




































































































































































































 
 
 
 
 
 
November 9, 2010 
 
 
 
To the Public Service Commission of Kentucky 
 
RE:  Northern Kentucky Water District Rate Case 
 
To Whom It May Concern: 
 
This letter serves as a follow-up to my testimony during the above referenced rate case hearing.  I was 
asked to provide my opinion as to whether or not Tap-In Fees and Capital Contributions should be 
included as revenue for purposes of the debt service coverage calculation for bonding purposes. 
 
I first reviewed the debt service coverage requirement for the District, which is included in Section 711 of 
the 1985 General Bond Resolution, Authorizing the Issuance of and Securing Water District Revenue 
Bonds.  That requirement indicates that the District shall establish, enforce and collect rates, rentals and 
charges for services rendered and facilities afforded by the District works and facilities.  Furthermore, the 
annual revenue from such rates, rentals and charges, after payment of expenses, shall be at least 1.2 
times the coverage of annual debt service requirement.   
 
Based on the above definition, I believe that Tap-In Fees should be included as part of the revenue 
portion of the above ratio.  Tap-In Fees are one time charges, and are intended to offset the additional 
public service costs of providing new service.  They are paid by District customers on an arms-length 
transaction basis, and should be based on the anticipated added service cost, not some arbitrary amount. 
 
Capital Contributions, however, represent the value of utility systems put into service in new 
developments and subsequently transferred to the District.  Capital Contributions are not related to 
services rendered by the District, but are simply a transfer of capital assets to the District.  Therefore, I do 
not believe Capital Contributions should be included in the revenue portion of the above debt service 
coverage ratio. 
 
For your reference, I have attached the pertinent sections of the 1985 General Bond Resolution.  Please 
let me know if you have questions or need additional information. 
 
      Sincerely, 
 
      VonLehman & Company Inc. 
 

       
      Adam M. Davey, CPA, CVA, CFE 
 
AMD/rao 
 
Attachment 





NORTHERN KENTUCKY WATER DISTRICT

CALCULATION OF RESIDENTIAL WATER VOLUME ADJUSTMENT

Line

Quarterly Adjustment:

(1) Residential Quarterly Consumption Adjustment

(2) 2009 Quarterly Consumption (CCF)* 5,265,162

(3) Number of Quarterly Bills* 305,312

(4) Normalized Quarterly Consumption Per Bill** 18.22               

(5) Total Adjusted Consumption - line (3) X line (4) 5,562,785        

(6) Adjusted Quarterly Consumption - Line (5) - Line (2) 297,623

Monthly Adjustment:

(7) Residential Quarterly Consumption Adjustment

(8) 2009 Monthly Consumption (CCF)* 179,162

(9) Number of Monthly Bills* 31,209

(10) Normalized Monthly Consumption Per Bill** 6.07                 

(11) Total Adjusted Consumption - line (9) X line (10) 189,565           

(12) Adjusted Quarterly Consumption - Line (11) - Line (8) 10,403             

* See Exhibit N, Schedule H, page 39.

** See response to Commission Staff's Second Information Request #23.
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November 1, 2010 
 

Mr. Jack Bragg 
VIA ELECTRONIC MAIL  

Northern Kentucky Water Service District 
P.O. Box 18640 
Erlanger, Kentucky 41018-0640 
jbragg@nkywater.org 
 

RE: Build America Bonds 
 
Dear Jack: 
 
Pursuant to your request, I have analyzed the savings the District would realize in 
issuing Build America Bonds (“BABs”) versus traditional tax-exempt financing to retire 
the 2009 Bond Anticipation Notes.  I have estimated the total gross savings to be 
$4,506,679.54.  This estimate is based upon current interest rates and assumes the 
District maintains its’ Aa3 bond rating.  The following graph illustrates the difference in 
yields between tax-exempt bonds and BABs (net the 35% direct payment): 
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The following table illustrates the estimated cash flow comparison on a fiscal year basis 
and includes a net present value calculation of the savings:  

 
As we discussed, the BABs were authorized under the American Recovery and 
Reinvestment Act and are set to expire December 31, 2010.  While there is speculation 
the program may be extended, we cannot be certain this will occur.  If it does occur, we 
cannot be certain what the direct payment level will be (i.e. less than 35%).  In order to 
issue BAB’s and close bonds in 2010, it is imperative to begin the process immediately.  
In addition, we expect that there will be many BAB issues coming to market late in the 
fourth quarter which will have an adverse affect on rates.  The following timeline 
illustrates the action items and approximate time frames needed to close the bonds:  
 

Process Timeframe

Prepare Preliminary Plan of Finance Monday, November 08, 2010

Distribute Offering/Legal Documents to Rating Agency Monday, November 15, 2010

Rating Agency Meetings Monday, November 29, 2010

Release Rating Monday, December 06, 2010

Distribute Offering Documents to Investors Tuesday, December 07, 2010

Sell Bonds Tuesday, December 14, 2010

Close Bonds Thursday, December 30, 2010

All dates are preliminary and subject to change.  
 
If you have any questions or need additional information, please let me know. 
 
