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ROWE PROFESSIONAL

SERVICES COMPi\Ny
Lorqc Peicoruiintjon

January 2013

Mr Edward Kurtz Emergency Financial Manager
City of Flint

1101 Saginaw Street

Flint MI 48502

Subject Review ofDeecrnber 21.2012 Presentation it of Flint Water Supply Assessment

Dear Mr Kurtz

As requested we have reviewed the analysis ofater
supply akematives for the City of Flint which was

presented to the State Department of Treasury by Tucker Young Jackson and lull lnc TYJT on
December 21 202 Our rcvies is attached and summarizes the priman differences between the TYJT
assessment and our previous studies and provides explanations of why we believe there are differences

We have also reviewed the options for continued DWSD supply included in the TYJT presentation It is

not clear whether these arc presented as specific offers on behalf of DWSD or included as examples for

analysis hut we have noted some items which we believe should be addressed and considered as these
options are compared

If there are questions please contact me

Sincerely

ROWE Professional Services Company

James R.dding P.E

Vice P.esrdent Director of Engineering

Attachment
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Review of TYJT December 21 2D12 Presentation

City of Flint Water Supply Assessment

Prepared by Rowe Prof esional Services Company

DWSD Sipply Slides through

The mgd maximum day supply by DWSD options can result in periods during the summer

when most of the water to meet demands will he supplied the Cit from the river To aid in

maintaining consistent water quality softening of the water from the river should he provided

with this option greatly increasing the Citys costs

Upgrades to Flints WTP and dams will he needed for options requiring blending since the WTP
will be required to provde continuous reliable seice and compliance with recent surtice water

trCatrnent reguiatjons

The rates for the options analyzed are shown on Slide as TYJT Estimates Options and rates

shown are different than presented by DWSD previously

DWSD TYJT

1/29/2012 Estimates

18 mgd Maximum Day PB $1624 $16.37

l2mgdMaximumDav-PB $16.30 $16.31

mgd Maximum Day .PB $12.68

12 mgd Maximum Day Imlay $14.38 $14.38

mgd Maximum Day imlay 51 11

Since the rates used in the analyses are shown as estimates are they actual off.rrs or just presented

as what if scenanos

We assume that the 1.mlay otons are based on iransfhr of the 72 main through .Lapee.r County to

Flint The analyses show capital cost of $4.7 million we assume that this is the proposed

purchase lease cost to Flint This should be clarified along with pertinent details

If the flansmtssion main is transferred to Flint what are Flints respoastbtltttes regarding service

to the Lapeer Count customers If they remain DWSD customers then Hint should receive

some revenue for the use the inam it does not appear this is included tn the TYJT analvss

if the transmission main is transtrred to Flint we assume that the city will he resnonsihie for the

maintenance of the 50 year old main The TYJT analysis did not include this

Do the rates shown include the credit tr rchahiluy which had been discussed with DWSD

If the point of commerce changed from Baxter and Pouer to imlay new meter pit till he

requued The cost of ths does not appear to he included to the TYJT ctst analyses

80WE January 2013
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Flhit River Stppiv Slide

If any of the hiendmg options are chosen wili he necessary to upgrade the Flint WTP and

dams to provide reliable continuous service and compliance with recent surtee water treatment

regulat ions

Data Collected Slide 14

The slide notes that Flint blending is based on DWSD supplying 2.3 and Flint supplying i/3 of

MGD ADD For the maximum day demand 18 ingd if DWSD supplies maximum of rngd

Flint will supply 10 rund or 56% of the total However such large pOrtion will make it more

difficult to blend and achieve consistent water quality Flint will need to soften water for these

options

Beachrnarking Comparisois Slide 16

The slide subtitles are KWA tJM Inflation Factor and DWSD and Flint Rate lnflatioa

