BUDGET REVIEW COMMITTEE
APRIL 22, 2009

A meeting of the Budget Review Committee was held Wednesday, April 22, 2009 at 7:30 p.m. in the
Aldermanic Chamber.

Alderman-at-Large Brian S. McCarthy, Chair presided.

Members of Committee present: Michael J. Tabacsko, Vice Chair
Alderman-at-Large David W. Deane
Alderman-at-Large Lori Wilshire
Alderman-at-Large Ben Clemons
Alderman Mark S. Cookson
Alderman Michael A. Tamposi

Members not in Attendance:

Also in Attendance: Mayor Donnalee Lozeau
Alderman Richard P. Flynn
Stephen Dookran, City Engineer
Michael Gilbar, Chief Financial Officer/Comptroller
David Fredette, Treasurer/Tax Collector

Chairman McCarthy

Since Mr. Dookran only needs to be here for R-09-176 and the rest of the cast is here for both, |
would ask that we entertain a motion to take up R-09-176 out of order.

MOTION BY ALDERMAN CLEMONS TO GO OUT OF THE REGULAR ORDER OF BUSINESS TO
TAKE UP R-09-176
MOTION CARRIED

R-09-176

Endorser:  Mayor Donnalee Lozeau

Alderman-at-Large David W. Deane

Alderman Richard L. LaRose
AUTHORIZING THE MAYOR AND CITY TREASURER TO BORROW AN AMOUNT NOT TO
EXCEED FIFTY-ONE MILLION THREE-HUNDRED TWENTY-FIVE THOUSAND DOLLARS
($51,325,000) THROUGH THE ISSUANCE OF BONDS AND/OR A LOAN THROUGH THE
NEW HAMPSHIRE DEPARTMENT OF ENVIRONMENTAL SERVICES STATE REVOLVING
LOAN FUND FOR EXPENSES RELATED TO THE WET WEATHER FACILITY AND THE
DISINFECTION FACILITY

Mayor Lozeau

Thank you Mr. Chairman. This is just an opportunity to delve into this a little bit deeper. Based on
the public hearing, | am a little concerned that it looks like you are saying these two projects cost $50
million, you already paid for one, what do you need $50 million for? The document that is before you
is the analysis that was done for the rate study...
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Alderman Deane

What page are we on?
Mayor Lozeau
Page 2.

Alderman Deane

This is the page we are on Mayor? It is page 3 in my handout.
Mayor Lozeau

Okay.

Michael Gilbar

The analysis table.

Alderman Deane

The Financial Assumptions table?

Mayor Lozeau

The Analysis table. Mr. Dookran if you want to join us and Mr. Fredette if you want to join us | think it
might be a collective effort that would serve the committee best. Thank you Mr. Chairman. Mr.
Dookran if we could start with you talking about the comprehensive piece of this because you
provided the foundation for the information by which Mr. Gilbar did his analysis; it might be helpful for
the committee.

Stephen Dookran

The information | provided for the rate analysis was information on the capital expenditures that we
are going to incur over the next several years. Like we described earlier, a lot of the costs would go
into the CSO program especially those major projects. There are minor projects as well. We also
have projected significant costs for other kinds of improvements that are needed. For instance, in the
sewer collection system, we have budgeted in excess one million dollars; $1.2 million in the year
2010, increasing in small amounts in future years. That would be for replacing aging sewers and
sewers that have failed.

There is about a quarter of million dollars or so increasing by small increments for what we call sewer
structures, and that is under the paving program, when we go into the inner city areas we have to
inspect and replace or repair as needed any catch basins or manholes. That, as | said, is done under

the paving program.

We also have put in the budget for ensuing years, in those areas that are prone to CSO flooding, like
Alderman Deane was talking about earlier, even though the CSO program was taking off the CSO
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dischargers into the rivers we still have areas that are prone to CSO flooding. We have some
amounts for taking care of those areas.

