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COMMONWEALTH OF KENTUCKY 

EFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of 

THE APPLJCATION OF KENTUCKY- ) 
AMERICAN WATER COMPANY FOR A ) 
CERTIFICATE OF CONVENIENCE AND ) 

PUBLIC SERVICE 
COMMISSION 

NECESSITY AUTHORIZING THE ) CASE NO. 2007-00134 
CONSTRUCTION OF KENTUCKY RIVER ) 
STATION 11, ASSOCIATED FACILITIES ) 
AND TRANSMISSION MAIN ) 

RESPONSES F BLUEGRASS WATER SUPPLY COMMISSION 

TO COMMISSION’S 

POST-HEARING IREQIJESTS FOR INFOMATION 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Comes the Bluegrass Water Supply Commission (the “BWSC”), for 

its Responses to the Public Service Commission’s Post-Hearing Requests for 

Information, and states as shown on the following pages. 

Y DAMON R. TAL,LEY 
PO BOX 150 
HODGENVIL,LE, KY 42748 
ATTORNEY FOR BWSC 



COMMONWEKTH OF KENTTJCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF KENTUCKY-AMERICAN ) 
WATER COMPANY FOR A CERTIFICATE OF 

TEE CONSTRUCTION OF KENTUCKY NVER 
STATION 11, ASSOCIATED FACILITIES AND 

) 

) 
) 

CONVENIENCE AND NECESSITY AUTHORIZING ) CASE NO. 2007-00 134 

TRANSMISSION MAIN ) 

CERTIFICATION OF RESPONSES TO COMMISSION’S 

POST-HEARING REQUESTS FOR INFORMATION 

This is to certifl that I have supervised the preparation of the Bluegrass Water 

Supply Commission’s Responses to the Public Service Commission’s Post-Hearing 

Requests for Information. The responses are true and accurate to the best of my 

knowledge, information and belief formed after reasonable inquiry. 
/-. 

Date: 1-4-08- 4 - 
Thomas P. Calkins, Chair 
Bluegrass Water Supply Commission 

S/BWSC/Certification - PSC Data Requests 



CERTIFICATE OF SERVICE 

This is to certify that a true copy of the attached document has been 
served by first class U.S. Mail, postage prepaid, this 9th day of January , 
2008, to the following: 

Hon. A. W. Turner, Jr., Gen. Counsel 
Kentucky-American Water Co. 
2300 Richmond Road 
L,exington, Kentucky 40502 

Hon. Lindsey W. Ingram, I11 
Stoll Keenon Ogden PLLC 
300 West Vine Street, Suite 2100 
L,exington, Kentucky 40507- 180 1 

Hon. David E. Spenard 
Assistant Attorney General 
1024 Capital Center Drive, Suite 200 
Frankfort, KY 4060 1-8204 

Hon. David J. Barberie 
Lexington-Fayette Urban Co. Gov. 
Department of Law 
200 East Main Street 
Lexington, KY 40507 

Hon. David F. Boehm 
Boehm, Kurtz & Lowry 
36 East Seventh Street, Suite 21 10 
Cincinnati, Ohio 45202 

Hon. John N. Hughes 
124 West Todd St. 
Frankfort, KY 4060 1 

Hon. Thomas J. FitzGerald 
Kentucky Resources Council, Inc. 
PO Box 1070 
Frankfort, KY 40602 

Hon. Stephen Reeder 
Kentucky River Authority 
70 Wilkinson Blvd. 
Frankfort, KY 4060 1 

Hon. John E. Selent 
Dinsmore & Shohl LLP 
1400 PNC Plaza 
500 West Jefferson Street 
L,ouisville, KY 40202 

Hon. Barbara K. Dickens 
L,ouisville Water Company 
550 South Third Street 
L,ouisville, KY 40202 
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1. Identify each alternative to the construction of the facility proposed 

in Kentucky-American’s application that BWSC has considered within the 

past 5 years. For each such alternative, provide: 

a. A brief description of the alternative. 

b. The names and positions of the persons who identified or 
proposed the alternative. 

c. The time period in which BWSC considered the alternative. 

d. The name and position of the person(s) who evaluated the 
alternative on BWSC’s behalf. 

e. The name and position of any non-RWSC personnel who 
evaluated the alternative. 

f. The best estimation of the cost of the alternative over a 30- 
year period as a present day value. 

g. The best estimation of the rate impact of the alternative. 

h. The best estimation of the time period for completing 
construction of the alternative. 

i. A narrative of the findings and conclusions of the person(s) 
identified in subparagraphs (d) and (e) above as having 
evaluated the alternative which includes the basis for not 
pursuing the alternative. 

SPONSE: 

Overview. BWSC and its predecessor organization, the 

Bluegrass Water Supply Consortium (the “Consortium”), have 

identified and evaluated over 40 water supply alternatives since 
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A comprehensive analysis of 40 of these water supply 1999. 

alternatives for central Kentucky is contained in the Water System 

Regionalizatiorz Feasibility Study (the “Regional Study”) prepared by 

O’Brien and Gere Engineers, Inc. for the Bluegrass Area Development 

District in association with the Consortium. The Regional Study has been 

discussed throughout this proceeding and has been identified by various 

names including: the “O’Brien and Gere Report”; the “O’Brien and Gere 

Study”; the “Regional Feasibility Study”; and, perhaps, by other names. The 

report shall be referred to as the “Regional Study” throughout the remainder 

of this Response. The Regional Study was filed with the Commission on 

June 28, 2004 in Case No. 200 1-00 1 17. The Commission has incorporated 

by reference all records from Case No. 200 1-00 1 17 into the record of this 

case. 

The different water supply alternatives evaluated by RWSC and the 

Consortium can be summarized as follows: 

(1) The 40 alternatives identified and evaluated in the 
Regional Study; 

(2) Additional Louisville Water Company proposals; 

(3) 

(4) Frankfort Supplemental Supply Option. 

Versailles Interim Supply Option; and 
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These alternatives will now be discussed in more detail. 

Regianal Study. The Regional Study commenced in August 2002 

and was completed in February 2004. George B. Rest, Senior Vice 

President of O’Rrien and Gere Engineers, Inc. (“O’Rrien & Gere”) headed 

the Consultant Team and was the primary author of the Regional Study. The 

Regional Study identified and evaluated 40 unique water supply alternatives 

for central Kentucky. These alternatives were grouped into five ( 5 )  

categories: 

1. Ohio River - seven options 
2. Kentucky River - eight options 
3. Existing reservoirs - seven options 
4. New reservoirs - twelve options 
5. Groundwater - six options 

A complete listing of all 40 alternatives is presented in Appenc ix F o f t  

Regional Study. A narrative description of each alternative is found 

ie 

in 

Appendix G of the Regional Study. The list of 40 water supply alternatives 

was separated into near-term and long-term groups based on the alternative’s 

potential to be implemented within 3 to 5 years. A total of 16 near-term 

alternatives were carried forward for further evaluation. Eight (8) of these 

alternatives were deemed “preferred” and were selected for further 

evaluation. The eight (8) preferred alternatives were: 
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1. Purchase treated water from Cincinnati Water Works via 
Boone Florence Regional Water Cornmission; 

2. Purchase treated water from Cincinnati Water Works via 
Bracken County; 

3. Purchase treated water from L,ouisville Water Company; 

4. Purchase treated water from Carrollton UtilitiesKarroll 
County Water District No. 1; 

5. Purchase treated water from Greater Fleming County 
Regional Water Commission; 

6. Ohio River water withdrawal and new water treatment 
plant at Maysville/Dover; 

7. Ohio River withdrawal and new water treatment plant at 
Warsaw; and 

8. Kentucky River withdrawal and new water treatment 
plant at Kentucky River Pool No. 3, with supplemental 
raw water from the Ohio River. 

Section 3 of the Regional Study (pages 17-25) explains the selection process 

used to identify the eight (8) preferred alternatives. Section 3 also explains 

the five ( 5 )  evaluation criteria used to evaluate the alternatives and the 

weight given to each criteria. 

The estimated project costs and the present worth costs for each of the 

eight (8) preferred alternatives are shown in Table 3 on page 23 of the 

Regional Study. Bar graphs depicting the unit present worth and the annual 

cost for each of these preferred alternatives are contained in Appendix K of 
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the Regional Study. For convenience, Table 3 (page 23) and the two (2) bar 

graphs from Appendix K are provided as part of this Response under Tab 4. 

Next, the Consortium members and the Consultant Team conducted a 

painvise comparison process, which ranked each alternative against the 

other alternatives for each evaluation criteria. This process is described in 

detail on page 23 of the Regional Study. The top two (2) alternatives were: 

1. Kentucky River Pool 3 Water Treatment Plant, with a 
supplemental raw water line to the Ohio River; and 

2. Treated water purchased from Lmisville Water 
Company (the “LWC”). 

Page 24 of the Regional Study contains a bar graph depicting the score of 

each of the eight (8) alternatives. The bar graph is produced as part of this 

Response under Tab 5. 

The Consultant Team recommended the Kentucky River Pool No. 3 

alternative based on its highest overall score. The scoring for Pool No. 3 

was driven by first place rankings in implementability, flexibility, and water 

quality, and second-place ranking in cost. On October 13, 2003 at 

Workshop No. 6, the Consortium members voted unanimously to accept the 

recommendation of the Consultant Team and selected the Kentucky River 

Pool 3 alternative as the best alternative for solving the water supply deficit 

in central Kentucky. 



Item 1 
Page 6 of 11 

Additional L,WC Proposals. L,WC has submitted a total of four (4) 

proposals to BWSC and the Consortium. The four (4) LWC proposals are 

dated as follows: 

Proposal No. 1 : 
Proposal No. 2: August 8,2003 
Proposal No. 3: December 15,2005 
Proposal No. 4: October 25,2006 

July 9,2003 

The first two (2) proposals were submitted to the Consortium during the 

course of the Regional Study and were evaluated, along with approximately 

40 other distinct proposals or alternatives, by O’Brien & Gere and the 

Consortium members. 

Item 3 of this Response describes all four (4) L,WC proposals and lists 

the Tab number of this Response where each proposal may be found. 

L,WC Proposal No. 3 was requested by BWSC because the members 

of BWSC and KAWC had signed non-binding letters of intent to purchase a 

total of 3 1 million gallons per day (“MGD”) rather than the full 45 MGD as 

contemplated in the Regional Report. BWSC also requested L,WC to submit 

a proposal for providing lesser quantities of water. No formal action was 

taken by BWSC on LWC Proposal No. 3. 

L,WC Proposal No. 4 was requested by BWSC in 2006 when BWSC 

was evaluating whether to negotiate with KAWC to become a joint owner of 

the regional Pool 3 water treatment plant proposed by KAWC. This 
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proposal was tailored by LWC to supply just the needs of BWSC members. 

It did not provide any capacity for U W C .  BWSC evaluated L,WC Proposal 

No. 4 and determined that becoming a joint owner of the Pool 3 facilities to 

be constructed by KAWC would result in significantly cheaper water rates 

for BWSC members than accepting L,WC Proposal No. 4 or any of the 

previous LWC proposals. In addition, joint ownership of the Pool 3 

facilities offered other advantages for BWSC and its members. BWSC then 

voted unanimously at its January 22, 2007 Meeting to continue negotiating 

with KAWC toward joint ownership of a 25 MGD regional water treatment 

plant on Pool 3 of the Kentucky River. Those negotiations were ultimately 

successful as evidenced by the November 20, 2007 Agreement between 

KAWC and BWSC. 

George B. Rest of O’Brien & Gere evaluated LWC Proposals No. 1 

and No. 2 during the Regional Study. Bryan K. L,ovan of O’Brien & Gere 

evaluated L,WC Proposals No. 3 and 4 for BWSC. Bryan K. Lovan of 

O’Brien & Gere serves as the Program Manager for BWSC. 

Some of the documents produced as part of BWSC’s Response 

to Item 3 contain evaluations and recommendations of O’Brien & Gere and 

provide additional insight concerning the LWC proposals. These documents 

are: 
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Tab 14 

Tab 16 

Tab 18 

Tab 19 

ab 20 
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L,etter from O’Brien & Gere to BWSC dated 
October 12, 2005 confirming that the Pool 3 
Option recommended in the Regional Study is both 
the highest rated and lowest cost when evaluated 
“apples to apples” to the LWC proposals and other 
alternatives; 

Letter from BWSC to L,WC dated November 14, 
2005 requesting a revised proposal; 

O’Brien & Gere’s Preliminary Review and 
Analysis of LWC’s December 15, 2005 Proposal; 

Program Manager’s Report from O’Rrien and Gere 
to B WSC dated January 22,2007; 

L,etter from O’Brien & Gere to BWSC dated June 
4,2007 reviewing all 4 LWC proposals; and 

Program Manager’s report from O’Brien & Gere 
dated July 23,2007. 

Versailles Interim Supply Option. In late 2005 and 2006, BWSC 

investigated the possibility of obtaining an interim source of supply from the 

City of Versailles in the range of 2 to 3 million gallons of water per day 

(“MGD”). The City of Winchester had previously notified BWSC that 

Winchester will need an additional 1.6 MGD before the regional Pool 3 

water treatment plant, water transmission line and other facilities will be 

constructed. 

Versailles had recently completed the construction of a new water 

treatment plant with a rated capacity of 10 MGD. Its current usage was 4 to 
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5 MGD. Thus, Versailles had, and continues to have, some unused capacity 

at its water treatment plant. Since KAWC’s service area abuts Versailles’ 

service area, it is plausible that Versailles could sell a limited amount of 

water to KAWC which, in turn, could convey water to Winchester to 

address its near term deficit. 

Versailles expressed a willingness to open discussions concerning this 

matter. Versailles, in cooperation with BWSC, engaged the services of 

GRW Engineers, Inc. (“GRW’) to investigate the feasibility of Versailles 

selling water to KAWC. GRW completed its study and submitted a report 

dated April 14, 2006. The report is produced as part of this Response under 

6. 

The GRW Report concluded that Versailles could only sell 2 to 3 

MGD and only on a short-term basis. It would also require an up-front 

capital investment ranging from $185,000 to $400,000 to construct a booster 

pump station and other facilities. 

Bryan K. Lovan of O’Brien & Gere reviewed the GRW Report for 

B WSC. His evaluations, findings and recommendations are summarized on 

page 2 of the Program Manager’s Report dated January 22,2007 and found 

in this Response under Tab 18. No formal proposal was made by Versailles 

to BWSC following the GRW Report. 
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Frankfort Supplemental Supply Option. In 2006, RWSC explored 

the possibility of purchasing water from the Frankfort Electric and Water 

Plant Board (“Frankfort”) in the event BWSC could not successfully 

negotiate a favorable joint ownership agreement with KAWC. Frankfort, in 

cooperation with BWSC, engaged GRW Engineers, Inc. (“GRW”) to 

evaluate Frankfort’s existing water treatment plant and distribution system 

and to determine the feasibility of supplying 5 or 9 MGD to meet the needs 

of BWSC members. 

GRW presented its findings to BWSC at a meeting on September 19, 

2006. A copy of GRW’s PowerPoint presentation is provided as part of this 

Response under Tab 7. 

The GRW study reveals that the Frankfort water treatment plant has a 

rated capacity of 18 MGD. Frankfort’s historical peak demand is 16 MGD. 

Hence, it has no excess capacity. Frankfort must make substantial 

improvements to both its water treatment plant and its distribution system 

before it can sell any water to BWSC. GRW estimates that BWSC’s share 

of those costs will range from $17 to $32 million. 

