WHAT EVERY

UTILITY EXECUTIVE
SHOULD KNOW ABOUT THE

| CAPITAL PLANNING &
- FINANCING PROCESS
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Today’s Utilities are
Faced with Significant
Capital Financial
Demands Driven By:

SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS
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1) Unfunded state and federal
regulatory mandates

2) Rapid Growth/no growth
3) Aging infrastructure
4) Other

Financial Products Company




Capital Financial
Planning Framework

SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
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Capital Financial
Planning Framework
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RAFTELIS FINANCIAL
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Doug Bean, Director of Government Services
A rice Raftelis Financial Consultants, Inc.
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5 Keys to Management Success

Leadership

SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS
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Strategic Business Planning

NEWPORT, RI

CENTRAL
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RAFTELIS FINANCIAL
CONSULTANTS, INC.

‘RICE

Financial Products Company

Performance Continual
Measurement il Improvement

Organizational

Approaches




Utilities Strategic Plan
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TACTICS

KEYS TO MANAGEMENT SUCCESS




TACTICS

KEYS TO MANAGEMENT SUCCESS
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SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS

* Vision: Premier Public Utility

* Mission: Protect Public Health

o - Goal: Quality Water (PQ)

n;c - Strategies: 100% Compliance
| » Tactics: Upgrade SCADA

Financial Products Company
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NEWPORT, RI

g today and o

RAFTELIS FINANCIAL
CONSULTANTS, INC.

RRICE

Financial Products Company

Strategic Framework

Vision

Components

Core Values

* Great customer service

 Efficient

® Prepared for
emergencies

o Excellent infrastructure

* Independent

« Rational pricing

* Alternative water

source

* Centrality of the
Customer

 Efficiency
* Water Quality

« Reliability of Service

1"

Mission

To be a customer
Sfocused efficient water

Strategic Initiatives

Measures

Actions

Product Qualit:
Deliver excellent quality water

100% compliance with
regulations

Add SCADA sensors to identify developing problems.
Consider impact on overall quality of alternative sources of supply.

Develop five-year financial plan with rates, CIP, percentage of “paygo”, and potential
revenue generating alternatives.

Monitor impact of rate increases on usage and make necessary modifications.
Evaluate impact of economic trends such as inflation, economic environment, etc.

utility providing
excellent and reliable
water service at a fair
price.

Create and implement a plan to harden pumps and pump stations.

Update list of infrastructure vulnerable to nature disaster, vandalism, criminal
activity, etc. and determine which, if any, require additional security procedures or
equipment and review and update disaster recovery plans accordingly.

Train employees on disaster recovery and run periodic drills.

Use JPIA resources to document and train employees on safety procedures.

Continue to assure availability of key back-up equipment, supplies, generators, etc.
Continue to pursue alternatives for emergency water resources including Quarry Hills
Lake, interconnections with Cal Water, wells, and others.

Hetchy water allocations.

Develop an improved customer communications program with enhanced regular on-
line communication, with an emphasis on the rate issue and the cause for rate
increases.

Implement electronic billing and collection opportunities, while continuing to offer
mail-in and walk-in payment options.

Improve web site with customer relevant information and opportunities to interact
with PHWD.

Continue efforts to keep customers informed of problems, interruptions in service,
etc. on a timely basis.

Consider a customer satisfaction survey.

Utilize the customer complaint function in new work order system for measurement.

| that exceeds regulatory [ o Chlorine residual never
requirements and reflects the high below 1.0 at the tanks
expectations of the PHWD e Customer satisfaction —
customer base. measured by survey

Financial Viability e Cash flow

Charge rates necessary to e Reserves

™ maintain the District’s excellent [ o Rate levels
financial condition in terms of e Performance relative to
cash flow, reserves, and debt. budget

Operational Resiliency e Existence of emergency

Harden infrastructure to minimize preparedness training,
impact of earthquake, fire, or procedures, and drills

| other disasters and assure that ] o Existence of ongoing safety
employees are prepared to training
manage a disaster and maximize e Percentage of critical
recovery and to operate safely on infrastructure at risk that has
a day to day basis. been hardened

e Number of complaints
Customer Satisfaction e Number of complaints that

Provide dependable services that rise to the GM or Board
enable customers to interact with level

> PHWD in the manner they desire. e Customer survey results —

possibly in comparison to
other area agencies
Water Resource Adequacy

Explore alternative sources of o Potential supply availability
water that can be utilized in an [ e Impact of conservation
emergency or drought, or as a efforts

| general supplement to Hetch

Continue to work with BAWSCA and SFPUC to try to increase PHWD allocations.
Explore possibility of participating in reclamation, desalination, or other projects in
exchange for some other entities” allocation of Hetch Hetchy water or, with new
infrastructure, for delivery to PHWD’s service area.

Identify and explore potential alternative sources of water.

Continue and enhance conservation efforts as an additional source of supply.
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SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS

NEWPORT, RI

AAAAAAAAAAAAAAAA
|

;::?E’:}f:if? i,

Financial Product: s Company

12

WHY IS IT
IMPORTANT?

