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MATURITY SCHEDULE, INTEREST RATES, YIELDS AND CUSIPS 

$245,590,000 
Water and Sewer Revenue Bonds, 

(City of Allentown Concession) Series 2013A 
 

Maturity Date 

(December 1) 
Principal 
Amount 

Interest 
Rate 

 
Yield CUSIP* 

2038 $ 14,265,000 5.000% 5.180% 524803AC7 
2043 132,335,000 5.000 5.280 524803AA1 
2047 98,990,000 5.125 5.450 524803AB9 

 

$43,358,598.90 
Water and Sewer Capital Appreciation Revenue Bonds, 

(City of Allentown Concession) Series 2013B 
 

Maturity Date 

(December 1) 

Original 
Principal 
Amount 

Yield to 
Maturity 

Principal  
per $5,000 at 

Maturity 
Value at  
Maturity 

 
 

CUSIP* 

2019 $   368,001.00 3.210% $4,088.90 $   450,000 524803AD5 
2020 701,731.80 3.660 3,834.60 915,000 524803AE3 
2021 996,169.50 4.090 3,570.50 1,395,000 524803AF0 
2022 1,258,696.90 4.440 3,321.10 1,895,000 524803AG8 
2023 1,493,838.50 4.690 3,099.25 2,410,000 524803AH6 
2024 1,693,404.45 4.950 2,875.05 2,945,000 524803AJ2 
2025 1,868,322.15 5.150 2,672.85 3,495,000 524803AK9 
2026 2,015,020.50 5.340 2,478.50 4,065,000 524803AL7 
2027 2,143,720.60 5.490 2,302.60 4,655,000 524803AM5 
2028 2,249,365.95 5.630 2,136.15 5,265,000 524803AN3 
2029 2,339,586.00 5.750 1,982.70 5,900,000 524803AP8 
2030 2,421,338.50 5.830 1,848.35 6,550,000 524803AQ6 
2031 2,492,253.30 5.900 1,723.55 7,230,000 524803AR4 
2032 2,545,450.70 5.970 1,604.95 7,930,000 524803AS2 
2033 2,587,128.50 6.030 1,495.45 8,650,000 524803AT0 
2034 2,801,952.30 6.080 1,394.70 10,045,000 524803AU7 
2035 3,169,798.20 6.120 1,302.30 12,170,000 524803AV5 
2036 3,318,505.00 6.150 1,217.80 13,625,000 524803AW3 
2037 3,454,285.25 6.180 1,138.15 15,175,000 524803AX1 
2038 3,440,029.80 6.210 1,063.05 16,180,000 524803AY9 

 

$18,735,000 
Water and Sewer Revenue Bonds, 

(City of Allentown Concession) Series 2013C 
(Federally Taxable) 

 
Maturity Date 

(December 1) 
Principal 
Amount 

Interest
Rate Yield CUSIP* 

2018 $18,735,000 3.440% 3.440% 524803AZ6 
 

                                                      
* Copyright 2013, American Bankers Association.  CUSIP data herein are provided by Standard & Poor’s, CUSIP Service Bureau, a 

division of the McGraw-Hill Companies, Inc. The CUSIP numbers listed above are being provided solely for the convenience of owners 
of the 2013 Bonds only, and neither the Authority nor the Underwriter make any representation with respect to such numbers or 
undertake any responsibility for their accuracy.  The CUSIP numbers are subject to being changed after the issuance of the 2013 Bonds 
as a result of various subsequent actions including, but not limited to, a refunding in whole or in part of the 2013 Bonds. 
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IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY OVERALLOT OR EFFECT 
TRANSACTIONS THAT STABILIZE OR MAINTAIN THE MARKET PRICES OF THE 2013 BONDS AT A 
LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET.  SUCH 
STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME WITHOUT PRIOR NOTICE. 

___________________ 
 

No dealer, broker, salesperson or other person has been authorized by the Authority or Goldman, Sachs & 
Co., as underwriter for the 2013 Bonds offered to the public as indicated on the inside cover (the “Underwriter”), to 
give any information or to make any representations with respect to the 2013 Bonds, other than those in this Official 
Statement, and if given or made, such other information or representations must not be relied upon as having been 
authorized by any of the foregoing.  This Official Statement does not constitute an offer to sell or the solicitation of 
an offer to buy, and there shall not be a sale of the 2013 Bonds by any person in any jurisdiction in which it is 
unlawful for such person to make such offer, solicitation or sale.  The Underwriter has provided the following 
sentence for inclusion in this Official Statement.  The Underwriter has reviewed the information in this Official 
Statement in accordance with, and as part of, its responsibilities to investors under federal securities laws as applied 
to the facts and circumstances of this transaction, but the Underwriter does not guarantee the accuracy or 
completeness of such information, and such information is not to be construed as the promise or guarantee of the 
Underwriter.  

The information and expressions of opinion herein are subject to change without notice, and neither the 
delivery of this Official Statement nor any sale made hereunder shall, under any circumstances, create any 
implication that there has been no change in the affairs of the Authority or in any other matter described herein since 
the date hereof or the dates of the information contained herein. 

This Official Statement contains statements relating to future results and events that are “forward looking 
statements” as defined in the Private Securities Litigation Reform Act of 1995.  When used in this Official 
Statement, the words “estimate,” “anticipate,” “intend,” “expect” and similar expressions identify forward looking 
statements.  Such statements are subject to risks and uncertainties that could cause actual results to differ materially 
from those contemplated in such statements.  See “CERTAIN INVESTMENT RISKS” for a description of some of 
the risks associated with an investment in the 2013 Bonds.  Historical operating statistics and financial results 
presented in this Official Statement may not be indicative of future performance. 

The order and placement of materials in this Official Statement, including the Appendices, are not to be 
deemed a determination of relevance, materiality or importance, and this Official Statement, including the 
Appendices, must be considered in its entirety.  The captions and headings in this Official Statement are for 
convenience only and in no way define, limit or describe the scope or intent, or affect the meaning or construction, 
of any provisions or sections in this Official Statement.  The offering of the 2013 Bonds is made only by means of 
this entire Official Statement. 

Neither the Securities and Exchange Commission nor any state securities commission has approved or 
disapproved the 2013 Bonds or passed upon the adequacy or accuracy of this Official Statement.  Any 
representation to the contrary is a criminal offense. 

___________________ 
 

THE 2013 BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933 NOR 
HAS THE INDENTURE BEEN QUALIFIED UNDER THE TRUST INDENTURE ACT OF 1939, IN RELIANCE 
UPON EXEMPTIONS CONTAINED IN SUCH ACTS. THE REGISTRATION OR QUALIFICATION OF THE 
2013 BONDS IN ACCORDANCE WITH APPLICABLE PROVISIONS OF SECURITIES LAWS OF THE 
STATES IN WHICH THE 2013 BONDS HAVE BEEN REGISTERED OR QUALIFIED AND THE 
EXEMPTION FROM REGISTRATION OR QUALIFICATION IN THE OTHER STATES CANNOT BE 
REGARDED AS A RECOMMENDATION THEREOF.  NEITHER THE SEC NOR THESE STATES OR ANY 
OF THEIR AGENCIES HAVE PASSED UPON THE MERITS OF THE 2013 BONDS OR THE ACCURACY OR 
COMPLETENESS OF THIS OFFICIAL STATEMENT. 
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 SUMMARY 

This Summary is not complete and does not contain all of the information that investors should consider 
before making any investment decision with respect to the 2013 Bonds.  Investors should read the more 
detailed information appearing in this Official Statement and the documents summarized or described 
herein in their entirety for a more complete understanding of the Project, the Concessioned System, the 
offering and the 2013 Bonds.  Capitalized terms used and not otherwise defined herein shall have the 
respective meanings assigned thereto in Appendix D – Definitions of Certain Terms. 

THE PROJECT 

The 2013 Bonds .......................... Lehigh County Authority Water and Sewer Revenue Bonds (City of 
Allentown Concession) in the aggregate principal amount of 
$307,683,598.90, consisting of $245,590,000 Water and Sewer Revenue 
Bonds, (City of Allentown Concession) Series 2013A (the “2013A 
Bonds”), $43,358,598.90 Water and Sewer Capital Appreciation Revenue 
Bonds, (City of Allentown Concession) Series 2013B (the “2013B 
Bonds”), and $18,735,000 Water and Sewer Revenue Bonds, (City of 
Allentown Concession) Series 2013C (Federally Taxable) (the “2013C 
Bonds” and, together with the 2013A Bonds and the 2013B Bonds, the 
“2013 Bonds”). See “THE 2013 BONDS.” 

The Project ................................. The 2013 Bonds are being issued to provide funding for a project 
consisting generally of: (i) a single, up-front concession and lease 
payment to the City pursuant to the Allentown Water and Sewer Utility 
System Concession and Lease Agreement dated as of May 1, 2013 
between the City and the Authority (the “Concession Agreement”) to 
acquire the Concessionaire Interest in the Concessioned System, 
(ii) certain anticipated capital improvements to the Concessioned System, 
(iii) deposits to certain reserve and other funds and (iv) transaction costs 
and expenses in connection with the acquisition of the Concessioned 
System and the issuance of the 2013 Bonds.  

The Authority ............................. Lehigh County Authority (the “Authority”), a body corporate and politic 
organized by the Board of County Commissioners of Lehigh County, 
Pennsylvania under the Municipality Authorities Act (53 Pa. C.S.A. Ch. 
56) (the “Act”) of the Commonwealth of Pennsylvania (the 
“Commonwealth”).  Under the Act, the Authority has power and 
authority, among other things, to acquire, hold, construct, improve, 
maintain and operate, own and lease (either in the capacity of lessor or 
lessee) facilities to provide water and sewer service.  The Authority’s 
Charter currently expires on June 9, 2049, but all of the 2013 Bonds 
mature prior to that date. 

The City ...................................... The City of Allentown (the “City”) is a third-class city of the 
Commonwealth governed by a Home Rule Charter and a Mayor/Council 
form of government.  The City is not related to the Authority, nor is it 
obligated to pay the principal, redemption premium, if any, or interest on 
the 2013 Bonds.  
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The Concessioned System .......... The City currently owns and operates the Water Plant and Distribution 
System, which supplies water to the City and certain surrounding 
municipalities pursuant to Municipal Water Service Agreements.  The 
Water Plant and Distribution System currently serves residential, 
commercial, government, industrial customers within the City and also 
provides water to several municipalities and municipal authorities, 
including the Existing LCA System, with an average daily consumption 
of 15.9 mgd of finished water.  See “THE CONCESSIONED SYSTEM – 
The Water Plant and Distribution System.” 

Under the Concession Agreement, the City is retaining water existing 
before or ahead of the four water delivery points from which the City will 
provide Raw Water to the Authority for the production of finished water 
(the “Retained Water Supply System”).  See “THE CONCESSIONED 
SYSTEM – Retained Water Supply System.” 

The City also owns and operates the Sewer Utility System, which 
provides sewer service to 99% of the City’s population, as well as to 
certain surrounding municipalities and municipal authorities, including 
the Existing LCA System.  The City’s wastewater treatment facility is a 
40 mgd, two-stage trickling filter plant, providing secondary and tertiary 
nitrification of municipal and industrial waste to customers within the 
City as well as seven other municipalities or municipal authorities.  See 
“THE CONCESSIONED SYSTEM – Sewer Utility System.” 

Municipal Service 
Agreements .................................

 
The Water Plant and Distribution System currently supplies water to six 
municipalities and municipal authorities pursuant to separate Municipal 
Water Service Agreements, and the Sewer Utility System currently 
provides sewage services to seven different municipalities and municipal 
authorities pursuant to Municipal Sewer Service Agreements  The 
Existing LCA System is currently the largest municipal customer.  Under 
a Municipal Water Service Agreement, the City currently provides water 
to the Existing LCA System and under a Municipal Sewer Service 
Agreement, the City currently provides sewage service to the Existing 
LCA System.  The City is not assigning its rights under the Municipal 
Service Agreements.  It has agreed to enforce its rights under them, 
including its right to impose and collect service charges for utility 
services provided to the Municipal Customers by means of the 
Concessioned System.  The Authority will collect amounts due and owing 
under the Municipal Service Agreements pursuant to a Services 
Agreement with the City. 

Existing LCA System ................. The Authority owns and operates a separate water supply system (the 
“Existing LCA Water System”) and a separate wastewater system (the 
“Existing LCA Wastewater System” and, together with the Existing LCA 
Water System, the “Existing LCA System”) that provides water and 
wastewater service to 16 municipalities in the County and in 
Northampton County, Pennsylvania. See “THE AUTHORITY – 
General.”  However, none of the assets and revenues of the Existing LCA 
System are pledged to secure the Authority’s obligations with respect to 
the 2013 Bonds described herein.   
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THE 2013 BONDS 

Indenture .................................... The 2013 Bonds will be issued pursuant to a Trust Indenture, to be dated 
as of July 1, 2013 (the “Indenture”) between the Authority and 
Manufacturers and Traders Trust Company, as trustee (the “Trustee”).   

Limited Obligations .................... The 2013 Bonds are special, limited obligations of the Authority payable 
solely from, and secured solely by a first lien on and pledge of the Trust 
Estate which is comprised almost exclusively of the Concessionaire 
Interest under the Concession Agreement.  Except for certain System 
Assets, consisting primarily of rolling stock, that will be transferred from 
the City to the Authority at Closing and added to the Trust Estate, the 
Authority has not mortgaged, assigned or pledged any interest in any real 
or personal property or improvements comprising the Concessioned 
System as security for payment of the 2013 Bonds. See “SECURITY 
AND SOURCES OF PAYMENT FOR THE 2013 BONDS – Limited 
Obligations.”   

The 2013 Bonds are special limited obligations of the Authority.  
None of the County of Lehigh, the City of Allentown, the 
Commonwealth of Pennsylvania, or any political subdivision thereof 
is obligated to pay the principal, redemption premium, if any, or 
interest on the 2013 Bonds, and neither the full faith, credit nor 
taxing power of the County of Lehigh, the City of Allentown nor the 
Commonwealth of Pennsylvania or any other political subdivision 
thereof is pledged to such payment. The Authority has no taxing 
power. 

Maturity Dates ............................ The maturity dates for the 2013 Bonds are set forth on the inside front 
cover page of this Official Statement. 

Interest Payment Dates .............. Interest on the 2013A Bonds and the 2013C Bonds will be payable semi-
annually on June 1 and December 1 of each year, commencing on 
December 1, 2013.  Interest on the 2013B Bonds will compound on 
June 1 and December 1, commencing on December 1, 2013 and will be 
payable only at maturity.   

Optional Redemption ................. Series 2013A Bonds.  The 2013A Bonds are subject to redemption prior 
to maturity, at the option of the Authority, in whole or, from time to time, 
in part, on December 1, 2023, or on any date thereafter, upon payment of 
100% of the principal amount thereof, together with accrued interest to 
the date fixed for redemption.   

Series 2013B Bonds.  The 2013B Bonds are generally not subject to 
optional redemption prior to maturity.  In the event that the Authority 
needs to take remedial action due to a determination of excessive private 
business use of the proceeds of the 2013 Bonds, the 2013B Bonds will be 
subject to optional redemption prior to maturity, at the option of the 
Authority, in whole or in part, on any business day, at a redemption price, 
which is the greater of: (i) 100% of the Compounded Amount of the 
2013B Bonds calculated as of such redemption date and (ii) an amount 
equal to the sum of the present values of the remaining unpaid payments 
of principal and interest to be paid on the 2013B Bonds to be redeemed 
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from and including the date of redemption to the maturity date of the 
2013B Bonds, discounted to the date of redemption on a semiannual basis 
at a rate equal to the Applicable Tax-Exempt Municipal Bond Rate for 
the 2013B Bonds.   

 Series 2013C Bonds.  The 2013C Bonds are not subject to optional 
redemption prior to maturity.  See “THE 2013 BONDS — Redemption 
— Optional Redemption.” 

Extraordinary Redemption ........ The 2013 Bonds are subject to extraordinary redemption in whole or in 
part by the Authority, at a redemption price equal to: (a) 100% of the 
principal amount thereof plus interest accrued to the redemption date with 
respect to the 2013A Bonds and the 2013C Bonds and (b) 100% of the 
Compounded Amount as of the redemption date with respect to the 
2013B Bonds, if (i) the Authority elects to terminate the Concession 
Agreement in connection with an Adverse Action; (ii) if the Authority 
elects to terminate the Concession Agreement upon the occurrence of a 
City Default; or (iii) if the City elects to terminate the Concession 
Agreement other than pursuant to a Concessionaire Default or the City 
cancels, rescinds or voids the Concession Agreement during the Term for 
any reason over the objection and without action by the Authority, the 
Trustee and their respective Affiliates.  See “CONCESSION 
AGREEMENT – Termination.” 

Mandatory Sinking Fund 
Redemption .................................

 
The 2013A Bonds maturing on December 1, 2038, 2043 and 2047, are 
subject to mandatory sinking fund redemption prior to maturity at a 
redemption price equal to 100% of the principal amount of the 2013A 
Bonds being redeemed, without premium, together with accrued interest 
to the date fixed for redemption.   

The 2013B Bonds and the 2013C Bonds are not subject to mandatory 
sinking fund redemption.  See “THE 2013 BONDS – Redemption –
Mandatory Sinking Fund Redemption.” 

Mandatory Purchase in 
Lieu of Acceleration ...................

 
Under the Concession Agreement, if an Event of Default occurs under the 
Indenture or the Trustee declares all or part of the 2013 Bonds to be 
immediately due and payable, then the City has the option to purchase the 
2013 Bonds from the Trustee (the “City Option”) at a purchase price 
equal to 100% of the principal amount thereof, together with accrued 
interest to the date fixed for the purchase of the 2013 Bonds.  If the City 
Option is exercised, the City is required to purchase the 2013 Bonds on 
the date that is 90 days after the City exercises the City Option.  See 
“THE 2013 BONDS—Redemption—Mandatory Purchase in Lieu of 
Acceleration.” 

Book-Entry Only System ............ The Depository Trust Company (“DTC”) will act as the securities 
depository for the 2013 Bonds.  The 2013 Bonds will be issued as fully-
registered bonds in the name of Cede & Co.  (DTC’s partnership 
nominee) or such other name as may be requested by an authorized 
representative of DTC.  One fully-registered 2013 Bond certificate will be 
issued for the 2013 Bonds of each maturity, in the aggregate principal 
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amount of such maturity, and will be deposited with DTC.  See “THE 
BONDS – Book-Entry Only System.” 

Ratings ........................................ Standard & Poor’s Ratings Services, a division of The McGraw-Hill 
Companies, has assigned the 2013 Bonds the ratings of “A” with a stable 
outlook.  This rating is not a recommendation to buy, sell or hold the 
2013 Bonds and is subject to revision or withdrawal at any time by 
Standard & Poor’s Ratings Services.  See “RATINGS” herein. 

THE CONCESSION AGREEMENT 

General ....................................... Under the Concession Agreement, the City agrees to:  (1) lease the 
Concessioned System to the Authority for a term (the “Term”) beginning 
on the date the 2013 Bonds are issued (the “Closing Date”) and ending on 
the 50th anniversary of the Closing Date (the “End Date”), subject to 
extension or earlier termination as provided in the Concession 
Agreement; see “CONCESSION AGREEMENT – Termination – 
Termination Relating to Authority’s Life;” (2) grant the Authority the 
right to operate the Concessioned System and provide Utility Services 
relating to the Concessioned System and in that connection (A) to use, 
possess, operate, manage, maintain, rehabilitate, expand and improve the 
Concessioned System and (B) to charge rates, charges and similar fees 
(“Service Charges”) and collect Revenues in connection with the 
operation of the Concessioned System; and (3) assign, transfer and 
otherwise convey to the Authority by bill of sale each of the System 
Assets, consisting primarily of rolling stock, free and clear of any 
Encumbrances. 

 In exchange for the City’s agreement to lease the Concessioned System 
and to grant the Authority the rights with respect to the Concessioned 
System as generally described in the preceding paragraph, the Authority 
will make an up-front lease payment in the amount of $211,332,217.56 
and, beginning in 2016, the Authority will make the Annual City Payment 
(as defined herein) to the City of $500,000, adjusted annually for 
inflation.  A reserve will be established pursuant to the Concession 
Agreement to secure payment of the Annual City Payment.  See “THE 
CONCESSIONED SYSTEM” and “CONCESSION AGREEMENT – 
Annual City Payment.” 

Extension of Closing Date  ........ The Concession Agreement provides that Closing must occur on or prior 
to July 31, 2013; the issuance of the 2013 Bonds, the source of funding 
for the Authority’s upfront payment under the Concession Agreement, is 
a condition of Closing.  The City and the Authority have agreed to extend 
the Closing Date deadline to August 7, 2013 pursuant to a Letter 
Agreement dated July 25, 2013. 

Concession Interest  ................... The Authority’s interest in the Concessioned System created by the 
Concession Agreement and the rights and obligations of the Authority 
under the Concession Agreement are referred to as the “Concessionaire 
Interest.” 
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General Operations .................... Under the Concession Agreement, the City has agreed to grant the 
Authority the right to operate the Concessioned System and provide 
Utility Services relating to the Concessioned System and in that 
connection (i) to use, possess, operate, manage, maintain, rehabilitate, 
expand and improve the Concessioned System and (ii) to impose rates, 
charges and similar fees in accordance with the Concession Agreement 
and to collect Revenues in connection with the operation of the 
Concessioned System.   

The Authority is responsible for all aspects of System Operations and is 
required to maintain and operate the Concessioned System and cause 
System Operations to be performed in accordance with the provisions of 
the Concession Agreement, the Operating Standards, Applicable Law and 
Prudent Industry Practices.  Generally, the Authority is required at all 
times during the term, to cause the Concessioned System to be 
continuously open and operational to provide services to System Users in 
accordance with the Concession Agreement and to provide Utility 
Services, twenty-four hours a day, every day. 

Capital Improvements ................ Under the Concession Agreement, the Authority agrees to furnish the 
design for and construct the Major Capital Improvements, which must be 
approved by the City and may impose Capital Cost Recovery Charges to 
recover its costs, which also must be approved by the City.  The 
Authority also may, in the alternative, charge a Capital Recovery Fee 
with respect to the capital cost of a Major Capital Improvement to the 
Concessioned System in certain circumstances.  The Authority may 
undertake at its sole cost and subject to the approval of the City, the 
expansion of the sewerage treatment capacity of the Sewer Utility 
System. Major Capital Improvements include the estimated $20,000,000 
of Required Capital Improvements that the Authority is required to make 
from 2013 through 2017.  See “THE CONCESSIONED SYSTEM – 
Capital Improvements” and “– Rates.” 

Rates ........................................... Rates, fees and charges for the provision of water and the provision of 
water services by a municipal authority like the Authority are not subject 
to approval by the Pennsylvania Public Utility Commission (“PUC”), and 
the City and the Authority have agreed in the Concession Agreement not 
to seek PUC jurisdiction over the matters covered in the Concession 
Agreement. 

The Concession Agreement contains provisions governing the ability of 
the Authority to charge and increase Service Charges.  Beginning in 
2016, the Authority may make annual rate adjustments in amounts not to 
exceed the “Permitted Annual Rate Adjustment” for that calendar year, 
which contains two components: the change in a consumer price index for 
the preceding calendar year and a margin change equal to 2 1/2% for each 
calendar year from 2016 through 2032 and 2% for each year after 2032. 
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 In addition to the Capital Cost Recovery Charges and Capital Recovery 
Fees mentioned above, the Authority may make other Service Charges 
not subject to the Permitted Annual Rate Adjustment limitation described 
above which are designed to enable Authority to recover specified costs, 
including:  a charge to recover the annual costs of any Major Force 
Majeure Event; an adjustment to reflect any changed costs related to a 
Change of Law; an adjustment to reimburse the Authority if it is required 
to secure a replacement source of Raw Water; and in connection with an 
Adverse Action. The Authority also may make a special Service Charge 
to recover the costs of major capital improvements, which include the 
estimated $20,000,000 of Required Capital Improvements that the 
Authority is required to make from 2013 through 2017. See “THE 
CONCESSIONED SYSTEM – Rates.”   

The Concession Agreement calls for an additional Service Charge to be 
charged by the Authority but paid over to the City to fund the debt service 
requirements on the Administrative Order Bonds used by the City to pay 
its obligations under the Administrative Orders.  See “Administrative 
Order Project” below. 

Delay Events ............................... The Concession Agreement sets forth certain specific Delay Events (e.g., 
a Force Majeure Event), which events will excuse the Authority from 
whatever performance is prevented by the Delay Event for such 
appropriate number of days as the City and the Authority determine.  See 
“CONCESSION AGREEMENT – Delay Events.” 

Adverse Actions .......................... Under the Concession Agreement, if an Adverse Action occurs, the 
Authority may be paid Concession Compensation with respect thereto 
(the “AA-Compensation”). An Adverse Action occurs if the City, the 
Commonwealth (or any of its agencies) or Lehigh County takes any 
action (including enacting, amending or repealing any Law), the effect of 
which action is reasonably expected to be borne primarily by the 
Authority and to have a material adverse effect on the fair market value of 
the Concessionaire interest greater than $250,000 adjusted for inflation.  
The Authority may be entitled to impose a special Service Charge, as 
described above in “Rates.”  If the value of the Concession Compensation 
exceeds 25% of the Concessioned System Concession Value, the 
Authority may elect to terminate the Concession Agreement and be paid 
by the Termination Compensation, the proceeds of which the Authority 
will use to redeem the 2013 Bonds.  See “CONCESSION AGREEMENT 
– Adverse Actions.” 

Compensation Events; 
Concession Compensation; 
City Directive ..............................

 
 
A “Compensation Event” is an event that requires the City to pay 
Concession Compensation to the Authority.  Compensation Events 
include, among other things the Authority’s compliance with or the 
implementation of any City Directive or any modified or changed 
Operating Standard, the failure of the City to maintain the Administrative 
Order Fund in an amount sufficient for the punctual payment of Project 
Costs of an Administrative Order Project, the occurrence of an Adverse 
Action or the occurrence of any other event that requires the payment of 
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Concession Compensation including Concession Compensation payable 
in certain circumstances upon City Default.  See “Administrative Order 
Project” below.  Upon the occurrence of a Compensation Event, the 
Authority is required to notify the City within 60 days following the date 
on which the Authority first became aware of the Compensation Event.  
See “CONCESSION AGREEMENT – Compensation Event; Concession 
Compensation.” 

During the Term, the City may issue a written order or directive directing 
the Authority to add or perform work regarding the Concessioned System 
or change the dimensions, character, quantity, quality, description, 
location or position of any part of the Concessioned System or the System 
Operations or make other changes to the Concessioned System or the 
System Operations (each, a “Directive”).  A Directive is a Compensation 
Event that requires the City to pay Concessionaire Compensation to the 
Authority.  The Authority is required to perform the work required to 
implement the Directive, including obtaining all required authorizations 
and approvals, and the City is required to pay the Concession 
Compensation with respect thereto.  See “CONCESSION AGREEMENT 
– City Directive.” 

Insurance; Restoration .............. Under the Concession Agreement and the Indenture, the Authority is 
required to provide and maintain or caused to be maintained at the 
Authority's expense, certain insurance coverages and requirements.  
Under the Concession Agreement the City is to be named as an additional 
insured with respect to commercial general liability insurance.  The City 
and the Trustee are loss payees for all of the insurance policies specified 
in the Concession Agreement and the Trustee will be the “Depositary” for 
such proceeds.  See “CONCESSION AGREEMENT – Insurance.” 

If the Concessioned System is destroyed or damaged in whole or in part 
by casualty of any kind, the Authority, at its sole cost and expense, is 
required to repair, restore or rebuild the Concessioned System to the 
condition existing prior to the casualty (a “Restoration”).  See 
“CONCESSION AGREEMENT – Restoration.” 

Defaults ...................................... The Concession Agreement provides for a number of defaults by the 
Authority, subject, in certain cases, to cure periods and limitations 
specified therein.  Upon the occurrence of a Concessionaire Default, the 
City, subject to certain rights of the Trustee, as a Leasehold Mortgagee 
under the Concession Agreement, may declare the Authority in default 
and may take certain actions, including terminating the Concession 
Agreement, terminating the Concessionaire’s right of possession of the 
Concessioned System and re-entering the Concessioned System, 
exercising any other rights and remedies provided for thereunder or 
available at law or equity and taking possession of the Concessioned 
System.  See “CONCESSION AGREEMENT – Defaults and Remedies – 
Concessionaire Default” and “– Remedies of the City Upon 
Concessionaire Default.” 
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 The Concession Agreement provides for a number of defaults by the City, 
subject, in certain cases, to cure periods and limitations specified therein.  
Upon the occurrence of a City Default, the Authority may, subject to 
certain rights of the Trustee under the Concession Agreement, declare the 
City to be in default and may take any of the following actions, including 
terminating the Concession Agreement, seeking specific performance, 
injunction or other equitable remedies, seeking to recover its losses 
caused by the City Default, and exercising any other rights and remedies 
provided for thereunder or available at law or equity.  See 
“CONCESSION AGREEMENT – Defaults and Remedies – City 
Default” and “ – Remedies of Authority Upon City Default.” 

Lender’s Rights and 
Remedies .....................................

 
Under the Concession Agreement, the Authority has the right to grant one 
or more “Leasehold Mortgages” to be secured by the Concessionaire 
Interest and Revenues as long as no Concessionaire Default exists. In a 
consent agreement to be executed by the City, the Authority and the 
Trustee, concurrently with the issuance of the 2013 Bonds, the parties 
acknowledge and agree that the 2013 Bonds are “Leasehold Mortgage 
Debt” under the Concession Agreement, the Indenture is a “Leasehold 
Mortgage” under the Concession Agreement and the Trustee, in its 
capacity as fiduciary for the Bondholders is a “Leasehold Mortgagee” 
under the Concession Agreement.  See “SECURITY AND SOURCES 
OF PAYMENT FOR THE 2013 BONDS – Consent Agreement.” 

Upon a Concessionaire Default, the Trustee, as Leasehold Mortgagee, has 
60 days beyond any cure period expressly provided to the Authority to 
cure or cause to be cured such Concession Default.  The City may not 
terminate the Concession Agreement for a Concessionaire Default as long 
as the Trustee’s right to cure has not expired and the Trustee is curing 
such Concessionaire Default. The Trustee also may exercise its rights to 
foreclose on the Concessionaire Interest and operate the Concessioned 
System in its stead and thereafter, with the consent of City Council, to 
transfer the Concessionaire Interest to another party. In certain 
circumstances, following a Concessionaire Default, a new concession 
agreement may be entered into replacing the Concession Agreement, with 
a proposed transferee concessionaire who must meet certain 
qualifications and be approved by the City, acting reasonably.   

Termination ................................ The Authority has the right to terminate the Concession Agreement in 
connection with an Adverse Action if it first obtains the written consent 
of the Trustee and if the Concession Compensation related to such 
Adverse Action exceeds 25% of the System Concession Value.  If the 
Authority elects to terminate, the City is required to pay an amount equal 
to: (i) the Termination Compensation, plus (ii) the Authority's reasonable, 
out-of-pocket costs and expenses, less (iii) (A) any insurance or 
condemnation proceeds received by the Authority as a result of such 
Adverse Action and (B) in the case of a condemnation by the 
Commonwealth (or any agency thereof) or the County the present value 
of any net insurance or condemnation proceeds that the Authority is 
reasonably likely to receive in the future in respect of all or any portion of 
the Concessioned System as a result of such Adverse Action.  
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 “Termination Compensation” is equal to the greater of (i) the System 
Concession Value and (ii) the lesser of (A) the amount required to retire 
all Leasehold Mortgage Debt and (B) the sum of all Remaining 
Amortized Rent. If the Authority issues Parity Indebtedness, there may be 
instances in which the amount required to retire all Leasehold Mortgage 
Debt is greater than the Remaining Amortized Rent.  See 
“CONCESSION AGREEMENT – Termination – Limits on Termination 
Payments” and “CERTAIN INVESTMENT RISKS – Limits on 
Termination Compensation.” 

The City may terminate the Concession Agreement upon the occurrence 
of (A) a Concessionaire Default consisting of a failure to comply with, 
perform or observe any Operating Standard if such Concessionaire 
Default creates a material danger to the safety of System Operations or a 
material impairment to the Concessioned System or to the continuing use 
of the Concessioned System for Utility Purposes and the public purpose 
requirements of the Concession Agreement or (B) any other 
Concessionaire Default after the related cure periods as set forth in the 
Concession Agreement.   

The Authority may terminate the Concession Agreement upon the 
occurrence of a City Default after the related cure periods lapse, as set 
forth in the Concession Agreement.  Upon such termination, the City is 
required to pay to the Authority the Termination Compensation plus, the 
Authority’s reasonable out-of-pocket costs and expenses incurred by as a 
result of such termination.  See “CONCESSION AGREEMENT – 
Termination.” 

GOVERNMENTAL REGULATION OF THE PROJECT 

Environmental Regulations ....... Under the Concession Agreement, the Authority must observe and 
comply in all material respects with all applicable Environmental Laws 
during the Term of the Concession Agreement. 

Administrative Order 
Project .........................................

 
In 2007 and 2009, the United States Environmental Protection Agency 
(“EPA”) issued two separate administrative orders (“Administrative 
Orders”) related to by-passed flow at the City’s Wastewater Treatment 
Facility and sanitary sewer overflows in the collection systems owned by 
the City and Municipal Customers whose sewage flows to the 
Wastewater Treatment Facility pursuant to their Sewer Municipal Service 
Agreements with the City. The Capital Improvements to the 
Concessioned System designated by the City as required to remediate the 
violations cited in the Administrative Orders is referred to the as the 
“Administrative Order Project.” Under the Concession Agreement, the 
City is responsible for paying the Project Costs of the Administrative 
Order Project. The City may issue Administrative Order Bonds to pay for 
the costs of the Administrative Order Project. 

The Concession Agreement calls for an additional Service Charge to be 
imposed on all System Users (other than Municipal Customers obligated 
under their Municipal Service Agreements to pay a portion of the Project 
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Costs of the Administrative Order Project) to fund the Debt Service 
Requirements coming due in each year on any bonds or other 
indebtedness issued for the purpose of financing or re-financing the 
Project Costs of the Administrative Order Project.  The amounts collected 
in respect of this additional Service Charge, together with any similar 
payments made by a Municipal Customer under a Municipal Service 
Agreement, are to be retained by the City, are not part of the Revenues of 
the Concessioned System, and do not secure the 2013 Bonds.  See “THE 
CONCESSIONED SYSTEM – Rates – Administrative Order Debt 
Service Costs.” 

City Retained Liabilities ............. Under the Concession Agreement the City will retain responsibility for 
(A) Hazardous Substances that existed at the Closing Date and have a 
Material Adverse Effect on the Concession during the Term; (B) 
Environmental Law violations with respect to the City’s pre-Closing Date 
ownership or operation of the Concessioned System and (C) pre-Closing 
Date releases of Hazardous Substances.  The City also retains 
responsibility for environmental issues relating to (i) the two 
Administrative Orders described above, (ii) a specified set of findings and 
orders that were filed prior to March 29, 2013, the date on which the 
Authority and other bidders filed bids to become the concessionaire for 
the Concessioned System and (iii) and any other administrative or judicial 
order entered subsequent to the Bid Date relating to the subject matter of 
the listed Administrative Orders (collectively, the “EPA Administrative 
Orders”).  See “GOVERNMENTAL REGULATION OF THE PROJECT 
– Environmental Regulations – City Assumption of Responsibility for 
Certain Environmental Issues.” 

Current Status/Permit 
Transfers ....................................

 
The Concession Agreement sets forth a list of all Permits and Approvals 
required for System operation.  The City and the Authority anticipate that 
the City will remain the sole permittee for the Permits and Approvals 
required to operate the Concessioned System, although the Authority 
currently expects to be added as an additional permittee at a future date 
on one or more of the permits.	 

SECURITY AND SOURCES OF PAYMENT FOR THE 2013 BONDS 

Security ....................................... The 2013 Bonds are payable from and secured by a security interest in 
and liens on (i) the Concessionaire Interest, including the rights (but not 
the obligations) of the Authority under the Concession Agreement; 
(ii) the funds and accounts established with the Indenture, including a 
Debt Service Reserve Fund; and (iii) the Major Project Documents 
(collectively, the “Trust Estate”).  See “CONCESSION AGREEMENT” 
and “SECURITY AND SOURCES OF PAYMENT FOR THE 2013 
BONDS.” 
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Additional Bonds and 
Parity Indebtedness ....................

 
Subject to certain limitations and conditions of the Concession 
Agreement, the Authority may, from time to time, issue additional bonds, 
notes or other obligations that constitute Leasehold Mortgage Debt under 
the Concession Agreement (“Additional Bonds”) and may incur any 
indebtedness or other obligation of the Authority other than Additional 
Bonds that constitute Leasehold Mortgage Debt under the Concession 
Agreement (“Parity Indebtedness”).  The Indenture sets out conditions 
that must be satisfied in connection with the issuance of Additional Bonds 
or Parity Indebtedness, including the delivery of a Consulting Engineer’s 
certificate demonstrating that a debt service coverage test is met and 
certification of the Authority to the effect that the Additional Bonds or 
Parity Indebtedness will constitute “Leasehold Mortgage Debt” under the 
Concession Agreement.  The Additional Bonds and Parity Indebtedness 
will be secured by the Trust Estate and will be on a parity with the 2013 
Bonds.  The Authority may also incur Subordinated Indebtedness, but 
Subordinated Indebtedness will not be Leasehold Mortgage Debt under 
the Concession Agreement and will be subordinate in priority of payment 
to the 2013 Bonds and Parity Indebtedness.  See “SECURITY AND 
SOURCES OF PAYMENT FOR THE 2013 BONDS – Additional Bonds 
or Other Indebtedness.” See “SECURITY AND SOURCES OF 
PAYMENT FOR THE 2013 BONDS – Rate Covenant” for a description 
of the debt service coverage test that must be satisfied to incur Parity 
Indebtedness. 

Pledge of Revenues .................... The 2013 Bonds, Additional Bonds and Parity Indebtedness are secured 
by a pledge of Revenues under the Concession Agreement.  “Revenues” 
is defined in the Concession Agreement to mean all revenues derived 
from the operation of the Concessioned System and the provision of 
Utility Services by means of the Concessioned System including Service 
Charges collected from users of the Concessioned System including 
Municipal Customer payments pursuant to Municipal Service 
Agreements exclusive of (i) any payments from a Municipal Customer 
allocated to the Municipal Customer Share of Annual Debt Service for 
Administrative Order Bonds and (ii) any moneys collected by the 
Authority by virtue of the imposition of Service Charges to fund Net Debt 
Service Charges pursuant to the Concession Agreement.  Under the 
Concession Agreement, Administrative Order Bonds issued by the City 
may not be secured by a pledge of or lien on Revenues or any other 
elements of the Trust Estate under the Indenture.  See “SECURITY AND 
SOURCES OF PAYMENT FOR THE 2013 BONDS – Additional Bonds 
and Other Indebtedness.” 

Debt Service Reserve Fund ........ A portion of the 2013 Bond proceeds will be applied to fund a debt 
service reserve fund (the “Debt Service Reserve Fund”) to be pledged as 
security for the benefit of the Trustee on behalf of the Holders of the 2013 
Bonds.  The Debt Service Reserve Fund will be funded in an amount 
equal to the Debt Service Reserve Fund Requirement.  The Debt Service 
Reserve Fund may be drawn upon if the amounts in the Debt Service 
Fund are insufficient to pay in full any principal or interest then due on 
the 2013 Bonds. See “SECURITY AND SOURCES OF PAYMENT 
FOR THE 2013 BONDS – Debt Service Reserve Fund.” 
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Rate Covenant ............................ The Authority has covenanted to maintain, charge and collect Service 
Charges which, together with other Cash Available for Debt Service, are 
at all times at least sufficient to provide annually: (i) funds to pay all of 
the Operation and Maintenance Expenditures of the Authority; and (ii) an 
amount equal to 120% of the Debt Service Requirements with respect to 
the 2013 Bonds during the then current Fiscal Year of the Authority 
(collectively, the “Rate Covenant”).  “Cash Available for Debt Service” 
means, for any period, the excess (if any) of: (a) all Revenues for such 
period less (b) Operation and Maintenance Expenditures and deposits into 
the City Payment Reserve Fund for such period. 

Consent Agreement .................... The Trustee, as a Leasehold Mortgagee, the City and the Authority will 
enter into a consent agreement (the “Consent Agreement”) that will set 
forth certain assurances from the City of the Trustee’s rights (acting on 
behalf of the Bondholders) as a Leasehold Mortgagee in the Concession 
Agreement in the event of a default thereunder by the Authority, 
including step-in and cure rights, forbearance obligations of the City with 
respect to its exercise of remedies under the Concession Agreement 
(including termination remedies) and rights of substitution.  Nothing in 
the Consent Agreement amends or modifies any of the Authority’s 
obligations to the City under the Concession Agreement or any of the 
City’s rights in the Concession Agreement. 

MISCELLANEOUS 

Independent Engineer’s 
Report .........................................

Based on the information and estimates summarized in the Independent 
Engineer’s Report, which are reasonable in light of current information, 
the Project is financially feasible.  In the Independent Engineer’s Report, 
the Independent Engineer reached certain conclusions regarding its 
review of the Concessioned System, the Concession Agreement the 
Authority’s financial model.  See “DESCRIPTION OF INDEPENDENT 
ENGINEER’S REPORT.”  

Certain Investment Risks ........... A number of risks that could affect the payments to be made with respect 
to the 2013 Bonds and/or the market value or liquidity of the 2013 Bonds 
are described in this Official Statement.  Risks include but are not limited 
to: appropriation risk; environmental risks; operating risks; water quality 
risks; financial risks including limits on borrowing and inability to raise 
capital when needed; the risk of changes of law; the risk of not receiving 
necessary City approvals; lack of direct contractual relationship with each 
Municipal Customer; risks related to collateral; limits on the amount the 
City is required to pay upon a termination of the Concession Agreement; 
limitations on enforceability; bankruptcy-related risks; tax matter-related 
risks; political, litigation and community risks; and absence of a market 
for the 2013 Bonds.  See “CERTAIN INVESTMENT RISKS” for a 
discussion of some of the risks that could affect the security or market 
value or liquidity of the 2013 Bonds. 
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OFFICIAL STATEMENT 

Relating to 

$307,683,598.90 
LEHIGH COUNTY AUTHORITY 

WATER AND SEWER REVENUE BONDS 
(CITY OF ALLENTOWN CONCESSION) 

 
Consisting of: 

$245,590,000 
Water and Sewer  
Revenue Bonds, 

(City of Allentown Concession) 
Series 2013A 

$43,358,598.90 
Water and Sewer  

Capital Appreciation  
Revenue Bonds, 

(City of Allentown Concession)
Series 2013B 

$18,735,000 
Water and Sewer  
Revenue Bonds, 

(City of Allentown Concession)
Series 2013C  

(Federally Taxable) 

 INTRODUCTION 

General.  This Official Statement, which includes the cover page, inside front cover page, and 
appendices hereto, provides certain information about the Lehigh County Authority (the “Authority”) and 
is furnished in connection with the offering by the Authority of its $245,590,000 aggregate principal 
amount of Water and Sewer Revenue Bonds, (City of Allentown Concession) Series 2013A (the “2013A 
Bonds”), $43,358,598.90 aggregate principal amount of Water and Sewer Capital Appreciation Revenue 
Bonds, (City of Allentown Concession) Series 2013B (the “2013B Bonds”) and $18,735,000 aggregate 
principal amount of Water and Sewer Revenue Bonds, (City of Allentown Concession) Series 2013C 
(Federally Taxable) (the “2013C Bonds” and, together with the 2013A Bonds and the 2013B Bonds, the 
“2013 Bonds”) pursuant to a Trust Indenture, dated as of July 1, 2013 (the “Indenture”) between the 
Authority and Manufacturers and Traders Trust Company, as trustee (the “Trustee”).  For a discussion of 
the terms of the 2013 Bonds, see “THE 2013 BONDS.” 

All capitalized terms used and not otherwise defined in this Official Statement have the 
meanings given to them in Appendix D – Definitions of Certain Terms or, if the capitalized terms 
are used in the description of the 2013 Bonds or the Indenture, in Appendix E – Summary of the 
Indenture. 

Project.  The 2013 Bonds are being issued to provide funding for: (i) a single, up-front 
concession and lease payment in the amount of $211,332,217.56 to the City of Allentown (the “City”) 
pursuant to the Allentown Water and Sewer Utility System Concession and Lease Agreement dated as of 
May 1, 2013 between the City and the Authority (the “Concession Agreement”) to acquire the 
Concessionaire Interest (as described below) in the City’s Water Plant and Distribution System (the 
“Water Plant and Distribution System”) and the City’s Sewer Utility System (the “Sewer Utility System” 
and, together with the Water Plant and Distribution System, the “Concessioned System”) for a  term (the 
“Term”) beginning on the date the 2013 Bonds are issued (the “Closing Date”) and ending on the 50th 
anniversary of the Closing Date (the “End Date”), (ii) certain anticipated capital improvements to the 
Concessioned System, (iii) deposits to certain reserve and other funds as described herein and 
(iv) transaction costs and expenses in connection with the acquisition of the Concessioned System and the 
issuance of the 2013 Bonds (collectively, the “Project”).  See “PLAN OF FINANCE” and “ESTIMATED 
SOURCES AND USES OF FUNDS.”  The Authority’s interest in the Concessioned System created by 
the Concession Agreement and the rights and obligations of the Authority under the Concession 
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Agreement (including the interests described in the preceding paragraph), are referred to as the 
“Concessionaire Interest.” 

The Concessioned System.  The City currently owns and operates the Allentown Water Utility 
System, which consists of the Water Plant and Distribution System and the Retained Water Supply 
System.  See “THE CONCESSIONED SYSTEM – The Water Plant and Distribution System.”  The 
Water Plant and Distribution System supplies water to the City and certain surrounding municipalities 
pursuant to municipal water service agreements.  See “OTHER PROJECT DOCUMENTS – Municipal 
Service Agreements.”  Under the Concession Agreement, the City will retain and continue to maintain 
and operate the Retained Water Supply System, and the City agrees to provide Raw Water (as defined 
herein) to the Authority from the Retained Water Supply System at no cost.  See “THE 
CONCESSIONED SYSTEM – The Water Plant and Distribution System.” 

The City also owns and operates the Sewer Utility System.  See “THE CONCESSIONED 
SYSTEM – The Sewer Utility System.”  The Sewer Utility System provides sewer service to the City, as 
well as to certain surrounding municipalities pursuant to municipal sewer service agreements.  See “THE 
CONCESSIONED SYSTEM – Sewer Utility System.” 

The Authority.  The Authority is a body corporate and politic organized by the Board of County 
Commissioners of Lehigh County, Pennsylvania (the “County”) under the Municipality Authorities Act 
(53 Pa. C.S.A. Ch. 56) (the “Act”) of the Commonwealth of Pennsylvania (the “Commonwealth”).  Under 
the Act, the Authority has power and authority, among other things, to acquire, hold, construct, improve, 
maintain and operate, own and lease (either in the capacity of lessor or lessee) facilities to provide water 
and sewer service through June 9, 2049, the current expiration date of its charter.  The 2013 Bonds all 
mature prior to June 9, 2049.  The Authority owns and operates a water supply system (the “Existing 
LCA Water System”) and a wastewater system (the “Existing LCA Wastewater System” and, together 
with the Existing LCA Water System, the “Existing LCA System”) that provides water and wastewater 
service to 16 municipalities in the County and in Northampton County, Pennsylvania. See “THE 
AUTHORITY – General.” 

THE 2013 BONDS ARE SPECIAL LIMITED OBLIGATIONS OF THE AUTHORITY. 
NEITHER THE COUNTY OF LEHIGH, THE CITY OF ALLENTOWN NOR THE 
COMMONWEALTH OF PENNSYLVANIA, NOR ANY POLITICAL SUBDIVISION THEREOF IS 
OBLIGATED TO PAY THE PRINCIPAL, REDEMPTION PREMIUM, IF ANY, OR INTEREST ON 
THE 2013 BONDS, AND NEITHER THE FULL FAITH, CREDIT NOR TAXING POWER OF THE 
COUNTY OF LEHIGH, THE CITY OF ALLENTOWN NOR THE COMMONWEALTH OF 
PENNSYLVANIA OR ANY OTHER POLITICAL SUBDIVISION THEREOF IS PLEDGED TO 
SUCH PAYMENT. THE AUTHORITY HAS NO TAXING POWER. 

Independent Engineer.  Malcolm Pirnie/ARCADIS U.S. Inc. (the “Independent Engineer”) is 
serving as the independent engineer for the Project.  The Independent Engineer has delivered to the 
Underwriter its Independent Engineer's Report for the Allentown Water and Sewer Utility System 
Concession (the “Independent Engineer’s Report”) concerning technical, environmental and economic 
aspects of the Project, which is attached as Appendix A.  The Independent Engineer’s Report includes, 
among other things, a review of the facilities comprising the Concessioned System, a review of the 
Concession Agreement and certain other significant project documents and project permits, and sets forth 
the Authority’s financial projections for the Project, including revenues, expenses and debt service 
coverage ratios.  The Independent Engineer is an international company providing consultancy, design, 
engineering and management services.  The Independent Engineer has reviewed the assumptions 
underlying, and the calculation methodology used in preparing, the financial projections of the Project 
(the “Projected Operating Results”) and has concluded that the Projected Operating Results reasonably 
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represent the future financial profile of the Project in light of current information.  The Independent 
Engineer’s Report should be read in its entirety. 

The Independent Engineer’s fees and out-of-pocket costs are being paid by the Authority.  
However, the payment of the Independent Engineer’s fees and disbursements is not contingent on the 
2013 Bonds being issued or sold. 

Certain Investment Risks.  The 2013 Bonds involve investment risk and may not be suitable for 
all investors.  Prospective purchasers of the 2013 Bonds should read this entire Official Statement 
including the information in “CERTAIN INVESTMENT RISKS.” 

Additional Information.  This Official Statement contains brief descriptions of, among other 
things, the 2013 Bonds, the Indenture, the Authority, the Concessioned System and the Project.  Such 
descriptions do not purport to be comprehensive or definitive.  All references in this Official Statement 
to documents are qualified in their entirety by reference to such documents, and references to the 
2013 Bonds are qualified in their entirety by reference to the form of the 2013 Bonds included in 
the Indenture. 

Forms of the Concession Agreement and the Indenture, as well as certain other agreements 
relating to the Project and the 2013 Bonds are available during the offering period from Goldman, Sachs 
& Co., Attn: Prospectus Department, 200 West Street, New York, NY 10282, telephone: 866-471-2526, 
facsimile: 212-902-9316, e-mail: prospectus-ny@ny.email.gs.com. 

 THE AUTHORITY 

General 

The Authority was incorporated on September 21, 1966 by the Lehigh County Commissioners 
under the provisions of the Act.  The Authority is a body corporate and politic and is empowered by its 
Articles of Incorporation to perform all functions allowed by the Act, and the Act allows the Authority to 
execute, deliver and perform its obligations as contemplated in the Concession Agreement.  The Act 
provides that a municipal authority has all rights and functions granted to it under the Act unless a 
resolution or ordinance of its governing body specifies that only specific projects may be undertaken by 
that municipal authority. Among its rights and functions under the Act, the Authority is empowered to 
acquire, hold, construct, improve, maintain, operate, own and lease (either in the capacity as lessor or 
lessee), sewers, sewer systems, or parts thereof, sewage treatment works, including works for treating or 
the disposal of industrial waste, as well as water works, water supply works and water distribution 
systems. 

The Authority’s life currently expires on June 9, 2049.  In the Concession Agreement, the 
Authority agrees not to terminate its existence prior to that date and further agrees to take such actions as 
are needed, prior to January 1, 2049 to extend its term of existence to a date later than the 50th 
Anniversary of the Closing Date.  In any event, the final maturity date of the 2013 Bonds is December 1, 
2048.  See “CONCESSION AGREEMENT – Termination – Termination Relating to Authority’s Life.” 

The Authority currently owns and operates the Existing LCA System that provides water and 
wastewater service in and to 16 municipalities, which are primarily located in suburban areas north, south 
and west of the City.  The Authority was transformed into an operating authority in 1969.  Since then, the 
Authority has transformed the provision of water and wastewater services in Western Lehigh County 
from multiple, developer-driven systems into a single, regional system.  The Authority currently operates 
regional water and sewer systems serving most of the communities adjacent to the City and it meets rural 
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community needs by operating smaller satellite systems in the outlying areas of Lehigh County and 
Northampton County.   

The Existing LCA System consists of a water system and a wastewater system that provides 
direct retail service to approximately 22,500 residential, commercial, industrial and institutional 
customers, the Western Lehigh Interceptor System, which provides wastewater treatment and 
transportation services to eight municipalities, the Little Lehigh Relief Interceptor System, which 
provides wastewater treatment and transportation services to eight municipalities, a wastewater treatment 
plant and wastewater collector and/or treatment systems in five municipalities. The Authority’s 2013 
budget totals for the Existing LCA System are set forth in the table below.  As discussed above, the 2013 
Bonds and any Additional Bonds, Parity Indebtedness or other debt relating to the Project issued 
by the Authority are not secured by revenues from the Existing LCA System; those revenues will be 
segregated from the moneys generated by the Concessioned System and deposited into separate 
accounts.  

Existing LCA System 2013 Budget ($ millions) 

 Water Wastewater Total 
Operations $7.65 $16.00 $23.65 
Capital 5.45 11.33 16.78 
Total $13.10 $27.33 $40.43 

_______________ 
Source:  Lehigh County Authority 

 
The Existing LCA System has grown by extension of service to both new and existing 

developments previously served by on-lot water and wastewater systems and through the acquisition of 
26 water systems and six wastewater systems owned by public and private entities.  The Authority also 
leases and operates one municipally owned wastewater collection system.  

The Authority currently is party to a water service agreement dated January 7, 2009 (the 
“Existing LCA Water Service Agreement”) with the City pursuant to which the City provides water for 
use in the Existing LCA System.  The Existing LCA System will continue to purchase water under the 
Existing LCA Water Service Agreement after the Authority becomes the concessionaire under the 
Concession Agreement and those water purchase payments for the Existing LCA System will be 
Revenues of the Concessioned System.  Similarly, pursuant to a series of sewer service agreements with 
the Authority (collectively, the “Existing LCA Sewer Service Agreement”), the City currently provides 
sewage treatment services to the Existing LCA System.  After the Authority becomes the concessionaire 
under the Concession Agreement, the payments for sewer services for the Existing LCA System provided 
under the Existing LCA Sewer Service Agreement (net of the Existing LCA Wastewater System’s share 
of payments for debt incurred by the City to finance the Administrative Order Project described below) 
will be turned over to the Authority, as concessionaire, and will be Revenues of the Concessioned 
System. 

Board 

The Authority is governed by a seven-member board (the “Board”), with its members being 
appointed by the Lehigh County Executive and confirmed by the Lehigh County Commissioners.  The 
Board establishes operating and service policies; approves the annual budget, capital plan and contracts; 
hires the General Manager; and performs other responsibilities typically resting with a board of directors. 
All members serve without compensation other than the reimbursement of expenses incurred in the course 
of Authority business.  
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The City does not have the authority to appoint or remove any members of the Board.  Board 
members serve five-year terms with staggered appointments.  A brief biography of each Board member 
follows: 

Asa M. Hughes, Chair (Term Expires December 31, 2014).  Mr. Hughes is a Principal in LB&W 
Design Associates Inc., an architectural and engineering firm.  Mr. Hughes has been Chairman of the 
Allentown Chamber of Commerce and a member of the Leadership Lehigh Valley, President of 
Allentown Rotary, and served on the Board of Directors of Kutztown University Foundation, Swain 
School, Phoebe Home and numerous committees throughout the Lehigh Valley.  Mr. Hughes holds a 
Bachelor of Science degree in Aerospace Engineering and Master of Science degree in Theoretical 
Mechanics. 

Thomas S. Muller, Vice Chair (Term Expires December 31, 2015).  Mr. Muller is the Director of 
Administration for the County and has over 40 years of experience in the private sector, including 
positions as President and Chief Operating Officer for Binney & Smith, Executive VP for Victaulic and 
President & CEO of NVent, LLC. Mr. Muller has been a resident of the Lehigh Valley for over 20 years 
and has served on a number of non-profit boards, including 21 years on the Board of Easton Hospital. He 
is also an Adjunct Professor of Business Management at Cedar Crest College.  Mr. Muller holds degrees 
from both the Journalism and Business schools at Syracuse University and an MBA from Fairleigh 
Dickinson University. 

Richard H. Bohner, Secretary (Term Expires December 31, 2017).  Mr. Bohner is retired from 
Pennsylvania Power & Light Company where he was Manager of Customer Support Systems. During his 
career, he was active in the Edison Electric Institute. Mr. Bohner has served on the Board since 1972 and 
has received the Sahli Award and the Extended Service Award from the Pennsylvania Municipal 
Authorities Association.  Mr. Bohner holds an MBA from Lehigh University and a Bachelor of Science 
degree in Finance from The Pennsylvania State University. 

Emrich M. Stellar, Jr., Treasurer (Term Expires December 31, 2014).  Mr. Stellar is a managing 
Partner of the Stellar Advisor Group located in Bethlehem, Pennsylvania.  Mr. Stellar is the immediate 
past president of the Lehigh Valley Society of Financial Services Professionals and a current Board 
member. He is a member of the Lehigh Valley Estate Planning Council, the Historic Bethlehem 
Partnership, and a Cubmaster of Pack 199. In the 1990’s, Mr. Stellar was elected to two terms on the 
Lehigh County Board of Commissioners. Mr. Stellar became a Board member in July 2006.  Mr. Stellar 
earned his undergraduate degree from East Stroudsburg University and his Chartered Financial 
Consultant designation from the American College in Bryn Mawr, Pennsylvania. 

Brian C. Nagle, Assistant Treasurer (Term Expires December 31, 2013).  Mr. Nagle was a 
registered Professional Engineer in the Commonwealth.  Mr. Nagle is a life-long resident of the Lehigh 
Valley and is now retired from PPL Corporation after 38 years of service in engineering, project 
management, environmental management and regulatory affairs. He was a founding Board member of the 
Sustainable Energy Fund and currently serves on the Board of the Wildlands Conservancy. Mr. Nagle has 
also been involved in the Lehigh Valley’s initiatives to preserve open space and revitalize abandoned 
industrial sites. Mr. Nagle has been a Board member since 2009.  Mr. Nagle holds a Bachelor of Science 
degree in Mechanical Engineering from Rutgers University. 

Norma A. Cusick, Assistant Secretary (Term Expires December 31, 2014).  Ms. Cusick holds a 
Bachelor of Arts degree from De Sales University and a Master of Arts degree from Kutztown University, 
and is a certified paralegal.  She has been a resident of Lehigh County for 37 years and is a small business 
owner and business manager.  Ms. Cusick has served as the Division Director for the American Heart 
Association, Allentown Downtown Improvement District, the Salisbury Township School Board, 
Salisbury Township Planning Commission and is currently on the Salisbury Township Education 
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Foundation.  She also currently serves as a Salisbury Township Commissioner and on the Board of 
Directors of the Allentown Public Library.  Ms. Cusick has served on the Board of Directors of the 
Pennsylvania Shakespeare Festival, Child Advocacy Center and the Lehigh Valley Hospital Board of 
Associates and was past President of the Lehigh County Sports Fields.  She has also participated with and 
served on several additional community organizations, including the Greater Lehigh Valley Girl Scouts. 
Throughout the period of her residence she continues to be active in many other local, regional, and 
statewide endeavors.  Ms. Cusick became an Authority Board member in March 2010. 

Scott C. Bieber, Member (Term Expires December 31, 2014).  Mr. Bieber holds a Bachelor of 
Arts Degree in Political Science from Kutztown University.  He is the owner of Lehigh Soils and 
Wetlands, Inc., a small environmental consulting firm that offers on-site sewage treatment testing and 
design, stormwater infiltration and wetland services.  He is also a regulatory Pennsylvania Sewage 
Enforcement Officer providing contract services to several municipalities in the Lehigh Valley.  Prior to 
that, he was a reporter for The Morning Call for ten years.  He is vice chair of the Lehigh County 
Agricultural Land Preservation Board and a former member of the Upper Milford Township Planning 
Commission. 

Management and Administration of the Existing LCA System 

The Authority’s operations are currently conducted by a staff of 39 full-time employees who are 
divided into four groups: administration, customer care and communications, operations, and capital 
works. The responsibilities of each group and descriptions of key Authority management and staff 
members are included below in “– Prospective Authority Management and Operational Plans.” 

Transition Advisor.  The Authority has engaged CH2M HILL, a national engineering and 
consulting firm, to serve as an advisor to assist the Authority during the transition period as it takes 
possession of and operates and maintains the Concessioned System.  CH2M HILL’s role includes 
reviewing the Authority’s standard operating procedures; undertaking a review of potential personnel for 
the operation of the Concessioned System; assisting the Authority in the preparation of the budget and the 
Capex Plan (as defined herein); participating in on-site evaluations of the day-to-day operation of the 
Water Treatment Facility and the Wastewater Treatment Facility; evaluating the laboratory located in the 
Water Treatment Facility; and performing a skills assessment for the Authority’s existing personnel and 
potential new personnel to develop the staffing plan.  CH2M HILL is also available to provide 
supplementary operations, maintenance and management resources on an as needed basis during the 
transition and initial operations periods.  After the Closing Date, CH2M HILL will continue to support 
the Authority by finalizing its system evaluations and making future operational improvement 
recommendations that will meet or exceed industry best management practices and the Operating 
Standards.  Operations Management International, an affiliate of CH2M HILL, currently operates the 
Existing LCA System’s wastewater pre-treatment plant in Upper Macungie Township.  
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Prospective Authority Management and Operational Plans 

Organizational Plan.  In order to effectively and efficiently manage and operate the combination of the Existing LCA System and the 
Concessioned System, the Authority has created the organizational plan (the “Organizational Plan”) shown below. 
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The Authority’s new combined Organizational Plan divides its employees into the following four 
groups: 

Operations/Finance.  The Operations/Finance group will be responsible for (i) the operation and 
maintenance of both the Existing LCA System and the Concessioned System and (ii) the finance, 
accounting and purchasing needs for both the Existing LCA System and the Concessioned System.  The 
group will be headed by the combined Chief Operations Officer (“COO”)/Chief Financial Officer 
(“CFO”) position.  The COO role will be supported by a Water Services Manager and a Wastewater 
Services Manager, each of whom will have responsibility for the planning, management and oversight of 
the ongoing operation of both the Existing LCA System and the Concessioned System in their respective 
area of responsibility.  These managers will be supported by six supervisors, each of whom will have 
responsibility for the operation of a discrete portion of either the Existing LCA System or the 
Concessioned System.  In general, operational personnel will work for either the Existing LCA System or 
the Concessioned System without much overlap.  The finance, accounting and purchasing personnel will 
work for both the Existing LCA System and the Concessioned System. 

Information Technology.  The Information Technology group will be responsible for all 
information management/technology systems utilized by both the Existing LCA System and the 
Concessioned System.  These systems will include the Geographic Information System (GIS), the 
Supervisory Control and Data Acquisition (SCADA) system, business systems, and the organizational 
network.  This group will be headed by a Chief Information Officer, a role which the Authority expects to 
fill by an employee or via a service contract.  Personnel in the Information Technology group will serve 
both the Existing LCA System and the Concessioned System. 

Administration.  This Administration group will be responsible for the human resources, 
customer care and communications needs for both the Existing LCA System and the Concessioned 
System.  This group will be led by the Chief Administrative Officer who will be supported by a Human 
Resources Manager and a Customer Care Manager and other staff members.  While this group will serve 
both the Existing LCA System and the Concessioned System, some individual staff members will focus 
their efforts on either the Existing LCA System or the Concessioned System.   

Capital Works.  The Capital Works group will provide professional and technical services 
required to undertake various capital improvements and additions to the Existing LCA System and the 
Concessioned System.  In executing that responsibility, the group will (i) prepare studies, preliminary and 
final designs and contract documents, (ii) inspect construction, (iii) review plans, (iv) approve developer-
installed additions and work performed by outside consultants and (v) provide drafting and survey 
services related to the Authority’s operating and capital programs.  This group will provide oversight and 
coordination with any outside engineering consultants that are involved in a capital project for the 
Authority.  This group will be led by the Chief Capital Works Officer who will be supported by the 
Capital Works Manager, who will focus on capital improvements to the Concessioned System, and other 
technical staff members.  This group will serve all parts of both the Existing LCA System and the 
Concessioned System; however, the Capital Works Manager and some technical staff members will focus 
their work on Concessioned System projects. 

Although individual employees of the Authority may undertake work for the Concessioned 
System and the Existing LCA System, the rates, charges and similar fees (“Service Charges”) and 
Revenues generated in connection with the operation of the Concessioned System at all times will be 
segregated from the Revenues generated by the Existing LCA System.  Salary and related expenses 
attributable to employees having responsibility for both the Concessioned System and the Existing LCA 
System will be allocated based on actual time spent. 
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Management.  Individuals occupying senior management C-level positions have over 97 years of 
water and wastewater experience managing and leading the Authority, the City and other utility systems.  
This structure includes five Senior-level positions that are supported by six top-level experts and multiple 
supporting management positions.  Collectively, these individuals bring organizational development, 
hands-on system knowledge, water industry and community leadership, a broad variety of professional 
and technical experience and expertise and a record of proactive and successful operation and 
development of regional water and wastewater systems. Key Authority personnel include:   

Chief Executive Officer/General Manager.  The Chief Executive Officer will have overall 
responsibility for all of the Authority’s operations and activities to implement the organizational strategic 
plan, manage the Authority’s senior management C-level positions and oversee and support the work of 
the management staff at the Concessioned System and the Existing LCA System.  The Chief Executive 
Officer will also be actively involved in external matters such as community leadership, governmental 
affairs including legislative and regulatory matters, and water industry leadership.  The Chief Executive 
Officer role will be filled by Aurel M. Arndt.   

Aurel M. Arndt – Mr. Arndt is currently the General Manager of the Authority and is the 
Authority’s chief executive officer. He joined the Authority in 1974 and has held several 
positions during his tenure, including Chief Financial Officer, Business Manager and Assistant 
General Manager.  He is a member of the Executive Board and Board of Directors of the 
American Water Works Association (the “AWWA”) and chairs its Water Utility Council 
(legislative and regulatory affairs). He also chaired the Pennsylvania Section (the “PA-AWWA”) 
and was a past member and chair of the PA-AWWA Water Utility Council; and chair of the 
AWWA Economics Technical Advisory Workgroup.  He is also a peer reviewer for AWWA’s 
Qualserve Program, a water utility quality improvement program.  He also served as 
representative for AWWA on the EPA’s National Drinking Water Advisory Committee 
Workgroup on State Revolving Loan Funds. He has also chaired two steering committees for 
AWWA studies on financing water infrastructure and use of private activity bonds to finance 
water infrastructure. He has received AWWA’s George Warren Fuller award for distinguished 
service to the water supply field.  He is a past member of the Executive Board of the Government 
Finance Officers Association of the United States and Canada and past chair of its Debt & Fiscal 
Policy Committee. He is past president and regional director of the Pennsylvania Municipal 
Authorities Association (the “PMAA”); chair of its legislative committee; and served on various 
standing and ad hoc committees. He was a recipient of PMAA’s William H. Markus Award of 
Excellence for distinguished service to the Municipal Authorities of the Commonwealth, Sahli 
Service Award and Extended Service Award.  

From 1988 through 1990, he served as the representative of water and wastewater utilities 
on the board of directors of the Pennsylvania Infrastructure Investment Authority. He is also a 
past member of the Governor’s Local Government Advisory Committee. He has served on the 
Board of Directors and Executive Committee of the Water Resources Association of the 
Delaware River Basin. He was a member of the Leadership Council and Organizing Committee 
of Renew Lehigh Valley, a regional group with a diverse membership focusing on improving 
community services and the quality of life in the Lehigh Valley. He also co-chaired the Lehigh 
Valley Partnership’s Water and Wastewater Regional Coordinating Council, which evaluated 
cooperative, regional service approaches for the two county Lehigh Valley region. He is a former 
member and chair of the Board of Directors of the Pennsylvania Municipal Investment Program, 
a municipal cash management and investment program for Pennsylvania municipalities and 
authorities. For nine years, he also served as a board member and chair of the Pennsylvania 
Municipal Retirement System, a statewide municipal pension program.  Mr. Arndt holds an 
M.B.A. from Lehigh University and a Bachelor of Science Degree from Ursinus College.  He 
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currently serves on the Executive Board of the Minsi Trails Boy Scouts’ Council and has chaired 
the Trexler District Friends of Scouting Award Breakfast Committee for five years. He is co-
founder and past President of Stahl’s Pottery Preservation Society, a historical preservation 
group. He also serves on the Development Advisory Council of the Lutheran Home at Topton. 

Chief Operating Officer/Chief Financial Officer.  The Chief Operating Officer will plan, 
direct, coordinate and manage the operations of the Existing LCA System and the Concessioned System 
and oversee and support the work of the operations management staff.  The Chief Financial Officer will 
administer and manage the Authority’s financial activities and performance, and oversee the Authority’s 
financial assets, and will manage and support the Authority’s finance and accounting staff.  The Authority 
intends to combine the roles of Chief Operating Officer and Chief Financial Officer role in the 
Organizational Plan.  A single officer will oversee both the Concessioned System and the Existing LCA 
System.  That role will be filled by Edward J. Bielarski. 

Edward J. Bielarski – Prior to joining the Authority in 2012, Mr. Bielarski spent 20 years 
in the electric industry as the General Manager and Chief Financial Officer of a wholesale electric 
power generator in northeastern Pennsylvania where he held full responsibility for the financial 
performance of an 80 megawatt waste coal fired power plant and adjoining mine/fuel sites.  
During his tenure Mr. Bielarski closed on a $221 million sale/leaseback of the facility and the 
issuance of $165 million of investment grade, tax-exempt, resource-recovery bonds.  The facility 
was recognized for an Excellence in Surface Mining Award from the Department of Interior, as 
well as a Friend of the Lehigh River Award presented by the Wildlands Conservancy.  Mr. 
Bielarski holds a B.A. in Accounting from Loyola University in Baltimore, a CPA from the State 
of Maryland and an M.B.A. from Saint Joseph’s University in Philadelphia.   

Chief Administrative Officer.  The Chief Administrative Officer will be responsible for all 
human resources, customer service and communications activities as well as outreach to customers, 
organizations, the public and the media.  The Chief Administrative Officer will manage the staff related to 
each of those functions for both the Concessioned System and the Existing LCA System.  The Chief 
Administrative Officer role will be filled Liesel M. Adam.   

Liesel M. Adam – Ms. Adam joined the Authority in 1998 as the public relations 
coordinator after working in the non-profit sector, as well as on a local newspaper’s editorial 
staff. She began service as the Authority’s Customer Care & Communications Manager in 2006, 
and her responsibilities include management of all customer care activities including billing, 
service requests, inquiry tracking, new customer communications, customer satisfaction surveys, 
and cross-department projects impacting service to the Authority’s customers. She is also 
responsible for communications activities of the Authority, including media relations, public 
notification and crisis communications, customer communications, youth and community 
education, publications, special events and website development. Specific projects and programs 
Ms. Adam organizes for the Authority include billing system management and a full-scale data 
conversion project in 2009; collections program management; source water protection outreach 
programs; workforce planning and knowledge management program development, including 
establishment of Standard Operating Procedures and an organization-wide mentoring program; 
emergency response planning; customer service performance benchmarking; and more. She is a 
past trustee of the Northeast District of the AWWA, Pennsylvania Section, and has served on 
numerous AWWA committees. She also serves as the Secretary and Program Manager for the 
Lehigh Valley Water Suppliers, Inc. and is a member of the East Penn Business Council.  Ms. 
Adam holds a B.A. in Journalism & Public Relations from Indiana University of Pennsylvania 
and a Master’s in Public Administration from Kutztown University. 
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Chief Capital Works Officer.  The Chief Capital Works Officer will be responsible for all 
capital improvements to the Existing LCA System and the Concessioned System.  The Chief Capital 
Works Officer will oversee the planning, design, permitting, procurement, construction and startup capital 
projects and annually prepare an update to the Authority’s Capital Plan which identifies all capital work 
projected for the succeeding ten years and evaluates the rates and other financial impacts of the proposed 
work.  The Chief Capital Works Officer role will be filled by Frank Leist.   

Frank J. Leist – Frank Leist has been an Authority employee for 23 years and currently 
serves as the Authority’s Capital Works Manager, a role that is similar to the newly created Chief 
Capital Works Officer role.  Prior to joining the Authority in 1990 as an engineering 
technician/project manager, Mr. Leist spent 19 years in the utility construction industry. Mr. Leist 
was promoted to Manager of the Capital Works Department in 2002.  The Manager role includes 
administration and management of all capital works activities for the Authority, including 
administration of the budget, assignment of staff, assessing compliance with Authority standards, 
customer contact related to capital works activities and capital project oversight.  Mr. Leist 
attended Lehigh Carbon Community College. 

Manager of Water Services.  The Manager of Water Services will manage the operations, 
maintenance and administration of the Existing LCA Water System and the Water Plant and Distribution 
System, which includes the Authority’s water supplies, the Water Treatment Facility (as defined herein), 
and water distribution systems for both the Existing LCA Water System and the City system.  The 
Manager of Water Services will report directly to the Chief Operating Officer.  Approximately 42 
operations, maintenance and administrative workers will be employed in the Water Operations group 
which will report to the Manager of Water Services.  The Manager of Water Services position will be 
filled by Robert Kerchusky.   

Robert Kerchusky – Mr. Kerchusky has been employed by the City’s Water Resources 
Department (the “Water Resources Department”) for 34 years and he currently serves as the 
City’s Manager of Operations, a role that encompasses responsibility for the Water Treatment 
Facility and distribution system operations. He is expected to join the Authority on the Closing 
Date.  Mr. Kerchusky’s background encompasses over 35 years of experience in the water and 
wastewater industries.  Since his hiring by the City in June of 1979, he has advanced through 
various levels of increasing responsibility, culminating with his appointment to the position of 
Manager of Operations in October of 2003.  Mr. Kerchusky received a degree in Pollution 
Abatement Technology.  Mr. Kerchusky holds a Class: A-E, 1-4 Wastewater and Class: CE, 
Subclass: 1,2,3,4,5,6,7,8,9,10,11,12,13,14 Water Certification.  In addition, in 2011 he was 
certified by the National Association of Sewer Service Companies (NASSCO Inc.) through the 
PACP, MACP, and LACP programs.  He has been recognized with numerous awards relating to 
the wastewater industry from various trade organizations. 

Manager of Wastewater Services.  The Manager of Wastewater Services will manage the 
operation, maintenance and administration of the Existing LCA Wastewater System and the Sewer Utility 
System which include the Authority’s wastewater treatment plants, the Wastewater Treatment Facility (as 
defined herein) and collection systems for both the Existing LCA Wastewater System and the City 
system.  The Manager of Wastewater Services will report directly to the Chief Operating Officer.  
Approximately 53 operations, maintenance and administration personnel will be employed in the 
Wastewater Operations group, which will report to the Manager of Wastewater Services.  The Manager of 
Wastewater Services position will be filled by Pat Mandes.  

Pat L. Mandes – Ms. Mandes’ has served as the Authority’s Director of Wastewater 
Services for two years. Her responsibilities include managing the wastewater operations and 
capital activities of the Authority, including overseeing the Authority’s wastewater treatment 
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plant, managing the Wastewater Capacity Development Plan, and managing the Authority’s 
infiltration and inflow program. She joined the Authority in 2007 as a Projects Manager after 
nearly 20 years in the municipal utility field. Positions previously held included manager of 
another authority and Industrial Pretreatment Coordinator. She holds a Class: A-E, 1-4 
Wastewater Certification and is the current President of the Eastern Pennsylvania Water Pollution 
Control Operators Association. Ms. Mandes previously served as Director of the Pennsylvania 
Water Environment Association. She also served on numerous committees. She has received 
many awards relating to the wastewater field.  Ms. Mandes holds a B.S. in Environmental 
Science from the University of Pittsburgh. 

Capital Works Manager.  The Capital Works Manager will manage capital improvements to the 
Existing LCA System and the Concessioned System, focusing largely on improvements to the 
Concessioned System.  In that role, the Capital Works Manager will be responsible for the planning, 
design, permitting, procurement, construction and startup of capital projects.  This position will be filled 
by John Parsons. 

John Parsons – Mr. Parsons joined the City in 1995 and has served as a Project Manager 
since 2003.  He has administered a wide variety of capital projects including:  automatic meter 
reading, water plant filter rebuilds, water storage tank upgrades, security system installations and 
a variety of construction projects.  Along with managing capital projects, he has been in charge of 
the maintenance departments of both the Water Treatment Facility and the Wastewater Treatment 
Facility.  He currently holds an A-E, 1-14 Water Plant Operator’s License and an A-E, 2-4 
Wastewater Plant Operator’s License.  He is a certified Sewage Enforcement Officer in the 
Commonwealth and has been an SEO for four municipalities during various times over the past 
20 years including for the City since 1997.  Over the past 23 years, he has designed over 400 on-
lot sewage disposal systems in six counties of eastern Pennsylvania.  Mr. Parsons holds a B.S. in 
Chemistry from Lebanon Valley College and a Master of Engineering in Environmental Pollution 
Control from The Pennsylvania State University. 

The Authority is in the process of establishing a Chief Information Officer position which may be 
filled via contract service or by hiring of a full-time employee and has added a Human Resources 
Manager as of July 15, 2013, which is filled by a full-time employee.   

Authority Employees.  The ongoing operation, administration and construction of the Existing 
LCA System and the Concessioned System will be conducted by approximately 146 employees with 
extensive experience in operating, maintaining and managing public water and wastewater systems.   

The Authority has designed a compensation structure to encourage employee loyalty and long-
term service.  That compensation structure includes market wages, low-cost employee medical insurance 
and a defined benefit pension plan through the Pennsylvania Municipal Retirement System.  As a result, 
the Authority has achieved a very low turnover rate among its employees.  The Authority’s staff has an 
average service life of 17 years and 12 employees have worked for the Authority for more than 25 years.  
In recognition of the longevity of some of its employees, the Authority has developed a Knowledge 
Management Program, through which Standard Operating Procedures are being written and organized.  
Furthermore, the Authority has also initiated a mentoring program to assist in the knowledge transfer 
between newer and longer tenured employees. 

Existing City Employees.  Under the Concession Agreement, the Authority is required to 
recognize the Service Employees International Union (“SEIU”) as the representative for the City’s 
unionized employees, adopt the current collective bargaining agreement and make offers of employment 
through December 31, 2016 to all SEIU employees in good standing on the Closing Date at their current 
salary and benefit levels, excluding pensions (which will be provided based on the Authority’s existing 
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pension program).  The Authority is also required to make offers of employment to 11 key employees 
identified by the City, at their current salary and benefit levels, excluding pensions (which will be 
provided based on the Authority’s existing pension program), and to interview 15 other City Water 
Resources Department employees, who generally hold mid-management and professional position. 

The Authority made offers of employment to all such existing employees and a total of 84 City 
employees (60 union and 24 non-union) have accepted offers of employment with the Authority.  The 
Authority is conducting staffing evaluations to determine which vacant positions (created as a result of 
City employees electing to not transfer to the Authority) will be filled and the required timing for filling 
such positions.  The Authority currently anticipates adding approximately 23 additional employees to 
complement the transferred employees from the City and the Authority’s existing employees.  The 
Authority has advertised the positions it may need to fill and has received 476 applications in response to 
these advertisements. The Authority anticipates continuous service and a smooth transition.  The 
Authority has prepared contingency plans as described below if the Authority does not fill the vacant 
positions prior to the Closing Date. 

Contingency Plan.  In the event that there is an unacceptable reduction of City employees 
electing to become employees of the Authority, the Authority has prepared contingency plans to fill 
critical positions and address necessary operational needs via utilization of current Authority personnel, 
hiring of temporary personnel and/or services from water/wastewater service contractors.  The Authority 
has retained CH2M HILL to supply staffing augmentation in the event of a reduction in the Authority’s 
workforce.  Based on their national presence and experience in the management and operation of water 
and wastewater systems, CH2M HILL has the flexibility to supply temporary staff to areas of need.  
CH2M HILL has identified personnel who can be engaged on a contract basis to fill staffing shortfalls 
until permanent personnel can be recruited and hired.  The Authority is also working with Hire Vision, a 
human resources firm, in the event of lower than expected transfer of City personnel to the Authority, to 
place advertisements in local newspapers and other social and mass media sources to identify possible 
local candidates, which Hire Vision is screening and evaluating on behalf of the Authority.  

 THE CITY OF ALLENTOWN 

General 

The City is a third-class city of the Commonwealth, which formerly derived its powers from the 
Third Class City Code.  Effective April 23, 1996, the City changed its form of government to a Home 
Rule Charter.  The change was adopted by a vote of the electorate pursuant to the Home Rule Law of the 
Commonwealth. Under the Home Rule Charter, the City is governed by a Mayor/Council form of 
government. The electorate of the City has elected a Mayor who serves as the City’s chief executive, and 
a seven-member council that acts as the legislative branch of the City government.  See Appendix C for 
more information regarding the City. 

City Not Liable on 2013 Bonds 

Other than certain contractual obligations, including the Concession Agreement, the Existing 
LCA Water Service Agreement and the Existing LCA Sewer Service Agreement, the City does not have 
any relation to the Authority.  See “OTHER PROJECT DOCUMENTS – Municipal Service Agreements” 
for a description of the Existing LCA Water Service Agreement, the Existing LCA Sewer Service 
Agreement and certain of the Municipal Service Agreements with Municipal Customers other than the 
Authority.  The City is not obligated to pay the principal, redemption premium, if any, or interest on 
the 2013 Bonds.   
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 THE CONCESSIONED SYSTEM 

General 

The Authority, as concessionaire under the Concession Agreement, generally is responsible for 
all aspects of System Operations and is required to maintain and operate the Concessioned System.  See 
“- System Operations” below for a description of the general operational responsibilities of the Authority 
with respect to the Concessioned System.  The “Concessioned System” consists of the Water Plant and 
Distribution System and the Sewer Utility System. 

The “Water Plant and Distribution System” means the water treatment, water storage and water 
distribution system of the City including the treatment plant, water storage and distribution facilities 
described in the Concession Agreement, and all improvements and fixtures of any kind whatsoever 
forming a part of or used in connection with the treatment plant, water storage and water distribution 
facilities from time to time and all associated rights of way, easements and covenants.  The “Water Plant 
and Distribution System” excludes the Retained Water Supply System described below and all oil, gas 
and mineral, water, air rights, development rights and other rights which are retained by the City as the 
owner of the real property constituting the sites of the Water Plant and Distribution System. 

The “Sewer Utility System” means the sewage collection, treatment and disposal system of the 
City including the Wastewater Treatment Facility (described below in “- The Sewer Utility System”), 
collection facilities and disposal facilities described in the Concession Agreement, together with all 
improvements and fixtures of any kind forming a part of, or used in connection, with such facilities from 
time to time and all associated rights of way.  However, it excludes all oil, gas and mineral, water rights, 
air rights and other similar rights retained by the City as the owner of the real property constituting the 
sites of the Sewer Utility System.   

Retained Water Supply System.  The City is retaining water supplies existing before or ahead 
of the four water delivery points (described below in “– The Water Plant and Distribution System – Water 
Supply”) from which the City will provide Raw Water to the Authority for the production of finished 
water (the “Retained Water Supply System”).  The City currently uses water in the Retained Water 
Supply System as a source for providing water to:  the City, its residents, and its commercial and 
industrial users located within the City and each Municipal Customer to which it is required to supply 
water under a Municipal Service Agreement.  See “– The Water Plant and Distribution System – Retained 
Water Supply System.” 

“Surplus Water” is water from the City’s Retained Water Supply System that is not required in 
connection with the performance by the Authority of its obligations under the Concession Agreement, 
including its obligations to provide services thereunder.  The City has retained the right to sell Surplus 
Water from its Retained Water Supply System.  However, whenever the City sells Surplus Water 
pursuant to a surplus water sales agreement and that Surplus Water is treated by means of the Water 
Treatment Facility (as defined herein) or transmitted by means of the water distribution facilities of the 
Water Plant and Distribution System, the Authority is entitled to charge reasonable fees for such 
treatment and transmission.   

Municipal Service Agreements.  The City currently is party to six Municipal Service 
Agreements under which it supplies water to six municipalities and municipal authorities (the “Municipal 
Water Service Agreements”), including the Existing LCA Water Service Agreement.  The City also 
currently is party to Municipal Service Agreements under which it provides sewage services to seven 
different municipalities and municipal authorities (the “Municipal Sewer Service Agreements”), including 
the Existing LCA Sewer Service Agreement.  The Authority agrees to take all reasonable measures to 
coordinate the Utility Services (i.e., the services the Authority provides under the Concession Agreement) 
provided by the Concessioned System to meet the needs of the City and the Municipal Customers, and 
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agrees to act as the agent of the City in fulfilling the City’s obligations under each of the Municipal 
Service Agreements. 

The water distributed pursuant to the Municipal Water Service Agreements represented 
approximately 32.8% of the total water distribution of the Water Plant and Distribution System in the 
City’s Fiscal Year (“FY”) ended December 31, 2012.  The Existing LCA Water Service Agreement 
providing water to the Existing LCA System is the largest Municipal Water Service Agreement, 
representing approximately 17.5% of the total water distribution of the Water Plant and Distribution 
System in FY 2012.  Moneys received by the Concessioned System for rates and services provided to the 
Existing LCA System under the Existing LCA Water Service Agreement are Revenues of the 
Concessioned System.  

Historic Water Municipal Service  
Agreements Water Use (mgd) 

Customer FY2008 FY2009 FY2010 FY2011 FY2012 
South Whitehall 
% of Total Concessioned System Water 

0.82 
8.55% 

0.82 
7.67% 

0.78 
7.71% 

0.79 
6.58% 

0.73 
6.20% 

Hanover 
% of Total Concessioned System Water 

0.17 
1.76% 

0.15 
1.41% 

0.18 
0.18% 

0.19 
1.58% 

0.18 
1.57% 

Salisbury 
% of Total Concessioned System Water 

0.86 
9.01% 

0.87 
8.14% 

0.89 
8.86% 

0.87 
7.29% 

0.87 
7.45% 

Whitehall 
% of Total Concessioned System Water 

0.01 
0.03% 

0.01 
0.03% 

0.01 
0.03% 

0.01 
0.03% 

0.01 
0.03% 

Bethlehem* 
% of Total Concessioned System Water 

0.00 
0.00% 

0.00 
0.00% 

0.00 
0.00% 

0.00 
0.00% 

0.01 
0.01% 

Existing LCA System 
% of Total Concessioned System Water 

0.00 
0.00% 

0.00 
0.00% 

0.02 
0.25% 

1.96 
16.39% 

2.05 
17.56% 

Total 
% of Total Concessioned System Water 

1.86 
19.36% 

1.84 
17.25% 

1.87 
18.62% 

3.80 
31.88% 

3.84 
32.82% 

____________________ 
Source:  Lehigh County Authority; City of Allentown. 
*  The City of Bethlehem has notified the City that it proposes to change its Municipal Water Service Agreement to cover only 
emergency interconnection services to the City of Bethlehem, effective in the fall of 2013. 

The sewage treated pursuant to the Municipal Sewer Service Agreements represents 
approximately 45.8% of the total sewage treatment of the Sewer Utility System in FY 2012.  The Existing 
LCA Sewer Service Agreement providing sewerage service to the Existing LCA System is the largest 
Municipal Sewer Service Agreement, representing approximately 24.2% of the total sewage treatment of 
the Sewer Utility System in FY 2012.  Moneys received by the Concessioned System for services 
provided to the Existing LCA System under the Existing LCA Sewer Service Agreement are Revenues of 
the Concessioned System, excluding the Municipal Customer Share of Annual Debt Service† of the 
Existing LCA Wastewater System. 

                                                      
†  Certain payments made under the Existing LCA Sewer Service Agreement allocable to debt service on bonds or other 

obligations issued by the City to pay costs of the Administrative Order Project will be transferred to the City, and certain 
additional Service Charges imposed on ratepayers to pay debt service or such bonds or other obligations will be transferred 
to the City. 
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Historic Sewer Municipal Service  
Agreements Daily Flow (mgd) 

Customer FY2008 FY2009 FY2010 FY2011 FY2012 
Emmaus 
% of Total Concessioned System Sewer Flow 

1.21 
3.75% 

1.19 
3.88% 

1.15 
3.64% 

1.34 
3.72% 

1.04 
3.40% 

Hanover 
% of Total Concessioned System Sewer Flow 

0.07 
0.22% 

0.06 
0.20% 

0.06 
0.19% 

0.07 
0.19% 

0.07 
0.23% 

Salisbury 
% of Total Concessioned System Sewer Flow 

1.14 
3.53% 

1.18 
3.85% 

1.17 
3.70% 

1.24 
3.44% 

1.10 
3.60% 

Lower Macungie 
% of Total Concessioned System Sewer Flow 

0.08 
0.25% 

0.07 
0.23% 

0.09 
0.28% 

0.13 
0.36% 

0.11 
0.36% 

South Whitehall 
% of Total Concessioned System Sewer Flow 

2.20 
6.82% 

2.16 
7.04% 

2.43 
7.69% 

3.03 
8.41% 

2.42 
7.91% 

Coplay-Whitehall Authority 
% of Total Concessioned System Sewer Flow 

2.11 
6.54% 

2.03 
6.61% 

2.00 
6.33% 

2.43 
6.75% 

1.86 
6.08% 

Existing LCA System 
% of Total Concessioned System Sewer Flow 

6.86 
21.25% 

6.89 
22.45% 

7.34 
23.21% 

8.87 
24.63% 

7.40 
24.20% 

Total 
% of Total Concessioned System Sewer Flow 

13.67 
42.35% 

13.58 
44.25% 

14.24 
45.03% 

17.11 
47.51% 

14.00 
45.78% 

____________________ 
Source:  Lehigh County Authority; City of Allentown. 

The City has determined not to assign its rights and responsibilities under the Municipal Service 
Agreements to the Authority, but it has agreed in the Concession Agreement that it will enforce its rights 
under each Municipal Service Agreement, including the Existing LCA Water Service Agreement and the 
Existing LCA Sewer Service Agreement, including its right to impose and collect Service Charges for 
utility services provided to the Municipal Customers by means of the Concessioned System.  The City 
also has agreed: not to waive any material right or claim it holds under the Municipal Service 
Agreements; to affirmatively enforce its rights under the Municipal Service Agreements; and not to 
amend, modify, renew or otherwise change the terms of any Municipal Service Agreement in any manner 
which affects the Concessionaire Interest without the prior written consent of the Authority.  The 
Concession Agreement provides that the Authority is entitled to participate at all meetings between the 
City and a Municipal Customer relating to its Municipal Service Agreement.   

A Services Agreement (the “Services Agreement”) between the City and the Authority will allow 
for the Authority’s billing and collection of Revenues from Municipal Customers, as agent of the City, 
pursuant to the Municipal Service Agreements and the remitting to the City of the “Municipal Customer 
Share,” which is related to paying Annual Debt Service on debt incurred by the City in respect of the 
Administrative Order Project; see “– City Retained Responsibility for Certain Projects – Administrative 
Order Projects” below.  The City and the Authority also agree to cooperate to limit the risk that payments 
from Municipal Customers may become subject to liens or attachments by creditors of the City.  See “– 
Rates – Other Adjustments to Service Charges.” 

A Municipal Customer may elect to terminate its Municipal Service Agreement or not to renew 
or replace it or otherwise withdraw as a Municipal Customer in accordance with the terms of its 
Municipal Service Agreement.  New Municipal Customers and existing Municipal Customers also may 
enter into new agreements with the City or the Authority for the provision of Utility Services by means of 
the Concessioned System.   

However, in any calendar year, when the aggregate effect of changes in Municipal Service 
Agreements and/or Municipal Service Customers results in a reduction of Revenues by more than five 
percent, the Authority is entitled to recover for that year its reduced revenues attributable to the 
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withdrawals, additions or changes.  That recovery, if from the City, may be provided by a direct 
reimbursement from City funds or by an increase in Service Charges, and such recovery must be fully 
funded by the end of the following calendar year. 

The Water Plant and Distribution System 

Facilities.  The Allentown Water Filtration and Pumping Plant (the “Water Treatment Facility” or 
“WTP”) located along the Little Lehigh Creek has a surface water treatment capacity of 30 million 
gallons per day (“mgd”).  Originally called the Allentown Water Works, the Water Treatment Facility 
commenced operating a 10 mgd conventional surface water treatment plant in 1929; in 1953, the City 
expanded the Water Treatment Facility with the addition of a 20 mgd water treatment plant; between 
1993 and 1997, the City invested approximately $25 million to renovate the Water Treatment Facility by 
adding new mechanical equipment and electrical systems, new roofing systems, new technologies 
including a plant control system, a computerized maintenance management system, lamella plate settler 
technology, particle counters and a modern laboratory for both regulatory and process control analysis.   

The Water Treatment Facility currently has a maximum capacity of 30 mgd and currently 
produces an average of 16 mgd.  In the opinion of the Independent Engineer, the structures and equipment 
of the Water Treatment Facility appear to be sound and well maintained although some components are 
showing signs of wear.  The Independent Engineer believes that the Water Treatment Facility will require 
improvements in the future to address aging components.  The Authority’s financial model includes a 
budget for addressing certain short-term needs of the Water Treatment Facility as well as projections that 
include allowances for long-term and ongoing needs of the Water Treatment Facility. 

The City currently maintains approximately 320 miles of underground water mains, over 8,000 
valves, 1,800 fire hydrants, approximately 33,000 service connections, five pumping stations and elevated 
storage tanks for high service areas and three potable water storage reservoirs with a total capacity of 50 
million gallons.   

Year 
Daily Average Gallons 

Produced (millions) 
Total Gallons  

Produced (millions) 

2007 14.78 5,393.20 
2008 14.77 5,407.03 
2009 14.22 5,190.63 
2010 14.75 5,385.11 
2011 16.24 5,928.42 
2012 15.86 5,804.06 

   
Source:  Pennsylvania Department of Environmental Protection Bureau of Watershed 
Management Primary Facility Report for ALLENTOWN MUNI WATERWORKS 

 
Service.  According to the Independent Engineer’s Report, the Water Plant and Distribution 

System serves a population of approximately 180,000 with an average daily consumption of 15.9 mgd of 
finished water.  The Water Plant and Distribution System serves residential, commercial, governmental, 
institutional and industrial customers within the City and also provides water to the municipalities of 
South Whitehall Township, Salisbury Township, Hanover Township, the Whitehall Township Authority, 
the City of Bethlehem and the Existing LCA System.  On May 29, 2013, the City of Bethlehem 
(“Bethlehem”) notified the City that it proposes to modify the City’s Municipal Water Service Agreement 
with Bethlehem into an emergency interconnection agreement, pursuant to which the Concessioned 
System would provide water to Bethlehem on an emergency interconnection basis only.  The City 
currently is reviewing Bethlehem’s proposal. 
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Historic Retail Water Consumption by Customer Class (gallons per day) 
 

Customer Class FY2008 FY2009 FY2010 FY2011 FY2012 

Residential 5,484,345 6,854,378 6,266,184 6,294,956 6,037,823 

Commercial 1,902,520 1,616,523 1,591,392 1,517,478 1,530,665 

Industrial 350,231 350,080 328,090 313,850 289,304 

Total 7,737,096 8,820,981 8,185,666 8,126,284 7,857,792 

% Change (2.02)% 14.01% (7.20)% (0.73)% (3.30)% 

____________________ 
Source:  Water production and consumption data from the annual ACT 220 submissions to PADEP.   

 
Water Standards.  In 1997, the City’s Manager of Operations for the Water Plant and 

Distribution System set standards for filtered drinking water that were more stringent than the standards 
set by the U.S. Environmental Protection Agency (the “EPA”) or the Pennsylvania Department of 
Environmental Protection (“PADEP”).  The City’s standards were in place before the Partnership for Safe 
Drinking Water was created.  The City enrolled in the Partnership for Safe Drinking Water in 2005 and 
has received multiple awards from the Partnership for Safe Drinking Water since joining.  In the opinion 
of the Independent Engineer, based on its review of available documents over the time period from 2009 
to 2012, the Water Plant and Distribution System consistently produced potable water in compliance with 
the drinking water standards. 

Water Supply.  The Water Plant and Distribution System has a finished water reservoir capacity 
of 50 million gallons, which currently affords more than three days of water reserves in the event of a 
complete failure of the Water Treatment Facility.  This capacity is appropriate given that the Water 
Treatment Facility lacks on-site backup power generation capability.  In addition there are four sources of 
available Raw Water (as defined herein): (i) up to 30 mgd from the Little Lehigh Creek; (ii) up to 5 mgd 
from the Crystal Spring; (iii) up to 9 mgd from the Schantz Spring; and (iv) up to 28 mgd from the Lehigh 
River.  The total maximum daily water withdrawal from these sources is 39 mgd.  The Lehigh River is 
not a primary source of Raw Water and is only used in case of emergencies.  The water delivery intake 
points are as follows: (i) for the Little Lehigh Creek, on the south side of the Water Treatment Facility; 
(ii) for the Crystal Spring, adjacent to the Water Treatment Facility along Martin Luther King, Jr. Drive in 
the City; (iii) for the Schantz Spring, along Schantz Road in Upper Macungie Township, approximately 
five miles from the Water Treatment Facility; and (iv) for the Lehigh River, approximately 1,400 feet 
north of the Hamilton Street Dam in the City. 

In the Concession Agreement, the City will retain and continue to own, maintain and operate the 
Retained Water Supply System.  The City has agreed to supply to the Authority for treatment, at no cost 
to the Authority, water from the Retained Water Supply System and other sources (“Raw Water”) that 
meets the Raw Water quality specifications set forth in the Concession Agreement (the “Raw Water 
Specifications”) in the quantity and at the rate of delivery as is necessary to enable the Authority to meet 
the Operating Standards and to provide services: (i) to the City, its residents, and its commercial and 
industrial users of the Water Plant and Distribution System that are located in the City and all other users 
in the City; (ii) to each Municipal Customer pursuant to the Municipal Service Agreements for water; and 
(iii) in accordance with any agreement for the bulk sale of Surplus Water when such Surplus Water is to 
be treated by means of the water treatment plant and facilities of the Water Plant and Distribution System 
or transmitted by means of the water distribution facilities of the Water Plant and Distribution System.  
See “– The Water Plant and Distribution System – Water Supply” for a description of the sources of 
available Raw Water. 
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Water Quality.  In the Concession Agreement, the City has agreed to provide Raw Water to the 
Authority that meets the Raw Water Specifications.  The Raw Water may be supplied from the Retained 
Water Supply System in the quantity and at the rate of delivery as is necessary to enable the Authority to 
meet the Operating Standards and to provide Utility Services by means of the Water Plant and 
Distribution System.  The maximum withdrawal of Raw Water from all sources permitted by PADEP is 
39 mgd with a combined safe yield reported to be 157 mgd.  The Raw Water Specifications set limits on 
pH, turbidity from springs, turbidity from surface water, and acknowledged, identifiable and regulated 
contaminants present in sufficient concentrations that, despite full processing at the treatment plant, 
would be distributed into the public water supply at concentrations in excess of regulatory limits for those 
contaminants.  In the Concession Agreement, while the City disclaims making specific representations or 
warranties regarding Raw Water, including its treatability by the Water System, its chemical and physical 
characteristics, temperature, and the presence of pollutants or Hazardous Substances, it does represent that 
the Concessioned System, when operated and maintained in accordance with Prudent Industry Practices 
and as currently configured, will be capable of being operated in compliance with the Operating 
Standards and without an Operational Breach.  See “– System Operations – General” below.  

If one or more of the sources of the City’s Raw Water delivered to the Authority does not meet 
the Raw Water Specifications and, as a result (after taking into account stored water in reservoirs) there is 
an insufficient supply of Raw Water from the Retained Water Supply System’s sources to meet the needs 
of the Authority under the Concession Agreement, an event of Force Majeure occurs and the Authority is 
entitled to relief from compliance with the Operating Standards and from the imposition of liquidated 
damages resulting from water quality and all other matters related to the Force Majeure event, to the 
extent and in the manner set forth in the Concession Agreement.   

Whenever Raw Water does not meet the Raw Water Specifications, the Authority is required to 
take all appropriate mitigation and treatment actions in accordance with Prudent Industry Practices and 
the Operating Standards previously used by the City, submit necessary notices and advise the City of its 
plans, and use reasonable efforts consistent with Prudent Industry Practices, to comply with the Operating 
Standards. 

If the Authority is required to secure a replacement source of water when Raw Water from the 
Retained Water Supply System does not meet the Raw Water Specifications, the Authority also is entitled 
to recovery of its additional costs incurred to purchase replacement sources of water and to treat Raw 
Water that does not meet the Raw Water Specifications.  The City may elect to reimburse the Authority 
for the additional costs described above directly from City funds or by an increase in the Schedule of 
Service Charges.  In any event, the reimbursement to the Authority of its costs, together with interest at 
the Bank Rate, must be paid within one year of the date that a documented claim for such reimbursement 
is submitted to the City.  “Bank Rate” means the Three-Month London Interbank Offered Rate or any 
successor rate thereto as reported in The Wall Street Journal. 

Surplus Water.  Any water available from the Retained Water Supply System that is not 
required to be provided in connection with the Authority’s provision of Utility Services under the 
Concession Agreement is deemed Surplus Water.  In the Concession Agreement, the City has retained its 
rights with respect to Surplus Water and the City may enter into agreements for the bulk sale of Surplus 
Water (each a “Bulk Sale Agreement”).  If Surplus Water is sold by the City pursuant to a Bulk Sale 
Agreement and treated and/or transmitted by the Water Plant and Distribution System, the Authority may 
charge reasonable fees for such treatment and transmission of Surplus Water. 

Water Shortage.  A “Water Shortage” is any shortage in the quantity of available water provided 
by means of the Retained Water Supply System and caused by drought, pollution (which cannot or is not 
permitted to be treated by the Water Plant and Distribution System in its then current configuration and 
method of operation), a Force Majeure incident affecting water shortage, a loss or change of permit, or 
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any other cause or condition beyond the control of the City.  In the event of a Water Shortage, the amount 
of Raw Water to be provided by the City to the Authority by means of the Retained Water Supply System 
may be reduced, but the Authority’s proportionate share may not be reduced by more than the degree to 
which the total amount of available water is reduced (i.e., the City may not discriminate against the 
Authority to the benefit of any other purchaser of water from the City).  Similarly, in the event of a Water 
Shortage relating to any individual source within the Retained Water Supply System, the amount of Raw 
Water being provided by the City to the Authority from that individual source may be reduced, but by no 
more than the degree to which the total amount of available water from that particular source is reduced. 

To the extent possible, the City is required to provide additional water from the other sources 
within the Retained Water Supply System to compensate for the reduction in water available from the 
affected source.  However, if the City is unable to provide additional water from other sources to 
compensate for a reduction, the Authority is not excused from its general obligation to provide water.  
However, when and to the extent that the Authority is required to secure a replacement source of water 
for Raw Water as a result of a Water Shortage or as a result of maintenance activities related to the 
Retained Water Supply System, then the Authority is entitled to recovery of its additional costs to 
purchase replacement sources of water.  In that event, the City may elect to reimburse the Authority 
directly from City funds or by an increase in Service Charges.  In any event, the reimbursement to the 
Authority of its costs, together with interest at the Bank Rate, must be paid within one year of the date 
that a documented claim for such reimbursement is submitted to the City.  

Based on current and projected water demands, the diversity of water sources and the significant 
quantities of surplus water, the Authority does not believe that Water Shortage events are likely to occur 
except in the case of regulatory declaration of area wide drought-related limitations.  In the event of a 
drought, the City has prepared a Drought Management Plan, which calls for the City to take certain 
actions described in the Independent Engineer’s Report.  The Independent Engineer has also concluded 
that the Concessioned System is expected to have adequate available Raw Water supply to satisfy annual 
average demand and peak month demand over the life of the 2013 Bonds. 

Water Sales Shortfalls.  Beginning on January 1, 2016, the Authority is required to provide the 
City with monthly reports setting forth (separately for the Retail Water Customers and the Municipal 
Bulk Customers) the actual average daily volume of metered water sales:  (i) for that month; (ii) for that 
calendar year to date (a “Reporting Year”); and (iii) for the three consecutive preceding Reporting Years.  
By February 10th of each year, the Authority is required to file a report with the City covering the three 
immediately preceding Reporting Years, beginning in the three year period ending December 31, 2016.  If 
that report shows that a Water Sales Shortfall has occurred with respect to the three immediately 
preceding Reporting Years (each such three year period is referred to as a “Water Sales Test Period”), 
then the Annual Report also must set forth the Annual Shortfall Recovery Amounts that will be payable 
by the City to the Authority for the then current and the two ensuing Reporting Years as a result of the 
Water Sales Shortfall in question. 

• A “Water Sales Shortfall” means, for each Water Sales Test Period, the amount (expressed in 
gallons per day) by which the sum of (i) the actual average daily volume of metered water sales to 
all Retail Water Customers and (ii) the Bulk Sales Surplus over the entire Water Sales Test 
Period, was less than 7.269 million gallons per day. 

• “Bulk Sales Surplus” for any Water Sales Test Period is the excess (expressed in gallons per 
day) by which the actual average daily volume of metered water sales to all Municipal Bulk 
Customers over the entire Water Sales Test Period was more than 1.785 million gallons per day. 
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• “Municipal Bulk Customer” means a Municipal Customer that purchases water pursuant to a 
Municipal Service Agreement, other than the Authority in its capacity as purchaser of water from 
the City for the Existing LCA System. 

• The “Shortfall Recovery Amount” with respect to each Water Sales Test Period, is the 
amount of money that would have been collected from Retail Water Customers through Service 
Charges during that period, had the Water Sales Shortfall amount been sold to them. 

• “Retail Water Customers” means all users of the Water Plant and Distribution System, 
exclusive of governmental users that are party to a Municipal Service Agreement.   

In any year in which a Water Sales Shortfall occurs with respect to a Water Sales Test Period, the 
Authority is entitled to impose an additional Service Charge upon all Retail Water Customers to recover 
that Shortfall Recovery Amount.  The amount that may be recovered through increased Service Charges 
in any year is equal to one-third of the Shortfall Recovery Amount for the corresponding Water Sales Test 
Period.  See “THE CONCESSIONED SYSTEM – Rates – Other Adjustments to Service Charges.”  
Given the magnitude of current and projected retail water sales and municipal bulk water sales, the 
Authority currently believes that a water sales shortfall is unlikely to occur. 

Based on current and projected water demands, the Authority does not believe that a Water Sales 
Shortfall is likely to occur.   

Capital Costs of Remedying System Water Loss.  Unaccounted for water in the Existing LCA 
System comprises less than 10% of the total water production, whereas the Concessioned System 
currently loses between 23-24% of its water through leakage and unaccounted for meter reading losses.  
The Concessioned System contains more than 300 miles of pipe, approximately half of which were 
installed prior to 1945.  Two projects will serve to reduce the unaccounted for water in the Concessioned 
System.  First, the City is currently replacing all water meters in the City, many of which have exceeded 
their useful life (the “Meter Replacement Project”).  Although the actual reduction cannot be ascertained 
until the Meter Replacement Project is complete, the City has seen higher utilization, which will serve to 
reduce unaccounted for water in the Concessioned System.  Second, the Authority is required to replace at 
least two miles of water main annually, which also will reduce system leakage and therefore, unaccounted 
for water.  See Appendix A for a detailed description of the Meter Replacement Project and the ongoing 
replacement of water mains. 

The Sewer Utility System 

Facilities.  The City’s wastewater treatment facility, known as Kline's Island Wastewater 
Treatment Plant (the “Wastewater Treatment Facility” or the “KIWWTP”), is a 40 mgd, two-stage 
trickling filter plant, providing secondary and tertiary nitrification of municipal and industrial waste to 
customers within the City as well as seven other municipalities or municipal authorities.  Each of the 
seven municipalities or municipal authorities owns and operates its own collector systems, which 
connects to the Wastewater Treatment Facility.  The Wastewater Treatment Facility was constructed in 
1929 and increased its capacity in 1968.  In 1979 the Wastewater Treatment Facility was upgraded to its 
current 40 mgd capacity.  The Sewer Utility System also includes flood control structures consisting of 
dikes, levees and floodwalls along the Lehigh River in the general vicinity of the Wastewater Treatment 
Facility.  In the opinion of the Independent Engineer, the structures and equipment of the Wastewater 
Treatment Facility appear to be sound, in good physical condition and well maintained although some 
components are showing signs of wear and, based on its review of available documents over the time 
period from 2009 to 2012, with the exception of bypass events due to high flows during severe wet 
weather, the Wastewater Treatment Facility consistently treats wastewater in compliance with its National 
Pollutant Discharge Elimination System (“NPDES”) permit limits.  
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Year 
Daily Average Gallons

Treated (millions) 
Total Gallons  

Treated (millions) 

2007 30.80 11,240.88 
2008 32.27 11,810.45 
2009 30.70 11,204.38 
2010 31.64 11,547.85 
2011 36.05 13,156.45 
2012 30.91 11,312.82 

  

*  Source: City of Allentown  
 
Service.  The City is divided into 42 sewage districts and the Sewer Utility System serves 99% of 

the City’s current population.  The Sewer Utility System also provides sewer service to seven 
municipalities or municipal authorities: the Borough of Emmaus, Hanover Township, Salisbury 
Township, South Whitehall Township, the Coplay-Whitehall Authority, the Existing LCA System and 
Lower Macungie Township.  The Existing LCA System currently provides sewer service through the 
Sewer Utility System to eight additional municipalities or municipal authorities: the Borough of Alburtis, 
the Borough of Emmaus, the Borough of Macungie, Lower Macungie Township, Lowhill Township, 
Upper Macungie Township, Upper Milford Township and Weisenberg Township.  The sewer service to 
these other municipalities and municipal authorities accounts for approximately half of the City’s sewer 
revenues.  According to the Independent Engineer’s Report, the Sewer Utility System currently serves a 
population of over 200,000, owns and operates roughly 285 miles of sewer pipes, and treats sewage for a 
majority of Lehigh County, collecting sewage from various communities pursuant to Municipal Sewer 
Service Agreements.  The Wastewater Treatment Facility discharges treated effluent into the Lehigh 
River. 

Sludge Agreement.  In a separate transaction, the City has agreed to provide residual material 
left from the wastewater treatment process, including biosolids (“Sludge”) and municipal solid waste 
(“MSW”) to Delta Thermo Energy A, LLC (“DTE”), an entity unrelated to the Authority and not liable 
with respect to the 2013 Bonds, pursuant to an Agreement dated as of March 29, 2012 (the “Sludge 
Agreement”).  Under the Concession Agreement, the Authority is obligated to deliver Sludge to DTE at 
the DTE Facility (as defined herein) as provided in the Sludge Agreement and the City’s payment and 
performance obligations under the Sludge Agreement will be assumed by the Authority but only as it 
relates to Sludge.  The City will retain all payment and performance obligations under the Sludge 
Agreement as it relates to MSW, and will indemnify the Authority with respect to certain matters relating 
to the operation of the Sludge Agreement.  Construction of the DTE Facility to accept Sludge and MSW 
has not begun.  If the facility is not completed, the Authority intends to continue to use the Concessioned 
System’s existing land application or another sludge disposal vendor.  Although the Authority currently 
believes that the operating costs for the Sludge management will be lower if the DTE Facility is not built, 
the Authority’s financial model conservatively assumes that the DTE Facility will be built and the 
Authority will deliver Sludge to DTE pursuant to the Sludge Agreement.  See “OTHER PROJECT 
DOCUMENTS – Sludge Agreement.” 

City Retained Responsibility for Certain Projects 

General.  The City has agreed to pay the costs (which include all capital costs, financing costs 
and design, engineering, legal and similar costs to the Concessioned System) of Capital Improvements to 
the Concessioned System that were uncompleted as of the Bid Date, including certain Wastewater 
Treatment Plant Projects, Water Filtration Plant Projects, and Water Distribution System Projects.  The 
City estimated the cost of such work to be approximately $3 million. 
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Administrative Order Project.  The City also is responsible for paying the Project Costs of the 
Administrative Order Project as set forth below.  The City has not yet determined precisely how to fund 
the costs of the Administrative Order Project (when the size of those costs is determined). However, the 
Concession Agreement contemplates the use by the City of the proceeds of its Administrative Order 
Bonds that will be repaid by the City from a surcharge on rates to be made available to the City for such 
purpose.  The City, in its discretion, also could use other available funds to pay for a portion of the costs 
of the Administrative Order Project. 

The collection systems that discharge flow to the Wastewater Treatment Facility allow rain-
derived inflow and infiltration (“RDII”) into the sewers.  During certain wet-weather events, the amount 
of RDII that enters sewers can exceed the hydraulic capacity of the Sewer Utility System and result in 
sewage overflows into the environment.  This condition resulted in the EPA issuing to the City two 
separate administrative orders (the “Administrative Orders”) dated September 28, 2007, and September 
28, 2009.  Both Administrative Orders related to by-passed flow at the Wastewater Treatment Facility, 
and sanitary sewer overflows in the collection systems owned by the City and by the Municipal 
Customers whose sewage flows to the Wastewater Treatment Facility pursuant to their Municipal Sewer 
Service Agreements with the City, including the Existing LCA System.  The Pennsylvania Department of 
Environmental Protection has also required that all planning modules, for new connections draining to the 
Wastewater Treatment Facility, be reviewed and approved prior to the authorization of new connections.  
The Municipal Customers were named as respondents to the Administrative Order issued in 2009 because 
they were in the Wastewater Treatment Facility’s drainage area.   

The Authority organized and manages a coalition of several municipalities and municipal 
authorities, known as the Western Lehigh Sewer Partnership (the “WLSP”), established for the purpose of 
jointly addressing the second Administrative Order for excessive wet-weather flows in the Existing LCA 
System’s service area only.  The Authority, on behalf of the Existing LCA System, is a member of the 
WLSP. 

All capital improvements related to the remediation of violations set forth in the Administrative 
Orders (the “Administrative Order Project”) are to be undertaken by the Authority, as concessionaire for 
the Concessioned System, at the sole cost and expense of the City and are Excluded Liabilities under the 
Concession Agreement.  “EPA Administrative Orders” are defined to include: (i) the two Administrative 
Orders described above, (ii) a specified set of findings and orders that were filed prior to March 29, 2013, 
the date on which the Authority and other bidders filed bids to become the concessionaire for the 
Concessioned System, and (iii) and any other administrative or judicial order entered subsequent to the 
Bid Date relating to the subject matter of the listed Administrative Orders.  While the City retains 
responsibility for fines, penalties and remediation of the issues addressed in the EPA Administrative 
Orders, including any deficiency in any Administrative Order Project, as specified by the City, to 
remediate the adverse condition, the Authority is responsible for any environmental issues, including a 
remediation failure, associated with faulty design or implementation of an Administrative Order Project.  
See “- Rates – Administrative Order Debt Service Costs” for a discussion of the Authority’s right to raise 
rates to reimburse the City for the City’s costs of the Project Costs of the Administrative Order Project.   

System Operations 

General.  Generally, the Authority, at all times during the Term:  (i) is responsible for all aspects 
of System Operations and (ii) is required to maintain and operate the Concessioned System and cause 
System Operations to be performed in accordance with the provisions of the Concession Agreement, the 
Operating Standards, Applicable Law and Prudent Industry Practices.  In particular, the capacity of the 
Concessioned System, the Water Treatment Plant, the Wastewater Treatment Facility, the water 
distribution facilities and sewerage collection facilities at all times must be sufficient to meet the needs of 
the City, its residents and the commercial and industrial users of the Concessioned System located in the 



 

 24 

City, and to meet the service obligations to Municipal Customers under the Municipal Service 
Agreements.   

The Authority is required at all times during the term, to cause the Concessioned System to be 
continuously open and operational to provide services to System Users in accordance with the Concession 
Agreement and to provide Utility Services, twenty-four hours a day, every day.  However, the Authority 
may close the Concessioned System or portions thereof in circumstances as may be required by 
applicable Law in order to comply with other requirements of the Concession Agreement (including 
closures for capital improvements or maintenance or repair activities as required by the Operating 
Standards), or as necessary for temporary closures required to address emergencies, public safety, or 
temporary events or in other circumstances permitted in the Concession Agreement.  Except as otherwise 
provided in the Concession Agreement, the Authority is required to pay all costs and expenses relating to 
System Operations, as the same are due and payable.  See “CONCESSION AGREEMENT” for a 
description of other provisions governing operations of the Concessioned System. 

In the Concession Agreement, the City represents that the Concessioned System, when operated 
and maintained in accordance with Prudent Industry Practices and as presently configured, will be 
capable of being operated in compliance with the Operating Standards and without an Operational 
Breach.  It also represents that except as disclosed to the Authority and except as described above in “– 
City Retained Responsibility for Certain Projects – Administrative Order Project,” there are no facts, 
circumstances, conditions or occurrences regarding the Concessioned System that could reasonably be 
expected to give rise to any environmental claims or governmental enforcement actions that could 
reasonably be expected to have a Material Adverse Effect and further that there are no past, pending or 
threatened environmental claims or governmental enforcement actions against the City that individually 
or in the aggregate could be reasonably expected to have a Material Adverse Effect.  The Independent 
Engineer conducted Phase I Environmental Assessments for the major sites associated with the 
Concessioned System to be leased by the Authority and did not identify any recognized environmental 
conditions that would prevent the continued operation of the Concessioned System. 

Authority Operational Plans.  The Authority currently intends to operate, manage, maintain, 
repair or rehabilitate and improve the Concessioned System itself during the term of the 2013 Bonds, 
even though the Concession Agreement would permit the Authority to appoint an Operator to perform 
those functions in its place.  An “Operator” must be an active operator of water systems and sewer 
systems with the expertise, qualifications, experience, competence, skills and know-how to perform the 
System Operations in accordance with the Concession Agreement.  The Concession Agreement 
acknowledges that the Authority itself will act as Operator of the Concessioned System.  The Authority 
believes that it has the prerequisites necessary to operate the Concessioned System.  See “THE 
AUTHORITY – The Authority’s Plan to Manage, Operate and Maintain the Concessioned System” for a 
description of the Authority’s plans to manage, operate and maintain the Concessioned System. 

Operating Standards.  In the Concession Agreement, the Authority has agreed to operate the 
Concessioned System in compliance in all material respects with the operating standards attached as a 
schedule to the Concession Agreement (the “Operating Standards”).  The Operating Standards are 
designed to ensure the quality of water delivered to Retail Water Customers and Municipal Customers, 
the protection of water bodies receiving treated Sewer Utility System effluent, and the long-term 
protection of the water and sewer infrastructure of the Concessioned System during the Term of the 
Concession Agreement.  It also sets forth the Authority’s obligations with respect to the operation and 
maintenance of the Concessioned System, and requires the Authority to submit regular reports to the City 
regarding system performance, operation and maintenance activities, capital improvements, customer 
service practices, and other activities. 
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The Authority has adopted and plans to implement procedures that it believes are designed to 
achieve compliance with the Operating Standards.  The Concession Agreement provides that the 
Operating Standards will not be deemed to be violated by occasional immaterial acts or omissions other 
than those which endanger the public health and safety but the City in all cases may assess operational 
liquidated damages (described below).  If the Authority wishes to implement and use operating standards 
other than the Operating Standards, the Authority must provide its proposed Operating Standards to the 
City for approval, along with an explanation of the Authority’s rationale for making such proposal.  If the 
City refuses to approve any proposed operating standards, the Authority may submit the matter for 
dispute resolution under the provisions of the Concession Agreement. 

The City may modify or change the Operating Standards upon notice to the Authority to: 
(i) comply with any new Law or Change of Law (other than a new Law or Change of Law enacted by the 
City that is not required by any new Law or Change of Law enacted by another Governmental Authority 
applicable to the Concessioned System) or (ii) conform the Operating Standards to standards or practices 
generally adopted with respect to sewage collection, treatment and disposal systems and water treatment 
plants and water distribution systems.  The Authority has the right to challenge any modified Operating 
Standard pursuant to the Concession Agreement.  If the City modifies or changes the Operating Standards 
in the circumstances described in clause (i) above, the City and the Authority will adjust the Schedule of 
Service Charges to account for that change; if the modification or change to the Operating Standards is to 
be made under the circumstances described in clause (ii) above, then the City and the Authority must 
negotiate in good faith to reduce the impact on the Authority of any increased costs or expenses 
associated with such modification or change.   

In certain instances, the Authority may be required to provide capital to pay the costs of 
compliance with or implementation of: (i) a modified or additional Operating Standard to comply with 
any new Law or Change of Law (other than a City-enacted new Law or Change of Law) prior to 
recouping the costs of compliance through adjustments to Service Charges to retail customers and 
Municipal Customers, (ii) a modified or additional Operating Standard to conform with prudent industry 
practices prior to negotiating with the City to reduce the impact of any increased costs and expenses to the 
Authority associated with such modified or additional Operating Standard and (iii) a modified or 
additional Operating Standard other than as described in clauses (i) and (ii) above prior to recouping the 
costs of compliance through Concession Compensation.  See “CERTAIN INVESTMENT RISKS – 
Financial Risks – Authority’s Responsibility to Raise Capital and Limits on Borrowing for Future Capital 
Expenditures” for a description of certain risks relating to the Authority’s ability to raise such capital. 

The City also may modify or change the Operating Standards for any other reason upon 
reasonable written notice to the Authority.  In that case, however, the City is required to pay Concession 
Compensation to the Authority with respect to the change or modification at the time it is implemented.  
See “CONCESSION AGREEMENT – Compensation Event – Concession Compensation” for a 
description of Concession Compensation. 

The Concession Agreement permits the City to assess operational liquidated damages 
(“Operational Liquidated Damages”) for each breach (an “Operational Breach”) of the Operating 
Standards.  Operational Liquidated Damages ranging from $3,000 to $8,000 annually and $1,000 to 
$2,000 quarterly are specified in the Operating Standards and are adjusted for inflation from the Closing 
Date.  The Operational Liquidated Damages may include additional amounts if they are assessed for 
multiple operational breaches.  The Authority is required to pay Operational Liquidated Damages within 
30 days following the filing of the written notice by the City.  The City may assess Operational 
Liquidated Damages for an Operational Breach of the water quality standards at any time.  With respect 
to all other Operational Breaches, the Authority has a transition period ending on the 183rd day next 
following the Closing Date to bring its operations into compliance with the Operating Standards without 
assessment of any liquidated damages. 
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The Operating Standards are not violated by occasional immaterial acts or omissions other than 
those that endanger public health and safety. 

Capital Improvements 

General.  Under the Concession Agreement, the Authority is responsible for all capital 
improvements with respect to the Concessioned System required to be completed during the Term, which 
include the Required Capital Improvements and Major Capital Improvements.  However, the City is 
responsible for the funding of any Administrative Order Projects to be undertaken by the Authority.  See 
“CONCESSION AGREEMENT – Capital Improvements.”  The Authority intends to use a portion of the 
proceeds of the 2013 Bonds to finance the costs (currently estimated by the Authority to be approximately 
$20,000,000) of the Required Capital Improvements, as well as approximately $12,100,000 to pay the 
costs of Major Capital Improvements the Authority expects to complete over the next five years as set 
forth in the Capex Plan (as defined herein). 

Uncompleted Work.  The City has retained completion and payment for the Uncompleted Work.  
The “Uncompleted Work” consists of certain capital improvements to the Concessioned System 
including: the Administrative Order Project; supervisory control and data acquisition and security system 
upgrades at the Wastewater Treatment Facility; a chlorine booster station and a new roof over the 
chemical storage area at the Water Treatment Facility; certain repairs at a water storage tank; and the 
Meter Replacement Project.   

Capex Plan.  By the Closing Date, the Authority is required to deliver to the City a preliminary 
asset management plan for the Concessioned System for the period running from the Closing Date until 
the first anniversary thereof.  That plan is required to include the Major Capital Improvements and any 
other capital improvements that are necessary for the operation of the Concessioned System (the “First-
Year Capex Plan”).  

No later than 60 days after the first anniversary of the Closing Date, the Authority must deliver to 
the City an initial five-year asset management plan for the Concessioned System (described below) which 
must include the Required Capital Improvements, the Major Capital Improvements and any other capital 
improvements that are necessary for the operation of the Concessioned System (the “Five-Year Capex 
Plan” and, collectively with the First-Year Capex Plan, the “Capex Plan”).  The Authority is required to 
update the Five-Year Capex Plan and submit the updated plan to the City for review and comment (i) no 
later than 60 days prior to the end of each full year ending after the Closing Date, and (ii) at any other 
time at which the Authority reasonably believes that the Five-Year Capex Plan should be updated. 

Fund Description 2013 2014 2015 2016 2017 Total 

Water Water Main Rehabilitation $ -  $1,353,000  $2,773,650  $2,842,991 $2,914,066  $9,883,707 
Water Water Main Upgrade  -  -  -  -  2,980,295  2,980,295 
Water Schantz Spring Main Improvement  -  -  -  -  1,324,575  1,324,575 
Water WTP Mechanical Renovations  50,000  205,000  210,125  215,378  220,763  901,266 
Water Condition Assessment  -  206,602  211,767  217,061  222,487  857,917 
Water WTP Water Filtration Plant  -  666,250  2,153,781  2,207,628 2,262,8126  7,290,473 
Sewer KIWWTP Digestor Cover Replacements  -  1,000,000  1,000,000  -  -  2,000,000 
Sewer KIWWTP Motor Control Center  -  1,947,000  -  -  -  1,947,500 
Sewer KIWWTP Belt Filter Press Remediation  -  615,000  630,375  646,134  -  1,891,509 
Sewer KIWWTP Renovations  100,000  512,500  525,313  538,445  551,906  2,228,164 
Sewer Flood Control – Levees  -  500,000  -  -  -  500,000 
Sewer Flood Control – River Shoaling  -  300,000  -  -  -  300,000 
 Total  $150,000  $7,305,852  $7,505,011  $6,667,635 $10,476,909 $32,105,407 
        

 
The Capex Plan is required to:  (i) be developed on the basis of regulatory and industry standards 

pursuant to which assets are evaluated and catalogued based on condition, criticality, cost, risk of failure 
and consequence of failure; (ii) prioritize maintenance and capital expenditures so as to extend the useful 
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life of the Concessioned System and the components thereof; and (iii) include an outline of the work 
anticipated to be carried out and an estimate of the costs associated with such works.  Each Capex Plan 
will be reviewed by the City within 30 days of its submission and will be subject to the approval of the 
City, which approval will not be unreasonably conditioned, delayed or withheld. 