Bryan K. Lovan of O’Brien & Gere reviewed the findings of GRW 

for BWSC. His evaluations, findings and recommendations are summarized 

on page 2 of the Program Manager’s Report dated January 22, 2007 and 
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found in this Response under Tab 18. Mr. Lovan estimated that the unit 

price from Frankfort to BWSC would exceed $3.00 per 1,000 gallons. No 

formal proposal was made by Frankfort to BWSC following the GRW 

Report. 

Summary. At its January 22, 2007 meeting, BWSC voted 

unanimously to negotiate with KAWC toward joint ownership of a 25 MGD 

regional water treatment plant on Pool 3 of the Kentucky River. Those 

negotiations were ultimately successful as evidenced by the November 20, 

2007 Agreement between KAWC and BWSC. Consequently, BWSC is not 

pursuing any of the L,WC proposals, the Versailles Interim Supply Option, 

or the Frankfort Supplemental Supply Option. Rather, RWSC is 

cooperating with KAWC to expedite the approval and construction of the 25 

MGD regional water treatment plant on Pool 3 of the Kentucky River and 

the other associated facilities described in KAWC’s Application pending 

before the Commission. 

TNESS: Thomas P. Calkins, Chair, BWSC 
Bryan K. Lovan, O’Brien & Gere 
George B. Rest, O’Brien. & Gere 
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2. Provide in narrative form, together with any relevant documents, a 

summary of all contacts with Kentucky-American regarding the future 

supply of water to BWSC and Kentucky- American’s customers that 

involved joint ownership or a public-private partnership of a new water 

treatment facility on the Kentucky River including the construction of mains 

sufficient to transmit such water to Kentucky-American’s system or the 

construction of a transmission main from L,WC facilities to Kentucky- 

American and BWSC members. 

ESPQNSE: 

€3 ac kgr ou n d . Represent at ives of K entuc ky- Ameri can, 

representatives of other central Kentucky water providers and 

representatives of Lexington-Fayette Urban County Government 

(the “LFUCG’) have been working together since the severe 

drought of 1999 to achieve a regional solution to the serious water 

supply problem that plagues central Kentucky. Initially, this group 

was called the Bluegrass Water Supply Consortium (the 

“Consortium”). In 2004, following the completion of the Regional 

Study, the BWSC was created as a regional water commission 

pursuant to the provisions of KRS Chapter 74. 
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The primary purpose of BWSC is to develop and implement 

a regional solution to the water supply deficit in central Kentucky. 

Nine (9) members of the Consortium, including LFUCG, became 

charter or founding members of the BWSC. Its membership has 

since grown to 10 with the addition of the City of Berea in 2007. 

Kentucky- American was an active participant of the 

Consortium. Indeed, a representative of Kentucky- American, 

Linda Bridwell, served as a member of the Consortium’s Technical 

Group which provided oversight of the consultants working on the 

Regional Study. Kentucky law, however, prohibits a private utility 

such as Kentucky-American from becoming a voting member of a 

regional water cornmission. Nevertheless, Kentucky-American 

supported the creation of the BWSC. Representatives of 

Kentucky-American have been actively involved in the affairs of 

the BWSC by attending cornrnittee meetings, planning sessions 

and monthly board meetings since the creation of the RWSC in 

2004. 
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Consequently, Kentucky- American and members of the 

BWSC have been “yoked together” since 1999 in an epic struggle 

to identify and implement a regional solution to the water supply 

problem in central Kentucky. 

Summary of Contacts. The following list of documents 

and meetings, in addition to the various workshops and meetings 

of the Consortium and BWSC attended by representatives of 

KAWC, constitutes a surnmary of the contacts between Kentucky- 

American and BWSC concerning the matters set forth in this 

Information Request: 

a. February 8, 2006. Letter from BWSC to Linda Bridwell 
(see attached copy) to commence a dialogue concerning the 
proposed Public-Private Partnership; 

b. March 6,2006. Meeting between representatives of 
Kentucky-American and BWSC to discuss upcoming 
Informal Conference in PSC Case No. 2001-001 17 and to 
discuss proposed Public-Private Partnership; 

e. April 21, 2006. Letter from Linda Bridwell to Thomas P. 
Calkins, BWSC Chair (see attached copy) concerning 
Kentucky- American’s need for additional time in which to 
present potential partnership proposals; 
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d. May 12, 2006. Letter from Nick 0. Rowe to Thomas P. 
Calkins, BWSC Chair (see attached copy) outlining proposed 
partnership; 

e. June 2, 2006. L,etter from BWSC to Nick 0. Rowe (see 
attached copy) responding to MI-. Rowe’s letter of May 12, 
2006 and requesting a meeting between representatives of 
Kentucky-American and BWSC; 

f. September 19, 2006. Meeting between representatives of 
Kentucky- American and BWSC to preview presentation that 
Linda Bridwell planned to make at BWSC meeting on 
September 25,2006; 

g. September 25, 2006. Presentation by Linda Bridwell at 
BWSC meeting held at Cynthiana. The Presentation outlined 
the framework for a proposed Public-Private Partnership 
between BWSC and Kentucky-American and suggested 
different scenarios for joint ownership of the proposed 
facilities. A complete copy of Ms. Bridwell’s Powerpoint 
Presentation is contained in Kentucky-American’s Response 
to the Attorney General’s First Request for Information, Item 
23. For convenience, it is also provided as a part of this 
Response under Tab 8. 

h. October 31, 2006. Letter from BWSC to Nick 0. Rowe 
responding to Kentucky-American’s September 25, 2006 
Partnership Proposal, requesting a meeting and including a 
list of Discussion Topics. A copy of the letter and 
Discussion Topics is attached. 

i. December 12, 2006. Meeting between representatives of 
Kentucky-American and BWSC to discuss terms of proposed 
Public-Private Partnership Agreement and potential for joint 
ownership of certain facilities. (A list of the Discussion 
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Topics is attached to the October 3 1,2006 letter from RWSC 
to Mi-. Rowe); 

j. February 27, 2007. Agreement for Payment of Engineering 
Expenses dated February 27, 2007 between Kentucky- 
American and RWSC whereby BWSC will pay for the 
incremental cost of the additional engineering design work 
necessary to increase the capacity of the proposed water 
treatment plant on Pool 3 from 20 million to 25 million 
gallons per day. A copy of the Agreement was appended as 
Exhibit E to Kentucky-American’s Application in this case. 
For convenience, the Agreement is also provided as a part of 
this Response under Tab 9; and 

k. November 20, 2007. Agreement between BWSC and 
Kentucky-American dated November 20, 2007 which 
provides different options for BWSC to acquire joint 
ownership of certain water treatment and other facilities 
which Kentucky-American proposes to construct upon 
Comission approval. A copy of the Agreement was 
admitted into evidence at the Formal Hearing in this case as 
Louisville Water Company Exhibit 6. For convenience, a 
copy is also provided as a part of this Response under Tab 
0. 

iscussions between Kentucky-American and BWSC 
egarding Construction of Transmission Main to LWC 

The first two (2) proposals by the Louisville Water Company 

(LWC) to supply water to central Kentucky were dated July 9, 

2003 and August 8, 2003 and were submitted to the Consortium 
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during the course of the Regional Study. Kentucky-American, as 

an active participant of the Consortium, and the other Consortiurn 

members participated in various discussions with O’Brien & Gere 

and other members of the Consultant Team. The LWC proposals 

were evaluated along with approximately 40 other distinct 

proposals or alternatives for supplying water to central Kentucky. 

As previously stated in Response to Item 1, the members of the 

Consortium unanimously voted to accept the recommendation of 

O’Brien & Gere and selected the construction of a large regional 

water treatment plant on Pool 3 of the Kentucky River as the 

preferred alternative for solving the water supply deficit in central 

Kentucky. 

Since the completion of the Regional Study, BWSC and 

Kentucky-American have not had any discussions concerning 

jointly constructing a water transmission line to Louisville or to 

connect with any LWC facilities that might be constructed by 

LWC in Shelby County. It should be noted, however, that 

representatives of Kentucky-American and BWSC have been 
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present at various public meetings and forums at which LWC has 

made presentations (e.g. Lexington, Frankfort and Georgetown). 

In addition, representatives of Kentucky-American have also been 

present at numerous B WSC meetings at which additional proposals 

from LWC have been discussed and rejected. These more recent 

proposals by LWC will be discussed in response to Item 3 of this 

Information Request. 

NESS: Thomas P. Calkins, Chair, BWSC 



Water,  Our  Future 

Febniary 8,2006 

Ms. Linda Bridwell 
Kentucky American Water Company 
2300 Richmond Road 
L,exin@on, KY 40502 

Re: Bluegrass Water Supply Cornmissiou 
Public-Private Partnership 

Dear Ms. Bridwell, 

On behalf of the Bluegrass Water Supply Commission, I invite you and representatives of 
Kentucky AmericadAmerican Water to meet and develop a Public-Private Partnership to 
implement the Bluegrass Regional Water Supply Plan. As you know, time is of the essence in 
meeting the critical water shortage facing your customers, and those of every member of BWSC, 
especially in light of the recent announcements by Sekisui S-L,EC America, LLC and the World 
Equestrian Games. 

The primary focus of BWSC is to complete this project on a schedule that will permit all 
concerned utilities to not only meet the baseline pro,jected demands of the future but also the 
unanticipated demand related to the above mentioned announcements. Clearly it is time for 
aggressive action! Ln the belief that we can and must work together, BWSC requests an open 
discussion on the framework for the Public-Private Partnership Agreement, including: 

approaches to accelerate the schedule 
design and construction options, including design-build by Kentucky American 
operations options, including contract operations by Kentucky American 
procurement requirements and options 
ownership and lease options 
financing and cash flow considerations 
committed capacity 
wholesale contract 
other challenges to successful partnership 

Please provide some suitable dates as soon as possible. If your company’s representatives will be 
in town for the meeting with Kentucky Public Service Commission on March 14‘”, may we 
suggest meeting prior, perhaps on March 1 3t”, or even sooner? 

Very Truly Yours, 
Bluegrass Water Supply Commission 

Thomas P. Calkins 
Chairman 

cc: Don Hassall, BWSC 
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Kentucky 
American Water 

May 12,2006 

Mr. Thomas P. Calkins 
Chairman 
Bluegrass Water Supply Commission 
699 Perimeter Drive 
Lexington, KY 40517 - 4120 

RE: Bluegrass ly Commission Phase I Project 

d u c k y  American Water has been working on a number of different issues 
since our meeting on March 6, 2006. As we indicated, we have attempted to 
frame a partnership arrangement between the Bluegrass Water Supply 
Commission and Kentucky American Water on a conceptual basis. Clearly there 
will need to be a number of details worked out, but we would like to offer the 
following proposed partnership: 

Kentucky American Water will fund, design, build, own and operate a 
regional water treatment plant and intake at pool 3 of the Kentucky River 
and pipelines needed to service our company’s customers. Plant 
capacity would be based on our customer needs with the ability to expand 
to meet the needs of the BWSC members. BWSC members can 
purchase capacity in these facilities at such time as needs dictate. Flow 
through grid facilities that are needed to service the needs of the BWSC 
members can be funded, designed and built by BWSC member utilities. 
Alternatively, the Company may be able to fund all or a portion of these 
flows through grid facilities to BWSC member utilities provided certain 
revenue requirements are met, consistent with Kentucky American 
Water’s tariffs. 

American Water 

2300 Richmond Road As indicated in our March 6 meeting, the Company’s approach is based on asset 
investment and ownership and equitable cost of service. At this time, Kentucky 

treatment plant and related facilities. 

Lexington. KY 40502 
USA 

T cl 859 269 2386 
F cl859 268 6327 
I www amwater.com 

American Water is moving forward on preliminary engineering work on a 

http://amwater.com


Me ntu cky 
American Water 

T Caikins 
May 12, 2006 
Page 2 

We are prepared to begin negotiations with BWSC members at your earliest 
convenience so that we can provide for a regional solution that best serves the 
water needs of our collective customers. 

President 

T Calkins EWSC 5 12 06 



June 2, 2006 

Mr. Nick 0. Rowe 
President 
Kentucky American Water 
2300 Richmond Road 
Lexington, Kentucky 40.502 

Re: Bluegrass Water Supply Commission 
Public-Private Partnership 

Dear Mr. Rowe: 

On behalf of the Bluegrass Water Supply Commission (BWSC), we appreciate your letter 
dated May 12, 2006, concerning a partnership arrangement between BWSC and Kentucky 
American Water (KAW). After reviewing the letter, we are at somewhat of a loss as to how 
your offered partnership constitutes anything other than a utility-customer relationship. 
Since 1999, KAW has partnered with other regional public water utilities in the development 
of a master pladfeasibility study for a new regional water utility, and now that it is time to 
design and construct said facilities, KAW is apparently prepared to abandon the 
publidprivate partnership that it has participated in for the last seven years. 

Perhaps we were guilty of a miscommunication during our meeting with you on March 6, 
when we attempted to explain that we, the RWSC h l l y  expected and continue to want the 
public/private partnership to be as it has been since 1999. A relationshp in which KAW was 
able to vote in parity with all other members in the selection of engineering consultants, legal 
representation and the adopted Pool 3 Option. We really do appreciate your offer to fund, 
design, build and operate the regional water treatment plant and intake structure on Pool 3 to 
serve your customers and BWSC members. However, we can not accept the offer of your 
company owning the entirety of the treatment plant and pipelines. 

While KAW may be moving forward with the preliminary engineering work on the treatment 
plant and related facilities, the BWSC has been working in parallel on pursuing a treatment 
plant and intake site along the Kentucky River and submitting a water withdrawal permit to 
the Division of Water. Our program manager, O'Brien & Gere, is capable of working on a 
water treatment plant design memorandum, but it would a waste of time and resources for 
BWSC to pursue this if KAW is already 95 percent complete in this area as has been 
reported. 
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Again, we are interested in negotiating a public-private partnership agreement with KAW to 
provide for a regional solution. With time being of the essence, we are respectfully 
requesting that your firm contact me as soon as possible (885-1 121 or 948-2570) with some 
proposed times/dates/places for a meeting to discuss and work out the details for this 
agreement. 

Very truly yours, 
Bluegrass Water Supply Commission 

Thomas P. Calkins 
Chairman 

cc: Don Hassall, RWSC 
Bryan K.  Lovan, O’Brien & Gere 
George B. Rest, O’Rrien & Gere 
File 



W a t e r ,  Our  F u t u r e  
6 9 9  P E R X M E T E R  DR.@LBXINCTON, K B N T U C K Y  40517,4120 

PHONE:( 8 5 9 ) 2 6 9 + 8 0 2  I O F A X : (  8 5 9 )  2 6 9 - 7 9  I 7  

October 3 1, 2006 
Mr. Nick 0. Rowe 
President 
Kentucky American Water 
2300 Richmond Road 
Lexington, Kentucky 40502 

R Bluegrass Water Supply Commission/ 
Kentucky American Water 
Public-Private Partnership 

Dear Mr. Rowe; 

On behalf of the Bluegrass Water Supply Commission (BWSC), I am pleased to respond to 
Kentucky American's (KAW) Partnership Proposal, as described in the presentation made by 
Ms. Linda Bridwell at BWSC's September 25, 2006 meeting in Cynthiana. BWSC continues 
to be keenly interested in pursuing this opportunity. We understand that KAW requires 
additional time to provide requested details involving costs, connections, etc. While the 
requested details are important, BWSC is prepared to enter into exploratory discussions 
immediately. 

