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UNITED STATES BANKRUPTCY COURT
FOR THE NORTHERN DISTRICT OF ALABAMA
SOUTHERN DIVISION

IN RE:
JEFFERSON COUNTY, ALABAMA CASE NO.: 11-05736-TBB9

CHAPTER 9
Debtor.

N N N N N N N N N

NOTICE OF FILING COUNTY EXHIBIT C.344 (PART 1 OF 6)

Jefferson County, Alabama, the debtor in the above-referenced case (the “County”),
submits the following exhibits for the plan confirmation hearing set by the Court’s Order
Continuing Confirmation Hearing and Extending Related Deadlines [Docket No. 2169], which
is scheduled to commence on November 20, 2013 at 10:00 a.m.:

1. Ratemaking Record of Jefferson County [County’s Exhibit No. C.344] (PART 1 OF 6).

Respectfully submitted this 15th day of November, 2013.

[s/ James B. Bailey

BRADLEY ARANT BOULT CUMMINGS LLP
J. Patrick Darby

James B. Bailey

One Federal Place

1819 Fifth Avenue North

Birmingham, Alabama 35203

Telephone: (205) 521-8000

Facsimile: (205) 521-8500

Email: pdarby@babc.com, jbailey@babc.com
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE NORTHERN DISTRICT OF ALABAMA
SOUTHERN DIVISION

In re:
JEFFERSON COUNTY, ALABAMA,

a political subdivision of the State of
Alabama,

Case No. 11-05736-TBB
Chapter 9

Debtor.

N N N N N N N

NOTICE OF SEWER RATE HEARINGS

Jefferson County, Alabama (the “County”), the debtor in the above-captioned chapter 9
case, hereby advises that the notice attached hereto as Exhibit A has been posted in the County

Courthouse and will be advertised in several forthcoming editions of the Birmingham News.

Respectfully submitted this 4th day of June, 2012.

By:_/s/ Patrick Darby
BRADLEY ARANT BOULT CUMMINGS LLP
Patrick Darby
One Federal Place
1819 Fifth Avenue North
Birmingham, Alabama 35203
Telephone: (205) 521-8000
Facsimile: (205) 521-8500
Email: pdarby@babc.com

-and-

KLEE, TUCHIN, BOGDANOFF & STERN LLP

Kenneth N. Klee (pro hac vice)

Lee R. Bogdanoff (pro hac vice)

David M. Stern (pro hac vice)

Robert J. Pfister (pro hac vice)

1999 Avenue of the Stars, Thirty-Ninth Floor

Los Angeles, California 90067

Telephone: (310) 407-4000

Facsimile: (310) 407-9090

Email: kklee@ktbslaw.com, Ibogdanoff@ktbslaw.com,
dstern@ktbslaw.com, rpfister@ktbslaw.com

Counsel for Jefferson County, Alabama
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Exhibit A

| PUBLIC NOTICE
To Jefferson County Sewer System Rate-
payers, Creditors and Other Interested Per-
=i : sons:
The Blrmlngham News Please take notice that the Jefferson
——rr Counly Commission (the "Commission”) will
hold a public hearing (the "Hearing") on
Tuesday, June 12, 2012, from 4:30 p.m, 1o
7:30 p.m. a;]the Meidic?ll Forymft:onfergnce
Center at the Birmingham-Jefferson Civic
Sunday,June 3,2012 Center, 950 22nd Sireet North #200 in Bir-
mingham, Alabama. The purpose of the
Hearing is to receive public comments from
ratepayers, creditors and any other parties
(collectively, "Interested Persons") who are
or may be affected by the Jefferson County
Sanitary Sewer System (the "System") on
the question of what reasonable and non-
discriminatory rules and regulations fixing
rates and charges for sewer service the
Commission should consider adopting or
amending. All Interested Persons are in-
vited to attend and comment.

At the Hearing, the Commission intends
to hear from one or more invitéd witnesses.
These witnesses will be given priority in or-
der of presentation at the hearing. Any In-
terested Person who wishes to speak at
the Hearing must sign up on the sign-up
sheet before the time the Hearing begins.
The sign-up sheet will be available in the
County Manager's Office in the Jefferson
County Courthouse, Second Floor, Room
251, 716 Richard Arrington Jr. Boulevard
North in Birmingham, Alabama during nor-
mal business hours until 3 p.m. on June 12,
2012, after which time the.sign-up sheet
will be available at the Medical Forum Con-
ference Center . The Commission will limit
Interested Persons’ time for commentary
to.no.more than three (3) minutes. The
Commission also invites Interested Persons
to submit.in advance of the Hearing any
written comments or material they want
the Commission to consider in connection
with the fixing of rates and charges for
sewer service or the fixing of a rate struc-
ture. All written submissions must be de-
' livered to the County Manager’s Office be-
fore the Hearing begins.

Among other topics, the Commission
seeks information regarding the costs of
operating and maintaining the System in a
sound, responsible manner, including ap-
propriate renewal and rehabilitation of ex-
isting infrastructure; the level of fulure
capital expenditures required for compli-
ance with applicable state and federal law;
the financial burden of System rates on
households and businesses in the commu-
nity; and the propriety of current and po-
. tential alternative rate structures. The

Hearing will be recorded contemporane-

ously and a transcribed record of the Hear-

ing will be prepared for the Commission’s
use.

This is the first of several hearings the
Commission intends to hold on this impor-
tant topic. Subsequent hearings are tenta-
tively scheduled for July 24, 2012, and Au-
gust 21, 2012, at times and locations in Jef-
ferson County to be determined and an-
nounced by the Commission.

Bham News: June 3, 5, 2012
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Public Hearing Presentation and Public Comments
June 12,2012

David Denard
Director,
Jefferson County Environmental Services Department
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System Overview

Physical Description
The sanitary sewer system of Jefferson County was created in the early 1900’s to

protect public health and allow the continued development of the Birmingham area. As
the metropolitan area developed, the system grew along with it.

Collection

The sanitary sewer collection system covers 115* square miles as shown in Figure 1,
serving twenty-three municipalities, unincorporated Jefferson County and small
portions of Shelby and Saint Clair Counties. The system includes 3,145 miles of sewer
lines and 177 pump stations. System piping ranges from 6 inches up to 12 feet in
diameter, with some pipe remaining from the 1930’s and 1940’s.

! Based on 100-foot buffer of active sewer
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Figure 1
Sewer Service Area
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Treatment

The system includes nine permitted wastewater treatment plants (WWTPs) and one
pre-treatment plant. Average treatment capacity is approximately 200 million gallons
per day (MGD) with peak treatment and storage capacity in excess of 700 MGD. On
average, 40 billion gallons of sewage is treated and discharged per year, or 110M
gallons? per day.

These plants discharge into local tributaries of the Black Warrior and Cahaba River
watersheds. Almost all of these waterways originate within Jefferson County and
include the Cahaba River, Little Cahaba River, Village Creek, Valley Creek, Five Mile
Creek, Turkey Creek and Cane Creek.

Operations

The Environmental Services Department (ESD) of Jefferson County is responsible for the
administration and operations of the sewer system. Its mission is to provide effective
and efficient service to its customers while protecting public health and the
environment.

Budget

The ESD operating budget includes personnel, utilities, legal and professional, billing,
indirect and other expenses necessary to run the system. Current annual operating
expenses are estimated at $55.6M. ESD has implemented measures to reduce operating
expenses over the past several years, particularly through the reduction of energy and
personnel expenses. Historical as well as estimated future operating expenses are
shown in Figure 2 below.

2 Five-year average from 2006-2011
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Figure 23

Operating Expenses
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Due to the nature of the system, a significant portion of these expenses are relatively
fixed. Energy expenses, while highly variable during 30 to 60 annual storm events, are
relatively constant. Other peak flow facilities and collection system assets, although not
in continuous of full use, must be maintained and available throughout the year.

It should be noted that legal and other professional expenses have increased
significantly since 2008. Those expenses are expected to return near pre-2008 levels
after resolution of the County’s bankruptcy case and any subsequent litigation.

Staffing
ESD staffs to meet the needs of its operations and operates on a 24-hour basis. ESD is
comprised of three functional areas as follows:

Administration — responsible for capital and operating budget compilation and
oversight, system planning, engineering, policy direction, billing and collection
services (including oversight of wastewater billing performed by BWWB and
Bessemer) and overall management of the department

* Based on actual expenses from 2007 to 2011 and estimated from 2012 to 2014

4
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Collection System — responsible for field operations, construction and
maintenance services for the sanitary sewer collection system and pump stations

Treatment — responsible for the operations and maintenance of the wastewater
treatment plants (WWTPs), laboratory services and compliance monitoring

From 2002 to the present, ESD has reduced staffing levels from 573 to 398 as shown in
Figure 3 while providing comparable levels of service. In addition, overtime expenses

have been reduced by over 70% since 2009.

Figure 3*

ESD Staffing
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In 2011, ESD prepared a 5-year personnel plan, the purpose of which was to evaluate
current operations and staffing levels; identify efficiencies which could be achieved
through restructuring, contracting, implementation of automation and technology, and
improved operational reliability; and set staffing level targets. By 2014, execution of this
plan is expected to achieve $3.9M in annual personnel savings.

To date, ESD is ahead of the staffing targets established in the plan by over 30 positions.
ESD expects to continue to meet the staffing goals and achieve these savings as

* Actual filled positions from 2002 to 6/2012 and estimated 2013 to 2014

5
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scheduled; however, significant capital improvements in the near future will be
necessary to fully implement the plan, and it is not currently clear that funds will be
available to construct these capital improvements.

System Usage

Customer Base

The sewer system serves approximately 145,000 of the residential and commercial
connections in Jefferson County. These users receive water service from the
Birmingham, Bessemer, Trussville, Irondale, Leeds, Graysville, Warrior River and Mulga
water utilities. Of these, the Birmingham and Bessemer systems, through contractual
agreements, provide combined water and sewer billing, while the remaining systems
are billed directly by the County for sewer service only.

Accounts

Sewer users include approximately 131,000 residential customers primarily including
single-family homes and duplexes. The approximately 14,000 non-commercial users
include larger multi-family residences, retail, office, restaurant, hotel and industrial
users.

The total number of accounts has remained relatively stable over the past ten years.
However, sewer accounts within the Birmingham system have declined by
approximately five percent over the period, while the remaining smaller systems have
increased by about the same number of accounts. It is anticipated that account growth
will continue to remain near current levels, if decline slightly, in the next five to ten
years.

Revenue

Annual revenues are currently approximately $161.6M. Revenues are received from a
combination of taxes, user charges and fees as shown in Figure 4 and described in
further detail below.
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Figure 4

Sewer Revenue
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Charges

Sewer Use: Connected sewer users are charged on the basis of metered water
consumed at the rate of $7.40 per 100 cubic feet ($9.89 per 1,000 gallons).
Residential users are provided a 15-percent “watering credit” for water that is
assumed not to return to sewer to allow for outdoor water usage. Non-
residential users are not allowed this credit. This revenue stream is the vast
majority of the revenue received and is subject to high variability.

Impact Fees: New connections to the system are charged a fee based on the
estimated volume of the connections to the system. For a typical residential
home, this fee is about $3,600. This charge has, in the past, represented a
significant source of income (up to $10M/year) but has declined significantly (as
low as $3.5M/year in 2010) with the economy.

Industrial Surcharge: In addition to their volumetric usage, high-strength users
(approximately 30 industries) are charged based on the strength of their waste.
It should be noted that the current rates have remained unchanged since 1991.
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Septage: Septage charges include a volumetric charge for waste delivered
directly to the WWTPs. These wastes typically include pumped septic tank and
grease trap waste and, infrequently, other miscellaneous liquid waste. It should
be noted that these rates have also remained unchanged since 1991.
Additionally, grease trap waste, which has only been routinely received over the
past five years, is difficult to treat and should be charged at a higher rate than
regular septage.

Ad valorem Tax: By legislative act, the system receives the proceeds of a 0.7 mil
tax on real property. This tax is dedicated by law to pay for operating expenses.

Interest: Interest is periodically received on the balance of remaining bond
proceeds. In the past, this represented a significant source of income in excess of
S20M per year, but with the decline of interest rates and fund balances this
source is now slightly in excess of S1M per year.

Other Fees: Minor sources of revenue include a collection of primarily
administrative fees such as connection/disconnection, document and grease
control fees.

Minimum/Fixed Charge: The current rate structure provides for a small fixed
charged to be applied when the user has no usage. This fee is based on meter
size, but for the typical residential user is $2/month. The system incurs fixed
expenses to provide service for each account regardless of volumetric usage.
This charged has remained unadjusted for an extended period of time and
should be evaluated for its adequacy and possible conversion to a fixed, rather
than minimum, charge.

Classes

As noted above customer classes include residential, non-residential and special
(high-strength industrial, outside waste). Although 90% of users are in the
residential class, the non-residential class accounts for 60% of sewer use
revenue.

Volume
The volume of water, both billed and received for treatment, significantly affects both
the revenues and expenses of the system.

Metered

As noted above, sewer use charges are based on metered consumption as read by the
various water utilities. This total volume can fluctuate significantly from year to year
based on factors such as rainfall and economic demand.
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Additionally, the system has experienced in excess of 3% decline per year in average
consumption. This phenomenon has been observed across the country due to the use of
more efficient plumbing fixtures and appliances and a general mindset toward water
conservation. Elasticity of demand due to increasing rates has almost certainly also
contributed to the observed decline in consumption.

Since revenues are almost exclusively dependent on volumetric usage, declining usage
must be addressed in order to provide a consistent revenue stream. This will almost
certainly have to include a conversion of some portion of the current rate structure to a
fixed charge.

I/1

A significant portion of the water received and treated (50-60% of the volume) comes
from external sources of water and not from the water that enters and exits through
plumbing. Most of this extraneous water comes from infiltration and inflow (I/1) that
enters the system through defects in the collection system. Infiltration includes
groundwater that seeps into cracks in the pipes, and rises and falls with changes in the
water table. Inflow includes direct sources of rain and surface water that typically enter
through storm sewer cross-connections, downspouts, sump pump and other direct
sources.

This I/ creates extreme variations in the volume of water received at the WWTPs —
often in excess of five times the normal volume. These peak flows increase expenses
through increased pumping demand and the facilities necessary to store and treat these
additional flows.

Substantial expense was incurred under the Consent Decree to address I/I, but I/I
management will remain an ongoing expense and challenge for the system. Future
capital decisions will have to be based on a business case analysis for removing versus
treating this I/I.

System Performance

Regulations

The system is subject to environmental regulations to protect public health and the
environment as administered by state and federal authorities. ESD files over 30 reports
per year to environmental regulators and meets and/or reports on over 24,000 specific
parameters each year. In addition, ESD regularly meets with state and federal regulators
to discuss ongoing and future regulatory compliance issues with the Clean Water Act
and the County’s sanitary sewer Consent Decree.

Clean Water Act
The Clean Water Act was enacted in 1970s to regulate discharges into waters of the
state and is the primary regulatory driver for the system. Through administration by the
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states, the National Pollutant Discharge Elimination System (NPDES) has been
established to regulate the quantity, quality and location of these discharges. The State
of Alabama, through the Alabama Department of Environmental Management, issues
and monitors these NPDES permits. Violations of these permits are violations of the
Clean Water Act and subject to enforcement action and potential fines of up to $25,000
for each occurrence.

Consent Decree

In the 1990s, citizen plaintiffs, later joined by the United States Environmental
Protection Agency and the Department of Justice, filed suit against the County for
violations of the Clean Water Act. In 1996, the County entered into a Consent Decree to
address these violations.

Background

Up to the 1990s, the County’s routinely violated its NPDES permits through the
discharge of raw wastewater into the local waterways. These occurred through direct
bypasses (often hundreds of millions of gallons of untreated sewage) at the WWTPs and
in the collection system, as well as sanitary sewer overflows (SSOs) which typically
occurred from manholes in the system. These bypasses and SSOs were primarily the
result of excessive I/l in the system.

Requirements

The Consent Decree required the elimination of bypasses and the reduction of SSOs in
the system. The County also agreed to acquire the sanitary sewer collection systems of
the twenty-one surrounding municipalities to create a unified system, increasing the
system from 600 miles to almost 3,000 miles of sewer. These municipal systems were
donated to the County in 1998. Although these assets were donated, for accounting and
other purposes they were valued in excess of $1.4B. As a whole, however, these assets
were subsequently determined to be in worse condition than assumed. From a practical
and cash-flow, if not accounting, perspective these assets have been a net liability to the
system.

The County was required to develop a plan to assess the system, identify projects to
correct deficiencies, commit to construct these projects and purchase $30M in stream
buffer property. This plan formed the basis for the more than $1.5B expended under the
Decree.

Work Performed

As a direct part of the Consent Decree, the County committed and executed more than
200 projects totaling $1.5B from 1997 to 2007. Of the more than 600 deadlines
imposed, the County met all but one on time.

All of the automatic bypasses were eliminated by the work, and approximately 25% of
the collection system was rehabilitated or replaced. Despite, however, some relative

10
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success, much of the work done under the Consent Decree by the past ESD
administration was unnecessary, poorly conceived, poorly managed and performed with
little regard for the total cost.

Status

All of the work contemplated and committed to under the Consent Decree has been
completed, and since 2001, the reduction in the annual volume of bypasses and SSOs
(unpermitted discharges) from levels in 1996 has often exceeded 99%. The total number
of SSOs has been reduced from a peak of 548 per year in 1999 to the current level of
approximately 310 per year as shown in Figure 5.

Figure 5

Unpermitted Discharge Events
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Most of the basins within the system now perform well, and five of the nine basins have
now been terminated from the Decree. ESD expects to continue efforts to remove the
remainder of the basins over the next two to three years.

Discharges

Discharges from the system occur in three primary areas: permitted outfalls at the
WWTPs and unpermitted discharges as SSOs or house backups.

11
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Outfalls

NPDES permits establish specific limits for pollutant concentrations allowed to be
discharged for a number of parameters. This means that ESD is required to meet
hundreds of specific limitations each week. The WWTPs perform very well in this regard,
achieving a compliance rate” in excess of 99%. In addition, these WWTPs have received
numerous awards from state and national organizations in recognition of this continued
compliance.

SSOs

SSOs have been significantly reduced from their peak in both volume and number of
occurrences, and most portions of the system perform well in this regard as evidenced
by the termination from the Consent Decree. In particular, though, the Valley Creek
system overflow rate is not satisfactory to ESD, and it is currently formulating a
comprehensive plan to address these SSOs as economically and efficiently as possible.

Backups

Backups can and do occur inside a customer’s structure due to blockages in the County’s
system, although the majority occur as the result of a problem in the customer’s service
line. Nevertheless, these backups from the County create a significant customer service
problem, as well as financial and public health problem to remove and remediate
sewage from a customer’s home.

System Maintenance

Routine

To prevent blockages which lead to SSOs and backups, the sewer system must be
continually maintained. The County maintains and staffs a fleet of cleaning and
inspection equipment to keep the system operating and respond to problems when
they occur.

Cleaning

ESD routinely cleans sewer lines to remove debris, roots, grease and other obstructions
which accumulate in the system. When backups and SSOs occur, these crews respond,
contain the overflow, correct the problem and mitigate the spill.

ESD is currently working with a nationally-recognized sewer maintenance consultant to
evaluate and refine its cleaning operations. We expect the improved cleaning
operations will substantially reduce SSOs in the near future.

> Based on “wastewater treatment effectiveness rate” from American Water Works Association
Benchmarking Performance Indicators for Water and Wastewater Utilities: 2007 Annual Survey Data and
Analyses Report

12
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Inspection

The system must also be inspected to assess its condition and identify defects. This
provides staff the information they need to plan and prioritize work to the system. ESD
has recently implemented a standardized inspection system to facilitate condition
assessment across the system.

Long-term

As the system continues to age, equipment and piping deteriorate. Despite the work
done under the Consent Decree, most of the system was not improved, and the
remainder is now seven to fifteen years older than when the work was performed.

As pipes age they crack, corrode and eventually collapse, creating SSOs. As equipment
ages, it becomes less efficient and fails, creating permit violations at the WWTPs. Long-
term maintenance is designed to address these issues apart from the work needed to
clean and inspect the system. This work is planned for in ESDs Capital Improvement
Program (CIP). It includes work necessary to keep the system in working order, maintain
compliance with existing regulations and meet new regulations as they are required.

ESDs CIP is continually reevaluated and updated. At present, the CIP contemplates
annual average capital expenditures® of $36M for the next five years as shown in Figure
6. CIP spending is heavily influenced by TMDL compliance projects (discussed below) in
the first and last years of the period. System renewal expenses average approximately
$22M per year.

6 .
In project value

13

R-000016
Case 11-05736-TBB9 Doc 2213-3 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc
C.344 Part3 Page 9 of 14



Figure 6

Annual CIP Spending
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Rehabilitation

If a pipe or asset is not badly deteriorated, its life can be extended much more
economically through rehabilitation. In the case of a pipe, a liner is placed inside the
existing pipe, stabilizing the cracks in the original pipe and significantly extending the life
of the asset.

Under the Consent Decree, approximately 85% of the work involved rehabilitation
rather than replacement. ESD expects this ratio will continue in its CIP.

Replacement

Assets which are out-dated, severely deteriorated or undersized often require full
replacement. For pipes, ESD forecasts a replacement rate consistent with prior work.
Many of the WWTP assets constructed under the Consent Decree are approaching the
end of their useful life. This life cycle will require significant investment in replacement
equipment in the near future.

Asset Management

ESD realizes the need for significant investment in the system. Current management,
however, is committed not to repeat the mistakes made under the Consent Decree and
to establish a comprehensive system whereby capital improvements are performed in a
rational, methodical, defensible and prioritized manner. To accomplish this, ESD is

14
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currently in the process of establishing comprehensive asset management systems for
its WWTP and collection system assets.

Document

In order to properly maintain an asset, its condition must be known. For WWTP assets,
the new asset management system will provide a comprehensive maintenance history
as well as aid in scheduling the correct routine maintenance needed to extend the life of
these assets. For the collection system, a program is being established to standardize
condition assessment and schedule system-wide inspection.

Prioritize

Even if it were desirable, the County and its ratepayers do not have unlimited resources
to fix all of the defects in the system, so it must prioritize the work. Asset management
systems currently being put into place will prioritize assets based on how critical they
are and what happens if they fail.

Another critical part of asset management will be to use all of the information available
to make informed decisions. During the Consent Decree work, the County failed to use
extensive data from its flow monitoring network to prioritize or evaluate the work it was
doing. Asset management will bring this and many other pieces of information together
to make informed decisions and, after the work is complete, evaluate whether those
decisions were correct.

New Requirements

In addition to existing regulatory requirements, new laws and regulations have been and
will continue to be enacted which will require additional capital and operational
expense.

TMDLs

ADEM has adopted new water quality standards based on Total Maximum Daily Loads
(TMDL) for the Cahaba River. These standards will require very stringent effluent
limitations for total phosphorous at the Cahaba River and Trussville WWTPs. These
standards will be legally implemented in revised NPDES permits which ESD expects will
be finalized in the very near future. These permits will require ESD to construct
improvements totaling $34.3M within two years and an additional $140M within 10
years.

Unknown
Future regulations will almost certainly require new and stricter discharge limits.
Current CIP planning does not include these future costs.

15
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Jefferson County Sewer
Customer Analysis

Stephanie Yates Rauterkus, PhD
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Objectives

e Customer Descriptives
e Comparative Rate Analysis
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Descriptives

Customers by income level
Customers by usage
Customers by size of household

Customers by home value
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Overview

Residential, Jefferson county sewer customers
geocoded to census tracts

1,500 to 8,000 residents in a census tract
(4,000 is optimum)

132 census tracts in Jefferson County, AL
Customer analysis is based on census tracts

1,066 sewer customers on average in each
census tract (up to 5,344)
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Overview

“Variable | Mean | Median | Minimum | Maximum | Std.Dev.

Median S44,220 $40,203 $13,635 $144,909 $20,940
Household
Income

Size of 2.42 2.48 1.49 3.00 0.29
Household

Median $124,978 $97,560 $47,881 S$517,479 $87,889
Home Value

Consumption 5.34 5.24 3.11 9.30 0.88
(CCF)
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Income Deciles

Average | Average Average | Average
Customers | Customers | Median | Household | Home Consumption

Income Value (CCF)
1 8,511 6.05% $18,126 2.36 $55,272 4.86
2 7,098 5.04% 25,484 2.78 64,005 4.82
3 12,757 9.06% 30,196 2.47 75,391 4.97
4 12,333 8.76% 34,212 2.38 80,481 4.91
5 7,782 5.53% 38,683 2.30 118,861 5.52
6 11,434 8.12% 43,357 2.44 106,787 5.26
7 17,130 12.17% 48,156 2.31 128,782 5.25
8 18,760 13.33% 53,317 2.39 145,201 5.43
9 21,543 15.31% 61,923 2.51 156,992 5.61
10 23,401 16.63% 89,958 2.54 321,579 6.79
AVERAGE 544,220 2.42 5124,978 5.34
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Sewer Bill as a % of
Median Household Income

% of Currently After 25% After 40%
Customers Increase Increase

1 6.05% w 3.12%

2 5.04% 1.78% 2.22%

3 9.06% 1.50% 1.87%
4 8.76% 1.32% 1.65% 1.85%
5 5.53% 1.17% 1.46% 1.64%
6 8.12% 1.04% 1.31% 1.46%
7 12.17% 0.94% 1.18% 1.32%
8 13.33% 0.85% 1.06% 1.19%
9 15.31% 0.73% 0.91% 1.02%
10 16.63% 0.50% 0.63% 0.70%
Average Bill S$37.74/mo. S47.18/mo. $52.84/mo.
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Sewer Bill as a % of
Median Home Value

% of Currently After 25% After 40%
Customers Increase Increase

1 6.05% 0.82% 1.02% 1.15%
2 5.04% 0.71% 0.88% 0.99%
3 9.06% 0.60% 0.75% 0.84%
4 8.76% 0.56% 0.70% 0.79%
5 5.53% 0.38% 0.48% 0.53%
6 8.12% 0.42% 0.53% 0.59%
7 12.17% 0.35% 0.44% 0.49%
8 13.33% 0.31% 0.39% 0.44%
9 15.31% 0.29% 0.36% 0.40%
10 16.63% 0.14% 0.18% 0.20%
Average Bill S$37.74/mo. S47.18/mo. $52.84/mo.
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Comparative Analysis

EPA Standard

Rates by US Region:
— Northeast

— Midwest

— South

— West

Rates Nationwide
Largest metropolitan areas in each state
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Current Rates

— Jefferson County median household income:
S45,244

— Jefferson County median home value: $138,300

— Typical sewer bill:
e S37.74/month
e S452.88/year

— Annual sewer bill as a % of MHI: 1.0%

— Annual sewer bill as a % of median home value:
0.33%
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EPA Standard

e EPA Standard:
— 2% of median household income
— New sewer bill= $636.54/yr; S53.05/mo
— Would result in 41% rate increase

e How Largest Metros in Each State Compare to the
EPA Standard:

— Lowest Rates: Newark, DE ($6.84/0.21%)

— Highest Rates: Charleston, WV (575.59/2.15%)
— Average % of MHI: 0.87%

— #/% of Metros below 1.00%: 37/76%

— #/% of Metros above 1.00%: 12/24%
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Rates in New England Division

Bridgeport, CT
Portland, ME*
Boston, MA
Manchester, NH
Providence, RI**
Burlington, VT
AVERAGE

Jefferson Co

Sewer Bill
@ 6 CCF

$26.00
48.66
33.27
20.82
46.48
31.08
34.39
$37.74

Case 11-05736-TBB9

Median
Household
Income

$41,047
44,422
50,684
53,377
36,925
39,185
44,273
$45,244

Median
Value of
Owner-
Occupied
Housing
Units

$236,000
248,100
395,200
235,700
243,600
$253,300
268,650
$138,300

Sewer Bill
as % of
Median
Income

0.76%
1.31%
0.79%
0.47%
1.52%
0.95%
0.93%
1.00%

Sewer Bill as %

of Median

Housing Unit

Value
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Rates in Mid-Atlantic Division

Sewer Bill
@ 6 CCF

Newark, NJ** 31.52
New York, NY 30.34
Philadelphia, PA 33.76
AVERAGE 31.87
Jefferson Co $37.74

Median Median
Household Value of
Income Owner-

Occupied
Housing
Units

35,659 287,800
50,285 513,900

44,049 135,200
43,331 312,300

545,244 $138,300

Sewer Bill
as % of
Median
Income

1.06%
0.72%

0.92%
0.88%

1.00%

Sewer Bill
as % of
Median
Housing
Unit Value

0.13%
0.07%

030%
0.12%

0.33%
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Rates in Northeast Region

Sewer Bill @ | Median Median Sewer Bill as | Sewer Bill as
Household Value of % of Median | % of Median
Income Owner- Income Housing Unit
Occupied Value
Housing
Units
New England 34.39 44,273 268,650 0.93% 0.15%
Mid-Atlantic 31.87 43,331 312,300 0.88% 0.12%
AVERAGE 33.13 43,802 290,475 0.91% 0.14%
Jefferson Co $37.74 545,244 $138,300 1.00% 0.33%

R-000035
Case 11-05736-TBB9 Doc 2213-7 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc
C.344 Part7 Page 11 of 103



Rates in East North Central Division

Sewer Bill
@ 6 CCF

Chicago, IL 21.28
Indianapolis, IN 20.68
Detroit, Ml 40.26
Columbus, OH 31.92
Milwaukee, WI 39.10
AVERAGE 30.65
Jefferson Co $37.74

Median Median

Household | Value of

Income Owner-
Occupied
Housing
Units

$46,877 269,200
43,088 122,100
28,357 80,400
43,122 138,700

35,921 140,000
39,473 150,080

$45,244 $138,300

Sewer Bill
as % of
Median
Income

0.58%
0.58%
1.70%
0.89%

1.31%
0.93%

1.00%

Sewer Bill
as % of
Median
Housing
Unit Value

0.20%
0.20%
0.60%
0.28%

0.34%
0.25%

0.33%
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Rates in West North Central Division

Sewer Bill
@ 6 CCF

Des Moines, IA* 34.36
Wichita, KS* 21.76
Minneapolis, MN 21.30
Kansas City, MO 34.47
Omaha, NE* 12.65
Fargo, ND 19.00
Sioux Falls, SD 20.27
AVERAGE 23.40
Jefferson Co $37.74

Median
Household
Income

$44,178
44,360
46,075
44,113
46,230
41,558

50,727
45,320

$45,244

Median
Value of
Owner-

Occupied
Housing
Units

117600
111,300
228,700
135,000
131,900
146,600

146,500
145,371

$138,300

Sewer Bill
as % of
Median
Income

0.93%
0.59%
0.55%
0.94%
0.33%
0.55%
0.48%

0.62%
1.00%
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as % of
Median
Housing
Unit Value

0.35%
0.23%
0.11%
0.31%
0.12%
0.16%

0.17%
0.19%

0.33%



Rates in Midwest Region

Sewer Bill | Median Median Value | Sewer Bill Sewer Bill
@ 6 CCF Household | of Owner- as % of as % of
Income Occupied Median Median
Housing Units | Income Housing
Unit Value
East North Central 30.65 39,473 150,080 0.93% 0.25%
West North Central 23.40 45,320 145,371 0.62% 0.19%
AVERAGE 27.03 42,397 147,726 0.76% 0.22%
Jefferson Co $37.74 545,244 5$138,300 1.00% 0.33%
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Rates in East South Central Division

Sewer Bill
@ 6 CCF

Jefferson Co $37.74
Louisville, KY 34.93
Jackson, MS 12.90
Memphis, TN 19.02
AVERAGE $26.15

Median Median

Household | Value of

Income Owner-
Occupied
Housing
Units

$45,244 $138,300
43,009 137,400
37,881 96,500
43,314 134,100
$39,008 $113,450

Sewer Bill
as % of
Median
Income

1.00%
0.97%
0.41%
0.53%
0.80%

Sewer Bill
as % of
Median
Housing
Unit Value

0.33%
0.31%
0.16%
0.17%
0.28%
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Rates in South Atlantic Division

Sewer Bill Median WIEGIET Sewer Bill Sewer Bill
@ 6 CCF Household | Value of as a % of as a % of
Income Owner WIEGIET Median
Occupied Income Housing
Housing Unit Value
Units
< Newark, DE** 6.84 $38,386 $179,200 0.21% 0.05% —
Baltimore, MD 23.66 70,647 329,400 0.40% 0.09%
Virginia Beach, VA 22.12 64,618 277,400 0.41% 0.10%
@eston, wV 75.59 42,133 131,500 2.15% 0@
Charlotte, NC 31.54 52,446 173,300 0.72% 0.22%
Columbia, SC 21.55 38,272 156,100 0.68% 0.17%
Atlanta, GA 76.70 45,171 231,800 2.04% 0.40%
Jacksonville, FL 40.46 48,829 171,500 0.99% 0.28%
AVERAGE S41.66 S$51,731 $210,143 0.97% 0.24%
Jefferson Co $37.74 545,244 $138,300 1.00% 0.33%
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Rates in West South Central Division

Sewer Bill WEGIETR WEGIETR Sewer Bill Sewer Bill
@ 6 CCF Household | Value of as % of as % of
Income Owner- Median Median
Occupied Income Housing
Housing Unit Value
Units
Little Rock, AR 33.91 S44,068 $145,300 0.92% 0.28%
New Orleans, LA 34.63 37,468 184,100 1.11% 0.23%
Oklahoma City, OK 18.60 43,798 124,600 0.51% 0.18%
Houston, TX 47.17 42,962 123,800 1.32% 0.46%
AVERAGE $33.47 $41,409 S144,167 0.97% 0.28%
Jefferson Co $37.74 545,244 $138,300 1.00% 0.33%
R-000041
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Rates in Southern Region

Sewer Bill Median Median Sewer Bill Sewer Bill
@ 6 CCF Household | Value of as % of as % of
Income Owner- Median Median
Occupied Income Housing
Housing Unit Value
Units
2oL S41.66 S51,731 $210,143 0.97% 0.24%
Atlantic ' ’ ’ =200 R
E2 Sl 26.15 39,008 113,450 0.80% 0.28%
Central
MRS S 33.47 41,409 144,167 0.97% 0.28%
Central
AVERAGE $33.76 S44,049 $155,920 0.92% 0.26%
Jefferson Co $37.74 545,244 $138,300 1.00% 0.33%
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Rates in Mountain Division

Sewer Bill
@ 6 CCF

Phoenix, AZ 34.25
Denver, CO 14.59
Boise, ID 23.23
Billings, MT* 60.02
Las Vegas, NV 18.47
Albuquerque, NM 13.21
Salt Lake City, UT 14.81
Cheyenne, WY 19.46
AVERAGE 24.76
Jefferson Co $37.74

Median
Household
Income

548,823
45,501
50,402
46,433
54,334
46,662
44,223

50,535
48,364

$45,244

Median
Value of
Owner-

Occupied
Housing
Units

145,300
240,900
205,000
169,000
251,300
188,600
243,200

165,300
201,075

$138,300

Sewer Bill
as % of
Median
Income

0.84%
0.38%
0.55%
1.55%
0.41%
0.34%
0.40%

0.46%
0.61%

1.00%
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Sewer Bill
as % of
Median
Housing
Unit Value

0.19%
0.07%
0.14%
0.43%
0.09%
0.08%
0.07%

0.14%
0.15%

0.33%



Rates in Pacific Division

Sewer Bill Median Median Sewer Bill Sewer Bill

@ 6 CCF Household Value of as % of as % of

Income Owner- Median Median

Occupied Income Housing

Housing Unit Value

Units

QEChorage' 80.50 $73,004 269,500 1.32% 0.36%
E‘:‘ RIS, 20.52 49 138 553,900 0.50% 0.04%
Honolulu, HI 71.13 91,082 774,000 0.94% 0.11%
Portland, OR 71.86 48,831 292,000 1.77% 0.30%
Seattle, WA 45.92 60,665 456,200 0.91% 0.12%

AVERAGE 57.99 64,544 469,120 1.08% 0.15%

Jefferson Co $37.74 545,244 5$138,300 1.00% 0.33%
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Rates in Western Region

Sewer Bill Median Median Sewer Bill Sewer Bill
@ 6 CCF Household | Value of as % of as % of
Income Owner- Median Median
Occupied Income Housing
Housing Unit Value
Units
Mountain 24.76 48,364 201,075 0.61% 0.15%
Pacific 57.99 64,544 469,120 1.08% 0.15%
AVERAGE 41.38 56,454 335,098 0.88% 0.15%
Jefferson Co $37.74 545,244 $138,300 1.00% 0.33%
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Rates Nationwide

Sewer Bill
@ 6 CCF

Northeast 33.13
Midwest 27.03
South 33.76
West 41.38
AVERAGE 33.83
Jefferson Co $37.74

Median Median
Household Value of
Income Owner-

Occupied
Housing
Units

43,802 290,475
42,397 147,726
44,049 155,920
56,454 335,098
46,676 232,305
$45,244 $138,300

Sewer Bill
as % of
Median
Income

0.91%
0.76%
0.92%
0.88%
0.87%
1.00%

Sewer Bill
as % of
Median
Housing
Unit Value

0.14%
0.22%
0.26%
0.15%
0.17%
0.33%
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Summary

e Customers
— 6% currently pay more than 2% of MHI
— 55% currently pay more than national average as a % of MHI
— 83% currently pay more than national average as % of home
value
e Comparatives

— Average sewer bill as a % of MHI:
* Nationwide: 0.87%
e Jefferson County: 1.0%
— Average sewer bill as a % of home value:
* Nationwide: 0.17%
e Jefferson County: 0.33%

— 76% of 49 largest metropolitan areas have sewer rates lower
than Jefferson County
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Public Hearing-public hearing re: sewer rates 1

1

2

10

11 JEFFERSON COUNTY SEVER
12

13 PUBLI C HEARI NG
14

15 June 12, 2012
16

17

18

19

20

21

22

23

Freedom Court Reporting, Inc 877-373-3660
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Public Hearing-public hearing re: sewer rates 2

1 COW SSI ONER CARRI NGTON: W' re going
2 to go ahead and get started. W wanted to say

3 hi and wel cone you to the first of what will be
4 at |l east three public hearings regarding the

5 sewer rates. Before we begin, I want to

6 i ntroduce our Conmmi ssion. W have Conmi ssioner
7 Geor ge Bowran, who represents District One.