Required Capital Improvements.  The “Required Capital Improvements” under the Concession 
Agreement are capital improvements to the Concessioned System specifically set forth in the Concession 
Agreement to be completed during the first five years of the Term.  They include the replacement of spun 
cast iron water mains and other water mains, the replacement of 2,000 linear feet of the Schantz Spring 
Main and certain capital improvements to the City’s wastewater treatment plant but do not include the 
Uncompleted Work and any Directives from the City.  The Concession Agreement includes a schedule 
containing cost estimates for the Required Capital Improvements, but no specific scope for the 
replacement of spun cast iron water mains and other water mains.  However, the Operating Standards 
specify minimum required water main replacement rates for which the cost is expected to exceed the 
amounts scheduled in the Concession Agreement for Required Capital Improvements.  The Authority has 
included in its financial model the following estimated budgets for the Required Capital Improvements 
(including the water main replacement rate specified in the Operating Standards): approximately $4.9 
million in 2014, $4.4 million in 2015, $3.5 million in 2016 and $7.2 million in 2017. The Required 
Capital Improvements (including the water main replacement rate specified in the Operating Standards) 
and the related costs will be incorporated into the Five-Year Capex Plan.  The Required Capital 
Improvements will be funded from proceeds of the 2013A Bonds and the 2013B Bonds. 

Rates 

General.  Rates, fees and charges for the provision of water and the provision of water services 
by a municipal authority like the Authority are not subject to approval by the Pennsylvania Public Utility 
Commission (“PUC”), and the City and the Authority have agreed in the Concession Agreement not to 
seek PUC jurisdiction over the matters covered in the Concession Agreement. 

However, the Concession Agreement contains provisions governing the ability of the Authority to 
impose and increase Service Charges. 

The initial schedule of Service Charges is set forth in the Concession Agreement itself and those 
initial rates set forth in the schedule of Service Charges are equal to the current rates charged by the City 
for such services.  Generally, the Authority is entitled to receive and retain the Service Charges collected 
from users of the Concessioned System (with an exception described below under “ – Administrative 
Order Debt Service Charges”), as well as all Municipal Service Charge payments made pursuant to the 
Municipal Service Agreements.  The Service Charges must be reasonable and comply with the 
requirements of the Act. 

Water Plant and Distribution System – Historical User Rates 
Year 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 

Cost per 
1,000 Gal 

1.97 1.97 2.07 2.69 2.63 2.69 2.69 2.69 2.69 2.69 2.95 2.95 3.10 

            

*  Source: City of Allentown         
 
 

Sewer Utility System – Historical User Rates 
Year 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 

Cost per 
1,000 Gal 

1.36 1.40 1.47 2.15 1.94 1.94 1.94 1.94 1.94 1.94 2.13 2.13 2.24 

            

*  Source: City of Allentown         
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Limits on Annual Rate Adjustments.  Except as described below under “– Other Adjustments 
to Service Charges” and “– Administrative Order Debt Service Charges,” the Authority may not increase 
the schedule of Service Charges prior to January 2016.  In each calendar year beginning in 2016, the 
Authority may establish a revised schedule of Service Charges for each class or type of utility service 
(other than Service Charges determined pursuant to a Municipal Service Agreement).  This annual rate 
adjustment of each type or class of Service Charge may not exceed the Permitted Annual Rate 
Adjustment for that calendar year.  The “Permitted Annual Rate Adjustment” contains two components:  
an Index Change based on the Consumer Price Index for all Urban Customers (CPI-U) Northeast Region 
(the “Index”); and a Margin Change, which is equal to 2-1/2% for each calendar year from 2016 through 
2032 and 2% for each year after 2032.  If the sum of the Index Change and the Margin Change (both as 
described above) in any calendar year is zero or a negative percentage, then there will be no annual 
percentage change for that calendar year.  The Permitted Annual Rate Adjustment limitation is not 
applicable to the Charges described below under “– Other Adjustments to Service Charges” and “– 
Administrative Order Debt Service Charges.”  

Other Adjustments to Service Charges.  The Authority also may charge other Service Charges 
which are not subject to the Permitted Annual Rate Adjustment limitation described above; these special 
Service Charges are designed to enable the Authority to recover specified costs.  These special Service 
Charges include:  a charge to recover the costs of the Required Capital Improvements; a charge to recover 
any leasehold taxes imposed on the Authority; a charge to recover the annual costs of any Major Force 
Majeure Event Unfunded Loss; a charge to recover any fee or charge imposed on the Authority with 
respect to the Concessioned System by the Delaware River Basin Commission (the “DRBC”); a charge to 
recover any leasehold taxes imposed on the Authority by any state, county or local governmental unit; 
and an annual charge resulting from a Water Sales Shortfall, when applicable.  See “– The Water Plant 
and Distribution System – Water Sales Shortfall.” 

In addition, the Schedule of Service Charges is subject to annual adjustment, upward or 
downward, on account of any Change of Law in order to reflect any changed cost or expense related to 
the Concessioned System and incurred by the Authority as a result thereof, as may be reasonably agreed 
to by the City and the Authority.  “Change of Law” is fully defined in Appendix D and includes the 
enactment, adoption, modification or repeal, after March 29, 2013, of any federal, state or local law, 
judgment, statute, rule or regulation of any government agency including the EPA or the PADEP, or the 
imposition after, March 29, 2013, of any material condition and the issuance, modification, renewal of 
any authorization or approval necessary for the operation and maintenance of the Concessioned System.   

An additional Service Charge also may be imposed to fund amounts due to the Authority: 

• In any reporting year in which the aggregate effect of the withdrawal or addition of 
Municipal Customers and of changes to the terms of the Municipal Service Agreements results in 
a reduction of Revenues by more than five percent from what would have been collected 
otherwise in that reporting year.  See “– General” above.  

• As a reimbursement to the Authority if it is required to secure a replacement source 
for Raw Water as a result of a Water Shortage or as a result of maintenance activities related to 
the Retained Water Supply System or to the extent that Raw Water provided by the Retained 
Water Supply System does not meet the Raw Water Specifications.  See “– The Water Plant and 
Distribution System – Water Shortage” above. 

• In connection with the occurrence of an Adverse Action by the City, the 
Commonwealth (or any agency thereof) or the County that is reasonably expected to be 
principally borne by the Authority and will have a material impact on the interests of the 
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Authority in the Concessioned System greater than $250,000, adjusted for inflation.  In this 
instance, an “Adverse Action” occurs if the City, the Commonwealth (or any agency thereof) or 
the County takes any action or actions at any time (including enacting, amending or repealing any 
Law) and the effect of doing so, individually or in the aggregate, is reasonably expected to be 
principally borne by the Authority and to have a material adverse effect on the fair market value 
of the Authority’s interest in the Concessioned System of more than $250,000, adjusted for 
inflation.  See “CONCESSION AGREEMENT – Adverse Actions.” 

• To mitigate the occurrence of a Compensation Event by using an increase in the 
Service Charges as a source for funding Concession Compensation payable to the Authority.  See 
“CONCESSION AGREEMENT – Compensation Event; Concession Compensation.” 

In order to impose an additional Service Charge in any of the four instances described 
immediately above, the City approval must take place pursuant to action taken by the City Council.  
However, in each of the four instances described immediately above, the City may elect to fund the 
amounts due to the Authority directly from City Funds (or in the case of a Compensation Event or an 
Adverse Action) or to mitigate the events itself.  In any event, the repayment to the Authority, together 
with interest, must be made within one year of the date notice of a claim for repayment is submitted to the 
City. 

The Authority also may impose a special Service Charge to recover the capital costs of Major 
Capital Improvements, which include an estimated $20,000,000 of Required Capital Improvements the 
Authority is required to make from 2013 through 2017.  The Authority must use any such Capital Cost 
Recovery Charges to recover the capital costs of Major Capital Improvements and must submit a written 
report to the City detailing the capital cost of the Major Capital Improvement, together with any cost 
change in the cost of operation and maintenance of the Concessioned System and other items.  The report 
must be considered by the City within 30 days of its submission and the City’s approval of the report may 
not be unreasonably conditioned, delayed or withheld.   

However, the City may withhold its approval of any proposed Capital Cost Recovery Charge 
during any year which is greater than 200% of the Capital Cost Recovery Charge for any other year.  Any 
Capital Cost Recovery Charge approved by the City may be imposed over the useful life of the Major 
Capital Improvement in question, or, if earlier, 30 years following the date on which the Major Capital 
Improvement in question is placed in service. 

Capital Recovery Fee.  The Authority is allowed to charge a Capital Recovery Fee in lieu of 
imposing a Capital Cost Recovery Charge.  A “Capital Recovery Fee” is a one-time fee charged at the 
time of connection to the Concessioned System, an increase in commercial or industrial usage or in 
connection with a capital improvement to the Concessioned System.  A Capital Recovery Fee may be in 
the form of a connection fee, tapping fee or assessment or a combination thereof.  The amount of Capital 
Recovery Fees charged with respect to the capital cost of a Major Capital Improvement, net of a 
reasonable reserve for delinquent assessments, will be applied to reduce the Capital Cost Recovery 
Charge for that Major Capital Improvement. 

Administrative Order Debt Service Costs.  In addition, as described above in “– City Retained 
Responsibility for Certain Projects – Administrative Order Project,” the City has agreed to pay the Project 
Costs of the Administrative Order Project.  The City has agreed to deposit amounts in a special 
Administrative Order Fund to pay the Project Costs of the Administrative Order Project.  The failure of 
the City to maintain amounts sufficient to punctually pay the Project Costs is a Compensation Event for 
which the Authority is entitled to Concession Compensation. 
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The Concession Agreement calls for an additional Service Charge to be imposed on all System 
Users (other than Municipal Customers obligated under Municipal Service Agreements to pay a portion 
of the Project Costs of the Administrative Order Project) to fund the Debt Service Requirements coming 
due in each year on any bonds or other indebtedness issued for the purpose of financing or re-financing 
the Project Costs of the Administrative Order Project.  The amounts collected in respect of this additional 
Service Charge, together with any similar payments made by a Municipal Customer under a Municipal 
Service Agreement, are to be turned over to the City, are not part of the Revenues of the Concessioned 
System, and do not secure the 2013 Bonds.  See “– Rates” above and below for a more detailed 
description of the provisions in the Concession Agreement governing the imposition of rates and Service 
Charges. 

Municipal Service Agreements.  The Service Charge adjustment provisions described above are 
not applicable to Municipal Customers under a Municipal Service Agreement; the terms of each 
Municipal Service Agreement will control adjustments to the rates charged to Municipal Customers 
thereunder.  As described above in “THE CONCESSIONED SYSTEM – Municipal Service 
Agreements,” the City is not assigning its right, title and interest in the Municipal Service Agreements to 
the Authority and is entering into the Services Agreement with the Authority pursuant to which the 
Authority will bill and collect Revenues from Municipal Customers pursuant to the Municipal Service 
Agreements, remit that customer’s Municipal Customer Share of Annual Debt Service (i.e., its share of 
debt service on any Administrative Order Bonds) portion to the City and remit the balance to the Trustee 
for deposit in accordance with the Indenture. 

The City and the Authority are parties to the Existing LCA Sewer Service Agreement under 
which the City provides sewer services for the Existing LCA System.  Any amounts collected by the City 
from the Existing LCA System (other than certain amounts related to debt service requirements on the 
Administrative Order Bonds, which are retained by the City) are Revenues that are required to be paid to 
the Trustee for deposit into the Project Fund established under the Indenture and may not be commingled 
with any other moneys of the Authority related to the Existing LCA System. 

Likewise, the City and the Authority are parties to the Existing LCA Water Service Agreement 
under which the City provides water supply services to the Existing LCA System and any amounts 
collected by the City from the Existing LCA System pursuant to the Existing LCA Water Service 
Agreement are Revenues that are required to be paid to the Trustee for deposit to the Project Fund 
established under the Indenture.  Payments received by the Trustee under the Existing LCA Sewer 
Service Agreement and the Existing LCA Water Service Agreement may not be commingled with any 
moneys of the Authority related to the Existing LCA System.  See “OTHER PROJECT DOCUMENTS – 
Municipal Service Agreements” for a description of certain Municipal Service Agreements including the 
Existing LCA Water Service Agreement and the Existing LCA Sewer Service Agreement. 

Special Discounts.  The City has established a program of Service Charge rebates for all City 
residents who are 65 years of age or older or who are permanently disabled and the City plans to continue 
administering that program.  The Authority has agreed to fund that program during the term of the 
Concession Agreement by paying annual amounts to the City equal to the amount of the rebates and the 
City’s administration costs related thereto.  In 2011, the Service Charge rebates totaled $18,609 and the 
City’s 2013 budget includes $10,500 for the rebate program.  The Authority has included $20,000 in its 
forecast for the first year of the term to fund the rebate program. 

In addition, no Service Charges may be imposed on the City for the provision of water for 
purposes of the City’s Fire Department, street cleaning, city hall and other buildings used primarily for 
public purposes, for comfort stations, for the municipal golf course and for swimming pools owned or 
operated by the City.  However, except for water supply used for purposes of the City’s Fire Department, 
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the aggregate amount of free water to be supplied as described in the preceding sentence in any calendar 
year may not exceed 91.5 million gallons, which the Authority estimates is equivalent currently to 
approximately $300,000 in lost Revenues.   

Limits.  Except as described above, the Authority may not revise the Service Charges from the 
initial Schedule of Service Charges in effect on the Closing Date without the prior approval of the City in 
the City’s sole discretion. 

City Ordinance.  On April 25, 2013, the City Council enacted an ordinance providing that the 
rates, service charges and fees for the supply of water and for the collection of sewage are to be those 
provided in the Concession Agreement for so long as the Concession Agreement is in effect.  The 
Ordinance also repealed inconsistent provisions of the Codified Ordinances of the City of Allentown. 

Historical Financial Performance 

WATER PLANT AND DISTRIBUTION SYSTEM  
HISTORICAL FINANCIAL PERFORMANCE 

($ Thousands) 2007 2008 2009 2010 2011 
Operating Revenues      
  Charges for services:      
    Metered charges 12,355 12,226 11,367 13,046 12,358 
    Other charges 1,608 1,756 1,607 1,843 2,283 
  Miscellaneous 206 140 221 331 237 
  Total Operating Revenues 14,169 14,122 13,195 15,220 14,879 
      

Operating Expenses      
  Personal services 5,636 5,943 5,960 6,149 6,208 
  Utility services 568 563 549 665 692 
  Contracted services 117 213 78 80 295 
  Materials and supplies 1,128 629 1,148 1,208 1,280 
  Miscellaneous 293 323 336 601 120 
  Total Operating Expenses 7,742 7,672 8,072 8,703 8,596 
      

Free Cash Flow 6,427 6,450 5,122 6,517 6,283 
Depreciation/Amortization 2,063 2,052 2,037 2,042 2,147 

Source:  City of Allentown 
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SEWER UTILITY SYSTEM 
HISTORICAL FINANCIAL PERFORMANCE 

($ Thousands) 2007 2008 2009 2010 2011 
Operating Revenues      
  Charges for services:      
    Metered charges 7,698 7,366 7,104 7,669 7,583
    Other charges 6,838 7,475 7,799 6,509 7,911
  Miscellaneous 217 195 186 302 101
  Total Operating Revenues 14,753 15,036 15,089 14,481 15,595
      

Operating Expenses      
  Personal services 7,055 7,052 7,452 7,584 7,499
  Utility services 742 748 739 888 849
  Contracted services 863 768 771 575 498
  Materials and supplies 1,598 940 2,227 1,006 1,789
  Miscellaneous 233 652 77 683 390
  Total Operating Expenses 10,491 10,159 11,266 10,736 11,026
      

Free Cash Flow 4,262 4,876 3,823 3,745 4,569
Depreciation/Amortization 1,909 1,907 1,904 1,908 2,025

Source:  City of Allentown  
 
 
The Authority’s analysis of the Concessioned System’s Historical Financial Performance includes 

recognition that various operating expenses of the Concessioned System are not expenses that would 
carry over to the Authority.  These non-recurring expenses include the costs of maintaining the City’s 
extensive parks and recreation network (including 23 employees in 2012); operating a fish hatchery for 
stocking trout in local streams; utilizing water and sewer personnel for non-essential water and sewer 
services, such as snow plowing and salting during the winter; providing City pool opening and closing 
services; and providing lab testing services, traditional street work services and other public works 
functions.  As a result, the Authority views the free cash available from the Concessioned System 
differently than the Historical Financial Performance in the tables listed above.  In the table below, the 
Authority has included a Proforma Analysis of Free Cash Flow, which it considers to represent free cash 
flow, if the City had operated the Concessioned System in accordance with the Concession Agreement.  
See the Independent Engineer’s Report attached hereto as Appendix A and the financial statements 
relating to the City’s Water Fund and Sewer Fund attached hereto as Appendix B. 
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CONCESSIONED SYSTEM 
PROFORMA FREE CASH SCHEDULE 

 2007 2008 2009 2010 2011 
Free Cash Flow 
Water $6,427 $6,450 $5,122 $6,517 $6,283 
Sewer 4,262 4,876 3,823 3,745 4,569 
Total 10,689 11,326 8,945 10,262 10,852 
 

Adjustments 
Engineering – Water 481 451 432 368 373 
Engineering – Wastewater 1,317 1,220 1,188 961 921 
Parks and Recreation 1,636 1,776 1,868 1,919 2,071 
Fish Hatchery 65 74 71 80 82 
City GIS - 289 495 443 477 
Storm Water and Stream 
Surveillance 63 75 73 61 74 
Total Adjustments 3,562 3,885 4,127 3,832 3,998 
 

Adjusted Free Cash Flow $14,251 $15,211 $13,072 $14,094 $14,850 

Source:  Lehigh County Authority 
 

 GOVERNMENTAL REGULATION OF THE PROJECT 

Environmental Regulations 

General Responsibility.  Under the Concession Agreement, the Authority must observe and 
comply, in all material respects, with all applicable Environmental Laws now existing or later in effect 
that are applicable to it.  The Authority must immediately notify the City of any violation of 
Environmental Law, malfunction of the Concessioned System or failure to operate the Concessioned 
System which has the potential to present a danger to public health and safety.  The Authority is required 
to deliver to the City within 45 days after the end of each year, a certification that the Concessioned 
System is in compliance with Environmental Laws.   

Administrative Order Project.  The City and the Western Lehigh Sewer Partnership (“WLSP”) 
have initiated modeling and planning activities associated with the development of solutions to meet the 
requirements of the Administrative Orders.  In order to achieve compliance with the Administrative 
Orders, the City WLSP and the other communities that contribute flow to the Wastewater Treatment 
Facility will need to work together to develop complementary solutions.  The City has identified several 
potential alternatives to meet the requirements of the Administrative Orders, which include various 
combinations of the following types of projects: parallel sewers; force main extension; flow equalization 
basis; sealing manholes; rain derived inflow and infiltration (“RDII”) removal through sewer 
rehabilitation in the City’s sewer system; and/or RDII removal through sewer rehabilitation in the 
Municipal Customers’ systems. 

These alternatives require removal of 40% of the RDII in the City and from the contributing 
Municipal Customers.  The WLSP and the other Municipal Customers have not yet developed preferred 
alternatives for compliance with the Administrative Orders.  Negotiations between the City, WLSP and 
the other Municipal Customers will be required in order to establish final RDII removal goals as part of 
the comprehensive solutions to comply with the Administrative Orders.  It is not yet known if the WLSP 
and other Municipal Customers will identify a preferred solution that includes 40% RDII removal.  The 
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current estimated costs of the alternatives described above range from $27 million to $53 million 
(excluding cost for Municipal Customer projects).  These projects have not been designed or constructed. 

In addition to the recommended improvements described in the above alternative, an EPA-
directed feasibility study prepared in 2011 to analyze alternatives for wet weather flow management at the 
Wastewater Treatment Facility report, prepared by CDM, identified recommended improvements at the 
Wastewater Treatment Facility in order to increase its reliability to handle peak wet-weather flows.  The 
recommended work includes: 

• Replacement of the existing screen equipment with new coarse bar screens to minimize 
the potential for jamming or mechanical malfunctions experienced by the existing 
screening equipment, resulting in discharges from an outfall during high flow events; 

• Construction of a new fine screening facility downstream of the main/auxiliary pump 
Station; 

• Construction of a third aerated grit chamber and ancillary facilities. 

• The addition of a sixth plant effluent pump. 

The ultimate scope and cost for the Administrative Order Project will likely not be defined until 
2014 or beyond and will need to be negotiated among the City, the Existing LCA System and the other 
Municipal Customers in the WLSP as part of a comprehensive solution to comply with the Administrative 
Orders.  The City has not yet determined precisely how to fund the costs of the Administrative Order 
Project (when those costs are determined). However, the Concession Agreement contemplates the use by 
the City of the proceeds of its Administrative Order Bonds that will be repaid by the City from a 
surcharge on rates to be made available to the City for such purpose.  The City, in its discretion, also 
could use other available funds to pay for a portion of the costs of the Administrative Order Project. 

City Assumption of Responsibility for Certain Environmental Issues.  Under the Concession 
Agreement, the City will retain responsibility for (A) Hazardous Substances that existed at the Closing 
Date and have a Material Adverse Effect on the Concession during the Term; (B) Environmental Law 
violations with respect to the City’s pre-Closing Date ownership or operation of the Concessioned System 
and (C) pre-Closing Date releases of Hazardous Substances.  The City also retains responsibility for 
environmental issues relating to the EPA Administrative Orders.  See “THE CONCESSIONED SYSTEM 
– City Retained Responsibility for Certain Projects – Administrative Order Project.”  The City represents 
that there are no facts, circumstances, conditions or occurrences regarding the Concessioned System that 
could reasonably be expected to give rise to any environmental claims or governmental enforcement 
actions that could reasonably be expected to have a Material Adverse Effect, and there are no past, 
pending or threatened environmental claims or governmental enforcement actions against the City that 
individually or in the aggregate could reasonably be expected to have a Material Adverse Effect.  See 
“CONCESSION AGREEMENT – Expiration of and Financial Limitations on Representations and 
Warranties.”  

Permits and Approvals  

The Concession Agreement sets forth a list of all Permits and approvals required for System 
Operations.  The City has the requisite Permits for operating the Concessioned System and will remain 
the sole permittee of the Concessioned System for all but two of the applicable operating Permits.  As part 
of the Permit re-issuance process, a possibility exists that Permit requirements may change.  See the 
Independent Engineer’s Report for a discussion on risks related to the issuance of the Permits.   



 

 35 

The Authority, as the operator of the Concessioned System, will be fully responsible for 
complying with the terms and conditions of the Permits throughout the Term and will act as the City’s 
agent to obtain and/or renew applicable Permits and Authorizations as periodically required. 

The “Permits” required to operate the Concessioned System include: (i) the State-Only Air Permit 
required by the PADEP for the emission of air pollutants from sources associated with the Wastewater 
Treatment Facility, (ii) the Water Supply Operation Permit required by the PADEP for the operation of a 
public water system, (iii) the Water Allocation Permit required by the PADEP to withdraw water from 
sources in the Commonwealth, (iv) the Biosolids Land Application Permit required by the PADEP for the 
land application of biosolids, (v) the NPDES Permit required to discharge pollutants into the waters of the 
Commonwealth, (vi) the WQM Permit required for the construction and operation of wastewater 
treatment facilities that will discharge into waters of the Commonwealth, (vii) the Water Obstruction and 
Encroachment Permits required for the maintenance and construction of the diversion berm and (viii) 
approval from the DRBC of the City’s application to withdraw surface water from the Lehigh River. 

The Authority has received confirmation from PADEP and the DRBC, the agencies that have 
jurisdiction over the Permits, that it is either appropriate to keep the City as the sole permittee on all of the 
Permits or to complete a process to add the Authority as co-permittee on some of the Permits. 

PADEP indicated that the Authority should be added as a co-permittee to the Biosolids Land 
Application Permit and the NPDES Permit but that the existing permits for these two activities will 
remain in effect until the Authority is added as co-permittee.  The Authority currently plans to submit the 
necessary co-permittee application to PADEP within 30 days of the Closing Date.  The Authority reports 
that the permitting arrangements described above enable the Authority to operate and maintain the 
Concessioned System as Concessionaire in accordance the Concession Agreement from or after the 
Closing Date.   

 CONCESSION AGREEMENT 

General 

Effective May 1, 2013, the Authority and the City entered into the Concession Agreement to (i) 
lease the Concessioned System to the Authority, (ii) grant the Authority the right to operate the 
Concessioned System and provide Utility Services relating to the Concessioned System and in that 
connection (A) to use, possess, operate, manage, maintain, rehabilitate, expand and improve the 
Concessioned System and (B) to charge Service Charges and collect Revenues in connection with the 
operation of the Concessioned System; and (iii) assign, transfer and otherwise convey to the Authority by 
bill of sale each of the System Assets, free and clear of any Encumbrances.  See Appendix F for a more 
complete description of certain provisions of the Concession Agreement. 

City Access.  In the Concession Agreement, the City reserves the right to enter the Concessioned 
System generally for various purposes including: to inspect the Concessioned System and determine 
whether the Authority is in compliance with its obligations under the Concession Agreement and 
applicable Law; to maintain, repair or replace property owned or controlled by the City located within the 
boundaries of the Concessioned System; to install, maintain, repair and rehabilitate existing or future 
safety measures in, on, under, across or over, or through the Concessioned System; and to do any other 
act that the City may be obligated or have the right to do under the Concession Agreement. 

Generally, the City’s right to enter the Concessioned System is at its sole cost and expense.  
However, the City does not have to pay its costs and expenses of entering the Concessioned System (i) if 
a Concessionaire Default under the Concession Agreement exists to make necessary repairs, (ii) in the 
event of an emergency or (iii) danger threatens to cause injury to individuals or damage to property or to 
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impair the continuous operation of the Concessioned System and the Authority is not taking all 
reasonably necessary steps to deal with the matter in question.  To the extent that the City undertakes 
work or repairs in the Concessioned System, such work or repairs must be commenced and diligently 
completed in a good and workmanlike manner, in accordance with any applicable Operating Standards 
and in such a manner as not to unreasonably interfere with the Authority’s conduct of business in or use 
of such space and the performance of its obligations under the Concession Agreement.  See “THE 
CONCESSIONED SYSTEM – System Operations – Operating Standards.” 

City Retained Revenues.  The City retains the exclusive naming rights with respect to the 
Concessioned System as the “Allentown Water and Sewer System” as well as the right (with the prior 
consent of the Authority, not to be unreasonably withheld) to sell, or lease or grant any naming rights for 
the Concessioned System to a third party.  The City also retains the right to solicit for, and retain any 
amounts received from, advertisements at System properties, and generally to retain any amounts derived 
from physical properties making up the Concessioned System that are not derived from its Operation or 
the provision of Utility Services, including rental income and other revenues from the use of the 
Concessioned System for communications equipment and other similar attachments to Concessioned 
System properties. 

Excluded Liabilities.  The Authority agrees to assume and discharge or perform all liabilities and 
other obligations whatsoever relating to the Concessioned System or System Operations that occur 
during, arise out of or relate to facts or actions occurring during the Term, but only to the extent that those 
assumed liabilities do not arise from or relate to any breach by the City of any of its representations or 
covenants set forth in the Concession Agreement.  However, the Authority is not assuming any of the 
“Excluded Liabilities,” which include, among other things:  (i) the City’s obligations prior to the Closing 
Date, including obligations arising out of any Municipal Service Agreements and System Contracts, 
which the City agrees to discharge; (ii) the City’s obligations relating to any bonds, or other debt or 
similar obligations related to the Concessioned System, which the City agrees to discharge; (iii) any 
Hazardous Substance existing at the Closing Date that have a Material Adverse Effect on System 
Operations or the System Concession Value; (iv) violations arising under any Environmental Law related 
to the ownership, operation or condition of the Concessioned System at any time prior to the Closing Date 
or any Hazardous Substance contaminant released at, or on or under the Concessioned System at any time 
prior to the Closing Date; or (v) the Uncompleted Work, including the Administrative Order Project, 
which the City is required to complete in a timely manner at its own cost.  See “THE CONCESSIONED 
SYSTEM – City Retained Responsibility for Certain Projects – Administrative Order Project” for a 
description of the Administrative Order Project and “THE CONCESSIONED SYSTEM – Capital 
Improvements – Uncompleted Work” for a description of the Uncompleted Work. 

Coordination.  The Authority is responsible for coordinating with utilities that have service lines, 
pipelines, transmission lines and other equipment, cables, systems and other apparatus in, on, under, over 
or adjacent to the Concessioned System, including if necessary, the removal or temporary or permanent 
relocation and restoration of utilities and other services and any lines, equipment, cables, systems and 
other apparatus that intersect, interfere with, interface with or otherwise affect the operation of the 
Concessioned System. The Authority is also responsible for coordinating the operation of the 
Concessioned System with Affected Property.  The Authority will arrange for temporary rights of entry 
and access to utilities and the property of all relevant Governmental Authorities as necessary in 
connection with the operation of the Concessioned System and the City will cooperate with the 
Authority’s obligations to coordinate. 

Cooperation in Authority Financings.  The City agrees to cooperate with the Authority, at the 
Authority’s expense, with respect to documentation reasonably necessary to obtain, maintain or place 
financing for the performance of the obligations of the Authority.  These obligations include prompt 
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execution of any Leasehold Mortgage and standard consents and estoppel certificates with respect to the 
Concession Agreement.  However, the obligations described above to cooperate with the Authority do not 
require the City to incur any additional obligations or liabilities or to take any action, give any consent or 
enter into any document inconsistent with the provisions of the Concession Agreement.   

Reserved Powers.  The City has reserved the right to exercise its police and regulatory powers 
with respect to the Concessioned System and the regulation of the Concessioned System (the “Reserved 
Powers”).  During the Term, the City has retained the Reserved Powers to enforce the Concession 
Agreement and the Operating Standards such that the Concessioned System will be dedicated and used at 
all times for public purposes intended to promote the public health, safety and welfare. 

Employees; Union Contract; Benefits.  Under the Concession Agreement, the Authority must 
adopt the existing collective bargaining agreement between the City and SEIU dated January 1, 2006, as 
extended to December 31, 2016, by the Memorandum of Agreement dated December 30, 2010 (the 
“CBA”) as it relates to union employees working in the Concessioned System and make offers of 
employment to each union employee, and each non-union employee that the City designates as a “key 
employee,” in good standing as of the Closing Date.  The Authority made offers of employment to all 
such existing employees and a total of 85 City employees (61 union and 24 non-union) have accepted 
offers of employment with the Authority.  The Authority is conducting staffing evaluations to determine 
which vacant positions (created as a result of City employees electing to not transfer to the Authority) will 
be filled and the required timing for filling such positions.  The Authority currently anticipates adding 
approximately 23 additional employees to complement the transferred employees from the City and the 
Authority’s existing employees.  See “THE AUTHORITY – Prospective Authority Management and 
Operational Plans – Existing City Employees.” 

The Authority must offer future service credit within Pennsylvania Municipal Retirement System, 
the Commonwealth’s municipal retirement system, to all former City employees under provisions 
identical to those offered to the Authority’s own employees and provide former City employees past 
service credit for participation, vesting, retirement (including eligibility for early retirement subsidies) and 
benefit accrual for years of service with the City, subject to an offset for the City’s past service liability 
which will be assumed by the City’s plan or, if the employee so elects, will be transferred (along with 
assets equivalent to the liability) to the Authority’s plan.   

The Authority will be responsible for health and welfare benefits, post-Closing, for transferred 
union and non-union employees (in the case of union employees, under the terms specified in the CBA) 
and is required to assume the City’s liability for post-retirement health and welfare benefits for the 
transferred employees currently estimated at between $2.6 million and $3.8 million (depending upon how 
many retirement-eligible City employees choose to retire from the City after transferring to the Authority) 
through January 1, 2012, the date of the last Actuarial Valuation Report for the City of Allentown Retiree 
Healthcare Plan. 

Extension of Closing Date 

The Concession Agreement provides that Closing must occur on or prior to July 31, 2013; the 
issuance of the 2013 Bonds, the source of funding for the Authority’s upfront payment under the 
Concession Agreement, is a condition of Closing.  The City and the Authority have agreed to extend the 
Closing Date deadline to August 7, 2013 pursuant to a Letter Agreement dated July 25, 2013. 

Capital Improvements 

Requirements Related to Major Capital Improvements.  Under the Concession Agreement, 
the Authority agrees to furnish the design for and construct the Major Capital Improvements.  A “Major 
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Capital Improvement” includes (a) any Required Capital Improvement, (b) any capital improvement 
required to increase the treatment capacity of the Sewer Utility System, (c) any amount required to fund a 
Casualty Cost in excess of net insurance proceeds and (d) any other capital improvement to the 
Concessioned System: (1) having an estimated cost in excess of $1,000,000, adjusted for inflation from 
the Closing Date to the date the estimate is made; and (2) which, in the written opinion of an engineering 
firm appointed by the Authority and approved by the City, constitutes an expansion to or renewal, 
replacement or betterment of the Concessioned System and has a useful life of at least five years; these 
capital improvements may be aggregated and treated as a single capital improvement when they are 
undertaken to replace water mains or sewer lines and construction of such capital improvements 
commence in the same calendar year (“Other Capital Improvements”).  However, the cost of capital 
projects that fall below the threshold of Major Capital Improvements cannot be recovered through the rate 
base, but may be subject to Capital Recovery Fees.  Additionally, borrowing, including for capital 
projects, is limited by the Indenture and the Concession Agreement as described in “SECURITY AND 
SOURCES OF PAYMENT FOR THE 2013 BONDS – Additional Bonds and Other Indebtedness.” 

The Authority is required to prepare, for review and approval by the City, a basic description of 
each Major Capital Improvement, which, after approval by the City, will be followed up with detailed, 
substantially complete engineering drawings, plans, schedules, specifications and other documents (the 
“Major Capital Improvement Conceptual Design”).  Following the approval of the Major Capital 
Improvement Conceptual Design, the City and the Authority will negotiate and complete the requirements 
for the imposition of a Capital Cost Recovery Charge.  A “Capital Cost Recovery Charge” means the 
annual amount that the Authority may charge with respect to the cost of a Major Capital Improvement 
consisting of (i) the amounts required to pay the principal of and interest on any debt issued or incurred to 
finance the Major Capital Improvement, plus (ii) a “return on equity” on funds contributed by the 
Authority to pay the capital costs of such Major Capital Improvement.   

By January 1, 2033, the Authority is required to make semi-annual contributions to the Capex 
Fund in amounts sufficient to fund the projects whose useful lives straddle the End Date and therefore 
cannot be fully funded through Capital Recovery Charges.  At the End Date, the balance in the Capex 
Fund will revert to the City. 

Concessioned System Expansion.  The Authority may undertake, at its sole cost and subject to 
the approval of the City, the expansion of the sewerage treatment capacity of the Sewer Utility System.  
During the Term, if the City and the Authority project that the expected utilization of the Sewer Utility 
System in any future year within a 20-year projection period is expected to exceed the then current 
sewerage treatment capacity of the Sewer Utility System, then the City and the Authority, acting jointly, 
must prepare a capital improvement expansion plan and will seek permit approvals for the expansion of 
the treatment capacity of the Sewer Utility System.  Subject to the approval of the City, the Authority is 
required to design and construct the capital improvements to the Concessioned System that are needed to 
increase the treatment capacity of the Sewer Utility System to meet the expected utilization of the Sewer 
Utility System.  If the capital improvements are designed and constructed to meet an increased utilization 
for an initial year commencing during or prior to 2043, then the cost and expense of the design and 
construction of such capital improvements will be at the sole cost and expense of the Authority.  If the 
capital improvements are designed and constructed to meet an increased utilization for any initial year 
commencing after 2043, then the cost and expense will be allocated between the City and the Authority so 
that the share of such costs allocated to the Authority will be the total of such costs multiplied by a 
fraction, the numerator of which is the number of months from the month the capital improvement is 
expected to be placed in service to the month of the End Date, minus one, and the denominator of which 
is 240. 
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Alternatively, the City may at any time issue a Directive (described below) directing the 
Authority to (i) add or perform work in respect of the Concessioned System in addition to that provided 
for in the Concession Agreement, or (ii) change the dimensions, character, quantity, quality, description, 
location or position of any part of the Concessioned System or the System Operations or make other 
changes to the Concessioned System or the System Operations.  A Directive is a Compensation Event, 
which entitles the Authority to Concession Compensation.  See “– City Directive.”  The Authority will be 
required to arrange for the implementation of the Directive and performance of the required work, subject 
to the City making available to the Authority sufficient funds to perform the work required to implement 
the Directive at or before the time payment for such work is required to be made. 

Design Standards.  The Major Capital Improvements will be designed to comply with certain 
design standards including a minimum design life of 15 years for pumps and mechanical equipment, 30 
years for above-ground buildings and structures, and 50 years for underground pipes and lines, and design 
and performance standards listed by the EPA, the PADEP, the Water Environment Federation and the 
American Society of Civil Engineers.  The Authority is required to submit to the City for the City’s 
review and approval the plans and specifications for the Major Capital Improvements.  If the City 
disapproves the plans and specifications, the Authority will revise such plans and specifications and 
resubmit the plans and specifications to the City for its review and approval.  During the course of design 
or construction, the Authority may make such changes in the plans and specifications, without the City’s 
review and approval, as the Authority may determine to be necessary or desirable to reflect and adjust to 
actual site conditions, to comply with City codes and ordinances and applicable Laws, or to carry out the 
Authority’s obligations under the Concession Agreement.   

Construction Requirements.  The Authority is solely responsible for the storage, treatment and 
disposal of all construction wastes generated by the Authority during the construction of a Major Capital 
Improvement.  The Authority is required to maintain and make available for review by the City, a set of 
“as-built” plans and specifications for each Major Capital Improvement, all manuals required for 
operation and maintenance of the Major Capital Improvement, and copies of warranties issued by the 
manufacturer of the equipment and materials installed as part of the Major Capital Improvements.   

Governmental Authorizations.  The Authority is required to prepare all applications and 
supporting information necessary to prosecute and obtain all authorizations required under applicable 
Laws for the design, construction, testing, operation and maintenance of the Major Capital Improvements.  
Except for those authorizations which must be held by the Authority pursuant to applicable Law, the City 
is required to execute and submit all such authorizations applications prepared by the Authority, and will 
prosecute and obtain, with the assistance and support of the Authority, all such authorizations to be held 
in the name of the City. 

Capex Fund.  Prior to January 1, 2033, the Authority is required to establish a fund (the “Capex 
Fund”) to pay the cost of Major Capital Improvements that cannot be recovered during the Term as a 
Capital Cost Recovery Charge because the last day of the Cost Recovery Period of the Major Capital 
Improvement to be funded by such Capital Cost Recovery Charge is later than the End Date.  Moneys and 
investments in the Capex Fund will not be held by the Trustee under the Indenture and do not secure the 
Authority’s obligations with respect to the 2013 Bonds. 

Starting with the 2033 Reporting Year, the Authority is required to make a deposit in the Capex 
Fund equal to the Capex Fund Deposit Requirement in two equal installments.  The “Capex Fund Deposit 
Requirement” is equal to (i) $1,000,000 for the Reporting Years 2033 through 2042; (ii) $2,000,000 for 
the Reporting Years 2043 through 2052; and (iii) $3,000,000 for the Reporting Years 2053 through 2062, 
in each case adjusted for inflation from the Closing Date to December 31 of the calendar year 
immediately prior to the Reporting Year.  On the Reversion Date, any moneys or securities held in the 
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Capex Fund will be applied first to pay any unpaid Termination Compensation, AA-Compensation and 
Concession Compensation and any amount remaining will be paid over to the City. 

Delay Events 

General.  The Concession Agreement sets forth certain specific Delay Events, the occurrence of 
which will excuse the Authority from whatever performance is prevented by the Delay Event for such 
appropriate number of days as the City and the Authority determine.  A “Delay Event” includes (i) an 
event of Force Majeure, (ii) a delay caused by the performance of works carried out by a Governmental 
Authority or any utility or railway operator or Person not acting under the authority or direction of, or 
pursuant to an agreement with the Authority, (iii) a delay caused by a failure by the City to perform or 
observe any of its covenants or obligations under the Concession Agreement or (iv) a delay caused by the 
presence in, on, under or around the Concessioned System of Hazardous Substances.  Each Delay Event 
must result in a delay or interruption in the performance by the Authority of any obligation under the 
Concession Agreement but may not be caused by (A) the negligence or intentional misconduct of the 
Authority, (B) any act or omission by the Authority in breach of the provisions of the Concession 
Agreement or (C) lack or insufficiency of funds or failure to make payment of monies or to provide 
required security on the part of the Authority. 

Upon the occurrence of a Delay Event, the Authority is required to notify the City within 10 
business days following the date on which the Authority first became aware of such Delay Event.  Upon 
giving such notice, the Authority will be excused from whatever performance is prevented by such Delay 
Event for an appropriate number of days as the City and the Authority determine.  Notwithstanding the 
occurrence of a Delay Event, the Authority is required to continue to perform and observe all of its 
obligations and covenants under the Concession Agreement to the extent that it is reasonably able to do so 
and will use its reasonable efforts to minimize the effect and duration of the Delay Event. 

Delay Event Remedy.  Upon the occurrence of a Delay Event that causes physical damage or 
destruction to the Concessioned System that results in the Concessioned System being unavailable for a 
period in excess of 120 days, has a material adverse effect on the fair market value of the Authority’s 
interest in the Concessioned System and where insurance policies payable or condemnation or other 
similar proceeds are insufficient to restore the Authority to the same economic position as it would have 
been in the absence of such Delay Event, then the Authority may extend the Term for a period that would 
be sufficient so to compensate the Authority and to restore it to the same economic position as it would 
have been in had such Delay Event not occurred (a “Delay Event Remedy”).   

However, the Authority’s ability to extend the Term as described in the preceding sentence is 
limited for so long as the Authority’s life expires on June 9, 2049.  Although the Authority has agreed in 
both the Concession Agreement and the Indenture to extend its existence to a date later than the fiftieth 
anniversary of the Closing Date, no assurances can be given that such an extension in fact will take place.  
If the Authority is unable to extend its life, it will be unable to extend the Term of the Concession 
Agreement and consequently will not be able to fully recover the costs arising out of the Delay Event 
described generally above.  In any event, however, the final maturity date of the 2013 Bonds is 
December 1, 2048.   

Force Majeure 

“Force Majeure” is any event beyond the reasonable control of the Authority that delays, 
interferes with, interrupts or limits the performance of the Authority’s obligations under the Concession 
Agreement or the Authority’s use and occupancy of the Concessioned System. Force Majeure events 
include: an intervening act of God or public enemy, water shortage, flooding, earthquake, hurricane, 
tropical storm or other natural disaster, war, invasion, armed conflict, act of foreign enemy, blockade, 
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revolution, act of terror, sabotage, civil commotions, interference by civil or military authorities, 
condemnation or confiscation of property or equipment by any Governmental Authority, nuclear or other 
explosion, radioactive or chemical contamination, fire, tornado, subsurface condition, riot or other public 
disorder, epidemic, quarantine restriction, strike, labor dispute or other labor protest, stop-work order or 
injunction issued by a Governmental Authority or governmental embargo.   

Force Majeure events that are not Major Force Majeure Events will be treated as a Delay Event.  
A “Major Force Majeure Event” is an individual Force Majeure event that causes a net loss to the 
Authority, after taking into account insurance proceeds and other recoveries, of not less than $500,000, 
Adjusted for Inflation from the Closing Date to the date of the Force Majeure event.  The Authority may 
impose a charge on the users of the Concessioned System to recover the annual costs of any Major Force 
Majeure Event Unfunded Loss. 

Adverse Actions 

Under the Concession Agreement, an “Adverse Action” occurs if the City, Commonwealth (or 
any agency thereof) or the County takes any action (including enacting, amending or repealing any Law), 
and the effect of such action is reasonably expected: (i) to be principally borne by the Authority; and (ii) 
to have a material adverse effect on the fair market value of the Authority’s interest in the Concessioned 
System of more than $250,000, adjusted for inflation.  An Adverse Action does not include (A) any 
action in response to any act or omission on the part of the Authority that is illegal, (B) the exercise by the 
City of its Reserved Powers where the City has reasonable cause to exercise such Reserved Powers for 
the protection of the public health or safety, (C) the exercise of law enforcement, subpoena or 
investigating powers by the City or any Governmental Authority and (D) the imposition of a Tax of 
General Application or an increase in any Tax of General Application. 

If an Adverse Action occurs, the Authority may be paid Concession Compensation with respect 
thereto (the “AA-Compensation”). If the value of the Concession Compensation exceeds 25% of the 
System Concession Value, the Authority may elect to terminate the Concession Agreement and be paid 
by the Termination Compensation, the proceeds of which the Authority will use to redeem the 2013 
Bonds.  See “THE 2013 Bonds – Redemption.” 

The City may elect to remedy the occurrence of such Adverse Action within 30 days following 
the receipt of notice of such Adverse Action.  If the Commonwealth (or any agency thereof) or the 
County causes an Adverse Action to occur, the City may elect to mitigate the occurrence of such Adverse 
Action within 30 days following the receipt of notice of such Adverse Action.  If the City elects to 
mitigate, it must increase Service Charges to users of the Concessioned System within 60 days following 
the receipt of notice of such Adverse Action.   

City Directive 

During the Term, the City may issue a written order or directive directing the Authority to add or 
perform work regarding the Concessioned System or change the dimensions, character, quantity, quality, 
description, location or position of any part of the Concessioned System or the System Operations or 
make other changes to the Concessioned System or the System Operations (each, a “Directive”).  
However, a Directive may not cause the Authority to take any action that would reasonably be expected 
to violate any applicable Law, Permit or Authorization; cause the Authority not to be in compliance with 
the Concession Agreement or materially interfere with the Authority’s performance of its obligations 
under the Concession Agreement.  A Directive is a Compensation Event that requires the City to pay 
Concessionaire Compensation to the Authority.  See “– Compensation Event; Concessionaire 
Compensation” below.  The Authority is required to perform the work required to implement the 
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Directive, including obtaining all required authorizations and approvals, and the City is required to pay 
the Concession Compensation with respect thereto. 

Compensation Events; Concession Compensation 

A “Compensation Event” is an event that requires the City to pay Concession Compensation to 
the Authority.  Compensation Events include: the Authority’s compliance with or the implementation of 
any Directive or any modified or changed Operating Standard; the failure of the City to maintain the 
Administrative Order Fund in an amount sufficient for the punctual payment of Project Costs of an 
Administrative Order Project; the occurrence of an Adverse Action; or the occurrence of any other event 
that requires the payment of Concession Compensation.  Upon the occurrence of a Compensation Event, 
the Authority is required to notify the City within 60 days following the date on which the Authority first 
became aware of the Compensation Event.  The Authority is also required to provide another notice to the 
City within 30 days after the initial notice (the “CE-Notice”) setting forth details of the Compensation 
Event and the amount and calculation of any Concession Compensation.  If the City wishes to mitigate 
the occurrence of a Compensation Event, the City will give notice thereof to the Authority and must 
increase Service Charges to the users of the Concessioned System.  If the City fails to pay Concession 
Compensation, the Authority may declare a City Default and terminate the Concession Agreement.  See 
“– Defaults and Remedies – City Default” and “– Termination – Termination Relating to Default.” 

“Concession Compensation” is compensation payable by the City to the Authority to restore the 
Authority to the same economic position the Authority would have enjoyed if such Compensation Event 
had not occurred, which compensation will be equal to all losses that are reasonably attributable to such 
Compensation Event, net of any increase in Revenues attributable to such Compensation Event.  Any 
claim for Concession Compensation must be made within 90 days of the date that the Authority first 
became aware of such Compensation Event and the City is required to pay all Concession Compensation 
within 60 days of the CE-Notice. 

In certain instances, the Authority may be required to provide capital to pay the costs of 
compliance with or implementation of: (i) a modified or additional Operating Standard to comply with 
any new Law or Change of Law (other than a City-enacted new Law or Change of Law) prior to 
recouping the costs of compliance through adjustments to Service Charges to retail customers and 
Municipal Customers, (ii) a modified or additional Operating Standard to conform with generally adopted 
standards or practices prior to negotiating with the City to reduce the impact of any increased costs and 
expenses to the Authority associated with such modified or additional Operating Standard and (iii) a 
Directive, a Compensation Event or a modified or additional Operating Standard other than as described 
in clauses (i) and (ii) above prior to recouping the costs of compliance through Concession Compensation. 
See “CERTAIN INVESTMENT RISKS – Financial Risks – Authority’s Responsibility to Raise Capital 
and Limits on Borrowing for Future Capital Expenditures” for a description of certain risks relating to the 
Authority’s ability to raise such capital. 

Annual City Payment; City Payment Reserve Fund 

Annual City Payment.  The Authority is required to make an annual payment, in two equal 
installments, to the City (the “Annual City Payment”) equal to: (i) $500,000 for the 2016 Reporting Year; 
(ii) $500,000, adjusted for inflation, for each Reporting Year after the 2016 Reporting Year (excluding the 
final Reporting Year); and (iii) $500,000, adjusted for inflation, for the final Reporting Year, which 
number will be adjusted for the number of days in the final Reporting Year. 

City Payment Reserve Fund.  The Authority is also required to establish and maintain a reserve 
fund (the “City Payment Reserve Fund”) in an amount equal to: (i) prior to October 1, 2015, zero; 
(ii) during the period from October 1, 2015 to December 31, 2015, 50% of the Annual City Payment for 
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the 2016 Reporting Year; and (iii) on and after January 1, 2016, an amount equal to the Annual City 
Payment for the then current Reporting Year (the “City Payment Reserve Requirement”).  The City is 
allowed to withdraw funds from the City Payment Reserve Fund to pay any portion of the Annual City 
Payment that is past due and not paid.  The City has reserved the right to stop the Authority from 
operating the Concessioned System unless the City Payment Reserve Fund is funded to the City Payment 
Reserve Requirement. 

Insurance 

Under the Concession Agreement, the Authority is required to provide and maintain or caused to 
be maintained at the Authority’s expense, the following insurance coverages and requirements: (i) 
worker’s compensation insurance covering all employees who provide a service under the Concession 
Agreement; (ii) employer’s liability insurance with limits of not less than $500,000 each accident or 
illness or disease; (iii) commercial general liability insurance limits of not less than $25,000,000 per 
occurrence; (iv) automobile liability insurance with  limits of not less than $10,000,000 per occurrence; 
(v) builder’s risk insurance when the Authority undertakes any construction, maintenance or repairs to the 
Concessioned System; (vi) professional liability insurance when the Authority engages any architects, 
engineers, construction managers or other professional consultants to perform work of a material nature in 
connection with the Concession Agreement; (vii) property insurance at full replacement cost, covering all 
loss, damage or destruction to the Concessioned System; and (viii) railroad protective liability insurance 
when any work is to be done adjacent to or on railroad or transit property. 

Under the Concession Agreement, the City is to be named as an additional insured on a primary, 
non-contributory basis with respect to commercial general liability insurance for any liability arising 
under or in connection with the Concession Agreement and automobile liability insurance. The City is 
also to be a named insured for property insurance and builder’s risk insurance, subject to the claims of the 
Trustee.  The City and the Trustee will be loss payees for all of the insurance listed above and the Trustee 
will be the Depositary under the Concession Agreement.  The Trustee acknowledges in the Indenture that 
the City may be named as an insured or as an additional insured to the extent referenced above.  Under 
the Concession Agreement, the City has the right to modify, delete, alter or change the insurance 
coverage requirements to reflect known and established material changes in insurance coverages for water 
and sewer utility systems or operations comparable to the System Operations or known and established 
material changes in insurance exposures associated with the Concessioned System.   

The Indenture has separate insurance coverage requirements that were based on the insurance 
coverage requirements in the Concession Agreement.  

Restoration 

If the Concessioned System is destroyed or damaged in whole or in part by casualty of any kind, 
the Authority, at its sole cost and expense, is required to repair, restore or rebuild the Concessioned 
System to the condition existing prior to the casualty (a “Restoration”).  The Authority will provide the 
City with the estimated cost of repairs, alterations, restorations, replacement and rebuilding (the “Casualty 
Cost”).  For casualty events with a Casualty Cost of over $2,000,000 (adjusted for inflation from the 
Closing Date to the date the casualty event occurred).  Except during an initial period of time needed to 
restore Utility Services, the Authority is required to deposit all insurance proceeds received in connection 
with any Restoration with the Trustee, as depositary and held outside the lien of the Indenture.  If the 
Casualty Cost exceeds the insurance proceeds received in connection with a Restoration, the Authority is 
required to deposit with the Trustee, as depositary, cash sufficient to cover such difference. 
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Limits on Assignment or Transfer of Concession Agreement 

The Concession may not be assigned by the Authority for any reason and to any person for the 
first 1-1/2 years of the Term, except to the Trustee in connection with the exercise of remedies upon a 
Concessionaire Default under the Concession Agreement.  Thereafter, any assignment is subject to the 
prior written approval of the City; provided, however, that the City may not withhold approval of a 
transfer to another qualified operator without a written report from a qualified engineering firm that the 
decision to withhold approval is warranted from a technical perspective.  

Alternatively a transfer by the City is permissible at any time and without Authority consent as 
long as the City remains jointly and severally liable post-transfer and the transfer does not impair the 
encumbrances of the Leasehold Mortgagee. 

Defaults and Remedies 

Concessionaire Default.  The Concession Agreement provides for a number of defaults by the 
Authority, subject, in certain cases, to cure periods and limitations specified therein.  Such defaults 
include, without limitation: (i) the Authority’s failure to comply with, perform or observe any material 
obligation, covenant, agreement, term or condition in the Concession Agreement and such failure 
continues unremedied for a period of 90 days; (ii) transfer of the Concession Agreement or any portion of 
the Concessionaire Interest in violation of the Concession Agreement and such failure continues 
unremedied for a period of ten business days; (iii) the Authority’s failure to comply with the requirements 
or directives of a final award in a matter submitted to dispute resolution under the Concession Agreement 
and such failure continues unremedied for a period of 30 days; (iv) if the Authority (A) admits, in writing, 
that it is unable to pay its debts as such become due, (B) makes an assignment for the benefit of creditors, 
or (C) files a voluntary petition under Title 9 or Title 11 of the United States Bankruptcy Code, or if such 
petition is filed against it and an order for relief is entered; (v) if within 90 days after the commencement 
of any bankruptcy proceeding against the Authority, such proceeding has not been dismissed, or if, within 
90 days after the appointment of any trustee, receiver, custodian, assignee, sequestrator, liquidator or 
other similar official of the Authority or any interest therein, such appointment has not been vacated or 
stayed on appeal or otherwise; (vi) if a levy under execution or attachment has been made against all or 
any part of the Concessioned System or any interest therein, as a result of any Encumbrance created, 
incurred, assumed or suffered to exist by the Authority, and such execution or attachment has not been 
vacated, removed or stayed by court order, bonding or otherwise within 60 days after the Authority 
becomes aware of such levy; (vii) the Authority fails to pay when due all taxes, fees or other monetary 
obligations payable to the City with respect to the Concessioned System or Utility Services, which failure 
continues for 30 days; (viii) the Authority fails to pay any Operational Liquidated Damages Amount; (ix) 
the Authority repudiates any of its material obligations under the Concession Agreement; or (x) a Health 
and Safety Default has occurred and is continuing. 

Remedies of the City Upon Concessionaire Default.  Upon the occurrence of a Concessionaire 
Default, the City may, subject to the rights of the Trustee under the Concession Agreement, declare the 
Authority to be in default and may do any of the following: (i) terminate the Concession Agreement after 
the Authority has had a chance to cure such Concessionaire Default; (ii) make payment on behalf of the 
Authority if the reason for the Concessionaire Default is failure to pay monies; (iii) cure the 
Concessionaire Default; (iv) seek specific performance, injunction or other equitable remedies; (v) seek to 
recover its losses arising from such Concessionaire Default and any amounts due and payable under the 
Concession Agreement and, in connection therewith, exercise any recourse available to any Person who is 
owed damages or a debt; (vi) terminate the Authority’s right to possess the Concessioned System; (vii) 
distrain any of the Authority’s goods located on the Concessioned System; (viii) close any portions of the 
Concessioned System; and (ix) immediately upon a Health and Safety Default, take immediate possession 
of the Concessioned System or any part thereof for so long as may be necessary to cure the Health and 
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Safety Default and take any subsequent actions to cure the Health and Safety Default and protect the 
public health, safety and welfare. 

City Default.  The Concession Agreement provides for a number of defaults by the City, subject, 
in certain cases, to cure periods and limitations specified therein.  Such defaults include, without 
limitation: (i) the City’s failure to comply with or observe any material obligation, covenant, agreement, 
term or condition in the Concession Agreement (other than an Adverse Action) and such failure continues 
unremedied for a period of 90 days; (ii) the City’s failure to comply with the requirements or directives of 
a final award in a matter submitted to dispute resolution under the Concession Agreement and such failure 
continues unremedied for a period of 30 days; (iii) if a levy under execution or attachment has been made 
against all or any part of the Concessioned System or the Concessionaire Interest as a result of any 
Encumbrance created, incurred, assumed or suffered to exist by the City and such execution or attachment 
has not been vacated, removed or stayed by court order, bonding or otherwise within a period of 60 days; 
(iv) if the City (A) admits, in writing, that it is unable to pay its debts as such become due, (B) makes an 
assignment for the benefit of creditors, or (C) files a voluntary petition under Title 9 of the United States 
Bankruptcy Code; (v) if the City repudiates in writing any of its material obligations under the 
Concession Agreement; or (vi) if (A) a court of competent jurisdiction enters a final and unappealable 
judgment order against the City in any action, suit or proceeding brought against the City, and (B) as a 
result of such final and unappealable judgment order (1) it becomes unlawful for the City to comply with 
or observe any material obligation, covenant, agreement, term or condition in the Concession Agreement 
or (2) any material obligation, covenant, agreement, term or condition of the City under the Concession 
Agreement becomes unenforceable against the City, and (C) the City and the Authority are unable to re-
form the Concession Agreement to conform to the requirements of such judgment order; provided that the 
entry of such judgment order shall not constitute a City Default if, within 270 days following the entry of 
such judgment order, (i) a Law is enacted that validates or confirms the lawful authority of the City, or 
grants to the City the lawful authority, to perform its contractual obligations under the Concession 
Agreement notwithstanding such judgment order or otherwise remedies the City Default and (ii) the City 
reimburses the Authority for any unreimbursed Losses attributable to such judgment order and accrued 
during the period from the date of entry of such judgment order to the date of enactment of such Law. 

Remedies of Authority Upon City Default.  Upon the occurrence of a City Default, the 
Authority may, subject to the rights of the Trustee under the Concession Agreement, declare the City to 
be in default and may do any of the following: (i) terminate the Concession Agreement after the City has 
had a chance to cure such City Default; (ii) seek specific performance, injunction or other equitable 
remedies; (iii) seek to recover its losses caused by the City Default and any amounts due and payable 
under the Concession Agreement; and (iv) exercise any other rights and remedies provided for hereunder 
or available at law or equity. See “SECURITY AND SOURCES OF PAYMENT FOR THE 2013 
BONDS – Consent Agreement” for a description of the Trustee’s rights and remedies provided in the 
Consent Agreement. 

Termination 

Termination Relating to Authority’s Life.  The Authority’s life currently expires on June 9, 
2049.  The Authority has agreed in the Concession Agreement to take such actions as are needed to 
extend its term of existence to a date later than the 50th Anniversary of the Closing Date.  If, as of January 
1, 2049, the term of existence of the Authority has not been extended to a date later than the End Date, 
then the Concession Agreement will terminate on May 10, 2049 and the Reversion Date will be May 11, 
2049. 

Termination Relating to Adverse Action.  The Authority has the right to terminate the 
Concession Agreement in connection with an Adverse Action if it first obtains the written consent of the 
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Trustee.  If the Authority elects to terminate, the City will pay an amount equal to the aggregate of (i) the 
Termination Compensation, plus (ii) without duplication, the reasonable, documented out-of-pocket costs 
and expenses incurred by the Authority as a result of such termination, less (iii) (A) any insurance or 
condemnation proceeds received by the Authority as a result of such Adverse Action and (B) in the case 
of a condemnation by the Commonwealth (or any agency thereof) or the County the present value of any 
net insurance or condemnation proceeds that the Authority is reasonably likely to receive in the future in 
respect of all or any portion of the Concessioned System as a result of such Adverse Action (collectively, 
the “Termination Damages”).  “Termination Compensation” is equal to the greater of (i) the System 
Concession Value (generally, the fair market value of the Concessionaire Interest at the time of the 
relevant action triggering the termination payment obligation) and (ii) the lesser of (A) the amount 
required to retire all Leasehold Mortgage Debt and (B) the sum of all Remaining Amortized Rent. 

Termination Relating to Default.  The City may terminate the Concession Agreement upon the 
occurrence of (A) a Concessionaire Default that consists of a failure to comply with, perform or observe 
any Operating Standard if such Concessionaire Default creates a material danger to the safety of System 
Operations or a material impairment to the Concessioned System or to the continuing use of the 
Concessioned System for Utility Purposes and the public purpose requirements of the Concession 
Agreement or (B) any other Concessionaire Default after the related cure periods as set forth in the 
Concession Agreement.  The Authority may terminate the Concession Agreement upon the occurrence of 
a City Default after the related cure periods as set forth in the Concession Agreement.  Upon such 
termination, the City will pay to the Authority the Termination Compensation plus, without duplication, 
the reasonable, documented out-of-pocket costs and expenses incurred by the Authority as a result of such 
termination. 

Other Termination.  If the Concession Agreement is terminated by the City other than pursuant 
to a Concessionaire Default or is canceled, rescinded or voided during the Term for any reason over the 
objection and without action by the Authority, the Trustee and their respective Affiliates, the City is 
required to pay to the Termination Compensation plus, without duplication, the reasonable, documented 
out-of-pocket costs and expenses incurred by the Authority as a direct result of such termination, 
cancellation, rescinding or voiding.  The City has agreed that it may only terminate the Concession 
Agreement in accordance with the express terms of the Concession Agreement.  The City has also agreed 
that it does not have the right to terminate the Concession Agreement for convenience. 

Limits on Termination Payments.  On and after January 1, 2039, the obligation of the City to 
make termination payments (in the event of City default, etc.) will be limited to the greater of (A) the 
appraised System Concession Value and (B) the lesser of (i) the amount required to retire all Leasehold 
Mortgage Debt and pay Breakage Costs related to the retirement of all Leasehold Mortgage Debt and 
(ii) the sum of Remaining Amortized Rent and the Breakage Costs related to the retirement of all 
Leasehold Mortgage Debt.  “Remaining Amortized Rent” is based on a declining-value analysis of the 
value of future concession revenues through the remaining term of the Concession Agreement which 
calculation is set forth in the Concession Agreement.  In certain circumstances, the appraised System 
Concession Value may be less than (1) the amount required to retire all Leasehold Mortgage Debt 
(including the 2013 Bonds) and the Breakage Costs related to the retirement of all Leasehold Mortgage 
Debt and (2) the sum of Remaining Amortized Rent and the Breakage Costs related to the retirement of 
all Leasehold Mortgage Debt.  In those circumstances the City’s termination payment obligation would be 
less than the amount needed to retire fully the outstanding Leasehold Mortgage Debt (including the 2013 
Bonds).  See “CERTAIN INVESTMENT RISKS – Termination Risks Under the Concession 
Agreement.” 
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City Representations and Warranties; Indemnification 

The City makes certain representations and warranties in the Concession Agreement.  While 
some of the City’s representations continue in full force and effect without any time limit, certain other 
representations expire twenty-four months after the Closing Date unless a bona fide notice of claim is 
filed prior to the expiration of the two year period, in which case the representation in question will 
survive until the final determination or settlement of the related claim.   

The representations subject to the two-year expiration period include representations and 
warranties with respect to environmental issues, financial statements, the Sludge Agreement, the 
Municipal Service Agreements, insurance policies and the accuracy of consultant reports and financial 
information prepared by the City in connection with the Project, and all historical financial statements and 
results of operations regarding the Concessioned System.  No indemnification for breach of a City 
representation or warranty can be claimed until aggregate Losses exceed $2,000,000 (the “deductible”) 
and then only for the excess.  Each instance of indemnifiable Loss in excess of the “deductible” is subject 
to a “basket” of $10,000.  City indemnities are generally subject to an aggregate cap of $110,000,000. 

However, the indemnification cap described in the preceding paragraph does not apply to City 
representations and warranties to the effect, among other things, that: the City (acting through City 
Council) has duly adopted a resolution and enacted an ordinance authorizing the concession transaction 
and that the resolution and the ordinance remain in full force and effect; the City has authorized and 
approved the execution and delivery of the Concession Agreement and the performance by the City of its 
obligations thereunder; the City has power and authority to enter into the Concession Agreement; the 
Concession Agreement has been duly authorized, executed and delivered by the City and constitutes a 
valid legally binding obligation of the City, enforceable against the City; and there is no action, suit or 
proceeding pending against the City prior to or at the time of Closing which would have a material 
adverse effect on the operations of the Concessioned System.   

The City could take actions to cure any breach of one of its representations and warranties; if the 
meeting approving the Concession Agreement were to be declared invalid by a court, the City could hold 
another meeting to approve it. The City and the Authority could make other arrangements for the 
operation of the Concessioned System pending reinstatement of the Concession Agreement were it 
declared invalid.  The Concession Agreement also provides that, if a court of competent jurisdiction 
enters a final judgment against the City which results in any material obligation, covenant or agreement of 
the City under the Concession Agreement becoming unenforceable against the City, then the City and the 
Authority (acting in good faith and within a reasonable time), must attempt to re-form the Concession 
Agreement to conform to the requirements of the judgment.  The entry of such a judgment order will 
constitute a City Default under the Concession Agreement unless, within 270 days following the entry of 
the judgment order (i) a Law is enacted that validates or confirms the lawful authority of the City or 
grants the City the lawful authority to perform its contractual obligations under the Concession 
Agreement notwithstanding the judgment order and (ii) the City reimburses the Authority for any 
unreimbursed losses attributable to such judgment order and accrued during the period from the date of 
entry of such judgment order to the date of enactment of such new Law.  See “ – Compensation Event; 
Concession Compensation”; “ – Defaults and Remedies”; and “ – Termination” for a discussion on the 
Concession Compensation payable upon a City Default.  

Under the Concession Agreement, the City indemnifies and holds the Authority harmless against 
“Losses,” which includes any loss, liability, damage, penalty, or charge or out-of-pocket or and 
documented costs or expense but excluding punitive, indirect and consequential damages.  Were (for 
example) the actions at the meeting of the City Council approving the Concession Agreement declared 
invalid by a court because of a Sunshine Law violation and the City failed otherwise to remedy the breach 
of its Concession Agreement representations, the Authority is of the view that a Loss for which the City 
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must indemnify the Authority under the Concession Agreement may include amounts due under the 
Indenture were the Trustee to elect to accelerate the maturity of the 2013 Bonds because a court 
determines that the City Council meeting at which the Concession Agreement was adopted was held in 
violation of the Sunshine Law and further determines that the Concession Agreement therefore is invalid.   

The Concession Agreement provides that if one of its provisions were declared to be or 
determined to be invalid, the remainder of the Concession Agreement will not be held invalid.  However, 
the City could argue that this savings clause provision is inapplicable in a circumstance where the entire 
Concession Agreement itself was declared invalid.  Were the City to refuse to indemnify the Authority for 
its Losses in the circumstances described above (or not otherwise cure the breach of representation) by 
asserting that the Concession Agreement was invalid, the Authority could argue that a finding of 
invalidity requires the City to return the upfront payment under the Concession Agreement; it also could 
pursue other legal and equitable remedies, including unjust enrichment and rescission of the Concession 
Agreement.  See “THE 2013 BONDS – Events of Default and Remedies”, which describes certain Events 
of Default under the Indenture (including where the Concession Agreement is declared null and void) and 
the remedies available to the Trustee upon the occurrence of an Event of Default under the Indenture.  See 
also “LITIGATION AND CLAIMS – The City.” 

Lender’s Rights and Remedies 

General.  Under the Concession Agreement, the Authority has the right to grant one or more 
“Leasehold Mortgages” to be secured by the Concessionaire Interest and Revenues as long as no 
Concessionaire Default exists unless any such Concessionaire Default will be cured.  In the Consent 
Agreement, the City acknowledges that the Indenture is a Leasehold Mortgage, the 2013 Bonds are 
Leasehold Mortgage Debt and the Trustee is a Leasehold Mortgagee, for purposes of the Concession 
Agreement.  See “SECURITY AND SOURCES OF PAYMENT FOR THE 2013 BONDS – Consent 
Agreement.” 

The City has no liability for any payments due under a Leasehold Mortgage and, except for 
violation by the City of an express obligation under the Concession Agreement, the Leasehold Mortgagee 
is not entitled to seek any damages or other amounts against the City.  The City has no obligation to any 
Leasehold Mortgagee in the enforcement of the rights and remedies of the City under the Concession 
Agreement or by Law, except as expressly set forth in the Concession Agreement.  While any Leasehold 
Mortgage is outstanding, the City will not agree to any amendment or modification of the Concession 
Agreement that could reasonably be expected to have a material adverse effect on the rights or interests of 
the Leasehold Mortgagee or agree to a voluntary surrender or termination of the Concession Agreement 
by the Authority without the consent of the Leasehold Mortgagee. 

Trustee’s Right to Cure.  Upon a Concessionaire Default, the Trustee has 60 days beyond any 
cure period expressly provided to the Authority in the Concession Agreement to cure or cause to be cured 
such Concessionaire Default.  Such 60-day period will be extended if the Concessionaire Default may be 
cured but cannot reasonably be cured within such period of 60 days, and the Trustee begins to cure such 
default within such 60-day period and proceeds to cure such Concessionaire Default within a reasonable 
time period.  The City may not terminate the Concession Agreement for a Concessionaire Default as long 
as the Trustee’s right to cure has not expired and the Trustee is curing such Concessionaire Default.   

Trustee’s Rights and Responsibilities.  Under the Concession Agreement, the Trustee may 
(i) enforce the Indenture in any lawful way, (ii) acquire the Concessionaire Interest in any lawful way or 
(iii) take possession of in any lawful way and manage the Concessioned System.  Subject to the transfer 
restrictions in the Concession Agreement, the Trustee may transfer the Concessionaire Interest and the 
Authority’s obligations under the Concession Agreement to a substitute concessionaire. 



 

 49 

New Concession Agreement.  If the Concession Agreement is terminated due to a 
Concessionaire Default or if the Concession Agreement is rejected or disaffirmed pursuant to any 
bankruptcy Law or proceeding, the Concession Agreement provides that the City enter into a new 
concession and lease agreement of the Concessioned System (the “New Agreement”) with the Trustee or 
its designee or nominee (as long as the designee or nominee is controlled by or acting at the direction of 
the Trustee or is approved by the City) for the remainder of the Term upon the satisfaction of all of the 
following requirements and conditions:  (i) the Trustee (or its designee or nominee) commits in writing to 
enter into the New Agreement, (ii) the Trustee (or its designee or nominee) pays or causes to be paid to 
the City all amounts that would have been past-due or due and payable by the Authority in accordance 
with the provisions of the Concession Agreement but for such termination, and (iii) the Trustee (or its 
designee or nominee) cures all Concessionaire Defaults.   

Assignment and Assumption Agreement.  If the City (i) determines that terminating the 
Concession Agreement and entering into the New Agreement could violate the Commonwealth’s 
procurement laws or (ii) receives the prior consent of the Trustee, in lieu of entering into a New 
Agreement, the Concession Agreement may be assumed by the Trustee or its designee or nominee (as 
long as the designee or nominee is controlled by or acting at the direction of the Trustee or is approved by 
the City) for the remainder of the Term and as evidence of such assignment and assumption the City will 
execute an amended and restated concession and lease agreement (the “Assignment and Assumption 
Agreement”).  The City will enter into the Assignment and Assumption Agreement upon the satisfaction 
of all of the following requirements and conditions:  (i) the Trustee (or its designee or nominee) commits 
in writing to assume the Concession Agreement and enter into the Assignment and Assumption 
Agreement, (ii) the Trustee (or its designee or nominee) pays or causes to be paid to the City all amounts 
that would have been past-due or due and payable by the Authority in accordance with the provisions of 
the Concession Agreement and (iii) the Trustee (or its designee or nominee) cures all Concessionaire 
Defaults.   

Consent Agreement.  Concurrently with the issuance of the 2013 Bonds, the Trustee, as 
Leasehold Mortgagee of the 2013 Bonds, the City and the Authority are entering into a consent agreement 
that will set forth certain assurances from the City of the Bondholders’ rights with respect to the 
Concession Agreement in the event of a default thereunder by the Authority.  See “SECURITY AND 
SOURCES OF PAYMENT FOR THE 2013 BONDS – Consent Agreement.” 

 OTHER PROJECT DOCUMENTS 

Municipal Service Agreements  

The City has entered into various water and sewer municipal service agreements with its 
surrounding municipalities.  Under the terms of these agreements, the City has agreed to provide water 
and sewer services to the party municipalities as further described below. 

General – Municipal Water Service Agreements.  The City is party to Municipal Water 
Service Agreements with Hanover Township, Salisbury Township, South Whitehall Township, the 
Whitehall Township Authority, the City of Bethlehem and the Existing LCA System.  Under these 
Municipal Water Service Agreements, the City has agreed to sell to the municipalities and municipal 
authorities varying amounts of water at varying rates.  Certain of these Municipal Water Service 
Agreements require the municipalities and municipal authorities to purchase a minimum number of 
gallons of water each year, while others limit the maximum number of gallons which may be purchased 
each year.  Most of the Municipal Water Service Agreements provide for the review of water usage and 
rates every five years.  All of the Municipal Water Service Agreements call for automatic five-year 
renewals at the end of their respective terms. 
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The City of Bethlehem has notified the City that it proposes to change its Municipal Water 
Service Agreement to cover only emergency interconnection services to the City of Bethlehem, effective 
in the fall of 2013.  The City is also party to emergency interconnection agreements with the Borough of 
Emmaus, the Northampton Borough Municipal Authority and the Whitehall Township Authority, under 
which both the City and the municipality have agreed to the mutual use of certain water interconnection 
lines in the event of an emergency.  Each of the emergency interconnection agreements varies with 
respect to cost sharing, usage, rate charges for use of water during emergencies and assignment rights. 

General – Municipal Sewer Service Agreements.  The City is party to Municipal Sewer 
Service Agreements under which the Sewer Utility System provides sewer services to seven 
municipalities or municipal authorities: the Borough of Emmaus, Hanover Township, Salisbury 
Township, South Whitehall Township, the Coplay-Whitehall Authority, the Existing LCA System and 
Lower Macungie Township.  The Existing LCA System currently provides sewer service to eight 
municipalities or municipal authorities: the Borough of Alburtis, the Borough of Emmaus, the Borough of 
Macungie, Lower Macungie Township, Lowhill Township, Upper Macungie Township, Upper Milford 
Township and Weisenberg Township. 

Under the Municipal Sewer Service Agreements, the municipalities and municipal authorities 
have purchased certain rights to discharge stated levels of sewage from their treatment lines for 
acceptance and treatment by the City at the City’s facilities.  The Municipal Sewer Service Agreements 
establish rates to be charged by the City for treatment services and outline certain prior construction and 
improvement schedules to be undertaken to ensure sufficient treatment capacity.  In most of the 
Municipal Sewer Service Agreements, the term of service is silent or provide for the ability to have a 
perpetual term.  In the remaining Municipal Sewer Service Agreements, the terms of service are 
conditioned on certain rent per gallon restrictions and adjustments, while some of the multiple-
municipality agreements exist for as long as the individual Municipal Service Agreements are in place.   

Authority as Agent of the City.  The City is not assigning its interests in the Municipal Service 
Agreements to the Authority.  However, in the Concession Agreement, the City has agreed to enforce the 
City’s rights under each Municipal Service Agreement including its right to impose and collect Service 
Charges for Utility Services provided to the Municipal Customers by means of the Concessioned System.  
Additionally, the City has agreed (i) not to waive any material right or claim granted or held by the City 
under the Municipal Service Agreements, (ii) to enforce its rights under the Municipal Service 
Agreements, (iii) not to amend, modify, renew, extend or otherwise change the terms and conditions of 
any Municipal Service Agreement in any manner that affects the Concessionaire Interest without the prior 
written consent of the Authority and (iv) allow the Authority to participate in all meetings between the 
City and a Municipal Customer relating to a Municipal Service Agreement. 

In addition, pursuant to the Services Agreement, the Authority will act as the agent of the City 
and has agreed to perform all of the contractual obligations of the City under each of the Municipal 
Service Agreements, including the billing and collection of Revenues from the Municipal Customers 
pursuant to the Municipal Service Agreements, remitting to the City of the Municipal Customer Share of 
Annual Debt Service portion of those payments and remitting the balance to the Trustee for deposit in 
accordance with the Indenture. 

Sludge Agreement 

The City has previously entered into the Sludge Agreement with Delta Thermo Energy A, LLC 
(“DTE”). Under the Concession Agreement, the Authority is obligated to deliver Sludge to DTE as 
provided in the Sludge Agreement and the City’s payment and performance obligations under the Sludge 
Agreement will be assumed by the Authority but only as it relates to Sludge.  The City will retain all 
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payment and performance obligations under the Sludge Agreement as it relates to MSW.  In the 
Concession Agreement, the City has agreed to indemnify the Authority against any Losses from any 
claims resulting, directly or indirectly, from operation of the facility to which the Sludge is delivered 
pursuant to the Sludge Agreement or the handling of such Sludge by DTE. 

Under the Sludge Agreement, DTE will construct and operate a waste-to-energy facility (the 
“DTE Facility”).  Construction on the DTE Facility has been delayed multiple times and no new start date 
has been announced.  On or before the earlier of 18 months after the start of construction (the 
“Construction Start Date”) and July 1, 2014 (the earlier of such dates to be referred to as the “Acceptance 
Testing Date”), DTE will begin operation of the DTE Facility to evidence compliance with the 
specifications set forth in the Sludge Agreement.  Commercial operation of the DTE Facility must begin 
by the earlier of six months after the Acceptance Testing Date and January 1, 2015 (the “Commercial 
Operations Date”).  If the Commercial Operations Date does not occur on or before January 1, 2016, DTE 
will be in default under the Sludge Agreement, which default will not have any cure provisions.  If the 
DTE Facility is not constructed for any reason, the Authority will dispose of the Sludge through the use of 
land application.   

The Authority currently believes that its operating costs for the management of Sludge will be 
lower if the DTE Facility is not built. 

Under the Sludge Agreement, the City will furnish to the DTE Facility an agreed amount of 
MSW and Sludge.  DTE will process all of the MSW and Sludge and will use all of the MSW and Sludge 
to generate electricity for the operation of the DTE Facility.  DTE will sell any excess electricity to the 
electric power producing grid pursuant to a power purchase agreement between DTE and a third-party 
utility.  DTE will provide a credit to the City equal in value to a fixed quantity of electric generation. 

The Sludge Agreement is scheduled to expire 35 years from the Commercial Operations Date, 
subject to renewal, at the option of the parties for an additional ten-year term, for up to a total of two ten-
year terms.  The City has the option to terminate the Sludge Agreement and purchase the DTE Facility 
after the 10th anniversary of the Commercial Operations Date by paying an amount equal to the greater of 
(a) outstanding indebtedness incurred by DTE for the DTE Facility and (b) the fair market value of the 
DTE Facility. 

 DESCRIPTION OF INDEPENDENT ENGINEER’S REPORT 

The Independent Engineer has prepared an Independent Engineer’s Report for the Allentown 
Water and Sewer Utility System Concession (the “Independent Engineer’s Report”).  The Independent 
Engineer has consented to the inclusion of the Independent Engineer’s Report hereto as Appendix A.  
Potential purchasers of the 2013 Bonds should read the Independent Engineer’s Report in its entirety.  As 
stated in the Independent Engineer’s Report, actual results may differ materially from those projected, as 
influenced by the conditions, events, and circumstances that actually occur that are unknown at this time 
and/or which are beyond the control of the Independent Engineer. In the Independent Engineer’s Report, 
the Independent Engineer has reached the following conclusions regarding its review of the Concessioned 
System and the Concession Agreement the Authority’s financial model: 

• The City has the requisite permits to operate the Concessioned System and will 
remain the sole permittee of the Concessioned System.  The Authority, as the operator of the 
Concessioned System, will be fully responsible for complying with the terms and conditions of 
the permits.  PADEP and DRBC have provided written correspondence indicating which Permits 
will remain with the City as sole permittee and which should have the Authority added as a co-
permittee.  PADEP and DRBC may revisit this determination in the future, post-Closing Date.  
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As part of any future permit re-issuance process, a possibility exists that permit requirements may 
change.  

• Based on the Condition Assessment as described in the Independent Engineer’s 
Report, the System Assets appear to have been adequately maintained to serve their intended 
function and the major equipment of the Concessioned System is operationally adequate.  As 
noted in the Independent Engineer’s Report, some components of the Concessioned System 
require maintenance or replacement in the short term in order to preserve their integrity and 
proper function.  The Authority has included reasonable budgets for the costs of these identified 
short-term maintenance activities in its financial model. 

• Based on a review of available documents over the 2009 to 2012 time period, the 
Concessioned System consistently produced potable water in compliance with drinking water 
standards. The Concessioned System is expected to continue to have the capability to produce 
potable water in compliance with current drinking water standards over the life of the 2013 Bonds 
if operated and maintained in accordance with the Concession Agreement and good industry 
practices, and if there is no change in Raw Water quality that impacts its treatability by the 
existing water treatment processes that comprise the Concessioned System.  If at any time the 
Raw Water does not meet the specifications defined in the Concession Agreement, the Authority 
would be entitled to recovery of its additional costs incurred to treat such Raw Water. 

• If the factors that affect the yield of the Raw Water sources (including, but not 
limited to, current precipitation rates and volumes, aquifer recharge, land use and runoff, and the 
extraction rates of existing users of the Raw Water sources) remain constant, and given projected 
growth demands provided by the Authority, the Concessioned System is expected to have 
adequate available Raw Water supply to satisfy annual average demand and peak month demand 
over the life of the 2013 Bonds. 

• The City has identified and the Authority has included in its financial model over the 
2014 to 2017 period, a capital improvement project to add four new filters to increase the 
capacity of the Water Treatment Facility and allow water from Schantz Spring to be filtered at the 
Water Treatment Facility.  The Authority’s forecasted budget for this project is based on the 
City’s Capital Improvement Plan (“CIP”) budget for the project, which is $7 million.  The City 
has indicated the scope and budget for this project was prepared internally and is preliminary in 
nature.  The first step in moving the project forward would be a feasibility study to evaluate 
current operational issues, future needs and potential solutions.  Assuming that the ultimate scope 
of the project is limited to new filters and piping (i.e. no improvements are determined to be 
necessary to the sedimentation facilities or other ancillary systems) and that the four new filters 
are only 60% in size compared to the existing filters (i.e. to provide nominal filter capacity equal 
to the 39 mgd Water Allocation Permit withdrawal limit), a preliminary budget of $7 million is 
reasonable; however, given the preliminary nature of the project scope, the actual costs of the 
project would be expected to be within -50% to +100% of this preliminary estimate or within a 
range of $4 million to $14 million. The actual cost for this project may vary from the $7 million 
forecasted.   

• Based on the Condition Assessment, the Water Treatment Facility appears to be in 
good physical condition and its performance demonstrates that it can meet current water quality 
standards. The structures and equipment appear to be sound and well maintained although some 
components are showing signs of wear. Other components of the Water Plant and Distribution 
System appear to be generally in good condition, but are aging and will require regular 
maintenance to maintain proper function. 

• The Water Plant and Distribution System provides sufficient capacity to deliver 
potable water, but has a comparatively high degree of unaccounted for water, which has ranged 
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from 33% to 24% over the 2008 to 2012 period.  In Pennsylvania, the Public Utility Commission 
has considered levels of unaccounted for water above 20% to be excessive.  Controlling 
unaccounted for water is an important aspect of managing the Water Plant and Distribution 
System.  In recent years, the City’s percentage of unaccounted for water has varied significantly 
and future performance in this area cannot be determined with certainty.  However, the 
Authority’s projection of 24% budgeted unaccounted for water represents a small improvement 
over the 2012 reported 25% unaccounted for water and is a reasonable long-term goal. 

• The Authority is budgeting for the replacement or rehabilitation of 0.75% of the 
water mains annually beginning in 2018, which would result in the complete replacement of the 
pipes in 133 years.  This is an increase over the City’s recent rate of pipe replacement, but is still 
on the low end of industry standards for the rate of pipe renewal.  Furthermore, more than 200 
miles of water mains will reach the end of their average life expectancy over the life of the 2013 
Bonds.  As the Authority monitors the frequency of leaks and water main breaks over the Term, 
the Authority may need to accelerate its planned rate of water main replacement. 

• Based on a review of available documents over the 2009 to 2012 time period, with 
the exception of bypass events due to high flows during severe wet weather, the KIWWTP 
consistently treats wastewater in compliance with its NPDES permit limits. The KIWWTP is 
expected to continue to have the capability to treat wastewater in accordance with current NPDES 
permit limits over the life of the 2013 Bonds if it is operated and maintained in accordance with 
the Concession Agreement and good industry practices, and there is no change in wastewater 
quality that that impacts its treatability by the KIWWTP. 

• Based on the Condition Assessment, the KIWWTP appears to be in good physical 
condition and its performance demonstrates that it can meet current NPDES permit limits. The 
structures and equipment appear to be sound and well maintained although some components are 
showing signs of wear. 

• Although an expansion of the KIWWTP may be required to satisfy increased future 
flows due to projected growth primarily from the service areas of the Municipal Customers, the 
Authority has indicated that the costs of any future expansion of the KIWWTP to handle these 
increased future flows will be borne and financed primarily by the Municipal Customers and not 
primarily by the Concessioned System. 

• Based on the Authority’s population projection that anticipates no population growth 
in the City, if the Authority operates the Sewer Utility System in accordance with good industry 
practices and the requirements of the Concession Agreement, the collection system is expected to 
have sufficient dry-weather capacity over the life of the 2013 Bonds.  If significant flow increases 
occur primarily from growth in the service areas of the Municipal Customers which requires 
expansion of the Sewer Utility System, the Authority has indicated that the costs of expanding the 
Sewer Utility System to handle these increased future flows will be primarily borne and financed 
by the Municipal Customers and not primarily by the Concessioned System.  Portions of the 
City’s collection system are currently deficient in terms of capacity during certain severe wet-
weather events.  The improvements needed to properly manage wet weather flows in the 
collection system and at the KIWWTP are planned to be addressed as part of the Administrative 
Order Project, for which the City is responsible to fund, as further discussed in the Independent 
Engineer’s Report.  The Authority has budgeted in its financial model the replacement of 0.75% 
of the sewer system annually beginning in 2018, which would result in complete system 
replacement in 133 years.  This is an increase over the City’s recent rate of pipe replacement, but 
is still on the low end of industry standards for rate of pipe renewal.  As the Authority performs 
the required 55,000 LF of annual sewer main inspection and monitors the performance of the 
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Sewer Utility System over time, the Authority may need to accelerate its planned rate of sewer 
main renewal to accommodate the needs of the Sewer Utility System. 

• The local Federal Flood Protection Project works appear to have been maintained at 
minimally acceptable levels and require an increased level of maintenance to assure long term 
integrity.  The Authority’s financial model includes budget for increased maintenance for the 
Federal Flood Protection Project. 

• The Independent Engineer conducted Phase I Environmental Assessments for the 
major sites associated with the Concessioned System.  No recognized environmental conditions 
were identified that would prevent the continued operation of the Concessioned System.  
However, it is recommended that potentially-contaminated soil should be characterized on those 
parcels identified as having recognized environmental conditions or historic recognized 
environmental conditions prior to any construction or other activity that breaks ground.   Based 
on the nature of industrial activities that historically existed in the City, this fill material may be 
impacted to various extents with potentially regulated contaminants. The City is responsible for 
(i) any Hazardous Substance existing at the time of Closing that has a material adverse effect and 
(ii) Environmental Law violations related to pre-Closing ownership or operation of the 
Concessioned System or pre-Closing releases of Hazardous Substances at, on, under or from the 
Concessioned System. 

• Although in recent years the City has not performed preventive maintenance tasks 
(e.g. valve exercising, hydrant testing, etc.) at levels consistent with the requirements of the 
Concession Agreement, the Authority does not intend to fill the vacant budgeted positions in the 
City’s Water and Sewer Department because the Authority has determined that certain City staff 
members who are planned to transfer to the Authority spent a substantial amount of time in 2012 
on activities unrelated to the operation of the Concessioned System (e.g. work at City pools, 
storm water and stream surveillance, curb repairs and plowing snow).  With the removal of these 
other activities from their job requirements as Authority employees, the transferred staff is 
expected to be able to devote more time to preventive maintenance on the Concessioned System 
and, together with the Authority’s budget for outsourced services and new hires, allow the 
Authority to meet the operation and maintenance requirements (including preventive 
maintenance) of the Concession Agreement.  The Authority currently anticipates adding 
approximately 23 employees to complement the 85 transferred City employees.  To the extent the 
Authority does not fill these vacant Authority positions prior to the Closing Date, the Authority 
may need to rely on the services of outside contractors to supplement its staff. 

• The short-term capital projects identified in the Concession Agreement as 
Uncompleted Work and those budgeted in the Authority’s financial model and capital plan 
generally align with the identified Concessioned System needs and requirements of the 
Concession Agreement.  With the exception of the Water Treatment Facility filter project as 
discussed above, the Independent Engineer has reviewed available supporting information for the 
short-term capital projects included in the Authority’s financial model and believes that the 
budgets are reasonable.  The Authority’s forecasted budget for the Water Treatment Facility 
project is based on the City’s CIP budget for the project; however, the City has indicated the 
budget is preliminary in nature without a defined scope.  Actual project budgets will need to be 
refined as the scope of the projects are refined.  The Authority may need to make adjustments to 
its planned schedule for implementation of capital improvements in order to accommodate 
changes in project budgets that may occur as the projects move from the concept stage to 
preliminary design to construction. 

• The Authority’s financial model includes a limited budget for Major Capital 
Improvements to the Concessioned System after 2017.  Over the Term of the Concession 
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Agreement, it is likely that the Concessioned System will require Major Capital Improvements in 
addition to those included in the Authority’s financial model to renew, expand or upgrade the 
facilities of the Concessioned System.  In the event of the need of additional Major Capital 
Improvements, the Authority intends to fund the Major Capital Improvements with operating 
cash balances to the extent available.  Should the need for funding Major Capital Improvements 
exceed the available operating cash balance, it is assumed that the Authority will (a) make 
adjustments to its planned schedule for implementation of Major Capital Improvements, (b) issue 
additional senior debt as increases in revenues (from additional Capital Cost Recovery Charges) 
may allow, or (c) issue Subordinated Indebtedness to fund such Major Capital Improvements, the 
order of which will depend on the circumstances of the Major Capital Improvements.  Assuming 
the Authority implements the maximum allowable rate increases under the Concession 
Agreement and that all excess cash generated is retained for potential use to fund additional 
capital improvements for the Concessioned System, the Authority’s financial model projects 
insufficient available operating cash to finance potential additional Major Capital Improvements 
until year 2025, where the projected operating cash balance is $2.3 million.   

• The ultimate scope and cost for the Administrative Order Project is yet to be 
determined and will need to be negotiated among the City and Municipal Customers as part of a 
comprehensive solution to comply with the Administrative Orders. Because the City is required 
under the Concession Agreement to pay all costs related to the Administrative Order Project, the 
Authority’s financial model does not include any capital financing for these projects.   

• The full impact of future regulations on the Concessioned System is unknown at the 
time of the Independent Engineer’s Report. In some cases, future regulations are expected to 
require minor process changes or sampling protocols; and, in other cases may require Major 
Capital Improvements. If capital improvements or increased operating costs are required to 
comply with future regulations, this will be considered a Change of Law under the Concession 
Agreement and the Authority will be entitled to an increase in the Schedule of Service Charges.  

• Set forth below are the opinions that have been reached regarding the review of the 
financial model and cash flow forecast prepared by the Authority. 

• The projected revenues, subject to historic collection experience, are 
anticipated to be adequate in satisfying bond covenants (i.e. 120 percent of the net 
revenues available to pay the debt service on the 2013 Bonds and required deposits into 
the funds). 

• Based on discussions with and information provided by the Authority, the 
cash flow forecast and assumptions, including operations and maintenance expenses, 
appear to be reasonable.  

• With the projected annual water and sewer Rate increases identified in the 
Independent Engineer’s Report, it is anticipated that the Authority will meet its debt 
service coverage requirement specified in the Indenture of an amount not less than 120 
percent of the Debt Service Requirements. 

• The current Schedule of Service Charges for each class or type of utility 
service (including increases pursuant to the Annual Rate Adjustment for water and sewer 
rates in the Concession Agreement) is currently within generally acceptable ranges for 
such rates. 

• Based on the information and estimates summarized in the Independent Engineer’s 
Report, which are reasonable in light of current information, the Project appears to be financially 
feasible. 
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 PLAN OF FINANCE 

The 2013 Bonds are being issued to provide funding for: (i) a single, up-front lease payment to 
the City pursuant to the Concession Agreement to acquire the Concession Interest in the Concessioned 
System, (ii) certain anticipated capital improvements to the Concessioned System, (iii) deposits to certain 
reserve and other funds as described herein and (iv) transaction costs and expenses in connection with the 
acquisition of the Concessioned System and the issuance of the 2013 Bonds. 

 ESTIMATED SOURCES AND USES OF FUNDS 

 

 2013A Bonds and 
2013B Bonds 

 
2013C Bonds 

 
Total 

SOURCES:    
Par Amount of the 2013 Bonds $288,948,598.90 $18,735,000.00 $307,683,598.90 
Original Issue Discount (10,923,457.80)              - (10,923,457.80)
 TOTAL $278,025,141.10 $18,735,000.00 $296,760,141.10 
    

USES:   
Up-Front Lease Payment1 $211,332,217.56 $                   - $211,332,217.56 
Deposit to Capital Improvement Fund 31,850,565.74 - 31,850,565.74 
Deposit to Debt Service Reserve Fund 26,379,843.25 1,710,430.04 28,090,273.29 
Deposit to 2013A Capitalized Interest Account 3,450,000.00 - 3,450,000.00 
Deposit to Operations and Maintenance  
Reserve Fund 

 
- 

 
9,199,515.00 

 
9,199,515.00 

Deposit to Major Maintenance Reserve Fund - 7,500,000.00 7,500,000.00 
Costs of Issuance2    5,012,514.55     325,054.96    5,337,569.51 
 TOTAL $278,025,141.10 $18,735,000.00 $296,760,141.10 
____________________________ 

1   The City has agreed to deposit a portion of the proceeds of the up-front lease payment to defease outstanding indebtedness of the 
City relating to the Concessioned System. 
2   Includes Underwriter’s discount, legal, advisory and other costs of issuance.

 THE 2013 BONDS 

General 

The 2013 Bonds are being issued by the Authority pursuant to the laws of the Commonwealth, 
including the Act and the Indenture.  The 2013 Bonds will be issued as fully registered bonds and in 
denominations of $5,000 or any integral multiple thereof.   

2013A Bonds and 2013C Bonds. The 2013A Bonds and the 2013C Bonds mature on the dates 
and in the principal amounts and will bear interest at the per annum rates shown on the inside front cover 
hereof. Interest on the 2013A Bonds and the 2013C Bonds will be calculated on the basis of a 360-day 
year of twelve 30-day months and will be payable to the Holders thereof on each June 1 and December 1, 
commencing December 1, 2013.  

2013B Bonds. The 2013B Bonds mature on the dates and in the Maturity Amounts shown on the 
inside front cover hereof. The “Maturity Amount” for the 2013B Bonds represents the total amount of 
principal, plus the initial premium, if any, paid therefor, and the accreted/compounded interest thereon to 
stated maturity. Interest on the 2013B Bonds will accrete from the date of their initial delivery to the 
Underwriter to stated maturity at a rate which produces the approximate yields to maturity set forth on the 
inside front cover hereof and will compound on December 1, 2013 and each June 1 and December 1 



 

 57 

thereafter (each such date being a “Compounding Date”). Such accreted and compounded interest will be 
paid as part of the Maturity Amount at stated maturity.  A table of Compounded Amounts for the 2013B 
Bonds per $5,000 Maturity Amount based on the initial offering prices and the approximate yields 
therefor set forth on the inside front cover hereof is presented in Schedule I attached hereto. Such table is 
provided for informational purposes only and may not reflect the price for the 2013B Bonds in the 
secondary market. 

The term “Compounded Amount,” as used in this Official Statement with respect to the 2013B 
Bonds, means as of any particular date of calculation, the original principal amount thereof, plus the 
initial premium, if any, plus all interest accreted and compounded to the particular date of calculation, 
determined as follows: (a) as of any Compounding Date, the amount shown as the Compounded Amount 
for such Compounding Date in the Compounded Amount Table; and (b) as of any date that is not a 
Compounding Date, the amount set forth in the Compounded Amount Table for the last preceding 
Compounding Date, plus the portion of the difference between such amount and the amount set forth in 
the Compounded Amount Table for the next succeeding Compounding Date that the number of days 
(based on 30-day months) from such last preceding Compounding Date to the date for which 
determination is being made bears to the total number of days (based on 30-day months) from such last 
preceding Compounding Date to the next succeeding Compounding Date.  

Yield on 2013B Bonds. The approximate yields of the 2013B Bonds as set forth on the inside 
front cover hereof are based upon the initial offering price therefor set forth on the inside front cover 
hereof. Such offering price includes the principal amount of such 2013B Bonds plus premium, if any, 
equal to the amount by which such offering price exceeds the principal amount of such 2013B Bonds. The 
yield on the 2013B Bonds to a particular purchaser may differ depending upon the price paid by the 
purchaser. For various reasons, securities that do not pay interest periodically, such as the 2013B Bonds, 
have traditionally experienced greater price fluctuations in the secondary market than securities that pay 
interest on a periodic basis.  

Method and Place of Payment.  The Trustee will act as the initial Paying Agent for the 2013 
Bonds. The principal amount of the 2013A Bonds and the 2013C Bonds and the Maturity Amount of the 
2013B Bonds will be payable upon the presentation and surrender thereof, as the same respectively 
become due and payable, at the Designated Payment/Transfer Office of the Trustee, initially in 
Harrisburg, Pennsylvania, or such other office designated by the Trustee. Interest on the 2013A Bonds 
and the 2013C Bonds will be payable by check dated as of the Interest Payment Date and mailed to the 
Person in whose name such 2013A Bond or 2013C Bond is registered on the 15th day of the month 
immediately preceding the applicable Interest Payment Date, at the address of such Person as shown on 
the registration books kept by the Trustee. Notwithstanding the foregoing, for so long as the 2013 Bonds 
are registered in the name of Cede & Co., as nominee for The Depository Trust Company (“DTC”), 
payment of debt service on the 2013 Bonds will be made by the Trustee to DTC in accordance with the 
operational procedures of DTC.  See “THE 2013 BONDS – Book-Entry Only System.”  

Redemption 

Optional Redemption for 2013A Bonds.  The 2013A Bonds are subject to redemption prior to 
maturity, at the option of the Authority, in whole or, from time to time, in part, on December 1, 2023, or 
on any date thereafter, upon payment of 100% of the principal amount thereof, together with accrued 
interest to the date fixed for redemption. 

Optional Make-Whole Redemption for 2013B Bonds.  The 2013B Bonds are generally not 
subject to optional redemption prior to maturity.  In the event that the Authority needs to take remedial 
action due to a determination of excessive private business use of the proceeds of the 2013 Bonds, the 
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2013B Bonds will be subject to optional redemption prior to maturity, at the option of the Authority, in 
whole or in part, on any business day, at a redemption price, which is the greater of: (i) 100% of the 
Compounded Amount of the 2013B Bonds calculated as of such redemption date and (ii) an amount equal 
to the sum of the present values of the remaining unpaid payments of principal and interest to be paid on 
the 2013B Bonds to be redeemed from and including the date of redemption to the maturity date of the 
2013B Bonds, discounted to the date of redemption on a semiannual basis at a discount rate equal to the 
Applicable Tax-Exempt Municipal Bond Rate (defined in this section) for the 2013B Bonds. 

The “Applicable Tax-Exempt Municipal Bond Rate” means, for the 2013B Bonds, the 
“Comparable AAA General Obligations” yield curve rate for the stated maturity date of the 2013B Bonds 
as published by Municipal Market Data five business days prior to the date of redemption.  If no such 
yield curve rate is established for the applicable year, the “Comparable AAA General Obligations” yield 
curve rate for the two published maturities most closely corresponding to the applicable year will be 
determined, and the “Applicable Tax-Exempt Municipal Bond Rate” will be interpolated or extrapolated 
from those yield curve rates on a straight-line basis.  This rate is made available daily by Municipal 
Market Data and is available to its subscribers through its internet address: www.tm3.com. In calculating 
the Applicable Tax-Exempt Municipal Bond Rate, should Municipal Market Data no longer publish the 
“Comparable AAA General Obligations” yield curve rate, then the Applicable Tax-Exempt Municipal 
Bond Rate will equal the Consensus Scale yield curve rate for the applicable year.  The Consensus Scale 
yield curve rate is made available daily by Municipal Market Advisors and is available to its subscribers 
through its internet address: www.mma-research.com. 

Optional Redemption for 2013C Bonds.  The 2013C Bonds are not subject to optional 
redemption prior to maturity. 

Extraordinary Redemption.  The 2013 Bonds are subject to extraordinary redemption in whole 
or in part by the Authority, at a redemption price equal to: (a) 100% of the principal amount thereof plus 
interest accrued to the redemption date with respect to the 2013A Bonds and the 2013C Bonds and (b) 
100% of the Compounded Amount as of the redemption date with respect to the 2013B Bonds, if (i) the 
Authority elects to terminate the Concession Agreement in connection with an Adverse Action; (ii) if the 
Authority elects to terminate the Concession Agreement upon the occurrence of a City Default; or (iii) if 
the City elects to terminate the Concession Agreement other than pursuant to a Concessionaire Default or 
the City cancels, rescinds or voids the Concession Agreement during the Term for any reason over the 
objection and without action by the Authority, the Trustee and their respective Affiliates.  See 
“CONCESSION AGREEMENT – Termination.” 

Mandatory Sinking Fund Redemption.  The 2013A Bonds maturing on December 1, 2038, 
2043 and 2047, are subject to mandatory sinking fund redemption prior to maturity at a redemption price 
equal to 100% of the principal amount of the 2013A Bonds being redeemed, without premium, together 
with accrued interest to the date fixed for redemption on December 1 of the following years and in the 
following principal amounts. 

Year Amount Year Amount 
2035 $3,140,000 2039 $21,685,000 
2036 3,365,000 2040 23,920,000 
2037 3,545,000 2041 26,305,000 
2038* 4,215,000 2042 28,855,000 

  2043* 31,570,000 
* Maturity * Maturity 
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Year Amount 
2044 $22,925,000 
2045 24,100,000 
2046 25,335,000 
2047* 26,630,000 

 * Maturity 

The 2013B Bonds and the 2013C Bonds are not subject to mandatory sinking fund redemption.  

In the event any 2013 Bonds of a Series are in a denomination greater than $5,000, a portion of 
such 2013 Bonds may be redeemed, but portions of 2013 Bonds of a Series will be redeemed only in the 
principal amount of $5,000 or any whole multiple thereof. 

On or before the 45th day prior to any mandatory sinking fund redemption date, the Trustee is 
required to proceed to select for redemption (by lot in such manner as the Trustee may determine), from 
all applicable 2013 Bonds of the Series subject to such redemption, an aggregate principal amount of such 
2013 Bonds of that Series equal to the amount for such year as set forth in the appropriate table above and 
will call such 2013 Bonds of that Series or portions thereof (in Authorized Denominations) for 
redemption and give notice of such call. 

Selection of 2013 Bonds to be Redeemed.  If less than all of a Series of 2013 Bonds are to be 
redeemed at any time, such 2013 Bonds are required to be redeemed in such order of maturity as the 
Authority selects.  If less than all 2013 Bonds of a maturity are to be redeemed, such 2013 Bonds will be 
drawn by lot by the Trustee.  In the event any 2013 Bonds are in a denomination greater than $5,000 a 
portion of such 2013 Bonds may be redeemed, but portions of 2013A Bonds or 2013C Bonds may only 
be redeemed in the principal amount of $5,000 or any whole multiple thereof and portions of 2013B 
Bonds may only be redeemed in the Maturity Amount of $5,000 or any whole multiple thereof. 

Notice of Redemption.  The Trustee is required to give notice of redemption, in the name of the 
Authority, to the related Bondholders affected by such redemption at least 20 days before each 
redemption, send such notice of redemption by first-class mail (or with respect to 2013 Bonds held by 
DTC by an express delivery service for delivery on the next business day) to each owner of a 2013 Bond 
to be redeemed.  Each such notice will be sent to the owner’s registered address.  No defect affecting any 
2013 Bond, whether in the notice of redemption or mailing thereof (including any failure to mail such 
notice), shall affect the validity of the redemption proceedings for any other 2013 Bonds. 

Each notice of redemption will: (i) identify the 2013 Bonds to be redeemed (specifying the 
CUSIP numbers, if any, assigned to the 2013 Bonds), (ii) specify the redemption date, the redemption 
price and, if less than all of any particular 2013 Bond is to be redeemed, the principal amount so to be 
redeemed, (iii) state that on the redemption date the 2013 Bonds called for redemption will be payable at 
the designated corporate trust office or corporate trust agency of the Trustee, that from that date interest 
will cease to accrue, that no representation is made as to the accuracy or correctness of the CUSIP 
numbers (if any) printed therein or on the 2013 Bonds, and (iv) provide any other descriptive information 
which may be necessary in order to identify the 2013 Bonds to be redeemed, including without limitation 
the original issuance date, series, maturity date and interest rate applicable to such 2013 Bonds.   

The Authority may provide that, if at the time of mailing of notice of an optional redemption, 
there shall not have been deposited with the Trustee moneys sufficient to redeem all the 2013 Bonds 
called for redemption, such notice may state that the redemption is conditional, that is, subject to the 
deposit of the redemption moneys with the Trustee not later than the scheduled redemption date, and such 
notice will be of no effect unless such moneys are so deposited.  In the event sufficient moneys are not on 
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deposit on the required date, then the redemption will be canceled and the previous notice of redemption 
will be of no effect. 

Events of Default; Remedies 

Events of Default.  The Indenture sets forth several Events of Default, including:  failure to pay 
debt service on the 2013 Bonds when due; certain covenant violations, after the lapse of a cure period; 
certain bankruptcy related events; and if any material provision of the Concession Agreement at any time 
ceases to be valid and binding on the Authority or shall be declared to be null and void.  See Appendix E 
for a description of the Events of Default in the Indenture. 

Remedies.  Were an Event of Default to occur under the Indenture and such Event of Default was 
not cured, the Trustee may exercise a variety of legal and equitable remedies, including bringing suit on 
the 2013 Bonds and seeking to enjoin acts which may be held unlawful or in violation of the rights of the 
Bondholders.  One remedy available to the Trustee provides that it may (or shall, upon written request of 
a majority in principal amount (Compounded Amount, where applicable) of the Bondholders) declare the 
principal of all 2013 Bonds (Compounded Amount, where applicable) then outstanding to be due and 
payable immediately.  The Indenture provides that indemnification payments made to the Authority 
pursuant to the Concession Agreement are “Concession Revenues” and must be deposited with the 
Trustee, and further provides that, if the Concession Agreement is declared null and void, the Authority 
will pursue its remedies under the Concession Agreement, one of which is seeking indemnification from 
the City thereunder.  See “CONCESSION AGREEMENT; City Representations and Warranties” for a 
description of other remedies available to the Authority upon a breach by the City of its representation 
under the Concession Agreement.   

Mandatory Purchase in Lieu of Acceleration 

The Concession Agreement provides that if an Event of Default occurs under the Indenture or any 
act, condition or event has occurred which would permit the Trustee to declare all or part of the 2013 
Bonds to be immediately due and payable, then the City has the option to purchase the 2013 Bonds from 
the Trustee (the “City Option”) at a purchase price equal to 100% of the principal amount thereof (100% 
of the Compounded Amount thereof, in the case of the 2013B Bonds), together with accrued interest 
(relating to the 2013A Bonds and the 2013C Bonds) and the accreted interest (relating to the 2013B 
Bonds) to the date fixed for the purchase of the 2013 Bonds.  The City can exercise the City Option by 
serving notice to the Trustee within 30 days after receiving notice from the Trustee that the Trustee 
intends to declare all or part of the 2013 Bonds to be immediately due and payable (the “Acceleration 
Notice”).  If the City Option is exercised, the City is required to purchase the 2013 Bonds on the date that 
is 90 days after the Acceleration Notice is delivered to the City.  
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Debt Service Requirements 

The following table sets forth, for each of the periods indicated, the estimated amount required in 
such period to be made available for debt service after the issuance of the 2013 Bonds. 

Debt Service Requirements 
Fiscal 2013A Bonds 2013B Bonds 2013C Bonds Total Debt 
Year  

Principal 
 

Interest 
 

Principal 
Compounded 

Interest 
 

Principal 
 

Interest 
Service(1)

2013 $              - $ 3,927,692 $              - $              - $              - $204,087 $ 4,131,778 
2014 - 12,403,238 - - - 644,484 13,047,722 
2015 - 12,403,238 - - - 644,484 13,047,722 
2016 - 12,403,238 - - - 644,484 13,047,722 
2017 - 12,403,238 - - - 644,484 13,047,722 
2018 - 12,403,238 - - 18,735,000 644,484 31,782,722 
2019 - 12,403,238 368,001 81,999 - - 12,853,238 
2020 - 12,403,238 701,732 213,268 - - 13,318,238 
2021 - 12,403,238 996,170 398,831 - - 13,798,238 
2022 - 12,403,238 1,258,697 636,303 - - 14,298,238 
2023 - 12,403,238 1,493,839 916,162 - - 14,813,238 
2024 - 12,403,238 1,693,404 1,251,596 - - 15,348,238 
2025 - 12,403,238 1,868,322 1,626,678 - - 15,898,238 
2026 - 12,403,238 2,015,021 2,049,980 - - 16,468,238 
2027 - 12,403,238 2,143,721 2,511,279 - - 17,058,238 
2028 - 12,403,238 2,249,366 3,015,634 - - 17,668,238 
2029 - 12,403,238 2,339,586 3,560,414 - - 18,303,238 
2030 - 12,403,238 2,421,339 4,128,662 - - 18,953,238 
2031 - 12,403,238 2,492,253 4,737,747 - - 19,633,238 
2032 - 12,403,238 2,545,451 5,384,549 - - 20,333,238 
2033 - 12,403,238 2,587,129 6,062,872 - - 21,053,238 
2034 - 12,403,238 2,801,952 7,243,048 - - 22,448,238 
2035 3,140,000 12,403,238 3,169,798 9,000,202 - - 27,713,238 
2036 3,365,000 12,246,238 3,318,505 10,306,495 - - 29,236,238 
2037 3,545,000 12,077,988 3,454,285 11,720,715 - - 30,797,988 
2038 4,215,000 11,900,738 3,440,030 12,739,970 - - 32,295,738 
2039 21,685,000 11,689,988 - - - - 33,374,988 
2040 23,920,000 10,605,738 - - - - 34,525,738 
2041 26,305,000 9,409,738 - - - - 35,714,738 
2042 28,855,000 8,094,488 - - - - 36,949,488 
2043 31,570,000 6,651,738 - - - - 38,221,738 
2044 22,925,000 5,073,238 - - - - 27,998,238 
2045 24,100,000 3,898,331 - - - - 27,998,331 
2046 25,335,000 2,663,206 - - - - 27,998,206 
2047   26,630,000    1,364,788                  -                 -                 -                -   27,994,788 

TOTAL $245,590,000 $372,475,129 $43,358,599 $87,586,401 $18,735,000 $3,426,507 $771,171,636 
________________________ 

(1)  Numbers may not total exactly due to rounding. 
 

Book-Entry Only System 

The 2013 Bonds initially will be available in book-entry form only.  Purchasers of the 2013 
Bonds will not receive certificates representing their interests in the 2013 Bonds purchased.  The 
information in this section concerning DTC and DTC’s book-entry system has been obtained from 
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sources that the Authority believes to be reliable, but the Authority takes no responsibility for the 
accuracy thereof.  The 2013 Bonds will be issued as fully-registered securities registered in the name of 
Cede & Co. (DTC’s partnership nominee).  One fully-registered 2013 Bond certificate will be issued for 
each maturity within each series of the 2013 Bonds, each in the aggregate principal amount of such 
maturity within such series, and will be deposited with DTC. 

Initially, DTC will act as Securities Depository for the 2013 Bonds.  The 2013 Bonds initially 
will be issued solely in book-entry form to be held under DTC’s book-entry only system, registered in the 
name of Cede & Co. (DTC’s Partnership nominee) or such other name as may be requested by an 
authorized representative of DTC.   

DTC, the world’s largest securities depository, is a limited-purpose trust company organized 
under the New York Banking Law, a “banking organization” within the meaning of the New York 
Banking Law, a member of the Federal Reserve System, a “clearing corporation” within the meaning of 
the New York Uniform Commercial Code, and a “clearing agency” registered pursuant to the provisions 
of Section 17A of the Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 
3.6 million issues of U.S. and non-U.S. equity issues, corporate and municipal debt issues, and money 
market instruments (from over 100 countries) that DTC’s participants (“Direct Participants”) deposit with 
DTC.  DTC also facilitates the post-trade settlement among Direct Participants of sales and other 
securities transactions in deposited securities, through electronic computerized book-entry transfers and 
pledges between Direct Participants’ accounts. This eliminates the need for physical movement of 
securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, 
banks, trust companies, clearing corporations, and certain other organizations. DTC is a wholly-owned 
subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC is the holding company for 
DTC, National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which are 
registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the DTC 
system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, 
trust companies, and clearing corporations that clear through or maintain a custodial relationship with a 
Direct Participant, either directly or indirectly (“Indirect Participants”). DTC has a Standard & Poor’s 
rating of AA+. The DTC Rules applicable to its Participants are on file with the Securities and Exchange 
Commission. More information about DTC can be found at www.dtcc.com.  So long as the 2013 Bonds 
are maintained in book-entry form with DTC, the following procedures will be applicable with respect to 
the 2013 Bonds. 

Purchases of 2013 Bonds under the DTC system must be made by or through Direct Participants, 
which will receive a credit for the 2013 Bonds on DTC’s records.  The ownership interest of each actual 
purchaser of each 2013 Bond (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect 
Participants’ records.  Beneficial Owners will not receive written confirmation from DTC of their 
purchase.  Beneficial Owners are, however, expected to receive written confirmations providing details of 
the transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant 
through which the Beneficial Owner entered into the transaction.  Transfers of ownership interests in the 
2013 Bonds are to be accomplished by entries made on the books of Direct and Indirect Participants 
acting on behalf of Beneficial Owners.  Beneficial Owners will not receive certificates representing their 
ownership interests in 2013 Bonds, except in the event that use of the book-entry system for the 2013 
Bonds is discontinued. 

To facilitate subsequent transfers, all 2013 Bonds deposited by Direct Participants with DTC are 
registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be 
requested by an authorized representative of DTC.  The deposit of 2013 Bonds with DTC and their 
registration in the name of Cede & Co. or such other DTC nominee do not effect any change in beneficial 
ownership.  DTC has no knowledge of the actual Beneficial Owners of the 2013 Bonds; DTC’s records 
reflect only the identity of the Direct Participants to whose accounts such 2013 Bonds are credited, which 
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may or may not be the Beneficial Owners.  The Direct and Indirect Participants will remain responsible 
for keeping account of their holdings on behalf of their customers. 

Conveyance of notices and other communications by DTC to Direct Participants, by Direct 
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial 
Owners will be governed by arrangements among them, subject to any statutory or regulatory 
requirements as may be in effect from time to time. 

As long as the book-entry system is used for the 2013 Bonds, redemption notices will be sent to 
Cede & Co. If less than all of the 2013 Bonds within a series are being redeemed, DTC’s practice is to 
determine by lot the amount of the interest of each Direct Participant in such series to be redeemed. 

As long as the book-entry system is used for the 2013 Bonds, principal or redemption price of, 
and interest payments on, the 2013 Bonds will be made to DTC.  DTC’s practice is to credit Direct 
Participants’ accounts on the payable date in accordance with their respective holdings shown on DTC’s 
records unless DTC has reason to believe that it will not receive payment on the payable date.  Payments 
by Participants to Beneficial Owners will be governed by standing instructions and customary practices, 
as is the case with securities held for the accounts of customers in bearer form or registered in “street 
name,” and will be the responsibility of such Participant and not of DTC, the Trustee or the Authority, 
subject to any statutory or regulatory requirements as may be in effect from time to time.  Payment of 
principal or redemption price and interest to DTC is the responsibility of the Authority or the Trustee, 
disbursement of such payments to Direct Participants will be the responsibility of DTC, and disbursement 
of such payments to the Beneficial Owners will be the responsibility of Direct and Indirect Participants. 
Beneficial Owners of the 2013 Bonds may wish to take certain steps to augment the transmission to them 
of notices of significant events with respect to the 2013 Bonds, such as redemptions, tenders, defaults, 
and proposed amendments to the financing documents.  For example, Beneficial Owners of the 2013 
Bonds may wish to ascertain that the nominee holding the 2013 Bonds for their benefit has agreed to 
obtain and transmit notices to Beneficial Owners.  In the alternative, Beneficial Owners may wish to 
provide their names and addresses to the registrar and request that copies of notices be provided directly 
to them. 

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to 
the 2013 Bonds, unless authorized by a Direct Participant in accordance with DTC’s MMI Procedures.  
Under its usual procedures, DTC mails an Omnibus Proxy to the Trustee as soon as possible after the 
record date.  The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct 
Participants to whose accounts the 2013 Bonds are credited on the record date (identified in listing 
attached to the Omnibus Proxy). 

Redemption proceeds, distributions, and interest payments on the 2013 Bonds will be made to 
Cede & Co., or such other nominee as may be requested by an authorized representative of DTC.  DTC’s 
practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail 
information from the Authority or the Trustee, on the payable date in accordance with their respective 
holdings shown on DTC’s records.  Payments by Participants to Beneficial Owners will be governed by 
standing instructions and customary practices, as is the case with securities held for the accounts of 
customers in bearer form or registered in “street name,” and will be the responsibility of such Participant 
and not of DTC (nor its nominee), the Trustee, or the Authority, subject to any statutory or regulatory 
requirements as may be in effect from time to time.  Payment of redemption proceeds, distributions, and 
interest payments to Cede & Co. (or such other nominee as may be requested by an authorized 
representative of DTC) is the responsibility of the Authority or the Trustee, disbursement of such 
payments to Direct Participants will be the responsibility of DTC, and disbursement of such payments to 
the Beneficial Owners will be the responsibility of Direct and Indirect Participants. 
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DTC may discontinue providing its services as depository with respect to the 2013 Bonds at any 
time by giving reasonable notice to the Authority and the Trustee.  In addition, the Authority may decide 
to discontinue use of the system of book-entry transfers through DTC (or a successor Securities 
Depository).  Under either of such circumstances, in the event that a successor Securities Depository is 
not obtained, Bond certificates are required to be printed and delivered. 

The Authority and the Underwriter cannot and do not give any assurances that the Direct 
Participants or the Indirect Participants will distribute to the Beneficial Owners of the 2013 Bonds: 
(i) certificates representing an ownership interest or other confirmation of beneficial ownership 
interests in the 2013 Bonds, or (ii) redemption or other notices sent to DTC or Cede & Co., its 
nominee, as the registered owners of the 2013 Bonds, or that they will do so on a timely basis or that 
DTC, Direct Participants or Indirect Participants will serve and act in the manner described in this 
Official Statement.  The current rules applicable to DTC are on file with the Securities and 
Exchange Commission and the current procedures of DTC to be followed in dealing with DTC 
Participants are on file with DTC. 

The Authority and the Trustee will have no responsibility or obligation to any Securities 
Depository, any Participants in the book-entry system, or the Beneficial Owners with respect to (i) the 
accuracy of any records maintained by the Securities Depository or any Participant; (ii) the payment by 
the Securities Depository or by any Participant of any amount due to any Participant or Beneficial Owner, 
respectively, in respect of the principal amount or redemption price of, or interest on, any Bonds; (iii) the 
delivery of any notice by the Securities Depository or any Participant; (iv) the selection of the Beneficial 
Owners to receive payment in the event of any partial redemption of the 2013 Bonds; or (v) any other 
action taken by the Securities Depository or any Participant. 

In the event of the discontinuance of the book-entry system for the 2013 Bonds, Bond certificates 
will be printed and delivered and the following provisions of the Indenture will apply:  (i) principal or 
redemption price of the 2013 Bonds will be payable upon surrender of the 2013 Bonds at the designated 
corporate trust office of the Trustee located in Harrisburg, Pennsylvania as provided in the Indenture; 
(ii) 2013 Bonds may be transferred or exchanged for other Bonds of Authorized Denominations at the 
designated office of the Registrar of the 2013 Bonds, without cost to the owner thereof except for any tax 
or other governmental charge; and (iii) 2013 Bonds will be issued in denominations as described above 
under “THE 2013 BONDS.” 

 SECURITY AND SOURCES OF PAYMENT FOR THE 2013 BONDS 

The following are summaries of certain provisions of the Indenture.  These summaries do 
not purport to be comprehensive or definitive.  See Appendix D – Definitions of Certain Terms and 
Appendix E – Summary of the Indenture for a more complete description of the provisions of the 
Indenture. 

Limited Obligations 

The 2013 Bonds are special, limited obligations of the Authority payable from and secured by a 
first priority, perfected security interest in and liens on (i) the Concessionaire Interest, including the rights 
(but not the obligations) of the Authority under the Concession Agreement, including the right to charge 
Service Charges and collect Revenues* derived from operating the Concessioned System, Service 

                                                      
*  Certain payments made under the Municipal Service Agreements allocable to debt service or bonds or other obligations 

issued by the City to pay these costs will be retained by the City, and certain additional Service Charges imposed to pay debt 
service or such bonds or other obligations will be transferred directly to the City. 
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Charges imposed by the Authority for the use of the Concessioned System, including payments from 
Municipal Customers made pursuant to Municipal Service Contracts in which the City currently provides 
water services or sewage services to municipalities and municipal authorities, payments by the City to the 
Authority due to a Compensation Event, any Termination Compensation or any other payment from the 
City to the Authority under the Concession Agreement; (ii) the funds and accounts established with the 
Indenture, including a Debt Service Reserve Fund; and (iii) the Major Project Documents (collectively, 
the “Trust Estate”).  See “CONCESSION AGREEMENT.”  However, “Revenues” do not include 
payments made by a Municipal Customer or moneys collected from Retail Customers by virtue of special 
Service Charges paying debt service in connection with the financing by the City of certain mandated 
remediation improvements to the City’s existing sewer utility system; such moneys will be paid over to, 
or to the direction of, the City and are not part of the Trust Estate.  See “THE CONCESSIONED 
SYSTEM – City Retained Responsibility for Certain Projects – Administrative Order Project” for a 
description of these mandated remediation improvements. 

THE 2013 BONDS ARE SPECIAL LIMITED OBLIGATIONS OF THE AUTHORITY. 
NEITHER THE COUNTY OF LEHIGH, THE CITY OF ALLENTOWN NOR THE 
COMMONWEALTH OF PENNSYLVANIA, NOR ANY POLITICAL SUBDIVISION THEREOF IS 
OBLIGATED TO PAY THE PRINCIPAL, REDEMPTION PREMIUM, IF ANY, OR INTEREST ON 
THE 2013 BONDS, AND NEITHER THE FULL FAITH, CREDIT NOR TAXING POWER OF THE 
COUNTY OF LEHIGH, THE CITY OF ALLENTOWN NOR THE COMMONWEALTH OF 
PENNSYLVANIA OR ANY OTHER POLITICAL SUBDIVISION THEREOF IS PLEDGED TO 
SUCH PAYMENT. THE AUTHORITY HAS NO TAXING POWER. 

Not Supported by City of Allentown 

The City of Allentown is not obligated to pay the principal, redemption premium, if any, or 
interest on the 2013 Bonds.   

Not Supported by Existing LCA System 

The Authority currently has outstanding bonds and other indebtedness (the “Existing LCA 
System Debt”) that are secured by revenues from the Existing LCA System.  The 2013 Bonds and any 
Additional Bonds or other Parity Indebtedness issued by the Authority that will be secured by the Trust 
Estate are not secured by any revenues from the Existing LCA System.  Those assets and revenues are 
pledged as security for the Existing LCA System Debt, and the Bondholders do not and will not have any 
right to those assets and revenues.  Conversely, the Existing LCA System Debt is not secured by the Trust 
Estate and holders of the Existing LCA System Debt do not and will not have any rights to the Trust 
Estate.   

Pledge of Revenues 

The 2013 Bonds are secured by a pledge of Revenues under the Concession Agreement.  
“Revenues” is defined in the Concession Agreement to mean all revenues derived from the operation of 
the Concessioned System and the provision of Utility Services by means of the Concessioned System 
including Service Charges collected from users of the Concessioned System including Municipal 
Customer payments pursuant to Municipal Service Agreements exclusive of (i) any payments from a 
Municipal Customer allocated to the Municipal Customer Share of Annual Debt Service for 
Administrative Order Bonds and (ii) any moneys collected by the Authority by virtue of the imposition of 
Service Charges to fund Net Debt Service Charges pursuant to the Concession Agreement.  The Authority 
may, from time to time, issue Additional Bonds that will be secured by the Trust Estate.  The 2013 Bonds 
will be on a parity with such Additional Bonds.  Under the Concession Agreement, Administrative Order 
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Bonds may not be secured by a pledge of or lien on Revenues.  See “– Additional Bonds and Other 
Indebtedness.” 