To maintain momentum toward a regional solution, BWSC requests a meeting as soon as 
possible to discuss the key issues involved in the proposed Partnership. Attached is a list of 
Discussion Points which we trust will serve as an effective agenda for this meeting. BWSC 
looks forward to an open and productive discussion. Please call me with some dates and 
times that are convenient for you. 

Very Truly Yours, 
Bluegrass Water Supply Commission 

Thomas P. Calkins 
Chairman 

C: Linda Bridwell, KAW 
BWSC Commissioners 
Don Hassall, BWSC 
Bryan Lovan, O'Brien & Gere 
George Rest, O'Brien & Gere 
Damon Talley, Esq. 



1. 

2. 

3. 

4. 

U'IBIJIC - 
iscussion Topics 

BWSC Level of Participation 
a. Initially: between 5 and 9 MGD 
b. Future Expansions: water treatment plant capacity can be added at 

Pool 3 in the future for BWSC's sole use, for KAW's sole use, or 
joint expansion by KAW and BWSC 

elivery Points 
a. Multiple points of connection to KAW's system, including 

metered connections at locations intended to serve: Nicholasville 
and points south; Winchester and points east; Paris; Georgetown 
and points west; Cynthiana; and possibly others 

b. Location of each delivery point, the capacity and the hydraulic 
gradient at which water will be provided 

c. No wheeling charge 
d. Responsibility for improvements within KAW service area 

Capital Contributions 
a. Each co-owner responsible for providing its share of capital costs 
b. Capital contribution based on a pro-rated capacity formula that 

recognizes RWSC's dedicated capacity and the design capacity of 
each facility component 

c. Grant funds secured by BWSC will be credited toward BWSC's 
capital contribution 

d. Contracted construction cost 
e. Contracted engineering cost 
f. Other costs 

e s i p  and Operate Jointly Owned Facilities 
a. Develop Operating Agreement 
b. KAW and BWSC to collaborate on key decisions involving the 

Pool 3 supply and Phase 1 transmission system such as those 
affecting water quality, regulatory compliance, delivery points, 
future investments, treatment process, major equipment changes, 
etc. 

c. BWSC to have meaninrzful inuut 



5. 

6. 

7 .  

8. 

9. 

d. KAW to coordinate operation and maintenance of the Pool 3 
supply and Phase 1 transmission system with KAW’s other 
facilities to minimize costs for both KAW and BWSC 

e. Minimize taxes (sales taxes, property taxes, corporate income 
taxes, etc.) in the costs shared by BWSC 

f. 0 & M cost to be based on a pro-rated capacity formula that 
recognizes BWSC’s capacity or usage or an agreed amount per 
1,000 gallons 

Joint Ownership 
a. KAW and BWSC will jointly own the real property, intake 

structure, water treatment plant and other facilities located at Pool 
3 and the Phase I transmission facilities 

b. Ownership interest based upon capital contribution 
c. Ownership interest documented by Deed, Bill of Sale, etc. 

Governance 
a. BWSC to have meaningful input 
b. Voting rights 
c. Coordination Committee 

Cooperation 
a. BWSC will gamer public support for project 
b. BWSC will assist KAW in obtaining PSC and other regulatory 

approvals 

Schedule 
a. Notification of BWSC’s level of participation 
b. Timing for capital contribution 
c. Public - Private Partnership Agreement (Participation Agreement) 
d. Operating Agreement 

Miscellaneous 
a. BWSC reserves right to obtain additional sources of supply 
b. KAW to furnish BWSC 1.6 MGD by 7-1-09 for use by Winchester 
c. Other matters 
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3. Provide in narrative form, together with any relevant documents, a 

summary of all contacts with L,WC regarding the future supply of water to 

BWSC and Kentucky-American’s customers, including any and all 

discussions of any joint public-private partnership involving L,WC or others 

to provide such supply of water. 

RESPONSE: 

LWC has submitted a total of four (4) proposals to RWSC 

and to its predecessor organization, the Bluegrass Water Supply 

Consortium (the “Consortium”). Under each of these four (4) 

proposals, LWC would design, construct, own and operate a 

transmission main from its facilities in Jefferson County to the 

proposed delivery point in Shelby County near the intersection of 

1-64 and Kentucky Highway 53. It would be the responsibility of 

RWSC, under each proposal, to design, construct, own and operate 

the transmission main and other facilities needed to transport the 

water from the delivery point in Shelby County to Fayette County 

and to the member entities of BWSC. The size of the transmission 
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main would vary depending upon the volume of water that BWSC 

desired to purchase. 

No joint ownership of the proposed transmission main or 

public-private partnership between LWC and BWSC was ever 

proposed or discussed. LWC would own the western portion of 

the proposed transmission main and BWSC would own the eastern 

portion of the proposed transmission main. LWC would be the 

seller and BWSC would be the purchaser. The contract terrn 

would be for a period of 50 years and could be renewed. 

The four (4) LWC proposals are dated as follows: 

Proposal No. 1: July 9,2003 
Proposal No. 2: August 8,2003 
Proposal No. 3: December 15,2005 
Proposal No. 4: October 25,2006 

The first two (2) proposals were submitted to the Consortium 

during the course of the Regional Study and were evaluated, along 

with approximately 40 other distinct proposals or alternatives, by 

O'Brien & Gere and the Consortiurn members. As previously 

stated in Response to Items 1 and 2, the members of the 
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Consortium unanimously voted to accept the recormnendation of 

Q’Brien & Gere and selected the construction of a large regional 

water treatment plant on Pool 3 of the Kentucky River as the 

preferred alternative for solving the water supply deficit in central 

Kentucky. 

LWC Proposal No. 3 was requested by BWSC because the 

members of BWSC and KAWC had signed non-binding letters of 

intent to purchase a total of 31 rnillion gallons per day (“MGD”) 

rather than the full 45 MGD as discussed in the Regional Report. 

BWSC also requested LWC to submit a proposal for providing 

lesser quantities of water. No formal action was taken by BWSC 

on LWC Proposal No. 3. 

LWC Proposal No. 4 was requested by BWSC in 2006 when 

BWSC was evaluating whether to negotiate with KAWC to 

become a joint owner of the regional Pool 3 water treatment plant 

proposed by KAWC. This proposal was tailored by LWC to 

supply just the needs of BWSC members. It did not provide any 

capacity for KAWC. BWSC evaluated LWC Proposal No 4 and 
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determined that becoming a joint owner of the Pool 3 facilities to 

be constructed by KAWC would result in significantly cheaper 

water rates for BWSC members than accepting the LWC Proposal 

No. 4. In addition, joint ownership of the Pool 3 facilities offered 

other advantages for BWSC and its members. RWSC then voted 

unanimously at its January 22, 2007 Meeting to continue 

negotiating with KAWC toward joint ownership of a 25 MGD 

regional water treatment plant on Pool 3 of the Kentucky River. 

Those negotiations were ultimately successful as evidenced by the 

November 20,2007 Agreement between KAWC and BWSC. 

During the pendency of this case, LWC has made numerous 

resen tations to Frankfort, Georgetown, Lexington, and, perhaps, 

others concerning its ability and willingness to supply water to 

central Kentucky. None of the presentations have been made 

directly to BWSC, although BWSC representatives have attended 

some of the presentations made by L,WC. 

The latest formal proposal from LWC is contained in 

Gregory C. Heitzman’s Rebuttal Testimony dated October 1, 2007 
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and filed in this case. This proposal was not made directly to 

BWSC. 

There were no discussions between LWC and BWSC during 

the Formal Hearing in this case, nor have there been any 

subsequent discussions, concerning LWC’s role in supplying water 

to central Kentucky. 

The documents listed below are relevant to the various LWC 

proposals and BWSC’s evaluation of those proposals. The 

documents are provided as a part of this Response under the Tab 

numbers indicated below: 

Tab 11 

ab 11 

ab 113 

Tab 114 

LWC Proposal No. 1 dated July 9,2003; 

LWC Proposal No. 2 dated August 8,2003; 

Letter from O’Brien & Cere to BWSC dated 
October 12, 2005 confirming that the Pool 3 
Option recomended in the Regional Study 
is both the highest rated and lowest cost 
when evaluated “apples to apples” to the 
LWC proposals and other alternatives; 

Letter from RWSC to LWC dated November 
14,2005 requesting a revised proposal; 
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Tab 15 LWC Proposal No. 3 dated December 15, 
2005; 

Tab 16 O’Brien & Cere’s Preliminary Review and 
Analysis of L,WC’s December 15, 2005 
Proposal; 

Tab 17 LWC Proposal No. 4 dated October 25, 
2006 (PowerPoint Presentation); 

Tab 18 Program Manager’s Report from O’Brien 
and Gere to BWSC dated January 22,2007; 

Tab 19 Letter from O’Brien & Gere to BWSC dated 
June 4, 2007 reviewing all 4 LWC 
proposals; 

Tab 20 Program Manager’s report from O’Brien & 
Gere dated July 23,2007; and 

Tab 21 Letter from O’Brien & Gere to LWC dated 
July 3 1 , 2007 requesting additional 
information and specific details about the 
concept proposed by LWC to Lexington on 
July 10,2007. 

Thomas P. Calkins, Chair, BWSC 
Bryan K. Lovan, O’Brien & Gere 

S/BWSC/Responses to PSC Post-Hearing Data Request 





Water System Regionaliration Feasibility Stiidy 

Table 3. Estimated project costs and present worth costs for water supply alternatives 
Present 
Worth of 
Annual Total 

Total Operation Present 
Available Project and Worth of 
Supply cost Maintenance Alternative 

Water Supply Alternative (mgd) ($ millions) ($ millions) ($ millions) 
Cincinnati Water Works via Boone 
Florence 

45 290.4 65 6 356 0 Cincinnati Water Works via 
Bracken County 

Louisville Water Company ' 45 175 7 1179 293.7 

45 267 8 65 6 333 4 Withdrawals and WTP at 
Maysville/Dover 

Withdrawals and WTP at Warsaw 45 278.0 65 6 343.7 

River Pipeline 
Purchase water from Carrailton 
Utilities/CCWD 
Purchase water from Greater 
Fleming 

45 320 4 65.6 386. I 

New WTP at Pool No. 3 with Ohio 45 265.0 65.6 330 6 

45 162.3 250.7 413 0 

15 45.4 137 0 I 82.4 

' Costs shown reflect Louisville Water Company's revised lower purchase price. 

Unit 
Present 

Worth of 
Alternative 
($/gallon) 

8.58 

7.91 

6.53 

7 41 

7.64 

7.35 

9.18 

12 16 
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At Workshop No. 5 ,  
the Consultant Team 
and BWSC Technical 
Group ranked each of 
the eight preferred 

alternatives using the 
evaluation criteria and 
a painvise comparison 
technique. The 

water supply 

k pailwise technique 
ranks each alternative 

,." ,p &8+ .?e+ against every other 
alternative, and does it 

P ,& 0." separately for each 
evaluation criteria. 
The result is a ranking 
of alternatives for each 

evaluation criteria. The weighting factors developed in Workshop No. 3 
were then used to consolidate the rankings under each criterion into a 
composite ranking. The painvise comparison spreadsheets are included in 
Appendix L. The painvise comparison showed that three alternatives were 
superior to the others: 
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Water System Regionalization Feasibility Study 

3 000 

2 000 

E 
8 
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0 

Purchase treated water from Louisville Water Company, 
Ohio River water withdrawal and new water treatment plant at 
Maysville/Dover or Warsaw, 
Kentucky River withdrawal and new water treatment plant at 
Kentucky River Pool No. 3 with supplemental raw water from the 
Ohio River. 

e 

When these results were presented at Workshop No. 5 ,  several of the 
organizations that had proposed selling finished water to BWSC asked for 
the opportunity to review their proposal and possibly submit a new 
proposal. BWSC allowed all four of the potential "sellers" to resubmit 
proposals, provided they did so promptly (in about two weeks). One 
organization, the Louisville Water Company, submitted a new proposal. 

Results of Tech Group Paiwise Comparison 
(Highest Scores are Most Prefemd) 

L.n3 
2,264 

Water Supply Alternative 

Cost estimates were 
then updated prior to 
Workshop No. 6. to 
reflect the new 
proposal from 
Louisville Water 
Company, and other 
refinements. A series 
of "sensitivity 
analyses" were 
conducted to 
determine whether the 
results of the cost 
analysis or the 
pairwise comparison 
were sensitive to any 
of these assumptions: 
the duration of the 
present worth 

analysis, the interest rates used in the present worth analysis, and the 
amount of additional water that will be purchased by the BWSC 
participants. As shown in Appendix L, changes to these factors did not 
change the ranking of the painvise comparison. While purchasing water 
from the Louisville Water Company was found to be the lowest cost 
alternative (about 1 1~-14% lower, depending on present worth duration and 
interest rates), the Consultant Team recommended the Kentucky River Pool 
No. 3 alternative based on its highest overall score, which was driven by 
first place rankings in implementability, flexibility, and water quality, and 
second place rankings in cost and capacity. 
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hlr. Bruce Southworth 
Utilities Director 
City of Versailles 
Ciry Hall 
196 South Main Street 
Versailles. KY 40385 

,i*i,:neering Arlington. TX 
Architecture Cincinnati. OH Lexington. KF JOrjO.3 
Planning 

Fax 859 I 213-8917 CIS Knoxville. TY 
Aviation Consultants Louisville. KY 

Sashvilie. TS GRK Enginwrd. lne. 

Indianapolis. I?i 

801 Curpordre Drive r 
Tel 8339 I 113-3599 

April 14,2006 

Re: BWSC Emergency Water Supply Smdy 
Versailles Water System 
City of Vzrsaiiles. Kenrucky 
GRW Project So. 2676- 18 

Dear hlr. Southworrh: 

Per your request. we have evaluated the ability of City of Versailles's water systems to 
provide emergency water to the Bluegrass Water Supply Commission (BWSC) at the existing 
Kentucky .4.rnerican b'ater Company connection OR Huntertown Road. 

We utilized Bentley's WaterCAJ3 V 7.0 modeling software to model the existing system and 
the proposed BWSC water demand. Three ( 3 )  different flow rate scenarios were considered in this 
study. 2mgd, 3mgd and jmgd. These rates were assumed to be constant rates over a PChour period. 
Le. Zmgd / (24 hrs/day * 60 hrs/min) = 1,388 gpm or - 1,400 gpm. It was also assumzd in this 
analysis that the water system improvements currentiy under construction had been completed and 
the system is operating as designed. 

As you know, the current improvements will create a new pressure zone in the southeast 
portion ofthe Versailles service area This will include constructing a new 2,000 gpm booster pump 
station and a new 1 million gallon tank. The booster station was designed per the Recommended 
Standard for Water Works. with one 2,000 gpm primary pump. a second standby pump and 
provisions for a third future pump. The hydraulic grade line for this zone (tank overflow elevation) 
will be I . I  10 feet. It is my understanding that KAWC's hydraulic grade line at the connection point 
is slightly higher at 1,132 feet. This diflerence in hydraulic grade will have to be overcome to allow 
Versailles to supply the requested water. This report is based on providing the requested demands at 
the metering point and does not address exactly how KAWC (or the BWSC) would achieve this 
additional pressure boost. We would assume that KAWC would reduce the HGL down to match 
Versailles. if possible. or a booster pumpktation would be installed near the KAWC connection 
point. 
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3 MGD SCES-ARIO 

To begin this evaluation. we modeled the 1 mgd (1,400 gpm) water demand with the booster 
pump station as it is currently being constructed, that is with one worker pump operating. This 
resulted in excessive run times, approximately 20Wday. for the new boostsr station. This result is 
easily seen by comparing the total system demand verses the booster station pump discharge rate: the 
Versailles current peak demand (675 gpm) plus the proposed B WSC ( 1,400 _em) equals 2.075 S r n  
compared to the 2.000 ggm pumping rate. 

