Mr. Maclin statedthat thereis a January

10
th deadlineto

submitthat paperwork.

Keith Wright,City Engineer,statedthat thiswould beabrief summaryof what theCity
did in 2002with the study andbasicallywhat it outlined. Mr. Wright statedthat he
would be going over a copy of the study presentedby the engineerswhen they
presentedthe study to the Council. Mr. Wright statedthat he wantedto remind
Council that thereweretwo costestimatesprovidedin thestudy; onewasa $46 million
numberand the other was a $37 million number. Mr. Wright statedthat the $37
million numberincludedremovingsomeitems andmakingsomeassumptionsthat we
could work out with TCEQ. Mr. Wright statedthat whathe is providing todayis the
worst casescenario— the highestnumberthat everythingis basedon. Mr. Wright
statedthat theyhaveadjustedthesefigures andaskedGoodwin-LasiterandLNVA to
adjustthesefiguresto reflecttoday’scosts.

Mr. Wright statedthat thepeoplefrom the Lufkin staff who participatedin the study
were: Mayor Louis Bronaugh,City ManagerC. C. Maclin, Asst. City ManagerJames
Hager;City EngineerKeith Wrightand theEngineeringDepartmentstaff; andKenneth
Williams, Directorof PublicWorksandthePublicWorksDepartmentstaff.

Mr. Wright statedthat the Engineerswho were involved in the study were: Camp
Dresser & McKee, Inc. (Larry Smith and SusanCrawford); Everett Griffith, Jr. &
Associates,Inc. (Wayne Stolz andRick Freeman);Goodwin-Lasiter,Inc. (Larry Lasiter
andMike Walker);andKSA Engineers,Inc. (Bob ThurberandStephenDorman).

Mr. Wright showedthe currentwater well locations that are in northernAngelina
County. Mr. Wright statedthat thereddotsaretheLufkin wells; thelight blue dotsare
Champion (Abitibi); dark blue dots are Lufkin State School; and, the pink dots are
Central WCID. Mr. Wright statedthe problem with the well locationsis one of the
problemsthey arerunning into. Mr. Wright statedthat accordingto hydrogeologist
reportsthat hehas,a 1 ½mile spacingis neededbetweenthe wells in ordernot to have
a lap effect from onewell to the otherastheyarerunning. Mr. Wright statedthat this
is called“a coneof depression”. Mr. Wright statedthat severalof theCity’s wells are
too closetogether. Mr. Wright statedthat thewells that arecloserinto town arehigh
hydrogen sulfite content and the further north we get to the river the lower the
hydrogensulfite content. Mr. Wright statedthat theCity, CentralWCID andRedland
WaterSupplyCooperationhaveanotherwell eachthat arenot shownonthis slide. Mr.
Wright statedthat this areahasbeensaturatedand theonly arealeft is possiblyon the
other side of the Angelina River in NacogdochesCounty, which will be difficult to
accomplish.

Mr. Wright statedthatthenextslide showsa chartof theprojectedgrowthwaterusage
studyfor the Countyand the City. Mr. Wright statedthat thestraight line with three
dots at the top of thepageshowswheretheCity is todaywith the newwell we’ve just
drilled. Mr. Wright statedthat if you projectthat out alongthe darkpurpleline with
the “x’s” that would be ourpeakdemandfor the City basedon growth. Mr. Wright
statedthat hehadpassedout an8 ½x 14 sheetshowingtheCity’s pumpagefrom 1993
to this currentyear. Mr. Wright statedthat that thereis a 40%increasefrom 1993to
2000, and part of the reasonfor the increasein usagefrom 1997 to 1998 is when
Pilgrim’s Pride took on more capacityfrom the City. Mr. Wright statedthat on
averagethe City’s water consumptionincreasedabout 3% every year. Mr. Wright
statedthat staff would estimatethat theactualneedfor theplant would be in year2010
basedoncurrentusage.

12-03-03 2



Mr. Wright statedthat in 1968 the City enteredinto a contractwith LNVA for water
rights of 28,000 acrefeet; and in 1969 in accordancewith that contracttheCity entered
into anothercontractwith the Corpsof Engineersfor a water storagecontractwhich
provided a safe yield of 28,000 acre feet. Mr. Wright stated that the storage
requirementfor that 28,000acrefeetwas43,000 acrefeet. Mr. Wright statedthat the
City is finalizing thepaymentto LNVA right now,payingit outearly.

Mr. Wright statedthat thenextslideshowsthewater samplinglocationsites— site 1 is
furtherest northand is at the 103 bridge;site2 is at HanksCreekMarina;site3 is just
off the 147 bridge;and,site4 is off of CalhounPoint. Mr. Wright statedthat theCity
alsotested at Popher’sCreek,which will be thesitefor an in—takestructureinto a deep
partof thechannel. Mr. Wright statedthattheCity hasboughttheplant siteat Cassels
Boykin Park.

