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NARRAGANSETT BAY COMMISSION

PRE-FILED DIRECT TESTIMONY
OF KAREN L. GIEBINK

Please state your name and address.
Karen L. Giebink. My business address is the Narragansett Bay Commission, One Service Road,

Providence, Rhode Island 02905.

For whom are you employed and what is your position?
| am employed by the Narragansett Bay Commission (NBC) as its Director of Administration and

Finance.

For how long have you been so employed?

| have been employed in this position since April 1997. | began my employment with the NBC in
1989 and have held the positions of Policy Associate and Senior Environmental Planner. The
three years prior to my employment with the NBC, | worked as an analyst for the City of San

Diego Water Utilities Department.

Have you previously testified before the Division of Public Utilities and Carriers (Division)?
Yes. | provided testimony in previous NBC requests for approval to enter into long-term debt. |
have also provided testimony in dockets 1968, 2216, 3651, 3797, 3905, 4305, 4352, 4364 and
4478 before the Public Utilities Commission (PUC).

What is the purpose of your testimony?
To provide information regarding NBC’s application for Division approval to enter long-term
debt and issue revenue bonds to effectuate the refunding of the Narragansett Bay Commission

Wastewater System Revenue Bonds, 2007 Series A (2007 Series A Bonds).

Has the Division previously approved a similar application from the NBC?

Yes. On August 8, 2014 the NBC applied for Division approval to issue long-term debt to

effectuate the refunding of the Narragansett Bay Commission Wastewater System Revenue

Bonds 2005, Series A (2005 Series A Bonds). Subsequent to a hearing on the matter, the
1
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Division approved the application in a Report and Order issued on September 4, 2014.
Preliminary figures included in that application indicated that it was economically advantageous
to refund the bonds. When the NBC filed the application, the projected savings to ratepayers
were nearly $6.0 million with net present value savings of approximately $4.1 million. Actual
savings were nearly double at $10.4 million with net present value savings of approximately $7.6
million due to market conditions at the time the bonds were sold on October 15, 2014. In
addition, the percentage savings of refunded bonds was 16.8%, well in excess of the industry

benchmark of 3%. This is a great result for NBC’s ratepayers.

Can you briefly describe how a bond refunding works and why NBC needs Division approval to
issue long-term debt?

Yes, NBC wishes to “refinance” the 2007 Series A Bonds with the issuance of new bonds that will
generate savings due to lower interest rates achievable under current market conditions. This is
the same concept as refinancing a mortgage whereby one repayment obligation is replaced with
another, lower cost, repayment obligation. It should be noted that the final maturity date of the
proposed refunding bonds will remain February 1, 2037, which is the same as the 2007 Series A

Bonds.

Can you explain the steps NBC needs to take to accomplish the refunding?

The 2007 Series A Bonds are first callable (eligible to be repaid before maturity) on or after
February 1, 2017 at 100% of the par amount. Because the 2007 Series A Bonds cannot be called
within 90 days of the refunding bond issuance, the transaction is considered an “advance
refunding” and the Internal Revenue Service (IRS) limits issuers to a single advance refunding of
any series of bonds. In any case, NBC will issue refunding bonds in the current market and
proceeds of the new bonds will be used to purchase State and Local Government Securities or
“SLGS” which will be held in an escrow account. All debt service payments on the 2007 Series A
Bonds due prior to the call date will be paid from the escrow account. Please see the

testimony of William Fazioli for more information on the escrowed funds.
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In addition to interest savings, will this refunding benefit NBC’s ratepayers in other ways?

Yes. NBC is still facing a significant capital program that will require additional financing and
rate increases to support future debt issues. NBC’s current borrowing plans include a $41.7
million loan from the Rhode Island Clean Water Finance Agency later this fiscal year. NBC will
need additional rate relief to effectuate that debt issuance. The lower debt service and
associated coverage resulting from this refunding will help reduce the magnitude of the rate

increase required to support that transaction.

Has NBC’s Board of Commissioners authorized the refunding of the 2007 Series A Bonds?
Yes. The Board passed Resolution 2014:48 authorizing the refunding of all or a portion of the
outstanding Narragansett Bay Commission Wastewater System Revenue Bonds, 2007 Series A at

their December 2014 meeting, (see Exhibit KG-1).