Pledge of Concession Agreement 

The 2013 Bonds are secured by a pledge of the Authority’s interest in the Concession Agreement 
by the Authority to the Trustee.   

Debt Service Reserve Fund 

The Indenture establishes a Debt Service Reserve Fund that will be funded initially by a portion 
of the proceeds of the 2013 Bonds, on a proportionate basis for each Series of 2013 Bonds.  As of the 
delivery of the 2013 Bonds, the balance in the Debt Service Reserve Fund will be $28,090,273.29, which 
will be an amount equal to the Debt Service Reserve Fund Requirement for the 2013 Bonds.  The Debt 
Service Reserve Fund may be drawn upon if the amounts in the Debt Service Fund are insufficient to pay 
in full any principal or interest then due on the 2013 Bonds.  However, amounts in the Debt Service 
Reserve Fund funded by the proceeds of the 2013A Bonds and 2013B Bonds may not be used to cure 
deficiencies in the 2013C Bonds Debt Service Fund Account of the Debt Service Fund without the 
delivery to the Trustee of a Favorable Opinion of Bond Counsel.  See “PROJECT FLOW OF FUNDS – 
Description of Project Funds – Debt Service Reserve Fund.” 

Rate Covenant 

The Authority has covenanted to maintain, charge and collect Service Charges which, together 
with other Cash Available for Debt Service, are at all times at least sufficient to provide annually: 
(i) funds to pay all of the Operation and Maintenance Expenditures of the Authority; and (ii) an amount 
equal to 120% of the Debt Service Requirements with respect to the 2013 Bonds during the then current 
Fiscal Year of the Authority (collectively, the “Rate Covenant”).  “Cash Available for Debt Service” 
means, for any period, the excess (if any) of: (a) all Revenues for such period less (b) Operation and 
Maintenance Expenditures and (without duplication) deposits into the City Payment Reserve Fund for 
such period. 

Additional Bonds and Other Indebtedness 

Additional Bonds.  Subject to any restrictions, limitations, terms and conditions of the 
Concession Agreement, the Authority may, from time to time, issue additional bonds, notes or other 
obligations that constitute Leasehold Mortgage Debt under the Concession Agreement (“Additional 
Bonds”).  Such Additional Bonds will be secured by the Trust Estate and will be on a parity with the 2013 
Bonds.  The Authority may issue Additional Bonds for providing all or part of the funds necessary (i) to 
refinance or refund all or any portion of any indebtedness of the Authority relating to the Concessioned 
System, including accrued and unpaid interest and redemption premium, if any, and all costs and 
expenses incidental to redemption; (ii) to provide additional funds for undertaking the obligations of the 
Authority, as concessionaire, under the Concession Agreement (including the responsibilities for Capital 
Improvements); (iii) to provide for funds for Major Capital Improvements; (iv) to provide the costs and 
expenses of a financing; (v) to implement a Consolidation but only in accordance with the provisions of 
the Indenture described below in “– Combining the Concessioned System with the Existing LCA 
System;” or (vi) to deposit any additional amounts in funds or accounts as required under the Indenture. 

Prior to the issuance and delivery of Additional Bonds, the Authority must meet certain 
conditions, including:  
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(1) An opinion of Bond Counsel to the effect that (a) all conditions precedent to the 
issuance of the Additional Bonds pursuant to the Act, the Concession Agreement and the 
Indenture have been satisfied; (b) the Additional Bonds, when issued, will be valid and binding 
obligations of the Authority in accordance with their terms; (c) the issuance of the Additional 
Bonds is permitted under and pursuant to the Concession Agreement; and (d) an opinion as to the 
tax status of the interest on the Additional Bonds under the Code. 

(2) A Consulting Engineer’s Certificate stating that the estimated Concession 
Revenues from the Concessioned System, together with money otherwise estimated to be 
available under the provisions of the Indenture, will be sufficient in each Fiscal Year to meet the 
Rate Covenant described above; provided, however that if the Additional Bonds are being issued 
to finance the refunding of Bonds, Parity Indebtedness or Reimbursement Obligations, the 
Authority may provide a certificate stating that for the then current and each future Fiscal Year, 
the Debt Service Requirements for the refunding bonds is projected to be equal to or less than the 
Debt Service Requirements that would have existed for that Fiscal Year with respect to the 
portion of the Bonds, Parity Indebtedness or Reimbursement Obligations being refunded. 

(3) A certificate of the Authority, certifying that (a) the Additional Bonds will 
constitute Leasehold Mortgage Debt under the Concession Agreement and accompanied by a 
copy of the Written Appraisal required under the Concession Agreement, of the fair market value 
of the Concessionaire Interest at the time of the incurrence or commitment of the Additional 
Bonds, confirming the aggregate amount of Leasehold Mortgage Debt after giving effect to the 
incurrence or commitment of such new debt evidenced by the issuance of the Additional Bonds is 
not in excess of 80% of the fair market value of the Concessionaire Interest set forth in such 
Written Appraisal at the time of incurrence or commitment of such new debt and (b) the last 
maturity date of the Additional Bonds does not extend beyond the existence of the Authority.  See 
“CERTAIN INVESTMENT RISKS – Financial Risks – Authority’s Responsibility to Raise 
Capital and Limits on Borrowing for Future Capital Expenditures” for a description of certain 
risks relating to the Authority’s ability to raise such capital. 

Parity Indebtedness.  Subject to any restrictions in the Concession Agreement, the Indenture 
permits the Authority to incur indebtedness or other obligation other than Additional Bonds (“Parity 
Indebtedness”) that constitutes Leasehold Mortgage Debt under the Concession Agreement.  Prior to the 
incurrence of Parity Indebtedness, the Authority must meet certain conditions, including (i) an opinion of 
Bond Counsel as described in (1) above, (ii) the Consulting Engineer’s Certificate as described in (2) 
above, and (iii) a certificate of the Authority described in (3) above.  Parity Indebtedness will be secured 
by the Revenues and will be on a parity with the 2013 Bonds but will not be secured by the proceeds of 
the 2013 Bonds or Additional Bonds or by moneys and investments held in any fund established for the 
2013 Bonds, Additional Bonds, other Parity Indebtedness, Subordinated Indebtedness, Swap Termination 
Payments, or Reimbursement Obligations.  Any Parity Indebtedness will provide: (a) a grant to the 
Trustee of each lien, encumbrance and security interest granted to the holders of such Parity Indebtedness 
to share on an equal and proportionate basis therewith; (b) that any Event of Default under the Indenture 
will be an event of default thereunder; and (c) that, if any event of default occurs, that any remedies with 
respect to Concession Revenues are to be exercised solely by the Trustee for the equal and ratable benefit 
of all holders of 2013 Bonds and Parity Indebtedness having a security interest in Concession Revenues 
of equal rank and priority. 

Subordinated Indebtedness.  The Authority may also incur additional bonds, notes or other 
obligations that by its terms are expressly subordinate to the 2013 Bonds, the Additional Bonds and the 
Parity Indebtedness to the lien of the Indenture and the Concession Revenues (“Subordinated 
Indebtedness”).  Subordinated Indebtedness will not be Leasehold Mortgage Debt under the Concession 



 

 68 

Agreement.  Under the Concession Agreement, generally any indebtedness other than Leasehold 
Mortgage Debt may not be secured by liens and encumbrances on the Concession Interest and System 
Revenues.  Prior to the incurrence of Subordinated Indebtedness, the Authority must meet certain 
conditions, including (i) an opinion of Bond Counsel as described in (1) above and (ii) a certificate of the 
Authority, certifying that the last maturity date of the Subordinated Indebtedness does not extend beyond 
the existence of the Authority. 

Consent Agreement 

Concurrently with the issuance of the 2013 Bonds, the Trustee, as Leasehold Mortgagee of the 
2013 Bonds, the City and the Authority are entering into a consent agreement (the “Consent Agreement”) 
that will set forth certain assurances from the City of the Bondholders’ rights with respect to the 
Concession Agreement in the event of a default thereunder by the Authority, including cure rights, 
forbearance obligations of the City with respect to its exercise of remedies under the Concession 
Agreement, notice requirements of the City, the City’s right to transfer any of its interest in the 
Concessioned System and the Concession Agreement, step-in rights of the Trustee, the requirements and 
process regarding a proposed substitute concessionaire, the termination or assignment and assumption of 
the Concession Agreement, rights of substitution and other rights of the Bondholders.  Nothing in the 
Consent Agreement amends or modifies any of the Authority’s obligations to the City under the 
Concession Agreement.  See “CONCESSION AGREEMENT – Lender’s Rights and Remedies” for a 
description of the rights of the Trustee and lenders in the Concession Agreement. 

Combining the Concessioned System with the Existing LCA System 

The Indenture provides that, in the event that (i) the Concession Agreement is terminated in 
advance of the Reversion Date by mutual agreement of the Authority and the City (and not pursuant to 
any section of the Concession Agreement that permits any early termination thereof); and (ii) in 
connection with such early termination, the City conveys to the Authority fee simple ownership of the 
Concessioned System, the Authority may, but is not be obligated to, cause a Consolidation to occur in 
accordance with the provisions of the Indenture.  A “Consolidation” occurs when: (i) the assets and other 
property of the Existing LCA System are added to the Concessioned System and the revenues derived 
therefrom to the Revenues so as to secure the Authority’s obligations under the Indenture, and (ii) the 
Concessioned System is added to the Existing LCA System and the Revenues are pledged to secure the 
obligations of the Authority under the trust indentures and other agreements (the “Existing LCA 
Indentures”), entered into in connection with the Existing LCA System Debt.  For the avoidance of doubt, 
the purpose of a Consolidation is to enable the Authority obligations under the Indenture and under the 
Existing LCA Indentures to be secured equally and ratably by the revenues of both the Concessioned 
System and the Existing LCA System to be considered a single water and sewer system, and for the 
assets, revenues and expenses of the Existing LCA System and the Concessioned System to be combined 
for purposes of measuring financial and operational covenants hereunder and under the Existing LCA 
Indentures. 

The Consolidation is not currently permitted under the Existing LCA Indentures.  The City has 
not reviewed the Consolidation-related provisions in the Indenture and the Consolidation has no impact 
on the City’s current intent to keep the Concession Agreement in effect for the Term.  

Under the Indenture, a Consolidation may not be consummated unless, prior to or concurrently 
therewith, the Trustee receives the following:   

(i) a certified copy of a resolution of the governing board of the Authority authorizing the 
early termination of the Concession Agreement and the Consolidation;  
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(ii) an opinion of Counsel to the effect that: (A) all conditions precedent to the Consolidation 
pursuant to the Act, the Indenture and the Existing LCA Indentures have been satisfied; (B) the 
Consolidation is permitted under and pursuant to the Indenture and the Existing LCA Indentures; and (C) 
after giving effect to the Consolidation, the Indenture and the Existing LCA Indentures are legal, valid 
and binding obligations of the Authority, enforceable in accordance with their respective terms;  

(iii) an opinion of Bond Counsel to the effect that the Consolidation, in and of itself, will not 
adversely affect any exclusion from income of interest for federal income tax purposes for any Series of 
Bonds issued as tax-exempt bonds under the Indenture or the Existing LCA Indentures;  

(iv) a Consulting Engineers' Certificate to the effect that, upon giving effect to the 
Consolidation, the Authority is in compliance with the Rate Covenant for the Fiscal Year preceding the 
Fiscal Year in which the Consolidation occurs, and is projected to be in compliance with the Rate 
Covenant for each of the two Fiscal Years following the Fiscal Year in which the Consolidation occurs;  

(v) evidence that, upon giving effect to the Consolidation, the conditions precedent to the 
incurrence of one dollar of Parity Indebtedness hereunder are satisfied, and that any similar tests for the 
incurrence of parity indebtedness under the Existing LCA Indentures are satisfied;  

(vi) a certificate of the Authority, certifying that (A) no Event of Default exists and is 
continuing under the Indenture and no event of default exists and is continuing under the Existing LCA 
Indentures, (B) upon giving effect to the Consolidation, no Event of Default exists and is continuing 
under the Indenture and no event of default exists and is continuing under the Existing LCA Indenture, 
and (C) all funds and accounts held under the Indenture are fully funded in accordance with the 
provisions hereof and all funds and accounts held under the Existing LCA Indentures are fully funded in 
accordance with the Existing LCA Indentures;  

(vii) evidence from each Rating Agency that the Consolidation will not result in a downgrade, 
withdrawal or suspension of each then outstanding Rating with respect to the 2013 Bonds; 

(viii) the agreements needed to effectuate the Consolidation, including such security 
agreements needed to cause the obligations of the Authority under the Existing LCA Indentures to be 
secured by the Trust Estate and for the obligations of the Authority under the Indenture to be secured by 
the trust estate securing the Authority’s obligations under the Existing LCA Indentures; and 

(ix) an Opinion of Counsel setting forth any other actions that should be taken to cause the 
assets and revenues of the Existing LCA System to be included in the Trust Estate and to cause the Trust 
Estate to secure the Existing LCA System Debt. 

 PROJECT FLOW OF FUNDS 

General 

The following funds and accounts are to be established and created under the Indenture and will 
be maintained by the Trustee in accounts segregated from all other moneys of the Trustee:  

(a) Revenue Fund; 

(i) Costs of Issuance Account; 

(ii) Operation and Maintenance Expense Account; 

(b) Debt Service Fund; 

(i) 2013A Capitalized Interest Account; 
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(ii) 2013A Bonds Debt Service Fund Account; 

(iii) 2013B Bonds Debt Service Fund Account 

(iv) 2013C Bonds Debt Service Fund Account; 

(c) Debt Service Reserve Fund; 

(d) Operation and Maintenance Reserve Fund; 

(e) Major Maintenance Reserve Fund; 

(f) Subordinated Indebtedness Fund; 

(g) Project Fund;  

(h) Rebate Fund;  

(i) Distribution Fund;  

(j) Loss Proceeds Fund; and 

(k) Redemption Fund. 

In addition to the above-described funds and accounts, the Capex Fund and the City Payment 
Reserve Fund are to be created and held by the Trustee under the terms and provisions of the Concession 
Agreement. 

Project Revenues and Other Deposits 

Under the Indenture, the Trustee will deposit amounts it receives as follows:  

(a) to the Revenue Fund, (i) all moneys deposited directly with the Authority relating 
to the Utility Services, exclusive of any moneys collected by the Authority by virtue of the 
imposition of Service Charges to fund Net Debt Service Charges; (ii) any Revenues collected by 
the Authority from Municipal Customers pursuant to the Municipal Service Agreements, 
exclusive of the Municipal Customer Share of Annual Debt Service; and (iii) all other Concession 
Revenues; 

(b) to a fund or account of the Indenture as directed by a Consulting Engineer’s 
Certificate, all AA-Compensation and Concession Compensation;  

(c) to the Loss Proceeds Fund, any (i) proceeds of insurance payable to or received 
by the Authority and (ii) proceeds received by the Authority in connection with an Event of 
Eminent Domain (together, “Loss Proceeds”); 

(d) to the Revenue Fund, all other Concession Revenues and Swap Termination 
Payments; 

(e) to the Debt Service Fund, amounts paid under a Credit Facility and Swap 
Receipts;  

(f) to the Redemption Fund, Termination Compensation; and  
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(g) to the Net Debt Service Charge Account, any moneys collected by the Authority 
by virtue of the imposition of Service Charges to fund Net Debt Service Charges and any moneys 
constituting the Municipal Customer Share of Annual Debt Service, which funds shall be 
transferred upon the direction of the Authority to the City pursuant to the Concession Agreement. 

“Concession Revenues” means all payments received by the Authority under and pursuant to the 
Concession Agreement, including but not limited to (1) the Revenues, (2) AA-Compensation, (3) 
Termination Compensation, (4) Loss Proceeds, (5) payments received by the Authority as a result of a 
Compensation Event, (6) other amounts received by the Authority in respect of the operation of the 
Concessioned System or otherwise under the Concession Agreement, including indemnification payments 
under the Concession Agreement (to the extent not otherwise excluded pursuant to the definition of 
Revenues), and (7) investment income with respect to any moneys held by the Trustee in the funds and 
accounts established under the Indenture (except the Capex Fund, the City Payment Reserve Fund and the 
Rebate Fund).  The Authority has assigned all of its right, title and interest in and to the Concession 
Revenues to the Trustee and will cause the Concession Revenues to be deposited to the Revenue Fund as 
soon as practical upon receipt of the same, and in any event within one week of receipt of such funds by 
the Authority.  If the Authority receives any Concession Revenues, the Authority will pay over the same 
to the Trustee. 

Application of Project Revenues 

The Trustee is required to make the following withdrawals, transfers and payments from the 
Revenue Fund in the amounts, at the times and only for the purposes specified below and in the following 
order of priority: 

(a) On the first business day of each month (each, a “Monthly Funding Date”), and 
after the application for such purposes of funds on deposit in the Operation and Maintenance 
Reserve Fund, to the Operation and Maintenance Expense Account of the Revenue Fund an 
amount equal to the Operation and Maintenance Expenditures then due and payable or reasonably 
expected to be due and payable prior to the next succeeding Monthly Funding Date, and as 
budgeted, for such month, in the Authority’s Annual Budget;  

(b) On each Monthly Funding Date, to the appropriate account of the Debt Service 
Fund an amount which, together with other monies available therefor, is sufficient to accumulate 
30 days before the corresponding dates for payment with respect to the following obligations, pro 
rata: 

(i) the amount which is necessary to accumulate in equal monthly 
installments the principal or mandatory sinking fund redemption price coming due on 
each Series of the 2013 Bonds on the immediately succeeding December 1; 

(ii) the amount which is necessary to accumulate in equal monthly 
installments the amount required to provide for the payment of interest coming due on the 
2013A Bonds and the 2013C Bonds on the immediately succeeding Interest Payment 
Date after taking into account available monies in the 2013A Capitalized Interest 
Account; 

(iii) the principal, interest and fees coming due (or estimated to be coming 
due) on each Parity Reimbursement Obligation on or prior to the next succeeding 
Monthly Funding Date; 
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(iv) the principal, interest and fees coming due (or estimated to be coming 
due) on all Parity Indebtedness on or prior to the next succeeding Monthly Funding Date; 
and 

(v) any Parity Swap Payments coming due (or estimated to be coming due) 
on any Swap on or prior to the next succeeding Monthly Funding Date; 

(c) On each Monthly Funding Date, commencing on October 1, 2015, to the City 
Payment Reserve Fund held by the Trustee, as escrow agent, in escrow outside the lien and 
security interest of the Indenture under a City Payment Reserve Fund Escrow Agreement that the 
City, the Authority and Manufacturers and Traders Trust Company, as escrow agent, will enter 
into prior to October 1, 2015, the amount needed so that the amount held in the City Payment 
Reserve Fund will equal the then current City Payment Reserve Requirement.  Monies in the City 
Payment Reserve Fund are available to pay the Annual City Payment to the extent that the 
Authority does not pay the same as Operation and Maintenance Expenditures from the Operation 
and Maintenance Expense Account; 

(d) On each Monthly Funding Date, to the Operation and Maintenance Reserve Fund 
to the extent necessary to fund such fund so that the balance therein (taking into account amounts 
then on deposit therein) equals the Operation and Maintenance Reserve Fund Requirement; 

(e) On the first Business Day of each calendar quarter (each, a “Quarterly Funding 
Date”), to the Debt Service Reserve Fund, the amount necessary, together with any other moneys 
available therefor, first, pro rata, to restore the amount of any withdrawal from the Debt Service 
Reserve Fund to cure any deficiency in the Debt Service Fund allocable to 2013 Bonds secured 
by the Debt Service Reserve Fund in four substantially equal quarterly installments; and second, 
upon the issuance of Additional Bonds that are secured by a Debt Service Reserve Fund, the 
amount required to cause the balance in the Debt Service Reserve Fund to be equal to the Debt 
Service Reserve Requirement for such Additional Bonds;  

(f) On each Quarterly Funding Date, to the Major Maintenance Reserve Fund to the 
extent necessary to fund such fund so that the balance therein (taking into account amounts then 
on deposit therein) equals the Major Maintenance Reserve Fund Requirement; 

(g) On each Monthly Funding Date, commencing on January 1, 2032, to the Capex 
Fund held by the Trustee, as escrow agent, in escrow outside the lien and security interest of the 
Indenture under the Capex Fund Escrow Agreement that the City, the Authority and 
Manufacturers and Traders Trust Company, as escrow agent, will enter into prior to January 1, 
2032 (the “Capex Fund Escrow Agreement”), one-twelfth of the Capex Fund Deposit 
Requirement due and payable for the immediately succeeding Reporting Year as reflected in a 
requisition or certificate of the Authority stating the amount to be disbursed to the Capex Fund for 
such month in accordance with the requirements of the Capex Fund Escrow Agreement; 

(h) On each Quarterly Funding Date, to the Subordinated Indebtedness Fund, the 
amount which, together with other monies available therefor, is sufficient to pay, pro rata, the 
principal, interest and fees coming due on any Subordinated Indebtedness and any 
Reimbursement Obligation (other than a Parity Reimbursement Obligation) and any Subordinated 
Swap Payments and Swap Termination Payments coming due on any Swap, in each case prior to 
the next succeeding Quarterly Funding Date; 



 

 73 

(i) On each Quarterly Funding Date, to the Rebate Fund, any amounts required to be 
deposited therein for the purposes of paying to the United States Treasury the amount required to 
be rebated pursuant to Section 148(f) of the Code; and 

(j) On each Semi-Annual Funding Date on which (i) all transfers and distributions 
described above have been satisfied in full, (ii) no Event of Default under the Indenture or a 
Concessionaire Default under the Concession Agreement has occurred and is continuing and (iii) 
the Debt Service Reserve Fund, the Operation and Maintenance Reserve Fund and the Major 
Maintenance Reserve Fund have been funded in amounts equal to the Debt Service Reserve Fund 
Requirement, Operation and Maintenance Reserve Fund Requirement and the Major Maintenance 
Reserve Fund Requirement, respectively, to the Distribution Account, all remaining amounts. 

To the extent that on any funding date amounts on deposit in the Debt Service Reserve Fund are 
in excess of the Debt Service Reserve Fund Requirement, or amounts in the Operation and Maintenance 
Reserve Fund are in excess of the Operation and Maintenance Reserve Fund Requirement or amounts in 
the Major Maintenance Reserve Fund are in excess of the Major Maintenance Reserve Fund 
Requirement, as applicable, such amounts will be transferred into the Revenue Fund.   

Description of Project Funds 

Revenue Fund.  The Indenture creates and establishes a Revenue Fund pursuant to which the 
Trustee will deposit funds as described under “– Project Revenues and Other Deposits” and make 
withdrawals, transfers and payments in the amounts, at the times and only for the purposes specified 
under “– Application of Project Revenues.”  The Indenture also creates within the Revenue Fund, a 
separate, segregated Costs of Issuance Account and a separate, segregated Operation and Maintenance 
Expense Account. 

Costs of Issuance Account.  A portion of the proceeds of the 2013 Bonds will be 
deposited into the Costs of Issuance Account and will be disbursed by the Trustee upon receipt of 
a requisition of certificate of the Authority.  Any moneys remaining in the Costs of Issuance 
Account established for the 2013 Bonds 180 days following the date of issuance of the 2013 
Bonds will be transferred to the Operation and Maintenance Expense Account. 

Operations and Maintenance Expense Account.  The Authority is required to apply 
amounts in the Operation and Maintenance Expense Account on a monthly basis to the payment 
of Operation and Maintenance Expenditures.  The Authority will review and approve all third-
party invoices for payment of such invoices during such month as a proper charge against the 
Operation and Maintenance Expense Account.  The Trustee is required to disburse moneys in the 
Operation and Maintenance Expense Account each month upon delivery to the Trustee of a 
requisition or certificate of the Authority: (a) stating the amount of estimated Operation and 
Maintenance Expenditures for such month, as set forth in the Authority’s Annual Budget, (b) 
certifying that such monthly amount will be applied by the Authority for payment of third-party 
invoices as approved by the Authority for such month, or to pay the Authority for Operation and 
Maintenance Expenditures incurred by the Authority during such month, each as a proper charge 
against the Operation and Maintenance Expense Account, and (c) certifying that the amount was 
reflected in the Authority’s Annual Budget.  The Indenture provides that “Operation and 
Maintenance Expenditures” include amounts necessary to make the Annual City Payment to the 
City under the Concession Agreement. 
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Debt Service Fund.  The Indenture creates within the Debt Service Fund, the 2013A Capitalized 
Interest Account, the 2013A Bonds Debt Service Fund Account, the 2013B Bonds Debt Service Fund 
Account and the 2013C Bonds Debt Service Fund Account. 

2013A Capitalized Interest Account.  The 2013A Capitalized Interest Account will be 
funded initially by a portion of the proceeds of the 2013A Bonds.  The Trustee is required to 
transfer to the Paying Agent such funds on deposit in the 2013A Capitalized Interest Account to 
pay interest on the 2013A Bonds when due on the following Interest Payment Dates and in the 
following amounts:  

Year 
(December 1) 

 
Amount 

2014 $1,350,000 
2015 1,350,000 
2016 750,000 

 
Debt Service Fund Accounts.  Under the Indenture, the Trustee will transfer to the 

Paying Agent (i) funds on deposit in the 2013A Bonds Debt Service Fund Account and the 
2013C Bonds Debt Service Fund Account at such times and in such amounts as necessary to pay 
the interest on the 2013A Bonds and the 2013C Bonds, respectively, and as due on each Interest 
Payment Date commencing on December 1, 2013 and each other date on which interest is due 
and payable and (ii) funds on deposit in the 2013A Bonds Debt Service Fund Account, the 2013B 
Bonds Debt Service Fund Account and the 2013C Bonds Debt Service Fund Account at such 
times and in such amounts as necessary to pay the principal (or the Compounded Amount with 
respect to the 2013B Bonds) or mandatory Redemption Price of the 2013A Bonds, the 2013B 
Bonds and the 2013C Bonds, respectively, as the same become due and payable. 

Debt Service Reserve Fund.  The Debt Service Reserve Fund will initially be funded with a 
portion of the proceeds of the 2013 Bonds, on a proportionate basis from each Series of 2013 Bonds.  The 
Debt Service Reserve Fund is required to be funded in such amount which equals the Debt Service 
Reserve Fund Requirement for the 2013 Bonds.  “Debt Service Reserve Fund Requirement” means the 
least of (1) the maximum annual Debt Service Requirements of the 2013 Bonds, (2) 10% of the sale 
proceeds of the 2013 Bonds, and (3) 125% of the average annual Debt Service Requirements of the 2013 
Bonds.  See “SECURITY AND SOURCES OF PAYMENT FOR THE 2013 BONDS – Debt Service 
Reserve Fund.” 

The Debt Service Reserve Fund may be drawn upon if the amounts in the Debt Service Fund are 
insufficient to pay in full any principal or interest then due on the 2013 Bonds following any transfer to 
the Debt Service Fund first from the Distribution Fund, second from the Subordinated Indebtedness Fund 
and third from the Major Maintenance Reserve Fund; provided, however, that amounts in the Debt 
Service Reserve Fund funded by the proceeds of the 2013A Bonds and 2013B Bonds shall not be used to 
cure deficiencies in the 2013C Bonds Debt Service Fund Account of the Debt Service Fund without the 
delivery to the Trustee of a Favorable Opinion of Bond Counsel.  Any amount in the Debt Service 
Reserve Fund in excess of the Debt Service Reserve Fund Requirement by virtue of a decrease in the 
Debt Service Reserve Fund Requirement, calculated on a proportionate basis, shall, on the date of such 
decrease, be transferred to the appropriate account of the Debt Service Fund and credited against the 
payment of principal or Redemption Price of or interest on the 2013 Bonds secured thereby. 

Operation and Maintenance Reserve Fund.  The Operation and Maintenance Reserve Fund 
will initially be funded with a portion of the proceeds of the 2013C Bonds.  On each Monthly Funding 
Date, the Trustee will deposit funds from the Revenue Fund to the Operation and Maintenance Reserve 
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Fund so that the balance therein equals the Operation and Maintenance Reserve Fund Requirement. 
“Operation and Maintenance Reserve Fund Requirement” means (1) as of the date of issuance and 
delivery of the 2013 Bonds, $9,199,515, and (2) with respect to each Fiscal Year thereafter, an amount 
equal to six months of the actual Operation and Maintenance Expenditures expended during the 
immediately preceding Fiscal Year, as set forth in the Annual Budget for such Fiscal Year.  The Authority 
is required to provide to the Trustee a Chief Financial Officer’s Certificate, to be filed with the Trustee on 
or before October 31 of each Fiscal Year, beginning on or before October 31, 2013, stating the amount of 
the Operation and Maintenance Reserve Fund Requirement for such succeeding Fiscal Year. 

Major Maintenance Reserve Fund.  The Major Maintenance Reserve Fund will initially be 
funded with a portion of the proceeds of the 2013C Bonds.  On each Quarterly Funding Date, the Trustee 
will deposit funds from the Revenue Fund to the Major Maintenance Reserve Fund so that the balance 
therein equals the Major Maintenance Reserve Fund Requirement.  “Major Maintenance Reserve Fund 
Requirement” means (1) as of the date of issuance and delivery of the 2013 Bonds, $7,500,000, and (2) 
with respect to each Fiscal Year thereafter, the greater of (x) $7,500,000, and (y) an amount equal to 
100% of the Capital Expenditures projected for such Fiscal Year, adjusted to exclude Capital 
Expenditures payable from the Project Fund in such Fiscal Year.  The Authority is required to provide to 
the Trustee a Consulting Engineers’ Certificate, to be filed with the Trustee on or before October 31 of 
each Fiscal Year, beginning on or before October 31, 2013, stating the amount of the Major Maintenance 
Reserve Fund Requirement for such succeeding Fiscal Year. 

On each Monthly Funding Date (or any other date) on which costs and expenses relating to 
Capital Expenditures (specifically including Required Capital Improvements and Major Capital 
Improvements) are due and payable or reasonably expected to become due and payable prior to the next 
succeeding Monthly Funding Date, the Trustee will transfer monies on deposit in the Major Maintenance 
Reserve Fund to the Operation and Maintenance Expense Account to be used by the Authority to pay for 
such Capital Expenditures (specifically including Required Capital Improvements and Major Capital 
Improvements), but only to the extent such Capital Expenditures are not payable from the Project Fund. 

The Trustee is required to apply amounts deposited in the Major Maintenance Reserve Fund from 
time to time in the following order of priority:  

(i) to the extent that there is any deficiency in the Debt Service Fund on any Interest 
Payment Date in the amounts necessary to pay all interest due on the 2013 Bonds, any Parity 
Indebtedness, any Parity Reimbursement Obligation and any Parity Swap Payment on such date, 
and after any transfers to fund such deficiency have been made from the Distribution Fund and 
the Subordinated Indebtedness Fund, the amount of such deficiency will be transferred from the 
Major Maintenance Reserve Fund to the Debt Service Fund; 

(ii) to the extent that there is any deficiency in the Debt Service Reserve Fund, and 
after any transfers to fund such deficiency have been made from the Distribution Fund and the 
Subordinated Indebtedness Fund, the amount of such deficiency will be transferred from the 
Major Maintenance Reserve Fund to the Debt Service Reserve Fund; 

(iii) upon notification by the Authority that there is a deficiency in the funding of any 
required deposit to the Capex Fund to satisfy the Capex Fund Deposit Requirement and the 
amount of such deficiency, and after any transfers to fund such deficiency have been made from 
the Subordinated Indebtedness Fund and the Distribution Fund, the amount of such deficiency 
will be transferred from the Major Maintenance Reserve Fund to the Capex Fund; and 
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(iv) to the extent that there is any deficiency in the Debt Service Fund on any date in 
the amounts necessary to pay all principal or mandatory Redemption Price due on the 2013 
Bonds, any Parity Indebtedness and any Parity Reimbursement Obligation or any fees on any 
Parity Indebtedness or Parity Reimbursement Obligation payable from the Debt Service Fund on 
such date, and after any transfers to fund such deficiency have been made from the Distribution 
Fund and the Subordinated Indebtedness Fund, the amount of such deficiency will be transferred 
from the Major Maintenance Reserve Fund to the Debt Service Fund. 

Subordinated Indebtedness Fund.  The Trustee is required to apply amounts deposited in the 
Subordinated Indebtedness Fund from time to time in the following order of priority: 

(i) to the extent that there is any deficiency in the Debt Service Fund on any Interest 
Payment Date in the amounts necessary to pay all interest due on the 2013 Bonds, any Parity 
Indebtedness, any Parity Reimbursement Obligation and any Parity Swap Payment on such date, 
and after any transfers to fund such deficiency have been made from the Distribution Fund, the 
amount of such deficiency will be transferred from the Subordinated Indebtedness Fund to the 
Debt Service Fund; 

(ii) to the extent that there is any deficiency in the Operation and Maintenance 
Reserve Fund, and after any transfers to fund such deficiency have been made from the 
Distribution Fund, the amount of such deficiency will be transferred from the Subordinated 
Indebtedness Fund to the Operation and Maintenance Reserve Fund; 

(iii) to the extent that there is any deficiency in the Debt Service Reserve Fund, and 
after any transfers to fund such deficiency have been made from the Distribution Fund, the 
amount of such deficiency will be transferred from the Subordinated Indebtedness Fund to the 
Debt Service Reserve Fund; 

(iv) upon notification by the Authority that there is a deficiency in the funding of any 
required deposit to the Capex Fund to satisfy the Capex Fund Deposit Requirement and the 
amount of such deficiency, and after any transfers to fund such deficiency have been made from 
the Distribution Fund, the amount of such deficiency will be transferred from the Subordinated 
Indebtedness Fund to the Capex Fund; and 

(v) to the extent that there is any deficiency on any date in the amounts necessary to 
pay all principal or mandatory Redemption Price due on the 2013 Bonds, any Parity Indebtedness 
and any Parity Reimbursement Obligation or any fees on any Parity Indebtedness or Parity 
Reimbursement Obligation payable from the Debt Service Fund on such date, and after any 
transfers to fund such deficiency have been made from the Distribution Fund, the amount of such 
deficiency will be transferred from the Subordinated Indebtedness Fund to the Debt Service Fund. 

Following the transfers described above, the Trustee is required to transfer, pro rata, to the holder 
of any Subordinated Indebtedness (or any paying agent of such holder) and to the holder of any 
Reimbursement Obligation, the principal, interest and fees coming due on such Subordinated 
Indebtedness or such Reimbursement Obligation and the Swap Termination Payment coming due to such 
Swap Counterparty, in each case on the day on which such principal, interest, fees or Swap Termination 
Payment is due and payable. 

Distribution Fund.  The Trustee will fund the Distribution Fund provided that the following 
conditions (the “Distribution Conditions”) have been satisfied: (i) all transfers and distributions required 
under the Indenture have been satisfied in full, (ii) no Event of Default under the Indenture or 



 

 77 

Concessionaire Default has occurred and is continuing or would occur as a direct result of the proposed 
transfer of funds to the Distribution Fund, (iii) the Trustee has received a Consulting Engineers’ 
Certificate stating that the estimated Concession Revenues, together with money otherwise estimated to 
be available under the provisions of the Indenture, will be sufficient in such Fiscal Year to meet the Rate 
Covenant, (iv) the Debt Service Reserve Fund, the Operation and Maintenance Reserve Fund and the 
Major Maintenance Reserve Fund have been funded in amounts equal to the Debt Service Reserve Fund 
Requirement, Operation and Maintenance Reserve Fund Requirement and the Major Maintenance 
Reserve Fund Requirement, respectively, (v) the Capex Fund is funded in such amounts as required by 
the requirements of the Concession Agreement and the Indenture and (vi) the City Payment Reserve Fund 
is funded to the City Payment Reserve Requirement. 

The Trustee is required to apply amounts deposited in the Distribution Fund from time to time in 
the following order of priority: 

(i) to the extent that there is any deficiency in the Debt Service Fund on any Interest 
Payment Date in the amounts necessary to pay all interest due on the 2013 Bonds, any Parity 
Indebtedness, any Parity Reimbursement Obligation and any Parity Swap Payment on such date, 
the amount of such deficiency will be transferred from the Distribution Fund to the Debt Service 
Fund; 

(ii) to the extent that there is any deficiency on any date in the amounts necessary to 
pay all principal or mandatory Redemption Price due on the 2013 Bonds, any Parity Indebtedness 
and any Parity Reimbursement Obligation or any fees on any Parity Indebtedness or Parity 
Reimbursement Obligation payable from the Debt Service Fund on such date, the amount of such 
deficiency will be transferred from the Distribution Fund to the Debt Service Fund;  

(iii) upon notification by the Authority of a deficiency in the funding of any required 
deposit to the City Payment Reserve Fund to satisfy the City Payment Reserve Requirement and 
the amount of such deficiency, such deficiency will be transferred from the Distribution Fund to 
the City Payment Reserve Fund; 

(iv) to the extent there is any deficiency in the Operation and Maintenance Reserve 
Fund, the amount of such deficiency will be transferred from the Distribution Fund to the 
Operation and Maintenance Reserve Fund; 

(v) to the extent there is any deficiency in the Debt Service Reserve Fund, the 
amount of such deficiency will be transferred from the Distribution Fund to the Debt Service 
Reserve Fund; 

(vi) to the extent there is any deficiency in the Major Maintenance Reserve Fund, the 
amount of such deficiency will be transferred from the Distribution Fund to the Major 
Maintenance Reserve Fund; 

(vii) upon notification by the Authority of a deficiency in the funding of any required 
deposit to the Capex Fund to satisfy the Capex Fund Deposit Requirement and the amount of 
such deficiency, such deficiency will be transferred from the Distribution Fund to the Capex 
Fund; and 

(viii) to the extent that there is any deficiency on the date in the amounts necessary to 
pay Subordinated Indebtedness (or any paying agent of such holder) and to pay the holder of any 
Reimbursement Obligation, the principal, interest and fees coming due on such Subordinated 
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Indebtedness or such Reimbursement Obligation and the Swap Termination Payment coming due 
to such Swap Counterparty, in each case on the day on which such principal, interest, fees or 
Swap Termination Payment is due and payable on such date, the amount of such deficiency will 
be transferred from the Distribution Fund to the Subordinated Indebtedness Fund. 

Following any transfers described above, the Authority may withdraw funds on deposit in the 
Distribution Fund on a semi-annual basis (and on a date which constitutes a Semi-Annual Funding Date) 
to any account as directed by the Authority to the Trustee in writing, free and clear of the lien of the 
Indenture, provided that all of the Distribution Conditions have been satisfied as of such Semi-Annual 
Funding Date. 

Project Fund.  The Project Fund will initially be funded with a portion of the proceeds of the 
2013 Bonds.  On each Monthly Funding Date (or any other date) on which costs and expenses relating to 
the undertaking of the Capex Plan are due and payable or reasonably expected to become due and payable 
prior to the next succeeding Monthly Funding Date, the Trustee will disburse moneys in the Project Fund 
upon delivery by the Authority of a requisition or certificate. 

Loss Proceeds Fund.  The Authority agrees in the Indenture that all Loss Proceeds received by 
the Authority (other than business income or casualty loss proceeds involving a casualty loss of less than 
$2,000,000, which are to be paid directly to the Revenue Fund) will be transferred to the Trustee for 
deposit in the Loss Proceeds Fund.  The Trustee may withdraw amounts on deposit in the Loss Proceeds 
Fund in the following order of priority: (i) to the Authority to pay the costs of any restoration of the 
Concessioned System or any portion thereof, (ii) to the Redemption Fund for the extraordinary 
redemption of the 2013 Bonds (see “THE 2013 BONDS – Redemption – Extraordinary Redemption”) 
and (iii) to the Revenue Fund. 

 CERTAIN INVESTMENT RISKS 

The purchase and ownership of the 2013 Bonds involve investment risks and may not be 
suitable for all investors.  The factors set forth below, among others, may affect the security for the 
2013 Bonds. 

Limited Recourse 

The 2013 Bonds are special, limited obligations of the Authority payable solely from, and secured 
solely by a first lien on and pledge of the Trust Estate.  The Authority has not mortgaged, assigned or 
pledged any interest in any real or personal property or improvements comprising the Concessioned 
System as security for payment of the 2013 Bonds. See “SECURITY AND SOURCES OF PAYMENT 
FOR THE 2013 BONDS – Limited Obligations.”  The Authority owns and operates the Existing LCA 
System, but none of the assets or revenues of the Existing LCA System are pledged as security for the 
2013 Bonds.   

The 2013 Bonds are special limited obligations of the Authority.  None of the County of 
Lehigh, the City of Allentown, the Commonwealth of Pennsylvania, or any political subdivision 
thereof is obligated to pay the principal, redemption premium, if any, or interest on the 2013 
Bonds, and neither the full faith, credit nor taxing power of the County of Lehigh, the City of 
Allentown nor the Commonwealth of Pennsylvania or any other political subdivision thereof is 
pledged to such payment. The Authority has no taxing power. 
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Reliance on Projections and Underlying Assumption 

In preparing the Independent Engineer’s Report and the projected financial information set forth 
in “THE CONCESSIONED SYSTEM – Historical Utilization – Historical and Projected Financial 
Information,” the Independent Engineer has relied upon certain assumptions and projections which the 
Independent Engineer thinks are reasonable, but actual results may differ materially from those included 
in the Independent Engineer’s Report and in such projected financial information.  Demonstration of 
compliance with certain of the covenants contained in the Concession Agreement and in the Indenture 
also may be based upon assumptions and projections. 

The assumptions, forecasts and projections contained in the Independent Engineer’s Report and 
the projections that may be contained in any future certificate of the Authority or of a consultant required 
under the Concession Agreement or the Indenture are not necessarily indicative of future performance.  
The Authority cannot give any assurances that the events assumed will materialize or that actual results 
will match those projected, and any such differences may be material. In addition, the future policy, 
commercial operations and financing decisions of the City and/or the Authority may not be the same as 
those assumed.  No representation is made or intended, nor should any representation be inferred, with 
respect to the likely existence of any particular future set of facts or circumstances, and prospective 
purchasers of the 2013 Bonds are cautioned not to place undue reliance upon the projections in the 
Independent Engineer’s Report or upon any other projections or requirements for projections.  If actual 
results are less favorable than the results projected or if the assumptions used in preparing such 
projections prove to be incorrect, the Authority’s ability to make timely payment of its obligations under 
the Indenture and to provide for payment of the principal of and interest on the 2013 Bonds, may be 
materially and adversely affected. 

The City of Allentown 

City Payment Obligations.  The Concession Agreement contains provisions requiring the City 
to meet material financial commitments to the Authority and in certain circumstances to provide 
Concession Compensation, Termination Compensation or contract indemnification payments.  The City is 
not required to set aside funds from the large up-front payment made to it by the Authority under the 
Concession Agreement to support the financial commitments of the City to the Authority under the 
Concession Agreement, including the City’s obligations to fund the costs of the Administrative Order 
Project or the other components of the Uncompleted Work.  However, under the Concession Agreement, 
the City is obligated to fund the Administrative Order Fund in order to finance the Administrative Order 
Project and to fund other Uncompleted Work, the costs of which the City is obligated to pay under the 
Concession Agreement. 

The City’s payment obligations under the Concession Agreement, including Concession 
Compensation, AA-Compensation and Termination Compensation are subject to the Laws of the 
Commonwealth regarding the appropriation of public funds.  Subject to applicable Law (including the 
Pennsylvania Local Government Unit Debt Act), the City has covenanted to use its “best efforts” to lease 
City assets or to borrow funds, in order to finance any obligation to pay any amounts due and payable to 
the Authority under the Concession Agreement.  “Best efforts” means all legally permissible actions that 
a prudent person, acting in good faith and desirous of achieving the result, would use to achieve that result 
as expeditiously as possible, including expeditiously undertaking and diligently prosecuting any 
applications or submissions required to obtain necessary approvals from any other Governmental 
Authority or Person.  However, in those instances where the City’s obligation to pay requires the approval 
of City Council, no assurances can be given that City Council will vote to approve such payment, or to 
approve it in the amount requested. 
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The City reserves all rights pursuant to its sovereign immunity, including non-liability of public 
officials and limits of liability as to damages on account of any injury to a person or property pursuant to 
the Pennsylvania Political Subdivisions Tort Claims Act. 

Municipal Service Agreements.  Because the City has determined not to assign its rights and 
responsibilities under the Municipal Service Agreements to the Authority, the Authority does not have a 
direct contractual relationship with each Municipal Customer.  However, the City has agreed to enforce 
its rights under each Municipal Service Agreement, including its right to collect Service Charges via 
utility services provided to Municipal Customers through the Concessioned System.  The City has also 
agreed not to waive any of its material rights or claims to affirmatively enforce its rights under the 
Municipal Service Agreement and not to amend a Municipal Service Agreement in a manner that would 
affect the Concessionaire’s Interest without the prior consent of the Authority.  Nevertheless, no 
assurances can be given that the City will exercise its rights under the Municipal Service Agreements in 
the same manner as the Authority would have were they assigned to the Authority.  The City and the 
Authority will enter into the Services Agreement, pursuant to which the Authority will bill and collect 
Revenues from the Municipal Service Agreements, remit the Municipal Customer Share of Annual Debt 
Service portion of those payments to the City and remit the balance to the Trustee for deposit in 
accordance with the Indenture. 

City Payment Reserve Fund.  The City has reserved the right to make the Authority stop 
operating the Concessioned System unless the City Payment Reserve Fund is funded to the City Payment 
Reserve Requirement of $500,000 annually, beginning in 2016 and adjusted each subsequent year for 
increases in inflation.  The Concession Agreement requires that a separate “City Payment Reserve Fund” 
be established in an amount equal to the Annual City Payment.  Monies in the City Payment Reserve 
Fund are held outside the lien of the Indenture and are available to pay the Annual City Payment to the 
extent the Authority does not make such payment in a timely manner.  See “CONCESSION 
AGREEMENT – Annual City Payment; City Payment Reserve Fund” for a description of the City 
Payment Reserve Fund and the City Payment Reserve Requirement. 

City Approvals.  The Concession Agreement provides that the City’s approval must be obtained 
in connection with several activities, including design and construction of Major Capital Improvements, 
changes in the Operating Standards, and modifications in insurance requirements.  Generally, when a 
matter is properly presented to the City for its approval or consent, the City may not unreasonably 
withhold, condition or delay that consent or approval, unless it is specifically permitted to do so in its 
discretion.  Where an approval is particularly material to the operation of the Concessioned System, the 
Concession Agreement often provides for specific limits on the City’s discretion.  For example, the City 
is subject to a “good faith” standard in negotiating and approving Capital Cost Recovery Charges.  

The Concession Agreement provides that other than the approval of a proposed Transferee  of the 
Concessionaire Interest (which would require City Council approval), whenever the City’s approval or 
consent is required, such approval or consent may be given by the Mayor of the City without further 
action by City Council. 

Although the Concession Agreement provides that the Authority may contest the City’s failure to 
grant an approval or consent through mediation, technical arbitration and binding arbitration, no 
assurances can be given as to the outcome of any mediation or arbitration process or as to how long the 
process will take.  Moreover, if a tribunal of competent jurisdiction determines that the arbitration 
provisions set forth in the Concession Agreement cannot be used because of a constraint arising out of 
sovereign immunity or lack of jurisdiction, then the dispute in question must be presented to the courts for 
resolution.   
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Governmental Actions; Environmental Matters 

Permits.  The Independent Engineer reports that the City currently has the approvals and permits 
for operating the Concessioned System from all Government Authorities.  As described above in 
“GOVERNMENTAL REGULATION OF THE PROJECT – Permits and Approvals,” the City and the 
Authority currently intend to leave the City in place as permittee under all of the permits for the 
Concessioned System and to obtain confirmation from the PADEP and the DRBC that the Authority, as 
concessionaire under the Concession Agreement, will have the authority to operate and maintain the 
Concessioned System under Law even though the Permits and approvals to do so will continue to be held 
by the City. 

The Authority, on behalf of the City, is required to obtain, comply with, promptly renew and 
maintain in good standing all Permits, licenses, registrations, or other requirements reasonably required 
from time to time for operation of the Concessioned System.  The City is required to sign those permit 
renewals so long as it remains the permittee on such permit. 

Hazardous Substances.  System Operations are subject to all applicable federal and state 
environmental laws and regulations.  In the Concession Agreement, the City has assumed responsibility 
and liability for (i) any Hazardous Substances existing at the Closing Date that during the Term has a 
Material Adverse Effect on System Operations or System Concession Value; (ii) the Administrative 
Order Project; and (iii) violations arising under any Environmental Law and solely related to (A) the 
ownership, operation or condition of the Concessioned System at any time prior to the Closing Date or 
(B) any Hazardous Substance contaminant that was released at, on, under or from the Concessioned 
System at any time prior to the Closing Date.  However, the City’s representations and warranties in the 
Concession Agreement with respect to environmental issues expire twenty-four months after the Closing 
Date unless a bona fide notice of claim is filed prior to the expiration of the two year period.  
Additionally, no indemnification for breach of a City representation or warranty related to environmental 
matters can be claimed until aggregate Losses exceed $2,000,000 (the “deductible”) and then only for the 
excess.  Each instance of indemnifiable Loss related to environmental matters in excess of the 
“deductible” is subject to a “basket” of $10,000.  All City indemnities related to environmental matters 
are subject to an aggregate cap of $110,000,000.  See “CONCESSION AGREEMENT – Expiration of 
and Financial Limitations on Representations and Warranties.”  The Authority is responsible for all other 
costs and expenses relating to Hazardous Substances. 

Future Governmental Actions.  Federal, Commonwealth and local statutory and regulatory 
requirements (including requirements to obtain governmental actions) applicable to the operation of the 
Concessioned System are subject to change, and no assurances can be given that the Authority will be 
able to comply with such changes.  Delay in obtaining or failure to obtain and maintain in full force and 
effect any such Permits and other governmental actions, or delay or failure to satisfy any such conditions, 
and/or result in additional costs or reduced Revenues.  Further, there can be no assurance that: (i) existing 
Laws will not be revised or reinterpreted; (ii) new Laws will not be adopted or become applicable to the 
Concessioned System; (iii) the technology and equipment selected by the Authority to comply with 
current and future Laws will be implemented in a timely fashion or will meet such requirements upon 
implementation; or (iv) the Authority’s business and financial condition will not be materially and 
adversely affected by future changes in or reinterpretation of Laws.  Any such new requirements could 
materially increase the cost of operating the Concessioned System or might impose additional capital 
costs on the Concessioned System, which could have a negative impact on the Authority’s cash flow.   

The Concession Agreement permits the Schedule of Service Charges to be adjusted annually to 
account for any Change of Law in order to reflect any costs related to the Concessioned System incurred 
by the Authority, as may be reasonably agreed to by the City and the Authority.  However, to the extent a 
Change of Law requires a Major Capital Improvement or other capital improvements to the Concessioned 
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System, the Authority may be required to provide financing for such costs in the first instance, even 
though the Concession Agreement generally permits those costs to be recovered through special Service 
Charges.  See “CERTAIN INVESTMENT RISKS – Financial Risks – Authority’s Responsibility to 
Raise Capital and Limits on Borrowing for Future Capital Expenditures” for a description of certain risks 
relating to the Authority’s ability to raise such financing. For a discussion of certain environmental 
permitting and regulatory issues relating to the Project, see “GOVERNMENTAL REGULATION OF 
THE PROJECT” and the Independent Engineer’s Report.   

Operating Risks 

General.  As with any water and sewer system of this size and nature, operation of the 
Concessioned System could be affected by many factors, including the breakdown or failure of equipment 
or processes, the performance of the Concessioned System below expected levels of efficiency, failure to 
operate at design specification, failure by third parties to perform their obligations under the Concession 
Agreement or the Major Project Documents (whether or not excused by force majeure), labor disputes 
and catastrophic events including fires, explosions, costs of supplies or services not under contract, 
earthquakes, droughts, extreme weather conditions, changes in law, delays in receipt of or failure to 
obtain or maintain necessary permits, government exercise of eminent domain power or similar events.  
The occurrence of such events could significantly reduce Revenues and/or significantly increase the costs 
of the Project, thereby jeopardizing the ability of the Concessioned System to generate Revenues 
sufficient to make timely payments of debt service on the 2013 Bonds.  While the Authority is required to 
maintain certain insurance coverages, including business interruption insurance, to protect against certain 
of these operating risks, the proceeds of such insurance and warranties may not be adequate to cover 
Concessioned System lost revenues or increased costs, and such insurance may not be available on 
commercially reasonable terms.  See “CONCESSION AGREEMENT – Insurance.” 

Water Quality Risks.  In the Concession Agreement, the City has agreed to provide Raw Water 
to the Authority that meets the Raw Water Specifications.  The City has not made any other 
representations or warranties regarding Raw Water including, without limitation, its treatability by the 
Water Plant and Distribution System, its chemical and physical characteristics, temperature, and the 
presence of pollutants or Hazardous Substances. 

If one or more sources of the City’s Raw Water delivered to the Authority do not meet the Raw 
Water specifications set forth in the Concession Agreement, the Authority is required to take all 
appropriate mitigation and treatment actions in accordance with prudent industry practices and the 
Operating Standards previously used by the City.  The Concession Agreement does provide that, if the 
Authority is required to secure a replacement source of Raw Water when Raw Water from the Retained 
Water Supply System does not meet the Raw Water Specifications, the Authority is entitled to recover its 
Costs incurred in replacement sources of water and to treat Raw Water that does not meet specifications.  
No assurances can be given that sufficient quantities of water will be available to do so, and no assurances 
can be given that the Authority will be able to find a replacement source of Raw Water that meets the 
Raw Water Specifications. 

Collection Risks.  The Authority is responsible for the collection of all Service Charges 
including (as agent for the City) those levied under the Municipal Service Agreements.  In the Concession 
Agreement, the City agrees to assist and cooperate with the Authority in such collection and in the 
enforcement of Service Charges to the extent the City may be authorized by law to provide such 
assistance or cooperation.  Any costs the City incurs in cooperating in the collection and enforcement of 
Service Charges on behalf of the Authority will be at the Authority’s sole cost and the Authority is 
required to reimburse the City for its costs.   
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The risk of enforcement and collection of Service Charges remains with the Authority under the 
Concession Agreement.  The City has agreed to assist and cooperate with the Authority to collect and 
enforce Service Charges to the extent that the City may be authorized by Law to provide such assistance 
or cooperation. 

Financial Risks 

Authority’s Responsibility to Raise Capital.  In certain instances, the Authority may be 
required to provide capital to pay the costs of compliance with or implementation of: (i) a modified or 
additional Operating Standard to comply with any new Law or Change of Law (other than a City-enacted 
new Law or Change of Law) prior to recouping the costs of compliance through adjustments to Service 
Charges to retail customers and Municipal Customer;, (ii) a modified or additional Operating Standard to 
conform with generally adopted standards or practices prior to negotiating with the City to reduce the 
impact of any increased costs and expenses to the Authority associated with such modified or additional 
Operating Standard; and (iii) a Directive, a Compensation Event or a modified or additional Operating 
Standard other than as described in clauses (i) and (ii) above prior to recouping the costs of compliance 
through Concession Compensation.  In order to issue Additional Bonds or Parity Indebtedness, the 
Authority is required to satisfy certain debt service coverage and other tests, as described in greater detail 
above in “SECURITY AND SOURCES OF PAYMENT FOR THE 2013 BONDS – Additional Bonds 
and Other Indebtedness.”  It cannot be determined at this time whether the Authority will have sufficient 
Revenues to pay for such costs without incurring debt, and if the Authority needs to incur debt, whether it 
will be able to do so at favorable terms or at all.   

Limits on Borrowing for Future Capital Expenditures.  Under the Concession Agreement, 
generally any indebtedness other than Leasehold Mortgage Debt may not be secured by liens and 
encumbrances on the Concession Interest and System Revenues.  The 2013 Bonds will be considered 
Leasehold Mortgage Debt, but future indebtedness, including indebtedness acquired to fund capital 
improvements to the Concessioned System, will have to pass an appraisal test to be so characterized.  
Under the Concession Agreement in order to qualify new debt as Leasehold Mortgage Debt, the Authority 
will have to procure an independent Written Appraisal of the Concessioned System indicating (after 
giving effect to the incurrence or commitment of any such new debt) that the Concessioned System’s total 
debt load is not in excess of 80% of the fair market value of the Concessionaire Interest set forth in the 
Written Appraisal at the time of incurrence or commitment of the new debt.  No assurances can be given 
that the Authority will be able to make such a demonstration for a considerable period of time, and 
therefore the ability of the Authority to meet its responsibilities to fund capital expenditures should be 
evaluated on the basis of the adequacy of reserve funds and the likelihood of the availability of projected 
Revenue surpluses available to the Authority for capital expenditures.  The Authority may issue 
subordinated indebtedness to fund capital improvements to the Concessioned System.  However, it is not 
possible at this time to predict what terms such subordinated debt may contain, or whether there will be a 
market for such subordinated debt at all. 

Limits on Termination Compensation.  The Authority may exercise its right to terminate the 
Concession Agreement in accordance with its terms upon: the occurrence of an Adverse Action by the 
City; the occurrence of an uncured City Default; and any other termination, cancellation, rescission or 
action by the City to void the Concession Agreement other than in accordance with its terms.  Upon a 
termination described in the preceding sentence, the City is required to pay Termination Compensation 
plus, without duplication, reasonable out-of-pocket costs and other documented costs and expenses 
incurred by the Authority as a result of such termination.   

“Termination Compensation” is equal to the greater of (i) the System Concession Value 
(generally, the fair market value of the Concessionaire Interest at the time of the relevant action triggering 
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the termination payment obligation) and (ii) the lesser of (A) the amount required to retire all Leasehold 
Mortgage Debt and (B) the sum of all Remaining Amortized Rent.   

Both the Authority and the City acknowledge that the 2013 Bonds are “Leasehold Mortgage 
Debt” for purposes of the Concession Agreement.  The Termination Compensation provisions above set 
out the maximum amount of Leasehold Mortgage Debt (such as the 2013 Bonds) that the City is obligated 
to pay in any year in which the Concession Agreement is terminated in the circumstances described 
above.   

As of the Closing Date, Termination Compensation as calculated above is sufficient to pay the 
principal of the 2013 Bonds upon a termination in any year while the 2013 Bonds remain outstanding.  
However, there are no provisions in the Concession Agreement that require an increase in the 
Termination Compensation calculation solely due to the issuance of any additional debt or other 
obligations by the Authority with respect to the Concessioned System, even additional Leasehold 
Mortgage Debt.  Consequently, the Authority may be restricted in its ability to fund the payment of 
capital costs and other obligations under the Concession Agreement with respect to the Concessioned 
System through the issuance of Parity Indebtedness that is also Leasehold Mortgage Debt.  As a result of 
this debt limitation, the Authority is planning to accumulate Revenues, as opposed to relying primarily on 
additional debt, to provide for capital costs and other costs of operating the Concessioned System or issue 
Subordinated Indebtedness as described in “SECURITY AND SOURCES OF PAYMENT FOR THE 
2013 BONDS – Additional Bonds and Other Indebtedness – Subordinated Indebtedness.”  See 
“PROJECT FLOW OF FUNDS” for a designation of the provisions of the Indenture requiring deposits 
into the Operation and Maintenance Reserve Fund, the Major Maintenance Reserve Fund and the Capex 
Fund.  However, no assurances can be given that any Revenues accumulated by the Authority will be 
sufficient to pay such costs. 

Force Majeure and Adequacy of Insurance 

The Project is at risk from Force Majeure events such as an intervening act of God or public 
enemy, water shortage, flooding, earthquake, or other natural disaster, war, act of terror, sabotage, civil 
commotions, interference by civil or military authorities, condemnation or confiscation of property or 
equipment by any Governmental Authority, nuclear or other explosion, radioactive or chemical 
contamination, fire, subsurface condition, public disorder, epidemic, quarantine restriction, strike, labor 
dispute or other labor protest, stop-work order or injunction issued by a Governmental Authority or 
governmental embargo.   

The Concession Agreement requires that, if the Concessioned System is damaged or destroyed in 
whole or in part by a casualty event, then the net insurance proceeds (other than proceeds less than $2 
million) are required to be deposited with the Trustee, as depositary and held outside of the lien of the 
Indenture.  The Concession Agreement further provides that any such proceeds will be applied to the 
restoration of the Concessioned System and that the Authority must fund any shortfall if the amount of 
insurance proceeds is insufficient to restore the Concessioned System.  The Concession Agreement does 
not provide that the insurance proceeds may be applied to redeem the 2013 Bonds.  See “CONCESSION 
AGREEMENT – Restoration.” 

Risks Related to Collateral 

It may be difficult to realize the value of the Trust Estate, and the proceeds received from a sale 
of the Trust Estate may be insufficient to repay the 2013 Bonds.  Foreclosure on the Trust Estate on the 
Holders’ behalf may be subject to perfection and priority issues, to the need for third party approvals and 
consents and to practical problems associated with the realization of the Holders’ security interest in the 
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Trust Estate.  The enforcement of the security interest with respect to the Trust Estate may not provide 
sufficient funds to repay all amounts due on the 2013 Bonds.  

In addition, because the Authority’s principal asset is the Concessionaire Interest (i.e., its rights 
under the Concession Agreement), there are practical limitations on the exercise of remedies in respect 
thereof.  Under the Consent Agreement, any assignment of the Authority’s rights and obligations under 
the Concession Agreement is subject to the prior approval of the City, which approval may only be 
withheld by the City if the proposed substitute is not a qualified substitute concessionaire or, under certain 
circumstances, if certain breaches of the Concession Agreement have not been remedied or waived.  
Thus, as a practical matter, the Authority’s creditors (including the Holders of the 2013 Bonds) will have 
certain limitations on their ability to replace the Authority as the concessionaire under the Concession 
Agreement. 

Limitations on Enforceability 

Upon a default under the Concession Agreement or the Indenture, the remedies available to the 
Authority, the City or the Trustee may depend upon judicial actions that may be subject to substantial 
discretion and delay.  Some of these remedies in fact may turn out not to be enforceable at all.  The rights 
of the Holders of the 2013 Bonds and the enforceability of the Authority’s obligations may be subject to 
the exercise of judicial discretion under a variety of circumstances in various jurisdictions. The 
enforceability of governmental obligations also is subject to constitutional, statutory and public policy 
limitations and to other considerations that do not limit enforcement of obligations of private parties.  The 
City makes a number of agreements in the Concession Agreement that are for the benefit of lenders such 
as the Holders of the 2013 Bonds, but no assurances can be given that a court exercising its judicial 
discretion will always enforce such provisions.  

Bankruptcy-Related Risks 

Authority.  Currently, Pennsylvania Law does not permit a municipal authority like the 
Authority to file bankruptcy, insolvency or similar proceedings.  However, that restriction could be 
changed at any time when the Series 2013 Bonds are outstanding.  If the Authority were to enter 
bankruptcy, the Trustee and the Holders of the 2013 Bonds could be prohibited from taking any action to 
enforce the Concession Agreement or any other applicable transaction document against the Authority 
without the permission of the bankruptcy court.  In addition, with the authorization of the bankruptcy 
court, the Authority may be able to reject any transaction document to which it is a party. That rejection 
would excuse the Authority from performing its obligations (including payment obligations) under the 
applicable transaction document, and any right under that document that has been assigned to the Trustee 
may be limited or terminated.  That rejection also could excuse the other parties to the applicable 
transaction document from performing their obligations.  The Holders of the 2013 Bonds may be required 
to return payments already received if the Authority were to become a debtor in a bankruptcy case, and 
the Authority as a debtor in possession or the bankruptcy trustee of the Authority may be able to 
restructure its obligations under the Indenture. 

In addition, regardless of the terms of the Indenture or any other applicable transaction document, 
and regardless of the instructions of those authorized to direct the Authority’s or the Trustee’s actions, the 
filing of a bankruptcy petition creates an “automatic stay” that enjoins litigation against the bankrupt 
Authority and other efforts by creditors to enforce their claims or to enforce their lien on the assets of the 
bankrupt party, pending further order of the bankruptcy court.  As a secured creditor, however, the 
Holders of the 2013 Bonds would nonetheless be entitled to “adequate protection” of their security 
interest against a decrease in the value of the collateral or any proposed use of or priming lien on the 
collateral.  Such adequate protection may take the form of (among other things) periodic cash payments, 
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additional liens, or such other relief as will result in the realization of the “indubitable equivalent” of the 
Holders’ interests in the pledged assets.  

Although the Authority may be able to confirm a plan that modifies the terms of the 2013 Bonds, 
if the Holders of the 2013 Bonds, as a class, vote to reject a plan and object to confirmation of a plan, the 
plan cannot be confirmed unless the plan (1) allows the Holders of the 2013 Bonds to retain their lien on 
the assets that secure their claim and makes payments to the Holders of the 2013 Bonds equal to the total 
value of such assets that secure their claim, as of the effective date of the plan; or (2) proposes to sell the 
assets that secure the Holders of the 2013 Bonds, subject to the rights of the Holders of the 2013 Bonds, if 
any, to bid on their claim at the sale, and provided that the lien of the Holders of the 2013 Bonds will 
attach to the proceeds of the sale; or (3) provides for the Holders of the 2013 Bonds to receive what the 
bankruptcy court determines to be the indubitable equivalent of their claim. 

Regardless of any decision made by a court, the fact that a bankruptcy case has been commenced 
by or against the Authority could have an adverse effect on the liquidity and value of the 2013 Bonds. 

City.  Under Pennsylvania Law, municipalities such as the City are permitted to file bankruptcy 
proceedings, subject to certain exceptions.  Were the City to file a bankruptcy, insolvency or similar 
proceeding, the same kinds of considerations described above under “– Authority” would come into play 
and, regardless of any decision made by a court, the fact that a bankruptcy case has been commenced by 
or against the City could have an adverse effect on the liquidity and value of the 2013 Bonds.   

Risks Relating to Market Liquidity for the 2013 Bonds 

Prior to this offering of the 2013 Bonds, no market existed for the 2013 Bonds.  The Authority 
has been informed by the Underwriter that it intends to make a market in the 2013 Bonds after the 
completion of this offering; however, the Underwriter is not required to make a market in the 2013 
Bonds, and they may cease market-making at any time without notice.  The Authority cannot assure 
potential investors that an active market for the 2013 Bonds will develop.  Even if a market for the 2013 
Bonds does develop, depending on prevailing interest rates and market conditions generally, the 2013 
Bonds could trade at a discount from their initial offering price.  Holders of the 2013 Bonds may not be 
able to sell their 2013 Bonds in the future or such sale may not be at a price equal to or greater than the 
initial offering price of the 2013 Bonds.  As a result, Holders of the 2013 Bonds may not be able to 
liquidate their investment quickly or to liquidate it at an attractive price or at all. 

Risks Relating to Tax Matters 

As discussed under the caption “TAX MATTERS,” interest on the 2013A Bonds and the 2013B 
Bonds could be, or become, includable in gross income for federal income tax purposes retroactive to the 
date of issuance of the 2013A Bonds and the 2013B Bonds as a result of a failure of the Authority to 
comply with certain provisions of the Code, the Treasury regulations promulgated thereunder, and certain 
other guidance issued by the IRS and courts.  In addition, the law relating to the 2013A Bonds and the 
2013B Bonds is subject to change by legislation and judicial or administrative decision, in each case, 
possibly with retroactive effect.   

 TAX MATTERS 

Federal Tax Exemption 

In the opinion of Bond Counsel, under existing statutes, regulations, rulings and court decisions, 
and assuming continuing compliance by the Authority with certain certifications and agreements relating 
to the use of the 2013A and 2013B Bond proceeds and covenants to comply with provisions of the 
Internal Revenue Code of 1986, as amended (the “Code”) and all applicable regulations thereunder, now 
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or hereafter enacted, interest on the 2013A Bonds and 2013B Bonds is excludable from gross income for 
federal income tax purposes and is not an item of tax preference for purposes of the federal alternative 
minimum tax imposed on individuals and corporations.  However, such interest is includable in adjusted 
current earnings for purposes of the federal alternative minimum tax imposed on certain corporations (as 
defined in the Code).  Bond counsel expresses no opinion regarding other federal tax consequences of 
ownership or disposition of, or the accrual or receipt of interest on, the 2013A Bonds and 2013B Bonds. 

The 2013A Bonds and the 2013B Bonds are offered at a discount (“original issue discount”) 
equal generally to the difference between public offering price and principal amount.  For federal income 
tax purposes, original issue discount on a 2013A Bond and a 2013B Bond accrues periodically over the 
term of such 2013A Bond and 2013B Bond as interest with the same tax exemption and alternative 
minimum tax status as regular interest.  The accrual of original issue discount increases the holder’s tax 
basis in the 2013A Bond and 2013B Bond for determining taxable gain or loss from sale or from 
redemption prior to maturity.  Holders should consult their tax advisors for an explanation of the accrual 
rules. 

The opinion of Bond Counsel on federal tax matters will be based upon and will assume the 
accuracy of certain representations and certifications, and compliance with certain covenants, of the 
Authority to be contained in the transcript of proceedings for the issuance of the 2013A Bonds and 2013B 
Bonds and that are intended to evidence and assure that the 2013A Bonds and 2013B Bonds are and will 
remain obligations the interest on which is excludable from gross income for federal income tax purposes.  
Bond Counsel will not independently verify the accuracy of those certifications and representations or 
covenants. 

The Code prescribes a number of qualifications and conditions for the interest on state and local 
obligations to be and to remain excludable from gross income for federal income purposes, some of 
which require future or continued compliance after issuance of the obligations in order for the interest to 
be and to continue to be so excluded from the date of issuance.  Noncompliance with these requirements 
by the Authority may cause the interest on the 2013A Bonds and 2013B Bonds to be included in gross 
income for federal income tax purposes and thus to be subject to federal income tax retroactively to their 
date of issuance.  The Authority has covenanted to take the actions required of it for the interest on the 
2013A Bonds and 2013B Bonds to be and to remain excludable from gross income for federal income tax 
purposes and not to take any actions that would adversely affect that exclusion.  Bond Counsel has not 
undertaken to evaluate, determine or inform any person, including any holder of the 2013A Bonds and 
2013B Bonds, whether any actions taken or not taken, events occurring or not occurring, or other matters 
that might come to attention of Bond Counsel, would adversely affect the value of, or tax status of the 
interest on, the 2013A Bonds and 2013B Bonds. 

Under the provisions of the Code, the Treasury Department is authorized and empowered to 
promulgate regulations implementing the intent of Congress under the Code which could affect the tax 
exemption and/or tax consequences of holding tax-exempt obligations, such as the 2013A Bonds and 
2013B Bonds.  In addition, legislation may be introduced and enacted in the future which could change 
the provisions of the Code relating to the tax exempt bonds of a state or local government unit, such as the 
Authority, or the taxability of interest in general. 

Proposals to alter or eliminate the exclusion of interest on tax-exempt bonds from gross income 
for some or all taxpayers have been made in the past and may be made again in the future.  Future 
legislation, if enacted into law, or clarification of the Code may cause interest on the 2013A Bonds and 
2013B Bonds to be subject, directly or indirectly, to federal income taxation, or otherwise prevent 
Beneficial Owners from realizing the full current benefit of the tax status of such interest.  The 
introduction or enactment of any such future legislation or clarification of the Code may also affect the 
market price for, or marketability of, the 2013A Bonds and 2013B Bonds.  PROSPECTIVE 
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PURCHASERS OF THE 2013A BONDS AND 2013B BONDS SHOULD CONSULT THEIR OWN 
TAX ADVISORS REGARDING ANY PROPOSED FEDERAL TAX LEGISLATION, AS TO WHICH 
BOND COUNSEL EXPRESSES NO OPINION. 

The opinion of Bond Counsel is based on current legal authority, covers certain matters not 
directly addressed by such authorities and represents Bond Counsel’s judgment as to the proper treatment 
of the 2013A Bonds and 2013B Bonds for federal income tax purposes.  It is not a guarantee of any 
result, and is not binding on the Internal Revenue Service (the “IRS”) or the courts. 

No representation is made or can be made by the Authority or any other party associated with the 
issuance of the 2013A Bonds and 2013B Bonds as to whether or not any other legislation now or 
hereafter introduced and enacted will be applied retroactively so as to subject interest on the 2013A 
Bonds and 2013B Bonds to federal income taxes or so as to otherwise affect the marketability or market 
value of the 2013A Bonds and 2013B Bonds. 

2013C Bonds 

Interest on the 2013C Bonds is taxable as ordinary income for federal income tax purposes at the 
time the interest accrues or is received in accordance with the holder’s method of accounting for federal 
income tax purposes. 

Other than as stated herein, Bond Counsel expresses no opinion regarding federal tax 
consequences of ownership or disposition of, or the accrual or receipt of interest on, the 2013C Bonds. 

Pennsylvania Tax Exemption 

Under the laws of the Commonwealth as presently enacted and construed, the 2013 Bonds are 
exempt from personal property taxes in the Commonwealth and the interest on the 2013 Bonds is exempt 
from Pennsylvania personal income tax and Pennsylvania corporate net income tax.   

The 2013 Bonds and the interest thereon may be subject to state or local taxes in jurisdictions 
other than the Commonwealth under applicable state or local tax laws. 

THE ABOVE SUMMARY OF POSSIBLE TAX CONSEQUENCES IS NOT EXHAUSTIVE 
OR COMPLETE.  ALL PURCHASERS OF 2013 BONDS SHOULD CONSULT THEIR TAX 
ADVISORS REGARDING THE POSSIBLE FEDERAL, STATE AND LOCAL INCOME TAX 
CONSEQUENCES OF OWNERSHIP OF THE 2013 BONDS AND ANY CHANGES IN THE STATUS 
OF PENDING OR PROPOSED FEDERAL TAX LEGISLATION.  ANY STATEMENT REGARDING 
TAX MATTERS HEREIN CANNOT BE RELIED UPON BY ANY PERSON TO AVOID TAX 
PENALTIES. 

Bond Counsel’s engagement with respect to the 2013 Bonds ends with the issuance of the 2013 
Bonds. 

 LITIGATION AND CLAIMS 

Authority 

There is no litigation now pending or, to the best of the Authority’s knowledge, threatened which 
(i) seeks to restrain or enjoin (A) the sale, execution, issuance or delivery of the 2013 Bonds or (B) the 
selection of the Authority as the concessionaire for the Project or the execution and delivery of the 
Concession Agreement and the Project Agreements; (ii) in any way contests the validity of the 2013 
Bonds or any proceedings of the Authority taken with respect to (A) the authorization, sale or issuance of 
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the 2013 Bonds, (B) the pledge or application of any moneys provided for the payment of or security for 
the 2013 Bonds or (C) the Project; or (iii) materially affects the Authority’s obligations under the 
Indenture, the Concession Agreement or the 2013 Bonds.  If such litigation is filed prior to the Closing 
Date, the pendency of such litigation might permit either or both parties to terminate the Concession 
Agreement without liability were an injunction to be issued. 

The Authority is involved in several claims and lawsuits arising in the ordinary course of 
business.  The Authority believes that any liability assessed against the Authority as a result of claims or 
lawsuits which are not covered by insurance would not materially adversely affect the financial condition 
of the Authority. 

City 

On May 25, 2013, Joseph S. Hilliard (the “Plaintiff”), a citizen of the City acting as his own 
lawyer pro se, filed a complaint (the “Complaint”) against the City and the President of the City Council 
of the City (the “Hilliard Lawsuit”) in the Lehigh County Court of Common Pleas (the “Court”).  The 
Complaint alleges that the City Council meeting (the “Meeting”) held on April 25, 2013 violated the 
Pennsylvania Sunshine Act and requests, among other things, that the Court invalidate the actions taken 
by the City Council at the Meeting.  At the Meeting (in which Plaintiff participated), the City Council 
adopted a resolution (the “Resolution”) that authorized the execution of the Concession Agreement and 
related documents and further enacted an ordinance (the “Ordinance”) providing that the rates, services 
charges and other fees for the supply of water and for sewage service be established in accordance with 
the Concession Agreement and repealing any inconsistent prior ordinances.   

The Complaint alleges that the City failed to:  (1) respond to a letter sent by Plaintiff on April 22, 
2013 seeking the Authority’s “complete bid proposal” prior to the Meeting, and (2) include sewer service 
charges in the Ordinance.  The thrust of the Complaint appears to be that by not having access to these 
documents and information, the Plaintiff was prevented from effectively participating in the public 
comment period of the Meeting, and therefore the adoption of the Resolution and the enactment of the 
Ordinance were in contravention of Pennsylvania’s Sunshine Act.   

On June 25, 2013, the City Solicitor of the City filed preliminary objections (“Preliminary 
Objections”) and requested that the Court dismiss the Hilliard Lawsuit because the Plaintiff improperly 
failed to effect service of process on the City, and on other procedural grounds.  Based on a review of the 
court docket as of 9:45 am on July 31, 2013, the Plaintiff did not file a response to the Preliminary 
Objections by the July 15, 2013 deadline and the Court had not yet issued any ruling on the Preliminary 
Objections.  If the Court sustains the Preliminary Objections and dismisses the Hilliard Lawsuit, the 
Plaintiff may appeal within a period of 30 days from the date of such ruling. The City intends to contest 
vigorously the Hilliard Lawsuit on procedural and, if necessary, substantive grounds.  While it is not 
possible to predict with certainty the outcome of any litigation, the City Solicitor believes that there is a 
very strong likelihood that the Court will dismiss the Hilliard Lawsuit on procedural grounds due to lack 
of personal jurisdiction over the City and the President of the City Council of the City. 

Moreover, Dilworth Paxson LLP, which has acted and is acting as Special Counsel to the City in 
connection with the concession of the Concessioned System pursuant to the Concession Agreement, at 
closing and delivery of the 2013 Bonds, will deliver its opinion to the Underwriter to the effect that, 
regardless of how the Court may rule on the Preliminary Objections, the claims made in the Complaint 
are without merit.  It should be noted that it is not possible to predict with certainty the outcome of any 
litigation, including the litigation described above. 

In the event that the Court determines that the Meeting was held in violation of the Sunshine Act, 
the Court would be permitted, but not required, to find the adoption of the Resolution and enactment of 
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the Ordinance invalid.  Such a finding would not prohibit City Council from taking subsequent actions to 
ratify the adoption and enactment at a subsequent meeting held in compliance with the Sunshine Act.  In 
addition, see “CONCESSION AGREEMENT – City Representations and Warranties; Indemnification” 
and “THE 2013 BONDS – Events of Default; Remedies” for a description of possible consequences 
under the Concession Agreement and the Indenture if the Plaintiff were to prevail and the Court found 
that the adoption of the Resolution and the enactment of the Ordinance at the Meeting was invalid and the 
invalidity finding was not otherwise cured. 

Other than as described above, there is no litigation now pending or, to the best of the City’s 
knowledge, threatened which (i) seeks to restrain or enjoin the selection of the Authority as the 
concessionaire or the execution and delivery of the Concession Agreement and the Major Project 
Documents to which the City is a party; (ii) in any way contests any proceedings of the City taken with 
respect to the Project; or (iii) materially affects the City’s obligations under the Concession Agreement or 
the Major Project Documents. 

 UNDERWRITING 

Goldman, Sachs & Co. (the “Underwriter”) has agreed to purchase the 2013 Bonds at an 
underwriting discount of $2,776,364.89 from the public offering prices set forth on the inside front cover 
page of this Official Statement pursuant to a bond purchase agreement entered into by and between the 
Authority and the Underwriter.  The Underwriter will be obligated to purchase all of the 2013 Bonds if 
any 2013 Bonds are purchased.  The Underwriter reserves the right to join with dealers and other 
underwriters in offering the 2013 Bonds to the public.  The obligations of the Underwriter to accept 
delivery of the 2013 Bonds are subject to various conditions of the bond purchase agreement.  Pursuant to 
the bond purchase agreement, the Authority has agreed to indemnify the Underwriter against certain 
liabilities based on claims under the federal securities laws. 

The Underwriter and its affiliates are full service financial institutions engaged in various 
activities, which may include sales and trading, commercial and investment banking, advisory, investment 
management, investment research, principal investment, hedging, market making, brokerage and other 
financial and non-financial activities and services. 

In the ordinary course of its various business activities, the Underwriter and its affiliates, officers, 
directors and employees may purchase, sell or hold a broad array of investments and actively trade 
securities, derivatives, loans, commodities, currencies, credit default swaps and other financial 
instruments for its own account and for the accounts of its customers, and such investment and trading 
activities may involve or relate to assets, securities and/or instruments of the Authority (directly, as 
collateral securing other obligations or otherwise) and/or persons and entities with relationships with the 
Authority. The Underwriter and its affiliates may also communicate independent investment 
recommendations, market color or trading ideas and/or publish or express independent research views in 
respect of such assets, securities or instruments and may at any time hold, or recommend to clients that 
they should acquire, long and/or short positions in such assets, securities and instruments. 

 RATINGS 

Standard & Poor’s Rating Service (“Standard & Poor’s”), a division of The McGraw-Hill 
Companies, assigned its rating of “A” with a stable outlook to the 2013 Bonds.  This rating reflects only 
the views of Standard & Poor’s.  Investors may obtain an explanation of the significance of the ratings 
from Standard & Poor’s, as follows:   
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Standard & Poor’s Rating Service 
55 Water Street 
New York, New York  100410 
(212) 438-2400 
www.standardandpoors.com 

 
As part of the process of obtaining public ratings for the Series 2013 Bonds, the Authority 

submitted certain materials and other information and requested private “credit assessments/indicative 
ratings” from Standard & Poor’s and Moody’s Investors Service, Inc. (“Moody’s”).  Based on the rating 
levels provided by the rating agencies approached in conjunction with ascertaining such private credit 
assessments/indicative ratings, the Authority selected Standard & Poor’s as providing the most favorable 
rating level to publicly rate the 2013 Bonds.  Had the Authority selected Moody’s to rate the 2013 Bonds, 
there can be no assurance to the investors that a Moody’s rating would not have been materially less 
favorable than the Standard & Poor’s rating that the Authority selected.   

Other credit rating agencies that the Authority has not engaged to rate the 2013 Bonds may 
nevertheless issue unsolicited credit ratings on the 2013 Bonds. If any such unsolicited ratings are issued, 
the Authority cannot assure you that they will not be different from those ratings assigned by Standard & 
Poor’s. The issuance of unsolicited ratings on the 2013 Bonds that are different from the ratings assigned 
by Standard & Poor’s may impact the value of the 2013 Bonds. 

Although unsolicited ratings may be issued by any rating agency, a rating agency might be more 
likely to issue an unsolicited rating if it was not selected after having provided preliminary feedback to 
the Authority. 

Generally, each rating agency bases its ratings on that information and on independent 
investigations, studies, and assumptions made by that rating agency.  Investors have no assurance that 
ratings will continue for any given period of time or that they will not be revised downward or withdrawn 
entirely by a rating agency if, in the judgment of that rating agency, circumstances warrant the revision or 
withdrawal.  Those circumstances may include, among other things, changes in or unavailability of 
information relating to the Authority, the City, the Concessioned System or the 2013 Bonds being 
offered.  Any downward revision or withdrawal of a rating may have an adverse effect on the market 
price of the 2013 Bonds.   

The Authority undertakes no responsibility either to bring to the attention of the owners of the 
2013 Bonds any downward revision or withdrawal of any rating obtained or to oppose any such revision 
or withdrawal.   

CONCESSIONED SYSTEM FINANCIAL STATEMENTS 

The Financial Statements relating to the City’s Water Fund and Sewer Fund as of and for the 
Fiscal Years ended December 31, 2003 through 2012 included as Appendix B to this Official Statement 
have been provided by the City and compiled by Maher Duessel, independent accountants to the City. 

LEGAL MATTERS 

All legal matters incident to the validity and enforceability of the 2013 Bonds are subject to the 
approval of McNees Wallace & Nurick LLC, Lancaster, Pennsylvania, Bond Counsel.  The substantially 
final text of the Bond Counsel opinion is attached as Appendix G.  Certain legal matters will be passed 
upon for the Authority by its Solicitor, Bradford E. Landon, Esq. and by its transaction counsel, McNees 
Wallace & Nurick LLC, Harrisburg, Pennsylvania and for the Underwriter by Ballard Spahr LLP, 
Philadelphia, Pennsylvania. 
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 INDEPENDENT ENGINEER 

Malcolm Pirnie/ARCADIS U.S. Inc. is serving as the independent engineer to the Authority for 
the Project.  The Independent Engineer’s Report is included as Appendix A to this Official Statement.  
The Independent Engineer has not undertaken either to make an independent verification of or to assume 
responsibility for the accuracy or completeness of the information contained in this Official Statement, 
including the Appendices hereto (other than Appendix A). 

 CONTINUING DISCLOSURE 

The Authority has covenanted for the benefit of the owners of the 2013 Bonds to provide 
annually certain financial information and operating data concerning the Authority to the Electronic 
Municipal Market Access (“EMMA”) of the Municipal Securities Rulemaking Board (the “MSRB”) 
pursuant to the requirements of Rule 15c2-12 (the “Rule”) of the Securities and Exchange Commission 
(“SEC”).  See Appendix H for the form of Continuing Disclosure Agreement. 

The Authority has covenanted to provide such annual financial statements and other information 
in the manner required by the Rule of the SEC.  The Authority is entering into a Continuing Disclosure 
Agreement with the Trustee (the “Continuing Disclosure Agreement”) for the benefit of the holders of the 
2013 Bonds to provide certain financial information and operating data concerning the Authority and 
certain other obligated persons to the MSRB pursuant to the requirements of the Rule.  See Appendix H 
for the form of Continuing Disclosure Agreement.  A failure by the Authority to provide any information 
required thereunder will not constitute an Event of Default under the Indenture. 

The Authority previously has undertaken continuing disclosure obligations in connection with its 
outstanding bonds and other indebtedness that is secured by revenues from the Existing LCA System, 
which will not secure the 2013 Bonds.  Under those prior continuing disclosure undertakings, the 
Authority has, among other things, agreed to provide updates to certain financial and operational 
information relating to the Existing LCA System (the “Disclosure Updates”).  For FY 2008 and 2009, the 
Authority unintentionally omitted to provide all of the Disclosure Updates and for FY 2010 and 2011, the 
Authority unintentionally omitted to include updates to two operational tables as a part of the Disclosure 
Updates.  The Authority has subsequently submitted all of the omitted Disclosure Updates to EMMA.  
Except as described above, the Authority has complied in all material respects with its prior continuing 
disclosure undertakings under the Rule. 

 MISCELLANEOUS 

The Appendices are integral parts of this Official Statement and must be read together with all 
other parts of this Official Statement.  The description of the Indenture does not purport to be 
comprehensive or definitive, and prospective purchasers of the 2013 Bonds are referred to the Indenture 
for the complete terms thereof.  During the offering period of the 2013 Bonds, copies of the Indenture 
may be obtained from the Authority.  So far as any statements made in this Official Statement involve 
matters of opinion, forecasts or estimates, whether or not expressly stated, they are set forth as such and 
not as representations of fact. 
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The Authority has authorized the distribution of this Official Statement.  This Official Statement 
has been duly executed and delivered on behalf of the Authority.  

 

LEHIGH COUNTY AUTHORITY 
 
 
 
By:   /s/  Aurel M. Arndt    
 General Manager 
 
 
 
By:   /s/  Edward Bielarski    
 Chief Financial Officer 
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SCHEDULE I  

2013B BONDS COMPOUNDED AMOUNTS TABLE 

December 1 
 

Date 
2018  

3.15% 
2019  

3.21% 
2020  

3.66% 
2021  

4.09% 
2022  
4.44% 

2023  
4.69% 

2024  
4.95% 

2025  
5.15% 

2026  
5.34% 

2027  
5.49% 

2028  
5.63% 

8/7/2013 $4,234.50 $4,088.90 $3,834.60 $3,570.50 $3,321.10 $3,099.25 $2,875.05 $2,672.85 $2,478.50 $2,302.60 $2,136.15 
12/1/2013 4,276.60 4,130.35 3,878.90 3,616.60 3,367.60 3,145.10 2,919.95 2,716.25 2,520.20 2,342.45 2,174.05 

6/1/2014 4,343.95 4,196.65 3,949.85 3,690.55 3,442.35 3,218.85 2,992.20 2,786.20 2,587.50 2,406.75 2,235.25 
12/1/2014 4,412.40 4,264.00 4,022.15 3,766.00 3,518.80 3,294.35 3,066.25 2,857.95 2,656.55 2,472.80 2,298.20 

6/1/2015 4,481.90 4,332.45 4,095.75 3,843.05 3,596.90 3,371.60 3,142.15 2,931.55 2,727.50 2,540.65 2,362.85 
12/1/2015 4,552.45 4,401.95 4,170.70 3,921.65 3,676.75 3,450.65 3,219.90 3,007.00 2,800.30 2,610.40 2,429.40 

6/1/2016 4,624.15 4,472.60 4,247.05 4,001.85 3,758.40 3,531.55 3,299.60 3,084.45 2,875.10 2,682.05 2,497.80 
12/1/2016 4,697.00 4,544.40 4,324.75 4,083.65 3,841.80 3,614.40 3,381.25 3,163.85 2,951.85 2,755.70 2,568.10 

6/1/2017 4,771.00 4,617.35 4,403.90 4,167.20 3,927.10 3,699.15 3,464.95 3,245.35 3,030.65 2,831.35 2,640.40 
12/1/2017 4,846.10 4,691.45 4,484.50 4,252.40 4,014.30 3,785.90 3,550.70 3,328.90 3,111.60 2,909.05 2,714.70 

6/1/2018 4,922.45 4,766.75 4,566.55 4,339.35 4,103.40 3,874.65 3,638.60 3,414.65 3,194.65 2,988.90 2,791.15 
12/1/2018 5,000.00 4,843.25 4,650.15 4,428.10 4,194.50 3,965.55 3,728.65 3,502.55 3,279.95 3,070.95 2,869.70 

6/1/2019  4,921.00 4,735.20 4,518.65 4,287.60 4,058.50 3,820.95 3,592.75 3,367.55 3,155.25 2,950.50 
12/1/2019  5,000.00 4,821.90 4,611.05 4,382.80 4,153.70 3,915.50 3,685.25 3,457.45 3,241.85 3,033.55 

6/1/2020   4,910.10 4,705.35 4,480.10 4,251.10 4,012.40 3,780.15 3,549.75 3,330.85 3,118.95 
12/1/2020   5,000.00 4,801.60 4,579.55 4,350.80 4,111.70 3,877.50 3,644.55 3,422.30 3,206.75 

6/1/2021    4,899.75 4,681.25 4,452.80 4,213.50 3,977.35 3,741.85 3,516.25 3,297.00 
12/1/2021    5,000.00 4,785.15 4,557.25 4,317.75 4,079.75 3,841.75 3,612.75 3,389.80 

6/1/2022     4,891.40 4,664.10 4,424.65 4,184.80 3,944.35 3,711.95 3,485.25 
12/1/2022     5,000.00 4,773.45 4,534.15 4,292.60 4,049.65 3,813.80 3,583.35 

6/1/2023      4,885.40 4,646.35 4,403.10 4,157.80 3,918.50 3,684.20 
12/1/2023      5,000.00 4,761.35 4,516.50 4,268.80 4,026.05 3,787.95 

6/1/2024       4,879.20 4,632.80 4,382.80 4,136.60 3,894.55 
12/1/2024       5,000.00 4,752.10 4,499.80 4,250.15 4,004.20 

6/1/2025        4,874.45 4,619.95 4,366.80 4,116.90 
12/1/2025        5,000.00 4,743.30 4,486.70 4,232.80 

6/1/2026         4,869.95 4,609.85 4,351.95 
12/1/2026         5,000.00 4,736.40 4,474.45 

6/1/2027          4,866.40 4,600.45 
12/1/2027          5,000.00 4,729.95 

6/1/2028           4,863.10 
12/1/2028           5,000.00 

6/1/2029            
12/1/2029            

6/1/2030            
12/1/2030            

6/1/2031            
12/1/2031            

6/1/2032            
12/1/2032            

6/1/2033            
12/1/2033            

6/1/2034            
12/1/2034            

6/1/2035            
12/1/2035            

6/1/2036            
12/1/2036            

6/1/2037            
12/1/2037            

6/1/2038            
12/1/2038            



 

 
 

 
December 1 

 
Date 

2029  
5.75% 

2030  
5.83% 

2031  
5.9% 

2032  
5.97% 

2033  
6.03% 

2034  
6.08% 

2035  
6.12% 

2036  
6.15% 

2037  
6.18% 

2038  
6.21% 

8/7/2013 $1,982.70 $1,848.35 $1,723.55 $1,604.95 $1,495.45 $1,394.70 $1,302.30 $1,217.80 $1,138.15 $1,063.05 
12/1/2013 2,018.60 1,882.30 1,755.55 1,635.15 1,523.85 1,421.40 1,327.40 1,241.40 1,160.30 1,083.85 

6/1/2014 2,076.65 1,937.15 1,807.35 1,683.95 1,569.80 1,464.60 1,368.00 1,279.55 1,196.15 1,117.50 
12/1/2014 2,136.35 1,993.65 1,860.65 1,734.20 1,617.15 1,509.15 1,409.85 1,318.90 1,233.10 1,152.20 

6/1/2015 2,197.75 2,051.75 1,915.55 1,785.95 1,665.90 1,555.00 1,453.00 1,359.45 1,271.20 1,188.00 
12/1/2015 2,260.95 2,111.55 1,972.05 1,839.30 1,716.10 1,602.30 1,497.45 1,401.25 1,310.50 1,224.90 

6/1/2016 2,325.95 2,173.10 2,030.25 1,894.20 1,767.85 1,651.00 1,543.30 1,444.35 1,351.00 1,262.90 
12/1/2016 2,392.80 2,236.45 2,090.15 1,950.75 1,821.15 1,701.20 1,590.50 1,488.75 1,392.75 1,302.15 

6/1/2017 2,461.60 2,301.65 2,151.80 2,008.95 1,876.05 1,752.90 1,639.20 1,534.55 1,435.75 1,342.55 
12/1/2017 2,532.40 2,368.75 2,215.25 2,068.95 1,932.65 1,806.20 1,689.35 1,581.75 1,480.15 1,384.25 

6/1/2018 2,605.20 2,437.80 2,280.60 2,130.70 1,990.90 1,861.10 1,741.05 1,630.40 1,525.85 1,427.25 
12/1/2018 2,680.10 2,508.85 2,347.90 2,194.30 2,050.95 1,917.70 1,794.30 1,680.50 1,573.00 1,471.55 

6/1/2019 2,757.15 2,582.00 2,417.15 2,259.80 2,112.75 1,976.00 1,849.20 1,732.20 1,621.65 1,517.25 
12/1/2019 2,836.40 2,657.25 2,488.45 2,327.25 2,176.45 2,036.05 1,905.80 1,785.45 1,671.75 1,564.35 

6/1/2020 2,917.95 2,734.75 2,561.90 2,396.70 2,242.10 2,097.95 1,964.15 1,840.35 1,723.40 1,612.90 
12/1/2020 3,001.85 2,814.45 2,637.45 2,468.25 2,309.70 2,161.75 2,024.25 1,896.95 1,776.65 1,663.00 

6/1/2021 3,088.15 2,896.50 2,715.25 2,541.95 2,379.35 2,227.45 2,086.20 1,955.30 1,831.55 1,714.65 
12/1/2021 3,176.95 2,980.90 2,795.35 2,617.80 2,451.05 2,295.15 2,150.00 2,015.40 1,888.15 1,767.90 

6/1/2022 3,268.30 3,067.80 2,877.85 2,695.95 2,524.95 2,364.95 2,215.80 2,077.40 1,946.50 1,822.80 
12/1/2022 3,362.25 3,157.25 2,962.75 2,776.45 2,601.10 2,436.85 2,283.60 2,141.25 2,006.65 1,879.35 

6/1/2023 3,458.90 3,249.30 3,050.15 2,859.30 2,679.50 2,510.90 2,353.50 2,207.10 2,068.65 1,937.75 
12/1/2023 3,558.35 3,344.00 3,140.10 2,944.65 2,760.30 2,587.25 2,425.50 2,275.00 2,132.55 1,997.90 

6/1/2024 3,660.65 3,441.45 3,232.75 3,032.55 2,843.55 2,665.90 2,499.75 2,344.95 2,198.45 2,059.95 
12/1/2024 3,765.90 3,541.80 3,328.10 3,123.10 2,929.25 2,746.95 2,576.20 2,417.05 2,266.40 2,123.90 

6/1/2025 3,874.15 3,645.05 3,426.30 3,216.30 3,017.60 2,830.45 2,655.05 2,491.35 2,336.45 2,189.85 
12/1/2025 3,985.55 3,751.30 3,527.35 3,312.30 3,108.55 2,916.50 2,736.30 2,568.00 2,408.60 2,257.85 

6/1/2026 4,100.15 3,860.65 3,631.45 3,411.20 3,202.30 3,005.15 2,820.05 2,646.95 2,483.05 2,327.95 
12/1/2026 4,218.00 3,973.20 3,738.55 3,513.00 3,298.85 3,096.50 2,906.30 2,728.35 2,559.80 2,400.25 

6/1/2027 4,339.30 4,089.00 3,848.85 3,617.85 3,398.30 3,190.65 2,995.25 2,812.25 2,638.85 2,474.75 
12/1/2027 4,464.05 4,208.20 3,962.40 3,725.85 3,500.75 3,287.65 3,086.90 2,898.70 2,720.40 2,551.60 

6/1/2028 4,592.40 4,330.85 4,079.25 3,837.10 3,606.30 3,387.60 3,181.35 2,987.85 2,804.50 2,630.80 
12/1/2028 4,724.40 4,457.10 4,199.60 3,951.60 3,715.05 3,490.55 3,278.70 3,079.75 2,891.15 2,712.50 

6/1/2029 4,860.25 4,587.05 4,323.50 4,069.60 3,827.05 3,596.70 3,379.05 3,174.45 2,980.45 2,796.75 
12/1/2029 5,000.00 4,720.75 4,451.05 4,191.05 3,942.45 3,706.05 3,482.45 3,272.05 3,072.55 2,883.55 

6/1/2030  4,858.35 4,582.35 4,316.15 4,061.30 3,818.70 3,589.00 3,372.65 3,167.50 2,973.10 
12/1/2030  5,000.00 4,717.55 4,445.00 4,183.75 3,934.80 3,698.85 3,476.40 3,265.40 3,065.45 

6/1/2031   4,856.70 4,577.70 4,309.90 4,054.40 3,812.05 3,583.30 3,366.30 3,160.60 
12/1/2031   5,000.00 4,714.35 4,439.80 4,177.65 3,928.70 3,693.45 3,470.30 3,258.75 

6/1/2032    4,855.05 4,573.70 4,304.65 4,048.90 3,807.05 3,577.55 3,359.95 
12/1/2032    5,000.00 4,711.60 4,435.50 4,172.80 3,924.10 3,688.10 3,464.25 

6/1/2033     4,853.65 4,570.35 4,300.50 4,044.75 3,802.05 3,571.80 
12/1/2033     5,000.00 4,709.30 4,432.05 4,169.15 3,919.55 3,682.75 

6/1/2034      4,852.45 4,567.70 4,297.35 4,040.65 3,797.10 
12/1/2034      5,000.00 4,707.45 4,429.50 4,165.50 3,915.00 

6/1/2035       4,851.50 4,565.70 4,294.20 4,036.55 
12/1/2035       5,000.00 4,706.10 4,426.90 4,161.90 

6/1/2036        4,850.80 4,563.70 4,291.10 
12/1/2036        5,000.00 4,704.75 4,424.35 

6/1/2037         4,850.10 4,561.70 
12/1/2037         5,000.00 4,703.35 

6/1/2038          4,849.40 
12/1/2038          5,000.00 
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Article I. Executive Summary 

Section 1.01 Introduction and Purpose 

The City of Allentown, Pennsylvania (City) and the Lehigh County Authority (LCA or 

Concessionaire) currently operate adjacent utilities responsible for providing water and 

sewer services to their respective customer bases.  LCA provides drinking water 

services and wastewater services to suburban communities outside of the City through 

LCA’s existing water and wastewater systems (Existing LCA System).  LCA currently 

obtains potable water from its own wells and also purchases potable water from the 

City.  The majority of LCA’s wastewater is ultimately treated at the City’s Kline’s Island 

Wastewater Treatment Plant (KIWWTP).  The Existing LCA System is currently a 

water and sewer customer of the City. 

The Allentown Water and Sewer Utility System Concession and Lease Agreement 

between the City and LCA (Concession Agreement) dated as of May 1, 2013, provides 

for the long-term lease and concession of the Allentown Water Plant and Distribution 

System and the Allentown Sewer Utility System (Concessioned System) by LCA. LCA, 

as the Concessionaire, will generally provide all services related to the operation, 

maintenance, replacement, improvement, administration and management of the 

Concessioned System for a period of 50 years (subject to earlier termination or 

extension as provided in the Concession Agreement), pay the City an up-front 

concession payment of $211,332,217.56, and pay the City an Annual City Payment of 

$500,000 (beginning in 2016 and thereafter adjusted annually for inflation in 

accordance with the Concession Agreement).  Management of the City’s storm water 

system and Retained Water Supply System will remain with the City and is not part of 

the Concessioned System. 

LCA has requested that Malcolm Pirnie Inc., a wholly owned subsidiary of ARCADIS 

US Inc. (ARCADIS) prepare this Independent Engineer’s Report for the Allentown 

Water and Sewer Utility System Concession (Report).  This Report provides an 

independent review of technical and financial aspects of the Concession Agreement 

and Sludge Agreement, a Condition Assessment (as defined in Article V) of the 

Concessioned System, a financial review of the proposed lease transaction, and a 

summary of the key conclusions from the Phase I Environmental Assessment 

performed by ARCADIS. For a complete understanding of the assumptions upon 

which the opinions in this Report are based, this Report should be read in its 

entirety. 
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This Report has been prepared at the request of LCA in connection with the issuance 

of its Water and Sewer Revenue Bonds, (City of Allentown Concession) Series 2013A, 

Water and Sewer Capital Appreciation Revenue Bonds, (City of Allentown Concession) 

Series 2013B, and Water and Sewer Revenue Bonds, (City of Allentown Concession) 

Series 2013C (Federally Taxable)  (collectively the Bonds) to fund the up-front 

concession payment to the City, fund certain anticipated capital improvements to the 

Concessioned System, make deposits into reserve and other funds, and fund 

transaction costs and expenses.  Specifics regarding the Bonds can be found in the 

Official Statement issued by LCA.  ARCADIS is being paid by LCA to prepare this 

Report, but payment is not contingent on Bonds being sold or issued. 

Section 1.02 Scope and Limitations of Report 

The scope of this Report includes: 

1. Review of the key technical, engineering and business/financial terms of the 

Concession Agreement, Sludge Agreement, and operating permits listed in the 

Concession Agreement (industrial waste permits not reviewed). 

2. A description of the Concessioned System, including enumeration of 

significant components. 

3. A Condition Assessment of the Concessioned System based on four days of 

site visits to the Water Filtration Plant, including the Little Lehigh Creek and the 

Lehigh River intake structures, Schantz Spring, the KIWWTP, the Federal 

flood control project in the vicinity of the KIWWTP, 3 reservoirs, 4 storage 

tanks, and 4 booster pump stations. Site visits performed as part of the 

Condition Assessment included only limited visual observation of facilities and 

did not include any engineering analysis of the original designs, surveying, 

sampling or testing of equipment or water quality, or inspection of retaining 

walls or tank internals. 

4. A review of the operation and maintenance of the Concessioned System, 

including an assessment of LCA’s approach to operating and staffing the 

Concessioned System, a review of LCA’s operation and maintenance (O&M) 

budgets, and assessment of LCA’s capability to operate the Concessioned 

System. 

5. A review of the capital improvements included in the Allentown 2013-2017 

Capital Improvement Plan (City’s CIP), LCA’s approach to budgeting for 

capital improvements, key terms of the Concession Agreement related to 
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capital improvements, and potential impact of future regulations on the capital 

needs of the Concessioned System. 

6. A review of the projected capital improvements associated with outstanding 

and unresolved U.S Environmental Protection Agency (EPA) Administrative 

Orders against the City (Administrative Orders) and other municipalities and 

municipal authorities dealing with high flows in the Sewer Utility System during 

severe wet-weather events. 

7. An evaluation of the financial feasibility of the concession and lease 

undertaking and its ability to generate revenues sufficient to pay the costs of 

operating and maintaining the Concessioned System, to make necessary 

capital improvements, and to pay debt service on the Bonds and make 

required deposits into major maintenance and other reserve funds, as needed 

to assess the reasonableness of LCA’s financial forecast.  The Bonds for the 

Concessioned System and the projected financial results do not include 

revenue from the operation of the Existing LCA System, which revenues do 

not secure the Bonds. 

In preparation of this Report and the conclusions contained herein, ARCADIS has 

relied on certain assumptions and information provided by LCA, the City and others 

with respect to conditions which may exist or events which may occur in the future. 

ARCADIS has not independently verified the accuracy of the information provided by 

LCA and others. While we believe such sources are reliable and the information 

obtained to be accurate and appropriate for the analysis undertaken and the 

conclusions reached herein, as is often the case, there will likely be differences 

between actual and projected results, some of the estimates used in this Report will not 

be realized, and unanticipated events and circumstances may occur. Therefore, there 

are likely to be differences between the data and results projected in this Report and 

actual results achieved, and those differences may be material. To the extent that the 

information provided to ARCADIS by LCA and others is not accurate, the conclusions 

and recommendations contained in this Report may vary and are subject to change. 

Any statements in this Report involving estimates or matters of opinion, whether or not 

so specifically designated, are intended as such, and not as representation of fact. This 

Report summarizes the work completed up to the date of the issuance of the Report. 

Changed conditions occurring or becoming known after such date could affect the 

material presented to the extent of such changes. ARCADIS has no responsibility for 

updating this Report for changes that occur after the date of this Report.  ARCADIS 

has not performed a review of the legality of the Concession Agreement or other 

agreements that may be relevant to the operation of the Concessioned System.  LCA 
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has retained McNees Wallace & Nurick LLC as transaction counsel for the concession 

transaction.  

Section 1.03 Key Commercial Agreements and Permits 

The Concession Agreement outlines the terms and provisions of the lease/concession 

structure, capital improvements, operating standards, rate/fee structure, reporting, 

insurance, regulatory compliance, representations and warranties and other legal and 

risk allocation provisions, including but not limited to indemnification, default, force 

majeure, uncontrollable circumstances, cures and remedies, among others. The 

Concession Agreement is generally consistent with documents of similar nature in the 

industry with respect to water and wastewater system operations. 

Based on a phone discussion with a Pennsylvania Department of Environmental 

Protection (PADEP) representative in April 2013 and a review of available permitting 

documents, the City has the requisite permits for operating the Concessioned System.  

LCA, as the Systems Operator, will be fully responsible for complying with the terms 

and conditions of the permits.  PADEP and the Delaware River Basin Commission 

(DRBC) have provided written correspondence indicating which permits will remain 

with the City as sole permittee and which should have LCA added as a co-permittee 

within 30 days after Closing.  See Section 3.05 of this Report for a discussion on risks 

related to the issuance of permits.   

Section 1.04 System Description 

The City owns and operates both a water system and a wastewater system that forms 

the Concessioned System and currently serve approximately 34,000 customers within 

the City on a retail basis, as well as much of Lehigh County through various inter-

municipal agreements, including inter-municipal agreements with LCA to supply water 

and provide sewage services to the Existing LCA System.  

Water treatment, supply and distribution services are provided directly to City 

customers. Treatment and supply is also provided to serve most of Salisbury 

Township, a portion of the water supply for the Existing LCA System, and portions of 

the water supply for Bethlehem, Whitehall, South Whitehall, and Hanover townships.  

The City of Bethlehem has notified the City that it wishes to terminate its municipal 

service agreement and transition to an emergency interconnection agreement in the 

fall of 2013.  These municipalities and municipal authorities are separately responsible 

for the distribution systems within their jurisdictions. The City’s water supply system is 
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estimated to serve a total population of approximately 180,000.  The City’s water 

supply consists of a combination of spring and surface water sources.  The City 

operates a water filtration plant to treat water from its surface water sources.  The 

water system includes potable water reservoirs and storage tanks. 

The City’s wastewater system serves a population of over 200,000, including the City 

and, through inter-municipal agreements, the communities of South Whitehall, 

Salisbury, Coplay Whitehall, Emmaus, and Lower Macungie, as well as the Existing 

LCA System.  The City is responsible for the wastewater collection system within its 

boundaries and accepts wastewater flow, by agreement, from the inter-municipal 

communities for transport to and treatment at the City’s KIWWTP. The inter-municipal 

communities are separately responsible for the wastewater collection systems within 

their municipal boundaries. 

The KIWWTP discharges treated effluent to the Lehigh River.  The sewer systems that 

contribute flow to the KIWWTP allow rain-derived inflow and infiltration (RDII) to leak 

into the sewers.  During certain severe wet-weather events, the amount of RDII that 

enters sewers can exceed the hydraulic capacity of the sewer system and result in 

sewage overflows into the environment.  This condition has resulted in the EPA issuing 

to the City two separate Administrative Orders dated September 28, 2007, and 

September 28, 2009.  Both Administrative Orders relate to by-passed flow at the 

KIWWTP, and sanitary sewer overflows (SSOs) in the collection systems operated by 

the City and by the adjacent municipalities whose sewage flows to the KIWWTP. 

The Concessioned System also includes flood control structures in the vicinity of the 

KIWWTP, consisting of dikes, levees and floodwalls.  These consist of the Federal 

Flood Protection Project, as well as another levee that surrounds the KIWWTP. 

Section 1.05 Condition of Concessioned System 

ARCADIS has assessed the condition of the Concessioned System by performing a 

Condition Assessment that included a limited visual inspection of major components of 

the Concessioned System (identified in Article V of this Report) over a period of four 

days in May 2013, reviewing pertinent and available City records, and interviewing key 

City staff. The purpose of this Condition Assessment was to identify the overall 

condition of the facilities to determine if they have been operated and maintained in a 

manner to achieve their intended function and to determine if LCA’s projected capital 

improvement budgets are aligned with identified needs. 
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For buried infrastructure (i.e. water distribution pipes and sewage collection system), 

no field investigations were performed; the Condition Assessment was based on 

certain performance indicators (i.e. occurrence rate of leaks and overflows) and rates 

of piping replacement. 

Based on the visual observations during the field visits and available data as provided 

by the City, the majority of the Concessioned System consists of aging components 

that have been adequately maintained to serve their intended function.  All major 

equipment was in service and functional at the time of the field visits.  As noted in the 

individual sections of this Report, some components of the system require 

maintenance or replacement in the short term in order to preserve their integrity and 

proper function. 

Section 1.06 Operation and Maintenance Review 

ARCADIS performed review of certain City performance metrics against published 

benchmarks, the Condition Assessment results and available documents related to 

compliance with permits and drinking water standards.  Based on a review of available 

documents over the 2009 to 2012 time period, the City’s operation of the 

Concessioned System has been in compliance with permit limits and drinking water 

standards.  The Concessioned System assets have been maintained sufficiently to 

allow their proper function, and major equipment is operational. 

The American Water Works Association (AWWA) has collected benchmarking data 

from water and wastewater utilities throughout the U.S. and Canada. Table I-A 

provides a comparison of the City’s metrics (and in some case’s LCA’s proposed 

metrics) to several key benchmark performance indicators.  Current City water and 

sewer accounts to employee ratios were not included in this table because many City 

staff currently listed in the City’s Water and Sewer Department are performing activities 

unrelated to the operation of the water and sewer system; therefore, it would not be 

appropriate to compare those metrics to the benchmarks. See Section 6.02 of the 

Report for further explanation.  
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Table I-A: Benchmarking Summary Table 

Benchmark 
Category 

Utility Category 
Top 

Quartile 
Median 

Bottom 
Quartile 

Concessioned 
System 

Leaks/Breaks 
per 100 miles 
of water main 

100,001 - 500,000 27.7 52.1 94.2 FY2008: 63.1 
FY2009: 62.5 
FY2010: 59.4 
FY2011: 55 

FY2012: 49.4 

Combined W & WW 24.1 50.8 112.3 

All Utilities 
22.9 43.6 78.7 

Sewer 
Overflow per 
100 miles of 
sewer 

100,001 - 500,000 1.36 3.5 7.35 FY2008: 5.6 
FY2009: 4.5 
FY2010: 10.9 
FY2011: 15.8 
FY2012: 4.2 

Combined W & WW 1.75 4 9.25 

All Utilities 
1.8 4.3 9.5 

Water 
Customer 
Accounts per 
Employee 

100,001 - 500,000 677 498 351 
LCA FY2013: 

779 Combined W & WW 648 469 346 

All Utilities 629 467 322 

Wastewater 
Customer 
Accounts per 
Employee 

100,001 - 500,000 797 567 356  
LCA FY2013: 

509 
Combined W & WW 745 514 339 

All Utilities 749 532 328 
Source: Benchmarking Performance Indicators for Water and Wastewater Utilities: 2006 Annual Survey Data 
and Analyses Report, AWWA 

 

The City’s unaccounted for water has ranged from 24% to 33% over the 2008 to 2012 

period.  The Pennsylvania Public Utility Commission considers unaccounted for water 

greater than 20% to be excessive.1  The above performance indicators indicate that the 

City’s operation of the Concessioned System is in alignment with many utilities in most 

categories, and there are some potential opportunities for improvement.  LCA’s 

proposed staffing levels are in line with the benchmarks for wastewater and somewhat 

aggressive with respect to the operation of the water system, indicating LCA may need 

to re-allocate staff between the water and wastewater systems or add more staff to 

operate and properly maintain the water system. 

                                                      

1 52 Pa. Code §65.20(4) 
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Section 1.07 Capital Improvements Program and Future Regulations 

Based on information provided to ARCADIS by LCA and the City, ARCADIS reviewed 

the general scope and budgets for capital projects included in LCA’s financial model to 

see how well they align with the identified Concessioned System needs and 

requirements of the Concession Agreement.  The projects included in LCA’s financial 

model include projects listed in the Concession Agreement as Required Capital 

Improvements, projects that had been listed in the City’s CIP, projects identified by 

LCA, and projects to address needs identified during the Condition Assessment.  In 

total LCA has included in its financial model approximately $32 million of capital 

expenditures over the 2013-2017 period.  The Concession Agreement also identifies 

certain projects as Uncompleted Work for which the City shall fund and complete in a 

timely manner. 

Section 1.08 Financial Analysis 

ARCADIS reviewed the financial feasibility of the financing related to the Concessioned 

System as a stand-alone operation without any support from the Existing LCA System.  

The analysis was completed to assess the reasonableness of LCA’s financial forecast 

and the ability of the Concessioned System operations on a stand-alone basis to 

generate revenues sufficient to provide for the payment of the operating expenses, 

required maintenance and capital expenses, debt service on the Bonds, and other 

required deposits under the Concession Agreement, and achieve required financial 

performance measures, such as debt service coverage and reserves, as well as 

complying with the Operating Standards set forth in the Concession Agreement.  The 

financial feasibility analysis consisted of: 

 A review of the financial model and cash flow forecast prepared by LCA for the 
project, including the reasonableness of LCA’s projected revenues, operating 
and maintenance costs, and CIP costs. 

 A review of the key assumptions of the financial model, including system 
demands, labor costs and proposed staffing, operation and maintenance 
expenses, planned capital expenditures, capital funding plans, and anticipated 
lease payments. 

 A review of LCA’s projected utility rates for the Concessioned System as 
compared to the rate caps under the Concession Agreement. 

 An assessment of whether the schedules of Service Charges for each class or 
type of utility service are affordable and in the generally accepted ranges for 
such rates. 
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Section 1.09 Conclusions 

Set forth below is a summary of the conclusions which ARCADIS has reached 

regarding its independent review of the Concessioned System, the Concession 

Agreement, and LCA’s financial model. For a complete understanding of the 

assumptions upon which these opinions are based and the risks with regard to the 

Concessioned System that could impact the financial feasibility of the project, this 

Report should be read in its entirety. 

1. The City has the requisite permits to operate the Concessioned System and will 
remain the sole permitee of the Water and Sewer Systems.  LCA, as the 
Concessioned System Operator, will be fully responsible for complying with the 
terms and conditions of the permits.   PADEP and DRBC have provided written 
correspondence indicating which permits will remain with the City as sole permittee 
and which should have LCA added as a co-permittee.  PADEP and DRBC may 
revisit this determination in the future, post-Closing.  As part of any future permit 
re-issuance process, a possibility exists that permit requirements may change.  
See Section 3.05 of this Report for a discussion on risks related to the issuance of 
permits.   

2. Based on the Condition Assessment, the Concessioned System assets appear to 
have been adequately maintained to serve their intended function and the major 
equipment of the Concessioned System is operationally adequate.  As noted in the 
individual sections of this Report, some components of the Concessioned System 
require maintenance or replacement in the short term in order to preserve their 
integrity and proper function.  LCA has included reasonable budgets for the costs 
of these identified short-term maintenance activities in its financial model. 

3. Based on a review of available documents over the 2009 to 2012 time period, the 
Concessioned System consistently produced potable water in compliance with 
drinking water standards. The Concessioned System is expected to continue to 
have the capability to produce potable water in compliance with current drinking 
water standards over the life of the Bonds if operated and maintained in 
accordance with the Concession Agreement and good industry practices, and if 
there is no change in raw water quality that impacts its treatability by the existing 
water treatment processes that comprise the Concessioned System.  If at any time 
the raw water does not meet the specifications defined in the Concession 
Agreement, LCA would be entitled to recovery of its additional costs incurred to 
treat such raw water or to secure a replacement source of raw water. 

4. If the factors that affect the yield of the raw water sources (including but not limited 
to current precipitation rates and volumes, aquifer recharge, land use and runoff, 
and the extraction rates of existing users of the raw water sources) remain 
constant, and given projected growth demands provided by LCA, the 
Concessioned System is expected to have adequate available raw water supply to 
satisfy annual average demand and peak month demand over the life of the 
Bonds. 
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5. The City has identified and LCA has included in its financial model over the 2014 to 
2017 period, a capital improvement project to add 4 new filters to increase the 
capacity of the Water Filtration Plant and allow water from Schantz Spring to be 
filtered at the Water Filtration Plant.  LCA’s forecasted budget for this project is 
based on the City’s CIP budget for the project, which is $7 million.  The City has 
indicated the scope and budget for this project was prepared internally and is 
preliminary in nature.  The first step in moving this project forward would be a 
feasibility study to evaluate current operational issues, future needs and potential 
solutions.  Assuming that the ultimate scope of the project is limited to new filters 
and piping (i.e. no improvements are determined to be necessary to the 
sedimentation facilities or other ancillary systems) and that each of the four new 
filters is only 60% of the size of each existing filter (i.e. to provide nominal filter 
capacity equal to the 39 mgd Water Allocation Permit withdrawal limit), a 
preliminary budget of $7 million is reasonable; however, given the preliminary 
nature of the project scope, the actual costs of this project would be expected to be 
within 50% lower to 100% higher of this preliminary estimate or within a range of 
$4 million to $14 million.  

6. Based on the Condition Assessment, the City’s Water Filtration Plant appears to 
be in good physical condition and its performance demonstrates that it can meet 
current water quality standards. The structures and equipment appear to be sound 
and well maintained although some components are showing signs of wear. Other 
components of the water system appear to be generally in good condition, but are 
aging and will require regular maintenance to maintain proper function. 

7. The water distribution system provides sufficient capacity to deliver potable water, 
but has a comparatively high degree of unaccounted for water, which has ranged 
from 33% to 24% over the 2008 to 2012 period.  In Pennsylvania, the Public Utility 
Commission has considered levels of unaccounted for water above 20% to be 
excessive.  Controlling unaccounted for water is an important aspect of managing 
the water distribution system.  In recent years, the City’s percentage of 
unaccounted for water has varied significantly and future performance in this area 
cannot be determined with certainty.  However, LCA’s projection of a 24% 
budgeted unaccounted for water represents a small improvement over the 2012 
reported 25% unaccounted for water and is a reasonable long-term goal. 

8. LCA is budgeting replacement or rehabilitation of 0.75% of the water mains 
annually beginning in 2018, which would result in complete replacement of the 
pipes in 133 years.  This is an increase over the City’s recent rate of pipe 
replacement, but is still on the low end of industry standards for the rate of pipe 
renewal.  Furthermore, more than 200 miles of water mains will reach the end of 
their average life expectancy over the life of the Bonds.  As LCA monitors the 
frequency of leaks and water main breaks over the Term, LCA may need to 
accelerate its planned rate of water main replacement. 

9. Based on a review of available documents over the 2009 to 2012 time period, with 
the exception of bypass events due to high flows during severe wet weather, the 
KIWWTP consistently treats wastewater in compliance with its NPDES permit 
limits. The KIWWTP is expected to continue to have the capability to treat 
wastewater in accordance with current NPDES permit limits over the life of the 
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Bonds if operated and maintained in accordance Concession Agreement and good 
industry practices, and there is no change in wastewater quality that that impacts 
its treatability by the KIWWTP. 

10. Based on the Condition Assessment, the KIWWTP appears to be in good physical 
condition and its performance demonstrates that it can meet current NPDES 
permit limits. The structures and equipment appear to be sound and well 
maintained although some components are showing signs of wear. 

11. Although an expansion of the KIWWTP may be required to satisfy increased future 
flows due to projected growth primarily from the service areas of the Municipal 
Customers, LCA has indicated that the costs of any future expansion of the 
KIWWTP to handle these increased future flows will be borne and financed 
primarily by the Municipal Customers and not primarily by the Concessioned 
System. 

12. Based on LCA’s population projection that anticipates no population growth in the 
City, if LCA operates the sewage collection system in accordance with good 
industry practices and the requirements of the Concession Agreement, the City’s 
collection system is expected to have sufficient dry-weather capacity over the life 
of the Bonds.  If significant flow increases occur primarily from growth in the 
service areas of the Municipal Customers which requires expansion of the sewage 
conveyance system, LCA has indicated that the costs of expanding the collection 
system to handle these increased future flows will be borne and financed primarily 
by the Municipal Customers and not primarily by the Concessioned System.   

13. Portions of the City’s collection system are currently deficient in terms of capacity 
during certain severe wet-weather events.  The improvements needed to properly 
manage wet weather flows in the collection system and at the KIWWTP are 
planned to be addressed as part of the Administrative Order Projects, which the 
City is responsible to fund, as further discussed in Section 7.03.  LCA has 
budgeted in its financial model replacement of 0.75% of the sewer system annually 
beginning in 2018, which would result in complete system replacement in 133 
years.  This is an increase over the City’s recent rate of pipe replacement, but is 
still on the low end of industry standards for rate of pipe renewal.  As LCA performs 
the required 55,000 LF of annual sewer main inspection and monitors the 
performance of the collection system over time, LCA may need to accelerate its 
planned rate of sewer main renewal to accommodate the needs of the system. 

14. The local Federal Flood Protection Project works appear to have been maintained 
at minimally acceptable levels and require an increased level of maintenance to 
assure long term integrity.  LCA’s financial model includes budget for increased 
maintenance for the Federal Flood Protection Project. 

15. ARCADIS conducted Phase I Environmental Assessments for the major sites 
associated with the Concessioned System to be leased by LCA.  No recognized 
environmental conditions were identified that would prevent the continued 
operation of the Concessioned System.  However, it is recommended that 
potentially-contaminated soil should be characterized on those parcels identified as 
having recognized environmental conditions or historic recognized environmental 
conditions prior to any construction or other activity that breaks ground.   Based on 
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the nature of industrial activities that historically existed in the City, this fill material 
may be impacted to various extents with potentially regulated contaminants. The 
Concession Agreement states that the City is responsible for (i) any Hazardous 
Substance existing at the time of Closing that has a material adverse effect and (ii) 
Environmental Law violations related to pre-Closing ownership or operation of the 
Concessioned System or pre-Closing releases of Hazardous Substances at, on, 
under or from the Concession System. 

16. Although in recent years the City has not performed preventive maintenance tasks 
(e.g. valve exercising, hydrant testing, etc.) at levels consistent with the 
requirements of the Concession Agreement, LCA does not intend to fill the vacant 
budgeted positions in the City’s Water and Sewer Department because LCA has 
determined that certain City staff members who are planned to transfer to LCA 
spent a substantial amount of time in 2012 (and prior years) on activities unrelated 
to the operation of the Concession System (e.g. work at City pools, storm water 
and stream surveillance, curb repairs and plowing snow).   With the removal of 
these other activities from their job requirements as LCA employees, the 
transferred staff is expected to be able to devote more time to preventive 
maintenance on the Concessioned System and, together with LCA’s budget for 
outsourced services and new hires, allow LCA to meet the operation and 
maintenance requirements (including preventive maintenance) of the Concession 
Agreement. LCA currently anticipates adding approximately 23 employees to 
complement the 85 transferred City employees.  To the extent LCA does not fill 
these vacant LCA positions prior to Closing, LCA may need to rely on the services 
of outside contractors to supplement its staff. 

17. The short-term capital projects identified in the Concession Agreement as 
Uncompleted Work and those budgeted in LCA’s financial model and capital plan 
generally align with the identified Concessioned System needs and requirements 
of the Concession Agreement.  With the exception of the Water Filtration Plant 
filter project as discussed above in item 5, ARCADIS has reviewed available 
supporting information for the short-term capital projects included in LCA’s financial 
model and believe the budgets are reasonable. LCA’s forecasted budget for the 
Water Filtration Plant project is based on the City’s CIP budget for the project; 
however, the City has indicated the budget is preliminary in nature without a 
defined scope.  Actual project budgets will need to be refined as the scope of the 
projects are refined.  LCA may need to make adjustments to its planned schedule 
for implementation of capital improvements in order to accommodate changes in 
project budgets that may occur as the projects move from the concept stage to 
preliminary design to construction. 

18. LCA’s financial model includes a limited budget for Major Capital Improvements to 
the Concessioned System after 2017.  Over the Term of the Concession 
Agreement, it is likely that the Concessioned System will require Major Capital 
Improvements in addition to those included in LCA’s financial model to renew, 
expand or upgrade the facilities of the Concessioned System.  In the event of the 
need of additional Major Capital Improvements, LCA intends to fund the Major 
Capital Improvements with operating cash balances to the extent available.  
Should the need for funding Major Capital Improvements exceed the available 
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operating cash balance, it is assumed that LCA will (a) make adjustments to its 
planned schedule for implementation of Major Capital Improvements, (b) issue 
additional senior debt as increases in revenues (from additional Capital Cost 
Recovery Charges) may allow, or (c) issue subordinated debt to fund such Major 
Capital Improvements, the order of which will depend on the circumstances of the 
Major Capital Improvements.  Assuming LCA implements the maximum allowable 
rate increases under the Concession Agreement and that all excess cash 
generated is retained for potential use to fund additional capital improvements for 
the Concessioned System, LCA’s financial model projects available operating cash 
to finance potential additional Major Capital Improvements.  The amount of 
available operating cash varies over time and reaches a minimum of $1.4 million in 
year 2023.  See Table VIII-CC for available operating cash balance projections 
over the life of the Bonds. 