Mr. Wright statedthat thenextslideshowsbenchtestingby theengineers. Mr. Wright
statedthat actual sampleswere takenof the waterandbenchtestingwasperformed
with chemicalsto look at what kind of treatmentmight berequired. Mr. Wright stated
that this lake is no different thananyotherlake in EastTexasasfar asquality of water.
Mr. Wright statedthat it is a typical lake in that the quality of the water improvesas
you get further down stream,which is not unusual. Mr. Wright stated that
conventionalsurfacewater treatmentis appropriatefor this water. Mr. Wright stated
that the nextslide showsthe processfor the recommendedtreatmentmethodand the
conventionaltreatmentprocess. Theprocessis to takethewaterout of theLake,put it
through a screen,then throughthe raw water in-take pumps,to a mixing area,to a
settlingbasin,to filtration, to storageandthena pumpto distribution.

Mr. Wright statedthat thecriteriastaff lookedat for thesurfacewaterintakeevaluation
was: TCEQ rules, Corps of Engineerscriteria, Lake topography,treatmentplant
location,accessibility,poweravailability, and depthof waterwithdrawal. Mr. Wright
statedthat thelowestreportedlevel theyfoundwas151 feeton thelake. And, thenthe
constructioncost.

Mr. Wright statedthat one of the biggest costs of the plant is to build the intake
structureand whenit is built it must be built for the total capacity— 25 MCD Mr.
Wright statedthat the plant itself would be built in phases. Mr. Wright statedthat
theywould constructthepumpstationon shoreandwould actuallydirectionaldrill out
in thelaketo takethewater. Mr. Wright statedthat two 42-inchintakepipeswill take
waterat elevationsat 137.5’ and145’. Mr. Wright statedthat Phase1 of thepumping
capacityof thewaterplantwill be 10 MGD.

Mr. Wright statedthat thenextslideshowstheIntakeandTreatmentPlantandpointed
out wherethetwo facilities would actuallybe located.

Mr. Wright statedthat thecriteriafor thetransferpumpingandstorageevaluationwas
to abideby the TCEQ rules, locatednear the treatmentplant, the poweravailability,
materialsand methodsof construction,hydraulic conditions to Lufkin, flexibility for
expansionandtheconstructioncost.

Mr. Wright statedthat theycameupwith 4.0 millions for total storagewhich would be
requiredon site at theplant. Mr. Wright statedthat one thinghewantedeveryoneto
getout of this reportandthat is thatit is very detailedandvery in depth.

Mr. Wright statedthat someof thethingstheylookedat with thetransmissionline was
the pipe hydraulics(the sizeand types),the pumpinghorsepowerrequirements;the
topographyandroute distance,the route constraints,the potentialfor serviceto other
suppliers,the constructioncost, the flexibility for future expansionand the proposed
U. S. Highway69 improvements.Mr. Wright statedthat thetransmissionline would be
36 inch pipe,whichwould handlethefirst stageof therequiredplant size. Mr. Wright
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statedthat ultimately therewould betwo of these36” linesparallelon the sameright-
of-way. Mr. Wright statedthat theylookedat the variousroutegoing throughU. S.
Forest Serviceproperty and they are willing to allow the City to go through their
propertyaslong asweprovidethemwith water. Mr. Wright statedthat wewould be
utilizing the abandonedrailroad right-of-way. Mr. Wright statedthat the next slide
showedthevariousroutes.

Mr. Wright statedthat the criteria for the boosterplant would include distribution
systemneeds,siting constraints,poweravailability, proposed1-69routelocation,future
City growthtrends,flexibility for futureexpansionandtheconstructioncost.

Mr. Wright statedthatthenextslideshowedthelocationof theboosterplant.

Mr. Wright statedthat the estimatedcost of the Phase1 projectis $46.5million which
includedthatboosterplant. The costfor 1000 gallonsis $1.18 to $1.29dependingon
the financing. Mr. Wright statedthat the cost hasgone up considerablydue to
inflation of about2.7%eachyearsincethe studywasdone. Mr. Wright statedthat the
potentialcostsavingsoptionsstaff lookedat were a $37.8million project,andif you did
not include theinflation probablywhatyou would comebackto Council with is a cost
somewherein betweenthere. Mr. Wright statedthat staffwould comebackto Council
with a fine tunednumberwhentheyapproachthemfor actuallysigningon thedotted
line.

Mr. Wright statedthat other water systemsthat would join in with the City would
greatlyreducethat cost.

Mr. Wright statedthat the City Council approvedthe $1 million amountto implement
Step1, andstaff did somewaterrateconsultationsand thesiteacquisition. Mr. Wright
statedthat staff hasbeenworking on finalizing the water rights transferbetweenthe
City andLNVA andoncethat is completedtheCity will startworking on the right-of-
way wherethe lines will go all the way to Lufkin. Mr. Wright statedthat theywill
work with LNVA andTCEQon theactualdiversionpointsandanypermittingthat will
berequired.

Mr. Wright statedthat the time line is old comparedto where we are. Mr. Wright
statedthat wearebehindthis time line andprobablytheactualconstructioncompletion
datethat is optimumfor Lufkin would beabout2010.