Factor ft seems appropriate to benchmark OM costs for the KWA because future costs of

service will be dependent on how operating costs are impacted by inflation For Flint it does not

seem appropriate that rate inflation from other utilities be used to determine the impact ol

inflation on future cost of service Rates are impacted by inflation but also by other fitetors such

as debt and customer base O.M expenses and rates are different and care should be exercised

not to mix the two during analyses The TYJT analyses apply an inflation fuctor based on rates

from other utilities to the Flint \VTP operating expenses which does not seem to be consistent

The KWA will supply raw water SOCWA and YIJCA both supply finished water Regulations

impact the OM for finished water suppliers but should not impact the KWA O.M The use of

data from SOCWA and YUCA does not seem like comparable comparison with the KWA
Finished water suppliers will have increased costs due to regulatory compliance which really are

not due to inflation of the costs of wages power cheriucals etc

DW SD has history of rates to Flint arid other suburban wholesale customers Rates tend to be

quite specific to each utility based on much more than just the costs of operating and

maintenance It appears that DWSD historical rates have not been considered in projecting future

DWSD rate increases

Capita Fhinrichg Slide 17

WA bonds are planned to be general obligation bonds backed by member counties

OM thtlation Factor Slide 20

SOCWA and YUCA are finished water suppliers ever--changing regulatory reuuite.ments will

impact their operating costs more than raw water supplier such as KWA
KWA will be supplier of raw water OM costs should primarily be limited to power and

labor with little chemical usc fur zebra mussel control KW.A will not irovidc treatment of the

water

ROWE January 2013
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The KWA study assumed power labor and ceical costs increase at an annual average of 3%
TYJT indicated this is too low and su ested 5%

Following are examples of histoncal inflation which support the 3% as reasonable assumption

for OM expenses titot rates

Labor CDC-WWS labor costs have increased at an annual average rate of 2.5% since

2003

Electricity Rates in Michigan per U.S Energy lnfbrmation Administration have

increased an average of 3.2% since 1999

The U.S Bureau of Labor Statistics indicates that the inflation rate over the last 30 years

has been an averane of 2.S%

Fhished Water Rate htfltki Slide 21

TYJT bases their assumptions for rate inflation on survey of rates from three other water

suppliers but ignored the actual rate history of DWSD TYJT assumed DWSD rate increases of

4.4% annually if water ts purchased from P.B and 2.9% annually if water is purchased from

Imlay Based on the actual charges by DWS to Flini DWSD historical rates are as follows

10 year increase in DWSD rates to Flint 105% annually

Average annual increase through 45 year history 6.7%

Note that for the KWA analyses an inflation factor has just been applied to power labor and

chemicals Although higher prices for labor power and chemicals impacts utility rates rates are

impacted by many other factors marty of which are not related to inflation Rate inflation will

likely be different than O.M inflation Other factors impacting rates

Debt the amount of debt varies widely between utilities

Number of customers quaniity of water sold there are many fixed expenses with

utility that if are distributed amongst more users/more gallons sold will result in lower

rates Conversely if ihere are fewer users or less water sold the rates are higher

Assumptions regarding future water consumption will have great impact on rate

inflation

Unlike WA and lint operating expenses whch will increase over time based on inflation the

cost of continued DWSD service should be based on the inflation of DWSD rates to include the

increasing cost of other DWSD expenses such as debt and the impact of reduced customers

demands ifl addition tO increasing OM expenses

Even though there could be one4ime reduction in DWSD rates through adopting the model

contract limiting peak demands and or changing the point of cornnicrcc it doesnt seem

reasonable to assume that subsequent annual increases wtll only average 4.4% through the 30

year period of analysis This rs stgnificantly less than historical performance yet TYJT suggests

that inflation for KWA OM expenses will increase at almost double the rate of historical

indicators

ROWE January 2013
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Capital Financing with Reveiue Boitds Slide 24

Note that the KWA bonds will be cc eral ohiieation bonds hacked by the member counties

The 2009 KWA Study assumed 6% 25 year tinancing The interest rate fhr planning was

reduced the 2012 Study update to which is snil higher than if bonds were sold today