Apart from the capital replacement program at the Wastewater plant we have identified critical pieces
that needed to be addressed; one being work on the secondary clarifier and the dewatering
equipment. Those are significant costs.

If you add all of those things, we will have a significant capital expenditure for each year for the next
several years.

Mayor Lozeau

Mr. Chairman | think that it might be fair to say and Mr. Dookran you can correct me, | think maybe
the problem is the title of the resolution speaks to only two parts of this complete project, and it might
be a bit misleading because my understanding was that the up to the $51 million in bonds that have
been requested to be authorized are for this entire project to have its completion, and it has been on
over the life of the rate study, which as you know we authorized the first rate increase, skip a year, do
another analysis, and then the second year. | just think that is maybe one of the problems here.

Chairman McCarthy

| think we understand that. The purpose stated in the bond is those two items. We understand that
there are other cash flows in the wastewater account that are taken care of from the same retained
earnings account. What we are asking for is essentially what is here, which is what is the overall
cash flow and do we need to borrow the entire cost of the wet weather facility to make the overall
cash flow work for the fund.

Alderman Deane

One thing | just want to focus on for a minute is | understand the rate structure/rate study, what | want
to understand is if we are replenishing areas in certain areas that Mr. Dookran just went over with

* some of this borrowed money and the way the costing was done or the way the analysis was done on
the rate study, how does that factor into the percentage of increase for the users of the system
versus the interest on the debt to borrow money to replenish reserve accounts.

If you bond this much money to replenish these reserves...

Chairman McCarthy

To me, here is the issue that | would like to see reconciled:; if | go down to the bottom to line 52, which
tracks the retained earnings balance across the life of this project — so we are looking at revenues,
expenses, and capital costs and the expenses there | take it are non-capital expenses, those are
operating costs effectively.

Michael Gilbar

That is correct yes.
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Chairman McCarthy

| guess what we are looking at, if we go up above to line 42, the debt proceeds line, which has one
lump sum contribution of $26,700,000 this year, which brings the cash position of retained earnings
back to the $15.5 million, if we were to not let a $26 million bond but instead were to put cash into the
account as if we were paying back the bond, is there a way that we can lower the amount of total debt
and, therefore, total interest that we pay back, but still have the same cash flow? Nobody is arguing
that the money has got to get found and paid for, it is is there a cash flow mechanism where we can
be transferring it from the budget into retained earnings without having to borrow it first so that it
would put a larger percentage of it towards the actual expenses?

Michael Gilbar
Without having to borrow any of it? Is that what you are asking?

Chairman McCarthy

| understand that we are going to have to borrow some of it, but looking at the cash flow we only wind
up with a million and a half left at the end of it all in retained earnings so we have to borrow a lot of it,
but there is $25 million that we are going to be paying back in interest. If we can divert portions of
that into the account by simply paying ourselves rather than borrowing and paying back, we can put
more money towards the project and less money towards the interest cost. All I am asking is is there
a way we can reduce any of it so that we get a lower cash flow to the bond and a higher cash flow to
the waste water system?

Michael Gilbar
We could do an analysis of incremental borrowing and see how that affects the model.

Chairman McCarthy

Essentially, and | want to come back to this year’s condition, but essentially all we need to do — were
we to put in there a transfer line, which was how we were paying ourselves and paying the debt, all
we would have to do is keep line 52 positive through the duration of the project and then we start
building retained earnings. We don’t have to have $15 million at the end of this year we need to have
at least enough to spend $11 million and $6.3 million next year after we consider revenues.

For example, from this year to next is about $7 million that doesn’t necessarily have to be there until
the end of next year because it is not involved in next year's expenses.

Michael Gilbar
One of the other things you do run into that you have to keep in mind is that the further out that you

borrow the money the more chance of the bond rate being higher. Right now the bond rates are
pretty good. There is a little bit more risk in doing that. That would have to be weighed as well.