RobertStroederintroducedtwo membersof their Boardof Directorsof theLNVA — Bill
Clark and Dr. Brian Babin, the Chairmanof the ProjectCommittee. Mr. Stroeder
statedthat LNVA is one of over 20 river authoritiesin the State of Texasthat was
enabledby the StateLegislaturefor thesolepurposeof storing,conserving,protecting
and distributing the water for the State. Mr. Stroederstatedthat their areaof
responsibility is the Lower NechesBasin and they are the local sponsorsat Sam
Rayburn Reservoir and Steinhagen,which are United States Corps of Engineers
facilities. Mr. Stroederstatedthat Lufkin is oneof the very few cities in the Neches
Basinthat havewaterrights andwaterrights in storage. Mr. Stroederstatedthat the
City is in a very unique and admirableposition and this is something that Lufkin
shouldexploreevenif theydo not go forwardwith thisproject. Mr. Stroederstated
to just let that waterstayin thelakeandneverutilize it would bea mistake.

Mr. Stroederstatedthat LNVA hasno taxing authority so every project or every
venturethey get into hasto eventuallypay for itself. Mr. Stroederstatedthat this
project is no different and he would let the Financial Advisor and Mr. Scott Hall
demonstrateto Councilhow theyfeel thisprojectcouldbea successfulventurenot only
for the City of Lufkin and the LNVA but all the othercommunitiesthat arewilling to
participatein this regionaleffort. Mr. StroederstatedthattheLNVA is chargedby the
Legislatureto participatein regionalefforts suchasthis wheneverthereis a needor an
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expressedinterestand that is why they areheretoday. Mr. Stroederstatedthat on
behalfof theBoard he is pleasedto havethisopportunity.

Scott Hall stated that he would like to thank Keith Wright and Mike Walker of
Goodwin-Lasiterfor the assistancetheyhavegiven the LNVA. Mr. Hall statedthat
theyhavenot tried to reinventthe wheel,and asMr. Wright statedthe Council hasa
very detailedstudy in the 2000surfacewateranalysis. Mr. Hall statedthat theyhave
workedwith Goodwin-Lasiterto updatecostestimatesto currentdatedollarsandthey
did anadmirablejob on that. Mr. Hall statedthat in that studyit identified a potential
costsavingsto the City by regionalizingtheplant. Mr. Hall statedthat Mr. Wright has
been of great assistancein developing those relationships with the outlying
communities. Mr. Hall statedthat in doing so theyhavebeenableto pull togethera
regionalproject of six communitiesandLNVA to help sharethe cost andbring down
theexpenseto theCity.

Mr. Hall statedthat whenthey lookedat the 2000 study and brought it into today’s
dollars, the$46 million for thetreatmentplant transmissionline including another$1.8
million for the developmentof power costs, it escalatedto $54,400,000million at a
connectioncostof almost$24 per connection. Mr. Hall statedthat is $1.41 a thousand
gallonsafteryou backout thecostsavingsthatyou would experiencefrom reductionin
treatmentat the ground waterplants. Mr. Hall statedthat by bringing that into a
regionalnature,sevenparticipantssharingthecost,Lufkin’s capitalcostdropsfrom $54
million to $43,890,000. Mr. Hall statedthat theseper thousandgallon connections
include0 & M costto beabout$1.16per thousandgallons. Mr. Hall statedthat what
they haveproposedat this point is theCity of Lufkin would takeon 7,200,000gallonsa
daycapacityin a 10 MCD plant. Mr. Hall statedthat the small outlying communities
would pick up about1.3 million andLNVA would hold a 1.5 million asreservecapacity
that canbe utilized and accessedby any of the entities to meet their peakingneeds
or/andallow for growthin thesecommunitiesandLufkin wherethat capacitycouldbe
purchasedon anasneededbasis,butspareLufkin theup front costof that.

Jim Gilley with CoastalSecuritiesin Houstonstatedthat the transactionthat would be
proposedby LNVA would not requiretheCity of Lufkin to makeanypaymentsuntil
the water is actually delivered. Mr. Gilley statedthat the way that would be doneis
through capitalizing interestout of bond proceeds. Mr. Gilley statedthat the State
would provide financing on this project out of their Drinking Water State Revolving
Fundand under the terms of that programLufkin would be eligible for 20-yeardebt
retirementand that 20-yeardebt retirementwould begin one yearafter theproject is
completed. Mr. Gilley statedthat the currentratetodayfor theCity’s debtwould be
about2.6%interestrateperannum. Mr. Gilley statedthat ratewill changeasmarket
conditions changebut the State takestheir rateto be about 150 basispoints or 1 ½
percentagepointsbelowactualmarketratesfor theCity’s credit. Mr. Gilley statedthat
that is a pretty significant savings. Mr. Gilley statedthat the Drinking Water State
Revolving Fund program is a federally subsidized program where the Federal
governmentcontributesmoneythat the net effect of which the Federalsubsidybuys
downtheinterestrate. Mr. Gilley statedthatthis is thecheapestmoneyyou will find
thatheknowsof.