Mission

“It is the mission of Nirvana Public
Utilities to sell water and wastewater
services to maximize its profitability for
the owners of the system.”
or

“It is the mission of Nirvana Public
Utilities to protect public health and the
environment while serving as a platform

for economic development.”
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SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS

WHY IS IT
IMPORTANT?

Long-Term View

Utilities with long-term plans
that are updated regularly are
more resilient and successful.
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WHY IS IT
IMPORTANT?

Establishes Priorities
New normal’s impact

* Funds - Public support
* People

A 'y VOTE
@ & AGATNST
D @
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WHY IS IT
IMPORTANT?

Integrates and Directs
Implementation Plans
» Capital Plan

* Operating Plan

* Master Plan

«  Community Plan
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WHY IS IT
IMPORTANT?

Communicates the “Why”

Stakeholder

Understanding == SUPPORT
of Value



Who Does the Strategic Plan?
» City/County Utility

— Governing board — Organization
— Utility specific “rolls up”

T
=
-
=)
O
7%
x
A
>=
=
=
=
-
7
15
>
fw
<
L
=

SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS

* Independent Authority
— Governing board involvement
— Top down — Bottom up




SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS

T
=
-
=
O
7%
x
A
>=
=
=
=
=)
&
15
>
fw
<
I
=

18

How Does This Relate to
Capital Planning?

TACTICS

COMMUNITY PLANS
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RAFTELIS FINANCIAL
CONSULTANTS, INC.

‘RICE

Financial Products Company
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FY 08-12 Capital Investment Projects/Water

20

Prior Esitmat 5 Year

Project Title Appro | ed Bal FYO08 FY09 FY10 FY11 FY12 Totals

Water Dist. System

Study $2,250,000 $50,000 $150,000 $0 $0 $0 $0 $150,000

Water Line

Rehabilitation/ $64,994,88 $6,1000,0

Replacement 7 $2,000 | $5,000,000 $5,500,000 00 $6,000,000 | $6,000,000 | $28,600,000

Water Lines for Street $40,519,87 $3,000,00

Improv. 1 $0 | $5,000,000 $3,000,000 0 $2,000,000 | $1,000,000 | $14,000,000

West Transit Corridor

Improvements -

Wilkinson $0 $0 $0 $0 $0 $0 | $1,000,000 $1,000,000

$22,500,00 $19,500,00

West Water Main 0 $5,000 0 $0 $0 $0 $0 | $19,500,000

WM Beatties Ford Road

— Phase Il $1,510,000 $454,950 $150,000 $0 $0 $0 $0 $150,000

WM NC 115 Bailey Rd.

to Washam Potts $1,920,950 $5,000 $300,000 $0 $0 $0 $0 $300,000

WM Nevada & Wilmar

Boulevards $1,500,000 $1,300,000 $650,000 $0 $0 $0 $0 $650,000

WM Bailey Road $0 $0 $0 $0 $0 $0 | $1,100,000 $1,100,000

WM New Dixie River

Road $0 $0 $0 $0 $0 $0 $450,000 $450,000

WTP’s and BP Stations

Upgrades and Rehab $900,000 $350,000 $150,000 $250,000 $200,000 $150,000 $150,000 $900,000
$104,675,0 $55,820,0 $87,335,00 | $353,325,00

Water CIP Total 00  $42,795,000 00 | $62,700,000 0 0




New Normal Strategic Planning
“The Why”

SHOULD KNOW ABOUT THE
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NEWPORT, RI

Economic \l/ :
[ Development | Neighborhoods
[ Transportation Sustainability j

Public Health [ Open Space J
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Involvement

Strategic
Plan

Governing Board
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RAFTELIS FINANCIAL
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BRICE

Financial Products Company

Program Category: Sewer
Project Title: Street and Minor Sewer Main Extension

* Project provides for sewer service extensions to
residential customers 1,000 feet or less from an existing
sewer line per Council approved policy.

* Project also provides for extensions when health hazards
are created in association with septic tank deterioration,
sewage demand beyond capacity, or when on-site
disposal systems are constructed in unsuitable soil
conditions.

* Need is based on customer requests and on the
presence of sewer health hazards.

Notes:

Account Number: 633.79

Appropriations to Date: $112,800,000
Estimated Balance June 30, 2008: $1,261,080

Costs 2007-08 2008-09 2009-10 2010-11 2011-12 Total
Planning/ Design $1,750,000 $1,020,000 $1,125,000 $1,150,000 $1,275,000 $6,320,000
Acquisition $100,000 $100,000 $100,000 $100,000 $0 $400,000
Construction $5,150,000 $6,230,000 $6,475,000 $6,850,000 $7,225,000 $31,930,000
Equipment $0 $0 $0 $0 $0 $0
Total $7,000,000 $7,350,000 $7,700,000 $8,100,000 $8,500,000 $38,650,000
2007-08 2008-09 2009-10 2010-11 2011-12 Total

Water/Sewer $1,850,000 $350,000 $0 $8,100,000 $8,500,000 $18,800,000
Operating Fund
Sewer Revenue $5,150,000 $7,000,000 $7,700,000 $0 $0 $19,850,000
Bonds

Total $7,000,000 $7,350,000 $7,700,000 $8,100,000 $8,500,000 $38,650,000

23

Operating Budget Impact: Additional costs ar anticipated for labor, service call response and routine maintenance.