19. The ultimate scope and cost for the City’s Administrative Order Projects is yet to be 
determined and will need to be negotiated among the City and Municipal 
Customers as part of a comprehensive solution to comply with the Administrative 
Orders. Because the City is required under the Concession Agreement to pay all 
costs related to the Administrative Order projects, LCA’s financial model does not 
include any capital financing for these projects.   

20. The full impact of future regulations on the Concessioned System is unknown at 
the time of this Report. In some cases, future regulations are expected to require 
minor process changes or sampling protocols; and, in other cases may require 
Major Capital Improvements. If capital improvements or increased operating costs 
are required to comply with future regulations, this will be considered a Change of 
Law under the Concession Agreement and LCA will be entitled to an increase in 
the schedule of service charges.  

21. Set forth below are the opinions that have been reached regarding the review of 
the financial model and cash flow forecast prepared by LCA. 
a. The projected revenues, subject to historic collection experience, are 

anticipated to be adequate in satisfying bond covenants (i.e. 120 percent of 
the net revenues available to pay the debt service on the Bonds and required 
deposits into the funds) 

b. Based on discussions with and information provided by LCA, the cash flow 
forecast and assumptions, including operations and maintenance expenses, 
appear to be reasonable.  

c. With the projected annual water and sewer Rate increases identified in this 
Report, it is anticipated that LCA will meet its debt service coverage 
requirement specified in the indenture of an amount not less than 120 percent 
of the Debt Service Requirements. 

d. The current Schedule of Service Charges for each class or type of utility 
service (including annual increases pursuant to the Annual Rate Adjustment 
for water and sewer rates in the Concession Agreement) are currently within 
generally acceptable ranges for such rates. 

22. Based on the information and estimates summarized in this Report, which are 
reasonable in light of current information, the Project appears to be financially 
feasible. 
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Article II. Introduction and Purpose 

Section 2.01 Concession Overview 

The Allentown Water and Sewer Utility System Concession and Lease Agreement 

between the City of Allentown, Pennsylvania (City) and the Lehigh County Authority 

(LCA or Concessionaire) (Concession Agreement), dated as of May 1, 2013, provides 

for the long-term lease and concession of the Allentown Water Plant and Distribution 

System and the Sewer Utility System (collectively, Concessioned System) by LCA. 

LCA, as the Concessionaire, will generally provide all services related to the operation, 

maintenance, replacement, improvement, administration and management of the 

Concessioned System for a period of 50 years (subject to earlier termination or 

extension as provided in the Concession Agreement), pay the City an up-front 

concession payment of $211,332,217.56, and pay the City an Annual City Payment of 

$500,000 (beginning in 2016 and thereafter adjusted annually for inflation in 

accordance with the Concession Agreement).  The Concession Agreement addresses 

services and requirements of LCA as the Concessionaire and the City’s continued 

obligations relative to the Concessioned System. Management of the City’s storm 

water system and Retained Water Supply System will remain with the City and is not 

part of the Concessioned System.  Capitalized terms not defined in this report are 

defined in Appendix D to the Official Statement.  

Section 2.02 Background 

The City and LCA currently operate separate utilities responsible for providing water 

and sewer services to their respective customer bases.  LCA provides drinking water 

services and wastewater services to suburban communities outside of the City through 

LCA’s existing water and wastewater systems (Existing LCA System).  LCA currently 

obtains potable water from its own wells and also purchases potable water from the 

City.  LCA owns and operates a pretreatment plant that treats a portion of the 

wastewater generated in the LCA service area prior to discharging back into the sewer 

system; the majority of LCA’s wastewater is ultimately treated at the City’s Kline’s 

Island Wastewater Treatment Plant (KIWWTP).  The Existing LCA System is currently 

a water and sewer customer of the City. 

Section 2.03 Purpose of Report 

Through a competitive procurement process, the City selected LCA to be the 

Concessionaire of the Concessioned System.  Based on LCA’s need to acquire 
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financing for the up-front concession payment to the City, LCA has requested that 

Malcolm Pirnie Inc., a wholly owned  subsidiary of ARCADIS US Inc. (ARCADIS) 

prepare this Independent Engineer’s Report for the Allentown Water and Sewer Utility 

System Concession (Report). 

This Report will serve as a prerequisite for LCA to issue Water and Sewer Revenue 

Bonds, (City of Allentown Concession) Series 2013A, Water and Sewer Capital 

Appreciation Revenue Bonds, (City of Allentown Concession) Series 2013B, and 

Water and Sewer Revenue Bonds, (City of Allentown Concession) Series 2013C 

(Federally Taxable)  (collectively the Bonds) to fund the up-front concession payment 

to the City, fund certain anticipated capital improvements to the Concessioned System, 

make deposits into reserve and other funds, and fund transaction costs and expenses.  

Specifics regarding the Bonds can be found in the Official Statement issued by LCA. 

This Report provides a summary of the technical and financial aspects of the 

Concession Agreement and Sludge Agreement, a Condition Assessment of the 

Concessioned System based on site visits and the documents made available to 

ARCADIS, a financial review of the proposed lease transaction, and a summary of the 

key conclusions from the Phase I Environmental Assessment performed by ARCADIS 

concurrent with the engineering and financial review, including projected operating 

results.  For a complete understanding of the assumptions upon which the 

opinions in this Report are based, this Report should be read in its entirety. 

ARCADIS is being paid by LCA to prepare this Report, but payment is not contingent 

on Bonds being sold or issued. 

Section 2.04 Scope and Limitations of Report 

The scope of this Report includes: 

1. Review of the key technical, engineering and commercial terms of the 

Concession Agreement, Sludge Agreement, and operating permits listed in the 

Concession Agreement (industrial waste permits not reviewed). 

2. A description of the Concessioned System, including enumeration of 

significant components. 

3. A Condition Assessment, as defined in Article V of this Report, of the 

Concessioned System based on four days of site visits to the Water Filtration 

Plant, including the Little Lehigh Creek and the Lehigh River intake structures, 

Schantz Spring, the KIWWTP, the Federal flood control project in the vicinity of 
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the KIWWTP, 3 reservoirs, 4 storage tanks, and 4 booster pump stations. Site 

visits performed as part of the Condition Assessment included only limited 

visual observation of facilities and did not include any engineering analysis of 

the original designs, surveying, sampling or testing of equipment or water 

quality, or inspection of retaining walls or tank internals. 

4. A review of the operation and maintenance of the Concessioned System, 

including an assessment of LCA’s approach to operating and staffing the 

Concessioned System, a review of LCA’s operation and maintenance (O&M) 

budgets, and assessment of LCA’s capability to operate the Concessioned 

System. 

5. A review of the capital improvements included in the Allentown 2013-2017 

Capital Improvement Plan (City’s CIP), LCA’s approach to budgeting capital 

improvements, key terms of the Concession Agreement related to capital 

improvements, and potential impact of future regulations on the capital needs 

of the Concessioned System. 

6. A review of the projected capital improvements associated with outstanding 

and unresolved U.S Environmental Protection Agency (EPA) Administrative 

Orders against the City (Administrative Orders). 

7. An evaluation of the financial feasibility of the concession and lease 

undertaking and its ability to generate revenues sufficient to pay the costs of 

operating and maintaining the Concessioned System, to make necessary 

capital improvements, and to pay debt service on the Bonds, as needed to 

assess the reasonableness of LCA’s financial forecast.  The Bonds for the 

Concessioned System and the projected financial results do not include 

revenue from the operation of the Existing LCA System. 

In preparation of this Report and the conclusions contained herein, ARCADIS has 

relied on certain assumptions and information provided by LCA and the City with 

respect to the conditions that may exist or events that may occur. ARCADIS believes 

the information and assumptions are reasonable, but has not independently verified 

information provided by LCA, the City and others. To the extent that actual future 

conditions differ from those assumed herein or provided to us by others, the actual 

results will vary from those forecast.  ARCADIS has not performed a review of the 

legality of the Concession Agreement or other agreements that may be relevant to the 

operation of the Concessioned System.  LCA has retained McNees Wallace & Nurick 

LLC as transaction counsel for the concession transaction. 
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Section 2.05 Acronyms 

A listing of acronyms or abbreviations of terms used in this Report is provided below. 

 

AMR – Automated Meter Reading 

AWWA – American Water Works Association 

BOD – Biochemical Oxygen Demand  

CCL – Contaminant Candidate List 

CCL4 – Fourth Contaminant Candidate List 

CCTV – Close Circuit Television 

CFS – Cubic Feet per Second 

CIP – Capital Improvement Plan 

CMOM - Capacity, Management, Operations and Maintenance 

CPI – Consumer Price Index 

Cr-6 – Chromium 6 

CTA – Critical Transition Areas 

cVOC – carcinogenic Volatile Organic Compounds 

DBP – Disinfection By-Products 

DRBC – Delaware River Basin Commission 

DTE – Delta Thermal Energy 

EPA – Environmental Protection Agency 

FOG – Fats, Oils, and Grease 

FTE – Full-time Equivalent 

GAC – Granular Activated Carbon 

GIS – Geographic Information System 

GPM – Gallons per Minute 

GWR – Ground Water Rule 

HHS – Health and Human Services 

IU – Industrial User 

KIWWTP – Kline’s Island Wastewater Treatment Plant 

LCA – Lehigh County Authority 

LCN – Lehigh Coal and Navigation Company 

LCR – Lead-Copper Rule 

LF – Linear Feet 

LT-LCR – Long-term Lead-Copper Rule 

MCL – Maximum Contaminant Level 

MCLG – Maximum Contaminant Level Goal 
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MGD – Million Gallons per Day 

MHI – Median Household Income 

MSW – Municipal Solid Waste 

NPDES – National Pollutant Discharge Elimination System 

NTU – Nephelometric Turbidity Units 

O&M – Operations and Maintenance 

OSHA – Occupational Safety and Health Administration 

PADEP – Pennsylvania Department of Environmental Protection 

PADWIS – Pennsylvania Drinking Water Information System 

PCE – Tetrachloroethylene 

PP&L – Pennsylvania Power and Light 

RD3 – Third Regulatory Determination 

RDII – Rain Derived Inflow and Infiltration 

REC – Recognized Environmental Condition 

RTCR – Revised Total Coliform Rule 

SDWA – Safe Drinking Water Act 

SEIU – Service Employees International Union 

SSO – Sanitary Sewer Overflow 

TCE – Trichloroethylene 

TCP – 1, 2, 3 – Trichloropropane 

TCR – Total Coliform Rule 

TKN – Total Kjeldahl Nitrogen 

TSS – Total Suspended Solids 

WLSP – Western Lehigh Sewerage Partnership
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Article III. Key Commercial Agreements and Permits 

Section 3.01 Concession Agreement 

The intent of this section of the Report is to summarize the major technical 

provisions of the Concession Agreement that may potentially impact LCA during the 

term of the Concession Agreement. 

This review is a technical overview of the major Concession Agreement terms and is 

not an analysis of legal, actuarial, and financial risk management issues. The 

Concession Agreement generally outlines the rights and responsibilities of the City 

and LCA (as the Concessionaire) and requirements related to the Concessioned 

System. The Concession Agreement outlines the terms and provisions of the 

lease/concession structure, capital improvements, operating standards, rate/fee 

structure, reporting, insurance, regulatory compliance, representations and 

warranties and other legal and risk allocation provisions, including but not limited to 

indemnification, default/remedies, force majeure, uncontrollable circumstances, cure 

remedies, among others.  Table III-A highlights some of the major provisions of the 

Concession Agreement and the allocation of risk between the parties. The 

Concession Agreement is generally consistent with documents of similar nature in 

the industry with respect to water and wastewater system operations. 
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Table III-A: Preliminary Responsibility and Risk Matrix	

	

Risk Risk “Ownership” Comments 

Capital Improvements 

Design 

Schedule 
LCA 

LCA is responsible for design and implementation of Capex, with 
exception of Uncompleted Work, which the City is responsible to 
complete in a timely manner. LCA is not responsible for capital 
costs of projects designed to address, or fines and penalties 
associated with, the Administrative Orders unless they are 
assessed solely as a result of LCA’s failure to implement the 
Administrative Order Projects.  See Sections 4.02 and 7.03 of this 
Report for discussion of the Administrative Order Projects. 

Design & 

Technology 

Selection 

LCA 

All risks associated with capital improvement design are borne by 
LCA with the exception of Uncompleted Work. LCA is to 
implement projects related to the remediation of the violations set 
forth in the Administrative Orders at the sole cost and expense of 
the City; such Project Costs are Excluded Liabilities. 

Existing 

Environmental 

Conditions 

City 

The City is responsible for (i) any Hazardous Substance existing 

at the time of Closing that has a material adverse effect and (ii) 

Environmental Law violations related to pre-Closing ownership or 

operation of the Concessioned System or pre-Closing releases of 

Hazardous Substances at, on, under or from the Concession 

System. 

Construction 
Schedule 

LCA 

LCA is responsible for maintaining the project schedule defined in 

the Concession Agreement. LCA is responsible for fines or 

penalties or other costs or liabilities that are imposed as a direct 

result of the failure of LCA to implement the Administrative Order 

Project (see Sections 4.02 and 7.03 for a description). All other 

fines and penalties relating to, and capital costs of projects 

designed to address, the Administrative Orders are the 

responsibility of the City. LCA is responsible for Operational 

Liquidated Damages for annual construction requirements in the 

Operationing Standards (e.g. water main replacements and 

sewer cleaning and inspection).  Operational Liquidated 

Damages consist of assessments ranging from $3,000 to $8,000 

per year and $1,000 to $2,000 per quarter. 
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Risk Risk “Ownership” Comments 

Start-Up, 

Testing and 

Commissioning 

LCA The successful start-up, acceptance testing and commissioning 

of the Capex will be LCA’s responsibility.   

Major Capital 

Improvements 

- Bundling 

LCA 

LCA is entitled to a Capital Recovery Fee or a Capital Cost 

Recovery Charge for Major Capital Improvements, subject to the 

terms of the Concession Agreement. Bundling of projects to meet 

the $1M threshold to be considered a Major Capital Improvement 

is specifically allowed for the replacement of water mains or 

sewer lines for which the construction started in the same 

calendar year. Bundling is not explicitly permitted for treatment 

plant overhauls, hydrant, water meter or valve replacements, and 

trenchless pipe and manhole rehabilitation and may result in LCA 

costs not recoverable through a Capital Cost Recovery Charge.  

LCA has assumed in its financial model that trenchless pipe 

rehabilitation will be eligible for bundling and a Capital Cost 

Recovery Charge.  

Major Capital 

Improvements 

–Cost 

Recovery 

LCA 

LCA is to prepare a First Year Capex Plan and a Five Year 

Capex Plan, both of which include Major Capital Improvements.  

The City shall consider the plan within 30 days, and its approval 

shall not be unreasonably conditioned or withheld.  The 

Concession Agreement provides for “good faith” negotiation for 

any adjustment of the Capital Cost Recovery Charge relative to 

each project, including any cost overruns, that are mutually 

acceptable.  LCA has assumed that preliminary design, detailed 

design, re-design, bidding, construction, construction cost 

overruns, construction inspection, and all costs related to the 

Major Capital Improvements will be eligible for the Capital Cost 

Recovery Charge. 

Operation Risks 

Management & 

Operations 

Staffing  

LCA 

The Concession Agreement identifies Key Employees to be hired 

by LCA and staffing requirements for existing union employees.  

LCA is responsible for filling any vacant positions resulting from 

existing City staff that elects not to accept employment with LCA.  

See Section 6.02 of this Report. 
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Risk Risk “Ownership” Comments 

Operations LCA 

LCA is responsible for operating the Concessioned System in 

accordance with the Operating Standards specified in the 

Concession Agreement.  The Operating Standards are generally 

consistent with industry norms. The City may modify Operating 

Standards to comply with any new Law or Change of Law or to 

conform to standard industry practices.  LCA is responsible to 

perform all work to implement and comply with such modified 

standards at its cost and expense.  LCA is not excused from any 

compliance.  If the change in Operating Standards is due to a 

new Law or Change of Law, the Schedule of Service Charges 

may be adjusted.  If the change in Operating Standards is to 

conform to industry standards, the Parties agree to negotiate in 

good faith to reduce the financial impact on LCA. 

Transfer of 

Operations 
City / LCA 

The City and LCA will be jointly responsible for successfully 

transitioning the operation of the Concessioned System to LCA.  

See Section 6.02 for transition discussion. 

Influent Water 

Quality 
City / LCA 

Concession Agreement requires the City to provide raw water 

that meets the Raw Water Specifications.  If raw water does not 

meet the Raw Water Specifications, and LCA cannot meet 

performance obligations of the Concession Agreement, it shall be 

an event of Force Majeure, and no Operational Liquidated 

Damages will be assessed against LCA.  LCA will receive either 

direct reimbursement from the City, or approval from City for an 

increase in the Schedule of Service Charges for costs to 

purchase replacement water.  The Concession Agreement 

indicates that the raw water sources are likely to shift to an 

increased ratio of surface water to spring water over time due to 

increased demand.   As the ratio of filtered water to unfiltered 

water increases, LCA will incur additional water treatment costs 

for chemicals, electricity and sludge disposal. 

Water Supply City 

City retains the water existing before or ahead of the four water 

delivery points from which the City will provide raw water to LCA.  

The Concession Agreement identifies that City failure to provide 

sufficient raw water is a Water Shortage, and LCA is allowed to 

recover costs of securing alternate water supply.   
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Risk Risk “Ownership” Comments 

Sludge 

Management 
LCA 

LCA is responsible for compliance with terms of Sludge 

Agreement related solely to sludge, and the City is responsible 

for compliance with terms of the Sludge Agreement related to 

municipal solid waste (MSW).  The methodology for allocating 

(between MSW and Sludge) the cost of payments to Delta 

Thermal Energy (DTE) and for the receipt of credits from DTE is 

not defined in the Concession Agreement and will require 

negotiation between the parties.  If the DTE facility is not 

completed, LCA’s cost for sludge disposal is expected to stay the 

same or be reduced.  It is assumed that only sludge from 

KIWWTP will be delivered to the DTE facility and sludge from the 

Water Filtration Plant will continue to be disposed in accordance 

with current practices. 

Financial Risks 

 

Project 

Financing and 

other 

Payments 

 

LCA 

LCA is responsible for obtaining adequate financing for Annual 

City Payments and capital projects (except Administrative Order 

and Uncompleted Work projects) as well as making all other 

required payments under the Concession Agreement and paying 

debt service on the Bonds. In certain instances, LCA may be 

required to obtain adequate financing for unplanned Major Capital 

Improvements.  Should the need for funding Major Capital 

Improvements exceed the available cash balance, it is assumed 

that LCA will make adjustments to its planned schedule for 

implementation of Major Capital Improvements, will issue 

additional senior debt as increase in revenues (from additional 

Capital Cost Recovery Charges) may allow, or issue 

subordinated debt to fund such Major Capital Improvements. 

Major Capital Improvements are eligible for capital cost recovery 

per the terms of the Concession Agreement. 
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Risk Risk “Ownership” Comments 

Capital Costs LCA/ City 

LCA is responsible for capital improvements and may either 

charge Capital Recovery Fees in addition to regular rates or 

obtain rate relief from ratepayers via Capital Cost Recovery 

Charges (for Major Capital Improvements) submitted annually 

and approved by the City. City is to review and approve Capital 

Cost Recovery Charges upon substantial completion of design 

and again after project completion to the extent that adjustment to 

the Capital Cost Recovery Charge for the project is necessary or 

appropriate.   

Uncompleted 

Work / 

Administrative 

Order Project 

City 
The City is responsible for costs associated with Administrative 

Order and Uncompleted Work projects.  

Rates/Service 

Charge 
LCA / City 

LCA prepared and City approved a schedule of rates, fees and 

other charges (Article 7), subject to Permitted Annual Rate 

Adjustment for each calendar year.  The initial schedule of rates, 

fees and other charges are included in the Concession 

Agreement. 

Excluded 

Liabilities 
City 

In addition to costs associated with the Administrative Orders and 

Uncompleted Work projects, Excluded Liabilities consist of any of 

the City’s debts, liabilities or obligations: (i) with respect to the 

City’s obligations under the Concession Agreement; (ii) arising 

out of Concessioned System Operations prior to Closing; (iii) 

relating to the City’s Bonds or any other City debt or City 

obligations related to the Concessioned System or the 

defeasance thereof; (iv) any Hazardous Substance existing at the 

Time of Closing that during the Term has a Material Adverse 

Effect on System Operations or System Concession Value; and 

(v) violations arising under any Environmental Law related to the 

ownership, operation or condition of the Concessioned System 

prior to Closing or Hazardous Substance containment that was 

released at, on, under or from the System at any time prior to the 

Time of Closing.  
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Risk Risk “Ownership” Comments 

Revenues LCA 

LCA is entitled to all Revenues from the Concessioned System 

except those that are not derived from the operation of the 

Concessioned System or the provision of utility services such as 

naming rights, advertising revenues, rental income and other 

revenues from the utilization of the Concessioned System by 

Persons for communications equipment and other attachments to 

properties of the Concessioned System. 

Surplus Water LCA / City 
City retains the right to the Surplus Water. LCA may charge 

reasonable fee for treatment and transmission of Surplus Water. 

Concession 

Compensation 
City 

Amounts paid to LCA by the City to restore LCA to the same 

economic position LCA would have enjoyed if such 

Compensation Event had not occurred.  Compensation Events 

include LCA’s compliance with any City Directive or a modified 

Operating Standard, the failure of the City to adequately maintain 

the Administrative Order Fund, the occurrence of an Adverse 

Action, or the occurrence of any other event in the Concession 

Agreement that requires the payment of Concession 

Compensation. 

Operational 

Liquidated 

Damages 

LCA 

LCA is subject to Operational Liquidated Damages for failure to 

comply with provisions of the Operating Standards.  The extent to 

which operational liquidated damages are included in contracts of 

similar nature to the Concession Agreement varies widely in the 

industry.  The dollar amounts of the individual Operational 

Liquidated Damages are consistent with the liquidated damages 

found in some contracts for providing similar types of services. 

Damage and 

Destruction 
LCA 

LCA is responsible for reconstruction costs not covered by 

insurance.  Insurance requirements are specified in the 

Concession Agreement. 
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Risk Risk “Ownership” Comments 

Business/Institutional Risks 

Existence of 

LCA 
LCA 

LCA term in accordance with Authorities Act is June 9, 2049.  

LCA is obligated to extend its life beyond the end of the 

Concession term, and if it does not do so, the agreement will 

terminate on May 10, 2049. 

Letter of Credit LCA 

LCA is responsible for delivering a Letter of Credit or cash (not to 

exceed $25M) as adjusted for inflation at least 5 years prior to 

final lease year as surety for payment of Capex for the remainder 

of the term of the Concession. 

Environmental/Regulatory Risks 

Change in 

NPDES Permit 

Limits 

LCA/ 

City 

LCA must comply with any future NPDES permit limits.  

Modification of a permitting requirement is a “Change of Law” for 

which costs are recoverable under the Concession Agreement. 

Construction 

Permitting 

Delays 

LCA 
Delay in obtaining any required construction permits is borne 

solely by LCA. 

 

Section 3.02 Sludge Agreement 

The City entered into an agreement on March 29, 2012 (Sludge Agreement), with 

Delta Thermal Energy (DTE) to lease 3.1 acres adjacent to the KIWWTP for the 

construction of a waste-to-energy facility (DTE Facility).  DTE will operate the DTE 

Facility and the City will deliver sludge and MSW.  DTE will own the DTE Facility; at 

the conclusion of the 35-year agreement term, the Sludge Agreement may be 

renewed, DTE may continue to own the facility, or DTE may remove the facility.  The 

Sludge Agreement is subject to renewal at the option of the parties for an additional 

ten year term, and may be renewed for up to a total of two ten-year terms.  Under 

the Concession Agreement, LCA is required to deliver sludge from the KIWWTP to 

the DTE Facility for processing and disposal. 

DTE Facility Status: In accordance with the Sludge Agreement, construction on the 

DTE Facility was to have started by March 31, 2013, with site testing by June 1, 

2014, and the DTE Facility was to be operational by January 1, 2015.  The DTE 

Facility construction has been delayed.  DTE has until July 31st to obtain financing 
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for the project. Financing is required prior to the start of construction.  Based on the 

current delay, it is likely that if the DTE Facility is constructed the site testing would 

not occur until late 2014. 

Sludge and MSW:  Sludge and MSW are required to be delivered to the DTE 

Facility, with transportation cost borne by the City (or in the case of sludge, born by 

LCA under the terms of the Concession Agreement).  Per the Sludge Agreement, 

the Required Commercial Operations Sludge Tonnage is 242 to 308 tons per week, 

presumably measured as wet tons (i.e. “as-delivered”).  There are no stated quality 

requirements in the Sludge Agreement for sludge or MSW; however the Concession 

Agreement requires that the sludge contain at minimum 15% solids.  Over the 

period of 2010 through 2012, the KIWWTP generated an average of 270 tons per 

week of sludge with an average solids content of greater than 18%.2 

Financial Terms: The land will be leased to DTE by the City in exchange for an 

annual lease payment of $10.  The City will pay the $5,885,000 annual Operating 

Fee in exchange for services provided by DTE (i.e. sludge and MSW processing 

and disposal). Although the Concession Agreement does not set forth the allocation 

between sludge and MSW, LCA will presumably pay a portion of this fee subject to 

negotiation with the City.  The operating fee is to be paid in equal monthly 

installments. Beginning on the first anniversary of the DTE Commercial Operations 

Date and for each year after, the Operating Fee shall increase by 2.21%. DTE has 

agreed to provide a credit to the City for power generated via an Electricity Credit.  

The Electricity Credit shall be equal to $0.12/KWh or such higher rate as DTE may 

receive through power purchase agreements, multiplied by 833,050 kWh.  The 

credit will be applied to the Operating Fee on a monthly basis.  If excess tonnage of 

MSW and sludge is delivered to the DTE facility, the City will be charged a fee of 

$68/excess ton.   If DTE obtains third party sludge or MSW, 45% of net revenues 

received by DTE shall be credited to the City. 3   

Section 3.03 Sludge Agreement Review  

The City will provide MSW to the DTE Facility and the Concession Agreement 

requires LCA to deliver sludge from the KIWWTP to the DTE Facility.  The 

Concession Agreement requires LCA to meet the sludge obligations under the 

Sludge Agreement. The KIWWTP has been generating (a) a volume of sludge to 

meet the Required Commercial Operations Sludge Tonnage and (b) sufficiently 

                                                      

2 2010 – 2012 Wastewater Treatment Plant Annual Reports, provided by the City. 
3 Sludge Agreement – Section 5.0.1 – DELTA THERMO ENERGY 03-20-12 



 
 
 
 
 
 
 

ind engineer eval july 31 2013.docx 28 

Independent Engineer’s Report for the 

Allentown Water and Sewer Utility 

System Concession 

dewatered sludge to meet the 15% solids requirement in the Concession 

Agreement. 

LCA will cover all costs of transporting sludge to the DTE Facility; however, as the 

facility is adjacent to the KIWWTP, transportation costs should be minimal. 

The Concession Agreement does not provide guidance as to how payments to DTE 

will be divided between the City, as the provider of MSW, and LCA, as the provider 

of the sludge.  The Concession Agreement is also unclear regarding who the 

beneficiary of the Electrical Credit will be, or how the benefits will be divided 

between LCA and the City.  Based on LCA’s analysis of costs under the Sludge 

Agreement compared to alternate disposal methods, LCA’s financial model indicates 

LCA will incur “excess costs of DTE Contract” in an amount of $750,000 per year 

starting in 2014 and escalated at 2.21% annually.  LCA assumes that it will share in 

the annual operating fee due to DTE based on the ratio of sludge tonnage to total 

tonnage (28%) and be responsible for $1,636,000 of the annual fee.  In addition, 

LCA assumes it will share in the estimated $1,200,000 in Electricity Credits based 

on the ratio of sludge tonnage to total tonnage and receive an annual credit of 

$334,000.  The net cost to LCA will be $1,302,000 to deliver 14,300 tons of sludge 

to DTE, or $91 a ton.  Currently, LCA estimates that it costs the City $40 a ton to 

dispose of sludge with its own trucks and a third party contractor, or a total of 

$572,000.  The difference is $51 a ton or $730,000 annually, which is reflected as 

an additional cost to LCA in its financial model. 

ARCADIS has not evaluated the DTE technology, facility design, potential for 

generation of odors, or extent of truck traffic and traffic impacts from delivery of 

MSW to the DTE Facility. 

Because the cost and credit sharing methodology between the City and LCA, as the 

Concessionaire, under the Sludge Agreement is not defined in the Concession 

Agreement, there is uncertainty regarding the total costs of sludge disposal and 

such costs may vary from costs projected in LCA’s financial model. 

If the DTE facility is not constructed, LCA intends to continue to use Synagro or 

another vendor for sludge disposal; similar to the City’s current sludge disposal 

practice. The Synagro contract for the Concessioned System is due for renewal and 

LCA intends to renew that contract.  LCA has indicated that it expects the operating 

costs for sludge management will be lower if the DTE Facility is not constructed. 

For a complete understanding of the Sludge Agreement, the Sludge Agreement 

should be read in its entirety. 
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Section 3.04 Review of Permits 

In accordance with the terms of the Concession Agreement, when a permit requires 

renewal, LCA will review the requirements for the next permit period and determine 

whether the expiring permit requires amendment.  If it has been determined that 

LCA will request the same terms and conditions, approval is not required by the City 

to reapply for an expiring permit. The City must approve modified or amended 

permits. As described below, PADEP and DRBC have provided written 

correspondence indicating which permits will remain with the City as sole permittee 

and which should have LCA added as a co-permittee within 30 days after Closing. 

The City’s PADEP Water Allocation Permit allows the City to withdrawal up to 39.0 

mgd from four (4) sources (up to 9.0 mgd from Schantz Spring, 5.0 mgd from 

Crystal Spring, 30.0 mgd from the Little Lehigh Creek, and 28.0 mgd from the 

Lehigh River).  The permit requires 16 cfs to pass the intake at the Little Lehigh 

Creek and 200 cfs to pass the intake at the Lehigh River. The City will remain the 

sole permittee for this permit. 

The KIWWTP effluent is subject to the terms of the NPDES Permit (which expired 

9/30/2007, but has been administratively extended as indicated in the 2009 EPA 

Administrative Order, see section 4.02).  This permit will remain in effect until LCA is 

added as a co-permittee for this permit. 

The PADEP Water Supply Permit will remain with the City as the sole permittee. 

The Air Quality permit allows the City to operate air emission sources at KIWWTP.  

In accordance with the Concession Agreement, LCA is responsible to comply with 

the Air Quality permit requirements.  The City will remain the sole permittee for this 

permit. 

The Delaware River Basin Commission (DRBC) Approval allows the City to 

withdraw or divert surface water at the Little Lehigh Creek Intake.  As acknowledged 

by the DRBC Secretary and Assistant General Counsel in her July 8, 2013, 

correspondence, the City will remain the sole permittee for this permit.  LCA will be 

responsible for all DRBC operational requirements and permit fees but may impose, 

in addition to the Services Charges otherwise imposed by the Concession 

Agreement, a Service Charge to recover any DRBC fee or charge. 

LCA will operate under the requirements of PADEP Permits relating to the 

construction and maintenance of the sewer outfall headwall and a low flow diversion 

berm in the Lehigh River.  The City will remain the sole permittee for these permits.  
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LCA will operate under the requirements and restrictions contained in the Water 

Quality Management Permit regarding the construction, operation, and maintenance 

of the Wastewater Treatment Facility and discharge of sewage into the Lehigh 

River. The City will remain the sole permittee for this permit.  

The Biosolids Land Application General Permit (expiring September 4, 2017) allows 

the beneficial use of biosolids applied to land in the Commonwealth of 

Pennsylvania.  The City utilizes Synagro to manage its biosolids and perform land 

applications.4  This permit will remain in effect until LCA is added as a co-permittee 

for this permit.  

Section 3.05 Permit Analysis 

Based on a phone discussion with a PADEP representative in April 2013 and a 

review of available permitting documents, the City appears to have the requisite 

permits for operating the Concessioned System.  LCA, as the Concessioned 

System Operator, will be fully responsible for complying with the terms and 

conditions of the permits.  PADEP and DRBC have provided written 

correspondence indicating which permits will remain with the City as sole permittee 

and which should have LCA added as a co-permittee. PADEP and DRBC may 

revisit this determination in the future, post-Closing.  As part of any future permit re-

issuance process, a possibility exists that permit requirements may change.  Should 

material changes in permit conditions occur, they may impact LCA’s ability to 

perform the required services under the Concession Agreement at the costs 

included in LCA’s financial model. A change to permit conditions after the Time of 

Closing would be considered a Change of Law and LCA would be eligible to recover 

increased costs, if any.  

                                                      

4 Section 5.2.9 – Synagro Central, LLC, provided by the City 
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Article IV. Allentown System Description 

Section 4.01 Water System 

This section provides a description of the Water Plant and Distribution System.  The 

Condition Assessment of these assets is provided in Article V of this Report.   

(a) Water System Overview 

The Northampton Water Company began operating in 1820, and the City purchased 

this water system in 1869.  Today, Allentown's Bureau of Water Resources serves 

34,000 customers within the City as well as most of Salisbury Township, a portion of 

the water supply for the Existing LCA System, and portions of Bethlehem, South 

Whitehall, and Hanover (Lehigh County) townships. In addition, the Whitehall 

Township Authority receives water during peak demand periods and there are 

emergency interconnections with the Boroughs of Emmaus and Northampton.  The 

City of Bethlehem has notified the City that it wishes to terminate its municipal service 

agreement and transition to an emergency interconnection agreement in the fall of 

2013.  The City is responsible for water treatment and water distribution, and employs 

24 water filtration employees and 30 water distribution employees.  The City serves a 

total population of approximately 180,000. The extent of the City’s water mains is 

shown in Figure IV-A. 
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Figure IV-A:  City of Allentown Water Mains 

 

(b) Sources of Water 

The City currently draws water from two surface sources (Little Lehigh Creek and 

Lehigh River) and two spring sources (Schantz and Crystal Springs). The City may 

divert up to 39 million gallons per day (mgd) from all its sources.5  The annual average 

production volumes from these surface water sources are shown in Section 4.01(d).  

The City also has emergency interconnections with adjacent water systems as 

described below. 

Schantz Spring 

The recharge area for the Schantz Spring encompasses approximately ten square 

miles.  Approximately 78% of the basin is underlain by impermeable shales. Sampling 

                                                      

5 Pennsylvania Department of Environmental Protection Permit No. WA 39-204D, March 2008 
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conducted on the Schantz Spring in 1984 revealed surface water indicators (presence 

of algae and diatoms), classifying it as “moderate” risk of surface water influence. 

Conversely, in 1993, a PADEP hydrogeologist declared the sources as groundwater so 

PADEP considers these sources at low risk. Considering the historic presence of 

indicators, the City has indicated that this source may become classified as surface 

water influenced because of the negative impacts significant rain events have on 

spring water quality and the identification of algae and diatoms in the spring water, and 

therefore would need to be treated (filtered) if that determination changes in the future.6 
7 See planned capital improvements discussion under Section 4.01(e) Water Filtration 

Plant discussion below. 

Schantz Spring is located outside the City in Upper Macungie Township. The City is 

permitted by PADEP to withdraw up to 9 mgd from the spring.8  The reported safe yield 

of the spring is 5 mgd.9 Safe yield is the amount of water that can be withdrawn from a 

water resource over a period of time without impairing the long-term utility of a water 

resource such as dewatering of an aquifer, impairing the long-term water quality of a 

water resource, inducing a health threat or causing irreparable or unmitigated impact 

upon reasonable and beneficial uses of the water resource.10 Safe yield values in this 

Report were calculated for surface waters as the 50-year, 7-day low and the record low 

for springs according to a 1982 Water Supply Report prepared by Greeley & Hansen. 

The spring discharges into an adjacent 500,000 gallon reservoir.  Sodium hypochlorite 

for disinfection is added to the discharge from the reservoir.  From there, the water 

flows by gravity through a five mile 30” cast iron pipeline to the Water Filtration Plant 

(see description below), where the flow is metered, dosed with sodium hypochlorite 

again for chlorine boosting, and pumped directly into the distribution system.   

In 2008, a leak detection study was conducted on the 25,000 LF Schantz Spring 

Transmission Line, which identified 35 leaks of less than 2 gallons per minute (gpm) 

and 4 larger leaks (only 1 leak was estimated to be greater than 10 gpm).  Of the leaks 

identified, two have been addressed in the Union Terrace area. Continuation of the 

remedial action to the transmission line will need to be conducted in order to maintain 

the Schantz Spring as a reliable source of supply. The Concession Agreement 

includes the replacement of 2,000 feet of the Schantz Spring Transmission Main as a 

                                                      

6 2013-2017 Capital Improvements Plan, provided by the City 
7 City of Allentown Water Treatment Plant Filter Plant Performance Evaluation (September 2011) 
8 Pennsylvania Department of Environmental Protection Permit No. WA 39-204D, March 2008 
9 City of Allentown Drought Contingency Plan, 2002 
10 Section 3102, Title 27 Pennsylvania Consolidated Statuses 
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Required Capital Improvement, which will eliminate some of the identified leaks.11 LCA 

is responsible to pay the costs of the Required Capital Improvements and intends to 

utilize a portion of the proceeds of the Bonds to pay for the Required Capital 

Improvements, which will be eligible for a Capital Cost Recovery Charge.  LCA has 

also included the periodic replacement of additional segments of the Schantz Spring 

Transmission Line in its financial model.  

Construction of a Chlorine Booster Station is planned for the Schantz Spring 

Transmission Line in order to improve chlorine contact time in the transmission line.12 

In the Concession Agreement, the chlorine booster station is included as 

“Uncompleted Work” for which the City is responsible for funding and completing in a 

timely manner. 

Crystal Spring 

Crystal Spring is located in Fountain Park adjacent to the Water Filtration Plant. The 

City is permitted by PADEP to withdraw up to 5 mgd from the spring.13 The reported 

safe yield of the spring is 2 mgd.14  The spring is completely enclosed by a concrete 

collection box from which all water is delivered via a 12” cast iron pipe directly to the 

Water Filtration Plant clear well where it is treated and pumped into the distribution 

system.  The spring’s recharge area is within the Little Lehigh Creek Drainage basin 

and encompasses approximately a four square mile area. 

Little Lehigh Creek 

The Water Filtration Plant withdraws Little Lehigh Creek water through a shore intake 

located about 900 feet downstream of the 15th Street Bridge. The City is permitted by 

PADEP to withdraw up to 30 mgd at the intake.15 The reported safe yield at the intake 

is 20 mgd.14 The City’s water allocation permit requires it to allow a minimum 

continuous flow of 16 cubic feet per second past the intake. The flow in Little Lehigh 

Creek has historically been sufficient approximately 85% of the time to allow the City to 

withdraw its full allocation (assuming the intake can function properly at the low water 

level). The 85th percentile flow occurs approximately every two years for a period of 30 

                                                      

11 Schantz Spring – Leak Detection, provided by the City 
12 Program Development Activity Log (2011) provided by City   
13 Pennsylvania Department of Environmental Protection Permit No. WA 39-204D, March 2008 
14 City of Allentown Drought Contingency Plan, 2002 
15 Program Development Activity Log (2011) provided by City   
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days. The flow in Little Lehigh Creek has historically been sufficient 99% of the time to 

allow the City to withdraw 49% of its full allocation (assuming the intake can function 

properly at the low water level). The 99th percentile flow occurs approximately every ten 

years for a period of 7 days.16 Stream flow information for more severe droughts is not 

readily available. Under such circumstances, the City would need to reduce demand 

and access other water sources through implementing the City’s Drought Contingency 

Plan.  

Lehigh River 

Accelerating development of the City’s watershed areas in the suburbs and increased 

environmental awareness led to tapping the Lehigh River as a fourth or back-up source 

of supply in 1989 with a raw water pumping station and a pipeline to the Water 

Filtration Plant. The City may withdraw up to 28 mgd at the intake.17  The reported safe 

yield of the river in the vicinity of the intake is 130 mgd.18  The City’s water allocation 

permit requires it to cooperate with the DRBC for the release of water from upstream 

storage to compensate for its withdrawals when the flow in the river at the Hamilton 

Street Dam is 400 cfs or less. The flow in the Lehigh River has historically been 

sufficient approximately 95% of the time to allow the City to withdraw its full allocation 

without an upstream release (assuming the intake can function properly at the low 

water level). The 95th percentile flow occurs approximately every two years for a period 

of 7 days. The City’s water allocation permit requires it to allow a minimum continuous 

flow of 200 cubic feet per second past the intake. The flow in the Lehigh River has 

historically been sufficient approximately 99% of the time to allow the City to withdraw 

its full allocation (assuming the intake can function properly at the low water level. The 

99th percentile flow occurs approximately every ten years for a period of 7 days.19 

During more severe droughts, the City would need to reduce demand and access other 

water sources through implementing the City’s Drought Contingency Plan. 

                                                      

16 Stream Stats Data-Collection Station Report, Station No. 01454650, Little Lehigh Creek at Tenth St. Bridge 

at Allentown, from USGS. 
17 Pennsylvania Department of Environmental Protection Permit No. WA 39-204D, March 2008 
18 City of Allentown Drought Contingency Plan, 2002 
19 Stream Stats Data-Collection Station Report, Station No. 01453000, Lehigh River at Bethlehem PA, from 

USGS. 
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Emergency Interconnections 

During emergencies, the City could potentially receive small quantities of water from 

some neighboring communities.  In addition, the Existing LCA System could potentially 

increase its water supply production from wells that are part of the Existing LCA 

System and reduce the Existing LCA System’s demand from the City in an emergency 

situation. Such emergency well capacity from the Existing LCA System may be 

diminished if LCA elects to abandon unused wells.  These interconnections would not 

be capable of meeting the City’s full water needs and the current status of the 

interconnections is unknown because they are not regularly maintained. The City has 

indicated that water sources have been able to reliably meet the City’s water needs 

since 1950.20  Table IV-A shows the emergency interconnections and potential supply 

to the City and from the City to the neighboring municipality. 

 

Table IV-A: Emergency Intermunicipal Water Connections 

Municipality 
Connection Point 

and Size 
Emergency Supply 

to City (mgd) 

Emergency Supply 
to Municipality 

(mgd) 

South Whitehall 
1) N 19th St - 12"
2) 30th St - 12" 

1) 0.35 May-Sept. 
2)0.6 Oct.-Apr. 2.0 

City of Bethlehem Club Ave - 16" 2.0 2.0 

Whitehall 
1) 5th St - 12" 

2) N 12th St - 12" 1.2 3.0 

Northampton Ridge Ave - 8" 0.6 0.7 

Emmaus 33rd St - 6" 0.1 0.1 

Total 
1) 4.25 May-Sept. 

2) 4.5 Oct.-Apr. 7.8 

 

(c) Water Distribution System 

There are approximately 320 miles of distribution piping, over 8,000 valves, 1,800 fire 

hydrants and 33,000 service connections. The valves range in diameter between 4” 

and 36” dating back as early as 1901.21 22  Table IV-B, Table IV-C, and Table IV-D 

                                                      

20 Provided by City 
21 Safe Yield Supply.xls, provided by LCA 
22 City Proposed Water Budget 11_2013 Water Tap.pdf, provided by the City 
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show details of the water distribution system piping obtained from the City’s GIS 

records. 

 

Table IV-B: Water Pipe by Age 

Date Range Length (LF) Percent of Total (%) 

1870-1890 23,468 1% 

1890-1910 173,366 10% 

1910-1930 319,226 18% 

1930-1950 230,750 13% 

1950-1970 381,140 22% 

1970-1990 246,931 14% 

1990-2010 371,136 21% 

2010-2013 23,607 1% 

Total 1,769,624 100% 
 

Table IV-C: Water Pipes by Size 

Diameter (in) Length (LF) Percent of Total (%) 

0 - 4 108,933 6% 

6 385,128 22% 

8 - 10 710,835 40% 

12 412,182 23% 

14 - 24 45,515 3% 

30 56,904 3% 

36 43,782 2% 

75 2,535 0% 

150 3,810 0% 

Total 1,769,624 100% 

 

Table IV-D: Water Pipes by Material 

Material Length (LF) Percent of Total (%) 

Copper 17,763 1% 

Ductile Iron 714,728 40% 

Galvanized 2,744 0% 

Lead 1,601 0% 
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Material Length (LF) Percent of Total (%) 

Pit Cast Iron 691,134 39% 

Spun Cast Iron 327,479 19% 

Steel 13,457 1% 

Unknown 718 0% 

Total 1,769,624 100% 

 

(d) Water Demands/Supply 

In 2012, the Concessioned System produced 15.9 mgd of potable water supplied to 

the City and surrounding areas. The peak month of water supply over the period of 

2009 through 2012 was 21.5 mgd.  Based on LCA’s population projection shown in 

Table IV-E, minimal growth in water demand is anticipated in the City’s service area, 

aside from the short-term increase in amount of water sold to LCA for the Existing LCA 

System.  LCA’s projected growth rates through 2030 are based on the 2003 Lehigh 

Valley Planning Commission growth projections.  The Lehigh Valley Planning 

Commission growth projections issued in 2012 indicate potential population growth 

rates through 2040 greater than those assumed in LCA’s financial model.  Based on 

LCA’s growth projections and consistent water use patterns, limited additional water 

demands from the City and from surrounding municipalities are anticipated from 2017 

to 2062; with an estimated total average daily demand of 23 mgd in 2062.  Based on 

the recent historical ratio of peak month demand to annual average water demand and 

LCA’s growth projections, the peak month demand in 2062 is estimated to be 30.5 

mgd. 

Table IV-E: LCA’s Population Projection23 

Customer 
LCA’s Projected Annual Growth Rate 

2013-2020 2020-2030 2030-2062 

City of Allentown 0% 0% 0.1% 

Existing LCA System 1.5% 1.2% 0.5% 

Other Municipal 

Customers24 0.6% 0.4% 0.5% 

 

                                                      

23 Lehigh County Authority Financial Model, provided by Lehigh County Authority 
24 A Signatory is a municipality or authority that has signed an agreement for water supply and/or sewer 

service. 
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LCA had been utilizing 2 mgd of Schantz Spring water as an interim source of water for 

the Existing LCA System under the City – LCA supply agreement until January 1, 

2013. On January 2, 2013, LCA began taking 4 mgd of potable water (combination of 

filtered water and spring water) from the City for the Existing LCA System through a 

new LCA pipeline. The 4 mgd that the Existing LCA System must purchase from the 

Concessioned System will increase by 1 mgd in each of the following years: 2015, 

2016 and 2017, for a total of 7 mgd, beginning in 2017, which represent a 50% 

increase of the Concessioned System’s production as compared to that without the 

Existing LCA System’s purchase of City water. The Existing LCA System’s customers 

will use the additional water supplied by the Concessioned System, providing the 

Existing LCA System revenue through the Existing LCA System rate structure.  LCA 

expects to reduce its use of its water production wells in the Existing LCA System as it 

increases the amount of potable water purchased from the Concessioned System. 

As the Concessioned System’s total treated water production increases, there is also 

anticipated to be an increased reliance on surface water supplies.  The development of 

improvements to treatment systems such as chemical selection and usage, chemical 

application points, improved filtration and other options may need to be considered to 

meet future needs.25  LCA has included in its financial model budget for the Water 

Filtration Plant improvements included in the City’s CIP. 

Table IV-F shows the actual annual average water production by water source, 

permitted allocation from each source, and pumping capacity at each source.  Table 

IV-G shows annual total water sales and water production by customer category for the 

Concessioned System, and includes unaccounted for water. See Section 5.03 for 

discussion on the City’s unaccounted for water.  

                                                      

25 City Proposed Water Budget 11_2013 Water Tab.pdf 
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Table IV-F: Concessioned System Water Supply by Source (mgd) 

Source 2008 2009 2010 2011 201226 Safe 

Yield27 

Allocation 

Amount28 

Source Pumping 

Capacity29 

Little Lehigh 

Creek 
3.8 3.6 4.2 5.9 6.6 20 30 

30 

Lehigh River 0.1 0.4 0.2 0.2 0.1 130 28 28 

Schantz 

Spring 
4.1 6.4 6.5 6.7 5.2 5 9 

Flows by gravity 

to Water 

Filtration Plant Crystal Spring 6.8 3.9 3.9 3.4 3.9 2 5 

TOTAL 14.8 14.2 14.8 16.2 15.9 157 39  

 

Table IV-G: Concessioned System Water Sales and Production 

Category Water Use (mgd) 

2008 2009 2010 2011 2012 
Domestic 5.5 6.9 6.3 6.3 6.0 
Commercial/Institutional 1.9 1.7 1.6 1.5 1.5 
Industrial 0.4 0.4 0.3 0.3 0.3 
Bulk Sales to other PWS 1.9 1.9 1.9 3.8 3.8 
Other 0.3 0.1 0.1 0.1 0.1 
Unaccounted For Water 4.9 3.4 4.6 4.2 4.0 
Total 14.8 14.2 14.8 16.2 15.9 

 

According to the City’s Drought Management Plan, the City will take the appropriate 

steps in the event that the three stages (Drought Warning, Drought Emergency, and 

Water Shortage Emergency) of a drought are declared on the Delaware River Basin by 

the appropriate regulatory agency. The City can mitigate the drought stages by 

reducing the water demands (limiting non-essential water use) and reducing the supply 

(reducing water losses and leaks). Table IV-H identifies the steps to be taken for each 

Phase. 

                                                      

26 2012 Primary Facility Report for ALLENTOWN MUNI WATERWORKS 
27 Drought Contingency Plan November 2012, provided by City 
28 Water Allocation Permit March 24, 2008, provided by City 
29 Provided by the City 
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Table IV-H: Drought Management Plan Summary 

Phase I Drought Warning or Drought 

Watch declared 

Voluntary conservation 

Spring sources are maximized & surface supplies 
increased as necessary 

Phase II Drought Emergency Same as Phase I plus: 

Prohibition of non-essential water use such as 
grass-watering, irrigation, curb washing, car 
washing, pools, etc. (violation for non-compliance) 

Phase III Water Shortage Emergency Same as Phase I plus: 

Water rationing (15% reduction in water usage) 
according to a Rationing Plan 

Water conservation efforts enacted (retrofitting) 

In the event of a Phase III Emergency (Water Shortage Emergency), the Drought 

Management Plan calls for the City to take the following actions: 

 Review monthly accounts at each water meter reading to monitor reduction in 

usage. 

 Impose excess-use charges on customers that exceed their allocation under 

the rationing plan. 

 Possible restriction of service (throttling at the curb valve) for customers who 

fail to comply with the rationing plan. 

(e) Water Treatment Facilities 

The City’s Water Filtration Plant started operation in 1929 and most recently went 

through a $24 million modernization upgrade that was completed in 1998. The Water 

Filtration Plant has a maximum capacity of 30 mgd and currently produces an average 

of 16 mgd.30  It has two identical traditional treatment trains consisting of a low-lift 

pumping station, coagulation (alum) in 2-stage rapid mix tanks, 4-stage flocculation 

and settling basins, lamella plate clarification, filtration (8 dual media filters), chemical 

addition (powdered activated carbon to remove compounds that cause taste and odor 

concerns, caustic for pH adjustment, zinc orthophosphate for corrosion control, 

disinfection and fluoridation), and a high service pumping station.  Water sludge 

storage and dewatering facilities were added at the KIWWTP in 1993 to accommodate 

                                                      

30 City of Allentown Water Treatment Plant Filter Plant Performance Evaluation, September 2011 
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the Water Filtration Plant upgrades.  In addition, more instrumentation was installed for 

greater process control. In early 1995, the plant staff chose to set major quality 

standards at a level that is conservatively 50% more strict than the same Federal and 

State Regulatory Requirements.  

The Water Filtration Plant treats water from Little Lehigh Creek (primary source) and 

the Lehigh River (secondary source).31 The plant operates 24-hours a day, but shuts 

down for a period of 24-48 hours on a weekly basis in order to draw down levels in the 

finished water storage reservoirs in order to minimize stagnant water in the 

reservoirs.32  This practice, while assisting in maintaining fresh water in the reservoirs, 

temporarily reduces the emergency water supply available should an extended power 

failure occur at the Water Filtration Plant.  When full, the reservoirs provide nearly three 

days of storage.  Water from Crystal Spring is chlorinated and fluoridated at the Water 

Filtration Plant.  Water from Schantz Spring is chlorinated at the spring and disinfected 

(chlorine booster) and fluoridated the Water Filtration Plant.  Below is a diagram of the 

treatment process. 

                                                      

31 City of Allentown Water Treatment Plan Filter Plan Performance Evaluation, September 2011 
32 Program Development Activity Log (2008) provided by City (filename Program Development Activity 

(1)_634933368362947500.xlsx) 
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Figure IV-B: Water Filtration Plant Process Diagram33 

Because an increase in production to 22 mgd (average) is anticipated, the City has 

determined the following upgrades to the Water Filtration Plant may be necessary: 

replacement of chemical storage system (increase capacity, improve health and safety 

practices/spill prevention and potentially change coagulant), sedimentation 

improvements and additional filtration (a new bank of 4 dual media filters). The City has 

identified and LCA has included in its financial model over the 2014 to 2017 period, a 

capital improvement project to add 4 new filters to increase the capacity of the Water 

Filtration Plant and allow water from Schantz Spring to be filtered at the Water Filtration 

Plant.  LCA’s forecasted budget for this project is based on the City’s CIP budget for 

the project, which is $7 million.  The City has indicated that the scope and budget for 

this project was prepared internally and is preliminary in nature.  The first step in 

moving the project forward would be a feasibility study to evaluate current operational 

                                                      

33 Re-Discover the City – Allentown (Water Filtration Plant Brochure) 
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issues, future needs and potential solutions.  Assuming that the ultimate scope of the 

project is limited to new filters and piping (i.e. no improvements are determined to be 

necessary to the sedimentation facilities or other ancillary systems) and that each of 

the four new filters is only 60% of the size of each existing filter (i.e. to provide nominal 

filter capacity equal to the 39 mgd Water Allocation Permit withdrawal limit), a 

preliminary budget of $7 million is reasonable; however, given the preliminary nature of 

the project scope, the actual costs of the project would be expected to be within 50% 

lower to 100% higher of this preliminary estimate or within a range of $4 million to $14 

million.   

(f) Water Storage Tanks/Reservoirs 

The water system includes three potable water storage reservoirs (East Side 

Reservoir, South Mountain Reservoir, and Huckleberry Ridge Reservoir) with a total 

capacity of more than 50 million gallons. On-site sodium hypochlorite addition is 

performed at South Mountain and Huckleberry Reservoir.34    

Table IV-I: Reservoirs 

Reservoir Filled by 
Volume 
(MG)35 

Material of 
Construction 

Construction 
Date (circa)36 

East Side 
Floats on 
system 
pressure 

10 Concrete 1936 

South Mountain 30 Concrete 1936 
Huckleberry 10 Concrete 1989 

 

In addition to the reservoirs, the water system includes five potable water storage tanks 

in the 4 high service zones (Halstead (15th Ward) Tank, 28th Street Tanks (2), 16th 

Ward Tank, and 19th Ward Tank).  Each high service zone includes a booster pump 

station.  The tanks and booster pumps are operated to regularly cycle the water in the 

tanks.  Table IV-J lists the storage volume and booster pump capacity at each storage 

tank. 

                                                      

34 Safe Yield Supply, Provided by Lehigh County Authority 
35 10 Water Storage Tanks 2012 by Mumford-Bjorkman Associates, provided by the City 
36 City Proposed Water Budget 11_2013 Water Tab.pdf 
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Table IV-J: Storage Tank and Booster Pump Capacity 

Storage Tank 

Pumping 
Capacity   
(1/2 Pumps 
operating) 

Storage 
Capacity 
(gallons)
37 

Material of 
Construction 

Tank 
Height 
(feet) 

Construction 
Date (circa) 

Halstead (15th Ward) 110/202 GPM 150,000 Steel 70 1955 
28th Street – Tank 1 
(elevated) 

180/352 GPM 
150,000 Steel 70 1955 

28th Street – Tank 2 
(standpipe) 118,000 Steel 70 2004 

16th Ward 600/788 GPM 300,000 Concrete 20 1958 

19th Ward 233/440 GPM 150,000 Concrete 20 1960 

 

(g) Water Meters 

The City water distribution system includes 33,166 meters; over 27,000 of these are on 

residential properties.38 39  These meters allow the City to account for the water usage 

throughout the system. Over the 6-year period of 2007 through 2012, an average of 

6% of the meters were replaced annually.  

 
Table IV-K: Water Meters Replace 2007-2011 

Year 
Number of meters 

replaced40 

2007 1,238 

2008 1,415 

2009 1,498 

2010 748 

2011 416 

2012 7,500 

AVERAGE 2,136 

 

                                                      

37  Information provided by the City 
38 2012 Chapter 110 Report, provided by the City 
39 Minutes for AMR Steering Committee Meeting #6 – 10/4/2012  
40Commonwealth of Pennsylvania Department of Environmental Protection Bureau of Watershed 

Management Primary Facility Report for ALLENTOWN MUNI WATERWORKS 
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In an effort to improve water accountability, the City began to replace the existing water 

meters on all City customer meters with an automated meter reading (AMR) meter.  

The new metering system will have data collection capabilities. This project is on-going 

and as of April 2013, over 14,600 installations were completed (54%) and 109 out of 

168 scheduled Commercial Meter installations were completed (65%)41.  The 

installation of AMR meters for all City customers is listed as Uncompleted Work in the 

Concession Agreement for which the City is responsible for completing in a timely 

manner and which is an Excluded Liability.  The installation of new meters should have 

a positive effect on water revenue and LCA believes it will significantly reduce 

unaccounted for water because older meters tend to under register water consumption.  

 

Section 4.02 Wastewater System 

This section provides a description of the Sewer Utility System.  The Condition 

Assessment of these assets is provided in Article V of this Report.   

(a) Wastewater System Overview 

The City wastewater system serves a population of over 200,000.  The City currently 

owns and operates roughly 285 miles of sewer pipe and the KIWWTP.  The KIWWTP 

treats sewage for much of Lehigh County, collecting sewage from various contributing 

communities, including the Existing LCA System.  The KIWWTP discharges treated 

effluent to the Lehigh River. 

(b) Administrative Orders 

The sewer systems that contribute flow to the KIWWTP allow rain-derived inflow and 

infiltration (RDII) to leak into the sewers.  During certain severe wet weather events, 

the amount of RDII that enters sewers can exceed the hydraulic capacity of the sewer 

system and result in sewage overflows into the environment.  This condition resulted in 

the EPA issuing to the City two separate Administrative Orders (Administrative Orders) 

dated September 28, 2007, and September 28, 2009.  Both Administrative Orders 

relate to by-passed flow at the KIWWTP (discussed in section 4.02(c)), and sanitary 

sewer overflows (SSOs) in the collection systems owned by the City and by the 

adjacent municipalities whose sewage flows to the KIWWTP.  PADEP has also 

required that all planning modules, for new connections draining to KIWWTP, be 

reviewed and approved prior to authorization of new connections. The contributing 

                                                      

41 Minutes from AMR Steering Committee Meeting #11 – 4/4/2013 
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municipalities were named as respondents to the Administrative Order issued in 2009 

and include the Existing LCA System.   

LCA organized and manages a coalition of several municipalities and authorities, 

known as the Western Lehigh Sewer Partnership (WLSP), established for the purpose 

of jointly addressing the second Administrative Order for excessive wet-weather flows 

in their respective service areas only; LCA is a member of the WLSP for purposes of 

the Existing LCA System.  See Section 7.03 for discussion on impact of the 

Administrative Orders on Capital Improvements.   

(c) Sewer Service Areas 

The City’s sewer system serves the entire City (except for 97 homes that drain to the 

Bethlehem sewer system) plus additional communities outside the City limits.  The 

collection system includes seven trunk lines which convey sewage through the City 

and from suburban communities.  The KIWWTP treats sewage from seven outlying 

authorities and communities: Hanover, South Whitehall, Salisbury, Coplay Whitehall, 

Emmaus, LCA (for purpose of Existing LCA System), and Lower Macungie.  The 

Existing LCA System provides sewer service for the municipalities of Alburtis, 

Emmaus, Macungie, Upper Macungie, Lower Macungie, and parts of Lowhill, 

Weisenberg, and Upper Milford. 

The LCA financial model anticipates that flows from the City will remain constant at 

16.9 mgd through the span of the Concession Agreement.  The model accounts for 

increased flows from Municipal Customers at a rate equivalent to 100 gal/day times the 

population increase, resulting in projected flow of 38.6 mgd in 2062. 

The City maintains a pre-treatment program for industrial users (IU).  As of 2013, there 

were 36 IUs discharging to the City’s system that are monitored by the City per the 

requirements of the NPDES permit.42 IUs are required to meet specific discharge 

requirements, and it is the responsibility of the City to test collected samples.  In 2011 

the City issued 13 notifications of violations and 1 significant non-compliance 

notification; data for 2012 was not available. LCA will be responsible for sampling and 

testing the discharge of these IUs. 
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(d) Wastewater Treatment Plant 

The KIWWTP was originally constructed in 1929, and was last fully renovated in 1998.  

The plant is a two-stage trickling filter plant, providing secondary treatment and tertiary 

nitrification, and with a permitted capacity of 40 mgd42.  Approximately 48 personnel 

are employed at the KIWWTP.43 The KIWWTP’s base capacity is fully allocated to 

various Municipal Customers and other customers, although less than 80% of the 

plant’s capacity has been used in the last six years as shown in Table IV-L: KIWWTP 

Average Daily Flows.  The Municipal Customers and other customers that own more 

capacity of the KIWWTP than they currently need or utilize have the right to increase 

flows in the future to fully utilize their allocated capacity.  Peak capacity (i.e. wet-

weather capacity) at the plant is not allocated to customers.  The KIWWTP primary 

customer is the Existing LCA System; LCA anticipates growth in the Existing LCA 

System that exceeds its current allocation, which will require an expansion of the 

KIWWTP unless (a) the Existing LCA System can acquire unused capacity from other 

existing customers and Municipal Customers or (b) LCA elects to upgrade the Existing 

LCA System pretreatment plant to full treatment with a direct discharge to a receiving 

water body. If an expansion of the KIWWTP is required to satisfy increased future flows 

due to growth primarily from the service areas of the Municipal Customers (see LCA 

growth projections in Section 4.01(d)), LCA has indicated that the costs of any future 

expansion of the KIWWTP to handle these increased future flows will be borne and 

financed primarily by the Municipal Customers and not primarily by the Concessioned 

System. Table IV-L summarizes the annual average flows treated at the KIWWTP. 

Table IV-L: KIWWTP Average Daily Flows 

Year Avg Daily Flow (mgd) 

2007 30.8 

2008 32.3 

2009 30.7 

2010 31.6 

2011 36.1 
2012 30.9 

 

During severe wet-weather events, the flows to KIWWTP increase significantly due to 

rain-derived inflow and infiltration (RDII) throughout all of the connected collection 

                                                      

42 2003 NPDES Permit issued by PADEP 
43 8.17 WATER_DATA_11.27.2012.xlsx. City Human Resources Department 
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systems.  The KIWWTP underwent improvements to increase its peak capacity to 

approximately 85 mgd.  The collector systems to KIWWTP have a 95 mgd peak 

capacity so peak flows above this amount are expected to result in SSOs immediately 

upstream of the KIWWTP.44 

The KIWWTP has experienced 18 bypass events over the 10-year period from 2003 

through 2012.  Thirteen of the 18 bypass events were because of influent flows 

exceeding the hydraulic capacity of the KIWWTP; these high flows are the subject of 

the Administrative Orders. The City has investigated options to store the additional 

peak flow above 85 mgd and make other plant improvements to allow a more reliable 

treatment of the 85 mgd peak flow.  The other 5 events were caused by power outage, 

or mechanical problems with bar screens or pumps.  See Section 7.03 for potential 

capital improvements associated with the Administrative Orders.  

(e) Wastewater Collection System 

The collection system that conveys wastewater to the KIWWTP consists of 

approximately 800 miles of pipe, 285 miles of which is owned by the City, with the 

balance of pipe owned by 14 tributary authorities and municipalities, including the 

Existing LCA System.  The City’s sanitary sewer system is comprised of a variety of 

materials and includes 6,000 sanitary manholes.  The majority of the sewer system 

was installed between 1925 and 1975.  The national average installation decade for 

sanitary sewers is 1950.45 Table IV-M, Table IV-N and Table IV-O indicate the age, 

size, and material of the City collection system obtained from the City’s GIS records. 

Table IV-M: Sanitary Sewers by Age 

Date of Installation Length (LF) Percent of Total (%) 

1910-1930 317,000 21 

1930-1950 509,779 34 

1950-1970 538,408 36 

1970-1990 77,436 5 

1990-2010 44,132 3 

Unknown 17,294 1 

Total 1,504,049 100 

 

                                                      

44 System Assessment and Phase 1 Corrective Action Plan. Whitman, Requardt & Associates, LLP 
45 NASSCO PACP Overview Presentation, History of Sewer Pipe Installation 
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Table IV-N: Sanitary Sewers by Size 

Diameter (in) Length (LF) Percent of Total (%) 

4 - 6 1,685 0.1 

8 1,155,436 77 

10 118,113 8 

12 – 15 67,833 5 

16 – 21 48,843 3 

24  53,514 4 

27 – 33 21,934 1 

36 – 42 35,512 2 

48 – 60 1,180 0.1 

Total 1,504,049 100 

 

Table IV-O: Sanitary Sewers by Material 

Material Length (LF) Percent of Total (%) 
Cast Iron 7,338 0.5 
Ductile Iron 7,713 1 
PVC (Sch 40) 12,557 1 
PVC (SDR-26) 40,695 3 
PVC (SDR-35) 11,804 1 
Reinforced Concrete Pipe 37,117 2 
Reinforced Poured in Place with 
Tile Floor 29,915 2 
Terra Cotta 54,819 3 
Vitrified Clay Pipe 1,300,574 86 
Unknown 1,517 0.1 
Total 1,504,049 100 

 

Like many wastewater systems without a Capacity, Management, Operations and 

Maintenance (CMOM) Plan, there are likely many opportunities in the City’s 

wastewater system for reducing operating costs and/or improving the level of service to 

customers and the environment.   

The City has three inverted siphons under river crossings where corrosion and odors 

may occur.  There are two siphons under the Little Lehigh at 15th St. Bridge and S. 

Jefferson St.  The 15th St Bridge siphon was constructed in 1964 and is 200 feet long, 

with two 6-inch cast iron pipes.  The siphon on S. Jefferson contains two 8-inch pipes 

and may be privately owned; the ownership has not been confirmed.  The final siphon 
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crosses Jordan Creek near Tilghman St.; it was constructed in 1930 and is 204 feet 

long with 3 pipes of 24, 20, and 16-inch diameters.  It is unknown when the siphons 

were last inspected.  The City also has seven other siphons that require varying 

degrees of regular maintenance to address accumulations of grease and other debris.  

Preventative maintenance programs employed by the City include manhole cover 

inserts, manhole inspection, root control, storm sewer disconnection, and CCTV. In 

2008, the City initiated a manhole inspection project aimed at identifying conditions of 

manholes in floodplains and other low-lying areas; approximately 880 manholes have 

been inspected.  Manholes identified as emergency situations have been repaired, 

however there are approximately 500 manhole deficiencies not yet addressed.  The 

City has indicated that many of the 500 noted deficiencies are very minor in nature and 

do not require an immediate response. 

In 2011 the City began an investigation of manholes containing cover 

inserts.  Historical records and field investigation were used to determine where cover 

inserts had been installed and where additional cover inserts were needed.  As of 

December 2012, the City has verified that 5,963 manholes have inserts or bolted down 

covers; 1,230 manholes need an insert or are of unknown status.  

The City began to televise the system in 2008 using CCTV.  Roughly 30,000 LF of 

CCTV has been completed each year since 2008.  CCTV has revealed leaking joints, 

broken pipes and obstructions.  Numerous point repairs have been made and more 

than 1,200 infiltrating joints have been sealed.    

To address illegal connections of private properties, the City reviewed historical 

records and performed visual inspections.  Properties suspected of having illegal 

connections were mailed Downspout Disconnection Brochures in 2011.  The City 

grants property owners a six month grace period prior to issuing a citation.  The City 

has also implemented inspections of rental units and requires inspectors to identify 

sources of RDII prior to a property sale. 

The City has a preventative program for fats, oils, and grease (FOG).  However, the 

City has not been implementing a structured FOG program due to low staffing levels.46  

By ordinance, the City’s Health Department is responsible for checking grease traps.  

The City does have problems with grease blocking the lines and it utilizes routine 

cleaning with automatically generated work orders to prevent blockages and dry 

                                                      

46 Provided by the City 
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weather SSOs. The City has distributed fliers to areas exhibiting high grease and ran a 

public service announcement via local TV stations. 

These programs are implemented to maintain the collection system and assist in 

compliance with the Administrative Orders.  City staff completes the work for all the 

above programs.47  Per the Concession Agreement, LCA is required to maintain these 

preventative programs. 

The City is not responsible for sewer laterals.  The property owners are responsible for 

repair and maintenance of their lateral from the main to the building.48 

The City has indicated it does not own any pump stations in the sewer collection 

system; however, the City monitors the flows at the Park Pump Station, owned by LCA 

as part of the Existing LCA System, and notifies LCA of any operational issues or 

overflows. 

Section 4.03  Federal Flood Control Project 

This section provides a description of the Federal Flood Control Project.  The Condition 

Assessment of these assets is provided in Article V of this Report.   

(a) General 

The Federal Flood Control Project is located on the Lehigh River in the City of 

Allentown.  Near the upstream end of the system, the Hamilton Street Dam serves to 

divert water into the Lehigh Coal and Navigation Company (LCN) canal.  

Approximately 100 feet downstream from the dam, the river is crossed by the Hamilton 

Street Bridge, a four-lane, concrete I-Beam girder bridge.  Downstream from the bridge 

on the right descending bank of the Lehigh River is the KIWWTP.  Kline’s Island 

comprises 55 acres, of which 30 acres is protected by levees.  The commercial, 

residential and industrial property which historically experienced the worst damage by 

flooding lies along the former back channel (filled area outside Kline’s Island Levee 

between the Closure Dike and Little Lehigh Creek) and Little Lehigh Creek and its 

tributary, Jordan Creek.  The total area which historically experienced flooding in the 

                                                      

47 EPA Order for Compliance and Request for Information Docket No. CWA-03-2009-0313DN, Progress 

Report Period 6. Provided by the City. 
48 Information provided by the City 
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City consisted of approximately 350 acres.  See Figure IV-C for an overview of the 

Flood Control System. 

 

Figure IV-C: Flood Control System Overview 

Construction of the Lehigh River Flood Protection Project was completed in July 1960.  

The project structures, all of which are located along the west bank of the Lehigh River, 

consist of a low levee, 750 feet long, on a relatively high bank at the upstream end of 

the project; a concrete flood wall extending 204 feet upstream from the old Hamilton 

Street Bridge abutment; a short levee spanning the 69 feet between the abutments of 

the old and new Hamilton Street Bridges; a levee (or closure dike) from the new bridge 

extending for 1,125 feet to the previously existing Kline’s Island Levee; and, 

downstream from Kline’s Island, a levee (or training dike) approximately 1,300 feet long 

to direct the river flow around a sharp easterly bend in the river.  In addition to the 

structures, the project included a straightened and deepened main channel, 8,280 feet 

in length, with graded banks revetted as needed. 

Congressional authority for improvement of the Lehigh River for flood control, 

consisting of a reservoir formed by a dam on the main stem, a short distance below the 

mouth of Bear Creek, and local protective works at the City and Bethlehem, 
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Pennsylvania, is contained in the Flood Control Act, approved 24 July 946 (Public Law 

No. 526, 79th Congress, 2nd Session) as amended. 

The May 1957 Design Memorandum No. 1 – Hydrology and Hydraulic Analysis states 

that there was no design flood for the project.  The project does not exclude flood 

waters from the vulnerable areas, but it does provide positive flood risk reduction 

against overtopping of levee, wall, closure dike and training dike by any flood of a 

magnitude less than the reservoir-reduced flood of August 1955.  The corresponding 

design discharges in the Lehigh River and Little Lehigh Creek are 73,900 cubic feet 

per second (cfs) and 6,800 cfs, respectively, for a total of 80,700 cfs.  The protective 

works were designed to provide flood risk reduction with a minimum freeboard of three 

feet. 

According to the July 1969 Operation & Maintenance Manual, the May 1942 and 

August 1955 storm events produced approximately equal flood stages in the City.  

However, the stage reductions which the improvements would have effected upon the 

floods of 1955 and 1942 differ to a greater degree.  It should be noted that F. E. Walter 

Dam (referred to as Bear Creek Dam in design reports) is located in the upper portion 

of the watershed and therefore the degree of its effect upon a major flood is largely 

dependent upon the time distribution and areal distribution of rainfall.  It is that 

difference in distribution of the rainfall which accounts in part for the differences in 

estimated stage reductions for the two historic floods. 

(b) Flood Control Structures 

Upstream Levee 

The upstream levee is 750 feet long and extends upstream from the former location of 

the Hamilton Street Dam (Dam No. 7).   

The upstream levee is a vegetated earthen levee needed to close a gap in the 

topography which would otherwise leave adjacent property vulnerable to flood 

damage.  The levee is less than 4 feet high except where a former cooling water 

discharge ditch was completely filled.  Currently a 20,000 gallon fuel oil storage tank 

and diked secondary containment pit, located within the Allentown Substation owned 

by Pennsylvania Power & Light Co. (PP&L), is encroaching the levee at the location 

where this former ditch was filled.  Access to this area is currently had through a locked 

roadway gate located at the entrance to G.H. Frick Boat Club located at 2 Wharf 

Street, Allentown, PA.  The gate is controlled by the boat club as well as PP&L.  The 

levee is located within a 30-foot Levee Easement located beneath a high-voltage 

transmission line. 
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Flood Wall 

The project includes 3 sections of flood wall.  A concrete flood wall was constructed 

between the former Hamilton Street Dam and the remaining right abutment of the 

former Hamilton Street Bridge where restricted clearance prevented the construction of 

levees.  The reinforced concrete wall is the modified inverted T-type with pile 

foundation support for toe and heel.  The wall is 204 feet in length, 15 feet high from 

base of toe to top of wall, with 7 ½ feet of wall exposed on the channel side.  For the 

original project the flood wall was exposed on both sides; however, the protected side 

has since been filled to the top of wall and serves as a river walk for Lehigh Landing, a 

part of the planned Lehigh River Waterfront Project.  The river bank on the channel 

side of the flood wall is riprapped.  The abutment of the former Hamilton Street Bridge 

is used as 51 feet of flood wall and the abutment of the new Hamilton Street Bridge as 

70 feet of flood wall.  

Bridge Abutment Levee 

The two bridge abutments are connected by 69 feet of levee with side slopes of 1 foot 

vertical to 3 feet horizontal.  The previously existing bank contained a considerable 

amount of rubble and rubbish fill; that material was replaced by compacted, relatively 

impervious fill.  The regraded slope was protected by dumped riprap on a filter bed of 

sandy gravel.  The protected side of the levee is backed with an earth embankment 

associated with the bridge abutment. 

Closure Dike 

The closure dike extends from the new Hamilton Street Bridge to the previously 

existing Kline’s Island levee, a distance of 1,125 feet.  The originally constructed dike 

had a top width of 10 feet.  Subsequent fill has been placed bringing the top of the dike 

and the protected side grade to a level marginally higher than the existing Kline’s 

Island levee; an increase of approximately 5 feet.  An access road at the interface 

between the closure dike and Kline’s Island levee remains at the original dike crest 

elevation.  The dike is composed of a compacted impervious core with the outer 

section consisting generally of compacted excavated material on the back channel side 

and of compacted selected coarse materials on the channel side.  The channel side 

face of the embankment is protected by dumped riprap. 

Kline’s Island Levee 

At junction of the closure dike with the Kline’s Island levee the riprapped toe was 

extended to protect the toe of the previously existing levee.  Rubbish fill and culm were 
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removed from the existing banks for portions of this levee.  The levee embankment 

material is highly impervious but the foundation materials offer low resistance to 

seepage.  According to the Operation and Maintenance Manual Local Flood Protection 

Works at Allentown, PA, Corps of Engineers, July 1960, the length of the flow path and 

the small head differential (3 feet) make the anticipated quantity of seepage 

insignificant. 

Training Dike 

The training dike extends from Kline’s Island along the sharp easterly bend of the river 

for a distance of 1,300 feet.  It was constructed of gravel, sand, silt, and river boulders 

selected from the material which was excavated from the channel during the channel 

improvements described below.  The dike is faced on the channel side with a 12-inch 

gravel filter bed and protected with a 15-inch layer of riprap.  Derrick stone was placed 

at the toe of the dike on the channel side and around its lower end.  Cinder fill, culm, 

and loose, silty sand were stripped from along the alignment of the dike. 

Improved Channel 

The improved channel begins approximately 300 feet upstream from the point where 

the closure dike joins the Kline’s Island Levee.  The bottom width of the channel from 

its upstream end to the downstream end of the training dike is as wide as conditions 

reasonably permit; it varies generally from 300 feet at its upstream end to 200 feet at 

the downstream end.  Due to the anticipated high velocities, dumped riprap was placed 

on the left descending bank of the river from the overflow structure for the LCN canal to 

a concrete boat launch located in Allentown Canal Park. 

(c) Effluent Structures 

Outfalls 

Two outfalls from the KIWWTP pass through the Kline’s Island Levee.  The outfalls are 

54” and 72” with a flap gate and headwall at the outlet end. 

Diversion Berms 

Diversion berms were constructed in the Lehigh River to enhance mixing of effluent 

with the receiving waters for dilution.  No documentation of the design or construction 

was furnished. 
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(d) Prior Inspections 

Table IV-P provides a summary of the noted deficiencies in the prior maintenance 

inspections performed by or on behalf of the U.S. Army Corps of Engineers. 

Table IV-P: Previous Flood Control Systems Inspections 

Date of 

Inspection 

Date of 

Report 
Assessment Noted Deficiencies 

26 Oct 1983   

a. Dense woody vegetation on low levee, closure 

dike, and training dike; 

b. Gauges on railroad bridge and at end of 

training dike not functioning; 

c. Diversion berm concrete slabs displaced; 

d. Shoal formations upstream/downstream of 

railroad bridge and diversion berm; 

e. Debris scattered throughout project area. 

21 May 1990 
Not 

Furnished 
Unknown 

a. Dense woody vegetation on low levee, closure 

dike, and training dike. 

19 Oct 1990 20 Nov 1990 Satisfactory 

a. Dense woody vegetation on low levee, closure 

dike, and training dike; 

b. Shoal formations upstream of railroad bridge 

and downstream of Little Lehigh Creek/Lehigh 

River Confluence; 

c. Bare spots and ruts on Kline’s Island Levee; 

d. Rodent burrows in Kline’s Island Levee. 

24 Jun 2008 24 Jun 2008 
Minimally 

Acceptable 

a. Dense woody vegetation on low levee, closure 

dike, and training dike; 

b. Shoal formations upstream of railroad bridge; 

c. No vehicular access to the training dike for 

maintenance. 

29 Oct 2008 10 Nov 2009 Acceptable a. Cleared vegetation left on levee slope. 
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Date of 

Inspection 

Date of 

Report 
Assessment Noted Deficiencies 

8 Nov 2010 17 Nov 2010 
Minimally 

Acceptable 

a. Dense woody vegetation on low levee, closure 

dike, and training dike; 

b. Shoal formations upstream of railroad bridge; 

c. Bare spots and ruts on Kline’s Island Levee; 

d. Rodent burrows in Kline’s Island Levee; 

e. Encroachment on levee/dike by fences, debris 

piles, and PP&L containment structure; 

f. No vehicular access to the training dike for 

maintenance. 

g. Initial camera inspection of pipes through the 

levee is required by Nov 2012; every 5 years 

thereafter.  

30 Mar 2012 4 Apr 2012 
Minimally 

Acceptable 

a. Dense woody vegetation on low levee, closure 

dike, and training dike; 

b. Scour of slope on closure dike with missing 

riprap (approx. 150 feet); 

c. Initial camera inspection of pipes through the 

levee has not been performed; 

d. Rodent burrow in Kline’s Island Levee. 

 

Post Event Inspections 

No documentation of post-event inspections for the events listed in Table IV-Q was 

furnished.  

Table IV-Q: Flood Control Inspection Events 

Event 
Date of 

Inspection 
Assessment Noted Deficiencies 

1983 Flood 
18 May 1983 

26 Jul 1983 
Not Furnished 

a. Riprap face of levee between old/new 

Hamilton Street bridge abutments needs 

repair. 

2006 Flood Unknown Not Furnished a. Erosion of the lower diversion berm 
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Article V. Condition of Concessioned System 

ARCADIS has assessed the condition of the Concessioned System by performing a 

Condition Assessment.  For the purposes of this Report, “Condition Assessment” 

means a limited visual inspection of major components of the Concessioned System 

over a period of four days in May 2013, reviewing pertinent and available City records, 

and interviewing key City staff. The purpose of the Condition Assessment was to 

identify the overall condition of the facilities to determine if they have been operated 

and maintained in a manner to achieve their intended function and to determine if 

LCA’s projected capital improvement budgets are aligned with identified needs. Site 

visits performed as part of the Condition Assessment included only visual observation 

of facilities and did not include any engineering analysis of the original designs, 

surveying, sampling or testing of equipment or water quality, or inspection of retaining 

walls or tank internals. 

For buried infrastructure (i.e. water distribution pipes and sewage collection system), 

no field investigations were performed; the Condition Assessment was based on 

certain performance indicators (i.e. occurrence rate of leaks and overflows) and rates 

of piping replacement. 

Section 5.01 Water Supply 

Little Lehigh Creek Intake and Raw Water Pumps 

The Little Lehigh Creek Intake and Raw Water Pumps at the Water Filtration Plant are 

in good physical condition. Based on the Condition Assessment, the structures and 

equipment appear to be sound and well maintained although some components are 

showing signs of wear. They are delivering raw water with little or no performance 

deterioration. Components in moderate condition, which are functionally sound and 

acceptable but require renewal or replacement within the next 10 years, include: 

 Intake Fine Screens 

 Intake Structure 

The raw water (low lift) pumps were rehabilitated in 1997. These pumps should be 

scheduled for rehabilitation in 2017 and again in 2037. 

LCA has included these projects in its financial model.   
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The City performs routine sampling of Little Lehigh Creek and has not been required to 

implement additional treatment for microbial pathogens.  The City has not had to curtail 

water usage from the Little Lehigh Creek in order to comply with minimum stream flow 

requirements since the 1950’s.49 The City does reduce water usage from the Little 

Lehigh Creek routinely when increased flow causes high raw water turbidity (>50 

NTU). The City relies on its other supplies and its substantial distribution storage during 

these occurrences.  

Lehigh River Intake and Raw Water Pumps 

The Lehigh River intake and raw water pumps show some signs of wear but appear to 

be sound and well maintained. They are delivering raw water with little or no 

performance deterioration. Only minor renewal or rehabilitation may be needed in the 

near term. 

The raw water pumps were installed in 1985. Historically, these pumps have been 

typically operated less than 40 hours per year which means that their service lives will 

be extended many years provided parts remain available. If the usage of these pumps 

remains low, they may not require major rehabilitation within the life of the Bonds. 

Information was not available regarding the prior inspections or condition of the raw 

water force main from the intake to the Water Filtration Plant. The main was installed in 

1985. If regularly inspected and maintained, its service life would ordinarily be 

expected to extend beyond the life of the Bonds. 

The City performs routine sampling of the Lehigh River and has not been required to 

implement additional treatment for microbial pathogens. The City utilizes the Lehigh 

River when its Little Lehigh Creek supply is unavailable. 

Crystal Spring 

Crystal Spring is located in Fountain Park adjacent to the Water Filtration Plant. Water 

from the spring is piped by gravity to the Water Filtration Plant. At the Water Filtration 

Plant, fluoride and sodium hypochlorite (disinfection) are added but the water can be 

pumped directly into the distribution system without blending with water from the plant. 

                                                      

49 Information provided by the City 
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Its structural components are not readily inspected. ARCADIS did not inspect Crystal 

Spring and offers no opinion on its condition. Its mechanical and electrical components 

are addressed as part of the Water Filtration Plant. The City has installed baffles in the 

clear well at the Water Filtration Plant to provide the 4-log treatment of viruses on water 

from the spring that is a prerequisite to reduced source water monitoring under the 

EPA Groundwater Rule.  

Schantz Spring 

Based on the Condition Assessment, the storage reservoir, valve vault and treatment 

buildings at Schantz Spring appear to be functionally sound and show normal signs of 

wear typical of these type of facilities. Components in moderate condition, which 

appear functionally sound, but are anticipated to require renewal or replacement within 

the next 5 years, include: 

 Storage reservoir coating50 

 Valve vault piping coating 

 Gutter on the exterior of the treatment building51 

Budgetary estimates of the cost of these improvements are included in LCA’s financial 

model. 

The reservoir was installed in 1954. It is approaching the end of its nominal service life 

and will require inspections at five year intervals and increased maintenance to 

function adequately through the life of the Bonds. 

The disinfection system was installed within the past decade. The equipment 

comprising the treatment system will approach the end of its nominal service life within 

the life of the Bonds and require replacement or increased maintenance. 

ARCADIS did not inspect the Schantz Spring collection vault, which is located across 

the street from the reservoir, valve vault and treatment buildings. However subsidence 

                                                      

50 Mumford-Bjorkman Associates, Inc., ROV Evaluations, Ten(10) Water Storage Tanks Located in the City of 

Allentown, PA, November 2012 
51 Pennsylvania Department of Environmental Protection, Water Supply Inspection Report, July 2012 
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has been reported in the vicinity of one of the collection vault vent pipes.52 Repairs if 

necessary could likely be funded within the capital budget included in LCA’s financial 

model. The vault is at or beyond its nominal service life and will require increased 

maintenance to function adequately through the life of the Bonds. 

The City commissioned a study to locate leaks along the transmission main (installed 

in 1903) from the spring to the Water Filtration Plant.53  Several leaks were found at 

joints. LCA’s financial model includes the City’s CIP budget for replacing 2,000 linear 

feet of the main from Schribers’s Bridge to the Water Filtration Plant. The remaining 

23,000 LF of the pipe will be beyond its nominal service life and may require increased 

maintenance or replacement to function adequately throughout the life of the Bonds.  

LCA has budgeted for periodic replacement of portions of the transmission main. 

The City is planning to install a chlorine booster station (to be funded by the City as 

noted in Section 4.01) to improve the chlorine residual in the transmission line. 

Additional treatment would be required if the spring is found to be under the influence 

of surface water.  LCA’s financial model includes the City’s budget for the CIP project 

to add filters to the Water Filtration Plant to allow flow from Schantz Spring to be 

treated at the Water Filtration Plant. 

Overall Supply 

The City may withdraw up to 39 mgd from its water supply sources.54 The combined 

safe yield of all its sources is reported to be 157 mgd.55 ARCADIS has not made an 

independent determination of the safe yields of the water supply sources.  LCA’s 

projected annual average demand in 2062 for the Concessioned System is 23 mgd 

and the estimated peak month demand in 2062 for the Concessioned System is 30.5 

mgd.  If the factors that affect the yield of the raw water sources (including but not 

limited to current precipitation rates and volumes, aquifer recharge, land use and 

runoff, and the extraction rates of existing users of the raw water sources) remain 

constant, and given projected growth demands provided by LCA, the Concessioned 

System is expected to have adequate available raw water supply to satisfy annual 

                                                      

52 Pennsylvania Department of Environmental Protection, Water Supply Inspection report, July 2012 
53 Schantz Spring – Leak Detection.pdf, provided by City 
54 Pennsylvania Department of Environmental Protection Permit No. WA 39-204D, March 2008 
55 Drought Contingency Plan November 2002, provided by City 
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average demand and peak month demand over the life of the Bonds.  Should future 

demands increase more than LCA’s projections or spring sources become unavailable 

or require filtration, filtered water demands may exceed the capacity of the Water 

Filtration Plant and require Major Capital Improvements to increase its capacity. See 

Section 4.01(e) for a discussion on the planned addition of filters to the Water Filtration 

Plant.  

Section 5.02 Water Treatment 

Based on the Condition Assessment, the Water Filtration Plant appears to be in good 

physical condition. The structures and equipment appear to be sound and well 

maintained although some components are showing signs of wear typical of these 

types of facilities.  They are serving their intended function with little or no performance 

deterioration. Components in moderate condition, which appear functionally sound, but 

are anticipated to require renewal or replacement within the next 5 years, include: 

 Filter Gallery 

 Filter Wash Water Storage Tank exterior coating and piping.56  

 Residuals Pump Station 

Paint coating failure and rusting were noted on piping, equipment and structures in the 

filter gallery.57  

The filter wash water storage tank was installed in 1954. It is approaching the end of its 

nominal service life. In addition to the noted rehabilitation need, it will require 

inspections at five year intervals and increased maintenance to function adequately 

through the life of the Bonds. 

Structural corrosion was noted on the roof of the residuals pump station. 

The Water Filtration Plant will require improvements in the future to address aging 

components. The filters are beyond their nominal service lives and will require 

increased maintenance to function adequately through the life of the Bonds.  In 2008, 

                                                      

56 Mumford-Bjorkman Associates, Inc., ROV Evaluations, Ten(10) Water Storage Tanks Located in the City of 

Allentown, PA, November 2012 
57 Pennsylvania Department of Environmental Protection, Water Supply Inspection report, July 2012 
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the anthracite layers of all eight dual media filters at the Water Filtration Plant were 

replaced.  Sand was also added on all filters that required additional depth to regain 

design values. This replacement is not expected again until 2023 at the earliest.58 The 

high lift pumps were rehabilitated in 1997. These pumps should be scheduled for 

rehabilitation in 2017 and again in 2037. Most of the structures are 60 years old at 

present and will require increased maintenance to function adequately through the life 

of the Bonds. 

The current performance of the Water Filtration Plant demonstrates that it can meet 

current water quality standards based on regulated parameters reported to PADEP. 

The City has been distinguished as one of the top performing water filtration facilities in 

the state, winning the Area Wide Optimization Award for the 5th year in a row and has 

had no Safe Drinking Water Act (SDWA) violations since 2008.  The Water Filtration 

Plant has also been a Partnership for Safe Water Phase III plant in good standing for 

five (5) years, meaning the plant has met the water quality management aspects 

pertaining to particulate removal and disinfection.59 It received a “Commendable” Filter  

Plant Performance Evaluation from PADEP in 2011, meaning that PADEP staff 

identified only minor operational, equipment and/or performance problems that affect 

the plant’s ability to maintain optimized performance. Plant personnel have already 

taken steps to improve filter plant performance and maintain the long-term reliability of 

the Water Filtration Plant. 

The Water Filtration Plant has electrical feeders from two separate PP&L substation 

grids and a history of electrical stability, except for two severe storms occurring during 

the last two hurricane seasons.  A need may exist to consider addressing power issues 

at the Water Filtration Plant by installing emergency generation equipment. 

The Water Filtration Plant surface water source pretreatment, filtration, disinfection, 

clear well and high service pumping stations currently operate at less than 35 percent 

of their nominal capacities even during peak water demand periods, whereas the 

springs operate at as much as 80 percent of their nominal capacities. Increasing 

demands for service will have a greater impact on the surface water treatment 

processes than the groundwater processes. Components that may require 

improvements include: 

                                                      

58 Program Development Activity Log (2008) provided by City 
59 Primary Lehigh County Concerns, provided by Lehigh County Authority 
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 Pretreatment coagulation chemical selection 

 Filtration backwash capacity 

 Disinfection contact time 

 Instrumentation 

City staff contend that the pretreatment process improvements made in 1998 have not 

achieved expectations60 perhaps because the recommendation made at that time 

regarding the choice of a coagulant chemical was never implemented. PADEP has 

cited the need to resolve the choice of a coagulant chemical.61  The performance of the 

Water Filtration Plant will need to be monitored as demands for filtered water increase 

over time and the timing and scope of the planned Water Filtration Plant capital 

improvements project will need to be refined.  

PADEP noted potential limitations on being able to clean the existing filters during 

backwash62 which would be exacerbated by increased loading.   

PADEP noted that under the worst operating conditions (pH of 8.0 S.U., water 

temperature of 0.5 C and a peak flow of 30 mgd) disinfection contact time is the 

capacity limiting process because of the plant’s relatively small treated water clear 

well.62 Modification of the existing clear well may be a potential solution to improve 

contact time. 

PADEP noted that upgraded instrumentation at the Water Filtration Plant could 

facilitate operator response at higher loadings.62 

LCA has included in its financial model estimated capital budgets to address all of the 

above listed short-term needs for the Water Filtration Plant, except for the addition of 

backup power to the Water Filtration Plant.  As discussed in Section 4.01(e), because 

the City has indicated that the scope and cost estimate for the project to add filters to 

the Water Filtration Plant is preliminary in nature, the actual costs for this project may 

vary from that forecasted. 

                                                      

60 Project 1275, City of Allentown 2013 to 2017 Capital Improvements Program 
61 Pennsylvania Department of Environmental Protection, Water Supply Inspection Report, July 2012 
62 Pennsylvania Department of Environmental Protection, Filter Plant Performance Evaluation, 2011 
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Section 5.03 Water Storage and Distribution 

(a) Distribution System Water Quality 

Disinfection By-Product Monitoring and Control 

The City presently maintains control of Disinfection By-Products (DBP) using a 

PADEP-approved protocol of monitoring levels of DBPs at critical points in the 

distribution system. In 2012, the City met all requirements of the DBP Rule. The 

average concentration of Haloacetic Acids was 17.9 ppb (range of 4.4 – 26.6 ppb) 

where the maximum contaminant level (MCL) is 60 ppb. Similarly, Trihalomethanes 

were detected at an average of 42.5 ppb (range of 10.9 – 66.3 ppb) which is below the 
MCL of 80 ppb.63 

Corrosion Monitoring and Control 

Corrosion control is maintained using a PADEP-approved protocol, which utilizes the 

natural hardness and alkalinity of the water for corrosion control and monitoring of 

corrosion-related indicator parameter such as pH, alkalinity, conductivity, phosphates, 

silicates, calcium, metals, etc. in the distribution system.  Under the EPA’s Lead and 

Copper Rule (LCR) enacted in 1991, the City has attained a Reduced Monitoring 

status due to its low levels of pipe corrosion in the water distribution system and 

therefore is not required to add a corrosion inhibitor such as orthophosphate to the 

water. As shown in Table V-A, of 50 samples collected in 2010 (last time samples were 

required), both lead and copper tested well below the action level.64  

Table V-A: Lead and Copper Testing 

  Action Level (mg/L) 90th Percentile Results (mg/L) 

Lead 0.015 0.0088 

Copper 1.3 0.265 

 

                                                      

63 City of Allentown Drinking Water Quality Report 2012 
64 Lead Copper Rule Presentation, provided by City 
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According to the City, it receives in the range of 10 to 15 taste and odor complaints per 

year, mostly attributed to water originating from the Lehigh River.  

(b) Water Mains 

The water distribution mains currently deliver potable water to the Concessioned 

System’s customers.  The City has identified 62 miles of spun cast iron pipes (19% of 

the pipes) that are the most problematic with regard to breaks and has prioritized them 

for replacement with ductile iron pipe.  Although other factors will need to be 

considered (e.g. coordination with paving and other utility projects, addressing pipes 

with known leaks, etc.), the spun cast iron pipes should be prioritized for replacement 

as part of LCA’s pipe replacement program. 

Between 2008 and 2011, the City’s annual rate of water main replacement was 

approximately 4,300 LF (less than 0.3% of the Concessioned System).  The City’s 

recent rate of pipe renewal/replacement is not anticipated to be sustainable in the long-

term as the pipes continue to age and deteriorate.  LCA is budgeting for the 

replacement or rehabilitation of 0.75% of the water mains annually beginning in 2018, 

which would result in complete replacement of the pipes in 133 years.  This is an 

increase over the City’s recent rate of pipe replacement, but is still on the low end of 

industry standards for the rate of pipe renewal.  Furthermore, more than 200 miles of 

water mains will reach the end of their average life expectancy over the life of the 

Bonds.65  As LCA monitors the frequency of leaks and water main breaks over the 

Term, LCA may need to accelerate its planned rate of water main replacement. 

Table V-B shows the City’s unaccounted for water over the past five years. The 

Pennsylvania Public Utility Commission considers unaccounted for water greater than 

20% to be excessive.66   

                                                      

65 Dawn of the Replacement Era, Reinvesting in Drinking Water Infrastructure, May 2001, American Water 

Works Association 
66 52 Pa. Code §65.20(4) 
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Table V-B: Unaccounted for Water67 

Year 
Unaccounted for 

Water (GPD) 
Total Water Produced 

(GPD) 

Percentage 
Unaccounted 

Water 

2008 4,911,551 14,773,294 33% 

2009 3,418,425 14,220,900 24% 

2010 4,556,659 14,753,734 31% 

2011 4,185,560 16,242,258 26% 

2012 4,024,491 15,858,093 25% 

AVG 4,219,337 15,169,656 28% 

 

Unaccounted for water is defined as follows: 

Unaccounted for Water = (volume produced – volume billed – volume unbilled but authorized) 
       volume produced 

 

Sources of unaccounted for water include: 

1. Aging customer meters that may under-register consumption. 

2. Metering deficiencies at plants, springs and at the point of delivery. 

3. Use of meter reading estimates and misreads. 

4. Water main breaks. 

5. Leakage in water mains. 

6. Storage tank overflows and leaks. 

7. Hydrant use for firefighting and other authorized, but unmetered uses. 

8. Theft of water (from hydrants or unauthorized connections to system). 

 

 
 

                                                      

67 Commonwealth of Pennsylvania Department of Environmental Protection Bureau of Watershed 

Management Primary Facility Report for ALLENTOWN MUNI WATERWORKS 
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If the amount of unaccounted for water can be reduced, it will either increase revenue 

due to an increase in volume of water sold or reduce O&M expenses as less water will 

need to be produced, or both.  The City’s ongoing meter replacement project is an on-

going effort to significantly improve metering accuracy and water accountability, 

thereby reducing unaccounted for water.  The leak detection requirements required 

under the Concession Agreement and LCA’s budgeted rate of water main replacement 

will assist in controlling unaccounted for water. LCA’s financial forecast assumes LCA 

will maintain unaccounted for water at 24% of total water produced.  This is a 

reasonable long-term goal because (a) the water meter replacement project being 

implemented by the City should improve water accountability (i.e. old water meters 

tend to under-register consumption and the City is identifying and addressing problems 

with customer records), (b) the Concession Agreement requires leak detection, system 

repairs and performing an annual water audit as measures to control unaccounted for 

water, and (c) the amount of bulk water sold to the Existing LCA System is scheduled 

to increase from 2 mgd to 7 mgd between 2012 and 2017, which is expected to 

increase the total water production without a significant increase in leakage.  There 

may be a small initial increase in unaccounted for water (i.e. less than 0.1 mgd) due to 

increased hydrant flow testing and distribution system flushing required by the 

Concession Agreement. 

The City’s average leak/break occurrence rate for the Water Distribution System over 

the past five years is approximately 58 leaks or breaks per 100 miles of water 

distribution piping per year. As shown in Table V-C, the City’s rate of leak/break 

occurrence is between the median and bottom quartile compared to other utilities in the 

U.S. and Canada. 

Table V-C: Water Distribution System Annual Leaks and Breaks (per 100 miles)68 

Utility Category Top Quartile Median Bottom Quartile 
Serve 100,001 - 

500,000 
27.7 52.1 94.2 

Combined W & WW 24.1 50.8 112.3 
All Utilities 22.9 43.6 78.7 

                                                      

68 Benchmarking Performance Indicators for Water and Wastewater Utilities: 2006 Annual Survey Data and 

Analyses Report, AWWA. 
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(c) Treated Water Storage Facilities  

The treated water storage facilities appear to be functionally sound and acceptable 

although in need of some maintenance as described for each individual facility in this 

section. 

Huckleberry Reservoir 

Based on the Condition Assessment, the Huckleberry Reservoir appears to be 

functionally sound and showing normal signs of wear typical of these types of facilities. 

Due to the age of the equipment, there may be minor failures or diminished efficiency 

with some performance deterioration or increase in maintenance cost over the life of 

the Bonds. The pipe gallery in the control building requires rehabilitation within the next 

five years. The coating on the reservoir roof vents is failing. PADEP cited the City for 

the reservoir vents and the pipe gallery.69 These improvements are not explicitly 

addressed in the City’s CIP; however, Project 1254 (which is included in LCA’s 

financial model) is intended to fund mechanical renovations throughout the water 

system. The reservoir should be reinspected at five year intervals.   

With the implementation of the above improvements and operation and maintenance in 

accordance with the requirements of the Concession Agreement, the Huckleberry 

Reservoir is expected to continue to serve its current function over the life of the 

Bonds. 

East Reservoir 

Based on the Condition Assessment, the East Reservoir appears to be functionally 

sound and showing normal signs of wear typical of these types of facilities. Due to the 

age of the equipment, there may be minor failures or diminished efficiency with some 

performance deterioration or increase in maintenance cost over the life of the Bonds. 

The coating on the reservoir roof vents is failing and the pipe gallery in the control 

building requires coating. PADEP cited the City for the condition of the vents.70  These 

improvements are not explicitly addressed in the City’s CIP; however, Project 1254 

(which is included in LCA’s financial model) is intended to fund mechanical renovations 

throughout the water system. Mumford-Bjorkman Associates identified some additional 

improvements, which it thought could be deferred until the reservoir’s next 

                                                      

69 Pennsylvania Department of Environmental Protection, Water Supply Inspection Report, July 2012 
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rehabilitation.70 The reservoir was installed in 1936. It is approaching the end of its 

nominal service life and will require inspections at five year intervals and increased 

maintenance to function adequately through the life of the Bonds. 

With the implementation of the above improvements and operation and maintenance in 

accordance with the requirements of the Concession Agreement, the East Reservoir is 

expected to continue to serve its current function over the life of the Bonds. 

South Mountain Reservoir 

Based on the Condition Assessment, the South Mountain Reservoir appears to be 

functionally sound and showing normal signs of wear typical of these types of facilities. 

Due to the age of the equipment, there may be minor failures or diminished efficiency 

with some performance deterioration or increase in maintenance cost over the life of 

the Bonds. The pipe gallery in the control building requires rehabilitation within 5 years 

as does the exposed concrete side of the reservoir.71 PADEP cited the City for the 

condition of the pipe gallery.72 These improvements are budgeted in LCA’s financial 

model to be performed over the 2014-2017 period.  The reservoir was installed in 

1936. It is approaching the end of its nominal service life and will require inspections at 

five year intervals and increased maintenance to function adequately through the life of 

the Bonds. 

With the implementation of the above improvements and operation and maintenance in 

accordance with the requirements of the Concession Agreement, the South Mountain 

Reservoir is expected to continue to serve its current function over the life of the 

Bonds. 

Halstead (15th Ward) Elevated Tank 

Based on the Condition Assessment, the Halstead Elevated Tank appears to be 

functionally sound and well maintained with slight signs of wear typical of these types 

                                                      

70 Mumford-Bjorkman Associates, Inc., ROV Evaluations, Ten(10) Water Storage Tanks Located in the City of 

Allentown, PA, November 2012 
71 Mumford-Bjorkman Associates, Inc., ROV Evaluations, Ten(10) Water Storage Tanks Located in the City of 

Allentown, PA, November 2012 
72 Pennsylvania Department of Environmental Protection, Water Supply Inspection Report, July 2012 
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of facilities.  Mumford-Bjorkman Associates identified some improvements to be made 

the next time the tank is rehabilitated.71 The tank was installed in 1955 and most 

recently rehabilitated in 2008. It is approaching the end of its nominal service life and 

will require inspections at five year intervals and increased maintenance including the 

noted rehabilitation to function adequately through the life of the Bonds. 

The Halstead Elevated Tank is able to store an assumed 90,000 gallon fire reserve 

plus 81% of the current average daily water demand of its service area. Therefore, 

supplying the required fire flow may require the use of pump capacity as well as the 

available storage. It is deficient with regard to certain PADEP requirements, OSHA 

requirements and AWWA standards.73 It is essential to providing fire protection in the 

service area and also serves as an antenna site for telecommunication companies. 

Although the tank can be maintained through the life of the Bonds, it should be 

considered for replacement in the event of increased customer base (significant growth 

is not currently anticipated), it requires major capital repairs, or if cited as deficient. LCA 

has included in its financial model over the 2014-2017 period, an estimated capital 

budget to address the identified tank deficiencies, except for increasing tank capacity. 

28th Street Elevated Tank 

Based on the Condition Assessment, the 28th Street Elevated Tank appears to be 

functionally sound and showing normal signs of wear typical of these types of facilities. 

The coatings on the interior and exterior of the tank require rehabilitation. PADEP cited 

the City for the condition of the coatings.74 Mumford-Bjorkman Associates identified 

some additional improvements to be made at the time of the rehabilitation.73  The 

elevated tank was installed in 1955. It is approaching the end of its nominal service life 

and will require inspections at five year intervals and increased maintenance including 

another rehabilitation to function adequately through the life of the Bonds. 

The 28th Street Elevated Tank together with the adjacent 28th Street Standpipe are 

sufficient to store the assumed 90,000 gallon fire reserve plus 98% of the current 

average daily water demand of the service area. The elevated tank is deficient with 

regard to PADEP requirements, OSHA requirements and AWWA standards.73 The 

                                                      

73 Mumford-Bjorkman Associates, Inc., ROV Evaluations, Ten(10) Water Storage Tanks Located in the City of 

Allentown, PA, November 2012 
74 Pennsylvania Department of Environmental Protection, Water Supply Inspection Report, July 2012 
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tank’s current performance is acceptable but would likely not meet increased demand 

for service (significant growth is not currently anticipated).  The Concession Agreement 

requires the City to fund and complete in a timely manner the painting of and structural 

repairs to the tank.  

28th Street Standpipe 

Based on the Condition Assessment, the 28th Street Standpipe appears to be 

functionally sound and well maintained but showing slight signs of early wear typical of 

these types of facilities. PADEP cited the City for algae growth on the surface.75 Algae 

had been cleaned from the tank prior to the ARCADIS inspection. Mumford-Bjorkman 

Associates identified some improvements to be made when the standpipe is 

rehabilitated.76 The standpipe was installed in 2004. It will require inspections at five 

year intervals and at least one rehabilitation to function adequately through the life of 

the Bonds. 

The 28th Street Standpipe together with the adjacent 28th Street Standpipe are 

sufficient to store the assumed 90,000 gallon fire reserve plus 98% of the current 

average daily water demand of the service area. Current performance is acceptable 

but would likely not meet increased demand for service (significant growth is not 

currently anticipated).  LCA has included in its financial model over the 2014-2017 

period, an estimated capital budget to address the identified tank deficiencies, except 

for increasing tank capacity. 

16th Ward Tank 

Based on the Condition Assessment, the 16th Ward Tank appears to be functionally 

sound and well maintained with some signs of wear typical of these types of facilities.  

The exterior of the tank should be overcoated within the next five years.76 The tank was 

installed in 1958.  It is approaching the end of its nominal service life and will require 

inspections at five year intervals and increased maintenance including the noted 

rehabilitation to function adequately through the life of the Bonds.  

The 16th Ward Tank is able to store an assumed 90,000 gallon fire reserve plus 92% of 

the current average daily water demand of its service area. Therefore, supplying the 

                                                      

75 Pennsylvania Department of Environmental Protection, Water Supply Inspection Report, July 2012 
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required fire flow may require the use of pump capacity as well as the available 

storage. It is deficient with regard to other PADEP requirements, and AWWA 

standards.76 Although the tank can be maintained through the life of the Bonds, it 

should be considered for replacement in the event of increased customer base 

(significant growth is not currently anticipated), it requires major capital repairs, or if 

cited as deficient. LCA has included in its financial model over the 2014-2017 period, 

an estimated capital budget to address the identified tank deficiencies, except for 

increasing tank capacity. 

19th Ward Tank 

Based on the Condition Assessment, the 19th Ward Tank appears to be functionally 

sound and well maintained with some signs of wear typical of these types of facilities.  

The exterior of the tank should be overcoated within the next five years.77 The tank 

was installed in 1960. It is approaching the end of its nominal service life and will 

require inspections at five year intervals and increased maintenance including the 

noted rehabilitation to function adequately through the life of the Bonds.  

The 19h Ward Tank is able to store an assumed 90,000 gallon fire reserve plus 73% of 

the current average daily water demand of its service area. Therefore, supplying the 

required fire flow may require the use of pump capacity as well as the available 

storage.  It is deficient with regard to other PADEP requirements and AWWA 

standards.78  Although the tank can be maintained through the life of the Bonds, it 

would likely be replaced or supplemented in the event of increased customer base 

(significant growth is not currently anticipated), it requires major capital repairs, or if 

cited as deficient. LCA has included in its financial model over the 2014-2017 period, 

an estimated capital budget to address the identified tank deficiencies, except for 

increasing tank capacity. 

                                                      

76 Mumford-Bjorkman Associates, Inc., ROV Evaluations, Ten(10) Water Storage Tanks Located in the City of 

Allentown, PA, November 2012 
77 Pennsylvania Department of Environmental Protection, Water Supply Inspection Report, July 2012 
78 Mumford-Bjorkman Associates, Inc., ROV Evaluations, Ten (10) Water Storage Tanks Located in the City 

of Allentown, PA, November 2012. 
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(d) Pump Stations  

Overall the City’s pump stations appear to be functionally sound and acceptable 

although in need of some maintenance as described for each individual facility in this 

section. 

Halstead (15th Ward) Pump Station  

Based on the Condition Assessment, the Halstead Pump Station appears to be 

functionally sound and properly maintained with some signs of wear typical of these 

types of facilities. It requires only routine preventative maintenance at the present time. 

The pump station was constructed in 1955. The City has made equipment 

improvements since then, most recently in 2013; however, the pump station is 

approaching the end of its nominal service life and will require increased maintenance 

to function adequately through the life of the Bonds. The pump station meets most 

design and legal/regulatory requirements. Its deficiencies are consequences of its age 

and were not cited by PADEP during its 2012 system inspection.79 If operated and 

maintained in accordance with the Concession Agreement, the pump station is 

expected to continue to serve its current function over the life of the Bonds. The station 

houses equipment used by the City. 

28th Street Pump Station  

Based on the Condition Assessment, the 28th Street Pump Station appears to be 

functionally sound and well maintained with some signs of wear typical of these types 

of facilities. It requires only routine preventative maintenance at the present time. The 

pump station was constructed in 1955 and it is approaching the end of its nominal 

service life and will require increased maintenance to function adequately through the 

life of the Bonds.  The pump station meets most design and legal/regulatory 

requirements.  Its deficiencies are consequences of its age and were not cited by 

PADEP during its 2012 system inspection.80 If operated and maintained in accordance 

with the Concession Agreement, the pump station is expected to continue to serve its 

current function over the life of the Bonds.  

                                                      

79 Pennsylvania Department of Environmental Protection, Water Supply Inspection Report, July 2012 
80 Pennsylvania Department of Environmental Protection, Water Supply Inspection Report, July 2012 
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16th Ward Pump Station  

Based on the Condition Assessment, the 16th Ward Pump Station appears to be 

functionally sound and well maintained with some signs of wear typical of these types 

of facilities. It requires only routine preventative maintenance at the present time. The 

pump station was constructed in 1958. The City has made equipment improvements 

since then, most recently in 1998. The pump station it is approaching the end of its 

nominal service life and will require increased maintenance to function adequately 

through the life of the Bonds. The pump station meets most design and legal/regulatory 

requirements. Its deficiencies are consequences of its age and were not cited by 

PADEP during its 2012 system inspection.81 If operated and maintained in accordance 

with the Concession Agreement, the pump station is expected to continue to serve its 

current function over the life of the Bonds. 

19th Ward Pump Station  

Based on the Condition Assessment, the 19th Ward Pump Station appears to be 

functionally sound and well maintained with some signs of wear typical of these types 

of facilities. One corner of the building has settled slightly. Some roof sheathing 

appeared to be distressed.  These issues should be addressed within the next five 

years. The pump station was constructed in 1960. The City has made equipment 

improvements since then, the most recent in 2013. The pump station is approaching 

the end of its nominal service life and will require increased maintenance to function 

adequately through the life of the Bonds. The pump station meets most design and 

legal/regulatory requirements. Its deficiencies are consequences of its age and were 

not cited by PADEP during its 2012 system inspection.80  If operated and maintained in 

accordance with the Concession Agreement, the pump station is expected to continue 

to serve its current function over the life of the Bonds.  

Westmount 

ARCADIS did not visit or assess the Westmount pump station, which is a booster 

pump station providing additional pressure to a multi-family residential development. 

LCA will be responsible for the City’s obligations with respect to this facility pursuant to 

the 2005 Settlement Agreement between the City and Westmount L.P.  For the first 25 

                                                      

81 Pennsylvania Department of Environmental Protection, Water Supply Inspection Report, July 2012 
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years under the agreement, Westmount is responsible for electricity and pump 

replacement costs for the pump station.  After 25 years, the City assumes full 

responsibility for the pump station.  Although the change to full responsibility for this 

pump station in year 2030 is not reflected in LCA’s financial model, the anticipated 

increase in O&M costs is not expected to materially change LCA’s capability to pay 

debt service on the Bonds. 

Section 5.04 Wastewater Collection 

The City’s wastewater collection system will require improvements in the future to 

maintain service to existing customers and to reduce RDII.  The Existing LCA System 

conveys most of the wastewater from the other communities served by the KIWWTP to 

portions of the City interceptor system near the KIWWTP and most of the anticipated 

wastewater flow increase anticipated through the year 2030 will occur in municipalities 

served by the Existing LCA System conveyance facilities.  

Based on a review of the City’s CIP and 2012 Sewer Budget, the City budgets for 

emergency sewer repairs, but does not budget for any significant sanitary sewer 

replacement or renewal to correct the underlying causes.  Over the 5-year period of 

2008 through 2012, the annual rate of sanitary sewer system renewal or replacement 

was less than 0.1%, which is not sustainable in the long-term as the pipes continue to 

age and deteriorate.  LCA has budgeted in their financial model replacement of 0.75% 

of the sewer system annually beginning in 2018, which would result in complete 

system replacement in 133 years.  This is an increase over the City’s recent rate of 

pipe replacement, but is still on the low end of industry standards for rate of pipe 

renewal.  As LCA performs the required 55,000 LF of annual sewer main inspection 

and monitors the performance of the collection system over time, LCA may need to 

adjust its planned rate of sewer main renewal. As required by the Concession 

Agreement, LCA will develop and implement a comprehensive facilities inspection, 

system performance evaluation and development/update of a long-term improvement 

plan at 5-year intervals for the KIWWTP and the collection system, which will facilitate 

the identification of additional improvements that could be made to further reduce 

SSOs.   

The collection system experiences SSOs during some severe wet weather conditions.  

Table V-D lists SSOs over the 2008 through 2012 period. 
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Table V-D: Sanitary Sewer Overflows82 

Year 

Sanitary Sewer Overflows (by cause) 

Wet-weather 
Main 

Blockage 

Lateral Blockage Park Pump Station 

Failure 

2008 4 4 8 0 

2009 1 2 10 0 

2010 7 8 11 5 

2011 34 4 7 0 

2012 1 5 6 0 
 

The above table indicates the sensitivity of the sanitary sewer system to wet weather 

events.  2011 was a wet year (72-inches of rain compared to 45-inches for an average 

year) and resulted in a significant occurrence of wet-weather SSOs compared to other 

years.83  Approximately 70% of the SSOs attributed to blockages in the main are 

attributable to accumulations of grease in the mains.  As discussed in Section 4.02(d), 

the City has in place a program to reduce grease accumulations in the collection 

system, but implementation of the program has been limited due to staffing levels.   

The Concession Agreement requires LCA to implement a preventive maintenance 

program for minimizing accumulations of FOG. 

The City experiences SSOs more frequently than the national average.  The national 

average for utilities similar to the City is approximately 4 SSOs per 100 miles of sewer 

pipe per year. From 2008 to 2012 the City experienced an average of 8 SSOs per 100 

miles of pipe per year.  If the Administrative Order Projects successfully reduce wet-

weather impacts on the collection system, the occurrence rate of wet-weather SSOs 

(40% of total SSOs over 2008 to 2012 period) is expected to be substantially reduced, 

bringing the total SSO occurrence rate to a level near the median benchmark levels.  

See Section 7.03 for discussion of the Administrative Order Projects. 

                                                      

82 SSOs data provided by the City 
83 Sewer Signatory Meeting Slides, prepared by City, December 13, 2012 
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Table V-E: Sanitary Sewer Overflows per 100 Miles of Pipe, Utility Benchmarking 

Utility Category Top Quartile Median Bottom Quartile 

Serve 100,001 – 500,000 1.36 3.5 7.35 

Combined W & WW 1.75 4 9.25 

All Utilities 1.8 4.3 9.5 

 

Section 5.05 Wastewater Treatment 

Based on the Condition Assessment, the KIWWTP appears to be in good physical 

condition. The structures and equipment appear to be sound and well maintained 

although some components are showing signs of wear. Components in moderate 

condition, which are functionally sound and acceptable but require renewal or 

replacement within the next five years, include: 

 Influent Screening 

 Influent Pumping (leakage not equipment) 

 Sludge Dewatering (Belt Filter Presses) 

LCA has included in its financial model the City’s CIP budget to address sludge 

dewatering improvements, which is a Required Capital Improvement.  Improvements to 

influent screening are Uncompleted Work to be completed and funded by the City.  

Improvements to influent pumping are assumed to be covered within LCA’s capital 

budget for mechanical renovations at the KIWWTP.  

In 2006, the City commissioned a study that assessed in detail the physical condition of 

the KIWWTP.84 Some of the recommended improvements are explicitly included in 

LCA’s financial model (and are Required Capital Improvements under the Concession 

Agreement) and other improvements that LCA may deem necessary are expected to 

be covered within the WWTP renovations capital budgets within LCA’s financial model. 

The current performance of the KIWWTP is generally meeting regulatory requirements, 

except for the by-passed flow discussed in Section 4.02. The KIWWTP will require 

                                                      

84 Metcalf & Eddy/AECOM, City of Allentown Expansion Study Condition Assessment Technical 

Memorandum, 2006 
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improvements in the future to resolve the by-passed flow and possibly additional 

demand or new regulatory requirements.  In 2011, the City commissioned a study 

recommending improvements to address the by-passed flow.85 The recommendations 

of this study are discussed in Section 7.03. 

Although less than 80% of the KIWWTP’s capacity has been used in recent years, its 

existing capacity is fully allocated to Municipal Customers.  See Section 4.02(d) for a 

discussion regarding the potential expansion of the KIWWTP.  The City commissioned 

a study recommending improvements to address the KIWWTP expansion 

alternatives.86  As part of a study that evaluated options for expansion of the KIWWTP, 

it was recommended that the City construct a third primary digester at the KIWWTP 

regardless of whether the KIWWTP’s capacity is increased because the two existing 

primary digesters do not have sufficient capacity at current flows to enable one unit to 

be removed from service for periodic maintenance.  The estimated cost of the third 

digester according to the study is $5.4 million. Although the recommended third 

digester would provide an operational benefit, it is not required in order to comply with 

the requirements of the Concession Agreement, and LCA has not included funding for 

this project in its financial model. 

The Concession Agreement states that the KIWWTP’s NPDES permit is expired, and 

when the new permit is issued, it will contain nutrient removal requirements not 

required in the current permit.  The nutrient concentration or mass load limitations that 

may be imposed are not known, nor has a date been established when a new permit 

will be issued, or when the limitations would be in effect.  Therefore, the cost, if any, 

associated with any new permit limits (i.e. capital improvements and/or changes in 

operating costs) cannot be assessed.  No funds are being assigned to this, as the 

Concession Agreement provides for a change in the schedule of Service Charges to 

account for any such Change of Law. 

                                                      

85 CDM, Preparation of an EPA-Directed Feasibility Study to Analyze Alternatives for Wet Weather Flow 

Management at the Kline’s Island WWTP, 2011 
86 OMNI, Kline’s Island Wastewater Treatment Plant Expansion Alternatives Evaluation, 2011 
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Section 5.06 Federal Flood Control Project 

(a) General 

Maintenance actions have been limited to clearing of woody vegetation and application 

of herbicides to control vegetation.  Mowing of slopes has been discontinued due to 

damage incurred by the mowing equipment.  Shoal deposits have been left in place.  

Issues with accessibility continue to hamper maintenance actions on the levees and 

dikes.  The portion of the Kline’s Island levee that is not part of the Federal Flood 

Control Project was not observed and is not part of the Condition Assessment.  

(b) Levees 

The low levee is located in a fenced area restricted to PP&L personnel and the Frick 

Boat Club.  During the observation, access was provided by PP&L.  The upper portion 

of the low levee was observed to be in generally good condition.  Two encroachments 

were noted; a valve pit and a transmission pole foundation.  The PP&L substation was 

expanded in the 1960s to add a 20,000 gallon fuel oil tank with a lined secondary 

containment dike.  This containment area encroaches through the flood control levee.  

Further review of this alteration is needed to determine if the encroachment was 

permitted and was designed to preserve the integrity of the flood control project at this 

location.  The lower end of the low levee has recently been cleared and substantial 

damage to the embankment was observed.  This area should be cleared of all debris 

and restored to the required grades and slopes. 

The levee between the old/new Hamilton Street bridge abutments was observed to be 

in satisfactory condition. 

The closure berm was observed to be in generally good condition with no observation 

of slope failures or degradation to the riprap armoring.  However, substantial fills were 

observed on and behind the dike that were not provided for in the originally designed 

levee section.  According to the City, these fills were the product of the demolition of a 

concrete tank within the KIWWTP during the mid-1990s.  Further review of this 

alteration is needed to determine if the encroachment was permitted and was designed 

to preserve the integrity of the flood control project at this location. 

The portion of the Kline’s Island levee that is part of the Federal Flood Control Project 

was observed to be in generally good condition.  Bare spots and animal burrows were 

observed in a few isolated areas.  The grass on the slope has reportedly not been cut 
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for the past 3 years due to issues with rutting by mowing equipment.  As the slopes 

exceed the standard 3 horizontal to 1 vertical for safe mowing, special mowing 

equipment is needed to effectively perform maintenance mowing.  Investment in a 

tractor-mount boom mower should be considered. 

The condition of the training dike appeared to be in generally good condition.  

However, limited observation was made due to the lack of accessibility.  Currently, the 

area is not accessible by vehicle due to restrictions imposed by the railroad.  Full 

coverage with woody vegetation is present on the top and backside of the dike.  

Vehicular access provisions should be negotiated with the railroad and constructed.  

The crown of the dike should be cleared to facilitate inspection and maintenance of the 

dike.  The dike should be cleared of trees and grubbed. 

The opposite bank of the Lehigh River (opposite the training dike and downstream of 

the LCN canal overflow structure) is also included in the Federal Flood Control Project.  

At the time of the visit, a washout was observed downstream of the railroad bridge.  

Also, the slopes downstream of the bridge were observed to have sparse coverage 

with riprap armoring.  Repair of these two conditions should be included in the 2013 

maintenance cycle. 

(c) Flood Walls 

The flood wall generally appears to be in good condition.  Expansion joint openings 

were observed to be approximately 1” in width with joint material intact and free of any 

sign of transmission of wall backfills. 

(d) Channel 

According to Federal Regulations, the capacity of a channel is not to be reduced by the 

formation of shoals.  Shoaling is the deposition of sediments in a river bottom that 

leads to the creation of a shallow area.  This occurs where a drop in flow velocity 

occurs and allows sediment to drop out of the water column.  By leaving deposits in the 

river, shoals block flow and result in the reduction of flow capacity.  Shoaling continues 

to be a prevailing condition upstream of the railroad bridge and downstream of the 

training dike.  According to the City, the requirement to remove shoaling has not been 

enforced in the past 20 years.  However, records of past inspections and maintenance 

actions illustrate that this has been a chronic issue that has, in the past, required 

removal of the shoaling in order to comply with the assurance requirements.  LCA has 

included in its financial model a budgetary estimate for removal of shoaling. 
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(e) Effluent Outfalls 

Due to prevailing weather conditions, high river flows, and difficulty of access, no 

observation of the effluent outfall flap gate and headwalls was made.  No previous 

deficiencies were noted based on the review of past inspection reports.  However, as 

of October 2012, a video inspection of the pipes through the levee is past due as 

required by the acceptance of the 2010 Periodic Inspection findings.  This initial 

inspection should be completed as soon as possible and followed thereafter every 5 

years.  If the inspection results identify Major Capital Improvement needs, such Major 

Capital Improvements would be eligible for a Capital Cost Recovery Charge pursuant 

to the Concession Agreement and LCA would need to adjust its capital plan in order to 

accommodate the needed improvements.  

(f) Flood Protection Conclusions 

All items noted as deficiencies in this Condition Assessment as well as the 2012 

Periodic Inspection performed for the U.S. Army Corps of Engineers, Philadelphia 

District should be corrected in order to comply with the requirements of the Concession 

Agreement. 

The local Federal Flood Protection Project works have been maintained at a Minimally 

Acceptable levels through the life of the project and continued maintenance is needed.  

The primary impediments to maintenance of the system are accessibility and 

acquisition of appropriate equipment.  These issues should be dealt with and a 

systematic approach to bringing the system from a Minimally Acceptable rating to an 

Acceptable rating should be implemented.  LCA’s financial model includes estimated 

budgets to address deficiencies noted in the U.S. Army Corps of Engineers’ reports. 

