
JOHN N. HUGHES 
AZ'TORNEYATLAW 

PROFESSIONAL SERVICE CORPORATION 
124 WEST TODD STREET 

FRANKFORT, KENTUCKY40601 

TELEPHONE: ($02) 227-7270 I A ! k u w  TELEFAX (502) 875-7059 

October 9,2006 

Beth O'Donnell 
Executive Director 
Public Service Commission 
21 1 Sower Blvd. 
Frankfort, KY 40601 

2006 
Re: Case No..2885-00400 

Dear Beth: 

In response to the commission's letter of September 7, 2006, Northem Kentucky 
Water District provides the final approval letter from KIA for the proposed $4,000,000 
loan, which contains all terms, conditions and other comments relative to the loan. This 
information completes the District's response to that deficiency letter. 

If you have any other questions, please contact me. 

Attorney for Northern Kentucky 
Water District 

Attachments 

Cc: Attorney General 



KENTUCKY INFRASTRUCTURE AUTHORITY 

Ernie' Fletcher 
Governor 

October 6,2006 

1024 Capital Center Drive, Suite 340 
Frankfort, Kentucky 40601 

Phone (5021 573-0260 
Fax (502) 573-0157 

http://kia.ky.gov 

iody E. Hughes 
Executive Director 

C. Ronald Lovan, P.E. 
President I CEO 
Northern Kentucky Water District 
2835 Crescent Springs Road 
Erlanger, KY 41 01 8 

KENTUCKY INFRASTRUCTURE AUTHORITY 
FEDERALLY ASSISTED DRINKING WATER REVOLVING LOAN FUND 

CONDITIONAL COMMITMENT LElTER (F06-03) 

Dear Mr. Lovan: 

The Kentucky Infrastructure Authority (KIA) commends your efforts to improve public 
service facilities in your community. Your loan application to the KIA to construct 
improvements to the Memorial Parkway Water Treatment Plant was approved by KIA on 
October 5, 2006. The total cost of the project shall not exceed $6,865,000 of which the 
KIA loan shall provide up to $4,000,000. Other anticipated funding for the project is 
reflected in the attached credit analysis. The credit analysis and the Application for Loan 
Assistance incorporated herein by reference fully describe the project. 

An Assistance Agreement will be executed between KIA and the Northern Kentucky Water 
District upon satisfactory performance of the conditions set forth in this letter. A period of 
six months from the date of this letter (April 6, 2007) will be allowed for you to meet the 
conditions set forth in this letter. Funds will be available for disbursement only after 
execution of the loan agreement. 

The Assistance Agreement and this commitment shall be subject, but not limited to, the 
following terms: 

1. The KIA project loan shall not exceed $4,000,000. 

2. The loan shall bear interest at the rate of 3.0% per annum commencing with 
the first draw of funds. 

An Equal Opportunity Employer MIFID 
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3. The loan shall be repaid over a period not to exceed 20 years from the date 
the loan is closed. 

4. Interest shall be payable on the amount of actual funds received. The first 
payment shall be due on June 1 or December 1 immediately succeeding the 
date of the initial draw of funds, provided that if such June 1 or December 1 
shall be less than three months since the date of the initial draw of funds, 
then the first interest payment date shall be the June 1 or December 1 which 
is at least six months from the date of the initial draw of funds. lnterest 
payments will be due each six months thereafter until the loan is repaid. 

5. Full principal payments will commence on the appropriate June 1 or . . 
~ecember 1 wkhh twelve months from initiation of operation. Full payments 
will be due each six months thereafter until the loan is repaid. 

6. A loan sewicing fee of 0.25% of the annual outstanding loan balance shall 
be payable to KIA as a part of each interest payment. 

7. Loan funds will be disbursed after execution of the loan agreement as project 
costs are incurred. 

8. KIA loan funds must be expended within six months of official date of 
initiation of operation. 

9. KIA Fund "P' loan funds are considered to be federal funds. OMB Circular A- 
133, "Audits of States, Local Governments and Non-Profit Organizations, 
requires that all recipients and subrecipients expending $300,000 or more 
in a year in federal awards must have a single or program-specific audit 
conducted for that year in accordance with the Circular. If the federal 
amount expended plus all other federal funds expended exceeds the 
threshold, you are required to arrange for an A-133 audit to be performed by 
an independent, licensed CPA, or in special cases, the Auditor of Public 
~ccounts of the Commonwealth of ~entucky. KIA requires an annual audit 
to be preformed for the life of the loan. 

