Village of La Grange

VILLAGE OF LA GRANGE

SPECIAL MEETING OF THE
VILLAGE BOARD OF TRUSTEES

Village Hall Auditorium
53 South La Grange Road
La Grange, IL 60525

Monday, Aprit 2, 2012 — 7:30 p.m.

AGENDA

1. CALL TO ORDER AND ROLL CALL

2. WATER FUND - Continued discussion concerning the Water Meter Replacement
Program, Improvements to the Village’s Water Pumping Station, and Water Rates

Lou Cipparrone, Director of Finance

Phil McKenna, & Zoran Milutinovic - Kane, McKenna (Village's Financial
Consultant)

3. ADJOURNMENT

Individuals with disabilities and who require certain accommodations to participate at this meeting are requested to
contact the ADA Coordinator at (708) 579-2315 to allow the Village to make reasonable accommodations.

53 South La Grange Road PO, Box 668  La Grange, Illinois 60525 (708) 379-2300  Pax (708) 579-0980




VILLAGE OF LA GRANGE
Finance Department

EXECUTIVE COMMITTEE REPORT

TO: Village President, Village Clerk,
Board of Trustees, and Village Attorney

FROM: Robert J. Pilipiszyn, Village Manager
Lou Cipparrone, Finance Director
Ryan Gillingham, Director of Public Works

DATE: March 29, 2012

RE: WATER_FUND — CONTINUED DISCUSSION CONCERNING
THE  WATER METER REPLACEMENT PROGRAM,
IMPROVEMENTS TO THE VILLAGE'S WATER PUMPING
STATION AND WATER RATES

The FY 2011-12 Water Fund budget includes the implementation of a water meter
replacement program to address the ongoing water accountability issue and for
infrastructure and technological improvements at the East Avenue water pumping
station. The operating budget also reflects the issuance of a G.O. alternate revenue
bond to fund these two projects.

The scope and details of the projects were discussed by the Village Board at the
workshop held on February 27, 2012. It was the consensus of the Village Board to
concur with staff’s recommendations regarding the improvements to the Village’s
water pumping station, but to table discussion of the water meter replacement program
until more information regarding other financing options were identified. The
Village’s water rates also need to be adjusted to: (i) pass through the recently
announced and implemented series of water rate increases from the City of Chicago,
and (ii) to reflect the funding decisions related to the aforementioned capital
improvements.

The purpose of this report is to present the Village Board with additional information
and further analysis of funding options for the water meter replacement program and
pumping station improvements.

1) Why Not Pay-As-You Go?

The Village attempts to fund many capital projects on a pay-as-you-go basis.
Financing the replacement of existing water meters is intended to resolve the current
and compelling water accountability issue which exists today. Completing the project
on a pay-as-you-go basis, estimated to be completed over a 5-6 year period, utilizing
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existing personnel to install the new meter is not recommended for the following
reasons:

- Delays resolving the overall water accountability issue, resulting in a further
reduction of revenues.

- The replacement cost of new meters is approx $1.25 million. This cost will
increase if meters were purchased in smaller quantities over several years.

- The cost of meter installation by outside contractors is estimated at $250,000,
which could be recovered within one year with a projected 5% increase in water
accountability.

- Utilizing existing personnel to install meters diverts time away from other water
fund responsibilities, with overtime required for night/weekend appointments.

- Utilizing the capital budget of $250,000 each year for new meters leaves no
funding for water main replacement for the duration of meter project (5-6
years).

- Continues inequitable billing practices; residents with more accurate meters
subsidizing those with inaccurate meters.

- Delays implementation of new technology allowing for early detection of
inoperable meters and identification of residential water loss.

- Delays operational efficiencies (eliminate manual meter reads).

2) What Happened to Previous Increases for Operations / Reserves?

The 2008-09 Water Fund budget included 10% rate increases for three consecutive
years due to 12.5% increases from the City of Chicago/McCook and to generate
revenue for on-going operations and to rebuild/maintain reserves. The 10% rate
increases were allocated as follows: 6.25% for the Chicago rate increases and 3.75%
for operations and reserves.

However, due to water accountability decreasing, the additional revenue for operations
was never realized. The budgeted water sales were not adjusted to reflect the decreased
water accountability as the Village looked for various ways to resolve the
accountability issue, including annual leak studies, testing of larger commercial meters
and testing randomly selected residential meters.

