
In tlie Matter of: 

BEFORE THE 
PUBLIC SERVICE COMMISSION OF KENTUCKY 

Application of the 
Louisville and Jefferson County Metropolitan Sewer District 
For aii Order Approving a Transfer of Ownership and Control 

NO. 2009- &?- OO33b 

APPLICATION 

Applicant, the Louisville aiid Je-fferson County Metropolitan Sewer District 

(“MSD”) hereby applies to tlie Kentucky Public Service Cornmission (“PSC?’) for (a) 

approval pursuant to KRS 278.020(5) of a transfer of ownership and control of a 

jurisdictional utility, aiid (b) any other approval necessary relating to tlie acquisition of 

tlie Sliadowwood Wastewater Treatment Plant. In support of its request, MSD states as 

follows: 

THE APPLICANT 

1. MSD is a public body corporate created and organized pursuant to KRS 

Chapter 76 of tlie Kentucky Revised Statutes, whose address is 700 West 

Liberty Street, Louisville, Kentucky. 

MSD’s statutory responsibilities iiiclude tlie providing of sewage aiid 

drainage facilities to the public; tlie regulation of public and private sewers 

aiid drains aiid the discharge of waste aiid waters into the sewer system, and 

is authorized to provide for wastewater discharge permits aiid abatement o€ 

aiid liabilities aiid penalties for tlie violations of MSD’s regulations aiid 

Metro Government ordinances. 

In order to carry out tliese responsibilities MSD owlis and operates 

wastewater treatment plants and pump stations wliicli comprise part o f  tlie 

sanitary sewer system tlu-ougliout Jefferson County. 

Pursuant to KRS 76.070 and KRS 76.1 10, MSD has tlie legal authority to 

acquire land and existing facilities. 

2. 

3. 

4. 
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5.  Copies of all orders, pleadings and other cominuiiicatioiis regarding this 

Applicatioii should be directed to: 

Douglas Scott Porter 
Louisville and Jefferson County 
Metropolitan Sewer District 
700 West Liberty Street 
Louisville, Kentucky 40203- 19 1 1 

THE TRANSACTION 

6. MSD was created in 1946 as a public body corporate aiid subdivision of 

the Coiniiioiiwealtli of Kentuclty. It lias complete control, possession, 

aiid supervision of tlie sewer and drainage systeiii witliin tlie City of 

Louisville and witliiii large portions of Jefferson County that it lias 

annexed into its service area. KRS Chapter 76 authorizes MSD to 

construct facilities witliiii its service area and to recover tlie cost of its 

services in accordance with rate schedules adopted by its governing 

Board. Due to tlie merger of tlie City of Louisville and tlie Jefferson 

County Governments, MSD is now considered a component unit of tlie 

new Louisville Metro Goveriiiiient. 

7. Sliadowwood Waste Enviroiiiiiental, L,LC (“Sliadowwood”) is a 

Kentucky limited liability company whose mailing address was 13404 

Creeltwood Road, Prospect, Kentucky, 40059 who owned aiid operated 

tlie Sliadowwood Wastewater Treatment Plant and collection system 

(“Sliadowwood WTP”) which was located 011 property described in a 

deed recorded iii Deed Book 8578, Page 950 in tlie Jefferson County 

Clerk’s Office. 

Sliadowwood WTP was origiiially acquired by a developer who initially 

acquired tlie plant because it was needed to provide sewer service for a 

coiidoiiiiiiiium complex tliat tlie developer’s firm was constructing. 

Subsequently, MSD aiid Sliadowwood entered into an agreeiiieiit for MSD 

to operate tlie plant with a clause tliat gave MSD tlie right to purchase it. 

MSD operated the plant for approximately 2 years aiid decided to exercise 

the riglit to purchase it. By MSD exercising its option to purchase tlie 

8. 
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WTP, tlie Transaction will serve tlie public interest by enabling tlie 

continued operatioii of tlie facility without any interruption of service by 

a public utility with tlie inanpower and resources to operate the plant in 

coiiipliaiice with all enviroiiiiiental laws. Additionally, tlie inerger is 

coiisistent with the State’s environiiiental policy of regioiialization and 

coiisolidatioii of sewer services and tlie elimination of private ownership 

of treatiiieiit plants. A copy of Operation Agreeinent between 

Sliadowwood and MSD is attached as Exhibit A. 

Tlirougli Bill of Sale and Transfer of Deed ( collectively referred to as 

the “Agreement”) executed on September 17, 2008, Sliadowwood 

transferred to MSD, and MSD Iias acquired all tlie utility assets aiid 

liabilities of Sliadowwood pursuant to an agreeiiieiit between 

Shadowwood and MSD (hereinafter, “tlie Transaction”). This Transaction 

is a transfer within tlie ineaning of KRS 278.020(5). 

9. 

10. The terms aiid conditions of tlie Transaction are set out in tlie 

Sliadowwood Disposal Systems, LLC Wastewater Treatment Plant and 

System Bill of Sale and Deed of Transfer which comprise the purchase 

agreeiiieiit. These documents are collectively referred to as “the 

Agreement” aiid are attaclied as Exhibit B. 

Pursuant to Section 1 B-1 (a) of MSD’s Procurement Code, because tlie 

acquisition was less tlian $50,000, the purchase did not need to be 

approved by tlie MSD Board and tlie Executive Director is vested with 

tlie authority to execute the purchase agreement. 

1 1. 

12. On September 17, 2008, MSD’s Executive Director executed the 

Agreement and had a clieck tendered to Sliadowwood in tlie amount of 

$44,03 8.48 to effectuate tlie transfer and acquisition of tlie Shadowwood. 

13. On October 1, 2008, MSD submitted tlie iiecessary “Cliaiige in 

Ownership” inforination to the Division of Water, KPDES Braiicli of tlie 

Environnient aiid Energy Cabinet. A copy of tlie change of ownership 

form is attaclied as Exhibit C. 

On November 6, 2008, MSD received a notice from the PSC iiiquiriiig if 14. 
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tlie transfer of tlie Sliadowwood WTP to MSD liad been approved by tlie 

PSC. 

MSD provided tlie PSC with inforination concerning tlie acqnisition and 

on Noveiiiher 14, tlie PSC notified MSD that neither Shadowwood nor 

MSD liad applied for or obtained tlie approval of the transfer as per KRS 

278.020(5). 

On December 3, 2009, MSD tendered a formal appeal to the PSC 

requesting a ruling on tlie applicability of tlie KRS 278.020 to MSD 

sirice MSD is not a utility as defined by KRS 278.010(3)(f). A copy of 

MSD’s letter is attached as Exhibit D. 

On April 1, 2009, MSD received a response from tlie PSC setting forth 

tlie ratioiiale beliiiid tlie PSC’s interpretation that the provisioiis of KRS 

278.020 are applicable to tlie transaction. A copy of tlie PSC’s response 

letter, without the attaclinients, is attached as Exhibit E. 

Upon receipt and review of tlie PSC’s advisory letter, counsel for MSD 

contacted the Assistant General Counsel for tlie PSC and requested 

saniples of tlie necessary forms to proceed with tlie approval process. 

On May 2 1, 2009, tlie Assistant General Counsel for the PSC forwarded 

tlie necessary cliecltlist along with sample applications to MSD counsel. 

Altliougli tlie Agreement between Sliadowwood and MSD has been 

executed, MSD tenders this application in order to secure tlie necessary 

regulatory approval of tlie PSC arid is providing a full executed copy of 

tlie Agreement along with this Application. 

As per tlie Agreement, on September 17, 2008, Shadowwood transferred 

to MSD all properties owned and operated by Shadowwood used in tlie 

operation of the Sliadowwood wastewater collection and treatineiit 

system. The properties trailsferred included tlie wastewater treatment 

plant and all sewer pipes, lines, niati holes, force iiiains, treatment plants, 

pumping and lift stations, easeiiients, rights-of-ways, licenses, privileges, 

irnprovenient and appurtenances necessary to tlie operation of tlie 

wastewater treatment plaiit and tlie attendant system. S e e E x h i b i t R . 

15. 

16. 

17. 

18. 

1 9. 

20. 

2 1. 
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KRS 278.020(5) Transfer Requirements 

22. Tlie Coniinissioii should approve tlie transfer by Shadowwood pursuant 

to KRS 278.020(5). MSD lias tlie financial, technical, aiid iiiaiiagerial 

abilities to continue to provide reasonable service to tlie custoiriers as 

was done through prior agreeiiieiit with Shadowwood aiid lias been doing 

since the Transaction. MSD currently lias a worltforce of over 600 

employees. 73 are employed as certified operators. Because MSD is a 

public utility created to manage and operate tlie sewer aiid drainage 

system in Jefferson County, MSD’s workforce is trained to handle 

specific job functions directly related to tlie operation of tlie sewer and 

drainage system. Additionally, MSD’s employees are oii-call 24 hours a 

day, 7 days a week to handle iininediate emergencies aiid MSD lias a an 

Eiiiergeiicy Response Unit in tlie eveiit of crisis. 

Since tlie transfer occurred on September 17, 2008, MSD lias continued 

to operate the utility and lias otherwise bore all regulatory and financial 

respoiisibility for tlie operation and iiiaiiiteiiaiice of tlie facilities, aiid 

tliere lias been no disruption of service. 

Siiice MSD took over ownership of tlie Shadowwood utility facilities on 

September 17, 2009 MSD lias continued to receive all iiicoine aiid pay 

all expeiises relating to tlie operation of the treatment plant, aiid 

otherwise, lias borne all financial aiid staffing respoiisibility for tlie 

operation aiid iiiaiiiteiiaiice of tlie facilities as well as assuming all legal 

permitting respoiisibility for tlie plant. 

Prior to tlie Transfer, although MSD was operating tlie plant pursuant to 

an agreeiiieiit with Sliadowwood, tlie facility was under tlie jurisdictioii 

of tlie PSC who was ultimately responsible for compliance with all PSC 

regulations, iiicluding those which require tlie tiiriely filing of any 

inrorniation, notice, or reports as well as eiiviroiiiiieiital perrnittiiig raiid 

reporting requirements. 

23. 

24. 

25. 



26. As demonstrated by its Cornpreliensive Aiiiiual Financial Report for tlie 

Fiscal Year Elided Julie 30, 2008, attached as Exhibit F, and a copy of 

MSD’s 2008 Aiiiiual Report, attached as Exhibit G, and its control aiid 

operation of tlie sewer aiid drainage system witliin tlie City of Louisville 

and portions of Jefferson County for more tliaii 55 years, MSD lias tlie 

financial, managerial, and technical abilities to provide reasonable service 

to the persons currently served by Shadowwood. The reports detail tlie 

various features of MSD’s facilities and workforce wliicli sliould 

illustrate tlie agency’s expertise aiid financial capability in operating and 

managing, not only this plant, but the entire Jefferson County sewer and 

drainage system. 

27. Tlie merger is consistent with tlie Commonwealth’s policy of 

regioiialization and coiisolidation. Tlie purcliase will produce greater 

economies of scale, eliminate wastefLil duplication of costs and efforts, 

result in a sounder and more businesslilte degree of managemelit, and 

produce a liiglier degree of service at a lesser cost. 

Since tlie merger, Sliadowwood customers have been subject to one rate 

increase of 6.5 %. This was not a special rate iiicrease but was a standard 

rate iiicreased assessed to all Jefferson County customers of MSD. 

However, siiice tlie transfer, MSD lias done a significant amount of 

repairs and upgrades to tlie plant. These iiiclude replacing tlie 

commutator motor, blower controls, diffusers, tlie control on the 

stabilization tank pump, aiid timers on the controls. Additionally, lealtiiig 

headers were eitlier repaired or replaced and the skimmer lilies from tlie 

digester to the clarifier were repaired and extended. MSD also repaired 

and extended tlie fence around tlie plant aiid made repairs to handrails 

aiid walkways around tlie plant. These repairs aiid upgrades have helped 

tlie plant function more efficiently and in compliance with tlie 

environmental regulations, and iinproved tlie quality of service to tlie 

customers. 

28. 
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29. 

30. 

31 

Other Requirements 

The Transaction does not include an acquisition within the meaning of 

ICRS 278.020(5) or an acquisition of control as defined by ICRS 

278.020(6), because MSD is not subject to tlie jurisdiction of tlie 

Coiiimissioii. 

If tlie Coinmission nonetheless applies KRS 278.020(5) to tlie 

Transaction, tlie Cominissioii should approve tlie acquisition by MSD of 

control of tlie utility assets of Sliadowwood. As demonstrated by tliis 

Application, tlie Transaction is in accordaiice with law, for a proper 

purpose, and is consistent with the public interest. Therefore, tlie 

Coiiimissioii sliould approve tlie acquisition by MSD of tlie utility assets 

of Sliadowwood. 

Tlirougli tliis transaction, although Sliadowwood has transferred all of its 

utility assets to MSD and ceased to be responsible for providing utility 

services after September 17, 2008, it is not abandoning tlie utility or its 

assets witliiii the iiieaiiiiig of ICRS 278.021 because tlie transfer was to 

MSD, an entity with tlie capability to provide reasonable service and 

wliicli is agreeing to take 011 the respoiisibility of providing service to the 

customers. However, if tlie Commission nonetheless applies tlie I<RS 

278.020(5) provisions relating to abandonment of ownership or control 

to tlie Transaction, tlie Coiiiiiiissiori should approve Sliadowwood s 

transfer of all of its utility assets to MSD and cessatioii of providing 

utility service. 

CONCLUSION 

WHEREFORE, Applicant MSD requests an Order of tlie Coiiirnission within 60 

days of the filing of tlie Application wliicli: 

a) Grants approval pursuant to I<RS 278.020(5) for tlie transfer to MSD by 

Sliadowwood of ownership and control of tlie Sliadowwood utility assets 

in the Proposed Transaction; and 

Declares tliat KRS 278.020(6) is iiiapplicable or, in the alternative, grants 

approval pursuant to ICRS 278.020(6) for tlie acquisition by MSD of 
b) 
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control of tlie Shadowwood utility assets iii tlie Transaction; and 

Declares that 110 other Commission approvals are necessary for tlie 

Traiisactioii or, in the alternative, grants aiiy other approvals necessary. 

c) 

Respecthlly submitted, 

Douglas Scott Porter 
Louisville and Jefferson County 
Metropolitan Sewer District 
700 West Liberty Street 
Louisville, Kentucky 40203-191 1 
Phone: (502) 540-6623 
(Fax): (502) 540-6565 
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VERIFICATION 

I, Herbei-t J. Scliardeiii, Jr., Executive Director, Louisville and Jefferson 

Couiity Metropolitan Sewer District, do hereby swear or affirm that the contents 

of the foregoing Application are true atid accurate to the best ofiiiy knowledge. 

COMMONWEALTH OF KENTTJCKY )- 

COUNTY OF JEFFERSON 

Signed and sworn to before iiie this day of August, 2009 by 

isville and Jefferson County Herbert J. Scliardein, Jr. as Executive Dir 

Metropolitan Sewer District. 

tary Public 
My Comiiiissioii expires 

CERTIFICATE OF FILING AND MAILING 

I liereby certify that on the 6 2 T L d a y  of August 2009, the original and 

ten( 10) copies of this Application were hand delivered to Jeff Deroueii, Executive 

Director, Public Service Commission, 2 1 1 Sower Blvd., Fraidtfoi-t, ICY 40602, 

and that a copy was sent via U.S. Mail, to 

Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive, Suite 200 

Attorney for the Applicant 
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SHADOWWOOD WASTE WASTEWATER COLLECTION AND TREATMENT 
SYSTEM 

AGREEMENT 

This AGREEMENT, made and entered into at Louisville, Kentucky, this 

February, 2005, by and between SHAnOWWOOD WASTE EWRONMENTAL, L,LC, a 

Kentucky limited liability company with its principal office at 13404 Creekview Road, 

Lauisville, KY 40059, (hereinafter referred to as “SHADOWWOOD WASTE’) and the 

LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT, 700 

West Liberty Street, Louisville, Kentucky 40203, a public body corporate and political 

subdivision organized pursuant to Chapter 76 of the Kentucky Revised Statutes (hereinafier 

referred to as “MSD”). 

Whereas, SHADOWWOOD WASTE owns and operates a wastewater treatment plant, 

specifically Shadowood Wastewater Treatment Plant (hereinafter referred to as 

“SHADOWWOOD WTP”) and 

Whereas, SHADOWWOOD WASTE desires to grant additional sewer taps to one or more 

third parties prior to MSD’s acquisition of the SHADOWWOOD WTP; and 

Whereas, neither the Public Service Commission nor the Jefferson County Health 

Department will permit SHADOWWOOD WASTE to enlarge its customer base without first 

cleaning and upgrading its wastewater treatment lagoon; and 

Whereas, SHADOWWOOD WASTE would like to avoid the costs associated with the 

cleaning and upgrade of its wastewater treatment lagoon; and 

Whereas, MSD would like to manage the SIIADOWWOOD WTP and prepare 

EXHIBIT A 



SI-TADOWWOOD WASTE’S customers and facilities for the time when MSD’s comprehensive 

collection and treatment system becomes available to the SHADOWWOOD WASTE 

Development; and 

Whereas, in the interest of public health and safety SHADOWWOOD WASTE desires to 

have MSI) operate the SHADOWWOOD WASTE SYSTEM while SI-IADOWWOOD WASTE 

maintains ownership of the SFIADOWWOOD WASTE SYSTEM; and 

Whereas, MSD is willing, under the conditions set forth in this AGREEMENT, to operate 

the SHADOWWOOD WASTE SYSTEM in the general interest of public health, safety and 

general welfare; and 

Whereas, SHADOWWOOD WASTE and MSD have negotiated this AGREEMENT 

whereas ownership, maintenance and operations responsibilities for the SIUDOWWOOD 

WASTE SYSTEM are clearly delineated and both parties are adequately compensated for their 

investments and responsibilities; 

Now, therefore, in consideration of the mutual undertakings and obligations hereinafier set 

forth, SHADOWWOOD WASTE and MSD agree to the following: 

1. The following definitions will apply throughout this AGREEMENT. 

f i a r c k  
A. OPERATIONS DATE shall be the ____ 6 day of+Febmwj, 2005 and shall be the 

date on which MSD assumes operational and maintenance responsibilities for the 

SHADOWWOOD WASTE SYSTEM. 