What other items are outstanding to complete this transaction?

The current schedule includes a credit review by Standard and Poor’s which is scheduled for the
week of February 23, 2015 and the current schedule contemplates receipt of the rating
sometime in the week of March 16, 2015. The working group has begun to draft the documents
including the Preliminary Official Statement (POS). The schedule calls for the mailing of the POS
after receipt of the credit rating from S&P in the week of March 16, 2015. Division approval is
needed prior to the mailing of the POS. The bond pricing is scheduled for March 24, 2015 with

the closing anticipated to be on April 30, 2015.

Does NBC have sufficient coverage to meet the debt service and debt service coverage
requirements for the proposed refunding of the open market issues?

Yes, the annual debt service of the refunding bonds is less than the existing debt service on the
bonds to be refunded. Please see the coverage schedule based upon the rates approved by the

Public Utilities Commission in Docket 4478 on September 19, 2014 (see Exhibit KG-2).

Does the NBC currently have sufficient rates to service this debt?

Yes. The NBC has sufficient rates in place to service the debt issuance proposed in this filing.
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Does the proposed transaction have any unusual features which may have significant impact
on the Division’s ability to regulate the utility?

No, it does not.

Does this conclude your pre-filed testimony?

Yes.
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RESOLUTION NO. 2014:28

NARRAGANSETT BAY COMMISSION

RESOLUTION OF THE NARRAGANSETT BAY COMMISSION
AUTHORIZING THE REFUNDING OF ALL OR A PORTION OF
THE OUTSTANDING NARRAGANSETT BAY COMMISSION
WASTEWATER SYSTEM REVENUE BONDS, 2007 SERIES A

WHEREAS, in 2007, the Narragansett Bay Commission (the "Commission") issued its
$42,500,000 Wastewater System Revenue Bonds, 2007 Series A (the "2007 Obligations")
pursuant to a Trust Indenture dated as of July 1, 2004 (the "Trust Indenture") by and between the
Commission and U.S. Bank National Association, as successor to Wells Fargo Bank, N.A., as
successor to J.P. Morgan Trust Company, National Association, as trustee (the "Trustee"), as
amended and supplemented by the First Supplemental Indenture dated as of April 15, 2004, the
Second Supplemental Indenture dated as of December 30, 2004, the Third Supplemental
Indenture dated as of August 4, 2005, the Fourth Supplemental Indenture dated as of December
15, 2005, the Fifth Supplemental Indenture dated as of December 21, 2006, the Sixth
Supplemental Indenture dated as of February 8, 2007, the Seventh Supplemental Indenture dated
as of October 15, 2007, the Eighth Supplemental Indenture dated as of December 12, 2007, the
Ninth Supplemental Indenture dated as of July 1, 2008, the Tenth Supplemental Indenture dated
as of November 1, 2008, the Eleventh Supplemental Indenture dated as of October 6, 2009, the
Twelfth Supplemental Indenture dated as of February 12, 2010, the Thirteenth Supplemental
Indenture dated as of June 24, 2010, the Fourteenth Supplemental Indenture dated as of March
29, 2011, the Fifteenth Supplemental Indenture dated as of December 28, 2012, the Sixteenth
Supplemental Indenture dated as of November 28, 2012, the Seventeenth Supplemental Indenture
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dated March 21, 2013, the Eighteenth Supplemental Indenture dated as of June 6, 2013, the
Nineteenth Supplemental Indenture dated December 12, 2013, the Twentieth Supplemental
Indenture dated March 6, 2014 and the Twenty-First Supplemental Indenture dated October 28,
2014 each by and between the Commission and the Trustee. The Trust Indenture, as
supplemented by the supplemental indentures (the “Supplemental Indentures”) is referred to
herein as the "Indenture";

WHEREAS, the 2007 Obligations were issued as fixed rate obligations;

