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  1             COMMISSIONER BROWN:  Good evening.

  2   We're here today for the second of three public

  3   hearings, at which the Jefferson County

  4   Commission will take testimony from witnesses

  5   and comments from the public about sewer rates.

  6             I am Commissioner Sandra Little Brown,

  7   President Pro Temp of the Commission.

  8   Commissioner David Carrington, President of the

  9   Commission, could not be here with us today.

 10   Other Commissioners we have present is

 11   Commissioner Joe Knight, Commissioner George

 12   Bowman, and Commissioner Jimmy Stephens.  Also,

 13   we have with us County Manager Tony Petelos.

 14            We're grateful to have Judge Carroll,

 15   Dean of the Cumberland School of Law and former

 16   United States Magistrate Judge, here with us

 17   again for this second hearing.  As those who

 18   were with us last time know, Judge Carroll's

 19   first grandchild was born the day of the first

 20   hearing, June 12th.  And yet, Judge Carroll

 21   still volunteered to moderate and did an

 22   excellent job.

 23             We will be hearing testimony today from
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  1   Mr. Eric Rothstein, one of the leading municipal

  2   utility financial planning experts in the

  3   country.  Mr. Rothstein testified on behalf of

  4   the County at the April trial in the bankruptcy

  5   court and is advising the Commission on a rate

  6   setting process.

  7             Following Mr. Rothstein's testimony, we

  8   will again ask for comments from the audience.

  9   We will use the same format as before.  In order

 10   to hear from everyone, we need commenters to

 11   sign up on one of the sign-up sheets that was

 12   available before the hearing and that will be

 13   available again before the break.  We need

 14   comments to be kept at three minutes or less,

 15   please.  Judge Carroll will again keep the clock

 16   and we ask everyone to respect the time

 17   limitations.  With that, I'd like to turn the

 18   floor over to Judge Carroll.  Thank you, very

 19   much.

 20             JUDGE CARROLL:  Thank you, Commissioner

 21   Brown.  Commissioner Brown indicated, I'm John

 22   Carroll, the Dean of the Cumberland School of

 23   Law at Samford University.  It's my honor and
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  1   privilege to be with you this evening for this

  2   very important proceeding.  What we're about

  3   here today is really the essence of democracy,

  4   which is the elected officials get to hear from

  5   you, the people that elected them, on a very,

  6   very serious and important matter.

  7             This get-together will follow the same

  8   one that we had about a month ago in -- near the

  9   courthouse in Jefferson County.  Part of this

 10   process is to educate everybody.  I learned a

 11   great deal from listening the first time around,

 12   and we have -- as the first person we'll hear

 13   from today, Eric Rothstein, who is one of the

 14   country's foremost leading experts in rate

 15   setting in sewer cases.  He's been a consultant

 16   to municipal water industries for over 25 years.

 17   His specialty is helping water and wastewater

 18   industries negotiate with the various regulators

 19   to obtain financing and those sorts of things.

 20   He's worked with the systems in Atlanta,

 21   Cleveland, Ohio and Honolulu, which were in the

 22   same position as Jefferson County is, that is

 23   facing consent decrees with the Environmental
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  1   Protection Agency, and he's developed the

  2   industry standard in this particular area.

  3             After we hear from Mr. Rothstein, we're

  4   going to take a five-minute break.  That will

  5   give you an opportunity, if you haven't signed

  6   up to make some comments, to do so.  We'll

  7   reconvene and then we'll hear the public

  8   comments about this very, very important issue.

  9   Before that, though, please join me in hearing

 10   -- well, before, you need to know, even if

 11   people are not here, this is all being recorded,

 12   and it's being placed on our website.  So, if

 13   you have friends that weren't here and want to

 14   hear what has been going on, all this will

 15   appear on the Jefferson County sewer website as

 16   soon as the Court Reporter can get it

 17   transcribed.  So if you want to, again, see

 18   what's going on, want to tell folks what's going

 19   on, it's all being recorded and we -- will be

 20   posted on our website just as the -- whatever

 21   happened at the first hearing was posted on that

 22   website.

 23             Join me now, though, in welcoming Eric
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  1   Rothstein for his testimony.

  2             MR. ROTHSTEIN:  Thank you, Judge and

  3   congratulations.  Commissioners, good evening.

  4   Good evening everyone.  I'd like to get right to

  5   the presentation, so let's move forward.  What I

  6   thought we'd go through tonight is some basic

  7   introductions and some discussion about some of

  8   the industry drivers and trends in the

  9   wastewater industry.  Much of what we talked

 10   about today is driven by concerns related to

 11   sewer utility capital financing, so I want to

 12   talk a little bit about how sewer utility

 13   capital financing works.  It sets, really, the

 14   stage for considerations about rate setting, and

 15   then we'll talk a bit about rate setting

 16   principles that, again, are industry standard.

 17   And then we need to ask ourselves a bit about

 18   what are the unique aspects that we face with

 19   Jefferson County in its situation, and then talk

 20   a bit about how we might proceed in rate setting

 21   in what I consider to be exceptional times, and

 22   then finish up with a little discussion about

 23   next steps.
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  1             So, by way of introductions, perhaps I

  2   ought to give you a bit of an introduction about

  3   me.  As the Judge mentioned, I have over 25

  4   years of experience in the water and wastewater

  5   utility industry, and I've worked for water and

  6   wastewater utilities around the country.  Again,

  7   specializing somewhat in recent years in consent

  8   decree negotiations.  Have done many water and

  9   wastewater rate studies and have been involved

 10   extensively in the establishment of standard

 11   practices in this area.  I've been involved in a

 12   number of associations in the industry; The

 13   Water Environment Federation which is

 14   responsible for wastewater utilities.  And

 15   importantly, I think, with respect to The Water

 16   Environment Federation, is that it has published

 17   what is referred to as really the standard

 18   practice manual for wastewater rate making.

 19   It's called Financing and Charges For Wastewater

 20   Systems, and I served as the chair of the task

 21   force that was responsible for the development

 22   of that manual and practice, and that's what

 23   wastewater utilities will use in determining
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  1   what their rate structures will be.  So that's a

  2   bit about me.  I think I've been around the

  3   block a few times anyway.  I have a sense for

  4   things, and particularly in light of the consent

  5   decree work that I've been involved in, I think

  6   I have some sense of some of the exceptional

  7   considerations that we might reference in

  8   thinking about how to handle our situation in

  9   Jefferson County.  Also, I've recently been

 10   involved in work in overseas and Egypt, also

 11   some exceptional circumstances, and so there's

 12   some parallels there as well.

 13             I thought that it might be useful to

 14   provide some sense of context about where the

 15   industry has gone, where it's heading, and get a

 16   sense of kind of what that means relative to

 17   where Jefferson County is.

 18             The industry has really faced some very

 19   dramatic changes over the course of like the

 20   last decade or so.  There's been a substantial

 21   withdrawal of federal funding support.  Back in

 22   the 1970s, there were grants that were available

 23   that funded large wastewater treatment plant
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  1   investments.  Those grants are very few and far

  2   between now.  Most of the federal funding

  3   support is in the form of loans and that has

  4   diminished rather substantially.  At the same

  5   time, the industry is coming to a growing

  6   recognition that it has an awful lot of aged

  7   infrastructure that is in the ground and is

  8   depreciating and will require renewal,

  9   rehabilitation and replacements.

 10             And really much of the consent decree

 11   work that has happened has been a result of

 12   situations in which communities have not

 13   invested enough in the renewal and

 14   rehabilitation of their aged infrastructure.

 15   They've had capacity problems, overflow

 16   problems, problems with pollution into rivers

 17   and streams, and as a consequence, the

 18   Environmental Protection Agency and State

 19   environmental agencies have basically enforced

 20   consent decrees to require the fixing up of

 21   those systems.  And that's certainly what has --

 22   what was this case for Jefferson County, which

 23   is very similar to many other communities who
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  1   face consent decree programs in the 1990s, and

  2   were put under consent decrees to make those

  3   sorts of changes.

  4             Another major challenge that is again

  5   causing difficulties is, in the -- at the same

  6   time as we have aging of infrastructure of our

  7   existing infrastructure, there is increasingly

  8   stringent regulatory requirements.  These keep

  9   changing and so forth.  And so there are, for

 10   example, regulations that will affect the

 11   pollutant discharges that sewer systems can put

 12   into the rivers and are extremely expensive to

 13   meet those new regulatory requirements.

 14             Also, lots of things that are happening

 15   in this industry, looking at sustainability

 16   sorts of dynamics, there are, in fact, a couple

 17   of utilities that are net energy producers

 18   because they are, in fact, using bio solids as a

 19   fuel source to generate their -- generate

 20   electricity.

 21             And one of the things that I think is

 22   characteristic about the industry, over the long

 23   term, over the last number of decades is that it
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  1   has basically been a historically underpriced

  2   service.  In part because of those grant

  3   programs that occurred back in the 1970s and so

  4   forth.  Lots of that -- of those grants resulted

  5   in relatively underpricing of services.  And

  6   this is -- again, I want to make sure that we

  7   understand, this is a characterization of the

  8   industry in general.  This is not specifically

  9   about Jefferson County.  We'll talk a bit about

 10   Jefferson County later.  But I want to give you

 11   a sense of context about where we stand.  And,

 12   in fact, those drivers have resulted in

 13   wastewater rates increasing at roughly double

 14   the rate of inflation over about the last decade

 15   or so.  And are projected to continue to

 16   increase at roughly double the rate of inflation

 17   for probably another decade, as utilities deal

 18   with this aging infrastructure, and as they deal

 19   with increasingly stringent regulatory

 20   requirements.

 21             Now, Jefferson County has had rate

 22   increases that have well-exceeded even those

 23   trends, historically.  And that's why you end up
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  1   in a situation where now your sewer bills are

  2   relatively high, relative to many other

  3   communities throughout the country.  You've had

  4   a number of rate increases over the last -- oh,

  5   last decade or so, and that has placed you

  6   relatively high.  This is a sewer bill

  7   comparison of residential wastewater bills for a

  8   10 CCF user, that's a bit higher than your

  9   average water use.  And these are, of course,

 10   selected cities, that are water and wastewater

 11   survey for 2010.  So this is really reflecting

 12   2009 information.  And you see that Jefferson

 13   County is one of the relatively higher sewer

 14   bills for residential customers.  And again,

 15   that's a consequence of a number of rate

 16   increases that occurred over the last several

 17   years that have placed you in a situation that

 18   we're basically driven by the consent decree

 19   program that was financed sometime ago.