Priorities
* Public health

* Environmental protection
* Support community objectives
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SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS

» Maintain and improve service levels
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<O & Z
é E, UE Eliminate a threat to public health? 0 1 2 3 <l 5 6
Fit with goals of the governing board? 0 1 2 3 4 5 6
Support economic development? 0 1 2 3 4 5 6
NEWPORT, RI
Consequences severe if not funded? 0 1 2 3 4 5 6
Benefits balance or exceed the costs
(benefit/cost ratio)? 0 1 2 3 4 o 6
Administrative Ease 0 1 2 3 4 5 6
R Fc Affordability on 11 2/1 31 a1 51 6/1

RAFTELIS FINANCIAL
CONSULTANTS, INC.

Total Score or Rating 0 6 12 18 24 30 36

B RICE

Financial Products Company
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SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS

WHAT EVERY UTILITY EXECUTIVE

NEWPORT, RI

26

Public Projects & Operations

Neighborhood
Improvement Projects

NC DOT & CDOT
Projects

Administration
Building Renovation

Field Operations
Center

Wallace Neal Road
Relocations

N.E. Transit Corridor
(Engineering)
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Strategic Plans &
Capital Programs

An Integrated Approach
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SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS

* Relates to public purpose and mission
 Allocates resources

- Leads to greater understanding and
support




An Integrated Approach

Provides context for the CIP to be a prime
strategy for achieving Nirvana’'s mission:
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“to protect public health and the
environment while serving as a platform
for economic development.”
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Capital Financial
Planning Framework

(

STEP 3

SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
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APPROVED

STEP 4 STEP 5

 \ ——
STEP 1 Developing

STEP 2
PLAN

o

Financing

Structuring
Plan

Structuring

Strategic Capital
Business

Planning

Debt Rates

Planning

NEWPORT, RI
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e [ RE-EVALUATE J

CONSULTANTS, INC.

George Raftelis, Chief Executive Officer
A rice Raftelis Financial Consultants, Inc.

Financial Products Company
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Identifying Capital Sources
to Fund the
Capital Improvement Program
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Your Financing
Techniques Toolbox

e Contribu-
Reserve tions
Funds

Alternative
Develop- Delivery
ment Fees Inter- Methods

governmental
Transfers



Considerations in Selecting
Optimal Financing Plan

Interest
ate of Debt

Debt

Debt
Amortization
Periods

Issuance
Timeframes

SHOULD KNOW ABOUT THE
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Rate

Impacts Legal

Restrictions

NEWPORT, RI

CINENL Availability
\{‘W%Aﬁ of Funds Stakeholders
—_— Impacted

RAFTELIS FINANCIAL
CONSULTANTS, INC.

Condition of

b Financial Markets
RICE

Financial Products Company

Intergenerational
Equity

33
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sIom (in millions)
New Treatment Plant Debt $400

NEWPORT, RI Transmission Lines Debt $225

Water Treatment Plant Expansion Development Fees $100
Distribution Lines Assessments & Developer Contributions $75
Storage Facilities Reserves $100

R Fc Vehicles Rates (Pay Go) $50

o Equipment & Other Capital Rates (Pay Go) $50

D o $1.0 Billion

Financial Products Company

34




SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS

48}
=
=
>
O
(78}
x
(45}
P
=
=
=
)
7
(48]
>
(48}
<
L
=

NEWPORT, RI

Y8 ~ today and BN

RAFTELIS FINANCIAL
CONSULTANTS, INC.

RRICE

Financial Products Company

Debt is Most Common
Financing Technique

NEW ISSUE

In the opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel, based upon an analysis of existing laws, regulations,
rulings and court decisions and assuming, among other matters, the accuracy of certain representations and compliance with
certain covenants, interest on the Fiscal 2011 BB Bonds is excluded from gross income for federal income tax purposes under
Section 103 of the Internal Revenue Code of 1986. In the further opinion of Bond Counsel, interest on the Fiscal 2011 BB Bonds
isnot a specific preference item for purposes of the federal individual or corporate alternative minimum taxes, although Bond
Counsel observes that such interest is included in adjusted current eamings when calculating corporate alternative minimum
able income. Bond Counsel is also of the opinion that interest on the Fiscal 2011 BB Bonds s exempt from personal income
taxes imposed by the State of New York and any political subdivision thereof, including The City of New York. Bond Counsel
expresses no opinion regarding any other tax consequences related to the ownership or disposition of, or the accrual or receipt of
interest on, the Fiscal 2011 BB Bonds. See “TAX MATTERS!