Mr. Cilley statedthat the benefitsof this transactionare lower capitalcost to Lufkin,
lower connectioncosts,lowerper thousandgallon of watercosts,andthereasonfor this
benefit to the City of Lufkin is LNVA expectsto contribute$3-5million to the project
andtheyarehopefulthat theCorpsof Engineerswould alsocontributea subsidyof $2-
3 million estimatedthat would be usedto constructthe in-take structureat the lake.
Mr. Cilley statedthat that is $5-8million that is going to in effectbuy downtheCity’s
cost. Mr. Cilley statedthat one other thing that is an advantageis what Lufkin is
doing in this subsidy is by contributing this moneythey would be buying a reserve
capacitythat any of the participantscould grow in to. Mr. Cilley statedthat his
limited understandingof thewaterprojectis that a projectof this naturetheCity would
build someexcessreservecapacitythat you would eventuallygrow into. Mr. Cilley
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statedthat the City would not haveto pay for that capacityuntil they grow into it.
Mr. Gilley statedthat whenthe City grows in to it theywill bepayingfor it at today’s
dollars instead of future construction dollars when the plant would have to be
expanded.

Mr. Gilley statedthat oneof the significantbenefitsof financingthroughLNVA is the
structureof the transactionandhow it would affect theCity andthe otherparticipants
aswell. Mr. Cilley statedthat the City of Lufkin would bea requirementscustomer,
i.e., underthe contemplatedstructurethe City would not be requiredto enterinto a
take-or-paycontractbutwould enterinto a requirementscontractfor a certainamount
of water. Mr. Cilley statedthat thenumbersthat they havepresentedat 7.2 MCD,
thatpaymentasa customerto LNVA would beasan0 & M expenseof theCity’s water
system. Mr. Cilley statedthat paymentwould be a pro ratashareof theCity’s water
allocationout of theplant. Mr. Cilley statedthat his understandingof thewaterstudy
is if the City built theplant themselvestheywould bepayingfor 10 MCD. Mr. Cilley
statedthat underLufkin’s proposaltheCity would bepayingfor 7.2 MGD. Mr. Gilley
statedthat one thing that is very significant in this is that in that structurewherethe
City paysasa customer,theCity’s paymentis treatedasan0 & M expenseof thewater
systemand why that is significant is becausethe City doesnot haveto generateany
coverageon that payment. Mr. Gilley statedthat if the City wereto issuewith their
own bonds,waterandsewersystemrevenuebonds,theCity is requiredbeforeit issues
bondsto produceset ratesto produce1.25 times debtserviceon theCity’s outstanding
debtplus the bondsproposedto be issued. Mr. Cilley statedthat if the City’s debt
serviceon a two million gallonplant is about$3.25million thentheCity would haveto
generate25%more of that in the ratestructureto be ableto issuethosebonds. Mr.
Cilley statedthat on an annualbasis— thereis a ratecovenantin thebond ordinances
that requiresthe City eachyear to generate110% of your annualdebtservice. Mr.
Gilley statedthat thecity doesnot haveto generateanyadditionalexcesscoverage,but
just haveto generateenoughrevenuein the ratestructureto pay for the paymentto
LNVA.

Mr. Cilley stated,to summarize,the benefitsto the City are primarily that they are
receivinga subsidyfrom LNVA asareall theparticipantsof $3-5million (theestimate
that LNVA hassaid they would provide reservecapacityfor), possiblyan additional
subsidyfrom theCorpsof Engineers,if theywould participateandtheyhaveindicated
preliminarily at the staff level that they would be willing to participatein the intake
structure. Mr. Cilley statedthat the City would also benefit from this advantageous
financing structure. Mr. Cilley statedthat concludeshispresentation.

Mr. Hall statedthattherewasanotherset of sheetsthat Councilhadbeforethemthat is
the financial analysisthat showedthe variousparticipants. Mr. Hall statedthat the
sheetshowshow things arebrokenout. Mr. Hall statedthat thevariouscommunities
of Huntington,FourWay, Zavalla,M & M WaterSupplyCorporation,AngelinaWater
Supply Corporationarethe participantsthat haveexpressedan interestin this project
to date. Mr. Hall statedthat at thebottom of the pageit showswhat their capacity
interestin theprojectwould be. Mr. Hall statedthat thesenumbershavegonethrough
somegyrationsthesepastfew daysandtheystill haveshownLufkin at 7,500,000gallon
perdaycapacityinsteadof 7,200,000. Mr. Hall statedthat in revisingthosenumbershe
notedthat theyhadleft a $20.55connectionfee in therebut havebrought that downto
$19.60.