8 "1l go right here to Comm ssioner Jinmme

9 St ephens, who represents District Three.

10 Commi ssioner Sandra Little Brown, who is our

11 President Pro Tenp, who represents District Two.
12 Commi ssi oner Joe Knight, who represents D strict
13 Four. At the end of the table is Jefferson

14 County's first County Manager, M. Tony Petel os.

15 | also want to recognize a
16 couple of the -- the | aw school dean, John

17 Carroll, Judge John Carroll. He'll be

18 noderating today. | think he deserves a round

19 of applause. At twelve o'clock, he becane a
20 grandfather for the first tine.

21 | also want to recognize

22 Representative Patricia Todd. And is there any

23 ot her Legislator |I've mssed? GCkay, thank you.

Freedom Court Reporting, Inc 877-373-3660
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Public Hearing-public hearing re: sewer rates 3

1 Wth the introductions out of
2 the way, | first want to outline the sewer rate
3 setting process. Next, we'll listen to two

4 W t nesses regarding sewer rates; and then we'l]l
5 cl ose by taking your comments. So it's tinme for
6 us to get started.

7 The Comm ssion's charge: Under
8 Amendnent 73 to the Al abama Constitution, the

9 Jefferson County Conmi ssioner's responsible for
10 managi ng, operating, controlling, and

11 adm ni stering the Jefferson County Sewer System
12 The present nenbers of the Comm ssion have not
13 previously had the ability to carry out this

14 constitutional function because before we took
15 office, a State Court Judge had transferred full
16 power over the sewer system including rate

17 setting, to John Young, as Sewer System

18 Recei ver.

19 As al nost everyone in this room
20 knows, M. Young was in control of the County
21 Sewer System from Septenber, 2010 until the

22 County filed for bankruptcy protection in

23 November of 2011

Freedom Court Reporting, Inc 877-373-3660
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Public Hearing-public hearing re: sewer rates 4

1 On January the 6th of this
2 year, Bankruptcy Judge Thomas Bennett rul ed that
3 the County's bankrupt -- bankruptcy filing
4 automatically restored the Comm ssion's right to
5 control the system The constitutional right to
6 control the County Sewer Systemcarries with it
7 an inportant constitutional responsibility; rate
8 setting.
9 Amendnent 73 to the Al abama
10 Constitution says that part of operating the
11 sewer systemis nmaki ng reasonabl e and
12 nondi scrim natory rules and regul ations, fixing
13 rates and charges for -- for sewer service.
14 That's why we're here today.
15 Since none of the current
16 Conmi ssi oners have set sewer rates before, the
17 Comm ssi on has schedul ed these public hearings
18 to get input fromeveryone; consuner users, rate
19 payors, taxpayers, creditors, and anyone el se
20 who is affected by the sewer system or sewer
21 rates.
22 Over the course of the next few

23 nonths, we intend to hear fromsewer and utility

Freedom Court Reporting, Inc 877-373-3660
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Public Hearing-public hearing re: sewer rates 5

1 rate setting experts, including one gentleman,

2 M. Eric Rothstein, who actually wote the

3 | eadi ng book on how to set wastewater utility
4 r at es.
5 M. Rothstein has considerable

6 experience and decades of expertise and

7 experience with wastewater utilities around the
8 Country, and even around the world. And he wll
9 hel p us understand the process for setting

10 rates.

11 W will also hear testinony

12 from M. David Denard, the Director of the

13 County's Environmental Services Departnment. M.
14 Denard and the other nen and wonen of the

15 Envi ronnental Services Departnent operate and
16 adm ni ster the systemon a day-to-day basis.

17 M. Denard will help the

18 Comm ssi on understand just what it costs to

19 operate the sewer system both short-term and
20 | ong-term and what kind of investnents need to

21 be made to keep the systemin good working

22 or der.
23 As many of you know, the
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1 County's been under a Federal Consent Decree for
2 nore than 15 years of -- as a result of unlawful
3 di scharges of sewage. Under M. Denard's

4 | eadershi p, the Environnmental Services

5 Departnent has nmade great progress in working

6 with the Environnental Protection Agency, and

7 t he Al abama Departnent of Environnental

8 Managenent to get the County's house in order

9 and to get us in conpliance with federal and
10 state | aws.
11 Because of the hard work of M.
12 Denard and his group, a federal judge this past
13 April released the Leeds Wastewater System from
14 the Consent Decree, the fifth such Jefferson

15 County Sewer Systemrel eased fromthe Consent

16 Decr ee.

17 In considering sewer rates, we
18 need to take in account of what M. Denard and
19 his teamw ||l need to continue this progress and
20 thereby protect the health and safety of the
21 communi ty.
22 Finally, this Conm ssion is

23 keenly aware of the burden that high sewer rates
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1 can inpose on the community, especially anong

2 our nost econom cal ly vul nerabl e residents.

3 These are tough tines in Jefferson County and

4 the Country generally. And we nust nmake sure

5 that whatever we do with regard to sewer rate is
6 consistent wth the Al abama's constitutional

7 requi renent that rates be set in accordance with
8 reasonabl e and nondi scrimnatory rules and

9 regul ati ons.
10 To help us on that front, we'll
11 hear today from Prof essor Stephani e Rauterkus of
12 the University of Al abama at Birm ngham Dr.

13 Raut er kus teaches Finance at UAB, and has done
14 significant work in the area of socioeconom c

15 measurenments. She has served as Board President
16 for the Al abama Junp Start Coalition, which is
17 dedicated to financial literacy outreach. And
18 her scholarly work has been funded by the United
19 St at es Departnent of Housing and U ban
20 Devel opnent .
21 As | nmentioned earlier, we're
22 very honored to have John Carroll, Dean of the

23 Cunberl and Law School at Sanford University, and
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1 a fornmer United States Magi strate Judge in the
2 M ddle D strict of Al abama, wth us today.

3 Judge Carroll wll introduce
4 our witnesses and will noderate the comment

5 period for people who signed up to speak today.

6 Judge Carroll is one of the nbst respected
7 jurists in the comunity. And we could not
8 i magine a nore fair or just choice to help us

9 hear from everyone who wants to speak.

10 Briefly, on the schedul e, and
11 "1l be finished, Dr. Rauterkus and M. Denard
12 are the two witnesses scheduled to testify in

13 today's hearing. W may hear fromnore -- we

14 may hear nore fromone or both of themat future
15 heari ngs.

16 M. Rothstein wll not be

17 testifying today, but he will testify at our

18 next public hearing currently scheduled for July
19 the 24th in Bessener. And he may al so nake a

20 return appearance at a | ater hearing.

21 W w il be inviting other

22 W tnesses to give testinony at the upcom ng

23 heari ngs, including representatives of the
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1 County sewer creditors. W wel cone any

2 suggestions for other w tnesses.

3 Al'l of our public hearings,

4 including today's, will be -- wll include the

5 opportunity for nmenbers of the community to

6 present their views to the Conmi ssion in the

7 formof coments. A sign-up sheet was avail abl e
8 in the | obby before the hearing today. W wll
9 take a short break after we hear from M. Denard
10 and Dr. Rauterkus. And you can sign up on the
11 sign-up -- sign up on the sign-up sheet unti

12 the break is over.

13 In order to hear from everyone,
14 we need all citizen conments to be kept to three
15 m nutes or less. W have asked Judge Carroll to
16 keep the clock, and we will ask everyone to

17 respect the tine limtations.

18 If you do not get a chance to
19 sign up to speak today, you wll sign up at a
20 future hearing. |In addition, we invite any
21 witten subm ssions that any interested person
22 would like to make. Those subm ssions woul d be

23 -- should be nmade at the County Manager's
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1 office, and they will be added to the record of
2 t hese servings.

3 You wi Il notice that there is a
4 court reporter here today transcribing today's
5 proceedi ngs, and a vi deographer making a

6 recording, as well. W plan to assenbl e hearing
7 transcripts, any witten statenents by

8 W t nesses, and any witten materials submtted
9 by any pertinent interested persons to a single
10 official record that will be available to each
11 Commi ssioner and to the public. The record wll
12 be carefully considered by the Conm ssion as we
13 nove forward with this process.
14 Before we hear fromour first
15 witness, | would like to | et everyone know t hat
16 your County Conmmi ssioners take the sewer rate
17 setting responsibility very seriously. As we
18 consi der how to exercise the power and duty
19 provided for in the Al abama Constitution, we
20 don't want to prejudge anything before we have
21 all the facts and the input of the public and
22 our highly-qualified experts.

23 Al t hough the Conm ssioners may
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1 ask questions of the witnesses, we do not plan
2 to make statements or commtnents at this tine
3 or respond to questions or comments nade by

4 others. That's because these hearings are an

5 opportunity for us to listen to the expert

6 W t nesses, to the community, and to anyone el se
7 for the sake of our county sewer system before

8 we nmake any deci si ons about what needs to be

9 done.
10 | want to reenphasize that
11 there has been -- there is no proposal on the

12 table for the Comm ssion to vote upon with

13 regard to sewer rates. W are not yet at that
14 stage. For today and the subsequent heari ngs,
15 we are gathering the information we need to

16 devel op a proposal with the hel p of our experts.
17 Any sewer rate proposal will be available to the
18 public in advance of a public hearing on the

19 proposal. For now, we are |istening and

20 | earning, and we do not intend to prejudge the
21 nmerits of any possible future proposal.

22 I n conclusion, maybe the best

23 way to describe what we're doing here, and over
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1 the next several nonths is to say this:
2 Regardl ess of what ultimately -- what's
3 ultimately proposed as a result of these public
4 heari ngs, we want everyone to be convinced t hat
5 the process that this Comm ssion undertook was
6 fair, and open, and consistent with our state
7 constitution. That's one of the reasons we are
8 grateful that Judge Carroll is here today. W
9 want to consider all of the relevant data, and
10 we want to hear from everyone who desires to be
11 heard. Wth that, | wll ask Judge Carroll to
12 i ntroduce M. Denard.
13 JUDGE CARROLL: As M. Carrington said,
14 nmy name is John Carroll. |'mthe Dean of the
15 Cunberl and School of Law at Sanford University.
16 And |''m honored to be able to noderate this
17 really inportant part of governnment. This is a
18 wonder ful exercise in denocracy, where the
19 peopl e who govern the County Conmm ssion, the
20 Governnent, get to hear fromthe people who are
21 governed, the citizens of Jefferson County. And
22 | will always be proud to tell nmy new grandson

23 that on the day of his birth, | got to
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1 participate in this kind of a wonderful process.

2 As M. Carrington indicated,

3 t he purpose of these get-togethers is so that

4 the County Comm ssion can hear information from

5 peopl e who have studied rate-nmaking in the sewer

6 system but nore inportantly, fromyou, the

7 peopl e of this County, so that they can hear

8 what you have to say.

9 So as Comm ssioner Carrington
10 i ndi cated, the first part of this process wl|l
11 be to hear from David Denard, the Director of
12 Jefferson County Environnental Services; and Dr.
13 St ephani e Rauterkus from UAB. W'Ill take a
14 ten-mnute break, and then convene for the
15 public information portion of this.

16 It's nmy pleasure now to

17 I ntroduce David Denard, the Director of the

18 Jefferson County Environnental Services

19 Departnent. David.

20 MR. DENARD: Good afternoon. As

21 Comm ssioner Carrington said, the -- the purpose
22 of today is not necessarily to discuss what

23 rates are, what they should be; but an inportant
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1 conponent of rates is, what does it cost to run
2 the system And that's primarily what | am here
3 to discuss today, is how nuch does it take to

4 run the systemfor -- and operating expenses and
5 the cost that it takes to maintain the system

6 And secondly, what does that system produce; in
7 terms of revenue, how does that revenue cone

8 fromthe system

9 So, I''ll begin with just a

10 description of the system The -- the system
11  was begun in the early 1900s. It was a result
12 of sone -- a very severe cholera epidemc, that

13 threatened the City of Birmngham And so it
14 was very nuch a public health crisis that

15 originated the sewer system

16 It was established by a

17 constitutional anmendnent. And as the Gty of
18 Bi rm ngham grew, so did the sewer system As
19 you can see, the -- the system stretches nostly
20 through Jones Valley; and it falls where

21 Bi r m ngham grew, al ong Red Mountain. It

22 stretches from Centerpoint and Trussville, and

23 nort heast; down to Bessener, fromthe south, in
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1 Hoover and Vestavia; up to sone small systens

2 that are in the Gty of Warrior; to the east and
3 the Gty of Leeds.

4 And so it covers about 115

5 square mles of the County the service area.

6 And it covers 23 nunicipalities, unincorporated
7 Jefferson County, and sone very small portions
8 of Shelby and St. dair County. It has about

9 3,100 mles of sewer pipe. W have 177 punp

10 stations. And the pipe runs anywhere from six
11 inches in dianmeter up to 12 feet in dianeter,
12 fromthe very snmall to the very | arge. And
13 as the system has grown, that pipe has been put
14 in place over the years. W -- we still have
15 sone pipe that's in place fromthe '30s and
16 "40s. A great percentage of our pipe was -- was
17 put in place during the '50s and '60s. As
18 the -- as the system grew, as Birm ngham grew,
19 in particular, nmuch of that systemwas put in
20 pl ace. And so, much of the systemis agi ng now,
21 and then that is the -- one of the chall enges of
22 the system

23 In addition to the collection
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1 system we have ni ne wastewater treatnent
2 plants. W treat on a daily basis about 110

3 mllion gallons a day of sewage. That's about

4 40 billion gallons of sewer -- of sewage per
5 year. And one of the -- the challenges we face
6 IS not just those daily flows; but in addition,

7 we also receive flows in excess of 500 mllion

8 gallons a day. So, these -- these plants

9 di scharge into our waterways, into the | ocal

10 waterways of Jefferson County.

11 One of the unique features of

12 Jefferson County is that alnost all of the

13 wat erways that we di scharge into originate

14 within the County. W -- we don't have the

15 advantage of an Atlanta with the Chattahoochee

16 River, a large water body, for us to discharge

17 this wastewater -- the treated wastewater into.
18 And so as a consequence, we

19 di scharge into very small streans, into Village
20 Creek, and Valley Creek, into the Cahaba River,
21 the Five Mle Creek and Turkey Creek, which are
22 all fairly small above standards. But they are

23 our waterways. And in sone cases, they serve as
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1 our drinking water source. And so protecting

2 those waterways is a critical mssion of -- of
3 the -- the Departnent.

4 So who operates the systenf? It
5 is the Environmental Services Departnent. W

6 are a Departnent of Jefferson County. W are

7 responsi ble for the adm nistration, the

8 day-t o-day operations of the system And our

9 mssion is to provide effective, efficient
10 service. And at the same tine, protecting the
11 public health and the environnent. And that is
12 our core mssion, to balance those priorities.
13 At present, it takes about 56
14 mllion dollars to operate the system CQur

15 expenses include personnel; utilities; |egal,

16 professional billing; indirect and ot her

17 expenses. It's obvious to read fromthis that,
18 first of all, that personnel is a significant
19 portion of our expense. It is the |argest

20 category of expenses.
21 The second is this; that for
22 obvi ous reasons, |egal fees have -- are now

23 considered a significant portion of the
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1 expenses, as well. They have grown from | ess
2 than a mllion to just less than nine mllion
3 doll ar per year in |l egal expenses. They are a
4 very significant, at present, expense of the

5 system

6 Utilities to operate the

7 system the energy is a significant portion of
8 our system as -- as are the support services
9 that we receive fromthe County General Fund
10 Depart nent s.
11 One thing that | understand is
12 that many of these costs are relatively fixed.
13 We have a -- we have to staff the treatnent

14 plants. W have to staff the operations of the
15 system and they require staffing on a 24-hour
16 basi s.

17 So, while our flows nmay vary,
18 based on rainfall and everything else, while
19 peopl e's sewer use may vary, at the sanme tine,
20 the -- the facilities have to be there. They
21 have to be available to treat whatever cones
22 fromthe users and whatever cones into the

23 system
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1 Because of, in particular, that
2 the large size of our expenses being staffing,

3 that is one area in particular that we have

4 focused on. And in particular, being able to

5 control and reduce our -- our -- our staffing

6 expenses.

7 You can see fromthis, in 2002,
8 our staffing levels were in excess, we're 573 at
9 present. W have 398 positions. W reduced
10 several hundred positions, people over the |ast
11 several years. And at the sanme tinme, | believe
12 we provi ded conparable | evels of service.
13 And al so during that tinme, and
14 since 2009, we reduced our overtinme expenses by
15 over 70 percent. | think this presents a
16 success -- success story to our citizens that
17 we' ve been able to reduce those expenses, at the
18 sane tinme as neeting those |evels of service.
19 But the obvious point here is
20 that -- that the departnent was obviously
21 overstaffed, and we have taken several neasures
22 to reduce these expenses. The first that we did

23 in 2008, as a result of the Special Mister's
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1 report, was to go back and | ook at our staffing
2 | evel s, to make sure that they were conparable

3 to other -- other public utilities and to

4 benchmar k oursel ves agai nst them

5 The next |evel of that has been
6 in 2011 to not just conpare oursel ves agai nst

7 ot her public utilities, but to conpare ourselves
8 agai nst privately-operated utilities. So, in

9 2011, we prepared a five-year personnel plan

10 that benchmarked oursel ves agai nst what the

11 private operators of the system would do and how
12 they would run the system

13 Wth this plan put together, we
14 expect to further reduce our expenses by four

15 mllion dollars a year in personnel, and -- and
16 to reduce our staffing levels by initial -- by
17 now 28 people. W are currently 30 positions

18 ahead of that staffing plan and we expect to

19 neet those goals. However, one thing that is

20 going to have to happen to neet those goals is
21 to make the systemnore reliable. And that w |
22 require capital investnents to nmake the systens,

23 to make the plants nore reliable, to allowus to
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1 operate with fewer people and to rely on

2 technol ogy and automation. And those funds have
3 to be available to achieve these kinds of

4 savi ngs.

5 Part of the -- the system and
6 how it's used, our custoner base, we serve about
7 145, 000 accounts within Jefferson County wthin
8 our service area. These are all people that

9 recei ve water service from other water

10 utilities, from Birm ngham Bessener, and

11 Trussville, Leeds, Gaysville, Warrior; all of
12 t hese other systens that provide the water

13 service that we provide sewer service.

14 O these, about 90 percent of
15 our custoners in Birm ngham and Bessener provide
16 direct billing. That is, they send a conbi ned
17 wat er and sewer bill to the consunmer. And they
18 coll ect our revenues, and then they remt those
19 to us. The other percent the County bills

20 directly, and so we -- based on that water

21 consunption, we send thema bill. They remt

22 that to us directly.

23 O our user base, 90 percent of
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1 our custoners, 130,000, are residential. And

2 about 10 percent of those other custoners are

3 nonresidential. They're comercial; industrial,
4 restaurant.

5 In terms of trends, our total

6 nunber of accounts has remained relatively

7 stable. As the population has shifted within

8 Jefferson County, we've seen sone of that

9 popul ati on, the custoner account base, nove from
10 the Cty of Birm ngham and nove into the
11 suburbs. As the popul ati ons nove, so do our
12 sewer custoners.
13 Looking at -- in the future, we
14 expect that our total account base will remain

15 relatively stable. But sone significant changes

16 to the -- the core area of our custoner base
17 could -- could affect our revenues.
18 In terns of the dollar anpunts,

19 we receive 162 mllion dollars a year in

20 revenues. The vast nmgjority of that cones from
21 a sewer use charge. Over 90 percent of our

22 charge comes fromsewer use. And that is a

23 charge that is based on the -- the netered water
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1 that -- that conmes to the user. It is a -- for
2 residential users, it's $7.40 for a hundred

3 cubic feet, or $9.89 per thousand gallons. And
4 the residents have al so received a 15 percent

5 credit for water that's not returned to the

6 sewer. This is also a revenue streamthat's

7 hi ghly variable, as -- as users cone back with

8 wat er usage. As droughts occur, as water

9 restrictions occur, this revenue stream and the

10 consunption that it's based on can -- can
11  vary -- vary significantly.
12 Anot her -- the smaller portions

13 of the fees that we use are inpact fees. These
14 are charges for new connections to the system
15 At one point, this was a significant source of
16 revenue, up to ten mllion dollars a year in

17 the -- in the early 2000s. Over the past

18 several years, it has declined significantly

19 with the econony. At one point, we had inpact
20 fees of three-and-a-half mllion dollars. And
21 so a rebound in the econony is going to affect
22 t hat revenue,

23 We al so have sone snull er
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1 charges for external sources of waste. W have
2 i ndustries that discharge, as well as septage

3 use. These are residences that are on a septic
4 tank. And as their septic tanks are punped out,
5 they deliver that waste to our treatnent plants,
6 and we charge them a charge based on that.

7 One thing to know is that these
8 charges and the industrial surcharge rate have

9 remai ned the sane since 1991. At the sane tine,
10 our costs have not remmi ned the sanme. And so
11 this is one conponent of the rates that wll
12 need to be very carefully considered.
13 The | ast one of our rate is
14 that we had a very, very small mninmmfixed
15 charge. In the early '90s, this was set at $2 a
16 nonth. At the tine, that covered, for a snall
17 user, a few units of service. And as it is now,
18 the only tinme that it's inposed is if the user
19 has zero service. And so that -- that user
20 charge, that m nimum charge, as well, | believe,

21 needs to be consi dered and reconsi dered.

22 As well, there is a disconnect
23 bet ween the -- the m ni num charge and what our
Freedom Court Reporting, Inc 877-373-3660

R-000071
Case 11-05736-TBB9 Doc 2213-7 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc
C.344 Part7 Page 47 of 103



Public Hearing-public hearing re: sewer rates 25
1 costs are. Qur costs, as | nentioned before,
2 are, for the nost part, fixed. At the sane
3 time, our revenue is not fixed. It is -- there
4 needs to be sonme consideration in the rate
5 setting process for a connection between the
6 amount of fixed costs that we have, and the
7 amount of fixed revenue that we have.
8 As | said before, the rates are
9 based on the neter consunption. W have seen in
10 the past ten years a very consistent decline in
11 the nunber of -- in the volunme of usage from our
12 custoner base. It has exceeded 3 percent per
13 year on a very consistent basis for the last ten
14 years.
15 Part of this is just due to the
16 use of nore efficient plunmbing fixtures, a
17 general m ndset of conservation. But another
18 certainly conponent of this has been the
19 i ncrease of sewer rates. And consuners react to
20 changes in prices, and they use | ess based on
21 that. And so, the consideration of declining
22 usage has to be addressed, as well.
23 The ot her portion of our cost
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1 that conmes -- is not only in netered

2 consunption, but in all the extra water that

3 gets into our system About 40 to 50 percent of
4 our system cones through that netered

) consunpti on.

6 But another 50 to 60 percent of
7 the water that we treat cones in -- extraneous
8 wat er that cones into the system |It's

9 infiltration and inflow that cones from
10 groundwat er, and rai nwater that cones into the
11 system This is a very significant portion

12 of -- of -- of the -- the volune that we have to
13 treat and the expense that we have to treat.

14 And it -- it affects the way we operate the

15 system

16 So, how does the system

17 perforn? W have to neet a |level service. W
18 have to provide a | evel of service to our

19 custonmers. They have to expect that when they
20 di scharge the water, we can treat that. In
21 addition, we have to neet the |evel of service
22 for the regul ators.

23 A very significant portion of
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1 what we do day-to-day is to neet the

2 requi renents that have been i nposed by

3 environnental regul ations. W report on each

4 year over 24,000 specific paraneters, hundreds
5 of paraneters each week that all nine wastewater
6 treatnment plants have to neet on a consi stent

7 basis. And these are all regulated by The C ean
8 Wat er Act.

9 The C ean Water Act was
10 established in 1970, in the early 1970s. And it
11 establishes clear limts for what we can
12 di scharge into the |ocal waterways. Violations
13 of these -- of The Cl ean Water Act are subject
14 to civil penalties. They' re subject to even
15 civil and crimnal enforcenent action for
16 viol ations of these, and fines of up to $25, 000
17 per occurrence.
18 Thr oughout nuch of the history,
19 t hough, the sewer system had a very poor record
20 in conpliance with The C ean Water Act. Up
21 until the 1990s, the system struggled to neet
22 the requirenents, to neet its funding

23 requirements. It routinely violated its
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1 permts, and it routinely violated di scharge of

2 | arge volunes of -- of untreated sewage into
3 | ocal wat erways.
4 These were done to bypass the

5 system where, during periods of high flow that
6 gate was open, that the wastewater treatnent

7 pl ant allowed hundreds of mllions of gallons of
8 untreated sewage to discharge into Village Creek
9 and to the Cahaba River.

10 In addition to that, throughout
11 the system the -- the system experienced

12 sanitary sewer overflow, that is, discharges of
13 wat er fromthe nmanholes in the system And it
14 was a very serious environnmental and public

15 health problemfor the system for the County.
16 As a result of these violations
17 in the early 1990s, a citizen suit was filed by
18 citizens and environnental groups within the

19 County agai nst Jefferson County. It was |ater
20 joined by the -- the EPA and the United States
21 Departnent of Justice. The County subsequently
22 entered into a Consent Decree in 1996. And it

23 required the County to reduce the anount of
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1 sanitary overflows that it had and to elimnate
2 t he bypasses of raw sewage into the system

3 One of the secondary

4 requi renments of the system-- of the Consent

5 Decree was that the County agreed to acquire al
6 of the municipal systens and bring theminto one
7 uni fi ed system

8 Bef ore the Consent Decree, the
9 County had about 600 mles of sewer. It
10 mai ntai ned treatnment plants and all of the trunk
11 sewers of all cities, 21 nunicipalities

12 mai ntai ned their own systens. As a part of

13 this, the County acquired and went froma

14 600-mle systemto a 3,000-nmle system

15 At the sane tinme, the County
16 took on a trenendous obligation and liability
17 to -- to fix those systens. Under the Consent
18 Decree, the County put together a plan to fix
19 these systens. It included over 200 projects
20 totalling one-and-a-half billion dollars, that
21 was conpleted in 2007. O the 600 deadli nes
22 I nposed, the County net all but one.

23 Part of the work -- as -- as
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1 far as the work, though, | believe 25 percent of
2 the systemwas rehabilitated or replaced. And

3 has been nmuch reported, the work was in nmany

4 ways m smanaged. It was. Mich of the work that
5 was done was unnecessary. It was poorly
6 conceived. It was poorly managed, and it was

7 performed with little regard for total cost.

8 Nevert hel ess, that's the -- the
9 systemthat -- that we have now. It is the

10 burden that the rate payors, as well as the

11 Commi ssi on, and the people that are left to

12 operate the system have to neet.

13 One of the successes of the

14 Consent Decree was that over 99 percent of the

15 vol umes of raw sewage that were entering the

16 | ocal waterways had been elimnated. But there
17 still remain challenges to the system
18 In 1991, there were 548

19 overflows. At present, we have about 300

20 overflows per year. And nost of the systens

21 performed very -- very well. W have term nated
22 five of the nine basins in the Consent Decree.

23 But we have significant challenges still to
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1 neet, in particular the sanitary sewer

2 overfl ows.

3 Qur prinmary neans to address

4 these sanitary sewer overflows nowis a change
5 in velocity fromwhat was done in the Consent

6 Decree. And that is to shift fromthe very

7 expensive capital work to fix all the defects in
8 the system but instead focus on cleaning the

9 system
10 W have realized that the
11 bi ggest and nost efficient, effective way to

12 reduce overflows is to do this sort of routine
13 cleaning, to elimnate the roots and the grease
14 and the bl ockages on a day-to-day basis, to --
15 to elimnate these sanitary sewer overfl ows.

16 At the sane tinme, |long-term
17 mai nt enance still has to be done on the system
18 Even if we focus on renoving the debris in the
19 system the pipe continues to deteriorate. And
20 since only 75 -- since over 75 percent of the
21 system was not inproved under the Consent
22 Decree, there is still a significant portion of

23 the systemthat is very old.
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1 In addition, nost of the work
2 that was done under the Consent Decree is now 10
3 to 15 years ago. And -- and that work and --

4 and the work that was done, and the pipes, they
5 continue to -- to corrode. And so as a result,
6 the | ong-term mai nt enance has to be there.

7 The -- the departnent puts

8 together a capital inprovenent quality program
9 t hat addresses the |ong-term mai ntenance of the
10 system This insures that the systemstays in
11  working order, that it nmeets the existing
12 regul ati ons, and conplies with new regul ati ons
13 as they cone.
14 This is the capital inprovenent
15 spendi ng that we antici pate over the next ten
16 years. Over the next five years, we expected to
17 spend the system funds of about 36 mllion
18 dollars to nmaintain the system On a
19 year-to-year basis, we expect that it wll
20 requi re about 22 mllion dollars per year just
21 to replace deteriorating and aged pi pe. That
22 does not include additional requirenents of the

23 system that cone al ong.
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1 One of the -- the |essons that
2 has been | earned fromthe Consent Decree is, and
3 the way that that program was managed, is that

4 the significant investnents that are stil

5 required, the 22 mllion dollars per unit needs
6 to be invested, has to be done, has to be

7 invested in a -- in a very planned way. W have
8 to plan before spending these dollars.

9 And so as a result, we are
10 currently establishing an asset managenent
11 program The first part of this is to docunent
12 what the condition of the systemis, to gather
13 all the information that is necessary before we
14 make the -- the decisions that we nake in what
15 needs to be fixed.
16 The second is to prioritize
17 what needs to be fixed. Even if we wanted to,
18 there is not enough resources fromthe rate
19 payors, or -- or -- or fromthe County, to fix
20 every defect in the system And so those
21 defects have to be prioritized. W have to nmake
22 sure that we spend the noney where we get the

23 nost value for it.
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1 The last part of this program

2 Is to evaluate whether the strategies that get

3 put forth are effective, as one of the other

4 failings of the Consent Decree were that the

5 wor kK was done wi thout checking to -- to see

6 whether it was effective or not. And so the

7 asset managenent neke sure that that m stake is

8 not repeated.

9 Two of the significant expenses
10 you'll see are in the first and the last year's
11 of these. And these are a result of sone new
12 regul atory requirenments that are currently being
13 put forth. They are total nmaxi mumdaily | oads
14 that will establish total phosphorous limts in
15 the Cahaba R ver basin. So, at the Cahaba River
16 Plants and the Trussville Plants, we wll in the
17 next two years, require inprovenents of over 34
18 mllion dollars; and within ten years, an
19 additional 140 mllion dollars.

20 These are very expensive limts
21 that nust be net. W will continue to negotiate
22 with the regulators. But at the sane tine, we

23 expect that these requirenents will still be
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1 i nposed and that the systemw || have to be able
2 to fund these inprovenents.

3 The unknown is what is the

4 future. What other regulations are going to

5 continue to cone. W continue to tract

6 paraneters that we do not currently have limts,
7 but we expect that one day we'll have to neet.

8 And so we have to continue to evolve our capital
9 pl anni ng to neet those needs.
10 Il will leave you with this:
11 One of the priorities of -- of our departnent in
12 the whole rate-setting process is establishing a
13 | evel of public trust that has not been there
14 for many, many years for understandabl e reasons.
15 The managenent of the system the nmanagenent of
16 prior County Comm ssions was not conpetent.
17 And the rate payors have to
18 know t hat the noney that they pay, that they
19 receive a value for the service that they're
20 getting; and that the managenent and the people
21 that are commtted to setting those rates
22 control those expenses, and rebuild public

23 trust.