WHEREAS, in order to adapt to prevailing market conditions, the Commission desires
the ability to issue revenue obligations ("Refunding Obligations") pursuant to Title 46-25-58 of
the Rhode Island General Laws for the purpose of refunding all or a portion of the 2007
Obligations (the "Refunding"), so long as it is determined by an Authorized Officer (as defined
below) in consultation with Public Financial Management, Inc., the financial advisor to the
Commission (the "Financial Advisor") that such Refunding is expected to result in a financial
benefit to the Commission;

WHEREAS, in order to facilitate the Refunding, the Commission desires to: (i) enter into
one or more Supplemental Indentures, dated as of a date to be determined, by and between the
Commission and the trustee providing for the issuance of the Refunding Obligations; (ii)
distribute one or more official statements or other disclosure documents to be issued in
connection with the Refunding Obligations, describing the Commission and its activities, and
setting forth statistical, financial and other information about the Commission and which will
also include the audited financial statements of the Commission; (iii) enter into one or more bond
purchase agreements or other bond purchase contracts dated as of a date to be determined,
between the Commission and a purchaser to be named therein (the "Purchaser") and providing
for the purchase of the Refunding Obligations by the Purchaser and containing or requiring
provisions, inter alia for indemnification of the Commission and the Purchaser (one or more),
either in such bond purchase agreements or pursuant to a separate document or instrument; (iv) if
the Refunding Obligations are issued on a variable rate basis, enter into one of more remarketing
agreements with one or more remarketing agents to be named therein; (v) enter into such
documents as may be necessary or convenient in connection with obtaining credit enhancement
and/or liquidity facility support for the Refunding Obligations; (vi) enter into agreements

-3
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amending any documents executed in connection with the 2007 Obligations; (vii) enter into
agreements, documents and/or other instruments by and among the Commission and one or more
financial institutions in connection with the investment of the proceeds of the Refunding
Obligations; (viii) enter into one or more escrow agreements or refunding trust agreements with
respect to the Refunding; and (ix) enter into such other documents, certificates, instruments and
agreements, including without limitation, a continuing disclosure agreement (the documents,
certificates, instruments and agreements described in subsections (i) through (x) herein are
collectively referred to as the "Refunding Documents") and perform such other actions as the
officer or officers executing or delivering the same determine to be necessary or appropriate in
order to carry out any Refunding. Capitalized terms not otherwise defined herein shall be as

defined in the Indenture.
NOW, THEREFORE, THE COMMISSION RESOLVES AS FOLLOWS:

1. Determination of Course of Action. The Chairman and the Executive Director of the

Commission (each, an "Authorized Officer" and together, the "Authorized Officers") shall be and
hereby are authorized, empowered and directed, for and in the name of and on behalf of the
Commission, to determine, in consultation with the Commission's Financial Advisor, the advisability
of any Refunding.

2. Approval of Refunding. The Board hereby approves the Refunding, provided that

the Authorized Officers, in consultation with the Commission's Financial Advisor, have
determined that such Refunding is expected to result in a financial benefit to the Commission.
The Authorized Officers effectuating the Refunding shall present a report regarding such
Refunding and the financial benefit resulting therefrom to the Board of the Commission at its
next regular meeting.

3. Agreements. In connection with the Refunding, the Authorized Officers, or in the
event of their absence, illness or other inability to act, any member of the Commission whom the
Authorized Officers may designate, are hereby authorized, empowered and directed, for and in
the name of and on behalf of the Commission, to do any and all things, and to make, execute,
deliver, file and record any and all agreements, instruments, papers, certificates and documents
which shall be or become necessary, proper or convenient to carry out such Refunding including,

without limitation, the Refunding Documents, each to contain such provisions and to be in such

4.
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form as the Authorized Officers shall determine to be necessary or appropriate, and the
execution, acknowledgement and delivery of each such agreement or document by such
Authorized Officers shall be conclusive evidence as to authorization by this vote.

4. Preliminary and/or Final Official Statement. The Authorized Officers are hereby

authorized, empowered and directed, for and in the name of and on behalf of the Commission to
approve a preliminary official statement and/or final official statement, including an
informational statement regarding the Commission, to be prepared in connection with any
Refunding and to execute, acknowledge, deliver and approve said preliminary and/or final
official statement. The Commission hereby authorizes the Authorized Officers to deem the
preliminary official statement, if any, "final as of its date" pursuant to Rule 15¢2-12 of the
Securities and Exchange Commission.

