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Mr. Don Sommers
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P.O. Box 266

Unionville, Missouri 63565

Final Letter Report Pertaining to Findings Relating to Possible
uisition of the City of Milan Water T; t Plant

Dear Mr. Summers:

Burns & McDonnell is pleased to present our final letter report summarizing findings relating to
the possible acquisition of the City of Milan Water Treatment Plant (the Plant). This report has
been completed in accordance with the scope of services included in our proposed services dated
May 12, 2003. Burns & McDonnell’s understanding on this assignment has been that the North
Central Missouri Regional Water Commission (the Commission) wishes to consider purchasing
the Plant and leasing the current source of raw water to the Plant. This study has been completed
as a supplement to the Bums & McDonnell feasibility study/master plan contract, since the
purchase of the Plant was not anticipated in the scope for the feasibility project.

Scope of Work

Burns & McDonnell completed a step-by-step approach in addressing the issues associated with
the possible acquisition of the Plant by the Commission. This approach includes the following
steps:

1. Determine what facilities to include in the possible acquisition.
Determine possible ancillary facilities that may be necessary to either acquire or lease.
Determine operation and maintenance expenses associated with operating the Plant.
Determine expected unit cost for water if the Commission purchases the Plant.
Prepare an overview analysis of potential financing sources for the facilities acquisition.
Prepare a letter report summarizing the analysis completed in the previous steps and
providing recommendations for consideration by the Commission.
A discussion of the analysis completed for each of the above six steps is provided in the
following paragraphs.

Determination of Facilities Included in the Possible Acquisition

Burns & McDonnell met with the Commission at the beginning of the study to discuss what
facilities to include in the analysis of the possible acquisition of the Plant. It was determined that
in addition to the Plant, the supplemental pipeline and intake facility would need to be included in
any purchase. Capital costs for both the Plant and these additional facilities have been estimated.
Included in the estimate of the Plant cost are certain costs associated with an arbitration award
involving the Plant and paid by the City of Milan. Total capital expenditures associated with the
possible purchase are summarized in Table A.
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Table A
Capital Expenditores Associated with Plapt Purchase

Capital Item Cost
Milan Water Treatment Plant $3,564,500
Arbitration Award Included 482,200
Supplemental Pipeline and Intake 1,136,000
Total Plant Purchase Price $5,182,700

Six different scenarios were developed to analyze the possible unit costs for raw and treated
water. The scenarios were developed assuming two different forecast levels of water sales — with
and without sales to a new Milan industrial user. These levels of water sales were then used to
develop unit costs under three separate assumptions. Under the first assumption, no grant funding
was expected to be available to finance the Plant purchase. Under the second assumption, grant
funding of 30 percent of the Plant acquisition costs was expected to be available to finance the
Plant purchase. Under the third assumption, grant funding of 50 percent of the Plant acquisition
costs was expected to be available to finance the Plant purchase. Under each of the scenarios, the
remaining portion of the Plant acquisition costs not coversd by grants and the additional capital
requirements are assumed to be financed through the issuance of debt. The debt is assumed to
have a term of 25 years with an interest rate of 4.75 percent. The six different scenarios for
which details are provided in Appendices A through F ar=:

Appendix A: Scenario 1 — No Milan Industrial User, No Grants

Appendix B: Scenario 2 —~ No Milan Industrial User, With 30% Plant Grant

Appendix C: Scenario 3 — No Milan Industrial User, With 50% Plant Grant

Appendix D: Scenario 4 — With Milan Industrial User, No Grants

Appendix E: Scenario 5 — With Milan Industrial User, With 30% Plant Grant

Appendix F: Scenario 6 — With Milan Industrial User, With 50% Plant Grant
The Plant will be owned, operated, and maintained by the Commission. Burms & McDonnell has

estimated operation and maintenance costs for the Plant based on information provided by the

City of Milan pertaining to the current operation of the Plant. The detailed tables prepared for
each of the scenarios are:

Table 1 — Projected Water Costs

Table 2 - Inputs and Assumptions

Table 3 - Forecast of Operation and Maintenance Expenses
Table 4 - Forecast Energy Expenses

