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This staff summary recommends transmittal to the MWRA Advisory Board of a Proposed
FY07 Current Expense Budget (CEB) for review and comment. The Proposed FY07 CEB
recommends an increase in rates and charges of 9.8% and includes the use of a total $35.7
million in reserves. The single largest driver of the increase in the CEB continues to be the
significant debt burden, which is compounded by extraordinary increases in costs of energy,
other utilities and health care. The Proposed FY07 does not include an assumption for the
receipt of debt service assistance, which, if received, could significantly mitigate the proposed
9.8% increase in rates and charges for FY07.

RECOMMENDATION:

To approvetransmittalof the Proposed=Y07 CurrentExpenseBudget(CEB) to the MWRA
Advisory Board for review and comment.

DISCUSSION:

This staff summarypresentsan overview of the Proposed=Y07 CurrentExpenseBudget. In
addition, the staff summarylays out the proposedFY07 CEB rate revenuerequirementand
estimates of out year increases.

Summary

The proposedudgetfor fiscal year2007includes$600.8million in total expensedeforea debt
serviceoffset of $19.1million (from the useof $19.1million of bond redemptionfunds to
defease debt due in FYQ7), for a net expense total of $581.7 million.

Total expenseinclude$357.3million or 59.5%for capitalfinancingcostsand$243.4million or
40.5%for operatingexpensespf which $202.8million is for directexpensesand$40.6million
is for indirectexpenses.Total expensedncreaseby $56.8million overthe FY06 budget;$30.7
million of theincreasés for capitalfinancing (beforeoffsets),$17.1million for directexpenses,



and$3.6for indirectexpenses.The significantfactorsimpactingincreasesn expensesredebt
service,up by $30.1million or 9.4% ascomparedo FYO06, utilities, which are $6 million, or
23.4%higherthantheywerein the FY06 CEB, andwages salariesandfringe benefits,up $6.2
million, primarily dueto collective bargaining,stepincreasesand greaterexpensedor health
insurance.

Proposed-Y07 revenuesgexcluding rate revenue totals $63.2 million, an increaseof $10.5
million overthe FY06 budget. The proposed~Y07 non-raterevenuebudgetincludes$33.9for
investmentincome,$16.6million in useof rate stabilizationfunds;and$12.7million in other
userchargesandotherrevenuejncluding an estimateds1.3million from the saleof renewable
energy portfolio credits.

The proposedate revenuerequirementor FY07 is $518.5million, anincreaseof 9.8 percent
overthefinal FY06 raterevenuaequirement.As noted,the proposedudgetincludesthe useof

$35.7million from reservedo reducethe raterevenuerequiremenineededo be raisedfrom

membercommunities($16.6million in RateStabilizationfundsto enhanceevenueand $19.1
million in Bond Redemptionfundsto reducedebtservicecosts). The proposedrate revenue
requirements $18.6million higherthanthe $513.5million FYO07 planningestimatepresentedt
the approvalof the FY06 budgetin June reflectingsignificantincreasesn utilities, healthcare
and debt service, as described above.

The table below providesa comparisonof the FY07 Proposed(CEB) to the FY06 CEB.
Additional detail by line item is provided as an attachment.

Proposed FYQ7 Current Expense Budget FY06 FYO7 $ %
($ in Millions) Approved Proposed Change Change
Directs $185.7 $202.8 $17.1 9.2%
Indirects $37.0 $40.6 3.6 9.6%
Sub-Total Operating Expenses $222.8 $243.4 $20.7 9.3%
Capital Financing (before Offsets) $326.6 $357.3 $30.7 9.4%
Offsets:

Bond Redemption ($14.4) ($19.1) (4.6) 32.1%

Variable Rate Savings 0.0 0.0 0.0 N/A

Debt Service Assistance (10.0) 0.0 10.0 -100.0%
Sub-Total Capital Financing $302.1 $338.2 $36.1 11.9%
Total Expenses $524.9 $581.7 $56.8 10.8%
Interest Income 30.1 $33.9 $3.8 12.6%
Non-Rate Revenue 6.9 7.7 0.8 11.8%
Other Revenue 5.0 5.0 0.0 0.1%
Rate Stabilization 10.7 16.6 5.9 54.6%
Rate Revenue 472.2 518.5 46.3 9.8%
Total Revenue & Income $524.9 $581.7 $56.8 10.8%
Rate Revenue Increase 4.2% 9.8%

Combined Use of Reserves $25.2 $35.7




The following pages provide greater detail on the composition of the proposed budget.

Capital Financing

Proposed-YO07 capitalfinancing coststotal $357.3million, which accountdor 59.5%of total
expensegbeforedebtserviceoffsets). The proposedCEB includes$19.1million in debtservice
offsets,comprisecentirely of bondredemptiorsavings. For FYQ7, the proposedudgetassumes
a 4.75% interest rate for variable rate debt.