Since these efforts did not result in a significant improvement with unaccounted water
loss, staff recommended a bond issue to fund the water meter replacement program as
meters have exceeded their expected life. Last year, planned increases of 10% in FY
2011-12 and FY 2012-13 were included in the Village budget to partially fund
operations/reserves and to fund the proposed bond for the water meter replacement
program and pumping station improvements. The charts below reflect budgeted vs.
actual water sales from FY 2005-06 through FY 2011-12.
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—m--- Budgeted Sales -

FY 03-06

FY 06-07

FY 07-08

FY 08-09

FY 09-10

FY 10-11

FY 11-12

FY §2-13

Actual Sales

2,855,876

2,607,387

2,571,457

2,637,687

2,879,605

3,130,783

3,525,000

3,875,000

Budgeted Sales

2,657,648

2,657,648

2,657,648

2,923,413

3,215,754

3,537,329

3,525,000

3,875,000

Water Rate Increases

0%

0%

0%

10%

10%

10%

10%

10%

Water Accountability

79.04%

75.92%

71.26%

72.60%

75.86%

73.13%

n/a

n/a

* FY 2005-06 water sales were over budget due to severe drought conditions during the summer of 2005 resulting in
increased water consumption.

Please note in the above chart that although a 10% water rate increase occurred in FY
2011-12, budgeted water sales were not increased in order to account for the decrease
in water accountability from approximately 80% to 75%.

3} Why Issue Bonds to Fund the Project?

The budget reflects borrowing funds to finance these two capital projects as sufficient
reserves are not available in the Water Fund to complete the projects. The Village’s
policy is to target a reserve balance for the Water fund of 50% of annual operating
expenses. At last year’s budget workshop, staff reported that the reserve balance in the
Water Fund at the end of the five-year budget period (FY 2015-16) was approximately
$1.3 million or 35% of annual operating expenditures, which included financing these
two projects and 10% water rate increases in FY 2011-12 and FY 2012-13.

At that time, the rate increases were identified as being necessary for revenues to keep
pace with projected operating and capital expenditures and to replenish reserves which
had been depleted due to ongoing water main replacement.

By issuing bonds, the Village is able to: 1) complete these projects within the next
fiscal year while amortizing the expenditures over the useful life (20 plus years) of the
improvements, 2) address the water accountability issue in a timely fashion, 3) utilize
the new meter technology which eliminates reading meters manually, and 4) bill
residents for actual water usage in an equitable manner.
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By issuing bonds the cost of the improvements are allocated to residents who receive
the benefit over the useful life of the new meters. In addition, current financial
conditions are such that the Village will benefit by financing these projects with
municipal bonds while interest rates are at historical lows.

The Village’s financial consultants, Kane, McKenna has worked with staff to project
revenues, expenditures, debt service and coverage ratios for a 20 year G.O. alternate

revenue source bond, with a 10 vear call provision, to fund the water projects (See
attached Exhibit 1).

The pro forma statements reflect proposed water rate increases in the amount of 15%,
7.5%, 7.5% and 7.5%, over the next four fiscal years starting May 1, 2012, as currently
budgeted. These projected rate increases are necessary for the Water Fund to continue
to: 1) fund water rate increases from the City of Chicago, 2) fund ongoing water
operations 3) fund the water meter replacement program/pumping station bonds 4)
remain active with the replacement of water mains as part of the neighborhood street
replacement program, 5) replace mains where known deficiencies exist within the
system and 6) rebuild/maintain reserves

Please note the Village rate increases are significantly less than the City of
Chicago/McCook rate increases of 20%, 12%, 12% and 12% over the next four years,
effective January 1, 2012, as they are primarily applied to the cost of the water
purchased in the Water Fund, which is just one component of the total expenses for
providing water to residents.

If the Village were to consider financing the projects over a shorter time period, the
increase in the annual debt service payments would require additional residential water
rate increases in subsequent fiscal years.

4) How does the proposed rate increases breakdown between funding for a) the City of
Chicago;, b) bonding for the water meter replacement program and c)
operations/reserve?

Staff has identified issuing bonds as the recommended funding source for the
replacement metets as part of the past two budget documents. Staff did not and could
not have anticipated the significant water rate increases announced by the City of
Chicago. Of the 15% rate increase proposed in year one, 10% is attributable to the City
of Chicago rate increases and 5% is attributable to bonds for the water meter
replacement project. In addition, 6.0% of the proposed 7.5% rate increases in
subsequent years is attributable to the City of Chicago rate increase and 1.5% is to fund
operations /reserves.
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Component Breakdown of Water Rate Increases

Village Rate Increases FY 2012-13 | FY 2013-14 | FY 2014-15 | FY 2015-16 Total
City of Chicago/McCook 10.0% 6.0% 6.0% 6.0% 28.0%
Bonds 5.0% 0% 0% 0% 5.0%
Operations/Reserve 0% 1.5% 1.5% 1.5% 4.5%
Total Increase 15.0% 7.5% 7.5% 7.5% 37.5%

Of the proposed water rate increase totaling 37.5% over the next four fiscal years,
28.0% or seventy-five percent of the total increase is attributable to the City of Chicago
rate increases.

