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Mr. Frank Varella

Director of Corporate Services
Fort Pierce Utilities Authority
P.O. Box 3191

Fort Pierce, FL 34948-3191

Subject: Water and Wastewater Capital Improvement Charge Study
Dear Mr. Varella:

We have completed our study of the capital improvement charges for the Fort Pierce Utilities
Authority’s (the “Authority” or “FPUA”) water and wastewater system (the "System") and have
summarized the results of our analysis, assumptions, and recommendations in this report, which
is submitted for your consideration. This report summarizes and provides a basis for the updated
capital improvement charges recommended for the system, which provide a source of funding
for the Authority's expansion-related capital costs.

The proposed charges have been designed to meet a number of goals and objectives.
Specifically, the major objectives achieved by the capital improvement charges proposed in this
study include:

e The capital improvement charges are designed to recover the capital costs associated with
providing water and wastewater capacity to new development;

e The capital improvement charges are not used to fund deficiencies in the capital needs of the
water and wastewater utility systems (i.e., no costs for renewal and replacement of facilities
serving existing customers);

e The capital improvement charges should be based upon reasonable level of service standards
that meet the needs of the Authority, are indicative of the criteria used for long term
infrastructure planning, and are similar to industry standards; and

e The proposed capital improvement charges recognize the capital fee levels of neighboring
utility systems.
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Mr. Frank Varella

Fort Pierce Utilities Authority
September 8, 2006
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Based on information provided by the Authority and the assumptions and considerations outlined
in this report, Public Resources Management Group, Inc. considers the proposed capital
improvement charges to be cost-based, reasonable, and representative of the identified capital
funding requirements of the system.

Following this letter, we have provided an executive summary of the report that outlines our
observations and conclusions to the Authority. The accompanying report provides additional
details regarding the analyses conducted on behalf of the Authority.

We appreciate the cooperation and assistance given to us by the Authority and its staff in the
completion of the study.

Respectfully submitted,

Public Resources Management Group, Inc.

sy 7 oormen—

Henry L. Thomas
Vice President and Principal

=

Murray M. Hamilton, Jr.
Rate Analyst

HLT/dIm

Attachments
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EXECUTIVE SUMMARY AND RECOMMENDATIONS

WATER AND WASTEWATER CAPITAL IMPROVEMENT CHARGE STUDY

CAPITAL IMPROVEMENT CHARGES

The purpose of water and wastewater capital improvement charges (the “capital charges™) are to
assign to the extent practical, growth-related capital costs to those new customers responsible for
such costs. To the extent new development imposes identifiable capital investment necessary to
provide water and wastewater system capacity, modern capital funding practices include the
assignment of costs to those responsible for such costs. Municipalities and other utilities,
including the Authority, have recognized this strategy for many years as being an appropriate
method of funding the increased capital requirements as a result of development and growth
within the service area of the system.

The existing water and wastewater capital charges for the Fort Pierce Utilities Authority
(the “Authority”) were made effective by the Board of Directors pursuant to Resolution No. U.A.
2004-13 on September 7, 2004. In order to provide a funding source consistent with the
anticipated capital plan for the system, the Authority retained Public Resources Management
Group, Inc. (PRMG) to review the capital charges and recommend changes to the level of the
fees charged where considered appropriate.

The following is a summary of the observations and recommendations developed by PRMG
during our investigation, analyses, and preparation of this report:

1.  The imposition of capital charges satisfy the rational nexus requirements as determined by
case law whereby the benefits received by the applicant (new development) must be
reasonably related to the capital cost of providing utility services. The proposed capital
charges are designed to meet these provisions based on the information made available by
the Authority to PRMG.

2.  The existing capital charges collected by the Authority for new water and wastewater
connections became effective on September 7, 2004, and do not adequately recover the
identifiable cost of plant capacity and line transmission capacity allocable to new customer
growth. The following reflects the existing and proposed capital charges:

Capital Improvement Charges

Water Wastewater Combined
Existing Rates $1,605 $1,447 $3,052
Proposed Rates [1] $1,841 $2,885 $4,726

[1] Amount proposed to be effective beginning ninety (90) days from the first public hearing.
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3. The proposed water capital charge represents an increase of $236 or 14.7%, the proposed
wastewater capital charge represents an increase of $1,438 or 99%. The combined effect
of the proposed capital charges increases the cost to new development by $1,674 or 54.8%
above existing levels. Although the overall adjustment in the proposed charges is
significant and such charges are higher than similar fees charged by neighboring utilities,
the level of charges are directly related to the capital costs associated with utility plant
already in service and the planned capital improvement program. The following provides a
comparison of the proposed capital charges to charges collected by other jurisdictions:

Comparison of Capital Improvement Charges [1]

Water Wastewater Combined
FPUA - Proposed Rates [2] $1,841 $2,885 $4,726
City of Boca Raton $5,195 $4,168 $9,363
City of Melbourne 1,340 1,900 3,240
City of Miramar [3] 2,866 4,477 7,343
City of Port St. Lucie [4] 1,064 1,437 2,501
City of Stuart 1,120 1,600 2,720
City of Titusville 1,500 2,070 3,570
City of Vero Beach 1,016 1,330 2,346
Collier County [5] 3,415 3,515 6,930
Indian River County 1,300 2,796 4,096
Martin County 1,710 2,100 3,810
Okeechobee Utility Authority 1,650 2,500 4,150
St. Lucie County (N. Hutchinson) 1,344 1,805 3,149
St. Lucie West Services District 2,100 2,000 4,100
Sarasota County 2,720 2,031 4,751
Average of Surveyed Utilities $2,024 $2,409 $4,434

[1] Amounts reflect charges anticipated to be collected for the typical residential connection or 1 ERC derived from a
survey of Florida utilities obtained in August 2006.