5. Sale of the Refunding Obligations. The Chairman and the Executive Director, on

behalf of the Commission, are authorized to issue the Refunding Obligations in the amount
necessary to refund all or a portion of the 2007 Obligations, including financing costs and the
funding of a debt service reserve. The Refunding Obligations, if any, shall be sold pursuant to
the terms of a purchase contract and may bear fixed rates or variable rates of interest, as
determined by the Authorized Officers executing the bond purchase agreement or agreements, in
consultation with the Commission’s Financial Advisor. The rates of interest per annum to be
borne by any fixed rate obligations shall be determined pursuant to a certificate to be delivered by
the Chairman or the Executive Director of the Commission, or in the event of their absence,
illness or other inability to act, any member of the Commission who the Chairman or Executive
Director may designate, which rates shall not exceed 8% per annum. The rates of interest for any
obligations sold with variable rates of interest shall be determined pursuant to the Trust
Indentures, which rates shall not exceed 12% per annum. Notwithstanding the foregoing, the
obligations may bear a default rate which shall not exceed the highest rate permitted by law. All
acts of the Authorized Officers and all other officers of the Commission which are in conformity
with the purposes and intents of this Resolution and furtherance of the issuance of the Refunding
Obligations and the execution, delivery and approval and performance of the Refunding

Documents, any supplemental or amendatory documents with respect to existing documents, and
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all other documents, certificates and instruments as may be necessary or advisable in connection
therewith, and the same hereby are, in all respects ratified, approved and confirmed.

6. Details of the Refunding Obligations. The Chairman or the Executive Director of

the Commission, or in the event of their absence, illness or other inability to act, any member of
the Commission whom the Chairman or the Executive Director may designate, are hereby
authorized to reduce the total principal amount of the Refunding Obligations to be sold, to sell
the Refunding Obligations, to select the dated date or dates of the Refunding Obligations, the
maturity, redemption and other terms of the Refunding Obligations as set forth in the Trust
Indenture. The Chairman and Executive Director are hereby authorized to execute and deliver
such other documents and take such other actions, as may be necessary, desirable or advisable to
effectuate the issuance of the Refunding Obligations. The Refunding Obligations shall not be
deemed to constitute a debt or pledge of the faith and credit of the State or any municipality.
Neither the State nor any municipality shall be obligated to pay the Refunding Obligations or the
interest thereon, and neither the faith and credit nor the taxing power of the State or any
municipality is pledged to such payment. The Commission may issue additional revenue
obligations on a parity with these Refunding Obligations.

7. Compliance with Code — Refunding. The Refunding Bonds may be issued on a tax-

exempt or taxable basis. In connection with any Refunding on a tax-exempt basis, each Authorized
Officer is hereby authorized to take all lawful action necessary under the Code, to insure that the
interest on the Refunding Obligations is exempt from federal taxation to the extent provided in
Section 103 of the Code and to refrain from taking any action which would cause interest on the
Refunding Obligations to lose the benefit of exclusion of gross income provided by Section 103(a) of
the Code. The Authorized Officers, acting singly, are authorized to execute and deliver a Tax
Certificate in connection with the issuance of the Refunding Obligations in order to effectuate the
foregoing.

8. Additional Documents. From and after the execution and delivery of documents

hereinabove authorized, the proper officers, Board members and agents and employees of the
Board are hereby authorized, empowered and directed to do all such acts and things and to
execute all such documents as may be necessary to carry out and comply with the provisions of
said documents as executed and are further authorized to take any and all actions and to execute

-6-
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and deliver any and all documents as may be necessary or advisable in connection with the
Refunding and in the execution, delivery, approval and performance of the Documents, any
supplemental or amendatory documents with respect to existing documents, and all other
documents, certificates and instruments as may be necessary or advisable in connection
therewith.

11.  Ratification and Approval. All acts of the Authorized Officers and all other

officers of the Board which are in conformity with the purposes and intents of this Resolution
and furtherance of the Refunding and the execution, delivery and approval and performance of
the Refunding Documents, any supplemental or amendatory documents with respect to existing
documents, and all other documents, certificates and instruments as may be necessary or
advisable in connection therewith, shall be, and the same hereby are, in all respects ratified,
approved and confirmed.