It is estimated that the initial 15% water rate increase will cost an average homeowner
approximately $100 annually ($65 Chicago/McCook rate increases/$35 bonds), with
the three subsequent 7.5% increases costing homeowners approximately $65 annually
($52 Chicago/McCook rate increase/$13 operations). We will be able to reevaluate the
need for subsequent increases on an annual basis during budget preparation in future
years, pending the results of the water meter replacement program.

5} Why is the projected 5% increase in water revenue from the water meler
replacement program not included in the projected net revenue for debt service and
coverage ratios?

Since the most current audit of the Water Fund does not reflect that current net
revenues are at least 1.25 times the estimated annual debt service requirement, the
Village will be required to obtain a feasibility report that reflects future projected
revenues to provide such a debt service coverage for the term of the debt obligations.
As part of the feasibility study, the projected recapture of “lost water” will not be able
to be included as water fund revenues available for debt service payments.

6} What Happens to the Projected 5% Increase in Water Revenue Resulting From ihe
Water Meter Replacement Project?

Although the projected increase in revenues generated from the water meter
replacement program cannot be utilized for debt coverage ratios in the feasibility repost
required for a bond issue, staff has worked with Kane, McKenna to prepare a second
set of pro forma statements which proposes to deposit the additional water revenue
generated from the meter replacement program, projected at 5%, into an escrow
account held by the Village. Annual bond payments would be paid as part of water
fund operations, annually reducing the amount of outstanding debt obligation. When
sufficient funds are available to purchase US Treasury securities to payoff the
outstanding debt, the Village could then establish a defeasance escrow account with a
bank and purchase the US Treasury securities in an amount to pay off the bonds at the
first available call date.
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Sufficient revenues from the water meter replacement program are projected to
accumulate in the Village’s escrow account within 6-7 years to pay off the bonds at the
first available call date after 10 years. (See attached Exhibit 2).

We have asked our financial consultant, Phil McKenna to attend the special meeting on
Monday, April 2, 2012 to address any question or concerns regarding the proposed
bond issue for the projects and/or the escrow account.

By maintaining the proposed water rate structure and utilizing the projected increase in
water revenue to payoff the bonds early, the Village is able to postpone subsequent
increases in residential water rates for seven years (FY 2025-26 vs. FY 2018-19) and
reduce subsequent rate increases, which are projected every three years to fund future
operating costs, from 3.5% to 2.5%. In addition, the Village is also able to achieve the
recommended reserve requirement of 50% of annual operating expenses in FY 2023-
24,

7) Are there any other alternatives to consider?

Staff also attempted to identify another alternative financing method by 1) utilizing an
interfund loan and Water Fund reserves to fund the water meter replacement project, 2)
fund the pumping station improvements over two fiscal years with capital funds
intended for main replacement, and 3) no other rate increases other than those required
for the City of Chicago rate increases. Unfortunately, by using the additional revenue
generated by the water meter replacement program solely for repayment of the
interfund loan over the projected five year budget period, without any additional
increases for operations and reserves, the Water Fund incurred significant operating
deficits and quickly fell into a negative reserve position.

As a final alternative, the Village Board could elect not to proceed with the water meter
replacement project. However, this would result in additional rate increases in
subsequent fiscal years as water accountability is expected to decline further as more
water meters lose accuracy and/or become inoperable. This option also does not
address the inequitable distribution of water fund costs between those residents with
accurate meters and those with inaccurate meters. Finally, by not replacing the meters
the Village would also not be addressing the water accountability issue raised by the
IEPA and Village auditors.

Summary / Recommendation

Pay-as-you-go financing is not recommended due to the delay in addressing the water
meter accountability issue and operational efficiencies, and no funding provided for
future main replacement during the duration of the project. As sufficient funds are not
available to pay for the cost of the projects and interest rates arc at historical lows, a 20
year G.0O. alternate revenue bond, with a 10 year call provision is recommended to fund
the water fund projects.
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Staff also recommends an escrow account be established to accumulate revenue from
the “water loss” recaptured by the water meter replacement program in order to retire
the bonds at the earlier possible opportunity.

If the board concurs with staff’s recommendation, the next step in the process is to
engage a financial consultant to provide advisory services related to the proposed bond
issuc and to approve the contact with the water meter replacement vendor, HD Supply
Waterworks.
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