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The Water System 

The Company was chartered in 1854 and -me a quasi-municipal corporation in 1856. Slnce 
1880, water has been continuously delivered during which time the Company has grown to provide 
water to approximately 810,000 people in the Metro Government and parts of Oldham and Bullitt 
Counties, Kentuclcy. Additionally, the Company sells water on a wholesale basis to an estimated 
49,067 people in several surrounding Kentucky counties. 
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System Map 
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The Ohio River is the primary source of raw water for the Company and is expected to provide 
for the long-term needs of the Company under any forecasts. Typical surface-water impurities 
are found in the Ohio River. The Ohio River remains, however, a treatable, useable, and 
bountifully adequate water supply. Presence of any contaminants contained in water taken from 
the Ohio River is well below federal guidelines. 

Inorganic chemicals, volatile organics, and synthetic organics have not posed a sallous 
problem to the Company. The river's overall quality has steadily improved over the past 20 
years, due to stricter treatment requirements for discharges into the river as required by the 
Clean Water Act, and as documented by the monitoring efforts of the Ohio River Sanitation 
Commission ('ORSANCO") . In recent years there have been no gasoline or chemical spills 
that have had a significant advarse effect on the quality of the Company's water supply. The 
Company is an active participant in ORSANCOs organic chemical monitoring network. 

If a significant chemical spill were to happen, the Company has identified emergency response 
procedures to minimize the impact by making full use of existing raw water and finished water 
storage facilities. The riverbank infiltration demonstration well will also provide a significant 
source of uncontaminated raw water to meet emergency supply needs. 
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Organization 

Pursuant to the provisions of Sections 88.280 to 86.316, incluswe, of the Kentucky Revised 
Statutes, the Metro Oovemment controls, manages and operates the Company by and through 
the Board. The Board is vested WEUl all of the authority and privilagas, emrases all of the 
franchises, and has possession control and management of all of the property of the Company 

The Mayor of the Metro Government saves ex officio as a member of the Board and appoints 
six additmal members to represent the Metro Government. The Board is bt-partisan, with no 
more than 60% of its members chosen from the same political party. All new board members 
serve staggered four-ymr terms and m y  be reappointed. . The Board appoints sx  offfcers of me Company who also serve as non-votmg members of the 
Board. 

Activities ofthe Company are aligned into four core business systems and an administrative 
group. Operations and Engineering core business system, Serving Customers core business 
system, Human Resources end Organizational Effectiveness core business system, Supplying 
Business Resources core business system and the President's Office. 

As part of the Company's continuing efforts to provide the highest quality water service. the 
Companfs riverbank filwtion demonstration well at the B.E. Payne plant finished its sixth year 
of operation in 2005. Riverbank filtration uses the natural filtering qualities of the aquifer along 
the Ohio River ta clean the water, instead of using pretreatment systems to clean water 
pumped directly from the river. Tests with the demonstration well have shown that the water it 
provides is as clear as the water leaving conventional filters. Subsequent treatment processes 
are softening, to adjust its mineral content, disinfection, and filtration. The Company plans 
construction of a different kind of well field that will eventually provide all of the water treated at 
the B.E. Payne plant. The field will consist of 3 caissons and an approximately 8,500-foot long 
conduit to carry the water to a single pump house. Currently this conduit is designed as a 10- 
foot diameter tunnel with horizontal collectors. The Project is expected to be completed in 
2008, at a cost of about 538 million. . The Company's historic Crescent Hill treatment plant is also scheduled for major 
improvements. The Company's 2002-2021 facilities plan calls for spending rnwe than $1 00 
million for advanced treatment at the Crescent Hill piant. Studies are underway to determine 
which of several technologies would be best for the site; a ground water source using riverbank 
filtration is one of the major options. 
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= Louisville Water Company wnducts an annual cost of service analysis using the Amenca 
Water Association MI  methodology Retail rates are subjee! to approval by the Board of Water 
Works. Rates are adjusted on January 1st of each year for water consumed on or after that 
date. 
The majority of the Bccwnts are billed bi-monthly, although the Company bills large commercial 
and industrial and whoiesala customers monthly. Customer classea indude residential, 
commercial, industrial, municipal, fire service, fire hydrants and wholesale. - Retail water rates include a Bernice charge and a seven-block commodity charge with rates 
increasing the first 3 blocks and then decreasing through the final 4 blocks. This rate schedule 
aligns costs with the customer dasseg scoording to their most peak demand on the system. . Louisville Water Company differentiates between general pressure and alevatad pressure 
areas in order to recover the cost of providing setvice to the higher elevations. . The Company provides water sewice on a wholesale basis to West Shelby Water DIsMct. 
North Shelby Water Company, North Nelson Water District, Taylorswlle and Mount 
Washlngton 

