“l Waukesha Water Utility WALKEST I, i 551855015

SERVING WAUKESHA SINCE 1886

Telephane: {282) 5700-5071 o Fat [2672) 521-5265 » E-mail: contactus@waukesha-wates o1
MEMORANDUM
DATE: September 7, 2010
TO: Common Council
FROM: Daniel S. Duchniak, P.E., General Manager @m
RE: Waukesha Water Supply

| have attached a letter sent by Attorney Donald Gallo to the Department of Natural
Resources regarding estimates of the capital costs of water supplies for Waukesha from
Milwaukee, Oak Creek and Racine.

It is important to emphasize that these are not the actual costs that the suppliers would
charge to Waukesha. These are simply estimates of the costs that are involved,
not necessarily the costs that Waukesha would pay. We will be actively seeking
federal grants and other financing options that would help defray the cost. In addition,
there are a number of variables that may be considered through a negotiated process.
For instance, a supplier may choose to share in the investment in order to gain a
valuable long-term water customer like the Waukesha Water Utility. A supplier may
also have other customers that would benefit from the infrastructure and may share in
the costs.

Waukesha represents a sizable long-term customer for each of these suppliers at a time
in which their customer base is shrinking and they are seeking new users to help offset
their fixed costs. We expect that a number of factors unique to each supplier will result
in healthy competition to meet our water supply needs. It will be impossible to
determine what the final cost for Lake Michigan water will be without engaging in
negotiations with each of these potential suppliers.

In the coming weeks, it will be our responsibility to assemble a negotiating team to carry
out the wishes of the Council. Our intention is to negotiate in good faith to get the best
price possible for our customers. After negotiations, final approval of an agreement
rests with the Waukesha Common Council. In the meantime, we are openly providing
these estimates to the Common Council and to the public for their information.



A summary of our estimates of costs including Operations and Maintenance (O&M)
costs follows, along with an estimate of the impacts on the average residential customer
of our utility if 100% of the costs were passed through. For instance, if all the estimated
costs for a Milwaukee water supply were passed through, without any federal grants,

the water portion of an average quarterly residential bill would increase from $66.85 to
$142.28. That amount would be an additional $49.55 per quarter if the estimated costs
for an Oak Creek supply were passed through, or $16.52 more per month. If the costs
were passed through, the estimates for Racine are $69.11 more per quarter or $23.04
more per month, compared to Milwaukee.

Current $66.85
water
portion of
average
residential
bill _ . Sl nl
Estimated Average Increase per Increase per
capital cost | quarterly bill if quarter month
100% pass- compared to compared to
through without Milwaukee Milwaukee
discounts or estimate estimate
grants Including O&M | Including O&M
including O&M
Milwaukee | $164 million $142.28
Qak Creek | $261 million $191.83 $49.55 $16.52
Racine $312 million $211.39 $69.11 $23.04
Deep and | $189 million $155.85 $13.57 $4.52
Shallow
Wells
Shallow $184 million $154.73 $12.45 $4.15
Wells and
Fox River
Alluvium
Shallow $286 million $194.65 $52.37 $17.47
Wells, Fox
River
Alluvium
and

Quarries




We have also included the costs of groundwater options in the table. However, the city
must obtain a water supply that is sustainable and reliable for the long term. The deep
and shallow groundwater alternatives that have been studied are not as sustainable or
as reliable for the long term as a Lake Michigan water supply and will require that the
Utility find another new supply sometime down the road as aquifers decline and water
quality deteriorates. Because of the environmental impacts of groundwater use in our
region, groundwater alternatives also face significant legal questions and challenges.
The city is already facing litigation over preliminary test wells. For all these reasons, our
application for Great Lakes water concludes that Lake Michigan is the only reasonable
water supply alternative for the Waukesha Water Utility.

The cost impact of any new water supply is significant for utility customers so the
numbers must be judged in that context. Doing nothing is not an option for our
community. The water utility must obtain a new source of water to ensure a reliable,
healthy and environmentally sustainable water supply to our residents and employers.
After extensive study, we have concluded that a Lake Michigan water supply is the only
reasonable alternative. However, we will do everything we can to help negotiate a
water supply agreement to present to the Common Council that is cost-effective for our
customers.

If you have any questions about this information, please feel free to contact me.



Reinharl Boemer Van Deuren s.c,

Re i m Waukesha, W1 53187-2265

N16 W23250 Stoneridge Drive
Attorneys at Law Suite 1
Waukesha, W1 53188

Telephone: 262-951-4500

Facsimile: 262-951-4690
relnhartiaw.com

September 1, 2010

Donald P, Gallo, Esq.
Direct Dijal: 262-951-4555

dgallo@reinhartlaw.com
SENT BY FEDERAL EXPRESS @ Ty
Matthew J. Frank, Secretary }‘ @c@‘s%
Wisconsin Department of Natural éé SEP -1 200
Resources o

\

101 South Webster Street \Waukesha Wates Unility
Madison, WI 53703-3474
Dear Secretary Frank: Re: City of Waukesha (the "City")

Application for Great Lakes Water (the
"Application") Cost Information
Regarding the Oak Creek and City of
Racine Water Supply Altemnatives

I represent the City of Waukesha with regard to the Application and write as a
follow up to the City's July 27, 2010 letter to you. In addition to transmitting the
Application and affirming the City's support for the Application, the City also agreed
to provide information to the WDNR relating to the costs of obtaining potable water
from the City of Oak Creek and the City of Racine. Such cost information is enclosed.

The costs we are submitting are estimated costs. We cannot overemphasize the
term "estimated."

The City is going to undertake serious negotiations with potential suppliers.
Issues will become complex, involve a lot of give and take, and therefore, we do not
want to etch in stone what the costs will be. The costs are going to be based on what
the City can successfully negotiate for the rate payers. To put a figure that is etched in
stone in the public domain would clearly disadvantage the City's bargaining position
as itis only natural that Oak Creek and Racine will look at the number as being a
target or an "at least” amount. Thus, this would clearly disadvantage the City's

Milwaukee « Madison - Waukesha « Rockford, IL



Matthew J. Frank, Secretary
September 1, 2010
Page 2

bargaining position. These numbers are flexible and the City will do everything in its
power to successfully negotiate terms to bring the final cost down.

Please contact Dan Duchniak and Mayor Scrima if you have any questions or
need additional information regarding the City's application.

Yours very truly,

Uinitd Pl

Donald P. Gallo

REINHART\4158418_4CAS:SW

Encs.

cc  Meyor Jeff Scrima (w/encs.)
Curt R. Meitz, Esq. (w/encs.)
Ms. Lori Luther (w/encs.)
Mr. Daniel Duchniak (w/encs.)
Mr. Daniel Warren (w/encs.)
Mr. Paul R. Ybara (w/encs.)
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