The following is a list of the standard conditions to be satisfied prior to execution of the 
Assistance Agreement or incorporated in the agreement. Any required documentation 
must be submitted to the Division of Water (DOW). 

1. The Authority to Award (bid) package must be submitted to the Division of 
Water for approval within 21 days of bid opening. 
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2. The Assistance Agreement must be executed within six (6) months from bid 
opening. 

3. The final plan of operation must be approved prior to 50 percent payment, 

4. The draft operation and maintenance manual must be approved prior to 90 
percent payment. The final operation and maintenance manual must be 
approved prior to final payment and loan closing. 

5. The city must agree to expend all KIA loan funds within six months of the 
date of initiation of operation. 

6. Documentation of final funding commitments from all parties other than KIA 
as reflected in the credit analysis shall be provided prior to preparation of the 
loan agreement and disbursement of the loan monies. Rejections of any 
anticipated project funding shall be immediately reported and may cause this 
loan to be subject to further consideration. (KIA) 

7. The loan must undergo review by the Capital Projects and Bond Oversight 
Committee of the Kentucky Legislature prior to the state's execution of the 
Assistance Agreement. The committee meets monthly on the third Tuesday. 
At this time we know of no further submission required for their review; 
however, they may request information as needed. 

8. The city must complete and return to KIA the attached "Authorization For 
Electronic Deposit of Vendor Paymenf' Form. 

Any special conditions listed below andlor stated in the credit analysis must be resolved. 

Please inform KIA of any changes in your financing plan as soon as possible. We wish you 
every success for this project which will benefit both your community and the 
Commonwealth as a whole. 

Sincerely, 

Sandy ~ i l d a m s  
Financial Analyst 
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Attachments 

cc:' Mr. Richard Harrison, Northern Kentucky Water District 
Mr. Robert J. Sturdivant, Quest Engineers, Inc. 
Ms. Jennifer Peters, Division of Water 
Mr. Dirk Bedarff, Peck, Shaffer & Williams LLP 
State Local Debt Office, GOLD 

Please sign and return a copy of this letter indicating your acceptance of this commitment 
and its terms. Also attach the completed "Authorization For Electronic Deposit of Vendor 
Payment" Form. 

Accepted Date 



AUTHORIZATION FOR ELECTRONIC DEPOSIT 
OF BORROWER PAYMENT 

KENTUCKY INFRASTRUCTURE AUTHORITY 
(FUND F0893) 

Borrower Information: 

Name: 

Address: 

City: State: Ky Zlp: 

Telephone: Contack 

Federal I.D. # 

Financial Institution Information: 

Bank Name: 

Branch: Phone No: 

City: State: - Zip: 

Transit I ABA No.: 

Account Name: 

Account Number: 

I, the undersigned, authorlze payments directly to the account indicated above and to correct 
anv errors whlch may occur from the transactions. I also authorlze the Financial Institution 
to post these transa&lotis to that account. 

Signature: Date: 

Name Printed: Job Title: 

Please return completed form to: Kentucky Infrastructure Authority 
1024 Capital Center Drive, Suite 340 
Frankfort, KY 40601 
phone: 502-573-0260 
fax: 502.57341 57 



EXECUTIVE SUMMARY Reviewer: Sandy Williams 
KENTUCKY INFRASTRUCTURE AUTHORITY Date: October 5,2006 
FUND F, FEDERALLY ASSISTED DRINKING WATER KIA Loan Number: FO&03 
REVOLVING LOAN FUND WRlS Number: WX21037560 
BORROWER: INORTHERN KENTUCKY WATER DISTRICT 

Kenton County 
BRIEF DESCRIPTION: /The Northem Kentucky Water District is requesting a Fund F loan in the amount of 

$4,000,000 to construct improvements to the Memorial Parkway Water Treatment Plant 
(MPTP). The project includes (1) improvements to the Memorial Parkway Water 
Treatment Plant (MPTP) chemical building (2) renovation of three MPTP filters (3) 
rehabilitation of the MPTP clearwell (4) replacement of the Chesapeake Avenue main 
and (5) replacement of the Montross Avenue main. 