Water Rates 

Summary of Louisvllle Water Company Rates effective January 1,2006: 
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Regulatory Issues 

Louisville Water Company Involvement in Regulatory Process 

Company staff has been acbvely involved in the regulatory process since the passage of the Safe 
Drinking Water Act in 1974. Through the A W A ,  Company staff has held key leadership 
positions in the rulemaking processes for disinfection and the tmalment of surface water. This 
activity has helped the Company to stay ahead of pertinent regulatory issues affecting the 
waterworks system, and has provided Company staff a role in shaping regulations. 

Long-Term 2 Enhanced Surface Water Treatment Rule and Stage 2 Disinfection By- 
Products Rule . Through being involved in the Wle making process, Me Company has tew able to develop plans 
in anttapatrng upcoming regulatory requirements. This has bean recently mantested vnth the 
incopratton of advanced water treatment technologies including riverbank filtration (a process 
being developed at the Company) as an identified treatment for m d n g  the requirements of the 
Long-Term 2 Enhanced Surface Water Treatment Rule and the Stage 2 Disinfection By-Products 
Rule thatwere promulgated In December 2005. The Company has been able to comply WtM all 
regulatoty requirements and is well positioned to meet the compliance requirements of the two 
new regulations. 
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Partnership for Safo Wabr . The Company has held a key leadership role in me Partnership for Safe Water since its 
inceptton. The Partnership for Safe Water IS an alliance between the dnnking water industry 
and the U.S EPA focused on improving public health through non-regulatory optimization of 
treatment plant operations. The Compan~s staff had chaired the Partnership Steering 
Committee during the inltial years of the program. In 2005, the company w i v e d  a 5 Year 
Director's Award from the Partnership program for the water quality achievements the 
Company made wim the program. 

Future Regulations 
= As in the past, Company staff is actively involved in the rulemaking procssseci for future 

regulations Currently, Company staff is working on the deAopment of groundwater rule, the 
revwon of Lead and Copper Rule, the revision of Total Coliform Rule and the development of 
future distnbution system reguldons through the A W A .  This will allow the Company to stay 
ahead ofthe regulations and plan in advance for needed changes in distnbution system 
Operations and will increase the Company's capability of mwtlng new regulatory requirements 
beyond 2012. 

I '3 @ 
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= Successful water utility management teams are typlcally characterized by long-term employees 
with proven track records and significant experience in a broad range of u t i l l  issues. 

Many water utilities are faang significant turnover in their management teams due to 
retirements. Effective succession planning and knowledge transfer will be critical to make that 
transition go smoothly. 

= 

= Louisville Water Company has addressed this important matter by developing a program for 
succession planning called "Talent Resource Planning" that notes the key strengths and areas 
to develop for each member and level of management, the jobs for which they may be 
considered as a candidate, the potential backup candidates, and the key developmental 
questions that need to be addressed. 

1 The 'Talent Resource Planning" is supplemented by "Individual Development Plans" that 
identifies areas for development and action plans in the areas of technical, functional and 
leadership skills. 
Louisville Water Company is parbcipating In a sludy of best practices in this area by the 
American Water Works Association. 
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Znterprise Risk Management 
and Internal Controls 

1 Louisville Water Company manages risk through an approach that combines traditional water 
industry practices with newr methodologies based on current auditmg standards and best 
practices from other industries. . Louisville Water Company defines business risk as the threat that an event or action will 
adversety aflect an organizatton's ability to achieve its business objectives and execute its 
StrategI%Z1 successfully. 