The next: step in the analysis was to add the third pump to the booster station. which is 
currently under construction. This would allow the City ro run two (2) pumps with one standby 
pump. This. at the current Versailles water demand for the new pressure zone. would allow the 
pump starion to operate at an acceptable I4 hrdday. The system maintained adequate pressures 
(min. pressure - 52 psi at Sode J--11 I )  while meeting the additional 2mgd water demand. Turnover 
in the new tank was rapid. but acceptable. 

This scenario indicated that two short sections of 16-inch diameter water main would have 
high line velocities. in the 5 to 6 Wsec range. If the BWSC and Versailles are planning to utiiize the 
K-qCVC's connection point as a continuous purchase point. then the City may require that new 
pcualkl mains to be installed to reduce these velocities and associated Friction losses. 

The estimated construcrion cost for this scenario is as follows. 

pump Station P pump & Controls 
1,750 LF of 16" Warer @ SjO$ (optiottal) 

S 71,350.00 
S 87.j00.00 
S lj8,850.00 Total Construction Cost (2mgd) 

Fire flows were also modeled for a 2 hour. 775 gpm fire in Sycamore Estates with and 
without the additional BWSC water demand. The 2 mgd demand resulted only in an additional 
pressure drop of approximately 8 psi in the Sycamore area: however, the system pressure stayed 
within an acceptable range. 

3 MGD SCES=UIIO 

The 3 mgd demand was modeled with the assumptions described above and with the third 
booster pump described in the 2 mgd scenario being installed in the booster station ha t  is currently 
under construction. The estimated run time for the booster station, at the current Versailles demand 
plus the additional 5 mgd to the BWSC, is 17 hr/day. The system also was able to maintain the 
required pressures of 30 psi (44.5 psi at Node J--111). 
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Also, the velocities in the above mentioned mains increased to the 5 to 7 Wsec. range. As 
stated above, these velocities will need to be addressed if the 3 mgd purchased by BWSC is intended 
to be a "normal" operating situation. 

A 775 gpm fire flows scenario resulted in pressures v e y  near the minimum required 
pressures for Sycamore Estates. During this time, the pressure within Sycamore fell to 
approximately 17 psi. To avoid this pressure drop. several thousand feet of water main would need 
to be added to Sycamore. .A more cost-effective solution wouId be to simply limir the amount of 
water avsihble KO the KAWC meter in the event of a fire. 

Along these same lines, if the City elects to pursue this alternative, consideration should be 
gven to the expected row-th in the new pressure zone and the potential need to reduce the amount of 
wacer available to UWC/BWSC as this gowth occurs. 

5 MGD SCENARIO 

The same modeling assumptions as stated above for the 3 mgd scenario were modeled with 
the j mgd demand. The booster pumping station, as it is currently being constructed (including the 
third pump), was unable to supply sufficient water to meet the City's needs and the desired 5 mgd 
BW-SC demand. 

In an attempt to satisfy the 5 mSd demand, we ran another scenario utilizing larger pumps in 
the booster pump station. This proposed adjustment satisfied the desired demands for the new 
pressure zone, however, it also highlighted a larger issue wirh trying to meet the requested water 
demand. The Versailles Water Treatment Plant is only rated for 10 mgd. The City's Water Plant 
currently operates in the 4 to 5 million gallons per day range. If an additional 5 mgd in demand were 
ghen to the BWSC, the plant would be operating at capacity, leaving no room for expansion within 
Versailles or even daily maintenance at the Water Plant. Additional concerns with this would be 
meeting the required one day storage volume for the distribution system. 

Given the above. the City of Versailles should strongly consider the many improvements that 
would be needed to the system and the extensive associated costs before agreeins to a 5 mgd rate. 

Without hlly kqowing the details of the potential agreement between the City ofVersailles 
and the Bluegrass Water Supply Commission and the intended demand patterns, it is difficult to 
make a firm recommendation. However, it would appear that the City of Versailles could provide 
temporary emergency water at the KAWC connection at a rate of 2 to 3 rniIlion gallons per day 
without negatively impacting their operation if the above discussed improvements are implemented. 
It would further appear that a 5 rngd purchase by BWSC would be impractical with the limiting 
factor being the capacir;v of the Versailles Water Treatment Plant. 
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Should you have any questions or comments, feel free to contact Brad Montgomery or me 
at the above phone number. 

Very truly yours. 

Michael Jacobs, P.E. 
Project Engineer 
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Option I - 
Diesel Pump $ 

Misc. Hwy. Trailer $ 
Temp. Piping & Valves $ 

Total $ 

Option II - 
Diesel Pump $ 

Temp. Piping & Valves $ 
Temp. Housing $ 

Versailles Pump Improvements $ 
Versailles Piping Improvements $ 

Total $ 

75,000 
60,000 
50,000 

185,000 

135,000 
50,000 
56,150 
71,350 
87,500 

400,000 



Linda 
BridwelUKAWC/AWSC 
0311 712006 06:14 PM 

To "Bryan Lovan" cLovanBK@obg.com>@AWX 
CC briddle@gmwss.com, "Don Hassall" cdhassall@bgadd.org>, 

DRTalley@alltel.net, "George Rest" cRestGB@obg.com>, 
tom-calkins@nicholasville.org, VAzevedo@wmutilities.com, 

bcc 
Subject Re: Agenda for City of Versailles Meetingm 

Bryan, 
As we discussed previously, I learned after the meeting that the I132 was a gradient Rich determined was 
what would be at the connection getting 3 mgd to Versailles, not vice versa. Normal system gradient is 
about 1170. If 1 understood correctly, we can provide them up to about 2 mgd at normal system gradient, 
pumping from the Parkers Mill tank. The water goes out through 2-12" pipes that feed into the 16, so 
there's a bit of a bottleneck either way. 

So we went back and modelled what it would take to get water in at that point. We used peak day 
conditions and turned off one of the pumps at RRS. Under those conditions, we could take in 2 mgd at a 
gradient of 1,195 feet, 3.0 mgd at 1,225 feet, and 5.0 mgd at 1,330 feet. That may require a more 
complex connection than we had originally anticipated. 

Unfortunately, there's not a lot of demand out in that area except for the airport, which means the water's 
got to come all the way back to Parkers Mill tank. 

Please let me know if you have any questions. 
Linda 

Linda Bridwell, PE 
Project Delivery & Developer Services Manager - WV, KY TN 
Southeast Region 
2300 Richmond Road 
Lexington, KY 40502 
Tel: 859-268-6373 
Fax: 859-268-6374 

"Bryan Lovan" <LovanBK@obg .corn> 

"Bryan Lovan" 
<LovanBK@obg.com> cbridwell@kawc.com>, ~torn-calkins@nicholasviile.org~, 
02/09/2006 10:33 AM 

To: "Don Hassali" cdhassall@bgadd.orgs, cbriddle@gmwss.com>, 

cc: cDRTalley@alltel.net>, "George Rest" cRestGB@obg.com> 
<VAzevedo@wmutilities.corn> 

Subject: Agenda for City of Versailles Meeting 

Everyone, 

Here is what I have found out so far. The existing OF of the Huntertown Tank is 1033.5 and the 
OF of the new tank (on same property as the one with the horse mural adjacent to Bluegrass 
Parkway) will be 1 110. The HGL for KA's system in the area of Huntertown Road is 1 132 +/- 
according to Rich Svindland. 

Now Versailles is also constructing a new booster station to fill the new tank &am the existing 

mailto:briddle@gmwss.com
mailto:DRTalley@alltel.net
mailto:tom-calkins@nicholasville.org
mailto:VAzevedo@wmutilities.com


tank and has a capacity of 2,000 gpm. The current demand on Versailles system in this area is 
500 gpm. The city is supposed to have a 16-inch water main under Bluegrass Parkway to near 
KA's system @ Sycamore Estates. 
The City could supply 2-3 mgd thru the 1 6-inch main with a temporary pump and piping 
between the City's system and KA's system. If more flow in needed, then City has a 24-inch 
main near the intersection of KY 33Bluegrass Parkway and the new By-pass that is to feed the 
existinghew tank. 

Here is some of the items I would like to get from our meeting on the 13th. 

1) City of Versailles' system mapping in the area with existing system hydraulic grade line 
2) Kentucky American' system mapping in the area with existing system hydraulic grade line 
3) Proposed improvements - both Versailles & KAW that may be needed to meet flows of 2 MGD 

4) KAk interim needs (capacity) 
5) City of Versailles current wholesale contract rate and terms 
6) "Operational Issues" for this interim connection 

to 5 MGD 

Is there anything else you would like for me to cover or ask. Otherwise, I will see everyone in Versailles 
on Monday. 

Thanks, 

Bryan K. Lovan, PE, PLS 
Project Manager 
O'Brien & Gere Engineers, Inc. 
1019 Majestic Drive, Suite 110 
Lexington, Kentucky 40513-1895 
Office - 859-223-0137 Ext. 22 
Fax - 859-223-0629 
Cellphone - 859-351-1714 
e-mail: kvanbk@obg.com 

This email, including any attachment(s) to it, is confidential 
and intended solely for the use of the individual or entity to 
which it is addressed. If you have received this email in error 
please notify OBrien & Gere (OBG) by replying to the original 
email and deleting any emails or attachments that you have 
received. Please note that any views or opinions presented in 
this email are solely those of the author and do not represent 
those of OBG. OBG screens all outgoing emails and attachments 
for viruses, however, QBG cannot accept liability for any 
damage caused by any virus transmitted by this email. The 
recipient should check this email and any attachments for the 
presence of viruses. 

............................................................... 

mailto:kvanbk@obg.com
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AGREEMENT FOR PAYMENT OF ENGINEERING EXPENSES 

This Agreement is entered into t h i s 2 F d a y  of 
between Kentucky-American Water Company, a Kentuc 

2007, by and 
aving its office 

at 2300 Richmond Road, Lexington, Kentucky 40502 (“KAW”) and the Bluegrass Water 
Supply Commission, having its address at 699 Perimeter Drive, Lexington, Kentucky 
4051 7 (“BWSC”). 

WHEREAS, KAW is in the process of preparing and designing plans for the 
construction of a 20 million gallons per day water treatment plant for the treatment of 
water withdrawn from Pool 3 on the Kentucky River; 

WHEREAS, as part of the preparation and design process for the water 
treatment plant, KAW has incurred and is incurring costs and expenses related to the 
engineering design work that must be performed; 

WHEREAS, BWSC has indicated its desire to participate with KAW in the water 
treatment plant project so that BWSC members will have an increased water supply; 
and 

WHEREAS, BWSC has indicated its desire to increase its members’ existing 
water supply by 5 million gallons per day, and, accordingly, has asked KAW to perform 
the incremental engineering design work necessary to increase the water treatment 
plant capacity from 20 million gallons per day t,o 25 millions gallons per day; 

WHEREAS, BWSC has access to non-federal funds to defray the cost of this 
work; 

NOW, THEREFORE, it is agreed as follows: 

1. BWSC will deliver to KAW the sum of $1’71,000.00 (one hundred seventy- 
one thousand dollars), which is the proposed amount of the incremental engineering 
design work necessary to increase the water treatment plant capacity from 20 million 
gallons per day to 25 million gallons per day. Payment of $171,000.00 shall occur upon 
receipt of an invoice from KAW. BWSC covenants that none of its payment will be from 
federal funds. 

2. Based upon the action taken by the Board of Commissioners of BWSC on 
January 22, 2007, KAW has already taken the necessary steps to cause the 
incremental engineering design work to commence. 

3. BWSC and KAW recognize that the $171,000.00 payment is for the 
proposed cost of the incremental engineering design work and that if the actual cost of 
the work exceeds $171,000.00, BWSC will pay to KAW the amount by which the actual 
cost exceeds $171,000.00 within 30 (thirty) days after KAW notifies BWSC of an 
amount due. Likewise, if the actual cost of the incremental engineering design work is 



less than $171,000.00, then KAW will return to BWSC the amount of any savings within 
30 (thirty) days after those savings are realized. The parties agree that no incremental 
engineering design work which causes the actual cost of the work to exceed 
$1 71 ,000.00 will be performed without KAW first obtaining BWSC’s consent. 

4. Other than the payments contemplated in Paragraph 3 above to account 
for the actual cost of the incremental engineering design work relative to the 
$171,000.00 proposed cost, the parties agree that the payments made by BWSC 
pursuant to this Agreement are not refundable for any reason, including any reason 
relating to the actual results of the current efforts to participate in the water treatment 
plant contemplated in this Agreement. 

5. Nothing contained in this Agreement shall be construed as creating an 
obligation for BWSC to participate with KAW in the construction or ownership of the 
water treatment plant. 

6. This Agreement is effective retroactive to January 22, 2007 

Kentucky Americ 

Date: >--36-0 7 
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AGWEMENT 

THIS AGREEMENT is entered into this the d o a  day of November, 2007, between 

BLUEGRASS WATER SUPPLY COMMISSION ("BWSC"), a Regional Water Cornmission 

created pursuant to the provisions of Kentucky Revised Statutes 74.420 to 74.520, 699 Perimeter 

Drive, Lexington, Kentucky 405 17, and KENTUCKY-AMERICAN WATER COMPANY 

("KAWC"), a Kentucky corporation, with offices at 2300 Richmond Road, Lexington, Kentucky 

40502. 

W I T  N E  S S E T H: 

WHEREAS, BWSC is a Regional Water Commission duly organized, in good standing 

and created to develop and implement a regional solution to the water supply deficit in Central 

Kentucky, and 

WHEREAS, BWSC's current membership is the cities of Berea, Cynthiana, Frankfort, 

Georgetown, Lancaster, Mt. Sterling, Nicholasville, Paris, and Winchester and the Lexington- 

Fayette Urban County Government, and 

W AS, KAWC is a public utility subject to the jurisdiction of the Public Service 

Commission of the Commonwealth of Kentucky ("PSC") and has filed with the PSC an 

Application for a Certificate of Convenience and Necessity authorizing the construction of a raw 

water intake and a 20 million gallons per day ("MGD") water treatment plant on Pool 3 of the 

Kentucky River, approximately 160,000 linear feet of a 42" diameter transmission main, a 

booster pump station and water storage tank, and 

WHEREAS, BWSC entered into an Agreement with KAWC on February27, 2007, to 

fund the incremental engineering design work necessary to increase the proposed water treatment 

plant capacity from 20 MGD to 25 MGD, and 



WHEREAS, BWSC has expressed a desire to own an undivided 20% interest in the 

intake, 25 MGD treatment plant, transmission line, booster pump station, water storage tank, and 

the land necessary (collectively "Facilities"), and 

WMEWAS, KAWC has solicited and received bids for the construction of the intake, 

20 MGD treatment plant with an alternative for a 25 MGD treatment plant, transmission line, 

booster pump station and water storage tank, and 

WHEREAS, the bids will expire on February 6,2008, and 

WHEREAS, the successful bidder for the water treatment plant will require timely 

notification of the decision to build a 20 MGD or 25 MGD water treatment plant, 

NOW, TEDEREFORE, in consideration of the premises and the mutual promises 

contained herein, the parties agree as follows: 

1. OPTION A. On or before April 1, 2008, BWSC may elect Option A in this 

Agreement by so notifying KAWC in written form of its intention to acquire a 20% ownershp 

interest in the Facilities and delivering to KAWC collected funds in an amount equal to 20% of 

the bids accepted by KAWC for construction of the Facilities, to be adjusted to the final cost. 

