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October 2006
Katherine Haynes Dunphy, Chairwoman
MWRA Advisory Board
11 Beacon Street
Boston, MA 02108

Dear Chairwoman Dunphy:

This letter transmits to the Advisory Board MWRA’s Final Current Expense Budget for fiscal year
2007. The MWRA Board of Directors approved the final FY2007 Current Expense Budget (CEB) at
its June 28, 2006 meeting.

The final rate revenue requirement for FY2007 is $495.4 million, an increase of 4.9% over the
FY2006 rate revenue requirement. It includes the use of $12.6 million in Rate Stabilization funds
and $18.75 million of Debt Service Assistance, which represents MWRA'’s estimated share of the
$25 million statewide appropriation for FY2007. The Debt Service Assistance enabled the Authority
to achieve a 4.9% rate increase for FY2007.

FY2007 expenses increased by $29.2 million over FY2006 budget; $14.7 million or 50% of the
increase is attributable to debt service and $14.5 million for direct and indirect operating expenses.
The single largest driver of the increase in the CEB continues to be the Authority’s significant debt
burden from the financing of the capital program. Unexpected increases in utility prices and health
insurance costs resulted in an amendment of the FY2006 budget, which was approved by the Board
in May 2006. These increases pertaining to energy and health insurance are reflected in the FY2007
budget along with increased maintenance needs, higher chemical prices, and increased wages and
salaries costs.

Additional budget information and a copy of this document are available online at
www.mwra.state.ma.us. Questions or comments on this document or information available on the
Internet should be directed to the MWRA Budget Department.

We appreciate your continued support, comments and recommendations to the Current Expense
Budget.

Sincerely,

Frederick A. Laskey
Executive Director
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Executive Summary
MWRA Mission

The Massachusetts Water Resources Authority
(MWRA) is an independent authority that provides
wholesale water and sewer services to its member
communities and funds its operations primarily
through user assessments and charges. MWRA’s
mission is to provide reliable, cost-effective, high-
quality water and sewer services that protect public
health, promote environmental stewardship,
maintain customer confidence, and support a
prosperous economy. MWRA’s long-term plan
emphasizes improvements in service and systems
and includes aggressive performance targets for
operating the water and wastewater systems and
maintaining new and existing facilities.

Parallel to MWRA'’s goal of carrying out its
capital projects and operating programs is its goal
of limiting rate increases by working in partnership
with its member communities. The need to achieve
and maintain a balance between these two goals
continues to be the critical issue facing MWRA.

MWRA measures its performance compared to
prior years and current year targets in a variety of
areas. Progress in achieving performance targets is
reported monthly in the Yellow Notebook and
quarterly in the Orange Notebook. Quarterly
reports are now available on MWRA's website. A
brief history and organizational summary of
MWRA is included at the end of the Executive
Summary.

Overview

Each year MWRA prepares a budget that reflects
the best available information about anticipated
expenditures and revenues. MWRA transmits its
budget to its Advisory Board in March. The
Advisory Board then has sixty days to review and
comment on MWRA's budget. MWRA hosts
public hearings to solicit comments on the Final
budget and community assessments from citizens

in its service area. In June, MWRA's Board of
Directors holds hearings on the budget to review
recommendations by the Advisory Board and new
information available since the budget was
developed.  Staff incorporates the Board's
decisions from the hearings and presents a final
budget for approval in June.

Like the households in its member communities,
MWRA is facing higher energy and utility costs to
operate its facilities which are energy intensive. In
response to higher utility prices, the Authority was
obligated by statute to file a budget amendment,
requesting a $5.4 million increase in the FY06
Approved budget to $530.3 million. A $5.6
million rise in energy costs was later partially
offset by reductions in debt service due to the
March 2006 bond refunding and lower than
budgeted interest rates, reducing the FY06 Final
Amended budget to $527.9 million. Higher energy
expenses are projected to continue and have had a
significant impact on the Final FYO07 budget.

MWRA'’s budget for fiscal year 2007 includes
$575.9 million in total expenses before debt
service offsets of $18.8 million, for a net expense
total of $557.1 million. This represents an
increase of $37.6 million over FY06 actuals. The
$18.8 million in debt service offsets represents the
MWRA'’s projected share of Debt Service
Assistance (DSA) from the Commonwealth. The
MWRA, the Advisory Board, and its member
communities were successful in lobbying the
Legislature for a larger debt service allocation in
FYO07.