1 Our approach to risk management was developed conastent with the components of the 
COS0 model: Control Environment, Rmk Assessment, Control Activities, Information & 
Communication, and Monitoring. 

1 This approach to risk management uses techniques and controls to reduce the variance 
between anticipated outcomes and actual results in these areas: 

Can the wafer system meet current and future mgulatofy mqulments? 

Yes, through the Long Range Facilities Plan that identifies necessary capital improwmenb 
over the next twenty years, updated every five years, and partipatian in EPA Partwmhip for 
Safe Water, with water quality goals stricter than regulatory standards. 

Can the project be constructed on ffme and on budget wftl, full capabiiMes? 

Yes, through proven designs, realistic schedules, managed startup risks and reasonable cost 
estimates. 

Can the system she support necessary wpital Improvements whlle fully fundlng operattons 
and maintenance? 

Yes, through 'Growth Pays For G r o W  policies and system development charges, economies of 
scale through partnerships and benchmark initiatives, and due diligence and rate equalization 
methods on system acquisitions. 

Can the water system meet the changing needs of the local economy and populaflon? 

Yes, through business development initiatives that are cost-based and provide a diverse sales 
base and mrdination of new construction with other public improvements. 

Are management prectices Institutionalized, recognized by political leaders, and able to 
withstand personnel change? 

Yes, through an independent board of directors, an active and effective Customer Advisory 
Council, an award-winning partnership with AFSCME Local 1683, professional certificatjons for 
staff, and audits and followup. 
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Enterprise Risk I tagt rnt 
and Internal Controls 

Does the water system adequately anffclpate ease2 mahtenance, upgrades and expansien7 

Yes, through integrated plans focused on customer satisfacbon, clc?arly identified strategies and 
objectives supported by detailed operabng plans, and a measurement system with incentive 

Cen the wstersystem meet current and future -em marlmum dny and marlmum hour 
based pay 

demands? 

Yes, through the long range Faalities Plan that identifies necessary capital improvemants, 
measurement of demand factors for largest customers and customer classes, and avoiding the 
pursuit of potential customers with excessive demand factors. 

Is the water system behg malntalned to operate in perpetuny? 

I Yes, through a complete GlSbased inventory of assets, condition and history, a reasonable 
preventative maintenance program, a robust infrastructure replacement and rehabilitation 
program, and no deferred maintenance 

Can the water system achieve a favorable record of regulatory compllence? 

Yes, through compiling an inventory of existing regulations and responsibilities, parlidpation in 
the development of new regulations, development of rigorous plans to meet or exceed new 
regulations and rapid response to occasions of Notice of Violations. 

Do rates and charges reflect all financlal commltments of the water system? 

Yes, through cost of service rates based on AWWA M I  Manual, an annual rate study with 
increases consistent with the change in the CPI-U, no interclass rate subsidies, and a budget 
contingency at one percent of operating expenses. 

Are revenues adequate to cover debt service and recurring and one-time charges? 

Yes, through financial modeling to forecast cash balances, a debt service coverage target well 
above covenant minimums, a restrictive investment policy, investments timed to meet capital 
requirements, and a sophisticated insurance program. 

..- , .... 
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Capital Improvement Plan EJ 
I. IMmtmetun hplacuR&ub 

A. Treabssnt 6 Pumping S 835.381 S 19,238,531 S 14.024.50 $ 4.1S0,wO 5 9,370,000 
B. W b u U o n  hTmmi..im 15.993.239 0,344,219 11,440.S25 11232.425 11,870,425 
C. Building% FecilMea 6 Grounds 4.005.429 1.7W.164 805,000 910,000 75.000 
D. Equipment 6Vehiclea 1,692,600 781.250 1,054,850 1.516.MO 1,344,850 