The election of Option A shall obligate KAWC to provide BWSC with a 20% undivided interest 

in the Facilities. The election of Option A shall not obligate BWSC or any of its members to 

purchase any water produced by the water treatment plant but will obligate them to pay 20% of 

the cost of operation and maintenance of the Facilities on a monthly basis. When the Facilities 

are placed into service, KAWC shall provide BWSC with an accounting for the final cost of the 

Facilities, which cost would be that sum added to the rate base of KAWC by reason af 

construction of the Facilities if KAWC were the sole owner, and which shall be used as a basis 

for the determination of the final cost of the obligation of BWSC to acquire a 20% ownership 

Page 2 of 8 



interest of the Facilities. If BWSC elects Option A, it may purchase up to 5 MGD of potable 

water directly from the Facilities or from KAWC (at locations to be mutually agreed upon that 

are hydraulically reasonable and neither party shall unreasonably withhold its agreement) at a 

rate designed to recover 20% of the cost of operation and maintenance of the Facilities. This rate 

shall be revised annually in accordance with the cost of operation and maintenance of the 

Facilities for the preceding calendar year. The actual cost of operation and maintenance in any 

year shall mean the necessary and reasonable expenses of operating, maintaining and repairing 

the Facilities; and without limiting the generality of the foregoing, all administrative and 

operation expenses, insurance, engineering and legal expenses, materials, supplies, labor, rental 

of equipment and other property, utility services, any taxes which may be lawfully imposed; but 

not including any allowance for return on capital, depreciation or amortization. BWSC's 

purchase of potable water directly from the Facilities or from KAWC shall be memorialized by a 

written agreement. 

2. OPTIONB. On or before April 1, 2008, BWSC may elect OptionB in this 

Agreement by so notifying KAWC in written form of its intention to acquire a 20% undivided 

ownerskp interest in the Facilities and delivering to KAWC a written commitment from one or 

more of its members guaranteeing that commitment, which guarantee must be acceptable to 

KAWC and which acceptance shall not be withheld unreasonably. The election of OptionB 

shall obligate BWSC and its guaranteeing member(s) to pay KAWC a monthly fee, beginning 

with the first month after the Facilities are placed into service, consisting of three components: 

(1) a monthly amortization of 20% of the final cost of the Facilities that would be included in 

KAWC's rate base, if it were the sole owner, amortized over 30 years; (2) KAWC's cost of the 

unamortized portion of the cost of the Facilities that would be in its rate base if it were the sole 

Page 3 of 8 



owner, detennined to be the latest PSC approved overall return with the portion of the overall 

return attributed to KAWC's return on equity to be adjusted for state and federal income taxes; 

and (3) 20% of the cost of operation and maintenance (as defined in Option A above), all on a 

monthly basis, for which BWSC will be entitled to no more than 5 MGD of potable water 

directly from the Facilities or from KAWC (at locations to be mutually agreed upon that are 

hydraulically reasonable and neither party shall unreasonably withhold its agreement). 

Prepayment of any part of the final cost may be made by BWSC at any time without penalty. 

3. OPTION C. On or before April 1, 2008, BWSC may elect Option C in this 

Agreement by so notifying KAWC in written form of that commitment and providing written 

comitment(s) fi-om one or more of its members guaranteeing that commitment, which 

guarantee must be acceptable to KAWC and which acceptance shall not be withheld 

unreasonably. The election of Option C shall obligate BWSC and its guaranteeing member(s) to 

purchase or pay for 5 MGD of water each and every day for 30 years at a volumetric rate 

consistent with the principles enumerated in American Water Works Association Manual of 

Water Supply Practices, M1, 5th Edition. Option C shall include the right of BWSC to acquire a 

20% undivided interest in the Facilities at any time prior to the expiration of five (5) years from 

the date the plant is first placed in service. That date shall be memorialized by letter from 

KAWC to BWSC. The acquisition cost for purposes of this Agreement only shall be the cost of 

the Facilities in KAWC's rate base as of December 31 of the year immediately prior to 

acquisition. Upon acquisition, BWSC shall pay 20% of the actual costs of operating and 

maintaining the Facilities as defined in Option A above. 
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4. CAPITAL IMPROVEMENTS. After the Facilities are placed in service, any 

capital improvements will be paid for by the owners in accordance with their ownership 

interest(s). 

5. SECURITY. As security for the financial obligations BWSC may incur as a 

result of its election of Option B herein, at the time of any such election BWSC will execute and 

deliver to KAWC a recordable document(s) that will grant to KAWC a lien upon the real estate 

and a security interest in the Facilities elected to be acquired by BWSC. 

6.  

7. 

8. 

TIME. Time is of the essence of this Ageement. 

PSC APPROVAL. This Agreement shall be subject to approval of the PSC. 

FACILITIES OPERATION. In the event BWSC elects Option A or Option B 

herein, KAWC shall have the sole obligation and authority to manage, control, maintain and 

operate the Facilities, giving due consideration to the interest of BWSC as may be determined 

herein. If BWSC elects any option of ownership, KAWC and BWSC shall form a KRS I1 

Operating Committee which shall be composed of not less than ten (10) members with 

representation fiom each owner in proportion to its ownership interest in the Facilities. The 

KRS I1 Operating Committee shall meet monthly and shall advise KAWC, if it chooses to do so, 

on all matters pertaining to the maintenance and operation of the Facilities and the production of 

potable water. The KRS I1 Operating Committee shall elect a chairman annually who shall be 

responsible for the preparation of an agenda and distribution of all necessary information for 

each meeting. 

9. NOTICES. Notices required hereby shall be given to Nick 0. Rowe, President, 

Kentucky-American Water Company, 2300 Richmond Road, Lexington, Kentucky 40507, and 
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Don Hassall, General Manager, Bluegrass Water Supply Commission, 699 Perimeter Drive, 

Lexington, Kentucky 405 1 7. 

10. SEVERANCE. If for any reason any paragraph, clause or provision of this 

Agreement shall be held invalid by any court of competent jurisdiction, the invalidity of such 

paragraph, clause or provision shall not affect the validity of any of the remaining portions of 

t h s  Agreement. 

11.  AMENDMENTS. This Agreement may be amended at any time in writing by 

mutual agreement of the parties hereto. 

12. MERGER. The parties agree that the execution of this Agreement operates to 

terminate any and all agreements heretofore entered into by the parties for the delivery of water 

to BWSC or any of its members from the Facilities. 

13. GOVERNING LAW. The validity, interpretation and performance of this 

Agreement and each of its provisions shall be governed by the laws of the Commonwealth of 

Kentucky. 

14. FORUM SELECTION. Any dispute arising from this Agreement which cannot 

be resolved by the parties shall be litigated in the Fayette Circuit Court. 

15. EXCEUSWITY. Options A, B and C above are mutually exclusive and an 

election of an option under this Agreement cannot be revoked or modified in any way. 

16. RIGHT OF FIRST REFUSAL. If at any time during BWSC's ownership of a 

portion of the Facilities or any process where it is acquiring ownership of a portion of the 

Facilities, BWSC desires to sell its ownership interest and it receives a bona fide offer from any 

entity to purchase BWSC's ownership interest, that offer shall be forwarded to KAWC within 

five (5) days of its receipt by BWSC. KAWC shall then have the opportunity to obtain PSC 
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approval to match the terns of the bona fide offer. If that approval is sought and obtained, 

KAWC shall have ninety (90) days thereafter to match the terms of any such bona fide offer and 

acquire BWSC's interest in the Facilities. 

17. NULL AND VOID. Absent an election of either Option A, B or C, this 

Agreement and all of its provisions will become null and void at 12:01 a.m., April 2,2008. 

18. PURCBASE NON-EXCLUSIVITY. Neither this Agreement nor any election 

made under this Agreement shall preclude BWSC and/or any of its members from purchasing 

water from any other entity. 

19. SUBSEQUENT AGREEMENTS: Subsequent to an election of Option A, B or 

C of this Agreement, the parties to this Agreement will, in good faith, negotiate and enter into 

any and all subsequent written agreements that may become necessary to accomplish the 

purposes of the election made. 

20. U L T U  VIRES. KAWC and BWSC each represent and warrant that they have 

all due authority and power to execute and perform this Agreement and that it is not subject to 

being limited or prohibited as ultra vires or beyond the scope of authority. BWSC krther 

represents that any guarantee provided by one or more of its members as contemplated in this 

Agreement shall be enforceable and binding on the guaranteeing member(s). 

WITNESS the signatures of the appropriately authorized officers of the parties hereto 

this t h e d a d  day of November, 2007. 
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BLUEGRASS WATER SUPPLY COMMISSION 

r 
BY: 

Thomas P. Calkins, Chair 

KIENTUCKY-AMERICAN WATER COMPANY 

- 

BY: 
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LOUISVILLE WATER COMPANY 
5 5 0  S O U T H  T H I R D  S T R E E T  e L O U I S V I L L E ,  K E N T U C K Y  4 0 2 0 2  

T E L  502-569-3600 F A X  502-569-001 5 

Mr. Don R. Hassall, P.E. 
Assistant Executive Director 
Bluegrass Area Development District 
699 perimeter Drive 
Lexington, KY 40517-4120 

Re: Bluegrass Water Supply Consortium 

Louisville Water Company (LWC) is pleased to respond to your recent inquiry concerning the supply of 
finished water to the Bluegrass Water Supply Consortium on a wholesa[e basis, 

Our response is attached and considers the two water demand scenarios outlined in your letter of June 13, 
2003. We have prepared this response using our understanding of your project objectives. This document 
is consistent with the engineering and water rate methodology used in the 1998 cuntract with Kentucky 
American Water Company to deliver water to Lexington. Our response is based upon a suggested delivery 
point located at Interstate 64 and Highway 53, 

LWC appreciates this opportunity to work with the Consortium. We look forward to furthering our mutual 
interests in providing a reliable source of high quality drinking water to Central Kentucky. We would 
appreciate receiving from you as soon as it becomes available, detailed informatron regarding the legal 
authority, identity and authorized management structure of the consortium, Additionally, please be aware 
hat should we enter into formal discussions regarding the provision of water to the consortium, all such 
&cussions are subject to approval of the Board of Water Works, Mr. Jim Smith is our designated contact, 
and he can be reached at (502) 569-3687. If you need additional information please call me at (502) 569- 
3680, 

b/ John 1. Huber 
president 

An Equal Opporfunlfy Employer 



Discussion Points: Provision of Finished Potable Water 
to the Bluegrass Water Consortium of Central Kentucky 

July 9,2003 

Deliverv Point , Water Quality and Demand Scenarios - Louisville Water Company (LWC) envisions that 
the point of delivery for finished water will be located in the vicinity of Interstate 64 and Highway 53. LWC 
would own, operate, and maintain the water transmission main, pump station and storage facilities to the 
point of delivery, LWC is willing to make a capital commitment towards construction of these pipeline 
facilities based upon volume, demand factors, length of contract, and other factors negotiated between LWC 
and the Consortium (or its designee). In consideration of such a capital commitment, LWC recommends a 
50-year contract with renewal options, compared to the 20 year term outlined in your letterof June 13, 2003. 

LWC's potable, finished water supply could be delivered at a hydraulic grade of 900-950 msl, and working 
pressure of 40-60 psi (ground elevation 810). The water supply will meet all state and federal drinking water 
standards, The finished water hardness-from bofh the-Crescent Hill and.B.E..Payne water keatment-plants 
averaged 162 rngll in 2002. In 2003, the Company adopted a goal to maintain finished water hardness 
below 150 mgll. Through June 2003, the finished water hardness averaged 148 mgh from both treatment 
plants. Monthly finished water hardness data is available for review upon request 

In order to meet the demand criteria identified In your letter of June 13,2003, LWC outiines the following two 
scenarios for consideration: 

Scenario f - Provide 5 mgd base rate of flow with maximum day design capacity of 25 mgd, This 
requires installation of 60-inch water main to Interstate - 64, a 36-inch water main along Interstate 64 
to Highway 53, a booster pump station In Jefferson County at Interstate 265 and a 3 million gallon 
storage facility at Highway 53 in Shelby County, The estimated cost for this scenario is $23 million, 
subject to adjustment based upon final design, right-of-way acquisition, and competitive bidding. 

Scenario 2 - Provide 9 rngd base rate of flow with a maximum day design capacity of 45 rngd. This 
scenario requires installation of a 60-inch water main to Interstate 64, two parallel 36-inch wafer 
mains along Interstate 64 to Highway 53, a booster pump station in Jefferson County af Interstate 
265 and a 5 million gallon storage facility at Highway 53 in Shelby County. To ensure reliable service 
to meet this demand, facility Improvements such as pumping and clear .wet1 upgrades are also 
needed, We recommend parallel facilities to reduce the higher operating risk and allow future 
maintenance while maintaining operaiions to deliver the base rate of flow, Parallel facilities Will also 
allow phased construction and capital investment approach, The estimated cost for this option is $47 
million, subject to adjustment based upon final design, right-of-way acquisition, and competitive 
bidding, 

These two scenarios have been prepared from a preliminary engineering review of the project objectives 
outlined in your letter of June 13,2003, We have not performed a detailed engineering or hydraulic analysis 
of these scenarios, The suggested scope of the project is intended to be a conservative approach to 
providing the two water demand scenarios identified, Further engineering design, hydraulic analysis, 
propertyleasement research, and review of construction procurement methods may yield opportunities for 
additjonal cost savings in the project. In addition, our estimates are based upon projects valued at $5 million 
or less, A construction scope of ibis magnitude will likely yield additional economies of scale, further 
reducing capital costs, 
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Water Rate Methodoloqy -- In addition to the capital components previously discussed, the rate for 
volumes of consumption described in your letter would be based upon terms and conditions that need to be 
negotiated. Based upon LWC staffs current authorization from the Board of Water Works, any contracted 
consumption over 1 rngd may be negotiated, based upon certain criteria, including peak demand factors, 
contract duration, and other terms and conditions, LWC would calculate the rate for this kind of wafer 
consumption by taking into consideration four elements: operating expenses, depreciation expenses, return 
on plant investment, and customer costs, These rate elements are defined as follows: 

A. Operating Expense Component - determined for the billing period by dividing the Buyer's usage by 
the Seller's total sales and multiplying the quotient by Selier's Operating Expenses, less expenses 
common only to retail customer expenses and to customers generally, This is a variable cost 
component, 

B. Depreciation Expense Component - determined for the billing period by dividing the Buyer's Request 
by the Seller's production capacity and multiplying the quotient by the Seller's Depreciation Expense, 
less depreciation on contributed capital and depreciation common only to retail customers and to 
customers generally. This is a fixed cost component based upon the requested reserved production 

. I * r  -. * cnpaciS;: .I- I .  5 .  

C, Retum on Plant lnvestrnent Component - determined for the billing period by dividing the Buyer's 
Request by the Seller's production capacity and multiplying the quotient by Seller's Return on Plant 
Investment, excluding retum on plant investment common only to retail customers and to customers 
generally. This is a fixed cost component based upon the requested reserved production capacity. 

