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MEMORANDUM

Date:  September 24 2014

To:  Cily of Buckeye — Project Fulure Acquisilion Team
From: Dan V. Jackson

Re:  Updated Cash Flow Analysis

Attached to this memo are two attachments that summarize our updated analysis of the City of Buckeye's
potential acquisition of Global Water's Valencia Water Company. To summarize, the analysis conlinues
to reveal that over the 25-year period the acquisition is forecast to provide a significant cash flow benefit
to the City. However, because Valencia's accounts and revenues have not grown over the past two
years at the rate forecast by Global Management in discussions with the City and in their recent rate
filing, initial cash flow is less robust than in earlier forecasts.

Please not that this report presents no assurance or guarantee that the forecast contained herein
will be consistent with actual results or performances. These represent forecasts based on a series
of assumptions about future behavior, and are not guarantees. ANY changes in assumptions or actual
events may result in significant revisions to the forecast and its conclusions. The cash flow projections
and debt service coverage calculations are not intended to present overall financial positions, results of
operations, and/or cash flows for the periods indicated, in conformity with guidelines for presentation of a
forecast established by the American Institute of Certified Public Accountants.

Background

In 2013 we prepared an initial estimate of the revenues, expenses and cash flows of the acquired
Valencia operation by the City of Buckeye. The data used in the analysis was highly preliminary, and
was primarily based on Valencia's ACC Annual reports, Global had declined to provide more detailed
data to us, so we used what was available in the public domain. City personnel provided estimates of
operating costs the City would incur to manage the acquired system, and the Cily’s financial advisors
provided annual principal and interest debt service estimates. Account and revenue estimates for 2013
and 2014 were based on data provided by Global in their 2012 rate application before the Arizona
Corporation Commission.
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In August 2014 Global began providing much more detailed revenue, expense, account and consumption
data for its Valencia operation. This enabled us to revise our cash flow eslimates with more up to date
and detailed data. Instead of using general assumptions for revenues, the team was able to develop a
sophisticated revenue algorithm that now estimates revenues to within 1.0% of acluals. As a result, the
project team has produced the updated estimates contained in this memo.

Analysis

Chart 1 presents total accounts and account growth for Valencia's Town Division and Greater Buckeye
Division for the past four years. The chart reveals that during the time period 2010-2014, Valencia
averaged account growth of between 124 and 306 accounts per year. Two important factors are

apparent from this new data provided by Global:

o Account growth in 2013 and 2014 was significantly lower than Valencia's forecasts as presented
to the City of Buckeye and in their rate application before the Arizona Corporalion Commission.

* The lower account growth is directly responsible for significantly lower than expected revenues
from the company in 2014. In their ACC rate application, Global forecast that Town Division
revenues would be $5,628,246. In 2014 that total is now forecast to be $5,110,053, a decrease
of $518,193. This lower than expected account and revenue growth has adversely impacted

both the short term and the long-term financial forecast.

Chart 1

Average Accounls

VALENCIA WATER COMPANY

TOTAL ACTIVE ACCOUNTS 2010-2014

Total New Accounts

2010 2011 2012 2013 Last 12 Mths 2011 2012 2013 Last 12 Mihs

Town Division

Residenlial 4,961 5,077 5,283 5,679 5,709 116 206 296 129

Irrigation 57 57 57 57 57 - = o -

Commercial 135 132 141 142 143 (3) 9 2 1

Total 5,152 5,266 5,481 5779 5,908 13 215 208 130
Greater Buckeye Division

Residential 609 620 629 637 644 1 9 8 7

Irigation 3 3 3 3 3 - - -

Commercial 0 0 - - - (0) (0) - -

Tolal 612 623 632 640 647 10 9 8 7
Tolal

Residenlial 5,670 5,697 5,912 6,216 6,352 127 216 304 136

Irrigation 60 60 60 60 60 - - - -

Commercial 135 132 141 142 143 (3) 9 2 1

Total 5,765 5,868 6,113 6,419 6,555 124 224 306 137
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Attachment A presents inilial or year 1 revenues and expenses after acquisilion, using current rates,
existing accounts and consumption totals. The following is notable about this attachment:;

o

The City believes it can caplure significant savings through the operation of the acquired ulility.
Due to economies of scale and the current management of an existing equivalent-sized ulility,
the Cily is forecast to not incur many of the expenses incurred by Global.