Freedom Court Reporting, Inc 877-373-3660

R-000082
Case 11-05736-TBB9 Doc 2213-7 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc
C.344 Part7 Page 58 of 103



Public Hearing-public hearing re: sewer rates 36
1 JUDGE CARROLL: Please help ne in
2 t hanking Dr. David Denard for his services.
3 Before | introduce Dr. Rauterkus, a couple of
4 points need to be made. First of all, there
5 will be a website created solely for these
6 hearings. It should be up and running by the
7 end of the week. And the address will be
8 www. | ef f cosewer hearings.org. That's ww j ef f Co,
9 J-E-F-F-C O Sewer, S-E-WE-R, Hearings,
10 HEARI-NGS, dot org.
11 The slides that M. Denard --
12 Denard used in his presentation will be on the
13 website. There will be a transcript of his
14 remar ks on the website. There will be a
15 transcript of everything that transpires at all
16 of these hearings, so that citizens who are not
17 able to attend these hearings can access the
18 website, see the presentations, read the
19 presentation of the speakers, read the public
20 comment s.
21 It's nmy pleasure nowto
22 i ntroduce Dr. Stephanie Rauterkus. Dr.
23 Raut erkus is a Finance professor at the
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1 Uni versity of Al abanma, Birm ngham She holds a
2 Ph.D. from Loui siana State University, and a

3 Master's degree and MBA from University of

4 Cincinnati. She's published nunerous articles

5 on various subjects, including the soci oeconom c
6 I npact of the @ulf QI spill and subprine

7 | ending. She is very active in the Birm ngham
8 community where she's served on severa

9 nonprofit boards, including Holy Famly Cristo
10 Rey Catholic Hi gh School Board of Trustees, and
11  the Al abama Junp Start Coalition Board of
12 Directors. Join ne in welcomng Dr. Rauterkus.
13 DR RAUTERKUS: Let nme make sure |'m at
14 the right angle so | can see you and see the
15 screen. Good afternoon. M expertise and ny
16 interest in research is about trying to
17 under stand or study how econon ¢ shocks affect
18 nei ghbor hoods, because when we start taking
19 broad strokes to tal k about what's going to
20 happen if we nake this change or if this happens
21 in the econony, sonetines we | ose sight of what
22 happens to individual nei ghborhoods and

23 i ndi vidual residents and citizens within those
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1 nei ghbor hoods. So what | want to do is talk

2 about the sewer custoners in tw different ways.
3 One, just to talk about those custoners and give
4 you a sense for what they look like in nore of a
5 statistical sense; and then conpare the rates

6 and how those rates relate to the Jefferson

7 County sewer custoners, and how those -- how

8 those rates -- how that inpact conpares to

9 customers across the Country in other sewer

10 systens.

11 So, inthis first part, in the
12 descriptive section, what | want -- the way that
13 | want to characterize these custoners is with

14 regard to incone, their usage of the system the
15 size of their household, and by the val ue of

16 their homes. So, the prinmary nmeasures that |I'm
17 interested in are inconme and hone values. So

18 t hi nking of incone as the ability to pay, and as

19 honme val ue as a way of thinking about wealth.

20 So, first, let nme just show

21 you -- you've already seen several maps of the

22 sewer system So, yet again -- but this map

23 shows the custonmers. So again, |I'mfocusing on
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1 the custoners and not so nuch the systemitself.
2 So, what you see here is a series of red dots.

3 And |'m struggling here, because | can't see

4 anything here, and | can't see anything there.

5 But what shoul d be out there

6 are a series of red dots, and each dot

7 represents a sewer custoner. And so it's the

8 sanme map that you've seen already, so we're --

9 we're tal king about the sane geographic area.
10 But this gives you an idea of the distribution
11 of the custoners throughout the geography.

12 So now, if | take that same map
13 and those sane dots, but transform ny

14 presentation to what we call a heat nap, you can
15 see sonething slightly different. In a heat

16 map, we take our data and represent those sane
17 custoners, but relative to a particul ar

18 characteristic.

19 And so again, | nentioned

20 before that |'mprimarily interested in incone,

21 because we're tal king about how the -- the sewer
22 bills, the -- the potential rate increase, would
23 | npact custoners and nei ghborhoods. And we need
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1 to know sonet hi ng about their inconme and then

2 potentially their wealth.

3 So the -- so now we have the

4 sane dots, the sanme custoners; but they're

5 color-coded. They're not all red anynore.

6 They're col ored-coded with respect to their

7 i ncone. So again, thinking about a heat map,

8 and the heat neaning intensity, as the colors

9 becone nore intense, the incone grows.
10 So, as you'll see in the, what
11  we'll call the central city, that's where the
12 heat is less intense; and that's where the
13 incone is the | owest, where you see -- | guess
14 you' d call that yellow, |ight orange. And then
15 as we get into the darker oranges, the -- the
16 burgundy's and the red's, that's where the
17 I ncone i s greater.
18 So, forgive nme for going back
19 and forth. So, before | go on to the -- to the
20 next phase, | want to step you through what |'ve
21 done here. And so thinking again about this --
22 this incone distribution, | wanted to -- to

23 know, where are the higher incone nei ghborhoods,

Freedom Court Reporting, Inc 877-373-3660

R-000087
Case 11-05736-TBB9 Doc 2213-7 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc
C.344 Part7 Page 63 of 103



Public Hearing-public hearing re: sewer rates 41

1 where are the | ow i ncone nei ghborhoods. So,

2 obvi ously, we can see that here.

3 And what -- what | found is

4 that -- and again, a |lot of you probably already
5 know a | ot of what I'mtelling you. But the --
6 if -- if we take the entire County, Jefferson

7 County, and break it into what I'd like to think
8 of as possi bly nei ghborhoods, we can have

9 smal | er chunks to anal yze.

10 And so the smaller -- the
11 smal | er parcels, so-to-speak, that | have chosen
12 here are census tracts. And |I'mgoing to show
13 you those in -- in just a nonent. You think of
14 a census tract as being a neighborhood, it's a
15 little bit smaller than a ZIP code, a little big
16 bi gger than a group of blocks. And that's what
17 the census fol ks use when they're going out
18 and -- and taking their counts. So it's a
19 fairly standard neasure. And we |like it because
20 it doesn't change over tine, whereas ZI P code

21 boundari es do.

22 So, if you look at this heat
23 map, again, you'll see -- and -- and again, this
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1 is probably no surprise, that it's nost intense
2 in Mountain Brook. And so the -- the census

3 tract that has the highest incone is in Muntain

4 Brook, and | believe the incone levels -- well,
5 "Il show -- |I'll show you that in -- in just a
6 second. But then the lowest is -- and forgive

7 me, | amnot a lifelong Birm nghamresident, so
8 | don't know all of my neighborhoods. But it's

9 alittle bit west of |-65, about the Ensley

10 ar ea.
11 And so |l et ne show you, and |
12 know this is small, but this -- well, we already

13 tal ked about Mountain Brook. So 108.04, that's
14 the actual census tract of Mountain Brook where
15 the incone is the highest. And then where | was
16 nmentioni ng, west of [-65, 51.01, which | can't
17 see, but maybe you can, that is the tract with
18 the lowest incone. So just to give you an idea
19 about these ranges.

20 So, let ne tell you alittle

21 bit nore about what | did in ny analysis. So

22 | -- | took this sewer custoner data and

23 stripped off the commercial data, because |
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1 wanted to focus on the residential custoners.

2 Because when you' re tal ki ng about nei ghbor hoods,
3 when you start lunping in commercial properties,
4 you get a slightly different picture. So just

5 | ooking at the residential custoners sinply

6 within Jefferson County. And the reason for

7 that is when | get to ny conparative anal ysis

8 later on, it's a lot sinpler and cl eaner to --

9 to focus just on the County.

10 And -- and -- and so just a

11 nonment ago, | talked to you about census tracts.
12 And so just to back up a little bit, a census
13 tract, again, doesn't change over tinme. And
14 they're actually in sone ways not used as nuch.
15 But when they're defined, the idea is that they
16 have about 1,500 to 8,000 residents. So again,
17 small er than a ZI P code, bigger than a group of
18 bl ocks.
19 And we try to get about 4,000
20 folks in a census tract when those tracts are
21 drawn. In Jefferson County, we have 132 census
22 tracts, and so ny analysis is based on those

23 tracts. W've got alittle under 200, 000
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1 custoner records that | was working with, and

2 | -- and | boiled them down to these 132 census
3 tracts, based on those dots that you've seen

4 So, |'ve got about 1,066 sewer
5 custonmers on average in each census tract. But
6 there are sone tracts that are highly

7 concentrated. |'ve got over 5,000 custoners.

8 So, here's what the -- the data
9 | ooks like. And I'mgoing to try not to be too
10 stuffy and academic. But that's what | do for a

11 living, so | apologize. But again, the four

12 things that | was interested in are nedi an

13 househol d i ncone, the size of the household, the
14 val ue of the hone, and consunpti on.

15 Now, renmenber, |'m focusing on
16 census tracts, thinking that census tracts

17 approxi mate a nei ghborhood. And so across these
18 census tracts, the census tract, that one in,

19 roughly, Ensley that | nentioned, has a nedian
20  househol d income of $13,635. But the one in

21 Mount ai n Brook has a nedi an househol d i ncone of
22 $144, 909.

23 Now, | et ne be clear. | don't
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1 have inconme information for all of those

2 custoners that | tal ked about that | was

3 analyzing. What | did was, based on where they
4 lived, I -- what we call geo coded that data.

5 And so | said, well, if youlive in this

6 nei ghbor hood, then that nei ghborhood has a --

7 the folks in that nei ghborhood have an average

8 i nconme of this. And so again, so these are not
9 actual incones. | didn't go out and do any

10 surveys. But based on census records, those

11 are -- those are the averages. So that's the
12 I ncomne.
13 The -- the househol d sizes

14 didn't really vary too nmuch. So, about

15 two-and-a-half folks in each household. And --
16 but there's a lot of variability in the hone

17 values. So, in -- in the -- the |east valuable
18 hones are worth about under 50,000. And the

19 nost val uabl e are worth over $500,000. So, a
20 consi derabl e anobunt of variability there.

21 And then lastly, | |ooked at
22 consunption. And so in sone of these things --

23 again, | keep saying | was nostly interested in
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1 i ncone and home value. But we -- we have to

2 throw in sonme of these other variables just to
3 check and make sure everything hol ds together.
4 So you'll see consunption and these other things
5 cone up a fewtinmes inny -- in ny talk. But
6 consunption is in CCF. And so, on average,

7 about 5, just under 6 CCF per househol d.

8 How do you nmake this not

9 stuffy? Renenber we've got these 132
10  nei ghborhoods that we're calling them And in
11  those 132 nei ghborhoods, we just saw -- what |
12 was trying to show you is that there's a great
13 degree of variability in income, and consum - -
14 not so nuch in consunption, certainly in hone

15 val ue.

16 And so what | thought was,

17 well, let's -- let's take a look -- alittle bit
18 nore carefully at the folks at the -- at the

19 tails. You know, let's |look at the fol ks -- not

20 that Mountain Brook isn't inportant, but in this
21 study, it's probably not as inportant as the --
22 the fol ks in Ensley.

23 And so what |'ve done here is
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1 |'ve taken all of these 132 nei ghbor hoods and

2 broken theminto ten -- ten groups. And you'll
3 notice, they're not necessarily equally sized,
4 meani ng | put the sane nunber of custoners in

5 each group. But it's based on those incone --
6 the -- the inconme nunbers that | was talking

7 about earlier.

8 So decil e nunber one, the first
9 of these ten groups, has the custoners wth the
10 |owest incone. \Whereas, decile nunber ten has
11 the folks with the highest incone. So nunber
12 one is Ensley, nunber ten is Muuntain Brook.

13 And t hen because |'ve got all
14 t hese custoner files mapped, then | know where
15 they all fall. And so | know that 6 percent of
16 the custoners fall in that | owest incone

17 category, whereas 17 percent are in that highest

18 i ncone category, and so on.
19 So, now you see how t he
20 i ncone -- and -- and these are sorted by incone.

21 So that nakes sense that they're stepping up
22 fromdecile to decile by incone. But you see

23 the inconme increasing by decile, and there's not
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1 much of a change in househol d si ze.

2 So, renenber, a nonent ago |

3 sai d average househol d size is about

4 t wo- and- a- hal f people in a household. And

5 that's not very different fromdecile to decile,
6 meaning in the | ow i ncome nei ghborhoods, there
7 aren't necessarily many nore or many fewer

8 peopl e in the household than there are in high
9 I ncone nei ghbor hoods.
10 But you do see a -- a dramatic
11 change fromdecile to decile in a honme val ue,
12 whi ch nakes sense, because, dependi ng upon your
13 i ncone, that has a great inpact on the val ue of
14 the hone that you can purchase.

15 So you see the value of the

16 home increasing over tine. And, renenber, we
17 said that the | owest honme val ues were under

18 50, 000, and the highest hone val ues were over
19 500, 000. So you see how that correlates to the
20 I ncone.
21 Lastly, as | nentioned before,
22 we've got consunption. And it does increase a

23 bit as incone increases. And so it nmay be that
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1 not -- it doesn't necessarily increase with
2 I ncone. Just because | make nore noney doesn't
3 nmean that |'mgoing to nake use of the -- the

4 sewer system nore.

5 But, renenber, incone and the
6 val ue of the hone appear to be closely

7 correlated. So that makes sense, that as the

8 hone val ues and potentially hone sizes are

9 I ncreasi ng, the consunption is increasing, as
10 wel | .
11 So, with those deciles as ny

12 foundation for separating the very |ow income or
13 t he | owest i ncone nei ghborhoods in ny spectrum

14 fromthe -- the higher and certainly the highest

15 I ncone nei ghbor hoods, | was able to take a | ook
16 at the sewer bills and see what the -- the

17 average sewer bill is with respect to incone.
18 And what |'ve done is | -- |

19 kind of started doing sone "what if" scenari os.
20 And -- and -- and again, as -- as M. Carrington

21 poi nted out, there are no recommendati ons or

22 proposals on the table here. |'mcertainly not
23 maki ng one. But this is just a little -- a kind
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1 of rough scenario anal ysis.

2 And so the m ddl e col um shows

3 where rates are now. And so if you look all the

4 way at the bottomof the slide, the average

5 sewer bill is alittle under $38 a nonth. And

6 so at that rate, the folks in that |owest incone

7 deci | e are payi ng about two-and-a-half percent

8 of their medi an househol d i ncone.

9 | circled that one. And you'll
10 notice I've circled a couple of other figures in
11 the other columms in red, because 2 percent is a
12 nunber that we've tal ked about a little bit as
13 being fairly significant when it comes to sewer
14 bills relative to nmedi an househol d i ncone,

15 nmeaning that it's -- it's somewhat of a

16 threshol d by sone standards.

17 And so when you see sewer bills
18 greater than 2 percent of nedi an househol d

19 i ncone, know that that's cause for -- for --

20 potentially a cause for concern.

21 So, you know, | -- 1 -- | say
22 to ny students all the tinme, when you start

23 doi ng anal ysis, you have to have sonething to
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1 conpare it to, right, for it to have neaning.

2 So that's sort of -- | wanted to first throw

3 that 2 percent out as sonething to take a | ook
4 at to see how these fare.

5 And obvi ously the percentages
6 are going down as the inconme is going up.

7 That's sinple math. So that hol ds together.

8 But we wanted to see, how are the people at the
9 | onest | evels affected by these sewer bills.
10 And so the other two col ums,
11 again, are just a sinple scenario analysis to
12 see, well, how would they be affected if rates
13 went up by 25 percent, or by 40 percent. And so
14 you see that 6 percent of their custoners are
15 currently paying nore than two-and-a-half
16 percent. But if we experience a 25 percent
17 I ncrease, that nunber would be over 10 percent.
18 And at a 40 percent increase, that nunmber woul d
19 be over 20 percent.
20 Now, |'minterested in housing
21 because, again, | think traditionally in this
22 Country, housing is a significant store of

23 wealth. W' ve had sonme troubles in the housing
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1 mar ket lately. And so -- so -- but still, for
2 many people, housing is a significant store of
3 wealth. So we can think of it as a proxy, or

4 sone approximation, of wealth. So that's why I
5 keep throw ng this in.

6 So | thought it m ght be

7 interesting, then, as well as inportant to us,
8 to think about the sewer bills as a percentage
9 of the home val ue, kind of in contrast to sewer
10 bills as a percentage of incone. And so | know
11 this is just a lot of nunbers. But again, if
12 you need sonething to conpare it to for it to
13 nmake sense, I'mgoing to get to that in just a
14 nonment .

15 But just notice here that the
16 per cent age of nedi an hone val ue currently ranges
17 fromjust under 1 percent to about .15 percent.
18 And then obviously if -- with 25 and 40 percent
19 increases, it goes up. |'ll nmake a little bit
20 nore sense with that when | tal k about the
21 conparative analysis that | did.
22 So, first step is to just see

23 where we are and see, if you take the current
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1 sewer custoners, we see where they are

2 t hroughout the County. And based on that, we

3 know what their inconme |evel is, and sone other
4 econom ¢ data about them and see how t hat

5 relates to the sewer bill.

6 In the second part of ny

7 anal ysis, | wanted to see how -- | wanted to see
8 how Jefferson County conpared to other

9 metropolitan areas across the Country. And
10 so -- | guess you notice | spend a lot of tine
11  working with census data. And so what | did was
12 | started thinking about the Country wth
13 respect to the census regions.
14 So, there's four census
15 regions; and every state in the Country fits
16 into sone region, obviously. And so what | did
17 was, for each state, | found out the nost
18 popul ous netropolitan area and gat hered the
19 sewer bill information and the nedi an househol d
20 i nconme and nmedi an honme val ue data for each of
21 those netropolitan areas. So with Jefferson
22 County, that gives nme a total of 50 areas; and |

23 grouped them according to these regions.
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1 So, starting with Jefferson

2 County -- now, |'ve nove into the second part of
3 my talk here. And so | want to be clear that

4 the data that I'musing hereis alittle bit

5 different fromthe data that | used in the -- in
6 the beginning. The data that | used in the

7 begi nning was specific to the sewer custoners.

8 This is generalized data. So this -- it doesn't
9 matter if they're -- if you're on the sewer
10 systemor not, this is just strictly data com ng
11 fromthe census.

12 So, according to the census,

13 the Jefferson County nedi an househol d i ncone is
14 45, 244, very close to the nmedi an househol d

15 I ncone we had fromthe sewer customers, within a
16 thousand doll ars.

17 Medi an hone val ue, 138, 003.

18 Again, very close to the sewer custoners. And
19 here's this sewer bill information that | talked
20 about before.
21 When you put this information
22 together, we see that the annual sewer bill for

23 the entire County is, on average, about 1
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1 percent of nedi an household inconme. So "MH" is
2 nmy shorthand for nedi an household inconme. And
3 then the annual sewer bill as a percentage of

4 nmedi an honme value is .33 percent. Now, you

5 don't have to nenorize that, because |'m going
6 to beat you over the head with it on every

7 slide, because I'm-- that's the point of this,
8 to conpare Jefferson County to these other

9 metropol i tan areas because, again, the nunbers
10 don't nean anything if you can't conpare it.
11 So, | tal ked about that 2

12 percent standard. And so this kind of sheds a
13 little bit of light on ny scenario anal ysis |
14 tal ked about before, that if we went froml

15 percent that | just showed you to 2 percent,

16 t hat woul d be about a 41 percent rate increase.
17 So that's why | threw out that 40 percent

18 earlier to see what that would | ook Iike.

19 And once | did ny analysis
20 throughout all 50 states, | found the | owest
21 rates in Newark, Del aware, $6.84 a nonth, or .21
22 percent of medi an household i ncone. Hi ghest

23 rates in Charleston, West Virginia, $75 per
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1 nmont h, 2. 15 percent of nedi an househol d i ncone.
2 But the average -- and now,

3 this -- the -- you know, you can spin statistics
4 any way you like. And so I'mnot trying to do
5 that, but let ne make sure that |I'mclear again
6 on how l've -- |'ve done ny cal culations. 50

7 netros, and it's the average of those 50 netros.
8 So, I'mnot saying this is the average of every
9 sewer custoner in every nunicipality across the
10 Country. | just took the 50 | argest and
11 aver aged t hose.
12 And so, on those 50 | argest

13 netropol itan areas, the average percentage of

14 medi an home -- nedi an househol d i ncone, the

15 sewer bill, as a percentage of nedi an househol d
16 I ncone, averages .87 percent nationw de.

17 Now, that conpares to 1 percent

18 for Jefferson County. Renenber, 50 netros,

19 i ncluding Jefferson County. So, out of those
20 50, so 49 remaining, there were 37 or 76 percent
21 that had a sewer bill as a percentage of nedi an
22 househol d i ncome that was | ower than Jefferson

23 County.
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1 So, 76 percent of the |argest

2 netropolitan areas in the Country, one per

3 state, has sewer bills that were | ower than

4 Jefferson County, meaning 24 percent were

5 hi gher .

6 So, just very briefly -- I'm

7 not going to go through all 50. But very

8 briefly, | just wanted to show you where those
9 hi ghs and | ows are. W have those four
10 geographi c regions, and the regions are broken
11 into divisions. And so, within those divisions,
12 | have the various states and nmetropolitan areas
13 that | reviewed.

14 In each division, and in each
15 region, | went back and conpared that to

16 Jefferson County. So, you can see in New

17 Engl and, the average sewer bill for 6 CCF --

18 remenber, 6 CCF corresponds with what we' ve seen
19 with the Jefferson County sewer custoners
20 because their average consunption was right
21 about at that |evel.
22 So, the average sewer bill in

23 Jefferson County is higher than the average of
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1 all of these netropolitan areas in new Engl and.
2 The -- the nedi an household incone is a little

3 bit higher, fairly conparable. But the hone

4 value is nuch lower. And so consequently, the

5 sewer bill, as a percentage of the nedian hone

6 value, is nore than double these other netros.

7 So again, |I've done much nore

8 t hroughout the Country. And you can kind of see
9 a consistent story that the sewer rates are
10 hi gher in Jefferson County than in many other
11 parts of the Country.
12 | mentioned a couple, nore than
13 a couple, but a few | ocations where the rates

14 wer e hi gher el sewhere. And again, it's

15 i nportant to nake sure that you're paying
16 attention to the mathematics. It's not -- it's
17 not so nuch whether the bill, the nonthly bill,

18 in dollars is higher. That's -- that's --

19 you're not really conparing apples to apples.
20 It's the bill with respect to
21 the incone or the wealth of the custoners that
22 really matters. And so that's where the rea

23 conparison is.
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1 Because if | go out west --

2 well, before | go out west, we'll stay in the
3 south. These are the highs and the lows. W
4 tal ked about these already. Newark, Del aware

5 has the | owest sewer rates of all the areas that

6 | studied. Charleston, West Virginia is the

7 hi ghest .

8 And | believe -- and we tal ked
9 about that 2 percent threshold. | believe there

10 are less than half a dozen |ocations that I
11 studied that had rates over 2 percent. But
12 remenber, Jefferson County is currently at 1
13 per cent.

14 But what | was nentioning a
15 nonment ago, just to -- to reiterate the point,
16 that it's not the level of the bill that

17 matters. |It's that level relative inconme or
18 weal th that natters. Because if you go out
19 west, the rates in Honolulu and Portland are
20 quite high. They're paying nore than $70 a

21 month for sewer. But how nmuch does a house cost

22 i n Honol ulu, you know. So, it's all relative.
23 Even the nedi an househol d
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1 incone is quite high, nore than twice what it is
2 in Jefferson County. So, it's all relative,

3 because when you keep going across the page to

4 the sewer bill as a percentage of nedi an incone,

5 Honolulu is quite conparable to Jefferson

6 County.

7 However, relative to housing

8 val ue, as -- as expensive as hones are in

9 Honol ul u, the sewer bill is three tines the rate
10 in Honolulu than here in Jefferson County.

11 MR. UNKNOMWN SPEAKER: It's the other
12 way around. |It's the other way around. It's
13 three tinmes less. It's .11 versus .33. So,

14 it's three tinmes |ess.

15 DR. RAUTERKUS: | guess the point that
16 | was trying to make, and | can be wong, is

17 that Jefferson County is three tinmes higher than

18 Honol ulu, relative to a housing nedian. So, if

19 | said it backwards, | apol ogize.
20 So, putting all this altogether
21 nationwmde, and I was -- | -- | referenced this

22 earlier. Again, we need to have sonething to

23 conpare our rates to in order to really make
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1 sense of whether or not they're -- where they
2 are relative to others.

3 So, Jefferson County nmay --
4 conpared to all the other 49 netros that |

5 studi ed, the sewer bill itself is higher on

6 aver age; al though, nedi an household i ncone is
7 conparable. So, with a sewer bill as a

8 percentage of nedian incone is a little bit

9 hi gher than the national average, but -- but not
10 much. So, it's -- it's conparable, but

11 certainly higher is -- is -- is the point.

12 And with respect to nmedi an

13 housi ng value, it's significantly higher in

14 Jefferson County, relative to the rest of the

15 country. Did I get it right that tinme? GCkay.
16 So, what | hope to show you

17 here is two things: Nunber one, when we | ook at
18 the custoners, thenselves, there are a few

19 things that -- that stood out in ny mnd, at

20 | east, that | wanted to reiterate. First, 6

21 percent of the custoners, so that was that group
22 in the | owest decile, are currently paying nore

23 than 2 percent of nmedi an househol d i ncone, which
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1 sone have -- have stated is -- is a fairly high
2 rate.
3 Second, with respect to the

4 custonmers, 55 percent of themare currently

5 payi ng nore than an average -- the national

6 average. So, the national average is .87

7 percent. So, the sewer bill as a percentage of
8 medi an househol d i ncome is .87 percent

9 nati onwi de for the 50 netros that | studied.

10 And so 55 percent of our sewer custonmers are
11 currently paying nore than that national

12 aver age.

13 Lastly, with respect to the
14 custoners, when we think about the Jefferson
15 County custonmers with respect that their sewer
16 bills, with respect to their honme val ues, 83
17 percent are currently paying nore than the

18 nati onal average.

19 So, renenber the national

20 average was .17 percent. And Jefferson County
21 was .33 percent as a percentage of hone val ues.
22 So, going back to ny original slides, the first

23 part of ny presentation where | have the ten
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1 decil es, 83 percent were already above that .17
2 percent |evel.

3 So, inthe -- in the second

4 part, one of the points | was trying to nmake to
5 you are that, first, the average sewer bill as a
6 percent to nedi an househol d i ncone nati onw de,

7 wth the caveat that based on the 50 netros that
8 | studied, which are the -- the |argest netros

9 in each of the 50 states, the average sewer bil
10 nati onwi de's 28.7 percent, as conpared to 1

11 percent in Jefferson County. Taken a different

12 way, conparing the sewer bill to hone val ue,
13 t hi nki ng of honme value as -- as a proxy for
14 weal th, nationwide it's .17 percent. In

15 Jefferson County, it's .33 percent.

16 And then finally, 76 percent of
17 those 49 other netro areas have sewer rates that
18 are | ower than Jefferson County, neaning only 24

19 percent has sewer rates that are higher. Thank

20 you.

21 JUDGE CARRCLL: Dr. Rauterkus, thank

22 you for that very interesting presentation. |t

23 was not stuffy. | prom se you that.
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1 As we indicated, we're now

2 going to take a ten-m nute break. Before we do
3 that, though, there's one person we haven't

4 i ntroduced, and that's Janet Arledge, the court
5 reporter. Just like a court proceeding, she is
6 taki ng down everything that is being said.

7 And -- and again, this website
8 will be up and running. The slides that Dr.

9 Raut er kus used will be on the website, as wll
10 be a transcript of her remarks here this
11 af t er noon.

12 Ten-m nute break. You wll

13 only be allowed to participate in the public

14 hearing in terns of speaking if you have signed
15 up in advance. If you have not signed up in

16 advance, but want to do so now, the sign-up

17 sheets will remain outside the auditoriumunti
18 we reconvene. And we will reconvene it at 5:55,
19 ten mnutes fromnow Thank you.
20 (Pause in proceedings.)
21 JUDGE CARROLL: It's good for you to
22 conme back. This is really an inportant process

23 that we're engaged in. Nowis the opportunity
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1 for public coment. The way that process wll
2 work is | have a list of your nanes. | wll

3 call you in the order in which you signed up.

4 W will designate this m crophone m crophone

5 nunber one, and that m crophone nunber --

6 m cr ophone nunber two.

7 So, I'lIl be calling, to begin
8 with, two people up; and have the first person
9 on the list make their coment. Then | wl]l
10 call the third person to conme to the m crophone
11 that they vacated, and then let the second
12 per son speak.
13 The reason we're doing it this
14 way is so it will flow, that everybody will have
15 the opportunity to be heard, and so that
16 everybody who signed up can get their say.
17 You see the world's | argest
18 cl ock up on the screen. That wll tell you --
19 it wll start running when you speak, and
20 hopefully you will conclude your remarks before
21 it reaches three mnutes. |If it reaches three
22 m nutes and you haven't concl uded your remnarks,

23 | will probably have to intervene and ask you to

Freedom Court Reporting, Inc 877-373-3660

R-000112
Case 11-05736-TBB9 Doc 2213-7 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc

C.344 Part7 Page 88 of 103



Public Hearing-public hearing re: sewer rates 66

1 concl ude your remarks.

2 The reason we're doing it this
3 way -- really, two reasons. One, three mnutes
4 is a longer time than you mght think. But it

5 really is inportant that everybody that wants to

6 speak at one of these proceedings has the

7 opportunity to speak. If we |let people go
8 | onger than three mnutes, that just won't worKk.
9 And second of all, the reason

10 we're going to really hold you to the three

11 mnutes is if we don't, some people wll say,

12 how conme they got five mnutes and | only got

13 three. It -- it injects sonme unfairness into
14 the process that we really don't want in the

15 process.

16 Again, this is the opportunity
17 for you to talk to the Conm ssioners about your
18 views on the sewer rate increase. They have not
19 made a deci sion, won't nake a decision, won't

20 deliberate it at this proceeding. They won't do
21 anything until after all of these public

22 heari ngs have concl uded, and they've had the

23 opportunity to hear from you.
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1 One of the nost inportant

2 t hi ngs, though, is when you begin to speak, that

3 you state your nane. As | indicated, this is

4 much |ike a court hearing. W want to know

5 who' s sayi ng what, because the court reporter is

6 taking it down. And it's not good to have

7 "unknown" in front of the person neking the

8 remar ks.

9 So, M. Wal ker, Robert Wal ker,
10 you're the first person who has signed up. Are
11 you here? M. Walker, if you'd conme down to
12 m cr ophone nunber one on this side (indicating).
13 And Ms. Diane Sales. M. Sales, are you here?
14 MR. UNKNOWN SPEAKER: No, she had to go
15 to work.

16 JUDGE CARROLL: M. Pilgrim M. Janes
17 Pilgrim are you here? M. Pilgrim that's

18 m cr ophone nunber two. You'll be the -- the

19 second speaker. M. Walker and M. Pilgrim if
20 you' d conme up to that m crophone. M. Wal ker,

21 thank you again for comng; and the floor's

22 yours.
23 MR. WALKER Ckay. Thank you. Good
Freedom Court Reporting, Inc 877-373-3660

R-000114
Case 11-05736-TBB9 Doc 2213-7 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc

C.344 Part7 Page 90 of 103



Public Hearing-public hearing re: sewer rates 68

1 evening, and it's a pleasure being here. M

2 name is Robert Walker. |I'ma -- I'ma

3 representative of the Eastl ake community, and

4 I'd -- 1'd like to speak, well, about the sewer
5 rate, that | think it would be a very, very bad
6 idea to increase the sewer rates at this

7 particular tinme. A lot of you may know, may not
8 know, that in the Eastlake comunity, we've been
9 experiencing problenms with -- with disconnection
10 of -- of water services. And -- and | don't
11 have any graphics or maps or anything to tell

12 you about, because, well, what | deal with is

13 not a census data, but an actual account, and

14 talk to my nei ghbors, because all those dots are
15 peopl e.

16 But what |'ve cone to find is
17 that people say that they're able to pay their
18 water bill, but they can't pay the high sewer

19 rates. But that's -- that's for soneone else to
20 di scuss. Wiat |'d like for you to know is
21 that -- that -- that if you raise our sewer
22 rates, the problemthat we're going to have in

23 our nei ghborhood is -- is that our nei ghborhood
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1 is filled wwth daycare centers, nursing hones,
2 and -- and the like. |If you raise the water

3 bill, the sewer rates, then a | ot of our

4 busi nesses will fail, such as daycare centers,
5 car washes, and -- and different things |ike
6 that.

7 Wen -- when -- when you

8 tal king about raising the rates, that you wl|l
9 have to have a increase at hone; and if these
10 young coupl es who have kids, take their kids to
11 daycare centers, they're going to have to pass

12 t hat same increase over to the same people who

13 just paid the increase once before. So -- so
14 it'"'s like a tax on top of tax on top of tax.

15 VWhat -- what we need nowis to find another way
16 to -- to -- to finance whatever y'all need to

17  finance.

18 And -- and one thing, that |I'm
19 | ooki ng at these people, or the lack thereof, is
20 that | know there are a | ot nore people

21 concerned about -- about sewer rates and such.
22 And -- and they're not here. And what we've got

23 here is -- is a vote that they don't have any
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1 confidence in you to do what's right for them

2 Because they do care. And -- and | wish y'all

3 woul d | ook at this and say, well, we've got to
4 do better by the people.

5 But -- but right now, if you

6 are raising sewer rates, what woul d happen there
7 is that we will have a | ot of enpty store

8 fronts. Daycare centers are going to go out of
9 busi ness. Car wash going to go out of business.
10 A lot of that -- and this applies to a |ot of

11  jobs here.

12 So, if you would, just take

13 this in consideration when -- when you consi der
14 rai sing our sewer rates. Thank you.

15 JUDGE CARROLL: Thank you, M. Wl ker.

16 M . Pal unbo, are you here?

17 MR. PALUMBO |'mright here.
18 JUDGE CARROLL: If you would occupy
19 this mcrophone, and you'll be after M.

20 Pilgrim Let ne nmake one other point. We wl]l
21 end these hearings right on tine. Tonight's is
22 scheduled to end at 7:30, which neans we have

23 anot her, roughly, hour-and-a-half.
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1 If for sone reason you are on

2 the list and we didn't get to you at this

3 heari ng, we would nove you up to be first at the
4 next hearing. | don't anticipate us having a

5 probl em finishing the comments before 7:30. But
6 | just wanted to alert you to that part of the

7 process, as well.

8 M. Pilgrim the floor is
9 yours.
10 MR PILGRIM Thank you for taking the

11 tinme to serve with us and also for hearing us.
12 You inherited a mess. And unfortunately, you
13 have the job of correcting this thing; and I

14 hope you w l|.

