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Advisory Committee

Areas of Expertise:

»  Engineering, Technology

»  Business, Utilities

»  Community Involvement, Legal




Advisory Committee

Focus has been to Determine the Facts.

Process:
3 Met Numerous times

> Divided into four subcommittees
> Financial

> Community
> Technology
> Legal
» Study and analyze issues
* Present to group for Education & Discussion




Advisory Committee

Tonight we are going to present FACTS,
as we see them after intense study;

The Committee Is not unanimous In Its
recommendations;
BUT, we are unanimous in the FACTS
presented tonight.




» Financial Issues — markoligschiaeger

> Community |ssue@S — Nannette Smith
P Technology Issues — randy Burgoyne

> Legal Issues — Jenny Decker

» Pros & Cons of Milestone 2

P Recommendations




Financial Issues



Financial Issues

1. Current Overview

.. UTOPIA Options
= Maintenance mode (no growth)

= New UTOPIA management, new
business plan

= Sell the network

= “Go dark” (shutdown)
= Macquarie PPP model or alternative

I 3. Centerville Options



Utopia and UIA Bond Totals ($ Millions)

F - - I All Cities Centerville
I n a n CI a Utopia Bonds
Principal S 18497 S 6.26
Issues Interest S 257.64 S 8.72
Total Remaining Payments (FY 2015-2040) $ 44261 S 14.98 3.39%
Avg. per address per month S 9.44
Swap early termination fee (today) S 69.00 $ 2.30
UIA Bonds
Principal S 39.36 S 1.43
Interest S 28.47 S 1.03
Total Remaining Payments (FY 2015-2039) $ 67.83 S 2.46 3.63%
Avg. per address per month S 1.71
Estimated early termination escrow cost S 855 S 0.31
Total Utopia/UIA
Principal S 22433 S 7.69
Interest S 286.11 S 9.75
Total Remaining Payments S 510.43 S 17.44 3.42%
Avg. per address per month S 11.16
Total estimated early termination costs S 77.55 S 2.61

Note: Utopia bond payments are currently paid by Cities. UIA bond payments are currently covered by UIA revenues.
"Per address per month" calculation assumes 5086 addresses in Centerville (single family, MDU, and businesses)



Financial Issues

- Centerville bond obligations are $17.4 million
— 25 years remaining (through 2040)
— $15.0M UTOPIA, $2.4M UlA including interest

— In the event of network sale, early termination provisions apply
(prepayment penalty)

- Avg. monthly debt cost per household = $11.16
— $9.44 UTOPIA currently paid from general fund
— $1.71 UIA currently covered by network revenues
— Operating deficit is an additional $2.50 per address




Financial Issues

UTOPIA Options - Financial Considerations

1.  Maintenance mode (nho growth)

— Requires capital to fund continued operating deficit and
equipment refreshes ($2.50 +$ 2.50 = $5.00 per address per mo.)

— Insufficient revenue to contribute to UTOPIA bonds ($9.44)
— Other cities never “get built”
— No path to financial viability

. Replace UTOPIA management, implement new
growth plan
— May result in innovative thinking and new approaches
— Would require vote of confidence in new management
— Would require additional bonding (must assess political will)




Financial Issues

UTOPIA Options - Financial Considerations

3. Sell the network
— iProvo sold to Google Fiber for $1, taxpayer debt remains
— UTOPIA and UIA bond obligations would likely remain

— In any sale scenario, UTOPIA would be left without any assets and
significant debt, including swap termination fee and UIA bond
defeasance costs (effectively a $77.5M prepayment penalty)

. “Go dark” (network shutdown)
— $8.6M of annual revenues go away (currently covering UIA bonds)
— Bond obligations remain ($224M principal, $520M with interest)

— Other obligations to repay (leases, stimulus grant, prepaid
connections)

— Monthly obligations estimated a $1.425M when “dark,” higher than
current subsidy of $1.325M. (Note: UTOPIA won't go bankrupt)

— Add the likelihood of litigation, and this becomes the worst option

AR~ -



Financial Issues

UTOPIA Options - Financial Considerations

5. Macquarie PPP Model

$18-20 monthly commitment per household, 30-year concession
Fixed fee, can’t increase beyond inflation index (estimated 2.5%/year)

The PPP will operate, maintain and refresh the network for 30 years.
These costs and risks are transferred to Macquarie. $300M up front.

