Executive Office of the Mayor
Vaughn D. Spencer

April 8, 2014
MEMORANDUM
TO: Francis Acosta, City Council President

SUBJECT: Administration’s position on water system long-term lease

[ write to provide formal notice to council of the administration’s intentions regarding the
future of the city water system.

First off,  am confirming my administration’s withdrawal from the process now in use to
address the financial issues arising from the restrictions imposed by Act 73. Closed council
meetings have resulted on numerous occasions in potential violations of the Sunshine Law.
Moreover, the process has strayed far off track from the process proposed in my memo of
January 28 (attached).

Outlined below is the process I intend to follow going forward.

Direct negotiations for a long-term lease to the Reading Area Water Authority will begin
next week.

The process thus far, however, has become a major distraction from my Managing
Director’s primary responsibility of managing the day-to-day affairs of the city. Effective
immediately, | am appointing my Director of Administrative Services, Matt Bembenick and
Ralph Johnson, Acting Public Works Director, as the financial and technical members of the
negotiating committee.

The Mayor’s Office will provide logistical support and I will chair the negotiating
committee. Moving forward, Carole Snyder will continue her involvement as the direct
supervisor of both Bembenick and Johnson. Any matter related to the lease of the water
system, including requests for information or meetings between council and members of
the administration should be sent directly to the Mayor’s Office.
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An RFP is being issued Wednesday by Administrative Services seeking a third party long-
term valuation of the water system.

Whether or not a bid process occurs; whether or not a short term lease with RAWA is
negotiated; whether or not a long-term lease with RAWA is negotiated; whether or not a
long-term lease is negotiated with a private party; and whether this matter is resolved this
year or next, the fact remains that a valuation of the system is an absolute prerequisite.

In short, the valuation is essential no matter what course we take or the final outcome.

It is clearly understood that award of the valuation contract requires council approval and I
ask respectfully that council give full and fair consideration when the contract is brought
forward for their review.

[t is anticipated the valuation process itself will take six to eight weeks after the contract is
awarded. During the time the valuation is conducted, my administrators will conduct
negotiations with RAWA on a long-term lease. These negotiations will continue up until the
valuation process is complete.

When the valuation is complete, the then pending offer from RAWA will be assessed in
relation to both the valuation findings and to the priority rankings agreed upon in February
both by council and the administration.

[ also intend to open the entire matter to public discussion as demanded by both the public
and the press. This entire process from here on will be carried out in a manner
unmistakably compliant with the spirit and intent of both the City Charter and the State
Sunshine Law. [intend to have full public participation throughout the negotiations with
RAWA. This will include public hearings, online postings, and presentations to community
groups.

The first public hearing will be held the week of May 5.

The responsibility of negotiating contracts clearly rests with the administration while final
approval rests with council. Toward that end, I am inviting up to three members of council,
along with their clerk, to participate in the negotiations from start to finish. I also propose a
cooling off period beginning now and continuing for the next several weeks during which
time the parties can reflect on this proposal and give serious consideration to the
substantive elements of the matter.

PFM has been kept abreast of my administration’s activities in this matter since last
summer and [ am now asking PFM to assume whatever role they wish in the upcoming
negotiations, whether as mediator, monitor, observer, or any in other capacity.

[ now turn the question of why I have chosen to proceed on this course.
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RAWA has submitted two good-faith, long-term offers, both of which my Administrative
Services Director has confirmed as having a net present value of between $245 million and
$265 million. However, neither offer was acceptable on its face. They were intended by
RAWA and viewed by the administration simply as openers for discussions.

Moreover, whatever future offers RAWA might make will not require the pay down of
current RAWA debt. PFM and the attorney representing the city in this matter agree that
any offer from another party in the bid process will likely require satisfaction of that debt,
effectively reducing the net proceeds paid to the city by around $110 million. This means
that the actual worth of a $325 million offer from a third party is only $215 million.

Additionally, transaction costs associated with council’s bid process will exceed $4 million
and, once again, the net proceeds to the city will be reduced by that amount. In contrast,
transaction fees in the RAWA offers are minimal.

But while that potential expense is significant, the gravest threat to obtaining a lease most
beneficial to the city is the virtual certainty of rising interest rates.

Every economic indicator points to rising interest rates in the near future, and the Federal
Reserve has been signaling their intentions for months. Even a 1% rise in interest rates
during the 12-24 month short term lease demanded by council will add over $40 million in
financing cost to any potential third-party bid. And once again, those financing costs will be
subtracted from the city’s net proceeds.

Finally, both the attorney advising council up until now and PFM have told council that
negotiations with RAWA, which predate any bid process would in no way taint that
process.

There are numerous other reasons why my approach is the right way forward. They will
be laid out for council and the public in the coming weeks.

[ have now formally set out rationale as to why I support negotiations with RAWA. Council
owes it to the public to explain why they are opposed. Privately harboring suspicions,
speculating on outcomes, and wild accusations will not resolve our city’s financial
problesns.

W LY\ QRY”

ghn D. Spé¢ncer, Mayor

Cc: City Council
City Solicitor
Managing Director
Department Heads
Gordan Mann
Mike Setley
Raymond Schuenemann
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