[2] Amount proposed to be effective ninety (90) days from the first public hearing.

[3] Amounts reflect those charges in the utility’s western service territory where the majority of new development is
occurring.

[4] Amounts include line extension fees charged by the utility as provided by Authority staff, and based on discussion
with Authority staff, amounts best reflect comparable utility charges allocable to new development.

[5] Amounts recently adopted and were effective September 1, 2006.

4.  The Level of Service (LOS) standards utilized in the development of the capital charges in
this report are consistent with the Authority’s current planning criteria and actual customer
usage patterns and are summarized below:

Level of Service per ERC

Water Service 300 gpd
Wastewater Service 240 gpd

(gpd) = gallons per day — average daily flow basis

5.  The development of the capital costs included in the derivation of the proposed capital
charges is based on the system buy-in method. Specifically, the charges are predicated on

K:\DM\1030-17\Analytical\CIC\Rpt\Fina\CIC Rpt.doc ES-2



1) the actual cost of the utility plant-in-service that has been constructed by the Authority
and is available to serve future customers (growth), if any, adjusted for ii) the estimated
cost of the additional capital expenditures identified in the Authority's Five-Year Capital
Improvement Program necessary to meet the overall service needs of the system, including
growth. Such utility plant costs are adjusted to recognize the removal of certain capital
costs not considered applicable to the capital charge calculations, such as system renewal
and replacement. The capital costs are allocated between existing and future customers
based on the estimated benefit afforded to such customers predicated on the intent of the
expenditures, existing and future capacity needs of the system, and other factors.

6.  As a result of the Authority's ongoing capital improvements program relative to providing
water and wastewater service to its customers, the water and wastewater capital charges
should be reviewed for adequacy at least every three (3) to five (5) years.

7. In addition to the capital charges collected from new growth, it is recommended that the
Authority increase its Guaranteed Revenue Charges or GRC from $6.67 to $8.77 per month
for the water system and from $8.80 to $13.75 per month for the wastewater system. Also
the Authority should consider charging new customers Accrued Guaranteed Revenue
Charges or AGRC. This amount represents the Authority’s investment in facilities in
advance of and reserved for future growth and the Authority’s carrying cost associated
with such investment, and reflects an extension of the Authority’s existing GRC policy. A
proposed monthly schedule of AGRCs for the water and wastewater systems is provided in
Table 2-10 on Page 2-29 at the end of this report.

(Remainder of page intentionally left blank)
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SECTION 1

INTRODUCTION

INTRODUCTION

The Fort Pierce Utilities Authority (the “Authority”) owns and operates a water and wastewater
utility system (the “System”) to provide utility services within its boundaries. As shown below,
the Authority's service territory has experienced customer growth over the past five (5) years.

Average Percent Average Percent
Year Water Bills [*] Increase Wastewater Bills [*] Increase
2001 15,561 N/A 12,395 N/A
2002 15,855 1.9% 12,580 1.5%
2003 16,194 2.1% 12,778 1.6%
2004 16,497 1.9% 12,938 1.3%
2005 16,663 1.0% 12,917 (0.2%)

[*] Amounts based upon information contained in the Authority’s Comprehensive Annual Financial Report
(CAFR) for the Fiscal Year ended September 30, 2005 and reflect residential and general service customers.

Based on discussions with Authority staff and a schedule of planned developments, significant
new growth is anticipated over the next several years. It is estimated that on average the water
system will grow by approximately 7.1% per year and the wastewater system will growth by
approximately 8.8% per year. Therefore, in order to maintain current levels of service, the
Authority has identified the need to fund certain capital improvements to serve such anticipated
growth. Additionally, where improvements have been constructed in advance of growth, the
future customers should reimburse the system for the carrying cost associated with the up-front
investment made by the Authority. As a result, it is critical that the Authority have updated
capital improvement charges (the “capital charges”) in place that recover such capital costs and
to support the funding of such capital improvements. In order to meet these cost recovery
objectives, the Authority authorized Public Resources Management Group, Inc. (PRMG) to
conduct an analysis to determine the appropriate level of water and wastewater capital charges to
be charged for new customers to the system.