Alderman Deane

Thank you. Drawing down on a bond and the revolving loan fund are two different animals. The
revolving loan fund we don't have to pay back until the project is completed right? So if we looked at
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that, but the wet weather, unless there are any more change orders, is pretty much complete right?
So revolving loan funds are out of the question for that project. How could you borrow money for
something that is already done?

Michael Gilbar

Well you can with the revolving loan fund.

Alderman Deane

So they are letting you mortgage a project that you have already paid cash for? Essentially that is
what we are doing; we are mortgaging something that we have already completed.

Chairman McCarthy

The other way to look at it, which | think is what we are actually doing, is that we have borrowed
money from retained earnings that we need to pay operating expenses in the upcoming next few
years and use that to pay for that facility with the intent that we would mortgage it when it was done,
and, therefore, have that cash back in the account.

Alderman Deane

So we are looking at operating expenses this year are estimated at about $5.9 million or $6 million?

Chairman McCarthy

Right. This year actually about $7.4 million.

Alderman Deane

| have total operating in 2010 projected at $5.9 million. Oh your total expenditures are $11.3 million.

Michael Gilbar

Correct. If you look at the FY09 projected at this point, if we don’t borrow the funds then we are
essentially about $5 million in the hole.

Chairman McCarthy

That was the question | was going to ask is right now we are in FY09 and we show a retained
earnings balance of negative $4.8 million at the end of FY08 so we're — does that mean we have
funded that out of the general fund balance at this point?

Michael Gilbar

There is going to be a portion that will have been funded out of general fund balance. That is part of
our dilemma, we will not have the funds left in the waster water fund and that needs to be replenished
so that we end the year with a cash flow. Then we have ourselves back on track. Next year we have
a rate increase that will begin to pay for some of the future capital costs. As | said before, FY09 and
FY10 we are going to be down a couple of million dollars because of the DES funding that they have
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deferred until future years. | took that completely out of the analysis because | wasn't sure that we
were actually going to receive it or not, and we won't know that for certain until probably next year.

Chairman McCarthy

So in FY13 we actually have to loan the fund $5.5 million. We loaned it some in 2012, some in 2013,
and then we get it back over the next couple of years effectively, but the general fund will be depleted
by $5.5 million in 3012 temporarily to bring that account balance up right?

Michael Gilbar
Well no because there is actually going to be about $5.9 million in the reserve because we will have
built that back up with some of the cash. We are just maintaining bottom line enough cash so that

the bottom line is we have about $316,000 at the end of 2013.

Chairman McCarthy

We are protecting ourselves from the shortfall through the equipment reserve fund.
Michael Gilbar
Correct.

Chairman McCarthy

The equipment replacement fund. | see.

Mayor Lozeau

We had a point where we were spending a million dollars a month on this project and the rate study
hadn’t been done for two years so they were never adjusted to keep up.

Alderman Deane

| would like to understand the comment that was made earlier about $4.8 million being used out of
the general fund.

Chairman McCarthy

| think that is probably not actually true. It is $4.8 million out of the equipment reserve fund at this
point right?

Michael Gilbar
Yes.

Chairman McCarthy

In other words, we allegedly have $6.2 million in the equipment reserve fund...
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Alderman Deane

That no longer exists.

Chairman McCarthy

But it is really $4.8 million of that is on loan to the retained earnings account. But at the end of this
year, assuming the bond is let, there will actually be $6.2 million in that account and $15.5 million in
the retained earnings account.

Alderman Deane

What was the total dollar amount taken out of the unrestricted assets/retained earnings is $15 million
or $15.5 million?

‘Michael Gilbar
| think that was about right.

Alderman Deane

So now with this bond resolution we have in front of us, what portion of that $15.5 million is being
replenished by the bond?

Michael Gilbar
That would be ..

Chairman McCarthy

Twenty six million dollars of it this year.
Michael Gilbar
We would be adding ...

Chairman McCarthy

That is up on line.

Alderman Deane

Twenty six point seven million?

Chairman McCarthy

Yes.




























