Table 5 — Projected Debt Expense

Table 6 — Projected Water Sales
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Key Inputs for the Analysis

To develop the estimates pertaining to unit costs associated with raw water from the reservoir and
treated water from the Plant, Burns & McDonnell made certain assurnptions. The first
assumption was that the Plant will be acquired and operated by the Commission. Total costs for
the Plant and the supplemental pipeline and intake structure were estimated at $5,182,700. Table
B provides a summary of the key inputs and assumptions pertaining to the Plant purchase and
construction costs. Table 2 provides the specific assumptions for each of the scenarios. A
portion of the costs for the acquisition of the Plant may be offset by grants. The Commission is
currently exploring various grant opportunities,

Table B
Summary of Key Inputs and Assumptions

$106,100
5109
B0
$125
. 150
50112
0.328)12)
(2]
2] (3]
0.480
0.725
[}
1.30%
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[31 Analysis also prepared assurming no sales to the Milan Industrial User,
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Determination of Ancillary Facilities to Lease

Bumns & McDonnell and the Commission discussed the issue of other ancillary facilities that may
be necessary to operate the Plant. A determination was made that it would be necessary to have a
lease with the City of Milan for raw water supply from Elmwood Lake, This lease will be in
effect until such time that the Commission has water available from the reservoir that will be
created with the construction of 2 dam. The construction of the dam js discussed in the Water
System Master Plan prepared for the Commission by Bums & McDonnell. The final report
providing the Water System Master Plan was submitted to the Commission November 19, 2003,

For this analysis, Burns & McDonnell assumed a lease will be necessary for a five-year period.
This lease will need to include provisions for pumping water from the two CMErgency raw water
sources into Elmwood Lake. Bums & McDonnell estimated the cost for the lease based on a rate
of $0.15 per 1,000 gallons of water taken from Elmwood Lake by the Commission. This lease
amount is included as an operation and maintenance expense in the analysis completed. In lieu of
the Commission paying the City of Milan a lease payment, the City will receive a discount on
water purchases.

Determination of Plant Operation and Maintenance Expenses
Next, Burns & McDonnell determined operation and maintenance expenses for operating the

McDonnell. Utilizing this information and information in Burns & McDonnell data files
pertaining to operation and maintenance expenses of similar facilities, a forecast of operation and
maintenance expenses for the Plant was prepared. Included in the forecast is an amount for
Commission general and administration expenses.

Table 3 in each of the appendices provides the forecast of plant operation and maintenance
expenses, excluding energy expenses. Expenses associated with labor, utilities, routine
maintenance, chemicals, and renewals and replacements are estimated. Also included in the
estimate is an annual amount for a lease with the City of Milan for raw water supply from
Elmwood Lake for the next five years. This will provide the Commission with a source of water
until the dam is constructed and the reservoir is filled to a leve] necessary for proper operation.
Annual operation and maintenance expenses associated with operation of the Plant are estimated
to be slightly more than $500,000 in the initial year. Operation and maintenance expenses are
estimated to increase from the initial year based on inflation of four percent annually for labor
and materials and three percent annually for energy costs.

Energy costs are a major expense item associated with operating the Plant. Energy expense was
forecast separately from other operation and maintenance €xpenses and was based on the current
average energy charge per kilowatt-hour inflated at three percent per year. The average energy
charge was determined based on the current rate charged to the City of Milan by North Central
Electric Cooperative. This rate includes both demand and energy charge components. Projected
energy costs were allocated to only the treated water sales. Premium Standard Farms (PSF), the
City of Milan’s raw water customer, pumps raw water directly from Elmwood Lake and,
therefore, does not cause the Plant to incur encrgy costs associated with pumping the raw water.
Projected energy expenses are provided in Table 4 in the appendices.
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Determination of Financing Costs

For this analysis, Burns & McDonnell assumed the capital costs associated with purchasing the
Plant and ancillary facilities would be paid for either through a combination of grants and revenue
bonds or solely through the issuance of revenue bonds. Any bonds issued to finance acquisition
costs are assumed to have a term of 25 years with an interest rate of 4.75 percent. Projected debt
service is shown in Table 5 of the appendices.