Possibility of debt repayment from premium service revenues, but no
guarantees. “"Sharing formula” yet to be determined — Milestone 2.

Cities own the asset, will be “handed back” to cities at end of term.

6. Other Alternatives

Macquarie was unsolicited and is a “sole-source” bid proposal.

UTOPIA could invite competing proposals, understanding that a process
could be lengthy and would require additional funding in the interim for
the operating deficit.

.




Financial Issues

Centerville Options — Financial Considerations

- Centerville contributes significant revenues to the
network
— Centerville has 1,126 subscribers (10% of 11,126 total)
— Centerville has $699K annual revenue (8.1% of the $8.6M total)

- Centerville has less than 4% of UTOPIA vote and no
assets

— Centerville has "voice” but not a large vote
— Centerville does not own assets or customers; UTOPIA does
— Centerville cannot simply carve out and operate “our” assets

— In the event that other cities vote for the Macquarie PPP, Centerville
has limited ability to stop UTOPIA from proceeding

However, Centerville does have its own options to consider



Financial Issues

Centerville Options — Continued

- In the event that other cities vote in favor of the PPP...
— Centerville can choose to “opt in” to the PPP

— Centerville can choose to "opt out” and negotiate a separate deal with the
PPP

. The implications if Centerville “opts out”

— The remaining UTOPIA cities will charge Centerville for ongoing operating
services.

— The size of these fees will be determined by UTOPIA cities on the basis of
“parity” and not by Macquarie.

— Thus, the operating fee that Centerville would pay is subject to negotiation
and not yet determined. The Committee suggests that this should be a key
focus of Milestone 2 if the Council elects to proceed.

— Likewise, many other issues would need to be negotiated, including
sharing or forgoing a portion of premium service revenues, local electronics
refresh costs and installations, daily servicing responsibilities, etc.



Financial Issues

Summary

Under any scenario, Centerville is headed into a
collaborative negotiation with the other UTOPIA cities
— Status quo not likely to continue, other cities demanding resolution

— Centerville will be in business with the other cities regardless of the
ultimate direction, whether that involves buying service from PPP
or dividing assets.

If the Council votes to proceed to Milestone 2, at a
minimum the Council should focus on determining two
key items

— The operating fee and other details in the “opt out” scenario
discussed

— The “sharing formula” used to distribute premium service revenues
back to the cities.




Community Issues

P




Advisory Committee

Committee Work:

» Began May 8

» 7-8 Meetings - Late

» Total of over 200 Hours
Meetings

» Hundreds of Pages read, and

» Hours Dedicated focus and
~




Community Issues

Community Group

» The Community group has been involved in reaching out
to Centerville Citizens as well as contacting the other ten
cities. The following are some of the things that have
been done and are planned for the future:

Accomplished

> Other cities were called to determine if they had other
solutions or if they were going forward with Milestone 2.

b City councils attended—both Centerville and other
cities.

> Phone numbers and emails published in an effort to

get feedback from Centerville Citizens.
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Community Issues

» "Expert” guest speakers invited to better
educate the committee.

» Hours spent as a committee sharing
information learned.




Community Issues

Future Tasks IF we proceed to Milestone 2

Education [ Community Feedback

» Educate community on current financial issues and
obligations.

» Discuss options to resolve community issues — especially
resolve Centerville obligations.

» Send out mailer to highlight pros & cons of available
options re: internet / phone.

» Facilitate community forums re: options.




Community Issues

Set up Fiber Information Groups

» 30+ people with names published who could help
people understand the issues and options.