B. EXECUTION DATE shall be the date on which this AGREEMENT is fully 

executed by both parties. 



C. FINAL DATE shall be when MSD diverts the wastewater flow fiom 

SHADOWWOOD WTP to MSD’s comprehensive collection and treatment 

system. 

D. SHADOWWOOD WASTE SYSTEM shall mean all properties, real, personal or 

mixed, which are owned and operated by SHADOWWOOD WASTE and which 

are used in the operation of the Shadowwood wastewater collection and treatment 

system that flows to SE-IADOWWOOD WTP, as of the EXECUTION DATE and 

subsequent thereto. This shall include all FACILITIES and the SHADOWWOOD 

WTP. 

E. FACILITIES shall include sewer pipes, lines, force mains, pumping and lift 

stations, and all other real andlor persona1 property used in the collection and 

conveyance of sanitary sewerage to the SEIADOWTWOOD WTP. 

2. SHADOWWOOD WASTE and MSD agree that as of the OPERATIONS DATE, MSD 

shall assume operation and maintenance responsibilities for the SHADOWWOOD 

WASTE SYSTEM. MSD’s operations and maintenance responsibilities shall include 

fhe following 

A. MSD shall provide an Operator, Class I or higher if appropriate for the design 

capacity of the SHADOWWOOD WTP, The MSD Operator, if below Class Tv, 
shall be under the supervision of a Class IV Operator. The MSD Operator shall 

p e ~ o r m  the following services: 

1) Conduct a daily inspection ofthe SHADOWWOOD WTP. 

2) Make adjustments to the chemical feed system and change out the 

chlorine and sulfur dioxide cylinders as needed. 



3) Supervise the sludge wasting operations. 

4) Maintain an on-site log of daily activities. 

5) Collect samples as necessary. 

6) Operate the SHADOWWOOD WTP in a good workrnan like fashion. 

B. MSD shall operate the SIlADOWWOOD WTP according to standards designed 

to consistently comply with Kentucky Pollutant Discharge Elimination System 

(KPDES) Permit requirements. MSD will strive to comply with all KPDES Permit 

limits, however MSD cannot guarantee that permit limits will not, on occasion, be 

exceeded. 

C. MSD shall provide for the collection and analysis of samples necessary for the 

proper operation of the SHADOWWOOD WTP. MSD shall also perform those 

tasks necessary to meet the reporting requirements of the KPDES Permit. 

D. MSD shall operate and maintain the SHADOWWOOD WASTE SYSTEM in a 

manner consistent with MSD’s current practices in use throughout the MSD 

service area, 

E. MSD shall be responsible for all costs associated with the operation and 

maintenance of the SHADOWWOOD WASTE SYSTEM, including but not 

limited to electricity, water, chemical, operators, reports, fees to the health 

department or any other applicable government agency, and capital improvements 

& repairs necessary to maintain the SWADOVJWOOD WASTE SYSTEM in 

compliance with applicable govemnent regulations. MSD shall oversee the 

project management of the Lagoon Clean up Contract for no additional project 

fcc. MSD shall not bc rcsponsible for property taxes associated with the 



SHADOWWOOD WASTE SYSTEM. 

3. MSD and SHADOWWOOD WAS’ITE agree that SHADOWWOOD WASTE shall retain 

ownership of the SHADOWWOOD WTP and all FACILITIES for the duration of this 

AGREEMENT, 

4. On the OPERATIONS DATE, SHADOWWOOD WASTE shall provide MSD with a list 

of properties serviced by the SHADOWWOOD W P  and the amount charged for each 

property. SHADOWWOOD WASTE agrees to provide, in a timely manner, updated 

information for the aforementioned list as may be necessary. SHADOWWOOD WASTE 

shall be responsible for the collection of all billings for properties served by the 

SHADOWWOOD WTP until the FINAL DATE. Prior to the loth day of the month, 

SHADOWWOOD WASTE shall tender to MSD; 1) a list of all billing received from the 

Louisville Water Company for the previous month, and 2) a check equal to the amount of 

billings received for the month minus a One Thousand Dollar retainage due 

SHADOWWOOD WASTE on a bi-monthly basis. SHADOWWOOD WASTE’S 

retainage amount shall be $6,000 annuaIly. All payments due MSD under this 

Agreement received aRer the 1 O* o f  the month shall be subject to a 7 %% interest charge. 

In the evcnt MSD does not receive payment by the 10th day, MSD shall notify 

SHADOWWOOD WASTE via the United State Postal Service. Payments not received 

by the 10th day of the following month shall constitute a material breach of this 

Agreement. MSD acknowledges that SHADOWWOOD WAS= has a contractual 

relationship with the Louisville Water Company for the collection of sewer bills. 

SHADOWWOOD WASTE shall take all actions that the buisville Water Company may 

deem reasonably necessary for the collection of delinquent billings, including but not 

limited to the granting of permission to the Louisville Water Company to discontinue 

water service for delinquent bills. 

5. MSD agrees that SHADOWWOOD WASTE may authorize one or more parties, at 

different times on or before the FINAL DATE, to connect sixty-six (66) sewer taps to the 



SHADOWWOOD WASTE SYSTEM. MSD agrees to waive all capacity charges and 

connection fees for these additional sewer taps. 

6. When MSD determines that the MSD comprehensive collection and treatment system is 

available to the SHADOWWOOD WTP, then SI-IADOWWOOD WASTE authorizes 

MSD to take such steps as MSD deems necessary to divert the wastewater flow from the 

SHADOWWOOD WTP to the MSD comprehensive collection and treatment system. 

MSD agrees to provide SHADOWWOOD WASTE with thirty (30) days notice prior to 

the diversion of flow. SHADOWWOOD WASTE agrces to provide, on or before the 

FINAL, DATE, without charge, all third party perpetual easements then in 

SIM.DOWWOOD WASTE’S possession, and all perpetual easements across the 

remaining lands of SHADOWWOOD WASTE, that MSD reasonably deems necessary 

for the diversion of wastewater from the SHADOWWOOD WTP to the MSD 

comprehensive collection and treatment system. SHAJIOWWOOD WASTE agrees to 

provide, on or before the FINAL DATE, without charge, all third party perpetual 

easements then in SJ3ADOWOOD WASTE’S possession, and d1 perpetual easements 

across the remaining lands of SHADOWWOOD WASTE, that MSD reasonably deems 

necessary for the operation and maintenance of the SHADOWWOOD WASTE 

SYSTEM. 

7. At any lime on or after one year from the OPERATIONS DATE, SHADOWWOOD 

WASTE may, at i t s  discretion and upon not less than ninety (90) days prior written notice 

to MSD, assign or tenninate this AGREEMENT; provided that MSD, upon receipt of 

such notice of termination may elect to purchase the SHADOWWOOD WTP FOR 

$45,000.00. If MSD makes such an election, MSD shall notify SHADOWWOOD 

WASTE of such election within thirty (30) days of MSD’s receipt of SHADOWWOOD 

WASTE’S notice of termination. MSD shall thereaRer close on the purchase within 

thirty (30) days of giving such notice to purchase. In the event of such a closing, the 

remaining provisions of this AGREEMENT which do not conflict with this section 7 ,  

regarding the parties’ respective authority, obligations, and rights/obligations to 



8. 

9. 

10. 

indemnify as of the FINAL DATE, shall remain in force. This is a material provision of 

the agreement. 

Upon the diversion of wastewater flow, SHADOWWOOD WASTE shall tender to MSD 

all security deposits and credits, agreements and billing records which SHADOWWOOD 

WASTE may hold in consequence of the operation of the SHADOWWOOD WTP. 

Upon the diversion of wastewater flow, SHADOWWOOD WASTE shall assume all 

responsibility for the SHADOWWOOD WTP, except as provided in this section. 

Followhg the diversion of wastewater flow, MSD shall either remove or neutralize all 

remaining waste material existing on the SHADOVlrVVOOD WTP site, backfilI the 

existing lagoons or depressions to allow for positive drainage, and demolish the 

SHADOWWOOD WTP structures at MSD’s expense. The demolition shall consist of 

removing all structures to a depth of three (3) feet below rough grade. The bottoms of the 

structure will be cored to minimize ground water uplift and the void area backfilled. 

MSD will make reasonable eEorts to r e m  the site to its predevelopment condition, but 

due to the difficulties associated with removing and restoring to grade treatment plants of 

this nature and the future settling of backfill, MSD does not warrant that the sitc will be 

suitable for future development. SHADO’WWOOD WASTE agrees that MSD shall be 

authorized to dispose of any and a11 equipment, material and fixtures located on the 

SKADOWWOOD WTP property in any manner MSD dcms fit. 

SHADOWWOOD WASTE agrees that if this Agreement remains effective as of the 

FINAL DATE, SHADOWWOOD WASTE shall not be entitled to any compensation for 

the diversion of Wastewater €rom the SHADOWWOOD WTP to the MSD 

comprehensive collection and treatment system. SHADOWWOOD WASTE agrees that 

it is not entitled to any additional compensation from either MSD or MSD’s customers, 

related to SIUDOWWOOD ’ WASTE continuing ownership of the SHADOWWOOD 

WASTE FACILITIES. SHADOWWOOD WASTE furfher agrees that it has not, and will 

not, bring legal action for the loss of customers, as a result of MSD’s diversion of flow 



from SI-IADOWWOOD WTP to MSD’s comprehensive collection system or for the use 

of the SHADOWWOOD WASTE FACILITIES. 

11. Prior to FINAL DATE, customers serviced by the SHADOWWOOD WTP shall be 

charged sewer service charges according to rates established by the Public Service 

Commission. All fees paid by customers serviced by the SHADOWWOOD WTP shall be 

paid directly to SHADOWWOOD WASTE or SHADOWWOOD WASTE designated 

agent SHADOWWOOD -WASTE agrees to provide notice to all customers serviced by 

the SHADOWWOOD WTP that all service is being transferred to MSD not less than 

fourteen (14) days prior to the FINAL DATE. Effective with the first full Louisville 

Water Company meter reading period following FINAL DATE, MSD shall receive 

charges from all customers of the SHA.DOWWOOD WTP in accordance with MSD’s 

regular schedule of rates, rentals and charges. SHADOWWOOD WASTE shall be paid 

all collections of billings for services rendered prior to and including the FINAL, DATE. 

MSD shall receive all collections of billing rendered after the FINAL DATE. 

12. Prior to the OPERATIONS DATE, SHADOWWOOD WASTE agrees to provide MSD 

with a copy of all flow, water quality, DMR’s and any other relevant operating data on 

inffuent and effluent of the SHADOWWOOD WTP currently in the possession of 

SHADOWWOOD WASTE or its agents. In addition, SHADOWWOOD WASTE agrees 

to provide, if available, monthly records of digested sludge quantity removed from the 

SI-IADOWWOOD WTP for the past three years and all operating manuals which pertain 

to this pIant. SHADOWWOOD WASTE agrees to provide MSD with any and all “As 

Built” drawings which SHADOWWOOD WASTE has in its possession. 

13. All responsibilities and obligations incurred under this AGREEMENT shall be binding to 

the successors and assigns of the parties. 

14. This AGREEMENT embodies the whole agreement of the parties. No other promises, 

tmns, conditions or obligations shall be binding unless contained herein. This 



AGREEMENT supersedes all previous communication, representation or agreements 

whether verbal or written between the parties, 

15. To the fullest extent permitted by law, MSD shall indemnify, hold harmless, and defend 

SHADOWWOOD WASTE and its agents and employees from and against claims, 

damages, losses, and expenses, arising out of or resulting fiom prrfonnance of the 

services of this Agreement, including loss or expense attributable to bodily injury, 

sickness, disease, or death, to injury to or destruction of tangible property, including loss 

of use resulting therefrom, but only to the extent caused in whole or in part by the 

negligent acts or omissions of MSD or anyone directly or indirectly employed by MSD or 

anyone for whose acts MSD may be liable, Such obligation shall not be construed to 

negate, abridge, or reduce other rights or obIigations of indemnification which would 

otherwise exist as to a party or person described in this paragraph. 

16. In claims against any person or entity indemnified under 8 15 by an employee of MSD 

or anyone directly or indirectly employed by MSD or anyone for whose acts MSD may 

be liable, the indemnification obligation under 5 15 shall not be limited by a limitation 

on amount or type of damages, compensation, or benefits payable by or for MSD under 

worker’s or workmen’s compensation acts, disability benefits acts, or their employee 

benefits acts. 

17. To the MIest extent permitted by law, SHADOVWJOOD WASTE shall indemnifjr, hold 

harmless, and defend (with counsel subject to MSD’s approval, which approval shall not 

be unreasonably withheld) MSD and its agents and employees fiom and against claims, 

damages, losses, and expenses, arising out of or resulting from performance o f  

SHADOWWOOD WASTE’S obligations under this Agreement, including loss or 

expense attributable to bodily injury, sickness, disease, or death, to injury to or 

destruction of tangible property, including loss of use resulting therefrom, but only to the 

extent caused in whole or in part by the negligent acts or omissions of SHADOWWOOD 

WASTE or anyone directly or indirectly employed by SHADOWWOOD WASTE or 



anyone for whose acts SHADOWWOOD WASTE may be liable, regardless of whether 

or not such claim, damage, loss, or expense is caused in part by MSD. Such obligation 

shall not be construed to negate, abridge, or reduce other rights or obligations of 

indemnification, which would otherwise exist as to a party or person described in this 

paragraph. 

18. In claims against any person or entity indemnified under 5 17 by an employee of 

SHADOWWOOD WASTE or anyone directly or indirectly employed by 

SHADOWWOOD WASTE or anyone for whose acts SHADOWWOOD WASTE may 

bc liable, the indemnification obligation under 5 17 shall not be limited by a limitation 

on amount or type of damages, compensation, or benefits payable by or for 

SHADOWWOOD WASTE under worker’s or workmen’s compensation acts, disability 

benefits acts, or their employee benefits acts. 

19, SHADOWWOOD WASTE warrants that SHADOWWOOD WASTE has no knowledge 

that the SHADOWWOOD WASTE SYSTEM contains any hazardous or toxic materials 

other than those wastes associated with a residential waste disposal system. 

SHADOWWOOD WASTE acknowledges that it has not authorized or permitted, nor 

will it authorize or pennit during the duration of this AGREEMENT, the disposal of 

waste other than that waste associated with norma1 residential waste disposal. 

SI-IADOWWOOD WASTE agrees that, should it gain knowledge that waste, other than 

that normally associated with normal residential waste disposal, is being disposed of in 

the SHADOWWOOD WASTE SYSTEM, then SHADOWWOOD WASTE shall notify 

MSD immediately. 

20. Nonmaterial provisions of this AGREEMENT are severable. In the event that any 

nonmaterial provision of this AGREEMENT shall be held invalid or unenforceable by 

any court of competent jurisdiction, such finding shall not invalidate and render 

unenforceable any other provisions herein except to the extent required by law. 



21. Material provisions of this AGREEMENT are nonseverable. In the event that any 

material provision of this AGREEMENT shall be held invalid or unenforceable by any 

court of competent jurisdiction, this Agreement shall terminate. However, if this 

AGREEMENT is terminated by operation of law, then the parties agree that MSD will 

continue to provide the services set out in 5 2. MSD will continue to collect fees for its 

services for a period of not less than 180 days from the date of a court's ruling to allow 

time for the parties to re-negotiate this AGREEMENT. The parties acknowledge that the 

requirements of this provision of the AGREEMENT shd1 survive the termination of the 

AGREEMENT. 

22. This Agreement shall be interpreted pursuant to the laws of the Commonwealth of 

Kentucky. The Jefferson Circuit Court, Jefferson County, Kentucky, shall have exclusive 

jurisdiction and venue to interpret the terns of this Agreement, to settle disputes arising 

under this Agreement, and to enforce this Agreement. The parties to this Agreement 

agree and hereby submit themselves to the jurisdiction of the Jefferson Circuit Court for 

these purposes, 

23. MSD shall obtain any and all necessary approvals for this AGREEMENT from any 

applicable authority. STUDOWWOOD WASTE shall provide such assistance, as 

reasonably necessary, for MSD to gain the necessary approvals fiom the applicable 

authorities. 

24. SHADOWWOOD WASTE shall obtain any and all necessary approvals for this 

AGREEMENT .from any applicable authority. MSD shall provide such assistance, as 

reasonably necessary, for SHADOWWOOD WASTE to gain the necessary approval 

fkorn the applicable authorities. 

25. SHADOWWOOD WASTE and MSD agree that this AGREEMENT is contingent upon 

the Jefferson County Health Department, the Kentucky Division of Water, and all other 

agencies whose permission is required, permitting SHADOWWOOD WASTE to allow 



up to sixty-six (66) sewer taps to one or more parties, at such times and under such 

circumstances as SHADOWWOOD WASTE shall determine, at such cost as 

SHADOWWOOD WASTE shall determine, prior to the FINAL DATE. Should 

SHADOWWOOD WASTE be prohibited from granting such additional sewer taps, then 

this AGREEMENT shall terminate. 

26. Upon the diversion of flow from the SHADOWWOOD WASTE WTP to the MSD 

cumprehensive collection and treatment system or upon material breach of this 

Agreement by SHADOWWOOD WASTE, MSD may remove any property that was 

installed at the SHADOWWOOD WTP as part of a capital improvement that MSD 

deemed necessary to maintain the SHADOWWOOD WASTE SYSTEM in compIiance 

with applicable government regulations. MSD shall make available to SHADOWWOOD 

WASTE any original property removed fiom the SHADOWWOOD WASTE WTP as 

part of a capital improvement. 

27. Upon the latter of the EXECUTION DATE or SHADOWWOOD WASTE’S acquisition 

of the SHADOWWOOD WASTE SYSTEM, SHADOWWOOD WASTE agrees to 

permit MSD personnel or their agents to enter onto the property of SHADOWWOOD 

WASTE for the purpose of determining the condition and state of repair for the 

SHALIOWWOOD WASTE WTP. 