PROJECT FINANCING: I 
KIA Fund F Loan $ 4,000,000 
Local Funds 2,865,000 
TOTAL $ 6,865,000 

PROJECT BUDGET I 
Administrative and Legal $ 15,928 
Engineering Design $ 603,299 
Construction $ 5,899,484 
Miscellaneous $ 70,000 
Contingencies $ 276,289 
TOTAL $ 6,865,000 

REPAYMENT I Est. Annual 
Rate 3.00% Payment $277,417 
Term 20 years 1st Payment 6 Mo. after first draw 

PROFESSIONAL SERVICES l~ngineer Quest Engineers, Inc. 
Bond Counsel Peck, Shafer, &Williams 

PROJECT SCHEDULE 1 Chesaoeake Montrms - MPTP 
Construction Award: June 2006 July 2006 November 2006 
Construction Start: July 2006 September 2006 January 2007 
Construction Stop: October 2006 October 2006 Janualy 2008 

DEBT PER CUSTOMER ]Existing: $ 1,950.96 
- 

Proposed: $ 1,709.78 
OTHER DEBT lSee Attached 

OTHER STATE-FUNDED 
PROJECTS LAST 6 YRS See Attached 

RESIDENTIAL RATES I &gg Ava. Bill 
Current 77,092 $24.39 (for 4,000 gallons) 
Additional Proposed 0 $24.39 (for 4,000 gallons) 

,REGIONAL COORDINATION ]This project is consistent with regional planning recommendations. 

CASHFLOW w 
/ DebtSe~lce Debt Sewlce Sewlce Coverage Ratlo 

Audited 2002 13,787,462 8,949,915 4,837,547 1.54 
Audited 2003 12,859,892 11,848,744 1,011,148 1.09 
Audited 2004 16,902,093 10,038,406 6,863,687 1.68 
Audited 2005 18,015,045 10,800,890 7,214,155 1.67 
Projected 2006 17,441,161 11,717,221 5,723,940 1.49 
Projected 2007 17,583,389 11,471,489 6,111,900 1.53 
Projected 2008 18,171,697 11,382,074 6,789,623 1.60 
RATIOS I Current Ratlo Debt to Equity Working Capital 
Audited 2004 1.93 1.63 $6,924,054 
Audited 2005 1.60 1.67 $6,475,020 
Projected Project Completion 1.89 1.54 $7,998,875 



Reviewer: Sandy Williams 
Date: October 5,2006 

KENTUCKY INFRASTRUCTURE AUTHORITY 
DRINKING WATER REVOLVING LOAN FUND (FUND "F") 

NORTHERN KENTUCKY WATER DISTRICT, KENTON COUNTY 
CREDIT ANALYSIS 

I. PROJECT DESCRIPTION 

The Northern Kentucky Water District is requesting a Fund F loan in the amount of 
$4,000,000 to construct improvements to the Memorial Parkway Water Treatment Plant 
(MPTP). The project includes (1) improvements to the Memorial Parkway Water 
Treatment Plant (MPTP) chemical building (2) renovation of three MPTP filters (3) 
rehabilitation of the MPTP clearwell (4) replacement of the Chesapeake Avenue main 
and (5) replacement of the Montross Avenue main. 

In addition to sewing the City of Newport, the MPTP will help provide some treatment 
plant redundancy and will help meet future growth needs for the District. Several 
components of this facility and the distribution system it serves were identified for 
improvement. These improvements include (1) the replacement of chemical storage 
and feed systems, (2) improvements to three of their six filters, and (3) improvements 
and repairs to (a) the 3 million gallon finished water clearwell, (b) a key redundancy 
interconnect between the Newport Low Service and High Service portions of the 
distribution system, and (c) the replacement of a 4-inch transite water main. 

The MPTP existing chemical building is in poor condition and was designed for dry 
chemical storage only. The district needs to use liquid chemicals to meet current 
standards for water treatment. The proposed project would involve rebuilding the 
existing chemical building and appurtenances, updating the outdated chemical pumps 
and piping, and upgrading the liquid chemical storage areas to include a containment 
system. These improvements will help improve the efficiency of the plant and the 
overall site safety which would benefit existing and future customers. This project also 
includes some modifications to the reservoir pumping station and pipe work. This 
improvement will allow the MPTP to supplement the potable watersupply of the District, 
improve microbiological and turbidity -removal by enhancing chemical systems and 
improving chemical reliability and produce a more consistent water quality. 