D. Customer Cost Component - determined for the billing period by the Service Charge, at it may 
change from time to time, currently contained in Section 6,02,1" of Seller's rate schedule. This is a 
fixed cost component based upon the number and size of meters installed at Buyer's request. 

Based ripan the above criteria, the Company contemplates several rate scenarios for delivery of water, of 
which the specifics remain subject to negotiation, The peaking factors identified below are the ratio of the 
requested reserved production capacity to minimum average day consumptian. For the Consortium's 
planning purposes, those rate elements yield the following imputed water rates based upon current (2003) 
costs, with periodic adjustment for actual cost of service: 

I )  Contract with peaking factor of 5:l 
o Annual fNed cost for minimum average day of 5 mgd and requested reserved production 

capacity of 25 rngd is estimated at $4,198,800. 
Annual fixed cost for minimum average day of 9 rngd and requested reserved production 
capacity of 45 rngd is estimated at $7,508,~00. 
Variable cost per 4000 gallons above minimum average day is estimated at $0-54 up to 
requested reserved production capacity. 
imputed rate per 1000 gallons is $2.33. 

2) Contract with peaking factor of 41  
5 Annual fixed cost for minimum average day of 5 mgd and requested reserved production 

capacity of 20 rngd is estimated at $3,568,300. 
o Annual fixed cost for minimum average day of 9 mgd and requested reserved production 

capacity of 36 mgd is estimated at $6,373,200. 
= Variable cost per 1000 gallons above minimum average day is estimated at. $0,54 up b 

requested reserved production capacity, 
c Imputed rate per. 1000 gallons is $1 38. 
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3) Contract with peaking factor of 3:l 
e Annual fixed cost for minimum average day of 5 mgd and requested reserved production 

capacity of 15 mgd is estimated at $2,937,700, 
Annual fixed cost for minimum average day of 9 rngd and requested reserved production 
capacity of 27 mgd is estimated at $5,238,300. 

e Variable cost per 1000 gallons above minimum average day is estimated at $0.54 up to 
requested reserved production capacity. 

0 Imputed rate per 1000 gallons is $4.63. 

4) Contract with peaking factor of 2:l 
e Annual foted cost for minimum average day of 5 mgd and requested reserved produciion 

capacity of I O  rngd is estimated at $2,307,200. 
0 Annual foced cost for minimum average day of 9 rngd and requested reserved production 

capacity of 18 mgd is estimated at $4,103,300, 
Q Variable cost per 1000 gallons above minimum average day is estimated at $0.54 up to 

e Imputed rate per 1000 gallons is $1.28, 
4 . requested.resewved praductipncapaci ty... . . -. I . ,  

5) Contract with peaking factor of 1:l 
B Annual fixed cost for minimum average day of 5 rngd and requested resewed production 

capacity of 5 rngd is estimated at $1,676,700. 
a Annual fixed cost per minimum average day of 9 rngd and requested reserved production 

capacity of9 mgd is estimated at $2,968,400, 
e Variable cost per 1000 gallons above minimum average day is estimated at $0.54 up io 

requested reserved production capacity. 
e Imputed rate per 1000 gallons is $0.93 

Next S t e w  - Additional elements must be addressed before we can move forward, offer a formal praposal 
and enter into final negotjations. These include determination of the investment in the project by LWC, 
provisions for design services, construction timetables, operating parameters, as well as further delineation 
of water rate adjustments, We look forward to the opportunity for the detailed discussions which will allow us 
to further dafine these parameters. Mr. Jim Smith is our designated contact, and he can be reached at (502) 
569-3687, 

3 







LOUISVILLE WATER COMPANY 
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T E L  502-569-3600 F A X  502-569-08 1 5  

August 8,2003 

Mr. Don R. Hassall, P.E. 
Assistant Executive Director 
Bluegrass Area Development District 
699 Perimeter Drive 
Lexington, KY 40517-4120 

Re: Bluegrass Water Supply Consortium 

Dear Mr. Hassall: 

Louisville Water Company is pleased to provide an update to our initial response concerning the supply of 
finished water to the Bluegrass Water Supply Consortium. 

Thank you again for the opportunity to work with the Consortium. We continue to look fotward to hrthering 
our mutual interests in providing a reliable source of high quality drinking water to Central Kentucky. Again, 
should we enter into formal discussions regarding the provision of water to the Consortium, any agreement 
resulting from the discussion remains subject to approval of the Board of Water Works. Please continue to 
utilize Mr. Jim Smith as  your primary contact. He can be reached at (502) 569-3687. If you need additional 
information please call me at (502) 569-3680. 

Sincerely, a& ' John L, Huber 
President 

An Equal Opporfunlfy Employer 



Updated Discussion Points: Provision of Finished Potable Mater 
to the Bluegrass Water Consortium of Central Kentucky 

August 8,2003 

Deliverv Point , Water Quality and Demand Scenarios - A s  indicated in our July 9, 2003 communication, 
the 1.ouisville Water Company (LWC) envisions that the point of delivery for finished water will be located in 
the vicinity of Interstate 64 and Highway 53, LWC would own, operate, and maintain the water transmission 
main, pump station and storage facilities to the point of delivery. LWC is willing to make a capital 
commitment towards construction of these pipeline facilities based upon volume, demand factors, length of 
contract, and other factors negotiated between LWC and the Consortium (or its designee), In consideration 
of such a capital commitment, LWC recommends a 50-year contract with renewal options, compared to the 
20 year term outlined in your letter of June 13,2003. 

LWC’s potable, finished waier supply could he delivered ai a hydraulic grade of 900-950 msl, and working 
pressure of 40-60 psi (ground elevation 810). The water supply will meet all state and federal drinking water 
standards, The finished water hardness from both the Crescent Hill and B.E. Payne water treatment plants 
averaged 162 mgll in 2002. In 2003, the Company adopted a goal to maintain finished water hardness 
below 150 mgll. Through June 2003, the finished water hardness averaged 148 mgA from both treatment 
plants. Monthly finished water hardness data is available for review upon request. 

In order to meet the demand criteria identified in your letter of June 13, 2003, LWC outlines the following two 
scenarios fol: consideration: 

Scenario 1 - Provide 5 mgd base rate of flow with maximum day design capacity of 25 rngd. This 
requires installation of 60-inch water main to Interstate - 64, a 36-inch water main along Interstate 64 
to Highway 53, a booster pump station in Jefferson County at Interstate 265 and a 3 million gallon 
storage facility at Highway 53 in Shelby County, The estimated cost for this scenario is $23 million, 
subject to adjustment based upon final design, right-of-way acquisition, and Competitive bidding. 

Scenario 2 - Provide 9 rngd base rate of flow with a maximum day design capacity of 45 rngd. This 
scenario requires installation of a 60-inch water main to Interstate 64, two parallel 36-inch water 
mains along Interstate 64 to Highway 53, a booster pump station in Jefferson County at Interstate 
265 and a 5 million gallon storage facility at Highway 53 in Shelby County. To ensure reliable service 
to meet this demand, facility improvements such as pumping and clear well upgrades are also 
needed. We recommend parallel facilities to reduce the higher operating risk and allow future 
maintenance while maintaining operations to deliver the base rate of flow, Parallel facilities will also 
allow phased construction and capital investment approach. The estimated cost for this option is $47 
million, subject to adjustment based upon final design, right-of-way acquisition, and competitive 
bidding, 

These two scenarios have been prepared from a preliminary engineering review of the project objectives 
outlined in your letter of June 13, 2003. We have not performed a detailed engineering or hydraulic analysis 
of these scenarios. The suggested scope of the project is intended to be a conservative approach to 
providing the two water demand scenarios identified. Further engineering design, hydraulic analysis, 
propertyleasemerit research, and review of construction procurement methods may yield opportunities for 
additional cost savings in the project. In addition, our estimates are based upon projects valued at $5 million 
or less. A construction scope of this magnitude will likely yield additional economies of scale, further 
reducing capital costs. 
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Water Rate Methodology - In addition to the capital components previously discussed, the rate for 
volumes of consumption described in your letter would be based upon terms and conditions that need to be 
negotiated. Based upon LWC staff's current authorization from the Board of Water Works, any contracted 
consumption over I mgd may be negotiated, based upon certain criteria, including peak demand factors, 
contract duration, and other terms and conditions. LWC would calculate the rate for this kind of water 
consumption by taking into consideration four elements: operating expenses, depreciation expenses, return 
on plant investment, and customer costs. These rate elements are defined as follows: 

Operating Expense Component - determined for the billing period by dividing the Buyer's usage by 
the Seller's total sales and multiplying the quotient by Seller's Operating Expenses, less expenses 
common only to retail customer expenses and to customers generally. This is a variable cost 
component. 

Depreciation Expense Component - determined for the billing period by dividing the Buyer's Request 
by the Seller's production capacity and multiplying the quotient by the Seller's Depreciation Expense, 
less depreciation on contributed capital and depreciation common only to retail customers and to 
customers generally, This is a fixed cost component based upon the requested reserved production 
capacity. 

Return on Plant Investment Component - determined for the billing period by dividing the Buyer's 
Request by the Seller's production capacity and multiplying the quotient by Seller's Return on Plant 
Investment, excluding return on plant investment common only to retail customers and to customers 
generally. This is a fixed cost component based upon the requested reserved production capacity. 

Customer Cost Component - determined for the billing period by the Service Charge, as it may 
change from time to time, currently contained in Section 6.02.1 of Seller's rate schedule. This is a 
fixed cost component based upon the number and size of meters installed at Buyer's request. 

Based upon the above criteria, the Company contemplates a scenario for delivery of water based upon 
requested reserved capacity of two times the minimum average day and available capacity of up to five 
times the minimum average day. For the Consortium's planning purposes, those rate elements yield the 
following imputed water rate based upon current (2003) costs, with periodic adjustment for actual cost of 
service: 

Annual fixed cost for minimum average day of 5 mgd and requested reserved production 
capacity of 10 mgd and available capacity of up to 25 mgd is estimated at $2,307,200. 

e Annual fixed cost for minimum average day of 9 mgd and requested reserved production 
capacity of 18 mgd and available capacity of up to 45 rngd is estimated at $4,103,300. 

0 Variable cost per 1000 gallons above minimum average day is estimated at $0.54 up to 
requested reserved production capacity, Variable cost per 1000 gallons above requested 
reserved production capacity is estimated at $1.35, our standard wholesale rate, up to 
available capacity. 

e Imputed rate per 1000 gall.ons is $l28, 
e Any consumption above requested reserved production capacity will be the new reserved 

production capacity for the nexf 36 months. 
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The reserved capacity is the production capacity set aside for the exclusive use of the Bluegrass 
Consortium, Available capacity is Lociisville Water Company reserve production capacity available equally 
to all LWC customers. It is the Company’s intention to provide available reserve capacity above maximum 
day requirements to meet the Consortium’s future growth needs. This approach offers the greatest degree 
of flexibility to both the Consortium and LWC by allowing a phased-approach to address growth 
opportunities and needs, while providing low rates for minimum average daily quantities. 

- Next Steps - Please remember additional elements must be addressed before we can move foward, offer 
a formal proposal and enter into final negotiations. These include determination of the investment in the 
project by LWC, provisions for design services, construction timetables, operating parameters, as well as 
further delineation of water rate adjustments, We look forward to the opportunity for the detailed discussions 
which will allow us to further define these parameters. Mr, Jim Smith is OUT designated contact, and he can 
be reached at (502) 569-3687. 
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Mr. Jim Smith 
Louisville Water Company 
550 South Third Street 
Louisville, Kentucky 40202 

Re: Request for Updated Proposal 

Dear Mr. Smith: 

The Bluegrass Water Supply Commission (BWSC) invites the Louisville Water 
Company GWC) to update their proposal to furnish finished water. LWC previously 
provided proposals dated July 9,2003 and August 8,2003, while the Bluegrass Water 
Supply Consortium was conducting their Water System Regionalization Feasibility Study 
(O'Brien & Gere, 2004). Since that time several things have changed, including: 

creation of the Bluegrass Water Supply Commission in August 2004 
plans for additional storage on the Kentucky River, via increasing the height 
of Dam 9, Dam 10, or via a new dam, have not progressed 
implementation of Kentucky Division of Water's Water Credit Program has 
not progressed 
capacity requirements of BWSC have changed 
the Kentucky Infrastructure Authority is exploring options to interconnect 
major water supplies, and may support such projects 

a 

a 

Recognizing that there may also have been changes that affect LWC, we invite you to 
submit a revised proposal, including these options: 

I .  Reserved capacity of 3 1 MGD, with minimum daily purchase of 6.2 MGD 
2. Reserved capacity of about 15 to 20 MGD, at your preference, based on the 

limits of LWC's existing facilities, with minimum purchase of 20 YO of that 
amount 

3. Reserved capacity of 10 MGD, with minimum purchase of 2 MGD 
4. Reserved capacity of 5 MGD, with available capacity of 10 MGD and 

minimum purchase of 2 MGD 



Based on your previous proposals, we understood your preference was to deliver water to 
Shelbyville, near the intersection of Interstate 64 and Kentucky Highway 53. Please 
specify whether that has changed. Other terms of our prior request are unchanged. 

We request your reply within four weeks from the date of this letter. If you have any 
questions, please contact George Rest of O'Brien & Gere Engineers, at 30 1-73 1-1 162, 
email restgb@?obp.com. 

Veiy truly yours, 

Bluegrass Water Supply Commission 

Thomas Calkins 
Chairman 

cc: Mr. Don Hassall, BWSC 
Mr. George Rest, O'Brien & Gere 
Mr. Bryan Lovan, O'Brien & Gere 
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JOHN LHUBER 
PRESIDENT 

oecember 15,2005 

Mr. Thomas Calkins 
Chairman 
Bluegrass Water Supply Commission 
699 Perimeter Drive 
Lexington, KY 40517-4120 

Re: 8luegrass Water Supply Commission 

Dear Mr, Calkins: 

Thank you for your November 14,2005 letter on behalf of the Bluegrass Water Supply Commission 
(Bwsc). Louisville Water Company (LWC) appreciates the opportunity to update our previous 
proposals to furnish finished water to the Commission for the residents of Central Kentucky, 

As indicated in 2003, LWC continues to anticipate the point of delivery in the vicinity of 1-64 and 
Highway 53. We have prepared our response to ihe four options outlined in your letter using 
similar engineering and water rate methodologies as we used before. 

LWC submits the enclosed proposal to provide a reliable source of high quality drinking water to 
central Kentucky based upon the information contained herein and contingent upon an agreement, 
{he terms and conditions of which would be negotiated by the parties. We request the opportunity 
to present our proposal to the Commission and discuss it further ai your convenience, Any such 
final agreement is subject to approval by the LWC Board of Water Works, Mr, Jim Smith will 
continue to be our designated contact, and he can be reached at (502) 569-3687, Please feel free 
to call me if you need additional information. 

Sincerely, 

@PAL 
1 John L. Huber 

President 

C:  klr. Don Hassall, SWSC 
Mr. George Rest, O'Erien & Gere 
Mr, Bryan iovan, 0'8rien & Gere 

enclosure 

An E q u a l  O p p o r t u n i t y  Emp loye r  



Supply of Finished Potable Water 
to the Bluegrass Water Supply Commission (BWSC) 

December 15,2005 

Delivegfoint, Water Qualih and Demand Options: The Louisville Water Company (LWC) desires the 
point of delivery for finished water to be located in the vicinity of Interstate 64 and Highway 53, LWC's 
potable, finished water supply could be delivered at a hydraulic grade of 900-950 msl, and working pressure 
of 40-60 psi (ground elevation 820), The water supply will meet all state and federal drinking water 
standards. LWC will design, build, own, and operate the water transmission main, pump station and storage 
facilities to the point of delivery near KY Highway 53. 