 20             So this is where your rates stand right

 21   now.  You have a basic rate structure.  This

 22   rate structure, basically, had -- provides for a

 23   minimum charge of two dollars for a five-eighths
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  1   inch leader and increasing minimum charges, but

  2   really the rates are basically driven by charges

  3   for a uniform -- for water usage.

  4             And again, one thing that's very

  5   important to note is that sewer bills are based

  6   on water usage.  So what the utility does is it

  7   takes that water usage for residential

  8   customers, it multiplies that by 85 percent or

  9   basically gives a 15 percent, if you will,

 10   credit reflecting the fact that many residential

 11   customers, not all of their water usage is going

 12   to be going to the wastewater system, it's going

 13   to be used for lawn watering and other sorts of

 14   things.  So what it's trying to do is capture

 15   the amount of water use that's returned to the

 16   sewer system, and then it's charging on the

 17   basis of that water usage.  And it charges $7.40

 18   per hundred cubic feet, which is 748 gallons, I

 19   believe, of water use.

 20             Commercial customers don't -- are not

 21   provided that 15 percent watering credit, and

 22   that's the basic rate structure that you're

 23   going forward with.  So, just to make sure we
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  1   understand the arithmetic of the sewer rates.

  2   So you have a minimum charge, that's again $2.00

  3   for five-eighths inch residential meter.  You

  4   have volumetric charges, again based on water

  5   use; 85 percent for water use for residential,

  6   100 percent for nonresidential.  So, for

  7   example, if we're talking about that 10 CCF, 100

  8   cubic foot customer, the way that we would

  9   calculate their bill is 10 CCF multiply it by 85

 10   percent, so we get 8.5 CCF times the $7.40 is

 11   equal to $62.90.   And again, that 10 CCF is

 12   above average for Jefferson County, in terms of

 13   water usage.  But it is that reference point

 14   that we looked at when we saw those bill

 15   comparisons.  I don't want you to necessarily

 16   believe me, so we provided a couple of actual

 17   screen captures of actual sewer bills.  So this

 18   is what, at least, one of the sewer bills looks

 19   like.  This is for a customer who didn't use any

 20   water.  So again they are charged a minimum

 21   charge of $2.00 for their usage.

 22             Now, one of the things to note is, in

 23   contrast you see for the water system, they have
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  1   a base charge of $17.34.  It's a pretty striking

  2   difference that you see for customers not using

  3   any water.  Differences in the way that the rate

  4   structure is done between water and sewer,

  5   between these two particular utilities.  Look at

  6   another one, let's look at a customer that's a 7

  7   CCF water user.  That's a little bit closer to

  8   the systemwide average.  They have a sewer

  9   charge at $7.40, they get their water -- less

 10   watering credit of 15 percent, and so their

 11   total charges are $44.03.  Okay.  It's basically

 12   seven times the $7.40.

 13             So that's the basics, basic arithmetic

 14   and some sense of where things are when you

 15   think about water utility rates; where they're

 16   going and how you calculate yours currently here

 17   in Jefferson County.

 18             What do the water rates pay for?

 19   Water, wastewater rates basically are paying for

 20   primarily sewer utility capital finance.  This

 21   is true not just for Jefferson County, but one

 22   of the things that is very characteristic about

 23   sewer utilities, both water and sewer utilities,
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  1   is water and sewer systems are the most capital

  2   intensive of all utilities; more so than

  3   telephone; more so than electric; more so than

  4   gas.  It's very, very expensive to have pipes

  5   placed into the ground and to treat wastewater.

  6   So this is the most capital intensive utility of

  7   all the utilities that you can think of.  And so

  8   that's really what drives the rate revenue

  9   requirements for sewer systems.

 10             In Jefferson County, as is true for

 11   many other utilities, they have been confronted

 12   by enforcement actions.  These are the

 13   enforcement actions that have resulted in

 14   consent decrees.  These consent decrees are

 15   basically an agreement entered into with parties

 16   to litigation that come about in litigation

 17   where parties have sued over violations of The

 18   Clean Water Act.  And so a consent decree is an

 19   agreement between the utility and typically the

 20   U.S. Environmental Protection Agency, the State

 21   Regulatory Agency, and oftentimes local

 22   nongovernmental organizations who are interested

 23   in coming to agreement about how problems with
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  1   violations of The Clean Water Act will be cured.

  2             In many utilities, many communities

  3   across the country, this has amounted to

  4   agreements for the expenditure of billions of

  5   dollars.  I personally have said I've been

  6   involved in negotiations with five or six

  7   different utilities, and they are all confronted

  8   with billions of dollars of expenditure.  So the

  9   numbers are, in many cases, quite staggering,

 10   and that has been the experience of Jefferson

 11   County.  So it is a very difficult circumstance,

 12   and there is likely little solace in

 13   understanding that others have faced this as

 14   well.

 15             And if you go back and were to look at

 16   those current sewer bill comparisons, those ones

 17   that are at the top of the page that had the

 18   highest sewer bills in the country, are

 19   communities that have been well on their way

 20   towards completing those major multi-billion

 21   dollar consent decree programs.  Perhaps the

 22   most significant example is the City of Atlanta

 23   for whom I have worked for for many, many years,
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  1   and they are completing a three billion

  2   dollar -- three billion dollar plus consent

  3   decree program.  It's been extraordinarily

  4   painful.

  5             One also has to recognize that it is

  6   easy to become myopically focused on just the

  7   consent decree requirements.  I'm thinking

  8   about, okay, we've got to just do the consent

  9   decree work.  And it is important to understand

 10   that there are annual renewal and rehabilitation

 11   requirements necessary to basically maintain a

 12   system and keep it in good working order on an

 13   ongoing basis.  So it is very important as we

 14   think about capital financing, we recognize

 15   there is consent decree requirements, there are

 16   annual renewal and rehabilitation requirements.

 17   And what often happens is, there are

 18   requirements to either expand or upgrade major

 19   treatment plants, for example.  And so what

 20   typically happens is, there is amiss of

 21   requirements.  Some of them are annual

 22   requirements, and some of them are what

 23   economists might refer to as lumpy investments,
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  1   big expenditures that need to happen on a

  2   relatively infrequent basis in order to be able

  3   to provide upgrades in treatment plants or to

  4   make major system investments.

  5             This presents some interesting

  6   challenges in terms of how to establish a plan

  7   of finance for that capital, which again is the

  8   big driver of sewer rates.  And so one looks to

  9   sources of financing.  There are a whole host of

 10   different options out there for financing of

 11   wastewater infrastructure.  But most of them

 12   come down to three or four kind of major options

 13   which most utilities are using for the vast

 14   majority of the expenditure required for sewer

 15   system work.  These amount to funding through

 16   current revenues.  So the revenue that's

 17   collected from sewer bills, you essentially use

 18   to pay on a pay-as-you-go cash basis for certain

 19   capital expenditures.

 20             Alternative, you might look at forms of

 21   debt.  And the most commonly used, again this is

 22   industry wide, are revenue bind debt.  And some

 23   utilities also use general obligation bonds.
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  1   Revenue binds being a pledge of the revenues of

  2   the sewer system to pay for the capital

  3   improvements that are being financed.

  4             Another form of debt are forms of loans

  5   and again where the Federal Government has moved

  6   its support to is in funding state revolving

  7   loan programs, where the state administers

  8   subsidized loans, low interest loans for funding

  9   of wastewater infrastructure.  And again, one

 10   other option is grants.  There's been a fair

 11   amount of discussion among some of the parties

 12   in the litigation about the accessing of grants.

 13   One thing to note when we talk about grants, and

 14   there's no question, grants are a great source

 15   of funding, because you don't have to pay them

 16   back, and so they're great.  But, so this is a

 17   little bit hard to read, but what you'll see is

 18   in the black, there were construction grants.

 19   And you see that basically the volume of

 20   construction grants, this is on the left hand

 21   side is, this is the investment cost and this is

 22   in billions of dollars from the U.S. EPA.  So

 23   this is basically an amount of federal dollars



Jefferson County Sewer Public Hearing 21

Freedom Court Reporting, Inc 877-373-3660

  1   that were being used to support wastewater

  2   infrastructures.  And note that the bars in the

  3   black, which is the left side, were the grants.

  4   Then the blue bars is the state revolving fund.

  5   And what you see here is that basically the

  6   amount of grant funding was very significant in

  7   the '70s and '80s, and even up until about 1990.

  8   But for all intents and purposes, federal grants

  9   have largely gone away, so there is not a lot of

 10   grant money out there.

 11             I can tell you also in the experience

 12   of the City of Atlanta, and I've been working

 13   there since 2001, the City of Atlanta had hoped

 14   to receive grants of several hundred millions of

 15   dollars for their consent decree program.  To

 16   date, I think they've received less than 20

 17   million.  So while there's lots of talk about

 18   going out and getting federal grants, it's

 19   unlikely that those will be available.  So what

 20   are some of the strategic approaches to how to

 21   go about using these various funding sources in

 22   order to be able to finance capital?

 23             And again, this is how you might do it
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  1   for -- if I was to advise a sewer utility about

  2   generally their strategic approach as to how

  3   they would go about financing capital, my

  4   thinking is, that one should fund annual renewal

  5   and rehabilitation and reinvestments through

  6   current revenues.  Why do that?

  7             Well, if you have an annual

  8   requirement, if you need to spend 5, 10, 15,

  9   whatever the number is, millions of dollars on

 10   an annual basis to provide for appropriate

 11   renewal and rehabilitation of pipelines and so

 12   forth, then you already have a smooth pattern of

 13   expenditure.  What debt does is it enables you

 14   to basically spread the cost of infrastructure

 15   investments over a longer period of time.  So

 16   one would use debt, whether that's revenue bonds

 17   or loans for lumpy, infrequent major

 18   investments, things like a major treatment plant

 19   expansion.  So you can -- so if you have a major

 20   treatment plant expansion, that's 50 million

 21   dollars, let's say, you can spread the cost of

 22   that 50 million dollars expenditure, you have to

 23   make relatively infrequently over the life of
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  1   that asset.

  2             So strategically, that's kind of the --

  3   what sort of makes sense, in terms of how you

  4   might approach financing the capital that is the

  5   big cost item for wastewater utilities.