12.  Effectiveness. This Resolution shall take effect upon passage.

ADOPTED ON: 17 / 1 / <

SIGNED: ?(Wmm‘?géé

Rayniond Marsl{ 1, P.E.
Executive’Director& Secretary

AM 42513105.1




Narragansett Bay Commission EXHIBIT KG -2
Debt Service Coverage

2015 Series A - Refunding 2007 Series A
Net Revenue

. R Current Debt Debt Service Less 2007 Plus 2015 Total Debt  Debt Service
Fiscal Year Available for Debt . . . .
i Service Coverage Series A Series A Service Coverage
Service
2016 56,117,913 44,374,762 1.26 (2,065,563) 1,487,865 43,797,065 1.28
2017 56,117,913 44,344,398 1.27 (2,065,563) 1,976,500 44,255,335 1.27
2018 56,117,913 44,508,473 1.26 (2,065,563) 1,976,500 44,419,411 1.26
2019 56,117,913 44,228,908 1.27 (2,065,563) 1,976,500 44,139,845 1.27
2020 56,117,913 43,663,628 1.29 (2,065,563) 1,976,500 43,574,565 1.29
2021 56,117,913 43,728,461 1.28 (2,065,563) 1,976,500 43,639,398 1.29
2022 56,117,913 43,655,978 1.29 (2,065,563) 1,976,500 43,566,916 1.29
2023 56,117,913 40,495,634 1.39 (2,065,563) 1,976,500 40,406,571 1.39
2024 56,117,913 39,018,772 1.44 (2,065,563) 1,976,500 38,929,710 1.44
2025 56,117,913 38,033,215 1.48 (2,065,563) 1,976,500 37,944,153 1.48
2026 56,117,913 38,033,154 1.48 (2,065,563) 1,976,500 37,944,092 1.48
2027 56,117,913 37,348,267 1.50 (2,065,563) 1,976,500 37,259,205 1.51
2028 56,117,913 37,214,067 1.51 (5,455,563) 5,121,500 36,880,004 1.52
2029 56,117,913 37,052,630 1.51 (5,456,063) 5,124,250 36,720,817 1.53
2030 56,117,913 36,042,498 1.56 (5,453,063) 5,119,000 35,708,435 1.57
2031 56,117,913 35,757,440 1.57 (5,451,313) 5,115,750 35,421,877 1.58
2032 56,117,913 30,572,157 1.84 (5,455,313) 5,119,000 30,235,844 1.86
2033 56,117,913 28,083,389 2.00 (5,454,313) 5,118,000 27,747,076 2.02
2034 56,117,913 29,588,024 1.90 (5,453,875) 5,117,500 29,251,649 1.92
2035 56,117,913 22,135,789 2.54 (5,453,700) 5,117,000 21,799,089 2.57
2036 56,117,913 14,407,338 3.90 (5,453,313) 5,121,000 14,075,025 3.99
2037 56,117,913 15,103,013 3.72 (5,452,238) 5,118,750 14,769,525 3.80

$ 854,938,795 $(79,325,504) $ 74,421,115 $ 850,034,406
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NARRAGANSETT BAY COMMISSION

PRE-FILED DIRECT TESTIMONY

OF WILLIAM FAZIOLI

Please state your name and title.

My name is William J. Fazioli, Director with Public Financial Management, Inc. (PFM).

Could you please describe your educational and employment background?

| hold a Master of Public Administration degree from the Rockefeller College at the State
University of New York - Albany and two Bachelor of Arts degrees from Rhode Island College.
With over 25 years of public finance experience, | have served as financial advisor to
governmental issuers in Rhode Island and throughout New England. A sample of communities
that | have served during my career as a financial advisor include the cities of Newport and
Cranston, as well as the Hartford Metropolitan District Commission and the City of New Haven
in Connecticut. In addition, | have extensive experience assisting borrowers through the Rhode
Island Clean Water Finance Agency State Revolving Fund Program. | have also served in the
public sector as City Manager of East Providence, Treasurer for the Town of Charlestown, and
Finance Director for the Town of North Providence. Also since 2009 | have served as the Acting

Chairman of the East Providence Waterfront Redevelopment Commission.