Total 30.25B.849 31,151,971 27.324.885 17,848,725 22,880,375 

II. W . F h m  I m p v m - b  
A. Dwelopsr b i m r  7,870.000 4370,000 8,370,000 8,370,000 8,370,000 

C. R~io~titiona 3,513,610 1,437,040 1,505,000 750.000 750,000 
B. NewSsnrteea 4.477.572 4,477.572 4.477.572 4,477.572 4,417,572 

D. BUXM CO. 6 Oldham Go. 4,707,028 5,233~57 i,~m,mo im5,aoo 1.376,a~ 

10t.l 20,369,010 19.518.229 15.75U.872 14602.872 14,974.422 

IU. S ~ l m p m v w m n t ~  
A. m n 0 - d  T r o m m  7,000,000 16,000,000 l7,0W,000 19,504,020 25,000,000 
B. TISSWM~ Pumping 6 SupW oto.ooo ~ ~ ~ . o o o  9.005.00o 2.00a.wo 76 icw 

D. Technolow Ihprwemsnb z,&u.oio 3,750,543 2,015,000 5 7 8 . ~ 0  - 
T0t.I ia.553.oio ~4.063.5.~ 2a.01y1.000 3i.~1az.020 ze..76i.ow 

C. F a ~ S e u ~ r W  

IV. 0muzh-R.M.d Impmvmnenis 
k Transmiwon 7,420,000 13,550.WO 15,402,900 7,588,500 1.970,OOO 
8. Bcor(.d Pumping 575.000 1.125,OOO 1,050.000 400,000 500,000 
C. Sl-ige Fadlid- 3890,000 3,087,100 2,500,000 2,550,000 B,WO,OW 

T0t.i 11,083.000 111,342,100 19.S32.000 10,638,100 9.370.000 

Pfo(IMI Total I n, ie ims s aa,m,ua 6 1i.wi.u7 s ?s,in,ii7 $ 7z,m,7w 

Historical and Pro-Forma 
Revenues 

IS URD- 

FI 2304 F Y  2006 

Customer Bccowns are expected to inaegare approxftnately 1.5% to 1.6% o w  me next five 
years \Nlth total consumption reiavsly flat due to declining per customer consumptian. 

Rate in&ases are projedod at 5% over the next Fnray~an. . Customer acmuntsandconsumpMon fomastsare based on a20 year fweceat prepared for 
the Company by Statistical Consulting of Louisville, Inc and p u M i i  May 30,2005. 

Nonoperating revenue indudas in@- income on all deposits and reawes and mtd 
inoome from cell tower leases. Other RevMlue inctuUes billing corn- horn sewer 
companies and other service h a  induding late charges. 
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Existing Debt Service 

Pnnclpal In181881 

2014 
2015 
2018 
2017 
201 8 
2018 
2020 
2021 
2022 
2023 

2030 

2031 
2053 
20% 

7 130'010 4:w3634 
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7846MO 4,POOM 
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3 7W 010 2.2M038 
4wo010 2.085w3 
4225010 1.855W3 
4 u K ) O l O  18.73250 
47'00>0 1.389100 
4 075 010 l.lb1.3'25 
5ZdOOlO 800938 
5,556,000 014408 
5870,000 322850 

lZ.W,624 
12.MB.ee4 
12,085,084 
12.oM.108 
12.1t2.884 
12,143,484 
6,032,019 
6.M2.613 
0,054,038 
6,085,083 
B,MIO,OBs 
6,0032a 
6,1061,100 
6,128,825 
S,1U).B38 
0,189,488 
8,(92.859 

i II 444 17,780.0M) 57,088048 175.U6.048 

1 25 e 

Futu-- "-St ?--vice 
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Total Proposed Debt Service 
i 

-b 

Z W 6  
2047 
XKM 
2wg 
2010 
201 1 
2012 
2013 
2014 
2015 
201% 
2017 
2018 
t019 

2021 
2M2 
2023 
2024 
2 M 6  
202% 
2027 
2028 
2028 
2030 
2031 
2032 
2033 
2034 
TDW 

mzo 

!I Financing Schedule 

Week of May 29: 