$210,040,000
New York City
Municipal Water Finance Authority

Water and Sewer System Second General Resolution Revenue Bonds,
Fiscal 2011 Series BB

Dated: Date of Delivery Due: June 15, as shown on the inside cover

nominee of

The Fiscal 2011 BB Bonds will be issued as registered bonds and will be registered in the name of Cede & C¢

g the p interest in the Fiscal 2011 BB Bonds purchased by them. See “BOOK-ENTRY-ONLY
SystEM.”

Interest on the Fiscal 2011 BB Bonds will accrue from their date of delivery and will be payable semiannually on each June 15th
and December 15th, commencing December 15, 2010. The Fiscal 2011 BB Bonds will be issued in authorized denominations of
$5,000 and integral multiples thereof The Fiscal 2011 BB Bonds are subject to redemption prior to maturity as described herein.
The proceeds of the Fiscal 2011 BB Bonds are expected to be applied (i) to pay principal and interest on a portion of the Authority’s
Outstanding First Resolution Bonds and (ii) to pay certain costs of issuance.

The Fiscal 2011 BB Bonds are special obligations of the Authority, payable solely from and secured by a pledge of and
subordinate lien on the gross revenues of the System. The Authority has no taxing power. The Fiscal 2011 BB Bonds are not a
t of the State of New York, The City of New York or the New York City Water Board and none of the State of New York, The
ty of New York or the New York Water Board is liable on the Fiscal 2011 BB Bonds.

The Fiscal 2011 BB Bonds are offered when, as and if issued by the Authority and received by the Underwriters and subject
tothe approval of legality by Orrick, Herrington & Sutcliffe LLE, New York, New York, Bond Counsel. Certain legal matters will
be passed upon for the Underwriters by Nixon Peabody LLP, New York, New York. It is anticipated that the Fiscal 2011 BB
Bonds will be available for delivery to The Depository Trust Company in New York, New York, on or about September 30, 2010.

Rice Financial Products Company

Barclays Cap Jefferies & Company

Morgan Keegan & Company, Inc. M.R. Beal & Company Ramirez & Co., Inc.
BofA Merrill Lynch Citi Fidelity Capital Markets
Goldman, Sachs & Co. L.P. Morgan Loop Capital Markets, LLC
Morgan Stanley Raymond James & Associates, Inc. RBC Capital Markets

& Cross Siebert Shank & Co., LLC Wells Fargo Bank, National Association
BB & T Capital Markets Lebenthal & Co., LLC Oppenheimer & Co., Inc.
Piper Jaffray Stifel Nicolaus Stone & Youngberg

September 22, 2010
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Capital Financial
Planning Framework
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YIVVA Business Planning Financing Rates é
Planning Plan
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CONSULTANTS, INC.

Kevin Schuyler, Managing Director
B rice Rice Financial Products Company

Financial Products Company
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RAFTELIS FINANCIAL
CONSULTANTS, INC.
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inancial 1 Products Company
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Financing Time Line:
Structuring and Sale of Bonds

Time frame: 2-4 months

Gather Determine Strucutre Rating
Preliminary Financing the Debt Agency
Information Method Repayment Process Closing

- Project Size Iterative - Documentation
: - Average Life Process with - Presentations
: - Additional Funds Rate Consultant
: Needed Utilizing Variety of
: - Outstanding Debt Debt Structures and
: - Current Reserves Instruments
: - CAFR
: - Current Bond
Documents

P Net Revenues



>TP9 - .
g Gather Preliminary Information
$o0=>0

E < g&: > Takes staff time

E%ig e Project information Determine strength
2 S :('U - Total cost of system.
>SEZ - Available funds

2 é&% o Debt

2O o Pay-as-you-go Determine amount of

- Construction period project that can be

financed by bonds.

o Proceeds spend-down

NEWPORT, RI

e Safe harbor

CENTRAL 5% within 6 months :
AWATER Determine current
== + 85% with 3 years
85% debt coverage levels,
- Average life health of system.
BFC e Outstanding debt

CONSULTANTS, INC.

e Current revenues and operating results
NRICE e Major customers

Financial Products Company

- Contract terms (if any)

e System engineer’s report
38
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NEWPORT, RI

RAFTELIS FINANCIAL
CONSULTANTS, INC.

NRICE

Financial Products Company

Determine

Financing Method

State law may require the
use of competitive bid.

Negotiated sales provide

Commercial Bank State
Paper Loan Revolving Fund

39

| greater flexibility and ability
to market bonds to

Competitive Bid Negotiated Sale

Other Services Needed
Financial Advisor
Bond Counsel
Disclosure Counsel
Engineering Consultant
Rate Consultant
Feasibility Consultant
Trustee/Paying Agent
Rating Agencies
Bond Insurers
Printer

Publicly
Offered

investors prior to the sale.

