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ERIC REIMER
1022 DOUGLAS STREET
MODESTO, CA 95350
209/522-4498

May 2, 2006

Mr. Richard Rudnansky, Esq.
Interim City Attorney

1010 Tenth Street

Modesto, CA 95354

Dear Mr. Rudnansky:

I should like to address two aspects of yesterday’s meeting, after first, of course, thanking you very much
for the opportunity which you affforded Mr. Thomas and me to present our views.

The first aspect which I think I must address is the scope of your charge by the City Council. Asi
understand it, you are to investigate the alleged variance {deficit) in water revenue projected to be received
by the Finance Dept., and what was projected in Table 7-1 of the Foresight study for FY2006. Mr, Padilla
has stated that there will be a $6.6M shortfall with respect to the Foresight projection. On two occasions
(the most recent being on April 11) I have attempted to point cut that the arithmetic in Table 7-1 is
erroneous. Mr. Padilla and Mr.Baird have both heard me say that it is flawed, and on April 11 I pointed out
the specific error which led to the assertion of a shortfall. In our presentation yesterday, Mr. Thomas.and I
were intent on covering that very error, and also on demonstrating the results when that error was
elliminated. Because the scope of the meeting ran well outside your charge, I believe that our point was
lost. Ihave attached a marked up copy of Foresight Table 7-1 (Attachment A) in which I have
demonstrated the key error. If I have understood your charge correctly, then this demonstration will (in the
narrowest sense) fulfill that charge, in that I show that what was alleged to be a shorifall is actually a
surplus of $2.18M. Iam quite disappointed that Mr. Padilla and Mr. Baird both chose to ignore my
demonstration on April 11; bad I been wrong in my statement, either of them could have stopped me cold
on the spot. Given the foregoing, I submit that within the scope of your charge, and most importantly,
within the parameters of the Foresight study, the appraisal which Mr, Thomas and I have done is correct.
We stand by it.

In the next to last sentence of the above paragraph I made reference to the parameters of the Foresight
study; they are central to the second aspect which I wish to address. In preparing the charts which we
presented, Mr. Thomas and I used the terminology of the Foresight study, i.e., “Revenue Requirement” as a
synonym for expense. We did so expecting that all those involved in the review which you are conducting
would be familiar with not only the terminology itself, but also the tables in which it appeared (4-1 & 7-1 in
particular). That Mr, Padilla was wholly unfamiliar with both the term “Revenue Requirement”, and Table
4-1, is not just a disappointment to me; it troubles me greatly. It was Mr. Padilla who raised the matter of
additional expenses, and in particular the Capital Improvement Projects (CIP’s). Had he taken the trouble
to familiarize himseif with the Foresight study (18 months afier its implementation) he wounld know that the
CIP’s were specifically excluded from the Revenue Requirements, and that Mr. Clumptner (Foresight)
recommended that reserves for future CIP’s not be initiated until F¥2010. (see Attachment B) I believe that
the field upon which we are to play and the location of the goals must remain within the parameters of
Foresight. If Mr. Padilla wishes to expand the field and move the goals, I think it must be done as a policy
decision; that is, the Council must amend or set aside Foresight and undertake a new study. If1 sound
rather put out, I am; it was, after all, Mr. Padilla who recommended that Foresight’s contract be terminated.
In my view that action was both precipitous and uninformed; Mr. Padilla denigrated a person of whose



work he knew next to nothing. Again, if we remain within the parameters of the Foresight study, the
appraisal which Mr. Thomas and I prepared wiil stand up.

In the event that you did not receive a complete copy of our appraisal, I have included another set,

1 remain at your seryjce,

Eric Reimer




‘Foresight Water Rate Study
Projected Revenues (ﬂat/metered)

Table 7-1
Financiaf Plan - Projected Rate Increases and Revenue
Cily of Modesto
Curent - Projected Revenue Requirements and Rale Increasgs
. ] F Y £3-04 F Y 04-05 F Y 05-06 FY 06-07 F Y 07-08 F Y 08.08
Annual Net Revenue ﬁeq‘tsa ) $30,668,000 $33,403,044 $37,913,564 $38,330,500 $48,027,000 $51.806,657
Revenua from Hates ‘
Revenue from Current Ratas (b §27.368,000 £08,322,000 $28,775,000 §29,235,000 _829.703,000 $30,178,000
Revenue from previous ysar rate incr.  § = 81 - S10.071280 18125700 $25.633.680 -§.20.854600
Subtofal 527,366,000 528.5’22,000 $38,846,350 47,380,700 $£55336680 $69,032686
Current Year Surpluss(Deficit) ($3,302,000) (85,171,044} $0932.688 $9 030,110 $? 300,689  §7,226, 038
SurplusiDaich) (No Bale fncreases) | (839020001 (35171.944) _ (88 135 F5d) 4, 000) -
Annual Rate Increase 0.0% 35.0% 20.0% s 0 s .
Comidative Increasa 0.0% 5% 2% i 26% 98% T
REVENUE FROM INCREASES @ . A . :