June 13: 

June 14: 

June 21: 

July 12: 

Presentation to Rating Agencies 

Receive Ratings 

Email POS & NOS to post on i-Deal 

Pricing of Series 2006 

Bond Closing 
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Ten Largest Customers of the Company 

Monthly Percent of 
Avenge Monmly Total 
MOtOIW PtKD.ntM Awtage Avenge Monthly 

Consumption Total Revenues Annuil Avmme 
12 ~onths EndEd Monthly 12 Months r b v u r u u  ~ e v e n u u  
D.C. 31, 2003 Avenge Ended Ended 12Months 

Company (1,WOQallon) conrump~on('' Doc. 31, 2005 Dac. 31, 2005 D.C. 31"' 

Oxy Vinyls 93,250 2.89 $127,315 $1,527,780 1.51 
Amerlcan Synthstic Rubber 44,129 1.37 64,016 788,182 0.76 
F O M  Motor (westpofl Road) 31,627 0.911 S4.852 874.3M 0.88 
Genanl EIOCMC 27,383 0.85 43,043 518,516 0.51 
MSD 26,380 0.79 38,709 464,608 0.M 
Brown-Forman 25437 0.6s 3494 418,808 0.41 
Louisville GU and Electrlc (Shipley) 21,714 0.67 34,328 411,912 0.41 

Unitad catalyst. - IZ"' stmet 18,420 0.57 2S,S53 356,436 0.38 
E I Dupont 18,143 0.58 28,638 343,832 0.34 
PmMln Tochnologler 17,073 0.53 28,155 337,880 0.33 

Totals 31S,556 8.89 488,98S 6,831 ,W8 5.7a 

8wm LwsyIIle Wmr COmpMy 
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I Employment 

Y E 4 y  12% 

Net Taxable Assessed 

18 

LWC 0464 



t 

Taxpayer Type of Business 

Louisville Gas 8 Electric 
BellSouth Telecommunications 
Insight Midwest LP 
Humana Inc. 
The Kentucky TNSt Co. 
Louisville Trophy LLC 
ATBT Communications 
Thomas W Bullii 
Information Systems C o p  
National City Bank, Kentucky 
Total 

Energy Utility 
Telecommunications 
Cable Media 
Health Care 
BankinglFinancial Services 
Miscellaneous Services 
Telecommunications 
Retail 
Information Services 
BankinglFinancial Services 

Total Net Assessed Property Value 

Source: LouisvillfdJefferson County CAFR 

2005 Percent of 

Valuation of 
Assessed Total AsSeSS8d 
Valuation 

$ 951.948.686 
794,343,162 
287.242.228 
220,425,161 
133,425.030 
13O,OW,WO 
122,020,222 
112,881,053 
102,881,642 
101,492,652 

$ 2,95(5,621,046 

1.59% 
1.33% 
0.48% 
0.37% 
0.22% 
0.22% 
0.20% 
0.19% 
0.17% 
0.17% 
4.95% 

S 69,701,255,363 100.00% 

, 
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Conclusion I 
1 Louisville Water Company has clearly identifed wns t i i n t  groups, measurable objectives, and 

effective strategies and tadics to meet the constituent objectives. 
1 Louisville Water Company has an effective program of internal controls to ensure 

accomplishment of its strategic. operating and capital plans. 

1 Louisville Water Company has developed the program of capital investments that will be 
needed to meet customer expectations and mgulatoty requirements for water quality and 
setvice. 

1 Louisville Water Company has developed capital financing strategies and debt plans to fully 
fund the program of capital investments within a reasonable program of rate increases. 

= The capital financing strategies will provide an appropriate balance of adequate accBgs to liquid 
aseh, effective use of debt financing for capital investments, abundant coverage to make 
debt service payments, profitability consistent with investor owned utilities, and a reasonable 
distribution of profits as a dividend. 

Louisville Water Company and the Board of Water Works respecffully request affirmation of the 
existing bond ratings for the Series 2006 Bonds. 
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