Competitive bids are

generally used for very
highly rated,
uncomplicated,
straightforward
transactions.

Negotiated sales bring the
underwriter and the
investment bank into the
structuring and sale
process.
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5528
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X
502 Structuring the Debt Repayment
r<Zn
Sl < ©)
— J ] u u u
Fop> Projected Operating Results (Initial Rate Model)
Z e
zX=0
>O0=Z
T Silie
0%Z
=IOo0 Example
Estimated Future Net Revenues and Debt Service Coverage
($ million) 2013 2014 2015 2016 2017 2018 2019
NEWPORT, RI
System revenues (1% Growth) 510.00 515.10 520.25 525.45 530.71 536.02 541.38
CENTRAL Operating Expenses (4% Growth) 240.00 249.60 259.58 269.97 280.77 292.00 303.68
Net Revenues Available for D/S 270.00 265.50 260.67 255.49 249.94 244.02 237.70
R Fc Current Debt Service 129.00 129.00 120.00 120.00 120.00 120.00 120.00
RAFTELIS FINANCIAL
CONIATANI NG Current Debt Service Coverage 2.09x 2.06x 2.17x 2.13x 2.08x 2.03x 1.98x

mRICE

Financial Products Company
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NEWPORT, RI

RAFTELIS FINANCIAL
CONSULTANTS, INC.

NRICE

Financial Products Company
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Structuring the Debt Repayment:

Assumptions
Financing Proceeds Needed ..., $300 million (2012)
$150 million (2015)
$175 million (2018)
$625 million
Date Funds Needed ... January 1, 2012 ($300 million)
January 1, 2015 ($150 million)
January 1, 2018 ($175 million)
Construction Period (Per Bond Series)..........ccooiviiiiiiiiiiinn... 24-36 Months
Average Life of Improvements ... 60 Years
Required Debt Service Coverage Ratio ...............cccoooiviiiiinin. 1.20x

Targeted Minimum Debt Service Coverage to Maintain Ratings ....1.75x



Outstanding Debt

2.50

16000 ——— Qutstanding Debt

| Outstanding Debt

2.00

Outstanding Debt

J = Targeted D/S Coverage
E 150
40.00 - —————— 1 === Minimum D/S Coverage

SHOULD KNOW ABOUT THE
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FINANCING PROCESS

T
=
-
=)
O
7%
x
A
>=
=
=
=
=)
&
15
>
fw
<
L
=

-||||||||||||||||||||||||||||| ]_00 T T T T T T T )
PN TN TN T SR (- Jo)e S A W B A R - SR T 4 WS B

S S S >, P’ D > IR N TN < TEPNG TN - TS IRV
OO NS I N S S S IO IR S O MNP\ GIA EANIPN \NERN

NEWPORT, RI

» Qutstanding debt matures in 2035.

» Debt service coverage is in great shape.

RAFTELIS FINANCIAL
CONSULTANTS, INC.

BRICE

Financial Products Company

42




Proposed 2012 Bonds: 15-Year Term

2.50
D/S Coverage falls
] below target (2015)
M Series 2012 200 T == D/S Coverage After
Outstanding Debt ' \l’ Series 2012 Bonds
utstanding -
i \ Current Debt Service

4 \ Coverage
1.50 | e Targeted D/S Coverage

== Minimum D/S Coverage
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NEWPORT, RI

» Begin process with 15-year term, 2 years interest only.

Assumptions
» Debt service coverage falls below target in 2015.

2012 Bonds
R Fc Amount: $300 million
RAFTELIS FINANCIAL Term: 15 Years

CONSULTANTS, INC.

BRICE

Financial Products Company

Interest Only: 2 Years
Interest Rate: 5%

43
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EFOW
s 2012 Bonds with 30-Y T

~
5528 onds wi -Year lerm
xX0Z
(48]

m — A2
&< Zn
= < < 2.50
= [®) E‘ O 160.00 D/S Coverage falls
= =z E 140.00 below target (2018)

Series 2012
E x é U 120.00 " Series T @D /S Coverage After
(] o) Outstanding Debt 2.00 Series 2012 Bonds
>SOE=Z 100.00 ] v
o — < ] \—-\ Current D/S Coverage
[ ) m 80.00 ]
E g < E 60.00 150 ] = Targeted D/S Coverage
40.00
; e U u- 20,00 === Minimum D/S Coverage
- T T T T T T T T 1.00 ] T T T T T T T 1
5 O N O YD S AN DN DA 0N
NEWPORT, RI

» Look at increasing term to 30 years to more closely

Assumptions match average life of project.
2012 Bonds » Rating Agencies typically only look at debt service
Amount: $300 million the first 5

RFC S e — coverage over the first 5 years.

