BUDGET REVIEW COMMITTEE
APRIL 28, 2009

A meeting of the Budget Review Committee was held Tuesday, April 28, 2009 at 7:00 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-at-Large Steven A. Bolton
Alderman David MacLaughlin
Alderman Richard P. Flynn
Alderman Marc W. Plamondon
Sue Lovering, Legislative Manager
James McNamee, Esq., Corporation Counsel
Michael Gilbar, Chief Financial Officer/Comptroller

COMMUNICATIONS — None

DEPARTMENTAL REVIEWS

Board of Aldermen (503)
Legal Department (502)

- Presentation by Department Representatives

- Questions by Committee Members

- General Comments

Mayor Lozeau

Mr. Chairman, based on some of the items that were discussed at the last Budget meeting relative to
the bond that the full board will vote on tonight, Mr. Gilbar is prepared, if you are interested, to have a
little discussion on that. He has run some scenarios.
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Michael Gilbar

| ran three different scenarios reducing the loan amounts just to see as you had recommended what the
affect was on the overall model. On the first page if you look at row 42, column D, and this is the same
row and column that the bond proceeds or the debt proceeds are showing on each one of these three
scenarios, | have plugged in in this first scenario, and keep in mind | just want to clarify that the bond
resolution or the bond/loan resolution is for two projects; wet weather, which is $26.7 million and for the
screening and disinfection facility, which is $24.6 million, this is for wet weather the one that we were
discussing last ime we were here discussing this. This first scenario finances only a portion, a little bit
more than half, $14.7 million, and | plugged that in. As you can see there is over between 2012 and
2016 there is significant cash flow issues on line 60, the very last time. You are $7.6 million under in
2012 and $8.1 million in 2013, etc. You have a period of time where you have to cover cash flow, which
is really kind of the issue that we have here.

When | put together the rate study we looked at different scenarios; we looked at how we would bond
these projects. We have $73 million in CSO projects and about $33 million in collection systems
projects and various others, infrastructure, sewer rehab that type of thing. What we were trying to do
was keep the rates at a reasonable increase and not to have rates every year, but to try to space them
out so that we could stabilize the rates over the course of time. We could have had big jumps in the
rates and then lowered them later on, but that is just not a great thing to do.

What we were trying to do is just of just balance everything out so that we had a reasonable flow of
funds, a reasonable flow of rate increases, and that those rate increases could stay in place and
reasonably fund the sewer fund over a long period of time. Part of our problem was that we really
should have put in place the rate increases as well as the debt probably at least a couple of years ago
and that didn’t happen.

At this point, what we have essentially done was to use up the money that we had in the retained
earnings as well as the capital equipment reserve fund. Those funds not only were we needing cash to
fund a portion of these two projects that we are looking at, the two big projects; wet weather and
disinfection, but we also had several other small projects that we really needed to be funding out of that
surplus, and that is where we run into issues because those, we have about $27-28 million worth of
these projects over the next probably 3 years between 2009 and 2012 that we are going to have to fund
as well.

| ran this scenario, and that is really the reason that we have those cash flow issues between 2012 and
2016. Then | look at financing, on the next page, $21.7 million. Again row 42, column D. It looks a little
bit better — you only have three years that you are under, but that makes it a little bit tight during that
period of time between 2012 and 2015. You are back in the black in 2016, but you've got three years
that we have to get through those humps.

The final page | took a look at $24.7 million, which essentially left one year at about a million dollars
under, which is actually — these are all projections and you can do some shifting of projects and the
timing of some of these projects too is not set in stone so there could be some shifts that will get you
through that year. If we reduced the wet weather loan by a couple of million dollars you save $2 million
in principle payments over time and you save about a million dollars in interest. We could cut it by a
couple million dollars and not be in bad shape.
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Chairman McCarthy

What | don't see here is kind of the scenario | think | suggested the other night, which is as follows; if
you look at the difference in line 17 for FY 10 between sheets A and C, you see there is about a
$920,000 difference in debt service in FY10. What | had suggested was if we took the $14.7 million or
thereabouts in FY09 and then took not the other $10 million, but $9 million of that in FY10 as additional
debt, that the million dollars that we would save in the debt service payment FY10 then rolls into
principal. We take out a million dollars less. If you do that | think that fixes the negative cash flow year
that appears on sheet C.