Total expenses include $333.0 million or 58% for
capital financing costs and $242.9 million or 42%
for operating expenses, of which $203.7 million is
for direct expenses and $39.2 million is for indirect
expenses. Total expenses increase by $37.6
million over FY06 expenses, $19.5 million or 52%
for capital financing and $18.1 million for
operating expenses.
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The $18.1 million increase in operating expenses
includes $14.0 million for direct expenses and $4.1
million for indirect expenses. The increase in
direct expenses reflects significant increases in
energy and utility costs, healthcare expenses,
contractual labor agreements, maintenance, and
chemicals. The increase in indirect expenses
includes $2.3 million in additional funding for the
operating reserve fund in compliance with the
bond resolution requirement and a $1.6 million
increase in Watershed operating costs due to
higher staffing levels.

The $19.5 million increase in capital financing
expenses reflects amounts due on outstanding
indebtedness in addition to $150 million in new
borrowings planned for October 2006 and $75
million borrowed from the state revolving fund
(SRF) in FYOQ7. Inaddition, debt service includes
a full year of funding for the 2005 Series C, D, and
E and 2006 Series A and B.

The rate revenue requirement for FY07 is $495.4
million, an increase of 4.9% over the approved
FYO06 rate revenue requirement. The budget uses a
combined $35.5 million of reserves ($12.6 million
in rate stabilization and $22.9 million of bond
redemption).

FYO07 CEB -- page 1-2

FYO7 non-rate revenue totals $61.8 million, a
decrease of $11.5 million from FY06 non-rate
revenue actuals. The change, as indicated above,
primarily results from a $6.8 million decrease in
investment income due to reduced swap receipts
combined with projected reductions in other user
charges and other revenues of $2.9 million and
$3.7 million, respectively. The FY07 non-rate
revenue budget includes $37.0 million for
investment income, of which $9.9 million is from
swap receipts, and $12.2 million in other user
charges, $2.2 million in permit fees and penalties,
$1.0 million from the sale of renewable energy
portfolio credits and participation in energy load
reduction programs.

Table 1-1 shows MWRA'’s FY07 budget for
revenue and expenses by line item and includes a
comparison with FY05 actuals, FY06 actuals, and
FY06 Final Amended budget. Line item changes
from FYO06 to FYO7 are described in the Revenue
and Expense section of the Executive Summary
and in more detail in the division sections of this
document.



Table I-1

FY06 Change
TOTAL MWRA fYos | Fvee Final - Fvor Y0 Actual to
Amended FYO7 Final
$ | %

|EXPENSES |

WAGES AND SALARIES $ 79,327,695 $ 82135835 $ 81955743 $ 85564,168 $ 3,428,333 4.2%
OVERTIME 3,730,174 3,511,461 3,520,594 3,773,468 262,007 7.5%
FRINGE BENEFITS 12,275,777 14,193,552 14,101,797 15,958,370 1,764,818  12.4%
WORKERS' COMPENSATION 1,038,298 1,823,356 809,285 1,040,000 (783,356)  -43.0%
CHEMICALS 6,579,778 6,878,847 7,107,000 8,431,208 1,552,361  22.6%
ENERGY AND UTILITIES 21,373,207 28,656,007 30,859,606 30,416,888 1,760,881 6.1%
MAINTENANCE 20,169,014 19,484,784 20,236,401 24,271,620 4,786,836  24.6%
TRAINING AND MEETINGS 237,588 162,873 189,374 234,863 71,990  44.2%
PROFESSIONAL SERVICES 6,211,464 6,603,951 6,588,688 7,500,496 896,545  13.6%
OTHER MATERIALS 4,175,229 4,203,959 3,729,914 4,345,818 141,859 3.4%
OTHER SERVICES 21,703,262 22,011,737 22,386,619 22,142,414 130,677 0.6%
|[TOTAL DIRECT EXPENSES [$ 176,821,486 [ $ 189,666,362 | $ 191,485,021 [ $ 203,679,313 [ $ 14,012,951  7.4%]
INSURANCE $ 1,071,215 $ 2,056,003 $ 2,350,000 $ 2,500,000 $ 443,997  21.6%
WATERSHED/PILOT 20,576,892 21,816,009 23,321,135 23,461,460 1,645,451 7.5%
BECo PAYMENT 4,826,510 4,660,934 4,697,350 4,681,380 20,446 0.4%
MITIGATION 2,334,330 2,151,122 2,100,000 1,396,250 (754,872) -35.1%
ADDITIONS TO RESERVES 1,000,000 866,000 866,000 3,118,693 2,252,693  260.1%
RETIREMENT FUND 3,407,532 3,604,106 3,578,000 4,053,207 449,101  12.5%
|TOTAL INDIRECT EXPENSES |'$ 33,216,479 $ 35,154,174 |$ 36,912,485 [$ 39,210,990 | $ 4,056,816 | 11.5%]|
CAPITAL FINANCING (before offsets)* $ 296,666,144 $ 304,389,367 $ 309,149,194 $ 332,999,549 $ 28,610,182 9.4%