Mr. Stroederstatedthat oneof thethingsthat hehashadtheprivilegeof workingon is
the intake structurewith the Corpsof Engineers. Mr. Stroederstatedthat it appears
that they arevery receptivein participatingon the intake structurebecauseit will be
locateddownat thelake itself. Mr. Stroederstatedthat the Corpsof Engineerswork
basically through Congressionalauthorization, and it will take a Congressional
authorizationfor them to participateon this project. Mr. Stroederstatedthat if they
could obtain the Corps of Engineersparticipation on the intake structure, and
dependingupon what this structurecomesunder, it could comeundercontinuing
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authorizationfrom Rayburnwhich would bea 75%participationby theCorpsor oneof
the currentprograms, which might be a 50/50. Mr. Stroederstatedthat basedon
which programthat this project would comeunder,theycould haveasmuch as$3-4
million in Corpsparticipation,which would furtherlower theCity’s connectionratefor
all the participants. Mr. Stroederstatedthat they did not put that in thepresentation
becausethis is basedreally on somefuture andnebulousauthorizationsby theCorps,
but it is a distinct possibility. Mr. Stroederstatedthat he hasbeencommunicating
with folks from Headquartersandtheyaresayingthat this is thetypeof projectthatthe
Corpshasparticipatedin thepastandin otherstates. Mr. Stroederstatedthat he feels
like we havea goodchanceof gettinga Congressionalauthorizationfor participationin
this project. Mr. Stroederstatedthat he seesthe cost per connectionnumbergoing
down aslow as$15-16per connectionpendingthe amountof moneywe getfrom the
Corp participation.

Bill Clark, LNVA Board member,thankedthe Council for allowing them to comeup
andwork with themonthisproject. Mr. Clark statedthathe thoughtit wassignificant
for themto admit that LNVA hasnot alwaysreachedout, but it wasa “good ole boy”
organizationthat ranit since1933. Mr. Clarkstatedthat with theadvancedawareness
of thepreciousnessof waterto this wholestate,theedictof theLegislatureis for us,the
LNVA Board with thewater rights to Rayburnand Steinhagento reachout andhelp
communitieswithin ourwhole regionof need. Mr. Clark statedthat this is what they
aredoing. Mr. Clark statedthat hewould like to conveyto theCouncil that theLNVA
is delightedto work with communitiessuchasthis and if they couldhelp Lufkin save
moneytheywould do everythingtheycould.

Brian Babin, LNVA Board Member,statedthat he wantedto echowhatMr. Clarkhas
said in that they area newbunch,appointedby the Governor. Mr. Babinstatedthat
their mandatefrom the State is to make use of the water and help the outlying
communitiesby getting good, clean water to them, and this is a project where this
could takeplacein a very meaningfulmanner. Mr. Babin statedthat asCouncil has
heardMr. Cilley andMr. Hall, wecansaveLufkin somemoney;this is ourexpertisein
putting thesetypesof thingstogether. Mr. Babinstatedthattheyarecurrently in the
processof doingonein Bolivar, which is a similar situation. Mr. Babinstatedthat this
is a project that the LNVA is interestedin doing andhe hopedthat if they canbe of
serviceto theCity of Lufkin theywould doall theypossiblycan.

In responseto questionby Mr. Maclin, Mr. Cilley statedthat the bond attorney for
LNVA is suggestingthatthis transactionbestructuredor thecontractbea requirements
contract. Mr. Cilley statedthat it couldbe a take-or-paycontract,which is what they
have done in Bolivar. Mr. Cilley statedthat the reasonhe is suggestingthis is that
underGASB 34 it’s his opinion that a take-or-paycontractwould, by the auditors,be
considereda debtthat would showup on your balancesheet. Mr. Cilley statedthat it
is also his opinion that a requirementscontractwould not be considereda debt and
thereforewould not show up on your balancesheetand the differencewould be a
requirementscontractin effectverysimilar to yourpurchasingchemicalsor it would be
simply a water purchasefrom LNVA. Mr. Cilley stated that the State Water
DevelopmentBoard is going to want to assurethatyou do indeedpurchasethat water
so the way the contract would be written would be Lufkin would enter into a
requirementscontractwhereby they would purchasea certainamountof water and
thereforethat purchasewould be treatedsimply as an 0 & M expenseof the City’s
watersystemverysimilar to a chemicalor supplypurchasethat youwould make. Mr.
Cilley statedthat undertherequirementscontractyou would havea ratchetclausethat
would allow you if your usageexceeded7.2 million (and that ratchet is subjectto
negotiation)you would then stepup, which is how you would capturethat reserve
capacitythat you would eventuallyneed. Mr. Gilley statedthat if heweresitting in the
City’s shoesandall thingselsebeingequalthat would beattractiveto him becausethe
City doesn’t haveto financethat now. Mr. Cilley statedthat LNVA is taking therisk
on that.
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CouncilmemberRobertsonstatedthat he did not quite understand— wehavethewater
rights for 28 million acrefeetperyearnow,andhow doesthisproposalaffectthat. Are
we still allowed to take our volume out before we start paying on the other?
CouncilmemberRobertsonstatedthat hedoesn’tquite understandhow that would fit
in.