Determination of Expected Water Unit Costs for Commission Ovmed Water Plant

Burns & McDonnell next prepared a forecast of expected sales from a Commission-operated
Plant. Average daily water usage for the year 2002 was used as the starting point for the forecast
of treated water sales to the City of Milan, Sullivan County #1, and Green City and raw water
sales to PSF. Projected water sales to these customers are provided in Table 6 of the appendices.
In scenarios 4 through 6, projected sales to a new Milan industrial user are included. Treated
water sales were forecast to grow annually based on the growth rates for each customer shown in
Table B. Raw water sales were forecast to grow at a rate of six percent annually.

It was recommended in the Feasibility Study previously completed by Burns & McDonnelil, that
the Commission purchase the Plant. Along with this recommendation, other action items were
recommended to the Commission to be completed in the preliminary stages of the water supply
project. The preliminary water unit costs presented in this report are based on the Commission
completing the items listed below:

* Purchasing the Plant.
¢ Leasing the rights to take raw water out of Elmwood Lake from the City of Milan.

* Purchasing the new supplemental intake and pipeline from Locust Creek to Elmwood
Lake.

* Providing treated water to the charter members of the Commission and local
industries.

Table C provides a summary of the projected unit costs associated with the Commission owning,
operating, and maintaining the Plant. Projected unit costs of water for each scenario are shown in
Table 1 of the appendices. Based on the above stated criteria and projected sale of treated water
to the charter members of the Commission, the unit costs for treated water will range from a high

2 high of approximately $0.60 per 1,000 gallons to a low of approximately $0.51 per 1,000
gallons of water purchased for the first five years of operation. Over the succeeding ten years,
unit costs will decrease as the Commission is able to add customers and increase sales of both
raw and treated water.
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Table C
Projected Water Costs for Milan Plant Purchase
Year1 -5 Year 6 - 10
Scenario Unit Cost for Water Unit Cost for Water
m,mggﬂons M,oooﬂllolls
1 - No Milan Industrial User, Treated — $2.6050 Treated - $2.0849
No Grants Raw-  $0.5964 Raw-  $0.3739
2 — No Milan Industrial User, Treated - $2.3120 Treated - $1.8684
With 30% Plant Grant Raw-  $0.5964 Raw-  $0.3739
3 - No Milan Industrial User, | Treated - $2.1167 Treated ~ $1.7240
With 50% Plant Grant : Raw-  $0.5964 Raw—-  $0.3739
4 - With Milan Industrial User, Treated - $1.9134 Treated - $1.2075
No Grants Raw -  $0.5076 Raw-  $0.2515
5 ~ With Milan Industrial User, Treated ~ $1.7231 Treated — $1.1118
With 30% Plant Grant Raw-  $0.5076 Raw- - $0.2515
6 — With Milan Industrial User, Treated — $1.5062 Treated - $1.0481
With 50% Plant Grant Raw-  $0.5076 Raw -  $0.2515

Analysis of Potential Financing Sources for the Facilities Acquisition

In preparing the analysis, Burns & McDonnell evaluated six scenarios as described previously.
For any portion of the acquisition financed through revenue bonds the capital cost will be retired
by a 25-year revenue bond with an interest rate of 4.75 percent. Burns & McDonnell recognizes
that the Commission may be able to finance a portion of the Piant acquisition costs through
various grants. If the Commission can obtain federal grant monies to apply to the acquisition, the
cost of water from the Plant would be reduced. As an example, for every $1.0 million in grant
money, the cost of treated water can be reduced by approximately $0.24 per 1,000 gallons. ¥ half
($2,591,350) of the $5,182,700 can be funded by grant monies, the unit cost of treated water
would be reduced from $1.9134 to $1.5962 per 1,000 gallons, assuming a Milan industrial user is
also purchasing treated water. The Commission is encouraged to solicit for grant monies to assist
in paying for the proposed acquisition.
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Burns & McDonnell appreciates this opportunity to be of service to the Commission. Please feel
free to contact Mr. Ted Kelly if you have any questions or comments regarding the information
contained in this letter report or the analysis completed. Mr. Kelly can be reached at (816) 822-
3208.