CRITERIA FOR CAPITAL IMPROVEMENT CHARGES

The purpose of capital charges is to assign, to the extent practical, growth-related capital costs to
those new customers responsible for such additional costs. To the extent new population growth
and associated development imposes identifiable capital costs to utility services, modern capital
funding practices include the assignment of such costs to those residents or system users
responsible for those costs rather than the existing population base. Generally, this practice has
been labeled as "growth paying its own way" to avoid burdening existing users with the cost of
expansion.
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Within the State of Florida, a recently adopted statute authorizes the use of impact fees (capital
charges), which was developed based on case law before the Florida courts and broad grants of
power including the home rule power of Florida counties and municipalities. Section 163.31801
of the Florida Statutes was created on June 14, 2006, and is referred to as the “Florida Impact
Fee Act.” Within this section, the Legislature finds that impact fees (capital charges) are an
important source of revenue for local government to use in funding the infrastructure
necessitated by new growth. Section 163.31801 of the Florida Statutes further provides that an
impact fee (capital charge) adopted by ordinance of a county or municipality or by resolution of
a special district must, at a minimum:

1.  Require that the calculation of the impact fee be based on the most recent and localized
data;

2. Provide for accounting and reporting of impact fee revenues and expenditures in a separate
accounting fund;

3. Limit administrative charges for the collection of impact fees to actual costs; and

4.  Require that notice be provided no less than ninety (90) days before the effective date of an
ordinance or resolution imposing a new or amended impact fee.

This section is further reinforced through existing Florida case law and the Municipal Home
Rule Powers Act that grants Florida municipalities the governmental, corporate, and proprietary
powers to enable them to conduct municipal government, perform municipal functions, and
render municipal services, as limited by legislation or as prohibited by state constitution or
general law. Florida courts have ruled that the Municipal Home Rule Powers Act grants the
requisite power and authority to establish valid impact fees (capital charges). The authority for
Florida governments to implement valid system capital charges is further granted in the Florida
Growth Management Act of 198511,

The initial precedent for capital charges in Florida was set in the Florida Supreme Court
decision, Contractors and Builders Association of Pinellas Authority v. The City of Dunedin,
Florida. In this case, the Court’s ruling found that an equitable cost recovery mechanism, such
as capital charges, could be levied for a specific purpose by a Florida municipality as a capital
charge for services. A capital charge should not be considered as a special assessment or an
additional tax. A special assessment is predicated upon an estimated increase in property value
as a result of an improvement being constructed in the vicinity of the property. Further, the
assessment must be directly and reasonably related to the benefit which the property receives.
Conversely, capital charges are not related to the value of the improvement to the property, but
rather to the property’s use of the public facility.

(1] The Act allows for capital charges under land use regulation by stating:

“This section shall be construed to encourage the use of innovative land development regulations which
include provisions such as the transfer of development rights, incentive and inclusionary zoning, planned
unit development, capital charges, and performance zoning.” [Florida Statutes, Sec. 163.3202(3)].
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Until property is put to use and developed, there is no burden upon servicing facilities and the
land use may be entirely unrelated to the value or assessment basis of the underlying land.
Capital charges are distinguishable from taxes primarily in the direct relationship between
amount charged and the measurable quantity of public facilities required. In the case of taxation,
there is no requirement that the payment be in proportion to the quantity of public services
consumed since tax revenue can be expended for any legitimate public purpose.

Based on Section 163.31801 of the Florida Statutes and existing Florida case law, certain
conditions are required to develop a valid capital charge. Generally, it is our understanding that
these conditions involve the following issues:

1.  The capital charge must meet the “dual rational nexus” test. First, capital charges are valid
when a reasonable impact or rationale exists between the anticipated need for additional
capital facilities and the growth in population. Second, capital charges are valid when a
reasonable association, or rational nexus, exists between the expenditure of the capital
charge proceeds and the benefits accruing to the growth from those proceeds.

2. The system of fees and charges should be set up so that there is not an intentional windfall
to existing users.

3. The capital charge should only cover the capital cost of construction and related costs
thereto (engineering, legal, financing, administrative, etc.) for capital expansions or other
additional capital requirements that are required solely due to growth. Therefore, expenses
due to rehabilitation or replacement of a facility serving existing customers
(e.g., replacement of a capital asset) or an increase in the level of service should be borne
by all users of the facility (i.e. existing and future users). Likewise, increased expenses due
to operation and maintenance of that facility should be borne by all users of the facility.

4.  The Authority should maintain a capital charge resolution that explicitly restricts the use of
capital charges collected. Therefore, capital charge revenue should be set aside in a
separate account, and separate accounting must be made for those funds to ensure that they
are used only for the lawful purposes described above.

5. The Authority shall provide advanced notice of not less than ninety (90) days before the
effective date of a resolution amending the existing capital charges.

Based on the criteria above, the proposed capital charges, which are set forth in subsequent
sections herein: i) include only the estimated capital cost of facilities necessary to serve
anticipated population growth; ii) do not reflect costs associated with renewal and replacement
of any existing capital assets (except for any portion of upgrades allocable to growth, such as
("upsizing" transmission lines); and iii) do not include any costs of operation and maintenance of
any facilities.
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As can be seen above, the courts and recent legislation have addressed three areas associated
with the development of the capital charge. These areas include i) the "fair share" rules dealing
with payment of the fee by the affected property owners; ii) the "rational nexus" rules, which
focus on the expenditure or purpose of the fee; and iii) the “credits” rules, which recognize fee
offsets.