Financial consultants determined the charges for purchasing capacity in the KWA supply based

on the estimated project cost plus appropriate financing costs Based on 60 units of canacity

53876400O will be generated for repayment of debt and project costs using the capacity

charges in the KWA capacity agreement

25 years 60 units $355300 unit $5329S0000

years 60 units 832 300 unit $58i4O
8538.764.000

For KWA project cost of 8272421558 total Pl is $483 tviilhon The difference of

855500000 is ayailahle for financing expenses capitalized interest bond issuance costs etc

and additional contingencies

Bond holder reserve is not .requireineiu for general obligation bonds

TYJT assumed that 3% interest would he earned on the bond holder reserve during the 25 year

bond period Current interest rates are less than 1% and it seems inappropriate to assume such

high rate will he earned on retained funds

Bondholder reserve if provided should be applied against the last couple of P1 pay merits The

TYJT did not apply it This will reduce their project costs

KWA Co.ftstr.tetirn Slides 26 throtgli 29

TYJT has indicated that the KWA construction cost estimate is too low The primary differences in cost

estimates for the project appear to be the following components

Pump Stations Slide 27 The TYJI estimate for the pump stations is more than double that

used by the KWA 854573314 vs $24618080 KWA estimates were based on actual

construction costs from recent projectd coinpkted by Genesee County within the last eight years

32mgd water pump station including two 10 MG ground storage tanks $13.4 million

80 mgd wastewater pump station 5t feet deep wetwell $83 million

30 mgd wastewater pump stat ion 50 feet deep wetwell $9.4 million

The KWA budgeted irnourit seems reasonable for two pumping stations as currently planned and

to he constructed rural areas toot southeast Michinari

Redundant Power There is no need for redundant powcr othe.r provisions wtll provide

reliability of supply

.3 Land Prehmmary engineering has conttnued so earlier budgets established for planning for land

acquisition can he greatly reduced Options have been obtained on all properties which must he

ROWE .ianuary 2013
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purchased so purchase prices are known It will he necessary to obtain easements for only two
miles otpipeiine consn-uetion All land costs arc now estimated at 51.25 million

Engineering Legal Administration Continienc ies

The October 2012 KWA estimate provided an allowance of 25% of construction cost to
cover engineerifl legal administration and contingencjs ELAC1 This was reducedoni the .38% allowance used in the 2009 Study because ongoing planning and designhave firmed up many of the details of the project includintt

The intak.e
design has been completed and all regulatory permits obtained

ii The transmission main route has been determined Meetings with road agencies
have firmed up the requirements for construction and restoration within rightsof
way Environmeittal review and

permitting are in process

TYJT costs for intake Crib Pump Stations and Transmission Mains Slide 30 include
30% allowance for ELAC These allowances from Slides 26 through 2$ total72 139 66 addi ion lid pros ides th folIo sine addgtonal AC costs iithe
project totaL

Design Ensineering Pump Stations 16939.5Si
Construction Management Si 4434.4 10
Administration

349.440
Legal

83I0OO
Total

532554.431

Combining this with the 572139566 totals $104693997 or 43% of the estimated
construction cost We believe that such high allowance for EL.AC is not appropriate for

project of this magnitude where preliminai engineering and some design have
alreadybeen completed

Cost Cmparis Slide 30

The TYJT pump station price is too high based on costs oi similar projects costs used by KWA
are based on costs of recent local prolects The KWA estimate is believed to be sufficient for the
proposed pumping stations

Redundant power is not required this does not need to he included in the fYJT estimate

Land for LFIPS actual price is 5360000

Design Engineering PS and fransmission KWA included engineering in the 25% ELAC
allowance included in the $2Q775289 estmaied cost of transmission mains TYJT included
engineering in their 30% ELA allowance included the 521 8.811559 estimated cost By
adding 16939.58 for

design engineering 14434609 for construction administration5349440 fo administration and 583 M00 it seems that ELAC is being double-counted ThefY11 43% allowance for ELAC seems linwaiTanted for prolect with
gTeat deal of preliminamTand design engineering completed The 25% KWA allowance is believed to he sufficient