VARIABLE RATE DEBT (12,496,390) - - -

DEBT SERVICE ASSISTANCE (8,018,697) (9,630,649) (9,630,651)  (18,750,000) (9,119,351)  94.7%
|[TOTAL DEBT SERVICE [$ 276,151,057 [ $ 294,758,718 | $ 299,518,543 [ $ 314,249549[$ 19,490,831  6.6%|
[TOTAL EXPENSES [$ 486,189,022 [ $ 519,579,254 | $ 527,916,049 [ $ 557,139,852 [ $ 37,560,598 |  7.2%]
|REVENUE & INCOME |

RATE REVENUE $ 444,268,646 $ 472,219,800 $ 472,219,800 $ 495,358,764 $ 23,138,964 4.9%
OTHER USER CHARGES 6,600,520 10,309,461 10,702,634 7,457,812 (2,851,649) -27.7%
OTHER REVENUE 5,725,378 8,454,736 6,687,994 4,734,375 (3,720,361) -44.0%
RATE STABILIZATION - 10,739,948 3,027,614 12,576,631 1,836,683  17.1%
INVESTMENT INCOME 34,926,970 43,762,391 35,278,007 37,012,270 (6,750,121)  -15.4%
[TOTAL REVENUE & INCOME [$ 491,521,514 [ $ 545,486,336 [ $ 527,916,049 [ $ 557,139,852 [ $ 11,653,516 |  2.1%)|

Debt service before offsets in FY07 is net of use of bond redemption funds. In June 2006, $26.2 million of future debt service payments were defeased to

provide rate relief in future years.

FY07 CEB --
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FYO07 Initiatives and Highlights

Continue start-up operations and establish
optimal operating parameters for the major
new facilities: John J. Carroll Water Treatment
Plant, (July 2005) Braintree- Weymouth
Intermediate Pump Station, (December 2004)
and Braintree-Weymouth Tunnel (April 2005).

Finalize construction, commence testing of the
new Braintree-Weymouth Replacement Pump
Station and prepare for start-up (July 2007).

Complete start-up operation of Union Park
CSO facility in conjunction with the Boston
Water and Sewer Commission as stipulated in
the joint operating agreement.

FYO07 CEB -- page 1-4

Competitively procure electricity for MWRA
facilities, including the Deer Island Treatment
Plant and John J. Carroll Water Treatment
Plant.

Renegotiate a new Deer Island Treatment Plant
discharge permit to replace the permit that
expired in August 2005.

Year-end FYQ7 staffing target of 1,255 filled
positions, fifteen less than the overall Black
and Veatch target for FY06. New hires and
backfills of vacant positions will be managed
in the aggregate and addressed on a case-by-
case basis by senior management at MWRA.
The staffing level of 1,255 represents a
decrease of more than 500 filled positions (or
29%) from peak staffing in 1997.



SOURCES AND USES OF FUNDS

MWRA funds its operations primarily through
member community assessments. No funds
supporting the current expense budget are subject
to appropriation, except debt service assistance
from the Commonwealth of Massachusetts and
minor reimbursements from the Commonwealth.
MWRA has only one operating fund. All

operating fund expenses and revenues are

allocated to water and sewer customers.

Table I-2 shows MWRA's sources and uses of

funds for the FYO07 Final budget.

Table I-2

SOURCES & USES OF FUNDS*

$ in Millions
Sources of Funds
Other User Charges $ 75 1.3%
Other Revenue 4.7 0.8%
Investment Income 37.0 6.6%
Rate Revenue 495.4 88.9%
Rate Stabilization 12.6 2.3%
TOTAL REVENUE $ 557.1 100.0%

Uses of Funds

Total Expenses

before Debt Service Offsets $ 575.9
Less:

Debt Service Assistance (18.8)
Sub-Total Net Expenses $ 557.1
Capital Financing 333.0 57.8%
Direct Expenses 203.7 35.4%
Indirect Expenses 39.2 6.8%
TOTAL EXPENSES $ 575.9 100.0%
TOTAL EXPENSES Less Offsets $557.1

*May not add due to rounding

REVENUE

MWRA is required by its Enabling Act to balance
its budget each year by establishing user
assessments for water and sewer services that
provide funds sufficient to recover the cost of
operations (excluding depreciation), maintenance
and improvements, debt service, and reserves.

In the FYQ7 Final budget, 91% of the revenue
(including rate stabilization) is derived from rate
revenue. The remaining 9% of revenue comes
from interest on investments, charges to other
water and sewer customers, non-recurring revenue,
annual charges to sewer system users with permits
issued by MWRA's Toxic Reduction and Control
Department, reimbursements from the
Commonwealth, penalties assessed to holders of
sewer use permits, and other miscellaneous
sources.