RAFTELIS FINANCIAL

CONSULTANTS, NG Interest Only: 2 Years + Debt service coverage increases but still falls below
Interest Rate: 5% .
target in 2018.
mRICE

o New revenues need to be found to prevent possible
s G credit rating downgrade.
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EF o Future Proposed Bonds Issuance —
O
DO =i "
5029 2015 Bonds with 30-Year Term
rZ2n
E = 5 ) - 250
Eo A 160.00 Series 2015 Aggregate D/S Coverage
= E 140,00 = Series 2012 falls below target (2016) Y r——
E x é Q 120.00 Outstanding Debt . Series 2015 Bonds
l;1 o) [_ Z 100.00 2.00 === D/S Coverage After
My < ] \—'\ Series 2012 Bonds
- D m 80.00 b Current D/S Coverage
E O« Z 60.00 150 -
g ‘:/E) U E 40,00 e Targeted D/S Coverage
20.00 1 === Minimum D/S Coverage
- T T T T T T T T 100 T T T T T T T
52 0 D O DD O DD D oD DN
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RAFTELIS FINANCIAL
CONSULTANTS, INC.

BRICE

Financial Products Company
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Assumptions

2012 Bonds
Amount:
Term:
Interest Only
Interest Rate

2015 Bonds
Amount:
Term:
Interest Only
Interest Rate

$300 million
30 Years

: 2 Years
5%

$150 million
30 Years

. 2 Years

1 6%

For future debt issuance, we have assumed a

higher interest rate.

Since debt service coverage is already being
stressed, we only looked at a 30-year term.

Debt service coverage looks even bleaker after
modeling the proposed Series 2015 Bonds.

Target is breached in 2016.




(28 aR]
2z Back loading of 2012
Erois
O [5 Z U ™ n
(78] e
X0ZQ Principal Deferred Structure
Mm
>3
E<SA
=r S (@] 250
= (©)] o 160.00 Series 2015 1 D/S Coverage falls
~ 74 Z 140.00 1 below target (2019)
> _'l o] M Series 2012 1 D/S Coverage After
< (@) 120,00 _ ] 1 Series 2015 Bonds
g (@) < Outstanding Debt 2.00
S [_ Z 100.00 | —D/S_ Coverage After
W~ - < ] Series 2012 Bonds
[2 8 & 80.00 1 T Current D/S Coverage
o= T < E 60.00 D 150 -
; (%) U (7 40.00 1 | Aggregate D/S Coverage = Targeted D/S Coverage
falls below target (2017)
20.00 | ems MinimumD/S Coverage
- ' ' ! 100 T T T T T T T 1
PP PSS S 5 P

NEWPORT, RI

» By deferring principal, we can increase near-term debt

CKNTRAL
N Assumptions service coverage.
2012 Bonds o Interest rate on 2012 Bonds rises since longer
Amount: $300 million turiti t th hort turiti
REC Term: 30 Years maturities cost more than shorter maturities.
CONSULTANTS, NC. Interest Only: 22 Years o Debt Capacity is reduced in later years.
Interest Rate: 5.75% ) ]
2015 Bonds » Debt service coverage does increase and stays above
NRICE Amount: $150 million target for 2012 Bonds over the next five years but not
Financial Products Company Term: 30 Yeal'S

after the 2015 Bonds.
» Aggregate debt service falls below target in 2017.

Interest Only: 2 Years
Interest Rate: 6%
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CAPITAL PLANNING &
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NEWPORT, RI

CENTRAL
ARKANSAS
NHATER

—

RAFTELIS FINANCIAL
CONSULTANTS, INC.

NRICE

ancial Products Company
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Future Proposed Bonds Issuance —
2018 Bonds with Fill Structure

160.00 W Series 2018 2.50

Aggregate D/S Coverage
fa?IES; bglow 1 Bx 9 ====D/S Coverage After
: Series 2018 Bonds

 Series 2012 ]
D/S Coverage After
2.00

Outstanding Debt

Series 2015

SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS
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100.00 | \ Series 2015 Bonds
E == D/S Coverage After
80.00 E Series 2012 Bonds
60.00 150 1 \ == Curent D/S Coverage
""\
40.00 .
0.00 =Targeted D/S Coverage
- +TTTTTT T T T T T 1.00 ] -1 | ====D/S Coverage
’B‘o'\%q},f{p({pf{,\@\r’b%’\%b"» 5k b o A D OO Covenant
VIVWA MG NG SR IR S S S S S
Assumptions « To complete the $625 million 10-year capital plan,
2012 Bonds . creative solutions are employed.
Amount: $300 million
Ta : 30 Y . . . .
Intorest Only: 2 Years « With the conclusion of the major capital
REC iterest Rate: 5% improvement plan, 2018 debt service is structured
RAFTELIS FINANCIAL onds .
SRR Amount: $150 million to mature QUICkly.
Term: 30 Years
:nieres: gn:y: éjears « Significant reductions in debt service coverage can
nterest Rate: % .
B RICE be seen in 2019.
Financial Products Company 2018 Bonds
Amount: $225 million
Term: 15 Years
Structure: Fill
48 Interest Rate: 6%




Iterative Process with Rate
Consultant, Marketing and Closing

* Issuer needs to obtain additional revenues or face rating downgrade.
o Increase user rates
o Reduce expenses
o Delay projects
o Increase utilization of available cash
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SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS

o Create a rate stabilization fund

o Use other short-term, lower cost funding, although unknown future interest
NEWPORT, I rates create risks

» We will provide the issuer and rate consultant with our findings and look for new
net revenue projections to begin iterative process again.