» Along with letter communicating issues
» Community healing.




Community Issues

» Future Tasks IF we DON'T proceed to Milestone 2

» Resolve how to pay our 1 /m debt over 27+ years.
» Resolve UTOPIA Problems including:
> Management Problems
° Financial Operations Problems
> legal risks:
* Go Dark — purchased connections
* Impact on businesses




Technology Issues



Technology Options

1) Copper Wire - DSL & Cable
2) Wireless Mobile - 3G/4G/LTE, WiMAX

3) Wireless - 802.11a/b/g/n/ac (WiFi)

4) Fiber Optics




Technology Options

DSL (Century Link) & Cable (Comcast)

Pros

Easy installation with current
providers

Existing wiring

Widely available

Easy to bundle with TV and
home phone

Cons

Limited upload speeds

Limited advancements in
technology — DSL caps at 40mb

Costs vary with provider and
area

Higher speeds only available
with bundle

Shared bandwidth (slower with
more users)

Speed limited by distance

Throttled by providers



Technology Options

Wireless Mobile (Cell Phone Data)

Pros

Easy installation with current
providers

Technology advancements

Widely available

Bundled with cell phone service

No wires to the home, device.

Cons

Limited speeds offered by
providers

Have to replace equipment
every 2-3 years

Expensive - Costs vary from
provider to provider, typically
per device

Shared bandwidth, Capped by
providers

Distance limited

Weather and topology limited



Technology Options

Wireless 802.11 (WiFi)

Pros

Easy installation with current
providers

Technology advancements

Built-in technology in most mobile
devices.

Fast speeds available

No wires to the home, device.
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Cons

Limited providers — none currently

Rapidly changing technologies

Typically only available in private
home or business

Shared bandwidth

Distance limited

Weather and topology limited



Technology Options

Fiber Optics (Technology used by UTOPIA)

Pros

Fastest speeds available - same
upload and download speeds

Usually not throttled by providers
More competing providers

No shared bandwidth

Not affected by distance, weather,
water

Long life — no known obsolescence

Speed potential — virtually
unlimited

Cons

Limited availability with current
providers

Expensive to install — requires its
own conduit



Technology Options
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Legal Issues
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Legal Issues

The Macquarie utility model poses several uncertain legal
Issues that need to be resolved namely:

» Legality of the utility fee model?

» Legal obligation to continue maintaining network for
cities who ‘opt out’ of the Macquarie proposal and share
of operating expenses?

» Legal right to connect fiber to individual homes?

» The interplay of the UTOPIA/UIA interlocal agreements
and various other legal issues? Especially the outcome
under these agreements for cities who opt out?




Legal Issues

Legality of the Utility Fee Model?

» Legality of the utility fee model
> Comcast, CenturyLink and others may file suit.

» If Proceed to Milestone 2:
Recommendations: Legal of Issues:

> Review the likelihood of success for such challenges
and the risks involved.

o Allocate the risks and legal costs should legal

challenges arise.




Legal Issues
Legality of the Utility Fee Model?

» If Proceed to Milestone 2:
Recommendations to City

Indemnification

» If Centerville chooses to proceed with the Macquarie proposal, it
will likely want to request an indemnification from Macquarie for
any potential litigation.

Consider Legal Review by Own Legal Expert

» The legal analysis being provided in Milestone 2 is being hired by
Macquarie.

» UTOPIA and/or the cities proceeding to Milestone 2 may want to
consider hiring third-party analysts to review, interpret and conduct
its own legal analysis of the Macquarie proposal and the potential
threat of litigation, if proceeding with the PPP.




Legal Issues
Does UTOPIA have a legal obligation to continue
operating the network?

» UTOPIA is obligated under the interlocal agreement
to maintain the network-Yes — BUT: this is a simplified
answer that begs the question —what if UTOPIA cannot
maintain it or does not have sufficient funds to maintain
it? UTOPIA does not have the funding to continue
operating and is running approximately $175,000 to
$225,000 monthly operating deficit; the voluntary
funding commitment by cities ends September 30.