The fair share rules address that the fee can only be used for capital expenditures that are
attributable to new growth. The fee cannot be used to finance level of service deficiencies or the
replacement of existing facilities required to provide services to existing users. The rules do
allow for establishing different fees for different classes of customers and the ability for the
payment of a reduced capital charge if applicants can demonstrate that their development will
have smaller impact (or capital requirement) than assumed in the fee determination.
Additionally, the fair share rules recognize that the cost of facilities used by both existing
customers and new growth must be apportioned between the two user groups with respect to fee
utilization or expenditure such that the user groups are treated equally and one group does not
subsidize the other.

The rational nexus or benefit rule requires that there be a reasonable relationship between the
need for capital facilities (which deals with level of service) and the benefits to be received by
new growth for which the fee will be expended. There are two conditions that limit where and
when a capital charge can be collected and used. With respect to the first condition, although
there is no specific limit as to distance between an applicant paying the fee and the capital
expenditure to be constructed by the fee, there should be a geographical relationship between fee
collection and use. The Authority’s capital improvement program and the overall management
of the system are considered to be system-wide and not based on specific utility zones or
geographical areas. As such, the capital charges are determined on a system-wide basis. The
second nexus condition recognizes that the property must receive a benefit from the public
services for which the fee is being applied. With respect to the water and wastewater charge,
these facilities are used by and are constructed on behalf of all the property within the
Authority’s service area and benefit both residential and commercial customers. As such, all
new growth requesting capacity from the system (either water and/or wastewater) are subject to
the application of the capital charges.

The credit rule recognizes that if an agency has received property in the form of cost-free capital
or there is specific revenue (taxes) that will be used for the capital expenditures necessitated by
new growth, a credit should be applied to the capital charge. Examples of cost free capital
include grants, contributions by developers, and other sources, which provide funds for the
capital expenditures. The credit rule allows for the recovery of costs from new development
through capital charges, net of such cost-free capital.

Section 2 of this report provides a general discussion of the methodology used in the
development of the proportionate charge for new water and wastewater services. Included is a
discussion of the methods and major assumptions used in the development of the calculated and
proposed capital charges for water and wastewater service.

K:\DM\1030-17\Analytica\CIC\Rpt\Final\CIC Rpt.doc 1-4



SECTION 2

DEVELOPMENT OF WATER AND WASTEWATER
CAPITAL IMPROVEMENT CHARGES

GENERAL

This section of the report summarizes the basis for the development of the Authority's proposed
water and wastewater capital charges. Included in this section is a presentation of the existing
capital charges for the water and wastewater systems, a discussion of the derivation of the
proposed capital charges, and a comparison of the existing and proposed charges with other
neighboring jurisdictions.

EXISTING CAPITAL IMPROVEMENT CHARGES

The existing capital charges for the Authority’s water and wastewater system were made
effective pursuant to Resolution No. U.A. 2004-13 on September 7, 2004. These capital charges
reflect a one-time charge to new development, which comprise both a plant capacity and
transmission component. The capital charges reflect the system level costs and are paid by all
new development connecting to the water and wastewater systems. The following reflects the
existing capital charges for the Authority:

Existing Capital Improvement Charges [*]
Water Wastewater Combined
Existing Rates $1,605 $1,447 $3,052

[*]1 Amounts derived from Resolution No. U.A. 2004-13 and reflect the existing charge for an equivalent residential
connection, 1 ERC.

CAPITAL IMPROVEMENT CHARGE METHODS

There are several different methods generally recognized for the calculation of capital charges.
The calculation is dependent on the type of charge being calculated (e.g., water, police services,
transportation, etc.), cost and engineering data available, and the availability of other local data
such as household and population projections, current levels of service, and other related items.
There are two general methods for calculating capital charges: i) the improvements-driven
method and ii) the standards-driven method. Both methods have been utilized in the
development of capital charges for local governments in Florida.

The improvements-driven method is an approach that utilizes a specific list of planned capital
improvements over a period of time. The charge corresponds to the level of capital
improvements, which have been identified in the capital improvements element of a local
government’s Comprehensive Land Use Plan or capital improvement budget of the utility. The
standards-driven method does not utilize the cost of improvements based on anticipated needs,
but rather on the theoretical cost of the improvements for incremental development. For
example, the standards-driven method for a transportation capital charge would consider the
theoretical cost of a mile of a new road by the trip capacity of a mile of road to establish the cost
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per trip. The primary difference between the two methodologies is how the capital costs are
calculated.

Both methods have their advantages and disadvantages as summarized below:

Improvements-Driven Method Advantages:

It is based on anticipated capital improvements, thus providing a definite relationship
between the level of the capital charge and the need for the expenditure.

The use of charges can be shown to be attributable to growth based on the nature of the
specific expenditures anticipated by the capital improvement plan utilized in the analysis.

Improvements-Driven Method Disadvantages:

Due to limited planning information, the capital charge may be based on an intermediate
range forecast of capital improvements (e.g., five years), which may not fully reflect the level
of cost associated with meeting the needs of new growth since major capital improvements
needed to serve new growth may be beyond the time frame of the capital forecast.

The forecast of capital improvements required for new development is still an estimate of
cost and is subject to revisions and update.

It may be difficult to apportion the cost of specific improvements between existing
deficiencies, upgrades benefiting both existing and future customers, and additional capacity
to serve new growth.