The second component of this project includes renovating three filters because 
currently only three of the six available filters are functional. The three filters cannot be 
used because of problematic valves, nonfunctioning surface wash systems and media 
difficulties. This improvement will rehabilitate Filters 1,2 and 3 for operational flexibility 
and redundancy purposes. Presently there is filter redundancy when the plant is at 



capacity. This improvement will provide better finished water turbidity by improving the 
filter performance of the non-renovated filters and allowinn the filters to perform at the 
lowe;flow rate. This improvement will also help allow the $ant to be expanded to meet 
future supply needs. 

The third component of this project includes rehabilitation and baffling the District's 
MPTP 3-mgd cleatwell. The existing valves that control water flow through the clear 
well's chambers are not functional. As a result, the separate chambers cannot be 
isolated independently of each other making inspection difficult and cleaning 
impossible. In addition the concrete is in need of repairs in numerous locations due to 
cracking and chipping and exposed reinforcing rods. NKWD has also performed a 
tracer study of the clearwell and has found that in its current condition, it will not be able 
to meet disinfection contact time requirements during cold water temperatures at flow 
rates near the plant's rated capacity. As a result, the NKWD would intend to also install 
baffling during the renovation project to improve disinfection performance at the MPTP. 
As a result of these improvements, CT removal requirements for microbial pathogens 
would be greatly improved. The clearwell rehabilitation and baffling improvement will 
provide better finished water quality by improving the disinfection efficiency of the 
treatment plant. 

The fourth component involves a critical interconnection on Chesapeake Avenue 
between the distribution sewice area served by the District's Fort Thomas Treatment 
Plant and the MPTP service area. This new water main improvement includes an 
interconnection between the District's 1017 gradient service area and its 740 service 
area in Newport. This improvement will (1) enhance pressure during emergency 
conditions created by breaks and leaks in the district's aged distribution system and (2) 
provide supplemental flow in the event of inadequate distribution storage due to a 
system emergency. The existing 6-inch main will be replaced with a new 12-inch main. 

The final component involves the replacement of a 460-foot long section of 4-inch 
transite water main on Montrose Avenue located in the Ci of Fort Thomas. The 4-inch 
main will be replaced with a 6-inch water main. 

Fund F Local 
II. PROJECT BUDGET Loan Funds Total 

Administrative and Legal 15,928 $ 15,928 
Engineering 603,299 603,299 
Construction $ 4,000,000 $ 1,899,484 5,899,484 
Miscellaneous 70,000 70,000 
Contingencies 276,289 276,289 
Total Budget $ 4,000,000 $ 2,865,000 $6,865,000 



Ill. PROJECT FUNDING 

A. Funding Sources 
KIA Fund F Loan 
Local Funds 
Total Funding 

B. KIA Debt Service 
Construction Loan $4,000,000 
Interest Rate 3.00% 
Loan Term (Years) 20 
Estimated Annual Debt Service $ 267,417 
Administrative Fee (0.25%) $ 10,000 
Total Estlmated Annual Debt Sewlce $ 277,417 

IV. PROJECT SCHEDULE 
Chesa~eake Montross MPTP 

Construction Award Date: June 2006 July 2006 November 2006 
Construction Start Date: Julv 2006 Seatember 2006 Januarv 2007 
Construction End Date: 0ctobh 2006 October 2006 ~ a n u a j  2008 

V. DEBT OBLIGATIONS 

Issue 
Series 1997 Revenue Bonds 
Series 1998 Revenue Bonds 
Series 2001 Revenue Bonds 
Rural Development Loan 
Series2002ARevenueBonds 
Series 20028 Revenue Bonds 
Series2003ARevenueBonds 
Series 20038 Revenue Bonds 
Series 2003C Revenue Bonds 
Series 2004 Bond Anticipation Notes 
Series 2004 Revenue Bonds 
Taylor Mill Purchase Financing 
Series 2005 Bond Anticipation Notes 
Deferred Note Payable 