Michael Gilbar

The only problem with that —we have a couple of options, and one option doesn’t look real good at the
moment, but we were looking at bond issuance and | am not sure we are going to be able to do that
because the bond is or | am sorry not the bond the wet weather project is completed and our financial
advisors are telling us that unless there was a bond resolution back when the project started or near
when the project started then we really were probably out of luck unless we can show that it was the
intention of the Board, show in writing that it was the intention to bond that project.

Alderman Deane

| spoke with Mr. Gilbar today and asked him that very question. It appears that you approached bond
council about it. | was struggling to understand how we could go out and bond something that was
completed and paid for. What did bond council say? What is the end result of what they said when you
told them the wet weather was completed and you were looking to replenish all of these accounts that
had been drained to fund the construction of the project?

Michael Gilbar

They basically said if we could find something in the minutes of a board meeting or maybe the Board of
Public Works meeting that showed that the intention was there to bond then they would take a look at
that and they may be able to do something. We will be looking for that, but we can do the loan through
the SRF fund, but with that you have to have the project substantially completed, and | don't believe we
will be able to take it out in increments. | think we will need to borrow it at once.

Chairman McCarthy

You said there is a number of other smaller projects, however, that need to be done. If we were to give
a bond authorization for some of those smaller projects, can we structure it as an SRF loan taken out in
this fiscal year for somewhere between $14-24 million and then a bond let next year for some of the
smaller projects? | don’t think we can reduce the amount tremendously, but if we can just defer taking
that loan out for a year we seem to save about another million dollars and that would be of interest to

me.

Mayor Lozeau

It would be of interest to all of us Mr. Chairman. What we are trying to do is get the board to give us
some flexibility working with bond council and others to be able to structure things accordingly, which is
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why of course we came in with the resolution on the rate study to just do an increase of one year forcing
us to come back and do that next analysis. | am particularly concerned about where our funds are right
now and bon council’s response that if you can dig up some information maybe we can do something
about it. Clearly it had been the intent to bond, and that didn’t happen when it should have, and | don't
want to see us in a similar circumstance.

Chairman McCarthy

| am certainly not arguing for not going forward with the bond resolution that is in front of us because
somewhere in that neighborhood of dollars we have to borrow to finish the projects up. | am simply
saying if there is a way to restructure the way we are borrowing that so that some of it is against specific
projects that we have not taken up yet then we can do that and we can defer a year of the bond and
save ourselves a million dollars in principle and interest while we still have that same million dollars
coming in in revenue then we are ahead.

Mayor Lozeau

Great and | think that is what we need to do going forward. We have been in discussions with the
Treasurer and the CFO and bond council trying to look at what all of those options might be.

Chairman McCarthy

Are there any other questions or comments?

Alderman Deane

| am thinking back in time of discussions that were had. There were a couple of special presentations
on CSO when it first came out, and | believe they were even done in front of the Infrastructure
Committee or the Personnel/Administrative Affairs Committee. | know that the rate reduction that was
done, those discussions were held in Personnel. In fact, | might even still have some paper minutes at
my house | can try to go through and see if | can — | might even have some of that stuff under my desk.
| will spend some time going through the boxes of items that | have to see if | can come up with some
items.

Like | have said before publicly, | was under the understanding that we were going to start with the
retained earnings to get the project out, to get some of the engineering and site work design and
everything done just to get the project rolling and then we were going to go out, once all of the project
costs came in: estimates came in and the bids came in, then we were going to go out and bond the
project. We were going to spend some of that retained earnings, but not what has been spent to date,
which is everything and then some.