Standards-Driven Method Advantages:

The charge is based on a certain level of service and type of facility, and it may be easier to
estimate the cost of the capital facilities based on level of service.

The development of the charge does not require a detailed projection of future capital
improvements and associated costs, and is more applicable to the needs of a small utility due
to constraints of staff and resources.

Standards-Driven Method Disadvantages:

The capital costs for the capital charge may not be associated with anticipated or current
capital needs as identified by the utility, thus increasing the potential of not providing a clear
relationship between the charge and its use.

The development of the standard for the capital facilities is based primarily on theoretical
service levels using engineering, planning, and financial judgment, although this may be
somewhat mitigated by the level of service standards included in the comprehensive planning
process.
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The development of capital charges based on the improvements-driven method is more readily
applicable when capital facilities can be allocated between both current and future users based on
reasonable and defensible data and estimates of facility utilization. The improvements-driven
method is most often used by utility systems because this method works well in conjunction with
the capital planning process of the utility business.

The development of the capital charges in this report is based on the improvements-driven
method since a capital improvements plan has been prepared by the Authority pursuant to the
identification of the capital needs as documented in the Authority's Five-Year Capital
Improvement Program. This methodology is modified to recognize existing available and
unused capacity that is available from the existing utility plants, if any, which are currently in
service, and available to meet near-term growth requirements to derive an average cost allocable
to new growth (essentially, a system “buy-in” approach).

DESIGN OF CAPITAL IMPROVEMENT CHARGES

With respect to the improvements-driven approach to designing capital charges, generally there
are two significant components to be addressed. These two components include i) the level of
service to be apportioned to the applicants that request system capacity; and ii) the level or
amount of capital costs to be recovered from a new applicant requesting service. Both of these
issues are related to the level of the capital charge expressed on an ERC basis (the lowest
denominator for the fee, which is discussed later in this report).

Level of Service Requirements

In the evaluation of the capital facility needs for providing water and wastewater utility services,
it is critical that a level of service (LOS) standard is established. Pursuant to Chapter 9J-5,
Florida Administrative Code (FAC), the "level of service means an indicator of the extent or
degree of service provided by, or proposed to be provided by, a facility based on and related to
the operational characteristics of the facility. Level of service shall indicate the capacity per unit
of demand for each public facility.” Essentially, the level of service standards are established in
order to ensure that adequate facility capacity will be provided for future development and for
purposes of issuing development orders or permits, pursuant to F. S. Section 163.3202(2)(g). As
further stated in the FAC, each local government shall establish an LOS standard for each public
facility located within the boundary for which such local government has authority to issue
development orders or permits. Such LOS standards are set for each individual facility or
facility type or class and not on a system-wide basis.

For water and wastewater service, the level of service that is commonly used in the industry is
the amount of capacity (service) allocable to an ERC expressed as the amount of usage (gallons)
allocated on an average daily basis. The level of service generally represents the amount of
capacity allocable to an ERC, whether such capacity is actually used (commonly referred to as
"readiness to serve"). As previously mentioned, an ERC is representative of the average
capacity required to service a typical individually metered single-family residential account.
This class of users represents the largest amount of customers served by a public utility such as
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the Authority's and generally the lowest level of usage requirements for a specifically metered
account.

The Authority's existing capital charge resolution has established the level of service per water
ERC at 300 gallons per day (gpd) expressed on an average daily use basis. The corresponding
wastewater level of service is 240 gpd per ERC expressed on an average daily use basis. Based
on discussions with the Authority, this analysis recognized the continuation of the currently
adopted level of service.

Existing Plant-in-Service

In the determination of the capital charges associated with the servicing of future customers,
excess capacity, if any, of the existing utility system available to serve such growth should be
considered. Since such capacity is available to serve the near-term incremental growth of the
utility system, it is appropriate to evaluate the capacity availability of such facilities. In order to
evaluate the availability of the existing utility plant-in-service to meet future capacity needs, it is
necessary to functionalize the plant by specific plant requirement. The functionalization of the
existing plant is necessary to i) identify those assets which should be included in the
determination of the capital charges; and ii) to match existing plant type to the capital
improvements to meet future service needs.

The functional cost categories are based on the purpose of the assets and the service that such
assets provide. The following is a summary of the functional cost categories for the utility plant-
in-service identified in this report.

Functional Plant Categories

Water Service Wastewater Service
Supply/Treatment Treatment
Transmission Effluent Disposal
Distribution/Contributed
Assets Transmission
Meter Services Collection/Contributed Assets
Equipment/Other Equipment/Other

It is necessary to functionalize the utility plant into these cost categories so that a proper charge
can be developed. Generally, only the costs associated with supply, treatment, disposal, and
"backbone™ transmission facilities are included in the capital charge, while the Authority’s
investment in water distribution lines and wastewater collection lines including contributed
assets are excluded from such charge. The remaining assets of the Authority that include meters
and services, minor equipment, and other miscellaneous assets are also excluded from the
development of the proposed capital charges.