Total 

Amount 
Outstanding 
$6,310,000 
$9,805,000 

$1 5,335,000 
$2,196,000 

$44,430,000 
$9,095,000 
$1,545,000 

$28,600,000 
$21,200,000 
$3,605,000 

$10,185,000 
$2,375,000 

$1 7,980,000 

Maturity 
Date 
2022 
2028 
2026 
2039 
2027 
201 7 
2032 
2028 
2020 
2006 
2029 
201 8 
2007 

nla 



VI. CONTACTS 

C. Ronald Lovan, P.E. Robert J. Sturdivant 
President / CEO Associate 
Northern Kentucky Water District Quest Engineers, Inc. 
2835 Crescent Springs Road 251 7 Sir Barton Way 
Erlanger, KY 41 01 8 Lexington, KY 40509 
859-578-9898 859-223-3755 
859-578-7893 859-223-31 50 

VII. OTHER STATE OF FEDERAL FUNDING IN PAST FIVE YEARS 
KIA 2007 IEDF Non-Coal Grant Subdistrict 1 System lmprovements $2,000,000 
KIA 2007 IEDF Non-Coal Grant Covington System lmprovements $2,500,000 

VIII. DEMOGRAPHICSIRATE STRUCTURE 

A. DEMOGRAPHICS 

The district is located in Kenton County, in the northern part of the state and 
provides sewice to Campbell and Kenton counties and portions of Boone, Grant 
and Pendleton counties. Kenton County has a population of 151,464 with a 
median household income of $43,906, which is greater than the median 
household income for the Commonwealth of $33,672. Based on median 
household income, the project qualifies for the 3% standard interest rate. 

B. CUSTOMER MIX Additional 
Current Proposed 

Residential 72,484 0 
Commercial 4,485 0 
Industrial 123 - 0 
Total 77,092 0 

Collection rates for the system average 98.5%. 

The district also supplies wholesale water at $2.40 per 1,000 gallons to the 
Pendleton County Water District, the City of Walton and the Bullock Pen 
Water District sewing an additional 9,484 customers. 

C. RATE STRUCTURE 

The current monthly charge for 4,000 gallons of residential water service is 
$1 4.06 with monthly surcharges ranging from $12.02 to $37.50 depending upon 



the Sub district location. A rate increase is not proposed to accommodate the 
debt service for this project. 

IX. FINANCIAL ANALYSIS (See Exhibit 1) 

Exhibit 1 represents audited financials on the system from FY2002 through FY2005 
with anticipated projections through FY2008. 

A. HISTORICAL 

After flat revenues growth between fiscal years 2002 to 2003 at 1%, revenues 
rose sharply during the next two years.   he district experienced a 14% jump in 
revenue in 2004, increasing from $28.2 million in 2003 to $32.2 million in 2004. 
Growth continued in 2005 although at a slower pace. Revenue grew an 
additional 8% to $34.8 million. Operating expenses rose steadily throughout the 
period, averaging 7% for the same time period. Non-operating income, 
comprised primarily of investment income and capital contributions, made up 
approximately one-third of the cash available for debt service. Capital 
contributions represent assessments and reimbursements to recover the costs 
of new services-and extensions of the distribution system. The District does not 
include the amount of costs incurred and contributed bv outside contractors for 
installation of distribution systems which the District absorbs and provides for 
their operations and maintenance. 

The balance sheet shows debt to equity ratios from 2002 to 2005 increasing 
slightly from 1.51 to 1.67. This indicates that system growth has not been 
entirely financed through debt and that some growth has most likely been 
financed from system revenues. 

B. PROFORMA 

Projections based on the following assumptions: 

Revenues for 2006,2007 and 2008 reflect a 5% increase annually in water 
sales. 
Expenses for 2006,2007 and 2008 were increased 5% per year. 
Investment income was decreased by more than half to reflect expenditures 
from bond proceeds for capital construction projects. 
Existing debt service, including principal and interest, was based on 
amortization schedules included in the audited financial statements. 

Debt service on the Fund F loan will add $277,417 to the outstanding debt for 
the system. Based on the above assumptions, the system will maintain 
adequate debt coverage over the next three years. 



C. REPLACEMENT RESERVE 

The Northern Kentucky Water District self funds an "Improvement, Repair and 
Replacement Account" which is available to make major repairs and 
replacements and to pay the cost of construction of additions, extensions and 
improvements to the water system. The account assets as of December 31, 
2005 are $3,074,102. Based on the account already in place, the system will 
not be required to further fund an additional replacement reserve specifically for 
this loan. 