What about the language in the body of the legislation? Does that have to be amended?
Michael Gilbar
| think it would. If we were to debt finance only a portion of that $26.7 million for the wet weather project

and we would have to specify the other amounts for the other specific projects that we are looking at. |
believe that bond council needs that. | don’t know as far as the SRF loan — we have the authorization
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on the wet weather project to borrow from the SRF, but | am not sure about the other projects. | would
assume they would be funded, but...

Alderman Deane

Isn’t the interest on the SRF higher than what we could get for interest on a bond?
Michael Gilbar

Well it depends. It wasn't. We just put out the landfill bond, but we also did that as a bank qualified
bond, which gives a little bit lower rate. This doesn't qualify for bank qualified unless you only do a
smaller portion of it because you can only have up to $30 million in bonds in order to make them bank
qualified. There is a lot of different structuring that we could do, but we would have to have specific
projects | think outlined in the resolution.

Chairman McCarthy

My feeling on it is that we should probably go ahead with the authorization the way it is worded, and if
we find a scenario that defers some of it come back with a second resolution to bond those particular
projects and rescind a portion of the authorization that is in this resolution at the same time.

Alderman Deane

Could we not just at our next meeting, if this passes this evening, just vote to reconsider it, make the
amendments, and then...

Chairman McCarthy

We could certainly do that as well | think.

Alderman Deane

That way that would give Mr. Gilbar a couple of weeks. What does that do with the whole EPA situation
now? | thought they were looking for these concrete ...

Mayor Lozeau

My question would be if we pass it the way it is tonight and assume that bond council and some of the
research we do can backup the wet weather and allow us to go forward with that portion that is really
what we are looking for now anyway, which whether you reconsider or not, we're not going to go forward
with the second piece of that resolution in the next year or so. It would allow signaling to bond council
that we have a positive recommendation from the Board and then we can come back with an additional
resolution if we need to. If they say no to wet weather and we need to have some other specific projects

we could come back again.
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Chairman McCarthy

| think also we need to understand before we could do the reconsideration whether changing the
projects for which it is intended triggers the need for another hearing.

Alderman Deane

Point well taken.
Michael Gilbar

The other thing is if we do come up with another strategy then what we can do is just borrow enough to
clean us up for this year and then we would be in good shape for FY09 and then come back later on.

Chairman McCarthy

Any other questions or comments?

Alderman Clemons

| just want to point out that | am feeling very uncomfortable with this vote this evening, and that is
because it seems like there are too many unanswered questions out there on this particular subject, and
it seems like we are moving forward at a pace that we are outpacing ourselves. We don’t know what we
are actually going to be doing here. | don’t know how | am going to vote this evening, but | will take it
under consideration.

Mayor Lozeau

| can appreciate that. You are going to feel much the same way as we go through the budget process
because there are so many things that are speculative right now. The problem is because we did not do
what should have been done a few years ago, we have found ourselves in the situation - when | got
here and realized what had to be done and requested from the division the rate study, and that was
brought before the board in July, and an error was found in that, Mr. Gilbar from that point to today has
spent a considerable amount of time redoing all of that work, getting into it all the way up to his elbows
and laying out a scenario by which it makes sense to move forward.

What | am concerned about is if we hesitate when we are almost at the point of completion on wet
weather that could be an opportunity that is lost and will put us in worse financial stead than we are in.
The other thing that | think is valuable to think about is this is a revenue bond so it is not the same.
Although the same people are generally paying it, it is driven by the cost of the increase. ltis a user fee
so there are some that are in the system and some that are not. It just plays out a little differently than
the other bonds. | can assure you that we will be very careful, and | think we have to this point.

Alderman Clemons

| just want to state for the record | supported the rate increase because | understand that we need to
come up with the capital to finish these projects. | just wish that there was a clearer picture moving
forward with the actual bond itself.


