Can you describe the organization of Public Financial Management (PFM) and the types of
services that it provides?

Over the past 38 years, PFM has provided independent financial advisory services to public
entities. PFM has grown into a national firm with over 500 employees in 32 offices across the
United States. For the 17" consecutive year, PFM has maintained its position as the number one
financial advisor in the industry, providing financial advisory services in more than 783
transactions for a total par amount in excess of $48 billion in 2014. In terms of wastewater
issuers, PFM has been the top ranked financial advisor in this sector for several years as well
while representing other large wastewater operators including the Massachusetts Water

Resources Authority and the DC Water and Sewer District.
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What is your relationship with the Narragansett Bay Commission (NBC)?
PFM was appointed in 2012 to serve as Financial Advisor to the NBC by its Board of
Commissioners. |, as well as two of my colleagues at PFM, have experience working with the

NBC and we are familiar with NBC’s borrowing history and capital needs.

Have you testified previously before the Rhode Island Public Utilities Commission (RIPUC)?
Yes. | have provided testimony in NBC’s Docket 4364 and | also provided testimony in support
of the NBC's applications for Division approval to enter into long-term debt filed on February 7,

2013, October 11, 2013, and August 8, 2014.

What is the purpose of your testimony?
| was asked to provide testimony in support of NBC’s application for Division approval to issue

long-term debt as part of the refunding of NBC’s 2007 Series A revenue bonds.

Can you provide some background regarding this application?

Yes. The 2007 Series A revenue bonds have a first optional redemption or “call” date of
February 1, 2017. As the call date has approached, long-term interest rates in the municipal
bond market have also moved lower, making it economically advantageous for NBC to refinance
its 2007 Series A revenue bonds. A recent analysis indicates that NBC could achieve gross
budgetary savings of nearly $4.9 million and net present value debt service savings of

approximately $3.4 million or 8.1% of refunded bond principal.

Why is it advantageous to refund at this time?

Although interest rates continue to fluctuate, they remain near historic lows. The total volume
of municipal bonds being issued has increased over the past few months but overall debt
issuance remains low. Given the improving national economic indicators, it is not anticipated
that long-term interest rates will remain at these levels; therefore it is recommended that NBC

enter the market now so that it can lock-in these savings.
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What does the refunding entail?

The 2007 Series A bonds are first callable on or after February 1, 2017 at 100% of the par
amount. The NBC will issue refunding revenue bonds in the current market and the proceeds of
the new bonds would be used to purchase State and Local Government Securities or “SLGS”
which would be held in an escrow account. All payments on the 2007 Series A bonds until the
call date will be made out of the escrow fund. Savings will be realized through the lower debt
service payments on the new refunding bonds. The chart below illustrates the savings generated
by the refunding on a fiscal year basis (savings based on interest rates as of January 21, 2015 -

preliminary subject to change).

. Prior Debt Refunding . Present Value
Fiscal Year . . Gross Savings .
Service Debt Service Savings
2016 S 2,065563 S 1,487,865 S 577,697 S 572,898
2017 2,065,563 1,976,500 89,063 85,310
2018 2,065,563 1,976,500 89,063 82,899
2019 2,065,563 1,976,500 89,063 80,557
2020 2,065,563 1,976,500 89,063 78,281
2021 2,065,563 1,976,500 89,063 76,069
2022 2,065,563 1,976,500 89,063 73,919
2023 2,065,563 1,976,500 89,063 71,830
2024 2,065,563 1,976,500 89,063 69,801
2025 2,065,563 1,976,500 89,063 67,828
2026 2,065,563 1,976,500 89,063 65,912
2027 2,065,563 1,976,500 89,063 64,049
2028 5,455,563 5,121,500 334,063 232,226
2029 5,456,063 5,124,250 331,813 224,088
2030 5,453,063 5,119,000 334,063 219,169
2031 5,451,313 5,115,750 335,563 213,869
2032 5,455,313 5,119,000 336,313 208,227
2033 5,454,313 5,118,000 336,313 202,278
2034 5,453,875 5,117,500 336,375 196,578
2035 5,453,700 5,117,000 336,700 191,189
2036 5,453,313 5,121,000 332,313 183,348
2037 5,452,238 5,118,750 333,488 178,783

$ 79,325,504 $ 74,421,115 $ 4,904,389 $ 3,439,107

What is the industry standard with respect to determining when it is economically
advantageous to refund a bond issue?