JN WITNESS THEREOF, MSD and SHADOWWOOD WASTE have executed this Agreement 

in their rcspective names, effective on the dates indicated. 

LOUISVILLE AND JEFFERSON COUNTY SHADOWWOOD WASTE 
METROPOLITAN SEWER DISTRICT ENVIRONMENTAL, LLC 



Executive Director MemberManager 

STATE OF KENTUCKY ) 

COUNTY OF JEFFERSON ) 
) 

I, thc undersigned notary public within and for the state and county aforesaid, do hereby 
certify that the foregoing instrument was this day presented to me by Herbert J. Schardein, Jr. , 
who, being by me first duly sworn, did acknowledge and declare that he signed the foregoing 
instrument a s  Executive Director of the Louisville and JeEerson County Metropolitan Sewer 
District, by authority and direction o f  its Board of Directors, as his free and authorized act and 
deed. Witness my hand thi& !f day of February, 2005. 

STATE OF KENTUCKY } 

COUNTY OF JEFFERSON ) 
1 

I, the undersigned notary public within and for the state and county aforesaid, do hereby 
going instrument was this day presented to me by 

who, being by me first duly sworn, did 
he signed the foregoing instrument as 

f SHADOWWOOD WASTE 
and deed. Witness my hand this 

2005. 

This instrument was reviewed by: 



-.--_-- 
Carolyn F. Shain 
Attorney at Law 
Louisville and Jefferson County 
Metropolitan Sewer District 
700 West Liberty Street 
Louisville, KY 40203 



RILL OF SALE 

T€€IS BILL OF SALE, made and entered into this / day of September, 2008, by and 

between SHADOWWOOD WASTE ENVIRONMENTAL, LLC, a Kentucky Limited Liability 

Company, having an address of 13404 CREEKWOOD ROAD, Prospect, Kentucky 40059 

(“GRANTOR”), and tlie LOUISVII,LE AND JEFFERSON COUNTY METROPOLITAN SEWER 

DISTRICT, a public body corporate and political subdivision, 700 West Liberty Street, Louisville, 

Kentucky (“GRANTEE”), 

WITNESSETH: 
That for a valuable consideration, the receipt of which is hereby acknowledged, Grantor does 

hereby grant, bargain, sell, transfer and deliver unto tlie Grantee, all its right, title and interest in and to all 

of tlie fixtures and equipment used in connection with tlie operation and maintenance of tlie wastewater 

treatment plant known as SHADDOWWOOD WASTEWATER TREATMENT PLANT, located on the 

property described in a deed recorded in Deed Book 8578, Page 950, in tlie office of tlie Clerk of 

Jefferson County, Kentucky, including, but not limited to, its improvements, sewers, manholes, fixtures, 

equipment, supplies, pumps, pumping stations, lines, appurtenances, and other personal property located 

at, connected to, a part of, or necessary to the ordinary operation of tlie SHADOWWOOD 

WASTEWATER TREATMENT PLANT and its related wastewater collection system. 

The Grantor covenants and agrees that it is tlie lawful owner of all items herein conveyed, that it 

is fi-ee and clear of all encumbrances, that it lias full right and power to sell and convey same, arid that it 

will warrant and defend tlie title hereby conveyed agaiiist all claims and demands whatsoever against 

same. 

IN TESTIMONY WHEREOF, Grantor lias hereunto subscribed its signature by its duly authorized 

officer the date first above written. 

SHADOWWOOD WASTE ENVIRONMENTAL, L,LC 
A Kentucky Limited Liability Conipany 

B-< 
Julie K. Ti 

J\ .  
nnell, Member 

SliadowwoodWTP/Bill of Saleipmp 
EXHIBIT B 

1 



COMMONWEALTH OF KENTUCKY ) 

COUNTY OF JEFFERSON 1 
)SS: 

The foregoiiig Deed was subscribed, sworn to and acknowledged before me this g q y  of 
p m  h$/ 2008, by Julie Tinnell, as a Member of Shadowwood Waste Environmental, L,LC, a 
y limited liability company on behalf of the company. 

My Coinmission expires: 

NOTARY PIJBLlC 

ShadowwoodWTPlBill of Saldpmp 2 



THIS DEED (“Deed”) is made and entered into this / ‘2 
between (i) SHADOWWOOD WASTE ENVIRONMENTAL, 
(“Grantor”), whose inailing address is 13404 Creekwood Road, Prospect, Kentucky 40059, and (ii) LOUISVILLE 
AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT, a public body corporate (“Grantee”), whose 
inailing address is 700 West Liberty Street, Louisville, Kentucky, 40203, 

WITNESSETH: 

For good aiid valuable consideration, including the payment by Grantee of Foi-ty-Five Thousand Dollars 
($45,000.00), the receipt of which is hereby acknowledged, Grantor hereby grants and conveys, with covenant 
of GENERAL WARRANTY, to Grantee in fee simple, all of Grantor’s right, title and interest in and to that 
certain real property located in Jefferson County, Kentucky and more particularly described as follows (the 
“Propei-ty”): 

PARCEL 1:  
BEGINNING at an iron post in the Southeast corner of Lot 45 of SHADOW WOOD 

SUBDIVISION as recorded in Plat Book 24, Page 25, in the Office of the Clerk of Jefferson 
County, Kentucky; thence North 66 degrees 10 minutes 25 seconds West 168.05 feet to an 
iron post; thence North 30 degrees 56 minutes 35 seconds East 75.08 feet to an iron post; 
thence North 3 1 degrees 00 minutes 00 seconds East 76.00 feet to an iron pin; thence North 
54 degrees 34 minutes 29 seconds East 125.00 feet to an iron pin; thence South 66 degrees 10 
minutes 25 seconds East 150.00 feet to an iron pin; thence South 54 degrees 34 minutes 29 
seconds West 125.00 feet to an iron pin; thence South 23 degrees 49 minutes 35 seconds 
West 150.00 feet to the point of beginning. Containing 1 .O 1 acre. 

PARCEL, 2: 

BEING Lot No. 45 of SHADOW WOOD SUBDIVISION, plat of which is Recorded 
in Plat and Subdivision Book 24, Page 25, in the Office of the Clerk of the County Court of 
Jefferson County, Kentucky together with sewage collection system of Shadow Wood 
Subdivision, including appurtenances such as but not limited to effluent lines, pumping 
stations, manholes, etc., as constructed, and including all easements incident to tlie ownership 
and operation of said sewage collection system. 

Being that same property acquired by Grantor by Deed dated February 28, 2005, of 
record in Deed Book 8578, Page 950, in the Office of the Clerk of Jefferson County, 
Kentucky; 

This conveyance also includes all of tlie right, title and interest of tlie Grantor in and to all 
improvements located on the above described property, together with all of the right, title and interest of Grantor 
in  and to the Shadowwood Wastewater Treatment System, including all easements, rights-of-way. licenses, 
privileges and all sewers, sewer lines, mains, manholes, aiid other appurtenances and connections connected to 
the sewer system and the wastewater treatment plant located at the above described property, aiid any other 
interest existing in the favor of Grantor for the passage or placement of the system and its appurtenances. This 



conveyance also includes all rights of easements for sanitary and storm sewer facilities or for drainage retention 
basins 

TO HAVE, AND TO HOLD, i n  fee simple, the Property, together with all rights, privileges, 
appurteiiaiices aiid improvements thereunto belonging, unto Grantee and its successors aiid assigns forever, 

Grantor covenants, warrants and represents that Grantor is lawfully seized of the estate hereby 
conveyed, has full right and power to convey same, and that the Property is free aiid clear of all taxes, liens and 
encumbrances except, and this conveyance is made subject to, (i) the lien of ad valorem real property taxes due 
aiid payable in aiid for the calendar year 2008, wliich Grantor hereby assumes and agrees to pay, (ii) all 
applicable laws, rules and regulations, including, without limitation, the rules and regulations of the Louisville 
Metro Planning Commission, and (iii) easements, covenants, conditions, restrictions and stipulations of record 
affecting said Property. 

In furtherance of the purposes of KRS 382.135, Grantor and Grantee further hereby certify that the 
consideration stated in this Deed is the full consideration paid for the Property. This conveyance is exempt 
from transfer tax pursuant to KRS 142.050(7)(b). 

n\i TESTIMONY WHEREOF, witness the signatures of the parties through their authorized 
representative as of the date and year first written above. 

GRANTOR: SHADOWWOOD WASTE 
ENVIRONMENTAL, LLC, 
a Kentucky limited liability company 

r' +<&/S4 -m 

Julie K .  Tinnell, Member 

COMMONWEAL,TH OF KENTIJCKY 1 
) 

COUNTY OF JEFFERSON )SS: 

The foreuoing Deed was subscribed, sworn to and acknowledged before me this 17 day of 5 & p $ - f f 1 ~ ~ ~ 2 O 0 8 ,  by Julie I<. Tinnell, as a Member of Shadowwood Waste Environmental, LLC, a 
Kentucky limited liability company 011 behalf of the company. 

d7 

My Commission expires: ~ ~ F I J T A ~  

NOTARY PUBLIC 



GRANTEE: LOUISVILLE AND JEFFERSON COUNTY 
METROPO~ITAN SEWER DISTRICT 

By: 

E x e w i r e c t o r  u 
COMMONWEALTH OF KENTUCKY 

) ss: 
COUNTY OF JEFFERSON ) 

ti! The foregoing Deed was subscribed, sworn to and acknowledged before me this 1 7 day of 
2008 by Louisville and Jefferson County Metropolitan Sewer District, a public body 

cor&rate, by and through Herbert J.  Scliardein, Jr., Executive Director, to be tlie voluntary act and deed of tlie 
District. 

My Commission expires: 

Pada M. Purifoy, Esq. 
Louisville & Jefferson County 
Metropolitan Sewer District 
700 W. Liberty Street 
Louisville. Kentucky 40203-191 1 
(502) 540-6000 



MECHANIC’S AND MATERIALMEN’S LIEN 
AND TITLE AFFIDAVIT 

TO: LOUISVILLE AND m,FFERSON COUNTY METROPOLITAN SEWER 
DISTRICT 

Commonwealtli of Kentucky ) 

County of Jefferson ) 
)SS. 

I, Julie K. Time11 (“Affiant”), as Managing Member of Sliadowwood Waste 
Enviroimental, LLC, a Kentucky limited liability company (“Seller”), have direct 
ltnowledge of tlie matters set forth in this Affidavit and, having first been duly sworn, 
state as follows: 

(1) 
attached hereto, wliicli Exhibit “A” is made a part hereof by reference, (hereinafter tlie 
“Property”). The Property is tlie subject of the Shadowwood Waste Wastewater 
Collection and Treatment System Agreement, which agreement contains a purchase and 
sale agreement between Seller and Louisville and Jefferson County Metropolitan Sewer 
District (“Purchaser”) dated February 28,2005 and Seller has full riglit and authority to 
convey tlie Property to Purchaser. 

Seller is the fee simple owner of the real property described on Exhibit “A” 

(2) 
which has not been fully and completely paid for; nor has any repair, alteration or 
improvement been fully’completed in or about tlie Property for which tlie riglit to file a 
mechanic’s or inaterialmen’s lien might exist, nor lias any unsatisfied claim for lien or 
claim for payment been made for labor or materials furnished to tlie Property. 

No work, labor or material lias been furnished or performed on or to the Property 

(3) 
divorce, incoiiipeteiicy or baidmiptcy nor Court proceedings of any kind which would 
affect tlie title to tlie Property. 

There are 110 unsatisfied or uilreleased judgments or liens of record nor decrees of 

(4) 
or equities of any kind not fully disclosed of record affecting the title to tlie Property and 
there are no persons or tenants in possession or entitled to possession other than Seller. 

There are no outstanding or uivecorded deeds, mortgages, leases, contracts of sale 

( 5 )  
been received by Seller as to any pending assessments. 

There are no outstanding assessments against tlie Property, nor has any notice 

Affiant is aware and understands that Louisville and Jefferson County 
Metropolitan Sewer District is relying on this Affidavit in tlie closing of its purchase of 
tlie Property fiom Seller. 

Further Affiant sayetli naught. 

1 



Shadowwood Waste Environmental, LLC, 
a Kentucky limited liability company 

R 
Julie K. Tinnen, Managing Member 

The foregoing Meclianic’ s and Materialmen’s L,ien and Title Affidavit was sworn 
to and acknow dged before me a Notary in and for the State and County aforesaid, on 
this the 7- day of September - ,2008, by Julie K .  Tiiinell, as managing iiieniber 
of Shadowwood Waste Environmental, LLC, a Kentucky limited liability company, to be 
her act and deed on behalf of the said company. 

ik- 

My Commissioii expires: 

2 



EXHIBIT A 

PARCEL 1: 
BEGINNING at an iron post iii the Southeast corner of Lot 45 of 

SHADOW WOOD SlJBDIVISION as recorded in Plat Book 24, Page 25, in 
the Office of the Clerk of Jefferson County, Kentucky; thence North 66 
degrees I O  minutes 25 seconds West 168.05 feet to an iron post; thence North 
30 degrees 56 minutes 35 seconds East 75.08 feet to an iron post; thence North 
3 1 degrees 00 minutes 00 seconds East 76.00 feet to an iron pin; thence North 
54 degrees 34 minutes 29 seconds East 125.00 feet to an iron pin; thence South 
66 degrees 10 minutes 25 seconds East 150.00 feet to an iron pin; thence South 
54 degrees 34 minutes 29 seconds West 125.00 feet to ail iroti pin; thence 
South 23 degrees 49 minutes 35 seconds West 150.00 feet to the point of 
beginning. Containing I .O l  acre. 

PARCEL, 2: 

BEING Lot No. 45 of SHADOW WOOD SUBDIVISION, plat of 
which is Recorded in Plat and Subdivision Book 24, Page 25, in the Office of 
the Clerk of the County Court of Jefferson County, Kentucky together with 
sewage collection system of Shadow Wood Subdivision, including 
appurtenances such as but not limited to effluent lines, pumping stations, 
iiiaiiholes, etc., as constructed, and including all easements incident to the 
ownersliip and operation of said sewage collection system. 

Being that saiiie property acquired by Grantor by Deed dated February 
28, 2005, of record in Deed Book 8.578, Page 950, i n  the Office of the Clerk of 
Jefferson County, Kentucky; 



CERTIFICATION OF NON-FOREIGN STATUS 

Section 1445 of the Internal Revenue Code provides that a transferee of a U.S. real 
property interest must withhold tax if the transferor is a foreign person, corporation, trust, or 
estate. To inform the transferee, L,ouisville and Jefferson County Metropolitan Sewer District, 
(“MSD”) that withholding of tax is not required upon the disposition of a 1J.S. real property 
interest by Shadowwood Waste Environmental, LLC, I, Julie K. Tinnell., hereby certifL to 
Louisville and Jefferson County Metropolitail Sewer District tlie following on behalf of said 
corporation: 

1. Shadowwood Waste Environmental is not a foreign corporation, foreign partnership, 
foreign trust, or foreign estate (as those terms are defined in  the Internal Revenue 
Code and Income Tax Regulations); 

2. The U.S. employer tax identification number assigned to Shadowwood Waste 
Eiivironineiital, LLC is 20-2412909 and the principal office address of Shadowwood 
Waste Environmental, LLC is 13404 Creeltview Road, Louisville, Kentucky 40059. 

Shadowwood Waste Etivironmental understands that this certification may be disclosed 
to the Internal Revenue Service by MSD and, that any false statement contained herein could be 
punished by fine, imprisonment, or both. 

Under penalties of peKju1-y I declare that I have examined this certification and to the best 
of my knowledge and belief it is true, correct and complete, aiid I further declare that 1 have the 
authority to sign this document 011 behalf of Shadowwood Waste Environmental. 

Shadowwood Waste Environmental, 
a Kentucky limited liability company 

Julie K. Tin-iiell, Managing Member 
1 

COMMONWEALTH OF KENTUCKY ) 

COUNTY OF JEFFERSON 
ss. 

The foregoing Certificate of Non-Foreign Status was acknowledged before me a Notary 
in aiid for tlie State and County aforesaid, on this the 1 7 e! day of September y,  2008, by 
Julie IC. Tinnell as Managing Member of Shadowwoo Waste Environmental, LLC to be her 
voluntaiy act and deed on behalf of said company. 



) C GE IN OWNERSHIP CERTIFICATION 

Facility Name -1 NPDES No. 

Shadowwood Wastewater Treatment Plant 
Previous Name (if changed) 

KY003 18 10 I 

county 

Name of New Owner or Authorized Representative 

Company Name 

Address of New Owner (Street, City, State, Zip Code) 

Louisville & Jefferson County Metropoiitan Sewer District 

Louisville & Jefferson County Metropolitan Sewer District 

700 West Liberty Street 

dayof- 0 &Tb,&Ek- , &Doc? s l  Acknowledged before me this 

Telephone No. of Owner/Authorized Representative 

Nutaiy Sea: 

I ( 502 ) 540 - 6000 

Questions on completing this form? Contact the KPDES Branch at (502) 564-3410. 

Previous Owner Name - 

Complete and return this form to: Division of Water, KPDES Branch 
Frankfort Office Park 
14 Reilly Road 
Frankfort, KY 4060 1 

6523 River Road; Louisville, KY 40059 , 

9/17/08 

Shadowwood Waste Environmental, LLC - 

Form DEP 7032-CO 

1 Signature of New Owner or Authorized Representative 

EXHIBIT C 

Date 



L.oriisville nrrd JeJferson Cori@ Metropolitnn Sewer District 
700 West Liberty Street 

Loubville Kentiicky 40203-1 91 I 

~v~vrv.~iis~lloukjr.. org 
502-540-6000 

December 3,2008 

Mr. Gerald E. Wuetclier 
Assistant General Counsel 
Public Service Commission of Kentucky 
2 1 1 Sower Boulevard 
Frankfort, KY 4060 1 

Subject: Shadowwood Wastewater Treatment Plant Acquisition 

Dear Mr. Wuetcher: 

I am writing on behalf of Louisville Metropolitan Sewer District (MSD) concerning the 
applicability of KRS 278. 020 to the acquisition of the Shadowwood Wastewater Treatment 
Plant. Per your emails, the Public Service Commission (PSC) has no records that MSD 
approved the acquisition and transfer to MSD. I have had the opportunity to review the 
acquisition documents, and although, I have found the change of ownership forms which 
where submitted to the Kentucky Division of Water, I have not found any documents that 
were submitted to the PSC. However, it is the position of MSD that the Shadowwood 
transfer and acquisition was handled identically to all other MSD acquisitions of waste water 
treatment plant, and that these acquisitions by MSD are exempt from the requirements of 
KRS 278.020. The support for this position is set forth below. 