15 As to ny understandi ng, the

16 Federal Governnment mandated that all this be

17 done. And as a result of that, | feel |ike that
18 they ought to bear a part of the responsibility
19 for doing this. And they seemto be able to

20 find mllions of dollars to send to people

21 around the world, but many tines don't have the
22 nmoney to take care of our own.

23 | also preach for the West
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1 Concord Church of Christ. One of the things I

2 teach is fromPaul who said that we're to take

3 care of everybody, but especially our owmn. And
4 so let's go after the Federal Governnent who

5 mandated this, to take part of this.

6 ' m here because ny sewer rates
7 have dramatically increased. | own the Five

8 Poi nts West Mobi |l e Home Park. In 1999 when |

9 bought that park, ny water and sewer bill ran 5
10 to $600 a nonth. | am now paying 6 and $7, 000
11 per nmonth. |If you raise this, ny rates are
12 going up to 8, 9, $10,000. And I'Il have to

13 pass part of that on to ny tenants, and many of
14 them are | ow payi ng custoners.

15 I'"d like to suggest that we

16 al so ask the Governor and the Legislators to do
17 a one-tine tax, or whatever you may call it, on
18 the people of this state. Let's be neighbors in
19 the State of Al abama, from Mobile to Huntsville,
20 and everywhere in between. Let's help one

21 another. Wy couldn't they give us noney from
22 di fferent people, everybody do their part, to

23 hel p us out of this ness? And then when they
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1 have a time to cone, then we can do the sane

2 thing for them

3 I would also |like to encourage
4 a lot of us to think about what we can do. [I'l]
5 i ssue a challenge here to everybody in the State
6 of Alabama. [|I'mnot a rich person by any neans,
7 but I wll give a thousand dollars to everyone

8 who will match this in the State of Al abama to

9 help relieve this state. And |'msure there are
10 some who could give nuch nore than a thousand

11 dollars to do it. | love sports, recreation,

12 and things of that nature. But this is a

13 serious business here that we need to take care
14 of, nore than things of that nature.

15 I would also |ike to encourage
16 the attorneys to reduce their rates, or maybe

17 just do a donation to the State of Al abama, and
18 then wite it off on their incone taxes.

19 There's alot 1'd like to say, but | thank you
20 for taking the tinme to hear this.

21 JUDGE CARRCLL: Thank you, M. Pilgrim
22 M. Rley WIlliams, are you here? M. WIIians,

23 if you will go behind that m crophone. M.
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1 Pal unbo, the floor's yours.

2 MR. PALUMBO  How you doing? | am

3 Leonard Pal unbo, Junior. Let nme bring you in on
4 a airplane, flying into Bi rm ngham Al abansa.

5 Jefferson County, of course. First thing we'll
6 see is a Coca-Cola conpany. So you say, well,
7 you know, this is a pretty nice town, we | ook
8 for the nearest attraction. You say, let's go
9 eat at B-J's on the Runway. That's right next
10 to the Coca-Cola conpany. So, you get on the
11 freeway, hop off, get right past Coca-Col a

12 conpany. You see the airplanes flying in, you
13 see the technol ogy, that we are an advanced

14 soci ety.

15 Then you get to Birm ngham

16 Street and Eastl ake Boul evard, Industri al

17 Par kway. Birm ngham Street, is that where we're
18 at? You see two broke-down stormdrains. Are
19 we getting all the water in? No, we're not.
20 Most of the stormdrains are broke down in
21 Bi rm ngham and that's just the first picture.
22 You go to the nearest

23 attraction, you fly in, there's two broke-down
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1 stormdrains. Wat happens when -- when we have
2 a big flood? You -- you ride down First Avenue

3 North, and it's flooded. The stormdrain's

4  fl ooded.

5 What causes this over-inpact of
6 the overflow of sewer. The sanitary sewer, we

7 get this overflow just a fewtines a year now.

8 Well, when we have a big stormagain, that's
9 true.
10 W don't need | ess jobs, but we

11 need nore jobs. W need sonebody nonitoring

12 each and every stormdrain and each and every

13 sewer, sanitary sewer, and stormsewer with a

14 canera annually, forever. W need mai ntenance.
15 W don't need a | ower standard of sanitary sewer
16 and stormsewer. W need to nonitor what we

17 have, evaluate its needs, and repair it.

18 W need to repair it with a

19 percentage of the gross inconme. Not just say,
20 well, this guy's worth 500,000; this guy's worth

21 200, 000; this guy's worth 20,000. Everybody

22 should be on a level. W have different |evels
23 of enploynent. They're saying, well, you're at
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1 this base level; you're at this base |evel

2 Wel |, that base level is a percentage of the

3 revenue that's comng in.

4 Not to say, oh, we're just

5 going to keep the CEOs and let all the folks

6 that are out there working, be laid off. W

7 need workers. The stormdrains are broke down.
8 W need nodern drains. W need -- we need

9 caneras in these mnes (sic) every year. W
10 need to know where our status is and what needs
11 to be done, and we need to get it done. Well,
12 appreciate you listening to ne. Thank you.
13 JUDGE CARROLL: M. Pal unbo, thank you
14 very much. M. Peggy Gargis, are you here?
15 This wll be your mcrophone. M. WIlians, the
16 floor is yours.
17 MR. WLLIAMS: Good evening, and thank
18 you for this opportunity. | want to start out
19 by sayi ng, our past connects our future. And
20 | ooki ng back over to the issue of the sewer
21 system which was forned in 1901, shortly
22 thereafter, there was a Ms. King who was not

23 connected to the sewer system who went to court.
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1 And | just want to share wth
2 you just a brief statenent fromthat court case
3 stated by the Court. It says: "Thus, the

4 sanitary systemis a health systemin which all
5 the people of the County are nore or |ess

6 I nterested".

7 And so | wanted to speak to

8 you. And as you nmake your deci sion about sewer
9 rate increase, just to say that this is a public
10 heal th concern, including the rate increase and
11 the inpact that that increase will have. As --
12 as was shown earlier, the value of hones will go
13 down in currently econom cal | y-depressed areas.
14 | think that is critical for economc
15 devel opnent.
16 How are we going to attract --
17 I ncreased val ue of hones, as particularly where
18 we are depressed? How are we going to attract
19 peopl e to purchase those hones if they have got
20 a -- a large sewer debt.
21 Al so, when you start peopl e,
22 peopl e have to pay nore to get sewer, as was

23 stated earlier in Eastlake. There is -- they
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1 need hel p. People cannot afford it. Wen you
2 get to the poor and inpoverished communities in
3 Jefferson County, the sewer rate increases wll
4 have a definitive inpact.

5 So, as you prepare to nake your
6 decision and you listen to us fromthe

7 community, | want to encourage you to consider

8 the public health inpact. And that takes into
9 consi deration every aspect. Thank you.
10 JUDGE CARROLL: Thank you, M.

11 Wllianms. M. Harvey Henley, Junior, are you

12 her e?
13 MR. HENLEY: Yeah.
14 JUDGE CARROLL: That will be your

15 m cr ophone.

16 JUDGE CARROLL: Ms. Gargis, the floor
17 IS yours.
18 M5. GAR@ S: Thank you. | don't envy

19 the Commi ssioners or the Environnental Services
20 Departnent, what lies forward for you. |

21 woul dn't want your jobs, with all due respect.

22 But when | began -- or when | first learned in

23 1999 of the County's plans for a gi nornous sewer
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1 pi pe, dubbed "the super sewer", | began with the
2 hel p of sone other folks in the interior, I'ma
3 suburbanite on a septic tank, but | tried ny

4 best to inform people, |et them know what was in
5 the works, because it was undertaken in secret,
6 which is why | so nuch appreciate M. Denard's

7 forthrightness in acknow edging that. Prior to
8 this Comm ssion and this adm nistration, there

9 had been massive corruption.

10 | have read sonething tonight,
11 however, that | had read and heard repeated over
12 the years. And | would just like to nmake this
13 one for you, which is that the federal Consent
14 Decree was not the cause of all of the sewer

15 rate i1 ncreases.

16 Goi ng back for years, the
17 corruption started in the -- we hear in the
18 "80s. | have also over the years done sone of
19 the investigation of ny owmn. |'ve talked with

20 t he Environmental Services Protection, and asked
21 t hem several tines over the course of about a
22 year-and-a-half to inbound for ne whether the

23 Consent Decree did enconpass expansion of the
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1 sewer service.

2 And | was finally given a

3 voi cenail by a Ms. Davina Marraccini, who at the
4 time was their spokeswoman, who told nme that the
5 expansi on of the sewer systeminto unsewered

6 areas is not in the scope of the Consent Decree.
7 The County undertook nassive

8 sewer expansi on, even sewer projects in Shel by

9 County. So, that's the only point | want to
10 make for clarification, that a part of that

11 expense was al so because of expansion. Thank

12 you.

13 JUDGE CARROLL: Thank you, Ms. Gargis.
14 Ms. Sandra Bracknell, are you here? That w |
15 be your m crophone, Ms. Bracknell. M. Henl ey,

16 the floor is yours.

17 MR. HENLEY: M nane is Harley Henl ey,
18 Junior. | live at 2460 Tenpus Drive in the

19 western section of Birmngham | would just

20 like to say that, to the Comm ssion, you

21 inherited a ness. And | think that you are
22 doing the best that you can to straighten it

23 out. And | think that we need sone noney. |
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1 nmean, | think you' re doing this because you're
2 headed to court. And that the testinony of
3 expert witnesses is very inportant. So |I'mglad

4 you brought them before us tonight.

5 The inpact that a sewer rate
6 I ncrease woul d have on the pride of our
7 communities, | believe the expert wtness that

8 we had here tonight could help us in that

9 direction. So, | want to say that | don't have
10 any -- | don't have anything to say bad about
11  this Conm ssion, because you inherited this

12 Mess.

13 And | hope that we -- we done
14 m ssed a | ot of opportunities for the whole

15 State to help us do the things that need to be
16 done. But we m ssed those opportunities, so

17 this is where we are. So | hope that what we do
18 i n these hearings, that people understand where
19 we are, and that you would be able to do your
20 job, and then get this County back where it

21 shoul d be.

22 And this brother that nade this
23 statenent about a thousand dollars, now, | can't
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1 give you a thousand dollars. But I'll give a
2 hundred dol | ars here toni ght, because that's --
3 that's a conpassion -- conpassionate, and it's a

4 real nobl e idea.

5 The State of Al abama have
6 noney. W -- we could borrowit. They should
7 | oan us sone noney to straighten this out.

8 W& -- we would pay them back. So |I'm saying

9 that, hey, we got to get together and straighten
10 this ness out, because you inherited it. And I
11 bel i eve once we get it strai ghtened out, |

12 believe we'll be headed in the right direction.
13 Thank you very nuch.

14 JUDGE CARROLL: Thank you, M. Henl ey.

15 M. WIIliam Muhanmad. Yes, sir, that wll be

16 your m crophone. M. Bracknell, the floor is
17 yours.

18 M5. BRACKNELL: My nane is Sandra

19 Bracknel | from Hueytown. First of all, | want
20 to say, if youlive in -- in a comunity -- |I'm
21 sorry, I'mnervous. But the first thing you

22 notice, you know who is on Jefferson County

23 Sewer System because if there's a drought, we
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1 have the dead grass. W don't have the
2 vegetation or the flowers and beautiful |awns,
3 because our sewer bill is so high. If we were

4 to have the grass and the | awns and everyt hing,

5 we couldn't pay our sewer bill. Qur water bill
6 Is not the problem |It's our sewer bill.
7 But second of all, you don't

8 see us at the markets buying fresh vegetabl es,

9 because we have to wash them That runs our

10 sewer bill up. That's a health and safety

11 i ssue, because now everything that we purchase
12 IS processed.

13 When the original | oan was nmade

14  for our debt, our sewer debt, the debtors knew
15 that we didn't have the custoner base to support
16 t he anount of noney that they were | ending us.
17 So therefore, they're partly responsible for --
18 for the mess we're in, because they lent us nore
19 noney than they knew we coul d pay back, that the
20 custoner base didn't support it. So therefore,
21 they should be partly responsible, or nmaybe

22 wholly responsible, for that debt, as in our

23 bankr upt cy.
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1 So | think those things need to
2 be consi dered before you raise the rate on us.

3 Thank you.

4 JUDGE CARRCLL: Thank you, Ms.
5 Bracknel | . Frank Matthews. M. Matthews, if
6 you're here, this will be your mcrophone. M.

7 Muhammad, the floor is yours.

8 MR. MUHAMVAD: My nane is WIIliam

9 Muhammad. And Judge Carroll, I1'd like to read a
10 statenent for the record. Judge Carroll, |

11 charge this Comm ssion with being guilty of

12 perpetrating a fraud. Information that had been
13 presented to this Conm ssion that the 1997 Trust
14 Agreenent stated that variable rates securities
15 coul d not exceed 50 percent of all outstanding
16 securities held by the County sewer.

17 | nformati on has been presented to this

18 Comm ssion that stated that the SWAPS refundi ng
19 was for the sole purpose of produci ng hundreds
20 of mllions of dollars in |legal fees. This kind
21 of Conmmi ssion has entered into collusion with

22 t hese robbers indeed, by refusing to seek

23 redress of these violations of the Trust
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1 Agreenent and the Al abama Constitution.

2 | nstead, this County Comm ssion is seeking to

3 perpetrate a coverup of these crines by raising
4 rates on the two poorest districts in the

5 County, District One and District Two, and to
6 excl ude any expense to the rich suburban

7 di stricts.

8 In closing, | read what this
9 County Comm ssion wanted to investigate the

10 spending of $25,000 by Cooper G een Hospital,
11  yet refuses to go after over 300 mllion dollars

12 stolen fromthe County by investnent bankers and

13 | awers, none of which live in District One or
14  Two.

15 I'd like to say that in

16 college, | flunked math. But even | know t hat

17 200,000 customrers tinmes $37 average is about 88
18 mllion dollars. | know enough that you can't

19 run this fraud on ne. Thank you.

20 JUDGE CARRCLL: Thank you, M.

21 Muhammad. M. Casey, WA. Casey, this wll be

22  your mcrophone. M. Mitthews, the floor is

23 yours.
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1 MR. MATTHEWS: Thank you so nuch.

2 Rem nded ne when | first got here, it was |like a
3 norgue or a funeral honme, because the place was
4 so enpty. For such a col ossal issue as raising
5 our rates, seens to ne nore than a hundred

6 people with all the staff and all these

7 | ogi stical legalists and the nedia, it would be
8 close to just a hundred people. That's so, so

9 sad. And then all the denographics and all the
10 of that we put up on the board, to ne it was
11 | i ke speaking in tongues. And the bigger

12 interpretation | got out of this, maybe | need
13 to join George Washi ngton and cross the Del aware
14 and go to Newark, Delaware so | can pay naybe

15 $6.24 for nmy sewage. | sure don't want to go to
16 West Virginia, because, boy, it's high. A nonth
17 there, nearly $80.

18 But in all this, | really want
19 to ask the good question; how nuch noney are we
20 really spending for these neetings. | hope the
21 good doctor, Professor of Law Carroll, you are
22 doi ng this magnani nous. And hope the young

23 | ady, with all her statistics, | hope she's
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1 doing it free.

2 JUDGE CARROLL: Let ne assure you,

3 we're doing it free.

4 MR. MATTHEWS: Thank you. | woul d

5 hope, because |'m hoping that we don't do too
6 many nore. What | really hope is this, is that
7 you sinply mail out sone forns to all the

8 citizens that are on this -- on the Jefferson
9 County Sewer System and tell themthat you're
10 going to do everything possible to lower their
11 rates, period.

12 You know, it's so sad that as |
13 | ook around the room besides the el ected

14 officials up there, there's only one, a Senator,
15 nmy Senator, Senator Cole, that's here. And

16 that's so sad that every representative, state,
17 -- anybody that elected -- a dog catcher,

18 anything; If you ain't here, you need to be in
19 West Virginia or Virginia for two days or
20 sonet hi ng, because you really don't care about
21  the people here.
22 But let nme say this, nmy good

23 friend said that all the Conmm ssioners was
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1 perpetrating a fraud. Well, | beg to differ

2 with him because Comm ssioner Sandra Little, ny
3 Comm ssioner; M. George Foreman, | definitely

4 know they ain't perpetrating a fraud.

5 There's sone serious things

6 that's going on. There's sone serious issue

7 that's going to have to be address today. So

8 stop the foolishness. | hope we have no nore of
9 these neetings. Settle yourself down. Send the
10 people sone letters and tell them we're going
11 to do everything we can to keep the rates | ow.
12 That's all we can do.

13 Al this other nmunbo-junbo

14 you' re doing tonight, | don't understand nothing
15 y'all put up here, other than, like | said, |

16 need to go to Del aware and stay away from West
17 Virginia. Thank you.

18 JUDGE CARROLL: Thank you, thank you,
19 M. Matthews. M. Helen Rivas, are you here?
20 M5. RIVAS: Yes.

21 JUDGE CARROLL: This will be your

22 m cr ophone. M. Casey, the floor is yours.

23 MR, CASEY: |I'mWA. Casey. |'mglad
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1 to be here. | want to thank the Comm ssion for
2 having ne. | really appreciate it that |'m

3 getting to assist in this opportunity. But

4 business is bad in real estate. |It's real bad.
5 W are losing residents every day in Birm ngham
6 Qur business is so bad that |'ve been in real

7 estate as a full-time broker for 30 years. And
8 | had to nerge ny conpany with Barnes &

9 Associates just to survive. And we're |osing
10 honmeowners every day. That's a shane.
11 People wants to |ive outside of Birm ngham
12 because of the school system and the sewer
13 rates. And on the statistics you were saying,
14 76 percent of 49 percent of the |awers,
15 citizens have |ower rates than Birm ngham
16 We're still | osing honmes because of that.
17 But one thing | think you ought
18 to have another serious |ook at, Al abama has the
19 | owest and the [ower taxes in the United States.
20  And whenever you all decide on, when all the
21 dust clears, and decide that illegal nonies
22 taken out and noni es com ng, whatever we got to

23 pay. | hope we ask our representatives down in
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1 Mont gonery to give us the right to inpose an ad
2 valoremtax on the citizens. Because ad val orem
3 tax, it pays -- it's only if you have a fair

4 share of all -- all this debt, you're not going
5 to have a fair share to put in the | and.

6 We are not -- consumer taxes

7 are killing Birm ngham don't go to Birm ngham
8 because high -- high consuner taxes. You tax

9 the people, it's less incone to do things we
10 want to do.
11 Li ke Aiver said, it's not
12 rocket science. Wen you have higher -- the
13 price to live in the city than the cities
14 outside of Birmngham |It's cheaper to |ive
15 out side of Birm ngham and drive to Birm ngham
16 and do business, to live. | think you ought to

17 take a serious | ook at that.

18 | don't know why we have not a
19 |l ot of talk about ad valoremtax. There are a
20 |l ot of large |and owners in Birm ngham don't

21 have it as good, but it's good; and it's good
22 for the land and it's good for the City, so

23 that's ny take. | appreciate y'all com ng out
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1 tolisten to us. | wish nore citizens were
2 involved. But a lot of tines, the silent

3 maj ority have great, great concerns. It's no
4 | onger going to annoy us because it's a | arge

5 majority of where we are now. So thank you. |
6 appreci ate you, and keep on doing a good job.

7 JUDGE CARROLL: M. Casey, thank you
8 wvery much. M. Bill Thomaston, are you here?
9 M. Thomaston, that's your mc. M. R vas, the
10 floor is yours.

11 M5. RIVAS: Good evening. |'m Helen
12 Rivas and a resident of District Two. And |

13 want to thank the Comm ssioners for taking --
14 for caring about this issue. | know you didn't

15 buy this baby, but you're having to deal wth

16 it.
17 First, I like what a | ot of
18 ot her people have said. As the rate -- the rate

19 payors and septic tank owners did not have a say
20 in the reversion of the funds away fromthe

21 court-mandated repair of the sewer. But | guess
22 because we voted for the people who did do that,

23 we had to shoul der sone of the responsibility.
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1 Second, the financial slight of
2 hand that was commtted, we definitely did not

3 have a part in that. And | think that those who
4 understood very well what was going on,

5 including the creditors, need to take

6 responsibility for that. W should not have to
7 pay for that at all.

8 So pl ease stand fast in defense
9 of the citizens of this County. Thank you.

10 JUDGE CARROLL: Thank you, Ms. Rivas.
11 The next speaker to call out, | cannot read your
12 | ast nane. And | apologize. M. Anthony | --
13 MR. RI CHARDS: Richards.

14 JUDGE CARROLL: Richards. Thank you.
15 This is your mcrophone, M. Richards. M.

16 Thomaston, the floor is yours.

17 MR. THOVASTON. Thank you. |'mBill
18 Thomaston. |'ma retired utility enpl oyee,

19 heavily involved in the system and our cost

20 anal ysi s, and have been volunteering with the

21 Greater Birm ngham M nistry since ny retirenent.
22 That is approximately three years ago. And have

23 been very concerned about the inpact of the
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1 sewer rates on the Gty residents.

2 It's absol utely unconscionabl e
3 they would be faced with these high rates that

4 are so burdensone to them in light of the fact,
5 as The Bi rm ngham News has reported, that our

6 natural gas rates are sone of the highest in the
7 nati on. And when you |l ook at Huntsville

8 Utilities conpared to charging others throughout
9 the area, our electricity rates are very high,
10 as well. And this puts an incredi ble economc
11 burden on every aspect of life here in the Cty
12 of Birm nghamor in the area. One of the
13 i npacts | noticed repeatedly, that the
14 Bi r m ngham busi ness m nds seens to be -- are
15 only preoccupied with the economc growmh in the
16 area. One of the speakers nentioned earlier
17 about the inpact in the real estate market. And
18 there have been several recent studies; AARP, by
19 a New Engl and housing research group, and by
20 Arise Citizens' Policy Project that shows that
21 as nmuch as 48 percent of Al abana renters even
22 | ack a sufficient inconme to afford a nodest

23 t wo- bedroom apartnent. Uility costs are a
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1 critical conponent of that. And what happens is
2 when you drive up di sposable inconme from your

3 citizens, what happens is, it inpacts other

4 areas of econoni c devel opnment. There's been a

5 | ot in the paper about the closings in the

6 Roebuck area. And when you don't have

7 di scretionary di sposable incone, it inpacts

8 every aspect of both the Gty and the County

9 alike. You can imagine the turnoil in hones

10 when they face, especially with children, their
11 utilities being cut off, the water being cut
12 off, gas and electricity. And it all feeds into
13 the sane issue here. And we have very high
14 rates all across the board here in Al abama. And
15 Al abama is a relatively poor state. And we
16 have -- GDM has been down at the Public Service
17 Comm ssion trying to appeal for nore relief for
18 the low incone custoners. And it fits into that
19 overal | perspective. |It's alnost unconscionabl e
20 that sewer rates could go up even nore. |If they
21 go up any additionally, there should be sone
22 relief mechanismfor them |In fact, the County

23 Comm ssion should work with PSE to try to get
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1 relief across the board for other utility costs,
2 because they all pyramd on top or stack on top.
3 JUDGE CARROLL: M. Thomaston, |'Ill ask
4 you to concl ude.

5 MR. THOVASTON: What needs to be done
6 iIs we need to work actively together to try to
7 get utility costs across the board | owered for

8 the citizens. It has a devastating inpact on

9 the people of the area, on the econony of the
10 area. Thank you.
11 JUDGE CARRCLL: Thank you. M.

12 Ri char dson.

13 MR. RICHARDSON: M nane is Daphne

14 Ri chardson, and I'ma long-tine rate payor of

15 Birmingham | appreciate the present Conm ssion
16 comng in and having these types of foruns. |
17 think that a fraud has been perpetrated on the
18 Cty of Birm ngham and Jefferson County by the
19 bankers, by the Governnent. And | think that
20 they should have assuned the costs. | had
21 nothing to do with the fraud. Wy do | have to
22 pay for it? | don't think that's right.

23 Now, the denobgraphics that was
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1 shown by the Professor earlier, |'ma Ensley

2 resident. None of that pertains to ne. Now,

3 the only nunber that I'minterested in is the

4 one that | see on ny water and sewer bill. |

5 want to know why -- | guess there's sone type of
6 fornmula that you use.

7 Li ke, for instance, if a person
8 has a $25 water bill, why is the sewer bill over
9 a hundred doll ars, and give sonebody el se the
10 sewer bill that's less. There doesn't seemto
11 be any type of fornula involved at all.
12 What is going to happen, and
13 what is al ready happening is, if you raise sewer
14 bills on the public, they cannot already afford
15 it, they'll wind up |leaving the County. That's
16 al ready a problem You are going to increase
17 the problem
18 And then you are going to cone
19 back and nmake the people that's still in the
20 County pay nore because people have left the
21 County. And then nore people are going to | eave
22 the County. So what you're going to have is a

23 revol ving door that's not going to lead to
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1 anywher e.

2 It seens to ne that |egislature
3 don't want to do anything for Jefferson County.
4 If that's the point, why do you even have a

5 Jefferson County? Wiy not just dissolve

6 Jefferson County? Call the ice cream a cake,

7 but don't call it Jefferson County. Cause if

8 you have no County, you have no debt. Thank you
9 very mnuch.
10 JUDGE CARROLL: Thank you, M.

11 Ri chardson. That's the end of the public

12 comrents of the people that signed up. | want
13 everyone to join ne in thanking the peopl e that
14 made conments. As a rem nder, everything that
15 went on today, the PowerPoint slides of the

16 expert w tnesses, their remarks, the remarks of
17 the public comentary will be on

18 www. | ef f cosewer heari ngs. org before the end of

19 the week. Thank you all for com ng. Have a

20 good eveni ng.

21 (END OF PROCEEDI NGS.)
22
23
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BEFORE THE JEFFERSON COUNTY COMMISSION

State of Alabama )
County of Jefferson ;
I, David Denard, do solemnly swear (or affirm) that:

1. I have read the foregoing transcript of my testimony of June 12, 2012 before the

Jefferson County Commission,;
2. It is a true and correct transcription of my testimony;
3. My testimony is based on my personal knowledge, training, education and

experience; and

4. My testimony is the truth, the whole truth, and nothing but the truth.

t/@)fp o ﬂ

Sworn to and subscribed before me, th untjersigned
notary plilg}(lc in and for the State of 4 me s

this 7% day of Septeaz-bcr 2012,
(_)ﬂ opey

\4@;@/@ Do Lmmn 2

Notary Public

ESeal]

Prmted Name @néto@ /Vl xfammo/)%

"--.fj'_My COI’]‘HT\ISSIOH Expires

NOTARY PUBLIC STATE OF ALABAMA AT LARGE

4
COMMISSION EXPIRES: Nov 20, 201
E?: inen THRU NOTARY PUBLIC UNDERWHITEFIS

R-0001
Case 11-05736-TBB9 Doc 2213-8 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc
C.344 Part8 Page 43 of 43



BEFORE THE JEFFERSON COUNTY COMMISS1ION

State of Alabama )
County of Jefferson %
I, Stephanie Rauterkus, do solemnly swear (or affirm) that:

1. I have read the foregoing transcript of my testimony of June 12, 2012 before the

Jefferson County Commission;
2. It is a true and correct transcription of my testimony;
3. My testimony is based on my personal knowledge, training, education and

experience; and

4, My testimony is the truth, the whole truth, and nothing but the truth.

Sworn to and subscribed betore me, the undersigned
notary pug}ic in and for the State of ALARAMA
this | 3-" day of September, 2012.

@wﬂa%%wmf

Notary / Public

[Seal]

. Printed Name: ONeEDA M. /‘M MMGH D
My Commission Expires

NOTARY PUBLIC STATE OF ALABAMA AT AT LARGI
MY COMMISSION EXPIRES: Nov 20, 2014 -
B0MDFD THARU NOTARY PUBLIC UNDERWRITERS
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE NORTHERN DISTRICT OF ALABAMA
SOUTHERN DIVISION

In re:

JEFFERSON COUNTY, ALABAMA, Case No. 11-05736-TBB
a political subdivision of the State of

Alabama, Chapter 9

N N N N N N N

Debtor.

FIRST PERIODIC STATUS REPORT
CONCERNING THE SEWER RATEMAKING PROCESS

Pursuant to the Interim Order on Motion to Lift or Condition the Automatic Stay Filed by
Financial Guaranty Insurance Company [Docket No. 967] entered May 7, 2012 (the “Interim
Order™), Jefferson County, Alabama (the “County”), the debtor in the above-captioned chapter 9
case, respectfully submits this First Periodic Status Report Concerning the Sewer Ratemaking
Process (the “Status Report™).

1. The First Public Hearing

On June 12, 2012, at the Birmingham-Jefferson Civic Center, the Jefferson County
Commission (the “Commission”) held the first of several scheduled public hearings regarding
sewer rates. The County published official notice of the hearing in several editions of the
Birmingham News and by docket notice in this case, see Notice of Sewer Rate Hearings [Docket
No. 1046], and the local press provided significant news coverage in the week prior to the
hearing. In his opening remarks at the hearing, Commissioner David Carrington explained the
context in which the Commission is acting:*

Under Amendment 73 to the Alabama Constitution, the Jefferson

County Commission[] [is] responsible for managing, operating,
controlling, and administering the Jefferson County Sewer System.

! Tr. 3:7-4:21.

1/2347153.1
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The present members of the Commission have not previously had
the ability to carry out this constitutional function because before
we took office, a State Court Judge had transferred full power over
the sewer system, including rate setting, to John Young, as Sewer
System Receiver.

Since none of the current Commissioners have set sewer rates
before, the Commission has scheduled these public hearings to get
input from everyone ... who is affected by the sewer system or
sewer rates.

Commissioner Carrington explained that there will be at least three public hearings at
which invited witnesses will assist the Commission and the public in understanding the
ratemaking process, and at which members of the community and parties in interest in the
bankruptcy case will have the chance to share their input and concerns. Commissioner
Carrington further stated that this process will precede the development and consideration of any
rate proposal, because “these hearings are an opportunity for us to listen to the expert witnesses,
to the community, and to anyone else [with a stake in] our county sewer system before we make
any decisions about what needs to be done.” Id. at 11:4-9. Accordingly, the Commission is
determined to take a fresh, unbiased look at the situation:?

| want to reemphasize that . . . there is no proposal on the table for
the Commission to vote upon with regard to sewer rates. We are
not yet at that stage. For today and the subsequent hearings, we

are gathering the information we need to develop a proposal with
the help of our experts.

Any sewer rate proposal will be available to the public in advance
of a public hearing on the proposal. For now, we are listening and
learning, and we do not intend to prejudge the merits of any
possible future proposal.

2 Id. at 11:10-12:11.

1/2347153.1
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We want to consider all of the relevant data, and we want to hear
from everyone who desires to be heard.

Following these opening remarks, David Denard (Director of the County’s
Environmental Services Department) testified about the operation of the sewer system, the value
of the services it provides, the condition of system infrastructure, and the level of future capital
expenditures that will be required to properly maintain the system and keep the system in
compliance with applicable federal and state law. Next, Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham) testified concerning her ongoing work
quantifying the level of burden on households and businesses in the community and analyzing
how that burden compares with other areas. Finally, the Commission heard from fifteen
members of the public about how sewer rates affect the community and how the Commission
should proceed in its constitutional task.

A complete transcript of the June 12, 2012 sewer rate hearing is attached hereto as
Exhibit A. The transcript and the witnesses’ PowerPoint presentations are also available free of

charge on a website created by the County — www.jeffcosewerhearings.org (the “Website”) — at

which members of the public can submit comments for consideration by the Commission. In
addition to accepting comments via the Website, the Commission invites written submissions at
the County Manager’s office, and anticipates that all such materials (and any other materials,
testimony or comments submitted or presented at future hearings) will be made available on the
Website. Finally, the County will endeavor to make all the Website materials available for
inspection at the County Manager’s office free of charge for those without internet access.
2. Additional Public Hearings

The Commission has scheduled the next public hearing regarding sewer rates for July 24,

2012, in Bessemer. The County will announce the exact time and location of the hearing by

1/2347153.1
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publication and docket notice at least one week prior to the hearing. The Commission has
tentatively scheduled a third public hearing for August 21, 2012, at a time and location to be
announced. At present, the Commission anticipates that these three public hearings will
accommodate all witnesses, presentations and comments, and will provide a sufficient basis upon
which the Commission can then proceed “in the exercise of a fair, enlightened and independent
judgment in the light of all the relevant facts,” Birmingham Elec. Co. v. Ala. Pub. Serv. Comm’n,
47 So. 2d 455, 460 (Ala. 1950), with its constitutional task of making “reasonable and
nondiscriminatory rules and regulations fixing rates and charges” for the sewer system. ALA.
ConsT. amend. 73. If warranted, however, the Commission may schedule additional public
hearings.

In addition to the topics addressed at the first hearing, the Commission invites testimony,
presentations and comments at future hearings about, inter alia: (i) the costs of operating and
maintaining the sewer system in a sound, responsible manner, including appropriate renewal and
rehabilitation of existing infrastructure; (ii) elasticity and the probable outcomes (in terms of
both revenue and public health) of various levels of rate adjustments; (iii) the advisability and
feasibility of adopting the GASB 34 modified approach on a going-forward basis; (iv) the impact
on the revenue stream generated by the system absent appropriate levels of capital expenditures;
(v) the advisability or necessity of a low income assistance program and the funding of such a
program consistent with the requirements of Alabama law governing reasonableness and non-
discriminatory rates; and (vi) creditor concerns. These topics are illustrative rather than
exhaustive and the order in which they are listed above does not in any way equate to the relative

importance of these matters. Put simply, the Commission welcomes information from any

1/2347153.1
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interested persons — including customers, ratepayers, taxpayers, members of the community,
employees and creditors — about any topic pertaining to sewer system rates and charges.

For the second public hearing in particular, the Commission intends to hear from Mr. Eric
Rothstein, a nationally recognized expert with decades of experience in ratemaking and financial
planning for municipal wastewater utilities. The Commission may also hear further testimony
from Mr. Denard and Dr. Rauterkus, and intends to invite testimony from the sewer creditors and
insurers who are plaintiffs in the adversary proceeding styled The Bank of New York Mellon, as
Indenture Trustee, et al. v. Jefferson County, Alabama, Adv. Proc. No. 12-00016-TBB (the
“Adversary Proceeding”), as well as from members of the community (including, for example,
the homeowners who filed the Motion for Leave to File Amicus Brief by Edgewood Boulevard
Homeowners [Docket No. 97 in the Adversary Proceeding]). The Commission is particularly
interested in any expert testimony or data developed by the sewer creditors concerning the
appropriate rate structure, fees and charges, and any other information deemed relevant by the
creditors, as well as testimony by those who have been or worry they may be affected by any
deterioration in system infrastructure (past, present or future).