  6             When we talk about debt, it also makes

  7   sense to establish some sort of portfolio of

  8   debt instruments, so you're not using only

  9   revenue bonds or only loans, but using a mix of

 10   those sorts of instruments as a means of

 11   managing your costs, as well as managing your

 12   risks associated with participating in a revenue

 13   bind issue or another form of debt issue.

 14             When we talk about bonds and debt, it's

 15   important to understand that, number one, that

 16   is the primary mechanism by which Jefferson

 17   County has funded its sewer system improvements.

 18   Also know that what we're talking about when we

 19   talk about debt is we're talking about a

 20   situation in which the County and really anybody

 21   who issues debt enters into a contract, this is

 22   referred to as the indenture.  The indenture

 23   basically establishes the parties to the
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  1   agreement.  You have Jefferson County in one

  2   hand and the trustee on another hand, who is the

  3   debt holder's representative.

  4             Jefferson County in that arrangement,

  5   basically pledges payment of debt service

  6   through the system revenues.  If it's a revenue

  7   bind, they're basically saying the revenues from

  8   the wastewater system will be used to pay the

  9   debt service, which is basically like a mortgage

 10   payment, it's your payment for -- your annual

 11   payment for the money that was provided to fund

 12   the infrastructure investment.

 13             It also creates a lien of property

 14   interest in that revenue stream.  Property

 15   interest in the revenue stream, not in the

 16   actual assets.  And typically, these indentures

 17   will create some sort of, what most people refer

 18   to as a waterfall provision; that says as money

 19   comes into the system, it first goes to one

 20   fund, revenue fund, debt service reserve fund

 21   and so forth to establish where money comes into

 22   the system and how it is deployed, how it is

 23   used to fund different components.
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  1             It also, and perhaps most

  2   significantly, it contains what is often

  3   referred to as a rate covenant.  And that

  4   basically says that Jefferson County, or whoever

  5   is the contract party will, whatever the utility

  6   is, will raise rates to meet their obligations.

  7   So when we talk about bonded indebtedness, we're

  8   talking about entering into a contract in which

  9   the County has basically pledged revenues to pay

 10   for the debt service.  It also basically says

 11   that the rate -- the revenues will be created,

 12   will be generated such to provide for adequate

 13   debt service coverage.  And what this means is

 14   that the net revenues -- when we talk about net

 15   revenues available for debt service what we're

 16   talking about is, you take the revenues of the

 17   system, minus the operating expenses, what's

 18   left should be at least equal to, and then under

 19   the covenant, more than the annual debt service

 20   requirements.  That covenant provision basically

 21   provides some measure of security for the bond

 22   holders.

 23             In some cases -- in the case of
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  1   Jefferson County, there is two debt service

  2   coverage provisions.  One of them basically says

  3   that the net revenues, plus prior year surplus,

  4   will be at least equal to 110 percent of debt

  5   service requirements for the subsequent year.

  6   And that just the net revenues will be greater

  7   to and equal to the debt service requirements.

  8   I will tell you that these are relatively

  9   limited covenant provisions.  I have worked for

 10   many utilities where the requirement is to

 11   achieve 120 percent, 125 percent of debt service

 12   requirements.  What is also typically the case

 13   is that utilities will seek to target to achieve

 14   a higher level than simply the debt service

 15   responsibilities in order to do a couple of

 16   things.  One is to ensure that they can make

 17   their payments and, two, to provide funding for

 18   other needs.

 19             So that's kind of where we stand when

 20   we talk about capital financing.  And again, I

 21   talked about that initially in order to be able

 22   to provide some, again, sense of context of what

 23   is the big driver behind what is the rate
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  1   revenue response to this.  What are -- what is

  2   the cost that really need to be covered when

  3   we're talking about sewer rates?

  4             And we then just talk more generally

  5   also about general rate setting principals, what

  6   we do when we go about setting sewer rates.

  7   Again, these principles are somewhat established

  8   through manuals of practice that are available

  9   in the water and wastewater industry.  So you

 10   see on the screen copies of principles of water

 11   rates, fees and charges, which is the water

 12   manual of practice and the financing and charges

 13   for wastewater systems, which is the sewer

 14   manual of practice for rate setting.  And I've

 15   been involved in authorship of both those

 16   manuals, and they both basically have a few

 17   basic fundamentals.

 18             What they attempt to do is they

 19   basically determine what are the system cost

 20   factors, what's driving the cost of the systems?

 21   They then say we need a, you know, to group

 22   customers with similar usage characteristics.

 23   So what we often see with sewer rates is, or
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  1   water rates is, customers classified as

  2   residential customers, nonresidential customers,

  3   commercial, industrial, and so forth.

  4             Those customer classifications are

  5   developed because there is the understanding

  6   that oftentimes residential customers use the

  7   sewer system differently than commercial

  8   customers or industrial customers for a variety

  9   of different reasons.

 10             Same thing on the water side,

 11   residential customers use water differently than

 12   commercial customers.  And so on the cost to

 13   serve those customers is different, and so what

 14   we're trying to do is establish fair and

 15   equitable rates, what we want to try to do is

 16   provide rates that reflect the cost of service.

 17   And so the idea is to then allocate costs to

 18   those customer classes in proportion to their

 19   system demands.  So, I don't want to bore you

 20   too much with the grinding details of cost of

 21   service analysis; and believe me, it is

 22   grinding.  It's a basic three-step process that

 23   we can -- that rate guys like me can manage to
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  1   make exceptionally complicated.  So I'm going to

  2   just try to give you the bird's eye view.

  3             Basically the process is a -- is the

  4   process by which the first thing you do is

  5   determine what are the annual revenue to be

  6   recovered from user charges; how much money

  7   needs to be generated from rates?  So we

  8   basically look at what are the costs of the

  9   system, we subtract off other sources of

 10   revenue, and we determine, and that's what needs

 11   to be covered through rates.

 12             We then go through a cost allocation

 13   process.  We allocate cost of system functions.

 14   We allocate costs between what are called joint

 15   and specific costs, which basically says if I

 16   may -- for example, if I have a pipeline that is

 17   serving only a single industrial user, I would

 18   say that that's specifically assignable cost to

 19   just that industry.

 20             Most costs are joint costs, everybody's

 21   sort of shares in.  The cost, for example, of

 22   the treatment plants are joint costs that

 23   everybody shares in based on how much demand
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  1   they place on those systems.

  2             We then allocate the cost of those

  3   customer classes, residential, commercial,

  4   industrial, and establish rates to recover that

  5   allocated cost responsibility.  When I mentioned

  6   to you that it gets complicated, it can get kind

  7   of complicated.  But I wanted to speak to you

  8   about the basic starting point.  The starting

  9   point is revenue requirements, that first box,

 10   annual revenues to be recovered from the

 11   financial planning.  How much money do we need

 12   to generate.  It's basically comprised of three

 13   fundamental components; operating expenses,

 14   future capital expenses, and debt service.  And

 15   when we talked about the future capital

 16   expenses, that's the kind of thing that I had

 17   mentioned before that you would typically want

 18   to finance through current revenues.  It's the

 19   annual reinvestment requirements in the system

 20   necessary to make sure that you're providing for

 21   adequate renewal and rehabilitation of your

 22   system assets, then you don't go to a -- go

 23   through a process where you're only funding the
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  1   major system investments and other things are

  2   let go.  Some other considerations, many other

  3   utility systems also have other expenses.  They

  4   have, for example, payments in lieu of taxes or

  5   franchise fees, which are basically monies that

  6   go from the utility to the system general funds.

  7             There are concerns about compliance

  8   with financial policies.  So we make sure that

  9   we establish rates that will generate adequate

 10   revenue to meet financial performance metrics,

 11   things like making sure that you have an

 12   adequate fund balance, so that you are in a

 13   position to pay for an emergency circumstance.

 14   Pumps go out, a flood occurs, you need to

 15   basically make sure that you are in a position

 16   to restore service as quickly as possible as

 17   this is a vital utility service.

 18             So there's a certain amount of money

 19   that is needed to be retained in fund balance in

 20   order to be able to be in a position to properly

 21   manage the system.

 22             Other financial policies are often

 23   related to, as I mentioned, targeting the level
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  1   of debt service coverage; how much money do you

  2   need to have in place in order to be able to

  3   ensure that you are able to meet your debt

  4   obligations?

  5             Once we've established those basic

  6   revenue requirements, as I said, things get

  7   complicated.  So this is a pictorial

  8   representation of multiples of long difficult

  9   spreadsheets.  But the basic process is this; we

 10   go through a process that says how much money is

 11   used for different functions?

 12             COMMISSIONER BOWMAN:  Where is the

 13   money going in?

 14             MR. ROTHSTEIN:  Where is the money

 15   going in?

 16             COMMISSIONER BOWMAN:  Let's get to the

 17   chase, let's get to the bottom.  Where does the

 18   money go?

 19             MR. ROTHSTEIN:  Where does it go?

 20             COMMISSIONER BOWMAN:  Yeah.

 21             MR. ROTHSTEIN:  Well, we go through

 22   this process, and we basically determine how

 23   much revenue needs to be collected from
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  1   different customer groups.  So we go through

  2   this cost allocation process and we allocate

  3   costs in this fashion, and we determine, here is

  4   a unit cost, here is how much it costs to handle

  5   a pond of pollutant.  Here's how much it costs

  6   to handle a thousand gallons of wastewater.  And

  7   then we basically say, here's the rate that

  8   needs to be charged to recover those costs.

  9             So when you ask where's the money go,

 10   the money's coming into the system to pay for

 11   the costs of the system.  So when we collect --

 12             COMMISSIONER BOWMAN:  And to pay for

 13   the cost of the maintenance of the system as

 14   well.

 15             MR. ROTHSTEIN:  When we talk about this

 16   cost allocation process, all of the costs, all

 17   of the costs of the utility system, that

 18   includes operating expenses, it includes the

 19   cost of annual renewal and revocation; and it

 20   includes operating expenses; includes salaries;

 21   includes supplies; includes electricity;

 22   includes pumping; includes all that sort of

 23   stuff.
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  1             COMMISSIONER BOWMAN:  It gets

  2   reinvested in the community in the people that

  3   are actually living in the service.  I

  4   understand that part.  I understand that part.