Yours truly, 
 
 
         
Keith Brock 

DATE
Build America 

Bonds Tax-Exempt Savings PV Factor PV Savings
12/31/2010 - - - 1.0000000x -
12/31/2011 597,405.67 772,001.68 174,596.01 0.9717282x 170,582.05
12/31/2012 1,901,502.90 2,072,473.62 170,970.72 0.9308120x 159,970.30
12/31/2013 1,901,769.15 2,070,443.62 168,674.47 0.8916187x 151,169.20
12/31/2014 1,900,103.27 2,071,373.62 171,270.35 0.8540757x 147,088.44
12/31/2015 1,900,934.08 2,069,693.62 168,759.54 0.8181135x 138,822.56
12/31/2016 1,899,680.02 2,069,303.62 169,623.60 0.7836655x 133,714.35
12/31/2017 1,900,888.52 2,070,471.12 169,582.60 0.7506680x 128,091.54
12/31/2018 1,903,858.40 2,069,003.62 165,145.22 0.7190600x 119,470.05
12/31/2019 1,903,786.28 2,069,198.62 165,412.34 0.6887828x 114,667.67
12/31/2020 1,900,550.28 2,070,231.12 169,680.84 0.6597805x 112,760.70
12/31/2021 1,904,291.78 2,072,868.62 168,576.84 0.6319994x 107,341.78
12/31/2022 1,900,602.28 2,072,423.62 171,821.34 0.6053881x 104,877.62
12/31/2023 1,904,524.03 2,073,398.62 168,874.59 0.5798973x 98,769.11
12/31/2024 1,901,321.09 2,071,172.37 169,851.28 0.5554798x 95,222.34
12/31/2025 1,901,141.34 2,070,849.87 169,708.53 0.5320904x 91,197.28
12/31/2026 1,903,555.78 2,072,136.12 168,580.34 0.5096859x 86,833.65
12/31/2027 1,903,423.03 2,069,824.87 166,401.84 0.4882248x 82,158.73
12/31/2028 1,900,662.65 2,068,699.87 168,037.22 0.4676673x 79,551.44
12/31/2029 1,899,876.52 2,068,431.12 168,554.60 0.4479754x 76,511.96
12/31/2030 1,901,053.27 2,068,673.62 167,620.35 0.4291127x 72,959.10
12/31/2031 1,904,186.40 2,069,067.37 164,880.97 0.4110443x 68,819.98
12/31/2032 1,904,111.78 2,069,681.12 165,569.34 0.3937366x 66,284.54
12/31/2033 1,901,036.59 2,070,611.12 169,574.53 0.3771577x 65,127.32
12/31/2034 1,900,094.90 2,071,541.12 171,446.22 0.3612769x 63,171.05
12/31/2035 (512,745.30) (59,279.44) 453,465.86 0.3535890x 160,340.54

Total $43,827,614.71 $48,334,294.25 $4,506,679.54 - $2,695,503.30



Long Term 2 Enhanced Surface Water Treatment Rule (LT2) 

The purpose of this regulation is to provide more uniform public health protection by linking the level of 

required water treatment to the level of source water microbial contamination.  The objective is to 

determine the concentration of Cryptosporidium in a Water Treatment Plant’s (WTP) source water and 

to require treatment accordingly.  The regulation applies to public water systems that use surface water 

or ground water under the influence of surface water.   Cryptosporidium is a significant concern in 

drinking water because it contaminates most surface waters used as drinking water sources, it is 

resistant to chlorine and other disinfectants, and it has caused waterborne disease outbreaks.  The 

monitoring requirements for the LT2 include an initial two year monitoring period of monthly sampling 

for Cryptosporidium.  Systems could use previously collected data in lieu of conducting new monitoring 

(grandfather).   Filtered water systems were classified in one of four treatment categories (bins) based 

on the monitoring results.  The bin classifications and the additional treatment requirements are in the 

table listed below. 

 Bin Classification  

   

Bin No. 
Average Crypto 

Concentration (per L) Additional Treatment Requirements 
1 0 - < 0.075 No Action 
   

2 0.075 - <1.0 
Technology or combination of technologies from toolbox as 

long as total credit is at least 1-log. 
   

3 1.0 - <3.0 

At least 1-log of the required 2-log treatment using ozone, 
chlorine dioxide, UV, membranes, bag/cartridge filters, or 

in-bank filtration 
   

4 over 3.0 

At least 1-log of the required 2.5-log treatment using ozone, 
chlorine dioxide, UV, membranes, bag/cartridge filters, or 

in-bank filtration 
      

 

  

Microbial 
Toolbox     

         
Source Toolbox  Watershed control program (0.5 log)    
  Alternative source/intake (as measured)    
         
Pre-filtration Toolbox  pre-sedimentation basin (0.5 log)    
  bank filtration (0.5-1.0 log)     
  two-stage lime softening (0.5 log)    
         
Treatment Performance 
Toolbox  

Filter performance (0.5-1.0 log) 0.15NTU at 95 percentile  
of combined filter effluent 



         
Additional filtration Toolbox  Bag filters (1.0 log)      
  Cartridge filters (2.0 log)     

  
Membrane filtration (0.5-6.5 
log)     

  
Second stage filtration (0.5 
log)     

  Slow sand filtration (2.5 log)     
         
Inactivation Toolbox  Chlorine dioxide (0.5-3.0 log)     

  
Ozone (0.5-3.0 
log)      

  
UV light (0.5-3.0 
log)      

 

The Northern Kentucky Water District was granted by the EPA the request to grandfather the 

cryptosporidium data collected between April 2003 and April 2006.  The average cryptosporidium 

concentrations and the bin results of the Northern Kentucky Water District’s three Water Treatment 

Plants are as follows: 

      Cryptosporidium Concentration           Bin Classification 

        Concentration (per L) 

Ft Treatment Plant          0.008         1 

Taylor Mill Plant      0.033        1 

Memorial Parkway Plant    0.008        1 

 

Under the bin classification of one for all three treatment plants, no additional treatment is required. 
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