Mr. Hall statedthatthecapacityof theplant would beanownershipcapacityof Lufkin
and the plant and a utilization of the City of Lufkin of their water rights — the 28,000
acrefeetper year, which is equivalentto 2smgd supply. Mr. Hall statedthat the
LNVA could supply out of its water rights the capacity to meet the outlying
community’s needs and Lufkin would be able to reservestoragecapacity in the
reservoirto meetfuturegrowth.

Mr. Wright statedthat theCity of Lufkin is not buyingwater;thecontractis to buy the
capacityin theplant, the actualconstructionto pay for theplant. Mr. Wright stated
that this contractwould notbe to purchasewaterbut to purchasefor thatportionof the
plant that wewould provideownershipin.

In responseto questionby CouncilmemberRobertson,Mr. Wright statedthat wecould
provide the28,000acrefeetout of ourwater rightsor the additionalwater couldcome
directly out of LNVA’s waterrights. Mr. Wright statedthat theCity couldreserveour
capacityfor future industry orwhateverweneededit for. Mr. Wright statedthat the
limit of the plantcapacityof 10 million gallonsin theinitial phase— thestudythat staff
lookedat ultimatelywould be 25 millions gallonsper daycapacity,which would meet
the requirementsof our water rights. Mr. Wright statedthat with LNVA being
involved thereareoptionsonhow wecoulddo that,utilizing thoserights.

Mr. Wright statedthat whatstaff is askingCouncil todayis to authorizethemto move
forwardwith an applicationto finalize thenumbers. Mr. Wright statedthat you have
up to two yearsbeforeyou actuallyhavea loancommitment. Mr. Wright statedthat,
in his opinion, staff could get thesenumberslower and that is what they will be
working for. Mr. Wright statedthat everyyearthat goesby, thenumbersgethigher.
Mr. Wright statedthat building a plant is not somethingyou cando in ashortperiodof
time; it will takesometime to getall theplansworkedout.

In responseto questionby CouncilmemberLangston,Mr. Wright statedthat if theCity
is paying72% and LNVA is picking up 15% basicallywith the 1.5, which they would
hold in reserve,which is lower than our cost, the rest of it would be the other
communities. Mr. Wright statedthat the othercommunitiesarepayingfor partof the
transmissionline to their takepoint. Mr. Wright statedthat if theygettheCAT grant
from the Corps of Engineers,that would lower everybody’s cost by another$3-4
million.

Mr. Wright statedthat we aretalking abouttheyear2010beforewestartpayinga note
and startpumping water. Mr. Wright statedthat in the year 2000 the City had a
droughtandlast yearwehad a very wet year. Mr. Wright statedthat ourwaterusage
varieswith thosetypesof conditions.

Mr. Wright statedthat the TexasWaterDevelopmentBoard’s projectionsfor RegionI
arebasedon averagedemand;we haveto takeinto considerationpeakdemandand
haveto provide thepeakwater.

Mr. Maclin statedthat basicallywe are looking at a way to help lower the cost to the
citizensof Lufkin by sharingsomeof this cost with LNVA by them retainingthe 1.5
million capacityandthe 10 million. Mr. Maclin statedthat alsoby hopingthat wewill
be successfulin working with our Congressmanto achieveCongressionalearmarks
speciallyfor the intake structureon Rayburn. Mr. Maclin statedthat thoseare two
things we can’t get without LNVA. Mr. Maclin statedthat we canget TexasWater
DevelopmentBoardfinancing,theCity of Lufkin is financing$16 million worthof A/C
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pipelinereplacementstodayandwegetthat sameinterestrate. Mr. Maclin statedthat
oneof theadvantageswe arehopingis going to be includedasa partof thisfinancing
application is the use of what’s called indigent or low income servicemonies. Mr.
Maclinstatedthat ourcustomerswewould betaking on in ZavallaandHuntingtonand
some of the other rural water supplies would qualify for that which could get us
anywherefrom $2 million to ashigh as$4 million in grants,meaningwedon’t haveto
pay thatback. Mr. Maclin statedthat in somecasestheygetzeropercentinterestrate
asopposedto the 2.6. Mr. Maclin statedthat everyoneof thoseweget,it lowersthe
connectfee cost thatour citizenswould pay. Mr. Maclin statedthat that is the “goal”
hereto find waysyou makeit moreaffordable.

