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Mayor and Council IV.H. 

Brian E. Olson, Director of Public Works ☒  

☐ 

☐ 3/19/13 

Memorandum Of Understanding To Retain Professional Services With The Joint 
Waters Commission 

Approve the Memorandum of Understanding (MOU) to retain professional services for the Minneapolis 
Water Rate Review with the Joint Water Commission 

Information / Background: 
The City of Edina is a wholesale customer of Minneapolis water and has been for many years. In 2009, the 
City of Edina approved the attached agreement with the City of Minneapolis that allows Minneapolis to 
periodically review their rate structure.  The City of Minneapolis is currently conducting a Water Rate Review 
for all wholesale customers including Edina, the Joint Water Commission, Bloomington, and the 
Metropolitan Airport Commission (MAC). Each of these entities would like to hire a single professional 
services Contractor to perform the review of the financial model that is being developed by the City of 
Minneapolis so that we can do our due diligence in understanding the differences in the new model. There 
will be efficiencies created by all of these entities working together. Tasks 1-3 of the attached proposal from 
Environmental Financial Group will be split between the four agencies mentioned above but the 4th task, 
which is to evaluate the model and how it individually affects each agency will be borne by the respective 
agency. 

Staff recommends approval of the attached MOU which will simply guarantees that the City of Edina will 
reimburse the Joint Water Commission for our share of Tasks 1-3 ($8,225) and all of Task 4 ($8,750). 
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Memorandum of Understanding (MOU) 

To  
Retain Professional Services  

For 
Minneapolis Water Rate Review 

Between the 
 Joint Water Commission 

and the 
City of Edina 

 
 
 
 

WHEREAS, the City of Minneapolis operates a municipal water system known as 
Minneapolis Water Works (MWW); and  

 
WHEREAS, the City of Minneapolis has for many years sold water to the Joint 

Water Commission of Crystal, Golden Valley and New Hope (hereinafter JWC) for 
distribution; and, 

 
WHEREAS, the City of Minneapolis has for many years also sold water for 

distribution to additional suburban municipal customers including, but not limited to 
Edina and Bloomington as well as the Metropolitan Airports Commission (MAC); and 

 
WHEREAS, the City of Minneapolis is proposing changes to the water cost of 

service methods, rate structures and revenue requirements in an effort to align all of the 
whole sale water contracts with a uniform cost of services methodology; and  

 
WHEREAS, the JWC, Edina, Bloomington and the MAC wish to retain consultant 

services for the purposes of reviewing the proposed model and methodology, and to 
provide assistance with contract negotiations; and, 

 
NOW THEREFORE, the parties express their mutual understandings and 

commitments as follows: 
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1. Consultant and Scope of Work Defined 
 

The JWC agrees to retain the services of Environmental Financial Group (EFG) and 
that the JWC will authorize EFG to perform the tasks as set forth in Exhibit A (EFG 
Proposal dated 7 March 2013). 
 

2. Cost and Payment 
 
Reference Detailed Budget of Exhibit A, Tasks 1-3:  The Cost to the City of Edina 
will be equal to the total of Tasks 1-3 divided by the number of entities 
participating in this Memorandum of Understanding. In addition, the City of Edina 
will pay for Task 4, Customer Specific Analysis and Communications in the amount 
not to exceed $8,750. 
 
The JWC shall invoice the Edina for Tasks 1-3 upon receipt of the MOU. The JWC 
will invoice Edina for Task 4 upon completion of the work by EFG. 

 
3. Timeline 

 
The participants who are a party to this MOU understand that time is of the 
essence. In order to comply with the review process set by the MWW, the 
consultant will begin work beginning the week of March 18, 2013 and will 
complete Tasks 1-3 by May 1, 2013. It is anticipated that Task 4 will be completed 
by June 1, 2013. 

 
 
 
FOR THE JOINT WATER COMMISSION 
 
 
BY:   
 _________________________________________________________________ 

Thomas D. Burt, Chair 
 
 

FOR THE CITY OF EDINA 
 
 
BY: ____________________________________________________________ 

 City Manager 
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7 March 2013 
 
 
 
 
Mr. Tom Burt, Chair 
Joint Water Commission 
c/o City of Golden Valley 
7800 Golden Valley Road 
Golden Valley, MN  55427 

Minneapolis Water Rate Review 

Dear Mr. Burt: 

Environmental Financial Group, Inc. (“EFG”) is pleased to submit to you and the Joint Water Commission 
(“JWC”) this letter proposal to conduct a review of proposed City of Minneapolis (“City”) water rates and to 
participate in related discussions and negotiations.  