  5             Where it affects the people is on the

  6   bill, that very same bill that you were talking

  7   about, because the rates.  No matter where we

  8   go, we cannot pay more than we take in.  I don't

  9   care how you shake it.  I don't care how you

 10   slice it.

 11             MR. ROTHSTEIN:  That's correct.

 12             COMMISSIONER BOWMAN:  We can't pay more

 13   than we take in.  So if that is a constant or

 14   has been a constant for the last couple of

 15   years, instead of constant, agree on a number,

 16   set a rate, and then let's go on.  Let's rebuild

 17   this County.  This is draining the County.  I'm

 18   looking for a settlement.  I'm looking for a

 19   solution.  The soonest solution, so that this --

 20   so that we don't have to waste our time talking

 21   about paying our sewer bill.  You know, it's

 22   embarrassing when I travel around the country

 23   and, you know, folks want to know what's going
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  1   on, and I have to say well, you know, the

  2   biggest thing we're dealing with is sewer debt.

  3   And then I have to go through explaining that.

  4            But my point to you is -- and I

  5   understand, you're explaining the system that

  6   few of us understand or deal with on a daily

  7   basis; where it affects us is it affects our

  8   pocket books when we get a bill that we have to

  9   pay.  You know, we're creatures, I mean, we're

 10   creatures, we're people.  And we must have

 11   water, and we must have sanitation.  That's a

 12   given.  That's the society that we live in.

 13   We're going to have it.

 14             Now, it's just the cost.  And for us

 15   here in Jefferson County, in addition to

 16   everything else that we're dealing with, have

 17   faced ever escalating costs.  But our price, our

 18   standard of living has not kept up with that

 19   same escalation.  As a matter of fact, as our

 20   standard of living has gone down, our costs have

 21   gone up, and it's hurting families.  But we need

 22   to stabilize it, stop it, or in my opinion, in

 23   case you ask me, I don't know whether you did or
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  1   not.

  2             MR. ROTHSTEIN:  Please.

  3             COMMISSIONER BOWMAN:  But I will tell

  4   you that we need to reduce rates, reduce rates

  5   by 20 percent for everybody 'til the end of the

  6   year.  You want to make some happy people; you

  7   want to find some friends; you tell them their

  8   sewer bill has been reduced by 20 percent for

  9   the rest of the year.  Now, that's a cost, yes.

 10             My only suggestion is that we add that

 11   cost to the back end of the loan, and give these

 12   people a break.  We've been through two

 13   tornados, a bankrupt County.  We've been laying

 14   off five -- upwards of 500 people.  We need to

 15   turn this around.  And we need help from the

 16   people that are requiring us to pay this cost to

 17   do that.  And I'm asking you, as a part of your

 18   presentation, and the people that you deal with,

 19   because I know you do, because nobody

 20   understands this stuff like you do, that's

 21   clear.  On this, you're the smartest guy in the

 22   room, I give you that.  But what I'm telling you

 23   is that as a County Commissioner, this County
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  1   needs help, and we need help soon.

  2             We're going to agree on a number

  3   somewhere.  I don't care whether it's 1.6, 1.7,

  4   where, let's agree on a number, and then let's

  5   move on.

  6             COMMISSIONER BROWN:  Commissioner, let

  7   me interrupt.  Mr. Eric Rothstein is here as a

  8   financial planner expert for this public

  9   hearing.  He cannot set rate.  He cannot tell us

 10   the rate to set.  After the three public

 11   hearings, then we as a Commission have another

 12   meeting, and the Commissioner will be on the

 13   Commission to set that rate, so we need to allow

 14   Mr. Rothstein to finish his presentation, and I

 15   will hope that Commissioners will not interrupt

 16   so that we can finish up, and then hear the

 17   public comments at the end.

 18             That's the way this hearing is to be

 19   set up, and that's the way -- we are following

 20   the same guidelines we did at the last hearing.

 21             MR. ROTHSTEIN:  Commissioner, I'm very

 22   sympathetic to your concerns.

 23             COMMISSIONER BROWN:  I'm sympathetic,
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  1   too.  The only way to keep --

  2             MR. ROTHSTEIN:  I'm very sympathetic to

  3   your concerns.  And some of the points that

  4   you've raised are exactly the points that I have

  5   raised in other consent decree negotiations;

  6   issues about rates that have been increasing and

  7   concerns about income not growing at the same

  8   kind of pace.  So I certainly understand your

  9   concern.

 10             One of the things that I'm trying to

 11   articulate here is there are some established

 12   methodologies to, basically, identify how to

 13   distribute that cost responsibility to different

 14   sorts of customers.  This cost allocation

 15   process, it's very detailed and you should not

 16   be worried -- you should not have to think about

 17   getting into the nitty gritty details.  I'm only

 18   trying to convey to you this; that we do have

 19   some well-established industry practices for

 20   trying to ensure a fair and equitable

 21   distribution of costs responsibilities across

 22   different types of customers.

 23             We -- although we have a fundamental
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  1   problem, which we will talk about in just a

  2   minute, it's talking about the Jefferson County

  3   situation, which is the definition of those

  4   costs, and that is at the heart of the problem.

  5   So let me move on, and we'll get there.

  6             All of this goes to figuring out how do

  7   we establish rates based on information that we

  8   know.  The information that we know is how much

  9   -- how much water people used.

 10             We also have some indication of the

 11   relative strength of the sewage they contribute.

 12   Now one of the things I want you to keep in mind

 13   is this; right now you have sewage rates that

 14   charge the same sewer cost, $7.40 per CCF, no

 15   matter what type of user you are.  So one of the

 16   things that we might look at are differences in

 17   the characteristics of the sewage that's

 18   contributed into the system.

 19             In short, residential customers don't

 20   contribute as strong sewage as commercial and

 21   industrial customers.  So one of the things we

 22   might want to think about is some sort of

 23   strength differentiated rates, again to try to
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  1   get at equitable distribution of cost

  2   responsibilities.

  3             So that's the sorts of things that we

  4   look at, because we've allocated all these costs

  5   to these different factors, to these different

  6   service characteristics, in order to be able to

  7   have a measure of confidence that we're

  8   distributing cost responsibilities as equitably

  9   as possible.  We still have that fundamental

 10   question; how much is the cost that we are

 11   facing?  So let's get to that.

 12             Before we do so, I just want to give

 13   you a quick, quick review of what are the ways

 14   in which we collect that dollar -- those

 15   dollars, because there's lots of different ways

 16   to do this.  Wastewater rates --

 17             COMMISSIONER BOWMAN:  But we usually

 18   don't do that.  We usually just pay the number

 19   at the bottom of the bill.

 20             MR. ROTHSTEIN:  Right, but the way that

 21   that number at the bottom of the bill is

 22   calculated --

 23             COMMISSIONER BOWMAN:  Do you know
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  1   anybody that argues those are the numbers?

  2             MR. ROTHSTEIN:  Absolutely.

  3   Absolutely.

  4             COMMISSIONER BOWMAN:  You must -- you

  5   are in a minority.  I'm serious.  I don't know

  6   anybody that does that.

  7             MR. ROTHSTEIN:  Well, let me ask -- let

  8   me suggest this.  For example, there are a

  9   number of communities who apply a fixed charge

 10   for a sewer service.  So, for example, in fact

 11   here in Jefferson County, you saw on the water

 12   bill $17.34, I think it was, for the customer

 13   who uses no water.

 14             I would -- I am here to suggest to you

 15   that if, in fact, you had that same charge on

 16   the sewer bill for no water usage, that there

 17   would be people who would be concerned about the

 18   components of the bill, so how we go about

 19   calculating it, how we go about structuring to

 20   get to the bottom line can be really important.

 21   And the reason it can be really important is it

 22   can have differential impacts on different types

 23   of customers.  Small volume users versus high
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  1   volume users.  Customers that are home or not.

  2   So we do have to have some approach.

  3             COMMISSIONER BOWMAN:  Conservation.

  4             MR. ROTHSTEIN:  Conservation.

  5             COMMISSIONER BOWMAN:  You mentioned it

  6   earlier, conservation is the key; the amount of

  7   water that a family uses, whether it's a family

  8   of four with children, whether they're young

  9   children or whether they're in school, the

 10   amount of water they use varies.  The amount of

 11   water people use in just brushing their teeth.

 12   I saw a demonstration on that, I don't know how

 13   much water is wasted with people just running

 14   water while they're brushing their teeth.

 15   Water's just pouring down into the sewer.  They

 16   suggest that you just turn it on quickly to wet

 17   your toothbrush, then turn it off, then brush

 18   your teeth, then gargle at the end; that you

 19   save something like gallons and gallons of water

 20   every day that you really don't know, because

 21   you just turn it on and let it run down.  I've

 22   seen water conservation.  I understand it.  I've

 23   been to Egypt, like you have.  I've been there
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  1   multiple times.  There's a value for water that

  2   they have there in that region that we don't

  3   have.  Water, we take for granted.  It's always

  4   here, it's always on.  We turn it on, let it

  5   run, we don't care.  There, water is a valuable

  6   commodity, and they will do whatever's necessary

  7   to protect it.  They've had this issue for

  8   generations.  For us, it's a little different

  9   mindset.

 10             But what I'm trying to convey to you, I

 11   understand what you're saying, and this is very

 12   important, but I'm trying to get it to where

 13   people relate to what you're doing and what

 14   you're saying.  And what they're seeing is that

 15   that number at the bottom that doesn't concern

 16   you, it concerns me, that number at the bottom

 17   keeps rising.  That's the number they have to

 18   pay.  They know that.  That number keeps rising.

 19   Now, whether that's water, whether that's

 20   sewage, you know, sometimes one is up, the

 21   other's down.  The number still keeps rising

 22   nevertheless and that's the amount that they

 23   have to pay.  This, I'm saying, is too much.
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  1   We've had more than 329 percent in the last ten

  2   years; when is it going to stop?  How much do

  3   you have to have?  How much do you have to have?

  4             COMMISSIONER BROWN:  Let me --

  5             COMMISSIONER BOWMAN:  You know, you can

  6   either choose to ring a mop or you can plant a

  7   garden, it's your choice.

  8             COMMISSIONER BROWN:  Commissioner, if

  9   it's in order attorneys, we will break at this

 10   time and we'll come back and finish up the

 11   presentation in a few minutes.  Let's have a

 12   five-minute break.