» Once complete, debt funding package is sent to rating agencies in order to
obtain ratings.

RFC « With ratings in hand, the underwriter will begin marketing process culminating in

RAFTELIS FINANCIAL

CONSULTANTS, INC. the pub“C Sale Of bonds

 Within 7-30 days, the bond closing occurs, and proceeds are made available for
= RICE the project.

Financial Products Company
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CAPITAL PLANNING &
FINANCING PROCESS

NEWPORT, RI

50

Key Points in Structuring Debt

Issuer involvement and dedication of staff time is
Important to keep on schedule.

Negotiated public offerings will enhance the
structuring and sale of most large debt offerings.

Ongoing interaction between the issuer,
iInvestment banker, and rate consultant will result
In optimized and timely rate and debt structures.

Creative, and yet risk adverse, debt structure
can help reduce sudden rate increases with a

holistic and long-term view.



Capital Financial
Planning Framework

a

STEP 5

SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS
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APPROVED

Structuring
Rates

)\
STEP 1 STEP 2

STEP 3 STEP 4

PLAN

o

Strategic Capital
Business Planning
Planning

Developing
Financing
Plan

Structuring |F
Debt

NEWPORT, RI

—
CENTRAL 'd \ 4 \ \
N — ’ |
S RE-EVALUATE j
3

CONSULTANTS, INC.

George Raftelis, Chief Executive Officer
A rice Raftelis Financial Consultants, Inc.

Financial Products Company
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RATE
STRUCTURE

SS300dd ONIONVNI4
8 DNINNV1d 1V.LIdVO

dHL LNO8V MONX dATNOHS
dALLND3AX3 ALTLLN AYIAT LVHM

Your Rate
Structure
Must Do the
Heavy Lifting

RAFTELIS FINANCIAL
CONSULTANTS, INC.
Financial Products Company
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Financial Products Company

53

Rate design is as much of
an art as it is a science!




Rate Setting 101
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NEWPORT, RI

Legal Decisions

RFC

RAFTELIS FINANCIAL
CONSULTANTS, INC.

B rice

Financial Products Company
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Rate Setting Process

Step 5 - Assess Effectiveness of Addressing
Pricing Objectives

SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
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Step 4 - Design Rate Structure
Step 3 - Allocate Costs

NEWPORT, RI

Step 2 - Identify Revenue Requirements

Step 1 - Identify Financial and Pricing Objectives

L ‘“\\'\c \“‘]0\‘]&‘“e“\
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Rate Setting Process

Step 1 - Identify Pricing Objectives

Public \\\‘lo\‘le‘\\e\\\
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RAFTELIS FINANCIAL
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Financial Products Company
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What Are the Utility’s
Pricing Objectives?

Financial Sufficiency Affordability
Rate Stability Conservation

Administrative Ease

Defensibility Customer Impacts




SEee
£ ol
2550 Example:
45}
>= 2 Z g ] u u ] u
NG o Pricing Objectives Exercise
DZ 5
5.9
soEZ MM-
=
[5(_: CI’ % = I Financial Sufficiency
25O 5
a 2  Rate Stability 14 17
MWA E-E 4  Cost of Service Based Allocations (Equity) 12 14
: ST
g E 4 Customer Impacts 12 14
E 6 Conservation 10 12
E 8 Defensibility 9 11
REC - 9  Administrative Ease 6 7
e L) I P—— ] i

Total 84 100%

;::?E’:}f:if? i,

Financial Products Company
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Rate Setting Process
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Step 4 - Design Rate Structure
Step 3 - Allocate Costs

NEWPORT, RI

Step 2 - Identify Revenue Requirements

CENTRAL

“ARKANSAS
NWATER
g Mnlnnm

RAFTELIS FINANCIAL
CONSULTANTS, INC.

BRICE

Financial Products Company

Step 1 - Identify Financial and Pricing Objectives
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Factors Affecting Rates

Rate Design
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Declining Debt Level &
Water Use Structure

NEWPORT, RI

Poor Economy

- Foreclosures Use of Reserves
- Bankruptcies

CENTRAL

“ARKANSAS
NWATER
“’u.w.m%\

RAFTELIS FINANCIAL
CONSULTANTS, INC.