» Under the Macquarie proposal, all design-build,
integration and ongoing operating and maintenance will
be the responsibility of the PPP during the 30-year
contract period.




Legal Issues
Does UTOPIA have a legal obligation to continue
operating the network?

» More clarity on ongoing operating expenses is
needed - If Centerville opts out of the Macquarie
proposal, then its portion of the ongoing operation
expenses will need to be negotiated (recommend
that this happen if we go to Milestone 2) to prevent

Centerville from going dark.

» Why not just go dark and cut our losses? — Legally
that puts UTOPIA (and therefore the City) at much
greater legal risk because of ongoing obligations to

users, bondholders and others. The liabilities for that

could well exceed current obligations.




Legal Issues
Legal Right to Connect Fiber to Individvual Homes?

Legal right to connect fiber to individual homes?

» Will easements be needed to connect the fiber
network to the individual homes?

o Under the Macquarie proposal, these will have to be
obtained from the homeowners if existing public utility
easements (PUEs) are not available.

o If a homeowner doesn’t consent, then Macquarie will not
connect the fiber to that particular resident’s home.




Legal Issues
How Do all of the Agreements Work Together?

Legal Questions about Multiple Agreements

» What is the interplay of the UTOPIA/UIA interlocal
agreements and various other legal issues?

» Especially the outcome under these agreements for
cities who opt out?

» The “"Exit” Outcome is Uncertain

» Many Other Legal Questions Need to be Resolved




Pros & Cons
of Proceeding to
- Milestone 2 — or Not




Advantages of Proceeding to Milestone 2

Obtain more information regarding revenue sharing, legal risks
and analysis and other remaining questions.

- Is Macquarie the answer? That is definitely not clear. Are there
other or better solutions? That is not clear either. More
information is needed to come to an intelligent solution.

* Itis uncertain whether the information, reports and legal
opinions generated during Milestone 2 constitute public or
private information and whether Centerville would have access
to all of the "due diligence” information if it does not proceed to
Milestone 2.

- Centerville may be able to obtain some of the “"due diligence”
information and analysis, however, one cannot assume that
Centerville would be privy to all of the pertinent information
and discussions, especially since the cities that proceed to
Milestone 2 are paying for such information.




Advantages of Proceeding to Milestone 2
(continued)

Retain good will and obtain a "seat at the table” to secure
the best outcome for Centerville. The ability to be
actively involved in the negotiations that will
undoubtedly arise during Milestone 2 should not be
undervalued.

More clarity needed on sharing formula for
transport fees & premium service uptake.

More clarity needed on operating expenses should
Centerville opt out after Milestone 2.

Being an active participant in negotiation of these
key issues is likely in Centerville’s benefit.




Disadvantages of Proceeding to
Milestone 2

Proceeding to Milestone 2 costs Centerville
approximately $31,000 if reject Macquarie proposal.

The financial mismanagement of UTOPIA and other
related issues is the source of much debate and strong
feelings in the community. Many residents may view
Centerville proceeding to Milestone 2 as an endorsement
of the Macquarie proposal, and a failure of their local city
leaders to represent their opinions and interests.




Recommendations
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Recommendations
_The committee is split on moving to Milestone 2:

The majority of the committee believes that it is
beneficial to go to Milestone 2. HOWEVER,
Proceeding to Milestone 2 should not be
construed as an endorsement of the Macquarie

proposal, but as a means to secure the best
outcome for Centerville.

In fact, other options, including opting out with
appropriate negotiated operating charges,
system updates, etc. may be better for
Centerville than the Macquarie proposal.




Conclusions

Given the complexity of the legal issues,
financial commitments and amount of
UTOPIA/UIA debt at stake, the additional
information and options Centerville may obtain
by proceeding to Milestone 2 and having a “seat
at the table” likely outweighs the approximate

$30,600 cost.