The jurisdiction of the PSC is set forth in KRS 278.040 (2) which states as follows: 

(2) The jurisdiction of the commission shall extend to all utilities in this 
state. The commission shall have exclusive ”jurisdiction over the regulation 
of rates and service of utilities, but with that exception, nothing in this 
chapter is intended to limit or restrict the police jurisdiction, contract 
rights or powers of cities or political subdivisions. 

MSD is created under the terms of KRS Chapter 76. Specifically, KRS 76.010 establishes 
that MSD is a body corporate and a “political subdivision” of the state. As a political 
subdivision of the state, it is certainly arguable that MSD is excluded from the jurisdiction of 
the PSC under the terms of KRS 278.040 (2). 

IJpon review of the applicable definitions in KRS Chapter 278, it does not appear that the 
General Assembly specifically included metropolitan sewer districts such as MSD in the 
provisions of this chapter. “Utility”, as defined by KRS 278.010(3), makes reference to 
sewage treatment facilities belonging to first class cities being excluded from the definition 

Beneficid Use of L,oiiisville’s Biosolitr 
ivivw.foiiisville~re~~i. coin EXHIBIT D 



Mr. Gerald E. Wuetcher 
Public Service Comm. Kentucky 
December 3,2008 
Page 2 

of “Utility”. This then, would suggest that a metro sewer agency, created by city/county 
governments would likewise be excluded. 

This position is supported by authority of Attorney General’s Opinions and case law. In 
OAG 77-140, the Office relied upon McClelland v. Loziisville Water Co., Ky., 351 S.W. 2d 
197 (1961) and City qf Georgetown v. Public Service Commission, Ky., 516 S.W.2d 842 
(1974) to opine that tlie PSC has no jurisdiction or control over the operation or management 
of a inunicipally owned water system. Further the opinion did state that the term “Utility” 
does not include a city which owns controls and operates its own public utility. A year later, 
the Attorney General reaffirmed this holding in OAG 78-656. This authority certainly 
supports MSD’s contention that it is exempt from the oversight of the PSC and the provisions 
of KRS Chapter 278. 

Based upon a 1997 State Supreme Court opinion, there is even more support for MSD’s 
position that it is excluded from the provisions of KRS Chapter 278. Boone County Water & 
Sewer District I). Public Serv. Conznz’n, Ky., 949 S.W.2d 588 (1997). This case involved the 
appeal of PSC’s decision requiring Boone County Water and Sewer District (“Boone”) to 
refund unpublished fees. Tlie Court did an analysis of PSC own review of whether it had 
jurisdiction over sanitation districts created under KRS Chapter 220. PSC concluded that it 
did not have jurisdiction over these statutory sanitation districts because they are specifically 
governed by KRS Chapter 220. Tlie Court reiterated that PSC noted a significant difference 
between such sanitation districts and water districts when it made and published tlie 
following policy statement: 

After reexamining KRS Chapter 278, the Commission concludes that the 
failure of tlie legislature to make specific reference to sanitation districts 
within Chapter 278 is persuasive evidence that the legislature intended to 
deny the Commission jurisdiction over sanitation districts. By comparison, 
KRS Chapter 278 has been amended to bring under Commission 
jurisdiction both water associations organized pursuant to KRS 273 (KRS 
278.012), and water districts organized pursuant to KRS Chapter 74 (KRS 
278.0 1 5). Based upon this analysis, the Commission has concluded that 
sanitation districts are not utilities within the meaning of KRS 278.01 O(3) 
(0, and are therefore exempt from regulation by the PSC. (Letter from 
Forest M. Slcaggs, Executive Director the Public Service Commission, to 
all Sanitation Districts (April 5 ,  1988)). Id. at 591. 

Accordingly, the Court concluded that Sanitation districts are excluded from the provisions 
of KRS Chapter 278 and consequent PSC regulation, not only by omission, but also by 
precise placement in another chapter of the Kentucky Revised Statutes. Therefore, a 



Mr. Gerald E. Wuetcher 
Public Service Comm. Kentucky 
December 3,2008 
Page 3 

sanitation district is not a utility within the context of KRS Chapter 278. Id at 591 

Although the General Assembly amended the definition of KRS 278.010 (3) ,  it chose never 
to include or reference those metropolitan sewer districts, such as MSD, that were created 
and organized under KRS Chapter 76. Due to this omission, MSD relies upon on the exact 
rationale propounded by the Supreme Court in the Room Co. case: 

It is logical to conclude that the legislature did not mention collection and 
transmission of sewage because the legislature intended that these 
operations not be regulated by KRS Chapter 278. If the legislature had 
wanted activities peitaining to sewage collection and transportation to be 
regulated by the Public Service Commission, it would have specifically so 
stated in Chapter 278 of the Kentucky Revised Statutes. The legislature 
did not do so. Id. at 591. 

In fact, when KRS 278.020 was amended, the General Assembly recognized the metropolitan 
sewer districts exist as separate entities. The current version of KRS 278.020 (3) (f) 
specifically excludes facilities “not regulated by a metropolitan sewer district or any other 
sanitation district created pursuant to KRS Chapter 220.” This statutory definition explicitly 
acknowledges the existence of metropolitan sewer districts. Accordingly, based upon the 
logic of the Supreme Court in Boone Co., the failure to include sanitation districts created 
under KRS Chapter 76 demonstrates the General Assembly’s intent not to include Chapter 76 
metropolitan sewer districts under the jurisdiction of the PSC. 

The same argument could be made due to the statutory definition of “Person” contain in KRS 
278.01 0 (2). “Person” is defined to include natural persons, partnerships, corporations, and 
two or more persons having a joint or common interest. As per the terms of KRS 76.010, 
MSD is a political subdivision and falls outside the statutory definition of “person”. Again, 
this evidences the intent of the General Assembly not to include metropolitan sewer districts 
created under KRS Chapter 76 within the jurisdiction of the PSC. 

With the existence of three statutory chapters, KRS 76, 220 and 278, pertaining to the 
regulation of rates, services, construction, etc., it certainly appears that the General Assembly 
intended for these bodies to co-exist separately from each other. If the General Assembly 
would have wanted to vest sole jurisdiction upon one entity it certainly would have, and 
would have been legally mandated to, specifically stated so in KRS Chapter 278, as per the 
holding of Boom. Co. It is the position of MSD that the General Assembly has thus far, not 
chosen to do so. This position is consistent with the rules of statutory construction. The 
enumeration of particular things means that other things not mentioned are excluded. Smifh 
v. Wedding, Ky., 303 S.W.2d 322 (1957). 



MI-. Gerald E. Wuetcher 
Public Service Comm. Kentucky 
December 3,2008 
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Accordingly, for the reasons set forth above, MSD contends that it is neither a “Person” or a 
“TJtility” under the terms of KRS Chapter 278. Therefore, it is the position of MSD that it 
did not violate KRS 278.020 ( 5 )  when it acquired the Shadowwood WWTP because it is 
exempt from KRS Chapter 278. After you have had the opportunity to review MSD’s 
arguments, we would be happy to meet with you and discuss our position. IF necessary, 
perhaps MSD and the PSC could jointly request an opinion from the Attorney General’s 
Office to reconcile these apparent differences in interpretations of statutes. 

I look forward to your response. If you have any questions or need additional information, 
please do not hesitate to contact me. 

Douglas Scott Porter 
MSD Environmental Counsel 

cc: Paula Purifoy 
Brian Ringliam 
Marion Gee 
Dermis Thomasson 
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March 30,2009 

Douglas Scott Porter, Esq. 
Louisville Metropolitan Sewer District 
700 West Liberty Street 
Louisville, Kentucky 40203-1 91 1 

Re: Shadowwood Wastewater Treatment Plant Acquisition 

Dear Mr. Porter: 

This letter responds to your letter of December 3, 2008 regarding the above- 
referenced matter. I apologize for the delay in responding. 

In your letter, you state that ”it is the position of MSD [Metropolitan Sewer 
District] that the Shadowwood transfer and acquisition was handled identically to all 
other MSD acquisitions of wastewater treatment plant, and that these acquisitions by 
NSD are exempt from the requirements of KRS 278.020.” 

This position is not supported by the facts or the law. Public Service Commission 
records indicate that, during the last 23 years, Public Service Commission approval of 
MSD’s acquisition of the public sewer utility’s assets was sought on at least 32 
occasions. In most instances, MSD either jointly or individually applied for such 
approval. For your reference, I am enclosing a copy of the Public Service 
Commission’s decision in these cases. 

% 

While MSD is not a utility as defined in KRS 278.010(3)(f) and is not subject to 
Public Se‘rvice Commission jurisdiction, its status as a non-utility is irrelevant in the 
present circumstances. The applicable sections of KRS Chapter 278 do not limit the 
requirement for Commission approval solely to utilities. KRS 278.020(5) states: 

No person shall acquire or transfer ownership of, or control, 
or the right to control, any utility under the jurisdiction of the 
commission by sale of assets, transfer of stock, or otherwise, 
or abandon the same, without prior approval by the 
commission. The commission shall grant its approval if the 
person acquiring the utility has the financial, technical, and 
managerial abilities to provide reasonable service. 

KentuckyUnbridledSpirit.com EXHIBIT E 
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KRS 278.020(6) in pertinent part states: 

No individual, group, syndicate, general or limited 
partnership, association, corporation, joint stock 
company, trust, or other entity (an “acquirer”), whether or 
not organized under the laws of this state, shall acquire 
control, either directly or indirectly, of any utility furnishing 
utility service in this state, without having first obtained the 
approval of the commission. Any acquisition of control 
without prior authorization shall be void and of no effect. 
As used in this subsection, the term “control” means the 
possession, directly or indirectly, of the power to direct or 
cause the direction of the management and policies of a 
utility, whether through the ownership of voting securities, by 
effecting a change in the composition of the board of 
directors, by contract or otherwise. 

KRS 278.01 O(2) defines a person as including “natural persons, partnerships, 
corporations, and two (2) or more persons having a joint or common interest.” A 
“corporation” includes “private, quasipublic, and public corporations, and all boards, 
agencies, and instrumentalities thereof, associations, joint-stock companies, and 
business trusts.” KRS 278.01 0( 1 ). 

As a municipal corporation, MSD clearly meets the definition of a “person” and is 
thus subject to the requirements of KRS 278.020(5).’ KRS 278.020(6), moreover, 
refers only to an “entity,” a term that would include a public corporation. 

Please note that the Public Service Commission has not and does not assert any 
jurisdiction to regulate the rates and service of MSD. It does, however, assert that no 
person may acquire the assets of a public utility and thus remove the customers of such 
utility from the protections afforded by KRS Chapter 278 without following the 
procedures set forth in KRS Chapter 278. Furthermore, while the Public Service 
Commission lacks jurisdiction over the assets of MSD, the assets in question were not 
MSD assets at the time of the acquisition and, unless Public Service Commission 
approval is obtain, cannot legally become the assets of MSD. 

The Public Service Commission respectfully declines MSD’s invitation to jointly 
seek an opinion from the Attorney General. The law is well-settled on this point and 
requires no opinion. The Public Service Commission has consistently maintained the 
same position for more than 25 years. MSD, through its numerous applications to the 
Public Service Commission and through the representations of its previous general 
counsels, has long accepted this position. Its sister agency, Louisville Water Company, 
which has long been exempted from most Public Service Commission regulation as a 

See Louisville-,Jefferson County Metro Ethics Com’n v. Schardein, 259 S.W .3d 51 0, 51 3 (Ky.App. 
2008) (“the M S D  is ‘a public body corporate, and political subdivision”’); Fawhush v. LouisviNe-Jefferson 
Counfy Metropolitan Sewer District, 240 S.W.622, 623 (Ky. 1951) (holding that MSD “is an independent 
public corporation”). 
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municipal utility, has also recognized the statutory requirement for Public Service 
Commission approval of the acquisition of a public utility’s assets and complied with it.* 

Based upon the above, the Public Service Commission respectfully requests that 
MSD take the necessary actions to obtain approval of the acquisition of the assets of 
the Shadowwood Wastewater Treatment Plant. Please note that failure to obtain the 
required approval renders the purported acquisition void and may subject MSD to 
ad m in ist ra t ive sanctions. 

If you have any questions regarding the approval process or require assistance 
in the preparation of an application, please contact me at (502) 564-3940, Extension 
259. 

Sincerely, 

Gerald E. Wuetcher 
Executive Advisor 

Enclosures 

Application of the Louisville Water Company for Approval of Merger and Acquisition of Ownership Of 
Kentucky Turnpike Water District, Case No. 2000-306 (Ky.PSC Sep. 6, 2000); Application of Louisville 
Water Company For Approval of Acquisition of Stock of Goshen Utililties, lnc., Case No. 2002-00088 
(Ky.PSC June 13, 2002). 
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November 16,2008 

Customers, Investors and Board . 
Louisville and Jefferson County Metropolitan Sewer District 

i 

Ladies and Gentlemen: 

The Comprehensive Annual Financial Report (“CAFR”) of the Louisville’and 
Jefferson County, Kentucky, Metropolitan Sewer District (“MSD”) for the fiscal 
year ended June 30, 2008 (“2008”) is submitted herewith. Responsibility for both 
the accuracy of the data, the completeness and fairness of the presentation, 
including all disclosures, rests with MSD, To provide a reasonable basis for 
making these representations, the management of MSD has established a 
comprehensive internal control framework that is designed to both protect its’ 
assets from loss, theft, or misuse and to con?pile sufficient reliable information for 
the preparation of MSb’s financial statements in conformity with Generally 
Accepted Accounting Principles (GAAP). Because the cost of internal bontrols 
should not outweigh their benefits, MSD’s comprehensive framework of internal 
controls has been designed to provide reasonable rather than absolute 
assurance that the financial statements will be free from material misstatement. 
Td the best of MSD’s knowledge and belief, the accompanying data is accurate 
in all material respects and are reported in a manner designedlto present fairly 
the financial position and results of operations of MSD. All disclosures necessary 
to enable the .reader to understand MSD’s financial activities have been included. 
We encourage readers to review the narrative intioduction, overview, ahd 
analysis found in Management‘s Discussion and Analysis (MD&A) along with the 
.footnotes that accompany the financial statements. 

. ,  . .  

Profile of MSD 

MSD was created in 1946 as’a public body corporate and subdivision of the 
Commonwealth of Kentucky (“the Commonbvealth”). MSD has complete control, 
possession and supervision of the sewer and drainage systems within the 
majority of Louisville Metro, which now comprises all of Jefferson County, ’ 

Kentucky. Chapter 76 of the Kentucky Revised Statutes authorizes MSD to 
construct additions, betterments, and extensions within its service area and to 
recover the cost of its services in accordance with rate schedules adopted by its a 

Board. 

MSD is now considered a component unit of the Louisville-Jefferson County 
Metro government (“Louisville Metro government”). The Louisville Metro Mayor 
appoints,’ with the approval of the Louisville Metro City Council, the members to 

L.ouisville and Jeffeison Couiity Mctropo1it;un Sewer Dish ict 
700 Webt Libcity Street Louisville, ICcntucky 40203-WI 3 502-540-6000 

PO Box ?400I 1 Louisville, Kentucky 40201-741 1 



MSD’s governing Board. The Board, which has statutory authority to enter into 
contracts and agreements for the management, regulation and financing of MSD, 
manages its business and activities. The Board has full statutory responsibility for 
approving and revising MSD’s budgets, for financing deficits and for disposition 
of surplus funds. MSD has no special financial relationship with the Louisville 
Metro government; however effective July I ,  2006 MSD began providing free 
sewer and drainage services to the Metro government. The value of these 
services in 2008 was $1.45 million. 

Economic Condition and Outlook 

MSD’s sanitary sewer and drainage service areas lie within Jefferson County 
which, with a 2007 population of approximately 709,300, is Kentucky’s largest 
and the center of the seven Kentucky and Indiana counties which comprise the 
Lou i sv i I I e metro p o I it a n a re a (“Greater Lou i svi I I e”). 

The total non-farm employment count for the Louisville Metropolitan Statistical 
Area (MSA) increased in June 2008 to 632,000; a slight increase from the June 
2007 level of 631,900. The June 2008 unemployment rate for the Louisville MSA 
was 6.4% compared to a national average of 5.7% and a state average of 6.6% 
for this same time period. 

During 2008, construction began on a 22,000 seat arena that will host University 
of Louisville basketball, major concerts, and other events. Despite the national 
real estate slump, demand for downtown Louisville residential and commercial 
properties continued to remain high. Approximately $420 million is being 
invested in luxury condominiums, loft apartments, office space and retail space. 
In 2007, an announcement was made that additional retail and residential 
establishments would be developed in the 3rd Street corridor that is adjacent to 
the Fourth Street Live entertainment district. The city recently finalized an 
agreement with a national development firm that will allow this project to come to 
fruition. 

Louisville has developed a reputation as a business friendly city. In 2007, 
Expansion Management Magazine ranked it among the top 25 cities in the nation 
as a desirable location for business expansion. It also ranked #9 on the list of 
Top 20 hot headquarters cities for the 21” century by Business Facilities. 
Entrepreneur Magazine deemed Louisville to be the best city for small business 
growth and ranked it 15‘h for best cities for entrepreneurship. In addition to its 
business rankings, the city also received accolades for its quality of life. In 2008, 
the U.S. Conference of Mayors named Louisville as the “most livable” large city 
in the United States. Louisville topped a list of more than 200 applicants for the 
award. 