On July 10, 2006, the Authority provided its fixed assets listing to serve as the basis for
functionalizing the existing plant-in-service, which totals $157 million. The classification of the
plant assets to each utility function was based on the description (use) of the asset as contained in
the Authority's accounting records, discussions with the Authority, and judgment. As can be
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seen below, the majority of the assets are considered to be either treatment plant or transmission-

related.

Functionalized Water System Assets [1]

Total Supply and Meters/ Equip./
System Treatment Transmission  Distribution Hydrants Other
Reported Water Plant-In-
Service [2] $87,578 $37,029 $33,499 $12,507 $3,734 $809
Percent of Water Plant-In-
Service 100.0 % 42.3% 38.3% 14.1% 4.3% 1.0%

[1] Amounts based on fixed asset records as of July 10, 2006 and other financial information as provided by the Authority and is

summarized on Page 2-12 in Table 2-1.
[2] Amounts shown in $1000s; figures may vary due to rounding.

Functionalized Wastewater System Assets [1]

Total Effluent Equip./
System Treatment Disposal Transmission  Collection Other
Reported Wastewater
Plant-In-Service [2] $70,021 $20,343 $3,212 $37,220 $8,634 $612
Percent of Wastewater
Plant-In-Service 100.0 % 29.1% 4.6% 53.2% 12.2% 0.9%

[1] Amounts based on fixed asset records as of July 10, 2006 and other financial information as provided by the Authority and is

summarized on Page 2-12 in Table 2-1.
[2] Amounts shown in $1000s; figures may vary due to rounding.

In addition to the existing plant assets shown above, which totals $157 million, the Authority
provided a listing of Construction Work in Progress (CWIP) that is anticipated to be capitalized
to plant-in-service. The CWIP includes all capital projects either completed year-to-date or
anticipated to be completed by the end of Fiscal Year 2006. Such amounts were provided by
Authority staff but have not yet been reconciled to the Authority’s general ledger. The CWIP
allocated to the proposed capital charges totals $6.7 million and was functionalized as follows:

Functionalized Construction Work in Progress (CWIP)

Description Total Treatment Effluent Disposal Transmission
Water System [1] $5,105,059 $2,897,809 N/A $2,207,250
Wastewater System [2] 1,645,263 417,482 110,358 1,117,423
Total $6,750,322 $3,315,291 $110,358 $3,324,673
Percent 100% 49.1% 1.6% 49.3%

[1] Amounts derived from Page 2-13 as reflected in Table 2-2.
[2] Amounts derived from Pages 2-14 and 2-15 as reflected in Table 2-3.
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Additional Capital Investment

As with any utility, the Authority is continually in the process of updating and expanding the
water and wastewater plant facilities to serve increasing demand or capacity requirements. In
order to develop a capital charge that is consistent with the capital costs of the system, the cost of
the Authority's capital improvements that are anticipated to meet such future needs are reflected
in the proposed capital charges. The Authority staff developed a Five-Year Capital
Improvement Plan based upon a master plan developed by the Authority’s engineers, which
outlines a number of capital improvements for the water and wastewater system. These
improvements are for i) expansions of system to meet new growth; ii) upgrades to existing assets
which may benefit both current and future users of the system (e.g.,a transmission line
relocation); and iii) replacement of assets or conducting capital programs which only benefit
current users of the system.

Table 2-4 that begins on Page 2-16, at the end of this report, provides a detailed listing of all
planned water and wastewater improvements and expansions. The five-year plan totals $106.7
million; however, based on discussions with staff, only approximately $97.3 million in capital
improvements from the five-year projected capital improvements have been considered in the
determination of the proposed charges. Tables 2-5 and 2-6 that begin on Pages 2-19 and 2-21,
respectively, reflect the allocation of costs associated with the capital plan and the
functionalization of project costs. Generally, for the purposes of calculating the capital charges,
the capital plan was reduced by $9.4 million for projects that benefit only existing customers
such as water main replacements and sewer line and lift station rehabilitation. The remaining
projects totaling $97.3 million were further functionalized as follows:

Water System [1]
Existing Assets [2] Future Assets [3]
Total Treatment Transmission Treatment Transmission

Total Capital Projects $20,037,000 $5,886,001 $1,928,180 $4,604,499 $7,618,320

[1] Amounts derived from Table 2-5 beginning on Page 2-19 at the end of this report.

[2] Amounts reflect improvements to existing assets that will provide future benefit to existing and possibly future customers.

[3] Amount reflects expansion-related improvements to new assets to serve new growth. The Authority’s current plan will expand the water
system by 3.0 MGD on a maximum daily flow basis.

(Remainder of page intentionally left blank)
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Wastewater System [1]
Existing Assets [2]
Total Treatment Transmission Disposal
Total Capital Projects $9,726,288 $330,924 $9,395,364 $ 0

Future Assets [3]
Total Treatment Transmission Disposal

Total Capital Projects $67,545,512 $47,929,076 $5,866,436 $13,750,000

Total System
Total Treatment Transmission Disposal
Total Capital Projects $77,271,800 $48,260,000 $15,261,800 $13,750,000

[1] Amounts derived from Table 2-6 beginning on Page 2-21 at the end of this report.

[2] Amounts reflect improvements to existing assets that will provide future benefit to existing and possibly future
customers.

