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From: Busch, Stephen (DEQ)
Sent: Thursday, May 23, 2013 10:36 AM
To Shekter Smith, Liane (DEQ)
Ce: Bloemier, Jon {DEQY); Benzie, Richard (DEQ); Donaldson, Kristina (DEQ); Prysby, Mike
(DECQ)
Subject: DWSD response on sunk costs and non-contracted rates
Attachments: SKMBT_65213051611350.pdf
Liane,

Attached is the letter from DWSD (Sue McCormick) to Treasurer Dillon regarding stranded or sunk costs and non-
contracied water rates to the City of Flint and Genesee County water systems. These were requested by the Gavernor
during the meeting | attended an April 20, though DWSD was supposed to provide actual figures by the Aprit 24
response.

While the DEQ does not involve itself in rate negotiations between parties, continued delays in not having these costs
and rates negotiated creates burdens on both sides which places the ability to compiete other capital improvemnent and
rehabilitation projects in fimbo, creating the potential for compliance issues. Uncertainties regarding the future of the
DWSD also add complexity to this situation.

As both the City of Flint and City of Detroit will continue to reside under auspices of emergency financial managers
administered by the Treasury Depariment for the near future, it is hoped that resolutions to these issues can be reached
in a timely manner.

We would greatly appreciate it if you and/or Director Wyant could relay these concerns as part of the DEQ's continued
discussions with the Treasury Department and keep things moving forward. We of course, will continue to provide any
technical assistance they might request.

Stephen Busch, P.E.

tansing and Jackson District Supervisor

Office of Drinking Water and Municipal Assistance
MDEQ

517-643-2314
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April 24, 2013

Wr. Andy Dillon, Treasurer
Michigan Department of Treasury
Lansing, Michipan 48922

Dizar My, Dillon:
Regarding: Rate Proposal for Flint / Geneses County

As you are gware, during our meeting on Friday, Apri 26, 2813, the Defroit Water and Sewerage
Departaent (DWED) was requested o provide & rate proposal o Flint and Genesee County by
today based vpon the specifications that Flint provided to D'WED on Monday, Aprl 22, 2013,
Barly this morning, DWSD responded to that request with severs! documents that were also
rrovided to your office by electronie communication.

In addition fo the proposal document, the State of Michigan requested that DYWSD include cost
figures concerning DWEI's stranded costs associated with capital investment made by DWERD
over the yesrs refated o serving both Flint and Oenesee County as water customers. This issue
of “stranded costs”™ has received signifcant media attention over the past several months, and my
impression is that the State was looking for a clear figure so that there could be subsequent
discussion and negotiation over all costs assoviated with Fiin{'s decision on whether to join
Karegondl Water Awthority (KWA).

As you may know, State faw requires that public utilities such ay DWED nwst base their rafes
upon the actual cost of service o particular customers. Additionally, state law livits the length
of utility contracts to Curty years, while the useful life of capital assets in the water utility can
greatly exceed that thirty yesr term.

Unfortunately, the computation of stranded costs for DWSDYs capital investments in capacity
and transmission altributable to Flint's and Genesee’s consumption of DWSD water, is a
complex calcufation that camot be performed with any level of certainty over the short tme
period provided by the State of Michigan for this apalysis. Further, I have heen advised by
DWEIys Gensral Counsel that it would not be prudent to engage in 5 process of Gying lo
guestimate a pdce range for such a corplex computation.