During 2008, MSD continued to benefit from the diversity of the area economy. 
Fifty-one percent (51 %) of its service charge revenue came from business 
customers. During 2008, sewer accounts increased by 1,776 or 0.8% from 2007. 
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Residential construction permitting within Jefferson County has remained 
remarkably steady since 1990, averaging approximately 2,500 to 3,000 units per 
year. During the calendar year ended 2007, approximately 2,500 residential 
building permits were issued. Growth in the number of new residential units is 
consistent with the trend of resumed population growth within the County since 
1990. Building permitting is a key barometer of MSD’s prospects for long-term 
growth and the main contributor to its system development revenue. Since 1986, 
system development charges have become an increasingly significant 
component of MSD’s operating revenue. In 2008, revenue from these charges 
amounted to 1.6% of total revenues and it was 1.9% of the total in 2007. This 
source of revenue is extremely sensitive to changes in the economic climate 
which affect homebuilding. 

Major Initiatives 

Project WIN - Waterway Improvements Now 

In order to meet the requirements of the consent decree that MSD signed with 
the Commonwealth of Kentucky’s Environmental and Public Protection Cabinet 
(KEPPC) and the U.S. Environmental Protection Agency (EPA) in 2005 to 
address sanitary and combined sewer overflows; Project WIN - or Waterway 
Improvements Now -was created. Project WIN is a comprehensive sewer 
improvement plan and it will include the implementation of sewer improvement 
projects to minimize the impact of combined sewer overflows, eliminate sanitary 
sewer overflows, and rehabilitate the community’s aging sewer system. 

Project WIN is estimated to cost approximately $843 million over a twenty-year 
period. During the fourth quarter of 2008, MSD will submit detailed plans to the 
KEPPC and the EPA outlining the capital improvement program designed to 
minimize and/or abate overflows. 

Project D. R. 1. Continues to Keep the Community Dry 

On January 27, 2003, Mayor Jerry Abramson outlined a plan to tackle Louisville’s 
most pressing drainage problems. The first phase of the plan - dubbed Project 
D.R.I. (Drainage Response Initiative) identified 380 of the worst drainage 
problems in the Louisville Metro area. Phase I of Project D.R.I. was completed in 
FY 2006 and Phase II ended during FY 2007. Since January 2003, MSD has 
invested over $1 00 million to complete approximately 700 neighborhood projects. 
In addition, this investment allowed MSD to complete in excess of 16,000 
construction work orders related to drainage issues throughout its service area. 
During 2008, plans for Phase I l l  of Project DRI were announced. These plans 
called for an additional investment of $25 million over 30 months, beginning in 
January 2008. 
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Continued Focus on Flood Protection and Flood Control Systems 

One of MSD’s core business functions is flood protection. The aftermath of 
Hurricane Katrina directed the nation’s attention to its aging flood protection 
systems. Flood protection and control has always been a high priority with MSD. 
During 2008, MSD moved forward with its plans to invest more than $150 million 
over the next 15 years to upgrade its pumping stations, rehabilitate its floodwall 
gates, and repair its floodwalls. MSD along with the U.S. Army Corps of 
Engineers perform annual inspection and maintenance activities of the system. 
These activities allowed FEMA to recognize the flood protection system as 
nationally certified and thereby incorporated into the flood insurance rate maps. 
This certification should lead to lower flood insurance premiums for citizens of 
Louisville Metro 

Louisville Green Continues to Provide Benefits 

In FY 2004, MSD received the necessary approvals to market and distribute its 
dried biosolid pellets. The pellets were given the name of Louisville Green and 
are being sold as a usable soil-enhancing product. Until 2004, all of the biosolids 
produced by MSD were hauled to a landfill for disposal at an annual cost of 
approximately $600,000. During FY 2008, MSD produced 82 tons of the fertilizer 
on a daily basis and sold it to customers in eleven states. MSD is currently 
selling 100 percent of the product it produces thus savings local ratepayers the 
disposal cost. The product is sold to homeowners in 40 pound bags. In addition, 
Louisville Metrok golf courses, Kentucky’s Department of Highways, and fertilizer 
blenders utilize Louisville Green in bulk. The agriculture market continues to be 
the largest user of the product. 

MSD recently received verification of its quality assurance and safety standards 
by the National Biosolids Partnership through its Environmental Management 
System (EMS). The EMS auditing process used an independent, third-party 
audit firm that verified MSD’s biosolids production process as safe and 
dependable for its customers and the environment. 

Factors Affecting Financial Condition 

Cash and lnvestment Management 

Cash temporarily idle during the year was invested in insured certificates of 
deposit, repurchase agreements and obligations of the U.S. Treasury. MSD’s 
investment policy is to minimize credit and market risks, while maintaining a 
competitive yield on its portfolio. Accordingly, deposits either were insured by 
federal depository insurance or collateralized. 

Gross 2008 investment income of $6.1 million represented a return of 6.1% on 
average balances available for investment of $99.8 million, which compares with 
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gross earnings of $8.4 million, representing a 5.6% return on available balances 
of $151.2 million in 2007. 

Gross 2008 interest expense of $66.9 million represented a 4.96% cost of funds 
on average outstanding indebtedness of $1.35 billion, which compares with gross 
interest expense of $70.5 million, representing a 5.34% cost of funds on average 
2007 debt of $1.32 billion. 

Risk Management, Insurance, and Employee Benefits 

MSD maintains a comprehensive risk management program, utilizing third-party 
and self-insurance. Basic workers compensation is self-insured, while excess 
coverage is provided through third-party insurance. MSD participates in the 
Louisville Area Governmental Self-Insurance Trust (LAGIT), a pooled municipal 
self-insurance program, for comprehensive general and automobile liability and 
property coverage. All other risks (including automobile physical damage, public 
employees and blanket bond, life and accidental death and dismemberment, 
long-term disability, travel accident and group medicaVdental) are insured by 
third parties. MSD self-insures employees’ short-term disability in lieu of 
compensated sick leave. 

MSD employees participate in the County Employees Retirement System 
(CERS), which is a cost-sharing multiple-employer defined benefit plan 
administered by the Kentucky Retirement System. MSD contributed 16.17% of 
participating employees’ compensation in 2008 and 13.19% in 2007, which 
amounted to $5.5 and $4.2 million in 2008 and 2007, respectively. Employees 
currently are required to contribute 5% of their compensation which totaled $1.8 
million in 2008 and $1.60 million in 2007. 

Other Information 

lndependent Audit 

MSD is required by law and its Revenue Bond Resolution to undergo an annual 
audit by independent certified public accountants. A joint venture of Strothman & 
Company PSC and Toni Levy, CPA, was selected by the MSD Board to conduct 
the 2008 audit. The goal of the independent audit was to provide reasonable 
assurance that the financial statements of MSD for the fiscal year ended June 
30, 2008 are free of material misstatement. The independent audit involved 
examining, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements; assessing the accounting principles used and significant 
estimates made by management; and evaluating the overall financial statement 
presentation. The independent auditors concluded, based upon the audit, that 
there was a reasonable basis for rendering an unqualified opinion that MSD’s 
financial statements for the fiscal year ended June 30, 2008 are fairly presented 
in conformity with GAAP. The auditors’ opinion and report on the basic financial 
statements is included in the Financial section of this report. 



Awards and Acknowledgements 

The Government Finance Officers Association of the United States and Canada 
(GFOA) awarded a Certificate of Achievement for Excellence in Financial 
Reporting to MSD for the eighteenth consecutive time for its CAFR for the year 
ended June 30, 2007. In order to be awarded a Certificate of Achievement, MSD 
published an easily readable and efficiently organized CAFR. The report satisfied 
both generally accepted accounting principles and applicable legal requirements. 

A Certificate of Achievement is valid for one year only. MSD believes that its 
current CAFR continues to meet the Certificate of Achievement Program's 
requirements and will submit the current report to GFOA to determine its 
eligibility for another Certificate. 

I wish to take this opportunity to thank the MSD Board and Executive Director 
Herbert J. Schardein, Jr., for their continued guidance, support and leadership in 
the management of MSD's financial resources. 

I also express my deepest appreciation to the staff of MSD's Budget and Finance 
Division, This report could not have been completed in a timely manner without 
your commitment and dedication. 

Respectfully submitted, 

. 
Marion M. Gee 

Director of Finance 
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Strothman & Company P S C 
Certified Public Accountants & Advisors 

I600 Waterfront Plaza 502 585 1600 
325 West Main Street 502585 1601 Fax 
Louisville, Kentucky 40202-425 I wwwstrothrnan.com 

Independent Auditors’ Report 

The Board of Directors 
Louisville and Jefferson County Metropolitan Sewer District 
Louisville, Kentucky 

We have audited the accompanying financial statements of the Louisville and Jefferson County 
Metropolitan Sewer District (“MSD”), a component unit of the Louisville-Jefferson County Metro 
Government, as of and for the years ended June 30,2008 and 2007, as indicated in the accompanying 
table of contents. These financial statements are the responsibility of MSD management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government Audifing 
Standards, issued by the Comptroller General of the United States. Those standards require that we 
plan and perform the audits to obtain reasonable assurance about whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits provide a reasonable basis for our 
opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of MSD as of June 30,2008 and 2007, and the changes in its net assets and its cash 
flows for the years then ended, in conformity with accounting principles generally accepted in the 
United States of America. 

The Management’s Discussion and Analysis on pages 11 through 18 is not a required pari of the 
financial statements but is supplementary information required by accounting principles generally 
accepted in the United States of America. We have applied certain limited procedures, which 
consisted principally of inquiries of management regarding the methods of measurement and 
presentation of the supplementary infomatlon. However, we did not audit the information and express 
no opinion on it. 

Our audit was conducted for the purpose of forming an opinion on the basic financial statements of 
MSD. The information presented in the introductory and statistical sections are presented for purposes 
of additional analysis and are not a required part of the basic financial statements. Such information 
has not been subjected to the auditing procedures applied in the audit of the basic financial statements 
and, accordingly, we express no opinion on them. 

In accordance with Government Auditing Sfandads, we have also issued our report dated October 21, 
2008 on our consideration of MSDs internal control over financial reporting and on our tests of its 
compliance with certain provisions of laws, regulations, contracts and grant agreements and other 
matters. The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on the 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards and should be considered in assessing 
the results of our audit. 

Louisville, Kentucky 
October 21, 2008 
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Management's Discussion and Analysis 

As management of the Louisville and Jefferson County Metropolitan 
. Sewer District (MSD), we offer readers of MSD's financial statements this 

narrative overview and analysis of the financial activities for the fiscal year ended 
June 30, 2008. We encourage readers to consider the information presented 
here in conjunction with additional information that we have furnished in our letter 
of transmittal, Which can be found on pages 1-6 of this report. 

- Financial Highlights 

0 MSD's net assets decreased by $855.7 thousand (0.2%) as a result of this 
year's operations. ' 

0 Operating revenues increased by $28.8 million (21.8%) to $161,3 million. 
0 . Operating expenses excluding depreciation increased by $6.9 million 
(I 0.8%). 

0 Non-operating revenues (investment income) decreased by $224.8 thousand 
(4.8%) and non-operating expenses decreased by $20.6 thousand (0.03%). ' 

. 

Overview of the Financial Statements 

This annual report consists of three parts: Introductory Section, Financial 
Section, and Supplementary Information; The Financial Section includes notes 
that provide additional information relating to MSD's financial condition. Readers 
are encouraged to read the notes to better undersfand * .  the financial statements. 

Required Financial Statements 

The Statement of Net Assets 

The Statement of Net Assets includes all of MSD's assets and liabilities 
and provides information about the nature and amounts of investments in 
resources {assets) and the obligations to creditors (liabilities). It also provides 
the basis for computing rate of return, evaluating the capital structure of MSD 
and assessing the iiquidity and financial flexibility of the organization. 

The Statement of Revenues, Expehsfrs and Changes in Net Assek 

identify the revenues generated and expenses incurred during the fiscal year. 

, .  

The Statement of Revenues, Expenses, and Changes in Net Assets 



This statement helps the user to assess the profitability of MSD during the 
time period for which the statement relates. 

Statement of Cash Flows 

The Statement of Cash Flows provides information relating to MSD’s cash 
receipts and cash expenditures during the fiscal year. The statement reports 
cash receipts, cash payments, and net changes in cash resulting from 
operations, investing, and financing activities and provides answers to such 
questions as where did cash come from, what was cash used for, and what was 
the change in the cash balance during the reporting period. 

Financial Information 

MSD’s net assets decreased by $855.7 thousand in FY 2007 to $550.5 million. In 
the early 1 9 9 0 ’ ~ ~  less than 30% of MSD’s capitalization was in the form of long- 
term debt. In 1997, for the first time, long-term debt exceeded 50% of MSD’s 
capital structure. This change in capitalization can be attributed to the 
aggressive capital construction plan that MSD initiated in order to eliminate small 
neighborhood sewer treatment plants and septic tanks and to expand and 
rehabilitate its drainage and sewer infrastructure. At June 30, 2008, total long- 
term liabilities represented 70% of MSD’s capitalization. 

MSD’s total assets increased by approximately $90.6 million in 2008. This 
increase can be attributed to the sale of $105 million of revenue bonds as a 
result of the 2008A series bond issue. Noncurrent assets increased by 
approximately $35.6 million during fiscal year 2008. 

Unrestricted Current Assets 
Restricted Current Assets 
Noncurrent Assets 

Total Assets 

Current Liabilities 
Current Liab. from Restr. Assets 
Noncurrent Liabilities 

Total Liabilities 

Invested in Capital Assets, net 
Restricted Assets, net 
Unrestricted 
Total Net Assets 

Total Liabilities and Net Assets 

Table 1 
Condensed Statement of Net Assets 
(000’s) 

Dollar Percent 

12,228 7,034 5,194 73.8% 
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Unrestricted current assets experienced a slight decrease of $1 3 thousand. 

Total liabilities increased by $91 “5  million in 2008. This increase was due to the 
issuance of $1 05 million of revenue bonds. 

Capital Assets and Long-term Debt 

MSD’s net investment in plant, lines, and other facilities increased by $38.0 
million in FY 2008. Major additions include the completion of $34.5 million of 
sewer line installations and $24.0 million of stormwater drainage facilities. 
Readers are encouraged to review the Comparative Schedules of Plant, Lines, 
and Other Facilities that is contained in the statistical section of the CAFR for 
additional information regarding changes to capital assets. Also, readers should 
review Note 5 to the financial statements which provides additional information 
relating to MSD’s capital assets. 

In December 2007, MSD issued $61 .I million in Revenue Bonds to currently 
refund a portion of its then outstanding Series 1997B bond issue. 

In May 2008, MSD issued $105 million in Revenue Bonds to finance its capital 
program. As of June 30, 2008, approximately $94.8 million of these bond 
proceeds remained. The remaining funds are expected to be used for additional 
expansions to the wastewater and drainage systems, plant expansions, flood 
protection systems, and other wastewater and stormwater projects. Note 7 to the 
financial statements provides readers with a comparative schedule of long-term 
debt outstanding at June 30, 2008 and June 30, 2007. 

Results of Operations 

Total Operating Revenues as of June 30, 2008 were $161.3 million compared to 
$1 32.4 million for the same period last year, an increase of $28.8 million or 
21.8%. This increase in operating revenues was primarily driven by a surcharge 
enacted in August 2007 to help the fund the expected cost of a consent decree 
that MSD signed with the Commonwealth of Kentucky’s Environmental and 
Public Protection Cabinet and the U.S. Environmental Protection Agency (see 
the Other Significant Matters section of the MD&A). During FY 2007, MSD 
began offering free wastewater and stormwater service to the Louisville Metro 
Government. This free service amount to $2.2 million in FY 2008 and $1 -45 
million in FY 2007. 

Wastewater Service Charges totaled $125.8 million as of June 30, 2008. This 
represents an increase of $29,188,000 or 30.2% from a year ago. This increase 
was due to the consent decree surcharge described in the previous paragraph 
which effectively raised wastewater rates by 33%. Free wastewater services 
provided to the Louisville Metro Government amounted to $1.8 million during the 
fiscal year. The majority of MSD’s wastewater customers are billed based on the 
amount of water used. Since substantially all of MSD’s customers are also 
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customers of the Louisville Water Company, this charge is billed and collected by 
the Louisville Water Company on behalf of MSD. 

Stormwater service charges were $31 . I  million as of June 30, 2008. This 
represents an increase of $1,211,000 or 4.1% from the same period one year 
ago. This increase is net of the $355,400 of free services provided to the 
Louisville Metro Government. 

I Table 2 

Operating Revenues 
Nonoperating Revenues 
Total Revenues 

Condensed Statements of Revenues, 
Expenses, and Changes in Net Assets 
(000’s) 

Dollar Percent 
FY 2008 FY 2007 Change Change FY 2006 

$ 161,283 $ 132,446 $ 28,837 21.8% $ 129,765 
4,895 4,670 225 4.8% 3,964 

166,178 137,116 29,062 21.2% 133,729 

Depreciation Expense 55,485 52,177 3,308 6 3% 51,174 
Other Operating Expenses 70,335 63,479 6,856 10.8% 61,046 
Nonoperating Expenses 56,388 56,408 (20) 0.0% 50,404 
Total Expenses 182,208 172,064 10,144 5.9% 162,624 

Net income (loss) before contributions (36,030) (34,948) 18,918 -54.1% (28,895 

Contributions 15,175 16,859 (1,684) -10.0% 20,083 

Change in net assets (855) (18,089) 17,234 -95 3% (8,812 

Beginning Net Assets 
Ending Net Assets 

551,374 569,463 (18,089) -3.2% 578,275 
$ 550,519 $ 551,374 $ (855) -0.2% $ 569,463 

Other operating income was $1 “6 million less than the amount recorded in FY 
2007. This decrease can be attributed to a decrease in proceeds from the sale 
of assets of $1.4 million or 100.4% from FY 2007 levels. In FY 2007, MSD sold 
property that was declared surplus for approximately $1.4 million. 