[3] Amount reflects expansion-related improvements to new assets to serve new growth. The Authority’s current plan
will expand the wastewater system by 5.0 MGD.

As can be seen above, the Authority has identified a significant amount of capital needs to serve
the future growth of the system, and a large portion of such amounts are recognized in the
development of the proposed capital charges.

Design of Water Capital Improvement Charge

As shown on Pages 2-23 and 2-24, Table 2-7 presents the proposed water capital charge of
$1,841, which represents an increase of $236 or 14.7% to the existing charge. The reasons for
this increase are due to i) the continued improvements being made upon the system to improve
water capacity, including expansion of the R.O. WTP by 3.0 MGD on a maximum daily flow
basis; i) the need to upgrade the facilities to meet both existing customers and future demands as
identified in the Authority’s capital improvement program; and iii) the cost of constructing new
facilities has increased substantially since the last update to the Authority's existing capital
charge level. Although the increase in the charge appears significant when expressed on a
percentage basis, as will be discussed later in this report, the proposed charge is based on current
costs and is reasonably comparable with other Florida utilities.

In the development of the proposed water capital charge, several assumptions were utilized in
the analysis. The major assumptions utilized in the design of the proposed water capital charges
are as follows:

1.  The existing water supply and treatment facilities have approximately 25.9% existing plant
capacity available to serve new growth based on: i) the design capacity of the existing
water treatment plant facilities; and ii) estimated peak day to average daily flow factors
based on recent historical relationships experienced by the water system. Therefore, the
proposed capital charge reflects the proportionate share of the existing plant anticipated to
serve new development plus the planned expansion of 3.0 MGD.
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2. The capital costs identified in the Authority's Five-Year Capital Improvement Program are
incorporated into the determination of the capital charges as appropriate on a project
specific basis. Those facilities considered to be entirely allocable to growth are included in
the fee determination at full cost (i.e., 100% of the total cost).  For capital expenditures
which are solely for the replacement of existing assets directly benefiting existing
customers or considered as an on-site cost (provide service to a local area such as a
development which would normally be constructed and subsequently contributed to the
Authority by a developer), such amounts are not reflected as an appropriate cost to be
recovered from the application of capital charges. A summary of capital improvement
costs considered in the development of the capital charges is reflected in Table 2-5
beginning on Page 2-19.

3. For the capital costs identified as transmission system upgrades, which benefit both
existing and future users, the total cost of such improvements is recognized in the analysis.
Since the transmission function capacity is difficult to ascertain except at "build-out™
conditions, the total existing assets (expressed at original cost and not on a replacement or
current cost basis) plus the planned expansions are recognized, thus estimating a "buy-in"
cost for new users for this component of the system.

4.  The level of service for a water ERC is assumed to remain at 300 gallons per day (gpd)
expressed on an average daily flow (ADF) basis predicated on historical average capacity
requirements of a typical Authority residential connection and as previously adopted by the
Authority in its existing resolution. Based on the water systems experienced peaking factor
of 1.25, the implied level of service used in this analysis on a maximum daily flow (MDF)
basis was 375 gpd.

5.  For the development of the proposed capital charge, no existing or planned capital facility
costs associated with distribution facilities have been included in the calculation of the
charge. Additionally, capital costs included in the development of the proposed capital
charge were reduced by $500,000 based upon an anticipated grant to be received by the
Authority for completion of the plant expansion.

Beginning on Page 2-23 and as shown on Table 2-7, the analysis utilizes estimated capital costs
for the water supply/treatment/transmission system, ERC service requirements, and current fixed
asset and plant capacity data regarding the water system. By designing the water capital charge
to recover costs on a prospective basis, an attempt is made to design a charge that will provide
funds on a reasonable basis in order to reflect the cost of capacity needed to meet the future
needs of the water system. It should be noted that in the event the construction costs, capacity
requirements, or utility service area materially change from what is reflected on Table 2-7,
Page 2-23, the water capital charges may need to be adjusted accordingly.

As shown on Table 2-7, Pages 2-23 and 2-24, the proposed water capital charge is recommended

to be $1,841 per ERC. Based on the capital facilities associated with the determination of the
charge, the functional breakdown of the components of the rate are as follows:
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Proposed Capital Improvement Charge [*]

Water Supply/Treatment $948.16
Water Transmission 893.63
Total Fee 1,841.79
Recommended Fee $1,841.00
Cost Per Gallon $6.137

[*] Amounts derived from Table 2-7 beginning
on Page 2-23.

Design of Wastewater Capital Improvement Charge

As shown on Pages 2-25 and 2-26, Table 2-8 presents the proposed wastewater capital charge of
$2,885, which represents an increase of $1,437 or 99% over the Authority’s existing charge. The
reasons for this increase include i) the continued improvements being made upon the system to
improve wastewater treatment and disposal capacity, including expansion of the wastewater
system by 5.0 MGD with a new mainland WTP; ii) the need to improve the wastewater
transmission capabilities of the wastewater system; and iii) the cost of constructing new facilities
has increased substantially since the last update to the Authority’s existing capital charge level.
Although the increase in the capital charge appears significant when expressed on a percentage
basis, as will be discussed later in this report, the proposed charge is based on current costs and
is reasonably comparable with other Florida utilities.