 13             JUDGE CARROLL:  While you're there, if

 14   you want to sign up for a speaking engagement

 15   when we go to public comments when Mr. Rothstein

 16   is finished, we'll go directly to public

 17   comments; if you want to sign up on the sheet,

 18   please do now.

 19             (Pause in proceedings.)

 20             MR. ROTHSTEIN:  Given that things are a

 21   little behind schedule, what I've done is I've

 22   skipped forward to talk specifically about the

 23   Jefferson County situation.  There is some
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  1   additional slides that we'll place in the record

  2   that's part of my presentation that just goes

  3   through some of the basics of the different kind

  4   of rate forums and considerations involved in

  5   designing rates for sewer service.  Let's talk a

  6   little bit about the Jefferson County situation.

  7   It is a very difficult situation.  And so I

  8   don't want to put any lipstick on the pig, if

  9   you will.

 10             There are a variety of unique factors

 11   that impact the revenue requirements, the cost

 12   of the system in Jefferson County that are

 13   atypical, they are not what you see elsewhere in

 14   the country.

 15             When you think about the historical

 16   development of the Jefferson County system, the

 17   prospector, the process of consolidation of a

 18   diverse set of different sewer systems of

 19   varying quality is a very difficult set of

 20   circumstances for a consolidated system to try

 21   to handle.  It is providing a distort of

 22   information on the balance sheet.  It is causing

 23   a great deal of challenges for the heroic
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  1   individuals who are currently involved in

  2   operating the sewer system dealing, with all

  3   kinds of different just day-to-day challenges of

  4   a hodgepodge of old systems.

  5             A much has been made about the prospect

  6   by which the system was developed in which

  7   households that wanted to were allowed to stay

  8   on septic systems, rather than connecting to the

  9   centralized wastewater system.  Basically

 10   resulting in not revenue associated with those

 11   available new connections.  Most other

 12   communities, if sewer service is available,

 13   there are requirements to connect to the system.

 14             It is really the only way in which the

 15   economics of centralized wastewater service are

 16   manageable.  That was not the case here in

 17   Jefferson County.  And much has been made, and I

 18   don't want to belabor, you have had a difficult

 19   consent decree.  As I suggested, there are many

 20   communities that have had consent decrees, but I

 21   don't know of another community that has

 22   suffered the challenges associated with the

 23   graft and corruption that have resulted in huge
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  1   costs associated with that consent decree

  2   compliance.

  3             You have excellent wastewater treatment

  4   plants.  Ones that when peak performance works

  5   and people that are running those plants that

  6   are doing an excellent job, but the cost of the

  7   installation of those facilities was

  8   extraordinary.  As a result, and as a result of

  9   a variety of other factors we'll talk about,

 10   there is a bankruptcy.  And bankruptcies are not

 11   cheap.  There are incredible costs associated

 12   with a bankruptcy.

 13             There are legal costs and perhaps most

 14   difficult is you essentially have no access or

 15   limited access to credit markets.  So those

 16   primary options that are available to finance

 17   capital on a going-forward basis are not

 18   available to you.

 19             The revenue bonds, general obligation

 20   bonds are not available to you.  That puts a

 21   tremendous strain on the sewer system to be able

 22   to move forward on a going-forward basis and

 23   finance what needs to be put into the system.
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  1   And as we've talked about, and we'll talk about

  2   a little bit more right now, the amount of debt

  3   that was incurred to finance these consent

  4   decree costs and other costs is extraordinary

  5   and the portfolio of indebtedness that the

  6   County entered into was quite atypical, was not

  7   what it normally would be done and has resulted

  8   in some extraordinary difficulties.  Let me

  9   speak a little bit further about those

 10   extraordinary difficulties.

 11             Jefferson County has some -- one of the

 12   things we look at in rating utility credits,

 13   when we talk about credits we're talking about

 14   basically people that are going to and accessing

 15   the credit markets, accessing the markets that

 16   basically allow people to borrow money through

 17   revenue bonds.  There are -- you may have heard

 18   of Moody's and Standard and Poor's and Fitch.

 19   These are rating agencies that basically

 20   evaluate utility credits, and they use these

 21   kind of whacky credit systems that look at

 22   triple A and double A and single A credits.  I

 23   mean if you're a triple A, you're better than a
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  1   double A, and that's better than an A.

  2             One of the things that you look at when

  3   -- what they do when they look at rating a

  4   credit is that -- and this is just one of maybe

  5   a couple dozen different metrics, is the median

  6   values of total outstanding long-term debt per

  7   customer or the amount of projected debt over

  8   the next five years, because most of the time

  9   utilities will go forward and present a

 10   five-year forecast of their financials.  And you

 11   see the numbers basically for the triple A rated

 12   credits are around 1,100 to 2 to $1,793

 13   depending on which of the metrics you look at,

 14   and they're in this range of little over a

 15   thousand to $2,000.

 16             In Jefferson County, you're an order of

 17   magnitude higher.  This is just an astonishing

 18   number.  One of the other difficulties is that

 19   that debt was in an unusual debt form.  It was

 20   not standard, fixed rate, like a fixed rate sort

 21   of mortgage kind of debt.  Typically water and

 22   wastewater utilities will basically have a debt

 23   portfolio that looks like mostly fixed rate
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  1   borrowing.  85, 90, 95 percent of their debt

  2   will be fixed rate.  Kind of like a mortgage

  3   payment.  You do a fixed rate mortgage.  And

  4   maybe a little bit of the debt, 5 to 15 percent

  5   would be in a variable debt rate instrument of

  6   some kind, like a adjustable rate mortgage

  7   that's triggered off of the conditions in the

  8   marketplace.

  9             Jefferson County is basically upside

 10   down at 95 percent of their debt was in variable

 11   rate instruments.  What that meant was

 12   extraordinary exposure to changes in credit

 13   market conditions and credit markets changed.

 14   We all are suffering the consequences of the

 15   credit markets changing.  The economic decline

 16   that we are all suffering through.  Many here,

 17   much more so than others, is a function of the

 18   credit markets changing rather dramatically.

 19            One of the things that happened was

 20   those folks who were involved, those firms that

 21   were involved in the ensuring the debt that

 22   Jefferson County entered into were downgraded.

 23   They went from a triple A rating to a downgraded
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  1   rating, and that triggered a whole series of

  2   unfortunate events.  It triggered the need for

  3   the County to essentially fund on a cash basis,

  4   something like a hundred million dollars to be

  5   put into debt service reserve fund.  It

  6   triggered the failure of auctions as different

  7   parties who were holding the County's bonds,

  8   wanted to get rid of them, because they were no

  9   longer backed by triple A rated insurers.  And

 10   that variable rate had an acceleration

 11   provision.  It basically, once that debt went

 12   from being bonded indebtedness to a bank

 13   warrant, as those -- as that debt moved over,

 14   debt that was scheduled to be paid off over 40

 15   years was required to be paid off in four.

 16   Think about your own personal mortgage; if you

 17   had to pay it off all in four years.

 18             It's just horrific.  Those provisions

 19   precipitated debt service requirements that

 20   would have required Jefferson County to increase

 21   its rates in excess of 300 percent in order to

 22   be able to meet its debt service obligations and

 23   comply with the rate covenants in its indenture.
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  1   Again, remember that is a contract.  What I said

  2   is an ugly circumstance, and we don't want to

  3   put lipstick on the pig, this is what I'm

  4   talking about.

  5             So here we are, remember what that

  6   basic revenue requirement is; what the basic

  7   costs that all that cost allocation and all of

  8   those rate structure issues are trying to deal

  9   with, the very issues that we're talking about

 10   here; we have to pay for operating expenses; we

 11   cannot not pay for operating expenses.  This is

 12   a vital service.  People can't do without sewer

 13   service; so we have to pay for that.

 14            Furthermore, I am personally of the

 15   view that you have to pay for that annual

 16   renewal and rehabilitation requirements.  Those

 17   annual capital expenses.  There has been much

 18   that has been awful about the way that this

 19   system has been financed and has been

 20   constructed.  What, to me, would be even more

 21   awful would to be -- go through the process of

 22   going through all this pain and not taking

 23   adequate care of the system that is in place now
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  1   and finding ourselves in situations of

  2   noncompliance and further unneeded costs because

  3   we let systems that we've paid so much money for

  4   fall into disrepair.

  5             And then we have a third set of costs,

  6   which are uncertain, which is the debt service.

  7   Three hundred -- in excess of 300 percent rate

  8   increases.  We talk about the impossibility of

  9   curing the defaults.  Three hundred percent rate

 10   increases are simply not reasonable.

 11             The receiver was put in charge of the

 12   system at a point, John Young, who I thought did

 13   a very commendable job in his -- in the

 14   Receiver's report.  He noted that raising rates

 15   to a level sufficient to cure all defaults under

 16   the indenture is almost certainly not feasible.

 17            Also in his report, he basically talked

 18   about analysis he had a consulting firm do that

 19   looked at how one might go about retiring the

 20   3.15 billion dollars of indebtedness.  And he

 21   says that shown in the table below, which I

 22   haven't provided but is available, in just the

 23   first five years, sewer user charges would have
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  1   to be increased a total of 220 percent with a

  2   50.2 percent increase in 2012, another 42.7

  3   percent in 2013, and a third 42.7 percent in

  4   2014 followed by smaller increases in remaining

  5   years.  These are huge numbers.

  6             One of the things I also want to point

  7   out as you consider those percentages, keep in

  8   mind Jefferson County's sewer rates currently

  9   are not at the low end of the spectrum, they're

 10   relatively high now.  So when you talk about

 11   percentage changes, you're talking about

 12   percentage changes over a larger base.  A 10

 13   percent increase on $10 is one dollar.  A 10

 14   percent increase on a hundred dollars is $10.

 15   We're more like the latter.

 16             And so when people talk about major

 17   rate increases that have occurred in the past, I

 18   have personally been involved in some major rate

 19   increase programs in Atlanta, in Honolulu and

 20   otherwise.  Those communities started from a

 21   different place.  Mr. Young also, in more recent

 22   trial testimony, noted the 3 or 400 percent rate

 23   increases that would be necessary to service the
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  1   full amount of outstanding sewer debt.  In my

  2   mind and in my professional judgment, that's

  3   excessive.

  4             He said even servicing around two

  5   billion dollars in debt, again about a billion

  6   dollars less than the 3.1 billion dollars that

  7   was analyzed in the receiver's report would

  8   require increases getting on the brink of

  9   reasonableness.  So we are faced with this

 10   impossibility of curing defaults.