Table 3 shows the composition of gross service and administrative costs by 
major classification of expense for the last three fiscal years. Gross service and 
administrative costs increased by $8.0 million above the FY 2007 level. An 
increase in labor ($2.4 million), utilities ($2.0 million), and billing and collection 
expenses ($2.4 million) resulted in this change. Labor expenses comprise the 
bulk of service and administrative costs, approximately 50% and 52% in FY 2008 
and FY 2007, respectively. As of June 30, 2008, labor costs were $49,431,000 
compared to $47,079,000 for the same period last year. The increase in labor in 
FY 2008 can be attributed to an increase in regular salaries and wages of 
$1,589,000. In addition, retirement contributions increased by $1,261,000. The 
increase in utility expenses was driven by increases in electricity and natural gas 
costs of $714,000 and $913,000; respectively. The change in billing and 
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collection expenses was due to an increase of $2.3 million in the allowance for 
doubtful accounts balance. 

Scivice aiid admiilistrativc costs: 
Laboi 
Utilities 
Materials and supplies 
Pi ol‘essional services 
Mainteuance and repairs 
Billing and collections 
Chemicals 
Fuel 
Biosolids disposal 
All othcr 

Table 3 
Gross Service and Administration Costs 
(000‘s) 

200s 2007 Variance % 2006 

$ 49,431 50% $ 47,079 52% $ 2,352 
12,989 13% 10,976 12% 2,013 
8,707 9% 8,197 9% 510 
3,126 3% 2,797 3% 329 
8,926 9% 8,035 9% 89 1 
5,318 5% 2,889 3% 2,429 
3,805 4% 3.585 4% 220 
1,344 I %  1.240 1% I04 
1,661 2%, 1,412 2% 249 
2,800 3% 3,947 4% (1,147) 

5.0% 
18.3% 
6.2% 
11.8% 
11.1% 
84.1% 
6.1% 
8.4% 
17.6% 

-29. I % 

$ 42,287 
12,518 
7,745 
2,543 
7,762 
3,869 
4,128 

960 
1,554 
3,067 

Glass seivice and admin. costs $ 98,107 100% $ 90,157 100% $ 7,950 8.8% S 86,433 

Net Operating Expenses excluding depreciation were $70,334,000 in FY 2008 
compared to $63,479,000 in FY 2007. This change reflects an increase of 
$6,856,000 or 10.8%. 

Depreciation expense of $55.5 million was $3.3 million more than the FY 2007 
amount. This increase in depreciation is consistent with the growth in Capital 
Assets that MSD has experienced. 

In FY 2008, net cash 
provided by operating 
activities increased by 
$22.7 million primarily 
due to an increase of 
$25.4 million in cash 
received from customers. 

Although net operating 
income is the most 
significant component of 
the factors which go into 
determining MSD debt 

MSD 
Cash Flaw from Continuing Operaticns 

(in thousands) 
$87 312 

~- J 

service coverage, other sources, including investment income and current period 
payments of property owner assessments also are included in “available 
revenues” and “net revenues” for purposes of demonstrating MSD’s performance 
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under the several debt service ratio tests of the I993 Sewer and Drainage 
System Revenue Bond Resolution. 

revenues”, as defined in the 
Resolution, sufficient to pay 11 0% 
of each year’s “aggregate net debt 
service” on Revenue Bonds and 
100% of “operating expenses”. 

for purposes of the Resolution, 
means all revenues and other 
amounts received by MSD and 

bonds issued pursuant to the 

interest income which is capitalized 
in accordance with generally 

“Available revenues,” as used only 

pledged as security for payment of 

Resolution, but excludes any 

.- I- .-- I --. 1 

MSD 
Debt Service Coverage 

310% 

260% 

210% 

160% 

110% 

Yo 

1999 2001 2003 2005 2007 

-. ”- 

MSD is not allowed to include depreciation expense in the formula authorized by 
the Louisville Metro Government to calculate allowable rate increases. The 

applicable rate ordinances allow 
MSD to increase rates to maintain 
the 100% revenue coverage of 
service and administrative costs 
and 110% coverage of aggregate 
net principal and interest 
requirements on Revenue Bonds 
that MSD covenants in the 
Revenue Bond Resolution. 
However, the straight-line 
depreciation of plant, lines and 

MSD 
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other facilities substantially exceeds scheduled principal amortization on the 
Revenue Bonds. 

MSD recorded a net operating income of $35.5 million compared to $16.8 million 
in FY 2007, an increase of $18,673,000 or 11 1.2%. The increase was primarily 
due to a 33% wastewater rate increase initiated in August 2007. 

MSD’s employee count increased 
slightly to 625 in 2008 compared to 
614 full-time equivalent positions in 
2007. 

Since 1999, the most significant 
reduction of staff costs has been 
achieved in operations and 
maintenance and their support 
activities, which are reflected in the 
“service and administrative costs” 
category in the financial statements. 

Full-Time Equivalent Staff 

1999 2001 2003 2005 2007 

Net interest expense totaled $56,388,000 in FY 2008 and $56,408,000 in FY 
2007; a decrease of $20,600. 

Other Significant Matters 

In April 2005, MSD agreed to enter into a Consent Decree with the 
Commonwealth of Kentucky’s Environmental and Public Protection Cabinet 
(KEPPC) and the U.S. Environmental Protection Agency (EPA). The agreement 
calls for MSD to design and implement projects within specified deadlines that 
will eliminate combined sewer overflows in its service area. The cost of the 
projects has yet to be determined but the preliminary estimate is $843 million 
over the next two decades. MSD will submit a long-term control plan that will 
contain a list of proposed projects to the KEPPC and the EPA by December 31, 
2008. 

On August 9, 2007, the Louisville Metro Council authorized MSD to add an EPA 
Consent Decree surcharge to its bills. Residential customers pay a surcharge of 
$6.95 per month and commercial and industrial customers pay rates based on 
volume that range from $0.49 to $0.93 per thousand gallons of water used or 
sewage discharged. In addition to the rate increase, the Metro Council also 
authorized MSD to implement a senior citizens discount program that provides 
customers 65 and older with household income of less than $25,000, a 30% 
discount off sewer charges. 

Requests For Additional Information 

This report is intended to provide readers with a general overview of MSD’s 
finances and to provide information regarding the receipts and uses of funds. If 
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you need clarification regarding a statement(s) made in the report or need 
additional information, please contact the Louisville and Jefferson County 
Metropolitan Sewer District, 700 West Liberty Street, Louisville Kentucky 40203. 
You can also submit a request for additional information via MSD's website at 
www. msdlou kv. orq. 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
COMPARATIVE STATEMENT OF NET ASSETS 

(in thousands) 

June 30, 2007 June 30,2008 
Assets 

Unrestricted cash and cash equivalents 
Restricted cash and cash equivalents 
Unrestricted investments 
Restricted investments 
Accounts receivable, less allowance for 

Inventories 
Prepaid expenses and other current assets 

Current Assets: 

doubtful accounts of $I ,568 (20081, $281 (2007) 

Total current assets 

Noncurrent assets. 
Long-term assessment receivables 
Plant, lines and other facilities, net 

Total noncurrent assets 

Total assets 

Liabilities 
Current liabilities: 

Current liabilities (payable from unrestricted assets): 
Accounts payable and accrued expenses 

Current liabilities (payable from restricted assets): 
Accounts payable and accrued expenses, 

includes contractor's retainages of 
$818 (20081, $388 (2007) 

Accrued interest 
Current maturities of bonds payable 

Total current liabilities 

Long-term liabilities: 
Accounts payable 
Unearned revenue 
Bonds payable, net 

Total long-term liabilities 

Total liabilities 

Net Assets 
Invested in plant, lines and other facilities, 

Restricted for payment of bond principal and interest 
Unrestricted 

net of related debt 

Total net assets 

$ 10,524 $ 1,912 
105,299 3,133 

14,843 24,935 
26,686 73,801 

16,732 15,398 

- 1,385 1,181 
3,020 3,091 

I 78,489 123,451 

26,334 28,749 
I ,802,540 1,764,556 

1,828,874 1,793,305 

- 2,007,363 1,916,756 

14,758 16,639 

5,250 4,239 
8,597 10,824 

21,255 -. 18,190 

49,860 49,892 

2,375 2,632 
14,824 5,622 

I ,389,785 -- 1,307,236 

I ,406,984 1,315,490 

I ,456,844 I ,365,382 

482,094 479,305 
12,228 7,034 
56,197 65,035 

$ 550,519 $ 551,374 

The accompanying notes to the financial statements are an integral part of this statement 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
COMPARATIVE STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS 

(in thousands) 

Year Ended 
June 30,2008 June 30,2007 

operating revenues 
Service charges 
Other operating income 

156,889 
4,394 

161,283 

$ $ 126,490 
5,956 

132.446 Total operating revenues 

Operating expenses. 
Service and administrative costs 
Depreciation 

70,335 
-. 55,485 

63,479 
52,177 

Total operating expenses 125,820 115 656 -L 

Income from operations 35,463 16,790 

Non-operating revenue (expenses)" 
Investment income 
Interest expense 

4,895 
(56,388) 

4,670 
(56,408) 

Total non-operating revenue (expenses) - net -. (51,493) (51,738) 

Net loss before contributions (16,030) (34,948) 

Contributions 
Property owner assessments 
All other 

164 
15,011 

7,634 
9,225 

Decrease in net assets (855) (18,089) 

Net assets, beginning of year 551,374 

$ 5503 19 

569,463 

$ 551,374 Net assets, end of year 

The accompanying notes to the financial statements are an integral part of this statement 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
COMPARATIVE STATEMENT OF CASH FLOWS 

(in thousands) 

Year Ended 
June 30.2008 June 30.2002 

Cash flows from operating activies. 
Cash received from customers 
Cash paid to suppliers 
Cash paid to employees 

Net cash provided by operating activities 

Cash flows from capital and related financing activities: 
Proceeds from issuance of revenue bonds 
Capital contributed by governments, property owners & developers 
Assessments receivable 
Interest income - assessments 
unamortized loss on refundings 
Principal paid on revenue bonds 
Interest paid on revenue bonds 
Acquisition and construction of capital assets 
Retainage payable 
Acquisition of non-operating property 

Net cash used in capital and related financing 
activities 

Cash flows from investing activities: 
Purchase of investments 
Praceeds from sale of maturities of investments 
Interest received on investments 
Unamortized gain on termination of swap agreements 

Net cash provided by investing activities 

Net increase in cash and cash equivalents 

Cash and cash equivalents, including cash and 
cash equivalents in restricted assets, beginning of year 

Cash and cash equivalents, including cash and 
cash equivalents in restricted assets, end of year 

(CONTINUED) 

$ 159,539 
(37,186) 
(35,041 ) 

87,312 

166,125 
15,174 
2,703 
1,405 
2,504 

(84,350) 
(69,145) 
(83,548) 

430 
(257) 

(48,959) 

(62,392) 
120,084 

4,807 
9,926 

72,425 

110.778 

- 5,045 

$ 'I 15,823 

$ 134,160 
(36,2 16) 
(33,320) 

64,624 

16,861 

1,670 

(17,250) 
(70,180) 
(65,669) 

(258) 

(645) 

(33) 

(135,504) 

(72,800) 
137,908 

7,642 

72,750 

1.870 

3,176 

$ 5,045 

The accompanying notes to the financial statements are an integral part of this statement 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
COMPARATIVE STATEMENT OF CASH FLOWS 

(CONTINUED) 
(in thousands) 

Year Ended 
June 30.2008 June 30,2007 

Reconciliation of operating income to net cash provided by operating activities. 
Income from operations 
Adjustment to reconcile income from operations 

to net cash provided by operating activities 
Depreciation 
Amortization 
Loss from retired assets 

Change in operating assets and liabilities" 
Decrease (increase) in accounts receivable 
(Increase) decrease in inventories 
Decrease (increase) in prepaid expenses 
Decrease (increase) in other current assets 
Decrease in accounts payable and accrued expenses 

$ 35,463 $ 16,790 

55,297 51,991 
65 65 

122 120 

Net cash provided by operating activities $ 87,312 $ 64,624 

Non-cash capital financing activities. 
Contribution of plant, lines and other facilities 
by developers and property owners 

Increase in accounts payable incurred for construction 

Decrease in fair value of investments 

(increase) decrease in interest rate swap deferred revenue 

$ 15,175 $ 16,859 

$ 1,011 $ 3,167 

$ (478) $ (81) 

$ (9,202) $ 475 

The accompanying notes to the financial statements are an integral part of this statement 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
MOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(in thousands) 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The financial statements of the Louisville and Jefferson County 
Metropolitan Sewer District (MSD) have been prepared in conformity with 
generally accepted accounting principles (GAAP) as applied to government 
units. The Governmental Accounting Standards Board (GASB) is the 
accepted standard-setting body for establishing governmental accounting and 
financial reporting principles. With respect to proprietary activities, MSD has 
adopted GASB Statement No. 20, “Accounting and Financial Reporting for 
Proprietary Funds and Other Governmental Entities that use Proprietary Fund 
Accounting.” MSD has elected to apply all applicable GASB pronouncements 
as well as Financial Accounting Standards Board (FASB) pronouncements 
and Accounting Principles Board (APB) Opinions, issued on or before 
November 30, 1989, unless those pronouncements conflict with or contradict 
GAS B pronou ncemen ts. 

These financial statements follow the provisions of GASB No. 34, “Basic 
Financial Statements, Management‘s Discussion and Analysis, for State and 
Local Governments” and related standards. These new standards provided 
for changes in terminology; recognition of contributions in the Statement of 
Revenues, Expenses and Changes in Net Assets; including of a management 
discussion and analysis as supplementary information; and other changes. 
The more significant of MSD’s accounting policies are described hereinafter. 

A. ReDortinLs Entity 

MSD is a public body corporate, and political subdivision of the 
Commonwealth of Kentucky. MSD was created in 1946 pursuant to Chapter 
76 of the Kentucky Revised Statutes, in the interest of the public health and 
for the purpose of providing adequate sewer and drainage facilities in the 
urbanized area of the Louisville Metropolitan Area. Pursuant to Chapter 76, 
MSD is governed by a Board which consists of eight members who are 
appointed by the Mayor of the Louisville Metro government, subject to 
approval of the Louisville Metro Council. Not more than five Board members 
may be of the same political party. However, there is not a continuing 
supervisory relationship exercised by the Louisville Metro government over 
MSD with respect to MSD’s statutory public functions. 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Con tin ue d) 
(in thousands) 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (CONTINUED) 

ReDortins Entity - (Continued) 

Chapter 76 authorizes MSD to provide sewer and drainage facilities and 
services. MSD is further authorized by the statute to establish and collect 
service charges and to budget therefrom for operations and maintenance, 
capital outlays and debt service on obligations it is authorized by the statute 
to incur. No special financing relationship exists between the Louisville Metro 
government and MSD, nor is the Louisville Metro government empowered by 
law or custom to approve MSD operating or capital budgets; nor are they 
responsible for financing deficits or disposing of surplus funds. 

MSD has complete control, possession and supervision of the sewer and 
drainage system in large portions of Jefferson County, and has statutory 
authority to construct additions, betterments and extensions within its service 
area. Additionally, MSD has statutory responsibility for approval of the design 
and proper construction of sewer and drainage facilities within the County's 
boundaries. There are cities within the County that, by statute, have the 
option of using MSD sewer services on a contractual basis. Third and fourth 
class cities also have the option of obtaining drainage services from MSD. 

The business and activities of MSD are managed by its Board, which 
has statutory authority to elect officers, enact by-laws and enter into 
agreements and contracts for the management and regulation of MSD's 
affairs. 

MSD's revenue is derived from sewer and drainage service charges 
which are collected from residential, commercial and industrial customers. 
MSD controls the collection of all revenue, disbursement of payables and title 
to all sewer and drainage assets. Sewer service charges are distributed 
among customer classes on the basis of actual costs incurred to collect and 
treat wastewater. Drainage service charges are distributed among customer 
classes on the basis of actual costs of drainage services per equivalent 
unit of impervious surface. Changes in MSD's service charges are 
implemented by MSD's Board, but no change in the service charge schedule 
is final within the Louisville Metro area until approval by the Louisville Metro 
Council. However, the statute provides that such approval may not be 
arbitrarily withheld and that the schedule shall be sufficient 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Con tin ue d) 
(in thousands) 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (CONTINUED) 

Reporting Entitv - (Continued) 

to provide revenues for the operation and maintenance of the system and 
for debt service. By ordinance, the Louisville Metro Government has 
provided that MSD's Board may amend its service charge schedule to 
maintain a debt service coverage ratio of 1.10 for MSD's sewer and 
drainage revenue bonds, and that such amendments will be effective 
within the Metropolitan area when adopted by MSD's Board, so long as the 
amended rates do not generate additional revenue from service charges in 
excess of seven percent during the twelve months succeeding the period in 
which the deficiency was identified. 

Chapter 76 permits MSD to finance sewer and drainage system 
construction, acquisition and other capital improvements through the issuance 
of its revenue bonds and with the proceeds of governmental grants, property 
owner contributions in aid of construction and bonds and loans for which 
pledge of repayment is subordinated to the pledge of revenues given by MSD 
for the security of its revenue bond holders. MSD indebtedness does not 
constitute indebtedness of the Louisville Metro government or the 
Commonwealth, but the Louisville Metro government must authorize by 
ordinance the issuance by MSD of revenue bonds to finance projects within 
the Metropolitan area. 

B. Basis of Accountinq 

The sewer and drainage system owned and operated by MSD is 
accounted for using a flow of economic resources measurement focus. With 
this measurement focus, all assets and all liabilities associated with the 
operation of the system are included on the statement of net assets. Total 
net assets are segregated into amounts invested in plant, lines and other 
facilities, net of related debt, restricted for payment of bond principal and 
interest and unrestricted. Operating statements present increases (e.g., 
revenues) and decreases (e.g., expenses) in net assets. MSD utilizes the 
accrual basis of accounting wherein revenues are recorded when earned and 
expenses are recorded at the time the liability is incurred. 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATlV€ FINANCIAL STATEMENTS 

FOR THE Y€ARS €NDED JUNE 30,2008 AND 2007 
(Continued) 
(in thousands) 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (CONTINUED) 

c. 