Section 5.07 Environmental Conditions 

ARCADIS conducted Phase I Environmental Assessments of the following sites to be 

leased by LCA: the KIWWTP, Water Filtration Plant, the Lehigh River Intake, 3 

reservoirs, Schantz Spring, 4 water tanks, and 4 water booster pump stations.  The 

findings are presented in three separate reports: a report for the KIWWTP, a report for 

the Water Filtration Plant, and a report for the other sites.  The reports document 

known historical usage and recognized environmental conditions (RECs), as defined in 

ASTM E1527 - 05 Standard Practice for Environmental Site Assessments. 
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Based on the Phase I assessment, no RECs were identified that would prevent the 

continued operation of the Concessioned System.  However, it is recommended that 

potentially-contaminated soil should be characterized on those parcels identified as 

having RECs or historic RECs prior to any construction or other activity that breaks 

ground.   This is particularly the case for the KIWWTP property, for which urban fill 

from various City-owned properties was used to fill portions of the property.  Based on 

the nature of industrial activities that historically existed in the City, this fill material may 

be impacted to various extents with potentially regulated contaminants.  The City is 

responsible for (i) any Hazardous Substance existing at the time of Closing that has a 

material adverse effect and (ii) Environmental Law violations related to pre-Closing 

ownership or operation of the Concessioned System or pre-Closing releases of 

Hazardous Substances at, on, under or from the Concession System. 

Section 5.08 Condition Assessment Conclusions 

Based on the visual observations during the field visits and available data as provided 

by the City, the majority of the Concessioned System consists of aging components 

that have been adequately maintained to serve their intended function.  All major 

equipment was in service and functional.  As noted in the individual sections of this 

Report, some components of the system require maintenance or replacement in the 

short term in order to preserve their integrity and proper function. 

The Water Distribution System provides sufficient capacity to deliver potable water, but 

has a high degree of unaccounted for water, which is an indication that there may be 

an excessive amount of leakage in the Water Distribution System.  In addition to 

creating an operational cost with no offsetting revenue, leakage can contribute to 

roadway damage and ultimately pipe failure.  Controlling unaccounted for water is an 

important aspect of managing the Water Distribution System.  In recent years, the 

City’s percentage of unaccounted for water has varied significantly and future 

performance in this area cannot be determined with certainty.  However, LCA’s 

budgeted 24% unaccounted for water is a reasonable long-term goal because (a) the 

water meter replacement project being implemented by the City should improve water 

accountability (i.e. old water meters tend to under-register consumption and the City is 

identifying and addressing problems with customer records), (b) the Concession 

Agreement requires leak detection, system repairs and performing an annual water 

audit as measures to control unaccounted for water, and (c) the amount of bulk water 

sold to the Existing LCA System is scheduled to increase from 2 mgd to 7 mgd 

between 2012 and 2017, which is expected to increase the total water production 

without a significant increase in leakage. 
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LCA is budgeting for the replacement or rehabilitation of 0.75% of the water mains 

annually beginning in 2018, which would result in complete replacement of the pipes in 

133 years.  This is an increase over the City’s recent rate of pipe replacement, but is 

still on the low end of industry standards for the rate of pipe renewal.  Furthermore, 

more than 200 miles of water mains will reach the end of their average life expectancy 

over the life of the Bonds.87  As LCA monitors the frequency of leaks and water main 

breaks over the Term, LCA may need to accelerate its planned rate of water main 

replacement. 

Based on a review of available documents over the 2009 to 2012 time period, with the 

exception of bypass events due to high flows during wet weather, the KIWWTP 

consistently treated wastewater in compliance with its NPDES permit limits.   

LCA has budgeted in their financial model replacement of 0.75% of the sewer system 

annually beginning in 2018, which would result in complete system replacement in 133 

years.  This is an increase over the City’s recent rate of pipe replacement, but is still on 

the low end of industry standards for rate of pipe renewal.  As LCA performs the 

required 55,000 LF of annual sewer main inspection and monitors the performance of 

the collection system over time, LCA may need to accelerate its planned rate of sewer 

main renewal. 

Based on LCA’s population projection that anticipates no population growth in the City, 

if LCA operates the collection system in accordance with good industry practices and 

the requirements of the Concession Agreement, the City’s collection system is 

expected to have sufficient dry-weather capacity over the life of the Bonds.  If 

significant flow increases occur from growth in the service areas of the Municipal 

Customers which requires expansion of the sewage conveyance system, LCA has 

indicated that the costs of expanding the collection system to handle these increased 

future flows will be primarily borne and financed by the Municipal Customers and not 

primarily by the Concessioned System. 

Portions of the City’s collection system are currently deficient in terms of capacity 

during certain severe wet-weather events.  The improvements needed to properly 

manage wet weather flows in the collection system and at the KIWWTP are planned to 

                                                      

87 Dawn of the Replacement Era, Reinvesting in Drinking Water Infrastructure, May 2001, American Water 

Works Association 
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be addressed as part of the Administrative Order Projects as further discussed in 

Section 7.03.  Successful implementation of the Administrative Order Projects should 

reduce occurrence of wet-weather SSOs. Furthermore, LCA’s planned rate of sewer 

main replacement is an increase over the City’s recent rate of pipe replacement, but is 

still on the low end of industry standards for rate of pipe renewal. As required by the 

Concession Agreement, LCA will develop and implement a comprehensive facilities 

inspection, system performance evaluation and development/update of a long-term 

improvement plan at 5-year intervals for the KIWWTP and the collection system, which 

will facilitate the identification of additional improvements that could be made to further 

reduce SSOs.   

The local Federal Flood Protection Project works have been maintained at minimally 

acceptable levels and require an increased level of maintenance to assure long term 

integrity. LCA’s financial model includes estimated budgets to address deficiencies 

noted in reports prepared by or on behalf of the U.S. Army Corps of Engineers. 

No RECs were identified that would prevent the continued operation of the 

Concessioned System.  However, it is recommended that potentially-contaminated soil 

should be characterized on those parcels identified as having RECs or historic RECs 

prior to any construction or other activity that breaks ground.     
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Article VI. Operation and Maintenance Review 

Section 6.01 City Historical Operations 

The Concession Agreement stipulates certain mandatory preventive maintenance 
activities to be performed on an annual basis.  Table VI-A shows the City’s 
performance against these Concession Agreement requirements since 2009. 

Table VI-A: Water and Wastewater Maintenance 2009 - 2012 

 Preventive Maintenance 
Task 

Concession 
Agreement 

Requirement 2009 2010 2011 2012 

Water Main Replacement 2 mi/yr 0.80 1.45 1.73 0.91 

Hydrants Surveyed 900 ea/yr 646 164 155 0 

Leak Detection 110 mi/yr 160 31 66 39 

Valves Exercised 1,584 ea/yr 942 195 319 46 

Flush Distribution System 100%/yr 0% 0% 0% 0% 

Sewer Clean/CCTV 55,000 LF/yr 55,207 30,512 13,526 19,429 
 

As shown above, the City’s recent performance relative to the requirements of the 

Concession Agreement indicates potential staffing limitations within the City’s existing 

workforce.  However, LCA has indicated that the City’s under performance of these 

activities is due to the substantial amount of time that certain City staff members spent 

on activities unrelated to the operation of the Concession System.  See Section 6.02 

for a discussion on LCA’s staffing approach to address the full requirements of the 

Concession Agreement. 

Additional discussion of the City’s operation and maintenance practices for the water 

system, wastewater system and Federal Flood Control Project are provided below. 

(a) Water 

The Water Filtration Plant has historically met the operating limits defined in the 

Concession Agreement.88  The Water Filtration Plant has met all MCLs from 2008-

2012 for Haloacetic Acids and Trihalomethanes; no turbidity data was available for 

                                                      

88 http://www.drinkingwater.state.pa.us/dwrsbroker/broker.exe 
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2011-2012. As discussed in Section 5.02, no drinking water violations have been 

received since 2008. 

Historically, the City implemented a valve exercise program that includes the routine 

exercising of valves with a diameter of less than 16 inches at a minimum of every five 

years.  Due to a shortage of staffing, the City has essentially stopped its valve 

exercising program.  Valves 16-inch and larger have not been routinely exercised.  The 

City is responsible for the cost to repair valves less than 16” that are identified by the 

City as inoperable at the Time of Closing. No data is available on the number of 

inoperable valves. 

The Concession Agreement stipulates actions necessary to implement a compliant 

cross connection control and backflow prevention program. The City currently requires 

that new buildings have an appropriate backflow device but does not have a program 

for retrofitting devices in existing buildings or document the verification and testing of 

existing devices. PADEP has cited the City for the deficiencies of its program.89 

The Concession Agreement contains provisions for maintaining the City’s 1,800 fire 

hydrants. The City had been testing fire hydrants over a two year cycle up until 2009. 

Due to staffing limitations, the testing has stopped. No data is available on the 

maintenance and repairs performed on the hydrants. 

The City does not currently have a program for testing meters in accordance with 

AWWA Manual M6 as required by the Concession Agreement. The City has been 

disposing of replaced meters rather than repairing them. The increasing complexity 

and electronics incorporated into meters has led to a decline in meter repair programs 

industry wide. The City is also encountering more frequent tampering with meters 

facilitated by the relative ease with which the radio transmitter can be disabled. 

The Concession Agreement outlines the requirements for the disinfection of new and 

repaired pipes. According to the City, all new or repaired pipes are disinfected in 

accordance with AWWA Standard C651 prior to being placed in service. The disposal 

of heavily chlorinated water is not always in strict accordance with all applicable 

regulations. 

                                                      

89 Pennsylvania Department of Environmental Protection, Water Supply Inspection Report, July 2012 
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(b) Wastewater 

The KIWWTP is operated year round with at least two persons on every shift.  The 
KIWWTP has met the operating limits defined in the Concession Agreement over the 
2009 to 2012 period.  The KIWWTP experiences bypass events at Outfall 003 during 
certain severe wet-weather events.  The collection system experiences SSOs during 
severe wet weather events.  As discussed in Section 7.03, the Administrative Order 
Projects are expected to reduce the impact of severe wet weather on the collection 
system and reduce occurrence of SSOs and bypasses at the KIWWTP. 

The Concession Agreement requires flushing and televising 55,000 LF of sewer main 
annually.  The City has been flushing and televising significantly less than 55,000 LF 
annually and has not flushed and televised 55,000 LF annually since 2009. 

(c) Federal Flood Control Project 

The Federal Flood Control Project has been maintained at a minimally acceptable level 
and requires an increased level of maintenance to assure its long term integrity.  See 
section 5.06 for discussion regarding identified maintenance needs.  The portion of the 
Kline Island levee that is not part of the Federal Flood Control Project has not been 
evaluated. 

Section 6.02 Operating/Staffing Plan 

According to LCA, although the City has more than 180 positions in its Water and 

Sewer Department budgets, the City currently utilizes only 102 employees to staff the 

operation of the Concessioned System, consisting of 76 union employees and 26 non-

union employees. This does not include 26.5 engineering and GIS full-time equivalent 

(FTE) staff positions in the City’s Water and Sewer Departments because LCA has 

indicated that this staff provides little support to the water and sewer operations. LCA 

intends to utilize its existing staff to support the engineering and GIS functions. LCA 

does not intend to offer employment to those City staff budgeted in the Water 

Department that do not directly support the operation of the Concessioned System.   

The Concession Agreement requires LCA to recognize the SEIU as the representative 

for City Union Employees, adopt the Collective Bargaining Agreement, and make 

offers of employment to all union employees in good standing at the Time of Closing.  

Employment offers to union employees must contain equivalent wages as under the 

current Collective Bargaining Agreement, equivalent health and welfare benefits as 

under the current Collective Bargaining Agreement, and pension benefits equivalent to 

those offered by LCA to the rest of its workforce.  LCA has offered employment to all 
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such existing employees and a total of 85 City employees (61 union and 24 non-union) 

have accepted offers of employment with LCA.  LCA is conducting staffing evaluations 

to determine which vacant positions (i.e. created as a result of City staff that elected to 

not transfer to LCA) will be filled and the required timing for filling the positions.  LCA 

currently anticipates adding approximately 23 employees to complement the 

transferred employees.  Nine of the planned new hires will perform operation and 

maintenance of the water distribution system and wastewater collection system.  LCA 

has advertised the positions for which it may need to hire additional resources and has 

received 476 applications in response to these advertisements. With the transfer of 

existing City employees to LCA, supplemented by existing LCA staff and additional 

hires, LCA fully anticipates continuous service and a smooth transition to customers.  

To the extent LCA does not fill the vacant LCA positions prior to Closing, LCA may 

need to rely on the services of outside contractors to supplement its staff.  

LCA currently employs 39 staff for the sewer and water operations, capital works 

activity, administration and management of the Existing LCA System.  LCA also 

oversees a contract operator (OMI) for operation of the Existing LCA System’s 

wastewater pretreatment plant.   

The LCA financial model indicates 107 FTE staff will operate the Concessioned 

System (38.5 water, 59 sewer and 9.5 corporate).  LCA’s corporate staff will perform 

certain financial management functions not currently performed by staff housed in the 

City’s Water and Sewer Departments (i.e. the City’s Finance Department has handled 

these functions for the City). This work will be accomplished by a combination of 

existing LCA staff and new hires.  During the initial nine months of the Concession, 

LCA may utilize contract employees to fill vacant positions.  

As of March 2013, there are 28 vacancies among the budgeted positions in the City’s 

Water and Sewer Department that directly support the operation of the Concessioned 

System. The vacancies include KIWWTP, Water Filtration Plant, and water distribution 

and sewer maintenance employees.  Although the City has not performed preventive 

maintenance tasks (e.g. valve exercising, hydrant testing, etc.) at levels consistent with 

the requirements of the Concession Agreement, LCA does not intend to fill the vacant 

budgeted positions in the City’s Water and Sewer Department because LCA has 

determined that the City staff members who are planned to transfer to LCA spent a 

substantial amount of time in 2012 (and prior years) on activities unrelated to the 

operation of the Concession System (e.g. work at City pools, storm water and stream 

surveillance, curb repairs and plowing snow).  With the removal of these other activities 

from their job requirements as LCA employees, the transferred staff is expected to be 
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able to devote more time to preventive maintenance on the Concessioned System and, 

together with LCA’s budget for outsourced services and new hires, allow LCA to meet 

the operation and maintenance requirements (including preventive maintenance) of the 

Concession Agreement.   

LCA and the City have developed a listing of critical transition areas (CTA) that require 

action on the part of the City, LCA or both parties prior to Closing and have assigned 

an LCA employee and a City employee with relevant experience and expertise to each 

CTA.  Those individuals are responsible to develop a detailed plan to identify and 

address transitional needs and a timeline to accomplish necessary tasks. 

LCA’s intent to hire existing City staff is a good approach to assuming operation of the 

Concessioned System, while minimizing the likelihood of disruption of services.  LCA 

has prepared reasonable contingency plans to fill remaining positions and address 

necessary operational needs via utilization of current LCA personnel or hiring of 

temporary personnel and/or services from water/wastewater service contractors. 

Section 6.03 Operations and Maintenance Conclusions 

Based on a review of available documents over the 2009 to 2012 time period, the 

City’s operation of the Concessioned System has been in compliance with permit limits 

and drinking water standards.  The Concessioned System assets appear to have been 

maintained sufficiently to allow their proper function and major equipment is 

operational.  Although the City has not performed certain preventive maintenance 

tasks (e.g. valve exercising, hydrant testing, etc.) at levels consistent with the 

requirements of the Concession Agreement over the past four years, LCA does not 

intend to fill the vacant budgeted positions in the City’s Water and Sewer Department 

because LCA has determined that certain City staff members who are planned to 

transfer to LCA spent a substantial amount of time in 2012 (and prior years) on 

activities unrelated to the operation of the Concession System (e.g. work at City pools, 

storm water and stream surveillance, curb repairs and plowing snow).  With the 

removal of these other activities from their job requirements as LCA employees, the 

transferred staff is expected to be able to devote more time to preventive maintenance 

on the Concessioned System and, together with LCA’s budget for outsourced services 

and new hires, allow LCA to meet the operation and maintenance requirements 

(including preventive maintenance) of the Concession Agreement.  LCA currently 

anticipates adding approximately 23 employees to complement the 85 transferred City 

employees.  To the extent LCA does not fill these vacant LCA positions prior to 
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Closing, LCA may need to rely on the services of outside contractors to supplement its 

staff. 

Compared to AWWA benchmarking data from water and wastewater utilities 

throughout the U.S. and Canada, LCA’s proposed staffing levels are in line with the 

benchmarks for wastewater systems and somewhat aggressive with respect to the 

operation of the Water Distribution System, indicating LCA may need to re-allocate 

staff between the Water Distribution System and the Wastewater System or add more 

staff to operate and properly maintain the Water Distribution System.
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Article VII. Capital Improvements Program and Future Regulations 

Section 7.01 2013 to 2017 Capital Improvements Program 

The City’s CIP includes 18 projects related to the Concessioned System that total more 

than $54M.  Nearly $25M of these projects are either associated with the 

Administrative Order Projects or identified in the Concession Agreement as 

Uncompleted Work, both which require City funding and financing.  In addition, there 

are $15.3M of projects identified as Required Capital Improvements which are eligible 

for capital cost recovery per the terms of the Concession Agreement.  The remaining 

$14.5M of projects are a combination of Major Capital Improvements and minor capital 

improvements.  The minor capital improvements will not be eligible for capital cost 

recovery and must be funded by LCA without a separate capital cost recovery charge.  

Table VII-A provides a summary of the City’s CIP and indicates how the projects are 

addressed in the Concession Agreement and LCA’s financial model. The City 

established budgets for capital projects through discussions with vendors and suppliers 

or through a cost estimate prepared by a consultant, including all costs for design and 

construction, but excluding the cost of City staff time.  Where LCA has included in its 

financial model short-term capital projects from the City’s CIP, LCA has adjusted the 

budgets to account for inflation, align with the Concession Agreement requirements 

and to account for updated budget information. Actual project budgets will need to be 

refined as the scope of the projects are refined.   

 

Table VII-A: 2013 - 2017 Capital Improvement Plan 

City CIP Values in Thousands of Dollars Type of Project LCA Model 

# Project Name Description 2013 2014 2015 2016 2017 Total 
"Uncompleted 
Work” 

AO 
Project 

Req'd 
Cap Imp 
(Sch 7) 

Major 
Capital 

Minor 
Capital 

1206 

WWTP 
SCADA 
System 
Expansion 

Plant-wide 
SCADA System 
(future 
expansion to 
include Water 
Filtration Plant 
to be controlled 
by the One 
System) 

  $50       $50      

  

1242 
WWTP 
Security 

Security 
Upgrades to 
Plant 

    $25 $25   $50      
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City CIP Values in Thousands of Dollars Type of Project LCA Model 

# Project Name Description 2013 2014 2015 2016 2017 Total 
"Uncompleted 
Work” 

AO 
Project 

Req'd 
Cap Imp 
(Sch 7) 

Major 
Capital 

Minor 
Capital 

1210 
Sewage Relief 
Interceptor 

Installation of 
Grit Chamber 
#3, fine mesh 
screening and 
flow distribution 
chamber, 
extension of 
LCA force main 
from Park PS to 
KIWWTP 

  $400 $3,500 $3,000   $6,900      

  

1267 
WWTP EQ 
Tank 

Construction of 
EQ Tank per 
EPA order 

  $750 $5,000 $5,000 $5,000 $15,750      

  

1727 
SSES 
Rehabilitation 

Assessing I/I by 
CCTV, Test and 
Seal joints, Pipe 
Rehabilitation 

  $500 $500 $500 $500 $2,000      

  

1211 
Centrifugally 
Spun CI Water 
Main Pipe 

Pipeline 
replacement 
(high risk areas) 

  $1,300 $1,300 $1,300 $1,300 $5,200      


1280 
Schantz Spring 
Main 
Improvement 

Replacement of 
2,000 LF of 30" 
line 

        $1,200 $1,200      


1725 
Water 
Distribution 
Replacement 

Preventative 
replacement of 
lines based on 
age, history of 
conditions, 
street paving, 
geology 

  $1,200 $1,200 $1,200 $1,200 $4,800      



1269 
WWTP 
Digester Cover 
Replacements 

Replacement of 
2 Digester 
Cover Systems 

  $500 $750     $1,250      



1276 
WWTP Motor 
Control Center 

Upgrade 
electrical 
systems to 
replace 5 old 
Motor Control 
Centers 

  $200 $800     $1,000      



1277 
WWTP Belt 
Filter Press 
Replacement 

Replacement of 
3 belt filter 
presses at 
WWTP 

  $600 $600 $600   $1,800      



1243 
Water System 
Security 
Upgrades 

Correction of 
security 
deficiencies 
recommended 
by vulnerability 
assessment 

  $25 $25     $50       
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City CIP Values in Thousands of Dollars Type of Project LCA Model 

# Project Name Description 2013 2014 2015 2016 2017 Total 
"Uncompleted 
Work” 

AO 
Project 

Req'd 
Cap Imp 
(Sch 7) 

Major 
Capital 

Minor 
Capital 

1254 
Mechanical 
Renov. - Water 
Plant 

PM and 
equipment 
replacement 
account for 
entire Water 
Plant and 
Distribution 
System 

$300 $200 $200 $200 $200 $1,100         

1275 
Water Filtration 
Plant 
Improvements 

Improvements 
to plant not 
made in 1990's 
(treatment, 
sedimentation, 
filtration) 

$5 $500 $2,000 $2,000 $2,000 $6,505        

 

1278 
Transmission 
Main Upgrade 

13th St. 30" 
Main 
Replacement 
(4,500 LF) 

        $2,700 $2,700        

 

1805 
Emergency 
Water Repairs 

Reactive 
Maintenance 
Project (Plant 
and Distribution 
System) 

$100 $200 $200 $200 $200 $900     



 

1806 
Emergency 
Sewer Repairs 

Reactive 
Maintenance 
Project (Plant 
and Collection 
System) 

$200 $200 $200 $200 $200 $1,000       

 

 

1743 
WWTP 
Mechanical 
Renovations 

PM/RM 
program for 
planned/ 
unplanned 
equipment 
replacement 

$290 $500 $500 $500 $500 $2,290         

Total $895 $7,125 $16,800 $14,725 $15,000 $54,545 $100 $24,650 $15,250

Total (Less Unc. Work & AO Project) $895 $5,425 $7,775 $6,200 $9,500 $29,795         
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There are ten projects listed in the Concession Agreement as Uncompleted Work and 

the City is required to fund and complete these projects in a timely manner.  The 

timeline for completion of these projects is not defined.  Because the City is required to 

complete these projects, there is no funding for these projects in the LCA financial 

model.  It is assumed that the City will implement these projects in a timely manner and 

LCA will incur no costs associated with the completion of these projects or as a result 

of the City’s failure to complete these projects in a timely manner.  Table VII-B depicts 

the Uncompleted Work and assigned contractors, the information for which was 

provided by the City. 
 
Table VII-B: Uncompleted Work 

Project Contractor 
In City’s 

CIP? 

AO Corrective Action Plan 
Whitman Requardt 

& Associates 

Coarse Bar Rack Design BCM Engineers 

Coarse Bar Rack Construction TBD 

WWTP SCADA System Expansion TBD 

WWTP Security TBD 
Design of new roof for Chemical Storage at 
WFP   
Construction of new roof for Chemical 
Storage at WFP TBD 

Chlorine Booster Station at Schantz Spring TBD 

Water Tank Remediation TBD 

AMR Water Meters Itron 

 

The results of the Condition Assessment indicate there are numerous capital 

improvement needs of the Concessioned System not explicitly included in City’s CIP. 

In general, these projects would not qualify as Major Capital Improvements.  Over the 

2014 to 2017 time period, LCA has included in its financial model approximately 75% 

of the estimated budget for the water system short-term capital needs identified during 

the Condition Assessment.  The remaining budget for these needs is assumed to come 

from the budget for the CIP projects that is for undefined capital needs associated with 

the water system, which also is included in LCA’s financial model.  LCA has also 

included in its financial model preliminary budget estimates for short-term 

improvements to the Federal Flood Control Project identified during the Condition 

Assessment. 
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Section 7.02 Long-term Capital Improvements Plan 

LCA’s financial model budgets capital expenditures for the full term of the Concession 

Agreement.  After 2017, the financial model includes an ongoing budget for minor 

capital improvements not eligible for capital cost recovery and the following Major 

Capital Improvements: water main and sewer main replacement at a rate of 0.75% per 

year, a one-time upgrade to the KIWWTP, periodic filter media replacement at the 

Water Filtration Plant, periodic replacement of limited portions of the Schantz Spring 

transmission main, and replacement of one water storage tank.  LCA has budgeted 

pipeline renewal at $250/LF for water mains and $200/LF for sewers, which should be 

sufficient assuming lining or other trenchless rehabilitation is permitted by the City to be 

utilized as part of the Major Capital Improvement for sewer rehabilitation. 

Over the Term of the Concession Agreement, it is likely that the Concessioned System 

will require Major Capital Improvements in addition to those included in LCA’s financial 

model to renew, expand or upgrade the facilities. In the event of the need of additional 

Major Capital Improvements, LCA intends to fund the Major Capital Improvements with 

operating cash balances to the extent available.  Should the need for funding Major 

Capital Improvements exceed the available operating cash balance, it is assumed that 

LCA will (a) make adjustments to its planned schedule for implementation of Major 

Capital Improvements, (b) issue additional senior debt as increases in revenues (from 

additional Capital Cost Recovery Charges) may allow, or (c) issue subordinated debt to 

fund such Major Capital Improvements, the order of which will depend on the 

circumstances of the Major Capital Improvements.  Major Capital Improvements are 

eligible for capital cost recovery per the terms of the Concession Agreement. Assuming 

LCA implements the maximum allowable rate increases under the Concession 

Agreement and that all excess cash generated is retained for potential use to fund 

additional capital improvements for the Concessioned System, LCA’s financial model 

projects available operating cash to finance potential additional Major Capital 

Improvements.  The amount of available operating cash varies over time and reaches 

a minimum of $1.4 million in year 2023.  See Table VIII-CC for available operating cash 

balance projections over the life of the Bonds.   

The Concession Agreement states that the KIWWTP NPDES permit is expired, and 

when the new permit is issued, it will contain nutrient removal requirements not in the 

current permit.  The nutrient concentration or mass load limitations that may be 

imposed are not known, nor has a date been established when a new permit will be 

issued, or when the limitations would be in effect.  Therefore, the cost, if any, 

associated with any new permit limits (i.e. capital improvements and/or changes in 

operating costs) cannot be assessed at this time.  LCA has not assigned any funding 

requirements to address possible changes in permit limits, as the Concession 
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Agreement provides for a change in the schedule of Service Charges to account for 

any such Change of Law. 

Although an expansion of the KIWWTP may be required to satisfy increased future 

flows due to projected growth primarily from the service areas of the Municipal 

Customers, LCA has indicated that the costs of any future expansion of the KIWWTP 

to handle these increased future flows will be borne and financed primarily by the 

Municipal Customers and not primarily by the Concessioned System.  

Section 7.03 Environmental Protection Agency Administrative Orders 

Section 4.02 provides an overview of the EPA Administrative Orders.  The impact of 

the Administrative Orders on Capital Improvements is discussed below.  

The City and WLSP have initiated modeling and planning activities associated with the 

development of solutions to meet the requirements of the Administrative Orders.  In 

order to achieve compliance with the Administrative Orders, the City, WLSP (of which 

the Existing LCA System is a member) and the other communities that contribute flow 

to the KIWWTP will need to work together to develop complementary solutions. 

Through the development of its System Assessment and Phase I Corrective Action 

Plan Report, the City has identified several potential alternatives to meet the 

requirements of the Administrative Orders, which include various combinations of the 

following types of projects: 

 Parallel sewers 

 Force Main extensions 

 Flow equalization basins 

 Sealing manholes 

 RDII removal through sewer rehabilitation in the City’s sewer system 

 RDII removal through sewer rehabilitation in the Municipal Customer systems 

The City’s preferred alternatives require removal of 40% of the RDII in the City and 

from the contributing Municipal Customers.  The WLSP and the other Municipal 

Customers have not yet developed preferred alternatives for compliance with the 

Administrative Orders.  Negotiations between the City, WLSP and the other Municipal 

Customers will be required in order to establish final RDII removal goals as part of the 

comprehensive solutions to comply with the Administrative Orders.  It is yet unknown if 

the WLSP and other Municipal Customers will identify a preferred solution that includes 
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40% RDII removal. The estimated costs of the above alternatives range from $27 to 

$53M90 (excluding cost for Municipal Customer projects).  These projects have not 

been designed or constructed.  

In addition to the recommended improvements identified in the above alternatives, the 

2011 EPA-Directed Feasibility Study to Analyze Alternatives for Wet Weather Flow 

Management at the Kline’s Island WWTP report, prepared by CDM, identified 

recommended improvements at the KIWWTP in order to increase its reliability to 

handle peak wet-weather flows.  The recommended work includes: 

 Replacement of the existing screen equipment with new coarse bar screens to 

minimize potential for jamming or mechanical malfunctions experienced by the 

existing screening equipment, resulting in discharges from Outfall 003 during 

high flow events. (This is “Uncompleted Work” for which the City is 

responsible) 

 Construction of a new fine screening facility downstream of the Main/Auxiliary 

Pump Station. 

 Construction of a third aerated grit chamber and ancillary facilities. 

 Addition of a sixth plant effluent pump. 

Because the Concession Agreement requires the City to pay all the costs of the 

Administrative Order project(s), LCA’s financial model does not include any capital 

financing for these projects. 

The ultimate scope and cost for the City’s Administrative Order Projects will likely not 

be defined until 2014 or beyond and will need to be negotiated with all Municipal 

Customers as part of a comprehensive solution to comply with the Administrative 

Orders. 

Section 7.04 Future Regulations 

Changes in regulations may impact the operation of the Concessioned System by 

requiring capital modifications or a change in operating procedures.  If capital 

improvements or increased operating costs are required to comply with future new 

regulations, this will be considered a Change of Law under the Concession Agreement 

and LCA will be entitled to an increase in the schedule of Service Charges. A 

                                                      

90 System Assessment and Phase 1 Corrective Action Plan, Whitman, Requardt & Associates, LLP 
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discussion of the potential impact of some anticipated future regulations is provided 

below. 

Hexavalent chromium (chromium VI) 91 

EPA has an enforceable drinking water standard of 100 µg/L for total chromium, which 

is sum of chromium III and chromium VI. EPA has indicated that a revised draft 

assessment of chromium VI (Cr-6) toxicology is expected in 2013.  During the next 

three years, all systems serving a population of 10,000 or more consumers will be 

required to sample finished water both at points-of-entry and at maximum residence 

time sampling locations. Given the publicity surrounding Cr-6, it is likely that the EPA 

will develop a revised federal standard for total chromium or develop a Cr-6 standard. 

The Pennsylvania Drinking Water Information System (PADWIS) provides raw water 

quality data for public viewing. All water quality results discussed in this section have 

been gathered from PADWIS. Table VII-C lists the City’s total chromium water quality 

data provided by PADWIS. 

Table VII-C: Water Sample Chromium Concentration 

Sample 
Collection Date 

Total Chromium 
concentration92 (µg/L) 

1/16/2003 0 

1/16/2003 0 

10/11/2011 3.4 

10/11/2011 3.5 

7/12/2012 3.7 

7/12/2012 0 

 

The existing technologies at the Water Filtration Plant would not remove Cr-6, if 

necessary. As the potential MCL for Cr-6 is not yet known, the potential impact on the 

Concessioned System is not yet known.   

                                                      

91 http://www.drinkingwater.state.pa.us/dwrs/HTM/Welcome.html 
92 http://www.drinkingwater.state.pa.us/dwrs/HTM/Welcome.html 



 
 
 
 
 
 
 

ind engineer eval july 31 2013.docx 101 

Independent Engineer’s Report for the 

Allentown Water and Sewer Utility 

System Concession 

Preliminary Third Regulatory Determination (RD3)93 

The SDWA requires EPA to make regulatory determinations (either positive or 

negative) on at least five contaminants every five years. The next regulatory 

determination is anticipated later in 2013. EPA is expected to make positive regulatory 

determinations for nitrosamines, strontium, and chlorate and final regulations would be 

developed by 2015. N-Nitrosodimethylamine, a nitrosamine, is a known byproduct of 

chloramination, a practice which the City does not perform and therefore there is a low 

risk for this to be an issue of concern in the future. 

According to PADWIS, water quality data indicates nitrosamines, strontium, and 

chlorate were not tested for since 1995, so a definitive understanding of how RD3 

could affect the City’s water treatment requirements is not possible at this time. 

Proposed Long-Term Lead and Copper Rule 93 

Based on a review of available documents over the 2009 to 2012 time period, the City 

has consistently been in compliance with the LCR. The next round of sampling is 

scheduled for 2013. The City also applies a corrosion inhibitor to the water prior to 

entering the distribution system although it is not required to do so.94 

The EPA proposed revisions to the Long-Term Lead and Copper Rule (LT-LCR) in 

2013 to be finalized by 2015. Those revisions address: 

 Lead service line replacement, partial or otherwise; 
 How to determine when corrosion control is optimized, i.e., the acceptable 

ranges for water quality parameters; 
 Sample site selection criteria; and 
 Sampling issues such as the potential removal of aerators and the acceptable 

stagnation period.    

Revisions to the sample site selection criteria may affect the Concessioned System if 

any of the service lines are lead as the change will likely be a new focus on more 

homes with lead service lines. A potential change in the sampling protocol could affect 

the Concessioned System as the current protocol takes the “first flush” from the lead 

service line and the revision would take water that has been “overnighted” in the 

                                                      

93 Regulatory Update by J. Alan Roberson, P.E., AWWA Director of Federal Relations 
94 Lead and Copper Rule Long Term Regulatory Revisions December 2011, presentation by the City 
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service line. This change could result in more violations of the lead action level in the 

future. 

EPA would like to add an element of stakeholder outreach to the LT-LCR which could 

lead to more effort by the City to engage stakeholders. 

As of January 4, 2014, the LT-LCR revisions will redefine “lead-free” from <8.0% to 

<0.25% lead for any new installation of pipes, fixtures and appurtenances. LCA will 

need to assess the City’s existing plumbing inventory to determine if this new definition 

is met. If it is not, cost will be incurred to purchase new pipes and fitting that meet the 

definition. 

Proposed carcinogenic Volatile Organic Compounds (cVOC) Rule95 96 

The EPA is planning to propose the carcinogenic Volatile Organic Compounds (cVOC) 

Rule in 2014 to be finalized by 2015. The list of up to sixteen cVOCs (currently not 

published) will likely include to trichloroethylene (TCE) and tetrachloroethylene (PCE); 

may include up to six additional regulated VOCs; and up to eight unregulated VOCs 

from the EPA's Contaminant Candidate List 3. The list will build on the recently 

completed risk assessments to TCE and PCE for this determination. It is likely that 

1,2,3-trichloropropane (TCP) will be a driver for this regulation since it is extremely 

carcinogenic. The future MCLs of TCE and PCE are anticipated to each be reduced to 

1 µg/L or less and a total group MCL ranging from 2 to 5 µg/L by this upcoming 

regulation and the maximum contaminant level goal (MCLG) to remain “zero”. 

The PADWIS data since 2008 shows TCE and TCP have not been detected in the 

City’s raw water and PCE has been detected but below the current MCL. PCE levels 

do exceed the future anticipated MCLs.  The existing Water Filtration Plant is not 

equipped to remove cVOCs. As indicated in Table VII-D, PCE concentrations have 

been below the current MCL, but exceed currently anticipated future MCLs.  Proven 

effective removal technologies for some CVOC include packed tower aeration and 

granular activated carbon (GAC). The City used powdered activated carbon, which is 

not effective in cVOC removal. Should cVOC treatment be required to meet this 

proposed rule, it would require a Major Capital Improvement that is not currently 

included in LCA’s financial model. At this time, a cost estimate for these improvements 

                                                      

95 Regulatory Update by J. Alan Roberson, P.E., AWWA Director of Federal Regulations  
96 Water Quality Goals and Regulatory Requirements (M. Bell) 
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is not feasible due to a lack of historical water quality data and since the regulations are 

still being considered. 

Table VII-D: cVOC Sample Data 2008 - 201297 

Sample 
Date 

PCE 
Concentration 
(mg/L) 

TCE 
Concentration 
(mg/L) 

TCP 
Concentration 
(mg/L) 

MCL 
(mg/L) 

4/12/2012 0.00273 
Non-detect Non-detect 0.005 4/12/2012 0.00082 

4/12/2012 0.00112 

10/11/2011 0.00084 
Non-detect Non-detect 0.005 10/11/2011 0.00165 

10/11/2011 0.00313 

2/8/2010 0.00318 
Non-detect Non-detect 0.005 2/8/2010 0.00000 

2/8/2010 0.00131 

2/27/2009 0.00311 
Non-detect Non-detect 0.005 2/27/2009 0.00048 

2/27/2009 0.00136 

2/8/2008 0.00356 
Non-detect Non-detect 0.005 2/8/2008 0.00057 

2/8/2008 0.00186 

 

Proposed perchlorate rule98 

In 2011, the EPA announced that it is going to move forward with plans to develop a 

national standard for perchlorate in the near future. Perchlorate is both a naturally 

occurring and man-made chemical that is used to produce rocket fuel, fireworks, flares 

and explosives. It can also be present in bleach and in some fertilizers. Perchlorate 

removal is most often achieved using ion exchange. It is likely that the EPA will 

establish a MCLG by 2014. EPA is currently evaluating available science on 

perchlorate health effects and is committed to using sound science in development of a 

perchlorate MCL. 

                                                      

 
98 What’s on the Horizon? A Legislative & Regulatory Update by AWWA – November 2012 



 
 
 
 
 
 
 

ind engineer eval july 31 2013.docx 104 

Independent Engineer’s Report for the 

Allentown Water and Sewer Utility 

System Concession 

According to PADWIS, the City has no data available for perchlorate since 1995.  

Therefore, a cost estimate for the addition of treatment for perchlorate removal cannot 

be determined at this time. 

Third Six-Year Review98 

The EPA is required to conduct a review of drinking water regulations by 2016. In this 

process, the EPA evaluates all of the existing drinking water regulations and 

determines if a revision is necessary based on new information on health effects, 

analytical methods, occurrence and treatment data. The Third Six-Year Review will 

include an evaluation of the following regulations: 

 Stage 1 and Stage 2 DBP Rule 
 Interim Enhanced Surface water Treatment Rule 
 Long-Term 1 and Long-Term 2 Enhanced Surface Water Treatment Rules 

The potential impact of the Third Six-Year Review on the Concessioned System 
cannot be determined at this time. 

Revised TCR (RTCR)99 

The Total Coliform Rule (TCR) has been virtually unchanged since 1989. This rule’s 

main purpose is to protect public health by ensuring the integrity of public drinking 

water distribution systems and monitoring for the presence of microbial contamination. 

The Revised TCR (RTCR), effective April 1, 2016, reinforces the intent and focus of the 

TCR as a process to identify the existence of potential pathways of contamination into 

the distribution system, which would be identified through a new distribution system 

Assessment process.  Under the RTCR, coliform detection in more than 5% of routine 

monthly distribution samples triggers a distribution system Assessment process. The 

existing Total Coliform MCL, currently set at this same frequency of coliform detection, 

as well as the current MCL Goal of zero coliform would be replaced by a Treatment 

Technique. The RTCR defines this Treatment Technique to consist of the Assessment 

process and correction of any sanitary defects identified in the Assessment. The 

Assessment process will also place the water supplier on a path for prompt corrective 

action to eliminate sanitary deficiencies uncovered in the Assessment itself. 

For large year-round-operating public water suppliers, the current coliform monitoring 

requirements remain substantially unchanged. Steps to be performed are as follows: 

                                                      

99 Water Quality Goals and Regulatory Requirements (M. Bell) 
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 Submission of Sample Siting Plan revisions to the State for review. 
 Collection of Repeat monitoring samples, associated with any coliform or E. 

coli detections found at routine Sample Siting Plan locations. 
 Collection of  Repeat samples at the original coliform-positive sample site, and 

at two Repeat locations located within five service connections “upstream and 
downstream” of the coliform-positive Siting Plan location. 

 

The notification requirements under the RTCR are as follows: 

 The coliform detection frequency MCL, 5%, would no longer require Tier 2 
public notification.  

 The MCL for E. coli would remain unchanged and would remain an acute MCL 
violation requiring Tier 1 notification.  

o In addition to the Tier 1 Notification requirements, under the RTCR the 
E. coli MCL violation would also require a higher-Level 2 distribution 
system Assessment, intended to be more comprehensive than the 
RTCR Level 1 Assessment required for coliform.  

 

Revisions to the TCR will likely impact the City’s current sampling protocols and 

coliform/E. coli MCL response procedures and potentially cause modification of internal 

procedures/documentation as required to comply with TCR revisions. The RTCR 

contains a directive that systems must develop a written sample siting plan, subject to 

State review and revision, to be submitted no later than March 31, 2016. A cost 

estimate of these potential additional efforts cannot be made at this time. 

Fluoride100 

In January 2011, the US Department of Health & Human Services (HHS) lowered the 

recommended level of fluoride in drinking water from a range of 0.7 to 1.2 mg/L to 0.7 

mg/L.  Despite the benefits of tooth decay prevention, some research has shown that 

fluoride can lead to mild to moderate mottling of teeth, particularly in formula-fed 

infants.  The purpose of revision in the recommended fluoride level is to balance the 

benefits of preventing tooth decay while limiting any unwanted health effects. In 

response to this change, the EPA announced the intent to consider tightening the 

current 4 mg/L MCL for fluoride. In 2012, the City dosed fluoride at a range of 0.37 to 

0.66 mg/L with an annual average of 0.62 mg/L. If the EPA modifies the fluoride 

regulations, the City would still be in compliance and fluoride dosing, consumption and 

operating costs for the City would remain unchanged. 

                                                      

100 HHS and EPA announce new scientific assessments and actions on fluoride 

(http://www.hhs.gov/news/press/2011pres/01/20110107a.html) 
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Fourth Contaminant Candidate List (CCL4) in 2013101 

The Contaminant Candidate List (CCL) is a list of contaminants maintained by the EPA 

that are currently not subject to any proposed or promulgated national primary drinking 

water regulations, but are known or anticipated to occur in public water systems. 

Contaminants listed on the CCL may require regulation under the SDWA. The EPA 

has developed 3 rounds of the CCL in the past and on May 2012, EPA requested 

nominations for contaminants to be included in the fourth drinking water Contaminant 

Candidate List (CCL 4). Nominations closed on June 22, 2012. Depending on the 

contaminants placed on the CCL4 and the MCLGs established, the City may have to 

re-assess the existing water treatment process to remove any contaminants that are 

regulated in the future under CCL4. No likely candidates for the CCL4 list have been 

made public thus far.  Therefore, the potential impact to the Concessioned System 

cannot be assessed. 

Ground Water Rule102 

The objective of the Ground Water Rule (GWR) issued in 2006 by the EPA is to 

improve drinking water quality and provide additional protection from disease-causing 

microorganisms. Ground water sources may be susceptible to fecal contamination, 

which in many cases can contain disease causing pathogens. The GWR can provide 

increased protection against microbial pathogens by providing 4-log virus inactivation. 

According to the PADWIS103, of the City’s samples submitted to PADWIS between 

2005 and 2012, there were 7 total coliform-positives out of 118 samples taken in the 

distribution system (about 6%) but additional background data is required to make a 

determination of future compliance. Having a history of infrequent total coliform positive 

results, the City has elected to proceed with triggered source water monitoring for 

compliance with the GWR.  The City is planning 4-log virus treatment via chlorine 

addition with the installation of a Chlorine Booster Station on the Schantz Spring 

Transmission Line to maintain the necessary chlorine residual throughout the system. 

This project is to be funded by the City.  The easement acquisition process has 

delayed this project; timeframe for completion is unknown. In order for a full analysis of 

GWR compliance, additional historic water quality data is necessary. 

                                                      

101 http://water.epa.gov/scitech/drinkingwater/dws/ccl/ccl4.cfm 
102 USEPA website - http://water.epa.gov/lawsregs/rulesregs/sdwa/gwr/basicinformation.cfm 
103 http://www.drinkingwater.state.pa.us/dwrs/HTM/Welcome.html 
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Wastewater Regulations 

Although no specific regulatory initiatives are identified at this time, over the life of the 

Bonds additional regulatory initiatives may trigger need for capital upgrades or changes 

in operation of the KIWWTP.  Such initiatives would be considered a Change of Law 

under the Concession Agreement, and LCA would thereby be entitled to an increase in 

the Schedule of Service Charges. 

Section 7.05 Capital Improvements Plan Conclusions 

The short-term capital projects identified in the Concession Agreement as 

Uncompleted Work and those budgeted in LCA’s financial model and capital plan 

generally align with the identified Concessioned System needs and requirements of the 

Concession Agreement.  With the exception of the Water Filtration Plant filter project as 

discussed in Section 4.01(e), ARCADIS has reviewed available supporting information 

for the short-term capital projects included in LCA’s financial model and believe they 

are reasonable. LCA’s forecasted budget for the Water Filtration Plant project is based 

on the City’s CIP budget for the project; however, the City has indicated the budget is 

preliminary in nature without a defined scope.  Actual project budgets will need to be 

refined as the scope of the projects are refined.  LCA may need to make adjustments 

to its planned schedule for implementation of capital improvements in order to 

accommodate changes in project budgets that may occur as the projects move from 

the concept stage to preliminary design to construction. 

The full impact of future regulations on the Concessioned System and on water and 

wastewater facilities generally is unknown at the time of this Report. In some cases, 

future regulations are expected to require minor process changes or sampling 

protocols; and, in other cases may require Major Capital Improvements. If capital 

improvements or increased operating costs are required to comply with future 

regulations, doing so will be considered a Change of Law under the Concession 

Agreement and LCA will be entitled to an increase in the schedule of Service Charges.   

As indicated in Section 7.02, LCA’s financial model includes a limited budget for Major 

Capital Improvements to the Concessioned System after 2017.  Over the Term of the 

Concession Agreement, it is likely that the Concessioned System will require Major 

Capital Improvements in addition to those included in LCA’s financial model to renew, 

expand or upgrade the facilities of the Concessioned System.  In the event of the need 

of additional Major Capital Improvements, LCA intends to fund the Major Capital 

Improvements with operating cash balances to the extent available.  Should the need 

for funding Major Capital Improvements exceed the available operating cash balance, it 

is assumed that LCA will (a) make adjustments to its planned schedule for 

implementation of Major Capital Improvements, (b) issue additional senior debt as 
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increases in revenues (from additional Capital Cost Recovery Charges) may allow, or 

(c) issue subordinated debt to fund such Major Capital Improvements, the order of 

which will depend on the circumstances of the Major Capital Improvements.  Assuming 

LCA implements the maximum allowable rate increases under the Concession 

Agreement and that all excess cash generated is retained for potential use to fund 

additional capital improvements for the Concessioned System, LCA’s financial model 

projects available operating cash to finance potential additional Major Capital 

Improvements.  The amount of available operating cash varies over time and reaches 

a minimum of $1.4 million in year 2023.  See Table VIII-CC for available operating cash 

balance projections over the life of the Bonds. 
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Article VIII. Financial Analysis 

Section 8.01 Introduction 

This section of the Report reviews the financial feasibility of the financing related to the 

Concessioned System as a stand-alone operation without any support from the 

Existing LCA System.  The analysis was completed to assess the reasonableness of 

LCA’s financial forecast and the ability of the Concessioned System operations on a 

stand-alone basis to generate revenues sufficient to provide for the payment of the 

operating expenses, required maintenance and capital expenses, debt service on the 

Bonds, and other required deposits under the Trust Indenture and Concession 

Agreement, and achieve required financial performance measures, such as debt 

service coverage and required reserves as well as complying with the operating 

standards set forth in the Concession Agreement.  The financial feasibility analysis 

consisted of: 

• A review of the financial model and cash flow forecast prepared by LCA for the 

project, including the reasonableness of LCA’s projected revenues, operating and 

maintenance costs, and CIP costs. 

• A review of the key assumptions of the financial model, including system demands, 

labor costs and proposed staffing, operation and maintenance expenses, planned 

capital expenditures, capital funding plans, and anticipated lease payments. 

• A review of LCA’s projected utility rates for the Concessioned System as 

compared to the rate limitations under the Concession Agreement. 

• An assessment of whether the schedules of Service Charges for each class or 

type of utility service are affordable and in the generally accepted ranges for such 

rates. 

Section 8.02 Review of Billed Water and Sewer Volumes 

A historic summary of the number of water system retail accounts associated with the 

Concessioned System for the period from FY2008 through FY2012 is provided in 

Table VIII-A.  As shown in this table, although the commercial sector experienced 

some decline from 2008 to 2009, residential accounts increased during this same 

period and the total number of customer accounts has remained relatively stable over 

this period. 
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Table VIII-A: Historic Number of Retail Accounts by Customer Class 

 

A historic summary of the total billed water consumption associated with retail 

customers of the Concessioned System for the period from FY2008 through FY2012 is 

provided in Table VIII-B.  As shown in this table, the water consumption has fluctuated 

by as much as 14 percent from year to year, from a high of 8.8 mgd in FY2009 to a low 

of 7.7 mgd in FY2008.  Water consumption typically fluctuates in response to changing 

customer landscape irrigation needs due to weather conditions as well as 

implementation of water conservation measures. Water conservation may be in 

response to water conservation programs or budget constraints from the poor 

economy or recent rate increases. The historical annualized growth in water 

consumption over the period was approximately 0.4 percent. 

Table VIII-B: Historic Retail Water Consumption by Customer Class (gallons per day) 

 

A summary of the historical annual average consumption per account for retail 

customers is shown in Table VIII-C.  As shown in this table, the consumption per 

account for residential and commercial customers has remained relatively stable, 

Customer Class FY2008 FY2009 FY20101 FY2011 FY2012

Residential 30,169 31,310 31,920 31,093 31,108
Commercial 2,633 1,744 1,764 1,709 1,691
Industrial 227 295 295 288 289
Total 33,029 33,349 33,979 33,090 33,088
% Change 0.50% 0.97% 1.89% -2.62% -0.01%

Source: Water production and consumption data from annual ACT 220 submissions to PADEP.

1According to the City, the the f luctuations in accounts in FY2009-FY2011 may be due to meter 
reading issues uncovered during the implementation of the Automatic Meter Reading project, 
the abandonment and elimination of several hundred residential accounts in several city blocks 
associated w ith the City's Arena project, and normal f luctuations of accounts from year to 
year.

Customer Class FY2008 FY2009 FY2010 FY2011 FY2012

Residential 5,484,345 6,854,378 6,266,184 6,294,956 6,037,823
Commercial 1,902,520 1,616,523 1,591,392 1,517,478 1,530,665
Industrial 350,231 350,080 328,090 313,850 289,304
Total 7,737,096 8,820,981 8,185,666 8,126,284 7,857,792
% Change -2.02% 14.01% -7.20% -0.73% -3.30%

Source: Water production and consumption data from the annual ACT 220 submissions to PADEP.
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whereas the consumption per account has decreased considerably for industrial 

customers over the same period. 

Table VIII-C: Historic Average Annual Consumption per Account (gallons per day) 

 
 

The Concessioned System also provides bulk water sales to the municipalities of 

South Whitehall, Hanover, Salisbury, and Bethlehem, as well as to the Existing LCA 

System pursuant to the Municipal Service Agreements.  A summary of the historic 

consumption of water for each municipality and the Existing LCA System is provided in 

Table VIII-D, and a summary of the total water purchases by municipal customers as 

compared to the total water purchases of the Concessioned System is provided in 

Table VIII-E. 

Customer Class FY2008 FY2009 FY2010 FY2011 FY2012

Residential 182 219 196 202 194
Commercial 723 927 902 888 905
Industrial 1,543 1,187 1,112 1,090 1,001

Average 234.3 264.5 240.9 245.6 237.5
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Table VIII-D: Historic Water Sales to Municipal Customers (gallons per day) 

 
 

 

Table VIII-E: Historic Water Sales to Municipal Customers Compared to Total Water Sales 

 

A summary of the total historical amount of unaccounted for water for the 

Concessioned System is provided in Table VIII-F.   Historically, the amount of 

unaccounted for water has varied from 24 percent to 33 percent over the period. 

Customer FY2008 FY2009 FY2010 FY2011 FY2012

South Whitehall 820,178 817,854 775,781 785,419 725,596
% Change -3.7% -0.3% -5.1% 1.2% -7.6%

Hanover 169,246 150,196 176,655 188,483 183,379
% Change 12.6% -11.3% 17.6% 6.7% -2.7%

Salisbury 864,872 867,241 891,181 869,203 871,781
% Change 1.0% 0.3% 2.8% -2.5% 0.3%

Whitehall 3,009 3,305 3,913 4,012 4,143
% Change -27.3% 9.8% 18.4% 2.5% 3.3%

Bethlehem 0 0 0 0 410
% Change N/A N/A N/A N/A N/A

Existing LCA System1 0 0 25,397 1,955,108 2,054,379
% Change N/A N/A N/A 7598.2% 5.1%

Total 1,857,305 1,838,596 1,872,927 3,802,225 3,839,688
% Change -0.3% -1.0% 1.9% 103.0% 1.0%

Source: Water production and consumption data sourced from the annual ACT 220 submissions to PADEP.

1LCA has increased its purchases of w ater for the Existing LCA System from the Concessioned System due to 
favorable terms in the take-or-pay w ater purchase agreement w ith the City for w ater for the Existing LCA 
System.

Customer FY2008 FY2009 FY2010 FY2011 FY2012

Water Sales to Municipal Customers 1,857,305 1,838,596 1,872,927 3,802,225 3,839,688
Total Water Sales (gpd) 9,594,401 10,659,577 10,058,593 11,928,509 11,697,480

% of Total 19.4% 17.2% 18.6% 31.9% 32.8%

gpd = gallons per day.

1LCA has increased its purchases of w ater for the Existing LCA System from the Concessioned System due to favorable 
terms in the take-or-pay w ater purchase agreement w ith the City for w ater for the Existing LCA system.
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Table VIII-F: Unaccounted for Water 

 
 

A summary of the annual average daily wastewater treated for the Concessioned 

System is provided in Table VIII-G.   As shown in this table, the average daily 

wastewater flow received at the KIWWTP has remained relatively stable over the 

period.  However, wastewater flows in 2011 were unusually high, most likely due to wet 

weather in that year. 

Table VIII-G: Wastewater Treated Daily (gallons per day) 

 
 

Section 8.03 Water and Sewer Rates 

(a) Rate Structure 

The water and sewer Service Charges for the Concessioned System are established in 

accordance with the Concession Agreement.  The initial rate schedule for water and 

sewer service consists of fixed meter charges and quantity charges.  The meter 

charges vary based on the size of a customers’ water meter as illustrated in Table VIII-

H which provides a summary of water and sewer meter Service Charges established 

for the fiscal year ending December 31, 2013. 

FY2008 FY2009 FY2010 FY2011 FY2012

Metered Sales 7,737,096 8,820,981 8,186,496 8,126,284 7,857,792
Sales to Municipal Customers 1,857,305 1,838,596 1,872,927 3,802,225 3,843,975

Other1 267,342 124,189 136,076 128,188 121,836
Total Usage 9,861,743 10,783,766 10,195,499 12,056,697 11,823,603
Total Plant Production 14,773,294 14,220,900 14,753,734 16,242,258 15,858,093
% Unaccounted for Water 33% 24% 31% 26% 25%

Source: Water production and consumption data provided sourced from the annual ACT 220 summissions to PADEP.
1Includes w ater used at city properties, city pools, municipal golf course, w ater plant, w astew ater plant, and f ire

department.

FY2008
Actual

FY2009
Actual

FY2010
Actual

FY2011
Actual

FY2012

Actual1

32,300,000 30,700,000 31,640,000 36,050,000 30,900,000

Source: City of Allentow n 2013 Budget
1Obtained from City of Allentow n Bureau of Water Resources/Wastew ater December 2012 Sew age Flow  Report

Wastewater Treated
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Table VIII-H: FY2013 Monthly Meter Charges 

 
 

The quantity charges for water and sewer are based on each customer’s metered 

water consumption. Table VIII-I shows the historic water and sewer Service Charges 

for the Concessioned System.  The Service Charges are shown for the past ten years 

from FY2003 through FY2012.  The FY2013 quantity charges for water and sewer as 

dictated by the Concession Agreement are $3.10 and $2.24, respectively, per 1,000 

gallons.   

Table VIII-I: Historic Water and Sewer Service Charges 

 
 

Meter Size Water Sewer Total

5/8" $17.45 $6.07 $23.52
3/4" $19.36 $6.72 $26.08
1" $23.27 $8.04 $31.31

1.5" $32.90 $11.33 $44.23
2" $44.43 $15.27 $59.71
3" $75.13 $25.87 $101.00
4" $109.83 $37.71 $147.54
6" $205.93 $70.68 $276.61
8" $321.38 $129.66 $451.05

Source: Concession Agreement

Year
Water

($/1,000 gal) % Change
Sewer

($/1,000 gal) % Change

2001 $1.97 $1.40
2002 $2.07 5.1% $1.47 5.0%
2003 $2.69 30.0% $2.15 46.3%
2004 $2.63 -2.2% $1.94 -9.8%
2005 $2.69 2.3% $1.94 0.0%
2006 $2.69 0.0% $1.94 0.0%
2007 $2.69 0.0% $1.94 0.0%
2008 $2.69 0.0% $1.94 0.0%
2009 $2.69 0.0% $1.94 0.0%
2010 $2.95 9.7% $2.13 9.8%
2011 $2.95 0.0% $2.13 0.0%
2012 $3.10 5.1% $2.24 5.2%

Source: Historic w ater and sew er service charges provided by LCA
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According to Table VIII-I the water service charge has increased $0.41 per 1,000 

gallons from $2.69 per 1,000 gallons in 2003 to $3.10 per 1,000 gallons in 2012, which 

corresponds to an annualized increase of approximately 1.6 percent per year, while the 

sewer service charge has increased $0.09 per 1,000 gallons from $2.15 per 1,000 

gallons to $2.24 per 1,000 gallons over the same time period, which corresponds to an 

annualized increase of approximately 0.5 percent per year.  Since 2001, the water 

rates have increased by 4.2 percent on an annualized basis. 

In the event that any user discharges wastewater having average biochemical oxygen 

demand (BOD), total suspended solids (TSS), or total kjeldahl nitrogen (TKN) 

exceeding 300 mg/L, 360 mg/L, or 85 mg/L respectively, such wastewater is subject to 

payment of a surcharge, or proper and continuous pretreatment before discharge into 

the sewerage system. 104  LCA’s financial model calculates the surcharges to be 

$0.303, $0.246, and $0.428 per pound of BOD, SS and TKN, respectively in FY2013. 

According to the Concession Agreement, the initial rate schedule contained in the 

Concession Agreement may not be revised prior to January 2016.  Beginning in 

calendar year 2016 and each year thereafter, LCA can establish the schedule of 

service charges.  However, according to the Concession Agreement, the annual rate 

adjustment for any calendar year may not result in an increase in service charges 

greater than the change in the Consumer Price Index (CPI) 105 from the prior year plus 

2.5 percent for the years FY2013 through FY2032, and 2.0 percent beginning in 2033.  

This provides LCA with the ability to adjust water and sewer rates commensurate with 

changes to CPI plus a margin change, but also provides a limit to the amount of the 

increases, which may increase the risk of the Concessioned System.  In the event that 

future operational costs increase at a rate higher than the allowable rate adjustments, 

LCA would not be able to fully offset these cost increases with the limited rate 

increases that are allowed under the Concession Agreement.  LCA believes that the 

possibility of this occurring is remote. 

LCA may also impose a Capital Cost Recovery Charge to recover the cost of Major 

Capital Improvements.  Major Capital Improvements are (a) any Required Capital 

Improvements specified in the Concession Agreement, (b) any capital improvement 

                                                      

104 City of Allentown Codified Ordinance Article 941.16.0. 
105 Consumer Price Index for all Urban Consumers (CPI-U), Northeast Region (not seasonally adjusted) as 

published by the U.S. Department of Labor, Bureau of Labor Statistics. 
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required to increase the treatment capacity of the Sewer Utility System, (c) any amount 

required to fund a Casualty Cost in excess of net insurance proceeds, and (d) any 

other capital improvement of the Utility System (1) having an estimated cost in excess 

of $1 million, adjusted for inflation from the Closing Date, and (2) which in the written 

opinion of an Engineering Firm constitutes an expansion to or renewal, replacement or 

betterment of the Utility System and has a useful life of at least five years.   

According to the Concession Agreement, the amount of the Capital Cost Recovery 

Charge may consist of (i) the amounts required to pay the principal of and interest on 

debt issued or incurred to finance the Major Capital Improvement plus (ii) a “return on 

equity” on funds contributed to pay the capital costs of the Major Capital Improvement 

equal to the rate of return on equity at the time the equity is contributed for the Major 

Capital Improvement for investments having credit risk comparable to the credit risk of 

the System, which rate of return shall not be less than the market-based rate of return 

for similar Major Capital Improvements with respect to investor-owned utilities that are 

subject to rate regulation by a Governmental Authority.   

The Concession Agreement specifies a process by which the LCA is required to 

negotiate with the City to raise the Capital Cost Recovery Charge in accordance with 

the provisions outlined above.  This negotiation and approval process increases the 

likelihood that some Major Capital Improvement costs incurred by LCA associated with 

the Concessioned System may not be able to be fully recouped.  However, according 

to the Concession Agreement, the City agrees not to unreasonably withhold, condition 

or delay the issuance of authorizations to perform the capital improvements, provided 

however that the City may withhold its Approval of any proposed Capital Cost 

Recovery Charge that includes for any Reporting Year during the permitted Cost 

Recovery Period a Capital Cost Recovery Charge that is greater than 200 percent of 

the Capital Cost Recovery Charge for any other Reporting Year.    

Following the completion of each Major Capital Improvement, LCA and the City are 

required to confer regarding any adjustments to the Capital Cost Recovery Charge that 

may be necessary or appropriate based on the total costs, fees, and expenses 

incurred by LCA to design and construct the Major Capital Improvement.  The City and 

LCA are required to proceed in good faith to negotiate and agree upon any 

adjustments to the Capital Cost Recovery Charge that are mutually acceptable to the 

City and LCA. 
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LCA estimates that the Capital Cost Recovery Charge will be $0.01 per 1,000 gallons 

in FY2013.  A summary of the historical water and sewer metered sales revenue is 

provided in Table VIII-I.  

The Concession Agreement also allows LCA to charge and collect Capital Recovery 

Fees.  The Capital Recovery Fee is a one-time fee charged at the time of connection to 

the System, an increase in commercial or industrial usage or in connection with a 

capital improvement to the System.  The fee may be in the form of a connection fee, 

tapping fee or assessment or a combination thereof.  Such fees are required to be 

established by LCA in accordance with the provisions of the Authorities Act. 

(b) Contract Rates with Municipalities 

(i) Water Service Agreements 

The Concession Agreement specifies that the Schedule of Service Charges for 

Municipal Customers are required to conform to the terms and conditions contained in 

each Municipal Customer’s Municipal Service Agreement.  The service provided under 

these agreements consists of the bulk provision and sale of water to the Townships of 

Hanover, Salisbury, Whitehall, and South Whitehall, the City of Bethlehem, and for the 

Existing LCA System.  The pricing terms of the Municipal Service Agreements between 

City and the Townships, the City of Bethlehem, and the Existing LCA System are 

summarized in the following paragraphs. 

The City’s water agreement with the Township of Salisbury was executed in 1989 (and 

amended in 2006) and states that the township can purchase water from the City at 

water rates that vary depending upon the average daily usage as calculated on a 

quarterly basis, as summarized below: 

• Up to 700,000 gallons per day, the water rate is equal to 90 percent of the City’s 

retail rate charged to single family residential customers.   

• Between 700,000 and 850,000 gallons per day, the water rate is 85 percent of the 

City’s retail rate charge to single family residential customers.  

• Greater than 850,000 gallons per day, the water rate is 60 percent of the City’s 

retail rate charged to single family residential customers.   
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These water rates will increase as the rates for the City’s residential customers 

increase.  This water agreement is effective for 40 years from date of the 2006 

agreement amendment. 

The City’s water agreement with the Township of South Whitehall is a take-or-pay 

agreement whereby the Township is charged a minimum water purchase amount of 

850,000 gallons of water per day calculated on an annual basis.  The water rates 

specified in this agreement are the same as for the Township of Salisbury.  This water 

agreement was executed in October 1997 (and amended in 2004 and 2005), and is 

effective for 40 years from the date of execution. 

The City’s water agreements with the Townships of Hanover and Whitehall state that 

these townships can purchase water from the City at the usage rate the City charges 

its customers.  No minimum amount is specified and the rate does not change based 

on the overall level of consumption.  The Hanover agreement was executed in 1987 

(and amended in 1991), and is effective for 40 years from the date of execution.  The 

Whitehall agreement is an emergency interconnection agreement that was executed in 

September of 1988, and will remain effective unless either party terminates the 

agreement. The City also has an ongoing service agreement with the City of 

Bethlehem.  However, the City of Bethlehem has notified the City that it wishes to 

terminate this agreement and transition to an emergency interconnection agreement in 

the fall of 2013. 

The City’s water agreement with LCA for the Existing LCA System was executed in 

January 2009, and is a take-or-pay agreement whereby the Existing LCA System is 

charged a minimum water purchase amount on an annual basis.  Commencing on the 

Long-Term Operation Date, and continuing for a two year period, the Existing LCA 

System is obligated to purchase at least 4 mgd from the City.  Beginning in the third 

year following the Long-Term Operation Date, the Existing LCA System is obligated to 

purchase at least 5 mgd from the City.  Beginning in the fourth year following the Long-

Term Operation Date, the Existing LCA System is obligated to purchase at least 6 mgd 

from the City.  Beginning in the fifth year following the Long-Term Operation Date, the 

Existing LCA System is obligated to purchase at least 7 mgd from the City.   

According to this agreement, the water rates charged to Existing LCA System are 

comprised of an O&M cost rate and a peripheral cost rate and these rates may be 

adjusted on an annual basis beginning January 1, 2013.  The agreement established 

the initial rate as follows:  
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• O&M cost of $0.32 per thousand gallons 

• Peripheral cost of $0.15 per thousand gallons    

The O&M component is allowed to be adjusted based on the composite increase in the 

costs that the Concessioned System incurs relative to chemicals, power, sludge 

disposal, maintenance and repairs, and any miscellaneous costs to supply the Existing 

LCA System with water.  These rates are independent of the rates that are charged by 

LCA to City retail customers.  The peripheral cost portion is adjusted every other year 

based on changes to a specified construction cost index over a 24 month period. 

(ii) Sewer Service Agreements 

The City’s sewer agreements with Coplay-Whitehall Sewer Authority, the Existing LCA 

System, and the Townships of Salisbury and South Whitehall (the Sewer Municipal 

Customers) specify the pricing terms associated with the provision of sewer service. 106 
107  These pricing terms are summarized below: 

• The Sewer Municipal Customers are required to pay a basic rate computed by 

dividing the total sewer service costs by the annual wastewater flow.  The total 

sewer service costs include (a) costs for the use of existing treatment plant 

facilities which will continue in use subsequent to treatment plant modifications and 

additions (b) costs in connection with modifications, improvements and additions to 

the existing treatment plant, (c) costs related to reasonable and necessary 

operating and maintenance expenses of the treatment plant and jointly-used 

intercepting sewers, (d) costs related to use of existing intercepting sewers. 

• When the average annual hydraulic flow is greater than 100% but equal to or less 

than 110% of the allocated capacity to a party, the party exceeding its capacity is 

required to pay for all flow in excess of 100% of the allocated capacity at twice the 

basic rate per 1,000 gallons.  When the average annual hydraulic flow is greater 

                                                      

106 Sewer Agreement between the City of Allentown and the County of Lehigh, Coplay-Whitehall Sewer 
Authority, LCA, and the Townships of Salisbury and South Whitehall, dated December 29, 1981. 

107 Sewer Agreement between the City of Allentown and Colplay-Whitehall Sewer Authority, South Whitehall 
Township Authority, Salisbury Township Authority, and all of Lehigh County, dated April 12, 1965. 
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than 110% but equal to or less than 120% of the allocated capacity to a party, the 

party exceeding its capacity is required to pay for all flow in excess of 100% of the 

allocated capacity at three times the basic rate per 1,000 gallons.  When the 

average annual hydraulic flow is greater than 120% of the allocated capacity to a 

party, the party exceeding its capacity is required to pay for all flow in excess of 

100% of the allocated capacity at four times the basic rate per 1,000 gallons. 

• If any party’s discharge exceeds any of the strength limitations (230 mg/L BOD, 

250 mg/L SS, and 44 mg/L TKN), the party is required to submit a computation 

showing the concentration which would result after deducting the total waste load 

discharged by individual users against whom that party has levied an exceptional 

strength charge from the party’s waste load.  If the resulting computed 

concentrations exceed the strength limits, then the party is required to pay a 

penalty on the loadings exceeding the strength limitations.  The penalty rate is 

determined as two times the current exceptional strength rate for each parameter 

resulting from the application of the relevant City Ordinance. 

The City also provides wastewater treatment services for a small amount of 

wastewater flow (less than 73,000 gallons per day) from Hanover Township.  Table 

VIII-J shows the historic revenues from the Sewer Municipal Customers.   

Section 8.04 Historic and Projected Revenues 

(a) Historic Revenues 

Historical City Water and Sewer fund revenues from fiscal year FY2008 through 

FY2012 were reviewed to compare with the projections of revenues contained in LCA’s 

financial model and cash flow forecast.  Revenues include metered retail water and 

sewer sales, and water and sewer sales to Municipal Customers (signatories).  

Metered sales include revenues generated from water system operations and were 

derived from sales to residential, commercial, and industrial retail customers, while 

revenues from Municipal Customers relate to bulk water sales and sewer service to the 

Existing LCA System and several local townships. These revenues were used to 

recover the costs of operating and maintaining the Concessioned System and provide 

service to existing customers of the Concessioned System.  The historical actual 

revenues for the City’s water system for FY2008 through FY2012 are summarized in 

Table VIII-J.   
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Table VIII-J: Historical Water and Sewer Revenues 

 
 

(b) Projected Revenues 

Projections of future revenues were made by LCA based upon historical information, 

projections of customer growth rates, and rate increases permitted under the 

Concession Agreement.  Within the Concessioned System, significant revenue items 

include metered sales and revenue from Municipal Customers.  Projections of the 

revenues in future years were based on certain inputs and assumptions made by LCA, 

including the following: 

• Projected number of customer accounts 

• Projected average annual demand per account 

• Projected volumes of water sales to Municipal Customers 

• Future water and sewer rate increases 

• Projected billed wastewater flow and loadings 

Operating Revenue
FY2008
Actual

FY2009
Actual

FY2010
Actual

FY2011
Actual

FY2012
Actual

Water Revenue:
Metered Sales 11,993,362$   11,127,778$   12,821,762$   12,058,996$   12,657,466$   
Municipal Customers 1,755,707      1,606,776      1,842,532      2,283,247      2,311,772      
Penalties and Interest 233,101         239,359         224,621         299,237         279,940         
Tapping Fees 34,898           40,598           161,539         29,132           70,694           
Miscellaneous 105,385         180,110         169,663         208,169         205,918         

Total Water 14,122,453$   13,194,621$   15,220,117$   14,878,781$   15,525,790$   

Sewer Revenue:
Metered Sales 7,162,202$     6,686,569$     7,335,927$     7,079,514$     7,389,460$     

Municipal Customers1 6,711,985      6,867,650      5,818,004      6,687,293      5,619,330      
Penalties and Interest 142,948         148,127         128,558         172,182         164,101         
Special Sewer Charges 61,283           269,414         204,766         331,522         299,477         
Industrial Waste Sewer Charges 19,947           21,760           29,407           31,075           34,858           
Septic Disposal Fees 103,750         97,500           135,000         94,900           97,500           
Leachate Treatment 638,937         804,122         526,890         1,096,275      535,406         
Sewer Utility Assessments -                    7,500             125               1,375             625               
Tapping Fees 28,329           29,240           138,782         21,249           56,859           
Miscellaneous 166,478         157,209         163,307         79,784           134,020         

Total Sewer 15,035,859$   15,089,091$   14,480,766$   15,595,169$   14,331,636$   

Total Operating Revenue 29,158,312$   28,283,712$   29,700,883$   30,473,950$   29,857,426$   
% Change 0.82% -3.00% 5.01% 2.60% -2.02%

1 Note regarding arbitration.

Source: 2012 City of Allentow n Water and Sew er Fund - Compiled Financial Statements
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• Projected water and sewer rates for retail customers 

• Pricing provisions for bulk water sales and sewer service to Municipal Customers 

The projected system water and sewer revenues for the period FY2013 through 

FY2017 are summarized in Table VIII-K, and described in detail below.  The 

projections of water and sewer revenues for the 30-year forecast period are provided 

at the end of this section of the report. Note that LCA pro-rated revenues that were 

forecasted in 2013 for five months of operation, corresponding to the timing of the 

anticipated take-over of the Concessioned System.  Future years were forecasted for a 

full calendar year.   

Table VIII-K: Projected Water and Sewer Revenues 

 
 

(i) Water Revenues 

LCA’s projection of water accounts, billed water flow, and billed consumption per 

account for retail customers is provided in Table VIII-L.  LCA’s projection of billed water 

consumption assumes approximately the same number of water accounts over the 10-

year period from FY2013 through FY2022, and an average of 245 gallons per day 

Operating Revenue FY20131 FY2014 FY2015 FY2016 FY2017

Water Revenue:
Metered Sales 13,250,630$  13,301,657$  13,400,802$  14,164,655$  15,047,050$  
Municipal Customers 2,636,910      2,670,886      2,897,005      3,231,492      3,601,662      
Penalties and Interest 230,625        236,391        242,300        248,358        254,567        
Fire Hydrant Standby Charges 77,900          79,848          81,844          83,890          85,987          
Tapping Fees 51,045          52,321          53,629          54,970          56,344          
Miscellaneous 35,113          70,226          70,226          70,226          70,226          

Total Water 16,282,223$  16,411,328$  16,745,806$  17,853,591$  19,115,835$  

Sewer Revenue:
Metered Sales 7,617,395$    7,903,855$    7,991,401$    8,360,648$    8,846,824$    
Municipal Customers 6,401,749      7,210,215      7,493,549      7,803,849      8,488,112      
Penalties and Interest 169,125        173,353        177,687        182,129        186,682        
Special Sewer Charges 164,000        168,100        172,303        176,610        181,025        
Industrial Waste Sewer Charges 30,750          31,519          32,307          33,114          33,942          
Septic Disposal Fees 102,500        105,063        107,689        110,381        113,141        
Leachate Treatment 666,250        682,906        699,979        717,478        735,415        
Tapping Fees 53,813          55,158          56,537          57,950          59,399          
Miscellaneous 35,113          70,226         70,226        70,226        70,226        

Total Sewer 15,240,694$  16,400,394$  16,801,676$  17,512,386$  18,714,767$  

Total Operating Revenue 31,522,917$  32,811,722$  33,547,482$  35,365,976$  37,830,602$  
% Change 4.09% 2.24% 5.42% 6.97%

1Reflects a full year of revenues and expenses for purposes of comparison w ith historical actuals.  LCA's f inancial model and cash 
f low  forecast pro-rates the revenues and expenses for a 5 month period in FY2013.
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water usage per account for customers in all classes.  The same number of water 

accounts and billable water consumption were assumed in the long-term forecast from 

FY2023 through FY2042.   

This projection is consistent with the historical trends over the past five years.  

However, many water systems throughout the U.S. have experienced declines in total 

water consumption and consumption per account and this trend is anticipated to 

continue.  While the trends in water consumption for the Concessioned System over 

the past five years in general is not indicative of the national trend, declines in water 

consumption and water consumption per account could occur as a result of water 

conservation, more efficient water fixtures,  economic conditions, or the loss of water 

customers.  In the event that this occurs, Revenues may need to be adjusted.   

However, it is important to note that the Concession Agreement allows the LCA to 

impose additional Service Charges on Retail Water Customers for the Annual Shortfall 

Recovery Amount, which is defined in the Concession Agreement as one-third of the 

Shortfall Recovery Amount.  The Shortfall Recovery Amount is the amount of money 

that would have been collected from Retail Water Customers from the imposition of 

Service Charges during the Water Sales Test Period if an amount of water equal to the 

Water Sales Shortfall had been sold to Retail Customers.  The Water Sales Shortfall is 

the amount by which the sum of the actual daily volume of metered water sales to all 

Retail Water Customers over the entire Water Sales Test Period and the Bulk Sales 

Surplus (if any) over the entire Water Sales Test Period was less than 7,269,000 

gallons per day.  Given the provisions of the Concession Agreement and the planned 

increase in water sales to Municipal Customers, LCA believes that it is unlikely that an 

Annual Shortfall Recovery Amount will be triggered. 
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Table VIII-L: Projection of Retail Water Accounts and Billed Water Consumption 

 
 

LCA’s projection of billed water flow for Municipal Customers is provided in Table VIII-

M.  The projection of billed water flow for the Municipal Customers is based on a flat 

consumption per account and population growth of 0.59 percent per year through 

2020, 0.39 percent from 2021 through 2030, and 0.5 percent from 2031 through 2040.  

Future population projections for the Lehigh County region indicate an average annual 

population growth rate from 2010 to 2040 of approximately 1.15 percent,108 which 

indicates that the population assumption utilized in the financial model and cash flow 

projection is conservative.  However, the future is uncertain and the projected change 

in population may not be realized, and additional flows to and Revenues to the 

Concessioned System due to growth may not occur.  The projection of billed water flow 

for LCA is based on the purchase of at least 4 mgd from the City for a period of two 

years beginning in FY2013, and then increasing this amount by 1 mgd each year until 

the minimum amount reaches 7 mgd in FY2017 per the water supply agreement 

between the City and the Existing LCA System.109  

                                                      

108 Lehigh Valley Planning Commission, Population Projections for Lehigh and Northampton Counties: 2010-

2040, May 2012. 
109 Water Supply Agreement by and between City of Allentown and Lehigh County Authority, dated as of 

January 7, 2009. 

Water Avg Water Gallons/
Fiscal Accounts Annual Demand Day/Account Annual
Year (Year Average) Increase (MGD) (Year Average) Increase

2013 33,096 0.000% 8.126 245.5 0.0%
2014 33,097 0.001% 8.126 245.5 0.0%
2015 33,097 0.001% 8.127 245.5 0.0%
2016 33,098 0.001% 8.127 245.5 0.0%
2017 33,098 0.001% 8.127 245.5 0.0%
2018 33,099 0.001% 8.127 245.5 0.0%
2019 33,099 0.001% 8.127 245.5 0.0%
2020 33,099 0.001% 8.127 245.5 0.0%
2021 33,100 0.001% 8.127 245.5 0.0%
2022 33,100 0.001% 8.127 245.5 0.0%
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Given the historical trends in water demand and the projected population growth used 

in the model as compared to the referenced population projections, the projected 

billable water consumption forecast is reasonable, except for the South Whitehall 

Township, which has shown a significant decline in consumption over the past five 

years, possibly due to the Township’s ability to utilize its own water wells or inaccurate 

water metering.  Due to the relatively small proportion of Municipal Customer billed 

water consumption projected from South Whitehall, failure to account for possible 

future declines of South Whitehall Township billed water consumption is not likely to 

have a material effect on the reliability of the projection.  However, if water demands 

and water demands per account decline on a broader basis, for the reasons stated 

above, the projected water demands and revenues may not be realized.   

Table VIII-M: Projection of Municipal Customer Billed Water Consumption 

 
 

LCA’s projection of water revenues for retail customers of the Concessioned System 

are based on the units of service summarized above and a projection of retail water 

rates over the forecast period.  As specified in the Concession Agreement and 

described in Section 8.03 of this Report, water rates for retail water customers are 

comprised of monthly meter charges and quantity charges.  The projected water 

service charges for retail customers in 2013 through 2022 are provided in Table VIII-N. 

The annual increases in meter charges and basic quantity charges are projected in the 

model to continue to increase at 5.0 percent per year through 2032.  Beginning in 

2033, the projected annual increase in the charges is reduced to 4.5 percent through 

2042.  These projected water rates reflect the maximum allowable water rates under 

Hanover Existing Salisbury S. Whitehall Whitehall City of
Fiscal Township LCA System Township Township Township Bethlehem Total
Year (MGD) (MGD) (MGD) (MGD) (MGD) (MGD) (MGD)

2013 0.190 4.000 0.874 0.790 0.004 0.000 5.858
2014 0.191 4.000 0.879 0.795 0.004 0.000 5.869
2015 0.192 5.000 0.885 0.799 0.004 0.000 6.880
2016 0.193 6.000 0.890 0.804 0.004 0.000 7.891
2017 0.194 7.000 0.895 0.809 0.004 0.000 8.902
2018 0.195 7.000 0.900 0.814 0.004 0.000 8.914
2019 0.196 7.000 0.906 0.818 0.004 0.000 8.925
2020 0.198 7.000 0.911 0.823 0.004 0.000 8.936
2021 0.199 7.000 0.916 0.828 0.004 0.000 8.948
2022 0.200 7.000 0.922 0.833 0.004 0.000 8.959
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the Concession Agreement and assume annual CPI increases of 2.5 percent per year.  

The projected Capital Cost Recovery Charges assume that LCA will receive approval 

from the City for inclusion of 100 percent of its planned Major Capital Improvements in 

the calculation of the Capital Cost Recovery Charges. 

Table VIII-N: Projection of Retail Water Service Charges 

 
 

LCA’s projection of water revenues for Municipal Customers of the Concessioned 

System are based on the units of service summarized above and a projection of water 

rates over the forecast period.  As specified in the Municipal Service Agreements with 

the Municipal Customers and described in Section 8.03 of this Report, water rates for 

Municipal Customers vary depending upon the average daily usage, and are a fraction 

of the water quantity rates for retail residential customers.  LCA’s projected water 

service charges for Municipal Customers are provided in Table VIII-O.  LCA’s 

projections of water service charges appear to be reasonable.    

Fiscal Basic Capital Cost

Year ($/day) % Change ($/day) % Change ($/1,000 gal) Recovery2 Total % Change
3.1

2013 $0.277 0.0% $2.500 0.0% $3.101 $0.000 $3.101 0.0%
2014 $0.277 0.0% $2.500 0.0% $3.101 $0.019 $3.120 0.6%
2015 $0.277 0.0% $2.500 0.0% $3.101 $0.056 $3.158 1.2%
2016 $0.291 5.0% $2.625 5.0% $3.256 $0.094 $3.351 6.1%
2017 $0.305 5.0% $2.756 5.0% $3.419 $0.164 $3.583 6.9%
2018 $0.321 5.0% $2.894 5.0% $3.590 $0.226 $3.816 6.5%
2019 $0.337 5.0% $3.039 5.0% $3.770 $0.295 $4.064 6.5%
2020 $0.354 5.0% $3.191 5.0% $3.958 $0.365 $4.323 6.4%
2021 $0.371 5.0% $3.350 5.0% $4.156 $0.438 $4.594 6.3%
2022 $0.390 5.0% $3.518 5.0% $4.364 $0.512 $4.876 6.1%

1Assumed average meter size of betw een 4" and 6".

Residential (5/8") Industrial1
Meter Charges Quantity Charges

2LCA's f inancial model and cash flow  forecast assumes the adoption of Capital Cost Recovery Charges to recover the 
cost of Major Capital Improvements.
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Table VIII-O: Projection of Municipal Customer Water Service Charges 

 
 

A summary of LCA’s projected water operating revenue is presented in Table VIII-K.  

These projections were made by LCA based on the units of service and the projected 

water rates described above.   The water sales revenue projections for retail and 

Municipal Customers are higher in total than the 2012 estimated actual water sales 

revenues reported by the City, in part because the Existing LCA System intends to 

purchase more water from the Concessioned System than it had previously purchased 

per the take-or-pay provisions of the Municipal Agreement. 

Table VIII-P shows the projected revenues for water sales to Municipal Customers for 

2013 through 2017.  The projected revenue from each municipality is shown as a 

percentage of the total projected water system revenue for the corresponding year. 

Hanover Salisbury S. Whitehall Whitehall
Fiscal Township % LCA % Township % Township % Township %
Year ($/1,000 gal) Change ($/1,000 gal) Change ($/1,000 gal) Change ($/1,000 gal) Change ($/1,000 gal) Change

2013 $3.101 $0.470 $2.791 $2.791 $3.101
2014 $3.120 0.61% $0.482 2.50% $2.808 0.61% $2.808 0.61% $3.120 0.61%
2015 $3.158 1.19% $0.494 2.50% $2.842 1.19% $2.842 1.19% $3.158 1.19%
2016 $3.351 6.11% $0.506 2.50% $3.015 6.11% $3.015 6.11% $3.351 6.11%
2017 $3.583 6.95% $0.519 2.50% $3.225 6.95% $3.225 6.95% $3.583 6.95%
2018 $3.816 6.49% $0.532 2.50% $3.434 6.49% $3.434 6.49% $3.816 6.49%
2019 $4.064 6.51% $0.545 2.50% $3.658 6.51% $3.658 6.51% $4.064 6.51%
2020 $4.323 6.38% $0.559 2.50% $3.891 6.38% $3.891 6.38% $4.323 6.38%
2021 $4.594 6.25% $0.573 2.50% $4.134 6.25% $4.134 6.25% $4.594 6.25%
2022 $4.876 6.14% $0.587 2.50% $4.388 6.14% $4.388 6.14% $4.876 6.14%

1Water rates for the Municipal Customers w ere forecasted by LCA based on the Municipal Service Agreements.
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Table VIII-P: Water Sales to Municipal Customers as a Percentage of Total Water Revenue 

 
 

In the projection of operating revenues, LCA included a provision for uncollectibles or 

bad debt, related to the water and sewer retail operating revenues.  An assumption of 

a 1.0 percent bad debt rate was assumed in the financial forecast.  This rate is 

consistent with the amount of bad debt write-offs reported by the City.   

(ii) Sewer Revenues 

Sewer system revenues are derived from sewer charges and wastewater strength 

surcharges.  The projections of billed wastewater flow for residential, commercial, and 

industrial retail customers were estimated by LCA at 85 percent of the billed water flow.  

LCA’s projection of billed wastewater flow for Municipal Customers is summarized in 

Table VIII-Q and was estimated based on reported FY2011 metered wastewater flow 

multiplied by a growth factor.  The growth factor was calculated based on assumed per 

capita growth in population multiplied by an assumed billed flow of 100 gallons per day 

per capital.  The assumed annual per capita growth in population was the same as 

used in the projection of billable water consumption, and the assumption of 100 gallons 

per day per capita is consistent with the historical water consumption per capita.110   

Given the historical trends in billable consumption and the projected population growth 

                                                      

110 Based on 245 gallons per day per account and assuming 2.4 people per household. 

Contract Customer
FY 2013
Revenue

FY 2014
Revenue

FY 2015
Revenue

FY 2016
Revenue

FY 2017
Revenue

Hanover Township $214,623 $217,217 $221,097 $235,993 $253,874
% of Total Water Revenues 1.3% 1.3% 1.3% 1.3% 1.3%

Existing LCA System $686,200 $703,355 $901,174 $1,108,444 $1,325,514
% of Total Water Revenues 4.2% 4.3% 5.4% 6.2% 7.0%

Salisbury Township $874,023 $882,923 $897,007 $955,657 $1,026,154
% of Total Water Revenues 5.4% 5.4% 5.4% 5.4% 5.4%

South Whitehall Township $857,495 $862,766 $873,021 $926,374 $990,716
% of Total Water Revenues 5.3% 5.3% 5.2% 5.2% 5.2%

Whitehall Township $4,569 $4,624 $4,707 $5,024 $5,405
% of Total Water Revenues 0.03% 0.03% 0.03% 0.03% 0.03%

Total $2,636,910 $2,670,886 $2,897,005 $3,231,492 $3,601,662
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used in the model as compared to the referenced population projections, the projected 

billed sewer demand forecast is reasonable. 

Table VIII-Q: Projection of Municipal Customer Billed Wastewater Flow 

 
 

LCA’s projection of wastewater loadings for Municipal Customers is provided in Tables 

VIII-R, VIII-S, and VIII-T.  The wastewater loading projections were based on FY2011 

wastewater loadings plus an estimate of additional loadings from the assumed 

population growth.  The wastewater loading concentrations for BOD, TSS, and TKN 

associated with additional wastewater flow from future population growth were 199 

mg/L, 194 mg/L, and 37 mg/L respectively.  The average 2011 reported BOD 

concentrations of wastewater from Municipal Customers, excluding the Existing LCA 

System, ranged from 179 to 286 mg/L.  The average 2011 reported TSS 

concentrations of wastewater from Municipal Customers, excluding the Existing LCA 

System, ranged from 185 to 255 mg/L.  The average 2011 reported TKN 

concentrations of wastewater from Municipal Customers, excluding the Existing LCA 

System, ranged from 35 to 46 mg/L.  Therefore, the projected waste loadings appear 

to be reasonable based on FY2011 data.  However, as is often the case, waste 

loadings can vary based on the composition of customers within the service area, the 

amount of pretreatment that occurs prior to discharging the wastewater, and other 

factors.   

Existing Lower Coplay/Whitehall/ Emmanus Salisbury S.Whitehall
Fiscal LCA System Macungie N Whitehall Township Township Township Total
Year (MGD) (MGD) (MGD) (MGD) (MGD) (MGD) (MGD)

2012 (Actuals) 7.010 0.110 1.860 1.040 1.100 2.420 13.540
2013 7.124 0.113 1.888 1.040 1.105 2.439 13.709
2014 7.239 0.115 1.916 1.040 1.110 2.459 13.880
2015 7.357 0.118 1.945 1.040 1.115 2.478 14.053
2016 7.476 0.121 1.973 1.040 1.120 2.498 14.228
2017 7.597 0.123 2.002 1.040 1.126 2.518 14.406
2018 7.721 0.126 2.031 1.040 1.131 2.538 14.587
2019 7.846 0.129 2.060 1.040 1.136 2.558 14.769
2020 7.973 0.130 2.083 1.040 1.141 2.572 14.939
2021 8.102 0.133 2.103 1.040 1.140 2.588 15.106
2022 8.234 0.135 2.122 1.040 1.139 2.604 15.275
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Table VIII-R: Projection of Contract Customer Wastewater BOD Loading 

 
 

Table VIII-S: Projection of Contract Customer Wastewater TSS Loading 

 
 

Existing Lower Coplay/Whitehall/ Emmanus Salisbury S.Whitehall
Fiscal LCA System Macungie N Whitehall Township Township Township Total
Year (lbs/day) (lbs/day) (lbs/day) (lbs/day) (lbs/day) (lbs/day) (lbs/day)

2013 8,332 755 5,108 2,073 1,936 6,135 24,340
2014 8,502 760 5,155 2,073 1,944 6,167 24,602
2015 8,675 764 5,202 2,073 1,953 6,200 24,868
2016 8,851 769 5,250 2,073 1,961 6,233 25,137
2017 9,030 773 5,298 2,073 1,970 6,266 25,409
2018 9,211 778 5,346 2,073 1,978 6,299 25,685
2019 9,395 783 5,394 2,073 1,987 6,333 25,965
2020 9,483 785 5,432 2,073 1,995 6,356 26,123
2021 9,633 789 5,465 2,073 1,994 6,382 26,335
2022 9,785 793 5,497 2,073 1,993 6,409 26,550

Existing Lower Coplay/Whitehall/ Emmanus Salisbury S.Whitehall
Fiscal LCA System Macungie N Whitehall Township Township Township Total
Year (lbs/day) (lbs/day) (lbs/day) (lbs/day) (lbs/day) (lbs/day) (lbs/day)

2013 9,847 672 5,247 2,089 2,010 6,032 25,897
2014 10,013 676 5,293 2,089 2,019 6,063 26,153
2015 10,181 681 5,339 2,089 2,027 6,095 26,412
2016 10,353 685 5,385 2,089 2,035 6,127 26,674
2017 10,527 689 5,432 2,089 2,044 6,159 26,940
2018 10,704 694 5,479 2,089 2,052 6,192 27,210
2019 10,884 699 5,526 2,089 2,060 6,225 27,483
2020 10,969 700 5,563 2,089 2,068 6,247 27,637
2021 11,116 704 5,595 2,089 2,067 6,273 27,844
2022 11,264 709 5,626 2,089 2,066 6,299 28,053
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Table VIII-T: Projection of Contract Customer Wastewater TKN Loading 

 
 

LCA’s projection of sewer revenues for retail customers of the Concessioned System 

are based on the units of service summarized above and a projection of retail sewer 

rates over the forecast period.  As specified in the Concession Agreement and 

described in Section 8.03 of this Report, sewer rates for retail customers are comprised 

of monthly meter charges and quantity rates.  The projected sewer service charges for 

retail customers are provided in Table VIII-U.  These projected sewer rates reflect the 

maximum allowable sewer rates under the Concession Agreement and assume annual 

CPI increases of 2.5 percent per year plus the margin change.  The projected Capital 

Cost Recovery Charges assume that LCA will receive approval from the City for 

inclusion of 100 percent of its planned Major Capital Improvements in the calculation of 

the Capital Cost Recovery Charges.  

Existing Lower Coplay/Whitehall/ Emmanus Salisbury S.Whitehall
Fiscal LCA System Macungie N Whitehall Township Township Township Total
Year (lbs/day) (lbs/day) (lbs/day) (lbs/day) (lbs/day) (lbs/day) (lbs/day)

2013 1,925 121 950 402 382 1,152 4,932
2014 1,957 122 958 402 383 1,158 4,980
2015 1,989 123 967 402 385 1,164 5,029
2016 2,021 124 976 402 386 1,170 5,079
2017 2,054 125 985 402 388 1,176 5,129
2018 2,088 125 993 402 389 1,182 5,181
2019 2,122 126 1,002 402 391 1,189 5,232
2020 2,138 127 1,009 402 392 1,193 5,261
2021 2,166 127 1,015 402 392 1,198 5,301
2022 2,194 128 1,021 402 392 1,203 5,340
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Table VIII-U: Projection of Retail Customer Sewer Service Charges 

 
 

LCA’s projection of sewer revenues for Municipal Customers of the Concessioned 

System are based on the units of service and a projection of sewer rates based on a 

cost based rate methodology, LCA’s projected expenses and the City’s historical 

overhead costs.  As specified in the Municipal Service Agreements with the Municipal 

Customers and described in Section 8.03 of this Report, sewer rates for Municipal 

Customers are uniform rates based on billed flow and wastewater loadings.  LCA’s 

projected wastewater quantity and loading charges for Municipal Customers are 

provided in Table VIII-V for the period 2013 through 2022.  The projection of annual 

increases to the wastewater loading charges for the period 2023 through 2042 are 

generally in the same range as the annual increases shown in this table.   

Fiscal Basic Capital Cost
Year ($/day) % Change ($/day) % Change ($/1,000 gal) Recovery Total % Change

$2.238
2013 $0.199 0.0% $0.800 0.0% $2.238 $0.000 $2.238 0.0%
2014 $0.199 0.0% $0.800 0.0% $2.238 $0.024 $2.262 1.1%
2015 $0.199 0.0% $0.800 0.0% $2.238 $0.035 $2.272 0.5%
2016 $0.209 5.0% $0.840 5.0% $2.350 $0.042 $2.392 5.3%
2017 $0.220 5.0% $0.882 5.0% $2.467 $0.048 $2.515 5.1%
2018 $0.231 5.0% $0.926 5.0% $2.590 $0.081 $2.671 6.2%
2019 $0.242 5.0% $0.972 5.0% $2.720 $0.117 $2.836 6.2%
2020 $0.255 5.0% $1.021 5.0% $2.856 $0.152 $3.008 6.1%
2021 $0.267 5.0% $1.072 5.0% $2.999 $0.189 $3.187 6.0%
2022 $0.281 5.0% $1.126 5.0% $3.149 $0.225 $3.374 5.9%

1Assumed average meter size of betw een 4" and 6".

Meter Charges Quantity Charges

Residential (5/8") Industrial1



 
 
 
 
 
 
 

ind engineer eval july 31 2013.docx 133 

Independent Engineer’s Report for the 

Allentown Water and Sewer Utility 

System Concession 

Table VIII-V: Projection of Municipal Customer Wastewater Loading Sewer Service 
Charges 

 
 

A summary of LCA’s projected sewer operating revenue is presented in Table VIII-K.  

These projections were made based on the units of service and the projected sewer 

rates described above.  The sewer sales revenue projections for retail and Municipal 

Customers are higher than the actual sewer sales revenues reported by the City 

historically, which may be due to recent meter replacements and varying loading levels 

from year to year.  Due to the differences between historical actual sewer revenues 

and 2013 projected sewer revenues, which future years’ revenues are based on, and 

potential inability to recover the full amount of overhead costs that the City has 

historically recovered, it is possible that actual future sewer revenues may be lower 

than projected.   

Table VIII-W shows the projected sewer service revenues from Municipal Customers 

for 2013 through 2017.  The projected revenue from each Municipal Customer is 

shown as a percentage of the total projected sewer system revenue for the 

corresponding year. 

Fiscal Quantity Charge BOD % TSS % TKN %
Year ($/1,000 gal) ($/lbs) Change ($/lbs) Change ($/lbs) Change

2013 $0.225 $0.276 $0.225 $0.390
2014 $0.251 $0.308 11.38% $0.250 11.41% $0.435 11.45%
2015 $0.258 $0.316 2.77% $0.257 2.81% $0.447 2.84%
2016 $0.267 $0.326 2.98% $0.265 3.01% $0.461 3.05%
2017 $0.287 $0.350 7.55% $0.285 7.59% $0.496 7.62%
2018 $0.295 $0.358 2.33% $0.292 2.36% $0.508 2.40%
2019 $0.303 $0.367 2.55% $0.299 2.58% $0.521 2.62%
2020 $0.311 $0.378 2.92% $0.308 2.93% $0.536 2.95%
2021 $0.320 $0.389 2.77% $0.317 2.80% $0.551 2.82%
2022 $0.329 $0.399 2.79% $0.326 2.81% $0.567 2.84%



 
 
 
 
 
 
 

ind engineer eval july 31 2013.docx 134 

Independent Engineer’s Report for the 

Allentown Water and Sewer Utility 

System Concession 

Table VIII-W: Sewer Service Revenue from Municipalities as a Percentage of Total Sewer 
Revenue 

 
 

Revenues generated from providing water and sewer service to Municipal Customers 

comprise a substantial amount of total projected revenues.  Service provided to the 

Existing LCA System is expected to comprise a substantial portion of these revenues.  

For example, based on projected usage amounts, the Existing LCA System is 

projected to purchase approximately 75 percent of Municipal Customer water sales 

over the next ten years.  

(iii) Other Revenues 

Other miscellaneous revenue includes revenues from penalties and interest, fire 

hydrant standby charges, tapping fees, and other additional charges related to sewer 

service.  The projections of these other revenues are provided in Table VIII-K.  The 

base forecast for these revenues is based on the City’s FY 2012 budget, and a review 

of budget to actual revenues in prior years.  Historically, miscellaneous revenues have 

been budgeted conservatively, with actual revenues often exceeding budgeted 

amounts.  Other miscellaneous revenues in future years were forecasted to increase 

according to an annual growth rate of 2.5 percent. 

Penalties and interest are charges assessed to delinquent account balances.   

Revenues from these charges have exhibited moderate fluctuations in prior years; 

FY 2013
Revenue

FY 2014
Revenue

FY 2015
Revenue

FY 2016
Revenue

FY 2017
Revenue

Existing LCA System $2,504,989 $2,841,732 $2,974,573 $3,119,773 $3,417,255
% of Total Sewer Revenues 16.5% 17.4% 17.8% 17.9% 18.3%

Lower Macungie $157,708 $176,950 $183,220 $190,111 $206,043
% of Total Sewer Revenues 1.0% 1.1% 1.1% 1.1% 1.1%

Coplay/Whitehall/N Whitehall $1,234,878 $1,389,411 $1,442,449 $1,500,464 $1,630,066
% of Total Sewer Revenues 8.1% 8.5% 8.6% 8.6% 8.7%

Emmaus $522,691 $582,471 $598,938 $617,103 $664,053
% of Total Sewer Revenues 3.4% 3.6% 3.6% 3.5% 3.6%

Salisbury $504,787 $564,961 $583,452 $603,755 $652,504
% of Total Sewer Revenues 3.3% 3.5% 3.5% 3.5% 3.5%

South Whitehall $1,476,697 $1,654,689 $1,710,917 $1,772,643 $1,918,192
% of Total Sewer Revenues 9.7% 10.1% 10.2% 10.2% 10.3%

Total $6,401,749 $7,210,215 $7,493,549 $7,803,849 $8,488,112
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however, based on the annual increase in water and sewer Service Charges, it is 

reasonable to expect corresponding growth from this charge in future years.   

Fire hydrant standby charges are fees imposed for fire hydrants outside the city limits 

that are connected to the Concessioned System.  Prior year revenues from these 

charges have been relatively consistent and it’s expected that the basis for current 

charges will remain in effect in future years.   

Tapping fees are charged for new connections to the Concessioned system or as a 

result of a property’s changed or intensified use.  Therefore, over the long-term, fees 

earned are largely dependent on population growth.  While revenues earned from this 

fee in past years have fluctuated significantly, forecasted revenues correspond to the 

largely flat population growth projections for the Concessioned System assumed within 

the financial model. 

Additional miscellaneous other revenue items include special sewer charges, industrial 

waste charges, and those for septic disposal and leachate treatment.  Special sewer 

charges are assessed to customers in the event the water furnished to a property does 

not correspond to the amount of water discharged into the sewer system.  Revenues in 

prior years have been relatively consistent and its anticipated future revenue growth 

will remain moderate at a 2.5 percent increase per year. 

Past revenues from industrial waste charges, septic disposal fees, and leachate 

treatment have varied significantly over the past five years.  With related expenses 

forecasted to increase at an annual rate of approximately 3.0 percent, it is reasonable 

to project future revenues from these categories at a 2.5 percent annual growth rate 

assuming that LCA will be able to raise the miscellaneous fees annually at 2.5 percent, 

and assuming that the contributors of industrial waste, septic, and leachate continue to 

contribute this waste to the system similar to historical levels. 

Section 8.05 Water and Sewer Bill Comparisons 

A comparison of 2013 quarterly water and sewer bills for the Consessioned System as 

compared to other utilities in the region is presented in Figure VIII-A.  
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Figure VIII-A:  Comparison of 2013 Quarterly Water Bills for Residential Customers Using 
20,000 Gallons Per Quarter 

 
 

The water bill comparisons were prepared by LCA and were not independently verified.  

The quarterly water bill for a retail customer of the Concessioned System with a 5/8” 

meter using 20,000 gallons per quarter is approximately $114, and is comparable to 

many other utilities in the region.  However, some bills from water providers, such as 

the Pennsylvania American Water Company, are approximately double the water bill 

for a retail customer of the Concessioned System. 

A projection of the retail water and sewer bill as a percentage of projected median 

household income (MHI) for a customer in the Concessioned System is shown in 

Figure VIII-B for the period from 2013 through 2042.  The water and sewer bills were 

projected based on the annual increases to the water and sewer rates included in 

LCA’s financial model with an estimated usage amount of 5,000 gallons per month.  
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The current MHI for the City was obtained from the U.S. Census Bureau.  The analysis 

assumes an annual increase in the CPI of 2.4 percent per year based on the average 

annual increase in CPI over the last ten years.  Note that the projected water and 

sewer rates do not reflect the additional rates that would be required to fund the 

Administrative Order Project(s).  These are excluded from LCA’s financial model and 

cash flow forecast because paying the cost of these projects is the responsibility of the 

City per the Concession Agreement, and the amounts of the additional rates 

attributable to the Administrative Order Project(s) are currently unknown. 

Figure VIII-B:  Projected Water and Sewer Bill as a Percentage of Median Household 
Income 

 
The projection of the retail water and sewer bill for residential customers with a 5/8” 

meter served by LCA’s Concessioned system becomes an increasingly larger share of 

the MHI throughout the forecast period.  By 2042, it is estimated that the water bill will 

grow to more than 1.5 percent of MHI and the sewer bill will grow to over 1 percent of 

the MHI.  However, the increases in the projected water bill are similar to the historical 

annualized increases in water rate adoption by the City since 2001.  This forecast is 

based on the assumed increases in MHI and water and sewer rates, which may differ 

from actual increases. 
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A comparison of the assumed increases in CPI with the projection of the combined 

water and sewer bill for a residential customer of Concessioned System with a 5/8” 

meter and water consumption of 5,000 gallons per month is provided in Figure VIII-C.  

The assumed escalation of the CPI was 2.5 percent per year.  The comparison shows 

that the water and sewer bill for the Concessioned System is projected to increase at a 

rate that is much higher than the projected increase in CPI.  For example, in 2022, the 

water and sewer bills are projected to be approximately 20 percent higher than the a 

water and sewer bill that just increases by the CPI escalation rate; and by 2032, these 

same bills are more than 60 percent higher.  By 2042, the difference is projected to 

grow to more than 97 percent.  This may impact the ability of some customers within 

the service area to pay their water and sewer bills, and could increase the bill 

delinquency rate over time.  These projections are based on the maximum increase in 

water and sewer rates assuming the CIP escalation stated above.  If the LCA elects to 

increase water and sewer rates below the maximum amounts allowed under the 

Concession Agreement, or if the differential between the escalation of MHI and the 

water and sewer bills is smaller, then the water and sewer bills as a percentage of MHI 

could be lower.  Note, however, the projection does not include any additional 

customer bill impacts that may occur associated with the City funding the 

Administrative Order projects.  
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Figure VIII-C:  Comparison of Combined Projected Water and Sewer Bills 

 
 

 

Section 8.06 Review of Historic and Projected Operating Expenses 

(a) Historic Expenses 

Water and sewer system expenses include operating expenses (e.g., personnel, 

contract services, materials & supplies, equipment, construction contracts, and other 

expenses), and non-operating expenses (debt service and pay-as-you-go capital).  

Historic O&M expenses for the Concessioned System are shown in Tables VIII-X and 

VIII-Y, respectively. 
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Table VIII-X: Water System Historic O&M Expenses 

 
 
Table VIII-Y: Sewer System Historic O&M Expenses  

 
 

(b) Projected Expenses 

LCA prepared detailed projections of operating and capital expenses and included 

these projections in a financial model and cash flow forecast, which are summarized in 

the tables at the end of this section of the report.  A summary of LCA’s projections of 

expenses is provided below.  Note that LCA pro-rated operating expenses that were 

forecasted in 2013 for five months of operation, corresponding to the timing of the 

anticipated take-over of the Concessioned System.  Future years were forecasted for a 

full calendar year.   

O&M Expense Category
FY2008
Actual

FY2009
Actual

FY2010
Actual

FY2011
Actual

FY2012
Actual

Personnel  $  5,547,201  $  5,570,812  $  5,757,550  $  5,810,708 $  5,629,713 
Services & Charges      1,020,322         744,539         853,585      1,127,050     1,253,095 
Materials & Supplies         952,574         827,879         982,972         746,594        985,349 
Equipment          12,603          37,786          53,607         (44,656)        (668,308)
Construction Contracts        (527,384)         202,792         111,401         517,669        552,037 
Bad Debt         182,674         203,867         374,585           (3,484)         (17,611)
Risk Insurances         383,332         385,000         385,000         385,000        385,000 
Reserve for Encumbrances          90,926          97,002         183,498          54,972        228,605 
Other            9,758            2,595           1,117           1,831           1,520 
Total Water O & M Expenses  $  7,672,006  $  8,072,272  $  8,703,315  $  8,595,684 $  8,349,400 
% Change 5.5% 5.2% 7.8% -1.2% -2.9%

Source: 2012 City of Allentow n Water and Sew er Fund - Compiled Financial Statements

O&M Expense Category
FY2008
Actual

FY2009
Actual

FY2010
Actual

FY2011
Actual 

FY2012
Actual

Personnel 6,648,551$   7,053,896$   7,188,286$   7,103,266$   6,937,232$   
Services & Charges 1,799,272     1,766,727     1,671,626     1,704,510     2,413,673     
Materials & Supplies 1,180,722     1,008,250     1,073,640     1,332,749     1,263,608     
Equipment 128,453        114,457        31,959         31,116         240,328        
Construction Contracts (572,862)       873,978        (283,666)       87,491         32,040         
Bad Debt 300,432        (65,604)        409,076        230,716        67,622         
Risk Insurances 383,332        385,000        385,000        385,000        385,000        
Reserve for Encumbrances 286,166        128,223        258,807        150,749        197,468        
Other 5,390           1,193          856            792            473             

Total Sewer O & M Expenses 10,159,456$ 11,266,120$ 10,735,584$ 11,026,389$ 11,537,444$ 
% Change 4.2% 10.9% -4.7% 2.7% 4.6%

Source: 2012 City of Allentow n Water and Sew er Fund - Compiled Financial Statements
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(i) Operating Expenses 

In general, the majority of the operating expenses were projected using the City’s 

FY2012 budgeted amounts with adjustments for changes to operations and operating 

costs, and by applying a cost escalation factor to the base expenses.  For some 

expense items, such as personnel expenses, there are significant differences between 

historical and projected amounts, as described below.  In other cases, some expenses, 

such as those related to utilities and chemicals were projected using a combination of a 

demand factor and a cost inflation factor.  The assumptions used to escalate operating 

expenses are summarized in Table VIII-Z.   

Table VIII-Z: Assumptions Used to Project O&M Expenses  

 

 
 

Cost Escalation
Expense Category Base Forecast Assumption Assumption

Personnel Union and Non-Union Wages 1.5% FY2013 thorugh FY2015
Union and Non-Union Wages 3.5% per year thereafter
Temporary Workers 2.0% per year 
See discussion below for staffing levels

Pension Expenses 10.8 % of Payroll None
Payroll Tax 7.65% of Personnel Costs None

Employee Medical Insurance $15,000 per Employee in 2012 9.5% FY2013 through FY2015
7.0% Through FY2032
5.0% per year thereafter

Electric Power 4.0% of Water Treated in gpd
2.0% per year plus growth
in water demands

3.0% of Wastewater Treated in gpd
2.0% per year plus growth
in sewer demands

Other Operating Expenses FY2012 Adjusted Budget 2.5% per year thereafter

Repairs and Maintenance FY2012 Adjusted Budget 3.5% per year thereafter
Materials & Supplies FY2012 Adjusted Budget 3.5% per year thereafter

Chemicals $75 per MGD water treated 3.0% per year thereafter
$36 per MGD wastewater treated 3.0% per year thereafter

Emergency Repairs $100,000 in FY2013 for Water Repairs 2.5% per year thereafter
$200,000 in FY2013 for Sewer Repairs 2.5% per year thereafter
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LCA projected pension expense as 10.8 percent of total payroll related costs.  This 

appears to be a conservative estimate based on prior year expenses; however, no 

pension liability or costs review was completed as part of this Report.  In addition, 

insurance expenses were projected based on an estimated cost of $15,000 per 

employee.  An analysis of prior year expenses for this cost supports this assumption.  

Projected increases for insurance are forecasted to occur each year at a rate of 9.5 

percent through 2015 and 7.0 percent each subsequent year through 2032.  An 

increase of 5.0 percent per year is forecasted for the remaining term of the Concession 

Agreement.  Expenses under this category have fluctuated in prior years due in part to 

past changes in the number of employees; however, the escalation factors are 

comparable to the observed change in the cost per employee in prior years. 

LCA projected electric power costs proportional to the total water or wastewater 

treated.  In addition, a 2.0 percent annual escalator in electricity prices was also 

included in the forecast.  These projections of power cost inflation were consistent with 

long-range forecasts of electric power price inflation published by the U.S. Energy 

Information Administration. 

Repairs and maintenance, materials and supplies, and other operating expenses were 

projected by LCA based on adjusted amounts from the City’s 2012 water and sewer 

budgets with some adjustments.  The adjustments to amounts under these categories 

were based on operational changes as a result of the Concession Agreement, i.e., 

LCA reduced the projections for some of the expenses because, according to LCA, the 

City’s 2012 budget included personnel, materials & supplies, and contract services 

expenses associated with City General Fund purposes that were considered outside of 

water and sewer operations.  ARCADIS was unable to fully assess the reasonableness 

of these adjustments.  Repairs and maintenance and materials and supplies expenses 

were projected to escalate at a rate of 3.5 percent each year while other operating 

expenses were projected to escalate at a rate of 2.5 percent.  An expense for 

emergency repairs was included in the forecast in an amount of $100,000 for water 

repairs and $200,000 for sewer repairs and was projected to increase at a rate of 2.5 

percent per year. 

The City’s historical expenses for these categories varied considerably from year to 

year and were not reflective of a defined trend.  This may be the result of certain 

operational factors or the result of unforeseen circumstances; although, a comparison 

of prior year budgeted amounts to subsequent actual expenses over the past five 

years shows that budgeted amounts typically exceeded year end actuals.  Due to the 

probability of future operational factors and the occurrence of unforeseen 
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circumstances, it is difficult to relate prior year costs to forecasted amounts for these 

categories.  However, notwithstanding the potential impact of these two factors, the 

projection of future expenses under these categories appears reasonable. 

LCA projected 2013 chemical expense amounts based on a cost of $75 per mgd water 

treated and $36 per mgd of wastewater treated.  These amounts are comparable to 

those in prior years.  Future costs under this category will be impacted by future 

amounts of water used and wastewater treated as well as increases attributable to 

commodity prices.  Certain operational factors and unforeseen circumstances could 

affect this expense category as well.  Concessioned System usage is projected to 

increase by an average rate of approximately 2.3 percent, and total wastewater treated 

by 0.4 percent, over the next ten years.  Chemical expense is projected to escalate in 

accordance with the projected water and sewer demands, plus an annual rate of 3 

percent per year for commodity price inflation. 

The Concession Agreement indicates that the raw water sources are likely to shift to an 

increased ratio of surface water to spring water over time due to increased demand.   

As the ratio of filtered water to unfiltered water increases, LCA may incur additional 

water treatment costs for chemicals, electricity and sludge disposal beyond those 

forecasted.  The impact on the expenses cannot be estimated at this time because (a) 

the City does not track cost to produce filtered water separately from unfiltered water 

and (b) the timing and degree to which the ratio of surface water to spring water will 

change is not defined.  Furthermore, unaccounted for water has the potential to 

decrease as discussed in Section 5.03(b).  If unaccounted water decreases, it could 

potentially offset increases in expenses associated with the shift in water sources. 

A summary of the budgeted number of City employees in FY2012 compared to the 

actual number of staff positions the City required LCA to staff as part of the Concession 

Agreement, and the forecasted number of employees in FY2013 that were included in 

the financial model and cash flow forecast are presented in Table VIII-AA.  LCA reports 

that the differences in the number of personnel between budgeted and actual in 

FY2012 is largely due to budgeted, but unfilled positions.  Staffing was reduced from 

historical levels because, according to LCA, approximately 49 staff positions historically 

included in the City’s water and sewer budgets were related to non-water and sewer 

system activities and functions.  However, LCA anticipates that the post Concession 

staffing levels for employees directly related to the operations of the concession 

System will be somewhat lower than as compared to pre-concession levels.  In lieu of 

added staffing, LCA is planning to utilize service contracts for some elements of 

system maintenance.   
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Table VIII-AA: Staffing Level Comparison 

 
 

LCA’s projections include additional expenses associated with the transaction and 

transition.  These expenses include (1) excess cost associated with the delta thermo 

energy (DTE) waste-to-energy plant contract (2) consulting services, (3) IT upgrades, 

licensing, and training costs, (4) other post employment benefit (OPEB) costs, and (5) 

legal costs.  LCA anticipates that a portion of these expenses will be funded with Bond 

proceeds, and the non-Bond funded portion of these additional expenses are shown in 

Table VIII-DD. Regarding the DTE costs, LCA assumed that it will share in the annual 

operating fee due to DTE based on a prorated share of sludge tonnage to total 

tonnage (28%) and be responsible for $ 1,636,000 of the annual fee.  In addition, LCA 

assumed it will share in the electric savings of an estimated $ 1,200,000 based on the 

volume of sludge to total tonnage, and receive a credit of $334,000. Therefore, LCA 

assumed that the net it will owe to deliver 14,300 tons of sludge to DTE is $1,302,000 

in 2013, or $91 a ton.  Currently, LCA estimates that it costs the City $40 a ton to 

dispose of sludge with its own trucks and a third party contractor, or $572,000.  The 

difference is $51 a ton or $730,000 annually, which is reflected in the financial model 

and cash flow forecast as an additional cost to LCA.  LCA assumed $120,000 per year 

in OPEB costs (escalated by inflation each year) beginning in 2013 and continuing 

through the term of the Concession Agreement.    ARCADIS was unable to obtain 

sufficient information to fully assess the reasonableness of the timing of the OPEB 

expense assumptions, but the amount of OPEB costs included in LCA’s financial 

projections appear to be reasonable based on actuarial information provided in a letter 

sent from Cheiron to the City. 

Water Filtration Operations 17.0                  17.0                  

Construction & Maintenance 40.0                  35.5                  

WW Treatment Operations 41.0                  41.0                  

Pretreatment 4.0                     4.0                     
Corporate Staffing -                      9.5                   

Total FTE's1 102.0                107.0                

Department Projected

1Excludes 4.5 geographic information system, 17 engineering, 26.5 
grounds maintenance, and 1 f ish hatchery City budgeted positions that 
w ill not be transferred to LCA.  Actual staff positions that the City asked 
LCA to take as part of the Concession Agreement.

City Actual 

FY20131
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. 

LCA is also required to pay an Annual City Payment to the City each year beginning in 

January 2016 in accordance with the Concession Agreement.  The Annual City 

Payment in FY2016 is required to be $500,000, and is escalated in the financial model 

and cash flow forecast each year by the rate of inflation, assumed to be 2.5 percent per 

year.  These payments have been included in the financial model and cash flow 

forecast, and are shown in Table VIII-DD.  

LCA’s projections of operating expenses over a 30-year period from FY2013 through 

FY2042 are provided in Table VIII-DD.  The projected annual increases in operating 

expenses are lower than the annual rate adjustment allowed by the Concession 

Agreement during the forecast period for calendar years following 2015, which is 

reasonable since the allowable rate adjustments under the Concession Agreement is 

higher than the rate of change of the CPI.   

Section 8.07 Review of Projected Non-Operating Expenses 

LCA’s financial model and cash flow forecast contains a detailed projection of non-

operating expenditures.  These non-operating expenditures include debt service 

associated with the financing of the Project, debt service associated with capital 

expenditures in relation to the capital improvement plan, and capital outlay 

expenditures.  A summary of these expenditures are provided below. 

Based on LCA’s financial plan and cash flow forecast, LCA plans to fund approximately 

$246 million (consisting of the proceeds of the Bonds) related to the Concession 

(financing the upfront Concession payment, capital expenditures, deposits into 

reserves, and payment of other expenses) and pay debt service associated with the 

Bonds.  The projected debt service was provided by the underwriter, Goldman Sachs & 

Co., and ARCADIS provides no opinion regarding such debt service.  The projected 

annual debt service associated with the Concession is shown in Table VIII-DD for the 

period from 2013 through 2042. 

Section 8.08 Funding of Capital Improvements Plan 

The Concession Agreement specifies the Required Capital Improvements that LCA 

must implement.  Per the Concession Agreement, the total amount of these capital 

improvements is $10.25 million.  The Required Capital Improvements are included in 

LCA’s financial model and cash flow forecast, but the CIP plan included in the financial 
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forecast varies from the Concession Agreement in terms of project timing and 

estimated cost.  The Planned Capital Improvements are shown in Table VIII-BB. LCA’s 

estimates of CIP costs are higher than the estimates provided by the City and included 

in the Concession Agreement.  Note that the CIP does not include any capital projects 

associated with financing the Administrative Order project(s) per the Concession 

Agreement.  A more detailed description of the CIP is provided in the earlier sections of 

this Report.  Also, it was assumed that LCA will incur no unreimbursed costs related to 

the Uncompleted Work initiated by the City in accordance with the Concession 

Agreement.  LCA has applied a capital cost inflation factor of 2.5 percent per year 

associated with capital projects projected to be implemented beyond FY2013.   

Table VIII-BB: Summary of LCA Planned Capital Improvements 

 
 

LCA anticipates that the capital improvements planned in 2013 through 2017 will be 

funded up front with the proceeds of the Bonds, and the annual debt service 

associated with these projects are included in the financial model and cash flow 

forecast.  The annual debt service associated with these capital improvements was 

provided by LCA’s underwriter, Goldman Sachs & Co., and is shown in Table VIII-CC.  

We have not independently verified and provide no opinion related to the debt service. 

LCA has assumed that each of the planned capital improvements satisfies the 

definition of a Major Capital Improvement per the Concession Agreement unless 

otherwise noted, and the financial model and cash flow forecast reflect the recovery of 

the debt service costs in the projected Capital Cost Recovery Charge.  Per the 

Concession Agreement, if LCA seeks to impose a Capital Recovery Charge, it must 

submit a written report to the City detailing the capital cost associated with the major 

improvements, which is subject to approval by the City.  Note that any disputes with the 

Fund Description 2013 2014 2015 2016 2017 Total

Water   Water Main Rehabilitation1 -$               1,353,000$ 2,773,650$ 2,842,991$ 2,914,066$   9,883,707$   
Water   Water Main Upgrade -                -                -                -                2,980,295     2,980,295     

Water   Schantz's Spring Main Improvement2 -                -                -                -                1,324,575     1,324,575     
Water   WTP Mechanical Renovations3 50,000        205,000      210,125      215,378      220,763       901,266       
Water   Condition Assessment3 -                206,602      211,767      217,061      222,487       857,917       
Water   WTP Water Filtration Plant -                666,250      2,153,781   2,207,626   2,262,816     7,290,473     

Sewer   WWTP Digestor Cover Replacements2 -                1,000,000   1,000,000   -                -                  2,000,000     

Sewer   WWTP Motor Control Center2 -                1,947,500   -                -                -                  1,947,500     

Sewer   WWTP Belt Filter Press Remediation2 -                615,000      630,375      646,134      -                  1,891,509     
Sewer   WWTP Renovations3 100,000      512,500      525,313      538,445      551,906       2,228,164     
Sewer   Flood Control - Levees3 -                500,000      -                -                -                  500,000       
Sewer   Flood Control - River Shoaling3 -                300,000    -              -              -                300,000     

Total 150,000$    7,305,852$ 7,505,011$ 6,667,635$ 10,476,909$ 32,105,407$ 

1 Includes the Centrifugally Spun Cast Iron Water Main Replacement and Water Distribution Replacement projects, w hich are Required Capital Improvements. 
2 Project recognized as a Required Capital Improvement per the Concession Agreement
3 Assumed that these projects w ill not satisfy the definition for inclusion in the capital cost recovery charge.
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City related to the Capital Cost Recovery Charge could have a material impact on the 

ability to recover the capital costs and the forecasted revenues. 

In FY2018 and thereafter, LCA has included in its CIP an annual amount for water and 

sewer main replacement corresponding to replacement of 0.75 percent of the miles of 

mains per year.    LCA assumed that these amounts would be funded with available 

cash flow on a pay-as-you-go basis.  LCA has assumed that the planned capital 

improvements in these years satisfy the definition of a Major Capital Improvement per 

the Concession Agreement, and the financial model and cash flow forecast reflect the 

recovery of depreciation of these capital improvements in the projected Capital Cost 

Recovery Charge.  LCA has assumed that the capital improvements would be 

depreciated using the straight line method over 30 years111 and would earn a return on 

equity of 7.0 percent per year.  The return on equity percentage is in the mid-range of 

equity returns allowed by public utility commissions, and is currently a reasonable 

assumption.  The assumed depreciation rate of 3.3 percent per year (corresponding to 

depreciation over 30 years) is high compared to the City’s reported rate of depreciation 

of the water and sewer collection and distribution systems of 1.0 percent per year 

(corresponding to a depreciable life of 100 years), and buildings and improvements of 

1.25 to 2.9 percent (corresponding to a depreciable life of between 35 to 80 years), but 

is conservative compared to the City’s reported rate of depreciation of machinery and 

equipment of 4 to 20 percent (corresponding to a depreciable life of 5 to 25 years). 112  

If the rate of depreciation that is negotiated between the City and LCA for recovery of 

capital costs through the Capital Cost Recovery Charge is less than 3.3 percent per 

year, then the reported Capital Cost Recovery Charge revenue would be overstated. 

Section 8.09 Debt Service 

Table VIII-CC summarizes LCA’s projection of debt service associated with the 

Concession payment to the City as well as the debt service associated with financing 

                                                      

111 The Concession Agreement specifies that that the annual amount that LCA may include as part of the 

Capital Cost Recovery Charge consists of (i) the amounts required to pay principal and interest on 

debt issued or incurred to finance the Major Capital Improvement plus (ii) a return on equity on funds 

contributed to pay the capital costs of such Major Capital Improvements.  It was assumed that the 

City would approve the inclusion of depreciation expense in the capital cost recovery charge for the 

return of equity. 
112 Comprehensive Annual Financial Report for the year ending December 31, 2011, City of Allentown, PA. 
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the capital improvements from FY2013 through FY2042 with debt.  In addition, Net 

Debt Service, as shown in Table VIII-CC, reflects LCA’s expectation to refinance the 

2013C Taxable Bonds upon their maturity date in 2018 through 2033, and to repay the 

principal amount of the bonds in 2033. 

(a) Debt Service Coverage Requirements 

The draft Trust Indenture securing the Bonds contains specific debt service coverage 

requirements that must be met by LCA.  The covenants require the following: 

a) The Authority covenants that it shall maintain, charge, and collect such Service 

Charges consistent with the provisions of the Concession Agreement. 

b) In addition, the Authority covenants that it shall maintain, charge and collect 

such Service Charges which, together with other Cash Available for Debt 

Service, shall be at all times at least sufficient to provide annually: 

i. Funds to pay all of the Operation and Maintenance Expenditures of the 

Authority; and 

ii. An amount equal to 120% of the Debt Service Requirements with 

respect to the 2013 Bonds and Additional Parity Indebtedness during the 

then current Fiscal Year of the Authority. 

The debt service coverage projections are shown in Table VIII-CC.  Based on LCA’s 

projections of revenues and expenses described above, it is anticipated that LCA’s 

debt service coverage pertaining to requirement a) and b) identified above will be met 

in each year of the forecast from 2013 through 2042.  However, differences between 

actual and projected revenues or expenses, which are possible given the level of 

uncertainty associated with the future, could have a material effect on the cash flows of 

Concessioned System and impact the ability to meet debt service coverage 

requirements. 