Sincerely,

BURNS & McDONNELL

SO e

David E. Christianson
Vice President, Management Services Group

r‘
—)
Ted J. Kelly
Principal, Management Services Group
cc: Don Novak

DEC/TIK
Attachments
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Appendix A
Scenario 1

Table 2
North Central Missourl Regional Water Commissicn
Inputs and Assumptions

[Supplemental Pipeline & Miake Capital Requirement $1,136,000

Fipsline & Intake Grant Fundi

Plpeline & intake Capital lsss Grants $1,136,000)
inerest Rate for Debl Financi I 4.75%

Term of Project Financing - years | 25

Plant O

Inflation Rate for Labor/Matarials

Inflation Rate for Enam

Energy Unit Cost ($/kWh)
arage Monthly Energy Use (KiWh)

Damand Charge (/KW

Average Demand (kW'

Other Utility Costs (Gas?)

Plant Labor

City Labor Offset (10%

Rouline Maintenance (1% of Plant Capital

(Chemical Cesis par Thousand Gallons

General and Adminisiration Expenses

Lake Leass per Thousand Gaflons

Renewal & Replacement Fund Requiremant

Dam & Reservoir OSM
Phase 1 $0]
Phase 2 E

0.350]11]
0.328]§1}
0.084{[1]
User Treated Water 0.000|[1}
Other Treated Water Customers {Bagiin 2011) [«
PSF Raw Water 0.725|[1]
0.70%
1.30%

Return

Return (% of O&M nss, Years 1-5) 5%
Return (% of OEM sxpanse, Years 10 and beyond ) 10%

[1} 2002 Average MGD

No Milan Industrial User, No Grants
No Phase 1 & 2 Capital Page 1 of 1
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Appendix B
Scenario 2

Table 2

North Contral Missourl Reglonal Water Commission

Inputs and Assumptions

[Starting Year

Watar Plant Capital

[ ental Pipeline & Intake Capital uirenwent
Pipsline & Intaks Grant Fundi
Pipeline & intake Capital lass Grants

Intorest Rate for Debt Financin

Tarm of P

Phuse 1 C

Financing - ysars

apital

City Labor Offuet (10%

Routine Maintenance (1% of Flant Capital

Chemical Costs par Thousand Gallons
Ganaral and Administration Expenses
Lake Lease par Thousand Gallons

Renewal & Replacement Fund Requirement
DlmanurvoIrO&M

Phase 1

Phase 2

Water Usage

Milan Trested Water

Sullivan County #1 Treated Water

Green City Troated W ater

Milan industrial User Treated Water

Other Treated Watar Customars (Bsgin 2011

PSF Raw Watsr

Milan Weater Usage Growth
Sullivan County #1 W ater Usage Growth

Greean Cil

Water Usage Growth

Raw Water Usage Growth (first 10 years

Raw Water Usage Growth (after 2010

Milan Indusirial User \W ater Usage Growth

Milen Indus

Other Traatad W atsr Growth

Return

trial User Water Usage Growth (after 2010}

Retum (% of O&M expense, Yoars 1-5)
Returt (% of O&M expense, Years10 and beyond )

[1] 2002 Average MGD

No Miian Industrial User, With 30% Plant Grant
No Phase 1 & 2 Capitat
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Appendix C

Sconario 3
Table 2
North Central Missourt Regional Water Commission
Inputs and Assumptions
Y Year I @
$3,564,600
$482 200
023
$2.023 350

Supplemental Pipaline & Intake Capital ulremant 31,136,000
Pipaline & intake Grant Fund 50
Plpafine & intake Capital lses Grants $1,135,000)
Irderest Rabe for Debt Fin 4.75‘!%
Term of Project Financing - 25

2005/
$0
$0

oy
25§

Plant Labor
City Labor Offsat (10%

Routine Maintenancs (1% of Plant Cay
Chemical Costs per Thousand Gallons
General and Adminlstration nsea
Lake Leass per Thousand Gallons
Renswal & Replacement Fund Requirement