The industry standard and Government Finance Officers Association guideline for executing an
advance refunding transaction is achieving a 3.00% net present value savings. The estimated net
present value savings of the proposed refunding bond issue is 8.10%. These projected savings

are net of all expenses and costs related to the refunding bond issue.
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Is this application any different from NBC’s last request that supported the 2005 Series A
Refunding?

This application contemplates essentially the same type of transaction and would enable the
NBC to refund the 2007 Series A bonds through the issuance of new debt at lower interest rates.
The only notable difference between these two transactions is the length of time between the
issuance of the “new” or refunding debt and the NBC’s ability to redeem and pay prior to
maturity or “call” the bonds that are being refunded. Because the first permissible call date of
the 2007 Series A bonds is approximately 631 days from the closing date of the proposed
refunding issue, NBC’s exposure to negative arbitrage earnings on the escrow is more significant
(i.e., the interest rate received on the SLGS is expected to be lower than the borrowing rate on
the new debt, resulting in negative carry for that period of time). Because funds will be
escrowed for a longer period of time, the net present value savings resulting from the refunding
of the 2007 Series A bonds is likely to be lower than that resulting from the refunding of the
2005 Series A bonds. The projected negative arbitrage on the 2007 Series A escrow is $1.8

million as opposed to $927,000 on the 2005 Series A escrow.

First Optional RefundingBond Potential Number of Days of Negative
Refunded Bonds Call Date Issue Date Earnings on Escrow
2005 Series A 8/1/2015 10/16/2014 285
2007 Series A 2/1/2017 4/30/2015 631

Why is it not in NBC’s best interest to wait to refund the 2007 Series A bonds given the
potential number of days of negative earnings on escrow?

Long-term interest rates remain at historic lows. The biggest risk associated with deferring this
refunding is that interest rates will rise in the interim and NBC will miss the window of
opportunity. Although there is a potential for NBC to achieve greater savings, this is tempered
by the possibility of waiting that may result in diminished savings or not achieving any savings at
all. The bond industry guideline is net present value savings of at least 3% and NBC will easily
achieve that under current market conditions despite the negative arbitrage on the escrow. It is
also important to note that NBC is not compelled to proceed with this refunding if market
conditions do not support a favorable outcome. Division approval is required now so that NBC

is in a positon to enter the market if the conditions are favorable.
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Would you please address the structure and interest rate assumptions of the proposed
refunding issue?

The proposed refunding bonds would mature on February 1, 2037, which is the same maturity
date as the 2007 Series A bonds. Based on recent rates, the proposed coupon structure would
result in an all-in True Interest Cost (TIC) of 3.66% as opposed to the outstanding 2007 bonds TIC
of 4.64%.

Can you provide an update on current market rates, the yield curve, NBC’s credit rating and
how these factors create this opportunity for NBC?
As previously stated, municipal rates remain near historic lows. The chart below shows the

Municipal Market yield curve as of February 11, 2015.

Yield Curve as of February 11, 2015
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NBC maintains a strong bond rating. The NBC was upgraded to AA- by Standard and Poor’s on
July 14, 2008 and the rating has subsequently been affirmed, most recently on September 12,
2014. Given the changes in the financial markets, along with the negligible market value of
municipal bond insurance for an issuer with NBC’s rating, the underlying credit rating of an
issuer has become one of the most important factors when marketing an issue. The NBC's

strong bond rating will enable the NBC to take advantage of this refunding opportunity.
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What is the expected timing of this issue?
In order to take advantage of current low interest rates and overall favorable market conditions,

the schedule contemplates bond pricing on March 24, 2015.

What if interest rates increase significantly between now and the time of issue?

With any refunding, we recommend the issuer be prepared to quickly enter the market. In the
event interest rates increase significantly over the next several weeks, the NBC could easily
delay or postpone the sale. If that happens however, it is important that the NBC be ready to

enter the market in the event rates begin to decline again.