Section 8.10 Cash Balances and Reserves 

(a) Reserve Requirements 

LCA is required to establish several reserve funds in accordance with the Concession 

Agreement.  These reserve requirements are summarized below. 
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Capex Fund 

LCA is required to establish a Capex Fund no later than January 1, 2033.  The Capex 

Fund Deposit Requirements are (i) $1 million for the reporting years 2033 to 2042, both 

inclusive, (ii) $2 million for reporting years 2043 to 2052, both inclusive, and (iii) $3 

million for the reporting years 2053 to 2062, adjusted for inflation from the Closing Date 

to December 31 of the calendar year immediately prior to the Reporting Year.  The 

money in the Capex Fund is required to be used to pay that portion of the cost of Major 

Capital Improvements that cannot be recovered during the Term as a Capital Cost 

Recovery Charge because the last day of the Cost Recovery Period of the Major 

Capital Improvement to be funded by such Capital Cost Recovery Charge is later than 

the End Date determined without regard to any earlier termination of the Concession 

Agreement.  LCA may withdraw moneys from the Capex Fund to pay costs incurred 

with respect to a Major Capital Improvement to the extent that such costs are not 

includible in the Capital Cost Recovery Charge for the Major Capital Improvement.  

Monies in the Capex Fund do not secure the Bonds. 

LCA’s financial model and cash flow forecast includes the funding of this reserve at the 

required levels over the forecast period. 

City Payment Reserve Fund 

LCA is required to establish and maintain the City Payment Reserve Fund in an 

amount equal to not less than the then current City Payment Reserve Requirement.  

The City Payment Reserve Requirement is (i) $0 prior to October 1, 2015, (ii) fifty 

percent of the Annual City Payment for the 2016 Reporting Year, and (iii) on or after 

January 1, 2016, an amount equal to the Annual City Payment for the then current 

Reporting Year.  Monies in the City Payment Reserve Fund do not secure the Bonds. 

LCA’s financial model and cash flow forecast includes the funding of this reserve at the 

required levels over the forecast period. 

The Trust Indenture requires LCA to establish and maintain several funds.113  These 

include a Debt Service Fund, Debt Service Reserve Fund, Operation and Maintenance 

                                                      

113 Draft Trust Indenture dated as of June 1, 2013. 
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Reserve Fund, a Major Maintenance Reserve Fund, and a Project Fund, each of which 

are planned to be funded initially by the proceeds of the Bonds.  Goldman Sachs & 

Co., the underwriter for the Bonds, sized the Bonds to fund the initial deposits into 

these funds, and ARCADIS provides no opinion as to whether the Bond proceeds are 

adequate to fund the initial deposits into these funds.  The Trust Indenture also 

requires LCA to establish and maintain the Capex Fund and City Payment Reserve 

Fund, which LCA plans to fund from the Revenues of the Concessioned System. 

Section 8.11 Conclusions on Financial Forecasts and Overall Opinion on Project 

Financial Feasibility 

Set forth below are the opinions that have been reached regarding the review of the 

financial model and cash flow forecast prepared by LCA.  For a complete 

understanding of the assumptions upon which these opinions are based, this Report 

should be read in its entirety. 

1. The projected revenues, subject to historic collection experience, are 

anticipated to be adequate in satisfying bond covenants (i.e. 120 percent of 

the net revenues available to pay the debt service on the Bonds and required 

deposits into the funds). 

2. Based on discussions with and information provided by LCA, the cash flow 

forecast and assumptions, including operations and maintenance expenses, 

appear to be reasonable.  

3. With the projected annual water and sewer Rate increases identified in this 

Report, which are the maximum allowed rate increases under the Concession 

Agreement, it is anticipated that LCA will meet its debt service coverage 

requirement specified in the Draft Trust Indenture of an amount not less than 

120 percent of the Debt Service Requirements. 

4. The current Schedule of Service Charges for each class or type of utility 

service (including annual increases pursuant to the Annual Rate Adjustment 

for water and sewer rates in the Concession Agreement) are currently within 

generally acceptable ranges for such rates. 

Therefore, based on the information and estimates summarized in this Report, which 

are reasonable in light of current information, the Project is financially feasible.  

However, several risks may exist with regard to the Concessioned System that could 

impact the financial feasibility of the Project.  These include, but are not limited to, the 

following: 
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• The provisions contained in the Concession Agreement provide LCA with the 

ability to adjust water and sewer rates annually, commensurate with changes to 

CPI plus a margin change, however, this provision also limits LCA’s ability to 

increase water and sewer rates above certain levels.  The projected water and 

sewer rates reflect the maximum allowable sewer rates under the Concession 

Agreement and assume annual CPI increases of 2.5 percent per year (2.0 percent 

beginning in 2033) plus a margin change.  In the event that future operational 

costs increase at a rate higher than the allowable rate adjustments, LCA may not 

be able to fully offset these cost increases with the limited rate increases that are 

allowed under the Concession Agreement.  LCA believes that the possibility of this 

occurring is remote.  

• The projected Capital Cost Recovery Charges assume that LCA will receive 

approval from the City for inclusion of 100 percent of its planned Major Capital 

Improvements in the calculation of the Capital Cost Recovery Charges, which may 

not be the case.  However, the Concession Agreement specifies a process by 

which the LCA is required to negotiate with the City to raise the Capital Cost 

Recovery Charge in accordance with the provisions outlined in the Concession 

Agreement.  According to the Concession Agreement, the City agrees not to 

unreasonably withhold, condition or delay the issuance of authorizations to perform 

the capital improvements.   

• LCA’s financial model and cash flow forecast assumed that the billed consumption 

per account will remain the same throughout the forecast period.  Many water 

systems throughout the U.S. have experienced declines in total water consumption 

and consumption per account and this trend is anticipated to continue.  While the 

trends in water consumption for the Concessioned System over the past five years 

in general is not indicative of the national trend, declines in water consumption and 

water consumption per account could occur as a result of water conservation, 

more efficient water fixtures,  economic conditions, or the loss of water customers.  

In the event that this occurs, projected revenues may need to be adjusted.  

However, it is important to note that the Concession Agreement allows the LCA to 

impose additional service charges on retail water customers for the Annual 

Shortfall Recovery Amount, which is defined in the Concession Agreement as one-

third of the Shortfall Recovery Amount.  The Shortfall Recovery Amount is the 

amount of money that would have been collected from Retail Water Customers 

from the imposition of Service Charges during the Water Sales Test Period if an 

amount of water equal to the Water Sales Shortfall had been sold to Retail 

Customers.  The Water Sales Shortfall is the amount by which the sum of the 
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actual daily volume of metered water sales to all Retail Water Customers over the 

entire Water Sales Test period and the Bulk Sales Surplus (if any) over the entire 

Water Sales Test Period was less than 7,269,000 gallons per day.  Given the 

provisions of the Concession Agreement and the planned increase in water sales 

to Bulk Customers, it is unlikely that an Annual Shortfall Recovery Amount will be 

triggered. 

• LCA’s financial model and cash flow forecast assumes growth in customer 

accounts over the forecast period due to projected increases in population, and the 

population forecasts used by LCA appear to be conservative.  However, the future 

is uncertain and the projected change in population may not be realized, and 

additional flows to and revenues to the system due to growth may not occur.     

• LCA’s initial water and sewer sales revenue projections for retail and Municipal 

Customers are higher in total than the 2012 estimated actual water sales revenues 

reported by the City, in part because the Existing LCA System is planning to 

purchase more water from the City than it had previously purchased.  Due to the 

differences between historical actual water and sewer revenues and 2013 

projected water and sewer revenues, which future years revenues are based on, a 

possibility exists that actual future water and sewer revenues may be lower than 

projected by LCA.   

• A significant portion of the Revenues of the Concessioned System are projected 

from Municipal Customers.  There is an ongoing dispute between the City and the 

Municipal Sewer Customers over approximately $2 million that the City allegedly 

overcharged suburban sewer service providers, and the resolution of this dispute 

is pending.  Any future disputes or challenges to the water and sewer rates 

proposed by LCA brought by the Municipal Customers could have a material 

impact on the amount of water and sewer sales revenues and the timing of the 

receipt of such revenues.   

• LCA projects water and sewer rates to increase a rate greater than CPI each year 

but similar to the historical annualized water rate increases adopted by the City 

since 2001.  As water and sewer rates continue to increase, it may become more 

difficult for some customers within the service area to pay their water and sewer 

bills. 

• LCA is required to meet certain operating standards that have not been met by the 

City in the last several years.  Furthermore, in preparing its operating expense 
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forecast, LCA reduced personnel expenses and other O&M expenses from the 

City’s budgeted 2012 levels because the City’s 2012 budget included expenses 

associated with City General Fund purposes that were considered outside of water 

and sewer operations.  LCA anticipates that the post-Concession staffing levels for 

employees directly related to the operations of the water and sewer systems will 

remain at approximately the same level as compared to pre-concession levels.  

While the projection of operating expenses appear to be reasonable, it is possible 

that LCA may need to incur higher operating expenses to meet the operating 

standards, which could have a material effect on the projected cash flow forecast 

and financial results.   
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Table VIII-CC: Financial Plan and Cash Flow Forecast 

 

 

Projected

Description FY 20131 FY2014 FY2015 FY2016 FY2017 FY2022 FY2027 FY2032 FY2037 FY2042 FY2047

Revenues
Water Service Charges (Retail) 5,521,096$       13,301,657$     13,400,802$     14,164,655$     15,047,050$     20,012,211$     26,369,596$     34,170,491$     43,922,562$     55,495,371$     68,991,308$     
Sewer Service Charge (Retail) 3,173,914         7,903,855         7,991,401         8,360,648         8,846,824         11,369,455       14,469,592       18,516,163       22,903,811       28,170,088       34,340,892       
Water Service Charges (Municipal) 1,098,712         2,670,886         2,897,005         3,231,492         3,601,662         4,635,814         5,952,675         7,543,451         9,568,516         11,939,992       14,652,675       
Sewer Service Charges (Municipal) 2,667,396         7,210,215         7,493,549         7,803,849         8,488,112         10,146,103       12,180,542       14,657,854       17,525,062       20,789,729       24,282,548       
Other Miscellaneous Revenue 714,395            1,725,109         1,764,725         1,805,332         1,846,954         2,071,203         2,324,919         2,597,956         2,920,893         3,286,266         3,699,651         

Total Revenues 13,175,514$     32,811,722$     33,547,482$     35,365,976$     37,830,602$     48,234,786$     61,297,324$     77,485,916$     96,840,844$     119,681,446$    145,967,074$    

Operating Expenses
Water System Operating

Personnel 1,444,239$       3,573,328$       3,687,285$       3,834,939$       3,987,485$       4,895,159$       6,049,897$       7,519,964$       9,103,754$       11,042,174$     13,418,600$     
Maintenance & Supplies 1,174,266         2,905,244         3,089,433         3,282,191         3,482,864         4,058,079         4,736,551         5,541,694         6,398,390         7,482,772         8,761,296         
Emergency Repairs 41,667             102,500            105,063            107,689            110,381            124,886            141,297            159,865            180,873            204,641            231,532            
Bad Debt Expense 43,475             106,028            106,961            112,627            119,469            156,908            204,196            263,433            334,132            418,327            516,661            
Other Expenses 90,965             224,920            231,728            238,748            245,986            285,707            332,035            386,100            449,228            522,976            609,178            

Total Water System Operating 2,794,612$       6,912,019$       7,220,469$       7,576,194$       7,946,185$       9,520,739$       11,463,976$     13,871,057$     16,466,375$     19,670,890$     23,537,267$     

Sewer System Operating
Personnel 2,272,558$       5,621,899$       5,800,304$       6,038,398$       6,538,867$       8,055,441$       9,985,216$       12,448,461$     15,105,545$     18,359,287$     22,349,659$     
Maintenance & Supplies 1,594,288         3,932,928         4,062,610         4,197,251         4,336,543         5,089,122         5,995,562         7,097,716         8,375,178         9,866,516         11,590,440       
Emergency Repairs 83,333             205,000            210,125            215,378            220,763            249,773            282,595            319,730            361,745            409,281            463,064            
Bad Debt Expense 43,475             106,028            106,961            112,627            119,469            156,908            204,196            263,433            334,132            418,327            516,661            
Other Expenses 160,874            398,148            410,585            423,419            770,769            887,545            1,022,574         1,178,801         1,341,965         1,536,589         1,755,101         

Total Sewer System Operating 4,154,528$       10,264,003$     10,590,585$     10,987,073$     11,986,410$     14,438,789$     17,490,144$     21,308,141$     25,518,564$     30,590,001$     36,674,925$     

Concession Payments -                      -                      -                      500,000            512,500            579,847            656,043            742,253            839,791            950,146            1,075,003         
Transfers to the City Payment Fund -                      -                      250,000            250,000            12,500             14,143             16,001             18,104             20,483             23,174             26,220             
Transaction and Transition Costs 358,333            1,223,000        1,092,650       912,743          933,290          1,043,186       1,166,052       1,303,422        1,457,011       1,628,741       1,820,757       

Subtotal Operating Expenses 7,307,473$       18,399,021$     19,153,705$     20,226,010$     21,390,885$     25,596,704$     30,792,217$     37,242,976$     44,302,224$     52,862,952$     63,134,172$     

Net Revenues 5,868,041$       14,412,701$     14,393,778$     15,139,967$     16,439,717$     22,638,082$     30,505,107$     40,242,940$     52,538,619$     66,818,494$     82,832,902$     

Non-Operating Expenses
Net Debt Service   4,131,778$       11,697,722$     11,697,722$     12,297,722$     13,047,722$     14,942,722$     17,702,722$     20,977,722$     30,797,988$     36,949,488$     27,994,788$     
Cash Funded Capital (Pay Go) -                      -                      -                      -                      -                      7,459,101         10,771,799       16,634,902       14,295,410       13,718,255       15,984,011       

Subtotal Non-Operating Expenses 4,131,778$       11,697,722$     11,697,722$     12,297,722$     13,047,722$     22,401,823$     28,474,520$     37,612,624$     45,093,397$     50,667,742$     43,978,798$     

Revenues Over (Under) Expenses 1,736,262$       2,714,979$       2,696,056$       2,842,245$       3,391,995$       236,260$          2,030,587$       2,630,316$       7,445,222$       16,150,752$     38,854,104$     

Beginning Operating Cash Balance -$                    1,736,262$       4,198,900$       6,608,803$       8,756,111$       4,015,889$       4,731,823$       24,596,477$     31,216,938$     72,768,391$     186,452,754$    
Revenues Over (Under) Expenses 1,736,262         2,714,979         2,696,056         2,842,245         3,391,995         236,260            2,030,587         2,630,316         7,445,222         16,150,752       38,854,104       
Cash Sweep - Pay Down of Taxable Debt -                      -                      -                      -                      -                      -                      -                      -                      -                      -                      -                      
Transfers from Debt Service Reserve Fund -                      -                      -                      -                      -                      -                      -                      -                      -                      -                      28,090,273       
Transfers to Capex Fund -                      -                      -                      -                      -                      -                      -                      -                      (1,808,726)        (2,046,407)        (4,630,644)        
Transfers to O&M Reserve Fund -                      (252,342)           (286,152)           (694,938)           (374,925)           (469,416)           (591,120)           (617,670)           (786,255)           (938,826)           (1,130,024)        
Transfers to MM Reserve Fund -                      -                      -                      -                      -                      (511,679)           (226,952)           (1,137,306)        (348,412)           (603,953)           -                      

Ending Operating Cash Balance 1,736,262$       4,198,900$       6,608,803$       8,756,111$       11,773,181$     3,271,054$       5,944,339$       25,471,817$     35,718,767$     85,329,956$     247,636,463$    
CapEx Fund Balance -                      -                      -                      -                      -                      -                      -                      -                      -                      -                      -                      
City Payment Reserve Fund Balance -                      -                      250,000            500,000            512,500            579,847            656,043            742,253            839,791            950,146            1,075,003         
Debt Service Reserve Fund Balance 28,090,273       28,090,273       28,090,273       28,090,273       28,090,273       28,090,273       28,090,273       28,090,273       28,090,273       28,090,273       -                      
Operating Reserve Fund Balance 9,199,511         9,451,852         9,738,005         10,432,943       10,807,868       12,970,774       15,651,206       18,858,980       22,507,231       26,883,642       32,146,499       
Major Maintenance Reserve Fund Balance 7,500,000         7,500,000         7,500,000         7,500,000         7,500,000         8,634,006         9,870,217         14,229,497       15,688,179       16,371,820       18,330,903       

Total Ending Cash 46,526,046$     49,241,025$     52,187,081$     55,279,327$     58,683,822$     53,545,954$     60,212,078$     87,392,821$     102,844,241$    157,625,837$    299,188,868$    

DS Coverage2 1.42                 1.23                 1.23                 1.23                 1.26                 1.51                 1.72                 1.92                 1.71                 1.81                 2.96                 

2Net Revenues divided by Net Debt Service.

1GAAP basis.
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Article IX. Conclusions 

Section 9.01 Considerations and Assumptions 

In preparation of this Report and the conclusions contained herein, ARCADIS has 

relied on certain assumptions and information provided by LCA, the City and others 

with respect to conditions which may exist or events which may occur in the future. 

ARCADIS has not independently verified the accuracy of the information provided by 

LCA and others. While we believe such sources are reliable and the information 

obtained to be accurate and appropriate for the analysis undertaken and the 

conclusions reached herein, as is often the case, there will likely be differences 

between actual and projected results, some of the estimates used in this Report will not 

be realized, and unanticipated events and circumstances may occur. Therefore, there 

are likely to be differences between the data and results projected in this Report and 

actual results achieved, and those differences may be material. To the extent that the 

information provided to ARCADIS by LCA and others is not accurate, the conclusions 

and recommendations contained in this Report may vary and are subject to change. 

Any statements in this Report involving estimates or matters of opinion, whether or not 

so specifically designated, are intended as such, and not as representation of fact. This 

Report summarizes the work completed up to the date of the issuance of the Report. 

Changed conditions occurring or becoming known after such date could affect the 

material presented to the extent of such changes. ARCADIS has no responsibility for 

updating this Report for changes that occur after the date of this Report. 

In the preparation of this report, ARCADIS has made a number of principal 

considerations and assumptions (as provided throughout this Report); some of the 

most notable are as follows: 

1. ARCADIS reviewed the key technical, engineering and business/financial terms of 
the Concession Agreement and Sludge Agreement, but has not performed a 
review of the legality of the Concession Agreement or other agreements that may 
be relevant to the operation of the Concessioned System.  ARCADIS has reviewed 
the terms of the Municipal Service Agreements as they pertain to rates to be 
charged for water and sewer services.  ARCADIS has made no determination as 
to the validity and enforceability of any contracts, agreement, existing law, rule, or 
regulation applicable to LCA and its operations. However, for purposes of this 
Report, ARCADIS has assumed that all such contracts, agreements, laws, rules 
and regulations will be fully enforceable in accordance with their terms.  

2. LCA will employ qualified and competent personnel; promptly initiate recruitment 
and hiring efforts to hire additional staff should insufficient existing City staff elect to 
transfer to LCA; properly operate and maintain the Concessioned System in 
accordance with generally accepted industry practices and the requirements of the 
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Concession Agreement; and operate the Concessioned System in a prudent and 
sound businesslike manner. 

3. The City will complete in a timely manner the projects identified in the Concession 
Agreement as Uncompleted Work. 

4. The City will fund and LCA will timely complete the Administrative Order Projects, 
which will be developed in a coordinated manner with the other Municipal 
Customers and will be acceptable to the applicable Governmental Authorities. 

5. The capital projects included in LCA’s financial model will be implemented as 
planned.  Actual project budgets will need to be refined as the scope of the 
projects are refined.  Consistent with the capital planning and approval procedures 
defined in the Concession Agreement, LCA will make adjustments to its planned 
schedule for implementation of capital improvements in order to accommodate 
changes in project budgets that may occur as the projects move from the concept 
stage to preliminary design to construction. 

6. LCA will implement the rate increases and initiatives described in this Report in the 
manner specified in the Concession Agreement in order to achieve increases in 
revenue and to manage expenses as presented in the financial forecast.  If 
additional funds are required for the management, operation, and maintenance of 
the Concessioned System, LCA will either seek relief to the extent allowed under 
the Concession Agreement, seek the necessary rate increases allowed under the 
Concession Agreement to increase revenue, or embark upon cost reduction 
measures, such as reducing nonessential programs to cover these unforeseen 
expenses.  Unforeseen expenses that are not currently anticipated may result from 
a Change of Law, uninsured catastrophic event, previously unidentified capital 
improvements, unanticipated increases in utilities, chemicals, sludge disposal 
costs, or other expenses, deferred capital improvements that must be accelerated 
or currently undefined or unanticipated additional regulatory enforcement actions.   

Section 9.02 Conclusions 

Set forth below is a summary of the conclusions which ARCADIS has reached 

regarding its independent review of the Concessioned System, the Concession 

Agreement, and LCA’s financial model. For a complete understanding of the 

assumptions upon which these opinions are based and the risks with regard to the 

Concessioned System that could impact the financial feasibility of the project, this 

Report should be read in its entirety. 

1. The City has the requisite permits to operate the Concessioned System and will 
remain the sole permitee of the Water and Sewer Systems.  LCA, as the 
Concessioned System Operator, will be fully responsible for complying with the 
terms and conditions of the permits.  PADEP and DRBC have provided written 
correspondence indicating which permits will remain with the City as sole permittee 
and which should have LCA added as a co-permittee within 30 days after 
Closing.  PADEP and DRBC may revisit this determination in the future, post-
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Closing.  As part of any future permit re-issuance process, a possibility exists that 
permit requirements may change.  See Section 3.05 of this Report for a discussion 
on risks related to the issuance of permits.   

2. Based on the Condition Assessment, the Concessioned System assets appear to 
have been adequately maintained to serve their intended function and the major 
equipment of the Concessioned System is operationally adequate.  As noted in the 
individual sections of this Report, some components of the Concessioned System 
require maintenance or replacement in the short term in order to preserve their 
integrity and proper function.  LCA has included reasonable budgets for the costs 
of these identified short-term maintenance activities in its financial model. 

3. Based on a review of available documents over the 2009 to 2012 time period, the 
Concessioned System consistently produced potable water in compliance with 
drinking water standards. The Concessioned System is expected to continue to 
have the capability to produce potable water in compliance with current drinking 
water standards over the life of the Bonds if operated and maintained in 
accordance with the Concession Agreement and good industry practices, and if 
there is no change in raw water quality that impacts its treatability by the existing 
water treatment processes that comprise the Concessioned System.  If at any time 
the raw water does not meet the specifications defined in the Concession 
Agreement, LCA would be entitled to recovery of its additional costs incurred to 
treat such raw water or to secure a replacement source of raw water. 

4. If the factors that affect the yield of the raw water sources (including but not limited 
to current precipitation rates and volumes, aquifer recharge, land use and runoff, 
and the extraction rates of existing users of the raw water sources) remain 
constant, and given projected growth demands provided by LCA, the 
Concessioned System is expected to have adequate available raw water supply to 
satisfy annual average demand and peak month demand over the life of the 
Bonds. 

5. The City has identified and LCA has included in its financial model over the 2014 to 
2017 period, a capital improvement project to add 4 new filters to increase the 
capacity of the Water Filtration Plant and allow water from Schantz Spring to be 
filtered at the Water Filtration Plant.  LCA’s forecasted budget for this project is 
based on the City’s CIP budget for the project, which is $7 million.  The City has 
indicated the scope and budget for this project was prepared internally and is 
preliminary in nature.  The first step in moving this project forward would be a 
feasibility study to evaluate current operational issues, future needs and potential 
solutions.  Assuming that the ultimate scope of the project is limited to new filters 
and piping (i.e. no improvements are determined to be necessary to the 
sedimentation facilities or other ancillary systems) and that each of the four new 
filters is only 60% of the size of each existing filter (i.e. to provide nominal filter 
capacity equal to the 39 mgd Water Allocation Permit withdrawal limit), a 
preliminary budget of $7 million is reasonable; however, given the preliminary 
nature of the project scope, the actual costs of this project would be expected to be 
within 50% lower to 100% higher of this preliminary estimate or within a range of 
$4 million to $14 million.  
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6. Based on the Condition Assessment, the City’s Water Filtration Plant appears to 
be in good physical condition and its performance demonstrates that it can meet 
current water quality standards. The structures and equipment appear to be sound 
and well maintained although some components are showing signs of wear. Other 
components of the water system appear to be generally in good condition, but are 
aging and will require regular maintenance to maintain proper function. 

7. The water distribution system provides sufficient capacity to deliver potable water, 
but has a comparatively high degree of unaccounted for water, which has ranged 
from 33% to 24% over the 2008 to 2012 period.  In Pennsylvania, the Public Utility 
Commission has considered levels of unaccounted for water above 20% to be 
excessive.  Controlling unaccounted for water is an important aspect of managing 
the water distribution system.  In recent years, the City’s percentage of 
unaccounted for water has varied significantly and future performance in this area 
cannot be determined with certainty.  However, LCA’s projection of a 24% 
budgeted unaccounted for water represents a small improvement over the 2012 
reported 25% unaccounted for water and is a reasonable long-term goal. 

8. LCA is budgeting replacement or rehabilitation of 0.75% of the water mains 
annually beginning in 2018, which would result in complete replacement of the 
pipes in 133 years.  This is an increase over the City’s recent rate of pipe 
replacement, but is still on the low end of industry standards for the rate of pipe 
renewal.  Furthermore, more than 200 miles of water mains will reach the end of 
their average life expectancy over the life of the Bonds.  As LCA monitors the 
frequency of leaks and water main breaks over the Term, LCA may need to 
accelerate its planned rate of water main replacement. 

9. Based on a review of available documents over the 2009 to 2012 time period, with 
the exception of bypass events due to high flows during severe wet weather, the 
KIWWTP consistently treats wastewater in compliance with its NPDES permit 
limits. The KIWWTP is expected to continue to have the capability to treat 
wastewater in accordance with current NPDES permit limits over the life of the 
Bonds if operated and maintained in accordance Concession Agreement and good 
industry practices, and there is no change in wastewater quality that that impacts 
its treatability by the KIWWTP. 

10. Based on the Condition Assessment, the KIWWTP appears to be in good physical 
condition and its performance demonstrates that it can meet current NPDES 
permit limits. The structures and equipment appear to be sound and well 
maintained although some components are showing signs of wear. 

11. Although an expansion of the KIWWTP may be required to satisfy increased future 
flows due to projected growth primarily from the service areas of the Municipal 
Customers, LCA has indicated that the costs of any future expansion of the 
KIWWTP to handle these increased future flows will be borne and financed 
primarily by the Municipal Customers and not primarily by the Concessioned 
System. 

12. Based on LCA’s population projection that anticipates no population growth in the 
City, if LCA operates the sewage collection system in accordance with good 
industry practices and the requirements of the Concession Agreement, the City’s 
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collection system is expected to have sufficient dry-weather capacity over the life 
of the Bonds.  If significant flow increases occur primarily from growth in the 
service areas of the Municipal Customers which requires expansion of the sewage 
conveyance system, LCA has indicated that the costs of expanding the collection 
system to handle these increased future flows will be borne and financed primarily 
by the Municipal Customers and not primarily by the Concessioned System.   

13. Portions of the City’s collection system are currently deficient in terms of capacity 
during certain severe wet-weather events.  The improvements needed to properly 
manage wet weather flows in the collection system and at the KIWWTP are 
planned to be addressed as part of the Administrative Order Projects, which the 
City is responsible to fund, as further discussed in Section 7.03.  LCA has 
budgeted in its financial model replacement of 0.75% of the sewer system annually 
beginning in 2018, which would result in complete system replacement in 133 
years.  This is an increase over the City’s recent rate of pipe replacement, but is 
still on the low end of industry standards for rate of pipe renewal.  As LCA performs 
the required 55,000 LF of annual sewer main inspection and monitors the 
performance of the collection system over time, LCA may need to accelerate its 
planned rate of sewer main renewal to accommodate the needs of the system. 

14. The local Federal Flood Protection Project works appear to have been maintained 
at minimally acceptable levels and require an increased level of maintenance to 
assure long term integrity.  LCA’s financial model includes budget for increased 
maintenance for the Federal Flood Protection Project. 

15. ARCADIS conducted Phase I Environmental Assessments for the major sites 
associated with the Concessioned System to be leased by LCA.  No recognized 
environmental conditions were identified that would prevent the continued 
operation of the Concessioned System.  However, it is recommended that 
potentially-contaminated soil should be characterized on those parcels identified as 
having recognized environmental conditions or historic recognized environmental 
conditions prior to any construction or other activity that breaks ground.   Based on 
the nature of industrial activities that historically existed in the City, this fill material 
may be impacted to various extents with potentially regulated contaminants. The 
Concession Agreement states that the City is responsible for (i) any Hazardous 
Substance existing at the time of Closing that has a material adverse effect and (ii) 
Environmental Law violations related to pre-Closing ownership or operation of the 
Concessioned System or pre-Closing releases of Hazardous Substances at, on, 
under or from the Concession System. 

16. Although in recent years the City has not performed preventive maintenance tasks 
(e.g. valve exercising, hydrant testing, etc.) at levels consistent with the 
requirements of the Concession Agreement, LCA does not intend to fill the vacant 
budgeted positions in the City’s Water and Sewer Department because LCA has 
determined that certain City staff members who are planned to transfer to LCA 
spent a substantial amount of time in 2012 (and prior years) on activities unrelated 
to the operation of the Concession System (e.g. work at City pools, storm water 
and stream surveillance, curb repairs and plowing snow).   With the removal of 
these other activities from their job requirements as LCA employees, the 
transferred staff is expected to be able to devote more time to preventive 
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maintenance on the Concessioned System and, together with LCA’s budget for 
outsourced services and new hires, allow LCA to meet the operation and 
maintenance requirements (including preventive maintenance) of the Concession 
Agreement. LCA currently anticipates adding approximately 23 employees to 
complement the 85 transferred City employees.  To the extent LCA does not fill 
these vacant LCA positions prior to Closing, LCA may need to rely on the services 
of outside contractors to supplement its staff. 

17. The short-term capital projects identified in the Concession Agreement as 
Uncompleted Work and those budgeted in LCA’s financial model and capital plan 
generally align with the identified Concessioned System needs and requirements 
of the Concession Agreement.  With the exception of the Water Filtration Plant 
filter project as discussed above in item 5, ARCADIS has reviewed available 
supporting information for the short-term capital projects included in LCA’s financial 
model and believe the budgets are reasonable. LCA’s forecasted budget for the 
Water Filtration Plant project is based on the City’s CIP budget for the project; 
however, the City has indicated the budget is preliminary in nature without a 
defined scope.  Actual project budgets will need to be refined as the scope of the 
projects are refined.  LCA may need to make adjustments to its planned schedule 
for implementation of capital improvements in order to accommodate changes in 
project budgets that may occur as the projects move from the concept stage to 
preliminary design to construction. 

18. LCA’s financial model includes a limited budget for Major Capital Improvements to 
the Concessioned System after 2017.  Over the Term of the Concession 
Agreement, it is likely that the Concessioned System will require Major Capital 
Improvements in addition to those included in LCA’s financial model to renew, 
expand or upgrade the facilities of the Concessioned System.  In the event of the 
need of additional Major Capital Improvements, LCA intends to fund the Major 
Capital Improvements with operating cash balances to the extent available.  
Should the need for funding Major Capital Improvements exceed the available 
operating cash balance, it is assumed that LCA will (a) make adjustments to its 
planned schedule for implementation of Major Capital Improvements, (b) issue 
additional senior debt as increases in revenues (from additional Capital Cost 
Recovery Charges) may allow, or (c) issue subordinated debt to fund such Major 
Capital Improvements, the order of which will depend on the circumstances of the 
Major Capital Improvements.  Assuming LCA implements the maximum allowable 
rate increases under the Concession Agreement and that all excess cash 
generated is retained for potential use to fund additional capital improvements for 
the Concessioned System, LCA’s financial model projects  available operating 
cash to finance potential additional Major Capital Improvements.  The amount of 
available operating cash varies over time and reaches a minimum of $1.4 million in 
year 2023.  See Table VIII-CC for available operating cash balance projections 
over the life of the Bonds. 

19. The ultimate scope and cost for the City’s Administrative Order Projects is yet to be 
determined and will need to be negotiated among the City and Municipal 
Customers as part of a comprehensive solution to comply with the Administrative 
Orders. Because the City is required under the Concession Agreement to pay all 
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costs related to the Administrative Order projects, LCA’s financial model does not 
include any capital financing for these projects.   

20. The full impact of future regulations on the Concessioned System is unknown at 
the time of this Report. In some cases, future regulations are expected to require 
minor process changes or sampling protocols; and, in other cases may require 
Major Capital Improvements. If capital improvements or increased operating costs 
are required to comply with future regulations, this will be considered a Change of 
Law under the Concession Agreement and LCA will be entitled to an increase in 
the schedule of service charges.  

21. Set forth below are the opinions that have been reached regarding the review of 
the financial model and cash flow forecast prepared by LCA. 
a. The projected revenues, subject to historic collection experience, are 

anticipated to be adequate in satisfying bond covenants (i.e. 120 percent of 
the net revenues available to pay the debt service on the Bonds and required 
deposits into the funds) 

b. Based on discussions with and information provided by LCA, the cash flow 
forecast and assumptions, including operations and maintenance expenses, 
appear to be reasonable.  

c. With the projected annual water and sewer Rate increases identified in this 
Report, it is anticipated that LCA will meet its debt service coverage 
requirement specified in the indenture of an amount not less than 120 percent 
of the Debt Service Requirements. 

d. The current Schedule of Service Charges for each class or type of utility 
service (including annual increases pursuant to the Annual Rate Adjustment 
for water and sewer rates in the Concession Agreement) are currently within 
generally acceptable ranges for such rates. 

22. Based on the information and estimates summarized in this Report, which are 
reasonable in light of current information, the Project appears to be financially 
feasible. 
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Current assets:
Cash and cash equivalents 4,150,360$      989,601$         3,702,560$      6,160,595$      5,086,122$      5,118,005$      4,665,707$      4,547,928$      300$                3,805,656$      
Accounts receivable:

Metered charges 2,685,346        2,498,982        2,376,053        2,329,059        2,481,608        2,740,399        2,644,172        2,923,548        2,844,217        2,864,039        
Other 31,746             111,096           138,767           177,559           320,592           222,147           571,480           551,500           714,509           748,269           
Signatories 1,525,221        1,360,127        1,807,546        1,456,087        1,560,802        1,848,268        1,963,885        1,697,789        6,396,136        1,631,087        

Total accounts receivable 4,242,313        3,970,205        4,322,366        3,962,705        4,363,002        4,810,814        5,179,537        5,172,837        9,954,862        5,243,395        

Allowance for doubtful accounts (524,136)         (540,737)         (549,068)         (565,019)         (659,733)          (960,165)         (894,561)         (1,303,637)      (1,534,353)      (1,601,975)      

Net accounts receivable 3,718,177        3,429,468        3,773,298        3,397,686        3,703,269        3,850,649        4,284,976        3,869,200        8,420,509        3,641,420        

Due from other funds 1,682,599        5,516,945        3,688,222        2,604,399        1,273,271        1,826,136        1,245,977        1,003,667        5,181,260        4,740,098        

Total current assets 9,551,136        9,936,014        11,164,080      12,162,680      10,062,662      10,794,790      10,196,660      9,420,795        13,602,069      12,187,174      

Noncurrent assets:
Capital assets, net:

Land 28,450             28,450             28,450             28,450             28,450             28,450             28,450             28,450             28,450             28,450             
Buildings 29,179,888      29,270,008      29,312,419      29,312,419      29,093,423      29,093,423      29,093,423      29,093,423      29,093,423      29,093,423      
Land and building improvements 2,211,698        2,287,509        4,825,057        4,860,721        4,848,971        5,006,636        5,018,428        5,706,742        5,706,742        6,171,305        
Machinery and equipment 10,172,892      13,553,844      12,464,132      12,734,772      12,283,728      12,543,500      13,170,702      13,851,696      14,470,492      14,941,416      
Vehicles 1,701,745        1,751,106        1,647,599        1,727,413        1,768,544        1,940,593        1,948,423        1,947,460        2,110,481        2,174,594        
Distribution and collection systems 10,557,977      10,556,841      10,565,726      10,649,926      10,649,926      10,649,926      10,649,926      10,714,079      10,714,079      10,813,885      
Construction in progress 678,768           1,571,512        209,737           464,133           676,579           970,109           1,448,400        501,585           682,624           -                      

Total capital assets 54,531,418      59,019,270      59,053,120      59,777,834      59,349,621      60,232,637      61,357,752      61,843,435      62,806,291      63,223,073      

Accumulated depreciation (26,283,347)    (28,325,322)    (28,915,048)    (30,870,437)    (31,820,084)     (33,665,875)    (35,532,571)    (37,349,571)    (39,244,974)    (40,961,133)    

Net capital assets 28,248,071      30,693,948      30,138,072      28,907,397      27,529,537      26,566,762      25,825,181      24,493,864      23,561,317      22,261,940      

Other assets 919,592           846,130           762,668           679,206           615,555           670,608           609,691           548,774           696,490           620,687           

Total noncurrent assets 29,167,663      31,540,078      30,900,740      29,586,603      28,145,092      27,237,370      26,434,872      25,042,638      24,257,807      22,882,627      

  Total Assets 38,718,799      41,476,092      42,064,820      41,749,283      38,207,754      38,032,160      36,631,532      34,463,433      37,859,876      35,069,801      

Assets

CITY OF ALLENTOWN, PENNSYLVANIA

STATEMENT OF NET POSITION
SEWER FUND

DECEMBER 31, 2003, 2004, 2005, 2006, 2007, 2008, 2009, 2010, 2011, AND 2012

See Accountant's Compilation Report.
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Current liabilities:
Accounts payable 301,074           402,743           395,616           513,466           449,234           426,601           772,570           419,975           541,017           460,656           
Wages payable 394,498           112,412           126,138           137,167           154,517           178,081           200,117           69,838             71,145             90,369             
Accrued interest payable 283,850           264,337           239,772           216,954           201,306           141,611           141,611           107,957           134,673           116,343           
Due to other funds -                      -                      -                      -                      -                      -                      -                      -                      181,180           74,722             
Compensated absences -                      -                      -                      240,999           238,570           254,021           262,144           265,147           337,610           374,017           
Capital leases payable 32,405             353,600           369,344           385,789           402,968           379,789           396,526           136,021           -                      31,882             
Bonds payable 1,785,000        1,875,000        1,555,000        1,105,000        1,050,000        1,180,000        1,230,000        1,265,000        1,325,000        1,280,000        

Total current liabilities 2,796,827        3,008,092        2,685,870        2,599,375        2,496,595        2,560,103        3,002,968        2,263,938        2,590,625        2,427,989        

Noncurrent liabilities:
Capital leases payable 146,226           2,070,438        1,701,094        1,315,305        912,337           532,548           136,022           -                      -                      237,738           
Compensated absences -                      306,216           310,387           80,333             75,339             80,217             82,782             83,731             38,767             14,370             
Bonds payable 17,045,000      15,555,000      14,000,000      12,895,000      11,845,000      11,055,000      9,825,000        8,560,000        11,315,000      10,035,000      
Other post-employment benefit

liability -                      -                      -                      -                      -                      -                      -                      226,387           286,791           352,205           

Total noncurrent liabilities 17,191,226      17,931,654      16,011,481      14,290,638      12,832,676      11,667,765      10,043,804      8,870,118        11,640,558      10,639,313      

Total Liabilities 19,988,053      20,939,746      18,697,351      16,890,013      15,329,271      14,227,868      13,046,772      11,134,056      14,231,183      13,067,302      

Invested in capital assets, net of 
related debt 9,239,440        10,839,910      12,512,634      13,206,303      13,319,232      13,419,425      14,237,633      14,532,843      14,771,518      14,180,743      

Unrestricted 9,491,306        9,696,436        10,854,835      11,652,967      9,559,251        10,384,867      9,347,127        8,796,534        8,857,175        7,821,756        

Total Net Position 18,730,746$    20,536,346$    23,367,469$    24,859,270$    22,878,483$    23,804,292$    23,584,760$    23,329,377$    23,628,693$    22,002,499$    

Liabilities

Net Position

See Accountant's Compilation Report.
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Operating Revenues:

Charges for services:
Metered sales 7,895,036$      7,252,545$      7,184,378$      7,117,378$      7,271,189$      7,162,202$      6,686,569$      7,335,927$      7,079,514$      7,389,460$      
Penalties and interest 136,274           140,417           135,981           124,370           112,871           142,948           148,127           128,558           172,182           164,101           
Signatories 5,921,837        5,121,289        7,095,914        6,130,911        5,370,439        6,711,985        6,867,650        5,818,004        6,687,293        5,619,330        
Special sewer charges 210,115           247,611           243,833           275,603           314,282           61,283             269,414           204,766           331,522           299,477           
Industrial waste charges 21,910             34,336             44,813             21,276             33,317             19,947             21,760             29,407             31,075             34,858             
Septic disposal fees 104,400           99,600             91,250             100,000           113,750           103,750           97,500             135,000           94,900             97,500             
Leachate treatment -                       1,134,669        1,143,186        1,089,907        182,793           638,937           804,122           526,890           1,096,275        535,406           
Sewer utility assessments 5,000               13,327             -                       -                       -                       -                       7,500               125                  1,375               625                  
Excess capacity sales -                       500                  997,500           1,000,000        1,137,500        -                       -                       -                       -                       -                       

Other:
Tapping fees -                       -                       -                       -                       86,622             28,329             29,240             138,782           21,249             56,859             
Miscellaneous 848,211           320,748           115,326           245,165           129,971           166,478           157,209           163,307           79,784             134,020           

Total operating revenues 15,142,783      14,365,042      17,052,181      16,104,610      14,752,734      15,035,859      15,089,091      14,480,766      15,595,169      14,331,636      

Operating Expenses:
Wages 3,596,305        3,765,167        3,907,460        4,047,180        4,117,531        4,460,838        4,724,600        4,730,250        4,497,548        4,392,367        
Temporary workers 801                  -                       -                       8,055               12,787             12,627             11,939             15,363             18,706             14,639             
Premium pay 321,843           331,373           351,278           334,846           348,400           339,746           344,943           483,614           452,997           435,902           
Shift differential -                       -                       17,175             21,298             22,470             20,605             25,168             2,677               27,442             24,767             
Taxes - payroll 302,797           308,629           320,260           330,646           339,079           362,071           383,094           374,018           370,864           362,032           
Pension 102,025           57,689             58,395             72,687             347,941           217,512           326,044           296,254           405,988           407,850           
Insurance - payroll 820,809           894,763           1,028,907        1,193,545        1,191,606        1,235,152        1,238,108        1,286,110        1,329,721        1,299,675        
Electric power 789,630           718,511           786,205           754,918           735,761           739,133           728,359           887,129           849,028           977,556           
Telephone 1,127               669                  3,091               4,166               6,176               8,875               10,732             493                  451                  -                       
Postage and stamps 514                  982                  1,001               1,837               1,224               932                  1,245               1,459               1,638               1,692               
Printing 6,559               2,919               2,345               5,690               2,174               4,298               3,455               3,145               1,527               2,131               
Rentals 24,664             47,416             29,640             40,529             30,304             45,695             979                  9,320               1,995               39,169             
Publications and memberships 5,820               6,858               10,269             7,137               10,122             8,923               7,083               6,603               4,939               4,723               
Training and professional

development 10,379             9,549               12,554             9,318               25,072             20,384             13,383             11,114             10,816             12,805             

CITY OF ALLENTOWN, PENNSYLVANIA

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN
FUND NET POSITION - SEWER FUND

YEARS ENDED DECEMBER 31, 2003, 2004, 2005, 2006, 2007, 2008, 2009, 2010, 2011, AND 2012

See Accountant's Compilation Report.
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Operating Expenses (Continued):

Repairs and maintenance 105,148           131,901           131,005           185,519           188,520           203,385           230,792           177,668           335,988           217,539           
Contract/service fees 792,664           853,845           545,944           559,982           653,000           718,597           717,149           567,396           492,403           1,150,515        
Other service and charges 145                  105,159           45,070             84,559             53,898             49,050             53,550             7,299               5,725               7,543               
Supplies - repairs and maintenance 240,271           207,157           270,124           307,559           590,738           506,662           397,686           388,862           449,264           378,531           
Uniforms 7,568               10,373             9,576               8,782               14,410             14,148             10,035             8,819               6,313               9,094               
Fuels, oils, and lubricants 34,612             41,981             102,826           74,205             200,951           120,566           60,388             101,671           294,764           321,021           
Pipe and fittings 156,824           153,799           170,215           137,450           51,726             183,988           163,160           216,955           164,982           141,911           
Chemicals 231,846           275,830           318,472           319,925           304,230           320,438           345,144           320,282           378,756           369,959           
Operating materials and supplies 31,522             27,496             28,645             37,747             38,557             34,920             31,837             37,051             38,670             43,092             
Equipment (416,408)          (135,921)          67,609             (371,921)          99,400             128,453           114,457           31,959             31,116             240,328           
Construction contracts 912,527           371,779           226,261           530,183           266,141           (572,862)          873,978           (283,666)          87,491             32,040             
Rebates and refunds 3,366               25,318             4,391               5,789               4,571               5,390               1,193               856                  792                  473                  
Depreciation and amortization 1,268,603        1,767,815        2,087,443        2,079,159        1,908,839        1,907,194        1,904,326        1,907,696        2,025,375        2,103,876        
Risk insurances -                       572,172           610,260           650,000           650,000           383,332           385,000           385,000           385,000           385,000           
Reserve for encumbrances -                       84,278             42,534             280,824           89,472             286,166           128,223           258,807           150,749           197,468           
Bad debt expense -                       16,601             8,331               15,951             94,714             300,432           (65,604)            409,076           230,716           67,622             

Total operating expenses 9,351,961        10,654,108      11,197,286      11,737,565      12,399,814      12,066,650      13,170,446      12,643,280      13,051,764      13,641,320      

Operating Income 5,790,822        3,710,934        5,854,895        4,367,045        2,352,920        2,969,209        1,918,645        1,837,486        2,543,405        690,316           

Non-Operating Revenues
(Expenses):

Investment income 114,556           59,534             904                  192,636           246,935           168,065           (23,999)            26,499             -                       -                       
Interest expense (827,134)          (768,286)          (701,711)          (639,242)          (590,693)          (540,883)          (469,083)          (391,545)          (481,779)          (464,342)          
Loss on sale of capital assets -                       -                       -                       -                       (57,443)            -                       -                       -                       -                       61,683             
Grants 87,302             53,251             48,471             58,764             49,820             102,199           96,874             103,037           179,085           121,750           

Total non-operating revenues
(expenses) (625,276)          (655,501)          (652,336)          (387,842)          (351,381)          (270,619)          (396,208)          (262,009)          (302,694)          (280,909)          

Income before transfers 5,165,546        3,055,433        5,202,559        3,979,203        2,001,539        2,698,590        1,522,437        1,575,477        2,240,711        409,407           

Transfers out (1,239,422)       (1,249,833)       (2,371,436)       (2,487,402)       (3,982,326)       (1,772,781)       (1,741,969)       (1,830,860)       (1,941,395)       (2,035,601)       

Change in Net Position 3,926,124        1,805,600        2,831,123        1,491,801        (1,980,787)       925,809           (219,532)          (255,383)          299,316           (1,626,194)       

Net Position:
Beginning of year 14,804,622      18,730,746      20,536,346      23,367,469      24,859,270      22,878,483      23,804,292      23,584,760      23,329,377      23,628,693      

End of year 18,730,746$    20,536,346$    23,367,469$    24,859,270$    22,878,483$    23,804,292$    23,584,760$    23,329,377$    23,628,693$    22,002,499$    

See Accountant's Compilation Report.
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Current assets:
Cash and cash equivalents 2,232,599$      2,297,219$      2,362,034$      2,473,168$      2,526,915$      1,472,132$      1,324,661$      1,891,888$     3,129,835$      3,961,169$      
Accounts receivable:

Metered charges 4,136,108        4,009,145        3,867,665        3,823,260        4,106,097        4,496,110        4,314,176        5,197,419       5,056,387        5,091,625        
Other 28,460             33,950             26,730             17,420             14,409             18,419             21,269             30,674            41,398             31,378             
Signatories 383,792           395,250           367,230           392,227           248,339           356,773           410,045           372,251          495,445           593,828           

Total accounts receivable 4,548,360        4,438,345        4,261,625        4,232,907        4,368,845        4,871,302        4,745,490        5,600,344       5,593,230        5,716,831        

Allowance for doubtful accounts (820,286)         (824,505)         (836,509)         (856,074)         (994,228)         (1,176,902)      (1,380,769)      (1,755,354)      (1,751,870)      (1,734,259)      

Net accounts receivable 3,728,074        3,613,840        3,425,116        3,376,833        3,374,617        3,694,400        3,364,721        3,844,990       3,841,360        3,982,572        

Due from other funds 39,338             -                      -                      163,400           -                      -                      -                      -                      73,619             -                      

Total current assets 6,000,011        5,911,059        5,787,150        6,013,401        5,901,532        5,166,532        4,689,382        5,736,878       7,044,814        7,943,741        

Noncurrent assets:
Capital assets, net:

Land 2,595,840        2,595,840        2,595,840        2,595,840        2,595,840        2,595,840        2,595,840        2,595,840       2,595,840        2,595,840        
Buildings 11,118,414      11,382,192      11,470,094      11,550,094      11,515,134      11,515,134      11,515,134      11,531,239     11,531,239      11,531,239      
Land and building improvements 14,401,667      14,663,096      14,667,326      14,835,936      14,835,936      14,840,095      14,958,975      15,130,128     15,130,128      15,305,791      
Machinery and equipment 18,878,225      19,552,877      18,994,149      19,116,824      19,215,714      19,406,423      19,733,929      19,866,476     20,157,252      23,906,771      
Vehicles 2,146,929        2,219,850        2,413,198        2,446,418        2,556,786        2,823,306        2,628,566        2,682,276       2,721,017        2,926,445        
Distribution and collection systems 38,967,061      39,280,805      40,500,086      40,631,199      40,606,769      41,401,416      41,380,031      41,372,814     41,679,467      43,607,841      
Construction in progress 35,988             773,385           241,958           223,383           383,715           339,901           298,477           315,733          345,667           -                      

Total capital assets 88,144,124      90,468,045      90,882,651      91,399,694      91,709,894      92,922,115      93,110,952      93,494,506     94,160,610      99,873,927      

Accumulated depreciation (24,100,212)    (26,218,570)    (27,556,765)    (29,463,648)    (31,378,729)    (33,228,304)    (34,956,283)    (36,918,853)    (38,865,014)    (40,740,220)    

Net capital assets 64,043,912      64,249,475      63,325,886      61,936,046      60,331,165      59,693,811      58,154,669      56,575,653     55,295,596      59,133,707      

Other assets 1,946,181        1,861,109        1,663,721        1,468,848        1,420,492        1,361,119        1,224,697        1,088,275       1,011,661        866,868           

Total noncurrent assets 65,990,093      66,110,584      64,989,607      63,404,894      61,751,657      61,054,930      59,379,366      57,663,928     56,307,257      60,000,575      

  Total Assets 71,990,104      72,021,643      70,776,757      69,418,295      67,653,189      66,221,462      64,068,748      63,400,806     63,352,071      67,944,316      

Assets

CITY OF ALLENTOWN, PENNSYLVANIA

STATEMENT OF NET POSITION
WATER FUND

DECEMBER 31, 2003, 2004, 2005, 2006, 2007, 2008, 2009, 2010, 2011, AND 2012

See Accountant's Compilation Report.
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Current liabilities:
Accounts payable 297,823           238,284           384,187           259,587           398,357           341,513           260,075           263,215           609,720           1,559,682        
Wages payable 302,611           88,347             96,233             101,730           127,617           145,849           153,902           57,483             54,752             78,499             
Accrued interest payable 389,277           366,621           332,132           282,260           256,671           198,820           198,820           137,673           76,169             79,017             
Due to other funds 1,965,869        1,302,986        2,359,656        2,675,940        2,884,421        2,400,026        2,312,322        2,280,055        1,439,673        2,080,617        
Other liabilities -                      -                      -                      -                      -                      -                      96,955             104,119           119,777           136,023           
Compensated absences -                      -                      -                      181,348           200,917           200,566           198,654           220,061           296,508           320,527           
Capital leases payable -                      79,903             83,425             87,101             90,940             94,947             99,132             34,005             -                      14,639             
Current portion of long-term liabilities 4,169,520        4,439,765        4,320,000        2,862,600        2,725,200        2,370,200        2,476,600        2,390,400        2,599,000        2,461,600        

Total current liabilities 7,125,100        6,515,906        7,575,633        6,450,566        6,684,123        5,751,921        5,796,460        5,487,011        5,195,599        6,730,604        

Noncurrent liabilities:
Capital leases payable -                      489,550           406,125           319,024           228,084           133,137           34,005             -                      -                      -                      
Compensated absences -                      233,051           244,444           60,449             63,446             63,336             62,733             69,493             34,047             12,315             
Notes payable 117,061           -                      -                      -                      -                      -                      -                      -                      -                      -                      
Bonds payable 30,545,000      27,730,000      23,410,000      20,707,600      17,982,400      15,832,200      13,355,600      10,965,200      9,661,200        9,339,723        
Other post-employment benefit

liability -                      -                      -                      -                      -                      -                      -                      196,047           249,530           308,614           

Total noncurrent liabilities 30,662,061      28,452,601      24,060,569      21,087,073      18,273,930      16,028,673      13,452,338      11,230,740      9,944,777        9,660,652        

Total Liabilities 37,787,161      34,968,507      31,636,202      27,537,639      24,958,053      21,780,594      19,248,798      16,717,751      15,140,376      16,391,256      

Invested in capital assets, net of 
related debt 29,212,331      31,510,257      35,106,336      37,959,721      39,304,541      41,263,327      42,189,332      43,186,048      44,184,756      48,094,641      

Unrestricted 4,990,612        5,542,879        4,034,219        3,920,935        3,390,595        3,177,541        2,630,618        3,497,007        4,026,939        3,458,419        

Total Net Position 34,202,943$    37,053,136$    39,140,555$    41,880,656$    42,695,136$    44,440,868$    44,819,950$    46,683,055$    48,211,695$    51,553,060$    

Liabilities

Net Position

See Accountant's Compilation Report.
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Operating Revenues:

Charges for services:
Metered sales 12,844,007$    11,892,533$    12,054,492$    11,991,492$    12,172,159$     11,993,362$    11,127,778$    12,821,762$    12,058,996$    12,657,466$    
Penalties and interest 224,342           220,918           214,086           198,929           182,871            233,101           239,359           224,621           299,237           279,940           
Other water sales 1,574,501        1,722,728        2,007,041        1,755,370        1,608,214         1,755,707        1,606,776        1,842,532        2,283,247        2,311,772        

Other:
Tapping fees -                       -                       -                       -                       102,334            34,898             40,598             161,539           29,132             70,694             
Miscellaneous 188,416           332,829           104,381           693,803           103,851            105,385           180,110           169,663           208,169           205,918           

Total operating revenues 14,831,266      14,169,008      14,380,000      14,639,594      14,169,429       14,122,453      13,194,621      15,220,117      14,878,781      15,525,790      

Operating Expenses:
Wages 2,924,017        3,010,464        3,163,879        3,042,041        3,460,471         3,614,103        3,681,833        3,768,994        3,681,708        3,592,870        
Temporary workers 25,149             23,611             29,729             24,437             36,180              32,016             68,043             57,018             69,239             92,621             
Premium pay 222,960           186,478           183,967           168,304           197,623            228,377           234,029           317,246           368,089           330,591           
Shift differential -                       -                       6,116               7,170               9,538                9,501               13,208             15,278             17,580             15,604             
Taxes - payroll 246,667           245,011           255,772           245,064           279,766            294,674           301,972           297,772           306,921           301,680           
Pension 72,853             50,739             51,632             64,271             169,318            215,122           184,848           178,722           214,246           195,452           
Insurance - payroll 721,317           777,268           904,191           1,048,872        1,111,781         1,153,408        1,086,879        1,122,520        1,152,925        1,100,895        
Electric power 530,061           496,915           547,044           550,819           559,135            555,711           537,845           663,383           690,899           643,066           
Telephone 3,117               2,911               5,604               5,948               9,099                7,118               11,514             1,512               1,389               1,431               
Postage and stamps 225                  184                  517                  447                  90                     357                  550                  994                  310                  609                  
Printing 3,000               923                  2,837               2,631               2,638                14,884             16,560             20,049             22,412             22,988             
Rentals 34,204             22,763             3,196               16,249             6,095                17,280             8,254               12,459             34,461             26,738             
Publications and memberships 2,516               6,165               8,360               7,839               9,265                7,438               7,415               8,043               9,724               8,431               
Training and professional

development 15,195             6,680               10,991             10,152             21,491              12,917             4,451               6,721               11,885             8,308               
Repairs and maintenance 101,613           (12,764)            49,465             66,475             175,978            191,472           74,698             60,340             60,646             68,329             
Contract/service fees 492,483           235,335           220,479           129,292           114,715            209,184           79,241             78,020             254,090           471,237           
Other service and charges 660                  1,115               2,741               3,971               2,448                3,961               4,011               2,064               41,234             1,958               
Supplies - repairs and maintenance 169,640           158,125           229,511           239,933           205,987            223,939           110,014           274,301           266,584           276,806           
Uniforms 12,345             11,922             11,025             10,880             11,690              13,816             10,599             11,335             11,779             11,708             
Fuels, oils, and lubricants 69,892             89,293             142,756           112,289           156,662            149,120           93,191             133,119           180,942           162,684           

CITY OF ALLENTOWN, PENNSYLVANIA

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN
FUND NET POSITION - WATER FUND

YEARS ENDED DECEMBER 31, 2003, 2004, 2005, 2006, 2007, 2008, 2009, 2010, 2011, AND 2012

See Accountant's Compilation Report.
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Operating Expenses (Continued):

Pipe and fittings 218,569           217,310           238,849           108,822           331,366            303,480           339,307           333,572           (78,625)            220,623           
Chemicals 93,552             103,262           136,122           133,289           124,776            188,927           225,715           182,633           321,924           256,900           
Operating materials and supplies 50,811             45,761             42,112             46,330             54,737              73,292             49,053             48,012             43,990             56,628             
Equipment (861,088)          (680,962)          (859,337)          (81,616)            17,748              12,603             37,786             53,607             (44,656)            (668,308)          
Construction contracts 1,186,879        846,335           1,129,962        420,017           48,910              (527,384)          202,792           111,401           517,669           552,037           
Rebates and refunds 8,003               37,534             9,294               10,824             15,026              9,758               2,595               1,117               1,831               1,520               
Depreciation and amortization 2,203,401        2,225,473        2,299,617        2,172,366        2,062,957         2,052,336        2,037,248        2,042,318        2,146,717        2,115,251        
Risk insurances -                       216,520           350,000           350,000           350,000            383,332           385,000           385,000           385,000           385,000           
Reserve for encumbrances 19,206             121,498           194,396           138,345           121,459            90,926             97,002             183,498           54,972             228,605           
Bad debt expense -                       4,219               12,004             19,565             138,154            182,674           203,867           374,585           (3,484)              (17,611)            

Total operating expenses 8,567,247        8,450,088        9,382,831        9,075,026        9,805,103         9,724,342        10,109,520      10,745,633      10,742,401      10,464,651      

Operating Income 6,264,019        5,718,920        4,997,169        5,564,568        4,364,326         4,398,111        3,085,101        4,474,484        4,136,380        5,061,139        

Non-Operating Revenues
(Expenses):

Investment income 64,616             54,385             32,402             134,204           135,838            66,485             (3,984)              22,428             -                       -                       
Interest expense (1,636,014)       (1,509,059)       (1,343,246)       (1,193,668)       (1,041,894)       (938,837)          (820,769)          (664,774)          (565,813)          (391,369)          
Loss on sale of capital assets -                       -                       -                       -                       (1,579)              -                       (1,962)              -                       -                       (23,578)            
Grants 190,560           136,832           64,030             47,263             43,048              64,183             52,117             58,699             87,184             276,619           

Total non-operating revenues
(expenses) (1,380,838)       (1,317,842)       (1,246,814)       (1,012,201)       (864,587)          (808,169)          (774,598)          (583,647)          (478,629)          (138,328)          

Income before transfers 4,883,181        4,401,078        3,750,355        4,552,367        3,499,739         3,589,942        2,310,503        3,890,837        3,657,751        4,922,811        

Transfers out (1,545,679)       (1,550,885)       (1,662,936)       (1,812,266)       (2,685,259)       (1,844,210)       (1,931,421)       (2,027,732)       (2,129,111)       (1,581,446)       

Change in Net Position 3,337,502        2,850,193        2,087,419        2,740,101        814,480            1,745,732        379,082           1,863,105        1,528,640        3,341,365        

Net Position:
Beginning of year 30,865,441      34,202,943      37,053,136      39,140,555      41,880,656       42,695,136      44,440,868      44,819,950      46,683,055      48,211,695      

End of year 34,202,943$    37,053,136$    39,140,555$    41,880,656$    42,695,136$     44,440,868$    44,819,950$    46,683,055$    48,211,695$    51,553,060$    

See Accountant's Compilation Report.
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C-1 

History 
 
 Allentown was originally named Northamptontown by its founder, Chief Justice of Colonial Pennsylvania's 
Supreme Court, William Allen. Allen, also a former Mayor of Philadelphia and successful businessman, drew up plans for 
the rural village in 1762. Despite its formal name, from the beginning, nearly everyone called it "Allen's town". Allen 
hoped Northamptontown would turn into a commercial center because of its location along the Lehigh River. The low 
water level most of the year, however, made river trade impractical. Sometime in the early 1770s, William Allen 
apparently gave the property to his son, James, who built a country home called Trout Hall after his father's hunting and 
fishing lodge. Even by the time of the American Revolution, Allentown remained little more than a small village of 
Pennsylvania Dutch, more properly German, farmers and tradesmen, but continued its development as a center of 
marketing for local farmers from the post-revolutionary years into the 1920s. The U.S. Census of 1810 placed it at the 
heart of the largest grain producing regions in the country. 
 
 In 1838, the city officially adopted the name Allentown which was not the only change in store for this town on 
the Lehigh. By the 1830s and 1840s, America's industrial revolution, which was born in the Lehigh Valley, was entering 
its take-off stage, and the arrival of the Lehigh Canal and later the railroad, opened up Allentown in a way that would have 
been beyond William Allen's wildest dreams. 
 
 The 1850s and 1860s saw the rise of a strong local iron industry. The nation's growing railroad network soaked 
up all the iron Allentown could produce. By the post-Civil War era, a large influx of German and Irish workers had 
created a mini-Pittsburgh along the banks of the Lehigh. But all of this prosperity fell apart with the collapse of the 
railroad boom in the Panic of 1873. Big and small iron furnaces closed one by one and sent the industry into a tail-spin 
from which it never recovered. 
 
 By the dawn of the 20th century, the community had fully recovered from the economic disasters of the 19th 
century. Silk mills had taken over from the dying iron trade, but they were not alone. Allentown's diverse economy 
produced everything from parlor furniture to beer and cigars. 
 
 Since World War II and particularly since the 1960s, Allentown has undergone yet another transition. Faced with 
the decline of manufacturing and the rise of the service economy, the city is once again dealing with change. City officials 
are currently trying to attract business to the downtown district, primarily as a way to find new uses for existing structures. 
The City's infrastructure offers state-of-the-art technology, including a fiber optic loop and uninterrupted electrical service, 
which plays a role in attracting businesses to the downtown district. 
 
Location 
 
 The City of Allentown is located in Lehigh County, Pennsylvania. The City is 60 miles north of Philadelphia and 
the Delaware Valley region, one of the leading industrial and trade complexes in the nation. Through numerous federal 
and state highways and turnpikes, the City is linked to other major metropolitan areas such as New York City (90 miles) 
and Baltimore (150 miles). 
 
Amenities 
 
 The City of Allentown is home to a variety of cultural and educational facilities including two colleges, an art 
museum, two theatre companies, two symphony orchestras, a Municipal Opera Company, the Allentown Band, and an 
expanded free Public Library. The City maintains 2,000 acres of park land, well above the national average. The 
downtown area is in a transition period and a major effort is being made to attract new enterprises to Hamilton Street. The 
City believes that increased downtown activity will become a catalyst for continuing interest in the area. 
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Population 
 

Table A-1 shows recent population trends for the City, Lehigh County and the Commonwealth.  Table A-2 shows 2000 age 
composition and average number of persons per household in Lehigh County and for the Commonwealth. 
 

TABLE A-1 
 

RECENT POPULATION TRENDS 
 

Census: 
April 2000 

Census: 
April 2010 

Change: 
2000 to 2010 

Geographic Area Number Number Number Percent 
City .................................................................  106,632 118,032 11,400 1.02% 
Lehigh County ................................................  312,090 349,497 37,407 1.14% 
Pennsylvania...................................................  12,281,054 12,702,379 421,325 0.34% 

Source:  U.S. Census Bureau, Census 2000 & 2010 Redistricting Data (Public Law 94-171) Summary File and the Pennsylvania 
State Data Center. 
 

TABLE A-2 
 

AGE COMPOSITION 
 

0-17 18-64 65+ Persons Per 
Years Years Years Household 

Lehigh County ..............................................  22.7% 61.9% 15.4% 2.51 
Pennsylvania .................................................  23.5% 61.1% 15.4% 2.57 
     
 

Source:  Pennsylvania State Data Center, 2000 General Population and Housing Characteristics: Pennsylvania. 
 
Income 
 
 The data on Table A-3 shows recent trends in per capita income for the City, the County and Pennsylvania over the 
2000-2011 period. 
 

TABLE A-3 
RECENT TRENDS IN PER CAPITA INCOME* 

 

Geographic Area 2000 Number 2011 Number Percent 
City ...............................................................................  $16,282  $15,978 -0.17% 
Lehigh County ..............................................................  21,897 26,406 1.72% 
Pennsylvania .................................................................  20,880 26,933 2.34% 
 

*Income is defined by the Bureau of the Census as the sum of wage and salary income, non-farm self-employment income, net 
self-employment income, Social Security and Railroad retirement income, public assistance income, interest, dividends, 
pensions, etc. before deductions for personal income taxes, Social Security, etc.  School District income is the population-
weighted average for political subdivisions. 
Source:  U.S. Census Bureau, American FactFinder2. 
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Employment 
 
 Overall Nonfarm Jobs, Industry Employment data for the Allentown-Bethlehem-Easton Labor Metropolitan Statistical Area (“MSA”) 
an area which includes the City. 
 

TABLE A-4 
DISTRIBUTION OF EMPLOYMENT BY INDUSTRY 

Allentown-Bethlehem-Easton Metropolitan Statistical Area 
NONFARM JOBS 

(April 2013) 
 

 
      
Source: Pennsylvania Department of Labor and Industry – www.paworkstats.state.pa.us 

Apr. Mar. Feb. Apr. Mar. Apr.
2013 2013 2013 2012 2013 2012

TOTAL NONFARM 351,400     347,800     344,500     345,400     3,600         6,000         
TOTAL PRIVATE 310,500     306,800     303,800     303,500     3,700         7,000         
GOODS-PRODUCING 49,200       48,600       48,000       48,200       600            1,000         
Mining, Logging, and Construction 12,400       11,700       11,300       12,100       700            300            
Manufacturing 36,800       36,900       36,700       36,100       (100)          700            
     Durable Goods 21,600       21,700       21,600       21,100       (100)          500            
     Non-Durable Goods 15,200       15,200       15,100       15,000       -            200            
SERVICE-PROVIDING 302,200     299,200     296,500     297,200     3,000         5,000         
PRIVATE SERVICE-PROVIDING 261,300     258,200     255,800     255,300     3,100         6,000         
Trade, Transportation, and Utilities 72,900       72,400       72,500       71,700       500            1,200         
     Wholesale Trade 13,900       13,700       13,700       13,800       200            100            
     Retail Trade 39,600       39,600       39,700       39,300       -            300            
          Food and beverage stores 9,800         9,800         9,800         9,700         -            100            
          General merchandise stores 6,600         6,600         6,600         6,700         -            (100)          
               Department stores 4,400         4,400         4,400         4,400         -            -            
     Transportation, Warehousing, and Utilities 19,400       19,100       19,100       18,600       300            800            
          Transportation and Warehousing 18,100       17,900       17,800       17,500       200            600            
Information 5,700         5,700         5,700         5,700         -            -            
Financial Activities 15,000       15,000       14,900       15,100       -            (100)          
     Finance and insurance 12,300       12,300       12,300       12,500       -            (200)          
          Insurance carriers and related activities 6,800         6,700         6,400         6,900         100            (100)          
Professional and Business Services 45,700       45,200       44,600       45,000       500            700            
     Professional and technical services 13,200       13,200       13,100       12,900       -            300            
     Management of companies and enterprises 10,500       10,600       10,500       10,400       (100)          100            
     Administrative and waste services 22,000       21,400       21,000       21,700       600            300            
          Employment services 8,800         8,700         8,600         8,500         100            300            
Education and Health Services 72,800       73,300       72,900       70,800       (500)          2,000         
     Educational services 14,000       14,200       1,400         12,900       (200)          1,100         
     Health care and social assistance 58,800       59,100       58,900       57,900       (300)          900            
          Hospitals 19,000       19,100       19,100       18,800       (100)          200            
Leisure and Hospitality 35,100       32,600       31,300       32,800       2,500         2,300         
     Accomodation and food services 25,800       25,200       24,700       25,400       600            400            
          Food services and drinkng places 23,700       23,200       22,700       23,200       500            500            
Other Services 14,100       14,000       13,900       14,200       100            (100)          
Government 40,900       41,000       40,700       41,900       (100)          (1,000)       
     Federal Government 2,200         2,200         2,200         2,300         -            (100)          
     State Government 2,900         2,900         2,800         2,900         -            -            
     Local Government 35,800       35,900       35,700       36,700       (100)          (900)          
          Local government educational services 22,600       22,700       22,500       23,300       (100)          (700)          
          Local government excluding educational services 13,200       13,200       13,200       13,400       -            (200)          

Industry Emplyment Net change From:
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Listed below are employers located within the County with more than 1,000 employees: 
 

Name Product/Service  Name  Product/Service 
Lehigh Valley Hospital Inc. Health Care  Allentown City School District  Public Education 
St. Luke’s Hospital Health Care  State Government  Government 
Air Products & Chemicals Gases/Process/Chemicals  PPL Corp.  Electric Energy Utility 
Lehigh County Government  B. Braun Medical Inc.  Housing/Services 

 Lehigh Valley Hospital – Muhlenberg   Health Care 
Source: Chamber of Commerce. 

 
Table A-5 shows recent trends in labor force, employment and unemployment for Lehigh County and the Commonwealth. 
 

TABLE A-5 
RECENT TRENDS IN LABOR FORCE, EMPLOYMENT AND UNEMPLOYMENT 

 
Compound 

Average 
Annual % 

Lehigh County 2008 2009 2010 2011 2012 2013(1) Rate 
  Civilian Labor Force (000) ...  177.1 178.0 179.8 181.7 185.5 181.7 0.47% 
  Employment (000)................  167.0 162.5 163.5 166.0 169.8 172.9 0.63% 
  Unemployment (000) ...........  10.1 15.4 16.3 15.7 15.8 15.0 7.46% 
  Unemployment Rate .............  5.7% 8.7% 9.1% 8.6% 8.5% 8.0%  
Pennsylvania     
  Civilian Labor Force (000) ..  6,395.0 6,383.0 6,393.0 6,400.0 6,487.0 6,505.0 0.31% 
  Employment (000)  ..............  6,051.0 5,870.0 5,855.0 5,893.0 5,973.0 6,008.0 -0.13% 
  Unemployment (000)  .........  344.0 514.0 538.0 507.0 513.0 496.0 6.88% 
  Unemployment Rate  ...........  5.4% 8.0% 8.4% 7.9% 7.9% 7.6%  

 

(1)As of April 2013. 
Source:  Pennsylvania State Employment Service. 

 
Industry 
 

 The Allentown area remains an attractive location for new and existing businesses. A number of major corporations, including 
Mack Trucks, Inc., Air Products and Chemicals, Inc., Lehigh Portland Cement, Agere and PPL have selected Lehigh County as their 
headquarters or as the location of their principal plants. Other major industries include apparel, electrical and electronic equipment and 
fabricated metal products. 
 

The ten largest public and private employers of the City and their approximate employment as of 2011 and 2002 are as follows: 
 

2011 2002 
2011 % of Total 2002 % of Total 

Employer Employees City Employment Employees City Employment 
Allentown School District 2,705  4.06% 2,689  2.96% 
Commonwealth of Pennsylvania 1,824  2.74% 
PPL Co. 1,811  2.72% 2,029  2.24% 
Lehigh County & Institutions 1,599  2.40% 2,185  2.41% 
Breckenridge Enterprises 1,477  2.22% 
Lehigh Valley Hospital 1,436  2.15% 1,447  1.59% 
Sacred Heart Hospital 1,096  1.64% 1,587  1.75% 
City of Allentown 1,086  1.63% 
Allied Temporary Services 978  1.47% 1,980  2.18% 
Performance Personnel 928  1.39% 
Contemporary Personnel 3,156  3.48% 
Mack Trucks Inc. 2,384  2.63% 
Muhlenberg College 1,968  2.17% 
Agere Systems Inc. 3,440  3.79% 
     Total 14,940  22.42% 22,865  25.20% 

Source:  Allentown 2011 Comprehensive Annual Financial Report. 
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Retail Sales 
 
 Table A-6 shows retail sales over a five year period for the County, the MSA and the State.  The great diversity of 
industrial activity can be seen in even a partial list of products manufactured here:  steel products, trucks, industrial equipment, 
food products, pet foods, electrical and mechanical equipment, electronic components, modular storage cabinets, storage systems, 
musical instruments, clothing and textiles, and chemical and mineral processing equipment.  The increasingly important service 
sector is characterized by the rapid growth of computer service, software companies, and firms which deal in information 
processing. 
 
 The stable industrial base, combined with the existing educational, research, and development facilities, has created an 
ideal environment for the development of advanced technology in the Lehigh Valley (Lehigh and Northampton Counties). 
 

TABLE A-6 
TOTAL RETAIL SALES 

(In Millions of Dollars) 
 

2009 2010 2011 2012 2013 
Lehigh County ....................  $     5,564,939 $    5,339,862 $     5,640,398 $      5,638,511  $     4,997,708 
MSA ....................................  11,687,167 11,106,517 11,972,180 11,968,586  12,275,398 
Pennsylvania .......................  180,948,327 174,483,292 188,193,104 188,149,727  187,412,600 

NR:  Not reported. 
Source:  Sales and Marketing Management Magazine 
 
Public Utilities and Services 
 

Electricity is provided to the City by PPL and natural gas service is provided by UGI. Telephone service is provided by 
Verizon, and Peco Aldephia.  
 
Emergency Services 
 
 Lehigh Valley Hospital operates two branch locations within the boundaries of the City. Also located within the 
boundaries of the City are Sacred Heart Hospital and Saint Luke’s West. Located within reasonable driving distance of the City 
are Saint Luke’s (Main), Lehigh Valley Hospital Muhlenberg and Easton Hospital. 
 
Transportation 
 

Interstate 78, U.S. Routes 22, 222, and 309 and several state highways radiate from the City and the Lehigh Valley and 
provide access to the major markets and ports of the East. The Northeast Extension of the Pennsylvania Turnpike is located 
approximately three miles west of the City. Railroads serving the Lehigh Valley area include the Consolidated Rail Corporation 
and the Canadian Pacific Railroad. Conrail has a large classification yard in the Allentown area. The Allentown yard can handle 
some 80 trains in and out each day, an average of one train every 18 minutes. 

 
Higher Education 
 

Lehigh Valley (Lehigh and Northampton Counties) provides area residents with numerous educational facilities in the 
Valley. A listing of the major educational facilities appears below: 
 

Institutions of Higher Education 
 

Muhlenberg College     Cedar Crest College 
De Sales University     East Stroudsburg University 
Kutztown University (Berks County)    Lafayette College 
Lehigh Carbon Community College    Lehigh University 
Lincoln Technical Institute     Moravian College 
Northampton Community College    Penn State University, Lehigh Valley 
      
Source:  Lehigh Valley website. 
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APPENDIX D 
 

DEFINITIONS OF CERTAIN TERMS 
 

The following definitions apply to “Appendix E - Summary of the Indenture” and 
“Appendix F – Summary of the Concession Agreement,” and to terms not otherwise defined in 
the forepart of this Official Statement. 

“AAA” means the American Arbitration Association. 

“AAA Rules” means the Commercial Arbitration Rules of the AAA. 

“AA-Compensation” means the Adverse Action Compensation required to be paid under the 
Concession Agreement. 

“AA-Dispute Notice” means the notice required to be given by the City to dispute the occurrence 
of an Adverse Action or the amount of AA-Compensation under the Concession Agreement. 

“AA-Notice” means the notice required to be given by the Concessionaire within 180 days 
following the date of delivery of the AA-Preliminary Notice under the Concession Agreement. 

“AA-Preliminary Notice” means the initial notice required to be given by the Concessionaire 
within 30 days following the date on which the Concessionaire first became aware of the 
Adverse Action under the Concession Agreement.   

“Act” and “Authorities Act” means the Pennsylvania Municipality Authorities Act, 53 Pa. C.S. 
§5601 et seq., as amended. 

“Additional Bonds” means all Bonds, constituting Leasehold Mortgage Debt, authenticated and 
delivered under the Indenture and of any series other than the 2013 Bonds. 

“Additional Parity Indebtedness” or “Parity Indebtedness” means all or part of any indebtedness 
or other obligation of the Authority, constituting Leasehold Mortgage Debt, other than a Series 
of Additional Bonds issued under the Indenture, secured (to the extent and in the manner 
provided in the Indenture) by a lien on the Concession Revenues equally and ratably with the 
2013 Bonds.  For purposes of clarification, “Additional Parity Indebtedness” includes an 
irrevocable, unconditional letter of credit that meets the requirements for a “Letter of Credit” set 
forth in the Concession Agreement that is issued by the Authority to satisfy its obligation 
pursuant to the Concession Agreement. 

“Adjusted for Inflation” means adjusted by the percentage increase, if any, or decrease, if any, in 
the Index during the applicable adjustment period. 

“Administrative Order Bonds” means any bonds, notes or other evidences of indebtedness issued 
by the City, or with respect to which the City is the obligor, that are issued for the purpose of 
financing or re-financing Project Costs. 
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“Administrative Order Fund” means a fund to be established and maintained by the City in 
accordance with the Concession Agreement and held in trust for the benefit of the City and 
Concessionaire, free from any lien or claim of any creditor of the City or the Concessionaire, 
including the lien of the Indenture and any Leasehold Mortgagee, at a bank, trust company or 
national banking association having an office in the Commonwealth as may be selected by the 
Concessionaire and Approved by the City. 

“Administrative Order Project” means the capital improvements to the Concessioned System that 
the City designates as required to remediate the violations cited in the EPA Administrative 
Orders. 

“Advance-Refunded Municipal Bonds” means obligations of any state of the United States or 
any subdivision, agency or instrumentality thereof, that have been advance-refunded prior to 
their maturity and that are fully and irrevocably secured as to principal and interest by United 
States Government Obligations held in trust for the payment thereof, which Advance-Refunded 
Municipal Bonds are rated in the highest rating category by a Rating Agency that maintains a 
credit rating with respect to such Advance-Refunded Municipal Bonds. 

“Advance-Refunded Tax-Exempt Municipal Bonds” means Advance-Refunded Municipal 
Bonds, the interest on which is excludable from gross income for Federal income tax purposes. 

“Adverse Action” means an action or actions by the City at any time during the Term (including 
enacting, amending or repealing any Law) and the effect of such action or actions, individually 
or in the aggregate, is reasonably expected (i) to be principally borne by the Concessionaire and 
(ii) to have a material adverse effect on the fair market value of the Concessionaire Interest 
greater than $250,000, Adjusted for Inflation, from the Closing Date to the date of such Adverse 
Action (whether as a result of decreased Revenues, increased expenses or both), except where 
such action is in response to any act or omission on the part of the Concessionaire that is illegal 
(other than an act or omission rendered illegal by virtue of the Adverse Action) or such action is 
otherwise permitted under the Concession Agreement; provided, however, that none of the 
following shall be an Adverse Action: (A) the exercise by the City of its Reserved Powers where 
the City has reasonable cause to exercise such Reserved Powers for the protection of the public 
health or safety, (B) the exercise of law enforcement, subpoena or investigatory powers by the 
City or any Governmental Authority and (C) the imposition of a Tax of General Application or 
an increase in any Tax of General Application. 

“Affected Property” means any public or private property, including a park, highway, street, 
road, roadway, railroad, rail or other transit way, mechanical room, tunnel, storage room or 
elevator and any ancillary facilities related to any of the foregoing, under the jurisdiction and 
control of the City any other Governmental Authority or any other Person (including any private 
road) that is located above, within the boundaries of, intersects with, crosses over or under or is 
adjacent to (but does not comprise any portion of) the System or any part thereof. 

“Affiliate” when used to indicate a relationship with a specified Person, means a Person (other 
than a member of the Board of Directors of the Authority) that, directly or indirectly, through 
one or more intermediaries has a 10% or more voting or economic interest in such specified 
Person or controls, is controlled by or is under common control with (which shall include, with 

D-2



 

  

respect to a managed fund or trust, the right to direct or cause the direction of the management 
and policies of such managed fund or trust as manager, advisor, supervisor, sponsor or trustee 
pursuant to relevant contractual arrangements) such specified Person, and a Person shall be 
deemed to be controlled by another Person, if controlled in any manner whatsoever that results in 
control in fact by that other Person (or that other Person and any Person or Persons with whom 
that other Person is acting jointly or in concert), whether directly or indirectly and whether 
through share ownership, a trust, a contract or otherwise (for purposes of this definition, a 
managed fund or trust shall be deemed to be an Affiliate of the Person managing, supervising, 
sponsoring or advising such fund or trust and a limited partner in a managed fund or trust shall 
be deemed to be an Affiliate of such fund or trust and of the Person managing, supervising, 
sponsoring or advising such fund or trust). 

“Aggregate Municipal Customer Share” means, with respect to each Reporting Year, the sum of 
all of the Municipal Customer Shares. 

“Annual Budget” means the Authority's budget, as required by the Indenture. 

“Annual City Payment” means (1) for the Reporting Year commencing on January 1, 2016, an 
amount of money equal to $500,000; (2) for each Reporting Year after the 2016 Reporting Year 
(excluding the final Reporting Year), an amount of money equal to $500,000, Adjusted for 
Inflation from January 1, 2016 to December 31 of the preceding Reporting Year and (3) for the 
final Reporting Year, an amount of money equal to $500,000, Adjusted for Inflation from the 
Closing Date to December 31 of the Reporting Year preceding the final Reporting Year, 
multiplied by a fraction the numerator of which is the number of days in the final Reporting Year 
and the denominator of which is 365. 

“Annual Debt Service” means, with respect to each Reporting Year, the aggregate amount of 
principal of and interest on Administrative Order Bonds that is payable in that Reporting Year. 

“Annual Percentage Change” means, with respect to the 2016 calendar year and each calendar 
year thereafter, the percentage determined by adding the Index Change for that calendar year 
(which may be positive or negative) and the Margin Change for that calendar year provided that 
whenever the sum of the Index Change and the Margin Change is zero or a negative percentage, 
there shall be no Annual Percentage Change for that calendar year. 

“Annual Rate Adjustment” means the annualized adjustment in Service Charges for a calendar 
year as determined pursuant to the Concession Agreement. 

“Annual Shortfall Recovery Amount” means, with respect to any Shortfall Recovery Amount, 
one-third of the Shortfall Recovery Amount. 

“Approval,” “Approved,” “Approves,” “Approved by the City” and similar expressions mean 
approved or consented to by the City in accordance with the provisions of the Concession 
Agreement. 

“Arbitration Act” means the Pennsylvania Judicial Code, 42 Pa. C.S. §§ 7301-7320. 
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“Assessment” means any charge imposed by the Authority pursuant to paragraph (21) or 
paragraph (22) of Section 5607(d) of the Authorities Act. 

“Assumed Liabilities”  means all debts, liabilities and obligations whatsoever relating to the 
System or the System Operations that occur, arise out of or relate to, or are based on facts or 
actions occurring, during the Term, but only to the extent such debts, liabilities or obligations do 
not arise from or relate to any breach by the City of any covenant, representation or warranty set 
forth in the Concession Agreement; provided that the Assumed Liabilities shall not include the 
Excluded Liabilities. 

“Authority” means the Lehigh County Authority. 

“Authority Loan Commitment” means an unconditional irrevocable letter of credit, a line of 
credit which is revocable only upon the insolvency of the Authority, a binding long term loan 
commitment or other similar extension of credit which is issued (1) for the purpose of providing 
a source of funds for the payment of all or any portion of the Authority’s payment obligations 
under any Balloon Obligation or Demand Obligation, and (2) by a bank, trust company, savings 
and loan association or other institutional lender. 

“Authorization” means any approval, certificate of approval, authorization, consent, waiver, 
variance, exemption, declaratory order, exception, license, filing, registration, Permit, 
notarization or other requirement of any Person that applies to the System (including with respect 
to Required Capital Improvements and Major Capital Improvements) or is reasonably required 
from time to time for the System Operations. 

“Authorized Denominations” means with respect to the 2013 Bonds, $5,000 or any integral 
multiple thereof. 

“Authorized Officer” means: (1) in the case of the Authority, the Chairman, Vice Chairman, 
Secretary, Treasurer or General Manager and when used with reference to any act or document 
also means any other person authorized by resolution of the Authority to perform such act or 
execute such documents; and (2) in the case of the Trustee, any officer in the Trustee’s corporate 
trust department. 

“Balloon Obligation” means any obligation (1) other than a Demand Obligation, 10% or more of 
the principal amount of which is payable in the same year (after taking into account all scheduled 
mandatory redemptions or prepayments payable over the life of the indebtedness), or (2) 
designated as such by the Authority at the time of its incurrence. 

“Bank Rate” means the 3 Month London Interbank Offered Rate (LIBOR) (or any successor rate 
thereto) as reported in The Wall Street Journal (or its successors). 

“Bankruptcy Code” means the United States Bankruptcy Code, 11 U.S.C. 101 et seq., and all 
future acts supplemental thereto or amendatory thereof. 

“Bid Date” means March 29, 2013. 
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“Bond” or “Bonds” means the bonds, notes or other obligations of the Authority issued from 
time to time pursuant to the Indenture or Supplemental Indenture, constituting Leasehold 
Mortgage Debt, including the 2013 Bonds. 

“Bond Counsel” means an attorney or law firm appointed by the Authority having a national 
reputation in the field of municipal bond law whose opinions are generally accepted by 
purchasers of municipal bonds. 

“Bondholder,” “Owner,” “Holder,” “holder” or “Registered Owner” (when used with respect to 
Bonds) means the person in whose name any Bond is registered pursuant to the Indenture. 

“Breakage Costs” means any breakage costs, make-whole premium payments, termination 
payments or other prepayment amounts (including debt premiums) that are required to be paid by 
the Concessionaire with respect to Leasehold Mortgage Debt as a result of the early repayment 
of such Leasehold Mortgage prior to its scheduled maturity date because the Concession 
Agreement Agreement has been terminated at the election of the Concessionaire. 

“Bulk Sales Surplus” means, for any Water Sales Test Period, the amount (if any) expressed in 
gallons per day by which the actual average daily volume of metered water sales to all Municipal 
Bulk Customers over the entire Water Sales Test Period was more than 1,785,000 gallons per 
day. 

“Business Day” means (A) for purposes of the Indenture, any day, other than a day: (1) on which 
banks located in the City of New York, New York or the cities in which the offices in the United 
States of the Trustee and the Paying Agent responsible for the administration of the Indenture are 
located, are required or authorized by law or executive order to close; (2) on which an office at 
which draws are required to be presented for any Credit Facility or Authority Loan Commitment 
is closed for a reason not related to financial condition; or (3) on which the New York Stock 
Exchange is closed; and (B) for purposes of the Concession Agreement, any day that is neither a 
Saturday, a Sunday nor a day observed as a holiday by either the Commonwealth of 
Pennsylvania or the United States government. 

“Capex Fund” means a fund to be established and maintained by the Concessionaire in 
accordance with the Concession Agreement and held in trust for the benefit of the City and the 
Concessionaire, free from any lien or claim of any creditor of the City or the Concessionaire, 
including the lien of the Indenture and any Leasehold Mortgagee, at a bank, trust company or 
national banking association having an office in the Commonwealth as may be selected by the 
Concessionaire and Approved by the City. 

“Capex Fund Deposit Requirement” means (1) for the Reporting Years 2033 to 2042, both 
inclusive, $1,000,000; (2) for the Reporting Years 2043 to 2052, both inclusive, $2,000,000 and 
(3) for the Reporting Years 2053 to 2062, both inclusive, $3,000,000, in each case, Adjusted for 
Inflation from the Closing Date to December 31 of the calendar year immediately prior to the 
Reporting Year. 

“Capex Fund Escrow Agreement” means the Capex Fund Escrow Agreement by and among the 
City, the Authority and Manufacturers and Traders Trust Company, as escrow agent, which all 
parties will enter into prior to January 1, 2032. 
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“Capex Plan” means the First-Year Capex Plan and the Five-Year Capex Plan. 

“Capital Cost Recovery Charge” means, for a particular Reporting Year, the annual amount that 
the Concessionaire may charge during the Cost Recovery Period with respect to the cost of a 
Major Capital Improvement consisting of (i) the amounts required to pay the principal of and 
interest on debt issued or incurred to finance the Major Capital Improvement plus (ii) a return on 
equity on funds contributed to pay the capital costs of such Major Capital Improvement equal to 
the rate of return on equity at the time the equity is contributed for such Major Capital 
Improvement for investments having credit risk comparable to the credit risk of the System, 
which rate of return shall not be less than the market-based rate of return for similar Major 
Capital Improvements with respect to investor owned utilities that are subject to rate regulation 
by a Governmental Authority. 

“Capital Expenditures” means expenditures made or liabilities incurred for the acquisition of any 
fixed assets or improvements, replacements, substitutions or additions thereto that have a useful 
life of more than one year that are capitalized in accordance with GAAP, including but not 
limited to Major Capital Improvements and Required Capital Improvements. 

“Capital Recovery Fee” means a one-time fee charged at the time of connection to the 
Concessioned System, an increase in commercial or industrial usage or in connection with a 
capital improvement to the Concessioned System.  Such fee may be in the form of a connection 
fee, tapping fee or assessment or a combination thereof.  Such fees shall be established in 
accordance with the provisions of the Act. 

“Cash Available for Debt Service” means, for any period, the excess (if any) of: (a) all Revenues 
for such period less (b) Operation and Maintenance Expenditures and (without duplication) 
deposits into the City Payment Reserve Fund for such period. 

“Casualty Cost” means the estimated cost of repairs, alterations, restorations, replacement and 
rebuilding of the System following destruction of or damage to the System. 

“Change in Control” means, with respect to any Person, whether accomplished through a single 
transaction or a series of related or unrelated transactions and whether accomplished directly or 
indirectly, either (i) a change in ownership so that 50% or more of the direct or indirect voting or 
economic interests in such Person is transferred to a Person or group of Persons acting in 
concert, (ii) the power directly or indirectly to direct or cause the direction of management and 
policy of such Person, whether through ownership of voting securities, by contract, management 
agreement, or common directors, officers or trustees or otherwise, is transferred to a Person or 
group of Persons acting in concert or (iii) the merger, consolidation, amalgamation, business 
combination or sale of substantially all of the assets of such Person to the extent that, as a result 
of such merger, consolidation, amalgamation, business combination or sale, the circumstances 
described in either clause (i) or (ii) above are satisfied; provided, however, that notwithstanding 
anything to the contrary set forth in this definition, (A) Transfers of direct or indirect ownership 
interests in the Concessionaire or the Operator (as applicable) between or among Persons that are 
Affiliates (including funds or similar entities managed by such Persons) shall not constitute a 
“Change in Control” for the purposes of the Concession Agreement, (B) Transfers of shares of 
the Concessionaire or its direct or indirect parent pursuant to an initial public offering on the 
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New York Stock Exchange, NASDAQ, London Stock Exchange or comparable securities 
exchange shall not constitute a “Change in Control,” and (C) Transfers of direct or indirect 
ownership interest in the Concessionaire by any Equity Participant or its beneficial owner(s) to 
any Person shall not constitute a “Change in Control” so long as the Equity Participants or their 
beneficial owner(s) having, in the aggregate, more than 50% direct or indirect ownership interest 
in the Concessionaire as of the date of the Concession Agreement retain, in the aggregate, more 
than 50% of the rights to elect directors, officers and managers of the Concessionaire.  
Notwithstanding the foregoing, the change in the composition of the Board of Directors of the 
Authority, from time to time, consistent with the provisions of the Authorities Act, shall not 
constitute a “Change in Control” regardless of the voting percentage affected by such change. 

“Change of Law” means either (A) the enactment, adoption, promulgation, modification or 
repeal after the Bid Date of any federal, state or local Law, or the change in interpretation (as 
evidenced by a final official action of a Governmental Authority having jurisdiction or a decision 
of a court with jurisdiction over the subject matter and with respect to which no appeal is 
pending or may be taken) after the Bid Date of any federal, state or local Law, Authorization or 
approval by any Governmental Authority, or (B) the imposition, after the Bid Date, of any 
material condition in the issuance, modification or renewal of any Authorization or approval 
necessary for the operation and maintenance of the System.  Notwithstanding all of the 
foregoing, in no event will the imposition of a Tax of General Application or a change in a Tax 
of General Application be considered a Change of Law. 

“Chief Financial Officer” means a firm or a person or persons, authorized and approved by 
resolution of the Authority, to perform as the chief financial officer of the Authority. 

“Chief Financial Officer's Certificate” means a statement certified by the Chief Financial Officer. 

“City” means the City of Allentown, Pennsylvania. 

“City Council” means the City Council of the City. 

“City Default” means those events as defined under the Concession Agreement that may occur 
during the term of the Concession Agreement, constituting an event of default by the City 
thereunder. 

“City Payment Reserve Fund” means a fund established and maintained by the Concessionaire 
pursuant to the Concession Agreement and held in trust for the benefit of the City and free from 
any lien or claim of the Concessionaire, or any creditor of the Concessionaire including the lien 
of theIndenture and any Leasehold Mortgagee, at a bank, trust company or national banking 
association having an office in the Commonwealth of Pennsylvania as may be selected by the 
Concessionaire and Approved by the City. 

“City Payment Reserve Fund Escrow Agreement” means the City Payment Reserve Fund 
Escrow Agreement by and among the City, the Authority and Manufacturers and Traders Trust 
Company, as escrow agent, which all parties will enter into prior to October 1, 2015. 

“City Payment Reserve Requirement” means (1) prior to October 1, 2015, zero; (2) during the 
period from October 1, 2015 to December 31, 2015, fifty percent of the Annual City Payment for 
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the 2016 Reporting Year; and (3) on and after January 1, 2016, an amount equal to the Annual 
City Payment for the then current Reporting Year. 

“Claim” means any demand, action, cause of action, suit, proceeding, arbitration, claim, 
judgment or settlement or compromise relating thereto which may give rise to a right to 
indemnification under the Concession Agreement. 

“Closing” means the closing of the Transaction under the Concession Agreement. 

“Closing Date” means, subject to the satisfaction of all conditions precedent contained in the 
Concession Agreement or the waiver of any unsatisfied condition, the date of the closing of the 
transaction as described in the Concession Agreement. 

“Closing Statement” means the Closing Receipt, Closing Statement and Settlement 
Reconciliation executed by the Trustee and the Authority on the date of issuance of the 2013 
Bonds, pursuant to which the Trustee acknowledges receipt of the proceeds of the 2013 Bonds 
and the Authority directs the initial disposition thereof. 

“Code” means the Internal Revenue Code of 1986, as amended and in effect as of the date in 
question. 

“Commonwealth” means the Commonwealth of Pennsylvania. 

“Compensation Event” means the Concessionaire’s compliance with or the implementation of 
any Directive or any modified or changed Operating Standard subject to the Concession 
Agreement, the failure of the City to maintain the Administrative Order Fund in an amount 
sufficient for the punctual payment of Project Costs as provided in the Concession Agreement, 
the occurrence of an Adverse Action or the occurrence of any other event that under the terms of 
the Concession Agreement requires the payment of Concession Compensation. 

“Compound Accreted Value” means, with respect to each 2013B Bond, the computed value 
thereof on a particular date determined by reference to the schedule attached to the Indenture as 
Exhibit B, which, further, is comprised of the stated initial value plus interest thereon from the 
date of delivery, at the stated yield, compounded initially on December 1, 2013, and therefrom 
semiannually, on June 1 and December 1, up to the final maturity. 

  “Compounded Amount,” as used with respect to the 2013B Bonds, means as of any particular 
date of calculation, the original principal amount thereof, plus the initial premium, if any, plus all 
interest accreted and compounded to the particular date of calculation, determined as follows: (a) 
as of any Compounding Date, the amount shown as the Compounded Amount for such 
Compounding Date in the Compounded Amount Table; and (b) as of any date that is not a 
Compounding Date, the amount set forth in the Compounded Amount Table for the last 
preceding Compounding Date, plus the portion of the difference between such amount and the 
amount set forth in the Compounded Amount Table for the next succeeding Compounding Date 
that the number of days (based on 30-day months) from such last preceding Compounding Date 
to the date for which determination is being made bears to the total number of days (based on 30-
day months) from such last preceding Compounding Date to the next succeeding Compounding 
Date. 
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“Concession Agreement” means the Allentown Water and Sewer Utility System Concession and 
Lease Agreement dated May 1, 2013, as supplemented by a Letter Agreement dated July 25, 
2013, by and between the City and the Authority. 

“Concession Compensation” means compensation payable by the City to the Concessionaire in 
order to restore the Concessionaire to the same economic position the Concessionaire would 
have enjoyed if the applicable Compensation Event had not occurred, which compensation shall 
be equal to all Losses (including increased operating, financing, capital and maintenance costs of 
the System but excluding any costs and expenses that the Concessionaire expends or would 
expect to expend or incur in order to comply with the Concession Agreement or in the ordinary 
course of the performance of the System Operations or the carrying on of business in the 
ordinary course) that are reasonably attributable to such Compensation Event, net of any increase 
in Revenues attributable to such Compensation Event; provided, however, that, unless otherwise 
specified in the Concession Agreement, any claim for Concession Compensation shall be made 
within 90 days of the date that the Concessionaire first became aware of such Compensation 
Event.  Any Concession Compensation payable with respect to Losses that will occur in the 
future shall be payable at the time such Compensation Event occurs based on a reasonable 
determination of the net present value of the impact of such Compensation Event over the 
remainder of the Term.  If the Concessionaire is required to provide its own capital with respect 
to compliance with or implementation of a City Directive or a modified or changed Operating 
Standard (other than a modified Operating Standard described in Section 6.3(a)) or any other 
Compensation Event, then the Concession Compensation, shall, in addition to the components 
described above, take into account the actual cost to the Concessionaire of such capital and 
include a then applicable market-based rate of return thereon (which market-based rate of return 
shall be reasonably commensurate with then-prevailing rates of return for similar assets and 
similar or analogous financings in the water and sewer utility industry with respect to investor 
owned utilities that are subject to rate regulations by Governmental Authority).  For purposes of 
the preceding sentence, the market-based rate of return shall be initially proposed in writing by 
the Concessionaire to the City.  The City may, in accordance with the provisions of the 
Concession Agreement, dispute that such market-based rate of return proposed by the 
Concessionaire is reasonably commensurate with then-prevailing rates of return for similar assets 
and similar or analogous financings in the water and sewer utility industry with respect to 
investor owned utilities that are subject to rate regulation by Governmental Authority. 

“Concession Revenues” means all payments received by the Authority under and pursuant to the 
Concession Agreement, including by not limited to (1) the Revenues, (2) AA-Compensation, (3) 
Termination Compensation, (4) Loss Proceeds, (5) payments received by the Authority as a 
result of a Compensation Event, (6) other amounts received by the Authority in respect of the 
operation of the Concessioned System or otherwise under the Concession Agreement, including 
indemnification payments under the Concession Agreement (to the extent not otherwise 
excluded pursuant to other provisions of the definition of "Revenues"), and (7) investment 
income with respect to any moneys held by the Trustee in the funds and accounts established 
under the Indenture (except the Capex Fund, the City Payment Reserve Fund and the Rebate 
Fund). 

“Concessionaire” means the Authority, in its capacity as concessionaire under the Concession 
Agreement. 
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“Concessionaire Default” means those events as defined under the Concession Agreement that 
may occur during the term of the Concession Agreement, constituting an event of default by the 
Authority thereunder. 

“Concessionaire Interest” means (A) for purposes of the Indenture, the interest of the Authority, 
as concessionaire, in the Concessioned System created by the Concession Agreement and the 
rights (but not the obligations) of the Authority, as concessionaire, under the Concession 
Agreement; and (B) for purposes of the Concession Agreement, the interest of the 
Concessionaire in the System created by the Concession Agreement and the rights and 
obligations of the Concessionaire under the Concession Agreement. 

“Concessioned System” or “System” means the Sewer Utility System and the Water Plant and 
Distribution System.  The term “Concessioned System” shall not include any sewer utility 
system or water plant and distribution system or portion thereof an interest wherein is not 
acquired by the Authority on the Closing Date, unless in each case the Authority shall specify in 
a Supplemental Indenture that  such sewer utility system or water plant and distribution system 
or portion thereof is intended to be included in the Concessioned System.  Any such sewer utility 
system or water plant and distribution system or portion thereof and interest whereon is not 
included in the Concessioned System (an “Other System”) may be acquired by or operated by 
the Authority, in accordance with the Concession Agreement, to the extent applicable, and the 
costs thereof may be financed with bonds of the Authority, but any such bonds shall not be 
Bonds and shall be issued under and secured by one or more trust indentures separate from the 
Indenture.  The Trust Estate shall not be available for the benefit of bonds issued under the 
indenture or indentures for the Other System or for the payment of any expenses associated 
therewith, and the  revenues or other assets of the Other System shall not be available for the 
payment of Bonds or other expenses secured under the Indenture. 

“Condition Assessment” has the meaning given it in the Independent Engineer’s Report attached 
hereto as Appendix A. 

“Connection Fee” means any fee charged by the Authority pursuant to paragraph (24), paragraph 
(30) or paragraph (33) of Section 5607(d) of the Authorities Act. 

“Consent Agreement” means the Consent Agreement dated as of July 1, 2013 by and among the 
Trustee, the City and the Authority. 

“Consideration” means Two Hundred and Twenty Million Dollars ($220,000,000). 

“Consolidation” means an occurrence by which (i) the assets, revenues and other property of the 
water and sewer systems owned and operated by the Authority as of the effective date of such 
termination of the Concession Agreement (the "Existing Authority System") are added to the 
Trust Estate so as to secure the Authority’s obligations under the Indenture, and (ii) the Revenues 
and other elements of the Trust Estate are pledged to secure the obligations of the Authority 
under the trust indenture and other agreements (the “Existing Authority Indentures”), entered 
into in connection with the debt and other obligations of the Authority secured by the Existing 
Authority System. For the avoidance of doubt, the purpose of a Consolidation is to enable the 
Authority obligations under the Indenture and under the Existing Authority Indentures to be 
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secured by the assets and revenues of both the Concessioned System and the Existing Authority 
System, and for the assets, revenues and expenses of the Existing Authority System and the 
Concessioned System be combined (without duplication) for purposes of measuring financial 
and operational covenants under the Indenture. 

“Consulting Engineers” means a firm or a person or persons, who shall be Independent, 
registered as professional engineers in Pennsylvania who are qualified to pass upon engineering 
questions relating to sewage systems, and who have a favorable reputation for skill and 
experience in the construction or operation thereof, as the case may be, and appointed by the 
Authority and reasonably acceptable to the Trustee. 

“Consulting Engineers’ Certificate” means a statement certified by the Consulting Engineers. 

“Contractor” means, with respect to a Person, any contractor with whom such Person contracts to 
perform work or supply materials or labor in relation to the Concessioned System, including any 
subcontractor of any tier, supplier or materialman directly or indirectly employed pursuant to a 
subcontract with a Contractor.  For the avoidance of doubt, the Operator shall be a Contractor of 
the Authority, as concessionaire. 

“Cost Recovery Period” means the period of time from the later of (i) January 1, 2016 or (ii) the 
placed in service date of a Major Capital Improvement to the earlier of (i) the 360th month 
following the placed in service date of the Major Capital Improvement or (ii) the last month of 
the useful life of the Major Capital Improvement when such useful life is measured from the 
placed in service date of the Major Capital Improvement. 

“Costs of Issuance Account” means the account so designated which is established pursuant to 
the Indenture. 

“Counsel” means an attorney at law or law firm, who may be counsel for the Authority. 

“County” means the County of Lehigh. 

“Credit Facility” means any insurance policy, letter of credit, guaranty, surety bond, line of 
credit, standby bond purchase agreement or other credit facility or liquidity facility or other 
agreement delivered to the Trustee or its agent pursuant to a Supplemental Indenture and any 
extension or renewal thereof as security, credit support or liquidity for the payment of the 
purchase price, Redemption Price, principal and interest on any Series of Bonds or any portion 
thereof.   

“Credit Facility Agreement” means an agreement or agreements between the Authority and a 
Credit Facility Issuer pursuant to which the Credit Facility Issuer issues a Credit Facility. 

“Credit Facility Issuer” means any issuer of a Credit Facility then in effect for all or part of a 
particular Series of Bonds. 

“Day” or “day” means a calendar day, beginning at 12:01 a.m., in the eastern time zone of the 
United States coinciding with the calendar day. 
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“Debt Service Fund” means the fund so designated which is established pursuant to the 
Indenture. 

“Debt Service Requirements” means (1) with respect to a particular Obligation for any specified 
period, the amounts required to be paid by the Authority to the Trustee or the holders of such 
Obligation (or any trustee or paying agent for such holders) in respect of the principal of such 
Obligation (including mandatory redemptions or prepayments) and the interest thereon, 
calculated and adjusted as provided in the Indenture (and excluding any moneys held in the 
2013A Capitalized Interest Account with respect to the 2013A Bonds, or capitalized interest 
available for any other Series of Bonds or Parity Indebtedness), and (2) with respect to a 
particular Swap for any specified period, any Swap Payments. 

“Debt Service Reserve Fund” means the fund so designated which is established pursuant to the 
Indenture. 

“Debt Service Reserve Fund Requirement” means, with respect to the 2013 Bonds, 
$28,090,273.29, which amount, upon issuance of the 2013 Bonds, is equal to the least of (1) the 
maximum annual Debt Service Requirements of the 2013 Bonds, (2) 10% of the sale proceeds of 
the 2013 Bonds, and (3) 125% of the average annual Debt Service Requirements of the 2013 
Bonds.  As to any other Series of Bonds, the term “Debt Service Reserve Fund Requirement” 
means the amount (if any) specified as such in the corresponding Supplemental Indenture. 

“Delay Event” means (i) an event of Force Majeure, (ii) a delay caused by the performance of 
works carried out by a Governmental Authority or any utility or railway operator or Person not 
acting under the authority or direction of, or pursuant to a contract, sublease or any other 
agreement or arrangement with the Concessionaire or the Operator, (iii) a delay caused by a 
failure by the City to perform or observe any of its covenants or obligations under the 
Concession Agreement or (iv) a delay caused by the presence in, on, under or around the System 
of Hazardous Substances, which in each case results in or would result in a delay or interruption 
in the performance by the Concessionaire of any obligation under the Concession Agreement or 
the exercise by the Concessionaire of its rights under the Concession Agreement; except to the 
extent that the consequences of such delay or the cause thereof is specifically dealt with in the 
Concession Agreement or arises by reason of (A) the negligence or intentional misconduct of the 
Concessionaire or its Representatives, (B) any act or omission by the Concessionaire or its 
Representatives in breach of the provisions of the Concession Agreement or (C) lack or 
insufficiency of funds or failure to make payment of monies or provide required security on the 
part of the Concessionaire.  For the avoidance of doubt, a Delay Event shall not include any of 
the exceptions listed in clauses (i) through (iv) of the definition of Force Majeure. 

“Delay Event Remedy” means, in the event of an occurrence of a Delay Event, the right of the 
Concessionaire to extend the Term of the Concession Agreement for a period that would be 
sufficient so to compensate the Concessionaire and to restore it to the same economic position as 
it would have been in had such Delay Event not occurred. 

“Demand Obligation” means any obligation which is subject to repurchase or repayment as to 
principal upon demand by the holder thereof. 
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“Demand Shortfall Recovery Year” means each of the three Reporting Years next following the 
end of the final Reporting Year of a Water Sales Test Period that resulted in a Water Sales 
Shortfall. 

“Depositary” means a savings bank, a savings and loan association or a commercial bank or trust 
company which would qualify as an Institutional Lender, designated by the Concessionaire, that 
enters into an agreement with the Concessionaire to serve as depositary pursuant to the 
Cocnession Agreement, provided that such Depositary shall have an office, branch, agency or 
representative located in the Commonwealth; provided, however, that so long as a Leasehold 
Mortgage is in effect, the Depositary shall be the institution acting as the collateral agent or 
depositary under the financing secured by such Leasehold Mortgage. 

“Designated Senior Person” means such individual who is designated as such from time to time 
by each Party for the purposes of the Concession Agreement by written notice to the other 
Parties. 

“Determination” means a determination by a final and unappealed order of a tribunal of 
competent jurisdiction or by written agreement of the Parties that arbitration pursuant to the 
Arbitration Act cannot provide a remedy for or resolution of a dispute for any reason relating to a 
lack of jurisdiction or a constraint arising from an immunity. 

“Directive” means a written order or directive prepared by or on behalf of the City directing the 
Concessionaire, to the extent permitted under the Concession Agreement, to (i) add or perform 
work in respect of the System in addition to that provided for in the Concession Agreement, or 
(ii) change the dimensions, character, quantity, quality, description, location or position of any 
part of the System or the System Operations or make other changes to the System or the System 
Operations; provided, however, that no such order or directive may in any event order or direct 
the Concessionaire to do any act that could reasonably be expected to violate any applicable 
Law, Permit or Authorization, cause the Concessionaire to fail to be in compliance with the 
Concession Agreement or materially interfere with the Concessionaire’s performance of its 
obligations under the Concession Agreement. 

“Distribution Fund” means the fund so designated which is established pursuant to the Indenture. 

“Diversion Berm Permit” means a PADEP permit relating to the construction and maintenance 
of a sewer outfall headwall and low flow diversion berm in the Lehigh River. 

“Document” means any document, proposal, certificate, plan, drawing, specification, contract, 
agreement, budget, schedule, report or other written instrument whatsoever. 

“DRBC Charge” means any charge or fee imposed on the Concessionaire Interest or otherwise 
imposed on the Concessionaire or the Operator with respect to System Operations by the 
Delaware River Basin Commission, exclusive of any Authorization application or renewal fee. 

“Drought Management Plan” means the Drought Management Plan described in the Independent 
Engineer’s Report attached hereto as Appendix A. 

“DTC” means The Depository Trust Company, New York, New York. 
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“Eligible Investments” means any one or more of the following obligations or securities:  (i) 
direct obligations of, and obligations fully guaranteed by, the United States of America or any 
agency or instrumentality of the United States of America, the obligations of which are backed 
by the full faith and credit of the United States of America; (ii) demand or time deposits, federal 
funds or bankers’ acceptances issued by any Institutional Lender (provided that the commercial 
paper or the short-term deposit rating or the long-term unsecured debt obligations or deposits of 
such Institutional Lender at the time of such investment or contractual commitment providing for 
such investment have been rated by a Rating Agency “A” (or the equivalent if confirmed by such 
Rating Agency) or higher or any other demand or time deposit or certificate of deposit fully 
insured by the Federal Deposit Insurance Corporation); (iii) commercial paper (including both 
non-interest-bearing discount obligations and interest-bearing obligations payable on demand or 
on a specified date not more than one year after the date of issuance thereof) which has been 
rated by a Rating Agency “A” (or the equivalent if confirmed by such Rating Agency) or higher 
at the time of such investment; (iv) any money market funds, the investments of which consist of 
cash and obligations fully guaranteed by the United States of America or any agency or 
instrumentality of the United States of America, the obligations of which are backed by the full 
faith and credit of the United States of America and which have been rated by a Rating Agency 
“A” (or the equivalent if confirmed by such Rating Agency) or higher; and (v) other investments 
then customarily accepted by the City in similar circumstances; provided, however, that no 
instrument or security shall be an Eligible Investment if such instrument or security evidences a 
right to receive only interest payments with respect to the obligations underlying such instrument 
or if such security provides for payment of both principal and interest with a yield to maturity in 
excess of 120% of the yield to maturity at par (as such qualifications are determined by the 
Authority). 

“Eminent Domain Proceeds” means, with respect to any Event of Eminent Domain, all proceeds 
received by the Authority from any Person (including the City pursuant to the Concession 
Agreement) in connection with such Event of Eminent Domain. 

“Encumbrance” means any mortgage, lien, judgment, execution, pledge, charge, security 
interest, restriction, easement, servitude, option, reservation, lease, claim, trust, deemed trust or 
encumbrance of any nature whatsoever, whether arising by operation of Law, judicial process, 
contract, agreement or otherwise created. 

“End Date” means the date on which the Concession Agreement expires or is terminated. 

“Engineering Firm” means an Independent firm of professional engineers with a favorable 
national reputation for skill and experience in the design, construction, reconstruction, 
maintenance and repair of water treatment and supply facilities and sewerage collection, 
treatment and disposal facilities appointed by the Authority, as concessionaire, and Approved by 
the City. 

“Environment” means soil, surface waters, ground waters, land, stream sediments, flora, fauna, 
surface or subsurface strata and ambient air. 

“Environmental Laws” means any Laws applicable to the Concessioned System or the Utility 
Services regulating or imposing liability or standards of conduct concerning or relating to (1) the 
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protection of human health or the Environment, (2) the regulation, use or exposure to Hazardous 
Substances or (3) the operation, maintenance, construction, repair or rehabilitation of the 
Concessioned System. 

“EPA Administrative Orders” means (1) the Findings of Violation, Order of Compliance and 
Request for Information dated September 28, 2007 and ordered by the United States 
Environmental Protection Agency under Docket Number CWA-03-2007-0332DN; (2) the 
Findings of Violation, Order of Compliance and Request for Information dated September 28, 
2009 and ordered by the United States Environmental Protection Agency under Docket Number 
CW-03-2009-0313DN (3) a specified set of findings and orders that were filed prior to March 
29, 2013; and (4) any other administrative or judicial order entered subsequent to March 29, 
2013 relating to the subject matter of the two administrative orders set forth in clauses (1) and (2) 
of this definition, in all cases in so far as such administrative or judicial orders relate to the 
Concessioned System. 

“Equity Participant” means any Person who holds any shares of capital stock, units, partnership 
or membership interests, other equity interests or equity securities of the Concessionaire. 

“Event of Eminent Domain” shall mean any action (or series of related actions) by any 
Governmental Authority (1) by which such Governmental Authority appropriates, confiscates, 
condemns, expropriates, nationalizes, seizes or otherwise takes all or any portion of the 
Concessioned System or (2) by which such Governmental Authority assumes custody or control 
of all or any portion of the Concessioned System, in each case that is reasonably anticipated to 
last for more than one hundred twenty (120) consecutive days. 

“Excluded Liabilities” means any debts, liabilities and obligations:  (A) with respect to the City’s 
obligations under the Concession Agreement, which the City shall perform and discharge when 
due; (B) arising out of System Operations (including with respect to any Municipal Service 
Agreements and System Contracts) prior to the Time of Closing, which the City shall perform 
and discharge when due; (C) relating to any System Bonds or any other debt or obligations 
related to the System and incurred by the City or the defeasance thereof, which the City shall 
perform and discharge; (D) with respect to any Hazardous Substance existing at the Time of 
Closing that during the Term has a Material Adverse Effect on System Operations or System 
Concession Value; (E) violations arising under any Environmental Law and solely related to (1) 
the ownership, operation or condition of the System at any time prior to the Time of Closing or 
(2) any Hazardous Substance contaminant that was released at, on, under or from the System at 
any time prior to the Time of Closing or (F) with respect to Uncompleted Work, which the City 
shall complete in a timely manner. 

“Existing LCA Sewer Service Agreement” means a series of sewer service agreements by and 
between the City and the Authority pursuant to which the City currently provides sewage 
treatment services to the Existing LCA System. 

“Existing LCA System” means the Existing LCA Water System and the Existing LCA 
Wastewater System. 
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“Existing LCA Wastewater System” means the Wastewater System currently owned and 
operated by the Authority. 

“Existing LCA Water Service Agreement” means the water service agreement dated January 7, 
2009 by and between the City and the Authority pursuant to which the City provides water for 
use in the Existing LCA System.” 

“Existing LCA Water System” means the water system currently owned and operated by the 
Authority. 

“Favorable Opinion of Bond Counsel” means an opinion of Bond Counsel to the effect that the 
matter proposed will not adversely affect the validity of the Indenture and the Bonds or the 
exclusion (if any) of interest on the Bonds from gross income for Federal income tax purposes. 

“Financial Consultant” means an Independent Person with a favorable reputation for calculating 
arbitrage rebate requirements and related matters under the Code, as appointed by the Authority 
and reasonably acceptable to the Trustee. 

“First-Year Capex Plan” means a preliminary asset management plan for the System delivered 
by the Concessionaire to the City at the Closing for the period running from the Closing until the 
first anniversary thereof which plan shall include the Major Capital Improvements and any other 
capital improvements that are necessary for the performance of the System Operations in 
accordance with the Operating Standards and Prudent Industry Practices during such period. 

“Fiscal Year” means the period of twelve months beginning January 1 of each year, or any other 
consecutive twelve month period adopted by the Authority as its fiscal year for accounting 
purposes. 

“Fitch” means Fitch Ratings, and its successors and assigns. 

“Five-Year Capex Plan” means an initial five-year asset management plan for the System 
developed by the Concessionaire in consultation with the City, which shall include the Major 
Capital Improvements and any other capital improvements that are necessary for the 
performance of the System Operations in accordance with the Operating Standards and Prudent 
Industry Practices. 

“Force Majeure” means any event beyond the reasonable control of the Concessionaire that 
delays, interferes with, interrupts or limits the performance of the Concessionaire’s obligations 
under the Concession Agreement or the Concessionaire’s use and occupancy of the System, 
including an intervening act of God or public enemy, war, invasion, armed conflict, act of 
foreign enemy, blockade, revolution, act of terror, sabotage, civil commotions, interference by 
civil or military authorities, condemnation or confiscation of property or equipment by any 
Governmental Authority, nuclear or other explosion, radioactive or chemical contamination, fire, 
tornado, flooding, earthquake, hurricane, tropical storm or other natural disaster, water shortage, 
subsurface condition, riot or other public disorder, epidemic, quarantine restriction, strike, labor 
dispute or other labor protest, stop-work order or injunction issued by a Governmental Authority, 
governmental embargo, except to the extent that the consequence of such event is otherwise 
specifically dealt with in the Concession Agreement or arises by reason of (i) the negligence or 
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intentional misconduct of the Concessionaire or its Representatives, (ii) any act or omission by 
the Concessionaire or its Representatives in breach of the provisions of the Concession 
Agreement, (iii) lack or insufficiency of funds or failure to make payment of monies or provide 
required security on the part of the Concessionaire or (iv) any strike, labor dispute or other labor 
protest involving any Person retained, employed or hired by the Concessionaire or its 
Representatives to supply materials or services for or in connection with the System Operations 
or any strike, labor dispute or labor protest pertaining to the Concessionaire that is not of general 
application that is caused by or attributable to any act (including any pricing, employment 
practice or policy or other practice or method of operation) or omission of the Concessionaire or 
its Representatives. 

“GAAP” means generally accepted accounting principles in the United States in effect from time 
to time. 

“Government Agreement” means any agreement with any Governmental Authority in connection 
with the System Operations that extends or could extend beyond the Term (unless such extension 
is subject to a right by the City to terminate such agreement within three Business Days’ notice 
or less) or pursuant to which the City may incur any liability whatsoever thereunder. 

“Governmental Authority” means (A) for purposes of the Indenture, other than the Authority, 
any nation, state, sovereign or government, any federal, regional, state or local government or 
political subdivision thereof or any other entity exercising executive, legislative, judicial, 
regulatory or administrative powers or functions of or pertaining to government and having 
jurisdiction over the Person or matters in question, including but not limited to, the Pennsylvania 
Public Utility Commission, the United States Environmental Protection Agency, the 
Pennsylvania Department of Environmental Protection and the Delaware River Basin 
Commission; and (B) for purposes of the Concession Agreement, other than the Concessionaire, 
any court, federal, state, local or foreign government, department, commission, board, bureau, 
agency or other regulatory, administrative, governmental or quasi-governmental authority, 
including (without limitation) the PUC, the United States Environmental Protection Agency, the 
Pennsylvania Department of Environmental Protection and the Delaware River Basin 
Commission. 

“Hazardous Substance” means any solid, liquid, gas, odor, heat, sound, vibration, radiation or 
other substance or emission which is a contaminant, pollutant, dangerous substance, toxic 
substance, hazardous waste, residual waste, solid waste, hazardous material or hazardous 
substance which is or becomes regulated by applicable Environmental Laws or which is 
classified as hazardous or toxic under applicable Environmental Laws (including gasoline, diesel 
fuel or other petroleum hydrocarbons, polychlorinated biphenyls, asbestos and urea 
formaldehyde foam insulation). 

“Health and Safety Default” means any material failure by the Concessionaire or the Operator to 
operate and maintain the System in accordance with the Environmental Laws or any order by 
any Governmental Authority which failure, in the judgment of the City, acting reasonably, has 
caused a material imminent threat to the public health and safety or a material violation of any 
Environmental Law and that such failure can best be remedied by the immediate transfer of 
control and operation of System to the City and its Representatives. 
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“Indemnified Party” means any Person entitled to indemnification under the Concession 
Agreement. 

“Indenture” means the Trust Indenture, dated as of July 1, 2013, between the Authority and the 
Trustee. 

“Independent” means a Person who is not a board member, officer or employee of the Authority; 
provided, however, that the fact that such Person is retained regularly by or transacts business 
with the Authority shall not make such Person an employee within the meaning of this definition. 

“Index” means the “Consumer Price Index – for all Urban Consumers (CPI-U), Northeast 
Region” – (not seasonally adjusted) as published by the U.S. Department of Labor, Bureau of 
Labor Statistics; provided, however, that if the Index is changed so that the base year of the 
Index changes, the Index shall be converted in accordance with the conversion factor published 
by the U.S. Department of Labor, Bureau of Labor Statistics; provided further that if the Index is 
discontinued or revised during the term of the Concession Agreement, such other index or 
computation with which it is replaced shall be used in order to obtain substantially the same 
result as would be obtained if the Index had not been discontinued or revised. 

“Index Change” means, for the 2013 calendar year and each calendar year thereafter, the 
percentage change in the Index for the annual period ending on June 30 of the prior calendar 
year. 

“Initial Schedule of Rates” means the initial schedule of Service Charges for Utility Services set 
forth in the Concession Agreement. 

“Institutional Lender,” means (A) for purposes of the Indenture, (1) any savings bank, savings 
and loan association, commercial bank, trust company (whether acting individually or in a 
fiduciary capacity), or (2)  any other financial institution or entity designated by the Authority 
and approved by the City (provided that such institution or entity, in its activity under the 
Concession Agreement, shall be acceptable under then current guidelines and practices of the 
City); provided, however, that each such entity shall have assets of not less than $100,000,000; 
and (B) for purposes of the Concession Agreement, (1) the United States of America, any state 
thereof or any agency or instrumentality of either of them, any municipal agency, public benefit 
corporation or public authority, advancing or insuring mortgage loans or making payments 
which, in any manner, assist in the financing, development, operation and maintenance of 
projects, (2) any (a) savings bank, savings and loan association, commercial bank, trust company 
(whether acting individually or in a fiduciary capacity) or insurance company organized and 
existing under the laws of the United States of America or any state thereof, (b) foreign 
insurance company or commercial bank qualified to do business as an insurer or commercial 
bank as applicable under the laws of the United States (if such qualification is necessary in 
connection with the acquisition of Leasehold Mortgage Debt), (c) pension fund, foundation or 
university or college or other endowment fund, or (d) investment bank, pension advisory firm, 
mutual fund, investment company or money management firm, (3) any “qualified institutional 
buyer” under Rule 144(A) under the Securities Act or any other similar Law hereinafter enacted 
that defines a similar category of investors by substantially similar terms or (4) any other 
financial institution or entity designated by the Concessionaire and Approved by the City 
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(provided that such institution or entity, in its activity under the Concession Agreement, shall be 
acceptable under then current guidelines and practices of the City); provided, however, that each 
such entity (other than entities described in clauses (1) or (3) of this definition) or combination of 
such entities if the Institutional Lender shall be a combination of such entities shall have 
individual or combined assets, as the case may be, of not less than $100,000,000, which shall 
include, in the case of an investment or advisory firm, assets controlled by it or under 
management. 

“Insurance Proceeds” means all proceeds of insurance payable to or received by the Authority 
(whether by way of claims, return of premiums, ex gratia settlements or otherwise). 

“Interest Payment Date” means with respect to the 2013A Bonds and the 2013C Bonds, each 
June 1 and December 1, commencing on December 1, 2013; with respect to each 2013B Bond, 
the maturity date of such 2013B Bond; and, with regard to any Additional Bonds,  each date set 
forth in the applicable Supplemental Indenture for the payment of interest on such Additional 
Bonds. 