Dam & Reservoir D&M

Phase 1

Phase 2

Water Usnge

Milan Treated Water 0.350111]
Sullivan County #1 Traated Water 0.328|[1]
Graen Clly Tresivd Water D084 [1]
Milan industrial User Treated Water D.000}{1]
Other Treatad Water Customers (Begin 2011 0.480
PSF Raw W ater 0.725)[1)
Milan W ater Usags Growth 0.70%)
Sullivan County #1 Water Usags Growth 1.30%
Grean City Water Usage Growth 0.25%
Raw W ater Usage Growth (first 10 years 6.00%
Raw Water Usage Growth (after 2010) 0.00%;
Mitan Indusirial Usar Wetsr Usage Growth 8.00%
Milan industrial User Water Usags Growth {after 2010) 0.00%|
Other Treatad Water Growth §.00%)
Retum

|Rohm\ (% of O&M expense, Years 1-5) E‘Lﬂ
Retumn (% of O&M expense, Years10 and beyond ) 10%

[t] 2002 Average MGD

No Miian industrial User, With 50% Plant Grant
No Phase 1 & 2 Capital Page 1 of 1
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With Milan Industrial User, No Grants
No Phase 1 & 2 Capital

Appsndix D

Scenarlo 4
Tahle 2
North Central Missouri Reglonal Water Commission
Inputs and Assumptions
l§hrﬂnu Year I 2004]

Water Plant Capital

Milan Plant Purchase Capital 564,500
$482 200

$0|

Milan Piant Purchase Capital lass Grants $4,046 700]
lernental Pipsline & Intake Capital Requirament $1,135,000

Pipeline & Intake Grant Fundi

Pipeline & Intaks Capital issa Grants $1,136,000|
Interest Rate for Debt Financing | 4.75%
Term of P Financing - | 25

0.3501[1]

0.328|[1]
0.094][1)

0.363|11]

.726([1]

6.00%
Milan Industrial Usar Weater Usags Growth {after 2010) 0.00%.
Other Treatwd Water Growth 5.00%'
Retum
Retum (% of O8M sxpense, Years 1-5) 5%)
Return (% of C&M expense, Years10 and beyond ) 10%|

1] 2002 Average MGD
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Appandbx E
Scenarlo 5

Table 2
North Central Missourl Reglonal Water Commission
inputs and Assumptions

Su ntal in® & intake Capital Requirernent $1,138,000
Pipsline & bitake Grant Fundi $0

ipelina & Wtake Capital lass Grants $1,136,000]
Interest Rude for Debt Financl ] 4.76%
Torm of Financing - ysars | 25|

0350](1)
0.328][1]

Return (% of O&M e, Years 1-5) 5%
Retum (% of OEM e Years10 and d) 10%

[1] 2002 Average MGD

With Milan industrial User, With 30% Plant Grant
No Phase 1 & 2 Capital
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Appendix F
Scenario 6

Table 2
North Central Miasourl Regional Water Commission
Inputs and Assumptions

Su ntal Pipeline & intake Capital Raquiremant
Pipeline & intake Grant Fundi

na & Intuko Capital inss Grants $1,136,000}
interest Rate for Debt Financin 4 7593]
Term of Financing - years 25
2005

30

$0

5.00%

25|

m’

$0

6.00%

25

Clty Labor Offsat {10%)

Routine Maintananca {1% of Plant Capital

Chemical Costs per Thousand Gallons

General and Adminisiration Expenses

Lake Loass psr Thousand Gallons

Renswal & Replacemant Fund Reduirsment

Dam & Rossrvolr OSM
Phase $0]
Phase 2 — 30]
C.3500[1]
0.328)[1]
,084|[1)
.563({1]
0.490
0.725{[1]
0.70%
.30%
0.25%
6.00%
0.00%
induztrial Usar Water Usage Growth 8.00%|
Industriat User Water Usags Growth (after 2010) 0.00%
Treatad Water Growth 5.00%|
Retumn —
Return (% of O&M expanse, Yaars 1-5) 5%
Ratum {% of O&M Years10 and nd 10%|

{1] 2002 Average MGD

With Milan industrial User, With 50% Plant Grant

No Phasa 1 & 2 Capital

Page 1 of 1
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