D. 

E. 

F. 

Cash and Cash Equivalents 

For purposes of the statements of cash flows, MSD includes 
repurchase agreements and other investments with an original maturity 
of three months or less in cash and cash equivalents. 

Investments 

Investments are reported at fair value based on quoted market 
value. Investment income consists of interest income, and the change 
in fair value of investments. 

Operating Revenues and Receivables 

Operating revenues are those revenues that are generated 
directly from the primary activity of MSD. These revenues are 
wastewater and stormwater service charges. The Louisville Water 
Company is responsible for billing and collection of these charges on a 
monthly basis. 

Accounts receivable are stated at the amount management 
expects to collect from outstanding balances. Balances are considered 
past due 30 days from the invoice date. Management provides an 
allowance for probable uncollectible amounts based on its assessment 
of the current status of individual accounts. Balances that are still 
outstanding after management has used reasonable collection efforts 
are written off through a charge to the allowance and a credit to 
accounts receivable. 

Assessment receivables represent amounts billed to residents to 
have sewer lines installed in their neighborhood. Assessment warrants 
are considered past due once the balance is 90 days in arrears. 
Management considers all amounts collectible on the basis that liens 
are placed on properties at the time of assessment. 

Inventories 

Inventories are stated at the lower of cost (principally average 
cost) or market, and consist of supplies and parts used in the operation 
of MSD's treatment plants and for the maintenance of automobiles, 
sewers and other related equipment. 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Continued) 
(in thousands) 

NOTE 1 I SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (CONTINUED) 

G. Contributed CaDital and Construction Grants 

Construction and acquisition of sewer and drainage plant, lines 
and other facilities are financed in part by governmental grants and 
contributions in aid of construction from property owners and 
developers. Governmental grants in aid of construction represent the 
estimated portion of construction costs incurred for which grants are 
expected to be paid to MSD by the governmental grantor. These 
amounts are recorded as a receivable and revenues from contributions 
at the time the related expenditures are incurred. The revenues from 
contributions are then added to Net Assets. 

H. Plant, Lines and Other Facilities 

Plant, lines and other facilities are recorded at historical cost or, if 
contributed, at fair value as determined by engineering estimates on the 
date the contribution is received. Capital assets are defined by 
MSD as assets with an initial, individual cost of more than $20 or 
renewal and replacement cost of a component of existing assets with a 
cost of more than $20. It is MSD’s policy to depreciate the costs of 
these assets over their estimated useful lives on a straight line basis. 

Estimated useful lives on depreciable assets are as follows: 

Buildings and other structures 30 - 50 years 
Land improvements 10 - 30 years 
Miscellaneous machinery 10 - 20 years 
Vehicles 6 - 12 years 
Equip men t , heavy 15 - 30 years 
Equipment, light 5 - 15 years 
Sewer lines and major drainage 
channels 80 years 

Costs incurred for capital construction and acquisition are carried 
in construction in progress until disposition or completion of the related 
projects. The major components of construction in progress are sewer 
lines, wastewater treatment and stormwater facilities. Costs relating to 
projects not pursued are expensed, while costs relating to completed 
projects are capitalized as plant, lines and other facilities. 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS LENDED JUNE 30,2008 AND 2007 
(Continued) 
(in thousands) 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (CONTINUED) 

H. Plant, Lines and Other Facilities - (Continued) 

Plant, lines and other facilities includes capitalized amounts of 
bond issuance costs. Bond issuance costs are amortized to expense on 
a straight line basis over the term of the related indebtedness. 

1. Capitalized Interest 

Interest capitalized on projects funded from bond proceeds is 
recorded as the difference between the interest cost of the borrowing 
less interest earned on undisbursed invested proceeds during the 
construction period. Interest is not capitalized on project costs that are 
reimbursed by contributions of capital from government, property owners 
and developers. 

J. Impairment of Capital Assets 

In accordance with GASB Statement No. 42 “Accounting and 
Financial Reporting for Impairment of Capital Assets and for Insurance 
Recoveries” management evaluates prominent events or changes in 
circumstances affecting capital assets to determine whether impairment 
of a capital asset has occurred. A capital asset is generally considered 
impaired if both (a) the decline in service utility of the capital asset is 
large in magnitude and (b) the event or change in circumstance is 
outside the normal life cycle of the capital asset. No impairment losses 
were recognized in the years ended June 30, 2008 and 2007. 

K. Bonds Pavable 

Bonds outstanding which have been refunded and economically 
defeased are not included in long-term debt. The related assets are not 
included in investments. The loss on refunding, which is the difference 
between the reacquisition price and the net carrying amount of the old 
debt, is deferred and amortized as a component of interest expense 
over the average remaining life of the old debt. The unamortized loss 
on refunding is reported as a deduction from the new debt liability. 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Con tin ued) 
(in thousands) 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (CONTINUED) 

K. 

L. 

M. 

N. 

0. 

Bonds Payable - (Continued) 

MSD enters into interest rate swap agreements to modify interest 
rates on outstanding debt. MSD records the net interest expenditures 
resulting from these agreements and amortizes gains/losses resulting 
from the termination of these agreements until the original termination 
date of the agreement. 

Com pensa ted Absences 

Vacation and personal pay benefits are accrued as vested by 
MSD employees. 

Allocation of Overhead 

MSD allocates overhead costs to its core business processes 
which are: operations and maintenance (service and administrative 
costs); design, construction and acquisition of plant lines and other 
facilities; and subsidiary business enterprises. 

Use of Estimates 

The preparation of financial statements in conformity with 
generally accepted accounting principles requires management to make 
assumptions and estimates that affect the reported amounts of assets 
and liabilities and disclosure of contingent assets and liabilities at the 
date of the financial statements and the reported amounts of revenues 
and expenses during the reporting period. Actual results could differ 
from those estimates. 

Reclassifications 

Certain reclassifications have been made to the 2007 financial 
statements to conform to those used in 2008. 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO TH€ COMPARATIVE FINANCIAL STAT€M€NTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Continued) 
(in thousands) 

NOTE 2. DEPOSITS AND INVESTMENTS 

A comparative statement of cash, cash equivalents and investments held in 
MSD’s portfolio follows: 

Weighted Average 
June 30,2008 

Investment Type Fair Value Maturity in Years 

U.S. Agency Discount Notes 
US. Treasury Obligations 
Corporate Bonds 
MuniciDal Bonds 
Money Market Funds 
Repurchase Agreement 
Certificate of Deposit 

$ 36,118 0.15 
2,633 0.13 

25 0.02 
25 0.02 

1 12,907 0.08 
8,012 

101 

Total fair market value of cash equivalents and investments 159,821 0.10 

Accrued interest from cash equivalents and investments 638 

Checks drawn in excess of cash on deposit 
in banks 

Total cash, cash equivalents and investments 

(3,107) 

157,352 $ 

June 30,2007 
Weighted Average 

Investment Type Fair Value Maturity in Years - 

US. Treasury Obligations 
Corporate Bonds 
Commercial Paper 
Money Market Funds 
Repurchase Agreement 
Certificate of Deposit 

$ 420 0.36 
12,019 0.02 
36,432 0.36 
3,330 0.09 

52,475 
101 

Total cash equivalents and investments 104,777 

Checks drawn in excess of cash on deposit 
in banks (996) 

Credit 
Rating 

Aaa 
Aaa 
Aaa 
Aaa 
Aaa 

Credit 
Rating 

Aaa 
Aa 
PI 

Aaa 

Total cash, cash equivalents and investments $ 103,781 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007’ 
(Continued) 
(in thousands) 

NOTE 2. DEPOSITS AND INVESTMENTS - (CONTINUED) 

Investments are made based upon prevailing market conditions at the 
time of the transaction with the intent to hold the instrument until maturity. 
With this strategy, investments would be expected to reach maturity with 
limited realized gains or losses. If the yield of the portfolio can be improved 
upon by the sale of an investment] prior to its maturity, with the reinvestment 
of the proceeds, then this provision is also allowed. Chapter 76 of the 
Kentucky Revised Statutes authorizes MSD to invest in obligations of the 
United States and its agencies and instrumentalities; bonds or certificates of 
indebtedness of the Commonwealth of Kentucky and of its agencies and 
municipalities; interest bearing deposit accounts in financial institutions 
chartered in the Commonwealth of Kentucky and insured by an agency of 
the United States up to the amount thus insured and in larger amounts, 
provided such financial institutions pledge as security obligations of the United 
States having such value as may be satisfactory to MSD. MSD bond 
resolutions and covenants contain similar restrictions. 

MSD’s Investment Policy requires that investments be divided to 
eliminate the risk of loss resulting from over concentration of assets in a 
specific maturity, a specific issuer, or a specific class of securities. Section 
2.0 of the Investment Policy outlines the permitted investments and identifies 
the limitations placed on the types of investments to minimize the risk. The 
Policy also requires that all investments have the highest category of ratings 
by the nationally recognized rating agencies. Where applicable, all of the 
above investments have such ratings. Custodial credit risk is the risk that, in 
the event of the failure of the counterparty, MSD would be able to recover the 
value of its investments or collateral securities that are in the possession of 
an outside party. The collateral provided by financial institutions is considered 
adequate to cover all balances in excess of limits set forth by the Federal 
Deposit Insurance Corporation. All of MSD’s investments are held by MSD or 
in the name of MSD by a Trustee. 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Continued) 
(in thousands) 

NOTE 2. DEPOSITS AND INVESTMENTS - (CONTINUED) 

A reconciliation of cash, cash equivalents and investments as shown on 
the Comparative Statement of Net Assets for MSD is as follows: 

June 30 
2008 2007 

Cash and cash equivalents - unrestricted $ 10,524 $ 1,912 

Investments - unrestricted 14,843 24,935 

Cash and cash equivalents - restricted 105,299 3,133 

Investments - restricted 26,686 73,801 

$ 157,352 $ 103,781 

NOTE 3. RESTRICTED CASH, CASH EQUIVALENTS AND INVESTMENTS 

MSD's revenue bond resolution provides that MSD shall maintain in a 
Debt Service Reserve Account a balance equal to the maximum annual 
aggregate gross principal and interest due on all outstanding revenue bonds; 
or, in lieu of cash and investments in that amount, a letter of credit or policy of 
bond insurance payable in that amount. Resolutions adopted in connection 
with the issuance of MSD First Mortgage Bonds, and of subdistrict sewer 
revenue bonds and municipal improvement assessment bonds whose 
obligation MSD has assumed, also provide for the maintenance of debt 
service reserve accounts. 

Cash, cash equivalents and investments segregated as accounts 
restricted for authorized construction include proceeds from issuance of MSD 
bonds. 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Continued) 
(in thousands) 

NOTE 3. RESTRICTED CASH, CASH EQUIVALENTS AND INVESTMENTS 
(C 0 NTI N U ED) 

Cash, cash equivalents and investments segregated and restricted are 
as follows: 

June 30 
- 2008 - 2007 

Payment of bond principal 
and interest $ 41,392 $ 36,759 

Authorized construction 90,593 40,175 

Total restricted cash, cash 
equivalents and investments $ 131,985 $ 76,934 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEW€R DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Con tin ued) 
(in thousands) 

NOTE 4. CHANGES IN NET ASSETS 

A comparative schedule of changes in net assets follows: 

June 30 
2008 - 2007 

Net assets invested in plant, lines 
and other facilities 

Plant, lines and other facilities 
net of depreciation 

Outstanding debt that applies to 
plant, lines and other facilities 

Unspent bond proceeds 

Invested in plant, lines and other 
facilities, net 

Cash and investments restricted for 
bond principal and interest 

Current maturities on bonds 

Accrued interest on bonds 

Net assets restricted for payment of 
bond principal and interest,net 

Unrestricted 

'Total net assets 

$ 1,802,540 $ 1,764,556 

(1,411,040) 

90,594 

482,094 

42,080 

(21,255) 

(8,597) 

12,228 

56,197 

(I ,325,426) 

40,175 

479,305 

36,048 

(1 8,190) 

(1 0,824) 

7.034 

65,035 

$ 550,519 $ 551,374 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Continued) 
(in thousands) 

NOTE 5. PLANT, LINES AND OTHER FACILITIES 

A comparative schedule of plant, lines and other facilities for the years 2008 
and 2007 follows: 

Year ended June 30,2008 

Beginning Retirements / Ending 
Balance Additions Reclassifications Balance 

Capital assets: 
Sewer lines 
Wastewater treatment facilities 
Stormwater drainage facilities 
Pumping and lift stations 
Administrative facilities 
Maintenance facilities 
Machinery and equipment 
Capitalized interest and bond 

issuance costs 
Total capital assets 

Less accumulated depreciation 
and amortization: 

Sewer lines 
Wastewater treatment facilities 
Stormwater drainage facilities 
Pumping and lift stations 
Administrative facilities 
Maintenance facilities 
Machinery and equipment 
Capitalized interest and bond 

issuance costs 
'Total accumulated depreciation 

and amortization 

Construction in progress 

$ 963,799 
422,483 
366,745 
60,877 
45,347 

7,313 
62,526 

$ 59,161 
34,472 
23,955 

6,113 
214 
520 

13,347 

$ (101) $ 1,022,859 
456,955 

(1) 390,699 
66,990 
45,561 

7,833 
75,873 

220,690 12,384 233,074 
2,149,780 150,166 (102) 2,299,844 

(171,959) (12,385) 
(1 87,135) (1 9,685) 

(82,162) (5,686) 
(22,913) (2,839) 
(21,011) (2,873) 
(3,667) (346) 

(50,7 12) (5,856) 

7 (1 84,337) 
(206,820) 

(87,848) 
(25,752) 
(2 3,884) 

(56,568) 
(4,013) 

(39,085) (5,692) (44,777) 

(578,644) (55,362) 7 (633,999) 

193,420 70,387 (127,112) 136,695 
$ 1,764,556 $ 165,191 $ (127,207) $ 1,802,540 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS €ND€D JUN€ 30,2008 AND 2007 
(Con tin ued) 
(in thousands) 

NOTE 5. PLANT, LINES AND OTHER FACILITIES (CONTINUED) 

Year ended June 30, 2007 

Beginning Retirements / Ending 
Balance Additions Reclassifications Balance 

Capital assets: 
Sewer lines 
Wastewater treatment facilities 
Stormwater drainage facilities 
Pumping and lift stations 
Administrative facilities 
Maintenance facilities 
Machinery and equipment 
Capitalized interest and bond 

issuance costs 
Total capital assets 

Less accumulated depreciation 
and amortization: 

Sewer lines 
Wastewater treatment facilities 
Starmwater drainage facilities 
Pumping and lift stations 
Administrative facilities 
Maintenance facilities 
Machinery and equipment 
Capitalized interest and bond 

issuance costs 
Total accumulated depreciation 

and amortization 

Construction in progress 

$ 915,527 $ 48,272 $ - $ 963,799 
41 8,997 3,486 422,483 
337,039 29,706 366,745 
55,407 5,470 60,877 
45,347 45,347 

7,470 (1 57) 7,313 
58,613 5,085 (1 ,I 72) 62,526 

21 1,362 9,328 220,690 
2,049,762 101,347 (1,329) 2,149,780 

(160,278) (1 1,681) (171,959) 
(167,757) (1 9,378) ( I  87,135) 

(76,652) (5,510) (82,162) 
(20,350) (2,563) (22,913) 
(1 8,012) (2,999) (21,011) 
(3,393) (3 12) 38 (3,667) 

(47,697) (4,187) 1,172 (50,7 1 2) 

(33,660) (5,425) (39,085) 

(527,799) (52,055) 1,210 (578,644) 

21 1,761 73,678 (92,019) 193,420 
$ 1,733,724 $ 122,970 $ (92,138) $ 1,764,556 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPA RA TI WE FlNA NCIA L S TA TEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Con tin u e d) 
(in thousands) 

NOTE 6. CAPITALIZED INTEREST 

A comparative schedule of net interest cost capitalized in 2008 and 
2007 follows: 

Included 
in 

Year ended June 30, 2008 Capitalized Operations Total 

Investment earnings $ 1,190 $ 4,895 $ 6,085 

Interest cost 

Net 

(10,530) (56,388) (66,918) 

$ (9,340) $ (51,493) $ (60,833) 

Year ended June 30, 2007 Capitalized Operations - Total 

Investment earnings $ 3,747 $ 4,670 $ 8,417 

Interest cost (1 4,140) (56,408) (70,548) 

Net $ (10,393) $ (51,738) $ (62,131) 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Continued) 
(in thousands) 

NOTE 7. LONG-TERM DEBT 
A comparative schedule of long-term debt outstanding at June 30, 2008 

and June 30, 2007, follows: 

Interest Rates 
REVENUE BONDS 

1997 Sewer and Drainage 
System Revenue Bonds 
Series 1997A 

System Revenue Bonds 
Series 19978 

System Revenue Bonds 
Series 1998A 

System Revenue Bonds 
Series 1999A 

System Revenue Bonds 
Series 2001A 

System Revenue Bonds 
Series 2003A and 2003B 

System Revenue Bonds 
Series 2004A 

System Revenue Bonds 
Series 2005A 

System Revenue Bonds 
Series 2006A 

System Revenue Bonds 
Series 2007A 

System Revenue Bonds 
Series 2008A 

1997 Sewer and Drainage 

1998 Sewer and Drainage 

1999 Sewer and Drainage 

2001 Sewer and Drainage 

2003 Sewer and Drainage 

2004 Sewer and Drainage 

2005 Sewer and Drainage 

2006 Sewer and Drainage 

2007 Sewer and Drainage 

2008 Sewer and Drainage 

Less current maturities 
Unamortized loss on refunding 

5.25% - 6.00% 

4.00% - 5.20% 

4.25% - 9.00% 

5.25% - 6.50% 

5.00% - 5.50% 

Variable Rate 

5.00% - 5.25% 

3.00% - 5.00% 

4.00% - 5.00% 

4.00% - 5.00% 

4.00% - 5.00% 

Final 
Payment 
- In 

2027 

2007 

2030 

2033 

2036 

2023 

2038 

2026 

2038 

2025 

2038 

Outstanding As Of 
June 30 

- 2008 - 2007 

$ 24,815 

236,940 

288,030 

293,705 

157,265 

100,000 

61,640 

100.000 

59,665 

105,000 

1,427,060 
(21,255) 
(16,020) 

$ 24,815 

65,940 

240,700 

290,700 

295,415 

164,580 

100,000 

63,135 

100,000 

1,345,285 
(1 8,190) 
(19,859) 

Tatal - MSD Long-Term Debt $ 1,389,785 $ 1,307,236 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Con tin ued) 
(in thousands) 

NOTE 7. LONG-TERM DEBT (CONTINUED) 

A schedule of future debt service requirements after June 30, 2008 follows: 

Revenue Bonds 
Principal Interest Total 

Year Ending June 30, 
2009 $ 21,255 $ 72,379 $ 93,634 
201 0 22,965 71,199 94,164 
201 1 23,990 70,161 94,151 
2012 25,100 69,040 94,140 
201 3 26,275 67,853 94,128 

2014-201 8 151,515 31 8,892 470,407 
201 9-2023 191,460 278,324 469,784 
2024-2028 243,380 225,956 469,336 
2029-2033 31 3,245 156,092 469,337 
2034-2038 407,875 61,689 469,564 

$ 1,427,060 $ 1,391,585 $ 2,818,645 

A comparative summary of long-term debt activity for the years ended 
June 30,2008 and June 30, 2007 follows: 

June 30 
2008 2007 

Long term debt - beginning of year $ 1,325,426 $ 1,341,256 

Bonds issued 166,125 - 

Deferred gain on refunding, net of amortization 3,839 - 

Principal paid on bonds (22,450) (1 5,830) 

Bonds refunded 

Long term debt - end of year 

(61,900) - 

$ 1,411,040 $ 1,325,426 

Amortization of loss on prior refunds totaled $1,336. 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Con tin ued) 
(in thousands) 

NOTE 7. LONG-TERM DEBT (CONTINUED) 

On January 24, 2001, MSD terminated a nineteen-year interest rate 
swap agreement for $100,000 of its fixed-rate 1999 Series Sewer and 
Drainage Revenue Bonds. The termination of this swap agreement resulted 
in the receipt of a payment in the amount of $7,935. This income will be 
amortized annually until 201 9, the original termination date on the agreement. 
The unamortized portion is recorded as a long-term liability. 