“Investment Securities” means and includes any of the following securities: 

(1) United States Government Obligations; 

(2) Investments in commercial paper maturing within two hundred and 
seventy (270) days from the date of acquisition thereof and having, at such date of acquisition, a 
rating of P-1 (or higher) according to Moody’s or A-1 (or higher) according to S&P; 

(3) Investments in certificates of deposit, banker’s acceptances and time 
deposits maturing or redeemable six (6) months from the date of acquisition thereof issued or 
guaranteed by or placed with, and money market deposit accounts issued or offered by, any 
domestic office of any commercial bank organized under the laws of the United States of 
America or any State thereof or any United States branch of a commercial bank organized under 
the laws of any State of the European Union which has a combined capital and surplus and 
undivided profits of not less than $500,000,000; 

(4)  Investment agreements, including guaranteed investment contracts, 
repurchase agreements and forward delivery agreements, that are obligations of an entity whose 
senior long term debt obligations, deposit rating or claims-paying ability are rated, or guaranteed 
by an entity whose obligations are rated, (at the time the investment is entered into) not lower 
than A2 by Moody’s or its equivalent from another Rating Agency; or 

(5) Money market funds that (i) comply with the criteria set forth in Securities 
and Exchange Commission Rule 2a-7 under the Investment Company Act of 1940, (ii) are rated 
AAA by S&P and Aaa by Moody’s and (iii) have portfolio assets of at least $5,000,000,000. 

“Law” means any order, writ, injunction, decree, judgment, law (including any Environmental 
Law), ordinance, decision, principle of common law, ruling, legally enforceable policy or 
opinion, statute, code, rule or regulation of any Governmental Authority, including the United 
States Environmental Protection Agency, the Pennsylvania Department of Environmental 
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Protection, the Delaware River Basin Commission and the Pennsylvania Public Utility 
Commission.  For purposes of the Concession Agreement, “Law” includes the Ordinance. 

“Leasehold Mortgage” means (A) for purposes of the Indenture, any lease, indenture (including 
the Indenture), mortgage, deed of trust, pledge or other security agreement or arrangement, 
including a securitization transaction with respect to Revenues, encumbering any or all of the 
Concessionaire Interest and any cash reserves or deposits held in the name of the Authority, as 
concessionaire, in each case that satisfies all of the conditions in the Concession Agreement; and 
(B) for purposes of the Concession Agreement, any lease, indenture, mortgage, deed of trust, 
pledge or other security agreement or arrangement, including a securitization transaction with 
respect to Revenues, encumbering any or all of the Concessionaire Interest or the shares or 
equity interests in the capital of the Concessionaire and any of its subsidiaries and any cash 
reserves or deposits held in the name of the Concessionaire, in each case that satisfies all of the 
conditions in the Concession Agreement. 

“Leasehold Mortgage Debt” means any bona fide debt (including principal, accrued interest and 
customary lender or financial insurer, agent and trustee fees, costs, premiums, expenses and 
reimbursement obligations with respect thereto, and including all payment obligations under 
interest rate hedging agreements with respect thereto and reimbursement obligations with respect 
thereto to any financial insurer) and/or an assignment in connection with a securitization 
transaction secured by a Leasehold Mortgage relating to the Concessioned System and granted to 
a Person pursuant to an agreement entered into prior to the occurrence of any Adverse Action, 
City Default or any event giving rise to the payment of amounts for or in respect of termination 
under the Concession Agreement.  For the purposes of determining System Concession Value, 
Leasehold Mortgage Debt shall not include (1) debt from an Affiliate of the Authority, as 
concessionaire, or the Operator, unless such debt is on terms consistent with terms that would 
reasonably be expected from a non-Affiliate lender acting in good faith; (2) any increase in debt 
to the extent such increase is the result of an agreement or other arrangement entered into after 
the Authority, as concessionaire, was aware (or should have been aware, using reasonable due 
diligence) of the prospective occurrence of an event giving rise to the payment of the System 
Concession Value; or (3) any debt with respect to which the Leasehold Mortgagee did not 
provide the City with notice of its Leasehold Mortgage in accordance in all material respects 
with the Leasehold Mortgagee Notice Requirements.  Notwithstanding anything to the contrary 
set forth in this definition, except with respect to debt incurred or committed on or prior to the 
first anniversary of the Closing Date, all of which incurred or committed debt shall be deemed to 
be Leasehold Mortgage Debt, Leasehold Mortgage Debt shall not include any new debt incurred 
or committed following the first anniversary of the Closing Date unless (i) the Authority, as 
concessionaire, has provided the City with a Written Appraisal (at the Authority’s expense) of 
the fair market value of the Concessionaire Interest at the time of the incurrence or commitment 
of such new debt, and (ii) such Written Appraisal confirms the aggregate amount of Leasehold 
Mortgage Debt after giving effect to the incurrence or commitment of any such new debt is not 
in excess of 80% of the fair market value of the Concessionaire Interest set forth in such Written 
Appraisal at the time of incurrence or commitment of such new debt provided that any 
capitalization of interest or accretion of principal or other committed increases on any debt set 
forth in such Written Appraisal shall constitute Leasehold Mortgage Debt to the extent such debt 
constitutes Leasehold Mortgage Debt on the date such Written Appraisal is given; and provided 
further that the parties agree that notwithstanding the requirements of the foregoing sub-clauses 
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(i) and (ii), the amount of Consideration paid at Closing shall be deemed to constitute the fair 
market value of the Concessionaire Interest for a period of one year after the Closing Date and, 
as such, no Written Appraisal shall be required within such one year period and no Written 
Appraisal shall be required for any refinancing that does not increase the amount of outstanding 
Leasehold Mortgage Debt, provided that the issue price of the refinancing debt does not exceed 
110% of the amount of the refunded Leasehold Mortgage Debt.  The appraisal requirement in the 
preceding sentence shall not apply to any protective advances made by any Leasehold Mortgagee 
or advances made by any Leasehold Mortgagee to cure Authority defaults under the Leasehold 
Mortgage (regardless of whether entered into on or after the Closing Date) or other financing 
documents of such Leasehold Mortgagee. 

“Leasehold Mortgagee” means the holder or beneficiary of a Leasehold Mortgage, including the 
Lessor in a lease or Leveraged Lease. 

“Leasehold Mortgagee Notice Requirements” means the delivery by a holder or beneficiary of a 
Leasehold Mortgage to the City, not later than 10 Business Days after the execution and delivery 
of such Leasehold Mortgage by the Authority, as concessionaire, of a true and complete copy of 
the executed original of such Leasehold Mortgage, together with a notice containing the name 
and post office address of the holder of such Leasehold Mortgage. 

“Leasehold Tax” means any Tax imposed pursuant to a Leasehold Tax Imposition. 

“Leasehold Tax Imposition” means an action taken by the City, Lehigh County or the 
Commonwealth or any political subdivision thereof or any school district during the Term 
(including the enactment of any Law), or any other action, that will have the effect of causing 
property taxes attributable to any part of the System or the Concessionaire Interest to be levied, 
rated, charged, imposed or assessed against the Concessionaire (other than any taxes levied, 
rated, charged, imposed or assessed (i) in connection with any Transfer during the Term of all or 
any portion of the Concessionaire Interest or (ii) on any leasehold interest of the Concessionaire 
in land, fixtures or improvements to the extent such land, fixtures or improvements are not 
utilized to provide Utility Services). 

“Lessor” means a Leasehold Mortgagee that has purchased all or a portion of the Concessionaire 
Interest and leased that interest in the Concessionaire Interest to the Concessionaire. 

“Letter of Credit” means, for purposes of the Indenture, an irrevocable, unconditional, 
commercial letter of credit, in favor of the City, in form and content reasonably acceptable to the 
City, payable in United States dollars upon presentation of a sight draft and a certificate 
confirming that the City has the right to draw under such letter of credit in the amount of such 
sight draft, without presentation of any other Document, which letter of credit (1) is issued by a 
commercial bank or trust company that is a member of the New York Clearing House 
Association and that has a current credit rating of A or better by Standard & Poor’s Ratings 
Services and an equivalent credit rating by another Rating Agency (or an equivalent credit rating 
from at least two nationally recognized rating agencies if the named Rating Agency ceases to 
publish ratings) (or such other commercial bank or trust company reasonably acceptable to the 
City and approved by the City prior to the submission of the letter of credit), and (2) provides for 
the continuance of such letter of credit for a period of at least one year or as otherwise provided 
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in the Concession Agreement.  The office for presentment of sight drafts specified in the Letter 
of Credit shall be located at a specified street address within the Commonwealth of Pennsylvania 
or other location acceptable to the City. 

“Letter of Credit” means, for purposes of the Concession Agreement, an irrevocable, 
unconditional, commercial letter of credit, in favor of the City, in form and content reasonably 
acceptable to the City, payable in United States dollars upon presentation of a sight draft and a 
certificate confirming that the City has the right to draw under such letter of credit in the amount 
of such sight draft, without presentation of any other Document, which letter of credit (1) is 
issued by a commercial bank or trust company that is a member of the New York Clearing 
House Association and that has a current credit rating of A or better by Standard & Poor’s 
Ratings Services and an equivalent credit rating by another Rating Agency (or an equivalent 
credit rating from at least two nationally recognized rating agencies if the named Rating Agency 
ceases to publish ratings) (or such other commercial bank or trust company reasonably 
acceptable to the City and approved by the City prior to the submission of the letter of credit), 
and (2) provides for the continuance of such letter of credit for a period of at least one year or as 
otherwise provided in the Concession Agreement.  The office for presentment of sight drafts 
specified in the Letter of Credit shall be located at a specified street address within the 
Commonwealth of Pennsylvania or other location acceptable to the City.  For the avoidance of 
doubt, the obligations of the account party during the term to reimburse the issuer for draws 
under the Letter of Credit may be secured by a Leasehold Mortgage 

“Leveraged Lease” means a lease, sublease, concession, management agreement, operating 
agreement or other similar arrangement in which the Lessor has borrowed a portion of the 
purchase price of the interest in the Concessionaire Interest acquired by the Lessor and granted to 
the lenders of those funds a security interest in that interest. 

“Loss” means, with respect to any Person, any loss, liability, damage, penalty, charge or out-of-
pocket and documented cost or expense actually suffered or incurred by such Person, but 
excluding any punitive, special, indirect and consequential damages and any contingent liability 
until such liability becomes actual. 

“Loss Proceeds” means any Insurance Proceeds or Eminent Domain Proceeds, as the context 
requires. 

“Loss Proceeds Fund” means the fund so designated which is established pursuant to the 
Indenture. 

“Major Capital Improvement” means, for purposes of the Indenture, (1) any Required Capital 
Improvement, (2) any capital improvement required to increase the treatment capacity of the 
Sewer Utility System as contemplated by the Concession Agreement, (3) any amount required to 
fund a Casualty Cost in excess of net insurance proceeds under the Concession Agreement, and 
(4) any other capital improvement to the Concessioned System (i) having an estimated cost in 
excess of $1,000,000, Adjusted for Inflation from the Closing Date to the date such estimate is 
made and (ii) which, in the written opinion of an Engineering Firm, constitutes an expansion to 
or renewal, replacement or betterment of the Concessioned System.  Capital improvements to the 
Concessioned System may be aggregated and treated as a single capital improvement under 
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clause (4) of this definition when (1) such capital improvements are undertaken to replace water 
mains or sewer lines and (2) construction of each such capital improvement commences in the 
same calendar year.  All costs associated with the design, engineering, procurement, 
construction, commissioning and final completion of all work described in the Major Capital 
Improvement Conceptual Design shall be considered in determining whether a capital 
improvement project satisfies the requirement of having an estimated cost of at least $1,000,000, 
Adjusted for Inflation from the Closing Date to the date such estimate is made. 

“Major Capital Improvement” means, for purposes of the Concession Agreement, (a) any 
Required Capital Improvement, (b) any capital improvement required to increase the treatment 
capacity of the Sewer Utility System as contemplated by the Concession Agreement, (c) any 
amount required to fund a Casualty Cost in excess of net insurance proceeds under the 
Concession Agreement and (d) any other capital improvement to the Utility System (1) having 
an estimated cost in excess of $1,000,000, Adjusted for Inflation from the Closing Date to the 
date such estimate is made and (2) which, in the written opinion of an Engineering Firm, 
constitutes an expansion to or renewal, replacement or betterment of the Utility System and has a 
useful life of at least five years.  Capital improvements to the Utility System may be aggregated 
and treated as a single capital improvement under clause (d) of this definition when (i) such 
capital improvements are undertaken to replace water mains or sewer lines and (ii) construction 
of each such capital improvement commences in the same calendar year.  All costs associated 
with the design, engineering, procurement, construction, commissioning and final completion of 
all work described in the Major Capital Improvement Conceptual Design shall be considered in 
determining whether a capital improvement project satisfies the requirement of having an 
estimated cost of at least $1,000,000, Adjusted for Inflation from the Closing Date to the date 
such estimate is made. 

“Major Capital Improvement  Conceptual Design” means a basic description of each Major 
Capital Improvement prepared by the Concessionaire pursuant to the Concession Agreement. 

“Major Force Majeure Event” means any individual Force Majeure event that causes a net Loss 
to the Concessionaire, after taking into account insurance proceeds and other recoveries, of not 
less than $500,000, Adjusted for Inflation from the Closing Date to the date of the Force Majeure 
event. 

“Major Force Majeure Event Unfunded Loss” means for each calendar year, the lesser of (i) 
$500,000, Adjusted for Inflation from the Closing Date to June 30 of the prior calendar year and 
(ii) the aggregate amount of all net Losses incurred by the Concessionaire as a result of Major 
Force Majeure Events that were incurred prior to the current calendar year less the amount of 
such net Losses funded or financed in prior calendar years by the imposition of Service Charges 
pursuant to the Concession Agreement. 

“Major Maintenance Reserve Fund” means the fund so designated which is established pursuant 
to the Indenture. 

“Major Maintenance Reserve Fund Requirement” means (1) as of the date of issuance and 
delivery of the 2013 Bonds, $7,500,000, and (2) with respect to each Fiscal Year thereafter, the 
greater of (x) $7,500,000, and (y) an amount equal to 100% of the Capital Expenditures 
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projected for such Fiscal Year, adjusted to exclude Capital Expenditures payable from the 
Project Fund in such Fiscal Year. 

"Major Project Document" means the Non-Terminable System Contracts. 

“Margin Change” means (i) for each calendar year commencing with the 2016 calendar year to 
and including the 2032 calendar year, two and one-half percent (2.50%) and (ii) for the 2033 
calendar year and each calendar year thereafter, two percent (2.00%). 

“Material Adverse Effect” means a material adverse effect on the business, financial condition or 
results of operations of the Water Plant and Distribution System or the Sewer Utility System; 
provided, however, that no effect arising out of or in connection with or resulting from any of the 
following shall be deemed, either alone or in combination, to constitute or contribute to a 
Material Adverse Effect:  (i) general economic conditions or changes therein; (ii) financial, 
banking, currency or capital markets fluctuations or conditions (either in the United States or any 
international market and including changes in interest rates); (iii) conditions affecting the real 
estate, financial services, construction, water utility or sewer utility industries generally; (iv) any 
existing event or occurrence of which the Concessionaire has actual knowledge as of the Bid 
Date; (v) any action, omission, change, effect, circumstance or condition contemplated by the 
Concession Agreement or attributable to the execution, performance or announcement of the 
Concession Agreement or the transactions contemplated thereby; and (vi) negligence, intentional 
misconduct or bad faith of the Concessionaire or its Representatives. 

“Maturity Amount” means, with respect to the 2013B Bonds, the total amount of principal, plus 
the initial premium, if any, paid therefor, and the accreted/compounded interest thereon to stated 
maturity. 

“Meter Replacement Project” means the project undertaken by the City to replace all water 
meters in the City. 

“Monthly Funding Date” means the first day of each calendar month or, if such day is not a 
Business Day, the next succeeding Business Day. 

“Moody’s” means Moody’s Investor Services, Inc., and its successors and assigns. 

“Municipal Bulk Customers” means Municipal Customers that purchase water pursuant to a 
Municipal Service Agreement, other than the Authority. 

“Municipal Customer” means each political subdivision of the Commonwealth (other than the 
City) that is a party to a Municipal Service Agreement. 

“Municipal Customer Share” means, with respect to each Reporting Year and each Municipal 
Customer under a Municipal Sewer Service Agreement, as listed in the Concession Agreement, 
that share of the Annual Debt Service that is allocated to, and payable by, such Municipal 
Customer under its Municipal Sewer Service Agreement, as calculated under the Concession 
Agreement. 
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“Municipal Service Agreement” means each Municipal Sewer Service Agreement, as listed in 
the Concession Agreement, and each Municipal Water Service Agreement, as listed in the 
Concession Agreement, as the same may be amended from time to time in accordance with the 
Concession Agreement. 

“Municipal Sewer Service Agreement” means each of the agreements for sewer services set forth 
in the Concession Agreement between the City and a Governmental Authority.“Municipal Water 
Service Agreement” means each of the agreements for water services set forth in the Concession 
Agreement between the City and a Governmental Authority. 

“Net Debt Service Charge” means the Service Charge imposed on all users of the System to fund 
the Net Debt Service Payment for that calendar year. 

“Net Debt Service Charge Account” means the account so designated which is established and 
held by the Authority outside the lien and security interest of the Indenture. 

“Net Debt Service Payment” means with respect to each Reporting Year, the amount of Annual 
Debt Service remaining after deducting the amount of Aggregate Municipal Customer Share. 

“New Agreement” means a new concession and lease agreement of the System entered into by 
the City with the Leasehold Mortgagee if the Concession Agreement is terminated prior to the 
expiration of the Term due to a Concessionaire Default, or if the Concession Agreement is 
rejected or disaffirmed pursuant to any bankruptcy Law or proceeding or other similar Law or 
proceedings affecting creditors’ rights generally with respect to a bankruptcy proceeding relating 
to the Concessionaire, such New Agreement being for the remainder of the original stated Term 
upon all of the covenants, agreements, terms, provisions and limitations of the Concession 
Agreement. 

“Non-Terminable System Contracts” are System Contracts other than Terminable System 
Contracts. 

“NPDES Permit” means the National Pollutant Discharge Elimination System Permit permitting 
the treatment of wastewater at the City’s Kline Island Wastewater Treatment Plant, for which the 
City will remain sole permittee, and any subsequent NPDES Permit issued with respect to the 
Concessioned System. 

“Obligations” means any Series of Bonds, Parity Indebtedness, Subordinated Indebtedness, 
Reimbursement Obligation, Swap Payments and Swap Termination Payments.  For purposes of 
making any calculations under the Indenture such as Debt Service Requirements, Obligations 
shall be calculated without duplication. 

“Operating Agreement” means any material agreement, contract or commitment to which the 
Concessionaire is a party or otherwise relating to the System Operations as in force from time to 
time (including any warranties or guaranties), but excluding any Leasehold Mortgage and 
financing documents related thereto. 

“Operating Standards” means the standards, specifications, policies, procedures and processes 
that apply to the operation, maintenance, rehabilitation and capital improvements to, the System 
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set forth in the Concession Agreement, including any plans submitted by the Concessionaire to 
the City as required therein.  To the extent that any term or provision set forth therein conflicts 
with any other term or provision specified in the Concession Agreement, then such other term or 
provision of the Concession Agreement shall govern and shall supersede any such conflicting 
term or provision. 

“Operation and Maintenance Expenditures” means all actual cash maintenance and operation 
costs (excluding all Capital Expenditures and required contributions to the Capex Fund and 
payments in respect of any Obligation) incurred and paid (or, if applicable, forecast to be 
incurred and paid) in connection with the operation and maintenance of the Concessioned 
System in any particular calendar or Authority Fiscal Year or period to which said term is 
applicable, including all payments  made or required to be made to any consultants, payments for 
taxes, insurance, consumables, advertising, marketing, payments pursuant to the agreements for 
the management, operation or maintenance of the Concessioned System, fiduciary fees and 
expenses, reasonable legal fees, reasonable accountant fees and reasonable fees of engineers, 
including the Consulting Engineers, and expenses paid by the Authority in connection with the 
management, maintenance or operation of the Concessioned System, fees paid in connection 
with obtaining, transferring, maintaining or amending any approvals from any Governmental 
Authority and reasonable general and administrative expenses, but exclusive in all cases of 
noncash charges, including depreciation or obsolescence charges or reserves therefor, 
amortization of intangibles or other bookkeeping entries of a similar nature.  For the avoidance 
of doubt, Operation and Maintenance Expenditures also includes the Annual City Payment. 

“Operation and Maintenance Expense Account” means the account so designated which is 
established pursuant to the Indenture. 

“Operation and Maintenance Reserve Fund” means the fund so designated which is established 
pursuant to the Indenture. 

“Operation and Maintenance Reserve Fund Requirement” means (1) as of the date of issuance 
and delivery of the 2013 Bonds, $9,199,515, and (2) with respect to each Fiscal Year thereafter, 
an amount equal to six months of the actual Operation and Maintenance Expenditures expended 
during the immediately preceding Fiscal Year, as set forth in the Annual Budget for such Fiscal 
Year. 

“Operational Breach” means, as determined by the City, acting reasonably, a failure of the 
Concessionaire or the Operator to comply with Laws or the Operating Standards in connection 
with the System. 

“Operational Liquidated Damages” means the amount of money to be paid by the 
Concessionaire to the City for an Operational Breach as specified in the Operating Standards, 
including any additional amount of money assessed for multiple Operational Breaches, Adjusted 
for Inflation from the Closing Date to the latest period covered by the most recent Index 
published as of the date of the Operational Breach. 

“Operator” means the active operator of the System Operations responsible for the direction and 
supervision of the System Operations and possessing the expertise, qualifications, experience, 
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competence, skills and know-how to perform the System Operations in accordance with the 
Concession Agreement. 

“Ordinance” means Ordinance No. 15070 adopted by the City on April 24, 2013. 

“Outstanding” means, with respect to the Bonds, all Bonds authenticated and delivered under the 
Indenture as of the time in question, except: 

(1) All Bonds theretofore cancelled or required to be cancelled under the 
Indenture; 

(2) Bonds the payment or redemption for which provision has been made in 
accordance with the Indenture, provided that, if such Bonds are being redeemed, the required 
unconditional notice of redemption shall have been given or provision satisfactory to the Trustee 
shall have been made therefor; and 

(3) Bonds in substitution for which other Bonds have been authenticated and 
delivered pursuant to the Indenture. 

“PADEP” means Pennsylvania Department of Environmental Protection. 

“Parity Indebtedness.”  See the definition of “Additional Parity Indebtedness.” 

“Parity Reimbursement Obligation” means a Reimbursement Obligation secured by a pledge of, 
and a lien on, the Trust Estate on a parity with the lien created by the Indenture, subject to the 
limitations set forth therein and in the Concession Agreement. 

“Parity Swap Payment” means a Swap Payment secured (to the extent and in the manner 
provided therein) by a lien on the Concession Revenues equally and ratably with the Bonds. 

“Paying Agent” means a bank or trust company, and its successor or successors, appointed as 
paying agent for a Series of Bonds pursuant to the Indenture or a Supplemental Indenture, and 
shall include the Trustee. 

“Pennsylvania Local Government Unit Debt Act” means 53 Pa. C.S.A. §§8001-8271. 

“Pennsylvania Political Subdivisions Tort Claims Act” means 42 Pa. C.S.A. §§8541-8564. 

“Permit” means any permit, approval, consent, ratification, waiver, exemption, franchise, license, 
novation, certificate of occupancy or other authorization, of any Governmental Authority or 
pursuant to any applicable Law. 

“Permitted Annual Rate Adjustment” means, for the 2016 calendar year and each calendar year 
thereafter, the Schedule of Service Charges in effect for the prior calendar year increased by the 
Annual Percentage Change (if any) for the calendar year. 

“Permitted City Encumbrance” means, with respect to the System:  (i) the Concessionaire 
Interest; (ii) any Encumbrance that is being contested, or being caused to be contested, by the 
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City in accordance with the Concession Agreement (but only for so long as such contestation 
effectively postpones enforcement of any such Encumbrance); (iii) inchoate materialmen’s, 
mechanics’, workmen’s, repairmen’s, employees’, carriers’, warehousemen’s or other like 
Encumbrances arising in the ordinary course of business of the System or the City’s performance 
of any of its rights or obligations under the Concession Agreement, and either (A) not delinquent 
or (B) which are being contested, or are being caused to be contested, in accordance with the 
Concession Agreement (but only for so long as such contestation effectively postpones 
enforcement of any such Encumbrance); (iv) any easement, covenant, condition, right-of-way, 
servitude, encroachment, reservation or any zoning, building, environmental, health or safety 
Law relating to the development, use or operation of the System (or other similar reservation, 
right and restriction), any matter that would be apparent upon an accurate survey or inspection of 
the System, or other defects and irregularities in the title to the System that do not materially 
interfere with the System Operations or the rights and benefits of the Concessionaire under the 
Concession Agreement or materially impair the value of the Concessionaire Interest; (v) the 
Reserved Powers, (vi) any right reserved to or vested in any Governmental Authority (other than 
the City) by any statutory provision or under common law (it being understood and agreed that 
nothing in this clause (vi) shall limit or otherwise affect the City’s obligations or the 
Concessionaire’s rights thereunder); (vii) any other Encumbrance permitted thereunder; (viii) 
any Encumbrances created, incurred, assumed or suffered to exist by the Concessionaire or any 
Person claiming through it; (ix) any rights reserved to or vested in the City by any statutory 
provision or under common law (it being understood and agreed that nothing in this definition 
shall limit or otherwise affect the City’s obligations or the Concessionaire’s rights thereunder); 
(x) any grants or leases of oil, gas, coal or mining interests, air rights or water rights that could 
not interfere with the System Operations or the rights and benefits of the Concessionaire under 
the Concession Agreement or impair the value of the Concessionaire Interest; (xi) the Non-
Terminable Contracts described in the Concession Agreement and (xii) any amendment, 
extension, renewal or replacement of any of the foregoing to the extent effected in accordance 
with the terms of the Concession Agreement. 

“Permitted Concessionaire Encumbrance” means, with respect to the Concessionaire Interest:  
(1) any Encumbrance that is being contested in accordance with the Concession Agreement (but 
only for so long as such contestation effectively postpones enforcement of any such 
Encumbrance); (2) any (i) lien or security interest for obligations not yet due and payable to a 
Contractor or other Person, (ii) any statutory lien, deposit or other non-service lien or (iii) lien, 
deposit or pledge to secure mandatory statutory obligations or performance of bids, tenders, 
contracts (other than for the repayment of borrowed money) or leases, or for purposes of like 
general nature, any of which are incurred in the ordinary course of business of the System 
Operations and either (A) not delinquent or (B) which are being contested by the Authority, as 
concessionaire, in accordance with the Concession Agreement (but only for so long as such 
contestation effectively postpones enforcement of any such Encumbrance); 
(3) inchoate materialmen’s, mechanics’, workmen’s, repairmen’s, employees’, carriers’, 
warehousemen’s, or other like Encumbrances arising in the ordinary course of business of the 
Concessioned System or the Authority's performance of any of its rights or obligations under the 
Concession Agreement, and either (i) not delinquent or (ii) which are being contested by the 
Authority, as concessionaire, in accordance with the Concession Agreement (but only for so long 
as such contestation effectively postpones enforcement of any such Encumbrance); (4) any right 
reserved to or vested in any Governmental Authority by any statutory provision or under 
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common law; (5) any other permitted Encumbrance (including any permitted Leasehold 
Mortgage (and financing statements relating thereto)); (6) liens incurred in the ordinary course of 
business in connection with workers’ compensation, unemployment insurance, social security 
and other governmental rules and that do not in the aggregate materially impair the use, value or 
operation of the Concessioned System; (7) any Encumbrances created, incurred, assumed or 
suffered to exist by the City or any Person claiming through the City; and (8) any amendment, 
extension, renewal or replacement of any of the foregoing.  Notwithstanding anything to the 
contrary, no Permitted Concessionaire Encumbrance shall be permitted to attach to the fee 
simple interest in the Concessioned System.  For purposes of the Indenture, “Permitted 
Concessionaire Encumbrance” also includes the security granted to the Trustee under and 
pursuant to the Indenture. 

“Person” means (A) for purposes of the Indenture, an individual, a corporation, a partnership, an 
association, a limited liability company, a joint stock company, a trust, any unincorporated 
organization, a Governmental Authority or any other group or entity; and (B) for purposes of the 
Concession Agreement, any individual (including, the heirs, beneficiaries, executors, legal 
representatives or administrators thereof), corporation, partnership, joint venture, trust, limited 
liability company, limited partnership, joint stock company, unincorporated association or other 
entity or a Governmental Authority. 

“Project” means funding for: (i) a single, up-front concession and lease payment in the amount of 
$220 million* to the City pursuant to the Concession Agreement to acquire the Concessionaire 
Interest in the Concessioned System for the Term, (ii) certain anticipated capital improvements 
to the Concessioned System, (iii) deposits to certain reserve and other funds as described herein 
and (iv) transaction costs and expenses in connection with the acquisition of the Concessioned 
System and the issuance of the 2013 Bonds. 

“Project Costs” means, with respect to the Administrative Order Project, the cost of acquisition, 
construction and equipping thereof, including the cost of acquisition of all land, rights of way, 
property, rights, easements and interests, acquired by the City or the Authority, as 
concessionaire, for such construction, the cost of all machinery and equipment, financing charges 
(including issuance costs of the Administrative Order Bonds) interest prior to and during 
construction and for such period after completion of construction as the City shall determine, the 
cost of design, engineering and legal expenses, plans, specifications, surveys, estimates of cost 
and revenues, other expenses necessary or incident to planning and constructing the 
Administrative Order Project, administrative expenses and such other costs, expenses and 
funding as may be necessary or incident to the construction, the financing of such construction 
and the placing of the Administrative Order Project in operation. 

“Project Fund” means the fund so designated which is established pursuant to the Indenture. 

“Prudent Industry Practices” means those methods, techniques, standards and practices which, at 
the time they are employed and in light of the circumstances known or believed to exist at the 
time, are generally accepted as showing skill and good judgment in the wastewater treatment and 
collection or drinking water distribution industry as practiced in the Eastern United States for 
facilities of a similar nature and in a similar location as the System.  Prudent Industry Practices is 
not necessarily defined as the optimal methods, techniques, standards or practices to the 
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exclusion of others, but rather to refer to a range of methods, techniques, standards and practices 
that are reasonable under the circumstances. 

“PUC” means the Pennsylvania Public Utility Commission and any successor thereto by 
operation of Law. 

“Quarterly Funding Date” means the first day of each calendar quarter or, if such day is not a 
Business Day, the next succeeding Business Day. 

“Rate Covenant” means the covenant of the Authority to maintain, charge and collect Service 
Charges which, together with other Cash Available for Debt Service, are at all times at least 
sufficient to provide annually: (i) funds to pay all of the Operation and Maintenance 
Expenditures of the Authority; and (ii) an amount equal to 120% of the Debt Service 
Requirements with respect to the 2013 Bonds during the then current Fiscal Year of the 
Authority. 

“Rating Agencies” or “Rating Agency” means Fitch, Moody's and Standard & Poor’s or any 
successors thereto, and any other nationally recognized credit rating agency, in each case which 
is then maintaining a rating with respect to a Series of Bonds at the request of the Authority. 

“Raw Water” means water supplied by the City to the Authority for treatment, at no cost to the 
Authority, from the Retained Water Supply System and other sources. 

“Rebate Fund” means the fund so designated which is established pursuant to the Indenture. 

“Redemption Fund” means the fund so designated which is established pursuant to the Indenture. 

“Redemption Price” when used with reference to any Bond or any portion thereof, means the 
principal amount of such Bond or such portion thereof and any premium thereon payable upon 
redemption thereof pursuant to the provisions of such Bond and the Indenture. 

“Reimbursement Obligation” means an obligation of the Authority to directly reimburse a Credit 
Facility Issuer for amounts paid under the terms of such Credit Facility, together with interest 
and fees thereon. 

“Remaining Amortized Rent” means (i) with respect to a Reversion Date on or prior to 
December 31, 2038, the amount of money required to retire all Leasehold Mortgage Debt and (ii) 
with respect to a Reversion Date on or after January 1, 2039, an amount of money equal to the 
applicable amount as of the Reversion Date as shown in the Concession Agreement, Adjusted for 
Inflation from the Closing Date to the Reversion Date. 

“Reporting Year” means each calendar year during the term of the Concession Agreement, 
except that unless the Closing Date is the first day of January, the first Reporting Year shall be a 
partial year commencing on the Closing Date and ending on December 31st of such calendar year 
and the last Reporting Year shall be a partial Reporting Year commencing January 1st of such 
Reporting Year and ending on the End Date. 
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“Representative” means, with respect to any Person, any director, officer, employee, official, 
lender mortgagee, financier, provider of any financial instrument (or any agent or trustee acting 
on their behalf), partner, member, owner, agent, lawyer, accountant, auditor, professional 
advisor, consultant, engineer, Contractor, other Person for whom such Person is at law 
responsible or other representative of such Person and any professional advisor, consultant or 
engineer designated by such Person as its “Representative.” 

“Required Capital Improvements” means the costs and expenses incurred in connection with the 
capital improvements set forth in the Concession Agreement. 

“Reserved Powers” means the exercise by the City of police and regulatory powers with respect 
to the System, and the regulation of the use of the public way.  For the avoidance of doubt, the 
imposition of a Tax is not a Reserved Power of the City. 

“Restoration” means, if the Concessioned System is destroyed or damaged in whole or in part by 
casualty of any kind, the repair, restoration or rebuilding of the Concessioned System by the 
Authority at its sole cost and expense. 

“Retail Water Customers” means all users of the Water Plant and Distribution System exclusive 
of Municipal Customers that purchase water pursuant to a Municipal Service Agreement. 

“Retained Water Supply System” means the water reservoirs, wells, pumping and transmission 
facilities owned by the City and used for water supply purposes as described and depicted in the 
Concession Agreement, which water existing before or ahead of the four water delivery points is 
being retained by the City from which the City will provide Raw Water to the Authority for the 
production of finished water, and all improvements and fixtures of any and every kind 
whatsoever forming a part of or used in connection with such water supply facilities from time to 
time. 

“Revenue Fund” means the fund so designated which is established pursuant to the Indenture. 

“Revenues” means (A) for purposes of the Indenture, all revenues derived from the operation of 
the Concessioned System and the provision of Utility Services by means of the Concessioned 
System including Service Charges collected from users of the Concessioned System including 
Municipal Customer payments pursuant to Municipal Service Agreements, proceeds received 
from business income insurance coverage, and other revenues arising from the Concessioned 
System, exclusive of (1) any payments from a Municipal Customer allocated to the Municipal 
Customer Share of Annual Debt Service, and (2) any moneys collected by the Concessionaire by 
virtue of the imposition of Service Charges to fund Net Debt Service Charges pursuant to the 
Concession Agreement; and (B) for purposes of the Concession Agreement, all revenues derived 
from the operation of the System and the provision of Utility Services by means of the System 
including Service Charges collected from users of the System including Municipal Customer 
payments pursuant to Municipal Service Agreements exclusive of (i) any payments from a 
Municipal Customer allocated to the Municipal Customer Share of Annual Debt Service and (ii) 
any moneys collected by the Concessionaire by virtue of the imposition of Service Charges to 
fund Net Debt Service Charges pursuant to the Concession Agreement. 

“Reversion Date” means the Business Day immediately following the End Date. 
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“Schedule of Service Charges” means the Initial Schedule of Rates and any subsequent schedule 
of Service Charges for the Utility Services and for the use of the System, established from time 
to time in accordance with the Concession Agreement. 

“Securities Act” means the United States Securities Act of 1933, as amended. 

“Semi-Annual Funding Date” means the first day of each January and June or, if such day is not 
a Business Day, the next succeeding Business Day. 

“Series” or “Series of Bonds” means bonds, notes or other obligations of the Authority 
designated as a series of Bonds under the Indenture and issued from time to time pursuant to a 
Supplemental Indenture, including the 2013 Bonds. 

“Service Charges” means the rates, charges and similar fees imposed pursuant to the Concession 
Agreement for the use of the Utility Services provided by the operation of the Concessioned 
System, including connection fees.  For purposes of the Indenture, “Service Charges” also 
include, but is not limited to, Capital Recovery Fees. 

“Sewer Utility System” means the sewerage collection, treatment and disposal system of the 
City, including the treatment plant, collection facilities and disposal facilities as described or 
depicted in the Concession Agreement, all improvements, and fixtures of any and every kind 
whatsoever forming a part of and used in connection with such treatment plant, collection 
facilities and disposal facilities from time to time, and all rights of way, easements and covenants 
associated with the foregoing, but excluding (1) all rights (including oil, gas and mineral rights, 
water rights, air rights and development rights) which are retained by the City as the fee simple 
owner of the real property constituting the sites of the Sewer Utility System and (2) all 
improvements, structures and fixtures related to the Sewer Utility System that are not included in 
the Sewer Utility System, as the Sewer Utility System is described or depicted in the Concession 
Agreement. 

“Shortfall Recovery Amount” means, with respect to a particular Water Sales Test Period, the 
amount of money that would have been collected from Retail Water Customers from the 
imposition of Service Charges during the Water Sales Test Period if an amount of water equal to 
the Water Sales Shortfall had been sold to Retail Water Customers, calculated based upon the 
assumptions that the Water Sales Shortfall expressed in gallons per day would have been 
purchased by Retail Water Customers during each day of the Water Sales Test Period at the rate 
per gallon in effect for that day under the applicable Schedule of Service Charges and with a 
collection rate equal to the average collection rate of Retail Water Customers during the Water 
Sales Test Period. 

“Sludge” means residual biosolids left from the wastewater treatment process. 

“Sludge Agreement” means the Agreement dated March 29, 2012 by and between the City and 
Delta Thermo Energy A, LLC. 

“Standard & Poor’s” or “S&P” means Standard & Poor’s Ratings Group, a division of The 
McGraw-Hill Companies, Inc. and its successors and assigns. 
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“Subordinated Indebtedness” means any obligation of the Authority secured by a lien on any 
portion of the Concession Revenues that is by its terms expressly subordinated to the lien of the 
Indenture and the Concession Revenues.  For purposes of clarification and the avoidance of 
doubt, “Subordinated Indebtedness” includes an irrevocable unconditional letter of credit that 
meets the requirements for a “Letter of Credit” set forth in the Concession Agreement that is 
issued by the Authority to satisfy its obligation pursuant to the Concession Agreement.   

“Subordinated Indebtedness Fund” means the fund so designated which is established pursuant 
to the Indenture. 

“Subordinated Swap Payment” means a Swap Payment secured by a lien on any portion of the 
Concession Revenues that is by its terms expressly subordinated to the lien of the Indenture on 
the Concession Revenues.   

“Supplemental Indenture” or “indenture supplemental thereto” means any indenture amending or 
supplementing the Indenture which may be entered into in accordance with the provisions of the 
Indenture. 

“Surplus Water” means water from the City’s Retained Water Supply System that is not required 
in connection with the performance by the Authority of its obligations under the Concession 
Agreement. 

“Swap” or “Swap Agreement” means an agreement between the Authority (or the Trustee, at the 
written direction of the Authority) and a Swap Counterparty providing for an interest rate cap, 
basis Swap, forward rate transaction, bond option, interest rate option, foreign exchange 
transaction, cap transaction, floor transaction, collar transaction, corridor transaction, currency 
Swap transaction, cross-currency rate Swap transaction, currency option or any other similar 
transaction (including any option with respect to any of the foregoing transactions) or any 
combination of these transactions, floor or Swap entered into with respect to any Bonds or Parity 
Indebtedness. 

“Swap Counterparty” means a member of the International Swap and Derivatives Association, 
Inc. which (1) is rated (or the guarantor of whose obligations under the Swap is rated) in one of 
the three top rating categories by at least one of the Rating Agencies and (2) meets the 
requirements (including the rating requirements, if any) of applicable laws of the 
Commonwealth.  The documentation with respect to each Swap shall require the Swap 
Counterparty to (1) maintain its rating in one of the three top rating categories by at least one of 
the Rating Agencies (or to collateralize its obligations to the satisfaction of the Authority), and 
(2) meet the requirements of the laws of the Commonwealth. 

“Swap Payments” means as of each payment date specified in a Swap, the net amount, if any, 
payable to the Swap Counterparty pursuant to the Swap.  Swap Payments do not include any 
Swap Termination Payments. 

“Swap Receipts” means as of each payment date specified in an Interest Rate Swap, the net 
amount, if any, payable to the Authority (or, if applicable, to the Trustee) by the Swap 
Counterparty pursuant to the Swap.  Swap Receipts do not include any Swap Termination 
Payments. 
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“Swap Termination Payment” means, with respect to any Swap, any settlement amount payable 
by the applicable Swap Provider or the Authority by reason or on account of the early 
termination or modification of such Swap.  The term “Swap Termination Payment” does not 
include net unpaid amounts which would have been payable by the Swap Provider or the 
Authority pursuant to the terms of the applicable Swap irrespective of the early termination of 
such Swap. 

“System”  See the definition of “Concessioned System.” 

“System Assets” means the personal property of the City used in connection with operations at 
the System set forth in the Concession Agreement. 

“System Bonds” means the following outstanding debt obligations of the City:  (i) $2,960,000 
principal amount of Guaranteed Sewer Revenue Bonds, Series of 2003; (ii) $675,000 principal 
amount of Guaranteed Water Revenue Bonds, Series of 2003; (iii) $1,640,000 principal amount 
of Tax-Exempt Guaranteed Water Revenue Bonds, Series of 2004; (iv) $185,000 principal 
amount of Tax-Exempt Guaranteed Sewer Revenue Bonds, Series of 2004; (v) $1,315,000 
principal amount of Guaranteed Water Revenue Bonds, Series of 2008; (vi) $3,095,000 principal 
amount of Guaranteed Sewer Revenue Bonds, Series of 2008 and (vii) Loan Number 87004 in 
the maximum principal amount of $8,612,681 and Loan Number 80174 in the maximum 
principal amount of $672,000, each from the Pennsylvania Infrastructure Investment Authority 
under the Funding Agreement dated March 13, 2012 between the City and said Authority. 

“System Concession Value” means (A) for purposes of the Indenture, at any given date, the fair 
market value of the Concessionaire Interest at the time of the occurrence of the relevant event 
(e.g. Adverse Action or City Default (but excluding the effect of such Adverse Action or City 
Default) or termination under the Concession Agreement) or measurement date, in each case as 
determined pursuant to a Written Appraisal; and (B) for purposes of the Concession Agreement, 
at any given date, the fair market value of the Concessionaire Interest at the time of the 
occurrence of the relevant Adverse Action or City Default (but excluding the effect of such 
Adverse Action or City Default) or termination under the Concession Agreement, in each case as 
determined pursuant to a Written Appraisal.  The City shall pay the reasonable costs and 
expenses of any Written Appraisal of System Concession Value. 

“System Contracts” means the agreements to which the City is a party relating to the operations 
of the Concessioned System that are set forth in the Concession Agreement.  System Contracts 
include Non-Terminable System Contracts and Terminable System Contracts (to the extent 
assumed by the Authority as concessionaire). 

“System Operations” means (1) the use, operation, management, maintenance, repair 
rehabilitation and improvement of the Concessioned System, and (2) all other actions relating to 
the Concessioned System that are performed by or on behalf of the Authority, as concessionaire, 
pursuant to the Concession Agreement. 

“Tax” means any federal, state, local or foreign income, gross receipts, license, payroll, 
employment, excise, severance, stamp, occupation, premium, windfall profits, environmental, 
customs duties, permit fees, capital stock, franchise, profits, withholding, social security, 
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unemployment, disability, real property, personal property, parking, sales, use, transfer, 
registration, value added, alternative or add-on minimum, estimated or other tax, levy, impost, 
stamp tax, duty, fee, withholding or similar imposition of any kind payable, levied, collected, 
withheld or assessed at any time, including any interest, penalty or addition thereto, whether 
disputed or not. 

“Tax of General Application” means a Tax levied or imposed generally against all businesses.  
For the avoidance of doubt, a Tax imposed only on Persons engaged in the water supply and 
distribution business or the business of operating sewerage collection, treatment and disposal 
systems is not a Tax of General Application. 

“Term” means the term of the lease and concession referred to in the Concession Agreement 
beginning on the date the 2013 Bonds are issued and ending on the 50th anniversary of the date 
the 2013 Bonds are issued, subject to extension or earlier termination as provided in the 
Concession Agreement. 

“Terminable System Contracts” System Contracts that (i) are terminable upon not more than 
thirty (30) days’ notice or (ii) are otherwise identified as such in the Concession Agreement. 

“Termination Compensation” means the greater of (A) the System Concession Value and (B) the 
lesser of (i) the amount required to retire all Leasehold Mortgage Debt and pay Breakage Costs 
related to the retirement of all Leasehold Mortgage Debt and (ii) the sum of Remaining 
Amortized Rent and the Breakage Costs related to the retirement of all Leasehold Mortgage Debt 
minus the amount of any monetary compensation (including without limitation insurance 
proceeds and condemnation proceeds) received by the Concessionaire, or to which the 
Concessionaire is entitled by contract, by operation of Law or by a final unappealable order of a 
court of competent jurisdiction, in respect of an Adverse Action. 

“Termination Damages” means, if the Authority elects to terminate the Concession Agreement, 
the amount the City will pay, which is equal to the aggregate of (i) the Termination 
Compensation, plus (ii) without duplication, the reasonable, documented out-of-pocket costs and 
expenses incurred by the Authority as a result of such termination, less (iii) (A) any insurance or 
condemnation proceeds received by the Authority as a result of such Adverse Action and (B) in 
the case of a condemnation by the Commonwealth (or any agency thereof) or the County the 
present value of any net insurance or condemnation proceeds that the Authority is reasonably 
likely to receive in the future in respect of all or any portion of the Concessioned System as a 
result of such Adverse Action.  

“Third Party Claim” means any Claim asserted against an Indemnified Party by any Person who 
is not a Party or an Affiliate of such a Party. 

“Time of Closing” means 10:00 a.m. (Allentown time) on the Closing Date or such other time on 
that date as the City and the Concessionaire agree in writing that the Closing shall take place. 

“Transaction” means the transaction by which the Authority shall pay the Consideration to the 
City in exchange for the City’s:  (a) demise and lease of the System to the Concessionaire free 
and clear of Encumbrances other than Permitted City Encumbrances, for and during the Term 
commencing on the Closing Date and expiring on the fiftieth (50th) anniversary of the Closing 
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Date (or such later date as required pursuant to the terms of the Concession Agreement to effect 
a Delay Event Remedy), unless terminated earlier in accordance with the terms of the 
Concession Agreement; (b) grant of a right to the Concessionaire for and during the Term to 
operate the System and to provide Utility Services, and in connection therewith (i) to use, 
possess, operate, manage, maintain, rehabilitate, expand and improve the System and (ii) to 
charge Service Charges and collect Revenues in connection with the operation of the System for 
Utility Purposes and otherwise in accordance with and pursuant to the Concession Agreement; 
and (c) assignment, transfer and conveyance to the Concessionaire by bill of sale each of the 
System Assets, free and clear of any Encumbrances (other than Permitted City Encumbrances). 

“Transfer” means to sell, convey, assign, lease, sublease, mortgage, encumber, transfer or 
otherwise dispose of. 

“Transferee” means a Person to whom the Concessionaire has Transferred the Concessionaire 
Interest in accordance with Concession Agreement. 

“Trustee” means Manufacturers and Traders Trust Company, together with any successors under 
the Indenture. 

“Trust Estate” means and includes (1) a pledge and assignment by the Authority of all of its 
right, title and interest in, and a first lien on and security interest in the Concessionaire Interest; 
(2) the leasehold interest of the Authority, as concessionaire, in the Concessioned System created 
by the Concession Agreement; (3) the rights of the Authority, as concessionaire under the 
Concession Agreement, including the right to charge Service Charges and collect Concession 
Revenues; (4) the System Assets; (5) except as provided therein, the amounts on deposit from 
time to time in the funds and accounts established under the Indenture and under each 
Supplemental Indenture; (6) any Swap Receipts and Swap Termination Payments; and (7) 
investment income with respect to any moneys held by the Trustee in the funds and accounts 
established thereunder (except the Capex Fund, the City Payment Reserve Fund and the Rebate 
Fund) 

“2013 Bonds” means the 2013A Bonds, the 2013B Bonds and the 2013C Bonds. 

“2013A Bonds” means the $245,590,000 Lehigh County Authority Water and Sewer Revenue 
Bonds, (City of Allentown Concession) Series 2013A. 

“2013A Bonds Debt Service Fund Account” means the account so designated within the Debt 
Service Fund, which is established pursuant to the Indenture. 

“2013B Bonds” means the $43,358,598.90 Lehigh County Authority Water and Sewer Capital 
Appreciation Revenue Bonds, (City of Allentown Concession) Series 2013B. 

“2013B Bonds Debt Service Fund Account” means the account so designated within the Debt 
Service Fund, which is established pursuant to the Indenture. 

“2013C Bonds” means the $18,735,000 Lehigh County Authority Water and Sewer Revenue 
Bonds, (City of Allentown Concession) Series 2013C (Federally Taxable). 
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“2013C Bonds Debt Service Fund Account” means the account so designated within the Debt 
Service Fund, which is established pursuant to the Indenture. 

“2013A Capitalized Interest Account” means the account so designated within the Debt Service 
Fund, which is established pursuant to the Indenture. 

“Uncompleted Work” means, as of the Closing Date, the following City contract work with 
respect to capital improvements to the System: 

Administrative Order Project 

(a) Whitman Requardt & Associates contract to develop a Corrective Action 
Plan. 

(b) BCM Consulting Engineers design contract for the design of a new Bar 
Rack at the headworks of the Wastewater Treatment Plant. 

(c) Construction of the Bar Rack designed in the BCM contract. 

Wastewater Treatment Plant Projects 

(a) Supervisory Control and Data Acquisition (SCADA) System. 

(b) Security System Upgrades. 

Water Filtration Plant Projects 

(a) Contract for the design of a new roof over the chemical storage area. 

(b). The construction of the new roof over the chemical storage area as 
designed in 3.a above. 

(c) The chlorine booster station for the Schantz Spring Transmission Line. 

Water Distribution System Projects 

(a) Water Storage Tank Remediation.  Interior and exterior painting and 
structural repairs for a 150,000 gallon water storage tank on 28th Street 
SW. 

(b) Automatic Meter Reading contract with Itron for the installation of new 
water meters for all City customers. 

“United States Government Obligations” means: 

(1) direct obligations of, or obligations the principal of and interest on which 
are unconditionally guaranteed by, the United States of America (or by any agency thereof to the 
extent such obligations are backed by the full faith and credit of the United States of America), in 
each case maturing within one year from the date of acquisition thereof; 
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(2) obligations fully and unconditionally guaranteed as to timely payment of 
principal and interest by the United States of America; 

(3) obligations fully and unconditionally guaranteed as to timely payment of 
principal and interest by any agency or instrumentality of the United States of America when 
such obligations are backed by the full faith and credit of the United States of America; and 

(4) evidences of ownership of proportionate interests in future interest and 
principal payments on obligations described above held by a bank or trust company as custodian, 
under which the owner of the investment is the real party in interest and has the right to proceed 
directly and individually against the obligor and the underlying government obligations are not 
available to any Person claiming through the custodian or to whom the custodian may be 
obligated.  The foregoing obligations include, but are not necessarily limited to: (i) U.S. Treasury 
obligations (all direct or fully guaranteed obligations); (ii) Farmers Home Administration 
(certificates of beneficial ownership); (iii) General Services Administration (participation 
certificates); (iv) U.S. Maritime Administration (guaranteed Title XI financing); (v) Small 
Business Administration (guaranteed participation certificates and guaranteed pool certificates); 
(vi) Government National Mortgage Association (GNMA) (GNMA-guaranteed mortgage-
backed securities and GNMA-guaranteed participation certificates); (vii) U.S. Department of 
Housing & Urban Development (local authority bonds); (viii) Washington Metropolitan Area 
Transit Corporation (guaranteed transit bonds); (ix) U.S. Export-Import Bank (all fully 
guaranteed obligations); (x) Federal Home Loan Mortgage Corporation (FHLMC) (participation 
certificates and debt obligations); (xi) Federal Home Loan Banks (FHL Banks) (consolidated 
debt obligations and letter of credit (LOC)-backed issues); and (xii) Federal National Mortgage 
Association (FNMA) (senior debt obligations and mortgage-backed securities (excluded are 
stripped mortgage securities which are valued greater than par on the portion of unpaid 
principal). 

“Utility Purposes” means the use of the System to provide Utility Services to users of the System 
(including Municipal Customers) pursuant to applicable Law and the terms of the Concession 
Agreement. 

“Utility Services” means the services to be provided by the Authority, as concessionaire and as 
grantee of the concession, under the Concession Agreement. 

“Water Allocation Permit” means the permit dated March 24, 2008 issued by the PADEP to the 
City allowing the City certain withdrawal limits from four water sources and requires certain 
amounts of water to pass the intake at the Little Lehigh River and Lehigh River and for which 
the City will remain the sole permittee. 
 
“Water Plant and Distribution System” means the water treatment, water storage and water 
distribution system of the City including the treatment plant, water storage and distribution 
facilities as described or depicted in the Concession Agreement, and all improvements and 
fixtures of any and every kind whatsoever forming a part of and used in connection with such 
treatment plant, water storage and water distribution facilities from time to time, and all rights of 
way, easements and covenants associated with the foregoing, but excluding (1) the Retained 
Water Supply System, and (2) all rights (including oil, gas and mineral rights, water rights, air 
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rights and development rights) which are retained by the City as the fee simple owner of the real 
property constituting the sites of the Water Plant and Distribution System and (3) all 
improvements, structures and fixtures related to the Water Plant and Distribution System that are 
not included in the Water Plant and Distribution System, as the Water Plant and Distribution 
System is described and depicted in the Concession Agreement. 

“Water Sales Shortfall” means, for any Water Sales Test Period, the amount (if any) expressed in 
gallons per day by which the sum of (A) the actual average daily volume of metered water sales 
to all Retail Water Customers over the entire Water Sales Test Period and (B) the Bulk Sales 
Surplus (if any) over the entire Water Sales Test Period was less than 7,269,000 gallons per day. 

“Water Sales Test Period” means each successive period of three consecutive Reporting Years 
commencing with the initial three year period consisting of the 2014 Reporting Year, the 2015 
Reporting Year and the 2016 Reporting Year. 

“Water Shortage” means any shortage in the quantity of available water provided by means of 
the Retained Water Supply System and caused by drought, pollution (which cannot reasonably 
be treated or is not permitted to be treated by the Water Plant and Distribution System in its then 
current configuration and method of operation), Water Supply Force Majeure, loss of Permit or 
change of Permit, or any other cause or condition beyond the control of the City. 

“Water Supply Force Majeure” means any event beyond the reasonable control of the City that 
delays, interferes with, interrupts or limits the performance of the City’s obligations to supply 
untreated water by means of the Retained Water Supply System, including an intervening act of 
God or public enemy, war, invasion, armed conflict, act of foreign enemy, blockade, revolution, 
act of terror, sabotage, civil commotions, interference by civil or military authorities, 
condemnation or confiscation of property or equipment by any Governmental Authority, nuclear 
or other explosion, radioactive or chemical contamination, fire, tornado, flooding, earthquake, 
hurricane, tropical storm or other natural disaster, subsurface conditions, riot or other public 
disorder, epidemic, quarantine restriction, strike, labor dispute or other labor protest, stop-work 
order or injunction issued by a Governmental Authority, governmental embargo, except to the 
extent that the consequence of such event is otherwise specifically dealt with in the Concession 
Agreement or arises by reason of (i) the negligence or intentional misconduct of the City or its 
Representatives, (ii) any act or omission by the City or its Representatives in breach of the 
provisions of the Concession Agreement, (iii) lack or insufficiency of funds or failure to make 
payment of monies or provide required security on the part of the City or (iv) any strike, labor 
dispute or other labor protest involving any Person retained, employed or hired by the City or its 
Representatives to supply materials or services for or in connection with the Retained Water 
Supply System or any strike, labor dispute or labor protest pertaining to the City that is not of 
general application that is caused by or attributable to any act (including any pricing, 
employment practice or policy or other practice or method of operation) or omission of the City 
or its Representatives. 

“Water Supply Operation Permit” means the permit issued by PADEP to the City setting forth 
certain requirements for the supply of water and for which the City will remain the sole 
permittee. 
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“Written Appraisal” means a written appraisal prepared in conformity with the Uniform 
Standards of Professional Appraisal Practice as set forth by the Appraisal Standards Board by an 
independent third party appraiser that is nationally recognized in appraising assets similar to the 
Concessioned System and that is acceptable to the City and the Authority, as concessionaire; 
provided that if the parties cannot agree upon such a single appraiser within 30 days after a party 
requests the appointment thereof, then the City and the Authority, as concessionaire shall each 
appoint an independent third party appraiser and both such appraisers shall be instructed jointly 
to select a third independent third party appraiser to make the Written Appraisal. 

“WQM Permit” means the Water Quality Management Permit issued by the PADEP to the City 
regarding the construction, operation and maintenance of the Wastewater Treatment Facility and 
discharge of sewage into the Lehigh River and for which the City will remain the sole permittee. 
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APPENDIX E 

SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE 

The following is a summary of certain provisions of the Indenture, to which 
reference is made for a complete statement of the provisions thereof.  Words and terms used in 
this summary shall have the meanings set forth in “Appendix D – Definitions of Certain Terms” 
and in the forepart of this Official Statement, unless otherwise indicated.  Certain provisions of 
the Indenture are described in the Forepart of this Official Statement. 

Pledge and Assignment 

The Authority sells, assigns, transfers, sets over and pledges unto the Trustee its 
successors in the trust and its assigns forever, and grants to the Trustee, its successors in trust and 
assigns forever a security interest in all of the right, title and interest of the Authority in and to 
the Trust Estate.  Notwithstanding the foregoing pledge: 

(i) the amounts in the Capex Fund held under and pursuant to the Capex Fund 
Escrow Agreement and the City Payment Reserve Fund, held under and pursuant to the City 
Payment Reserve Fund Escrow Agreement, together with any income from the investment of 
such amounts, as created and existing under the Concession Agreement, and the payments 
referenced in the Indenture, shall be held outside the lien and security interest of the Indenture; 

(ii) the amounts in the Net Debt Service Charge Account, together with any 
income from the investment of such amounts, shall be held outside the lien and security interest 
of the Indenture; 

(iii) the amounts in the Rebate Fund, together with any income from the 
investment of such amounts, shall be held outside the lien and security interest of the Indenture;  

(iv) amounts held in each account of the Debt Service Reserve Fund, together 
with any income from the investment of such amounts, shall be held solely for the benefit of 
each series of Bonds secured by such account of the Debt Service Reserve Fund. 

Notwithstanding the foregoing, the pledge of and security interest granted by the Indenture to 
secure the payment of any Subordinated Indebtedness, any Reimbursement Obligations that are 
not Parity Reimbursement Obligations, any Subordinated Swap Payment and any Swap 
Termination Payment shall be second in priority, and shall be junior in lien and subordinate to 
the pledge and security interests granted to the Trustee for the benefit of the Bonds, any Parity 
Swap Obligations, any Parity Indebtedness and any Parity Reimbursement Obligations, and the 
rights of the holders of any Reimbursement Obligations and Swap Counterparties (with respect 
to Subordinated Swap Payments and Swap Termination Payments) shall be subject to the 
limitations set forth in the Indenture. 
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Creation of Funds and Accounts 

There are created by the Authority the following funds and accounts to be held by 
the Trustee under the Indenture, in accounts segregated from all other moneys of the Trustee: 

Revenue Fund; 
 Costs of Issuance Account; 
 Operation and Maintenance Expense Account; 
Debt Service Fund; 
 2013A Capitalized Interest Account; 
 2013A Bonds Debt Service Fund Account; 
 2013B Bonds Debt Service Fund Account 
 2013C Bonds Debt Service Fund Account; 
Debt Service Reserve Fund; 
Operation and Maintenance Reserve Fund; 
Major Maintenance Reserve Fund; 
Capex Fund;  
Subordinated Indebtedness Fund; 
Project Fund;  
Rebate Fund;  
Distribution Fund;  
Loss Proceeds Fund; and 
Redemption Fund 

In addition to the above-described funds and accounts, the Capex Fund and the 
City Payment Reserve Fund described in the Indenture are created and held under the terms and 
provisions of the Concession Agreement.  The Rebate Fund shall be held by the Trustee, as 
depository for the account of the Authority, outside the lien of the Indenture and shall not be held 
as security for the Authority’s obligations under the Indenture.  Further, the amounts in the 
Capex Fund and the City Payment Reserve Fund, together with any income from the investment 
of such amounts, as created and held for the benefit of the City and the Concessionaire as 
required under the Concession Agreement, and the payments of Termination Compensation in 
the Redemption Fund shall be held outside the lien and security interest of the Indenture. 

Concession Revenues to Trustee 

As soon as practicable after receipt thereof, the Trustee shall deposit amounts it 
receives under the Indenture as follows: 

 (a) All moneys deposited directly with the Authority relating to the 
Utility Services, exclusive of any moneys collected by the Authority, as concessionaire, by virtue 
of the imposition of Service Charges to fund Net Debt Service Charges pursuant to the 
Concession Agreement, shall be deposited by the Authority in the Revenue Fund.  The Authority 
covenants and agrees to make any such deposits to the Revenue Fund as soon as practical upon 
receipt of the same, and in any event within one week of receipt of such funds by the Authority.   
As set forth in (j) below, any moneys collected by the Authority, as concessionaire, by virtue of 
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the imposition of Service Charges to fund Net Debt Service Charges pursuant to the Concession 
Agreement, as calculated by the Authority, shall be applied as set forth in paragraph (k) below. 

 (b) Any Service Charges paid to the Authority pursuant to a Municipal 
Service Agreement, whether received by the Authority as collection agent for the City under 
such Municipal Service Agreement, from the City directly or from an escrow agent collecting 
such Service Charges, shall be deposited in the Revenue Fund; provided however that any 
portion of such payments constituting the Municipal Customer Share, as calculated by the 
Authority, shall be applied as set forth in paragraph (k) below.   

 (c) All AA-Compensation and Concession Compensation shall be 
deposited in such fund or account of the Indenture, as directed by a Consulting Engineers' 
Certificate, as provided to the Trustee no later than five days following the Trustee's receipt of 
such AA-Compensation and Concession Compensation. 

 (d) All Loss Proceeds shall be deposited in the Loss Proceeds Fund, 
except as otherwise set forth in the Indenture. 

 (e) All other Concession Revenues shall be deposited in the Revenue 
Fund. 

 (f) Amounts paid under a Credit Facility to pay the principal, interest 
or Redemption Price on a Series of Bonds supported by such Credit Facility shall be deposited 
initially in a separate segregated account within the Debt Service Fund and shall be held solely 
for the benefit and security of the Series of Bonds supported by such Credit Facility. 

 (g) The proceeds of any Series of Bonds shall be applied as provided 
in the Indenture. 

 (h) Income from the investment of moneys in the funds and accounts 
established under the Indenture shall be applied as provided in “Investment and Deposit of 
Funds” below. 

 (i) Any Swap Receipts shall be deposited in the Debt Service Fund 
and any Swap Termination Payments shall be deposited in the Revenue Fund. 

 (j) All Termination Compensation shall be deposited in the 
Redemption Fund. 

 (k) Any moneys collected by the Authority, as concessionaire, by 
virtue of the imposition of Service Charges to fund Net Debt Service Charges pursuant to the 
Concession Agreement and any moneys constituting the Municipal Customer Share, each as 
calculated by the Authority, shall be deposited in the Net Debt Service Charge Account and 
transferred upon the direction of the Authority to the City pursuant to the requirements of the 
Concession Agreement and shall be held outside the lien and security interest of the Indenture. 
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Revenue Fund 

The Authority assigns, transfers and sets over to the Trustee, and in confirmation 
directs payment to the Trustee when and as the same shall become due and payable, all of its 
Concession Revenues and other moneys as specified therein.  The Authority shall cause the 
Concession Revenues to be deposited to the Revenue Fund as soon as practicable upon receipt of 
the same, and in any event within one week of receipt of such funds by the Authority.  If, 
notwithstanding these arrangements, the Authority receives any Concession Revenues, the 
Authority shall pay over the same to the Trustee. 

The Trustee shall make the following withdrawals, transfers and payments from 
the Revenue Fund in the amounts, at the times and only for the purposes specified below in 
accordance with the documentation required to be supplied under the Indenture, and in the 
following order of priority (it being agreed that no amount shall be withdrawn on any date 
pursuant to any clause below until amounts sufficient as of that date (to the extent applicable) for 
all the purposes specified under the prior clauses shall have been withdrawn or set aside): 

 (i) On each Monthly Funding Date, and after the application for such 
purposes of funds on deposit in the Operation and Maintenance Reserve Fund, to the Operation 
and Maintenance Expense Account of the Revenue Fund an amount equal to the Operation and 
Maintenance Expenditures then due and payable or reasonably expected to be due and payable 
prior to the next succeeding Monthly Funding Date, and as budgeted for such month, in the 
Authority's Annual Budget; 

 (ii) On each Monthly Funding Date, to the appropriate account of the 
Debt Service Fund an amount which, together with other monies available therefor, is sufficient 
to accumulate thirty days before the corresponding dates for payment with respect to the 
following obligations, pro rata: 

  (A) the amount which is necessary to accumulate in equal 
monthly installments the principal or mandatory sinking fund Redemption Price coming due on 
each Series of the 2013 Bonds on the next payment date; 

  (B) the amount which is necessary to accumulate in equal 
monthly installments the amount required to provide for the payment of interest coming due on 
the 2013A Bonds and the 2013C Bonds on the immediately succeeding Interest Payment Date, 
after taking into account available monies in the 2013A Capitalized Interest Account, as to the 
2013A Bonds; 

  (C) the principal, interest and fees coming due (or estimated to 
be coming due) on each Parity Reimbursement Obligation on or prior to the next succeeding 
Monthly Funding Date; 

  (D) the principal, interest and fees coming due (or estimated to 
be coming due) on all Additional Parity Indebtedness on or prior to the next succeeding Monthly 
Funding Date; and 
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  (E) any Parity Swap Payments coming due (or estimated to be 
coming due) on any Swap on or prior to the next succeeding Monthly Funding Date; 

 (iii) On each Monthly Funding Date, commencing on October 1, 2015, 
to the City Payment Reserve Fund, which is held by the escrow agent outside the lien and 
security interest of the Indenture under a City Payment Reserve Fund Escrow Agreement, in the 
form attached to the Indenture, to be entered into by the City, the Authority and Manufacturers 
and Traders Trust Company, as escrow agent, prior to October 1, 2015, for the benefit of the City 
and the Authority, as concessionaire, as required under, and in accordance with, the Concession 
Agreement, the amount needed so that the amount held in the City Payment Reserve Fund will 
equal the then current City Payment Reserve Requirement; 

 (iv) On each Monthly Funding Date, to the Operation and Maintenance 
Reserve Fund to the extent necessary to fund such fund so that the balance therein (taking into 
account amounts then on deposit therein) equals the Operation and Maintenance Reserve Fund 
Requirement; 

 (v) On each Quarterly Funding Date, to the Debt Service Reserve 
Fund, the amount necessary, together with any other moneys available therefor, first, to restore 
the amount of any withdrawal from the Debt Service Reserve Fund in four substantially equal 
quarterly installments; and second, the amount required by the Indenture; 

 (vi) On each Quarterly Funding Date, to the Major Maintenance 
Reserve Fund to the extent necessary to fund such fund so that the balance therein (taking into 
account amounts then on deposit therein) equals the Major Maintenance Reserve Fund 
Requirement; 

 (vii) On each Monthly Funding Date, commencing on January 1, 2032, 
to the Capex Fund, which is held by the escrow agent in escrow outside the lien and security 
interest of the Indenture under a Capex Fund Escrow Agreement, in the form attached thereto as 
Exhibit E, to be entered into by the City, the Authority and Manufacturers and Traders Trust 
Company, as escrow agent, prior to January 1, 2032, for the benefit of the City and the 
Authority, as concessionaire, one-twelfth of such amount equal to the Capex Fund Deposit 
Requirement due and payable for the immediately succeeding Reporting Year, as required to be 
paid pursuant to the Concession Agreement, and as reflected in a requisition or certificate of the 
Authority stating the amount to be disbursed to the Capex Fund for such month, in accordance 
with the requirements of the Concession Agreement and the Capex Fund Escrow Agreement;  

 (viii) On each Quarterly Funding Date, to the Subordinated Indebtedness 
Fund, the amount which, together with other monies available therefor, is sufficient to pay, pro 
rata, the principal, interest and fees coming due on any Subordinated Indebtedness and any 
Reimbursement Obligation (other than a Parity Reimbursement Obligation) and any 
Subordinated Swap Payments and Swap Termination Payments coming due on any Swap, in 
each case prior to the next succeeding Quarterly Funding Date; 

 (ix) On each Quarterly Funding Date, to the Rebate Fund, any amounts 
required to be deposited therein pursuant to the Indenture; and 
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 (x) On each Semi-Annual Funding Date on which all of the Payment 
Conditions are satisfied on such Semi-Annual Funding Date, to the Distribution Account, all 
remaining amounts, if any.  To the extent the Payment Conditions are not satisfied on each Semi-
Annual Funding Date, any remaining amounts shall be transferred to the Revenue Fund to be 
distributed pursuant to the provisions of the Indenture.  

To the extent that on any funding date amounts on deposit in the Operation and Maintenance 
Reserve Fund are in excess of the Operation and Maintenance Reserve Fund Requirement or 
amounts in the Major Maintenance Reserve Fund are in excess of the Major Maintenance 
Reserve Fund Requirement, as applicable, such amounts will be transferred into the Revenue 
Fund.  To the extent that on any funding date amounts on deposit in the Debt Service Reserve 
Fund are in excess of the Debt Service Reserve Fund Requirement, the provisions of  
"Investment and Deposit of Funds" as set forth below shall apply. 

Operation and Maintenance Expense Account 

Amounts credited to the Operation and Maintenance Expense Account of the 
Revenue Fund shall be applied by the Authority, on a monthly basis, to the payment of Operation 
and Maintenance Expenditures.  The Trustee shall disburse moneys in the Operation and 
Maintenance Expense Account each month upon delivery to the Trustee of a requisition or 
certificate of the Authority. 

Debt Service Fund 

The 2013A Capitalized Interest Account shall be funded initially by a portion of 
the proceeds of the 2013A Bonds, in such amount as set forth in the Closing Statement.  The 
Trustee shall transfer to the Paying Agent such funds on deposit in the 2013A Capitalized 
Interest Account to pay a portion of the interest on the 2013A Bonds when due on the 
appropriate Interest Payment Dates and in such amounts as set forth in the Indenture. 

The Trustee shall transfer to the Paying Agent such funds on deposit in the 2013A 
Bonds Debt Service Fund Account and the 2013C Bonds Debt Service Fund Account of the Debt 
Service Fund at such times and in such amounts as necessary to pay the interest on the 2013A 
Bonds and the 2013C Bonds, respectively, and as due on each appropriate Interest Payment Date 
and each other date on which interest is due and payable as set forth in the Indenture. 

The Trustee shall transfer to the Paying Agent such funds on deposit in the 2013A 
Bonds Debt Service Fund Account, the 2013B Bonds Debt Service Fund Account and the 2013C 
Bonds Debt Service Fund Account of the Debt Service Fund at such times and in such amounts 
as necessary to pay the principal (or the Compound Accreted Value with respect to the 2013B 
Bonds) or mandatory Redemption Price of the 2013A Bonds, the 2013B Bonds and the 2013C 
Bonds, respectively, and as the same become due and payable. 

The Authority may, at its option, direct the Trustee to transfer to the Paying Agent 
any moneys on deposit in the appropriate accounts of the Debt Service Fund to purchase Bonds 
of the Series and maturity next coming due at maturity or by operation of mandatory sinking 
fund redemption in the open market at the most advantageous price then obtainable with 
reasonable diligence; provided, however, that no such purchase of Bonds in the open market 
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shall be made by the Paying Agent at a price, including any brokerage or other charges, greater 
than the principal amount of such Bonds or the Redemption Price of such Bonds, if such Bonds 
are then redeemable at the option of the Authority, whichever is greater.  Each direction for the 
purchase of Bonds shall specify the principal amount of the Bonds to be purchased, and the 
Series of Bonds to be purchased, which shall be in authorized denominations. 

The Trustee shall transfer to each Credit Facility Issuer, as directed by the 
Authority, the principal, interest and fees on the Parity Reimbursement Obligation owing to such 
Credit Facility Issuer on the day on which such interest, principal and fees are due and payable. 

The Trustee shall transfer to the holder of any Additional Parity Indebtedness (or 
any paying agent of such holder), as directed by the Authority, the principal, interest and fees 
coming due on such Additional Parity Indebtedness on the day on which the principal, interest or 
fees are due and payable. 

On the redemption date for a Series of Bonds (other than a mandatory sinking 
fund redemption), the Trustee shall transfer to the Paying Agent from funds on deposit in any 
redemption fund or redemption account established in connection with the redemption of any 
Bonds such amounts as necessary to pay the Redemption Price of such Bonds of such Series 
being called for redemption on such redemption date, together with any accrued interest thereon. 

The Trustee shall transfer to each Swap Counterparty (or any paying agent for 
such Swap Counterparty), as directed by the Authority, the Parity Swap Payments due to such 
Swap Counterparty on the day on which such Parity Swap Payments are due and payable. 

The Supplemental Indenture under which any Series of Bonds shall be issued may 
provide for additional deposits in the Debt Service Fund and for the redemption or purchase of 
such Series of Bonds out of the additional moneys deposited or to be deposited therein. 

Debt Service Reserve Fund 

The Debt Service Reserve Fund shall be funded initially by a portion of the 
proceeds of the 2013 Bonds, on a proportionate basis from each Series of 2013 Bonds, in such 
amount as set forth in the Closing Statement and in compliance with Section 148 of the Code and 
the Treasury regulations thereunder.  The Debt Service Reserve Fund shall be funded in such 
amount which equals the Debt Service Reserve Fund Requirement for the 2013 Bonds.  The 
moneys on deposit in the Debt Service Reserve Fund are pledged and shall be available for the 
payment of principal of and interest on the 2013 Bonds and shall be held and invested in 
compliance with Section 148 of the Code and the Treasury regulations thereunder. 

On the date of each required payment from an account of the Debt Service Fund 
for Bonds secured by the Debt Service Reserve Fund, moneys in the Debt Service Reserve Fund 
shall be applied to cure any deficiency in the appropriate account of the Debt Service Fund 
allocable to Bonds secured by the Debt Service Reserve Fund following any transfers thereto 
first, from the Distribution Fund, second, from the Subordinated Indebtedness Fund and third, 
from Major Maintenance Reserve Fund; provided, however, that amounts in the Debt Service 
Reserve Fund funded by the proceeds of the 2013A Bonds and 2013B Bonds shall not be used to 
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cure deficiencies in the 2013C Bonds Debt Service Fund Account of the Debt Service Fund 
without the delivery to the Trustee of a Favorable Opinion of Bond Counsel.  

Except as provided in the second paragraph below or in a Supplemental 
Indenture, any amount in the Debt Service Reserve Fund in excess of the Debt Service Reserve 
Fund Requirement by virtue of a decrease in the Debt Service Reserve Fund Requirement, 
calculated on a proportionate basis, shall, on the date of such decrease, be transferred to the 
appropriate account of the Debt Service Fund and credited against the payment of principal or 
Redemption Price of or interest on the Bonds secured thereby. 

During the 12-month period preceding the final maturity date of any Series of 
Bonds secured by the Debt Service Reserve Fund, moneys held in the Debt Service Reserve 
Fund allocable thereto shall be credited against the payment of principal or Redemption Price of 
and interest on such Series of Bonds becoming due during such 12-month period and shall be 
transferred to the appropriate account of the Debt Service Fund for the payment of such principal 
or Redemption Price and interest. 

In connection with the provision for the payment (in whole or in part) of any 
Series of Bonds in accordance with the provisions of the Indenture, the Trustee shall transfer 
moneys in the Debt Service Reserve Fund allocable to the Bonds for which payment is being 
provided as directed by the Indenture; provided that after giving effect to such transfer, the 
balance in the Debt Service Reserve Fund is at least equal to the Debt Service Reserve Fund 
Requirement. 

Concurrently with the issuance of Additional Bonds, the Authority shall notify the 
Trustee as to whether such Additional Bonds are to be secured by a Debt Service Reserve Fund 
and, if so, the provisions for funding such Debt Service Reserve Fund.  If Additional Bonds are 
to be secured by a Debt Service Reserve Fund, then upon the issuance of such Additional Bonds, 
except as provided in the following sentence, the Authority shall cause to be provided to the 
Trustee for deposit in such Debt Service Reserve Fund, an amount which, together with amounts 
then on deposit in such Debt Service Reserve Fund, will cause the balance therein to be equal to 
the Debt Service Reserve Fund Requirement for such Additional Bonds, after giving effect to the 
issuance of such Additional Bonds and the application of the proceeds thereof.  The 
Supplemental Indenture pursuant to which a Series of Additional Bonds is issued may provide 
that, in lieu of funding in full a debt service reserve fund concurrently with the issuance of such 
Additional Bonds, the Authority may cause deposits to be made in such Debt Service Reserve 
Fund on each Quarterly Funding Date until the amounts so transferred equal the Debt Service 
Reserve Fund Requirement for such Series of Bonds. 

Operation and Maintenance Reserve Fund 

The Operation and Maintenance Reserve Fund shall be funded initially by a 
portion of the proceeds of the 2013C Bonds in such amount as set forth in the Closing Statement.  
If the funds transferred to the Operation and Maintenance Reserve Fund in accordance with the 
Closing Statement are insufficient to fully fund the initial Operation and Maintenance Reserve 
Fund Requirement, monies available from the Revenue Fund shall be transferred to the 
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Operation and Maintenance Reserve Fund in accordance with the Indenture in an amount equal 
to such insufficiency.  

The Authority shall annual provide to the Trustee a Chief Financial Officer's 
Certificate, stating the amount of the Operation and Maintenance Reserve Fund Requirement for 
such succeeding Fiscal Year. 

Funds on deposit in the Operation and Maintenance Reserve Fund shall be used to 
pay Operation and Maintenance Expenditures to the extent funds available in the Revenue Fund 
are insufficient on any Monthly Funding Date to pay such expenditures then due and payable or 
reasonably projected to become due and payable in accordance with the Indenture. 

Major Maintenance Reserve Fund 

The Major Maintenance Reserve Fund shall be funded initially by a portion of the 
proceeds of the 2013C Bonds in such amount as set forth in the Closing Statement.  If the funds 
transferred to the Major Maintenance Reserve Fund in accordance with the Closing Statement 
are insufficient to fully fund the initial Major Maintenance Reserve Fund Requirement, monies 
available from the Revenue Fund shall be transferred to the Major Maintenance Reserve Fund in 
accordance with the Indenture in an amount equal to such insufficiency. 

The Authority shall provide annually to the Trustee a Consulting Engineers' 
Certificate, stating the amount of the Major Maintenance Reserve Fund Requirement for such 
succeeding Fiscal Year. 

On each Monthly Funding Date (or any other date) on which costs and expenses 
relating to Capital Expenditures (specifically including Required Capital Improvements and 
Major Capital Improvements) are due and payable or reasonably expected to become due and 
payable prior to the next succeeding Monthly Funding Date, monies on deposit in the Major 
Maintenance Reserve Fund shall be transferred to the Operation and Maintenance Expense 
Account and used by the Authority to pay for Capital Expenditures (including Required Capital 
Improvements and Major Capital Improvements), but only to the extent such Capital 
Expenditures are not payable from the Project Fund. 

Any amounts deposited in the Major Maintenance Reserve Fund shall be applied 
by the Trustee from time to time for the following purposes in the following order of priority: 

 (i) to the extent that there is any deficiency in the Debt Service Fund 
on any Interest Payment Date in the amounts necessary to pay all interest due on the Bonds, any 
Additional Parity Indebtedness, any Parity Reimbursement Obligation and any Parity Swap 
Payment on such date, and after any transfers to fund such deficiency have been made from the 
Distribution Fund and the Subordinated Indebtedness Fund, the amount of such deficiency shall 
be transferred from the Major Maintenance Reserve Fund to the Debt Service Fund; 

 (ii) to the extent that there is any deficiency in the Debt Service 
Reserve Fund, and after any transfers to fund such deficiency have been made from the 
Distribution Fund and the Subordinated Indebtedness Fund, the amount of such deficiency shall 
be transferred from the Major Maintenance Reserve Fund to the Debt Service Reserve Fund; and 
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 (iii) upon notification by the Authority that there is a deficiency in the 
funding of any required deposit to the Capex Fund to satisfy the Capex Fund Deposit 
Requirement and the amount of such deficiency, and after any transfers to fund such deficiency 
have been made from the Subordinated Indebtedness Fund and the Distribution Fund, the amount 
of such deficiency shall be transferred from the Major Maintenance Reserve Fund to the Capex 
Fund. 

(iv) to the extent that there is any deficiency on any date in the amounts 
necessary to pay all principal or mandatory Redemption Price due on the Bonds, any Additional 
Parity Indebtedness and any Parity Reimbursement Obligation or any fees on any Additional 
Parity Indebtedness or Parity Reimbursement Obligation payable from the Debt Service Fund on 
such date, and after any transfers to fund such deficiency have been made from the Distribution 
Fund and the Subordinated Indebtedness Fund, the amount of such deficiency shall be 
transferred from the Major Maintenance Reserve Fund to the Debt Service Fund;  

Subordinated Indebtedness Fund 

Any amounts deposited in the Subordinated Indebtedness Fund shall be applied 
by the Trustee from time to time for the following purposes in the following order of priority: 

 (i) to the extent that there is any deficiency in the Debt Service Fund 
on any Interest Payment Date in the amounts necessary to pay all interest due on the Bonds, any 
Additional Parity Indebtedness, any Parity Reimbursement Obligation and any Parity Swap 
Payment on such date, and after any transfers to fund such deficiency have been made from the 
Distribution Fund, the amount of such deficiency shall be transferred from the Subordinated 
Indebtedness Fund to the Debt Service Fund; 

 (ii) to the extent that there is any deficiency in the Operation and 
Maintenance Reserve Fund, and after any transfers to fund such deficiency have been made from the 
Distribution Fund, the amount of such deficiency shall be transferred from the Subordinated 
Indebtedness Fund to the Operation and Maintenance Reserve Fund;  

 (iii) to the extent that there is any deficiency in the Debt Service Reserve 
Fund and after any transfers to fund such deficiency have been made from the Distribution Fund, the 
amount of such deficiency shall be transferred from the Subordinated Indebtedness Fund to the Debt 
Service Reserve Fund;  

 (iv) upon notification by the Authority that there is a deficiency in the 
funding of any required deposit to the Capex Fund to satisfy the Capex Fund Deposit Requirement 
and the amount of such deficiency, and after any transfers to fund such deficiency have been made 
from the Distribution Fund, the amount of such deficiency shall be transferred from the Subordinated 
Indebtedness Fund to the Capex Fund; and 

 (v) to the extent that there is any deficiency on any date in the amounts 
necessary to pay all principal or mandatory Redemption Price due on the Bonds, any Additional 
Parity Indebtedness and any Parity Reimbursement Obligation or any fees on any Additional Parity 
Indebtedness or Parity Reimbursement Obligation payable from the Debt Service Fund on such date, 
and after any transfers to fund such deficiency have been made from the Distribution Fund, the 
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amount of such deficiency shall be transferred from the Subordinated Indebtedness Fund to the Debt 
Service Fund. 

Following the transfers made pursuant to the Indenture, the Trustee shall transfer, 
pro rata, to the holder of any Subordinated Indebtedness (or any paying agent of such holder) and 
to the holder of any Reimbursement Obligation, the principal, interest and fees coming due on 
such Subordinated Indebtedness or such Reimbursement Obligation and the Swap Termination 
Payment coming due to such Swap Counterparty, in each case on the day on which such 
principal, interest, fees or Swap Termination Payment is due and payable. 

Project Fund 

The Project Fund shall be funded by a portion of the proceeds of the 2013 Bonds 
in such amount as set forth in the Closing Statement and in compliance with Section 148 of the 
Code and the Treasury regulations thereunder.  Separate accounts may be established within the 
Project Fund by the Trustee if requested in writing by the Authority if the Authority determines 
that a separate account is desirable with respect to any particular undertaking required by the 
Capex Plan. 

On each Monthly Funding Date (or any other date) on which costs and expenses 
relating to the undertaking of the Capex Plan are due and payable or reasonably expected to 
become due and payable prior to the next succeeding Monthly Funding Date, monies on deposit 
in the Project Fund shall be used by the Authority to undertake the Capex Plan as required by the 
Concession Agreement. 

The Trustee shall disperse moneys on deposit in the Project Fund upon delivery to 
the Trustee of a requisition or certificate of an Authorized Officer of the Authority: (i) stating the 
name and an address of the payee, the amount to be paid and the purpose for such payment; (ii) 
certifying that the amount to be paid is a proper charge against the Project Fund; (iii) certifying 
that the amount requested is due and unpaid; and (iv) certifying that the amount was reflected in 
the Capex Plan of the Authority. 

Rebate Fund 

The Authority has created under the Indenture a separate fund designated as the 
“Rebate Fund.”  The Trustee shall maintain, until 60 days after all of the Bonds have been retired 
or all required rebate payments have been made, whichever occurs first, a Rebate Fund for the 
purpose of paying to the United States Treasury the amount required to be rebated pursuant to 
Section 148(f) of the Code.  The Trustee shall hold the Rebate Fund separate and apart from all 
other funds and accounts.  Amounts in the Rebate Fund, including investment income, shall be 
free and clear of the lien and pledge of the Indenture. 

Distribution Fund 

The Distribution Fund shall be funded in accordance with and subject to the 
provisions of the Indenture.  Any amounts deposited in the Distribution Fund shall be applied by 
the Trustee from time to time for the purposes set forth in the Indenture.  Following any transfers 
made pursuant to the Indenture, funds on deposit in the Distribution Fund may be withdrawn by 
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the Authority on a semi-annual basis (and on a date which constitutes a Semi-Annual Funding 
Date) to any account as directed by the Authority to the Trustee in writing, free and clear of the 
lien of the Indenture, provided that all of the conditions of the Indenture have been satisfied as of 
such Semi-Annual Funding Date. 

Loss Proceeds Fund 

The Authority agrees that all Loss Proceeds received by the Authority (other than 
in respect of business income or casualty loss proceeds involving a casualty loss of less than 
$2,000,000, which are to be paid directly to the Revenue Fund), and including any "Restoration 
Funds" required to by paid by the Authority pursuant to the Indenture,  shall be transferred to the 
Trustee for deposit in the Loss Proceeds Fund.  Amounts on deposit in the Loss Proceeds Fund 
may be withdrawn by the Trustee and paid in the order of priority set forth in the Indenture, 
recognizing that for purposes of this provisions, all dispositions of funds shall be made by the 
Trustee, as “Depositary," for purposes of the Concession Agreement, and in accordance with the 
Concession Agreement. 

Redemption Fund 

The Trustee shall deposit such amounts in the Redemption Fund as required or 
permitted to be deposited therein pursuant to the provisions of the Indenture.  Moneys in the 
Redemption Fund shall be applied to the Redemption Price of the Bonds upon optional or 
extraordinary redemption pursuant to the provisions of the Indenture. 

Investment and Deposit of Funds 

Moneys on deposit in the funds and accounts established pursuant to the Indenture 
shall be invested and reinvested by the Trustee at the direction of the Authority.  All investments 
shall constitute Investment Securities and shall mature, or be subject to repurchase, withdrawal 
without penalty or redemption at the option of the holder on or before the dates on which the 
amounts invested are reasonably expected to be needed for the purposes thereof.  No investments 
shall be directed by the Authority which would cause the Bonds to become “arbitrage bonds” 
within the meaning of the Code. 

The principal of the Investment Securities received in respect thereof shall be 
applied or charged to the fund or account in question and the investment income earned from the 
investment of moneys in any Fund shall be credited in accordance with the Indenture. 

Neither the Authority nor the Trustee shall be accountable for any depreciation in 
the value of the Investment Securities or any losses incurred upon any authorized disposition 
thereof. 

All income earned from the investment of moneys in the Debt Service Reserve 
Fund shall be: (a) retained therein to the extent necessary to cure any deficiency in the amount 
required to be on deposit therein; and (b) otherwise transferred to the Debt Service Fund for 
application to the payment of debt service on the Bonds secured by the Debt Service Reserve 
Fund.  Except as may be provided in a Supplemental Indenture, all income from the investment 
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of any other fund or account established thereunder shall be retained therein until applied as set 
forth in the Indenture. 

Covenants of the Authority 

In the Indenture, the Authority covenants, among other things:  (a) that it shall 
maintain, charge and collect such Service Charges consistent with the provisions of the 
Concession Agreement and the Act; (b) that it shall promptly pay or cause to be paid the 
principal or Redemption Price of, and the interest on, every Bond or other Obligation and any 
Reimbursement Obligation according to the terms thereof; (c) that, except to the extent otherwise 
provided in the Indenture, it shall not enter into any contract or take any action by which the 
rights of the Trustee or the holders of any Obligations may be impaired and shall, from time to 
time, execute and deliver such further instruments and take such further action as may be 
required or convenient to carry out the purposes of the Indenture; (d) that, notwithstanding any 
other provision of the Indenture or any other instrument, it will not make or permit any 
investment or other use of the proceeds of the Bonds which would cause the Bonds to lose any 
tax-favored status with which the Bonds were issued, including (1) the excludability of interest 
on the Bonds from gross income for federal income tax purposes under the rules relating to 
“arbitrage bonds” or “private activity bonds,” (2) the exemption from alternative minimum tax 
under the Code and (3) the status of any form of tax-credit bond under the Code; (e) that it will 
duly and punctually pay or cause to be paid all amounts required to be paid under the Concession 
Agreement; (f) to keep accurate records and books of accounts with respect to the Concessioned 
System and its Concession Revenues and Capital Expenditures, as required by the Act and the 
Concession Agreement; (i) to comply, or to cause compliance with, Securities and Exchange 
Commission Rule l5c2-l2 promulgated under the Securities Exchange Act of 1934; (g) to apply, 
or to cause to be applied, the Concession Revenues from the Concessioned System in the 
manner, for the purposes, in the order of priority and at times provided in the Indenture; (h) to 
maintain its corporate existence under the Act so long as the Bonds remain Outstanding, and to 
use its best efforts to maintain and renew all its rights, powers, privileges and franchises so long 
as the Bonds remain Outstanding, and comply with all valid and applicable laws, acts, rules, 
regulations, permits, orders, requirements and directions of any legislative, executive, 
administrative or judicial body relating to the Authority’s issuance of the Bonds and the 
performance of its obligations under the Indenture; and (i) to maintain in full force all 
qualifications necessary to carry on its business pertaining to System Operations, including all 
rights, franchises, licenses, privileges and qualifications required in connection with System 
Operations. 

The Authority has further covenanted in the Indenture that it maintain the 
Concessioned System and every part thereof in good repair, working order and condition in 
compliance with the terms of the Concession Agreement, and make from time to time all needful 
and proper repairs, renewals and replacements to the Concessioned System and all 
improvements, additions and extensions thereto which may be necessary or proper to provide or 
maintain adequate service, all in conformance with the requirements of the Concession 
Agreement.  The Authority, as concessionaire, shall not do any act or thing that will create any 
Encumbrance (other than a Permitted Concessionaire Encumbrance) against the Concessioned 
System and shall promptly remove any Encumbrance (other than a Permitted Concessionaire 
Encumbrance) against the Concessioned System, unless the Encumbrance came into existence as 
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a result of an act of or omission by the City or a Person claiming through it which in turn was not 
caused by an act or omission of the Authority, as concessionaire. 

Events of Default 

Each of the following shall be an “Event of Default” under the Indenture: 

 (a) Payment of the principal of any Bond is not made when it becomes 
due and payable at maturity or upon redemption, or otherwise or if payment of any installment of 
interest is not made when it becomes due and payable; provided, however, that an Event of 
Default shall not occur under this paragraph if the failure to pay arises solely out of a wire 
transfer problem or an operational or administrative error or omission, so long as the funds 
required to make that payment otherwise are on deposit with the Trustee in the appropriate fund 
or account established thereunder; or 

 (b) The Authority shall fail or refuse to comply with any material 
provision relating to the issuance of the Bonds in the Act or shall for any reason be rendered 
incapable of fulfilling its obligations thereunder; or 

 (c) If the Authority defaults in the due and punctual performance of 
any other covenant in the Bonds or in the Indenture, and such default continues for 30 days after 
written notice requiring the same to be remedied shall have been given to the Authority by the 
Trustee; provided that if any such default cannot be cured within 30 days the period shall be 
extended for such longer period not to exceed 30 days if the Authority commences the cure 
within 30 days and proceeds diligently; or 

 (d) Any representation or warranty made in the Indenture or any 
statement or representation made in any certificate, report or opinion (including legal opinions), 
financial statement or other instrument furnished in connection with the Indenture, by or on 
behalf of the Authority, proves to be false or misleading in any material respect when made or 
affirmed and such default, if subject to cure, continues for 30 days after written notice requiring 
the same to be remedied shall have been given to the Authority by the Trustee or any 
Bondholder; or 

 (e) Failure to preserve the lien of the Indenture upon the Trust Estate 
or any part; or 

 (f) If the Authority fails to make payments or deposits (other than 
interest and principal payments due with respect to the Bonds and Additional Parity 
Indebtedness) as required under the Indenture within 30 days of the due date for such payments 
or deposits; or 

 (g) An order or decree shall be entered with the consent or 
acquiescence of the Authority or the City appointing a receiver or receivers, of the Authority, the 
City, the Concessioned System or the Concession Revenues or any part thereof or of the receipts 
and revenues thereof, or if such order or decree, having been entered without the consent or 
acquiescence of the Authority or the City, shall not be vacated or discharged or stayed on appeal 
within 30 days after entry; or 
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 (i) A Concessionaire Default shall have occurred and be continuing 
with respect to the Concession Agreement, or notice has been delivered to the Authority from 
that City of an action or omission that will, if un-remedied or with the passage of time following 
any applicable cure period, become a Concessionaire Default by the Authority under the 
Concession Agreement; or 

 (k) Any material provision of the Concession Agreement or a Major 
Project Document shall at any time for any reason cease to be valid and binding on the Authority 
or shall be declared to be null and void, or shall be violative of any applicable law relating to a 
maximum amount of interest permitted to be contracted for, charged or received, or the validity 
or enforceability thereof shall be contested by the Authority or any Governmental Authority, 
court or agency, or the Authority shall deny that it has any or further liability or obligation under 
the Concession Agreement or a Major Project Document; or 

 (l) The Concessioned System or any material portion thereof is 
damaged or destroyed by fire or other casualty and the Concessioned System or such material 
portion thereof is not promptly repaired or restored in accordance with the Concession 
Agreement (regardless of the cause of such failure); or 

 (m) The Authority fails to comply with Laws; or  

 (n) The Authority shall fail to comply with any material provision of 
the Act, or shall, for any reason be rendered incapable of fulfilling its obligations under the Act; 
or 

 (o) If an event of default shall have occurred and be continuing with 
respect to any Additional Parity Indebtedness or any Parity Reimbursement Obligation; or 

 (p) the Authority or the City (i) admits, in writing, that it is unable to 
pay its debts as they become due, (ii) makes an assignment for the benefit of its creditors, (iii) 
files a voluntary petition under Title 9 of the U.S. Code, or files any other petition or answer 
seeking, consenting to or acquiescing in any reorganization, liquidation, dissolution or similar 
relief under the present or any future U.S. bankruptcy code or any similar Law, or (iv) seeks or 
consents to or acquiesces in the appointment of any trustee, receiver, custodian, assignee, 
sequestrator, liquidator or other similar official of Authority or the City, or of all or any 
substantial part of its properties or of the Project or any interest therein; or 

 (q)  within 60 days after the commencement of any proceeding against the 
Authority or the City seeking any reorganization, liquidation, dissolution or similar relief under 
the present or any future U.S. bankruptcy code or any similar Law, such proceeding has not been 
dismissed, or, within 90 Days after the appointment, without the consent or acquiescence of the 
Authority or the City, of any trustee, receiver, custodian, assignee, sequestrator, liquidator or 
other similar official of the Authority or the City or of all or any substantial part of its properties 
or of the Concessioned System or any interest therein, such appointment has not been vacated or 
stayed on appeal or otherwise, or, within 60 days after the expiration of any such stay, such 
appointment has not been vacated; or 
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 (r)  a levy under execution or attachment has been made against all or any 
part of the Concessioned System or any interest therein (including the Concessionaire’s Interest) 
as a result of any Encumbrance (other than a Permitted Concessionaire Encumbrance) created, 
incurred, assumed or suffered to exist by the Concessionaire or any Person claiming through it, 
and such execution or attachment has not been vacated, removed or stayed by court order, 
bonding or otherwise within a period of 60 days. 

The Trustee shall notify the Authority, the City and the holders of the Bonds 
Outstanding and all other Obligations (to the extent appropriate information regarding the 
holders of such Obligations, if any, have been provided to the Trustee) as soon as practicable 
upon the occurrence of any Event of Default of which it has actual notice or is deemed to have 
notice pursuant to the Indenture.  However, in the case of an Event of Default described in 
paragraph (c) or (d) above, the Trustee may withhold notice from the Bondholders and holders of 
all other Obligations if the Trustee in good faith determines that such withholding is in the 
interest of the Bondholders and holders of all other Obligations.  For purposes of this paragraph, 
“Bondholders” also includes any person or entity that claims in writing to be a Bondholder (or a 
beneficial holder in the event that all or part of the Bonds are registered in the name of any 
securities depository). 

Acceleration of Maturities 

Upon the happening and continuance of any Event of Default specified in the 
Indenture, the Trustee shall provide written notice to the City under and pursuant to the 
Concession Agreement, and in the event the City fails to exercise its right and option to purchase 
from all Leasehold Morgagees their Leasehold Mortgages under the circumstances described, 
and in accordance with, the provisions of the Concession Agreement, then and in every such case 
the Trustee may, and upon the written request of the Bondholders of a majority in aggregate 
principal amount of all Bonds (or the Compound Accreted Value with respect to the 2013B 
Bonds) then Outstanding, shall, by notice in writing delivered to the Authority, declare the 
principal of all Bonds (or the Compound Accreted Value with respect to the 2013B Bonds) then 
Outstanding to be due and payable immediately, and upon such declaration the said principal (or 
the Compound Accreted Value with respect to the 2013B Bonds), together with the interest 
accrued thereon to the date of such declaration, shall become due and payable immediately, at 
the place of payment provided therein. 

Upon any declaration of acceleration, the Trustee shall immediately draw under 
the applicable Credit Facility (if any) to the extent permitted by the terms thereof that amount 
which, together with other amounts on deposit with the Trustee, and available for such payment, 
shall be sufficient to pay the principal of (or the Compound Accreted Value with respect to the 
2013B Bonds) and accrued interest on the related Series of Bonds so declared to be due and 
payable. 

The above provisions, however, are subject to the condition that if, after the 
principal of the Bonds (or the Compound Accreted Value with respect to the 2013B Bonds) shall 
have been so declared to be due and payable, all arrears of interest upon said Bonds, and interest 
on overdue installments of interest at the rate on such Bonds shall have been paid by the 
Authority, the principal of said Bonds (or the Compound Accreted Value with respect to the 
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2013B Bonds) which have matured (except the principal of any Bonds not then due by their 
terms except as provided above) have been paid, and the Authority shall also have performed all 
other things in respect to which it may have been in default thereunder, and shall have paid the 
reasonable charges and expenses of the Trustee and its counsel and of the Owners of said Bonds, 
including reasonable attorneys’ fees and expenses paid or incurred, and the Credit Facility Issuer, 
if applicable, shall have reinstated the Credit Facility with respect to any Bonds that will remain 
Outstanding following a waiver pursuant to this paragraph in the full amount available to be 
drawn thereunder by written notice to the Trustee, then, in every such case, the Owners of a 
majority in aggregate principal amount of all Bonds (or the Compound Accreted Value with 
respect to the 2013B Bonds) then Outstanding by written notice to the Authority and to the 
Trustee, may waive such default and its consequences and such waiver shall be binding upon the 
Trustee and upon all Owners of the Bonds issued thereunder; but no such waiver shall extend to 
or affect any subsequent default or impair any right or remedy consequent thereon. 

Legal Proceedings by Trustee 

Upon the occurrence and continuation of any Event of Default then, and in every 
such case the Trustee, in its discretion may, and upon the written request of the Owners of a 
majority in aggregate principal amount of the Bonds (or the Compound Accreted Value with 
respect to the 2013B Bonds) then Outstanding and upon receipt of indemnity to its satisfaction, 
shall, in its own right: 

(1) pursue any available remedy at law or in equity or by statute to enforce the 
payment of the principal of and interest on the Bonds (or the Compound Accreted Value with 
respect to the 2013B Bonds) then Outstanding together with the other obligations secured by the 
Indenture, including (without limitation) enforcement of any rights of the Authority or the 
Trustee under the loans; 

(2) by mandamus, or other suit, action or proceeding at law or in equity, 
enforce all rights of the Bondholders thereunder; 

(3) bring suit upon the Bonds; 

(4) by action or suit in equity require the Authority to account as if it were the 
trustee of an express trust for the Bondholders; or 

(5) by action or suit in equity enjoin any acts or things which may be unlawful 
or in violation of the rights of the Bondholders thereunder. 

Upon the filing of a suit or other commencement of judicial proceedings to 
enforce any rights of the Trustee and of the Bondholders under the Indenture, the Trustee will be 
entitled, as a matter of right, to the appointment of a receiver or receivers of the Trust Estate and 
the issues, earnings, income, products and profits thereof, pending such proceedings, with such 
powers as the court making such appointment shall confer. 
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Discontinuance of Proceedings by Trustee; Bondholders May Direct Proceedings 

In case any proceeding taken by the Trustee on account of any Event of Default 
shall have been discontinued or abandoned for any reason, or shall have been determined 
adversely to the Trustee, then and in every case the Authority, the Trustee, and the Bondholders 
shall be restored to their former positions and rights thereunder, respectively, and all rights, 
remedies and powers of the Trustee shall continue as though no such proceeding had been taken. 

Anything in the Indenture to the contrary notwithstanding, the Bondholders of a 
majority in principal amount of the Bonds (or the Compound Accreted Value with respect to the 
2013B Bonds) then Outstanding shall have the right, after furnishing indemnity satisfactory to 
the Trustee, by an instrument in writing executed and delivered to the Trustee, to direct the 
method and place of conducting all remedial proceedings to be taken by the Trustee, provided 
that such direction shall not be in conflict with any rule of law or with the Indenture nor in the 
opinion of the Trustee unduly prejudicial to the rights of minority Bondholders. 

Limitations on Actions by Bondholders 

No Bondholder of any of the Bonds shall have any right to institute any suit, 
action or proceeding in equity or at law for the execution of any trust thereunder, or for any other 
remedy thereunder or on said Bonds, unless: (a) the Trustee shall have been given notice of an 
Event of Default; and (b) the Bondholders of a majority in aggregate principal amount of the 
Bonds then Outstanding shall have requested the Trustee, in writing, to exercise the powers 
thereinabove granted, or to institute such action, suit of proceedings in its or their name, after the 
right to exercise such powers, or rights of action, as the case may be, shall have accrued; and (c) 
the Trustee shall have been offered security and indemnity satisfactory to it against the costs, 
expenses (including but not limited to its counsel’s and/or agent’s reasonable fees and expenses) 
and liabilities to be incurred therein or thereby; and (d) the Trustee shall have refused or 
neglected to comply with such request, within a reasonable time; and (e) such notification, 
request and offer of indemnity are thereby declared in every such case, at the option of the 
Trustee, to be conditions precedent to the execution of the powers and trusts of the Indenture or 
for any other remedy thereunder, it being understood and intended that no one or more 
Bondholders shall have any right in any manner whatever by his or their action to affect, disturb 
or prejudice the security of the Indenture, or to enforce any right thereunder or under the Bonds, 
except in the manner therein provided and that all proceedings at law or in equity shall be 
instituted, had and maintained in the manner therein provided and for the equal benefit of all 
Bondholders. 

Trustee May Enforce Rights Without Possession of Bonds 

All rights of action under the Indenture, or under any of the Bonds secured 
thereby, enforceable by the Trustee, may be enforced by it without the possession of any of the 
Bonds or the production thereof at the trial or other proceedings relative thereto, and any such 
suit, action or proceeding instituted by the Trustee shall be brought in its name for the ratable 
benefit of the Bondholders of the Bonds, subject to the provisions of the Indenture. 
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Remedies Not Exclusive 

No remedy conferred upon or reserved to the Trustee or to the Bondholders is 
intended to be exclusive of any other remedy or remedies, and each and every such remedy shall 
be cumulative, and shall be in addition to every other remedy given thereunder or now or 
thereafter existing at law or in equity or by statute. 

Delays and Omissions Not to Impair Rights 

No delay or omission of the Trustee or of any Bondholder to exercise any right or 
power accruing upon any default, shall impair any such right or power or shall be construed to be 
a waiver of any such default, or an acquiescence therein; and every power and remedy given by 
the remedy provisions of the Indenture to the Trustee and the Bondholders, respectively, may be 
exercised from time to time, and as often as may be deemed expedient. 

Application of Moneys on Event of Default 

Any moneys received by the Authority, the Trustee or a receiver pursuant to any 
right given or action taken under the provisions of the indenture (except (a) moneys received 
upon a drawing under a Credit Facility, which moneys shall be applied only to payment of 
principal of and interest on the related Series of Bonds, (b) monies in the Debt Service Reserve 
Fund shall be applied only to the payment of Bonds secured by such Debt Service Reserve Fund, 
and (c) payments allocated to Municipal Customer Share of Annual Debt Service and Net Debt 
Service Charges), shall be applied in the following order: 

 (a) payment of the costs and expenses of the proceedings resulting in 
the collection of such moneys and of the expenses, liabilities and advances incurred or made by 
the Trustee and/or receiver (including reasonable counsel fees and expenses and reasonable 
payments made to agents and/or consultants); 

 (b) then to the payment of the principal and interest then due and 
unpaid upon Bonds, any Additional Parity Indebtedness or upon the Authority’s obligations 
under one or more Credit Facility Agreements secured as a Parity Reimbursement Obligation 
and to any unpaid Parity Swap Payments, with interest on overdue interest and principal and 
Parity Swap Payment, as aforesaid, without preference or priority of principal over interest or 
Parity Swap Payment or of interest over principal or Parity Swap Payment, or of any such 
installment of interest over any other installment of interest or Parity Swap Payment, or of any 
such obligation over any other obligation, ratably, according to the amounts due respectively for 
principal and interest and Parity Swap Payment and other obligation, to the Person entitled 
thereto without any discrimination or privilege; 

 (c) then to the payment of the principal and interest then due and 
unpaid upon any Subordinated Indebtedness or upon the Authority’s obligations under one or 
more Credit Facility Agreements secured as a Reimbursement Obligation or any Subordinated 
Swap Payment and Swap Termination Payment due and payable to a Swap Counterparty, with 
interest on overdue interest and principal and on such Subordinated Swap Payment and Swap 
Termination Payment, as aforesaid, without preference or priority of principal over interest or of 
interest over principal, or of any installment of interest over any other installment of interest, or 
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of any such obligation over any other obligation, ratably, according to the amounts due 
respectively for principal and interest, Subordinated Swap Payment or Swap Termination 
Payment, to the Person entitled thereto without any discrimination or privilege. 

The surplus, if any, after the principal of and interest on all of the Obligations and all Parity 
Swap Payments, Subordinated Swap Payments and Swap Termination Payments have been paid 
and no Bonds remain Outstanding or other amounts remain due and owing under the Indenture, 
shall be paid to the Authority, or to whoever is lawfully entitled to receive the same or as a court 
of competent jurisdiction may direct. 

Whenever money is to be applied pursuant to the provisions of this provision, 
such money shall be applied at such times, and from time to time, as the Trustee shall determine, 
having due regard to the amount of such money available for application and the likelihood of 
additional money becoming available for such application in the future.  Whenever the Trustee 
shall apply such funds, it shall fix the date (which shall be the earliest practicable date it deems 
suitable and which shall be an Interest Payment Date unless it shall deem another date more 
suitable) upon which such application is to be made and upon such date interest on the amounts 
of principal to be paid on such dates shall cease to accrue.  The Trustee shall give such notice as 
it may deem appropriate of the deposit with it of any such money and of the fixing of any such 
date, and shall not be required to make payment to the holder of any Bond, or any 
Reimbursement Obligation or any Parity Swap Payment, Subordinated Swap Payment or Swap 
Termination Payment until such Bond or Reimbursement Obligation or Swap shall be presented 
to the Trustee for appropriate endorsement or for cancellation if fully paid, or if the Trustee 
otherwise is satisfied that such Bond or Reimbursement Obligation, Swap Payment or Swap 
Termination Payment has been paid. 

Duties of the Trustee 

The Trustee accepts and agrees to execute the trusts created by the Indenture, but 
only upon the additional terms set forth in the Indenture. 

The Trustee shall not be required to take any remedial action, other than the 
giving of notice and drawing on the Credit Facility except in accordance with the directions of 
the Owners of a majority in principal amount of the Bonds (or the Compound Accreted Value 
with respect to the 2013B Bonds) then Outstanding and unless indemnity satisfactory to it is 
furnished for any expense or liability to be incurred therein.  Upon receipt of direction and 
indemnity, as provided above, and after making such investigation, if any, as it deems 
appropriate, the Trustee shall promptly pursue the remedies provided by the Indenture or any of 
such remedies (not contrary to any such direction) as it deems appropriate for the protection of 
the Bondholders. 

The Trustee may exercise any powers under the Indenture and perform any duties 
required of it through attorneys, agents, officers or employees, and shall be entitled to advice of 
Counsel concerning all questions under the Indenture.  The Trustee shall not be responsible for 
actions taken, omitted or suffered on the advice of Counsel.  The Trustee shall not be responsible 
for the default or misconduct of any attorney or agent selected by it with reasonable care.  Except 
as otherwise provided in the Indenture, the Trustee shall not be responsible for any adverse 
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consequences caused by the exercise of its discretion or power under the Indenture or any 
documents executed in connection therewith nor for anything whatsoever in connection with the 
trust under the Indenture, except only its own willful misconduct or gross negligence. 

The Trustee shall be under no obligation to institute any suit, or to take any 
remedial proceedings under the Indenture, or to enter any appearance or in any way defend in 
any suit in which it may be made a defendant, or to take any steps in the enforcement of any 
rights and powers under the Indenture, until it shall be indemnified to its satisfaction against any 
and all reasonable costs and expenses, outlays, counsel fees and expenses and other 
disbursements, and against all liability not due to its willful misconduct, gross negligence or bad 
faith. 

The Trustee, prior to the occurrence of an Event of Default, shall undertake to 
perform such duties and only such duties as are specifically set forth in the Indenture.  If an 
Event of Default has occurred, the Trustee shall take the actions required of it by the Indenture 
and shall exercise such of the other rights and powers vested in it by the Indenture, and use the 
same degree of care and skill in their exercise as a prudent person would exercise under the 
circumstances in the conduct of his or her own affairs. 

Resignation or Removal of Trustee 

The Trustee may resign by notifying the Authority and each Credit Facility Issuer 
and Swap Counterparty at least 60 days prior to the proposed effective date of the resignation.  
The holders of a majority in aggregate principal amount of the Bonds (or the Compound 
Accreted Value with respect to the 2013B Bonds) then Outstanding may remove the Trustee by 
notifying the removed Trustee and may appoint a successor Trustee with the Authority’s consent.  
The Authority may remove the Trustee, by notice in writing delivered to the Trustee (with a copy 
to each Credit Facility Issuer and Swap Counterparty) 60 days prior to the proposed removal 
date; provided, however, that the Authority shall have no right to remove the Trustee during any 
time when an Event of Default has occurred and is continuing or when an event has occurred 
which, with the giving of notice and/or the passage of time, would be an Event of Default. 

No resignation or removal of the Trustee under the Indenture shall be effective 
until a new Trustee has taken office and delivered a written acceptance of its appointment to the 
retiring Trustee and to the Authority; immediately thereafter, the retiring Trustee shall transfer all 
property held by it as Trustee to the successor Trustee, the resignation or removal of the retiring 
Trustee shall then (but only then) become effective and the successor trustee shall have all the 
rights, powers and duties of the Trustee under the Indenture. 

If the Trustee resigns or is removed or for any reason is unable or unwilling to 
perform its duties under the Indenture, the Authority shall promptly appoint a successor trustee. 

Appointment of Successor Trustee 

If the Trustee or any successor trustee resigns or is removed or dissolved, or if its 
property or business is taken under the control of any state or Federal court or administrative 
body, a vacancy shall forthwith exist in the office of the Trustee, and the Authority shall appoint 
a successor and shall mail a copy of such notice to the Paying Agent and each Credit Facility 
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Issuer and Swap Counterparty.  If the Authority fails to make such appointment promptly, the 
Trustee, at the Authority’s expense, may petition a court of competent jurisdiction for the 
appointment of a successor trustee or the holders of a majority in aggregate principal amount of 
the Bonds (or the Compound Accreted Value with respect to the 2013B Bonds) then Outstanding 
may do so, with notice to the Authority, the Paying Agent and each Credit Facility Issuer. 

Qualification of Successor 

A successor trustee must meet the requirements of an Institutional Lender.  A 
successor trustee shall be a national banking association with trust powers, a bank, a bank and 
trust company, or a trust company, which has capital and surplus of at least $200,000,000 and is 
actively engaged in the business of acting as trustee for issues of municipal bonds, if there be one 
able and willing to accept the trust on reasonable and customary terms. 

Amendments and Supplements to the Indenture Without Bondholders’ Consent 

From time to time subject to the conditions and restrictions of the Indenture (and 
if so specified in a Supplemental Indenture, the prior approval of a Credit Facility Issuer), the 
Authority and the Trustee may enter into Supplemental Indentures from time to time, which 
Supplemental Indentures thereafter shall form a part thereof, for any one or more of the 
following purposes: 

 (a) to add to the covenants and agreements of the Authority under the 
Indenture or to surrender any right or power therein reserved or conferred upon the Authority, 
including the implementation of a Consolidation pursuant to the Indenture; or 

 (b) to make such provisions for the purpose of curing any ambiguity, 
or of curing, correcting or supplementing any defective or inconsistent provisions contained in 
the Indenture, or implementing a Consolidation pursuant to the Indenture, or in regard to matters 
or questions arising under the Indenture, as the Authority and the Trustee may deem necessary or 
desirable or for other purposes as the Authority and the Trustee may deem desirable but only to 
the extent that such Supplemental Indenture does not materially adversely affect the rights of the 
Bondholders under the Indenture; or 

 (c) to subject, describe or re-describe any property subjected or to be 
subjected to the lien of the Indenture; or 

 (d) to provide for the issuance of one or more Series of Bonds or other 
Obligations pursuant to the Indenture or for the issuance (or replacement) of a Credit Facility or 
an Authority Loan Commitment or for the execution and delivery of any Swap; or 

 (e) to modify, amend or supplement the Indenture or any 
Supplemental Indenture in such manner as to permit the qualification thereof under the Trust 
Indenture Act of 1939, as amended, or any similar Federal statute thereafter in effect; or 

 (f) to modify, amend or supplement the Indenture in such manner as 
may be necessary to obtain or maintain from the Rating Agencies a securities rating on any 
Series of Bonds or any other Obligations; or 
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 (g) to modify, amend or supplement the Indenture, so long as the 
Trustee receives evidence that the proposed amendment will not cause the securities rating on the 
Series of Bonds or other Obligations affected by such modification, amendment or supplement to 
be lowered, suspended or withdrawn; or 

 (h) to make any changes necessary in order to maintain the tax-exempt 
status of the interest on any Bonds, or to take advantage of any change in tax laws favorable to 
the Bondholders, provided that a Favorable Opinion of Bond Counsel is delivered to the Trustee; 
or 

 (i) to provide for the orderly sale or remarketing of Bonds. 

Amendments With Bondholders’ Consent 

Except as provided below, with the consent of the Bondholders of a majority in 
aggregate principal amount of the Bonds (or the Compound Accreted Value with respect to the 
2013B Bonds) then Outstanding, the Authority and the Trustee may from time to time and at any 
time enter into a Supplemental Indenture for the purpose of adding any provisions or changing in 
any manner or eliminating any of the provisions of the Indenture or of any Supplemental 
Indenture. 

Any Supplemental Indenture that adversely affects the rights of Owners of some 
but less than all Series of Bonds shall be entered into only with the consent of the Bondholders of 
a majority in aggregate principal amount of Bonds (or the Compound Accreted Value with 
respect to the 2013B Bonds) adversely affected thereby, and no such Supplemental Indenture 
shall (A) extend the fixed maturity of the Bonds or reduce the rate of interest thereon or extend 
the time of payment of interest, or reduce the amount of the principal thereof, or reduce any 
premium payable on the redemption thereof, without the consent of the Bondholder of each 
Bond adversely affected thereby or (B) reduce the aforesaid percentage of Bondholders of Bonds 
required to approve any such Supplemental Indenture unless all Bondholders Outstanding of the 
Bonds adversely affected thereby approves such change. 

Except as otherwise provided in the Indenture, with the consent of the 
Bondholders of a majority in aggregate principal amount of the Bonds (or the Compound 
Accreted Value with respect to the 2013B Bonds) then Outstanding, the Authority may from 
time to time and at any time enter into an amendment to the Concession Agreement for the 
purpose of adding any provisions or changing in any manner or eliminating any of the provisions 
of the Concession Agreement. 

Any Change to the Concession Agreement that adversely affects the rights of the 
owners of some but not less than all Series of Bonds shall be entered into only with the consent 
of the Bondholders of a majority in aggregate principal amount of each Series of the Bonds (or 
the Compound Accreted Value with respect to the 2013B Bonds) adversely affected thereby and 
no such Change to the Concession Agreement shall change any of the payments required 
thereunder in such a manner that would have the effect of (A) extending the fixed maturity of the 
Bonds or reducing the rate of interest thereon or extending the time of payment of interest, or 
reducing the amount of principal thereof, or reducing any premium payable on the redemption 
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thereof, without the consent of the Bondholder of each Bond adversely affected thereby or (B) 
reducing the percentage of Bondholders of Bonds required to approve any Change to the 
Concession Agreement, unless all Bondholders outstanding of the Bonds affected thereby 
approve of such change. 

If at any time the Authority shall decide to enter into a Supplemental Indenture or 
Concession Agreement amendment under this provision, the Trustee shall mail a notice (which 
may be prepared by or on behalf of the Authority) to the affected Bondholders and to the Rating 
Agencies briefly setting forth the nature of the proposed changes, and the process pursuant to 
which the proposed Supplemental Indenture or  Concession Agreement amendment may be 
consented to. 

Amendment of Credit Facility, etc. 

Any Supplemental Indenture authorizing the issuance of a Credit Facility may 
provide that such Credit Facility (and any corresponding Credit Facility Agreement) may be 
amended and supplemented in certain circumstances, and may set forth the procedures for the 
execution and delivery of any such amendments or supplements. 

Defeasance 

If the Authority shall pay or cause to be paid, in accordance with the provisions of 
the Indenture, to the Bondholder of any Bond, the principal and interest and premium, if any, to 
become due thereon, at the times and in the manner stipulated therein, then the pledge of the 
Trust Estate and any other moneys and securities pledged and all other rights granted shall be 
discharged and satisfied with respect to such Bond.  In the event the Authority so provides for all 
Outstanding Bonds issued under the Indenture and also provides for the payment of all 
Reimbursement Obligations, Swap Payments and Swap Termination Payments, the Trustee shall, 
upon the request of the Authority execute and deliver to the Authority, all such instruments as 
may be desirable to evidence such discharge and satisfaction and the Trustee shall pay over or 
deliver to the Authority, all moneys or securities held by it pursuant to the Indenture which are 
not required for the payment or redemption of Bonds not theretofore surrendered for such 
payment or redemption. 

Any Bond for the payment or redemption of which funds shall have been set aside 
and shall be held in trust by the Trustee (through deposit of funds for such payment or 
redemption or otherwise) whether at or prior to the maturity or redemption date thereof shall be 
deemed to have been paid within the meaning and with the effect expressed in the Indenture.  
Any Bond shall, prior to the maturity or redemption date thereof, be deemed to have been paid 
within the meaning and with the effect expressed in the Indenture if (a) in case any of said Bonds 
are to be redeemed on any date prior to their maturity, the Authority shall have given to the 
Trustee in form satisfactory to it irrevocable instructions to give notice of redemption of such 
Bonds on said date as provided therein, (b) there shall have been deposited with the Trustee 
either moneys in an amount which shall be sufficient, or noncallable United States Government 
Obligations and/or Advance-Refunded Tax-Exempt Municipal Bonds, the principal of and the 
interest on which when due will provide moneys which, together with the moneys, if any, 
deposited with the Trustee at the same time, shall be sufficient (as verified by a Financial 
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Consultant or an Independent accountant) to pay when due the principal, premium, if applicable, 
and interest due and to become due on said Bonds on and prior to the redemption date or 
maturity date thereof, as the case may be, and (c) if said Bonds are not by their terms subject to 
redemption within the next succeeding 60 days and such Bonds are to be redeemed the Authority 
shall have given the Trustee in form satisfactory to it irrevocable instructions to give notice to the 
Bondholders of such Bonds that the deposit required by (b) above has been made in accordance 
with the Indenture and stating such maturity or redemption date upon which moneys are to be 
available for the payment of the principal and premium, if applicable, on said Bonds.  None of 
the United States Government Obligations, Advance-Refunded Tax-Exempt Municipal Bonds, 
or moneys deposited with the Trustee pursuant to this provision, nor principal or interest payable 
on any such United States Government Obligations and Advance-Refunded Tax-Exempt 
Municipal Bonds, shall be withdrawn or used for any purpose other than, and shall be held in 
trust for, the payment of the principal or premium, if applicable, and interest on said Bonds.  
Notwithstanding clause (1) of the definition of United States Government Obligations, the 
United States Government Obligations deposited need not mature within one year from the date 
of their acquisition but shall mature on or prior to the date when such investments are needed for 
the purposes of this provision.   

Notwithstanding the preceding paragraph, any cash received from such principal 
or interest payments on such United States Government Obligations and Advance-Refunded 
Tax-Exempt Municipal Bonds, deposited with the Trustee, if not then needed for such purpose, 
shall, at the written direction of the Authority and to the extent practicable, be reinvested in 
Investment Securities of the type described in the Indenture maturing at times and in amounts 
sufficient, together with other moneys available for the purpose, to pay when due the principal, 
premium, if applicable, and interest to become due on said Bonds on and prior to the redemption 
date or maturity date thereof, as the case may be and interest earned from such reinvestments 
shall be paid over to the Authority, as received by the Trustee, free and clear of any trust, lien or 
pledge, provided further that any such Investment Securities may be sold, transferred, redeemed 
or otherwise disposed of, and the proceeds thereof applied to the purchase of other Investment 
Securities of the type permitted for this purpose, the principal of and interest on which, when 
due, together with moneys and other Investment Securities of the type described in this provision 
then held by the Trustee for such purpose shall be sufficient to pay when due the principal, 
premium, if applicable, and interest due and to become due on said Bonds on or prior to the 
redemption date or maturity date thereof, as the case may be. 

Anything in the Indenture to the contrary notwithstanding and except as the 
escheat laws of the Commonwealth or other applicable state may otherwise provide, any moneys 
held by the Trustee in trust for the payment and discharge of any of the Bonds which remain 
unclaimed for two years after the date when all of the Bonds have become due and payable, 
either at their stated maturity dates or by call for earlier redemption, if such moneys were held by 
the Trustee at such date, or for two years after the date of deposit of such moneys if deposited 
with the Trustee after the date when all of the Bonds become due and payable, shall, at the 
written request of the Authority, be repaid by the Trustee to the Authority, as its absolute 
property and free from trust, and the Trustee shall thereupon be released and discharged.  In the 
absence of any such written request from the Authority, the Trustee shall from time to time 
deliver such unclaimed funds to or as directed by pertinent escheat authority, as identified by the 
Trustee in its sole discretion, pursuant to and in accordance with applicable unclaimed property 
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laws, rules or regulations.  Any such delivery shall be in accordance with the customary practices 
and procedures of the Trustee and the escheat authority.  Any money held by the Trustee 
pursuant to this paragraph shall be held uninvested and without any liability for interest. 
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SUMMARY OF CERTAIN PROVISIONS OF THE CONCESSION AGREEMENT 

The following is a summary of certain provisions of the Concession Agreement, 
to which reference is made for a complete statement of the provisions thereof.  Words and terms 
used in this summary shall have the meanings set forth in “Appendix D – Definitions of Certain 
Terms” and in the forepart of this Official Statement, unless otherwise indicated. 

Grant of Lease and Concession; Sale of System Assets 

Effective at the Time of Closing, (a) the Concessionaire shall pay the City  the 
Consideration consisting of Two Hundred and Twenty Million Dollars ($220,000,000) in cash 
and (b) the City shall (i) demise and lease the System to the Concessionaire free and clear of 
Encumbrances other than Permitted City Encumbrances, for and during the Term commencing 
on the Closing Date and expiring on the fiftieth (50th) anniversary of the Closing Date (or such 
later date as required pursuant to the terms of the Concession Agreement to effect a Delay Event 
Remedy), unless terminated earlier in accordance with the terms of the Concession Agreement, 
(ii) grant the Concessionaire a right for and during the Term to operate the System and to provide 
Utility Services, and in connection therewith (A) to use, possess, operate, manage, maintain, 
rehabilitate, expand and improve the System and (B) to charge Service Charges and collect 
Revenues in connection with the operation of the System for Utility Purposes and otherwise in 
accordance with and pursuant to the Concession Agreement, and (iii) assign, transfer and 
otherwise convey to the Concessionaire by bill of sale each of the System Assets, free and clear 
of any Encumbrances (other than Permitted City Encumbrances) and the Concessionaire shall 
accept each such demise, lease, grant, assignment, transfer and conveyance. 

The Consideration will be subject to adjustment, up or down, between the Bid 
Date and the period prior to the Closing Date based on certain changes in market rates over that 
period, as set forth in the Concession Agreement.  In no event can the increase exceed four 
percent (4%) without the prior written consent of the Concessionaire or the decrease exceed four 
percent (4%) without the prior written consent of the City.  

The rights granted to the Concessionaire to use, possess, operate, manage, 
maintain and rehabilitate the System and to charge Service Charges and collect Revenues are 
subject to (A) the Reserved Powers of the City, (B) the Municipal Services Agreements and (C) 
the Sludge Agreement. 