Mr. Maclin statedthat today with the City having groundwater and the ability to
pump pretty closeto 18 million gallons a day, we don’t havean immediateneed,but
therewill comea dayandthat day cancomea lot quickerif a prospectcameto Lufkin
that wasa largewateruserlike a foodprocessoror a powerplant,etc.that couldgetus
therea whole lot quicker in order to meettheneedsof industry. Mr. Macin stated
that therewill comea day,andCouncil talkedaboutthis fouryearsagowhenthestudy
wasperformed,that whetherit’s theCity of Lufkin or Redlandor Centralor Hudson,
somebodyis going to eitherdrill awell andgetnothing(it costsabout$500,000to drill a
well). Mr. Maclin statedthat if you areHudsonor Centralor Redlandandyou spend
$500,000to drill a well andyou don’t get anything for it, there’sgoing to be panic
becausethat would meanthat wehavereachedourmaximumpeakpumpingcapacity
andwhenwe get to that point wherewe can’t takeany more out of the groundon a
given day, and in the caseof Pilgrim’s Pridewherethey areusingtwo million gallons
perdaythat would bedevastatingto their productionand all theemployeesthat work
there. Mr. Maclin statedthat althoughthis is a visionary typeproject in that theCity
doesnot have an immediateneedtoday, this doestaketime to getto thepoint where
we canproducewater from Rayburn. Mr. Maclin statedthat eachyearthat wewait
will makeit moreexpensivefor futurecitizens. Mr. Maclin statedthat it is kind of a
way to capthefuturecostsper thousandof waterby going in at a little earlierdatethan
you absolutelyhaveto. Mr. Macin statedthat, in his opinion,what would makethat
considerationviable for the Council to move forward with is the ability to lower the
connectfeeevenmore. Mr. Maclin statedthatthelower wecangetthat connectfeethe
greatermotivationwehaveto moveforwardwith thisnow ratherthanwaiting another
three,four or five yearsand then seeinginflation and/or a lack of participationby
LNVA and all of a suddenwe’re backup in themid $20’s for ourconnectfee that the
citizensof Lufkin would haveto pay to getwater from Rayburn. Mr. Maclin stated
that whenwe getto that point wherewe can’tgetany moregroundwaterwe haveto
go somewhereand that’s why the City hasbeenpayingfor water rights on Rayburn
since1967sowe would havean answerto that problemwhenit aroseatsomepoint in
thefuture.

CouncilmemberRobertsonstatedthat this certainly looks like a win-win situation.
CouncilmemberRobertsonstatedthat it hasbeenoneof his concernsasto how theCity
meetstheir needin the future without havingto worry aboutdeficientgroundwater
andrunning out of well space. CouncilmemberRobertsonstatedthat onequestionhe
hasthat he is not surehe understandsis are we talking aboutLNVA being ableto
producea significantnumbergallonsmoreor acrefeetof water to supply the general
areafor what we aretalking for Lufkin. CouncilmemberRobertsonaskedwhatwas
the top capon the volume we takeout of Rayburn. Mr. Shroederstatedthat with
LNVA’s participationtheir water rights entitle them to remove820,000 acrefeet per
year. Mr. Shroederstatedthat, in his opinion,wehavemorewaterin thisareathanwe
will conceivablyneedin the future. Mr. Shroederstatedthat a few thousandfeet of
that is alreadycommittedandthereis still availableanexcessof 400,000acrefeet. Mr.
Shroederstatedthat thereis a lot of availablewater in Rayburnthat LNVA haswater
rights to that couldbemadeavailableto this area.

CouncilmemberLangstonstatedthat hecertainlyrealizedthat previousCouncilshada
greatdealof vision whenthey acquiredwater rights from SamRayburn andthat has
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alwaysgivenus anopportunity for thegrowththat weknowthat only watercanbring
to us. CouncilmemberLangstonstatedthat being new on the Council this is all
relatively newto him asfor asthecooperativeeffort andhe is certainlynot opposedto
cooperatingon aregionalbasis. CouncilmemberLangstonstatedthathe is a little slow
on absorbingthedollarsandcents. CouncilmemberLangstonstatedthat if theCity has
a need,and it’s a real need,then certainly this is one opportunity that he should
personallyspenda little more time becomingmore familiar with the opportunity on
meetingthat needat a lower costto ourcitizens. CouncilmemberLangstonstatedthat
thequestionto him is thematterof immediacyof needand/ortrade-offsthatwill make
this evenmorepalatableto our citizensin the way that we currentlypump and treat
water. CouncilmemberLangstonstatedthat the City hasa tremendousamount of
money in wells in the groundnow and if we are going to receivecapacityfrom a
different sourcethat is going to alleviateand also increasethe aquifer,which in turn
will createopportunitiesfor other local watersourceswith or withoutus to meettheir
needs. CouncilmemberLangstonstatedthat he thinks that we needto moveforward
with thisbut hasa fewmorequestionsthat he is going to probablyhaveto developand
getanswersto.

In responseto questionby Mayor Bronaugh,Mr. Wright statedthat oncewe issuethe
first set of bondsand lock in our interest rate,we can delay someon finishing the
project. Mr. Wright statedthat it is hardto know thedaywearegoingto haveto have
thewater. Mr. Wright statedthat it will takea minimal of four yearsto constructthe
waterplant. Mr. Wright statedthat he and theCity Managerwerelooking at 2010to
be the target dateto actuallypump waterbecausethat is just before where we are
projectingourpeakusageto exceedourcapacity. Mr. Wright statedthat numberis
alwaysflexible — if the economykeepsgoingup andkeepsgrowing that datewill need
to beearlierin thefuture.