Rate Revenue

In the FYO07 Final budget, MWRA will raise
$495.4 million of its total revenue requirements
from water and sewer assessments to member
communities. Of the $495.4 million, $332.2
million will fund the sewerage system, an increase
of 5.2% as compared to FY06 actuals; and $163.1
million will fund the water system, an increase of
4.2% as compared to FY 06 actuals. The increase in
the wastewater rate revenue requirement reflects
increased debt service attributable to the Deer
Island Treatment Plant.

Non-Rate Revenue

Other User Charges

Other User Charges include revenues derived from
the provision of water services to communities
under special agreements. Other User Charges in
FYO7 Final budget totals $7.5 million and is
composed of $1.9 million in water revenue
collected from sewer ratepayers to offset the cost
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of water used for operation of the DI Treatment
Plant, $3.6 million paid by the CVA communities,
$1.4 million in water sales to contract
communities, and $805,000 in entrance fees paid
by Stoughton, and the Dedham-Westwood Water
District.

Other Revenue

Other Revenue is budgeted at $4.7 million. This
includes permit fees, penalties, hydro-power
revenues, State reimbursement, and other
miscellaneous revenues.

Permit Fees

The FYO07 Final budget includes $2.2 million in
fees charged to industries that discharge toxic
materials into the MWRA sewer system. These
permit fees partially offset the annual costs of
permitting, inspecting, and monitoring these
industries.

Reimbursements from the Commonwealth of
Massachusetts

The budget includes $867,000 from the
Commonwealth that MWRA is entitled to receive
by statute as reimbursement for the cost of
chemicals used in the wastewater treatment
process.

Miscellaneous Revenue

The FYQ7 Final budget includes $1.9 million in
miscellaneous  revenue:  $266,000  from
hydropower generation at MWRA's Cosgrove
facility; $1.0 million from the sale of renewable
portfolio credits from the use of digester gas to
generate power on Deer Island.
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Investment Income

MWRA earns income by investing reserves and
fund balances in a variety of interest-yielding
securities. The FY07 Final budget includes $37.0
million in investment income, $6.8 million below
FYO06 actuals, which reflects a reduction in swap
revenues which were partially offset by higher
interest rate assumptions combined with higher
fund balances.

Non-Recurring Revenue

Non-Recurring Revenue is one-time revenue used
in a given fiscal year to reduce assessments to
member communities. In any fiscal year when
annual revenues exceed expenses, MWRA
transfers the unexpended amount to the rate
stabilization reserve.  Within certain limits,
MWRA may use this money to reduce the rate
revenue requirement in any subsequent year.
Consistent with the requirements of its Enabling
Act and its general bond resolution, MWRA treats
transfers from rate stabilization as revenue in that
fiscal year. The FYO07 Final budget includes a
withdrawal of $12.6 million from MWRA's rate
stabilization fund.



Direct Program Expenses

The Final FYQ7 direct program expense budget is
$203.7 million, an increase of $14.0 million or
7.4% over FY06 actuals. The increase includes
higher costs for energy and utilities, health
insurance, maintenance, and chemicals. To
address rising direct costs, the MWRA has actively
moved to consolidate operation and maintenance
facilities, reorganized and automated facilities,
reduced leased space, sold surplus assets,
negotiated competitive purchase agreements for
energy and chemicals, increased self-generation
and utilization of digester gas for energy
production.  Generally, the budget presents
expenses by line item and program. The division
sections of this document discuss program budget
changes in greater detail.

Line Item Budget Summary

Figure 1-1 combines related direct expense line
items into general cost categories and shows that
labor costs (Wages and Salaries, Overtime, Fringe
Benefits, and Workers” Compensation) are the
largest component of the direct expense budget
(53%), followed by purchased services (21%) and
then by energy and utilities (15%).

FIGURE I-1
Direct Expenses by Category - $203.7 Million

Labor
53%

Materials
Chemicals 8%
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15%
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Senvices
21%

e Within the labor cost category, wages and
salaries account for $85.6 million, 4.2% higher

than the FY06 budget. Of the $85.6 million,
$84.4 million is for regular pay. MWRA
estimates that the regular pay budget of $84.4
million will support the FYQ7 target of 1,255
filled positions. A staffing level of 1,255 in
effect represents no net increase in the number
of filled positions as of December 2005.

Figure I-2 shows how filled positions at MWRA
have declined from a peak of 1,775 in March 1997
to the target staffing level of 1,255 for FY07. As
shown in the figure below, the number of filled
positions achieves the target levels recommended
in the Black & Veatch study.