3. Next Steps

Once the Commission has gathered sufficient data and has provided all interested persons
with an opportunity to be heard, the Commissioners — in consultation with the County’s experts
and sewer professionals — will fully consider the facts, opinions and comments gathered during
the public hearing process. It is for this purpose that a complete record of the public hearings is
being assembled, as that record will form the basis on which the Commission exercises its rate-
setting responsibility. Once a specific proposal has been formulated, the County will make it

available to all interested parties, and the Commission will hold a public hearing to consider the

1/2347153.1
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proposal. Although the timing may change, the County currently anticipates releasing a specific
proposal in September 2012, and holding a final hearing on the proposal in October 2012.
4. Conclusion

Unlike the Receiver, the Commissioners are elected officials with a responsibility to
examine and set rates in a manner befitting a representative democracy. See Marshall Durbin &
Co. v. Jasper Util. Bd., 437 So. 2d 1014, 1019 (Ala. 1983) (“The municipality is not primarily
involved in the utility business as a profit-oriented enterprise. Rather, the municipality carries on
this municipal function in a service oriented context [and] is “subject to [the people’s] control
through the democratic processes.”” (quoting Mitchell v. City of Mobile, 13 So. 2d 664, 667
(1943)), overruled in part on other grounds by Ex parte Waterjet Sys., Inc., 758 So. 2d 505 (Ala.
1999); see also id. at 1023 (discussing required notice and opportunity to be heard as being
satisfied by “public meetings scheduled on a regular basis”).

In the exercise of this public trust, the Commission is committed to ensuring that
whatever result it reaches is supported by “substantial evidence,” id. at 1024, and is not
“*arbitrary or discriminatory,”” id. at 1019 (quoting Benson v. City of Andalusia, 195 So. 443,
445-46 (Ala. 1940)). Thus, Commission will “examin[e] the relevant data and articulat[e] a
satisfactory explanation for its action, including a rational connection between the facts found
and the choice made.” Ala. Dep’t of Human Res. v. Dye, 921 So. 2d 421, 426 (Ala. Civ. App.
2005) (internal quotation marks omitted). The record being developed at the public hearings will
ensure that the Commission does not “entirely fail[] to consider an important aspect of the
problem, offer[] an explanation for its decision that runs counter to the evidence before [it],” or
rely on any impermissible factors. 1d. The County welcomes the participation of all interested

parties — including the sewer creditors — in this important task.

1/2347153.1
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The County will file its next Status Report on or before August 2, 2012, consistent with

the Interim Order.

Respectfully submitted this 18th day of June, 2012.

By:_/s/ Patrick Darby
BRADLEY ARANT BOULT CUMMINGS LLP
Patrick Darby
Joseph B. Mays, Jr.
Dylan Black
J. Thomas Richie
One Federal Place
1819 Fifth Avenue North
Birmingham, Alabama 35203
Telephone: (205) 521-8000
Facsimile: (205) 521-8500
Email: pdarby@babc.com, jmays@babc.com,
dblack@babc.com, trichie@babc.com

-and-

KLEE, TUCHIN, BOGDANOFF & STERN LLP

Kenneth N. Klee (pro hac vice)

Lee R. Bogdanoff (pro hac vice)

David M. Stern (pro hac vice)

Robert J. Pfister (pro hac vice)

1999 Avenue of the Stars, Thirty-Ninth Floor

Los Angeles, California 90067

Telephone: (310) 407-4000

Facsimile: (310) 407-9090

Email: kklee@ktbslaw.com, Ibogdanoff@ktbslaw.com,
dstern@ktbslaw.com, rpfister@ktbslaw.com

Counsel for Jefferson County, Alabama

1/2347153.1

R-000178
Case 11-05736-TBB9 Doc 2213-10 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc

C.344 Partl0 Page 7 of 19



IN THE UNITED STATES BANKRUPTCY COURT
FOR THE NORTHERN DISTRICT OF ALABAMA
SOUTHERN DIVISION

In re:
JEFFERSON COUNTY, ALABAMA,

a political subdivision of the State of
Alabama,

Case No. 11-05736-TBB

Chapter 9

N N N N N N N

Debtor.

NOTICE OF INVITATIONS TO ADDRESS THE JEFFERSON
COUNTY COMMISSION AT THE NEXT SEWER RATE HEARING

Jefferson County, Alabama (the “County”), the debtor in the above-captioned chapter 9
case, hereby advises that the County Manager has invited representatives of the Indenture
Trustee, Liquidity Banks and Insurers to testify before the Jefferson County Commission at its
next sewer rate hearing, which will be held on July 24, 2012 in Bessemer, Alabama. Attached
hereto as Exhibits A through K are letters sent June 22, 2012 to:

o The Indenture Trustee (Exhibit A);

o JPMorgan Chase (Exhibit B);

. Bank of America (Exhibit C);

o Bank of Nova Scotia (Exhibit D);

) Société Generale (Exhibit E);

o Bank of New York Mellon (Exhibit F);

) State Street Bank & Trust Company (Exhibit G);

o Lloyds TSB Bank PLC (Exhibit H);

o Financial Guaranty Insurance Company (Exhibit I);
e  Assured Guaranty Municipal Corp. (Exhibit J); and

o Syncora Guarantee Inc. (Exhibit K).

1/2349677.1
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Additional information about the hearings can be found in the First Periodic Status
Report Concerning the Sewer Ratemaking Process [Docket No. 1070], filed June 18, 2012, and

on the website created for the hearings, www.jeffcosewerhearings.org.

Respectfully submitted this 25th day of June, 2012.

By:_/s/ Patrick Darby
BRADLEY ARANT BOULT CUMMINGS LLP
Patrick Darby
One Federal Place
1819 Fifth Avenue North
Birmingham, Alabama 35203
Telephone: (205) 521-8000
Facsimile: (205) 521-8500
Email: pdarby@babc.com

-and-

KLEE, TUCHIN, BOGDANOFF & STERN LLP

Kenneth N. Klee (pro hac vice)

Lee R. Bogdanoff (pro hac vice)

David M. Stern (pro hac vice)

Robert J. Pfister (pro hac vice)

1999 Avenue of the Stars, Thirty-Ninth Floor

Los Angeles, California 90067

Telephone: (310) 407-4000

Facsimile: (310) 407-9090

Email: kklee@ktbslaw.com, Ibogdanoff@ktbslaw.com,
dstern@ktbslaw.com, rpfister@ktbslaw.com

Counsel for Jefferson County, Alabama
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R-000180
Case 11-05736-TBB9 Doc 2213-10 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc

C.344 Partl0 Page 9 of 19



JEFFERSON COUNTY COMMISSION Tony Petelos

Chief Executive QOfficer
Suite 251 Courthouse

DAVID CARRINGTON- PRESIDENT 716 Richard Arringten, Jr. Bivd. N.
GECRGE BOWMAN Birmingham, Alabama 35203
SANDRA LITTLE BROWN Telephone (205) 731-2880

T. JOE KNIGHT

JAMES A, (JIMMIE) STEPHENS

June 22, 2012
Ms. Bridget M. Schessler
The Bank of New York Mellon,
as Indenture Trustee
525 William Penn P1., 7th Floor
Pittsburgh, PA 15259

RE: Jefferson County, Alabama Sewer Rate Hearings

Ms. Schessler:

The Jefferson County Commission is holding a series of public hearings regarding
sewer rates, the first of which was held on June 12, 2012, at the Birmingham-Jefferson
Civic Center in Birmingham, Alabama, and the second of which will be held July 24,
2012, in Bessemer, Alabama. The Commission invites your appearance and testimony, or
the appearance and testimony of an appropriate designee from your organization, at the
July 24 public hearing.

By way of background, Amendment 73 to the Alabama Constitution of 1901 vests
the Commission with the “power and authority to manage, operate, control and
administer the sewers and plants [of the Jefferson County Sewer System] . . . and, to that
end, [to] make any reasonable and nondiscriminatory rules and regulations fixing rates
and charges, providing for the payment, collection and enforcement thereof, and the
protection of its property . . . .” The current members of the Commission have not
previously had the ability to undertake this constitutional duty because (prior to the
commencement of their terms of office) authority over the sewer system, including
ratemaking, had been transferred to a court-appointed receiver. Following the County’s
November 2011 bankruptcey filing and a subsequent ruling by the Bankruptcy Court,
however, the Commission is once again responsible for the sewer system ~ including
ratemaking.

The Commission takes very seriously its newly returned authority over the system,
and intends to exercise this public trust in a sound, transparent manner. The Commission
is committed to proceeding on the basis of the very best information and expertise
available, gleaned in a manner befitting a representative democracy: public hearings at
which everyone affected by the sewer system and sewer rates and charges has the
opportunity to hear the evidence on which the Commission’s decisions will be based, and
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to offer any additional testimony, evidence or commentary that may be germane to the
ratemaking process.

We have already received testimony from Mr. David Denard (Director of the
County’s Environmental Services Department) and Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham), as well as comments from more
than a dozen citizens and ratepayers who addressed the Commission during the public
comment portion of the first public hearing. At our second public hearing, we intend to
receive testimony from Mr. Eric Rothstein, a nationally recognized expert with decades of
experience in ratemaking and financial planning for municipal wastewater utilities, as
well as further testimony from Mr. Denard and Dr. Rauterkus and additional public
comments. We also plan to invite testimony from members of the community who have
been (or worry they may be) affected by changes in sewer rates and/or deterioration in
system infrastructure.

In addition to the foregoing, the Commission would appreciate testimony from the
institution with which you are affiliated, which either lent a portion of the money that was
used to build or expand the system or guarantees a portion of the outstanding debt
pertaining to the system. We want to hear whatever information you would like us to
consider as we undertake this important process.

Kindly contact my office at (205) 731-2880 or e-mail petelost@jccal.org to make
arrangements for testifying at the July 24 hearing. For logistical purposes, please let us
know by no later than July 17: (i) the identity of the representative(s) who will appear on
behalf your firm; (ii) the anticipated length of his, her or their oral testimony; and (iii) any
special technical arrangements (e.g., PowerPoint projection) we need to accommodate.

If you would like further information on what was presented at the first public
hearing, you can access a complete transcript of the proceedings (as well as copies of the
witnesses’ PowerPoint slides) at a website created for these hearings:
www.jeffcosewerhearings.org. All subsequent hearings will also be transcribed and
videotaped, and we intend to post any materials you submit in connection with these
hearings to this website, as well.

Very truly vours,

2

Tony Petelos
County Manager
CC: Commissioner David Carrington
Commissioner George Bowman
Commissioner Sandra Little Brown
Commissioner Joe Knight
Commissioner Jimmie Stephens
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JEFFERSON COUNTY COMMISSION Tony Petelos

Chief Executive Officer
Suite 261 Courthouse

DAVID CARRINGTON- PRESIDENT 716 Richard Arrington, Jr. Bivd. N.
GEORGE BOWMAN Bimmingham, Alabama 35203
SANDRA LITTLE BROWN Telephone (205) 731-2880

T. JOE KNIGHT

JAMES A. (JIMMIE) STEPHENS

June 22, 2012
Mr. James Dimon
Chairman, President & CEO
JPMorgan Chase Bank, N.A.
270 Park Avenue
New York, NY 10017

RE: Jefferson County, Alabama Sewer Rate Hearings

Mr. Dimon:

The Jefferson County Commission is holding a series of public hearings regarding
sewer rates, the first of which was held on June 12, 2012, at the Birmingham-Jefferson
Civic Center in Birmingham, Alabama, and the second of which will be held July 24,
2012, in Bessemer, Alabama. The Commission invites your appearance and testimony, or
the appearance and testimony of an appropriate designee from your organization, at the
July 24 public hearing.

By way of background, Amendment 73 to the Alabama Constitution of 1901 vests
the Commission with the “power and authority to manage, operate, control and
administer the sewers and plants [of the Jefferson County Sewer System] . . . and, to that
end, [to] make any reasonable and nondiscriminatory rules and regulations fixing rates
and charges, providing for the payment, collection and enforcement thereof, and the
protection of its property . . . .” The current members of the Commission have not
previously had the ability to undertake this constitutional duty because (prior to the
commencement of their terms of office) authority over the sewer system, including
ratemaking, had been transferred to a court-appointed receiver. Following the County’s
November 2011 bankruptcy filing and a subsequent ruling by the Bankruptcy Court,
however, the Commission is once again responsible for the sewer system — including
ratemaking,

The Commission takes very seriously its newly returned authority over the system,
and intends to exercise this public trust in a sound, transparent manner. The Commission
is committed to proceeding on the basis of the very best information and expertise
available, gleaned in a manner befitting a representative democracy: public hearings at
which everyone affected by the sewer system and sewer rates and charges has the
opportunity to hear the evidence on which the Commission’s decisions will be based, and
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to offer any additional testimony, evidence or commentary that may be germane to the
ratemaking process.

We have already received testimony from Mr. David Denard (Director of the
County’s Environmental Services Department) and Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham), as well as comments from more
than a dozen citizens and ratepayers who addressed the Commission during the public
comment portion of the first public hearing. At our second public hearing, we intend to
receive testimony from Mr. Eric Rothstein, a nationally recognized expert with decades of
experience in ratemaking and financial planning for municipal wastewater utilities, as
well as further testimony from Mr. Denard and Dr. Rauterkus and additional public
comments. We also plan to invite testimony from members of the community who have
been (or worry they may be) affected by changes in sewer rates and/or deterioration in
system infrastructure.

In addition to the foregoing, the Commission would appreciate testimony from the
institution with which you are affiliated, which either lent a portion of the money that was
used to build or expand the system or guarantees a portion of the outstanding debt
pertaining to the system. We want to hear whatever information you would like us to
consider as we undertake this important process.

Kindly contact my office at (205) 731-2880 or e-mail petelost@jccal.org to make
arrangements for testifying at the July 24 hearing. For logistical purposes, please let us
know by no later than July 17: (i) the identity of the representative(s) who will appear on
behalf your firm; (ii) the anticipated length of his, her or their oral testimony; and (iii) any
special technical arrangements (e.g., PowerPoint projection) we need to accommodate.

If you would like further information on what was presented at the first public
hearing, you can access a complete transcript of the proceedings (as well as copies of the
witnesses’ PowerPoint slides) at a website created for these hearings:
www.jeffcosewerhearings.org. All subsequent hearings will also be transcribed and
videotaped, and we intend to post any materials you submit in connection with these

hearings to this website, as well.
Very truly yoursy ,
// A

/ Tony Petelos

County Manager

CC: Commissioner David Carrington
Commissioner George Bowman
Commissioner Sandra Little Brown
Commissioner Joe Knight
Commissioner Jimmie Stephens
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JEFFERSON COUNTY COMMISSION Tony Petelos

- Chief Executive Officer
DAVID CARRINGTON- PRESIDENT O e A o LS N
GEORGE BOWMAN Birmingham, Alabama 35203
SANDRA LITTLE BROWN Telephone (205) 731-2880
T. JOE KNIGHT
JAMES A. (JIMMIE) STEPHENS
June 22, 2012
Mr. Brian T. Moynihan
President & CEO
Bank of America, N.A.
100 North Tyron Street

Charlotte, NC 28255

RE: Jefferson County, Alabama Sewer Rate Hearings

Mr. Moynihan:

The Jefferson County Commission is holding a series of public hearings regarding
sewer rates, the first of which was held on June 12, 2012, at the Birmingham-Jefferson
Civic Center in Birmingham, Alabama, and the second of which will be held July 24,
2012, in Bessemer, Alabama. The Commission invites your appearance and testimony, or
the appearance and testimony of an appropriate designee from your organization, at the
July 24 public hearing,

By way of background, Amendment 73 to the Alabama Constitution of 1901 vests
the Commission with the “power and authority to manage, operate, control and
administer the sewers and plants [of the Jefferson County Sewer System] . . . and, to that
end, [to] make any reasonable and nondiscriminatory rules and regulations fixing rates
and charges, providing for the payment, collection and enforcement thereof, and the
protection of its property . . . .” The current members of the Commission have not
previously had the ability to undertake this constitutional duty because (prior to the
commencement of their terms of office) authority over the sewer system, including
ratemaking, had been transferred to a court-appointed receiver. Following the County’s
November 2011 bankruptcy filing and a subsequent ruling by the Bankruptcy Court,
however, the Commission is once again responsible for the sewer system — including
ratemaking.

The Commission takes very seriously its newly returned authority over the system,
and intends to exercise this public trust in a sound, transparent manner. The Commission
is committed to proceeding on the basis of the very best information and expertise
available, gleaned in a manner befitting a representative democracy: public hearings at
which everyone affected by the sewer system and sewer rates and charges has the
opportunity to hear the evidence on which the Commission’s decisions will be based, and
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to offer any additional testimony, evidence or commentary that may be germane to the
ratemaking process.

We have already received testimony from Mr. David Denard (Director of the
County’s Environmental Services Department) and Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham), as well as comments from more
than a dozen citizens and ratepayers who addressed the Commission during the public
comment portion of the first public hearing. At our second public hearing, we intend to
receive testimony from Mr. Eric Rothstein, a nationally recognized expert with decades of
experience in ratemaking and financial planning for municipal wastewater utilities, as
well as further testimony from Mr. Denard and Dr. Rauterkus and additional public
comments. We also plan to invite testimony from members of the community who have
been (or worry they may be) affected by changes in sewer rates and/or deterioration in
system infrastructure.

In addition to the foregoing, the Commission would appreciate testimony from the
institution with which you are affiliated, which either lent a portion of the money that was
used to build or expand the system or guarantees a portion of the outstanding debt
pertaining to the system. We want to hear whatever information you would like us to
consider as we undertake this important process.

Kindly contact my office at (205) 731-2880 or e-mail petelost@jccal.org to make
arrangements for testifying at the July 24 hearing. For logistical purposes, please let us
know by no later than July 17: (i) the identity of the representative(s) who will appear on
behalf your firm; (ii) the anticipated length of his, her or their oral testimony; and (iii) any
special technical arrangements (e.g., PowerPoint projection) we need to accommodate.

If you would like further information on what was presented at the first public
hearing, you can access a complete transcript of the proceedings (as well as copies of the
witnesses® PowerPoint slides) at a website created for these hearings:
www. jeffcosewerhearings.org. All subsequent hearings will also be transcribed and
videotaped, and we intend to post any materials you submit in connection with these
hearings to this website, as well.

Very trul ,
Ty }XQ‘-‘T?,

/’7 v b e
- Tony Petelos
County Manager

g

CC: Commissioner David Carrington
Commissioner George Bowman
Commissioner Sandra Little Brown
Commissioner Joe Knight
Commissioner Jimmie Stephens
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JEFFERSON COUNTY COMMISSION Tony Petelos

Chief Executive Officer
Suite 251 Courthouse
DAVID CARRINGTON- PRESIDENT 716 Richard Arrington, Jr. Blvd. N.
GEORGE BOWMAN Birmingham, Alabama 35203
SANDRA LITTLE BROWN Telephone (205) 731-2830
T. JOE KNIGHT
JAMES A. (JIVMIE) STEPHENS
June 22, 2012
Mr. Richard E. Waugh
President & CEO
Bank of Nova Scotia
44 King Street West
Toronto, ON M5H 1H1
Canada

RE: Jefferson County, Alabama Sewer Rate Hearings

Mr. Waugh:

The Jefferson County Commission is holding a series of public hearings regarding
sewer rates, the first of which was held on June 12, 2012, at the Birmingham-Jefferson
Civic Center in Birmingham, Alabama, and the second of which will be held July 24,
2012, in Bessemer, Alabama. The Commission invites your appearance and testimony, or
the appearance and testimony of an appropriate designee from your organization, at the
July 24 public hearing.

By way of background, Amendment 73 to the Alabama Constitution of 1901 vests
the Commission with the “power and authority to manage, operate, control and
administer the sewers and plants [of the Jefferson County Sewer System] . . . and, to that
end, [to] make any reasonable and nondiscriminatory rules and regulations fixing rates
and charges, providing for the payment, collection and enforcement thereof, and the
protection of its property . . . .” The current members of the Commission have not
previously had the ability to undertake this constitutional duty because (prior to the
commencement of their terms of office) authority over the sewer system, including
ratemaking, had been transferred to a court-appointed receiver. Following the County’s
November 2011 bankruptcy filing and a subsequent ruling by the Bankruptcy Court,
however, the Commission is once again responsible for the sewer system — including
ratemaking.

The Commission takes very seriously its newly returned authority over the system,
and intends to exercise this public trust in a sound, transparent manner. The Commission
is committed to proceeding on the basis of the very best information and expertise
available, gleaned in a manner befitting a representative democracy: public hearings at
which everyone affected by the sewer system and sewer rates and charges has the
opportunity to hear the evidence on which the Commission’s decisions will be based, and
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to offer any additional testimony, evidence or commentary that may be germane to the
ratemaking process.

We have already received testimony from Mr. David Denard (Director of the
County’s Environmental Services Department) and Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham), as well as comments from more
than a dozen citizens and ratepayers who addressed the Commission during the public
comment portion of the first public hearing. At our second public hearing, we intend to
receive testimony from Mr. Eric Rothstein, a nationally recognized expert with decades of
experience in ratemaking and financial planning for municipal wastewater utilities, as
well as further testimony from Mr. Denard and Dr. Rauterkus and additional public
comments. We also plan to invite testimony from members of the community who have
been (or worry they may be) affected by changes in sewer rates and/or deterioration in
system infrastructure.

In addition to the foregoing, the Commission would appreciate testimony from the
institution with which you are affiliated, which either lent a portion of the money that was
used to build or expand the system or guarantees a portion of the outstanding debt
pertaining to the system. We want to hear whatever information you would like us to
consider as we undertake this important process.

Kindly contact my office at (205) 731-2880 or e-mail petelost@jccal.org to make
arrangements for testifying at the July 24 hearing. For logistical purposes, please let us
know by no later than July 17: (i) the identity of the representative(s) who will appear on
behalf your firm; (ii) the anticipated length of his, her or their oral testimony; and (iii) any
special technical arrangements (e.g., PowerPoint projection) we need to accommodate.

If you would like further information on what was presented at the first public
hearing, you can access a complete transcript of the proceedings (as well as copies of the
witnesses’ PowerPoint slides) at a website created for these hearings:
www .jeffcosewerhearings.org. All subsequent hearings will also be transcribed and
videotaped, and we intend to post any materials you submit in connection with these
hearings to this website, as well,

Very truly yours,

Y

Tony Petelos
County Manager
CC: Commissioner David Carrington
Commissioner George Bowman
Commissioner Sandra Little Brown
Commissioner Joe Knight
Commissioner Jimmie Stephens
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JEFFERSON COUNTY COMMISSION Tony Petelos
Chief Executive Officer

Suite 251 Courthouse

DAVID CARRINGTON- PRESIDENT 716 Richard Arrington, Jr. Bivd. N.
GEORGE BCWMAN Birmingham, Alabama 35203
SANDRA LITTLE BROWN Telephone (205) 731-2880

T. JOE KNIGHT

JAMES A. (JIMMIE) STEPHENS

June 22, 2012
Mr, Frédéric Oudéa
Chairman & CEO
Société Générale, New York
1221 Avenue of the Americas
New York, NY 10020

RE: Jefferson County, Alabama Sewer Rate Hearings

Mr. Oudéa :

The Jefferson County Commission is holding a series of public hearings regarding
sewer rates, the first of which was held on June 12, 2012, at the Birmingham-Jefferson
Civic Center in Birmingham, Alabama, and the second of which will be held July 24,
2012, in Bessemer, Alabama. The Commission invites your appearance and testimony, or
the appearance and testimony of an appropriate designee from your organization, at the
July 24 public hearing.

By way of background, Amendment 73 to the Alabama Constitution of 1901 vests
the Commission with the “power and authority to manage, operate, control and
administer the sewers and plants [of the Jefferson County Sewer System] . . . and, to that
end, [to] make any reasonable and nondiscriminatory rules and regulations fixing rates
and charges, providing for the payment, collection and enforcement thereof, and the
protection of its property . . . .” The current members of the Commission have not
previously had the ability to undertake this constitutional duty because (prior to the
commencement of their terms of office) authority over the sewer system, including
ratemaking, had been transferred to a court-appointed receiver. Following the County’s
November 2011 bankruptey filing and a subsequent ruling by the Bankruptcy Court,
however, the Commission is once again responsible for the sewer system — including
ratemaking,.

The Commission takes very seriously its newly returned authority over the system,
and intends to exercise this public trust in a sound, transparent manner. The Commission
is committed to proceeding on the basis of the very best information and expertise
available, gleaned in a manner befitting a representative democracy: public hearings at
which everyone affected by the sewer system and sewer rates and charges has the
opportunity to hear the evidence on which the Commission’s decisions will be based, and
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to offer any additional testimony, evidence or commentary that may be germane to the
ratemaking process.

We have already received testimony from Mr. David Denard (Director of the
County’s Environmental Services Department) and Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham), as well as comments from more
than a dozen citizens and ratepayers who addressed the Commission during the public
comment portion of the first public hearing. At our second public hearing, we intend to
receive testimony from Mr. Eric Rothstein, a nationally recognized expert with decades of
experience in ratemaking and financial planning for municipal wastewater utilities, as
well as further testimony from Mr. Denard and Dr. Rauterkus and additional public
comments. We also plan to invite testimony from members of the community who have
been (or worry they may be) affected by changes in sewer rates and/or deterioration in
system infrastructure.

In addition to the foregoing, the Commission would appreciate testimony from the
institution with which you are affiliated, which either lent a portion of the money that was
used to build or expand the system or guarantees a portion of the outstanding debt
pertaining to the system. We want to hear whatever information you would like us to
consider as we undertake this important process.

Kindly contact my office at (205) 731-2880 or e-mail petelost@jccal.org to make
arrangements for testifying at the July 24 hearing. For logistical purposes, please let us
know by no later than July 17: (i) the identity of the representative(s) who will appear on
behalf your firm; (ii) the anticipated length of his, her or their oral testimony; and (iii) any
special technical arrangements (e.g., PowerPoint projection) we need to accommodate.

If you would like further information on what was presented at the first public
hearing, you can access a complete transcript of the proceedings (as well as copies of the
witnesses’ PowerPoint slides) at a website created for these hearings:
www.jeffcosewerhearings.org. All subsequent hearings will also be transcribed and
videotaped, and we intend to post any materials you submit in connection with these
hearings to this website, as well.

Very truly youss,

/7

Tony Petelos
County Manager
CC: Commissioner David Carrington
Commissioner George Bowman
Commissioner Sandra Little Brown
Commissioner Joe Knight
Commissioner Jimmie Stephens
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JEFFERSON COUNTY COMMISSION Tony Petelos
Chief Executive Officer

Suite 251 Courthouse

DAVID CARRINGTON- PRESIDENT 716 Richard Arington, Jr. Blvd. N.
GEORGE BOWMAN Birmingham, Alabama 35203
SANDRA LITTLE BROWN Telephone (205) 731-2880

T. JOE KNIGHT

JAMES A. (JIMMIE) STEPHENS

June 22, 2012
Mr. Gerald L. Hassell
Chairman, President & CEO
Bank of New York Mellon
One Wall Street
New York, NY 10286

RE: Jefferson County, Alabama Sewer Rate Hearings

Mzr. Hassell:

The Jefferson County Commission is holding a series of public hearings regarding
sewer rates, the first of which was held on June 12, 2012, at the Birmingham-Jefferson
Civic Center in Birmingham, Alabama, and the second of which will be held July 24,
2012, in Bessemer, Alabama. The Commission invites your appearance and testimony, or
the appearance and testimony of an appropriate designee from your organization, at the
July 24 public hearing.

By way of background, Amendment 73 to the Alabama Constitution of 1901 vests
the Commission with the “power and authority to manage, operate, control and
administer the sewers and plants [of the Jefferson County Sewer System] . . . and, to that
end, [to] make any reasonable and nondiscriminatory rules and regulations fixing rates
and charges, providing for the payment, collection and enforcement thereof, and the
protection of its property . . . .” The current members of the Commission have not
previously had the ability to undertake this constitutional duty because (prior to the
commencement of their terms of office) authority over the sewer system, including
ratemaking, had been transferred to a court-appointed receiver. Following the County’s
November 2011 bankruptcy filing and a subsequent ruling by the Bankruptcy Court,
however, the Commission is once again responsible for the sewer system — including
ratemaking.

The Commission takes very seriously its newly returned authority over the system,
and intends to exercise this public trust in a sound, transparent manner. The Commission
is committed to proceeding on the basis of the very best information and expertise
available, gleaned in a manner befitting a representative democracy: public hearings at
which everyone affected by the sewer system and sewer rates and charges has the
opportunity to hear the evidence on which the Commission’s decisions will be based, and
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to offer any additional testimony, evidence or commentary that may be germane to the
ratemaking process.

We have already received testimony from Mr. David Denard (Director of the
County’s Environmental Services Department) and Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham), as well as comments from more
than a dozen citizens and ratepayers who addressed the Commission during the public
comment portion of the first public hearing. At our second public hearing, we intend to
receive testimony from Mr. Eric Rothstein, a nationally recognized expert with decades of
experience in ratemaking and financial planning for municipal wastewater utilities, as
well as further testimony from Mr. Denard and Dr. Rauterkus and additional public
comments. We also plan to invite testimony from members of the community who have
been (or worry they may be) affected by changes in sewer rates and/or deterioration in
system infrastructure.

In addition to the foregoing, the Commission would appreciate testimony from the
institution with which you are affiliated, which either lent a portion of the money that was
used to build or expand the system or guarantees a portion of the outstanding debt
pertaining to the system. We want to hear whatever information you would like us to
consider as we undertake this important process.

Kindly contact my office at (205) 731-2880 or e-mail petelost@jccal.org to make
arrangements for testifying at the July 24 hearing. For logistical purposes, please let us
know by no later than July 17: (i) the identity of the representative(s) who will appear on
behalf your firm; (ii) the anticipated length of his, her or their oral testimony; and (iii) any
special technical arrangements (e.g., PowerPoint projection) we need to accommodate,

If you would like further information on what was presented at the first public
hearing, you can access a complete transcript of the proceedings (as well as copies of the
witnesses’ PowerPoint slides) at a website created for these hearings:
www.jeffcosewerhearings.org, All subsequent hearings will also be transcribed and
videotaped, and we intend to post any materials you submit in connection with these

hearings to this website, as well.
Very truly yours,
T //

Tony Petelos
County Manager
CC: Commissicner David Carrington
Commissioner George Bowman
Commissioner Sandra Little Brown
Commissioner Joe Knight
Commissioner Jimmie Stephens
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JEFFERSON COUNTY COMMISSION Tony Petelos

Chief Executive Officer
DAVID CARRINGTON- PRESIDENT L —
GEORGE BOWMAN Birmingham, Alabama 35203
SANDRA LITTLE BROWN Telephone (205) 731-2880
T. JOE KNIGHT
JAMES A. (JIMMIE) STEPHENS
June 22, 2012

Mr. Joseph L. Hooley

Chairman, President & CEO

State Street Bank & Trust Company
1 Lincoln Street, Floor 1

Boston, MA 02111

RE: Jefferson County, Alabama Sewer Rate Hearings

Mr. Hooley:

The Jefferson County Commission is holding a series of public hearings regarding
sewer rates, the first of which was held on June 12, 2012, at the Birmingham-Jefferson
Civic Center in Birmingham, Alabama, and the second of which will be held July 24,
2012, in Bessemer, Alabama. The Commission invites your appearance and testimony, or
the appearance and testimony of an appropriate designee from your organization, at the
July 24 public hearing.

By way of background, Amendment 73 to the Alabama Constitution of 1901 vests
the Commission with the “power and authority to manage, operate, control and
administer the sewers and plants [of the Jefferson County Sewer System] . . . and, to that
end, [to] make any reasonable and nondiscriminatory rules and regulations fixing rates
and charges, providing for the payment, collection and enforcement thereof, and the
protection of its property . . . .” The current members of the Commission have not
previously had the ability to undertake this constitutional duty because (prior to the
commencement of their terms of office) authority over the sewer system, including
ratemaking, had been transferred to a court-appeinted receiver. Following the County’s
November 2011 bankruptcy filing and a subsequent ruling by the Bankruptcy Court,
however, the Commission is once again responsible for the sewer system — including
ratemaking,

The Commission takes very seriously its newly returned authority over the system,
and intends to exercise this public trust in a sound, transparent manner. The Commission
is committed to proceeding on the basis of the very best information and expertise
available, gleaned in a manner befitting a representative democracy: public hearings at
which everyone affected by the sewer system and sewer rates and charges has the
opportunity to hear the evidence on which the Commission’s decisions will be based, and
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to offer any additional testimony, evidence or commentary that may be germane to the
ratemaking process.

We have already received testimony from Mr. David Denard (Director of the
County’s Environmental Services Department) and Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham), as well as comments from more
than a dozen citizens and ratepayers who addressed the Commission during the public
comment portion of the first public hearing. At our second public hearing, we intend to
receive testimony from Mr. Eric Rothstein, a nationally recognized expert with decades of
experience in ratemaking and financial planning for municipal wastewater utilities, as
well as further testimony from Mr. Denard and Dr. Rauterkus and additional public
comments. We also plan to invite testimony from members of the community who have
been (or worry they may be) affected by changes in sewer rates and/or deterioration in
system infrastructure.

In addition to the foregoing, the Commission would appreciate testimony from the
institution with which you are affiliated, which either lent a portion of the money that was
used to build or expand the system or guarantees a portion of the outstanding debt
pertaining to the system. We want to hear whatever information you would like us to
consider as we undertake this important process.

Kindly contact my office at {205) 731-2880 or e-mail petelost@jccal.org to make
arrangements for testifying at the July 24 hearing. For logistical purposes, please let us
know by no later than July 17: (i) the identity of the representative(s) who will appear on
behalf your firm; (ii) the anticipated length of his, her or their oral testimony; and (iii) any
special technical arrangements (e.g., PowerPoint projection) we need to accommodate.

If you would like further information on what was presented at the first public
hearing, you can access a complete transcript of the proceedings (as well as copies of the
witnesses’ PowerPoint slides) at a website created for these hearings:
www.jeffcosewerhearings.org. All subsequent hearings will also be transcribed and
videotaped, and we intend to post any materials you submit in connection with these
hearings to this website, as well.

Very trulyyours,

27
Tony Petelos
County Manager
CC: Commissioner David Carrington

Commissioner George Bowman

Commissioner Sandra Little Brown

Commissioner Joe Knight

Commissioner Jimmie Stephens
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JEFFERSON COUNTY COMMISSION Tony Petelos

Chief Executive Officer
Suite 251 Courthouse

DAVID CARRINGTON- PRESIDENT 716 Richard Arrington, Jr. Bivd. N.
GEORGE BOWMAN Birmingham, Alabama 35203
SANDRA LITTLE BROWN Telephone {205) 731-2880

T. JOE KNIGHT

JAMES A. (JIMMIE) STEPHENS

June 22, 2012
Mr. Anténio Horta-Osério
Group Chief Executive
Lloyds TSB Bank PLC
25 Gresham Street
London, EC2V 7THN
United Kingdom

RE: Jefferson County, Alabama Sewer Rate Hearings

Mr. Horta-Osério:

The Jefterson County Commission is holding a series of public hearings regarding
sewer rates, the first of which was held on June 12, 2012, at the Birmingham-Jefferson
Civic Center in Birmingham, Alabama, and the second of which will be held July 24,
2012, in Bessemer, Alabama. The Commission invites your appearance and testimony, or
the appearance and testimony of an appropriate designee from your organization, at the
July 24 public hearing.