When does the NBC need Division approval?
In order to mail the Preliminary Official Statement on or about March 16, 2015, Division

approval is needed by March 14, 2015.

Does this conclude your pre-filed testimony?

Yes.



Narragansett Bay Commission
Statement of Net Position

ASSETS
CURRENT ASSETS
Cash and cash equivalents

DEC-15

Accounts receivable sewer use (net of allowance)

Accounts receivable sewer use unbilled
Accounts Receivable Series 2014A (PL17)
Receivables, other
Prepaid expense
Total Current Assets
NONCURRENT ASSETS

Restricted assets

Cash, environmental enforcement

Cash and cash equivalents, restricted

Cash and cash equivalents, restricted for the acquisition

and construction of capital assets
Total Restricted Assets
Capital Assets
Land
Plant and Equipment
Capital projects completed
Construction in Progress

Less accumulated depreciation
Net Capital Assets
Other assets
Negative net pension obligation
Total Noncurrent Assets
TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES
Loss on refunding of debt
TOTAL DEFERRED OUTFLOWS OF RESOURCES
LIABILITIES
CURRENT LIABILITIES
Accounts and Contracts Payable
Accrued interest payable
Other accrued expenses
Total Current Liabilities
NONCURRENT LIABILITIES
Long-term loans payable, net
Long-term leases payable, net
Long-term debt
Total Noncurrent Liabilities
TOTAL LIABILITIES

UNAUDITED

$15,768,247.72
12,431,607.06
4,241,146.63
20,033,053.38
23,770.74
503,038.96

53,000,864.49

58,121.39
24,818,944.69
34,785,264.74

59,662,330.82

2,754,407.48
87,325,289.73
652,758,482.17
371,649,880.37

1,114,488,059.75
(170,530,247.26)

943,957,812.49

213,413.46

1,003,833,556.77

1,056,834,421.26

488,262.90

488,262.90

7,983,515.86
5,521,092.09
3,332,356.35

16,836,964.30

346,159,233.32
297,767.75
260,942,285.80

607,399,286.87

624,236,251.17




Narragansett Bay Commission
Statement of Net Position

DEFERRED INFLOWS OF RESOURCES
Unearned revenue billed in advance
Gain on Refunding Debt
TOTAL DEFERRED INFLOWS OF RESOURCES
NET POSITION
Net Investment in capital assets
Restricted, environmental enforcement
Unrestricted
TOTAL NET POSITION

DEC-15

UNAUDITED

263,726.12
197,031.48

460,757.60

349,669,274.00
58,121.39
82,898,280.00

$432,625,675.39




Narragansett Bay Commission

UNAUDITED

Statement of Revenues, Expenses and Changes in the Net Position

DEC-15

OPERATING REVENUE

User fees, residential
User fees, commercial and industrial
Sewer connection fees
Pretreatment fees
Environmental enforcement fees
Septage income
Miscellaneous
Late charge penalty

Total Operating Revenues

OPERATING EXPENSES

Personnel services
Operating and maintenance
Utilities
Supplies
Professional services
Depreciation and amortization
Miscellaneous
Total Operating Expenses
OPERATING INCOME
NONOPERATING REVENUES (EXPENSES)
Interest income
Interest expense
Miscellaneous nonoperating revenue
Bond and note fees
Total Nonoperating Revenue (Expenses)
NET INCOME (LOSS) BEFORE CAPITAL CONTRIBUTIONS
Capital Contribution
CHANGE IN NET POSITION

TOTAL NET POSITION, BEGINNING
TOTAL NET POSITION, ENDING

$27,874,378.78
21,352,230.91
61,316.00
548,262.61
5,133.34
186,613.36
269,804.00
501,267.01

50,799,006.01

10,894,768.94
3,869,957.73
1,793,183.86
647,872.99
1,642,595.43
6,322,710.70
365,242.82

25,536,332.47

25,262,673.54

2,099.94
(8,133,217.42)
71,676.04
(361,581.97)

(8,421,023.41)

16,841,650.13
0.00

16,841,650.13
415,784,025.26

$432,625,675.39
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