 11             I want to also point out a couple of

 12   other considerations when we think about curing

 13   these defaults.  Paying the debt as it's

 14   currently scheduled is what we mean by curing

 15   defaults.  There's something called price

 16   elasticity of demand, which is a fancy term that

 17   economists use for basically saying when rates

 18   increase so much, people stop using as much

 19   water.  Right?  It's the same principle as

 20   anything else that you buy.  If a McDonald's

 21   hamburger costs 15 bucks instead of 5, fewer

 22   people would be buying McDonald's hamburgers.

 23            So when we talk about these rate
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  1   increases in the huge orders of magnitude, we

  2   have to understand that a 10 percent increase in

  3   sewer rates is not going to mean a 10 percent

  4   increase in revenue.  There are price responses

  5   as was noted.  People in this community are

  6   struggling with declining real income.  There's

  7   a income response.  There are other kinds of

  8   factors that will impact the amount of revenue

  9   that may be generated from rate increases.  In

 10   addition, other stuff happens when sewer rates

 11   get to be so difficult.  Adverse behaviors,

 12   theft, nonpayment, uncollectibles tend to

 13   increase certainly.  And certainly if you are a

 14   water intensive business and have major

 15   discharge of sewage, your decision to come to

 16   Jefferson County may be impacted or to stay in

 17   Jefferson County may be impacted by the sewer

 18   system situation, only furthering the

 19   difficulties.

 20             We also face the basic requirement for

 21   the Alabama Constitution to charge reasonable,

 22   nondiscriminatory rates.  But the rules and

 23   regulations must be that.  So the bottom line
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  1   is, I basically concur with John Young's earlier

  2   conclusions.  It's just not reasonable,

  3   appropriate, or even likely even possible for

  4   the County to increase rates to pay for the

  5   outstanding debt as it becomes due and payable,

  6   and to pay for the expenses of operating the

  7   system in compliance with applicable law.

  8   Again, when I talk about applicable law, keep in

  9   mind those are current regulations.

 10             We also have concerns about making sure

 11   that we're able to comply with laws on a going

 12   forward basis.  So, that's the portrait of the

 13   Jefferson County situation.  We talked about

 14   wanting to know what the costs are.  The costs

 15   are extraordinary.  Very difficult.  I would say

 16   exceptional.  And so we ask ourselves how do we

 17   go about setting rates in exceptional times.

 18            Perhaps regrettably, I have a certain

 19   amount of experience with this, in part because

 20   of my work in consent decrees.  When I said

 21   there are many communities that are facing

 22   consent decrees, there are many communities

 23   facing consent decrees, but it still is a
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  1   relatively unusual circumstance for utilities to

  2   face multi-billion dollar capital financing

  3   requirements.

  4             One of the things that is done in

  5   negotiating multi-billion dollar costs and how

  6   to pay for multi-billion dollar costs is to

  7   consider a number of different factors in sort

  8   of scheduling out how you will generate adequate

  9   revenues.  We had the example of consent decree

 10   negotiations where several communities have

 11   determined -- have been determined to face a

 12   high burden where they're projected rates will

 13   be in excess of 2 percent of median household

 14   income.  And as a consequence, these communities

 15   have been given longer periods of time to comply

 16   with their consent decrees.  EPA, five or six

 17   years ago had never determined that any of the

 18   communities; Atlanta, Honolulu, St. Louis,

 19   Akron, none of these communities for whom I've

 20   worked faced a high burden despite the fact that

 21   they were looking at multi-billion dollar

 22   consent decree programs.  In the six years since

 23   then, there has been something of a change.
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  1   They've recognized that communities facing that

  2   kind of system investment need more time to

  3   finance that capital.  You can't do it all so

  4   quickly.

  5             At a point, EPA had refused to grant

  6   anybody more than 20 years to comply with their

  7   consent decrees.  Jefferson County complied with

  8   their consent decrees in shorter time than that.

  9   So one of the things we might want to think

 10   about is the time factor, as we think about what

 11   is that debt service number.

 12             One of the other things that is

 13   characteristic about the consent decree

 14   negotiations, and I think is absolutely critical

 15   for the Commission, is when we were doing these

 16   consent decree negotiations, we were involved in

 17   a strategic financial planning process.  We

 18   looked out over the -- over a couple of decades,

 19   two or three decade long period of times to make

 20   projections of a financial situation.  Now,

 21   granted, financial projections at that time over

 22   that kind of time frame are tenuous, but still

 23   we looked at the overarching picture of the
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  1   requirements, and the fundamental there was it

  2   was a holistic analysis.  We looked at what are

  3   all the needs that we need, what are all the

  4   costs; salaries, new treatment plant upgrade

  5   requirements to comply with regulations that are

  6   coming about, as well as paying off the existing

  7   debt service or future debt service.

  8             And the folks that sign consent decrees

  9   had an understanding of what was the end game,

 10   what was the big picture.  They didn't sign up

 11   for something that says, will increase rates now

 12   and start paying money, and we'll figure it out

 13   later how much more we might owe.  They didn't

 14   sign the consent decree until they knew.

 15             In fact, I was in a -- I helped my

 16   friend at the City of Atlanta give a

 17   presentation to the National Association of

 18   Clean Water Agencies.  It's a group that

 19   basically is major metropolitan wastewater

 20   providers, and told the City of Atlanta -- the

 21   City of Atlanta signed the consent decree, one

 22   of the very few a long time ago, signed a

 23   consent decree, and they said they did not have
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  1   a financial plan, and you could feel the gasp of

  2   the audience members, because people understood

  3   that you need to have a financial plan, you need

  4   to know the end game before you sign up for

  5   investing billions of dollars.

  6             Those consent decrees are what has

  7   driven some of the biggest rate increases that

  8   have occurred nationally.  Those are the

  9   exceptional circumstances.  And, in fact,

 10   Jefferson County is part of that group.

 11            Jefferson County historically has done

 12   14-and-a-half -- 14 percent average annual rate

 13   increases between 1997 and 2008.  That's why

 14   your base is higher than the base of rate

 15   increases that are quoted when you look at the

 16   Atlanta's and the Honolulu's.

 17             So, what might we do?  We know the

 18   consent decree is basically going to provide us

 19   something of a lesson that says time is an

 20   important consideration as we think about

 21   developing some kind of plan to cure the

 22   defaults.  What are some of the other things we

 23   might want to look at.  Well, one thing that we
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  1   might want to look at is how private utilities

  2   are regulated, because there have been some --

  3   there are some interesting principles that we

  4   might want to consider as we think about what

  5   makes sense.  Private utilities don't have the

  6   same way of establishing their costs.  They

  7   don't add operating expenses and annual capital

  8   expenses and debt service and come up with a

  9   cash requirement that needs to be met through

 10   revenues, through rate revenues.  What they do

 11   is they look at operating expenses and they look

 12   at the amount of invested rate base, and

 13   calculate a return on that invested rate base;

 14   the concept being that those who've invested in

 15   the system are entitled to receive a return on

 16   their investment.  One of the fundamental

 17   principals of that is the rate of return is

 18   earned on used and useful assets.

 19             Another thing that's important to note

 20   is that there are costs that may be disallowed

 21   if found to be imprudently incurred.  And I

 22   quote here the NAROC model state protocol that

 23   says a utility decision resulting in
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  1   expenditures or investments must have been

  2   reasonable under the circumstances that were

  3   known or knowable at the time the decision was

  4   made.

  5             So there is a precedent for disallowing

  6   certain costs that a utility basically says need

  7   to be recovered.  Perhaps the most well known

  8   examples of this are in nuclear power cost

  9   overruns.  So if we think about that, Jefferson

 10   County's issues in that regulatory context, one

 11   of the things you might want to look at is look

 12   at, are there assets in the Jefferson County

 13   system that are not used and useful?

 14             Are there assets that are not really at

 15   the value that's recorded in the fixed asset

 16   records?  Assets that were acquired under the

 17   consolidations that may be really more of a

 18   liability than an asset.  Are there assets in

 19   the system where the book value has been

 20   artificially inflated because of the graft and

 21   corruption that occurred.  We may want to ask

 22   ourselves, what would be the debt levels

 23   associated with a reasonable prudently incurred
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  1   cost as opposed to where the system is now.

  2             So these are some, at least,

  3   considerations that we might want to look at

  4   when we think about how to wrestle with the

  5   uncertainty of managing under a situation where

  6   we have the impossibility of curing the

  7   defaults.

  8             We also clearly have to recognize that

  9   we have some laws that must be complied with as

 10   we go forward.  One of the most significant is

 11   state constitution, that says the governing body

 12   of Jefferson County shall have full power and

 13   authority to manage, operate, control and

 14   administer the sewers and plants herein provided

 15   for, and to that end, may make reasonable and

 16   nondiscriminatory rules and regulations fixing

 17   rates and charges.  Reasonable and

 18   nondiscriminatory.

 19             We also ought to think about that

 20   contract that we went back to, because that's

 21   part of what we're looking at.  The County will

 22   make from time-to-time to the extent permitted

 23   by law.  I just spoke to you about what some of
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  1   that law says.  Reasonable and

  2   nondiscriminatory.  Such increases in other

  3   changes and such rates and charges as may be

  4   necessary to comply with the provisions of the

  5   preceding paragraph, et cetera, et cetera.

  6             So how do we go about thinking about

  7   reasonable and nondiscriminatory?  This is a

  8   source of tremendous uncertainty.  There is not

  9   a bright line standard for reasonableness.

 10   There is not some place that we can look to in

 11   the law, in the indenture, anywhere that says

 12   $10 per CCF is reasonable and $10.05 is not.

 13             So we are not in a situation where we

 14   can go someplace and look something up or

 15   perform some calculation and define something as

 16   being reasonable.  We have to look to some other

 17   metrics and judgments.  One of the things we've

 18   also have understood is that nondiscriminatory

 19   rate requirements are interpreted to preclude

 20   income indexed rates.  So what can't be done is

 21   charging more to rich people and less to poor

 22   people; can't do it.  That's discriminatory

 23   rates.  So the same reasonable rates need to be
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  1   applicable to everybody in the same class of

  2   customers.