In the development of the proposed wastewater capital charge, several assumptions were utilized
in the analysis. The major assumptions utilized in the design of the proposed capital charge are:

1. The existing wastewater treatment facilities have approximately 35.9% existing plant
capacity available to serve new growth, based on: i) the design capacity of the existing
wastewater treatment plant facilities; and ii) estimated average daily flows recently
experienced for the wastewater system. Therefore, the proposed capital charge reflects the
proportionate share of the existing plant anticipated to serve new development plus the
planned new mainland facility of 5.0 MGD.

2. The capital costs identified in the Authority's Five-Year Capital Improvement Program are
incorporated into the determination of the capital charges as appropriate. Those facilities
that are considered to be entirely allocable to growth are included in the fee determination
at full cost (i.e., 100% of the total cost). Capital expenditures anticipated solely for the
replacement of existing assets which directly benefit existing customers or expenditures for
facilities considered on-site costs (these facilities that provide service to a local area such
as a development which would normally be constructed and subsequently contributed to
the Authority by a developer), are not included in the proposed capital charges. A
summary of the capital costs considered in the development of the capital charges is
reflected in Table 2-6 beginning on Page 2-21.

3. The cost of transmission system upgrades, which benefit both existing and future users, is
recognized in the analysis. Since the transmission function capacity is difficult to ascertain
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except at "build-out” conditions, the total existing assets (expressed at original cost and not
on a replacement or current cost basis) plus the planned expansions are recognized, thus
estimating a "buy-in" cost for new users for this component of the system.

4.  The level of service for a wastewater ERC is assumed to remain at 240 gallons per day
(gpd) expressed on an average daily flow (ADF) basis consistent with the Authority’s
existing wastewater resolution.

5. For the development of the proposed capital charge, no existing or planned capital facility
costs associated with collection facilities have been included in the calculation of the
charge. Additionally, capital costs included in the development of the proposed capital
charge were reduced by $7,000,000 based upon an anticipated grant to be received by the
Authority for completion of the deep well.

Beginning on Page 2-25 and as shown on Table 2-8, the analysis utilizes the estimated capital
costs for the wastewater transmission/treatment/disposal system, ERC service requirements, and
current fixed asset and plant capacity data regarding the wastewater system. By designing the
wastewater system capital charge to recover costs on a prospective basis, an attempt is made to
provide funds on a reasonable basis in order to reflect the cost of capacity needed to meet the
future needs of the wastewater system. It should be noted that in the event the construction
costs, capacity requirements, or utility service area materially change from what is reflected on
Table 2-8, Pages 2-25 and 2-26, the wastewater capital charge may need to be adjusted
accordingly.

As shown on Table 2-8, Pages 2-25 and 2-26, the proposed wastewater capital charge is $2,885
per ERC. Based on the capital facilities associated with the determination of the charge, the
functional breakdown of the components of the rate are as follows:

Proposed Capital Improvement Charge [*]

Wastewater Treatment $1,786.55
Wastewater Disposal 173.91
Wastewater Transmission 925.47
Total Fee $2,885.93
Recommended Fee $2,885.00
Cost Per Gallon $12.020

[*]1 Amounts derived from Table 2-8 beginning on Pages
2-25 and 2-26.

Comparison with Other Utilities

In order to provide additional information to the Authority regarding the proposed capital
charges, included in this report is a comparison of the Authority's existing and proposed charges
with other jurisdictions. Table 2-9 on Page 2-28, provides a comparison of the existing and
proposed capital improvement charges for single-family residential connections (i.e., one ERC)
for the Authority with comparable fees currently imposed by other municipal/governmental
water and wastewater systems. A number of factors can affect the level of charges collected by
other utilities, including, but not limited to, level of treatment required for service, asset age,
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density of customer base, level of service adopted by local government, amount of grant
(contributions) funds received, and other factors. No in-depth analysis has been performed to
determine the affect these factors could have on the fees charged by other utilities or to
determine the methods used in the development of the water and wastewater charges imposed by
others, nor has any analysis been made to determine whether 100% of the cost of new facilities is
recovered from the other utilities' charges, or some percentage less than 100% with the balance
recovered through the user charges.

As shown on Table 2-9, Page 2-28, the average water and wastewater capital charges for the
other governmental entities selected for this comparison is $4,434 (for water and wastewater,
$2,024 and $2,409, respectively), for a single-family residence.

Accrued Guaranteed Revenue Charges (AGRC)

In addition to the capital charges collected from new growth, it is recommended that the
Authority increase the Guaranteed Revenue Charges or GRC from $6.67 to $8.77 per month for
the water system and from $8.80 to $13.75 per month for the wastewater system. Also the
Authority should consider charging new customers an Accrued Guaranteed Revenue Charges or
AGRC. This amount represents the Authority’s investment in facilities in advance of and
reserved for the benefit of future growth and the Authority’s carrying cost associated with such
investment, and reflects an extension of the Authority’s existing GRC policy. Such charges
adjust monthly through January 2012, and a proposed monthly schedule of AGRCs per ERC for
the water and wastewater systems is provided in Table 2-10, beginning on Page 2-29.

(Remainder of page intentionally left blank)
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