Easements and land other than LHPSi should total 511 40000 based on current options and
specific needs for easements

ROWE
January 2013
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Othei sideratirns Redtiidattr Re ability Slide 33

Unfunded Mandates Future Regulations

The proposed KWA supply will deliver raw water it is not anticipated to he affected by

future changes to regulations Retuiattons will impact the City of Flint wtth respect to

treatment andor distribution of finished water The City will he subject to these

requirements with any of the OWSE blendin options tust as they wifl be responsible for

them if
supplied by KW.A Some compliance costs may actually be less with the higher

quality Lake Huron water rather than Flint River water as the source

State Goals

The TYJT presentation indicates that creation of new raw water supply is contrary to

the governors goals as suggested However the development of new raw water supply

provides new opportunities Communities in Sanilac St Ciair and Lapeer counties will

have the option to join regional water supply and replace their small local supplies

where linuted supplies and high concentrations of arsenic have been concern The new

water supply also provides great economic development opportunities The raw water

supplied by KWA will make new commodity raw water available to the region

large lowcost supply of raw water can he valuable resource for industries and agri

businesses The development of new water SUpply will also create construction jobs

through the short term period of building the new water supply and subsequently over

longer period as new businesses and industries are developed in the area

The City of Flint and area comirnunities will benefit as permanent jobs are created for

operating and maintaining the local treatment facilities

Redundancy

We agree that the KWA and DWSD options are similar with respect to redundancy Both

provide the primary water supply customers are responsible for their backup supply

Otl Cierations Cost Slide 34

TYJT indicates that the DWSD mgd supply option is the least cost alternative

The TYJT analysis does not include the cost of needed upgrades to the Citys WTP or

increased operating costs in their analysis During summer months water from the river

will need to be softened before blending More than half of the water supplied will he

provided from the rvei When the cost of upgrades to the and the tncrcased

opcrating costs ffor softcmng are added to the TYJT analysis the KWA option is less

than the DWSD mgd option

For any of the DWSD blending options upgrades wil.l need to be made at the WTP to rovide

continuous reliable operation and compliance with new surface water treatmit rules

Increased capital and operating costs for treating water from the river should be added to the

TYJT costs fur comparison with the other options

Water from the river will rcqi.iire greater effort to treat than water from Lake Huron more

chemicals power and residuals The TYJT analysis shows about the same OM costs for the

Flint WTP regardless of water source it seems that the WTP OM costs for the KWA options

should be reduced to reflect the savings from treating Lake Huron water

ROWE January 2013
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The TYJT presentation noted that the KWA analvss did not include allowances fur mecharncal

and process improvements within the planning period The KWA will supply raw water The

facilities consist of pipe pumps and tank There are no treatment facilities whtch would he

susceptible to future regulatory changes The only improvements that seem likely would be the

need to provide additional capacity Capacity expansion is planned to be financed through

capacity charges to new users

The provision fur redundant connections between the Cttys water system and the GCDC system

was included in the most recent water supply agreement between the two in 20 II Although not

KWA cost the cost of the redundant connections should be considered with all options.

The $2.3 miliLon hudueted for land by KWA was intended to cover all land requirements Since

the October update options have been obtained on all land to he purchased and the locations of

easements needed has been finalized Total land costs are now estimated to he about $1.5

million

The 2004 study included 47% allowance for engineering legal administration and

contingencies ELAC The 2009 study reduced the allowance for ELAC to3 7% because many
of the details since the 2004 conceptual study had been better defined For the October 2112

update the allowance for EL.AC was reduced to 25% because continued planning and preliminaiy