Capital financing costsincreaseby $30.7 million or 9.4% comparedo the FY06 CEB. The
increasas primarily comprisedof amountsdue on outstandingndebtednesdyut doesreflects
the impactof the financing plannedto closein March 2006 aswell asthe full fiscal yearcost
impact of fall 2006 borrowings. The proposed capital financing budget for FY07 includes:

e $346.8million in principal andinterestpaymentson outstandingUWRA debtand
SRF loans.

* $11.1million in debtserviceto supporta $150million fixed rateissuein October
2006 and $75 million in SRF borrowings.

* $3million to fund ongoingcapitalprojectswith currentrevenueandto meetcoverage
requirements.

The proposedrFYO07 debtservicebudgetdoesnot include savingsfrom re-financingdebt. If
MWRA is ableto take advantagef opportunitiesduring the year,any savingswill be usedto
reduce rate revenue requirements in future years.

Direct Expenses

Direct expensesre proposedto increaseby $17.1 million, from $185.7 million to $202.8
million, or 9.2%.

* Thesinglelargestiine itemincrease$5.9million or 23.4%,is Utilities. Overhalf of
this increase $3 million, is for electricity, primarily reflecting continuationof the
higher than budgetedpricesthat are being experiencechow and that have forced
considerationof an amendmento the FY06 budget.Diesel fuel accountsfor $2
million or 34 percentof the increasedueto higherprices($1.2 million) and Deer
Island’s participation in the load response program ($0.8 million).

* MWRA personnehreprojectedo declinein the proposedudget;1,255positionsare
budgetedfifteen lessthanthe 1,270budgetedn the FY06 CEB. Nonethelessthe
laborcomponent®f the budget(four line items-Wages& SalariesOvertime,Fringe
Benefits,andWorkers’ Compensationare proposedo increaseby a combined$6.3
million, primarily due to collective bargainingand step increasesand greater
expenses for health insurance.

* The expenseof maintainingMWRA'’s facilities and infrastructureis proposedto
increaseby $3.7 million or 18.1%, from $20.5 million to $24.2 million. The



proposedeerlslandmaintenancéudgetis $11.1million, up $1.7 million or 18.1%
from FYO0G6; portionsof the plantarenow over 10 yearsold. The Field Operations
Department’projectedmaintenancéudgetis $7.6 million, up $1.9million or 34%
from FY06. Approximatelyone-halfof the increases attributedto new facilities:
increasedservicecontractsfor the Carroll Water TreatmentPlantand maintenance
contractsfor Union Park. To put the MWRA maintenancéudgetin context,the
replacement cost of all MWRA's assets is estimated at over $12 billion.

The Chemicaldine item is proposedo increaseby $1.2 million, 16.2%,from $7.4
million to $8.6million, primarily dueto newdisinfectionrequirementsnticipatedo

be incorporatedn the renewalof the NPDESpermitfor the Deerlsland Treatment
Plant ($480,000) and higher prices ($400,000).

Indirect Expenses

Proposedndirect expensegor FY07 total $40.6 million, anincreaseof $3.6 million or 9.6%
from the FY06 approved budget. Significant changes are noted below:

Insurancepremiumsareassumedo increaseby $150,00basedbn estimatego either
renew existing policies and/or procureinsurancepolicies similar to the existing
program.New policies will be renewedand/orprocuredin FYO06 for coveragein

FYOQ7, baseduponan evaluationof the marketplace.Staff plansto updatethe Board
at its March meeting on the status of renewal and/or procurement of insurance.

The proposediudgetincludesan additionof $2.97million to meetingthe Operating
Reserverequirement. Underits generalbondresolutionrequirementsthe required
balances one-sixthof operatingexpensesor theyear. Basedon the proposed=Y07

CEB, the requiredbalanceis $35.9million ascomparedo the currentbalanceof

$32.9 million.

The Proposed-Y07 budgetincludes$25 million for operatingexpensesjebtservice
on prior watershedland purchasedand paymentsin lieu of taxes(PILOT) for

Division of Water Supply Protection (formerly MDC Division of Watershed
Management).The budgetis comprisedof $11.9million for operatingexpenses$6.6
million for PILOT, and$6.5 million for debtserviceon prior land purchases. The

ProposedFYO07 budgetfor watershedoperating expensesassumesdegislative
approval(pending)for the waiver of anIndirect Costfee assessetb the Watershed
Supply ProtectionTrust (the Trust) by the ExecutiveOffice of Administration, of

which approximatelyone-half($1.1million) revertsbackto the Trust. Theamountof

this Indirect Cost fee for FY06 is approximately$1.8 million, which, if refunded,
would be availableto fund additional Trust expensesnd expectedoverspendingn

MWRA expenses in FY06.