" EftectveDect:  FY 0405 i $ 3865305 $(10,071,250) § 10,232,250  § 10396080 § 10,562,300 <
Effectve July 11 FY 05-06 $ 7760250 $ 7,803,450 $ 4,019,810 & 8,148,060
Effsctive July 1: FY 06-07 ) $ 7,104,108 § 7,217,820 & 7333264
Effective July 1  FY 07-08 8 g'zss,asd § 281,081 =
Effagtive July 1: FY 08-09 . ] 2,951:835

Subtotal - Revanue from NCRRases 3 - & 385530674

Y $ 25200805 _§ 28,400,523 8 31,806,329
$54.464,805  $58,103.523 i61 994,329

PI‘OJeCted Revenue - $27.4m $32. 2m $46 6m 54.5m $58.1m $62m

April 11, 2006 Water
Rate Review Workshop

Ra‘f& Lmevrease F}’@f‘—@é t 7\0% ove F-y@qgh@
03 Revemoe Fyow-o8 : £32.77,50¢ & ;
F32, /77,305 K& = f&, wss, a6l NoT #7780, 000

Tmai Annual Rate Revenue _...527,366,000 ; $32, 177, 305-} Fkas

Pyos.Reyerwe F/OS5-06 ¢
(Fg%&ﬁf?zf)

/773&5" ‘f’“/’?/fg_e_gq,g/ —
38,6/, 766 )

vo7. levewr e Fro5-08
P (Fe&wuae Lep¥e) /4017?2 (06

Seyplas £ 2,179,340
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FORESIGHT CONSULTING _ FINAL REPORY — 20¢M Waler Utility Cost of Service Rata Study

3. The Annual Revenue Requirement of the City’s Water Utility Will Increase
Significantly Over the Next Five Years

The Water Fund's annual revenue requirement is projecied to increase
approximately 69% by 2008-09, increasing from a current amount of approximately
$30.7 million to more than $51.8 million. This is primarily due to (1) the loss of
numerous wells because of groundwater contamination, (2) debt service payments
related to construction of a new MID surface water treatment plant, (3) funding the
annual operation and maintenance of this new plant, and (4) construction of new
downstream transmission and storage facilities. However, this does not include
.cash-funded CIP projects of approximately $55 million that are allocated to existing
customers, which will be paid out of reserve funds.

Page 3 of 56 ' Seplember 3, 2004

Future Capital Projects Reserve - Gily engincers have identified significant
additional capital projects after 2008-09 that have not been included in the cash-funded
CIP plans or reserves. These projects, which will be further evaluated when the City’s
updates its water master plan, inciude the metering conversion program and a potential
Phase 3 of the MID treatment plant. It would be prudent for the City to begin building a
_separate capital reserve, starting in Year 6, for these projects in order to avoid another
cash shortfall or unplanned rate increase.

Page 35 0f 56 . Sepletber 3, 2004
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CITY OF MODESTO
WATER UTILITY
EXPENSE AND REVENUE APPRAISAL

Cordillera Associates 01May2006
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[ REQUIREMENT HE\?ENUES

REVENUE REQUIREMENT VS, REVENUE shows the Total Revenue Requirement as
calculated in the table titled 'PROJECTED WATER UTILITY BUDGETS, versus ihe Reverue
actually received from Water Sales (FY04 & FY05) or projected fo be received.

This chart uses the Revenue Rates which were established by Resolution by the Gity Council
in November 2004; i.e., annual increases of 35, 20, 15, 5, 5 percent over FY(4 rates.