‘RICE

Financial Products Company
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Declining Trends in
Per Capita Water Consumption

High-
efficiency
Customer fixtures and

conservation appliances

ethic

SHOULD KNOW ABOUT THE
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Demand
Elasticity

NEWPORT, RI

Conservation

f[ﬁw?ter. ] DECLINING
efficiency WATER USAGE
-~ programs PER CUSTOMER

ARKANSAS
N\WATER
=
Decreasing
average
R Fc household

RAFTELIS FINANCIAL Size

CONSULTANTS, INC.
Bad

economy

Decline

‘ in water- .
Financial Pmd!l{chCoEany consum ing source-

industry American Water Works
Company, Inc.
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Debt Service Drivers

ADMINISTRATIVE
COSTS

INTEREST
RATES

AMORTIZATION
PERIOD

CAPITALIZED
INTEREST

$ Debt
Service

2012 2013 2014 2015 2016
N2 2 2 N
RATE IMPACTS
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64

Evolution of
Conservation Rate Approaches

Water
Uniform Seasonal Inclining Budget
Flat Rates Rates Rates Tiered Rates Rates
| | | | | _
| | | | | ~
Least Most
Efficient Efficient

* Based on water usage
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NEWPORT, RI
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RAFTELIS FINANCIAL
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Water Rate Structure Evolution

Revenue
echanism

Price
Information

Behavior
Change

Water
Resource
anagemen

Flat Rate

Uniform Rate

Seasonal Rate

——Customer 1

———Customer 2

20

Quantity

“ Inclining Tiered Rate

Water Budget Rate

Water Budget Tiered Rate:

Pros: Promote water efficiency,
equitable, affordable for essential use,
drought allocation tool, revenue
stability

Cons: High administrative cost, harder
to understand



Rate Affordability is a
Growing Utility Concern
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Rate Challenges
Dominate Today’s Headlines

“lll"ﬁr i
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Slnl\huh gulps truck, "~
scrambles commutes *

\ By D.L. BENNETT
dbennett@ajc.com

. mve——

0N mic o . u ).
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'f:'." RA Wine Country
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SR puts $19 million
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Another hlgher charge looms for Atlantans

end to put its finances in various water and sewer pay off the bonds.
shape, the department may projects. This year the agency Anderson, however, said

has to make a $69.5 million
payment. That figure jumps to
$93.2 million in 2004. It climbs
by about $1 million a year
after that.

not qualify with private lend-
I be

the
|aul

the city has run into higher “Clearly, to add any debt ser- well as taken back water ser-
water and sewer maintenance  vice without any outside fund- vice from a private operator,
costs and lower revenue. At ing assistance would Anderson said neither was ——
the same time, investment necessitate additional rate anticipated when the city -——--v-—--
income also has been down.

Sewer bills likely
to triple in 5 years

simply making debt pay-

The new agency has added
ments,” Anderson sai

new management expenses as

increases.” issued its latest round ofl

57  The bond documents show He hopes to know by next  Watershed Management did bonds two years ago. y
e e |fis- Atianta had projected. about - week cxactly how each change mot. exit st gene The olty Aot ects s BES NOV, 19
W S ly 8 €XpX
v 4 lge- 8200 million a year in income has_influenced the financial  created the agency this year by rate study back in 90 days.

|yor from water and sewer fees and health of the department. splitting Public Works in two. The study will tell city officials |
Somoms leed only about S5 million in “This is really a question of Public Works continues to how much more city residents |

ly ly

Oy sl v ling operating expenses. That the overall health and manage- handle streets, sidewalks, sani-  must pay to keep the current F =
*IETLe oy would have left a surplus to ment of the fund rather than tation and other services. sstem aflaat

ity bttt

e e b o oo 2
by

SR sewer, water rates may jump 18%
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Median Residential Water

and

$35

$30 -

$25
$20
$15
$10
$5
$0

Wastewater Charge

10 ccf (7,500 gal) per month

— $33.10

Total: $59.75

Water Wastewater
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RAFTELIS FINANCIAL
CONSULTANTS, INC.

D rice

Financial Products Company

70

Annual Residential
Charge Trends

5.00%

4.00%

3.00%

2.00%

1.00%

0.00%

4.66%

Water
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The Key to Success!

Maintain effective communication
program with key stakeholders.
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SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS
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Gaining Acceptance of
Your Capital Program!

1) Understanding of the relationship between
Strategic/Capital Planning, user rate development,
and capital financing options is paramount

2) If rates are increased, develop business case for
iIncrease using Strategic/Capital Plan as a driver

3) Involve the public and key customer stakeholders
during the process
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SHOULD KNOW ABOUT THE
CAPITAL PLANNING &
FINANCING PROCESS

4) Debt is likely to be a component, so choose your
RFC vehicle

5) Rate structure is an important component of the
D\ RICE process
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Graham Rich, CEO
Central Arkansas Water
P: (501) 377-1342 / E: graham.rich@carkw.com

Doug Bean, Director of Government Services

Raftelis Financial Consultants, Inc.
P: (704) 373-1199 / E: dbean@raftelis.com

George Raftelis, CEO
Raftelis Financial Consultants, Inc.
P: (704) 373-1199 / E: graftelis@raftelis.com

Kevin Schuyler, Managing Director

Rice Financial Products Company
P: (813) 814-4037 / E: kevin.schuyler@ricefin.com