  3             Also can't give service away for free.

  4   Lots of people have asked for it.  It'd be

  5   great.  Doesn't work.  In fact, you have to

  6   charge the rates that are generally applicable

  7   to everybody.  The indenture further requires

  8   the County to fix, revise and maintain rates

  9   sufficient to provide for payment of interest

 10   premium, if any, and principal.  Basically debt

 11   service.  Provide for the payment of operating

 12   expenses, operating expenses.  And enable the

 13   County to perform and comply with all covenants.

 14   You can see them typed, box word.  This is a lot

 15   of the stuff that deals with sort of the legal

 16   considerations, if you will.  There's some other

 17   things that I think of when I think about sort

 18   of practical considerations about, well, what

 19   makes sense?

 20             Reasonableness does not have a red line

 21   standard, but most people have an understanding

 22   of what's reasonable and what's not.  Most

 23   people understand that a 300 percent rate
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  1   increase is not reasonable.  John Young

  2   understood it; a 300 percent rate increase was

  3   not reasonable.  Commission certainly understood

  4   that was unreasonable.

  5             What seems more reasonable, just from a

  6   sort of common sense kind of perspective is,

  7   smooth, nondisruptive rate increases, people --

  8   rate increases that people can plan for, people

  9   can manage, people can understand.  Rate

 10   increases that don't ask customers to pay for

 11   something that's not being used or some costs

 12   that were not prudently incurred.  People

 13   understand, I think, that rates need to provide

 14   funding for all three major components.  It

 15   doesn't make sense to set rates that will only

 16   cover operating expenses but not pay for capital

 17   expenses.  It doesn't make sense to set rates

 18   that will only pay for operating expenses and

 19   debt service costs, but not provide for the

 20   annual renewal and rehabilitation necessary to

 21   keep the system in good working order.  It

 22   doesn't make sense to not pay for obligations

 23   that you entered into by contract.
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  1             And most importantly, it doesn't make

  2   sense to establish rates that deny customers

  3   access to a vitally needed service required to

  4   maintain public health.  Sewer costs, the entire

  5   spectrum of incomes.

  6             So those are the things that I think

  7   one has to consider when thinking about the

  8   exceptional circumstances that Jefferson County

  9   faces.  Let me just end with a quick sense of

 10   where we're going from here.  So what do we plan

 11   on doing; providing more information and some

 12   numbers, the bottom line of your bill is to

 13   refine the evaluations of O&M expenses and

 14   annual R and R requirements.

 15             One of the things that I think is

 16   important to note; this County has spent a lot

 17   of money on consultants, doing lots of different

 18   evaluations of your costs.  I don't think that

 19   we need to do more.  I think we should leverage

 20   the information we have, refine it and update it

 21   to the extent that we need to, and use the high

 22   quality analysis that you've received already.

 23            The receiver's report is a good
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  1   example.  You've had rate studies done by a

  2   number of high quality firms that have done

  3   quality work.  We can leverage that information.

  4   We should also look at evaluating the recorded

  5   asset values in the context of that use and

  6   useful and prudence criteria and think about

  7   what's the value of the system.  And then we

  8   come back to you with a rate structure proposal

  9   for Commission consideration.

 10             That rate structure proposal, I think,

 11   should deal with some of the things that we

 12   skipped over, not just talk about what are the

 13   adjustments that may be necessary to generate

 14   adequate revenue to meet those obligations, but

 15   also look at some of the opportunities that

 16   exist to improve the equity in the distribution

 17   of costs responsibility.  To look at things like

 18   changes in customer classifications.  To look at

 19   how we might structure those rate designs to

 20   provide some measures to limit the impacts of

 21   rate changes on certain customers.

 22             So there's a lot more to do as we think

 23   about not just the question of what are the
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  1   overall costs, but the question of how to

  2   distribute that cost responsibility to different

  3   folks in order to be able to come up with a

  4   tenable, manageable plan for dealing with this

  5   exceptional circumstance.  That's all.

  6             JUDGE CARROLL:  Let's thank Mr.

  7   Rothstein.  We're now going to shift gears to

  8   the public presentation, your opportunity to

  9   talk to the Commissioners about these rate

 10   increases.  The way we'll handle it will be use

 11   a baseball analogy, we'll have a hitter and

 12   somebody in the on-deck circle, so what I'm

 13   going to do is call out the first two people who

 14   are on the list of speakers, the deputy has the

 15   microphone, first person on the list will take

 16   the microphone, the next person will be in the

 17   batter -- will be in the on-deck circle, and

 18   then I'll call the next person out, and we'll

 19   get in a rhythm that way.

 20             Mr. Phillips, David Phillips?

 21             MR. PHILLIPS:  Archie Phillips.

 22             JUDGE CARROLL:  Okay, Mr. Archie

 23   Phillips, sorry.  Come on over, Mr. Phillips.
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  1   And Ms. Frankowski, are you here?  Deanna

  2   Frankowski.

  3             MR. PHILLIPS:  She's not.

  4             JUDGE CARROLL:  Okay.  Anthony

  5   Richardson.  Mr. Richardson, if you come up and

  6   be in the on-deck circle for --

  7             SPEAKER:  Yeah, Mr. Bowman's already

  8   hit one out of the park, so you're up Archie.

  9             JUDGE CARROLL:  Go ahead, Mr. Phillips.

 10   Thank you.  And I'm sorry, there's the clock,

 11   you got three minutes.  This is the way we're

 12   doing it, so go ahead.

 13             MR. PHILLIPS:  Thank you, sir.  You

 14   know, y'all had this meeting here today,

 15   Pleasant Grove didn't have to go through all

 16   this monkey business that y'all are going

 17   through with because the politicians out there

 18   got together with the developers and they

 19   decided they wanted to put sewers in and we got

 20   a petition together and 76 percent of us voted

 21   against sewers, and it saved my community

 22   millions and millions of dollars.

 23             So I disagree with the gentleman that
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  1   where you don't allow your septic tank people to

  2   hook on.  In fact, we need to be encouraging

  3   septic tanks, on-site cleanings of the sewers.

  4            Now, the politicians love sewers,

  5   because the industry comes in, they say well, we

  6   have all these shopping centers, this, that and

  7   the other, and then you overload the system.

  8   Now, not counting the corruption and all that

  9   went on there that cost us a whole lot more, you

 10   -- the County Commission before this one lost

 11   millions of dollars because they simply would

 12   not force The Water Works Board to collect half

 13   of the payments when people brought it in there.

 14   And they specifically had a contract to collect

 15   half sewer and half water when the system was

 16   set up.  So they refused to collect those monies

 17   so they're much at -- much at fault there.

 18             The thing that I want to stress to the

 19   people is that we're going into the depression

 20   of the century.  Half of the houses in

 21   Pleasant -- in Fairfield right now are two years

 22   behind on their property tax.  If we add these

 23   sewer bills to them, you may talk about all the
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  1   rates you're going to get, but collecting them

  2   is going to be another problem.  It ain't going

  3   to happen.

  4             Now, I've got a lot of rental property

  5   and they steal electricity and water all the

  6   time.  They rig up their own little deals to

  7   steal water, and the Waterworks leaves this

  8   water on, which leaves the sewer bills running,

  9   and they do not enforce those people that are

 10   not paying their bill by not cutting their water

 11   off.  They should shut that water off and it

 12   will get you more compliance and more money in

 13   there for the system.

 14             Now, you're going to have to operate

 15   with about half the people that you've got, so

 16   layoffs and reductions in your labor force is

 17   going to be a must to keep these rates down.

 18            The last thing I wanted to touch on was

 19   that the United States has a -- our banking

 20   system under the Federal Reserve is fractional

 21   reserve banking; for every dollar you put on

 22   deposit, they can loan out 13 that they ain't

 23   got and they ain't never had.  What we need is
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  1   some hard-nosed people that go up there to those

  2   people that loaned us that money and say, look,

  3   we're not going to do this.

  4             In 1964, Jerome Dailey challenged a

  5   mortgage that the bank was foreclosing on, and

  6   he made them admit that they had created that

  7   money that supposedly loaned him with a fountain

  8   pen.  And so consequently, they did not.  He was

  9   able to keep his house and they defaulted on

 10   their mortgage.  Thank you, Council.

 11             JUDGE CARROLL:  Mr. Phillips, thank

 12   you.  If you would give the microphone to Mr.

 13   Richardson.  Kerry English, Mr. English, if

 14   you'd come and up sit in the chair.  Mr.

 15   Richardson, you've got the floor.

 16             MR. RICHARDSON:  Yeah.  My name is

 17   Anthony Richardson.  I live in Ensley.  I

 18   appreciate these forums to the Jefferson County

 19   Commission, ladies and gentlemen, I think that,

 20   first of all, no one in the County can afford

 21   these rate increases, no matter how much or how

 22   long.  I mean how much is enough, a thousand

 23   percent, what are we going to be doing, increase
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  1   it every year until the year of 2141.  You know,

  2   when does it stop?  This is what I'm saying.

  3             Another thing is that I thought that

  4   these bonds had insurance.  So when Jefferson

  5   County got into this situation, I thought the

  6   insureds was supposed to pay off these bonds.

  7   Well, evidently that didn't happen; you might

  8   have to look into that.  What happened to the

  9   500 million, 600 million dollars that the SEC

 10   fined the creditors for getting Jefferson County

 11   in this mess in the first place.  I thought they

 12   were supposed to go toward paying off Jefferson

 13   County debt.  Or did it go to the SEC?  I don't

 14   know.  Maybe you need to look into that.

 15             But I'm sick and tired of being sick

 16   and tired of being threatened with sewer rate

 17   increase, you know.  I just got on a fixed

 18   income myself, and I know that some people are

 19   in worse shape than me that cannot afford any

 20   type of rate increase.  These are baby steps

 21   that we are taking.  We need to take giant steps

 22   to correct this situation, so our children won't

 23   have to.  And by giant steps, I mean some people
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  1   saying well, they don't have enough grants, but

  2   I think that the Jefferson County Commission

  3   should form a panel of grant writers to bring

  4   money into the County, just like we have a panel

  5   of lawyers taking money out of the County.

  6   Because if you got all outgoing, no income,

  7   that's how come you're in this mess right now.

  8            Now, another thing is about all these

  9   people that don't want to pay Jefferson County

 10   occupational tax.  When the legislature first

 11   had the chance to correct this problem, when the

 12   Alabama Supreme Court rejected the occupational

 13   tax, they should have effectively corrected that

 14   problem right then.  I think that the

 15   legislature needs to be disbanded, and that home

 16   rule needs to be the rule for the County, so

 17   they can solve their own problem.