Figure I-2
MWRA Filled Positions
March 1997 - June 2006
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Contracted and purchased services, the second
largest direct expense cost category, includes
professional, maintenance, and other services. The
FYO07 Final budget for contracted and purchased
services is $42.6 million, 15.2% above FY06

actuals.

Major components of this cost category include
$13.3 million for MWRA’s residuals processing
contract, $3.3 million for lease payments,
(consisting of $2.1 million for the Charlestown
Navy Yard facilities and $1.2 million for the
Chelsea facilities), $13.0 million for maintenance
services, $3.5 million for harbor and outfall
monitoring, $1.3 million for telephone and lease
line services, $1.9 million for security, and $1.1
million for grit and screenings removal.

FYO07 CEB -- page I-7
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The FYO07 Final budget for energy and utilities is
$30.4 million, $1.8 million above FY06 actuals,
but $5.1 million above the original FY06
Approved Budget, reflecting high electricity and
diesel prices which were $3.1 million and $1.0
million over their original budgets, respectively.
The increase is primarily due to higher energy and
utility prices.

The FY07 Final budget for chemicals is $8.4
million, $1.6 more than FYO06 actuals, primarily
due to new disinfection requirements to comply
with new receiving water standards and higher
chemical prices.

The FYO7 Final budget for materials, which
includes maintenance materials, laboratory
equipment, vehicles, and computer hardware items
is $15.6 million, $0.3 million more than FY06
actuals. While the overall material budget does
not differ materially from FY05, noteworthy and
offsetting changes in the FY07 budget include
increases for materials to maintain Authority
facilities, and  contractual ~ maintenance
expenditures relating to the pelletization plant
lease, partially offset by decreases for electrical
pipeline, and computer materials.

Functional Area Budget Summary

For a broader perspective on MWRA's direct
expense budget, Figure -3 presents direct
expenses by MWRA functional area and shows
that 46% of the FYO07 direct expense budget is for
Wastewater Transport and Treatment costs,
compared to 15% for Water Transmission,
Treatment, and Distribution.  Appendix A
describes each MWRA functional area.
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Figure 1-4, Staffing by Functional Area as of June
2006 shows that of 1,255 filled positions, 56% are
devoted to operating and maintaining the water
and wastewater treatment and transport systems;
24% to administration and support and MIS
functions, and 10% to facilities planning, design,
and construction. Water and Wastewater Quality
functions, and metering and monitoring,
particularly Boston Harbor and Massachusetts Bay
monitoring activities and industrial discharge and
enforcement programs, account for 10% of all
staff.

Capital Financing

The FYQ7 capital financing budget, before debt
service offsets, is $333.0 million or 58% of the
total $575.9 million budget. This budget reflects
that in June 2006, the MWRA utilized a portion of
its reserves to defease debt service obligations due
in FY07 and FY08. This action reduced FYO07
debt service budget by $22.9 million in FY07 and
$3.3 million in FY08. In addition, the offset of
$18.8 million for Debt Service Assistance from the
Commonwealth results in a net capital financing
budget of $314.2 million. The budget assumes
approximately a 4.75% interest rate for variable
rate debt. If interest rates are less than budgeted in
FYO07, MWRA will use the savings to reduce rate
revenue requirements in future years.

MWRA finances its capital improvement program
primarily by issuing fixed rate 30- or 40-year
revenue bonds. MWRA has also issued variable
rate debt through a tax-exempt commercial paper
program and a multi-modal (one, seven, and 35-
day) borrowing program. MWRA'’s revenue
bonds outstanding totaled $5.5 billion as of June
30, 2006, including $544 million in variable rate
debt. MWRA also borrows from the
Commonwealth’s Water Pollution Abatement
Trust, also known as the State Revolving Loan
(SRF) Fund. The gross amount of outstanding
SRF debt is $858 million as of the end of FYO06,
with outstanding commercial paper totaling
approximately $164 million.



The three principal credit agencies have affirmed
MWRA'’s ratings in connection with its March 1,
2006 General Revenue bond sales. The current
ratings are: Fitch Ratings “AA”, Standard and
Poor’s “AA”, and Moody’s Investors Service
“Aa2.” Moody’s also upgraded the subordinate
debt rating to “Aa3” from “Al.” The firms all
rated MWRA’s outlook as Stable. According to
Fitch, “The ‘AA’ rating is based on MWRA'’s
sound financial operations and operating track
record.” They added that “Effective financial
management is demonstrated by the Authority’s
ability to achieve favorable operating results
despite significant declines in Commonwealth debt
service assistance.” The agencies each noted that
the Authority’s conservative financial management
and long-term planning contribute to MWRA'’s
strong financial position.