Project Understanding 

Over the past several weeks, the JWC has been participating in meetings with representatives from the City.  
These meetings were designed to introduce the JWC and other City wholesale customers to proposed changes in 
water cost of service methods, rate structures, and revenue requirements.  It is apparent that this effort by the 
City to align all of the wholesale water contracts with a uniform cost of service methodology will involve detailed 
discussions and amendments to existing contracts.   

The City has proposed an aggressive schedule to review this proposal, negotiate any necessary contract 
amendments, and integrate the results into the City’s 2014 budget process.  The schedule calls for the release of 
the cost of service computer spreadsheet model on or about April 1, 2013, one-on-one meetings commencing in 
mid-April, and the conclusion of negotiations on or about May 1, 2013.  All of these activities would take place 
with the model set-up to reflect audited 2012 financial results.  The resulting wholesale rate adjustment factors 
would then be applied to 2014 budgeted expenses to derive indicated rate increases that would be effective 
January 1, 2014.   

Within the next few weeks, City audited financial statements will be available for review.  At that time, initial 
due diligence activities can begin as a lead-up to the April 1 release of the rate model.  This review will require a 
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concentrated work effort to complete all reviews and analyses prior to anticipated one-on-one customer 
meetings beginning in mid-April. 

The JWC and several other wholesale cities have expressed an interest in conducting a detailed review of the rate 
model, indicated 2012 wholesale rate factors, and financial impacts of proposed changes in the City’s cost of 
service methods.  As a result, the JWC has requested that EFG submit a proposal to conduct these services and 
identify those costs that would be common to all customers and those which would be customer-specific so that 
the JWC might manage a single consulting contract benefitting multiple customer cities. 

Goals 

The goals of this Review are as follows: 

• Conduct detailed due diligence reviews of the City water rate proposal and cost of service analysis.   

• Attend one-on-one meetings with the City. 

• Compare and contrast existing wholesale water purchase agreements with City-proposed revenue 
requirements, cost of service methods, and other business terms and conditions affecting the cost 
of City water. 

• Evaluate the City’s inside-city water rate structure and develop benchmark concepts to allow the 
future indexing of wholesale water rates with City inside-city rates. 

• Monitor the City’s 2014 budget process and assess the financial impacts on the JWC and with 
other participating city wholesale customers. 

Scope of Services 

The following tasks are proposed to reach these goals and objectives. 

 

Task 1 | Due Diligence 

EFG shall conduct a detailed due diligence of the City’s water enterprise fund and 2013 Water Rate Study.  EFG 
shall meet with City Water and Finance department staff to collect and discuss financial statements, MERF 
allocation studies, depreciation and fixed asset schedules, General Fund service cost allocations, capital 
improvement plans, unaudited management statements, and other information related to the cost of providing 
water service to the City’s wholesale water customers.   

EFG shall conduct a detailed audit of the City’s computer spreadsheet rate model. This audit shall include: 
precedent and dependent cells, data validity, program logic, error-checking, and other spreadsheet audit 
functions.  

EFG shall analyze the cost of service methods employed in the analysis and compare and contrast these with 
AWWA Manual M1 (which is explicitly referenced in the JWC Water Purchase Agreement.)  EFG shall pay 
particular attention to the use of a “residual cost” approach to determining inside-city revenue requirements.  
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EFG shall reconstruct 2012 revenue requirements that were used as a target rate year for the 2013 Water Rate 
Study.  This will involve the development of four distinct revenue requirements methods as used by the City and 
its consultants. 

 

Task 2 | Inside-City Rate Benchmark and 2014 Budget  

EFG shall analyze the City’s “Mayor’s Recommended” budget proposal and assess its financial impact on the 
JWC.  

EFG shall analyze the City’s inside-city water rate structure and assess the ability to use such rates as a 
benchmark for the future indexing of wholesale rates. EFG shall identify alternatives to the City’s proposal to 
use an average cost per hundred cubic feet as such a benchmark.   