engineering further addressed details from the earlier concepts

The detailed design plans and specifications and permitting have been completed

The transmission main route has been finalized Meetings with road agencies have

established
requirements

fur construction and restoration within road rightsofway
Environmental permitting is in process The prima remaining unknown is pipe sizing

which is largely dependent on Flints participation

It is our experience that the 35% FLAC allowance is appropriate for project of this magnitude at

this stage in the planning design stage The 43% ELAC allowance recommended by TYJT is

excessive for project in the design phase

Flints WTP as backup to the KWA wifl be less difficult to provide fur than the current

arrangement as backup to DWSD We believe there is potential for challenges with chemIstry

and treatment for the proposed DWSD blending options too

It doesnt seem thd oversizing the KWA capacity is good solution for the citys water loss

problems if that is what is being suggested

Yes it would be mdcc if the KWA system could he constructed to finnly determine its cost and

time to complete before makme decision about water suppiy alternatives However decision

is needed regarding Flints participation so that the sizing and design can be completed before it

can he butir

ROWE innuary 2013
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Protect Cos.s TYJT S1ide 26 throsgh 30

KW TYJT

intake and Crb

Construction 522.M76S5 S22076850
ELAC $5519213 $5519213
Property $2300000 $2300000

Purnpin Stations

Construction
$24618039 554573314

Land
$75000

ELAC $6154520 $16394494

Transmission Mains

Construction 166202316 S16741 9530
ELAC

$41550579 $50225859
Easetnent.s

.166170

Engineering

Design Engneerin $16939581
Construction Management 514.434609
Administration

S34Q 440

Legal Easements Contracts
583 000

Power $4.000.900 $4000000
Redundant Power

51273.200

Total Construction 521 2897246 $244069694
Total ELAC $53.224312 51 04694196
Total Land Property Easements 52.300000 535411 70
Tota Power $4000000 .54000000
Total Redundant Power $0 $1273200

Total
$272421553 $357578260

ELAC as of Constructin 25 42

ELAC
1.420 13 RWF

001094



TYJT

TYJT dona TYJT

dthrna co.ts costs of ve- adtiooa

of rfre raamo phs of nver

TYJT ioas meo plus rohtst reat plus

adtltiota costs reoodaot tons redstudatu

of rsar FIst.-GCDC less KWA eioos less TYJT plus Adj sled

Oplioo T\JT Total Cost Ire rntea cocluss reserve TYST fioadag Ilut WTP Cuss

FOot WIP Oak $590443893 $59443.$93

DWSD MCD Max Day at 1rn0y $62 .21 .298 5773289.948 5771.289948

KWA 0.33/12 Update 5649775166 55545.55.960 5554555.960

DWSD MCD Max Day as FB 5S7.367.877 5807.248527 $807246527

KWA-1 5707279.715 5592.320545 32080.509 5572731459 5572733.459

DWSD 32 MCD Max Day at lmlay 5707994.386 173.036 $858071036

DWSD 32 MCD Max Day at PB 5742.168083 5892246731 5892.246.733

KWA -2 5766783333 5650625143 5671565307 $654706343 5854.706341

19/SD 18 MCD Max Day at PB $791 .0281.5 SM 2337848 583 2337848

____.__212L
09/SD MCD Maa Day as Italy $621.21 3298 Note 8350078650 S7712S48

KWA 10/3/12 Updatt $849775 06 -S 35 59170 $21 334963 5555750960

09/SD MCD Max 0ay at $857167877 Note $1 50078650 $807246527

LSKWA- 5707279715 -5 15 59 370 521334963 -519329050 5573926459

DWSD 12 MCD Max Day at io$ay 5707994386 Note 5150078650 5858.073036

DWSD 32 MCD Max Day F.B 5742368081 Note 5350078650 5892246731

KWA -2 5780784313 -5315159170 523.134963 -536858.766 5655901.341

DWSD 38 MCD Mea Day as P3 5793.202885 521.134963 5832337848

Opl ions 3/4/2033 ROWE
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