Global is currently incurring depreciation expense of $3.0 million per year. This expense would
not be incurred by the City under the cash-basis principles of ratemaking.

Expenses such as properly and other taxes would not be incurred by the Cily.

In summary, the City of Buckeye is forecast to generate net cash flow from operations (prior to debt
service) of $3,964,886 in the first year of operations. This is a very robust cash flow and will be more
than sufficient to fund any acquisition-related debt service.

Attachment B presents an annual cash flow forecast for the first twenty-five years of operation. Note
that the forecast again analyzes the acquired Valencia as a stand-alone operation, without merging with
the Cily's existing water operation. The following is notable about this forecast:

o

The forecast assumes that the City will implement the rate plan approved by the Arizona
Corporation Commission, which includes nominal rate increases for 2015 and 2016.

The City is not assumed to increase rates in 2017,2018 or 2019. In 2020 and beyond the City
would be assumed to increase rates by 2.0% per year, which is similar to the plan implemented
for the City's existing operation. This rate is less than the national average, which is expected to
be 5.0-6.0% per year.

Most operating costs are forecast to increase 3.0% -- 5.0% per year.

Account growth is forecast to be 262 accounts per year. If account growth is less than this total,
rates may have to be adjusted upwards.

Debt service estimates were provided by Wedbush Securities. The debt is forecast to be 30
years, with interest only payments for the first five years.

Conclusions

From the analysis presenled above, the following conclusions are evident:

The City is forecast to generate sufficient cash flow from the acquired and forecast
accounts to fund all operating expenses and debt service requirements for the first 25
years of the City’s operation.
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e Annual debt coverage levels are also forecast to be sufficient during this period.

 The Cily is forecast to generate net revenues in excess of expenses of $569,111,665 during the
first 25 years of operation. This equates to a net present value of $30,288,149.

* From a general economic and cash flow basis, using the assumptions as presented in this
analysis, the acquisition is forecast to provide a benefit to the Cily of Buckeye.

It should be noted that the revenue forecasts are lower than earlier projections due to the lower than
expected account and revenue growth in 2013 and 2014, It should also be noted that should expenses
be higher than expected, revenue growth lower than expected, or rate adjustments not implemented on
schedule, the conclusions in this analysis would have to be revised.
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ATTACHMENT A
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Date: 9/24/14 14 09 24 Buckeye Global Cash Flow Fcstxls 2014 Cash Flow