In April 2001, MSD entered into a forward interest rate swap agreement 
with an aggregate notional amount af $282,165. Under this agreement, MSD 
will be the fixed rate payer on the swap and the swap-counter party will be the 
floating rate payer, MSD will pay a fixed rate of 4.4215% and will receive 
67% of the 30-day London InterBank Offered Rate (LIBOR) Index. The 
forward start date begins November 15, 2009 and terminates on May 15, 
2033. MSD initiated the swap to synthetically convert a portion of its floating 
rate debt expected to be issued November 15, 2009 for the refinancing of its 
Sewer and Drainage System Revenue Bonds, Series 1999A, to a fixed rate. 
MSD reserved the right to terminate the swap agreement at any time at the 
then current market value. This may result in MSD making or receiving a 
termination payment. This swap transaction exposes MSD to tax event risk 
due to the possibility that municipal bonds could be taxable when MSD 
needs to issue debt. In addition, there is a risk (market-access risk) that 
MSD will not be able to enter credit markets in November 2009 thus the 
expected cost savings may not be realized. The negative fair value of this 
swap for the years ending June 30, 2008 and 2007 was $(34,253) and 
$(I 5,799) respectively. 

On January 25, 2008, MSD terminated a Floating to Floating (Basis) 
Interest Rate Swap agreement with a notional amount of $282,165. MSD 
entered into this agreement in April 2006 and paid 67% of the l-Month LIBOR 
index and received 62.2% of the 5-Year LIBOR Index. MSD received a 
termination payment of $5,756 that will be amortized until 2033. 

In October 2002, MSD entered into a Floating to Fixed (Synthetic Fixed) 
Forward Starting Interest Rate Swap Agreement with a notional amount of 
$1 90,790. MSD executed this agreement to synthetically convert a portion of 
its floating rate debt that was issued on May 15, 2003 for the refinancing of its 
Sewer and Drainage System Revenue Bonds, Series 1993, 1993A, and 
1993B, to a fixed rate. MSD pays a fixed rate of 4.075% and receives a 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMMTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Continued) 
(in thousands) 

NOTE 7. LONG-TERM DEBT (CONTINUED) 

floating rate equivalent to the Securities Industry and Financial Markets 
Association Index (formerly the Bond Market Association (BMA) Municipal 
Bond Index). MSD reserves the exclusive right to terminate the swap 
agreement at any time at the then current market value. This agreement took 
effect on May 15, 2003 and terminates on May 15, 2023. The negative fair 
value of this swap for the years ending June 30, 2008 and 2007 was $(6,907) 
and $(583) respectively. 

In March 2003, MSD entered into a swap agreement with a notional 
amount of $190,790 that in essence changed the terms of the October 2002 
agreement. The terms of this agreement call for MSD to receive 78.78% of 
the 3-month LIBOR Index and to pay the Securities Industry and Financial 
Markets Association (SIFMA) Index. MSD reserves the exclusive right to 
terminate the swap agreement at any time at the then current market value. 
This agreement took effect on May 15, 2003 and terminates on May 15,2023. 
The positive fair value of this swap for the years ending June 30, 2008 and 
2007 was $1,479 and $4,516 respectively. 

In April 2006, MSD entered into a swap agreement with an initial 
notional amount of $171,405 which provided that beginning May 15, 2006, a 
net payment will be made based on MSD paying 78.78% of the 3-month 
LIBOR Index on the notional amount and receiving 73.45% of the 5-year 
LIBOR Index on the notional amount. On January 23, 2008, MSD terminated 
this swap agreement and received a termination payment of $4,170 that will 
be amortized until 2023. 

MSD has implemented steps to safeguard it against the risks associated 
with the aforementioned swap transactions. If the counter-party does not 
maintain AI/A+ ratings from Moody's and Standard and Poor's, the swaps 
contain provisions that require them to be marked to market weekly with 
monthly statements sent to MSD and the value will be collateralized with U.S. 
Treasury and Agency securities with the securities held by a tri-party 
custodian approved by MSD. All costs of collateralization will be borne by the 
downgraded party who must post the collateral. In addition, the April 2001 
and October 2002 swaps were awarded to multiple firms to further mitigate 
the credit risk associated with the transactions. 

The aforementioned swap transactions also expose MSD to basis risk, 
the risk that arises when variable interest rates on a derivative and an 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 

FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
(Con tin ued) 
(in thousands) 

NOTE 7. LONG-TERM DEBT (CONTINUED) 

associated bond are based on different indexes. The payment terms of the 
October 2002 and March 2003 swaps coincide with the 2003 variable rate 
bond issue that was executed to refinance the Sewer and Drainage System 
Revenue Bonds, Series 1993, 1 993A4, and 1993B. The positive and negative 
fair value amounts above were provided by a third-party financial advisor. 

NOTE 8. RETIREMENT PLAN 

Plan Description: MSD contributes to the County Employees Retirement 
System (CERS) which is a cost-sharing multiple-employer defined benefit 
pension plan administered by the Kentucky Retirement System, an agency of 
the Commonwealth of Kentucky. The CERS provides for retirement, disability 
and death benefits to plan members and beneficiaries. The Kentucky 
Retirement System issues a publicly available financial report that includes 
financial statements and required supplemental information for the CERS. 
That report may be obtained by writing to the Kentucky Retirement System, 
1260 Louisville Road, Frankfort, Kentucky 40601-61 24. 

funding Policy. Plan members are required to contribute 5% of creditable 
compensation and MSD is required to contribute at an actuarially determined 
rate. The employer contribution rates for the years ending June 30, 2008; 
2007; and 2006 were 16.17%, 13.19%, and 10.98% respectively, of 
participating employees’ compensation. 

The contribution requirements of plan members and MSD are established and 
may be amended by the CERS Board of Trustees. MSD’s contributions to 
the CERS for the years ending June 30, 2008, 2007, and 2006 were $5,482; 
$4,221 ; and $3,288 respectively, equal to the required contributions for each 
year. 

NOTE 9. RISK MANAGEMENT 

MSD is exposed to various risks of loss related to torts; theft of, damage 
to and destruction of assets; errors and omissions; natural disasters; and 
injuries to MSD’s employees. These risks are provided for through various 
programs. 

MSD participates in the Louisville Area Governmental Self-Insurance 
Trust (the Trust). The Trust, which is permitted by the Commonwealth of 
Kentucky to practice as a “group self-insurance trust,” was created on 
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FOR THE YEARS ENDED JUNE 30,2008 AND 2007 
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(in thousands) 

NOTE 9. RISK MANAGEMENT (CONTINUED) 

January 1, 1987. Trust members currently include the Louisville Metro 
Government, six smaller cities, and six government agencies. The Trust was 
formed to provide better risk protection and lower cost liability insurance by 
sharing the risk with all of its members. 

MSD's payments to the Trust are reflected on the financial statements 
as an expense. The Trust provides, after a $300 deductible, liability coverage 
up to $7,000 per occurrence. The amount of coverage available to MSD 
could be limited by the total assets of the Trust. At June 30, 2008, MSD has 
no claims that are payable from the Trust's assets. 

MSD has chosen to self-insure the basic worker's compensation. 
Claims administration is handled by a third party administrator and includes 
claims monitoring, check issuance, settlement negotiations and loss control 
services. Liabilities are reported when it is probable that a loss has occurred 
and the amount of the loss can be reasonably estimated. A separate 
insurance policy provides coverage in excess of $300 for catastrophic injury 
claims by an employee or several employees as a result of a single 
occurrence. 

A comparative schedule of changes in liabilities for worker's 
compensation claims follows: 

June 30 
2008 2007 

Liability - beginning of year $ 1,913 $ 1,249 

Claims and changes in estimates 808 1,893 
Payments (972) (1,229) 

Liability - end of year $ 1,749 $ 1,913 
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LOUISVILLE AND JEFFERSON COUNTY METROPOLITAN SEWER DISTRICT 
NOTES TO THE COMPARATIVE FINANCIAL STATEMENTS 
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NOTE 9. RISK MANAGEMENT (CONTINUED) 

MSD joined the Louisville Area Governmental General Insurance Trust 
(Property Insurance Trust) in September 2002. The Property Insurance Trust 
was created to provide lower cost to participants for property insurance. MSD 
is responsible for property damage up to $100. The Property Insurance Trust 
provides coverage for the next $900 and a reinsurance plan with a third party 
carrier covers claims in excess of $1 million. MSD has had no settled claim 
that has exceeded the above coverages, in any of the past three fiscal years. 

NOTE 10. DEFERRED COMPENSATION 

MSD offers its employees deferred compensation plans created in 
accordance with Internal Revenue Service Code Sections 401 (k) and 457. 
These plans, available to all MSD employees, permit them to defer the 
payment of a portion of their salary until future years. Participation in these 
plans is voluntary and MSD makes no contributions to these plans on behalf 
of the employee. The deferred compensation is not available to employees 
until termination, retirement, death, or unforeseen emergency. All amounts of 
compensation deferred, including the investments and earnings thereon, vest 
with the employee and are not subject to the claims of MSD’s general 
creditors. 

NOTE 11. COMMITMENTS AND CONTINGENCIES 

Forward Purchase Aqreements 
MSD previously entered into forward purchase agreements to invest the 

debt service account of its bond fund at specified times in the future at fixed 
interest rates. MSD entered into these agreements in order to receive a 
guaranteed interest rate and lock in current long-term investment rates for the 
investment of its debt service payments. In December 2007 and January 
2008, MSD terminated these agreements and received a net payment of 
$1,466,000 that will be amortized over the original life of the agreements. 

Prior to the termination of the agreements, MSD was exposed to market 
risk, since it was possible that interest rates may be higher than the rate at 
which MSD was committed on the purchase of eligible securities as defined in 
the agreements. MSD was also exposed to the failure of the counterparty to 
fulfill the agreement. 
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NOTE 11. COMMITMENTS AND CONTINGENCIES (CONTINUED) 

Sale of Sewer Assessments 
MSD has entered into agreements to sell sanitary sewer assessments 

to a local bank. These assessments reflect the portion of the cost that 
residents pay to have sewer lines installed in their neighborhood. Residents 
are given the opportunity to pay the assessment in full or to finance it over a 
twenty-year period at 7% interest per annum. The original agreement called 
for the bank to accept up to $25 million of outstanding assessments and for 
MSD to receive 104% of the face value of the assessments. The subsequent 
agreement allows an additional $5 million of assessments to be sold to the 
bank at face value. These agreements give the bank the option to place the 
assessments back to MSD if the payments of the property owner are ninety 
days in arrears or the property owner does not respond to the bank’s demand 
for payment within a ninety day period after the issuance of the assessment. 
Sales to the bank are net of any subsequent repurchases of warrants by 
MSD. The unpaid principal balance of loans held by the bank at June 30, 
2008 was $7,464 

Activity under these assessment agreements for the years ending June 30, 
2008 and 2007 was as follows: 

June 30 
2008 2007 

Balance - beginning of year $ 31,538 $ 25,792 

Assessments sold to bank 12 7,089 
Assessments repurchased by MSD (1,788) (1 , 343) 

Balance - end of year $ 29,762 $ 31,538 

EPA Consent Decree 

In May 2003, MSD received a request for information from the United 
States Environmental Protection Agency, Region 4 (EPA), under Section 308 
of the Clean Water Act. MSD provided the requested information. EPA 
representatives conducted an inspection of part of MSD’s combined and 
separate collection systems during the week of August 25 through August 29, 
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NOTE 11. COMMITMENTS AND CONTINGENCIES (CONTINUED) 

2003. On December 1, 2003, MSD received the inspection report from the 
EPA. This report contains findings that asserted violations by MSD of the 
Clean Water Act. The report identified significant violations of the Clean 
Water Act due to the discharge of sanitary sewer overflows into the navigable 
waters of the United States. It also found violations of the Clean Water Act 
for MSD’s combined sewer overflows. Representatives of EPA returned to 
MSD the week of December 8, 2003 for further information. MSD clarified 
certain information contained in the report and provided the EPA with 
comments and corrections to the report. 

On February 27, 2004, the Kentucky Environmental and Public Protection 
Cabinet filed suit against MSD in Franklin Circuit Court alleging violations of 
Federal and State laws with respect to the discharge of pollutants. The suit 
alleged unauthorized discharges by MSD in the form of 
sanitary sewer overflows. The suit sought damages and abatement of the 
unauthorized discharges. 

In April 2005, MSD agreed to enter into a Consent Decree with the 
Commonwealth of Kentucky’s Environmental and Public Protection Cabinet 
and the U.S. Environmental Protection Agency. The Consent Decree calls for 
MSD to submit a final Long-Term Control Plan (LTCP) to the CabinetlEPA for 
review and joint approval by December 31, 2008. The final LTCP must 
include schedules, deadlines, and timetables for projects to be completed by 
December 31, 2020. In addition, a Sanitary Sewer Discharge Plan (SSDP) is 
due by December 31, 2008. The SSDP will include schedules and deadlines 
for capital projects to be completed by the end of 2024. The cost of the 
projects is estimated to be $843 million. Also, MSD agreed to pay a civil 
penalty to the Commonwealth of Kentucky in the amount of one million dollars 
($1,000) to resolve the violations alleged in the Cabinet’s and EPA’s 
complaints up through the date of entry of the Consent Decree. The 
agreement also calls for MSD to perform supplemental environmental 
projects (SEPS) at an amount of not less than $2,250. MSD neither admitted 
nor denied the alleged violations but acknowledged that discharges occurred 
and accepted the obligations imposed in the Consent Decree. The Consent 
Decree, as negotiated, was entered by the U.S. District Court Judge on 
August 12, 2005 and is now final. 

The enforcement actions initiated by the EPA are not unique in the 
wastewater treatment industry. Several wastewater utilities have signed or 
are in the process of signing Consent Decrees. In the opinion of MSD, the 
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NOTE 1 I. COMMITMENTS AND CONTINGENCIES (CONTINUED) 

resolution of any violations will not result in material adverse affect on the 
operation, property or finances of MSD. 

IRS lnquirv 

In 1998, MSD purchased with the proceeds of its Sewer and Drainage 
System Revenue Bonds, Series 19976, United States Treasury obligations 
for an escrow fund for certain defeased bonds, and at the same time, 
purchased a put option that allowed it to sell those obligations for an agreed- 
upon period of time to a counterparty. In 2003, MSD became aware 
that the Internal Revenue Service (the “IRS”) was scrutinizing similar 
transactions and encouraging issuers who had engaged in such transactions 
to contact the IRS under the IRS’s voluntary compliance agreement program 
(‘(VCAP’’)“ While MSD believed it had complied in all respects with applicable 
provisions of the tax laws, it contacted the IRS promptly with a request for a 
VCAP settlement. During FY 2007, MSD entered into a closing agreement 
with the IRS. The agreement provided that the holders of the 1997B bonds 
are not required to include any interest on the bonds in gross income for 
federal income tax purposes and no income is required to be recognized by 
any holder of the bonds as a result of the closing agreement or any payments 
made pursuant to the agreement. The closing agreement required MSD to 
redeem $2,800 of the bonds on November 15, 2007 using funds other than 
proceeds of tax-exempt bonds. MSD complied with this requirement in FY 
2008. 

Other Matters 

MSD is a defendant in various lawsuits. Although the outcome of these 
lawsuits is not presently determinable, it is the opinion of the MSD’s 
management that resolution of these matters will not have a material adverse 
effect on the financial condition of MSD. 

The value of construction contracts signed, where work has not yet 
been performed at June 30, 2008, amounted to $20,569. 
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The schedules and reports shown in the Statistical Section are not 
considered necessary for the fair presentation of MSD’s financial 
statements in order for them to be in conformity with Generally Accepted 
Accounting Principles. 
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