By way of background, Amendment 73 to the Alabama Constitution of 1901 vests
the Commission with the “power and authority to manage, operate, control and
administer the sewers and plants [of the Jefferson County Sewer System] . . . and, to that
end, [to] make any reasonable and nondiscriminatory rules and regulations fixing rates
and charges, providing for the payment, collection and enforcement thereof, and the
protection of its property . . . .” The current members of the Commission have not
previously had the ability to undertake this constitutional duty because (prior to the
commencement of their terms of office) authority over the sewer system, including
ratemaking, had been transferred to a court-appointed receiver. Following the County’s
November 2011 bankruptcy filing and a subsequent ruling by the Bankruptcy Court,
however, the Commission is once again responsible for the sewer system — including
ratemaking.

The Commission takes very seriously its newly returned authority over the system,
and intends to exercise this public trust in a sound, transparent manner. The Commission
is committed to proceeding on the basis of the very best information and expertise
available, gleaned in a manner befitting a representative democracy: public hearings at
which everyone affected by the sewer system and sewer rates and charges has the
opportunity to hear the evidence on which the Commission’s decisions will be based, and
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to offer any additional testimony, evidence or commentary that may be germane to the
ratemaking process.

We have already received testimony from Mr. David Denard (Director of the
County’s Environmental Services Department) and Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham), as well as comments from more
than a dozen citizens and ratepayers who addressed the Commission during the public
comment portion of the first public hearing. At our second public hearing, we intend to
receive testimony from Mr. Eric Rothstein, a nationally recognized expert with decades of
experience in ratemaking and financial planning for municipal wastewater utilities, as
well as further testimony from Mr. Denard and Dr. Rauterkus and additional public
comments. We also plan to invite testimony from members of the community who have
been (or worry they may be) affected by changes in sewer rates and/or deterioration in
system infrastructure.

In addition to the foregoing, the Commission would appreciate testimony from the
institution with which you are affiliated, which cither lent a portion of the money that was
used to build or expand the system or guarantees a portion of the outstanding debt
pertaining to the system. We want to hear whatever information you would like us to
consider as we undertake this important process.

Kindly contact my office at (205) 731-2880 or e-mail petelost@jccal.org to make
arrangements for testifying at the July 24 hearing. For logistical purposes, please let us
know by no later than July 17: (i) the identity of the representative(s) who will appear on
behalf your firm; (ii) the anticipated length of his, her or their oral testimony; and (iii) any
special technical arrangements (e.g., PowerPoint projection) we need to accommodate.

If you would like further information on what was presented at the first public
hearing, you can access a complete transcript of the proceedings {as well as copies of the
witnesses’ PowerPoint slides) at a website created for these hearings:
www.jeffcosewerhearings.org, All subsequent hearings will also be transcribed and
videotaped, and we intend to post any materials you submit in connection with these

hearings to this website, as well.
Very truly yours
4
// 7 z

Tony Petelos
County Manager

CC: Commissioner David Carrington
Commissioner George Bowman
Commissioner Sandra Little Brown
Commissioner Joe Knight
Commissioner Jimmie Stephens
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JEFFERSON COUNTY COMMISSION Tony Petelos

Chief Executive Officer
Suite 251 Courthouse

DAVID CARRINGTON- PRESIDENT 7186 Richard Arrington, Jr. Blvd. N.
GEORGE BOWMAN Bimingham, Alabama 35203
SANDRA LITTLE BROWN Telephone {205) 731-2830

T. JOE KNIGHT

JAMES A. (JIMMIE) STEPHENS

June 22,2012
Mr. John S. Dubel
Chairman & CEQ
Financial Guaranty Insurance Co.
125 Park Avenue
New York, NY 10017

RE: Jefferson County, Alabama Sewer Rate Hearings

Mr. Dubel:

The Jefferson County Commission is holding a series of public hearings regarding
sewer rates, the first of which was held on June 12, 2012, at the Birmingham-Jefferson
Civic Center in Birmingham, Alabama, and the second of which will be held July 24,
2012, in Bessemer, Alabama. The Commission invites your appearance and testimony, or
the appearance and testimony of an appropriate designee from your organization, at the
July 24 public hearing.

By way of background, Amendment 73 to the Alabama Constitution of 1901 vests
the Commission with the “power and authority to manage, operate, control and
administer the sewers and plants [of the Jefferson County Sewer System] . . . and, to that
end, [to] make any reasonable and nondiscriminatory rules and regulations fixing rates
and charges, providing for the payment, collection and enforcement thereof, and the
protection of its property . . . .” The current members of the Commission have not
previously had the ability to undertake this constitutional duty because (prior to the
commencement of their terms of office) authority over the sewer system, including
ratemaking, had been transferred to a court-appointed receiver. Following the County’s
November 2011 bankruptey filing and a subsequent ruling by the Bankruptcy Court,
however, the Commission is once again responsible for the sewer system — including
ratemaking.

The Commission takes very seriously its newly returned authority over the system,
and intends to exercise this public trust in a sound, transparent manner. The Commission
is committed to proceeding on the basis of the very best information and expertise
available, gleaned in a manner befitting a representative democracy: public hearings at
which everyone affected by the sewer system and sewer rates and charges has the
opportunity to hear the evidence on which the Commission’s decisions will be based, and
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to offer any additional testimony, evidence or commentary that may be germane to the
ratemaking process.

We have already received testimony from Mr. David Denard (Director of the
County’s Environmental Services Department) and Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham), as well as comments from more
than a dozen citizens and ratepayers who addressed the Commission during the public
comment portion of the first public hearing. At our second public hearing, we intend to
receive testimony from Mr. Eric Rothstein, a nationally recognized expert with decades of
experience in ratemaking and financial planning for municipal wastewater utilities, as
well as further testimony from Mr. Denard and Dr. Rauterkus and additional public
comments. We also plan to invite testimony from members of the community who have
been (or worry they may be) affected by changes in sewer rates and/or deterioration in
system infrastructure.

In addition to the foregoing, the Commission would appreciate testimony from the
institution with which you are affiliated, which either lent a portion of the money that was
used to build or expand the system or guarantees a portion of the outstanding debt
pertaining to the system. We want to hear whatever information you would like us to
consider as we undertake this important process.

Kindly contact my office at (205) 731-2880 or e-mail petelost@jccal.org to make
arrangements for testifying at the July 24 hearing. For logistical purposes, please let us
know by no later than July 17: (i) the identity of the representative(s} who will appear on
behalf your firm; (ii} the anticipated length of his, her or their oral testimony; and (iii) any
special technical arrangements (e.g., PowerPoint projection) we need to accommodate.

If you would like further information on what was presented at the first public
hearing, you can access a complete transcript of the proceedings (as well as copies of the
witnesses’ PowerPoint slides) at a website created for these hearings:
www.jeffcosewerhearings.org. All subsequent hearings will also be transcribed and
videotaped, and we intend to post any materials you submit in connection with these
hearings to this website, as well.

Very truly yours,

A

Tony Petelos
County Manager
CC: Commissioner David Carrington
Commissioner George Bowman
Commissioner Sandra Little Brown
Commissioner Joe Knight
Commissioner Jimmie Stephens
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JEFFERSON COUNTY COMMISSION Tony Petelos

= Chief Executive Officer
A ar Suite 251 Courthouse
o A  DAVID CARRINGTON- PRESIDENT 716 Richard Arrington, Jr. Blvd. N.
GEORGE BOWMAN Birmingham, Alabama 35203
SANDRA LITTLE BROWN Telephone (205) 731-2880
T. JOE KNIGHT
JAMES A. (JIMMIE) STEPHENS
June 22, 2012

Mr. Sean W. McCarthy

President

Assured Guaranty Municipal Corp.
31 West 52nd Street

New York, NY 10019

RE: Jefferson Countv. Alabama Sewer Rate Hearings
Mr. McCarthy:

The Jefferson County Commission is holding a series of public hearings regarding
sewer rates, the first of which was held on June 12, 2012, at the Birmingham-Jefferson
Civic Center in Birmingham, Alabama, and the second of which will be held July 24,
2012, in Bessemer, Alabama. The Commission invites your appearance and testimony, or
the appearance and testimony of an appropriate designee from your organization, at the
July 24 public hearing,

By way of background, Amendment 73 to the Alabama Constitution of 1901 vests
the Commission with the “power and authority to manage, operate, control and
administer the sewers and plants [of the Jefferson County Sewer System] . . . and, to that
end, [to] make any reasonable and nondiscriminatory rules and regulations fixing rates
and charges, providing for the payment, collection and enforcement thereof, and the
protection of its property . . . .” The current members of the Commission have not
previously had the ability to undertake this constitutional duty because (prior to the
commencement of their terms of office) authority over the sewer system, including
ratemaking, had been transferred to a court-appointed receiver. Following the County’s
November 2011 bankruptcy filing and a subsequent ruling by the Bankruptcy Court,
however, the Commission is once again responsible for the sewer system — including
ratemaking,

The Commission takes very seriously its newly returned authority over the system,
and intends to exercise this public trust in a sound, transparent manner. The Commission
is committed to proceeding on the basis of the very best information and expertise
available, gleaned in a manner befitting a representative democracy: public hearings at
which everyone affected by the sewer system and sewer rates and charges has the
opportunity to hear the evidence on which the Commission’s decisions will be based, and
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to offer any additional testimony, evidence or commentary that may be germane to the
ratemaking process.

We have already received testimony from Mr. David Denard (Director of the
County’s Environmental Services Department) and Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham), as well as comments from more
than a dozen citizens and ratepayers who addressed the Commission during the public
comment portion of the first public hearing. At our second public hearing, we intend to
receive testimony from Mr. Eric Rothstein, a nationally recognized expert with decades of
experience in ratemaking and financial planning for municipal wastewater utilities, as
well as further testimony from Mr. Denard and Dr. Rauterkus and additional public
comments. We also plan to invite testimony from members of the community who have
been (or worry they may be) affected by changes in sewer rates and/or deterioration in
system infrastructure.

In addition to the foregoing, the Commission would appreciate testimony from the
institution with which you are affiliated, which either lent a portion of the money that was
used to build or expand the system or guarantees a portion of the outstanding debt
pertaining to the system. We want to hear whatever information you would like us to
consider as we undertake this important process.

Kindly contact my office at (205) 731-2880 or e-mail petelost@jccal.org to make
arrangements for testifying at the July 24 hearing. For logistical purposes, please let us
know by no later than July 17: (i) the identity of the representative(s) who will appear on
behalf your firm; (ii) the anticipated length of his, her or their oral testimony; and (iii) any
special technical arrangements (e.g., PowerPoint projection} we need to accommodate.

If you would like further information on what was presented at the first public
hearing, you can access a complete transcript of the proceedings (as well as copies of the
witnesses’ PowerPoint slides) at a website created for these hearings:
www.jeffcosewerhearings.org. All subsequent hearings will also be transcribed and
videotaped, and we intend to post any materials you submit in connection with these

hearings to this website, as well.
Very truly yours, ;

Tony Petelos
County Manager
CC: Commissioner David Carrington
Commissioner George Bowman
Commissioner Sandra Little Brown
Commissioner Joe Knight
Commissioner Jimmie Stephens
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JEFFERSON COUNTY COMMISSION Tony Petelos
, Chief Executive Officer

EON

g fte 261 Courth
DAVID CARRINGTON- PRESIDENT T8 Rt A 3 B, N,
GEORGE BOWMAN Birmingham, Alabama 35203
SANDRA LITTLE BROWN Telephone (205) 731-2880
T. JOE KNIGHT

JAMES A. (JIMMIE) STEPHENS

June 22, 2012
Ms. Susan B. Comparato
CEO
Syncora Guarantee Inc.
135 West 50th Street
New York, NY 10020

RE: Jefferson County, Alabama Sewer Rate Hearings

Ms. Comparato:

The Jefferson County Commission is holding a series of public hearings regarding
sewer rates, the first of which was held on June 12, 2012, at the Birmingham-Jefferson
Civic Center in Birmingham, Alabama, and the second of which will be held July 24,
2012, in Bessemer, Alabama. The Commission invites your appearance and testimony, or
the appearance and testimony of an appropriate designee from your organization, at the
July 24 public hearing.

By way of background, Amendment 73 to the Alabama Constitution of 1901 vests
the Commission with the “power and authority to manage, operate, control and
administer the sewers and plants [of the Jefferson County Sewer System] . . . and, to that
end, [to] make any reasonable and nondiscriminatory rules and regulations fixing rates
and charges, providing for the payment, collection and enforcement thereof, and the
protection of its property . . . .” The current members of the Commission have not
previously had the ability to undertake this constitutional duty because (prior to the
commencement of their terms of office) authority over the sewer system, including
ratemaking, had been transferred to a court-appointed receiver. Following the County’s
November 2011 bankruptcy filing and a subsequent ruling by the Bankruptcy Court,
however, the Commission is once again responsible for the sewer system — including
ratemaking.

The Commission takes very seriously its newly returned authority over the system,
and intends to exercise this public trust in a sound, transparent manner. The Commission
is committed to proceeding on the basis of the very best information and expertise
available, gleaned in a manner befitting a representative democracy: public hearings at
which everyone affected by the sewer system and sewer rates and charges has the
opportunity to hear the evidence on which the Commission’s decisions will be based, and
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to offer any additional testimony, evidence or commentary that may be germane to the
ratemaking process.

We have already received testimony from Mr. David Denard (Director of the
County’s Environmental Services Department) and Dr. Stephanie Rauterkus (a finance
professor at the University of Alabama at Birmingham), as well as comments from more
than a dozen citizens and ratepayers who addressed the Commission during the public
comment portion of the first public hearing. At our second public hearing, we intend to
receive testimony from Mr. Eric Rothstein, a nationally recognized expert with decades of
experience in ratemaking and financial planning for municipal wastewater utilities, as
well as further testimony from Mr. Denard and Dr. Rauterkus and additional public
comments. We also plan to invite testimony from members of the community who have
been (or worry they may be) affected by changes in sewer rates and/or deterioration in
system infrastructure.

In addition to the foregoing, the Commission would appreciate testimony from the
institution with which you are affiliated, which either lent a portion of the money that was
used to build or expand the system or guarantees a portion of the outstanding debt
pertaining to the system. We want to hear whatever information you would like us to
consider as we undertake this important process.

Kindly contact my office at (205) 731-2880 or e-mail petelost@jccal.org to make
arrangements for testifying at the July 24 hearing. For logistical purposes, please let us
know by no later than July 17: (i} the identity of the representative(s) who will appear on
behalf your firm; (ii) the anticipated length of his, her or their oral testimony; and (iii) any
special technical arrangements (e.g., PowerPoint projection} we need to accommeodate.

If you would like further information on what was presented at the first public
hearing, you can access a complete transcript of the proceedings (as well as copies of the
witnesses’ PowerPoint slides) at a website created for these hearings:
www jeffcosewerhearings.org. All subsequent hearings will also be transcribed and
videotaped, and we intend to post any materials you submit in connection with these
hearings to this website, as well.

Very truly yours, '

1y L5

ctelos
County Manager
CC: Commissioner David Carrington
Commissioner George Bowman
Commissioner Sandra Little Brown
Commissioner Joe Knight
Commissioner Jimmie Stephens
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE NORTHERN DISTRICT OF ALABAMA
SOUTHERN DIVISION

In re:

JEFFERSON COUNTY, ALABAMA, Case No. 11-05736-TBB
a political subdivision of the State of

Alabama, Chapter 9

Debtor.

NOTICE OF SECOND SEWER RATE HEARING

Jefferson County, Alabama (the “County”), the debtor in the above-captioned chapter 9
case, hereby advises that the notice attached hereto as Exhibit A has been posted in the County

Courthouse and will be advertised in several forthcoming editions of the Birmingham News.

Respectfully submitted this 13th day of July, 2012.

By:_/s/ Patrick Darby
BRADLEY ARANT BOULT CUMMINGS LLP
Patrick Darby
One Federal Place
1819 Fifth Avenue North
Birmingham, Alabama 35203
Telephone: (205) 521-8000
Facsimile: (205) 521-8500
Email: pdarby@babc.com

-and-

KLEE, TUCHIN, BOGDANOFF & STERN LLP

Kenneth N. Klee (pro hac vice)

Lee R. Bogdanoff (pro hac vice)

David M. Stern (pro hac vice)

Robert J. Pfister (pro hac vice)

1999 Avenue of the Stars, Thirty-Ninth Floor

Los Angeles, California 90067

Telephone: (310) 407-4000

Facsimile: (310) 407-9090

Email: kklee@ktbslaw.com, Ibogdanoff@ktbslaw.com,
dstern@ktbslaw.com, rpfister@ktbslaw.com

Counsel for Jefferson County, Alabama
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PUBLIC NOTICE

To Jefferson County Sewer System Ratepayers, Creditors and Other Interested Persons:

Please take notice that the Jefferson County Commission (the “Commission’) will hold a public
hearing (the “Hearing”) on Tuesday, July 24, 2012, from 5:30 p.m. to 7:30 p.m. at the
Bessemer Courthouse, 1851 2nd Avenue North, in Bessemer, Alabama. The purpose of the
Hearing is to receive testimony from invited witnesses and public comments from ratepayers,
creditors and any other parties (collectively, “Interested Persons”) who are or may be affected by
the Jefferson County Sanitary Sewer System (the “System”) on the question of what reasonable
and nondiscriminatory rules and regulations fixing rates and charges for sewer service the
Commission should consider adopting or amending. All Interested Persons are invited to attend
and comment.

At the Hearing, the Commission intends to hear from one or more invited witnesses. These
witnesses will be given priority in order of presentation at the hearing. Any Interested Person
who wishes to speak at the Hearing must sign up on the sign-up sheet before the time the
Hearing begins. The sign-up sheet will be available in the County Manager’s Office in the
Jefferson County Courthouse, Second Floor, Room 251, 716 Richard Arrington Jr. Boulevard
North in Birmingham, Alabama during normal business hours until 3 p.m. on July 24, 2012, after
which time the sign-up sheet will be available at the Bessemer Courthouse. The Commission
will limit Interested Persons’ time for commentary to no more than three (3) minutes. The
Commission also invites Interested Persons to submit in advance of the Hearing any written
comments or material they want the Commission to consider in connection with the fixing of
rates and charges for sewer service or the fixing of a rate structure. All written submissions must
be delivered to the County Manager’s Office before the Hearing begins.

Among other topics, the Commission seeks information regarding the costs of operating and
maintaining the System in a sound, responsible manner, including appropriate renewal and
rehabilitation of existing infrastructure; the level of future capital expenditures required for
compliance with applicable state and federal law; the financial burden of System rates on
households and businesses in the community; and the propriety of current and potential
alternative rate structures. The Hearing will be recorded contemporaneously and a transcribed
record of the Hearing will be prepared for the Commission's use.

This is the second of several hearings the Commission intends to hold on this important topic. A
subsequent hearing is tentatively scheduled for August 21, 2012, at a time and location in
Jefferson County to be determined and announced by the Commission.
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UNITED STATES BANKRUPTCY COURT
FOR THE NORTHERN DISTRICT OF ALABAMA

SOUTHERN DIVISION
IN RE: )
)
JEFFERSON COUNTY, ALABAMA, )
) CASE NO.: 11-05736-TBB-9
Debtor. )
) CHAPTER 9
)

RESPONSE OF INDENTURE TRUSTEE AND THE NAMED WARRANTHOLDERS
AND INSURERS TO JEFFERSON COUNTY’S INVITATION TO ADDRESS THE
JEFFERSON COUNTY COMMISSION AT THE NEXT SEWER RATE HEARING

The Bank of New York Mellon, in its capacity as Indenture Trustee (the “Trustee”) for
$3.6 billion in original principal amount of special revenue sewer warrants (the “Sewer
Warrants”), files this response to Jefferson County’s Notice of Invitations to Address the
Jefferson County Commission at the Next Sewer Rate Hearing (the “Debtor’s Invitation”). The
Trustee is filing this response on behalf of itself and certain Warrantholders and Insurers (the
Named Warrantholders and Insurers (as defined in footnote 1 below) together with the Trustee,
the “Invitees”).! The Debtor’s Invitation was filed on the docket in the above-referenced case on
June 25, 2012 (Doc. No. 1090), and therefore, the Trustee is filing its response with the Court.
The Invitees’ position regarding sewer rates is now well known as it has been set forth and

supported in numerous federal and state court hearings and pleadings. See e.g., The Receiver’s

! The Notice filed by the Debtor indicated that invitations to “testify” at its next public hearing on sewer rates were
sent to the Indenture Trustee, JPMorgan Chase Bank, N.A., Bank of America, Bank of Nova Scotia, Sociéte
Generale, Bank of New York Mellon, State Street Bank and Trust Company, Lloyds TSB Bank PLC, Assured
Guaranty Municipal Corp. and Syncora Guarantee Inc. (the “Named Warrantholders and Insurers”). The Trustee
understands that each of the Named Warrantholders and Insurers agrees with the Trustee’s Response set forth herein
and that none of them intend to appear at the public hearings. The Notice further indicates that Financial Guaranty
Insurance Company (“FGIC”) was also invited to “testify”. The Trustee understands that FGIC reserves all of its
rights and does not intend to appear at the public hearings.
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First Interim Report. Consequently, the Invitees do not intend to participate in the Debtor’s
Sewer Rate Hearings. The Invitees are, however, willing to meet with the County’s
representatives to discuss their position, including their views on an appropriate rate structure,
and to engage in good faith discussions regarding the terms of a plan of adjustment. For now,
the Invitees’ response to the Debtor’s Invitation is as follows:

l. The “public hearings” that the Debtor and its Commission have scheduled are not
a part of any rate-making procedures required under Alabama law, do not provide for sworn
testimony subject to cross examination, and are not administrative hearings or adjudications.
Rather, the hearings have been described by the County in its First Periodic Status Report
Concerning the Sewer Ratemaking Process [Doc. No. 1070] as a learning process for the
Commission and to “assist the Commission and the public in understanding the rate-making
process.” (Status Report, p. 2.) The Trustee, on its own behalf and on behalf of all
Warrantholders and Insurers, reserves all rights and remedies under that certain Trust Indenture
dated February 1, 1997, and all supplemental Indentures (the “Indenture”), the related documents
and applicable law, and any participation or lack of participation in the Commission’s public
hearings is without prejudice to those rights and remedies.

2. The County received more than $3.6 billion from the Warrantholders pursuant to
the Indenture to pay for expansion and improvement of the Debtor’s sewer system (the
“System”), including paying for federally required improvements to (1) protect the health and
welfare of all County residents and (2) improve the quality of the Cahaba and Black Warrior
rivers.” Due to the County’s continuous defaults under the Indenture since 2008, the Trustee has

been forced to litigate with the Debtor for four years in a federal receivership action, an Alabama

% The Invitees note that despite the County-wide benefit of these improvements and expansions, to date, the County
has determined that the substantial cost should be borne only by customers of the System.
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state court receivership action, and now this chapter 9 bankruptcy case. The state receivership
court appointed a receiver to manage the System due to these defaults, one of which is the
County’s failure, since January 1, 2008, to adhere to the rate covenant in the Indenture that
requires it to raise sewer rates. Throughout all of those proceedings, the Trustee has consistently
reiterated and supported its position that the County is obligated under the express terms of the
Indenture to repay the Sewer Warrants in full, and to “fix, revise, and maintain” sewer rates
sufficient to pay the Sewer Warrants and to operate and maintain the System. Put simply, the
Debtor is required to comply with the rate covenant and the other covenants set forth in the
Indenture. The County has chosen not to comply with its obligations. The Debtor does not need
to extend an invitation to the Invitees to elicit these views, as they are already well known by the
County Commission and have been well established in numerous hearings and pleadings in both
state and federal courts over the last four years.

3. Not only are the County and the County Commission fully aware of the Trustee’s
views, but the County and County Commission have been repeatedly advised, at significant
expense, over many years by their own past and present consultants, and by court-appointed
special masters and a court-appointed receiver, that the sewer system rates can and should be
raised. Implementing even some of these recommended rate increases would provide sufficient
revenues to allow the County to pay all of the sewer obligations in full. Indeed, when the County
Commission voted not to honor its rate covenant under the Indenture and suspended its 1997
Rate Adjustment Resolution on December 16, 2008, the County did so because “... [suspending]
the Rate Adjustment Resolution will allow the Commission to act directly on System Rates after
consulting with and considering the recommendation of the Special Masters and the County’s

consultants.” Three and one-half years ago the Commission found that “... [t]his action is
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necessary for the Commission to balance and discharge its duties to creditors, rate payers and the
environment under the Indenture, the Consent Decree and applicable law.” See Jefferson County
Commission resolution Dec. 16, 2008-1373.> The Commission has in its possession at least
seven reports advising the County that sewer rates should and can be increased, including the
following: (i) the Red Oak Consulting Final Technical Report for the Jefferson County
Environmental Services Department dated January 31, 2007; (ii) the Raftelis Financial
Consultants, Inc., Jefferson County Commission Comprehensive Wastewater Cost of Service
and Rate Study Report dated February 3, 2010; (iii) the BE & K Engineering Company 2003
Final Report; (iv) the Paul B. Krebbs & Associates, Inc., Analysis of Sources of Revenue for the
Jefferson County Environmental Services Department dated March 31, 2002; (v) the Raftelis
Financial Consultants, Inc., 2008 draft report, (vi) the Report of the Special Master’s Assessment
of the Jefferson County Environmental Services Department dated January 20, 2009 (Trial
Exhibit M.3 to the November 2011 stay hearing, Doc. No. 257); and (vii) the Receiver’s First
Interim Report on Finances, Operations, and Rates of the Jefferson County Sewer System filed in
State Court Action CV-2009-02318 dated June 14, 2011 (Trial Exhibit M.4 to the November
2011 stay hearing, Doc. No. 257). In the past, the County Commission has ignored the advice of
its own consultants to set rates at the level necessary to create a sound financial foundation for
the System and to repay its sewer related obligations.

4. The Trustee and other Invitees are skeptical that these public hearings are
anything but a further effort to delay the process, but are hopeful that the County Commission is
finally serious about implementing the necessary (albeit politically unpopular) rate increases to

return the System to financial health. The County’s inaction continues to irreparably harm the

3 The special masters referenced in the resolution filed their reports three and one-half years ago, but the County has
still not raised rates.

8973714.21
R-000208
Case 11-05736-TBB9 Doc 2213-12 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc
C.344 Partl2 Page 7 of 10



Trustee and all of the Warrantholders and Insurers. As the Bankruptcy Court recognized, the
delays in implementing rate increases, which merely forestall the inevitable, generally aggravate
the problem. (Transcript of May 3, 2012 Bankruptcy Court Hearing, p. 11-12) Over the last
four years, the County’s water rates have increased 30%, yet the County has failed to raise sewer
rates.” Eric Rothstein, the consultant hired by the County’s lawyers, has previously testified
under oath that in ninety days he could design a complete program of rate increases to repay the
sewer debt in full. (Transcript of April 12, 2012 Bankruptcy Court Hearing p.264 1.20-p.265
1.18). Likewise, a year ago the Receiver for the sewer system set out in detail, with technical
support, the rate increases and structural changes that should have been implemented in 2011.
Despite their own expert’s testimony, a plethora of consultants’ reports and studies, and the
Special Master’s and Receiver’s recommendations, the County has failed during the six months
it has regained control of the System to even announce, let alone implement, a program of rate
increases. Moreover, the County has advised that it does not intend to do so until September
2012, at the earliest, despite the fact that the County has failed to raise rates since January 1,
2008, and continues to exhibit no urgency to do so.

5. The Invitees’s counsel are available at a mutually agreeable time and place to
discuss with the County’s counsel the Invitees’ view on a future rate structure which the County
can and should implement. Since the commencement of this case, the County’s counsel has not
solicited the views of the Invitees’ counsel to discuss rate structure proposals. Rather, the

County has used the bankruptcy process as a forum to relitigate issues previously decided in the

*See: http://blog.al.com/spotnews/2011/10/birmingham_water works board a_2.html;
http://blog.al.com/spotnews/2010/12/water_bills_from birmingham wa.html;
http://www.birminghamwaterworks.com/index.php?option=com_content&task=view&id=228&Itemid=_88;
http://blog.al.com/birmingham-news-commentary/2009/01/birmingham_water works 13 perc.html,;
http://www.birminghamwaterworks.com/index.php?option=com_content&task=view&id=158.
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Receivership Case and to unsuccessfully try to rewrite the Indenture to the detriment of the
Warrantholders.

6. The Trustee and the other Invitees expect the County Commission to take
immediate, appropriate action to enable the County to repay the funds that it borrowed from the
Warrantholders. While the Trustee and the other Invitees are prepared to discuss with the
County an appropriate rate structure and plan of adjustment, the Trustee, the Insurers, the
Invitees and Warrantholders reserve all of their rights to seek appropriate relief from the
Bankruptcy Court or the state court at any time, including seeking an order directing the Debtor
to implement rate enhancements in an amount necessary to pay back the money that the County

has borrowed.

Respectfully submitted on this the 17th day of July, 2012.

By:  /s/Larry B. Childs
Larry B. Childs
Brian J. Malcom
WALLER LANSDEN DORTCH &
DAVIS LLP
1901 Sixth Avenue North, Suite 1400
Birmingham, AL 35203
Phone: (205) 214-6380
Fax: (205) 214-8787

-and —

David E. Lemke

Ryan K. Cochran

WALLER LANSDEN DORTCH &
DAVIS LLP

511 Union Street, Suite 2700
Nashville, TN 37219

Phone: (615) 244-6380

Fax: (615) 244-6804

Attorneys for The Bank of New York
Mellon, as Indenture Trustee
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STATE STREET.

July 19, 2012

Mr. Tony Petelos

Chief Executive Officer

Jefferson County Commission
Suite 251 Courthouse

716 Richard Arrington, Jr. Blvd. N.
Birmingham, AL 35203

VIA ELECTRONIC AND REGULAR MAIL
Re: Public Hearings on Sewer Rate Increases

Dear Mr. Petelos:

| am writing in response to your letter of June 22, inviting State Street to participate, along with other
Jefferson County Sewer warrantholders, in a public meeting on sewer rates. The letter was received
both through regular mail, as well as through its filing with United States Bankruptcy Court for the
North District of Alabama, Southern Division.

The Trustee for the warrantholders has provided a response to the invitation on behalf of itself and the
invitees. State Street has nothing to add to this except to say that the Commision’s regular bank
contacts, including the undersigned, remain available, as we have regularly for over four years, to
meet with the Commission and its advisors to discuss ways to resolve this matter.

If you have any questions, please contact me at 617-664-1587.
Sincerely,
STATE STREET BANK AND TRUST COMPANY

e

Timothy Batler,
Senior Vice President

Cc: MEMurphy
WWKannel, Esq.
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Sewer Rate Setting

Jefferson County Sewer Hearings
July 24, 2012 Commission Meeting
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| Presentation Outline

¢ Introductions / Background

¢ Sewer Utility Capital Financing

¢ General Rate Setting Principles

¢ Jefferson County Situation

¢ Rate Setting In Exceptional Times

¢ Next Steps
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INTRODUCTIONS / BACKGROUND
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Introductions / Background

Eric Rothstein

Experience:

Certification:

Associations:

TR ;
Financing and
Charges for

Wastewater
Systems

WATER ENVIRONMENT FEDERAT 1ON

25+ years of water/wastewater strategic planning, financial
and rate consulting

Certified Public Accountant (OR)
MSRB Registered Municipal Advisor

WEF: Utility Management Committee; Chair Finance and
Administration Sub-Committee; Chair Financing and Charges
Manual Task Force; Coordinator Asset Management Hot
Topics

AWWA: Competitive Practices Committee; Rates and
Charges Sub-Committee, Chair Water Rate Structures and
Pricing (M34); Chair, Outside-City & Wholesale Rates (M1)

NACWA: Utility Management Committee
IWA: Economics and Statistics, WUMI Editorial Board 4
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Introductions / Background

Industry Financial Drivers

¢ Withdrawal / restructuring of

federal funding support T
¢ Aging infrastructure — ¢ MR
: 3 W
renewal and reinvestment %
s
¢ Increasingly stringent 4 pnore®

regulatory requirements

¢ Sustainability dynamics:
o Resource recovery
o Energy efficiency

¢ Historic under pricing of

services
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Percent Change

10%

%

8%

Service Charge Index vs. Inflation

Introductions / Background

Rates up 2x Inflation Over Last Decade

NACWA 2010 Financial Survey

Approved and Anticipated Fate Increases
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Introductions / Background

Current Sewer Bill Comparison

2010 AWWA /RFC Water and Wastewater Rate Survey — Selected Cities
Residential Wastewater Bills - 10 CCF User - 5/8t" Inch Meter

Atlanta, GA

Seattle, WA*

Jefferson County, Alabama
Portland, OR

Austin, TX*

Cincinnati (CoC/MSD), OH
Richmond, VA

Boston (BWSC), MA

San Diego (City), CA
Toledo, OH

Gwinnett County, GA
Charlotte, NC

New York City, NY
Columbus, GA

Cleveland (CWD/(NEORSD), OH
Akron, OH

Augusta, GA

Nashville, TN

Philadelphia, PA

New Orleans, LA

Columbus, OH

Cobb County, GA
Washington (DC Water), DC
Dallas, TX

Tucson (TW/PCRWRD), AZ*
Baltimore, MD

Los Angeles, CA

Houston, TX

Anchorage, AK

Miami, FL

Phoenix, AZ*

San Antonio, TX * Seasonal Rate - Summer Charges

Denver (City), CO*

T T 1

0.00 20.00 40.00 60.00 80.00 100.00 120.00 140.00 160.00
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Introductions / Background

Jefferson Co. Rate Structure

Minimum Charges by Meter Size
5/8” $2.00
3/4” $2.50
1” $5.00
1.5” $9.00
27 $14.00
3” $25.00
4” $45.00
6” $85.00
8” $200.00
10” $250.00
Uniform Volume Rate ($ / CCF)
Residential based on 85% of water meter readings, §7.40
non-residential at 100% with exceptions
R-000219
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Introductions / Background

JeffCo. Sewer Bill Arithmetic

¢ Minimum Charges
»S$2.00 for 5/8” residential meter

¢ Volumetric Charges

o Based on water use
> 85% of water use for residential
> 100% for non-residential (with exceptions)

¢ 10 CCF (7,458 gallons) of water use
¢ X 0.85 = 8.5 CCF billed sewage

¢ 8.5 CCFxS$7.40/ CCF

¢ = $62.90 sewer bill

R-000220
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Introductions / Background

JeffCo. Sewer Bill Examples

L

[ Sewar BIll Summary ‘ ‘Tﬂmr_éin Summary Billing Date (4-03-2012

Jaffarsan County Commisalon } | Tha Birmingham Wabar Warks Ragular Bill

Customar Name; Cuetomer Name:

Accourt & Account ¥

¢ Minimum

SEWER CHARGE MINIMUM BILL E CHARGE
TOTA E RGES 2,00 ALABAMA 4%
charge for no b
This is your sewer bill based on the amoun

water use — |

o Contrasts =
water system _~

6B OMETHZ 6B ORMERM2 o TOTAL ACCOUNT BALANCE 20,03
. This is your water bill based on the smount of water used. If you have
a S e C a rge questions concarning this portion of your bill, please call 244-3000.
[ ]

T

T used.
of yeur bill,

Previous Caonsumption
Reading 100 CF

Cusiomar Name: Custamer Name:

Acopunt ¥

BASE SERVICE

S| SO 00 OO0 T2 16 I |4 1 2.4,
I 7 3 4 Sewer Bill Summary Watar Bill Summary Billing Date 08-04-2010
° Jaffersan County Commission The Birrningham Water Works Ragular Bill

¢ 7 CCF water use-—

o Less Watering/ o
Credit (15%)

Current Pravicus Consumption |

med on fhe amount of water used.
cancerning this poriion of your bill,

Fnading Reading 100 CF

o Total charges: N
$44.03 v d

This is your water bill based on the amount of water used. I you hawe
questions concemning this portion of your bill, please call 244-5000.