Revenue in excess of Requirement is used to fund the Reserve. (Reserve Requirement
estimated to be $8M.) -

- Cord. Asso/FSRev. Charts  of6 ' ' 428106
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SURPLUS REVENUE

$.(M's
504

FY2004  FY2005  EY2006  EY2007  FYZ008  EY2008
- | YEAR
——ANN. SURPLUS (DEF) ----CUM. SURPLUS (DEF) - RESERVE REQ. ($8M)

SURPLUS REVENUE shows the excess of Revenue over Reguirement {first Bar Chart) both
Annually and Cumulatively, and their relationship to the Reserve Requirement (horizontal line).

The calculation of the SURPLUS REVENUE amounts is detailed in the table titted "FINANCIAL
RESULTS FROM RATES OF NOV. 2004

Cord. Asso/FSRev. Charls  of6 - ' 4/28106



CUM REV REQ'MT VS CUM RATE INC
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FY2004  EVoO0E T EY2006  EYH0T EV008 T FY2000
, YEAR|
—CUM % REVREQMT -—---CUM % RATE INC

- CUMULATIVE % REVENUE REQUIREMENT VS. CUMULATIVE % RATE INCREASE

shows the Total Revenue Requirement cumulative change over FY2004 ( FY2005 -
requirement was up 7.1% over FY2004; FY2006 requirement was up93%overFY2UD4 and
s0 on.) versus the cumulative change in Rate lncreases over FY2004. :

By FY2000 the Revenue Requirement will be up 48%; the Rate Increase up 79%.
Revenue Requirement calculation appears in the table tited "PROJECTED WATER UTILITY

ggee;z%g y BATE INCREASE calculafion is in “FQNANGIAL RESULTS FROM RATES OF

Cord. Asso/FSRev. Charls  of6 4/28/06
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REVENUE REQUIREMENT VS. REVENUE shows the Total Revenue Hequirement as
calculated in the table titled "PROJECTED WATER UTILITY BUDGETS", versus the Revenue
actually received from Water Sales (FY04 & FY05), and for FY0S and later years the Revenue
projected by the City"s Finance Dept. to be $40.8M. (The $40.8M revenue projection is kept
constant for the purpose of constructing this chart.)

This chart illustrates that even without additional rate increases the FY05 revenue level is more
than sufficient to cover revenue requiremenis thru FY09.

Revenue in excess:of Requirement is used to fund the Reserve. (Reserve Requirement
estimated to be $8M.) -

Cord. AssoJFS Rov. Chaits  of6 . 4128100



| SURPLUS REVENUE (A)
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FY2004  FY2005  FY2006  FY2007  FY2008  FY2009
| _ YEAR
——ANN.SURP.  --—-CUM.SURP.  —RESERVE (§8M) — CUM. SURP.(NM)

SURPLUS REVENUE (A) shows the excess of Revenue over Requirement (Bar Chart (A)
both Annually and Cumulafively, and their relationship to the Reserve Requirernent (horizontal
fing). The heavy line which appears fo start &t FY07 represents the Cumulative Surplus which
would result from FY08 revenue of $40.8M held constant thru FY09 (as in Bar Chart (A)).

The calculation of the SURPLUS REVENUE amounits is detailed in the table titied "FINANCIAL
RESULTS FROM RATES OF NOV. 2004°, with addenda for the changes noted abave.

Cord. Asso/FFS Rev, Chanls  of6 . 4128106



CUM REQ'MT VS RATES (A)

%

FY2004 Y2006 FY2000  FYO70%  EVBO0% — FY00 0%
| | YEAR
—CUM % REV REQMT | —--CUM % RATES (A}

CUMULATIVE % REVENUE REQUIREMENT VS. CUMULATIVE % RATE INCREASE
shows the Total Revenue Requirement cumulative change over FY2004 (FY2005
requirement was up 7.1% over FY2004; FY2006 requirement was up 9.3% over FY2004; and
s0 on), versus the cumulative change in Rate Increases for FY05 and FY08, but withno
additional rate increases after FY0B. - The cumulative rate for FY08 represents the result of the
revenue projection of $40.8M for that year made by the City's Finance Dept.

By FY2008 the Revenue Requirement will be up 49%; the Rate Increase up 51.3%, evén
without additional rate increases after FY0S.

. Revenue Requirement calculation appears in the table fitted "PROJECTED WATER UTILITY

BUDGETS"; RATE INCREASE calculation is in "FINANCIAL RESULTS FROM RATES OF
‘NOV. 2004" {with addenda). ‘

Cord. AssoJFSRev. Charts o6 . 428006
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