The FYO07 capital financing budget, before offsets,
increases by $23.9 million or 7.7% compared to
the Amended FY06 budget. The budget includes:

e $322.0 million in principal and interest payments
on outstanding MWRA debt and SRF loans.

e $11.0 million to fund ongoing capital projects with
current revenue, interest on local water pipeline
assistance loans, and Chelsea lease payments.

The Final FYOQ7 debt service budget does not
include any savings realized from the refinancing
of existing debt. Staff will continue to monitor the
municipal bond market throughout FYQ7 for any
refunding opportunities. If MWRA is able to take
advantage of any additional opportunities to refund
outstanding debt during FY07, any savings will be
used to reduce rate revenue requirements in future
years.

Table 1-3 provides detail on the FYOQ7 capital
financing line item. Table I-3 also illustrates how
upgrading the sewerage system has dominated the
capital program to date. Sixty-eight percent of the
FYO07 capital financing costs (before debt service
offsets) are for wastewater improvements. Current
and future borrowing increasingly supports
improvements to the water system.
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TABLE I-3

FYO07 Current Expense Budget - Capital Financing Detail (as of 6/30/06)

Amount

Outstanding Interest Total Water Sewer
S Rate
($ millions)
SRF '
Unrefunded $ 27 42,412  $ - $ 42,412
1999E Pool Sewer 9 - 388,774 - 388,774
1999E Pool Water 9 - 575,821 575,821 -
1999F 351 - 15,734,730 - 15,734,730
2000E Pool Sewer 67 - 2,740,053 - 2,740,053
2000E Pool Water 10 - 563,557 563,557 -
2001C SRF Water 4 - 247,184 247,184 -
2001D SRF Sewer 7 - 381,183 - 381,183
2001D SRF Water 1 - 81,152 81,152 -
2002H Sewer 86 3,130,152 - 3,130,152
2002H Water 29 - 1,539,629 1,539,629 -
20021 Sewer 2 100,813 - 100,813
20021 Water (0] - 1,460 1,460 -
2003A SRF Water 1 - 71,507 71,507 -
2003B SRF Water 4 - 222,003 222,003 -
2003C SRF Sewer 31 - 1,396,396 - 1,396,396
2003C SRF Water 20 974,659 974,659 -
2004C Sewer 10 559,029 - 559,029
2004C Water 2 - 92,538 92,538 -
2004D Sewer 63 3,934,576 - 3,934,576
2004D Water 13 - 656,052 656,052 -
2005C Sewer 7 484,179 - 484,179
2005C Water 1 70,917 70,917 -
2005D Sewer 67 3,405,348 - 3,405,348
2005D Water 15 812,217 812,217 -
2005E Sewer 0.4 24,872 - 24,872
2005E Water 0.1 5,569 5,569 -
FYO07 New SRF Sewer 60 - 2,662,310 - 2,662,310
FYO7 New SRF Water 15 - 517,134 517,134 -
Interest on Pool 12 Interim Loan 20 - 86,000 - 86,000
Total SRF Debt $ 932 | [$ 41,502,226 [ $ 6,431,399 | $ 35,070,827
MWRA Senior Debt
1992A (fixed) 388 6.98% 50,229,817 2,511,491 47,718,326
1993C Refunding/New (fixed) 145 5.66% 11,793,842 1,474,230 10,319,611
1995B (fixed) 52 5.34% 4,585,425 - 4,585,425
1996A (fixed) 3 5.78% 904,975 - 904,975
1997D Refunding (fixed) 130 5.40% 6,584,069 395,044 6,189,025
1998A (fixed) 153 5.04% 7,370,550 2,456,825 4,913,725
1998B Refunding (fixed) 104 5.04% 4,965,800 198,632 4,767,168
2000A Refunding/New (fixed) 27 6.11% 1,447,283 964,903 482,379
2002B (fixed) 87 5.23% 4,376,556 3,938,901 437,656
2002J Refunding (fixed) 391 4.71% 20,848,400 2,084,840 18,763,560
2002J New (fixed) 200 4.71% 10,000,000 5,000,000 5,000,000
2003D (FYO04 New #1) 142 4.63% 6,626,919 4,418,167 2,208,752
2004A 118 5.00% 5,720,694 5,291,642 429,052
2004B 65 4.17% 3,262,750 407,844 2,854,906
2005A 414 4.49% 20,819,713 11,450,842 9,368,871
2005B 80 5.00% 4,014,500 2,676,467 1,338,033
2006A 200 4.61% 9,376,800 9,376,800 -
2006B 286 4.61% 13,824,050 3,456,013 10,368,038
FYO07 New Fixed ($150M) - 5.00% 7,808,333 5,205,816 2,602,517
Total MWRA Senior Debt $ 2,985 $ 194,560,474 $ 61,308,456 $ 133,252,018
MWRA Subordinate Debt
1997A (variable) $ 78 - 5,346,333 - 5,346,333
1997B (variable) 78 - 5,346,333 5,346,333 -
1998D Refunding (variable to fixed) 199 - 8,470,938 338,838 8,132,100
1999A (variable to fixed) 89 - 5,150,292 2,060,117 3,090,175
1999B (variable to fixed) 89 - 5,265,294 2,106,118 3,159,176
1999C (variable) 69 - 4,290,250 2,574,150 1,716,100
1999D (variable) 69 - 4,290,250 2,574,150 1,716,100
2000B Refunding (variable to fixed) 133 - 6,265,100 877,114 5,387,986
2000C Refunding (variable to fixed) 133 - 6,265,100 877,114 5,387,986
2001A (variable) 87 - 6,332,750 4,242,943 2,089,808
2001B (variable) 85 - 4,037,500 4,037,500 -
2002C Refunding (variable) 78 - 9,444,250 6,296,481 3,147,769
2002D-G Refunding (variable to fixed) 350 - 15,395,319 - 15,395,319
Total Subordinate Debt $ 1,537 $ 85,899,709 $ 31,330,857 $ 54,568,852
Total SRF & MWRA Debt Service? $ 5,455 $ 321,962,409 $ 99,070,712 $ 222,891,697
Water Pipeline Commercial Paper $ 3,725,000 | $ 3,725,000 $ -
Current Revenue/Capital ° 4,095,080 1,465,963 2,629,117
Capital Lease 3,217,060 1,158,142 2,058,918
Sub-Total $ 11,037,140 | $ 6,349,105 $ 4,688,035
Total Capital Financing $ 332,999,549 | $ 105,419,817 $ 227,579,733
(before Debt Service Offsets)
Debt Service Offsets
Bond Redemption Savings $ - $ - $ -
Debt Service Assistance (18,750,000) (2,818,822) (15,931,178)
Total Capital Financing $ 314249549 | $ 102600995 [ $ 211,648,555