PROJECT FUTURE
PRO FORMA CASH FLOW INCOME STATEMENTS
City of Buckeye
Town Greater Buckeye Total Net Cash Flow
2014 2014 2014 Adjustments 2014
TOTAL COMPANY
Operating Revenues
461 Metered Water Revenue $ 5,203,464 $ 465361 $§ 5,668,825 $ - $ 5,668,825
460 Unmetered Water Revenue - - - - -
465 Sales to Imigation Customers - - - - -
471 Misc. Service Revenues - - - - -
474 Other Water Revenues 153,980 9,307 163,287 - 163,287
Total Operating Revenue 5,357,443 474,669 5,832,112 - 5,832,112
Operating Expenses
601 Salaries & Wages 1,118,791 127,471 1,246,262 (700,000) (1) 546,262
604 Employee Pension and Benefits 6,515 824 7,339 120,000 ) 127,339
610 Purchased Water 664 58,941 59,605 - 59,605
615 Purchased Power 461,283 27,580 488,864 - 488,864
616 Fuel for Power Production 1,064 - 1,064 - 1,064
618 Chenmicals / Supplies 35,150 9,574 44,724 - 44,724
620 Repairs & Maintenance 113,845 9,922 123,767 50,000 3) 173,767
621 Office Supplies & Expense 66,038 5,298 71,337 (35668) (3) 35,668
630 Outside Services - - - - -
631 Contractual Svcs — Engineer 196 14 210 (210) -
632 Contractual Svcs — Accounting 63,540 6,405 69,944 (69,944) -
633 C Sves —- M, Fees - 46,671 46,671 (46,671) -
634 Contractual Svcs - Legal 423,599 4,701 428,300 (423,300) 3) 5,000
635 Water Testing 16,143 5,258 21,400 - 21,400
636 Contractual Services - Other 151,086 3,203 154,289 (154,289) -
640 Rents / Leases 47,925 - 47,925 (47,925) -
641 Rental of Building - 3,790 3,790 (3,790) -
642 Rental of Equipment 1141 - 1,141 (1.141) -
650 Transportation Expense 84,686 9,662 94,348 - 94,348
657 General Liability Insurance 36,146 2,775 38,921 (38,921) -
658 Insurance - Workers Comp 4,478 353 4,832 (4,832) “4) -
659 Health & Life Insurance 129,551 16,175 145,726 (145,726)  (4) -
660 Advertising 1,777 175 1,952 (1,952) -
666 Rate Case Expense 74,084 7,634 81,718 (81,718) -
667 Regulatory Commission Exp - 836 836 (836) -
670 Bad Debt Expense 19,993 (45) 19,948 - 19,948
675 Miscell Operating Exp 83,548 10,689 94,238 - 94,238
403 Depreciation 2,916,525 99,839 3,016,364 (3,016,364) -
403 Depreciation — CIAC Amortization (519,828) (66,055) (585,883) 585,883 -
408 Taxes Other Than Property & Income 75,181 9,121 84,301 (84,301) -
408.1 Taxes Other Than Income — Utility Regul: - 30,269 30,269 (30,269) -
408.11 Property Tax 252,439 - 252,439 (252,439) -
408.13 Taxes Other Than Inc — Other Taxes and - - - - ]
409 Income Tax - - - - -
Total Operating Expense 5,665,560 431,081 6,096,641 (4,384,415) 1,712,226
Operating Income ( Loss ) (308,117) 43,587 (264,529) 4,384,415 4,119,886
Other Income / Expense
414 Gains (Losses) from Disp. Of Utility Propt - - - - -
419 Interest and Dividend Income - - - - -
421 Non-Utility Income - - - - -
426 i Non-Utility Ex 1,169 - 1,169 (1,169) -
427 Interest Expense (25,619) (4,202) (29,822) 29,822 -
Total Other Income / Expense (24,450) (4,202) (28,653) 28,653 -
Net Income ( Loss ) (283,667) 47,790 (235,877) 4,355,763 4,119,886
Town of Buckeye Marginal Expenses
Administration - - - - -
Billing and Collection - - - 150,000 4) 150,000
Water Resources - - - - -
Meter Replacement - - - - -
Hydro Repair/Replacement - - - - -
Auto Purchases - - - - -
Auto Maintenance - - - - -
Permits - - - - -
Training - - - 5,000 4 5,000
Other - - - - -
Other - - - - -
Other - - - - -
- - - 155,000 155,000
Cash Flow before Funds Transfers (283,667) 47,790 (235,877) 4,200,763 3,964,886
Clty of Buckeye Funds Transfers
General Fund Transfer - - - - - -
Other - - - = -
Other - - - = -
Net Annual Cash Flow (283,667) 47,790 (235,877) 4,200,763 3,964,886
Principal Assumptions
1) City believes it can achieve i duction in p and certain operating costs after ing into its system
) City pension and benefits costs increasing; estimate based on number of additional personnel
) City estimate
) P din City p | adj
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ATTACHMENT B
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