 18             If the big banks think that they have

 19   their foot on the neck of the people of Alabama,

 20   I don't have to live in this County, I can

 21   simply walk away.  Thank you.

 22             JUDGE CARROLL:  Mr. Richardson, thank

 23   you.  Hand the microphone to Mr. English.  Mr.
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  1   Harvey Henley, Junior.  Mr. Henley, will you

  2   come up and have a seat.  Mr. English, you've

  3   got the floor.

  4             MR. ENGLISH:  How are you doing?  I

  5   don't agree with home rule.  I mean, right now

  6   to me the County's proved to me that they're

  7   untrustworthy.  I have a problem with me paying

  8   all this fraud with J.P. Morgan and Company.  I

  9   don't think we should have to pay all this

 10   money, because of the simple fact that somebody

 11   got charged with fraud.  If I defrauded you, I

 12   go to jail.  I may have to pay restitution back

 13   to you, but these people come here and rip us

 14   off, and we still got to pay these people.

 15   There's something wrong with that.  I have a

 16   major, major problem with that.

 17             Then I got to think about, you know, I

 18   have a sick son at home with me.  You know, I'm

 19   able to go out and make money like I need to,

 20   but some people in my position are not able to

 21   pay these rates that y'all are trying to get put

 22   on us, on the back of the people here.

 23             I think it's a shame that we're paying
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  1   these high, high, high rates.  You can't squeeze

  2   an orange to get the money out of us like you're

  3   trying to get.  Where are you going to get the

  4   money from?  You know, are we going to sell our

  5   houses just to flush the toilet, you know?

  6             I'm listening to you, and I've been to

  7   a bunch of your meetings, and I listen to you on

  8   the TV, but it's kind of scaring me what they're

  9   doing to this County, because you're flushing

 10   our city down the drain by overcharging us over

 11   a lot of nonsense that we shouldn't be paying in

 12   the first place.

 13             I would like to see that -- I

 14   understand that you are going to have to get

 15   operating costs, and you may have to go up, but

 16   I would like to see wipe J.P. Morgan completely

 17   off the book and start over from what there, and

 18   then you add what you're trying to add to it.

 19   That would be the best solution to me, because

 20   we didn't create this problem, and we shouldn't

 21   be paying for fraud, and people with fraudulent

 22   acts, and we got to hold people -- I'm not

 23   saying this Commission, but I will hold you
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  1   accountable too, because we got to hold all of

  2   y'all accountable when you lead us, and we got

  3   to stop with this nonsense of not holding people

  4   accountable, you know, because it hurt us.

  5             District 1 and 2 can't pay those high

  6   rates.  There's just no way we can do it.  I

  7   don't understand why they keep trying to make us

  8   pay more money that we don't got.

  9             JUDGE CARROLL:  All right.  Thank you,

 10   Mr. English.  If you'd hand the microphone to

 11   Mr. Henley.  And Reverend Williams, are you

 12   here?  If you'd come up and have a seat, you're

 13   next.

 14             MR. HENLEY:  My name is Harvey Henley,

 15   and I live at 2460 Tempest Drive in the western

 16   section of Birmingham in District 2.  I would

 17   like to say that I'm -- I appreciate this forum

 18   tonight, and the information that was provided

 19   by the expert, because I was somewhat concerned

 20   about our enemies notions in the community and

 21   the dialogue is that some people say if -- you

 22   know, we are in bankruptcy, but then just don't

 23   do anything.
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  1             And I got some good information from

  2   the expert tonight that what if we didn't do

  3   anything, we in -- we in bankrupt, and what if

  4   we didn't do anything; do we have to come up

  5   with a plan to satisfy the debt holder.

  6             And that's the thing I'm concerned

  7   about, because, you know, I don't think that

  8   these Commissioners had anything to do with the

  9   debt that we in, but I know that we need to --

 10   we've got to come up with a plan, and I don't

 11   think -- would it be up to the Judge or would it

 12   be up to these Commissioners just not to do

 13   anything, and the -- the debt would just go

 14   away.

 15             And I think that the information that

 16   was provided tonight is good information, that

 17   the jury will listen to this expert opinion and

 18   those rates probably would remain as low, low as

 19   you can -- you can get them.  So I appreciate

 20   the information that was provided tonight, and I

 21   just hope that the Commissioners have people on

 22   board that will check out all those things that

 23   you are talking about, assets and all that
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  1   stuff, and where can we find assets that is

  2   invaluable and put it somewheres or whatever.

  3   And I think that you will listen to those expert

  4   opinion, and I think if the jury will listen to

  5   the expert -- expert opinion, and we can solve

  6   this problem if we get together and solve it.

  7   Like I said, I don't believe that you can just

  8   say that I'm not going to do anything and that

  9   debt don't go away.  So I thank you for being

 10   here tonight.

 11             JUDGE CARROLL:  Mr. Henley, thank you.

 12   If you give the microphone to Reverend Williams.

 13   Mr. Jesse Matthews, are you here.

 14             MR. MATTHEWS:  I'm here.

 15             JUDGE CARROLL:  Okay, if you'd come up

 16   and have a seat, Mr. Matthews.  Reverend

 17   Williams, the floor is yours.

 18             MR. WILLIAMS:  Good evening, and let me

 19   say thank you to the Commission for hosting

 20   these meetings.  I think it's so important to

 21   hear from us out in the community.  And I wanted

 22   to stop by and just say -- well, let me first

 23   say thank you to Mr. Rothstein for the
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  1   information provided, and I don't know how I'll

  2   translate that into a sermon, but I don't think

  3   I should, and I don't think I'll try, but I

  4   think it's important that we try to translate

  5   the information captured at these meetings and

  6   take them truthfully back to the community.  I

  7   think that's important.

  8             Now, but the bottom line is, is that

  9   the community is already at a disarray.  The

 10   community is already losing hope for the County,

 11   because of all of the debt that we're facing.

 12   And so I wanted to come before this Commission

 13   tonight.  Now I recall, and I do participate

 14   actively in meetings that are held out in the

 15   community and I listened with my own ears, but I

 16   do recall that there was Mr. Grigsby, who's

 17   still hanging around our town, that came and

 18   presented to this Commission a point that said

 19   the indenture, or as I understood now the

 20   indenture, normally I would have called it a

 21   contract, that was established by the previous

 22   County Commission was not a valid contract in

 23   accordance with the State Constitution.  And I
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  1   still pursue an answer.

  2             I'm not a lawyer and I don't play one

  3   on TV, but I am a resident of Jefferson County.

  4   And law, God advances forgiveness when someone

  5   has done you wrong, but we should, as citizens,

  6   expect that our legal system will advance

  7   fairness and responsibility if you violated the

  8   law.  And if you did, in fact, violate the law,

  9   you should not be allowed to benefit from the

 10   fruits of this poisonous tree.    Commissioners,

 11   I understand that there are filings pending in

 12   the bankruptcy court even as we speak.  I would

 13   hope that you would look seriously at those

 14   reports, and if at all possible for you to

 15   provide your support to determine if Title 10

 16   was actually violated in the establishment of

 17   these indentures vis-a-vis contracts.  I don't

 18   know the true answer.

 19             But on this Thursday, I will be

 20   participating in a meeting at Green Shallow

 21   Missionary Baptist Church in Powderly trying to

 22   get an understanding.  We need to deliver

 23   understanding and hope to Jefferson County, and
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  1   this is your responsibility, Commissioners.

  2   Thank you.

  3             JUDGE CARROLL:  Reverend, thank you

  4   very much.  Ms. Kitchens, Sandra Kitchens, are

  5   you here?  Sandra Kitchens?  Mr. Matthews, it's

  6   yours.

  7             MR. MATTHEWS:  Thank you.  I'd like to

  8   thank you for having this meeting here in

  9   Bessemer.  I wish we had more participation,

 10   because there's been some fruitful information

 11   that come up that has been forthcoming.

 12             I'd like to just say one thing; if

 13   people stop using the water, then how will

 14   Jefferson County get the revenue to operate the

 15   system.  That was one -- one point that was

 16   made.

 17             Now, I represent -- and I'm on the

 18   Bessemer City Council, and I represent District

 19   6, which starts at the Pipe Shop, at Old

 20   Jonesboro and Smith house, Harrisfield all the

 21   way down to the Target shopping center.

 22             But now in the Pipe Shop area, some of

 23   the Pipe Shop is sewer, and I'm -- and I'm
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  1   getting to the point of the nonuser fee, okay,

  2   with septic tank, their inability of the Pipe

  3   Shop having sewage, for one, okay.  Now, they're

  4   in a flood zone, okay, so they -- the thought

  5   process of doing a nonuser fee, we oppose 100

  6   percent, okay.  If you go on down to the Smith

  7   house and Old Jonesboro down toward McCalla, you

  8   have farms, you have large acres, and the

  9   nonuser fee and the homes that's on septic

 10   tanks, that's -- that's something that we flat

 11   oppose.

 12             So we want to let everyone know that

 13   from the Commissioners who serve that area,

 14   those areas from Commissioner Little,

 15   Commissioner Stephens, and we -- we've had

 16   meetings in our home private-like setting, and

 17   we are 100 percent against -- against those --

 18   that type of nonuser fee.

 19             And the basic revenue requirement in

 20   having the allowance of a septic tank, and I

 21   agree with Mr. Phillips here about the septic

 22   tanks with Pleasant Grove now are mostly on.

 23   And so if you have septic tanks and then the
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  1   sewer is maybe three blocks from your home,

  2   well, we are not on the sewer.

  3             Now, we're paying that without taxes,

  4   if I'm not mistaken, $5 for the clean water,

  5   okay.  If we are paying that, then we are paying

  6   a nonuser fee, in my opinion.  So I just want

  7   the Commission to know that Commissioner Little,

  8   Brown, and Commissioner Stephens that their

  9   districts oppose, because I represent both of

 10   them, okay.  So we oppose that.  Thanks a lot.

 11             JUDGE CARROLL:  Mr. Matthews, thank you

 12   very much.  The most important people at this

 13   proceeding are those citizens who came forward

 14   to give us their comments.  Please join me in

 15   thanking them.  As we used to say in the legal

 16   business, we're adjourned.  Thank you all very

 17   much for coming.

 18             (END OF PUBLIC HEARING.)
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