 

Task 3 | Rate Review Report and Documentation 

EFG shall prepare a detailed letter report documenting the analysis, methods, conclusions and 
recommendations from Task 1 and 2 activities.   

EFG shall prepare additional memoranda, talking points, and negotiating notes as necessary. 

 

Task 4 | Customer Specific Analyses and Communications 

EFG shall analyze the customer city water purchase and usage records to assess peak-to-average ratios and 
develop a negotiating strategy for discussions with the City. 

EFG shall analyze the city’s Minneapolis Water Purchase Agreement and compare and contrast the business 
terms and conditions as against those proposed by the City.  EFG shall also estimate the financial impact of the 
various proposed methods and refinements. 

EFG shall participate in the following meetings.  EFG will produce presentation materials, handouts, as required 
and requested. 

1. Two meetings with customer city representatives. 

2. Two one-on-one meetings between customer city and City representatives. 

 

Schedule and Budget 

EFG understands and accepts that the schedule to complete these services will be largely dictated by others.  
EFG has made this project its first priority. Assuming a April 1, 2013 release of the cost model, Tasks 1 and 2 are 
proposed to be completed by April 15, 2013, prior to planned one-on-one customer meetings.   
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Tasks 1-3 services are proposed to be conducted for a total fee not to exceed $32,900. Per city services (Task 4) 
are proposed to be conducted for up to $8,750 per city depending on the number of meetings required.  Invoices 
will be submitted monthly and will itemize costs related to each participating customer city. No other EFG 
personnel will be assigned to this work without prior approval. 

We appreciate the opportunity to submit this proposal to the Department and look forward to your favorable 
response. Thank you. 

Very Truly Yours, 
ENVIRONMENTAL FINANCIAL GROUP INC 

	  
Scott E. Harder, President and CEO 
 
cc: Jeannine Clancy, City of Golden Valley 
 



Environmental Financial Group Inc.

 Scott 
Harder 

 Admin 
Asst  TOTALS 

Hourly Rate 175.00$          45.00$             

TASK 1 - Due Diligence
Task 1.1 Data and Document Collection and Review 16               -             2,800$       
Task 1.2 Methodology Analysis 24               -             4,200$       
Task 1.3 Revenue Requirements Analysis 32               -             5,600$       
Task 1.4 Rate Model Error Checking 32               -             5,600$       
SUBTOTAL LABOR 104            -             18,200$    

Travel[1] -$           
Printing, courier, communications -$           

Subtotal Other Direct Costs -$           
SUBTOTAL 18,200$  

TASK 2 - Inside-City Rate Benchmark and2014 Budget Analysis 
Task 3.1 Inside-City Rate Benchmark Options Analysis 24               -             4,200$       
Task 3.2 Minneapolis 2014 Budget Review and Rate Impact 24               -             4,200$       
SUBTOTAL LABOR 48               -             8,400$       

Travel[1] -$           
Printing, courier, communications -$           

Subtotal Other Direct Costs -$           
SUBTOTAL 8,400$    

TASK 3 - Rate Review Report and Documentation
Task 3.1 Rate Review Letter Report 24               -             4,200$       
Task 3.2 Memoranda, other written communications 12               -             2,100$       
SUBTOTAL LABOR 36               -             6,300$       

Travel[1] -$           
Printing, courier, communications -$           

Subtotal Other Direct Costs -$           
SUBTOTAL 6,300$    

DUE DILIGENCE TOTAL 32,900$  

TASK 4 - Customer-Specific Analyses and Communications
Task 5.1 Peaking Factor Analysis and Financial Impact 24               -             4,200$       
Task 5.2 Customer city agreement review 8                 -             1,400$       
Task 5.3 Minneapolis Customer Meetings and Preparation (2) 12               -             2,100$       
Task 5.4 Client Meetings and Preparation (2) 6                 -             1,050$       
SUBTOTAL LABOR 50               -             8,750$       

Travel[1] -$           
Printing, courier, communications -$           

Subtotal Other Direct Costs -$           
CUSTOMER CITY TASK TOTAL 8,750$    

(PER CITY)

[1] Customary travel expenses are included in hourly rate.

Minneapolis Water Rate Review - Detailed Budget
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