City ManagerMaclin statedthat if Diboll, Hudsonor Central,who are thenextthree
largestwater consumersin the County, if they would join with us you would seean
economiesof scaleof spreadingor shifting the burdenout to more entities thereby
lowering the connectioncost to the citizensof Lufkin. Mr. Maclin statedthat another
potential for lowering that connectionfee would be a supplementfrom the economic
developmentsalestax, should the 4B salestax electionbe approvedon February

7
th~

Mr. Maclinstatedthatoneof theeligible itemsis for watertreatmentandthat couldbe
somethingin thefuture that couldbeusedto augmentor buy downthat connectionfee.
Mr. Wright statedthat alsotheCAP grantif it is approved.

CouncilmemberBoyd statedthatthewaysheunderstandsthis is that if wedon’t join in
with LNVA wewill haveto dothis ourselves. Mr. Maclin statedthat that wascorrect.

Mr. Wright statedthat theTexasWaterDevelopmentprojectionsfor theStateis thatwe
aregoingto runout of water— wateris goingto becomea veryvaluablecommodity.

CouncilmemberLangstonstatedthat he would like to know in his mind what our
current costs per gallon delivery is versus what our anticipated cost will be.
CouncilmemberLangstonstatedthat he would also like to know what our costs for
developingoursurfaceis versusa regionalapproachof costsharing. Councilmember
Langstonstatedthat that is wherehe is strugglingwith the numbers;he is looking at
70% of capacityon a $55 million projectof being$38.5million andwearelookingat $44
million for oursharedcosts. CouncilmemberLangstonstatedthat sincehehasnot had
thebenefitof all theprevioushistoryhe is trying to get in his ownmind straight of just
whereweareandwhereweneedto be in sharingthecostof developingthisresource.

Mr. Wright statedthat ourcost today for water is very cheapbecausewealreadyown
the infrastructureandwe are not having to financeany waterplants or anything like
that. Mr. Wright statedthat it is about59 centsper thousandgallons. Mr. Wright
statedthatwe areestimating39 centsof that would be anoffsetthat would besavings
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in current expendituresthat would go to the surfacewater plant taking down that
thousandgallonperdaycost.

Mr. Maclin statedthat if Council desires, this item couldbeput on the December
16

th

agenda.

Councilmember Langston asked if Council was able to take action today.
CouncilmemberLangstonstatedthat hewould like to seeCouncil moveforward. Mr.
Wright statedthat LNVA is notparticipatingon thetransmissionline at all; mostof that
cost is born by Lufkin as far asthe largerpercentage. Mr. Wright statedthat this
decisiontodaywould be just to put togetherthepaperwork,spendsomestaff time in
putting togetherthenumbers,andsubmittheapplication.

In responseto questionby CouncilmemberGorden,Mr. Maclin statedthat whatKeith
wassayingis that over thenexttwo years,wewill be ableto work on loweringthecosts
in termsof our very conservativecost estimatesnow — we may be ableto get more
accuratein our detail andsayinsteadof $56 million we couldshavethat downto $48
million. Mr. Maclin statedthat we are also saying that there is the potential of
CongressionalearmarksthroughtheCorpsof Engineersto payfor theintakestructure.
Mr. Maclin statedthat if the Corpsof Engineerspaysfor theintake structurethenthat
takesit out wheretheCity doesnot haveto pay for it andagainlowersourcosts. Mr.
Maclinstatedthatstaff couldnot getCouncil definitive answerson that within thenext
two weeks;it will takea little longerthanthat. Mr. Maclinstatedthatwehavethis two
yearwindow wherewecangetdefinitive answersto thosequestions.

CouncilmemberGordenthankedtheLNVA for comingtoday.

In responseto questionby CouncilmemberGorden,Mr. Maclin statedthat Council has
passeda Resolutionand their Board would havethe Resolutionon their next agenda
and following their signatureon that Resolution,we will presentthat to TCEQ and
would hopethat within 30 to 40 daysfollowing thatwewould haveourpermit.

CouncilmemberRobertsonstatedthat if we could acceleratethis somewhatand give
othercommunitiesaswell asusa good, dependablesupplyof waterthat maybeoneof
the bestattractionsthat we canhave in enticingdevelopmentin the communityright
now.

Mr. Stroederstatedthat the submissionof an applicationis not a firm commitment.
After theapplicationis submittedanyoneof theparticipantscanwithdraw at anytime
andno hard feelings. Mr. Stroederstatedthat until wegetto thepoint wherewe sell
bondsit’s not a commitment. Mr. Stroederstatedthat weneedto gettheapplicationin
by January10th.

Motion was made by Councilmember Rose Faine Boyd and seconded by
CouncilmemberR. L. Kuykendallto moveforward on theloanapplicationto theTexas
WaterDevelopmentBoard. A unanimousaffirmativevotewasrecorded.

3. Meetingadjournedat3:03p.m.

LouisA. Bronaugh
Mayor

ATTEST:

Atha Martin
City Secretary
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