! SRF debt service payments reflect net MWRA obligations after state and federal subsidies.

2 Numbers may not add due to rounding.

3 Current Revenue/Capital is revenue used to fund ongoing capital projects. The amount is partly determined by

MWRA's bond convenant requirements.
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Indirect Expenses

The FYOQ7 Final budget includes $39.2 million for
indirect expenses, an increase of $4.1 million or
6.2% over FY06 actuals. The increase includes a
$2.3 million rise in payments to the operating
reserve to meet bond resolution requirements and a
$1.6 million rise in Watershed/PILOT funding.

Insurance

MWRA purchases property and casualty insurance
from external insurance carriers and self-insures
for the first $2.5 million of property and general
liability loss per occurrence. The FYOQ7 Final
budget includes $2.5 million for premiums and
fees, an increase of $150,000 based on an
insurance renewal program similar to the existing
program. New policies were procured in FYQ6 for
coverage in FY07. The budget includes $1.8
million for premiums and $700,000 for the
projected costs of claims made against the self-
insured portion of MWRA coverage. MWRA
mitigates the budgetary risk of self-insurance by
maintaining an Insurance Reserve. The reserve,
which was established as part of the Bond
Resolution, requires that an independent insurance
consultant review the funding level every three
years and provide recommendations as to its
adequacy. In December 2003, MWRA’s
consultant reviewed the level of the reserve and
recommended that it be increased from $18 million
to $21 million by FYQ7. In FYO05, the reserve was
increased by a recommended $1 million, but in
FY06, the MWRA deferred the next installment
pending the triennial recommendation due in early
FYO7. In light of budgetary pressures, the
Authority has deferred the FYQ7 installment.

Watershed Reimbursement/PILOT

The Enabling Act directs MWRA to pay the
Commonwealth of Massachusetts for several
statutory obligations: payments in lieu of taxes
(PILOT) for Commonwealth-owned land in the
watersheds, operating expenses of the Division of
Water Supply Protection, and debt service costs
for purchases of land around the supply reservoirs
to protect the watersheds. The FY07 Final budget
includes $6.0 million, $11.9 million, and $5.6
million respectively for these items. Collectively
these represent a net increase of $1.6 million over
FY06 actuals. Watershed operating expenses
increased $1.6 million, reflecting higher staffing
levels.

Harbor Electric Energy Company (HEECo)

Harbor Electric Energy Company (HEECo), a
subsidiary of NStar, installed the cross harbor
power cable and built the power substation to
supply electric power for construction and
operation of the Deer Island Treatment Plant.
MWRA is repaying HEECo's capital investment
on a 25-year schedule. The budget includes $4.7
million for the estimated FYO07 payment,
comprised of $3.8 million for capacity charges and
$840,000 for maintenance expenses.