The proposedFYO07 includesa contributionto MWRA's retirementfund of $4
million, anincreaseof $0.5million comparedo the FY06 approvedbudget. This
contribution is based on the most recent actuarial valuation report.



Revenue

Proposed-Y07 non-raterevenuetotals $63.2 million or $10.5 million more thanthe FY06
approved budget. The proposed non-rate revenue budget includes:

*  $33.9million in interestincome,an increaseof $3.8 million overthe FY06 approved
budgetdueto higherinterestrateassumption$or investmentandgreaterthanprojected
fund balances

* $16.6 million in Rate Stabilization funds.

e $7.7million in otheruserchargesanincreaseof $0.8 million from the FY06 approved
budget.

e $5.0million in otherrevenuejncluding$2.2million in permitfeesandpenaltiesand$1.3
million from the saleof Deerlsland'srenewableportfolio creditsandrevenuefrom the
load response program.

The proposedaterevenuerequiremenfor FY07 is $518.5million, anincreaseof 9.8%overthe
final FYOG6 rate revenuerequirement. The rate revenuerequirements the differencebetween
total expensesf $600.8million (beforeoffsets),lessnon-raterevenueof $63.2million, lessdebt
service offsets of $19.1 million.

Planning Estimates and Future Rate Increases

MWRA'’s planning estimatesare projectionsbasedon a seriesof assumptionsaboutfuture
spending(operatingand capital), interestrates,inflation, and other factors. MWRA usesthe
planningestimatego modeland projectwhat future rate increasesnight be baseduponthese
assumptionaswell asto testtheimpactof changedo assumptionsn futurerateincreases.The
planningestimatesare not predictionsof what rate increaseswill be; ratherthey provide the
contextandframeworkfor guiding financial policy and managemendlecisionsof MWRA that
ultimately determine the level of actual rate increases on an annual basis.

The planning estimatesgenerallyincorporatethe use of reasonablyconservativefinancial
assumptions.The projectionof future rateincreasesiponthe basisof conservativeassumptions
benefitsMWRA by providing assuranceo the rating agenciegshat MWRA anticipatego raise
revenuesufficientto payfor its operationsandoutstandinglebtobligationspresentlyandover
the long-term. Additionally, conservativdforecastsof rate revenueincreasesnablemember
communities to adequately plan and budget for future payments to MWRA.

The table below presentsstimatedfuture rate increasesand householdchargeshasedon the
ProposedFY07 CEB. The planningestimatesshown below assumeno restorationof debt
service assistancedrom the Commonwealthas well as use of combinedreserves(rate
stabilizationandbondredemptionthroughFY2010to smooththe rateincreases.AttachmentC
provides additional planning estimate detail.



MWRA Planning Estimates (based on Proposed FY07 CEB Inputs) ‘

Proposed FY07 CEB FY2007 | FY2008 | FY2009 | FY2010 | FY2011 | FY2012 | FY2013 | FY2014 | FY2015 | FY2016
Total Rate Revenue ($ in Mil) $ 5185|$ 5635|$ 6122|$ 6654|$ 7002|$ 730.7|$ 759.2|$ 763.2|$ 770.6($ 759.1
Rate Revenue Increase 9.8% 8.7% 8.7% 8.7% 5.2% 4.4% 3.9% 0.5% 1.0% -1.5%
Use of Reserves ($ in Mil) $ 357|$ 344|$ 71|$ 59|% L -8 -9 - |8 - |8

Estimated Household Charges
Charge based on DEP Data (weightedy  675|$  726|$  780|$  840|$ 883|$ 923|$ 962|$ 1012|$ 1035($ 1,041

Charge based on 90,000 gal. (weighted) 996|$ 1,071|$ 1,152|$ 1,239|$ 1303|$ 1362|$ 1420|$ 1446|$ 1478($ 1487

CEB Review and Adoption Process

The Advisory Boardhas60 daysfrom the transmittalof the proposedCEB to reviewthe budget
and preparecommentsand recommendationsDuring the review period, Advisory Boardand
MWRA staff will continueto meetandevaluatethe impactof changingcircumstancessthey
arise. Following thetransmittalby the Advisory boardof its commentsaandrecommendationt

MWRA, the Boardconsiderghe recommendationproposedoy the Advisory Boardat budget
hearingausuallyheldin May andwhich staff will schedulan the nearfuture. Staff presentshe
final budgetandscheduleof assessmen@ndchargedor fiscal year2007to the Boardin June
2006.

Attachments
Attachment A - Proposed FYQ7 Current Expense Budget
Attachment B - Proposed FYQ7 Direct Expense Budget by Division

Attachment C - Proposed FY0O7 CEB Planning Estimates