——
TOTAL OF BILL WHICH YOU MUST PAY: 76.58
. Accaunt History
No amaunt of treatment can compare ‘.°i“"’"'"9 ¥ our Water Use s Perod: 5235 Gallans
_WIIh 8 clean wainr souros - thats why i s Sa Wour Usage Sarme Pariod Last Yaar: 5084 Gallons
important 1o keep our watersheds clean. The Board Avetage Water Usage: 5256 Gallons
developed a watorshed protection policy and has age i
urchased land around our water sources o help
Emmct them. You can help by minimizing ferti- Yeur Water Usage During the Previous 12 Months

R-000221
Case 11-05736-TBB9 Doc 2213-15 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc
C.344 Partl5 Page lof6




SEWER UTILITY
CAPITAL FINANCING
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Sewer Utility Capital Financing

Sewer Utility Capital Needs

¢ Water and sewer systems are
most capital intensive of all
utilities

¢ Consent Decree programs
have required billions of
dollars of expenditures

o Jefferson County one of many
expensive programs
¢ Capital projects a mix of
annual reinvestment and
major investments

R-000223
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¢ Primary options include:
Current revenue

o
o Revenue or general obligation bonds
| @ o State revolving fund loans
D o Grants
ﬁé, ¢ Strategic approaches:
I, o Fund annual Renewal and Reinvestment
| — (R&R) via current revenues

o Employ debt for “lumpy”, infrequent major
investments to distribute cost burden

o Establish a “portfolio” of debt instruments
to manage costs and risks of indebtedness

13
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Sewer Utility Capital Financing

Indenture

ON g,
U?\r;-;.’ ALag,

e, ¢ Debt service coverage
oy provisions:

Series 1 991;&‘””‘& Warran . I
T ey (35000 u o Net Revenues + Prior Years

Sl g Surplus >= 110% debt service
o Net revenues >= 100% of debt
service (After Oct. 2007)

Tﬂ% Sewey

e,
S S
R-000225
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GENERAL RATE SETTING
PRINCIPLES
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General Rate Setting Principles

Cost-of-Service Principles

¢ Determine
system cost
factors

¢ Group customers
with similar
usage
characteristics

¢ Allocate costs to
customer classes
proportionate to
system demands

16
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General Rate Setting Principles

Industry Standard Practice Overview

Annual revenue to be recovered
from user charges (financial plan)

l

(%)

§ ----- Allocation to system functions

=

o |

C H - . g

e Grouping of functions by Specific

=T

O joint and specific categories costs |

@)

< 1 Joint costs Allocation to

i)

m () (] L] -

S Classification of cost of service [~ curtomer
by service characteristic classes

!

Rate Design

17
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I‘!. | Basic Revenue Requirements

@ Operating expenses

@ Future Capital Expenses
» Cash financed (PAYGO)

® Debt Service

¢ Considerations:

¢ Other expenses may include Payments in Lieu of
Taxes, Franchise Fees, etc.

¢ Compliance with financial policies including

targeted debt service coverage, fund balances, etc.
¢ Typically coverage enables cash-funded CAPEX 18

R-000229
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General Rate Setting Principles

It Cost Allocation Process

Standard Wastewater System Functional Categories

Collection S e Treatment Custqmer Equivalent Indirect
Plants Services Meters
Pretreatment Primary Non-Nutrient Nutrient Solids Industrial
Treatment Secondary Removal Handling Waste
% Joint Costs
17}
S v . —
O Standard Wastewater System Service Characteristics
G |
8 Average Peak Flow : Customer/ || Equivalent
o
P Flow /&l BOD || TSS || Nitrogen || Phos. Billing Meter
—> Example Customer Classes
Single Multi- Light - Heavy Monitored Septic
Family family Commercial Commercial

R-000230
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W

» L4"4 General Rate Setting Principles

Development of Unit Costs

ANNUAL COSTS BY COMPONENT

v v v v v v v
UNIT COSTS BY COMPONENT

SX.XX CU m. Sx.xx/bill Sx.xx/cust

Basis for Industrial Overstrength Charges
20
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General Rate Setting Principles

| | 1 | Allocations to Service Characteristics:

SERVICE CHARACTERISTICS USAGE CHARACTERISTICS

Average Flow

‘ Water use*/ Metered flows

Infiltration and Inflow

‘ Water use, customers, meter
equivalents, area

Strength Loadings

mmm) Estimated/measured loads

Customer Service

mmm) Customers

Equivalent Meter

mmm) Equivalent meters

* Adjusted for non-sewered uses (winter average, percent reduction, etc.)

R-000232
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e 0

> \ General Rate Setting Principles

- i Rate Structure Components

¢ Fixed Charges

o Charges that are invariant with amount or strength of
wastewater customers’ flow contributions

¢ Volume Rates

o Per unit of billable flow pricing of wastewater services
> Note: variance of billable vs. influent volumes or water use

¢ Constituent Rates

o Per unit of contributed strength loading (e.g. BOD, TSS,
Phosphorous)

¢ Customer Specific Charges

o Charges for specifically assigned costs
» Industrial pre-treatment
» facilities dedicated to a particular or limited number of customers

22
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Residential / Commercial / Industrial / Institutional

23
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General Rate Setting Principles

Fixed Charges By Customer Class

Meter Sizes
24
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General Rate Setting Principles

!‘ ! Uniform Volume Rates

S / Unit of Volume

Residential / Commercial / Industrial / Institutional
S/CCF

Volume
25
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General Rate Setting Principles

Uniform Volume Rates By Customer Class

S / Unit of Volume

W..-

- Volume
26
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General Rate Setting Principles

! | Block Rates (Inclining & Declining)

S / Unit of Volume

Inclining Block

Declining Block

Volume
27
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General Rate Setting Principles

Diversity of Customer Strength Loadings

Typical Wastewater Strengths
Biochemical Total
User Oxygen Demand Suspended
(mg/L) Solids (mg/L)
1) Average Residential 200 200
2) Commercial
a) Auto Steam Cleaning 1,150 1,250
b) Bakery, Retail 823 414
c) Bars without Dining 200 200
d) Car Washes 359 441
e) Department/General Retail 150 180
f) Dry Cleaners 350 235
g) Hotels/Motels without Dining 310 120
h) Hotels/Motels with Dining 500 600
i) Markets without Garbage Disposal 185 70
j) Markets with Garbage Disposal 800 800
k) Mortuaries 800 800
I) Professional Office 150 20
m) Restaurants 1,000 600
Sources: California State Water Resources Control Board (April 1983}, and City
of Salem Cost of Service and Rate Design Study (1998)
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5 @%\ General Rate Setting Principles

_J | Constituent Rates

S / Unit of Strength

Biochemical
Oxygen
Demand

S/1b

R-

Suspended

000240

Total

Solids
S/lb

Phosphorous

/b

Pounds
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General Rate Setting Principles

Rate Structure

S
o -

Advantages Disadvantages

Revenue stability
Admin Simplicity
Public Understanding

Fixed Charges
(System-wide)
|
Uniform Volume Rates > Admin simplicity

|
L[]

g;
i

i =R

UL o
llll 1|

M

(System-Wide) Public Understanding
|
Uniform Volume Rates

(By Customer Class)
I

=
_
N
e
_
_—
_
'
=

nm

Cost of Service
Public Acceptance

Block Rates Support Water
. . .. Conservation (I) or
(Inclining / Declining) Economic Dev. (D)
R-000241
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V7 \l General Rate Setting Principles

X t Rate Design Objectives

¢

¢

¢

¢

¢

¢

Objective Considerations
Equity Cost of service
Revenue stability Fixed vs. variable charges
Implementability Billing system constraints
Public acceptance Understandability
Affordability Minimum bills
Water conservation Price elasticity of demand

Business attraction / retention = Economic conditions

31
R-000242
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JEFFERSON CO. SITUATION

R-000243
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Jefferson County Situation

Unique Factors Impacting
Revenue Requirements

¢ Historical development
o Consolidation of systems

o Allowance of development using
septic systems

o Consent Decree program costs
» Graft and corruption

” ¢ Bankruptcy

» Legal costs
> No or limited access to credit markets

¢ Debt level and portfolio
> Debt service under contracted terms s

R-000244
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Jefferson County Situation

I.!:- Debt Level and Portfolio

FITCH MEDIANS ( as 2008) ¢
Total .
: Projected ¢
Rated Outstanding Debt Per
. Long-Term
Credit Customer -
Debt Per .
Year Five
Customer ©) ¢
($)
AAA $1,121 $1,793
AA $1,168 $1,680
A $1,375 $1,926

Jeffco  Approx $21,000

Indebtedness per account
exceptionally high
Share of portfolio in variable
rate debt instruments

¢ Typically 5-15%; JeffCo @ 95%

Insurers downgraded in 2008

¢ DSRF requirements
¢ Auctions fail — penalty rate provisions
¢ Variable rate notes accelerated

Provisions precipitated debt service
requirements that would require rate

increases in excess of 300%

e Special Master’s Report 34

R-000245
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—i | Basic Revenue Requirements

v Operating expenses

v Future Capital Expenses
» Cash financed (PAYGO)

2 Debt Service

» Debt Service Reserve Fund req.
Impossibility of > > After insurers downgrade

curing all defaults : ..
> Acceleration Provisions

35
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Jefferson County Situation

Impossibility of Curing Defaults

John Young

¢ First Interim Receiver’s Report:

o “Raising rates to a level sufficient to cure all defaults .... under
the Indenture is almost certainly not feasible.” (p. 40)

To determine the revenue required to refinance the entire approximately $3.158 billion of
System debt currently outstanding, the Receiver asked B&V to prepare an analysis of total
revenues required to pay all of the System’s costs, including the annual debt service costs and
coverage requirements for the next five years. The analysis assumes refinancing of the entire
$3.158 billion at current market rates, and that sewer revenues would increase uniformly for
three years. As shown in the table below, in just the first five years, sewer user charges would
have to be increased a total of 220%, with a 50.2% mcrease in 2012; another 42.7% in 2013; and
a third 42.7% in 2014, followed by smaller increases the remaining two years:'™ (p. 54)

¢ Trial Testimony (November 21st, 2011)

o "The three or four hundred percent rate increases” that would
be necessary to service the full amount of outstanding sewer
debt, in my mind and my professional judgment, that's

excessive”.
o Even servicing around S2 billion in debt would require rate
increases”getting on the brink of reasonableness.” 36
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Jefferson County Situation

Impossibility of Curing Defaults

¢ Price (and other) elasticity of demand

o 100% rate increase # 100% revenue increase
o Diminishing returns from rate adjustments

¢ Adverse responses

o Theft, non-payment
o Business relocation / discouragement

¢ Reasonable, non-discriminatory rules and
regulations setting rates

¢ Bottom line:

o Itis not reasonable, appropriate or likely even possible for
the County to increase rates to:
1.  Pay for outstanding debt as it becomes due and payable;
and

2. Paythe expenses of operating the system in compliance
with applicable law. 37
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RATE SETTING IN EXCEPTIONAL
TIMES

R-000249
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- l‘ i | Recent Sewer Consent Decrees

¢ Financial limitations acknowledged
o Several communities determined to face a
“High Burden” with projected rates > 2% MHI
» 25-year compliance periods
» Honolulu, Kansas City, St. Louis, NEORSD
o Strategic financial planning used to
determine tenable rate increases

» Holistic analyses provide for funding of other
utility needs, ensure parties know “end game”

¢ Decree compliance has prompted most

significant rate increase programs

» Jefferson County — 14%+ average annual rate
increases between 1997 - 2008 39
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IL i Prlvate Ut|I|ty Regulation

¢ Rate of return earned on “used
and useful” asset investments

¢ Costs may be “disallowed” if found
to be imprudently incurred

o Ex: Nuclear power cost overruns

o NARUC (JULY 2004) Model State
protocols:

» “...a utility decision resulting in expenditures
or investments must have been reasonable
under the circumstances that were known or
knowable at the time the decision was made.”

R-000251
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Rate Setting in Exceptional Times

JeffCo Issues in Regulatory Context

¢ Selected assets not “used

and useful”
. Determine
¢ Assets assigned under debt levels
consolidations associated
o Restatement of recorded ik
reasonable,
asset values orudently
¢ Asset values artificially incurred
inflated Costs

o Graft and corruption issues

41

R-000252
Case 11-05736-TBB9 Doc 2213-20 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc

C.344 Part20 Page 7 of 12



N Rate Setting in Exceptional Times

4 Amendment 73 — Alabama

=2y | Constitution

“The governing body of Jefferson
county shall have full power and
authority to manage, operate,
control and administer the sewers
and plants herein provided for and,
to that end, may make any
reasonable and nondiscriminatory

rules and regulations fixing rates and
charges...”

R-000253
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Rate Setting in Exceptional Times

Indenture — Section 12.5(b)

9703 /841%9

TRUST INDENTURE

between

JEFFERSON COUNTY, ALABAMA

(b) The County will make from time to time, to the extent permitted by law, such
increases and other changes in such rates and charges as may be necessary to comply with the
provisions of the preceding paragraph and to provide, in each Fiscal Year, Net Revenues
Available for Debt Service in an amount that shall result in compliance with each of the
following two requirements (such requirements being referred to herein collectively as the "Rate
Covenant"):

$51,880,000
Taxable Sewer Revenue Refunding Warrants
Serles 1997-C

A, AL e

R-000254
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Rate Setting in Exceptional Times

Reasonableness & Non-Discrimination

¢ No “bright line reasonableness standard”

¢ Non-discriminatory rate requirements interpreted to
preclude income indexed rates

o Same reasonable rates applicable to all members of rate
class

¢ Indenture (Section 12.3) prohibits:
¢ provision of free service
¢ provision of service at rates not generally applicable
¢ Indenture (Section 12.5a) requires County to fix,
revise and maintain rates sufficient to:

o Provide for payment of interest, premium (if any) and
principal
o Provide for payment of operating expenses

o Enable the County to perform and comply with all covenants #*

R-000255
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Rate Setting in Exceptional Times

Reasonableness & Non-Discrimination

¢ Consistent with concepts of:
o Smooth, non-disruptive rate increase plans
o Enable recovery of prudently incurred costs
¢ Rates must enable funding of all 3 major
components:
o O&M
o Annual (R&R) CAPEX
o Debt Service
¢ Public health concerns call for access to
service across income spectrum

45
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Next Steps

¢ Refine evaluations of O&M expense and
annual R&R requirements
o Receiver’s report / JeffCo consultants

¢ Evaluate recorded asset values in context of
“used and useful” and prudence criteria

¢ Review cost-of-service analyses already
performed by consultants

¢ Develop rate structure proposal for
Commission consideration:

o Near-term revenue enhancements
o Service rates / septage

o Rate design options (block rates, revised 46

- __ _ _ |
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Sewer Rate Setting

Jefferson County Sewer Hearings
July 24, 2012 Commission Meeting
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Jeffer son County Sewer Public Hearing 1

1

2

10

11

12 JEFFERSON COUNTY SEVER
13

14 PUBLI C HEARI NG
15

16 July 24, 2012
17

18

19

20

21

22

23

Freedom Court Reporting, Inc 877-373-3660
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Jeffer son County Sewer Public Hearing 2

1 COW SSI ONER BROAN: Good eveni ng.

2 We're here today for the second of three public
3 heari ngs, at which the Jefferson County

4 Comm ssion will take testinony fromw tnesses

5 and comments fromthe public about sewer rates.
6 | am Conm ssioner Sandra Little Brown,
7 President Pro Tenp of the Conm ssion.

8 Comm ssi oner David Carrington, President of the
9 Commi ssion, could not be here with us today.
10 O her Conmi ssioners we have present is
11 Commi ssi oner Joe Kni ght, Conm ssioner George

12 Bownan, and Comm ssioner Ji mry Stephens. Al so,
13 we have with us County Manager Tony Petel os.

14 We're grateful to have Judge Carroll,
15 Dean of the Cunberland School of Law and forner
16 United States Magistrate Judge, here with us

17 again for this second hearing. As those who

18 were with us last tinme know, Judge Carroll's

19 first grandchild was born the day of the first
20 heari ng, June 12th. And yet, Judge Carrol
21 still volunteered to noderate and did an
22 excel l ent job.

23 W will be hearing testinony today from

Freedom Court Reporting, Inc 877-373-3660
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Jefferson County Sewer Public Hearing 3

1 M. Eric Rothstein, one of the | eading nunici pal
2 utility financial planning experts in the

3 country. M. Rothstein testified on behalf of

4 the County at the April trial in the bankruptcy
5 court and is advising the Comm ssion on a rate

6 setting process.

7 Follow ng M. Rothstein's testinony, we
8 wll again ask for coments fromthe audi ence.

9 W will use the sane format as before. |In order
10 to hear from everyone, we need commenters to
11 sign up on one of the sign-up sheets that was
12 avai | abl e before the hearing and that will be
13 avai | abl e again before the break. W need
14 comrents to be kept at three mnutes or |ess,
15 pl ease. Judge Carroll wll again keep the clock

16 and we ask everyone to respect the tine

17 limtations. Wth that, I'd like to turn the

18 fl oor over to Judge Carroll. Thank you, very

19 much.

20 JUDGE CARRCLL: Thank you, Conm ssi oner
21 Brown. Comm ssioner Brown indicated, |'m John

22 Carroll, the Dean of the Cunberl and School of

23 Law at Sanford University. It's ny honor and

Freedom Court Reporting, Inc 877-373-3660
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Jefferson County Sewer Public Hearing 4

1 privilege to be with you this evening for this

2 very inportant proceeding. Wat we're about

3 here today is really the essence of denocracy,

4 which is the elected officials get to hear from
5 you, the people that elected them on a very,

6 very serious and inportant matter.

7 This get-together will follow the sane
8 one that we had about a nonth ago in -- near the
9 court house in Jefferson County. Part of this
10 process is to educate everybody. | |earned a
11 great deal fromlistening the first tinme around,
12 and we have -- as the first person we'll hear

13 fromtoday, Eric Rothstein, who is one of the

14 country's forenost |eading experts in rate

15 setting in sewer cases. He's been a consultant
16 to nunicipal water industries for over 25 years.
17 Hi s specialty is hel ping water and wast ewat er

18 I ndustries negotiate with the various regul ators
19 to obtain financing and those sorts of things.
20 He's worked with the systens in Atlanta,
21 Cl evel and, Chi o and Honol ul u, which were in the
22 same position as Jefferson County is, that is

23 facing consent decrees with the Environnental

Freedom Court Reporting, Inc 877-373-3660
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Jefferson County Sewer Public Hearing

1

2

10
11
12
13
14
15
16
17
18
19
20
21
22

23

Protection Agency, and he's devel oped the
I ndustry standard in this particul ar area.

After we hear from M. Rothstein, we're
going to take a five-mnute break. That w |
gi ve you an opportunity, if you haven't signed
up to nmake sone comrents, to do so. W'l
reconvene and then we'll hear the public
coments about this very, very inportant issue.
Before that, though, please join nme in hearing
-- well, before, you need to know, even if
peopl e are not here, this is all being recorded,
and it's being placed on our website. So, if
you have friends that weren't here and want to
hear what has been going on, all this wll
appear on the Jefferson County sewer website as
soon as the Court Reporter can get it
transcribed. So if you want to, again, see
what's going on, want to tell folks what's going
on, it's all being recorded and we -- will be
posted on our website just as the -- whatever
happened at the first hearing was posted on that
websi t e.

Join me now, though, in welcomng Eric

Freedom Court Reporting, Inc

Case 11-05736-TBB9 Doc 2213-21 Filed
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Jefferson County Sewer Public Hearing 6

1 Rot hstein for his testinony.

2 MR. ROTHSTEIN: Thank you, Judge and

3 congratul ati ons. Conm ssioners, good eveni ng.

4 Good evening everyone. |'d like to get right to
5 the presentation, so let's nove forward. \Wat |
6 t hought we'd go through tonight is sone basic

7 I ntroductions and sone di scussi on about sone of
8 the industry drivers and trends in the

9 wast ewat er industry. Mich of what we tal ked

10 about today is driven by concerns related to

11 sewer utility capital financing, so | want to

12 talk a little bit about how sewer utility

13 capital financing works. It sets, really, the
14 stage for considerations about rate setting, and
15 then we'll talk a bit about rate setting

16 principles that, again, are industry standard.
17 And then we need to ask ourselves a bit about

18 what are the unique aspects that we face with

19 Jefferson County in its situation, and then talk
20 a bit about how we m ght proceed in rate setting
21 in what | consider to be exceptional tines, and
22 then finish up with a little discussion about

23 next steps.

Freedom Court Reporting, Inc 877-373-3660
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Jefferson County Sewer Public Hearing 7

1 So, by way of introductions, perhaps |
2 ought to give you a bit of an introduction about
3 me. As the Judge nentioned, | have over 25

4 years of experience in the water and wast ewat er
5 utility industry, and |I've worked for water and
6 wastewater utilities around the country. Again,
7 speci alizing sonewhat in recent years in consent
8 decree negotiations. Have done many water and
9 wast ewat er rate studi es and have been invol ved
10 extensively in the establishnment of standard
11 practices in this area. |'ve been involved in a
12 nunmber of associations in the industry; The
13 Wat er Envi ronnment Federation which is
14 responsi ble for wastewater utilities. And
15 inmportantly, | think, with respect to The Water
16 Envi ronnent Federation, is that it has published
17 what is referred to as really the standard
18 practi ce manual for wastewater rate naking.
19 It's called Financi ng and Charges For Wastewat er
20 Systens, and | served as the chair of the task
21 force that was responsible for the devel opnent
22 of that manual and practice, and that's what

23 wastewater utilities will use in determ ning

Freedom Court Reporting, Inc 877-373-3660
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Jefferson County Sewer Public Hearing 8

1 what their rate structures will be. So that's a
2 bit about ne. | think |I've been around the
3 block a few tines anyway. | have a sense for

4 things, and particularly in light of the consent
5 decree work that 1've been involved in, | think
6 | have sone sense of sone of the exceptional

7 consi derations that we mght reference in

8 t hi nki ng about how to handl e our situation in

9 Jefferson County. Also, |I've recently been

10 involved in work in overseas and Egypt, al so

11 sonme exceptional circunstances, and so there's
12 sone parallels there as well.

13 | thought that it mght be useful to
14 provi de sone sense of context about where the

15 I ndustry has gone, where it's heading, and get a
16 sense of kind of what that nmeans relative to

17 where Jefferson County is.

18 The industry has really faced sone very
19 dramati ¢ changes over the course of |ike the

20 | ast decade or so. There's been a substanti al
21 wi t hdrawal of federal funding support. Back in
22 the 1970s, there were grants that were avail able

23 that funded | arge wastewater treatnent plant

Freedom Court Reporting, Inc 877-373-3660
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Jefferson County Sewer Public Hearing 9

1 i nvestnents. Those grants are very few and far
2 bet ween now. Mst of the federal funding

3 support is in the formof |oans and that has

4 di m ni shed rather substantially. At the sane
5 tinme, the industry is comng to a grow ng

6 recognition that it has an awful | ot of aged

7 infrastructure that is in the ground and is

8 depreciating and wll require renewal,

9 rehabilitation and repl acenents.
10 And really nmuch of the consent decree
11  work that has happened has been a result of

12 situations in which conmunities have not

13 i nvested enough in the renewal and

14 rehabilitation of their aged infrastructure.

15 They' ve had capacity probl ens, overfl ow

16 probl ens, problens with pollution into rivers
17 and streans, and as a consequence, the

18 Envi ronnental Protection Agency and State

19 envi ronnment al agenci es have basically enforced
20 consent decrees to require the fixing up of
21 those systens. And that's certainly what has --
22 what was this case for Jefferson County, which

23 Is very simlar to many other communities who

Freedom Court Reporting, Inc 877-373-3660
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Jeffer son County Sewer Public Hearing 10

1 face consent decree prograns in the 1990s, and

2 wer e put under consent decrees to make those

3 sorts of changes.

4 Anot her maj or chal l enge that is again
5 causing difficulties is, in the -- at the sane

6 time as we have aging of infrastructure of our

7 existing infrastructure, there is increasingly

8 stringent regulatory requirenents. These keep

9 changing and so forth. And so there are, for

10 exanple, regulations that will affect the

11 pol | utant di scharges that sewer systens can put
12 into the rivers and are extrenely expensive to
13 neet those new regul atory requirenents.
14 Al so, lots of things that are happening
15 in this industry, |ooking at sustainability
16 sorts of dynamics, there are, in fact, a couple
17 of utilities that are net energy producers
18 because they are, in fact, using bio solids as a
19 fuel source to generate their -- generate
20 el ectricity.
21 And one of the things that | think is
22 characteristic about the industry, over the |ong

23 term over the | ast nunber of decades is that it

Freedom Court Reporting, Inc 877-373-3660
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Jeffer son County Sewer Public Hearing 11

1 has basically been a historically underpriced
2 service. |In part because of those grant

3 prograns that occurred back in the 1970s and so

4 forth. Lots of that -- of those grants resulted
5 in relatively underpricing of services. And
6 thisis -- again, | want to nake sure that we

7 understand, this is a characterization of the

8 industry in general. This is not specifically

9 about Jefferson County. W'IIl talk a bit about
10 Jefferson County later. But | want to give you
11 a sense of context about where we stand. And,
12 in fact, those drivers have resulted in

13 wast ewat er rates increasing at roughly double

14 the rate of inflation over about the | ast decade
15 or so. And are projected to continue to

16 i ncrease at roughly double the rate of inflation
17 for probably another decade, as utilities deal
18 with this aging infrastructure, and as they deal
19 Wi th increasingly stringent regul atory

20 requirements.

21 Now, Jefferson County has had rate

22 I ncreases that have well-exceeded even those

23 trends, historically. And that's why you end up

Freedom Court Reporting, Inc 877-373-3660
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Jeffer son County Sewer Public Hearing 12

1 in a situation where now your sewer bills are

2 relatively high, relative to nmany ot her

3 communi ties throughout the country. You' ve had
4 a nunber of rate increases over the last -- oh,
5 | ast decade or so, and that has placed you

6 relatively high. This is a sewer bil

7 conpari son of residential wastewater bills for a
8 10 CCF user, that's a bit higher than your

9 average water use. And these are, of course,
10 selected cities, that are water and wastewat er
11 survey for 2010. So this is really reflecting
12 2009 information. And you see that Jefferson

13 County is one of the relatively higher sewer

14 bills for residential custoners. And again,

15 that's a consequence of a nunber of rate

16 I ncreases that occurred over the |ast several

17 years that have placed you in a situation that
18 we're basically driven by the consent decree

19 program that was financed sonetine ago.
20 So this is where your rates stand right
21 now. You have a basic rate structure. This
22 rate structure, basically, had -- provides for a

23 m ni mum charge of two dollars for a five-eighths

Freedom Court Reporting, Inc 877-373-3660
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Jeffer son County Sewer Public Hearing 13

1 i nch | eader and increasing m ni num charges, but
2 really the rates are basically driven by charges
3 for a uniform-- for water usage.

4 And again, one thing that's very

5 inportant to note is that sewer bills are based
6 on water usage. So what the utility does is it
7 takes that water usage for residential

8 custoners, it nultiplies that by 85 percent or

9 basically gives a 15 percent, if you wll,
10 credit reflecting the fact that many residential
11 custoners, not all of their water usage i s going
12 to be going to the wastewater system it's going
13 to be used for |awn watering and ot her sorts of
14 things. So what it's trying to do is capture

15 the anobunt of water use that's returned to the
16 sewer system and then it's charging on the

17 basis of that water usage. And it charges $7.40
18 per hundred cubic feet, which is 748 gal |l ons, |
19 bel i eve, of water use.
20 Commer ci al custoners don't -- are not
21 provi ded that 15 percent watering credit, and
22 that's the basic rate structure that you're

23 going forward wth. So, just to make sure we
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1 understand the arithnmetic of the sewer rates.

2 So you have a minimum charge, that's again $2. 00
3 for five-eighths inch residential neter. You

4 have vol unetric charges, again based on water

5 use; 85 percent for water use for residential,

6 100 percent for nonresidential. So, for

7 exanple, if we're talking about that 10 CCF, 100
8 cubi ¢ foot custoner, the way that we woul d

9 calculate their bill is 10 CCF nultiply it by 85
10 percent, so we get 8.5 CCF tinmes the $7.40 is
11 equal to $62.90. And again, that 10 CCF is
12 above average for Jefferson County, in ternms of
13 wat er usage. But it is that reference point
14 that we | ooked at when we saw those bil
15 conparisons. | don't want you to necessarily
16 believe nme, so we provided a couple of actual
17 screen captures of actual sewer bills. So this
18 Is what, at |east, one of the sewer bills | ooks
19 like. This is for a custoner who didn't use any
20 water. So again they are charged a m ni num
21 charge of $2.00 for their usage.
22 Now, one of the things to note is, in

23 contrast you see for the water system they have
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1 a base charge of $17.34. It's a pretty striking
2 difference that you see for custoners not using
3 any water. Differences in the way that the rate
4 structure is done between water and sewer,

5 bet ween these two particular utilities. Look at
6 anot her one, let's ook at a custoner that's a 7
7 CCF water user. That's a little bit closer to

8 the systemm de average. They have a sewer

9 charge at $7.40, they get their water -- |ess
10 watering credit of 15 percent, and so their
11 total charges are $44.03. Okay. |It's basically
12 seven tines the $7.40.
13 So that's the basics, basic arithnetic
14 and sonme sense of where things are when you
15 t hi nk about water utility rates; where they're
16 goi ng and how you cal cul ate yours currently here
17 in Jefferson County.
18 What do the water rates pay for?
19 Water, wastewater rates basically are paying for
20 primarily sewer utility capital finance. This
21 Is true not just for Jefferson County, but one
22 of the things that is very characteristic about

23 sewer utilities, both water and sewer utilities,
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1 is water and sewer systens are the nost capital
2 intensive of all utilities; nore so than

3 t el ephone; nore so than electric; nore so than

4 gas. It's very, very expensive to have pipes

5 pl aced into the ground and to treat wastewater.
6 So this is the nost capital intensive utility of
7 all the utilities that you can think of. And so
8 that's really what drives the rate revenue

9 requi rements for sewer systens.
10 In Jefferson County, as is true for
11 many other utilities, they have been confronted
12 by enforcenent actions. These are the
13 enforcenent actions that have resulted in
14 consent decrees. These consent decrees are
15 basically an agreenent entered into with parties
16 to litigation that conme about in litigation
17 where parties have sued over violations of The
18 Clean Water Act. And so a consent decree is an
19 agreenent between the utility and typically the
20 U.S. Environnental Protection Agency, the State
21 Regul at ory Agency, and oftentines | ocal
22 nongover nment al organi zati ons who are interested

23 In comng to agreenent about how problens with
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1 violations of The Cean Water Act wll be cured.
2 In many utilities, many communities

3 across the country, this has anounted to

4 agreenents for the expenditure of billions of
5 dollars. | personally have said |I've been
6 i nvol ved in negotiations with five or six

7 different utilities, and they are all confronted
8 with billions of dollars of expenditure. So the
9 nunbers are, in many cases, quite staggering,

10 and that has been the experience of Jefferson

11 County. So it is a very difficult circunstance,
12 and there is likely little solace in

13 under st andi ng that others have faced this as

14 wel | .
15 And if you go back and were to | ook at
16 those current sewer bill conparisons, those ones

17 that are at the top of the page that had the

18 hi ghest sewer bills in the country, are

19 communi ties that have been well on their way

20 towards conpl eting those major nulti-billion

21 dol l ar consent decree prograns. Perhaps the

22 nost significant exanple is the Gty of Atlanta

23 for whom | have worked for for many, nmany years,
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1 and they are conpleting a three billion

2 dollar -- three billion dollar plus consent

3 decree program It's been extraordinarily

4 pai nful .

5 One also has to recognize that it is
6 easy to becone nyopically focused on just the

7 consent decree requirenents. |'mthinking

8 about, okay, we've got to just do the consent

9 decree work. And it is inportant to understand
10 that there are annual renewal and rehabilitation
11 requi renents necessary to basically maintain a
12 system and keep it in good working order on an
13 ongoi ng basis. So it is very inportant as we
14 t hi nk about capital financing, we recognize

15 there is consent decree requirenents, there are
16 annual renewal and rehabilitation requirenents.
17 And what often happens is, there are

18 requi renents to either expand or upgrade major
19 treatnent plants, for exanple. And so what

20 typically happens is, there is am ss of

21 requi rements. Sone of them are annual

22 requi rements, and sone of them are what

23 econom sts mght refer to as |unpy investnents,
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1 bi g expenditures that need to happen on a

2 relatively infrequent basis in order to be able
3 to provide upgrades in treatnent plants or to

4 make maj or system i nvestnents.

5 This presents sone interesting

6 challenges in terns of how to establish a plan

7 of finance for that capital, which again is the
8 big driver of sewer rates. And so one |ooks to
9 sources of financing. There are a whole host of
10 different options out there for financing of
11 wastewater infrastructure. But nost of them

12 conme down to three or four kind of major options
13 which nost utilities are using for the vast

14 majority of the expenditure required for sewer
15 systemwork. These anpunt to funding through

16 current revenues. So the revenue that's

17 collected fromsewer bills, you essentially use
18 to pay on a pay-as-you-go cash basis for certain
19 capi tal expenditures.
20 Alternative, you mght |ook at forns of
21 debt. And the nost commonly used, again this is
22 I ndustry wi de, are revenue bind debt. And sone

23 utilities also use general obligation bonds.
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1 Revenue bi nds being a pledge of the revenues of
2 the sewer systemto pay for the capital

3 I nprovenents that are being financed.

4 Anot her form of debt are forns of | oans
5 and agai n where the Federal Governnent has noved
6 its support to is in funding state revol ving

7 | oan prograns, where the state adm nisters

8 subsi di zed | oans, low interest |oans for funding
9 of wastewater infrastructure. And again, one
10 other option is grants. There's been a fair
11 anmount of discussion anong sone of the parties
12 inthe litigation about the accessing of grants.
13 One thing to note when we talk about grants, and
14 there's no question, grants are a great source
15 of fundi ng, because you don't have to pay them
16 back, and so they're great. But, so this is a
17 little bit hard to read, but what you'll see is
18 in the black, there were construction grants.