Mitigation

MWRA disburses mitigation funds to communities
affected by MWRA projects or facilities pursuant
to MWRA's Statement of Mitigation Principles
and/or specific agreements with communities.
MWRA mitigation may include relieving the direct
impacts of construction, meeting environmental
and regulatory requirements, long-term operating
agreements, or community compensation for
impacts over and above those addressed by other
mitigation. Inrare situations, where the extent and
duration of the impact of a project or facility on a
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community is such that restoring the area to its
pre-project state is insufficient to relieve the stress
of MWRA'’s presence during the project, MWRA
funds or contributes to improvements to affected
areas.

Mitigation expenses are funded in the capital
budget and in the current expense budget. The
Final FY07 CEB includes $1.4 million for
community compensation for impacts, including
$720,000 for the City of Quincy and $666,000 for
the Town of Winthrop, based on Memoranda of
Agreement with the communities.

Retirement System Contribution

The Final FY07 budget includes a $4.1 million
contribution to MWRA's retirement fund
commensurate with the goal to maintain a fully
funded retirement system for employees, including
approved cost-of-living  increases. The
contribution is based on the most recent (January
2005) actuarial valuation report and is $0.5 million
greater than the FY06 budget contribution.
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Community Profile and Assessments

MWRA provides wholesale water and sewer
services to 61 communities or local bodies.
Forty-nine local bodies purchase water supply
services, and 45 local bodies purchase
wastewater transport and treatment services.
Thirty communities purchase both. FYOQ7
Assessments include new members Dedham-
Westwood Water District and the Town of
Reading. Approximately 2.6 million people, or
43% of the population of Massachusetts, live and
work in the communities that purchase water
and/or wastewater services from MWRA.

MWRA'’s largest single customer is the Boston
Water and Sewer Commission (BWSC), which
provides retail services in the City of Boston. In
the Final FY07 CEB, rate revenue from BWSC
will account for 32% of MWRA'’s total rate
revenue. Table I-4, on page I-15, lists MWRA
communities, the services received, and MWRA
preliminary assessments for FY07.

Each year MWRA determines preliminary
wholesale water and sewer assessments in
February and final assessments in June before
the beginning of the new fiscal year. These
assessments  must  satisfy  the  statutory
requirement that MWRA fully recover its
budgeted water and sewer costs by apportioning
net costs among its wholesale water and sewer
customers.

Table I-5 presents the calculation of MWRA's
FYO7 rate revenue requirement. The table shows
that most of MWRA's current expenses are
directly attributable to either water or sewer
service costs, or to investment in the water or
sewer systems. Expenses that support both
systems are allocated to water or sewer
assessments based on generally accepted cost
allocation  principles. The allocation
methodology used in preparing the FY07 budget
was revised prior to FY02 to more accurately
estimate the division of support costs between

the water and sewer programs. Investment
income and other revenues offset water and
sewer expenses. The resulting net cost of water
and sewer services is the amount MWRA
recovers through water and sewer assessments.

Wholesale Assessment Methodology

MWRA calculates separate user assessments for
water and sewer services. Budgeted water
operating and capital costs are allocated based on
each community’s share of total water use for the
most recent calendar year. The sewer assess-
ment methodology allocates budgeted operating
and maintenance costs based on share of
wastewater flow and strength parameters, and
capital costs based on proportion of flow,
strength, and population. MWRA uses three-
year averaging of wastewater flows to calculate
the flow-related components of wholesale sewer
assessments. This averaging moderates year-to-
year swings in individual = community
assessments. Beginning in FY07, MWRA sewer
assessments will allocated in part on flow data
from the Authority’s new wastewater metering
system. MWRA began using flow data from the
new metering system in April 2005.

Retail Charges

As noted above, MWRA provides water and
sewer services to communities on a wholesale
basis. Each community then re-sells services on
a retail basis. As a result, household water and
sewer charges include each household's share of
the community's MWRA water and sewer
assessments, plus the community's own charges
for the provision of local water and sewer
services.

Each community independently establishes retail
rates. When establishing local rates, community
officials consider issues related to the pricing of
services, level of cost recovery, and the local rate
structure or methodology.  Several factors
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contribute to a broad range of local
structures in the MWRA service area:

rate

Differences in the extent to which water and
sewer costs are supported through property
taxes and other sources of revenue.

Differences in the means by which
communities finance investments in their
own water and sewer systems.

Differences in communities’ retail rate
methodologies.

Some communities have flat unit rates, while
others have inclining block rates. Local 