CWC will contribute the required capital to fully fund construction of a 10 rngd cspacity delivery system 
terminating at KY Highway 53 for all of Ule supply options specified below, These faciliiies will consist of a 
24inch water main along lnterstate 64 from the Snyder Freeway (Interstate 265) to KY Highway 53, a 
booster pump station in Jefferson County at interstate 265 and a 2 million gallon storage facility at Highway 
53 in Shelby County. The BWSC will be responsible for any additional costs of upsizing these $cilities to 
meet the required reserved capacities specified. In consideration of such a capital commitment, LWC 
requires, at a minimum;a 50-year contract with renewal options. 

In order to meet the demand criteria identified in your letter of November 14, 2005, LWC outlines the 
following options for consideration: 

Ootion 1: Provide 6.2 mgd base rate of Aow with maximum day design capacity of 31 mgd. LWC 
recommends the installation of a 42-inch water main along Interstate 64 torn be Snyder Freeway ( I -  
265) to Highway 53, a booster pump station in Jefferson County at Interskate 265 and a 6 million 
gallon storage facility at Highway 53 in Shelby County, LWC will design, build, own, and operate 
these facilities to he point of delivery at KY Highway 53, Alternatively, parallel 30-inch transmission 
facilities are recommended to reduce the higher operating risk and allow future maintenance while 
maintaining operations to deliver the base rate of flow, To ensure reliable service lo meet this 
demand, improvements in LWC transmission, clear well and finished water pumping facilities will be 
needed. Costs for these improvements are estimated to be $10 million, 

As noted above, the BWSC will be responsible for the costs of upsizing these facilities from the base 
10 mgd option to deliver the 31 MGO resewed capacity requested to KY Highway 53 in addition to 
the $40 million required to upgrade LWC plant and core transmission iaciliiies. 

Option 2a: Provide 4 rngd base rate of low with a maximum day design capaciiy of 20 rngd, LWC 
recommends the installation of a 36-inch water main along Interstate 64 from the Snyder Freeway 
(Interstate 265) to KY Highway 53, a booster pump station in Jefferson County at Interstate 265 and 
a 4 million gallon storage facility at Ky Highway 53 in Shelby County, L\NC will design, build, own, 
and operate these facilities to the point af delivery at KY Highway 53, As nokd above, the BWSC 
will be responsible for the costs of upsizing these facilities from the base 10 rngd option to deliver the 
requested 20 MGO reserved capacity. 

O~iion 2b: Provide 3 mgd base rate o i  Row with a maximum day design capacity of 15 mgd. CWC 
recommends the installation of a 30-inch water main along Interstate 64 from the Snyder Freeway 
(Interstate 265) to KY Highway 53, a booster pump station in Jefferson County at Interstate 265 and 
a 3 million gallon storage facility at KY Highway 53 in Shelby County. LWC will design, build, own, 
and operate these facilities to the point of delivery at KY Highway 53, As noted above, the BWSC 
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will be responsible for the costs of upsizing these facilities from the base i o  mgd option to deliver the 
requested 15 MGD reserved capacity. 

Ogtions 3 & 4: Provide 2 mgd base rate of flow with a maximum day design capacity of I O  mgd. 
This option requires installafian of a 24-inch water main along Interstate 64 from he Snyder Freeway 
(Interstate 265) to KY Highway 53, a booster pump station in Jefferson County at Interstate 265 and 
a 2 million gallon storage facility at Highway 53 in Shelby County, LWC will fully fund, design, build 
own, and operate these facilities to the point of delivery at KY Highway 53, 

The above optinns have been prepared from a preliminary engineering review of the project objectives 
outlined in your letter of November 14, 2005, We have not performed a detailed engineering or hydraulic 
analysis of these scenarios, The suggested scope of the project is intended to be a conservative approach 
to providing the water demand options identified. Further engineering design, hydraulic analysis, 
propertyleasemen t research, and review of construction procurement methods may yield opportunities far 
additional cost savings in the project. A construction scope of this magnitude will likely yield additional. 
economies of scale, further reducing capital costs, 

Water Rate Methodology: In addition to the capital compsnents previously discussed, the rate for volumes 
of consumption described in your letter will be included in the final agreement, the terms and conditions of 
which would be negotiated by the pariies, Based upon LWC staii's current authorization from the Board of 
Water Works, any contracted consumption over 1 mgd may be negotiated, based upon certain criteria, 
including peak demand factors, contract duration, and other terms and conditions, LWC will calculate the 
rate for this kind of water consumption by taking into consideration four elements: operating expenses, 
depreciation expenses, return on piant investment, and customer costs, 

For the Commissian's planning purposes, those rate elements yield the following imputed water rate based 
upan our most recent 2006 cost of service study: 

Ootion 1 Reserved capacity of 31 mgd, with minimum daily purchase o f 6 2  mgd: 
* The rate per thousand gallons for minimum daily purchase up to 6,2 mgd is $2.70. 
G The rate per thousand gallons above 6,2 mgd, but not exceeding the reseived 

capacity of 31 mgd, is $0.57. 
a The rate per thousand gallons above the reserved capacity of 3 1 mgd is $1.63. 

Ootion 2a: Reserved capacity of 20 mgd, with minimum daily purchase of 4 mgd: 
0 The rate per thousand gallons for minimum daily purchase up to 4 mgd is $2.70. 

The rate per thousand gallons above 4 mgd but nat exceeding the reserved capacity 
of 20 rngd is $0.57, 
The rate per thousand gallons above the resewed capacity of 20 mgd is $1 33, 

Opi/on 2b: Reserved capacity of 15 mgd, wiih minimum daily purchase of 3 mgd: 
The rate per thousand gallons for minimum daily purchase up  to 3 rngd Is $2.70, 

., The rate per thousand gallons above 3 mgd, but not exceeding the reserved capacity 
of 15 rngd, is $0,57, 

0 The rate per thousand gallons above the reserved capacity of 15 rngd is $1 33.  

Option 3: Reserved capacity of 10 mgd, wiih minimum daily purchase of 2 mgd: 
e The rate per thousand gallons for minimum daiiy purchase up lo 2 mgd is $2.70. 
0 The rate per thousand gallons above 2 mgd but not exceeding the reserved capeciiy 

of 10 mgd is $0.57. 
The rate per thousand ga(lans above lire reserved capacity of 10 rngd is $1,63. 
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ODtion 4: Resewed capacity of 5 rngd, available capacity of ? O  mgd, with minimum daily 
purchase of 2 rngd: 
0 The rate per thousand gallons for minimum daily purchase up to 2 mgd is $1,67. 
0 The rate per thousand gallons above 2 rngd but not exceeding the reserved capacity 

of 5 rngd is $0.57. 
0 The rate per thousand gallons above the reserved capacity of 5 rngd is $4 33. 

- -__I-- - 
iiatio of Reserved a 

Reserved Minimum Daily Capacity to Minimum 

5.0 MGD 2.5 MGD 2.0 

5.0 MGD 3.3 MGD I .5 

4,O MGO 2.0 MGO 

Option Capacity MGO Purchase MGO Daily Purchase 
Additional 

Additional 

Additional 
Option C 

Option A - 
option B 

For all options, consumption above the requested reserved production capacity will be the new reserved 
production capacity for the next 60 months, The reserved capacity is the production capacity set aside for 
the exclusive use of the Bluegrass Water Supply Commission, Available capacity is Louisville Water 
Company's production capacity in excess of max day demands available equally to all LWC customers. It is 
the Company's intenfbn to always maintain, at a minimum, a 15% available capacity above maximum day 
requirements to meet Kentucky Division of Water standards and future growth needs. The current maximum 
day production demand for LWC was 205 rngd set this summer on June 25, 2005. As a result of this new 
demand peak, LWC will conduct a production capacity analysis in 2006 to validate our current productiori 
capacity of a firm 240 rngd and identify any upgrades necessary to maintain a 15% available capacity above 
maximum day requirements. Any upgrades necessary will be integrated into LWC's five year capital 
improvement plan and executed as part of that plan. 

Rate per Thousand 
Gallons for Minimum 

Daily Purchase 
$1 .A6 

$1.25 

$1.46 

Timeline: LWC believes construction of the required supply facilities for all of the options specified can be 
accomplished within three years of executing of a supply contract. The three year timekame is based upon 
one year for facility design and right-of-way acquisition and two years for facility conskction. Based an 
these estimates construction could be accomplished by the summer of 2009, 

Further Consideration of Additional Oation Alternatives 
It is important to note that a lower rate per thousand gallons for the minimum daiiy purchase can be 
achieved by increasing the minimum daily purchase quantity or decreasing the amount of capacity reserved 
for each o i  the above options, Furthermore, Louisville Water Company would consider additional 
investment in these facilities based on a larger minimum daily purchase quantity. 

_L- Next %e@: LWC staff would appreciate the opportunity to discuss #is proposal with BWSC mmbers at 
heir earfiest convenience. Future discussions will be needed to further define detailed engineering and 
construction parameters, among other things. We look !orward to the apporiuniiy io begin these 
discusskms, which we believe wilI result in a mutually beneficial relationship. Any final agreement will need 
to be approved by the Louisville Water Company Board of Water Works and appropriate regulatory 
agencies. Mr. Jim Smith is our designated contact, and he can be reached at (502) 569-3687 or (502) 533- 
5110. 







Preliminary Review & Analysis  
Louisville Water  Company  (LWC) Proposa l  

(Dated December  15,2005) 

LWC point of delivery for finished water to be located in the vicinity of Interstate 64 and Highway 
53. LWC's potable, finished water supply could be delivered at a hydraulic grade of 900-950 
msl, and working pressure of 40-60 psi (ground elevation 810). LWC will design, build, own, 
and operate the water transmission main, pump station and storage facilities to the point of 
delivery near KY Highway 53. 

LWC will contribute the required capital to fully fund construction of a 10 mgd capacity delivery 
system terminating at KY Highway 53 for all of the supply options specified. These facilities will 
consist of a 24-inch water main along Interstate 64 from the Snyder Freeway (Interstate 265) to 
KY Highway 53, a booster pump station in Jefferson County at Interstate 265 and a 2 million 
gallon storage facility at Highway 53 in Shelby County. The BWSC will be responsible for any 
additional costs of upsizing these facilities to meet the required reserved capacities specified. In 
consideration of such a capital commitment, LWC requires, at a minimum, a 50-year contract 
with renewal options. 

Below is the LWC option evaluated in this preliminary analysis for the full capacity and 
comparison with the New Kentucky River WTP at Pool 3 with Ohio River Pipeline. 

Option 1 

Provide 6.2 mgd base rate of flow with maximum day design capacity of 31 mgd. LWC 
recommends a 42-inch water main along Interstate 64 from the Snyder Freeway (1-265) to 
Highway 53, a booster pump station in Jefferson County at Interstate 265 and a 6 million gallon 
storage facility at Highway 53 in Shelby County. Alternatively, parallel 30-inch transmission 
facilities are recommended to reduce the higher operating risk and allow future maintenance 
while maintaining operations to deliver the base rate of flow. To ensure reliable service to meet 
this demand, improvements in LWC transmission, clear well and finished water pumping 
facilities will be needed. Costs for these improvements are estimated to be $1 0 million. 

As noted above, the BWSC will be responsible for the costs of upsizing these facilities from the 
base IO mgd option to deliver the 31 MGD reserved capacity requested to KY Highway 53 in 
addition to the $1 0 million required to upgrade LWC plant and core transmission facilities. 

Option 1 - Reserved capacity of 31 mgd, with minimum daily purchase of 6.2 mgd: 
The rate per thousand gallons for minimum daily purchase up to 6.2 mgd is 
$2.70. 
The rate per thousand gallons above 6.2 mgd, but not exceeding the reserved 
capacity of 31 mgd, is $0.57. 
The rate per thousand gallons above the reserved capacity of 31 mgd is $1.63. 

* 

= 

LWC Cost = $18.51 million BWSC Upgrade Cost = $31.93 million 

In addition, BWSC's construction cost to transport LWC supply to within the BWSC service area 
via Duckers Station Road (Phase I Project) is estimated at approximately $57.10 million. The 
total capital cost for transporting the LWC supply to the Phase I project is estimated at 
approximately $89.03 million (Construction Cost + Upgrade Cost). 
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Below is the LWC option that will be used in the evaluation for the interim source of supply and 
comparison with the upgrade capacity of the Frankfort Plant Board (FPB) WTP study. 

Options 3 & 4 (For Interim Source Supply) 

Provide 2 mgd base rate of flow with a maximum day design capacity of 10 mgd. This option 
requires installation of a 24-inch water main along Interstate 64 from the Snyder Freeway 
(Interstate 265) to KY Highway 53, a booster pump station in Jefferson County at Interstate 265 
and a 2 million gallon storage facility at Highway 53 in Shelby County. LWC will fully fund, 
design, build own, and operate these facilities to the point of delivery at KY Highway 53. 

Option 3 - Reserved capacity of 10 mgd, with minimum daily purchase of 2 mgd: 

0 

The rate per thousand gallons for minimum daily purchase up to 2 mgd is $2.70. 
The rate per thousand gallons above 2 mgd but not exceeding the reserved 
capacity of 10 mgd is $0.57. 
The rate per thousand gallons above the reserved capacity of 10 mgd is $1.63. 

--- LWC Cost = $1 8.51 million BWSC Upgrade Cost = $ 0  

Option 4 - Reserved capacity of 5 mgd, available capacity of I O  mgd, with minimum daily 
purchase of 2 mgd: 

0 

The rate per thousand gallons for minimum daily purchase up to 2 mgd is $1.67. 
The rate per thousand gallons above 2 mgd but not exceeding the reserved 
capacity of 5 mgd is $0.57. 
The rate per thousand gallons above the reserved capacity of 5 mgd is $1.63. 

LWC Cost = $18.51 million BWSC Upgrade Cost = $ 0  

In addition, BWSC’s construction cost to transport LWC supply to within the BWSC service area 
via Duckers Station Road (Phase I Project) is estimated at approximately $57.10 million. The 
total capital cost for transporting the LWC supply to the Phase I project is estimated at 
approximately $57.10 million (Construction Cost + Upgrade Cost). 

Preliminary Summary of LWC Proposal 

In reviewing the proposal and comparison with the Kentucky River WTP at Pool 3 with Ohio 
River Pipeline alternative, the capital cost for the LWC Option 1 was lower than the Kentucky 
River Pool 3 option by almost 18%; however, the annual O&M present worth cost of the LWC 
Option 1 is much greater (more than double) than the Kentucky River Pool 3 option. 

Combining these two factors into a present worth indicates that the Kentucky River Pool 3 
option would be the preferred option for the long-term source of supply for BWSC, with a 
present worth cost that is 23% lower than the LWC option, based on this recent proposal 

Once the assessment of the Frankfort option is completed, we will assess the interim source of 
supply options (#3 & #4) presented by LWC, and provide a final recommendation. 
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Program Manager's Agenda 

Bluegrass Water Supply Commission 

January 22,2007 

1. 