19 And you see that basically the vol unme of
20 construction grants, this is on the left hand
21 side is, this is the investnment cost and this is
22 in billions of dollars fromthe U S. EPA.  So

23 this is basically an anobunt of federal dollars
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1 that were being used to support wastewater

2 infrastructures. And note that the bars in the
3 bl ack, which is the left side, were the grants.
4 Then the blue bars is the state revolving fund.
5 And what you see here is that basically the

6 amount of grant funding was very significant in
7 the '70s and '80s, and even up until about 1990.
8 But for all intents and purposes, federal grants
9 have | argely gone away, so there is not a | ot of
10 grant noney out there.
11 | can tell you also in the experience
12 of the City of Atlanta, and |'ve been working
13 there since 2001, the City of Atlanta had hoped
14 to receive grants of several hundred mllions of
15 dollars for their consent decree program To
16 date, | think they've received |ess than 20
17 mllion. So while there's lots of tal k about
18 going out and getting federal grants, it's
19 unlikely that those will be available. So what
20 are sone of the strategic approaches to how to
21 go about wusing these various funding sources in
22 order to be able to finance capital ?

23 And again, this is how you mght do it
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1 for -- if | was to advise a sewer utility about
2 generally their strategic approach as to how

3 they woul d go about financing capital, ny

4 thinking is, that one should fund annual renewal
5 and rehabilitation and reinvestnents through

6 current revenues. Wy do that?

7 well, if you have an annual

8 requi renent, if you need to spend 5, 10, 15,

9 what ever the nunber is, mllions of dollars on
10 an annual basis to provide for appropriate
11 renewal and rehabilitation of pipelines and so
12 forth, then you already have a snooth pattern of
13 expenditure. Wat debt does is it enables you
14 to basically spread the cost of infrastructure
15 i nvestments over a longer period of tinme. So
16 one woul d use debt, whether that's revenue bonds
17 or loans for lunpy, infrequent major

18 i nvestnents, things |like a major treatnent plant
19 expansion. So you can -- so if you have a mmjor
20 treatnent plant expansion, that's 50 mllion
21 dollars, let's say, you can spread the cost of
22 that 50 mllion dollars expenditure, you have to

23 make relatively infrequently over the life of

Freedom Court Reporting, Inc 877-373-3660

R-000280
Case 11-05736-TBB9 Doc 2213-21 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc

C.344 Part21 Page 23 of 37



Jeffer son County Sewer Public Hearing 23

1 t hat asset.

2 So strategically, that's kind of the --
3 what sort of makes sense, in terns of how you

4 m ght approach financing the capital that is the
5 big cost itemfor wastewater utilities.

6 Wien we tal k about debt, it al so nakes
7 sense to establish sone sort of portfolio of

8 debt instrunents, so you're not using only

9 revenue bonds or only | oans, but using a m x of
10 those sorts of instruments as a nmeans of

11 managi ng your costs, as well as managi ng your

12 ri sks associated with participating in a revenue

13 bi nd i ssue or another form of debt issue.

14 When we tal k about bonds and debt, it's
15 i nportant to understand that, nunmber one, that
16 is the primary nmechani sm by which Jefferson

17 County has funded its sewer system i nprovenents.
18 Al so know that what we're tal ki ng about when we

19 tal k about debt is we're tal king about a

20 situation in which the County and really anybody
21  who issues debt enters into a contract, this is

22 referred to as the indenture. The indenture

23 basically establishes the parties to the
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1 agreenent. You have Jefferson County in one

2 hand and the trustee on another hand, who is the
3 debt hol der's representative.

4 Jefferson County in that arrangenent,
5 basi cally pl edges paynent of debt service

6 through the systemrevenues. |If it's a revenue
7 bind, they're basically saying the revenues from
8 the wastewater systemw || be used to pay the

9 debt service, which is basically |ike a nortgage
10 paynent, it's your paynent for -- your annual

11 paynent for the noney that was provided to fund

12 the infrastructure i nvestnent.

13 It also creates a lien of property
14 interest in that revenue stream Property
15 interest in the revenue stream not in the

16 actual assets. And typically, these indentures

17 wi Il create sone sort of, what nost people refer
18 to as a waterfall provision; that says as noney

19 cones into the system it first goes to one

20 fund, revenue fund, debt service reserve fund

21 and so forth to establish where noney cones into
22 the systemand howit is deployed, howit is

23 used to fund different conponents.
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1 It al so, and perhaps nost

2 significantly, it contains what is often

3 referred to as a rate covenant. And that

4 basically says that Jefferson County, or whoever
5 is the contract party wll, whatever the utility
6 iIs, wll raise rates to neet their obligations.
7 So when we tal k about bonded i ndebtedness, we're
8 tal ki ng about entering into a contract in which

9 the County has basically pledged revenues to pay

10 for the debt service. It also basically says
11 that the rate -- the revenues will be created,
12 wi |l be generated such to provide for adequate

13 debt service coverage. And what this nmeans is
14 that the net revenues -- when we tal k about net
15 revenues avail able for debt service what we're
16 tal king about is, you take the revenues of the
17 system mnus the operating expenses, what's

18 | eft should be at |east equal to, and then under
19 the covenant, nore than the annual debt service
20 requi renents. That covenant provision basically
21 provi des sonme neasure of security for the bond
22 hol ders.

23 In sone cases -- in the case of
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1 Jefferson County, there is two debt service

2 coverage provisions. One of them basically says
3 that the net revenues, plus prior year surplus,
4 will be at | east equal to 110 percent of debt

5 service requirenents for the subsequent year.

6 And that just the net revenues will be greater

7 to and equal to the debt service requirenents.

8 | will tell you that these are relatively

9 limted covenant provisions. | have worked for
10 many utilities where the requirement is to
11 achi eve 120 percent, 125 percent of debt service
12 requi renents. What is also typically the case
13 is that utilities will seek to target to achieve
14 a higher level than sinply the debt service
15 responsibilities in order to do a couple of
16 things. One is to ensure that they can nmake
17 their paynents and, two, to provide funding for
18 ot her needs.
19 So that's kind of where we stand when
20  we tal k about capital financing. And again, |
21 tal ked about that initially in order to be able
22 to provide sone, again, sense of context of what

23 Is the big driver behind what is the rate
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1 revenue response to this. Wat are -- what is
2 the cost that really need to be covered when
3 we' re tal king about sewer rates?
4 And we then just talk nore generally
5 al so about general rate setting principals, what
6 we do when we go about setting sewer rates.
7 Again, these principles are sonmewhat established
8 t hrough manual s of practice that are avail able
9 in the water and wastewater industry. So you
10 see on the screen copies of principles of water
11 rates, fees and charges, which is the water
12 manual of practice and the financing and charges
13 for wastewater systems, which is the sewer
14 manual of practice for rate setting. And |I've
15 been invol ved in authorship of both those
16 manual s, and they both basically have a few
17 basi ¢ fundanent al s.
18 What they attenpt to do is they
19 basically determ ne what are the system cost
20 factors, what's driving the cost of the systens?
21 They then say we need a, you know, to group
22 custoners with simlar usage characteristics.

23 So what we often see with sewer rates is, or
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1 water rates is, custoners classified as

2 residential custoners, nonresidential custoners,
3 commercial, industrial, and so forth.

4 Those custoner classifications are

5 devel oped because there is the understanding

6 that oftentines residential custoners use the

7 sewer systemdifferently than comrerci al

8 custoners or industrial custoners for a variety
9 of different reasons.
10 Sanme thing on the water side,

11 residential custoners use water differently than
12 commerci al custonmers. And so on the cost to

13 serve those custoners is different, and so what
14 we're trying to do is establish fair and

15 equitable rates, what we want to try to do is
16 provide rates that reflect the cost of service.
17 And so the idea is to then allocate costs to

18 t hose custoner classes in proportion to their

19 system demands. So, | don't want to bore you
20 too nmuch with the grinding details of cost of

21 service analysis; and believe ne, it is

22 grinding. |It's a basic three-step process that
23 we can -- that rate guys |ike ne can nmanage to
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1 make exceptionally conplicated. So |I'mgoing to
2 just try to give you the bird s eye view

3 Basically the process is a -- is the

4 process by which the first thing you do is

5 determ ne what are the annual revenue to be

6 recovered fromuser charges; how much noney

7 needs to be generated fromrates? So we

8 basically | ook at what are the costs of the

9 system we subtract off other sources of
10 revenue, and we determne, and that's what needs
11 to be covered through rates.
12 W then go through a cost allocation
13 process. W allocate cost of system functions.
14 We al |l ocate costs between what are called joint
15 and specific costs, which basically says if |
16 may -- for exanple, if | have a pipeline that is
17 serving only a single industrial user, | would
18 say that that's specifically assignable cost to
19 just that industry.
20 Most costs are joint costs, everybody's
21 sort of shares in. The cost, for exanple, of
22 the treatnent plants are joint costs that

23 everybody shares in based on how nuch demand
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1 they place on those systens.

2 We then allocate the cost of those

3 custonmer cl asses, residential, comercial,

4 i ndustrial, and establish rates to recover that
5 al l ocated cost responsibility. Wen |I nentioned
6 to you that it gets conplicated, it can get kind
7 of conplicated. But | wanted to speak to you

8 about the basic starting point. The starting

9 point is revenue requirenents, that first box,
10 annual revenues to be recovered fromthe
11 financial planning. How nmuch noney do we need
12 to generate. It's basically conprised of three
13 fundanent al conponents; operating expenses,

14 future capital expenses, and debt service. And
15 when we tal ked about the future capital

16 expenses, that's the kind of thing that |I had
17 nmenti oned before that you would typically want
18 to finance through current revenues. |It's the
19 annual reinvestnent requirenents in the system
20 necessary to nmake sure that you're providing for
21 adequate renewal and rehabilitation of your
22 system assets, then you don't go to a -- go

23 t hrough a process where you're only funding the
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1 maj or systeminvestnents and other things are

2 |l et go. Sone other considerations, nany other

3 utility systens al so have ot her expenses. They
4 have, for exanple, paynents in |lieu of taxes or
5 franchi se fees, which are basically nonies that
6 go fromthe utility to the system general funds.
7 There are concerns about conpliance

8 wth financial policies. So we nmake sure that

9 we establish rates that wll generate adequate
10 revenue to neet financial performance netrics,
11  things |ike making sure that you have an

12 adequat e fund bal ance, so that you are in a

13 position to pay for an energency circunstance.
14 Punps go out, a flood occurs, you need to

15 basically nake sure that you are in a position
16 to restore service as quickly as possible as

17 this is avital utility service.

18 So there's a certain anount of noney
19 that is needed to be retained in fund bal ance in
20 order to be able to be in a position to properly
21 manage the system
22 O her financial policies are often

23 related to, as | nentioned, targeting the |evel
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1 of debt service coverage; how nuch noney do you
2 need to have in place in order to be able to

3 ensure that you are able to neet your debt

4 obl i gations?

5 Once we' ve established those basic

6 revenue requirenents, as | said, things get

7 conplicated. So this is a pictorial

8 representation of nultiples of long difficult

9 spreadsheets. But the basic process is this; we
10 go through a process that says how nmuch noney is
11 used for different functions?
12 COWM SSI ONER BOAWAN:  Where is the
13 noney going in?
14 MR. ROTHSTEIN. Where is the noney
15 going in?
16 COW SSI ONER BOAWAN: Let's get to the
17 chase, let's get to the bottom \Were does the

18 noney go?

19 MR. ROTHSTEIN:. Were does it go?
20 COWM SSI ONER BOAWAN:  Yeah.
21 MR. ROTHSTEIN. Well, we go through

22 this process, and we basically determ ne how

23 much revenue needs to be collected from
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1 di fferent custoner groups. So we go through

2 this cost allocation process and we all ocate

3 costs in this fashion, and we determ ne, here is
4 a unit cost, here is how nuch it costs to handle
5 a pond of pollutant. Here's how nuch it costs

6 to handl e a thousand gall ons of wastewater. And
7 then we basically say, here's the rate that

8 needs to be charged to recover those costs.

9 So when you ask where's the noney go,
10 the noney's comng into the systemto pay for

11 the costs of the system So when we collect --
12 COW SSI ONER BOAWAN:  And to pay for
13 the cost of the maintenance of the system as

14 well.

15 MR. ROTHSTEIN.  Wen we tal k about this
16 cost allocation process, all of the costs, all
17 of the costs of the utility system that

18 i ncl udes operating expenses, it includes the

19 cost of annual renewal and revocation; and it

20 I ncl udes operating expenses; includes salaries;

21 i ncl udes supplies; includes electricity;

22 i ncl udes punping; includes all that sort of

23  stuff.
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1 COW SSI ONER BOAWWAN: It gets
2 reinvested in the community in the people that

3 are actually living in the service.

4 understand that part. | understand that part.
5 Where it affects the people is on the
6 bill, that very sanme bill that you were talking

7 about, because the rates. No matter where we

8 go, we cannot pay nore than we take in. | don't
9 care how you shake it. | don't care how you

10 sliceit.

11 MR. ROTHSTEIN. That's correct.

12 COW SSI ONER BOAWAN: We can't pay nore
13 than we take in. So if that is a constant or

14 has been a constant for the |ast couple of

15 years, instead of constant, agree on a nunber,
16 set arate, and then let's go on. Let's rebuild
17 this County. This is draining the County. |'m
18 | ooking for a settlenent. |'m/looking for a

19 solution. The soonest solution, so that this --
20 so that we don't have to waste our tine talking
21 about paying our sewer bill. You know, it's

22 enbarrassi ng when | travel around the country

23 and, you know, fol ks want to know what's goi ng
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1 on, and | have to say well, you know, the

2 bi ggest thing we're dealing with is sewer debt.
3 And then | have to go through explaining that.

4 But ny point to youis -- and |

5 under stand, you're explaining the systemthat

6 few of us understand or deal with on a daily

7 basis; where it affects us is it affects our

8 pocket books when we get a bill that we have to
9 pay. You know, we're creatures, | nean, we're
10 creatures, we're people. And we nust have

11  water, and we nust have sanitation. That's a
12 given. That's the society that we live in.

13 W're going to have it.

14 Now, it's just the cost. And for us
15 here in Jefferson County, in addition to

16 everything else that we're dealing with, have
17 faced ever escalating costs. But our price, our
18 standard of living has not kept up with that

19 sanme escalation. As a matter of fact, as our

20 standard of |iving has gone down, our costs have
21 gone up, and it's hurting famlies. But we need
22 to stabilize it, stop it, or in ny opinion, in

23 case you ask ne, | don't know whether you did or
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1 not .
2 MR. ROTHSTEI N: Pl ease.
3 COW SSI ONER BOAVAN: But | wll tell

4 you that we need to reduce rates, reduce rates

5 by 20 percent for everybody 'til the end of the
6 year. You want to nmake sone happy people; you

7 want to find sone friends; you tell themtheir

8 sewer bill has been reduced by 20 percent for

9 the rest of the year. Now, that's a cost, yes.
10 My only suggestion is that we add that
11 cost to the back end of the |loan, and give these
12 peopl e a break. W' ve been through two

13 t ornados, a bankrupt County. W' ve been | aying
14 off five -- upwards of 500 people. W need to
15 turn this around. And we need help fromthe

16 peopl e that are requiring us to pay this cost to
17 do that. And I'm asking you, as a part of your
18 presentation, and the people that you deal wth,
19 because | know you do, because nobody
20 understands this stuff |ike you do, that's
21 clear. On this, you're the smartest guy in the
22 room | give you that. But what |I'mtelling you

23 Is that as a County Commi ssioner, this County
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1 needs hel p, and we need hel p soon.

2 We're going to agree on a nunber

3 sonewhere. | don't care whether it's 1.6, 1.7,
4 where, let's agree on a nunber, and then let's

5 nove on.

6 COW SSI ONER BROWN:  Conmi ssi oner, | et
7 me interrupt. M. Eric Rothstein is here as a

8 financial planner expert for this public

9 heari ng. He cannot set rate. He cannot tell us
10 the rate to set. After the three public
11 heari ngs, then we as a Comm ssi on have anot her
12 neeting, and the Commi ssioner will be on the

13 Conmmi ssion to set that rate, so we need to all ow
14 M. Rothstein to finish his presentation, and I
15 wi || hope that Commi ssioners will not interrupt
16 so that we can finish up, and then hear the

17 public comments at the end.

18 That's the way this hearing is to be
19 set up, and that's the way -- we are foll ow ng
20 the sane guidelines we did at the | ast hearing.
21 MR, ROTHSTEIN: Commi ssioner, |'mvery
22 synpathetic to your concerns.

23 COW SSI ONER BROMAN:  |' m synpat heti c,
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1 too. The only way to keep --

2 MR. ROTHSTEIN. |'mvery synpathetic to
3 your concerns. And sone of the points that

4 you' ve raised are exactly the points that | have
5 rai sed in other consent decree negoti ati ons;

6 I ssues about rates that have been increasing and
7 concerns about incone not grow ng at the sane

8 kind of pace. So | certainly understand your

9 concern.
10 One of the things that I'mtrying to
11 articulate here is there are sone established
12 nmet hodol ogi es to, basically, identify howto
13 distribute that cost responsibility to different
14 sorts of custoners. This cost allocation
15 process, it's very detailed and you shoul d not
16 be worried -- you should not have to think about
17 getting into the nitty gritty details. I'monly
18 trying to convey to you this; that we do have
19 sone wel | -established industry practices for
20 trying to ensure a fair and equitable
21 di stribution of costs responsibilities across
22 different types of custoners.

23 W -- although we have a fundanent al
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1 problem which we will talk about in just a

2 mnute, it's tal king about the Jefferson County
3 situation, which is the definition of those

4 costs, and that is at the heart of the problem
5 So et me nove on, and we'll get there.

6 All of this goes to figuring out how do
7 we establish rates based on information that we
8 know. The information that we know is how nuch
9 -- how much wat er peopl e used.
10 We al so have sone indication of the
11 relative strength of the sewage they contribute.
12 Now one of the things | want you to keep in mnd
13 is this; right now you have sewage rates that

14 charge the same sewer cost, $7.40 per CCF, no

15 matter what type of user you are. So one of the
16 things that we mght ook at are differences in
17 the characteristics of the sewage that's

18 contributed into the system

19 In short, residential custoners don't
20 contribute as strong sewage as commerci al and
21 I ndustrial custoners. So one of the things we
22 m ght want to think about is sonme sort of

23 strength differentiated rates, again to try to
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1 get at equitable distribution of cost

2 responsibilities.

3 So that's the sorts of things that we
4 | ook at, because we've allocated all these costs
5 to these different factors, to these different
6 service characteristics, in order to be able to
7 have a nmeasure of confidence that we're

8 di stributing cost responsibilities as equitably
9 as possible. W still have that fundanental
10 question; how nmuch is the cost that we are
11 facing? So let's get to that.
12 Before we do so, | just want to give
13 you a qui ck, quick review of what are the ways
14 in which we collect that dollar -- those
15 doll ars, because there's lots of different ways
16 to do this. Wistewater rates --
17 COW SSI ONER BOAWAN:  But we usual ly
18 don't do that. W wusually just pay the nunber
19 at the bottomof the bill.
20 MR. ROTHSTEIN:. Right, but the way that
21  that nunber at the bottomof the bill is
22 cal cul ated --

23 COW SSI ONER BOAWAN: Do you know
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1 anybody that argues those are the nunbers?

2 MR. ROTHSTEI N: Absol utely.

3 Absol utely.

4 COW SSI ONER BOAWAN:  You nust -- you
5 are inamnority. I'mserious. | don't know
6 anybody that does that.

7 MR. ROTHSTEIN. Well, let ne ask -- |et
8 me suggest this. For exanple, there are a

9 nunmber of communities who apply a fixed charge
10 for a sewer service. So, for exanple, in fact
11 here in Jefferson County, you saw on the water
12 bill $17.34, | think it was, for the custoner
13 who uses no water.
14 | would -- | amhere to suggest to you
15 that if, in fact, you had that sanme charge on
16 the sewer bill for no water usage, that there
17 woul d be peopl e who woul d be concerned about the
18 conponents of the bill, so how we go about
19 calculating it, how we go about structuring to
20 get to the bottomline can be really inportant.
21 And the reason it can be really inportant is it
22 can have differential inpacts on different types

23 of custoners. Small volune users versus high
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1 vol une users. Custoners that are hone or not.

2 So we do have to have sone approach.

3 COW SSI ONER BOAVAN:  Conservati on
4 MR. ROTHSTEI N Conservati on.
5 COW SSI ONER BOAWAN:  You nentioned it

6 earlier, conservation is the key; the anmount of
7 water that a famly uses, whether it's a famly
8 of four with children, whether they're young

9 children or whether they're in school, the

10 anount of water they use varies. The anpunt of
11  water people use in just brushing their teeth.
12 | saw a denonstration on that, | don't know how
13 much water is wasted with people just running
14 wat er while they' re brushing their teeth.

15 Water's just pouring down into the sewer. They
16 suggest that you just turn it on quickly to wet
17 your toothbrush, then turn it off, then brush
18 your teeth, then gargle at the end; that you

19 save sonething |like gallons and gall ons of water

20 every day that you really don't know, because

21 you just turn it on and let it run down. |'ve

22 seen water conservation. | understand it. |'ve

23 been to Egypt, |like you have. |'ve been there
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1 multiple tinmes. There's a value for water that
2 they have there in that region that we don't

3 have. Water, we take for granted. |It's always
4 here, it's always on. We turn it on, let it

5 run, we don't care. There, water is a valuable
6 comodity, and they will do whatever's necessary
7 to protect it. They've had this issue for

8 generations. For us, it's alittle different

9 m ndset .
10 But what I'"'mtrying to convey to you,
11 understand what you're saying, and this is very
12 inmportant, but I'mtrying to get it to where

13 peopl e relate to what you're doing and what

14 you' re saying. And what they're seeing is that
15 that nunber at the bottomthat doesn't concern
16 you, it concerns nme, that nunber at the bottom
17 keeps rising. That's the nunber they have to
18 pay. They know that. That nunber keeps rising.
19 Now, whether that's water, whether that's
20 sewage, you know, sonetines one is up, the
21 other's down. The nunber still keeps rising
22 neverthel ess and that's the anount that they

23 have to pay. This, I'msaying, is too nuch.
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1 We've had nore than 329 percent in the last ten

2 years; when is it going to stop? How nuch do

3 you have to have? How nmuch do you have to have?
4 COW SSI ONER BROWN:  Let ne --

5 COWM SSI ONER BOAWAN:  You know, you can
6 ei ther choose to ring a nop or you can plant a

7 garden, it's your choice.

8 COMM SSI ONER BROMN:  Conmmi ssi oner, if
9 it's in order attorneys, we will break at this
10 time and we'll conme back and finish up the

11 presentation in a few mnutes. Let's have a

12 five-mnute break.

13 JUDGE CARROLL: While you're there, if
14 you want to sign up for a speaking engagenent

15 when we go to public coments when M. Rothstein
16 is finished, we'll go directly to public

17 coments; if you want to sign up on the sheet,

18 pl ease do now.

19 (Pause in proceedings.)
20 MR. ROTHSTEIN. Gven that things are a
21 little behind schedule, what |'ve done is |I've

22 ski pped forward to talk specifically about the

23 Jefferson County situation. There is sone
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1 additional slides that we'll place in the record
2 that's part of ny presentation that just goes

3 t hrough sone of the basics of the different kind
4 of rate forunms and considerations involved in

5 designing rates for sewer service. Let's talk a
6 little bit about the Jefferson County situation.
7 It is a very difficult situation. And so |

8 don't want to put any lipstick on the pig, if

9 you wll.
10 There are a variety of unique factors
11 that inpact the revenue requirenents, the cost
12 of the systemin Jefferson County that are
13 atypical, they are not what you see el sewhere in
14 the country.
15 When you think about the historica
16 devel opnent of the Jefferson County system the
17 prospector, the process of consolidation of a
18 di verse set of different sewer systens of
19 varying quality is a very difficult set of
20 ci rcunstances for a consolidated systemto try
21 to handle. It is providing a distort of
22 i nformation on the balance sheet. It is causing

23 a great deal of challenges for the heroic
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1 i ndi viduals who are currently involved in

2 operating the sewer systemdealing, with al

3 kinds of different just day-to-day chal |l enges of
4 a hodgepodge of ol d systens.

5 A much has been made about the prospect
6 by which the system was devel oped in which

7 househol ds that wanted to were allowed to stay

8 on septic systens, rather than connecting to the
9 centralized wastewater system Basically
10 resulting in not revenue associated with those
11 avai | abl e new connections. Mbst other

12 conmmunities, if sewer service is available,

13 there are requirenments to connect to the system
14 It is really the only way in which the
15 econom cs of centralized wastewater service are
16 manageabl e. That was not the case here in

17 Jefferson County. And nuch has been made, and |
18 don't want to bel abor, you have had a difficult
19 consent decree. As | suggested, there are nany
20 communi ties that have had consent decrees, but |
21 don't know of another community that has
22 suffered the chall enges associated wth the

23 graft and corruption that have resulted in huge
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1 costs associated with that consent decree

2 conpl i ance.

3 You have excel |l ent wastewater treatnent
4 pl ants. Ones that when peak performance works
5 and people that are running those plants that

6 are doing an excellent job, but the cost of the
7 installation of those facilities was

8 extraordinary. As a result, and as a result of
9 a variety of other factors we'll tal k about,
10 there is a bankruptcy. And bankruptcies are not
11 cheap. There are incredible costs associ at ed
12 wi th a bankruptcy.

13 There are |l egal costs and perhaps nopst
14 difficult is you essentially have no access or
15 limted access to credit markets. So those

16 primary options that are available to finance
17 capital on a going-forward basis are not

18 avai l able to you.

19 The revenue bonds, general obligation
20 bonds are not available to you. That puts a
21 trenendous strain on the sewer systemto be able
22 to nove forward on a going-forward basis and

23 fi nance what needs to be put into the system
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1 And as we've tal ked about, and we'll tal k about
2 alittle bit nore right now, the anount of debt
3 that was incurred to finance these consent
4 decree costs and other costs is extraordinary
5 and the portfolio of indebtedness that the
6 County entered into was quite atypical, was not
7 what it normally woul d be done and has resulted
8 in sonme extraordinary difficulties. Let ne
9 speak a little bit further about those
10 extraordinary difficulties.
11 Jefferson County has sone -- one of the
12 things we look at inrating utility credits,
13 when we talk about credits we're tal ki ng about
14 basically people that are going to and accessi ng
15 the credit markets, accessing the markets that
16 basically all ow people to borrow noney through
17 revenue bonds. There are -- you nay have heard
18 of Mbody's and Standard and Poor's and Fitch.
19 These are rating agencies that basically
20 evaluate utility credits, and they use these
21 ki nd of whacky credit systens that | ook at
22 triple A and double A and single A credits. |

23 nmean if you're a triple A you're better than a
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1 double A, and that's better than an A

2 One of the things that you | ook at when
3 -- what they do when they |l ook at rating a
4 credit is that -- and this is just one of maybe

5 a coupl e dozen different netrics, is the nedian
6 val ues of total outstanding |ong-term debt per

7 custoner or the anount of projected debt over

8 the next five years, because nost of the tine

9 utilities will go forward and present a

10 five-year forecast of their financials. And you
11 see the nunbers basically for the triple A rated
12 credits are around 1,100 to 2 to $1, 793

13 dependi ng on which of the netrics you | ook at,
14 and they're in this range of little over a

15 thousand to $2, 000.

16 In Jefferson County, you're an order of
17 magni tude higher. This is just an astonishing
18 nunber. One of the other difficulties is that
19 that debt was in an unusual debt form It was
20 not standard, fixed rate, like a fixed rate sort
21 of nortgage kind of debt. Typically water and
22 wastewater utilities will basically have a debt

23 portfolio that |ooks like nostly fixed rate
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1 borrowi ng. 85, 90, 95 percent of their debt

2 will be fixed rate. Kind of |ike a nortgage

3 paynent. You do a fixed rate nortgage. And

4 maybe a little bit of the debt, 5 to 15 percent

5 would be in a variable debt rate instrunent of

6 sone kind, |ike a adjustable rate nortgage

7 that's triggered off of the conditions in the

8 mar ket pl ace.

9 Jefferson County is basically upside
10 down at 95 percent of their debt was in variable
11 rate instruments. \Wat that neant was
12 extraordi nary exposure to changes in credit
13 mar ket conditions and credit nmarkets changed.
14 W all are suffering the consequences of the
15 credit markets changing. The econom ¢ decline
16 that we are all suffering through. Many here,
17 much nore so than others, is a function of the
18 credit markets changing rather dramatically.

19 One of the things that happened was
20 those fol ks who were involved, those firnms that
21 were involved in the ensuring the debt that

22 Jefferson County entered into were downgraded.

23 They went froma triple Arating to a downgr aded
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1 rating, and that triggered a whole series of

2 unfortunate events. It triggered the need for
3 the County to essentially fund on a cash basis,
4 sonething like a hundred mllion dollars to be
5 put into debt service reserve fund. It

6 triggered the failure of auctions as different
7 parties who were holding the County's bonds,

8 wanted to get rid of them because they were no
9 | onger backed by triple Arated insurers. And
10 that variable rate had an accel eration
11 provision. It basically, once that debt went
12 from bei ng bonded i ndebt edness to a bank

13 warrant, as those -- as that debt noved over,
14 debt that was scheduled to be paid off over 40
15 years was required to be paid off in four.

16 Thi nk about your own personal nortgage; if you
17 had to pay it off all in four years.

18 It's just horrific. Those provisions
19 preci pitated debt service requirenents that
20 woul d have required Jefferson County to increase
21 its rates in excess of 300 percent in order to
22 be able to neet its debt service obligations and

23 conply with the rate covenants in its indenture.
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1 Again, renenber that is a contract. Wat | said
2 iIs an ugly circunstance, and we don't want to

3 put |lipstick on the pig, this is what |I'm

4 tal ki ng about .

5 So here we are, renenber what that

6 basi ¢ revenue requirenent is; what the basic

7 costs that all that cost allocation and all of
8 those rate structure issues are trying to deal
9 wth, the very issues that we're tal ki ng about
10 here; we have to pay for operating expenses; we
11 cannot not pay for operating expenses. This is
12 a vital service. People can't do w thout sewer
13 service; so we have to pay for that.

14 Furthernore, | ampersonally of the

15 view that you have to pay for that annua

16 renewal and rehabilitation requirenments. Those
17 annual capital expenses. There has been nuch
18 t hat has been awful about the way that this

19 system has been financed and has been
20 constructed. What, to ne, would be even nore
21 awful would to be -- go through the process of
22 going through all this pain and not taking

23 adequate care of the systemthat is in place now
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1 and finding ourselves in situations of

2 nonconpl i ance and further unneeded costs because
3 we | et systens that we've paid so nmuch noney for
4 fall into disrepair.

5 And then we have a third set of costs,
6 which are uncertain, which is the debt service.
7 Three hundred -- in excess of 300 percent rate

8 I ncreases. We tal k about the inpossibility of

9 curing the defaults. Three hundred percent rate
10 i ncreases are sinply not reasonabl e.
11 The receiver was put in charge of the
12 system at a point, John Young, who | thought did
13 a very comrendable job in his -- in the

14 Receiver's report. He noted that raising rates
15 to a level sufficient to cure all defaults under
16 the indenture is alnost certainly not feasible.
17 Also in his report, he basically tal ked
18 about analysis he had a consulting firmdo that
19 | ooked at how one m ght go about retiring the
20 3.15 billion dollars of indebtedness. And he
21 says that shown in the table bel ow, which |
22 haven't provided but is available, in just the

23 first five years, sewer user charges woul d have
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1 to be increased a total of 220 percent with a

2 50. 2 percent increase in 2012, another 42.7

3 percent in 2013, and a third 42.7 percent in

4 2014 foll owed by smaller increases in remaining
5 years. These are huge nunbers.

6 One of the things | also want to point
7 out as you consi der those percentages, keep in
8 m nd Jefferson County's sewer rates currently

9 are not at the low end of the spectrum they're
10 relatively high now So when you tal k about
11 per cent age changes, you're tal king about
12 percent age changes over a | arger base. A 10
13 percent increase on $10 is one dollar. A 10
14 percent increase on a hundred dollars is $10.
15 We're nore like the latter.
16 And so when peopl e tal k about major
17 rate increases that have occurred in the past,
18 have personally been involved in sone major rate
19 I ncrease prograns in Atlanta, in Honolulu and
20 ot herw se. Those comunities started froma
21 different place. M. Young also, in nore recent
22 trial testinony, noted the 3 or 400 percent rate

23 I ncreases that woul d be necessary to service the
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1 full anpbunt of outstanding sewer debt. In ny
2 mnd and in ny professional judgnent, that's

3 excessi ve.

4 He said even servicing around two
5 billion dollars in debt, again about a billion
6 dollars less than the 3.1 billion dollars that

7 was analyzed in the receiver's report would

8 require increases getting on the brink of

9 reasonabl eness. So we are faced with this

10 I mpossibility of curing defaults.

11 | want to al so point out a couple of
12 ot her consi derations when we think about curing
13 these defaults. Paying the debt as it's

14 currently scheduled is what we nean by curing
15 defaults. There's sonething called price

16 el asticity of demand, which is a fancy termt hat
17 econom sts use for basically saying when rates
18 I ncrease so nmuch, people stop using as nuch

19 water. Right? It's the sanme principle as

20 anything else that you buy. |If a MDonald's

21 hambur ger costs 15 bucks instead of 5, fewer

22 peopl e woul d be buyi ng McDonal d' s hanbur gers.

23 So when we tal k about these rate

Freedom Court Reporting, Inc 877-373-3660

R-000313
Case 11-05736-TBB9 Doc 2213-22 Filed 11/15/13 Entered 11/15/13 11:47:05 Desc
C.344 Part22 Page 19 of 73



Jeffer son County Sewer Public Hearing 56

1 i ncreases in the huge orders of magnitude, we

2 have to understand that a 10 percent increase in
3 sewer rates is not going to nmean a 10 percent

4 i ncrease in revenue. There are price responses
5 as was noted. People in this community are

6 struggling with declining real incone. There's
7 a incone response. There are other kinds of

8 factors that will inpact the anou