X. REGIONAL COORDINATION 

This project is consistent with regional planning recommendations. 

XI. RECOMMENDATIONS 

KIA staff recommends approval of the loan. 



EXHIBIT 1 
NORTHERN KENTUCKY WATER DISTRICT 
CASHFLOW ANALYSIS 

opunnng Revenues 
Water Sales 
Forfeited Discounts 
Rents From Properly 
Other Water Revenue 
ToWRBVBnues 

w n g  Expenses 

Audited K Audilsd 70 Audlted YO Audited 
2002 Change 2003 Change 2004 Change 2MH 

27,046,947 0% 27.167.452 14% 30,931,919 7% 33,229,278 
371.144 26% 469.253 33% 621.671 21% 752.736 

Non-OpzWng Income end Ex$n3nses 
1-m Income 1,148,898 -21% 910.431 -13% 791,405 135% 1,662,615 
Miscellaneous Non-Operating Income 76,910 309% 314,577 -90% 31,136 -83% 5.432 
Capita1 C~nti-ibutiom 2.038.964 -8% 1.675.382 133% 4.368.357 -347e 2.900.277 

PtoJected Projected Projected 
2006 2007 M08. 

34,890,742 36,635,279 38,467,043 
790.373 752.736 790.373 

Operating and Maintenance Expense 17.160,952 h 18,734803 8% 19,949,361 5% 21,023,284 
DepreciatMn 4,466,961 1% 5,016,275 Wh 5,329,289 4% 5,562,139 
T o l s l ~  21,849,913 10% 23,751.178 6% 25276,650 5% 26,585,423 

. . 
other ~on-operatimg tnmme & Expense (9,600) -7244% e8%&92 -100% 0 
Amortization of Debt D i i u n t  and Expense (316,005) 23% (392,248) 34% (524,696) I 1576,61 
T~PalNorrOperatfngfnWbn~?&- 2.937.167. 1 3,393.984 37% 4.665.202 .lWh 

22,074,448 23,176,171 24,337,079 
5.784.625 6,016,010 6.256850 

27,859,073 29,194,180 30,593,729 

- . . 
10% 12% 14% 

Add NOrrCwh EraaMes 

Caclh Avallabfa for Debt Sarvtce 13,787,462 -7% 12,8!iB,892 31% 18,902,093 7% 16,0lS,W5 17,441,161 17,583359 18,171,697 I 
Delrt Service 
Existing Debt - Principal 
Edsting Debt - Interest 
Fund F KIA Loan 
T ' l  Debt s(WYim 

Income After Deb1 Servfce 

Debt Coverage Ratio 1.54 1.09 1.68 1.67 1 1.49 1.53 1.60 



EXHIBIT 1 Con% 
NORMERN KENTUCKY WATER DlSTRtCT 
BALANCE SHEETS 

ASSETS 
CunemAsssts 
cash and cash Equivalents 
AWUmS ReCeNBblE 
Assessments Receivable 
inventory 
Prepaid Items. 

TOW mnem Asssts 

Bwne Florence Settlement 
Bond Proceeds ~ u n d  
~ e b t  se~vice Resewe Account 
Debt SewIce Accwnl 
Improvement. ReWr 8 Replacement 
Total R&ctsd Asssts 

Uxsd Aesets 
Property, Plan1 and Equipment 
Unc&ified Plant. CMlstruction in Progress 
Less Aocum&ted Depreciation 

Total Flxedl\8llsts 

m r  Aesets 
Deferred Charges 

Totel OUler A- 

Accounts and Notes Payable 
Accrued Payroil and Taxes 
omer Accrued uabilnles 

Payable From fiwrfctsd AI)W 
Accounts PavaMe 
Accrued in te i~n Payable 

rota1 PeysblO horn RSaMcisd- 

~rmi led  Indebtedness 
Delefred Note PayaMe 

Total TWm UOblIIUs 

Total Usbllltlsa 

N a  l\sssts 
Invested in Capilal 
Restricted 
Unrestllcted 

Total Net Asaals 

Total UaMlMs a m  Equltts 

Belanee shwt ~ n s i y a ~ s  
Current ~ a t i o  
Debt to Equily 
WorWng Capkal 
Percent of Total Assets in Working CapW 