2. Status Report 

Review of Program Manager Budget 

Task Order #2 

> 
P 

Kentucky River Pool #3 -Water Withdrawal Application - On Hold 

Phase I Pipeline Routing Study Amendment - On Hold 

Task Order ##4 & Task Order #5 
> Review of Alternatives and Update on Least Cost Alternatives - 

Executive Summary of Analysis 



Program Manager Status Report 
Bluegrass Water Supply Commission 

January 22,2007 Board Meeting 

SUMMARY OF PROGRAM MANAGER BUDGET 
Effort Spent to Remaining 

Budget Date Budget 

Task Order #2 $ 94,000.00 $ 88,012.88 $ 5,987.12 
Task Order #3 $ 79,000.00 $ 77,041.16 $ 1,958.84 
Task Order #4 $ 59,500.00 $ 18,987.57 $ 40,512.43 

$ 7,253.30 Task Order #5 $ 63,730.00 $ 56,476.70 

Total $ 311,230.00 $ 255,515.75 !$ 55,714.25 

TASK ORDER #2 

0 KENTUCKY RIVER POOL 3 -WATER WITHDRAWAL APPLICATION 

This item has been placed on hold pending the final outcome of the alternative evaluation in 
Task Order #5. 

e AMENDING PHASE I ROUTING STUDY 

This item has been placed on hold by the Master Planning and Capital Construction 
Committee with the recommended that the selection of the final route be tabled until the 
completion of Task Order No. 5 s  alternative evaluation. 

TASK ORDER #4 

0 LOUISVILLE WATER COMPANY PROPOSAL 

BWSC has received several proposals from Louisville Water Company (LWC) for wholesale 
supply of finished water. The latest proposal was focused on a water supply alternative to 
meet the needs of BWSC members only (9 MGD or less). If BWSC agreed to a long term 
contract with minimum purchase provisions, LWC would contribute the required capital to 
fully fund construction of a 24-inch main with a 10 MGD capacity terminating at KY Highway 
53 for all of the supply options specified. 



Program Manager Status Report 
Bluegrass Water Supply Commission 
January 22,2007 Board Meeting 

The various options specified either design or reserved capacity with minimum daily 
purchases and a variety of rate options. The latest option presented by LWC was to have a 
maximum day to minimum purchase ratio of 2:l with the standard wholesale water rate of 
$1.63 per one thousand gallons. 

Based on an estimated purchase amount of 2 MGD to 3 MGD, the calculated unit cost to the 
Commission would be greater than $4.00 per 1,000 gallons. 

0 CITY OF VERSAILLES PROPOSAL 

The City of Versailles recently completed construction of a WTP with capacity in excess of 
their near term demands. Since KAW service area abuts Versailles, it is plausible that KAW 
could receive water from Versailles to address current deficits, and in turn, convey water to 
Winchester to address their near term deficit. In reviewing this information, all of the flow 
rates from the City of Versailles would require additional pumping on BWSC’s behalf in order 
to deliver the water into KAWs system on a short-term basis. (This analysis is based on a 
five-year term.) 

Preliminary estimates of these booster pump options and the City of Versailles’ 
improvements are in the range of $185,000 to $400,000. 

Based on an estimated purchase amount of 2 MGD to 3 MGD, the calculated unit cost to the 
Commission would be in the range of $2.40 to $2.50 per 1,000 gallons. 

0 FPB WATER TREATMENT PLANT EVALUATION 

Frankfort Plant Board (FPB), in cooperation with BWSC, retained GRW Engineers to 
evaluate the existing FPB WTP for the possibility to meet the short-term needs of Kentucky 
American Water (KAW). The study also looked at expanding FPB‘s capacity to meet the 
needs of BWSC, or to meet the partial needs of both KAW and BWSC. 

In summary, the report by GRW Engineers indicates that the historical raw water pumping 
demands during peak days and the 3-day running annual average has approached 16 MGD 
on a few occasions and was recommended that the 16 MGD demand be used as the critical 
present day peak demand. As a result, there is no reliable treatment plant capacity 
available for BWSC without substantial improvements to expand the water treatment plant 
and distribution system in the range of $17 to $32 million. 

Based on an estimated purchase amount of 2 MGD to 3 MGD, the calculated unit cost to the 
Commission would be greater than $3.00 per 1,000 gallons. 
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TASK ORDER #5 

* SUMMARY OF WATER SUPPLY ALTERNATIVES 

A Master Planning and Capital Construction Committee meeting was held on January 3'' 
and January 12th, 2007 to present the conclusion of Task Orders No. 4 & No. 5. A 
presentation and draft copy of the report has been given to the Master Planning and Capital 
Construction Committee for review and comments. The following is a summary of these 
conclusions. 

In response to Kentucky American Water's (KAW) offer to construct capacity at Pool 3 for 
BWSC, BWSC authorized OBrien & Gere to undertake Task Order No.5. The intent of Task 
Order No. 5 is to support BWSC through review of KAWs Preliminary Design Memorandum 
for a new Water Treatment Plant on Pool 3 of the Kentucky River and to review, update and 
reassess other alternatives for water supply and grid alternatives to the members of BWSC. 

OBrien & Gere developed initial concept level costs for the several alternatives. Some of 
the alternatives evaluated included looking at a smaller WTP on Pool #3, purchasing water 
from Louisville Water Company, increasing the capacity at FPBs WTP, purchasing water 
from Greater Fleming Regional Water Commission, as well as others, and various 
combinations. 

Interim Findings 

a If BWSC develops a 15 MGD Pool 3 water supply independent of KAW, unit 
costs will be nearly 2-1/2 to 3 times the unit costs if KAW and BWSC worked in 
partnership, due to loss in economy of scale 

e If the BWSC facilities were reduced down to the current 9 MGD committed 
capacity, the capital costs would be less, but the unit costs would be even higher 

* Phasing can defer costs for some members, but is relatively ineffective at 
reducing unit cost 

e Of the other (not Pool 3) BWSC-Only Alternatives, the most preferred, based on 
cost appear to be : 

e The above unit costs are nearly double the BWSC/KAW Pool 3 option, and may 
not satisfy FPBs desire for a substantial back-up supply 

Frankfort Plant Board 
Greater Fleming, including combinations with FPB & LWC 

e BWSClKAW PARTNERSHIP 

KAW presented to the BWSC on September 25,2006, a proposal to construct a 20 MGD 
facility in Pool 3 of the Kentucky River. O'Brien & Gere has been reviewing the KAW 
partnership proposal and comparing the costs of the proposed Partnership with other supply 
options available to BWSC. 
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KAW proposes to provide multiple connections to BWSC, in order to reduce the size and 
cost of the BWSC grid. This approach is consistent with the 2004 Feasibility Study, but 
different than the "independent grid" approach favored by the Commission. 

The project cost as presented in the meetings with KAW and pending any update 
information from the 30% design submittal is as follows: 

Proposed Cost - 20 MGD W P  Facilities (30% Design) 

Raw Water Intake Facilities 
WTP Facilities 
WTP Residual Facilities 

Proposed Cost - Transmission Main (30% Design) 

Booster Pumping Facility 
Intermediate Storage Facility 
Pipeline - 42-inch 

$ 18,492,892 
$42,600,616 
$ 12,258,535 

$ 3,055,467 
$ 5,101,998 
$76,718,778 

Total Project Cost - WTP & Transmission Main $1 58,228,286 

CONCLUSIONS 

O'Brien & Gere has re-evaluated the alternatives to KAWs proposal. There are a couple of 
problems that impact nearly all alternatives: 

e The independent grid is too expensive for BWSC to finance alone, with 
commitments of 9 MGD. 

e If BWSC commits to 15 MGD, the unit wholesale costs are more reasonable, 
but the impact on customer's bills is excessive. 

The estimated cost of the KAW proposal is roughly $0.20 to $0.30 per 1,000 gallons more than 
the "all-in" approach with an independent grid. Assuming that BWSC agrees to using multiple 
connections to KAW (to avoid cost of the independent grid), the cost could be reduced. It is 
recommended that BWSC propose to take a smaller share of the Pool 3 facilities (5 MGD out of 
25 MGD vs. 9 MGD out of 30 MGD). This allows for a lesser unit cost for the facility and less 
grid cost to the members. 
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RECOMMENDATIONS 

It is recommended that BWSC negotiate with KAW for cost sharing of a 25 MGD facility. 

If KAW accepts the 5 MGD initial share in Pool 3, then this will allow for lesser unit cost to 
BWSC for the initial phase and explore further the possibility to combine that with a 
supplemental supply from the Ohio River for the remainder of the 4 MGD. 

Based on an estimated minimum purchase amount of 5 MGD, the calculated unit cost to the 
Commission would be in the range of $2.45 to $2.55 per 1,000 gallons. 

It should be noted that the costs per 1,000 gallons are dependent on several factors (terms of 
borrowing, interest rates, rate coverage, daily withdrawal rates, etc) which should be common to 
all options. 

Both O’Brien & Gere and PFM will work together to conduct additional analysis to provide more 
detail cost analysis of the rates and will look for guidance on using the appropriate factors for 
the purpose of projecting wholesale rates. 





June 4, 2007 

Re: Lowcst Cost Alternative 

File: 36270 
"a ter Supply 

Dear DOI7. 

'l'his letter is to proviclc a11 update and to clarify a matter of signi ticatice, which may tiot 
Iiave been fully undcrstooci dwing the co~irsc ol' the Feasibility Study. On H ~i t~~i iber  01' 
recent occasioiis, we have heard soiiie concerti that I3 WSC's approach for regional water 
supply is not the lowest cost option. 'l'lie iniplication seemed lo be that solile mcuiibcrs of 
the General Asscinbly, the general public m d  possibly some of the participants in the 
T3WSC helieveri that the Kentucky River Pool 3 hybrid alternative is not the lowcst cost 
altcmative Without coiniiiciiting oii thc merit of this coiiccrii, the f ic t  of the matter is 
tliiit thc recoiiiiiic~idcd optiou from the Feasibility Study (Kentucky River Pool 3 with a 
supplcrncntnl pipeliiie to the Ohio River) was botli the hi~liest rated atid lowcst cost, 
wlien evaluated "apples to npplcs" with a firti1 capacity of 45 MCiD l'roiii all soitrccs For 
your convenience, we attach Figures 1 through 4 which show in forinntion presented at 
Worltsliops No. 5 and 6. Figures I & 2 show cost comparisons with the l.otrisville Water 
Coinpany's original and revised pricing, respectively. Figures 3 & 4 s h v s  wcighted 
scoring coiiiparisons with the T ,ouisvillc Water Coinpany's origiiial and rcvisccl pricing. 

You iio doubt t*ecall that diiriiig Worksliop N o  5, upon showing the results illustrated by 
Figures I X: 3 ,  therc was a rccjucst froin Louisville Water Company for i~ second 
submittal of their cost proposal. 1 hc opportuiiity to makc a second subniittal was then 
providcti to all fortr of thc entities which had offered wholesale water supply. Only one, 
1,ouisville Water Company, made a second o fk r  (OTfer letter dated .luly 9, 2003 ). 1 hcii 
second offer wns for a substantially lowcr cost. h i t  also for a substantially lowci ainount 
of rescrvcd (g~iarwtccd) c;apxi~y Specifically, the first o fkr  was for ffS MGD 
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--_I “rescrvcd” capacity, while the second offer was for 18 MGD “reserved“ capacity, \villi 
jmwision fix up to 45 MGD “if available”. Because tlie primary driver for the Bluegrass 
Water Supply Prograiii is the drought deficit. the reserved o r  guaranteed capacity is a 
significant issue. ‘I’lie inlierent reliability of the Pool 3/Ohio River IJipcliiie option is 
more coiiip~rablc to the 45 M ( i D  ‘*I .CSCI*VC~~’ capnci ty of tlic firs1 1,ouisville Water 
Co1ll~’nny proposal. 

At Workshop No. 6, the sccond offer was coiisidered aiicl the scorcs wcr(: adjusted to iise 
tlic iicw, lowcr cost (h’igiire 2) for the 45 MGI) “if  available” capacity. IIowever. the 
I’aol 3/Ohio River Pipeline option was still rankcd higher than all others (Figure 4), and 
O’f3ricn & Gcrc iiidcpcntletitly rccomniendecl that option. We stand by that 
rccoiiinienclatioii today. because 011: an “apples to apples” coiiipariso~i, i t  is both the 
lowcst cost and overtdl best fit, usiiig the criteria cievelopeci for the f:easibiiity Study. I n  
hindsight, we suspect that the ieduction in “iescrvcd” capacity niici only providing 45 
MGL) “i f ‘  availat>le” in  I,ouisvillc Water C:oiiiliatiy’s sccontl offer was not fiilly 
understood at Worksliop No. 6. Tor if i t  was, then the Pool 3/Ohio I’ipcliiie option should 
have scored better wide1 the “Adequate Capacity” criteria, thei*eby iiiakiiig it even iiiorc 
prc fc rrcct . 

I n  L)cccmbcr 2005, I misville Water Company submitted a third ol’fci Iclter for a 
“rcscrved” capacity of 3 1 MGD In reviewing the proposal and comparing with the 
Kentucky River 3 I MGf) water tlaatiiierit plant at Pool 3 with O l i i o  River Pipelinc 
rilleriiative, the cnpital cost for the 1,WC option WIIS lower h n  the capital cost o f  tlie 
Kentucky liivcr I’ool 3 option by almost 18%; howcver, the anniial O&M present worth 
cost of the I.WC optioii was iiiorc than double the prescn( worth cost of‘thc Kentucky 
River 1’001 3 option. Combining these two factors into a jxesciit worth analysis intiicatcs 
that the Kentucky River Pool 3 option woulcl be tlic preferred optioii for the long-term 
soiircc of’ suppIy of3 1 -MGD foi RWSC, with a present wort11 cost that is 23% lowcr than 
the I,WC option. 

In Octolxr 2006, BWSC had received aiiotlier proposal from I ,ouisville Water Cumpany 

water supply alteniatjvc to meet the needs of I3WSC ineinbers only (9 MGD or less). 
‘I lie latest option presentcd by I,WC was to have a iiiaximuni day to iiiiiiiiiiuiii purchase 
ratio ol‘2: I with the staridard wholesalc water rate oi‘$1.63 per tliousinld gallons. ’T’his 
option does iiot provide a “reserve” capacity aiid would restrict BWSC to the s a m  water 
restrictions imposecl hy L,WC on a11 wholesale custoiiicrs during a clrought or water 
cmerge11cy. 

(LWC:) fC3r \VhofeSille SUI7]>ly Of-‘ f~ l7 iSIICd W l t C r .  71k lti(eSt I>lU]JOSal WIS fOctISCt1 011 a 

Again, coinparitig the proposals froin LWC with the now cquity ownership option with 
Kentucky Anicrican Water C‘ompany foi a 25 MGD water treatment plant on the 
Kentucky Iiivcr resulted in the lowcr cos{ for tlie f<entiicky River Pool 3 option. Thc 
I,WC option rcsiiltcd in an over;ilI present worth cost of i~iore than 50% greater thnn the 
equity ownership option with Kctitiicky Ainerican Water. ‘I’he primary reason for this 
significant ctitrercticc is that the joint owtiership option alIows UWSC the ability to utilize 



Kentucky Amcrican Water Compiiny’s existiiig, infrastructure with niultiple connections 
to their grid in  order to convey the potable water to the UWSC meti~bers in Phase I 
wit’hoitt having to build a separate pipeline grid. 

Givw the iiuportancc of this issue, wc rcquest the opportunity to discuss i t  at thc next 
meeting of tlic Bluegrass Water Supply Cominission niectiiig. I f  you hiive any questions, 
plcasc co11tnct me. 

Very truly yours, 





______-..d_i___- 
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