Terms of the Lease and Concession 

The Concessionaire, and any Operator on behalf of the Concessionaire, shall 
operate, maintain and improve the System in order to provide Utility Services to the City and the 
users of the System located in the City.  In particular, the capacity of the System, the water 
treatment plant, the water distribution facilities and the sewerage treatment plant and the 
sewerage collection facilities shall at all times be sufficient to meet the needs of the City, the 
residents of the City and the commercial and industrial users of the System that are located in the 
City together with the service obligations to Municipal Customers under the Municipal Service 
Agreements.  The City and the Concessionaire agree to cooperate in the submission by the City 
of sewage services plans required under the Pennsylvania Sewage Facilities Act.  Each such plan 



F-2 

shall include a projection with respect to the expected annual utilization of the treatment facilities 
of the Sewer Utility System for the next 20 years.  Whenever such projection shows that the 
expected utilization of the Sewer Utility System in any future year within the 20 year projection 
period is expected to exceed the then current sewerage treatment capacity of the Sewer Utility 
System, the City and the Concessionaire, acting jointly, shall prepare a capital improvement 
expansion plan and shall seek permit approvals for the expansion of the treatment capacity of the 
Sewer Utility System.  Subject to the Approval of the City, the Concessionaire shall proceed to 
design and construct, or cause to be designed and constructed, the capital improvements to the 
System that are needed to increase the treatment capacity of the Sewer Utility System to meet the 
expected utilization of the Sewer Utility System all in accordance with the sewage services plan 
required under the Pennsylvania Sewerage Facilities Act.  If the capital improvements are 
designed and constructed to meet an increased utilization for an initial year commencing during 
or prior to 2043, then the cost and expense of the design and construction of such capital 
improvements shall be at the sole cost and expense of the Concessionaire.  If the capital 
improvements are designed and constructed to meet an increased utilization for any initial year 
commencing after 2043, then the cost and expense shall be allocated between the City and the 
Concessionaire so that the share of such costs allocated to the Concessionaire shall be the total of 
such costs multiplied by a fraction, the numerator of which is the number of months from the 
month the capital improvement is expected to be placed in service to the month of the End Date, 
minus one and the denominator of which is 240. 

The Concessionaire shall, at all times during the Term, (i) be responsible for all 
aspects of the System Operations, and (ii) maintain and operate the System and cause the System 
Operations to be performed in accordance with the provisions of the Concession Agreement, 
applicable Law and Prudent Industry Practices (provided, however, that the Concessionaire or 
the Operator may contest the application of any Law by appropriate proceedings).  The 
Concessionaire shall, at all times during the Term, cause the System to be continuously open and 
operational for Utility Purposes and the provision of Utility Services, 24 hours a day, every day, 
except that the Concessionaire may close the System or a portion or portions thereof (A) as 
specifically permitted under the Concession Agreement, (B) as required by applicable Law, (C) 
as necessary to comply with any other requirement of the Concession Agreement (including 
closures related to the performance of the Required Capital Improvements or to the performance 
of capital improvements or maintenance or repair activities as required by the Operating 
Standards) or (D) as necessary for temporary closures required to address emergencies, public 
safety or temporary events. 

The Concessionaire agrees to assume and discharge or perform when due, all 
debts, liabilities and obligations whatsoever relating to the System or the System Operations that 
occur, arise out of or relate to, or are based on facts or actions occurring, during the Term, but 
only to the extent such debts, liabilities or obligations do not arise from or relate to any breach by 
the City of any covenant, representation or warranty set forth in the Concession Agreement; 
provided that the Assumed Liabilities shall not include the Excluded Liabilities. 

The Excluded Liabilities shall consist of any debts, liabilities and obligations: (A) 
with respect to the City’s obligations under the Concession Agreement, which the City shall 
perform and discharge when due; (B) arising out of System Operations (including with respect to 
any Municipal Service Agreements and System Contracts) prior to the Time of Closing, which 
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the City shall perform and discharge when due; (C) relating to any System Bonds or any other 
debt or obligations related to the System and incurred by the City or the defeasance thereof, 
which the City shall perform and discharge; (D) with respect to any Hazardous Substance 
existing at the Time of Closing that during the Term has a Material Adverse Effect on System 
Operations or System Concession Value; (E) violations arising under any Environmental Law 
and solely related to (1) the ownership, operation or condition of the System at any time prior to 
the Time of Closing or (2) any Hazardous Substance contaminant that was released at, on, under 
or from the System at any time prior to the Time of Closing or (F) with respect to Uncompleted 
Work, which the City shall complete in a timely manner. 

All Project Costs related to the remediation of violations set forth in the EPA 
Administrative Orders are to be undertaken by the Concessionaire at the sole cost and expense of 
the City, and are Excluded Liabilities.  The Project Costs are to be funded from the proceeds of 
sale of the Administrative Order Bonds and other City funds to be deposited into the 
Administrative Order Fund. 

The Concessionaire shall, at all times during the Term, be entitled to and shall 
have the quiet possession and enjoyment of the System and the rights and privileges granted to 
the Concessionaire, subject to (i) the City’s remedies upon a Concessionaire Default and (ii) the 
provisions contained in the Concession Agreement.  The Concessionaire’s rights to use the 
System to provide Utility Services and to impose and collect Service Charges are subject to the 
right of the City, in accordance with the terms of the Concession Agreement, to monitor 
compliance with the Concession Agreement to ensure that the System is used and operated as 
required by the Concession Agreement.  Any entry by the City or any of its Representatives onto 
the System required or permitted under the Concession Agreement shall not constitute a reentry, 
trespass or a breach of the covenant for quiet enjoyment contained in the Concession Agreement.  
The City shall, at all times during the Term, defend its fee or leasehold interest title, as the case 
may be, to the System, the Concessionaire’s leasehold interest in and to the System and the rights 
granted to the Concessionaire under the Concession Agreement, or any portion thereof, against 
any Person claiming any interest adverse to the City or the Concessionaire in the System, or any 
portion thereof, except where such adverse interest arises as a result of the act, omission, 
negligence, misconduct or violation of Law of the Concessionaire, its Affiliates or their 
respective Representatives. 

No Encumbrances 

The Concessionaire shall not do any act or thing that will create any Encumbrance 
(other than a Permitted Concessionaire Encumbrance) against the System and shall promptly 
remove any Encumbrance (other than a Permitted Concessionaire Encumbrance) against the 
System, unless the Encumbrance came into existence as a result of an act of or omission by the 
City or a Person claiming through it which in turn was not caused by an act or omission of the 
Concessionaire.  The Concessionaire shall not be deemed to be in default under the Concession 
Agreement if the Concessionaire continuously, diligently and in good faith contests any such 
Encumbrance, or the validity thereof (or causes such contest), by appropriate legal proceedings 
that shall operate to prevent the foreclosure of any such Encumbrance, provided that the 
Concessionaire has given (i) advance notification to the City that it is the intent of the 
Concessionaire to contest the validity or collection thereof or cause such contest and (ii) unless a 
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bond or other security is provided in connection with such proceedings, a satisfactory indemnity 
to the City or deposit with the City of a Letter of Credit, title insurance endorsement (or similar 
instrument), indemnity bond, surety bond, cash or Eligible Investment reasonably satisfactory to 
the City in an amount equal to the amount of the claim or Encumbrance, plus such interest and 
penalties, court costs, or other charges as the City may reasonably estimate to be payable by the 
Concessionaire at the conclusion of such contest or as is required to provide insurance over any 
potential Encumbrance; provided, however, that in the event such Letter of Credit, cash or 
Eligible Investment shall be so deposited, the same shall be held until such claim or other 
imposition shall have been released and discharged and shall thereupon be promptly returned to 
the Concessionaire, less any amounts reasonably expended by the City to procure such release or 
discharge, or any loss, cost, damage, reasonable attorneys’ fees or expense incurred by the City 
by virtue of the contest of such Encumbrance. 

The City shall not do any act or thing that will create any Encumbrance (other 
than a Permitted City Encumbrance) against the System and shall promptly remove any 
Encumbrance (other than a Permitted City Encumbrance) against the System that came into 
existence as a result of an act of or omission by the City or a Person claiming through the City.  
The City shall not be deemed to be in default under the Concession Agreement if the City 
continuously, diligently and in good faith contests any such Encumbrance, or the validity thereof 
(or causes such contest), by appropriate legal proceedings that shall operate to prevent the 
foreclosure of any such Encumbrance, provided that the City has given advance notification to 
the Concessionaire that it is the intent of the City to contest the validity or collection thereof or 
cause such contest. 

The Concessionaire, if requested by the City and at the cost and expense of the 
City, shall use its reasonable efforts to assist the City in attempting to remove any Encumbrance 
that has come into existence as a result of an act or omission by the City.  The City, if requested 
by the Concessionaire and at the Concessionaire’s costs and expense, shall use its reasonable 
efforts to assist the Concessionaire in attempting to remove any Encumbrance that has come into 
existence as a result of an act of or omission by the Concessionaire; provided that nothing therein 
shall obligate the City to waive, modify or otherwise limit or affect the enforcement by the City 
of any applicable Law with respect to the System or any activities generating Revenues. 

Existence of the Authority 

Under Section 5607(d)(1) of the Authorities Act the Concessionaire’s existence 
and authority is limited to a term of no more than fifty (50) years (or such further period or 
periods as may be provided in articles of amendment to its articles of incorporation duly adopted 
under Section 5605(e) of the Authorities Act); the Concessionaire’s current articles of 
incorporation reflect an expiration of its existence and authority on June 9, 2049.  The 
Concessionaire shall maintain such existence and shall take no action to terminate its existence 
prior to June 9, 2049 pursuant to Section 5619 of the Authorities Act or any other applicable 
Law, and shall take such actions under Section 5605(a)(2) as are needed, on or before December 
31, 2048, to extend its term of existence to a date later than the End Date.  If, as of January 1, 
2049, the term of existence of the Concessionaire has not been extended to a date later than the 
End Date, then the Concession Agreement shall terminate on May 10, 2049 and the Reversion 
Date shall be May 11, 2049. 
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Rights of the City to Access and Perform Work on the System 

The City reserves (for itself and any of its Representatives, grantees, tenants, 
mortgagees, licensees and others claiming by, through or under the City) and shall, at all times 
during the Term, have the right to enter the System and each and every part thereof at all 
reasonable times and upon reasonable prior notice to perform each of the following at the City’s 
own cost and expense (other than if pursuant to clause (ii) or (iii)): 

(i) to inspect the System or determine whether or not the Concessionaire is in 
compliance with its obligations under the Concession Agreement or applicable Law; 

(ii) if a Concessionaire Default then exists, subject to the cure rights of the 
Leasehold Mortgagee set forth in the Concession Agreement, to make any necessary repairs to 
the System and perform any work therein; 

(iii) in the event of an emergency or danger that threatens to cause injury to 
individuals (or damage to property) or to impair the continuous operation of the System and if 
the Concessionaire is not then taking all reasonably necessary steps to rectify or deal with said 
emergency or danger, to take actions as may be reasonably necessary to rectify such emergency 
or danger (in which case, no notice shall be necessary); 

(iv) as may be necessary to design, construct, operate, service, manage, 
maintain, repair, rehabilitate or replace any Affected Property owned or controlled by the City 
that is located within the boundaries of the System, including, without limitation, utilities and 
storage and maintenance facilities located within portions of the Affected Property that is located 
within the boundaries of the System; 

(v) to (A) install, design, manage, maintain, repair and rehabilitate any 
existing or future safety measures (whether provided by the City or third parties at the City’s 
instruction) in, on, under, across, over or through the System (including surveillance equipment 
and other safety equipment), (B) grant easements and rights on, over, under or within the System 
for the benefit of suppliers or owners of any such measures and (C) use the System in connection 
with any such installation, design, management, maintenance, repair or rehabilitation (provided 
that notwithstanding the foregoing clauses (A), (B) and (C), the Concessionaire shall have the 
right, at all times during the Term, to install, design, manage, maintain, repair and rehabilitate 
safety measures for its own account (and not for lease, resale or service to third parties) to the 
extent that the said safety measures are necessary for the System Operations); 

(vi) to design, construct, operate, service, manage, maintain, repair, 
rehabilitate or replace any Affected Property, other than as provided in clause (v); 

(vii) to (A) install, design, manage, maintain, repair and rehabilitate any 
existing or future utilities or similar services (whether provided by the City or third parties at the 
City’s instruction) in, on, under, across, over or through the System (including water and sewer 
lines, power transmission lines, fiber optic cable, other communications and other equipment), 
(B) grant easements and rights on, over, under or within the System for the benefit of suppliers 
or owners of any such utilities or services and (C) use the System in connection with any such 
installation, design, management, maintenance, repair or rehabilitation (provided that 
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notwithstanding the foregoing clauses (A), (B) and (C), the Concessionaire shall have the right, 
at all times during the Term, to install, design, manage, maintain, repair and rehabilitate utilities 
or other services for its own account (and not for lease, resale or service to third parties) to the 
extent that the said utilities or services are necessary for the System Operations); and 

(viii) to, solely in accordance with the terms thereof, do any other act or thing 
that the City may be obligated to do or have a right to do under the Concession Agreement; 

provided, however, that the City shall comply with all safety provisions of which 
it is made aware by the Concessionaire or the Operator, and the City shall cause its Contractors 
to comply with such safety provisions; provided further, that the City shall not be obligated to 
make any payments to the Concessionaire for such access (other than Concession Compensation 
to the extent required thereunder) and the City shall use reasonable efforts to minimize 
interference with the System Operations in connection with any entry on the System.  The City 
shall pay to the Concessionaire the Concession Compensation, after demand by the 
Concessionaire, resulting from any entry to or action on the System pursuant to clauses (iv), (v), 
(vi), (vii) and (viii); provided, however, that no Concession Compensation shall be paid to the 
Concessionaire with respect to any entry to or action on the System undertaken by or at the 
direction of the City to remedy any hazard created by the Concessionaire or the Operator. 

Municipal Service Agreements 

As of the Bid Date the City is a party to a Municipal Service Agreement with each 
of the Municipal Customers.  The Concessionaire or the Operator on behalf of the 
Concessionaire shall take all reasonable measures to coordinate the Utility Services provided by 
the System to meet the needs of the City and the Municipal Customers.  The City agrees that it 
will enforce its rights under each Municipal Service Agreement including, without limitation, its 
right to impose and collect Service Charges for Utility Services provided to the Municipal 
Customers by means of the System.  During the Term of the Concession Agreement, (A) the City 
shall not waive, by its action or inaction, any material right or claim granted or held by the City 
under the Municipal Service Agreements and it accepts the affirmative duty to enforce its rights 
under the Municipal Service Agreements, (B) the City shall not amend, modify, renew, extend or 
otherwise change the terms and conditions of any Municipal Service Agreement in any manner 
that affects the Concessionaire Interest without the prior written consent of the Concessionaire, 
which consent shall not be unreasonably conditioned, withheld or delayed and (C) the 
Concessionaire and the Operator shall be entitled to participate in all meetings between the City 
and a Municipal Customer relating to the Municipal Service Agreement of that Municipal 
Customer, including, without limitation, meetings relating to the provision of Utility Services 
and the payment therefor.  In connection with the System Operations and the provision of Utility 
Services to the Municipal Customers pursuant to the Municipal Service Agreements, the 
Concessionaire, or the Operator on behalf of the Concessionaire, shall act as the agent of the City 
and specifically agrees to perform all of the contractual obligations of the City under each of the 
Municipal Service Agreements strictly in accordance with the terms of the Municipal Service 
Agreements. 
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Sludge Agreement 

Under the terms and provisions of the Sludge Agreement, the City is required to 
deliver both municipal solid waste, (or “MSW” as such term is defined in the Sludge Agreement) 
and sludge.  The delivery of MSW under the Sludge Agreement shall continue to be the 
exclusive obligation of the City, and the Concessionaire shall only be obligated to deliver sludge 
as provided in the Sludge Agreement.  With respect to the payment and performance obligations 
of the City under the Sludge Agreement, from and after the Closing Date, the Assumed 
Liabilities of the Concessionaire are limited to those payment and performance obligations 
related to sludge. 

Capital Improvements 

The Concessionaire shall be responsible for all capital improvements with respect 
to the System required to be completed during the Term in accordance with the terms of the 
Concession Agreement, including as required by the Operating Standards and by Change of 
Law, which capital improvements include, without limitation, the Required Capital 
Improvements and Major Capital Improvements.  The City shall be responsible for the funding 
of the Project Costs of the Administrative Order Project to be undertaken by the Concessionaire.  
The Concessionaire may undertake at its sole cost and expense and subject to the Approval of the 
City, the expansion of the System for the provision of Utility Services subject to the provisions 
of the Concession Agreement regarding the expansion of sewerage treatment capacity.  The 
Concessionaire shall have no responsibility to pay for any fines or penalties under the EPA 
Administrative Orders, and shall have no liability under the EPA Administrative Orders, unless 
any such fines or penalties or other costs or liabilities are imposed as a direct result of the failure 
of the Concessionaire to implement the Administrative Order Project. 

At the Closing, the Concessionaire shall deliver to the City a preliminary asset 
management plan for the System for the period running from the Closing until the first 
anniversary thereof which plan shall include the Major Capital Improvements and any other 
capital improvements that are necessary for the performance of the System Operations in 
accordance with the Operating Standards and Prudent Industry Practices during such period.  
Following the Closing Date, the Concessionaire shall develop, in consultation with the City, an 
initial five-year asset management plan for the System which shall include the Major Capital 
Improvements and any other capital improvements that are necessary for the performance of the 
System Operations in accordance with the Operating Standards and Prudent Industry Practices.  
The Five-Year Capex Plan shall initially include the Required Capital Improvements and other 
Major Capital Improvements.  Implementation and timing of the works described in the Capex 
Plan shall be carried out in accordance with the Operating Standards based upon the asset 
management programs to be developed in accordance with the Operating Standards.  The Capex 
Plan shall: (A) be developed on the basis of regulatory and industry standards pursuant to which 
assets are evaluated and catalogued based on condition, criticality, cost, risk of failure and 
consequence of failure; (B) prioritize maintenance and capital expenditures so as to extend the 
useful life of the System and the components thereof; and (C) include an outline of the work 
anticipated to be carried out and an estimate of the costs associated with such works.  Each 
Capex Plan shall be considered by the City within 30 days of its submission and shall be subject 
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to the Approval of the City, which Approval shall not be unreasonably conditioned, delayed or 
withheld. 

The Concessionaire shall update the Five-Year Capex Plan and submit such 
updated plan to the City for review and comment (i) no later than 60 days prior to the end of each 
full Reporting Year ending after the Closing Date and (ii) at any other time at which the 
Concessionaire reasonably believes that the Five-Year Capex Plan should be updated, and such 
updated plan shall become the Capex Plan for the purposes of the Concession Agreement. 

Capex Fund 

No later than January 1, 2033 the Concessionaire shall establish the Capex Fund.  
The moneys in the Capex Fund shall be used to pay that portion of the cost of Major Capital 
Improvements that cannot be recovered during the Term as a Capital Cost Recovery Charge 
because the last day of the Cost Recovery Period of the Major Capital Improvement to be funded 
by such Capital Cost Recovery Charge is later than the End Date determined without regard to 
any earlier termination of the Concession Agreement.  The Concessionaire may withdraw 
moneys from the Capex Fund to pay costs incurred with respect to a Major Capital Improvement 
meeting the requirements of the Concession Agreement to the extent such costs are not 
includible in the Capital Cost Recovery Charge for the Major Capital Improvement.  For each 
Reporting Year, commencing with the 2033 Reporting Year, the Concessionaire shall deposit 
into the Capex Fund an amount of money equal to the Capex Fund Deposit Requirement for that 
Reporting Year.  The Capex Fund Deposit Requirement for each Reporting Year shall be funded 
by the Concessionaire in two equal installments.  The first installment shall be due and payable 
on the first Business Day of April of the Reporting Year and the second installment shall be due 
and payable on the first Business Day of October of the Reporting Year.  At the direction of the 
Concessionaire, moneys in the Capex Fund may be invested in Eligible Investments maturing (i) 
prior to the End Date, without the Approval of the City, or (ii) on or after the End Date, subject 
to the Approval of the City.  On the Reversion Date, any moneys or securities held in the Capex 
Fund shall be applied first to pay any unpaid Termination Compensation, AA-Compensation and 
Concession Compensation and any amount remaining shall be paid over to the City. 

Administrative Order Fund 

On or prior to the Closing Date the City shall establish the Administrative Order 
Fund and thereafter, from time to time, the City shall deposit therein such amount of money as 
shall be needed for the punctual payment of Project Costs.  The moneys in the Administrative 
Order Fund shall be used to pay Project Costs that are undertaken by the Concessionaire to 
remediate the violations cited in the EPA Administrative Orders.  From time to time, the 
Concessionaire may requisition from the Administrative Order Fund moneys to reimburse the 
Concessionaire for Project Costs incurred.  The failure of the City to maintain the Administrative 
Order Fund in an amount sufficient for the punctual payment of Project Costs shall be a 
Compensation Event for which the Concessionaire shall be entitled to Concessionaire 
Compensation.  After payment of all Project Costs, any moneys and securities remaining in the 
Administrative Order Fund shall be paid to the City.  At the direction of the City moneys in the 
Administrative Order Fund may be invested in Eligible Investments. 
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Imposition of Service Charges 

The Initial Schedule of Rates shall be in full force and effect on the Closing Date.  Pursuant to 
the Ordinance, the City established and approved the Service Charges to be charged by the 
Concessionaire as specified under the Concession Agreement, as such Service Charges shall be 
adjusted from time to time in accordance with the provisions thereof.  In accordance with and 
subject to the provisions of the Ordinance and the Concession Agreement, the Concessionaire 
shall, at all times during the Term, revise from time to time, the Schedule of Service Charges for 
the use of the System and for the provision of Utility Services by means of the System.  Any 
Schedule of Service Charges for a Municipal Customer under a Municipal Service Agreement 
shall conform to the terms and conditions contained in that Municipal Service Agreement. 

Prior to January 2016 the Concessionaire shall not revise the Schedule of Service 
Charges from the Initial Schedule of Rates in effect on the Closing Date, without the prior 
approval of such revisions by the City, which approval shall be at the sole discretion of the City, 
provided that no City Approval shall be required for any revision of the Schedule of Service 
Charges established by the Concessionaire to fund or finance Major Capital Improvements, 
Changes of Law, Leasehold Tax Adjustments, Major Force Majeure Events, DRBC Charges, Net 
Debt Service Payments or Demand Shortfall Recoveries, all as permitted by the Concession 
Agreement.  This provision is not a limitation on any Service Charge that may be imposed 
pursuant to a Sewer Service Agreement or pursuant to the Water Service Agreement with the 
Authority. 

For the 2016 calendar year and each calendar year thereafter, the Concessionaire 
shall establish the Schedule of Service Charges for each class or type of Utility Service (other 
than Service Charges determined pursuant to a Municipal Services Agreement).  The Annual 
Rate Adjustment for any such calendar year may not result in an increase in Service Charges for 
each class or type of Utility Service in excess of the Permitted Annual Rate Adjustment for that 
calendar year.  Each such Annual Rate Adjustment and the resulting new Schedule of Service 
Charges shall take effect as of the first day of the calendar year and shall remain in effect for the 
entire calendar year. 

In addition to the Service Charges otherwise imposed, the Concessionaire may 
also impose a Capital Cost Recovery Charge to recover the capital costs of Major Capital 
Improvements.  The City acknowledges that the Concessionaire is authorized to charge and 
collect Capital Recovery Fees.  The amount of Capital Recovery Fees charged with respect to the 
capital cost of a Major Capital Improvement, net of a reasonable reserve for delinquent 
Assessments, shall be applied to reduce the Capital Cost Recovery Charge for the Major Capital 
Improvement.  The Concessionaire agrees that any Capital Recovery Fees collected from users 
of the System shall be applied to pay the costs of capital improvements to the System, including 
Major Capital Improvements.  If the Concessionaire seeks to impose a Capital Cost Recovery 
Charge it shall submit to the City a written report detailing the capital cost of the Major Capital 
Improvement, any change in costs of operation and maintenance of the System, the sources for 
funding such capital cost, including, where applicable, the Capex Fund, the Administrative Order 
Fund, any Assessments and any Connection Fee collected or to be collected, the expected placed 
in service date of the Major Capital Improvement, the expected average useful life of the Major 
Capital Improvement and the proposed Capital Cost Recovery Charge for the Major Capital 
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Improvement which the Concessionaire proposes to impose for each Reporting Year over the 
term of the Cost Recovery Period.  The report shall be considered by the City within 30 days of 
its submission and shall be subject to the Approval of the City, which Approval shall not be 
unreasonably conditioned, delayed or withheld, provided however that the City may withhold its 
Approval of any proposed Capital Cost Recovery Charge that includes for any Reporting Year 
during the permitted Cost Recovery Period a Capital Cost Recovery Charge that is greater than 
200% of the Capital Cost Recovery Charge for any other Reporting Year.  Following the 
completion of each Major Capital Improvement, the Concessionaire and the City shall confer 
regarding any adjustments to the Capital Cost Recovery Charge that may be necessary or 
appropriate based on the total costs, fees and expenses incurred by the Concessionaire to design 
and construct the Major Capital Improvement.  The Parties shall proceed in good faith to 
negotiate and agree upon any adjustments to the Capital Cost Recovery Charge that are mutually 
acceptable to the City and the Concessionaire.  Any Approved Capital Cost Recovery Charge 
may be imposed during the entire Cost Recovery Period.   

The Schedule of Service Charges shall be subject to prospective annual 
adjustment, upward or downward, on account of any Change of Law in order to reflect any 
changed cost or expense related to the System and incurred by the Concessionaire as a result 
thereof, all as may be reasonably agreed to by the City and the Concessionaire.  If the City and 
the Concessionaire are unable to so agree, the adjustment of the Schedule of Service Charges 
shall be resolved pursuant to the Concession Agreement. 

For any period that a Leasehold Tax is to be paid by the Concessionaire, the 
Concessionaire may also impose upon all users of the System a Service Charge to pay the 
Leasehold Tax, which Service Charge shall be in addition to the Service Charges otherwise 
imposed. 

In addition to the Service Charges otherwise imposed under the Concession 
Agreement, the City, pursuant to action taken by the City Council, may approve an increase in 
Service Charges to fund any amounts due from the City to the Concessionaire pursuant to certain 
provisions of the Concession Agreement. 

The Concessionaire may also impose upon all users of the System a Service 
Charge in any calendar year to fund the Major Force Majeure Unfunded Loss for that calendar 
year, which Service Charge shall be in addition to the Service Charges otherwise imposed. 

The Concessionaire may also impose upon all users of the System a Service 
Charge to pay any DRBC Charge, which Service Charge shall be in addition to the Service 
Charges otherwise imposed. 

There shall be imposed upon all users of the System (other than Municipal 
Customers obligated to pay a portion of the Project Cost of the Administrative Order Project 
pursuant to their Municipal Service Agreement) a Service Charge in any calendar year to fund 
the Net Debt Service Payment for that calendar year, which Service Charge shall be in addition 
to the Service Charges otherwise imposed. 
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The Concessionaire may also impose upon all Retail Water Customers a Service 
Charge in any Demand Shortfall Recovery Year to recover the Annual Shortfall Recovery 
Amount that may be recovered in that Demand Shortfall Recovery Year, which Service Charge 
shall be in addition to the Service Charges otherwise imposed. 

Representations and Warranties of the City 

The City makes the following representations and warranties to the 
Concessionaire and acknowledges that the Concessionaire and its Representatives are relying 
upon such representations and warranties in entering into the Concession Agreement: 

(a) The City is a municipal corporation and city of the third class, duly 
organized and existing under the Constitution and laws of the Commonwealth of Pennsylvania 
and the City of Allentown Home Rule Charter. 

(b) The City Council has (i) duly adopted an ordinance authorizing the 
Transaction, which remains in full force and effect, (ii) duly authorized and approved the 
execution and delivery of the Concession Agreement and (iii) duly authorized and approved the 
performance by the City of its obligations contained in the Concession Agreement.  The City has 
the power and authority to enter into the Concession Agreement and to do all acts and things and 
execute and deliver all other documents as are required thereunder to be done, observed or 
performed by it in accordance with the terms thereof. 

(c) The Concession Agreement has been duly authorized, executed and 
delivered by the City and constitutes a valid and legally binding obligation of the City, 
enforceable against the City in accordance with the terms thereof, subject only to applicable 
bankruptcy, insolvency and similar laws affecting the enforceability of the rights of creditors 
generally and to general principles of equity. 

(d) At the Time of Closing, the City will have good and marketable title to the 
System necessary for the System Operations pursuant to the Concession Agreement, subject only 
to Permitted City Encumbrances and Permitted Concessionaire Encumbrances (other than the 
Permitted Concessionaire Encumbrances specified in clause (iv), clause (viii) and clause (ix) as it 
pertains to clauses (iv) and (vii), of the definition of the term “Permitted Concessionaire 
Encumbrances”).  Subject to any and all Permitted City Encumbrances and Permitted 
Concessionaire Encumbrances (other than the Permitted Concessionaire Encumbrances specified 
in clause (iv), clause (vii) and clause (viii) as it pertains to clauses (iv) and (vii), of the definition 
of the term “Permitted Concessionaire Encumbrances”) existing at the Time of Closing, there is 
no recorded or unrecorded agreement, contract, option, commitment, right, privilege or other 
right of another binding upon, or which at any time in the future may become binding upon, the 
City to sell, transfer, convey, subject to lien, charge, grant a security interest in, or in any other 
way dispose of or materially encumber any portion of the System.  The recorded or unrecorded 
restrictions, exceptions, easements, rights of way, reservations, limitations, interests and other 
matters that affect title to the System (or any portion thereof) do not and will not materially 
adversely affect the Concessionaire’s ability to operate the System in accordance with the terms 
thereof.  Following defeasance of the outstanding System Bonds pursuant to the Concession 
Agreement, no obligation of the City will be secured by any right or interest in the System or the 
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revenues or income therefrom and no Person will have any claim or right to, or interest in, any 
income, profits, rents, or revenue derived from or generated with respect to the System (other 
than the Concessionaire under the Concession Agreement and any claims, rights or interests 
granted by or otherwise relating to the Concessionaire); provided, however, that the foregoing 
shall not apply to (i) revenues to which the City is or may become entitled under the provisions 
of the Concession Agreement or (ii) revenues and income derived after the End Date. 

(e) The execution and delivery of the Concession Agreement by the City, the 
consummation of the transactions contemplated thereby (including the operation of the System in 
accordance with the terms of the Concession Agreement) and the performance by the City of the 
terms, conditions and provisions thereof has not and will not contravene or violate or result in a 
breach of (with or without the giving of notice or lapse of time, or both) or acceleration of any 
material obligations of the City under (i) any applicable Law or (ii) any agreement, instrument or 
document to which the City is a party or by which it is bound. 

(f) No consent is required to be obtained by the City from, and no notice or 
filing is required to be given by the City to or made by the City with, any Person (including any 
Governmental Authority) in connection with the execution, delivery and performance by the City 
of the Concession Agreement or the consummation of the transactions contemplated thereby as 
of Closing, except for those consents which have been obtained or will be obtained on or before 
Closing or, with respect to the performance of the City’s obligations after Closing, those 
consents which the City has obtained or reasonably expects to obtain in the ordinary course prior 
to the time when such consent is required. 

(g) (i) To the best of the City’s knowledge, the City has operated and is 
operating the System in compliance, in all material respects, with all applicable Laws, 
Authorizations and Permits and is not in breach of any applicable Law, Authorization or Permit 
that would have a Material Adverse Effect on the operations of the System or on the 
Concessionaire Interest.  There are no Authorizations or Permits from any Governmental 
Authority necessary for the operation of the System as currently being operated except for those 
Authorizations and Permits listed in the Concession Agreement.  The System, when operated and 
maintained in accordance with Prudent Industry Practices and as configured, as of the Bid Date 
is, and as of the Closing Date will be, capable of being operated in compliance with the 
Operating Standards and without an Operational Breach. 

 (ii) Except as disclosed to the Concessionaire prior to the Bid Date, 
there are no facts, circumstances, conditions or occurrences regarding the System that could 
reasonably be expected to give rise to any environmental claims or governmental enforcement 
actions that could reasonably be expected to have a Material Adverse Effect, and there are no 
past, pending or threatened environmental claims or governmental enforcement actions against 
the City that individually or in the aggregate could reasonably be expected to have a Material 
Adverse Effect. 

 (iii) There is no action, suit or proceeding, at law or in equity, or before 
or by any Governmental Authority, pending nor, to the best of the City’s knowledge, threatened 
against the City prior to or at the Time of Closing, which will have a material adverse effect on 
the operations of the System.  As of the date of the Concession Agreement, there is no action, 
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suit or proceeding, at Law or in equity, or before or by any Governmental Authority, pending 
nor, to the best of the City’s knowledge, threatened against the City which could materially 
affect the validity or enforceability of the Concession Agreement. 

(h) The financial statements of the System for the fiscal years ending 
December 31 of each of the years 2009 to 2011, inclusive, fairly present the financial position 
and results of operations of the portion or portions of the System reflected in such financial 
statements as of the dates and for the periods stated in such financial statements in accordance 
with generally accepted accounting principles, as applied to governmental units. 

(i) Each System Contract not terminated in accordance with the Concession 
Agreement, the Sludge Agreement and each Municipal Service Agreement is in full force and 
effect.  The City has provided or caused to be provided to Concessionaire true, accurate and 
complete copies (including all exhibits, schedules, amendments, modifications, amendments, 
renewals and other attachments) of the Sludge Agreement, each System Contract not terminated 
in accordance with the Concession Agreement and each Municipal Service Agreement.  The City 
is not in material breach of its obligations under any such System Contract, Sludge Agreement or 
Municipal Service Agreement, and no act or event has occurred which, with notice or lapse of 
time, or both, would constitute a material breach thereof, and to the knowledge of the City no 
other party to any such System Contract, Sludge Agreement or Municipal Service Agreement is 
in material breach of its obligations under any such System Contract, Sludge Agreement or 
Municipal Service Agreement, and no act or event has occurred with respect to any such party, 
which with notice or lapse of time, or both, would or is reasonably be expected to constitute a 
material breach thereof.  The System Contracts, the Sludge Agreement and the Municipal 
Service Agreements are all of the material contracts and agreements (i) to which the City is a 
party that relate to the System Operations or (ii) that bind the City with respect to the System in 
any material respect. 

(j) All insurance policies set forth in the Concession Agreement are in full 
force and effect with respect to the period between the date thereof and the Time of Closing or 
will be replaced with like insurance policies that will be in full force and effect through the Time 
of Closing. 

(k) Since December 31, 2011, there has not been any transaction or 
occurrence that has resulted or is reasonably likely to result in a Material Adverse Effect. 

(l) Except for Public Financial Management, Inc., whose fees will be paid by 
the City, there is no investment banker, broker, finder or other intermediary which has been 
retained by or is authorized to act on behalf of the City who might be entitled to any fee or 
commission from the City in connection with the transactions contemplated by the Concession 
Agreement. 

(m) To the knowledge of the City, all consultant reports and financial 
information prepared by the City in connection with the Transaction and all historical financial 
statements and results of operations regarding the System that the City provided to the 
Concessionaire in the virtual data room was accurate in all material respects at the time such 
information was prepared. 
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The representations and warranties of the City shall survive and continue in full 
force and effect for the benefit of the Concessionaire as follows: (i) as to the representations and 
warranties contained in subsections (a) through (g), inclusive, without time limit; and (ii) as to all 
other matters, for a period of 24 months following the Closing Date unless a bona fide notice of a 
Claim shall have been given, in writing in accordance with the Concession Agreement, prior to 
the expiry of that period, in which case the representation and warranty to which such notice 
applies shall survive in respect of that Claim until the final determination or settlement of that 
Claim, provided such determination or settlement is being pursued diligently and in good faith 
by the applicable Party. 

Representations and Warranties of the Concessionaire 

The Concessionaire makes the following representations and warranties to the 
City (and acknowledges that the City is relying upon such representations and warranties in 
entering into the Concession Agreement): 

(a) The Concessionaire is a municipal authority duly organized and existing 
and in good standing under the Constitution and laws of the Commonwealth of Pennsylvania. 

(b) The Concessionaire has the power and authority to enter into the 
Concession Agreement and to do all acts and things and execute and deliver all other documents 
as are required thereunder to be done, observed or performed by it in accordance with the terms 
thereof. 

(c) The Concession Agreement has been duly authorized, executed and 
delivered by the Concessionaire and constitutes a valid and legally binding obligation of the 
Concessionaire, enforceable against it in accordance with the terms thereof, subject only to 
applicable bankruptcy, insolvency and similar laws affecting the enforceability of the rights of 
creditors generally and to general principles of equity. 

(d) The execution and delivery of the Concession Agreement by the 
Concessionaire, the consummation of the transactions contemplated thereby and the performance 
by the Concessionaire of the terms, conditions and provisions thereof has not and will not 
contravene or violate or result in a material breach of (with or without the giving of notice or 
lapse of time, or both) or acceleration of any material obligations of the Concessionaire under (i) 
any applicable Law, (ii) any material agreement, instrument or document to which the 
Concessionaire is a party or by which it is bound or (iii) the articles, bylaws or governing 
documents of the Concessionaire. 

(e) No consent is required to be obtained by the Concessionaire from, and no 
notice or filing is required to be given by the Concessionaire to or made by the Concessionaire 
with, any Person (including any Governmental Authority) in connection with the execution, 
delivery and performance by the Concessionaire of the Concession Agreement or the 
consummation of the transactions contemplated thereby, except for such consents which have 
been obtained and notices which have been given as of the date thereof. 

(f) The Concessionaire is not in breach of any applicable Law that could have 
a material adverse effect on the operations of the System or the Concessionaire.  Neither the 
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Concessionaire nor any Affiliate of the Concessionaire is listed on any of the following lists 
maintained by the Office of Foreign Assets Control of the United States Department of the 
Treasury, the Bureau of Industry and Security of the United States Department of Commerce or 
their successors, or on any other list of Persons with which the City may not do business under 
applicable Law: the Specially Designated Nationals List, the Denied Persons List, the Unverified 
List, the Entity List and the Debarred List.  There is no action, suit or proceeding, at law or in 
equity, or before or by any Governmental Authority, pending nor, to the best of the 
Concessionaire’s knowledge, threatened against the Concessionaire prior to or at the Time of 
Closing, which will have a material adverse effect on (i) the transactions contemplated by the 
Concession Agreement or (ii) the validity or enforceability of the Concession Agreement. 

(g) To the extent the Operator is not the Concessionaire, the Concessionaire 
represents and warrants as follows:  to the best knowledge of the Concessionaire: (i) the Operator 
is duly organized, validly existing and in good standing under the laws of the state of its 
organization; (ii) the capital stock of the Operator (including options, warrants and other rights to 
acquire capital stock) is owned by the Persons set forth in the written certification that the 
Concessionaire delivered to the City prior to the date of the Concession Agreement; (iii) the 
Operator has the power and authority to do all acts and things and execute and deliver all other 
documents as are required thereunder to be done, observed or performed by it in connection with 
its engagement by the Concessionaire; (iv) the Operator has all necessary expertise, 
qualifications, experience, competence, skills and know-how to perform the System Operations 
in accordance with the Concession Agreement; and (v) the Operator is not in breach of any 
applicable Law that would have a material adverse effect on the operations of the System or any 
Operator. 

(h) All information regarding the Concessionaire’s qualifications set forth in 
the response to the request for System concessionaire qualifications and the response to the 
request for proposals delivered by or on behalf of the Concessionaire to the City in connection 
with the execution of the Concession Agreement is true, accurate and correct in all material 
respects. 

(i) Except for any broker or advisor whose fees will be paid by the 
Concessionaire or its Affiliates, there is no investment banker, broker, finder or other 
intermediary which has been retained by or is authorized to act on behalf of the Concessionaire 
or any of its Affiliates who might be entitled to any fee or commission in connection with the 
transactions contemplated by the Concession Agreement. 

The representations and warranties of the Concessionaire shall survive and 
continue in full force and effect for the benefit of the City as follows: (i) as to the representations 
and warranties contained in subsections (a) through (i), inclusive, without time limit; and (ii) as 
to all other matters, for a period of 24 months following the Closing Date unless a bona fide 
notice of a Claim shall have been given, in writing in accordance with the Concession 
Agreement, before the expiry of that period, in which case the representation and warranty to 
which such notice applies shall survive in respect of that Claim until the final determination or 
settlement of that Claim, provided such determination or settlement is being pursued diligently 
and in good faith by the applicable Party. 
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Indemnification 

The Concessionaire shall indemnify and hold harmless the City and each of its 
Representatives from and against any Losses actually suffered or incurred by the City or any 
such Representative, based upon, arising out of, occasioned by or attributable to (i) any failure by 
the Concessionaire, the Operator or each of their respective Representatives to comply with, 
observe or perform any of the covenants, obligations, agreements, terms or conditions in the 
Concession Agreement or any breach by the Concessionaire of its representations or warranties 
set forth therein, (ii) any Assumed Liabilities, (iii) any Tax or mortgage recording charge 
attributable to any Transfer of the Concessionaire Interest or any part thereof by the 
Concessionaire or (iv) any claim for brokerage commissions, fees or other compensation by any 
Person who acted on behalf of the Concessionaire or its Representatives in connection with the 
Concession Agreement, any Transfer of the Concessionaire Interest or any part thereof or any 
other matter affecting the System; provided, however, that, except with respect to Claims 
resulting from Third Party Claims, Claims are made in writing within a period of three years 
following the expiration of the Term or earlier termination of the Concession Agreement or 
within such shorter period as may be prescribed by the applicable statute of limitations. 

The City shall indemnify and hold harmless the Concessionaire and each of its 
Representatives against and from and against any Losses actually suffered or incurred by the 
Concessionaire or any such Representative, based upon, arising out of, occasioned by or 
attributable to (i) any failure by the City or its Representatives to comply with, observe or 
perform any of the covenants, obligations, agreements, terms or conditions in the Concession 
Agreement or any breach by the City of its representations or warranties set forth therein, (ii) any 
Excluded Liabilities, (iii) any claim for brokerage commissions, fees or other compensation by 
any Person who acted on behalf of the City or any of its Representatives in connection with the 
Concession Agreement, or any other matter affecting the System or (iv) any claims resulting, 
directly or indirectly, from operation of the facility to which the sludge is delivered pursuant to 
the Sludge Agreement or the handling of such sludge by the operator of such facility; provided, 
however, that, (A) except with respect to Claims resulting from Third Party Claims, Claims are 
made in writing within a period of three years of the expiration of the Term or earlier termination 
of the Concession Agreement or within such shorter period as may be prescribed by the 
applicable statute of limitations, (B) nothing in the Concession Agreement shall be construed as 
a waiver of the City’s governmental immunity and related limitations on liability as to damages 
on account of any injury to a person or property pursuant to the Pennsylvania Political 
Subdivisions Tort Claims Act, and the City shall not be required to indemnify the Concessionaire 
for any such personal injury or property damages (including Third Party Claims as to such 
damages) except to the extent provided under Pennsylvania Political Subdivisions Tort Claims 
Act and (C) the indemnity in clause (iv) in this provision shall not apply to the extent such claim 
results, directly or indirectly, from a failure on the part of the Concessionaire or the Operator, as 
the case may be, to comply with the requirements of the Concession Agreement, including, but 
not limited to, compliance with Operating Standards for the sewage treatment plant that is part of 
the Sewer Utility System. 

No Claim may be made by the Concessionaire or its Representatives against (i) 
the City under the Concession Agreement for the breach of any representation or warranty made 
or given by the City in the Concession Agreement unless (A) the Loss suffered or incurred by the 
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Concessionaire or its Representatives in connection with such breach is in excess of $10,000 and 
(ii) the aggregate of all Losses suffered or incurred by the Concessionaire or its Representatives 
in connection with breaches of representations and warranties exceeds $2,000,000 in the 
aggregate, in which event the amount of all such Losses in excess of such amount may be 
recovered by the Concessionaire or its Representatives; provided, however, that the maximum 
aggregate liability of the City to the Concessionaire or its Representatives in respect of such 
Losses shall not exceed 50% of the Consideration; provided further that this provision shall not 
apply to Claims for the breach of the representations or warranties in subsections (a), (b), (c), (d), 
(e), (f) or (g) under “Representations and Warranties of the City” above; or to Claims for 
fraud, intentional misrepresentation or intentional breach of the representations or warranties. 

Insurance 

The Concessionaire shall provide and maintain at the Concessionaire’s own 
expense, or cause to be maintained, during the Term and during any time period following 
expiration if the Concessionaire is required to return and perform any additional work, the 
insurance coverages and requirements specified below, insuring the System and all System 
Operations. 

(a) The Concessionaire shall provide or cause to be provided Workers’ 
Compensation Insurance, as prescribed by applicable Law, covering all employees who agree to 
provide a service under the Concession Agreement and Employer’s Liability Insurance coverage 
with limits of not less than $500,000 each accident or illness or disease. 

(b) The Concessionaire shall provide or cause to be provided Commercial 
General Liability Insurance or equivalent with limits of not less than $25,000,000 per occurrence 
and in the annual aggregate, which limits may be met through a combination of primary and 
excess or umbrella policies, for bodily injury, personal injury and property damage liability.  
Coverage shall include the following:  all premises and operations, products/completed 
operations, explosion, collapse, underground, separation of insureds, defense, terrorism (to the 
extent commercially available) and contractual liability (with no limitation endorsement).  The 
City is to be named as an additional insured on a primary, non-contributory basis for any liability 
arising under or in connection with the Concession Agreement. 

(c) When any motor vehicles (owned, non-owned or hired) are used in 
connection with work to be performed, the Concessionaire shall provide or cause to be provided 
Automobile Liability Insurance with limits of not less than $10,000,000 per occurrence, which 
limits may be met through a combination of primary and excess or umbrella policies, for bodily 
injury and property damage.  The City is to be an additional insured on a primary, non-
contributory basis. 

(d) When the Concessionaire undertakes any construction, maintenance or 
repairs to the System, including improvements and betterments pursuant to the Concession 
Agreement, the Concessionaire shall provide or cause to be provided, All Risk Builder’s Risk 
Insurance at replacement cost for materials, supplies, equipment, machinery and fixtures that are 
or will be part of the System.  For all purposes of this provision, the term “System” does not 
include underground water mains and sewer lines.  Coverage shall include, but not be limited to, 
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the following:  right to partial occupancy, boiler and machinery, business income, valuable 
papers and other consequential loss, when applicable with aggregate sublimits for catastrophic 
perils of earthquake, flood and named wind which are the best available on commercially 
reasonably terms.  The City shall be a named insured and, subject to the claims of any Leasehold 
Mortgagee, as a loss payee. 

(e) When any architects, engineers, construction managers or other 
professional consultants perform work of a material nature in connection with the Concession 
Agreement, the Concessionaire shall cause such professional consultants to provide Professional 
Liability Insurance covering acts, errors or omissions shall be maintained with limits of not less 
than $2,000,000.  Any contractual liability exclusion applying to the policy shall not apply to the 
extent the professional would otherwise be liable for loss under the policy in the absence of a 
contract.  When policies are renewed or replaced, the policy retroactive date shall coincide with, 
or precede, start of work in connection with the Concession Agreement.  A claims-made policy 
which is not renewed or replaced shall have an extended reporting period of two years. 

(f) The Concessionaire shall obtain or cause to be obtained All Risk Property 
Insurance at full replacement cost, covering all loss, damage or destruction to the System, 
including improvements and betterments, which insurance may be provided on a blanket basis 
with reported building values, which shall include the value of the coverage for the System 
required thereunder.  For all purposes of this provision, the term “System” does not include 
underground water mains and sewer lines.  Coverage shall include the following:  equipment 
breakdown, collapse, water including overflow, leakage, sewer backup or seepage, utility 
interruption, debris removal, business ordinance or law for increased cost of construction, extra 
expense, boiler and machinery, valuable papers and, to the extent commercially available, 
terrorism and aggregated sublimits for flood, earthquake and named wind (with coverage limits 
Approved by the City).  Coverage shall also include business income, which shall be subject to a 
limit that is separate from and in addition to the limit of full replacement cost for property unless 
part of a blanket loss limit.  The City is to be a named insured on such All Risk Property 
Insurance.  Subject to the claims of any Leasehold Mortgagee, the City and the Depositary are to 
be named as loss payees.  The Concessionaire shall be responsible for any loss or damage to City 
property at full replacement cost.  The Concessionaire shall be responsible for all loss or damage 
to personal property (including materials, fixtures/contents, equipment, tools and supplies) of the 
Concessionaire unless caused by the City or its Representatives. 

(g) When any work is to be done adjacent to or on railroad or transit property, 
the Concessionaire shall provide or shall cause to be provided, with respect to the operations that 
the Concessionaire or Contractors perform, Railroad Protective Liability Insurance in the name 
of the applicable railroad or transit entity.  The policy shall have limits of not less than 
$2,000,000 per occurrence and $6,000,000 in the aggregate for losses arising out of injuries to or 
death of all persons, and for damage to or destruction of property, including the loss of use 
thereof. 

Adverse Actions 

An Adverse Action shall occur if the City, the Commonwealth of Pennsylvania 
(or any agency thereof) or the County of Lehigh takes any action or actions at any time during 
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the Term (including enacting, amending or repealing any Law) and the effect of such action or 
actions, individually or in the aggregate, is reasonably expected (i) to be principally borne by the 
Concessionaire and (ii) to have a material adverse effect on the fair market value of the 
Concessionaire Interest greater than $250,000, Adjusted for Inflation, from the Closing Date to 
the date of such Adverse Action (whether as a result of decreased Revenues, increased expenses 
or both), except where such action is in response to any act or omission on the part of the 
Concessionaire that is illegal (other than an act or omission rendered illegal by virtue of the 
Adverse Action) or such action is otherwise permitted under the Concession Agreement; 
provided, however, that none of the following shall be an Adverse Action: (A) the exercise by 
the City of its Reserved Powers where the City has reasonable cause to exercise such Reserved 
Powers for the protection of the public health or safety, (B) the exercise of law enforcement, 
subpoena or investigating powers by the City or any Governmental Authority and (C) the 
imposition of a Tax of General Application or an increase in any Tax of General Application. 

If an Adverse Action occurs, the Concessionaire shall have the right (exercisable 
in its sole discretion) to (1) be paid by the City the Concession Compensation with respect 
thereto, or (2) if the value of the Concession Compensation exceeds twenty five percent (25%) of 
the System Concession Value, terminate the Concession Agreement and be paid by the City the 
Termination Compensation being the greater of (A) the System Concession Value and (B) the 
lesser of (i) the amount required to retire all Leasehold Mortgage Debt and pay Breakage Costs 
related to the retirement of all Leasehold Mortgage Debt and (ii) the sum of Remaining 
Amortized Rent and the Breakage Costs related to the retirement of all Leasehold Mortgage Debt 
minus the amount of any monetary compensation (including without limitation insurance 
proceeds and condemnation proceeds) received by the Concessionaire, or to which the 
Concessionaire is entitled by contract, by operation of Law or by a final unappealable order of a 
court of competent jurisdiction, in respect of such Adverse Action. 

If the Concessionaire has elected to exercise its right to AA-Compensation, the 
City shall pay the amount of Concession Compensation claimed to the Concessionaire within 90 
days following the date of receipt of the AA-Notice, or if a AA-Dispute Notice has been given, 
then not later than 90 days following the date of determination of the AA-Compensation 
(together with interest at the Bank Rate from the date of receipt of the AA-Dispute Notice to the 
date on which payment is made), provided that, subject to the right of the Concessionaire to 
receive interest at the Bank Rate on the payment owed by the City from the date of receipt of the 
AA-Dispute Notice to the date on which payment is made, the City may defer any such payment 
for an additional 90 days if the City determines, in its reasonable discretion, that such additional 
period is necessary in order to obtain financing or otherwise to obtain the necessary funds to 
make such a payment. 

If the Concessionaire has elected to exercise its right to terminate the Concession 
Agreement in connection with an Adverse Action, the Concession Agreement subject to the 
provisions therein shall terminate 90 days following the date of receipt of the AA-Notice, by the 
City, and the City shall pay an amount equal to the aggregate of (i) the Termination 
Compensation, plus (ii) without duplication, the reasonable, documented out-of-pocket and costs 
and expenses incurred by the Concessionaire as a result of such termination, less (iii) (A) any 
insurance or condemnation proceeds received by the Concessionaire in respect of all or any 
portion of the System as a result of such Adverse Action and (B) in the case of a condemnation 
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by the Commonwealth of Pennsylvania (or any agency thereof) or the County of Lehigh the 
present value of any net insurance or condemnation proceeds that the Concessionaire is 
reasonably likely to receive in the future in respect of all or any portion of the System as a result 
of such Adverse Action to the Concessionaire on the Reversion Date or, if the Termination 
Damages are determined on a date subsequent to the Reversion Date, then not later than 90 days 
following the date of determination of the Termination Damages (together with interest at the 
Bank Rate from the Reversion Date to the date on which payment is made), provided that, 
subject to the right of the Concessionaire to receive interest at the Bank Rate on the payment 
owed by the City from the date of receipt of the AA-Dispute Notice to the date on which 
payment is made, the City may defer any such payment for an additional 120 days if the City 
reasonably determines that such additional period is necessary in order to obtain financing to 
make such a payment; provided, however, that any amounts received by the Concessionaire or 
any Leasehold Mortgagee from any insurance policies payable as a result of damage or 
destruction to the System that has not been remedied prior to the Reversion Date, shall, to the 
extent not used to remedy such effects, be deducted from the amount payable by the City to the 
Concessionaire, so long as the City has not received any such amounts pursuant to the 
Concession Agreement 

If the City wishes to remedy the occurrence of an Adverse Action, the City shall 
give notice thereof to the Concessionaire within 30 days following the date of receipt of the AA-
Notice.  If the City gives such notice it must remedy the Adverse Action within 180 days 
following the date of receipt of the AA-Notice, or, if a AA-Dispute Notice, has been given, 
within 180 days following the final award to the effect that an Adverse Action occurred.  If the 
City elects to remedy the occurrence of an Adverse Action within the applicable period of time, 
the right of the Concessionaire shall be limited to a claim for AA-Compensation with respect to 
such Adverse Action. 

If the City wishes to mitigate the occurrence of an Adverse Action by the 
Commonwealth of Pennsylvania (or any agency thereof) or the County of Lehigh, the City shall 
give notice thereof to the Concessionaire within 30 days following the date of receipt of the AA-
Notice.  If the City gives such notice it must effect an increase in Service Charges within 60 days 
following the receipt of the AA-Notice or, if an AA-Dispute Notice has been given, within 60 
days following the final award to the effect that an Advance Action occurred.  In the event that 
the increased Service Charges do not fully mitigate the Concessionaire’s claim for AA-
Compensation, the Concessionaire shall submit a revised claim for AA-Compensation for 
payment by the City. 

Delay Events and Concession Compensation 

If the Concessionaire is affected by a Delay Event, it shall give notice to the City 
within 10 Business Days following the date on which it first became aware of such Delay Event 
(provided that in the case of such Delay Event being a continuing cause of delay, only one notice 
shall be necessary), which notice shall include (i) a statement of which Delay Event the claim is 
based upon, (ii) details of the circumstances from which the delay arises and (iii) an estimate of 
the delay in the performance of obligations under the Concession Agreement attributable to such 
Delay Event and information in support thereof, if known at that time.  The City shall, after 
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receipt of any such notice, be entitled by notice to require the Concessionaire to provide such 
further supporting particulars as the City may reasonably consider necessary. 

The Concessionaire shall notify the City within 10 Business Days following the 
date on which it first became aware that a Delay Event has ceased. 

Subject to the Concessionaire giving the notice required in the Concession 
Agreement, a Delay Event shall excuse the Concessionaire from whatever performance is 
prevented by the Delay Event referred to in such notice for such appropriate number of days as 
the Parties determine, each acting reasonably.  If the Parties cannot agree upon the period of 
extension, then each Party shall be entitled to refer the matter to the dispute resolution procedure 
in the Concession Agreement.  This provision shall not excuse the Concessionaire from the 
performance and observance under the Concession Agreement of all obligations and covenants 
not affected by the Delay Event.  Notwithstanding the occurrence of a Delay Event, the 
Concessionaire shall continue its performance and observance under the Concession Agreement 
of all of its obligations and covenants to the extent that it is reasonably able to do so and shall use 
its reasonable efforts to minimize the effect and duration of the Delay Event.  Nothing therein 
shall permit or excuse noncompliance with a change to applicable Laws. 

If a Delay Event occurs that has the effect of causing physical damage or 
destruction to the System that results in the System being substantially unavailable for Utility 
Purposes and such effect continues for a period in excess of 120 days and has a material adverse 
effect on the fair market value of the Concessionaire Interest (“material adverse effect” being 
defined solely for this purpose as greater than one percent (1%) of the Consideration, Adjusted 
for Inflation, from the Closing Date to the date of the Delay Event), and insurance policies 
payable (or that should have been payable but for the breach of an obligation to take out and 
maintain such insurance policy by the Concessionaire) or condemnation or other similar 
proceeds are insufficient to restore the Concessionaire to the same economic position as it would 
have been in the absence of such event, then the Concessionaire shall have the right to extend the 
Term for a period that would be sufficient so to compensate the Concessionaire and to restore it 
to the same economic position as it would have been in had such Delay Event not occurred, 
which time period shall not exceed the length of time during which the System was substantially 
unavailable for Utility Purposes. 

Concessionaire Default 

The occurrence of any one or more of the following events during the Term shall 
constitute a Concessionaire Default under the Concession Agreement: 

(i) if the Concessionaire fails to comply with, perform or observe any 
material obligation, covenant, agreement, term or condition in the Concession Agreement, and 
such failure continues unremedied for a period of 90 days following notice thereof (giving 
particulars of the failure in reasonable detail) from the City to the Concessionaire or for such 
longer period as may be reasonably necessary to cure such failure, provided, in the latter case, 
that the Concessionaire has demonstrated to the satisfaction of the City, acting reasonably, that 
(A) it is proceeding, and will proceed, with all due diligence to cure or cause to be cured such 
failure, (B) its actions can be reasonably expected to cure or cause to be cured such failure within 
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a reasonable period of time acceptable to the City, acting reasonably and (C) such failure is in 
fact cured within such period of time; 

(ii) if the Concession Agreement or all or any portion of the Concessionaire 
Interest is Transferred in contravention of the Concession Agreement and such failure continues 
unremedied for a period of 10 Business Days following notice thereof from the City to the 
Concessionaire; 

(iii) if the Concessionaire fails to comply with the requirements or directives of 
a final award in a matter submitted to dispute resolution in accordance with the Concession 
Agreement, and such failure continues unremedied for a period of 30 days following notice 
thereof from the City to the Concessionaire, or for such longer period as may be reasonably 
necessary to cure such failure, provided, in the latter case, that the Concessionaire has 
demonstrated to the satisfaction of the City, acting reasonably, that (A) it is proceeding, and will 
proceed, with all due diligence to cure or cause to be cured such failure, (B) its actions can be 
reasonably expected to cure or cause to be cured such failure within a reasonable period of time 
acceptable to the City, acting reasonably and (C) such failure is in fact cured within such period 
of time; 

(iv) if the Concessionaire (A) admits, in writing, that it is unable to pay its 
debts as such become due, (B) makes an assignment for the benefit of creditors, (C) files a 
voluntary petition under Title 9 or Title 11 of the United States Bankruptcy Code, or if such 
petition is filed against it and an order for relief is entered, or if the Concessionaire files any 
petition or answer seeking, consenting to or acquiescing in any reorganization, arrangement, 
composition, readjustment, liquidation, dissolution or similar relief under the United States 
Bankruptcy Code or any other present or future applicable Law, or shall seek or consent to or 
acquiesce in or suffer the appointment of any trustee, receiver, custodian, assignee, sequestrator, 
liquidator or other similar official of the Concessionaire or of all or any substantial part of its 
properties or of the System or any interest therein, or (D) takes any corporate action in 
furtherance of any action described in this provision; 

(v) if within 90 days after the commencement of any proceeding against the 
Concessionaire seeking any reorganization, arrangement, composition, readjustment, liquidation, 
dissolution or similar relief under the United States Bankruptcy Code or any other present or 
future applicable Law, such proceeding has not been dismissed, or if, within 90 days after the 
appointment, without the consent or acquiescence of the Concessionaire, of any trustee, receiver, 
custodian, assignee, sequestrator, liquidator or other similar official of the Concessionaire or of 
all or any substantial part of its properties or of the System or any interest therein, such 
appointment has not been vacated or stayed on appeal or otherwise, or if, within 90 days after the 
expiration of any such stay, such appointment has not been vacated; 

(vi) if a levy under execution or attachment has been made against all or any 
part of the System or any interest therein as a result of any Encumbrance (other than a Permitted 
Concessionaire Encumbrance) created, incurred, assumed or suffered to exist by the 
Concessionaire or any Person claiming through it, and such execution or attachment has not been 
vacated, removed or stayed by court order, bonding or otherwise within 60 days after the 
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Concessionaire becomes aware of such levy, unless such levy resulted from actions or omissions 
of the City or its Representatives; 

(vii) the failure by the Concessionaire or the Operator to pay when due all taxes 
(or in the case of contested taxes to escrow the disputed amount pending final resolution of any 
appeal), fees or other monetary obligations payable to the City with respect to the System or 
Utility Services, which failure shall continue (i) in the case of the Concessionaire for thirty (30) 
days, or (ii) in the case of the Operator for sixty (60) days, after written notice thereof from the 
City to the Concessionaire; 

(viii) the failure by the Concessionaire to pay any Operations Liquidated 
Damages Amount as provided in the Concession Agreement; 

(ix) if the Concessionaire repudiates in writing any of its material obligations 
under the Concession Agreement; or 

(x) if a Health and Safety Default shall have occurred and be continuing. 

Upon the occurrence of a Concessionaire Default, the City may, by notice to the 
Concessionaire with a copy to the Leasehold Mortgagee in accordance with the terms thereof, 
declare the Concessionaire to be in default and may, subject to the rights of the Leasehold 
Mortgagee under the Concession Agreement and to the provisions of the Concession Agreement, 
do any or all of  the following as the City, in its discretion, shall determine: 

(i) the City may terminate the Concession Agreement by giving 60 days’ 
prior notice to the Concessionaire upon the occurrence of (A) a Concessionaire Default that 
consists of a failure to comply with, perform or observe any Operating Standard if such 
Concessionaire Default creates a material danger to the safety of System Operations or a material 
impairment to the System or to the continuing use of the System for Utility Purposes and the 
public purpose requirements of the Concession Agreement or (B) any other Concessionaire 
Default; provided, however, that the Concessionaire shall be entitled to cure a Concessionaire 
Default by (i) agreeing within such 60-day period to pay any Losses sustained as a result of such 
Concessionaire Default or (ii) providing the City with a written work plan within such 60-day 
period outlining the actions by which the Concessionaire will ensure future compliance with 
either (x) the obligation, covenant, agreement, term or condition in the Concession Agreement or 
(y) the requirements or directives of the issued final award that the Concessionaire failed to 
perform or observe, which work plan is Approved by the City, but any failure of the 
Concessionaire to comply in any material respect with such Approved work plan following 45 
days’ notice of such failure from the City to the Concessionaire shall be deemed to be a 
Concessionaire Default and the entitlement of the Concessionaire to cure such Concessionaire 
Default by the delivery of an Approved work plan shall not apply thereto; 

(ii) if the Concessionaire Default is by reason of the failure to pay any monies 
to another Person, the City may (without obligation to do so) make payment on behalf of the 
Concessionaire of such monies, and any amount so paid by the City shall be payable by the 
Concessionaire to the City within five Business Days after demand therefor; 
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(iii) subject to the cure rights of the Leasehold Mortgagee set forth in the 
Concession Agreement, the City may cure the Concessionaire Default (but this shall not obligate 
the City to cure or attempt to cure a Concessionaire Default or, after having commenced to cure 
or attempted to cure a Concessionaire Default, to continue to do so), and all costs and expenses 
reasonably incurred by a City in curing or attempting to cure the Concessionaire Default, shall be 
payable by the Concessionaire to the City within five Business Days after written demand 
therefor; provided, however, that (A) the City shall not incur any liability to the Concessionaire 
for any act or omission of the City or any other Person in the course of remedying or attempting 
to remedy any Concessionaire Default and (B) the City’s cure of any Concessionaire Default 
shall not affect the City’s rights against the Concessionaire by reason of the Concessionaire 
Default; 

(iv) the City may seek specific performance, injunction or other equitable 
remedies, it being acknowledged that damages are an inadequate remedy for a Concessionaire 
Default; 

(v) the City may seek to recover their Losses arising from such 
Concessionaire Default and any amounts due and payable under the Concession Agreement and, 
in connection therewith, exercise any recourse available to any Person who is owed damages or a 
debt; 

(vi) with respect to those Concessionaire Defaults that entitle the City to 
terminate the Concession Agreement, the City may terminate the Concessionaire’s right of 
possession of the System, and in such event, the City or the City’s agents and servants may 
immediately or at any time thereafter re-enter the System and remove all Persons and all or any 
property therefrom, by any available action under law or proceeding at law or in equity, and with 
or without terminating the Concession Agreement, and repossess and enjoy the System; 
provided, however, that no reentry by the City shall be construed as an election on its part to 
terminate the Concession Agreement unless a notice of such intention is given to the 
Concessionaire; provided further that any re-entry or termination of the Concession Agreement 
made in accordance with the Concession Agreement as against the Concessionaire shall be valid 
and effective against the Concessionaire even though made subject to the rights of a Leasehold 
Mortgagee to cure any default of the Concessionaire and continue as in the place of the 
Concessionaire under the Concession Agreement or a new concession and lease agreement as 
provided therein; 

(vii) the City may, subject to applicable Law, distrain against any of the 
Concessionaire’s goods situated on the System and the Concessionaire waives any statutory 
protections and exemptions in connection therewith; 

(viii) subject to the cure rights of the Leasehold Mortgagee set forth in the 
Concession Agreement, the City may close any and all portions of the System;  

(ix) immediately upon a Health and Safety Default the City may take 
immediate possession of the System or any part thereof for so long as may be necessary to cure 
the Health and Safety Default and may take any subsequent actions to cure the Health and Safety 
Default and protect the public health, safety and welfare; and 
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(x) the City may exercise any of its other rights and remedies provided for 
thereunder or at law or equity. 

City Default 

The occurrence of any one or more of the following events during the Term shall 
constitute a City Default under the Concession Agreement: 

(i) if the City fails to comply with or observe any material obligation, 
covenant, agreement, term or condition in the Concession Agreement (other than an Adverse 
Action) and such failure continues unremedied for a period of 90 days following notice thereof 
(giving particulars of the failure in reasonable detail) from the Concessionaire to the City or for 
such longer period as may be reasonably necessary to cure such failure, provided, in the latter 
case, that the City has demonstrated to the satisfaction of the Concessionaire, acting reasonably, 
that (A) it is proceeding with all due diligence to cure or cause to be cured such failure, and (B) 
its actions can be reasonably expected to cure or cause to be cured such failure within a 
reasonable period of time acceptable to the Concessionaire, acting reasonably and (C) such 
failure is in fact cured within such period of time; or 

(ii) if the City fails to comply with the requirements or directives of a final 
award in a matter submitted to dispute resolution in accordance the Concession Agreement and 
such default continues unremedied for a period of 30 days following notice thereof from the 
Concessionaire to the City, or for such longer period as may be reasonably necessary to cure 
such failure, provided, in the latter case, that the City has demonstrated to the satisfaction of the 
Concessionaire, acting reasonably, that (A) it is proceeding, and will proceed, with all due 
diligence to cure or cause to be cured such failure, (B) its actions can be reasonably expected to 
cure or cause to be cured such failure within a reasonable period of time acceptable to the 
Concessionaire, acting reasonably and (C) such failure is in fact cured within such period of 
time; or 

(iii) if a levy under execution or attachment has been made against all or any 
part of the System or the Concessionaire Interest as a result of any Encumbrance (other than a 
Permitted City Encumbrance) created, incurred, assumed or suffered to exist by the City or any 
Person claiming through it, and such execution or attachment has not been vacated, removed or 
stayed by court order, bonding or otherwise within a period of 60 days, unless such levy resulted 
from actions or omissions of the Concessionaire or its Representatives or if all or a material part 
of the System shall be subject to a condemnation or similar taking by the City or any agency of 
the City; or 

(iv) if the City (A) admits, in writing, that it is unable to pay its debts as such 
become due, (B) makes an assignment for the benefit of creditors, (C) files a voluntary petition 
under Title 9 of the United States Bankruptcy Code, or if the City files any petition or answer 
seeking, consenting to or acquiescing in any reorganization, arrangement, composition, 
readjustment, liquidation, dissolution or similar relief under the United States Bankruptcy Code 
or any other present or future applicable Law, or shall seek or consent to or acquiesce in or suffer 
the appointment of any trustee, receiver, custodian, assignee, sequestrator, liquidator or other 
similar official of the City, or of all or any substantial part of its properties (in each case, to the 
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extent applicable to a political subdivision), or (D) takes any action in furtherance of any action 
described in this provision; or if within 90 days after the commencement of any proceeding 
against the City seeking any reorganization, arrangement, composition, readjustment, liquidation, 
dissolution or similar relief under the United States Bankruptcy Code or any other present or 
future applicable Law, such proceeding has not been dismissed, or if, within 90 days after the 
appointment, without the consent or acquiescence of the City, of any trustee, receiver, custodian, 
assignee, sequestrator, liquidator or other similar official of the City or of all or any substantial 
part of its properties (in each case, to the extent applicable to a political subdivision), such 
appointment has not been vacated or stayed on appeal or otherwise, or if, within 90 days after the 
expiration of any such stay, such appointment has not been vacated; or 

(v) if the City repudiates in writing any of its material obligations under the 
Concession Agreement; or 

(vi) if (A) a court of competent jurisdiction enters a final and unappealable 
judgment order against the City in any action, suit or proceeding brought against the City, which 
action, suit or proceeding was not brought by or supported in any way by the Concessionaire, 
any Operator, any Representative, any Leasehold Mortgagee or any other Person acting on 
behalf of any of the foregoing or any other Person having an pecuniary interest in the Concession 
Agreement, and (B) as a result of such final and unappealable judgment order (i) it becomes 
unlawful for the City to comply with or observe any material obligation, covenant, agreement, 
term or condition in the Concession Agreement or (ii) any material obligation, covenant, 
agreement, term or condition of the City under the Concession Agreement becomes 
unenforceable against the City; and (C) the Parties, acting in good faith and within a reasonable 
time, are unable to reform the Concession Agreement to conform to the requirements of such 
judgment order; provided that the entry of such judgment order shall not constitute a City 
Default if, within 270 days following the entry of such judgment order, (i) a Law is enacted that 
validates or confirms the lawful authority of the City, or grants to the City the lawful authority, 
to perform its contractual obligations under the Concession Agreement notwithstanding such 
judgment order or otherwise remedies the City Default and (ii) the City reimburses the 
Concessionaire for any unreimbursed Losses attributable to such judgment order and accrued 
during the period from the date of entry of such judgment order to the date of enactment of such 
Law. 

Upon the occurrence of a City Default, the Concessionaire may by notice to the 
City declare the City to be in default and may, subject to the provisions of the Concession 
Agreement, do any or all of the following as the Concessionaire, in its discretion, shall 
determine: 

(i) the Concessionaire may terminate the Concession Agreement by giving 60 
days’ prior notice to the City; provided, however, that the City shall be entitled to cure a City 
Default pursuant to the Concession Agreement by (A) agreeing within such 60-day period to pay 
any Losses sustained as a result of such City Default or (B) providing the Concessionaire with a 
written work plan within such 60-day period outlining the actions by which the City will ensure 
future compliance with either (x) the obligation, covenant, agreement, term or condition in the 
Concession Agreement or (y) the requirements or directives of the issued final award that the 
City failed to perform or observe, which work plan is approved by the Concessionaire (which 
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approval shall not be unreasonably withheld, delayed or conditioned), but any failure of the City 
to comply in any material respect with such approved work plan following 60 days’ notice of 
such failure from the Concessionaire to the City shall be deemed to be a City Default and the 
entitlement of the City to cure such City Default by the delivery of an approved work plan shall 
not apply thereto; and upon such termination the City shall be obligated to pay to the 
Concessionaire the Termination Compensation plus, without duplication, the reasonable out-of-
pocket and documented costs and expenses incurred by the Concessionaire as a result of such 
termination; 

(ii) the Concessionaire may seek specific performance, injunction or other 
equitable remedies, it being acknowledged that damages are an inadequate remedy for a City 
Default; 

(iii) the Concessionaire may seek to recover its Losses caused by the City 
Default and any amounts due and payable under the Concession Agreement and, in connection 
therewith, exercise any recourse available to any Person who is owed damages or a debt; and 

(iv) the Concessionaire may exercise any other rights and remedies provided 
for thereunder or available at law or equity. 

Consequences of Termination or Reversion 

Upon the termination of the Concession Agreement pursuant to the terms therein, 
notwithstanding any claims the Parties may have against the other Party, the following 
provisions shall apply: 

(a) the Concessionaire shall, without action whatsoever being necessary on 
the part of the City, well and truly surrender and deliver to the City the System (including all 
improvements to the System), the System Assets and all tangible and intangible personal 
property of the Concessionaire (including inventories) that is located on the System and used in 
connection with the System Operations in good order, condition and repair (reasonable wear and 
tear excepted), determined reasonably in accordance with the then applicable Operating 
Standards, free and clear of all Encumbrances other than (w) Permitted Concessionaire 
Encumbrances set forth in clause (iv), clause (viii) and clause (ix) as it pertains to clauses (iv) 
and (viii) of the definition of that term, (x) Permitted City Encumbrances, (y) those created by or 
suffered to exist or consented to by the City or any Person claiming through it, and (z) with 
respect to any property added to the System after the Time of Closing, title defects affecting such 
property in existence on the date such property is added to the System; 

(b) the Concessionaire waives any notice required by Law with respect to 
vacating the System on the Reversion Date; 

(c) to the extent not prohibited by law, the Concessionaire expressly waives 
all rights conferred by the Pennsylvania Landlord and Tenant Act of 1951, Act of April 6, 1951 
(P.L. 69, No. 20) as amended, 68 P.S. § 250.101 et seq., including, without limitation, any 
provision of such Act requiring notice to Concessionaire to vacate the System at the end of the 
Term, and Concessionaire covenants and agrees to give up quiet and peaceable possession, 
without further notice from the City; 



F-28 

(d) the City shall, as of the Reversion Date, assume full responsibility for the 
System Operations, and as of such date, the Concessionaire shall have no liability or 
responsibility for System Operations occurring after such date; 

(e) the Concessionaire shall be liable for all costs, expenses and other 
amounts for which it is liable or responsible thereunder incurred up to but not including the 
Reversion Date, and the City shall be liable for all costs, expenses and amounts incurred in 
connection with the System Operations on and after the Reversion Date; 

(f) the City shall have the option by providing notice to the Concessionaire of 
requiring that the Concessionaire assign, without warranty or recourse to the Concessionaire, to 
the fullest extent permitted by Authorizations and applicable Law, all of its right, title and 
interest in, to and under (in each of the following cases, to the extent assignable) all or any of the 
Operating Agreements then in effect and all Authorizations to the City or its nominee for the 
remainder of their respective terms; provided, however, that if the City exercises such option, the 
right, title and interest of the Concessionaire in, to and under such Operating Agreements and 
Authorizations shall be assigned to the City or its nominee as of the Reversion Date and the 
Concessionaire shall surrender the System to the City and shall cause all Persons claiming under 
or through the Concessionaire to do likewise, and the City shall assume in writing, pursuant to an 
assumption agreement satisfactory to the Concessionaire, the Concessionaire’s obligations under 
the Operating Agreements that arise in respect of, or relate to, any period of time falling on and 
after the Reversion Date; provided further that if the City does not exercise such option, the 
Concessionaire shall, unless the City has granted to a Leasehold Mortgagee or its nominee a new 
concession agreement containing the same provisions as are contained in the Concession 
Agreement, take such steps as are necessary to terminate the Operating Agreements to the extent 
permitted thereunder and in accordance with the terms thereof; 

(g) all plans, drawings, specifications and models prepared in connection with 
construction at the System and in the Concessionaire’s possession and all “as-built” drawings 
shall become the sole and absolute property of the City, and the Concessionaire shall promptly 
deliver to the City all such plans, drawings, specifications and models and all such as-built 
drawings (but may keep copies of those plans, drawings, specifications and models that were 
developed by the Concessionaire or its Representatives); 

(h) the Concessionaire, at its sole cost and expense, shall promptly deliver to 
the City copies of all records and other documents relating to the Service Charges and Revenues 
that are in the possession of the Concessionaire or its Representatives and all then existing 
records and information relating to the System as the City may request; 

(i) the Concessionaire shall execute and deliver to the City a quitclaim deed 
in recordable form or other release or other instrument reasonably required by the City or its title 
insurer to evidence such expiration or termination; 

(j) the Concessionaire shall assist the City in such manner as the City may 
require to ensure the orderly transition of control, operation, management, maintenance and 
rehabilitation of the System, and shall, if appropriate and if requested by the City, take all steps 
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as may be necessary to enforce the provisions of the Operating Agreements pertaining to the 
surrender of the System; 

(k) the City and the Concessionaire shall make appropriate adjustments, 
including adjustments relating to any Operating Agreements assigned to the City, fees and other 
similar charges collected on and after the Reversion Date that are incurred prior to the Reversion 
Date, and utilities, and any adjustments and payment therefor shall be made by the appropriate 
Party on the Reversion Date, but shall be subject to readjustment if necessary because of error in 
matters such as information, calculation, payments and omissions that are identified within the 
period of 180 days following the Reversion Date; provided, however, that the City and the 
Concessionaire acknowledge that certain adjustments or readjustments may have to be made 
when a third party provides to the City or the Concessionaire a final adjustment amount in 
respect of a matter, and for such matters the adjustment and readjustment date shall each be 
correspondingly extended; 

(l) if the Concession Agreement is terminated as a result of an Adverse 
Action, the payment by the City to the Concessionaire of the amounts required under the 
Concession Agreement shall constitute full and final settlement of any and all Claims the 
Concessionaire may have against the City for and in respect of the termination of the Concession 
Agreement and upon such payment, the Concessionaire shall execute and deliver all such 
releases and discharges as the City may reasonably require to give effect to the foregoing; and 

(m) this provision shall survive the expiration or any earlier termination of the 
Concession Agreement. 

If the Concession Agreement is terminated by the City other than pursuant to the 
terms therein, or is canceled, rescinded or voided during the Term for any reason over the 
objection and without action by the Concessionaire, any Leasehold Mortgagee and their 
respective Affiliates, the City shall pay to the Concessionaire the Termination Compensation as 
of the date of such termination, cancellation, rescinding or voiding, plus, without duplication, the 
reasonable, documented out-of-pocket costs and expenses incurred by the Concessionaire as a 
direct result of such termination, cancellation, rescinding or voiding.  The City acknowledges 
and agrees that it may only terminate the Concession Agreement in accordance with the express 
terms thereof and shall not, in any event, have the right to terminate the Concession Agreement 
for convenience. 

City Payment Reserve Fund 

The Concessionaire, at its cost and expense including the payment of all fees and 
expenses of the fiduciary holding the City Payment Reserve Fund, shall establish and maintain 
the City Payment Reserve Fund in an amount equal to not less than the then current City 
Payment Reserve Requirement.  The moneys held in the City Payment Reserve Fund may be 
invested at the direction of the Concessionaire in Eligible Investments.  All Eligible Investments 
held in the City Payment Reserve Fund shall be valued at their market value and such market 
value must be established by market to market valuation as of April 15 and October 15 of each 
year and immediately upon any withdrawal from the City Payment Reserve Fund to pay all or 
any portion of any installment of any Annual City Payment.  At any time, and from time to time, 
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the City may withdraw funds from the City Payment Reserve Fund to pay all or any portion of 
any Annual City Payment installment that is past due and not paid.  If on any date, the amount 
held in the City Payment Reserve Fund is less than the City Payment Reserve Requirement, the 
Concessionaire shall deposit into the City Payment Reserve Fund an amount sufficient so that the 
amount held therein will equal or exceed the then current City Payment Reserve Requirement.  If 
on any date, (i) all prior installments of the Annual City Payment have been paid in full, (ii) no 
Concessionaire Default then exists and (iii) the amount held in the City Payment Reserve Fund 
exceeds the City Payment Reserve Requirement, then the Concessionaire may withdraw from the 
City Payment Reserve Fund all or a portion of such excess.  The City reserves the right to stop 
System Operations by the Concessionaire unless the City Payment Reserve Fund is funded to an 
amount no less than the then current City Payment Reserve Requirement. 

Restrictions on Transfers 

Prior to the 548th day following the Closing Date the Concessionaire shall not 
Transfer, or otherwise permit the Transfer of, any or all of the Concessionaire Interest other than 
a Transfer to a Leasehold Mortgagee permitted by the Concession Agreement.  On and after the 
548th day following the Closing Date, the Concessionaire shall not Transfer, or otherwise permit 
the Transfer of, any or all of the Concessionaire Interest to or in favor of a Transferee, unless (i) 
the City has Approved (based upon a determination in accordance with the Concession 
Agreement) such proposed Transferee (unless it is a Leasehold Mortgagee or its designee or 
nominee permitted under the Concession Agreement) and (ii) the proposed Transferee (unless it 
is a Leasehold Mortgagee or its designee or nominee permitted under the Concession 
Agreement) enters into an agreement with the City in form and substance reasonably satisfactory 
to the City, wherein the Transferee acquires the rights and assumes the obligations of the 
Concessionaire and agrees to perform and observe all of the obligations and covenants of the 
Concessionaire under the Concession Agreement.  Any Transfer made in violation of the 
foregoing provisions shall be null and void ab initio and of no force and effect. 

The City’s Approval of a proposed Transferee must be without delay and may be 
withheld only if the City, acting reasonably, determines that (i) such proposed Transfer is 
prohibited by applicable Law, (ii) such proposed Transferee’s entering into the Concession 
Agreement with the City is prohibited by Law, (iii) such proposed Transfer would result in a 
violation of Law, (iv) such proposed Transfer would result in a Tax liability to the City (unless 
the City shall have received indemnification, as determined in the City’s discretion, with respect 
thereto) or (v) such proposed Transferee is not capable of performing the obligations and 
covenants, or making the representations and warranties, of the Concessionaire under the 
Concession Agreement, which determination shall be based upon and take into account the 
following factors:  (a) the ability of the Transferee to operate (or cause the Operator to operate) 
the System in a manner that will result in the operation of the System in accordance with the 
Operating Standards and the public purposes of the City as set forth in the Concession 
Agreement; (b) the financial strength and integrity of the proposed Transferee, its direct or 
indirect beneficial owners, any proposed managers or operating partners and each of their 
respective Affiliates; (c) the experience of the proposed Transferee or the Operator to be engaged 
by the proposed Transferee in operating water treatment plants and water distribution systems 
and sewerage collection, treatment and disposal systems; (d) the background and reputation of 
the proposed Transferee, its direct or indirect beneficial owners, any proposed managers or 
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operating partners, each of their respective officers, directors and employees and each of their 
respective Affiliates (including the absence of criminal, civil or regulatory claims or actions 
against any such Person and the quality of any such Person’s past or present performance on 
other projects); and (e) the Operator engaged (or to be engaged) by the proposed Transferee.  
Any determination of the City to withhold Approval of the proposed Transferee under clause (v) 
of this provision must be supported by the written report of a professional engineering firm with 
skill and expertise in the management of water distribution systems and sewerage collection, 
treatment and disposal systems taking into account the factors set forth in said clause (v) and 
confirming that in the professional judgment of said firm, the determination of the City that the 
proposed Transferee is not capable of performing the obligations and covenants, or making the 
representations and warranties, of the Concessionaire under the Concession Agreement, is 
reasonable and has a basis in fact. 

No Transfer of all or any of the Concessionaire Interest (except a Transfer to a 
Leasehold Mortgagee or its nominee upon the Leasehold Mortgagee’s exercise of remedies 
under its Leasehold Mortgage as provided in the Concession Agreement and a subsequent 
transfer to the transferee of the Leasehold Mortgagee or its nominee that has been Approved 
under the Concession Agreement shall be made or have any force or effect if, at the time of such 
Transfer there has occurred a Concessionaire Default that has not been remedied or an event that 
with the lapse of time, the giving of notice or otherwise would constitute a Concessionaire 
Default. 

A Change in Control of the Concessionaire (other than a Change in Control 
occasioned by the exercise by any Leasehold Mortgagee of its remedies under any pledge of 
shares, limited liability, company interest or partnership interests) shall be deemed to be a 
Transfer of the Concessionaire Interest for purposes of the foregoing provisions. 

Nothing contained in the Concession Agreement shall be deemed to prohibit or 
limit the Concessionaire from changing its organizational form or status (including a change 
from a limited liability company to a corporation or limited partnership), provided that such 
change in organizational form or status does not result in a Change of Control of the 
Concessionaire. 

Neither (i) a change of ownership that is attributable to a lease, sublease, 
concession, management agreement, operating agreement or other similar arrangement that is 
subject and subordinate in all respects to the rights of the City under the Concession Agreement, 
nor (ii) the creation of a trust or any other transaction or arrangement that is solely a transfer of 
all or part of the Concessionaire’s economic interest under the Concession Agreement to another 
entity shall be deemed to be a Transfer of the Concessionaire Interest for purposes of the 
Concession Agreement. 

While any Leasehold Mortgage is outstanding, the City shall not agree to any 
Transfer of any or all of the Concessionaire Interest to or in favor of any Person without the 
previous written confirmation from each Leasehold Mortgagee that such Transfer is permitted 
under its Leasehold Mortgages. 
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The City shall have the right to Transfer any or all of the City’s interest in the 
System and the Concession Agreement, provided that it shall be jointly and severally liable with 
the Transferee for the performance and observance of the obligations and covenants of the City 
under the Concession Agreement and any agreement entered into by the City under the 
Concession Agreement (including agreeing directly with any Leasehold Mortgagee to be bound 
by the agreement entered into in accordance with the Concession Agreement) and that any such 
Transfer by the City shall not materially limit or reduce any of the Concessionaire’s other rights, 
benefits, remedies or privileges under the Concession Agreement, and, provided further, any 
such Transfer shall be subject to the rights and Encumbrances of the Concessionaire and of the 
Leasehold Mortgagee under any Leasehold Mortgage. 

Concessionaire’s Right to Grant Leasehold Mortgages 

The Concessionaire shall have the right, at its sole cost and expense, to grant one 
or more Leasehold Mortgages, secured by the Concessionaire Interest or Revenues if at the time 
any such Leasehold Mortgage is executed and delivered to the Leasehold Mortgagee, no 
Concessionaire Default exists unless any such Concessionaire Default will be cured pursuant to 
the Concession Agreement in connection with entering into such Leasehold Mortgage, and upon 
and subject to the following terms and conditions: 

(a) a Leasehold Mortgage may not cover any property of, or secure any debt 
issued or guaranteed by, any Person other than the Concessionaire, but may cover shares or 
equity interests in the capital of the Concessionaire and any cash reserves or deposits held in the 
name of the Concessionaire; 

(b) no Person other than an Institutional Lender shall be entitled to the 
benefits and protections accorded to a Leasehold Mortgagee in the Concession Agreement; 
provided, however, that lessors and lenders to the Concessionaire (and lenders to a Leasehold 
Mortgagee that is a Lessor) including financial insurers may be Persons other than Institutional 
Lenders so long as any Leasehold Mortgage securing the loans made by such Persons is held by 
an Institutional Lender acting as collateral agent or trustee; 

(c) no Leasehold Mortgage or other instrument purporting to mortgage, 
pledge, encumber, or create a lien, charge or security interest on or against any or all of the 
Concessionaire Interest shall extend to or affect the fee simple interest in the System, the City 
interest thereunder or its reversionary interests and estates in and to the System or any part 
thereof; 

(d) the City shall have no liability whatsoever for payment of the principal 
sum secured by any Leasehold Mortgage, or any interest accrued thereon or any other sum 
secured thereby or accruing thereunder, and, except for violation by the City of express 
obligations set forth therein, the Leasehold Mortgagee shall not be entitled to seek any damages 
or other amounts against the City for any or all of the same; 

(e) the City shall have no obligation to any Leasehold Mortgagee in the 
enforcement of the rights and remedies of the City under the Concession Agreement or by Law 
provided, except as expressly set forth in the Concession Agreement and unless such Leasehold 



F-33 

Mortgagee has provided the City with notice of its Leasehold Mortgage in accordance with the 
Leasehold Mortgagee Notice Requirements; 

(f) each Leasehold Mortgage shall provide that if the Concessionaire is in 
default under the Leasehold Mortgage and the Leasehold Mortgagee gives notice of such default 
to the Concessionaire, then the Leasehold Mortgagee shall give notice of such default to the City; 

(g) subject to the terms of the Concession Agreement, all rights acquired by a 
Leasehold Mortgagee under any Leasehold Mortgage shall be subject and subordinate to all of 
the provisions of the Concession Agreement and to all of the rights of the City thereunder; 

(h) while any Leasehold Mortgage is outstanding, the City shall not agree to 
any amendment or modification of the Concession Agreement that could reasonably be expected 
to have a material adverse effect on the rights or interests of the Leasehold Mortgagee or agree to 
a voluntary surrender or termination of the Concession Agreement by the Concessionaire without 
the consent of the Leasehold Mortgagee; 

(i) notwithstanding any enforcement of the security of any Leasehold 
Mortgage, the Concessionaire shall remain liable to the City for the payment of all sums owing 
to the City under the Concession Agreement and the performance and observance of all of the 
Concessionaire’s covenants and obligations under the Concession Agreement; and 

(j) a Leasehold Mortgagee shall not, by virtue of its Leasehold Mortgage, 
acquire any greater rights or interest in the System than the Concessionaire has at any applicable 
time under the Concession Agreement, other than such rights or interest as may be granted or 
acquired in accordance with the Concession Agreement; and each Leasehold Mortgagee, the City 
and the Concessionaire shall enter into a consent agreement in a form acceptable to all parties; 
provided that such consent agreement shall be in a customary form and shall include the rights 
and protections provided to the Leasehold Mortgagees in the Concession Agreement. 

Whenever a Leasehold Mortgage exists as to which the City has been provided 
notice by the holder thereof in accordance with the Leasehold Mortgagee Notice Requirements, 
the City shall, simultaneously with providing the Concessionaire any required notice under the 
Concession Agreement, provide a copy of such notice to such Leasehold Mortgagee, and no such 
notice to the Concessionaire shall be effective against the Leasehold Mortgagee until a copy 
thereof is duly provided to such Leasehold Mortgagee at its address specified in its notice given 
to the City in accordance with the Leasehold Mortgagee Notice Requirements (or any subsequent 
change of address notice given to the City pursuant to the requirements of the Concession 
Agreement).  With respect to a Leasehold Mortgage regarding which the City has been provided 
notice in accordance with the Leasehold Mortgage Notice Requirements, unless the Leasehold 
Mortgagee has otherwise advised the City in writing, all payments to the Concessionaire to be 
made by the City under the Concession Agreement shall be made to the institution acting as the 
collateral agent or depository under the financing secured by such Leasehold Mortgage. 

Leasehold Mortgagee’s Rights with Respect to Concessionaire Default 

The Leasehold Mortgagee shall have a period of 60 days with respect to any 
Concessionaire Default beyond any cure period expressly provided to the Concessionaire under 
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the Concession Agreement, in which to cure or cause to be cured any such Concessionaire 
Default; provided, however, that such 60 day period shall be extended if the Concessionaire 
Default may be cured but cannot reasonably be cured within such period of 60 days, and the 
Leasehold Mortgagee begins to cure such default within such 60-day period (or if possession is 
necessary in order to effect such cure, the Leasehold Mortgagee files the appropriate legal action 
to foreclose the liens of the Leasehold Mortgage (or takes other appropriate action to effect a 
transfer of title to the property subject to such liens) and take possession of the System within 
such period) and thereafter proceeds with all due diligence to cure such Concessionaire Default 
(including by proceeding with all due diligence to effect such foreclosure and during such 
foreclosure action (to the extent practicable) and thereafter to effect such a cure) within a 
reasonable period of time acceptable to the City, acting reasonably; provided further that if a 
Leasehold Mortgagee’s right to cure a Concessionaire Default has not expired, and the Leasehold 
Mortgagee is acting to cure such Concessionaire Default in accordance with this provision then 
the City shall not exercise its right to terminate the Concession Agreement by reason of such 
Concessionaire Default.  In furtherance of the foregoing, the City shall permit the Leasehold 
Mortgagee and its Representatives the same access to the System as is permitted to the 
Concessionaire thereunder.  The City shall accept any such performance by a Leasehold 
Mortgagee as though the same had been done or performed by the Concessionaire.  Any payment 
to be made or action to be taken by a Leasehold Mortgagee thereunder as a prerequisite to 
keeping the Concession Agreement in effect shall be deemed properly to have been made or 
taken by the Leasehold Mortgagee if such payment is made or action is taken by a nominee, 
agent or assignee of the rights of such Leasehold Mortgagee.  This provision shall not limit the 
rights granted to the City under the Concession Agreement to exercise remedies upon a Health 
and Safety Default. 

Subject to the provisions of the Concession Agreement, a Leasehold Mortgagee 
may (i) enforce its Leasehold Mortgage in any lawful way, (ii) acquire the Concessionaire 
Interest in any lawful way or (iii) take possession of in any lawful way and manage the System.  
Upon foreclosure of (or without foreclosure upon exercise of any contractual or statutory power 
of sale under such Leasehold Mortgage or a deed in lieu) and subject to the provisions of the 
Concession Agreement (applied to the Leasehold Mortgagee as if it were the Concessionaire), a 
Leasehold Mortgagee may Transfer the Concessionaire Interest; provided, however, that no 
Transfer by a Leasehold Mortgagee shall be effective unless the Transfer is made in accordance 
with the Concession Agreement.  Any Person to whom the Leasehold Mortgagee Transfers the 
Concessionaire Interest (including such Leasehold Mortgagee) shall take the Concessionaire 
Interest subject to any of the Concessionaire’s obligations under the Concession Agreement. 

Except as otherwise provided in the Concession Agreement, unless and until a 
Leasehold Mortgagee (i) forecloses or has otherwise taken ownership of the Concessionaire 
Interest or (ii) has taken possession or control of the Concessionaire Interest, whether directly or 
by an agent as a mortgagee in possession or a receiver or receiver and manager has taken 
possession or control of the Concessionaire Interest by reference to the Leasehold Mortgage, the 
Leasehold Mortgagee shall not be liable for any of the Concessionaire’s obligations under the 
Concession Agreement or be entitled to any of the Concessionaire’s rights and benefits contained 
in the Concession Agreement, except by way of security.  During any period in which the 
Leasehold Mortgagee itself or by an agent or a receiver or a receiver and manager is the owner, 
or is in control or possession of, the Concessionaire Interest, it shall be bound by all liabilities 
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and obligations of the Concessionaire under the Concession Agreement (including the obligation 
to engage an Operator).  Once the Leasehold Mortgagee goes out of ownership, possession or 
control of the Concessionaire Interest or Transfers the Concessionaire Interest to another Person 
in accordance with the provisions of the Concession Agreement, the Leasehold Mortgagee shall 
cease to be liable for any of the Concessionaire’s obligations under the Concession Agreement 
accruing thereafter and shall cease to be entitled to any of the Concessionaire’s rights and 
benefits contained in the Concession Agreement, except, if the Leasehold Mortgage remains 
outstanding, by way of security. 

Without prejudice to the rights of a Leasehold Mortgagee, if the Concession 
Agreement is terminated prior to the expiration of the Term due to a Concessionaire Default (in 
which case the City shall notify the Leasehold Mortgagee of such termination) or if the 
Concession Agreement is rejected or disaffirmed pursuant to any bankruptcy Law or proceeding 
or other similar Law or proceedings affecting creditors’ rights generally with respect to a 
bankruptcy proceeding relating to the Concessionaire or otherwise, the City agrees to enter into a 
new concession and lease agreement of the System with the Leasehold Mortgagee (or its 
designee or nominee, provided that such designee or nominee either is controlled by or acting at 
the direction of the Leasehold Mortgagee or is Approved by the City as Transferee) for the 
remainder of the original stated Term upon all of the covenants, agreements, terms, provisions 
and limitations of the Concession Agreement, effective as of the date of such termination, but 
only on and subject to the satisfaction of all of the following requirements and conditions: (i) 
such Leasehold Mortgagee commits in writing to the City, in a notice delivered to the City, 
within 30 days after the City delivers the termination notice to Leasehold Mortgagee (or, if later, 
upon the termination of any cure period granted to the Leasehold Mortgagee pursuant to the 
Concession Agreement) or within 30 days after the effective date of such rejection or 
disaffirmance, as the case may be, that the Leasehold Mortgagee (or its designee or nominee) 
will enter into the New Agreement, which notice is accompanied by a copy of such New 
Agreement, duly executed and acknowledged by the Leasehold Mortgagee (or its designee or 
nominee); (ii) the Leasehold Mortgagee (or its designee or nominee) pays or causes to be paid to 
the City, at the time of the execution and delivery of the New Agreement, all amounts which, at 
the time of the execution and delivery thereof, would have been past-due or due and payable by 
the Concessionaire in accordance with the provisions of the Concession Agreement but for such 
termination; (iii) provided the City furnishes a statement or invoice for such costs the Leasehold 
Mortgagee pays or causes to be paid to the City all reasonable costs and expenses (including 
legal fees), Taxes, fees, charges and disbursements paid or incurred by the City in connection 
with such defaults and termination, the recovery of possession from the Concessionaire, and in 
connection with the preparation, execution and delivery of the New Agreement and related 
agreements and documents specified in such statement or invoice; and (iv) such Leasehold 
Mortgagee (or its designee or nominee), at the time of such written request, cures all 
Concessionaire Defaults under the Concession Agreement (curable by the payment of money) 
existing immediately prior to the termination of the Concession Agreement, or, if such 
Concessionaire Defaults cannot be cured by the payment of money, such Leasehold Mortgagee 
(or its designee or nominee) commits to the City in the New Agreement to proceed both 
promptly and diligently, upon the execution of the New Agreement, to cure all such other 
Concessionaire Defaults to the extent such Concessionaire Defaults are capable of cure by a 
Person other than the original Concessionaire and, if possession is necessary in order to cure 
such other Concessionaire Defaults, to proceed both promptly and diligently to obtain the 



F-36 

possession required to cure any such other defaults (and such cure shall be a covenant in the New 
Agreement). 

In each case specified in the Concession Agreement in which resort to arbitration 
is authorized, the Leasehold Mortgagee shall have the right and privilege if an event of default 
under the Leasehold Mortgage then exists and notice has been given to the City as contemplated 
by the Concession Agreement, in the Concessionaire’s name, place and stead, to obtain and 
participate in such arbitration upon notice to the City in accordance with the Concession 
Agreement, provided that the Leasehold Mortgagee agrees to be bound by the decision of the 
arbitration panel. 

 If there is more than one Leasehold Mortgagee, only that Leasehold Mortgagee, 
to the exclusion of all other Leasehold Mortgagees, whose notice was earliest received by the 
City pursuant to the Leasehold Mortgagee Notice Requirements, shall have the rights as a 
Leasehold Mortgagee under the Concession Agreement, unless such Leasehold Mortgagee has 
designated in writing another Leasehold Mortgagee to exercise such rights.  Such Leasehold 
Mortgagee may act as agent for a group or syndicate of one or more Institutional Lenders and 
such Leasehold Mortgagee and Institutional Lenders may freely assign or sell interests and/or 
participations in the loans to any other Institutional Lender. 

City’s Right to Purchase Leasehold Mortgage 

If any default by the Concessionaire has occurred under a Leasehold Mortgage, or 
any act, condition or event has occurred which would permit a Leasehold Mortgagee to declare 
all or part of the indebtedness secured by a Leasehold Mortgage to be immediately due and 
payable (or, in the case of a Leasehold Mortgage that is a lease, to terminate the lease), then the 
City shall have 30 days after the date on which such Leasehold Mortgagee shall serve notice 
upon the City in writing that such Leasehold Mortgagee intends to commence proceedings to 
foreclose the Leasehold Mortgage or, in the case of a Leasehold Mortgagee that is a Lessor to 
terminate the lease (stating the calculation of the purchase price pursuant to the Concession 
Agreement), during which 30-day period the City shall have the right and option to purchase 
from all Leasehold Mortgagees their Leasehold Mortgages, upon the terms and subject to the 
conditions contained in the Concession Agreement. 

Dispute Resolution 

Mediation of a dispute under the Concession Agreement may not be commenced 
until the earlier of: (i) such time as all of the Designated Senior Persons, after following the 
procedures set forth in the Concession Agreement, conclude in good faith that amicable 
resolution through continued negotiation of the matter does not appear likely; or (ii) 15 days after 
the notice referring the dispute to the Designated Senior Persons, pursuant to the Concession 
Agreement has been received by all of the Designated Senior Persons.  If, after such time period, 
the dispute remains unresolved, the Parties shall attempt to resolve the dispute through mediation 
administered by the AAA under its Commercial Mediation Procedures before resorting to 
binding arbitration, as provided by the Concession Agreement.  The Parties agree that any period 
of limitation applicable to the assertion of a claim shall be deemed tolled during the conduct of 
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informal dispute resolution and mediation under the Concession Agreement, and that any claim 
of any Party shall be deemed not to have accrued until the mediation is terminated. 

If a resolution of the dispute is not reached within 30 Business Days following a 
reference to mediation, the dispute shall be resolved by arbitration in accordance with the AAA 
Rules then in effect.  Any Party may initiate the arbitration, as provided in the AAA Rules.  Any 
arbitration conducted pursuant to the Concession Agreement shall be governed by the statutory 
arbitration provisions of the Arbitration Act.  The place of arbitration shall be Allentown, 
Pennsylvania unless the Parties agree otherwise.  The arbitral panel shall determine the rights 
and obligations of the Parties in accordance with the substantive laws of the Commonwealth of 
Pennsylvania and without regard to conflicts of laws principles thereof.  Except as agreed by the 
Parties, the arbitral panel shall have no power to alter or modify any terms or provisions of the 
Concession Agreement, or to render any award that, by its terms or effects, would alter or 
modify any term or provision of the Concession Agreement.  The Parties shall be entitled to 
reasonable production of relevant, non-privileged documents, carried out expeditiously.  If the 
Parties are unable to agree upon such document production, the arbitral panel shall have the 
power, upon application of any Party, to make all appropriate orders for production of documents 
by any Party.  At the request of any Party, the arbitral panel shall have the discretion to order the 
examination by deposition of any witness to the extent the arbitral tribunal deems such 
examination appropriate or necessary.  The arbitral panel shall be composed of three arbitrators, 
one to be selected by the City, one to be selected by the Concessionaire and the third (who shall 
act as chairman of the panel) to be selected by the two previously-selected arbitrators.  If, within 
15 Business Days, the two previously-selected arbitrators cannot agree on the selection of the 
third arbitrator, then the third arbitrator shall be selected by the AAA pursuant to the AAA Rules.  
Once the arbitral panel has been composed, the arbitrators shall act as neutrals and not as party 
arbitrators, and no Party shall engage in any ex parte communication with any member of the 
arbitral panel.  Each Party shall bear its own attorney fees, expenses, and costs.  Any award of 
monetary damages shall include interest at the Bank Rate from the date of any breach or 
violation of the Concession Agreement or the incurring of any obligation as determined in the 
arbitral award until paid in full.  Any award of monetary damages shall be in writing and state 
the reasons upon which it is based.  The award shall be final and binding on the Parties, subject 
only to such review and other proceedings as provided by the Arbitration Act.  Judgment on the 
award may be entered by any court with competent jurisdiction in accordance with the 
Arbitration Act. 

If it is determined by a final and unappealed order of a tribunal of competent 
jurisdiction or by written agreement of the Parties that arbitration pursuant to the Arbitration Act 
cannot provide a remedy for or resolution of a dispute for any reason relating to a lack of 
jurisdiction or a constraint arising from an immunity, then the Parties shall present the dispute to 
such court or other tribunal of competent jurisdiction or other applicable dispute resolution 
process which possesses jurisdiction and the power to afford relief not limited by immunity.  The 
presentation to the other forum may be accomplished by transfer order in connection with a 
Determination or by a submission by a Party in which case the submission shall be deemed 
timely if so submitted within sixty (60) Business Days of any such Determination.  Irrespective 
of whether the subsequent presentation is accomplished by transfer or submission by a Party, any 
applicable period of limitation shall be deemed tolled during the conduct of arbitration or any 
proceedings relating to the arbitration or to the rendering of the Determination, and the Parties 
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further waive the defense of the application of any period of limitation with respect to the 
submission in the subsequent forum.  For clarification, it is the intent of the Parties that no Party 
shall be precluded from presenting a claim on the basis of timeliness (and the Parties waive any 
defenses relating to timeliness) arising from the need to present the dispute in a different forum 
as provided for and subject to the conditions of this provision. 

No Party shall be precluded from initiating a proceeding in a court of competent 
jurisdiction for the purpose of obtaining any emergency or provisional remedy to protect its 
rights that may be necessary and that is not otherwise available under the Concession Agreement 
or to enforce or execute upon a judgment entered in accordance with the Concession Agreement, 
including temporary preliminary and permanent injunctive relief and restraining orders, writs of 
mandamus, and the appointment of a receiver or receiver and manager in connection with the 
collection and retention of Revenues. 

The Parties may agree to submit any engineering or technical dispute under the 
Concession Agreement to the Engineering Firm, which submission may be made without 
submitting the engineering or technical dispute to engineering arbitration pursuant to the 
Concession Agreement or to the dispute resolution process described therein and once such 
technical dispute has been submitted to the Engineering Firm then the time limits set out in the 
Concession Agreement with respect to dispute resolution shall no longer apply.  The Engineering 
Firm shall determine any unresolved disputed items within three Business Days of the 
submission of such dispute to the Engineering Firm, unless the Engineering Firm has good cause 
to extend such date for determination.  The submission shall be in the form of written statements 
of position by one or more of the Parties, which statements shall be provided to both Parties and 
the Engineering Firm, with each Party having an opportunity to respond to such written 
statements of the other Party and any requests for statements or information by the Engineering 
Firm, including in-person meetings.  The Parties shall each bear their own costs with respect to 
the submission of such dispute to the Engineering Firm and shall bear equally the cost of the 
Engineering Firm with respect to such dispute.  The Engineering Firm’s decision shall be in 
writing and state the reasons upon which it is based.  The decision of the Engineering Firm shall 
be final and binding on the Parties, unless a Party expressly reserves the right, at the time of the 
submission of the engineering or technical dispute to the Engineering Firm, to submit the dispute 
to engineering arbitration or to the dispute resolution process described in the Concession 
Agreement.  The Parties agree that any period of limitation applicable to the assertion of a 
dispute shall be deemed tolled during the conduct of informal dispute resolution under the 
Concession Agreement and any dispute shall be deemed not to have accrued until the informal 
dispute resolution process is terminated.  Within three Business Days after its receipt of the 
decision, any Party may request the Engineering Firm to interpret the decision or to correct any 
clerical, typographical or computation errors therein.  The other Party shall have a right to 
comment within three Business Days of its receipt of the requesting Party’s request for 
interpretation and/or correction.  If the Engineering Firm considers the request justified, it shall 
comply with such request within three Business Days after its receipt of such request.  The 
correction and/or interpretation of the decision shall take the form of an addendum and shall 
constitute part of the decision. 

The Parties may agree to submit any engineering or technical dispute under the 
Concession Agreement to engineering arbitration, which submission may be made without 
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submitting the engineering or technical dispute to the Engineering Firm pursuant to the 
agreement or to the dispute resolution process described therein.  Any arbitration conducted 
pursuant to this provision shall be governed by the statutory arbitration provisions of the 
Arbitration Act.  Such engineering arbitration shall be conducted by an independent engineering 
arbitrator, which shall be an engineering firm with nationally recognized engineering experience 
related to water treatment plants and water supply systems and sewerage collection, treatment 
and disposal systems and that is acceptable to the Parties (and if the Parties fail to agree upon the 
independent engineering arbitrator within five Business Days after the Parties agree to submit the 
dispute to engineering arbitration, then the City and the Concessionaire shall each appoint an 
independent engineering arbitrator and both such arbitrators shall be instructed to select a third 
independent engineering arbitrator to conduct the engineering arbitration).  If the Party-appointed 
engineering arbitrators are unable to agree upon a third engineering arbitrator within five 
Business Days after they are instructed by the Parties to select a third arbitrator, the Engineering 
Firm shall select the independent engineering arbitrator to conduct the engineering arbitrator as 
soon as possible.  Such submission shall be in the form of written statements of position by one 
or more of the Parties, which statements shall be provided to all Parties and the independent 
engineering arbitrator, with each Party having an opportunity to respond to such written 
statements and any requests for statements or information by the independent engineering 
arbitrator, including in-person meetings; provided, however, that all such submissions by a Party 
shall be made within 10 Business Days following appointment of the independent engineering 
arbitrator and, notwithstanding any provision therein to the contrary, any unresolved disputed 
items shall be determined by the independent engineering arbitrator within seven Business Days 
following receipt by the independent engineering arbitrator of the Parties’ submissions of 
information unless such independent engineering arbitrator has good cause to extend such date 
for determination.  The Parties shall each bear their own costs with respect to the arbitration of 
any such engineering dispute and the Concessionaire on the one hand and the City on the other 
shall bear equally the cost of retaining such independent engineering arbitrator.  The independent 
engineering arbitrator’s award shall be in writing and state the reasons upon which it is based.  
Within one Business Day after its receipt of the decision, any Party may request the independent 
engineering arbitrator to interpret the decision or to correct any clerical, typographical or 
computation errors therein.  The other Party shall have a right to comment within one Business 
Day of its receipt of the requesting Party’s request for interpretation and/or correction.  If the 
independent engineering arbitrator considers the request justified, it shall comply with such 
request within three Business Days after its receipt of such request.  The correction and/or 
interpretation of the decision shall take the form of an addendum and shall constitute part of the 
decision.  The independent engineering arbitrator’s award shall be final and binding on the 
Parties, subject only to review and other proceedings as provided by the Arbitration Act. 
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APPENDIX G 
Form of Bond Counsel Opinion 

 
Below is the Proposed Form of Bond Counsel Opinion Expected to be Delivered in Connection 

with the Issuance of the 2013 Bonds 
 

 
   [Date of Issuance of the 2013 Bonds] 
 

Lehigh County Authority 
 
 

Re: $245,590,000 Lehigh County Authority Water and Sewer Revenue Bonds 
(City of Allentown Concession), Series 2013A; $43,358,598.90 Lehigh 
County Authority Water and Sewer Capital Appreciation Bonds (City of 
Allentown Concession), Series 2013B; and $18,735,000 Lehigh County 
Authority Water and Sewer Revenue Bonds (City of Allentown 
Concession), Series 2013C (Federally Taxable) 

We have acted as Bond Counsel in connection with the issuance by the Lehigh 
County Authority (the "Authority") of its $245,590,000 Lehigh County Authority Water and Sewer 
Revenue Bonds (City of Allentown Concession), Series 2013A (the "2013A Bonds"), its 
$43,358,598.90 Lehigh County Authority Water and Sewer Capital Appreciation Bonds (City of 
Allentown Concession), Series 2013B (the "2013B Bonds"), and its $18,735,000 Lehigh County 
Authority Water and Sewer Revenue Bonds (City of Allentown Concession), Series 2013C 
(Federally Taxable) (the "2013C Bonds," and together with the 2013A Bonds and the 2013B Bonds, 
the "2013 Bonds") under the provisions of the Pennsylvania Municipality Authorities Act, 53 Pa. 
Cons. Stat. §§5601-5622, as amended (the "Act"), and pursuant to a Trust Indenture dated as of 
July 1, 2013 (the "Indenture"), from the Authority to Manufacturers and Traders Trust Company, 
as trustee (the "Trustee"). 

 
The 2013 Bonds are being issued for the purpose of providing funds which will be 

used to finance a project (the "Project") consisting generally of (i) a single, up-front concession and 
lease payment to the City of Allentown (the “City”) pursuant to the Allentown Water and Sewer 
Utility System Concession and Lease Agreement dated as of May 1, 2013 between the City and 
the Authority (the “Concession Agreement”) to acquire the interest of the Authority, as 
concessionaire, in the City’s Water Plant and Distribution System (the “Water Plant and 
Distribution System”) and the City’s Sewer Utility System (the “Sewer Utility System,” and 
together with the Water Plant and Distribution System, the “Concessioned System”), created by 
the Concession Agreement and the rights (but not the obligations) of the Authority, as 
concessionaire, under the Concession Agreement (the "Concessionaire Interest") in the 
Concessioned System, (ii) certain anticipated capital improvements to the Concessioned System, 
(iii) deposits to certain reserve and other funds,  and (iv) transaction costs and expenses in 
connection with the acquisition of the Concessioned System and the issuance of the 2013 Bonds.  
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The 2013 Bonds are payable from and secured by, inter alia (1) a pledge and 
assignment by the Authority of all of its right, title and interest in, and a first lien on and security 
interest in the Concessionaire Interest; (2) the leasehold interest of the Authority, as 
concessionaire, in the Concessioned System created by the Concession Agreement; (3) the rights 
of the Authority, as concessionaire under the Concession Agreement, including the right to 
charge Service Charges and collect Concession Revenues (as such terms are defined in the 
Indenture); (4) the System Assets (as such term is defined in the Concession Agreement), subject 
to the reversion rights of the City upon the termination of the Concession Agreement as set forth 
in the Concession Agreement; (5) certain amounts on deposit from time to time in the funds and 
accounts established under the Indenture, including the Debt Service Reserve Fund; and 
(6) investment income with respect to any moneys held by the Trustee in the funds and accounts 
established under the Indenture (except as otherwise set forth in the Indenture). 

The 2013A Bonds and the 2013B Bonds are offered at a discount ("original issue 
discount") equal generally to the difference between public offering price and principal amount.  
For federal income tax purposes, original issue discount on a 2013A Bond and a 2013B Bond 
accrues periodically over the term of such 2013A Bond and 2013B Bond as interest.   

 As to questions of fact material to our opinion, we have relied upon representations 
of the Authority contained in the various documents and instruments mentioned herein, the certified 
proceedings and other certifications of public officials furnished to us, without undertaking to verify 
such facts by independent investigation.  

 In the course of the performance of our duties as Bond Counsel to the Authority, we 
have also examined such other documents, opinions, records, orders, notices, certificates, statutes, 
resolutions, decisions, and rulings as we have deemed necessary to enable us to furnish this opinion, 
including, inter alia, the following: the executed Concession Agreement; the executed Indenture; 
certain documents required by the Indenture to be furnished to the Trustee as conditions precedent 
to authentication and delivery by the Trustee of the 2013 Bonds; certificates executed by officers of 
the Authority; a Tax Certificate and Agreement executed by the Authority (the "Tax Certificate") 
and usual and required closing affidavits, certificates, and documents.  We have also examined an 
executed and authenticated 2013A Bond, 2013B Bond and 2013C Bond and assume that all 2013 
Bonds have been similarly executed and authenticated and that all 2013 Bonds will be issued in 
registered form and authenticated by the Trustee as required by the Indenture.  We assume that the 
Indenture has been duly authorized, executed and delivered by the Trustee.  We do not render any 
opinion with respect to the priority of the lien of the Indenture or with respect to the adequacy of 
security for the 2013 Bonds or the sources of payment in respect of the 2013 Bonds.  

As Bond Counsel to the Authority, we have examined such law and such certified 
proceedings and other documents as we have deemed necessary to express this opinion.  In 
rendering this opinion, we have examined and relied upon the opinions of counsel to the Authority 
with respect to the due organization, existence and good standing of the Authority; the 
authorization, execution and delivery of the documents to which the Authority is a party; the 
validity and binding effect thereof on the Authority; and the accuracy of the statements and 
representations and the performance of the covenants of the Authority as set forth in the Indenture 
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and the Tax Certificate, each as delivered on this date in connection with the issuance of the 2013 
Bonds; and such constitutional and statutory provisions and such other certificates, instruments and 
documents as we have deemed necessary or appropriate in order to enable us to render an informed 
opinion as to the matters set forth herein.  

 Based on the foregoing, it is our opinion that: 

1. The Authority has been duly and legally incorporated and is validly existing under 
the Act and has corporate power and lawful authority to execute and deliver the Indenture and 
issue and deliver the 2013 Bonds. 

2. The Indenture has been duly authorized, executed and delivered by the Authority 
and, assuming the due authorization, execution and delivery thereof by the Trustee, is a valid and 
binding obligation of the Authority, enforceable in accordance with its terms.  Pursuant to the 
Indenture, all of the Authority's right, title and interest in and to the Trust Estate (as such term is 
defined in the Indenture), subject to the application thereof to the purposes and on the conditions 
permitted in the Indenture, have been validly and effectively assigned and pledged as security for 
the payment of the principal or the compound accreted value with respect to the 2013B Bonds, as 
applicable, of, the redemption price of and interest on the 2013 Bonds. 

3. The 2013 Bonds have been duly authorized, executed and delivered by the Authority 
and, when authenticated by the Trustee, constitute valid and binding limited obligations of the 
Authority entitled to the benefits and security of the Indenture and are enforceable in accordance 
with their terms. 

4. Under existing law, interest on the 2013 Bonds is exempt from Pennsylvania 
personal income tax and from Pennsylvania corporate net income tax, and the 2013 Bonds are 
exempt from personal property taxes in Pennsylvania. 

5. Interest on the 2013A Bonds and 2013B Bonds, and accruals of original interest 
discount, are excludable from gross income for federal income tax purposes under existing laws 
as enacted and construed on the date of initial delivery of the 2013A Bonds and 2013B Bonds. 
Interest on the 2013A Bonds and 2013B Bonds is not an item of tax preference for purposes of 
the federal alternative minimum tax imposed on individuals and corporations; it should be noted, 
however, that for the purpose of computing the alternative minimum tax imposed on certain 
corporations (as defined for federal income tax purposes), such interest is taken into account in 
determining adjusted current earnings.  The opinion set forth in the preceding sentence is 
subject to the condition that the Authority comply with all requirements of the Code that 
must be satisfied subsequent to the issuance of the 2013A Bonds and 2013B Bonds in order 
that the interest thereon be, or continue to be, excluded from gross income for federal 
income tax purposes.  The Authority has covenanted to comply with all such requirements.  
Our opinion assumes compliance with such covenants and we do not undertake to 
determine (or to inform any person) whether any actions taken (or not taken) or events 
occurring (or not occurring) after the date of issuance of the 2013A Bonds and 2013B 
Bonds may affect the tax status of interest on the 2013A Bonds and 2013B Bonds.  Failure 
to comply with certain of such requirements may cause interest on the 2013A Bonds and 
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2013B Bonds to be included in gross income for federal income tax purposes retroactive to 
the date of issuance of the 2013A Bonds and 2013B Bonds.   

Ownership of tax-exempt obligations, including the 2013 Bonds, may result in 
collateral federal income tax consequences to certain taxpayers, including financial institutions, 
property and casualty insurance companies, individual recipients of Social Security or Railroad 
Retirement benefits, S corporations with “excess net passive income” and taxpayers who may be 
deemed to have incurred or continued indebtedness to purchase or carry such obligations.  Other 
than as expressly set forth herein, we express no opinion as to any such collateral federal income 
tax consequences. 

In providing this opinion, we advise as follows: 

 a. The enforceability (but not the validity) of the documents 
mentioned herein may be limited by bankruptcy, insolvency, reorganization, moratorium or other 
laws now or hereafter enacted by any state or the federal government affecting the enforcement 
of creditors' rights generally, and "enforceable in accordance with its (their) terms" shall not 
mean that specific performance would necessarily be available as a remedy in every situation. 

 b. The obligations of the Authority under the Indenture and the 2013 
Bonds do not create an indebtedness or pledge the credit or taxing power of the United States of 
America, the Commonwealth of Pennsylvania or any political subdivision thereof, and the 2013 
Bonds are limited obligations payable solely from the moneys pledged therefore under the 
Indenture. 

We have not been engaged and have not undertaken to review the accuracy, 
completeness or sufficiency of any offering material of the Authority relating to the 2013 Bonds 
and we express no opinion relating thereto. 

This opinion letter is limited to the matters set forth herein.  This opinion letter is 
subject to future changes in applicable law and we do not undertake any obligation to update any 
of the opinions expressed in this letter.  No opinion may be inferred or implied beyond the 
matters expressly stated herein, and our opinions expressed herein must be read in conjunction 
with the assumptions, limitations, exceptions and qualifications set forth herein.  The law 
covered by the opinions expressed herein is limited to the laws of the Commonwealth of 
Pennsylvania and the federal law of the United States of America.  Our engagement as Bond 
Counsel has concluded with the issuance of the 2013 Bonds. 

 

       MCNEES WALLACE & NURICK LLC  
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CONTINUING DISCLOSURE AGREEMENT 

THIS CONTINUING DISCLOSURE AGREEMENT (this “Disclosure Agreement”) is made by 
the Lehigh County Authority (the “Authority”) as of July 1, 2013 in connection with its issuance of 
$245,590,000 aggregate principal amount of Water and Sewer Revenue Bonds (City of Allentown 
Concession) Series 2013A (the “2013A Bonds”), $43,358,598.90 aggregate principal amount of Water 
and Sewer Capital Appreciation Revenue Bonds (City of Allentown Concession) Series 2013B (the 
“2013B Bonds”) and $18,735,000 aggregate principal amount of Water and Sewer Revenue Bonds (City 
of Allentown Concession) Series 2013C (Federally Taxable) (the “2013C Bonds” and, together with the 
2013A Bonds and the 2013B Bonds, the 2013 Bonds”).  The 2013 Bonds are being issued pursuant to the 
Trust Indenture dated as of July 1, 2013 (the “Indenture”) between the Authority and Manufacturers and 
Traders Trust Company, as trustee (the “Trustee”). 

In consideration of the purchase of the 2013 Bonds by the Underwriter (as defined below), the 
Authority agrees as follows: 

SECTION 1.  Purpose of this Disclosure Agreement.  This Disclosure Agreement is being 
executed and delivered by the Authority for the benefit of the Bondowners and in order to assist the 
Underwriter in complying with the provisions of Rule 15c2-12(b)(5) promulgated by the Securities 
and Exchange Commission (the “SEC”) under the Securities Exchange Act of 1934, as amended from 
time to time (the “Exchange Act”) in connection with the public offering of the 2013 Bonds. 

SECTION 2.  Definitions.  Capitalized terms used but not defined herein shall have the 
meaning ascribed to them in the Indenture and the Concession Agreement, as applicable.  The 
capitalized terms below shall have the following meanings: 

“Annual Financial Information” shall mean financial information or operating data with respect 
to the Authority and the Concessioned System, delivered at least annually pursuant to Section 3 hereof, 
substantially similar to the type of information set forth in the Official Statement under the captions 
“THE AUTHORITY,” “THE CONCESSIONED SYSTEM,” and in Appendix B to the Official 
Statement and in Tables IV-F, IV-G, VIII-A, VIII-B, VIII-C, VIII-D, VIII-E, VIII-G, VIII-J, VIII-P, 
VIII-W, VIII-X and VIII-Y of the Independent Engineer’s Report attached to the Official Statement as 
Appendix A.  Annual Financial Information may, but is not required to, include Audited Financial 
Statements or any other format deemed convenient by the Authority. 

“Annual Report” shall mean the Annual Financial Information and the Audited Financial 
Statements. 

“Audited Financial Statements” shall mean the annual financial statements of the Authority 
for the prior Fiscal Year, prepared in accordance with accounting principles generally accepted in the 
United States of America as in effect from time to time, audited by a firm of certified public 
accountants. 

“Bondowner” or “Owner of the Bonds” shall mean the registered owner of the 2013 Bonds, 
and so long as the 2013 Bonds are subject to the Book Entry Only System, any person who, through 
any contract, arrangement or otherwise, has or shares investment power with respect to the 2013 
Bonds, which includes the power to dispose, or direct the disposition, of the 2013 Bonds. 

“EMMA” shall mean the Electronic Municipal Market Access system of the MSRB as provided 
at http://www.emma.msrb.org, or any similar system that is acceptable to or as may be prescribed by the 
MSRB for purposes of the Rule and approved by the SEC from time to time.   
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“Listed Events” shall mean any of the events listed in Section 4(a) of this Disclosure Agreement. 

“MSRB” shall mean the Municipal Securities Rulemaking Board established in accordance with 
the provisions of Section 15B(b)(l) of the Exchange Act. 

“Official Statement” shall mean the final Official Statement dated July 31, 2013, together 
with any supplements thereto, prior to the date the 2013 Bonds are issued and delivered in 
connection with the original issue and sale of the 2013 Bonds. 

“Repository” shall mean each entity authorized and approved by the SEC from time to time to act 
as a repository for purposes of complying with the Rule.  The Repositories currently approved by the SEC 
may be found by visiting the SEC’s website at http://www.sec.gov/info/municipal/nrmsir.htm.  As of the 
date hereof, the Repository recognized by the SEC for such purpose is the MSRB, which currently accepts 
continuing disclosure submissions through EMMA.  

“Rule 15c2-12” shall mean Rule 15c2-12 (as amended through the date of this Disclosure 
Agreement including any official interpretations thereof promulgated on or prior to the effective date 
hereof), promulgated by the SEC under the Exchange Act. 

“Underwriter” shall have the meaning given thereto under Rule 15c2-12, or any successor to 
such underwriter or underwriters known to the Authority. 

SECTION 3.  Provision of Annual Financial Information. 

(a) Commencing with the Fiscal Year ending December 31, 2013, and annually 
while the 2013 Bonds remain outstanding, the Authority shall provide to the Repository the Annual 
Report. 

(b) Such Annual Financial Information shall be provided no later than 120 days 
after the end of the Fiscal Year.  If not provided as a part of the Annual Financial Information, the 
Audited Financial Statements will be provided if and when they become available, but in no event 
later than 180 days after the end of each Fiscal Year. 

(c) The Authority may provide Annual Financial Information and Audited Financial 
Statements by specific cross-reference to other documents, which have been submitted to the Repository 
or filed with the SEC.  If the document so referenced is a final official statement within the meaning of 
Rule 15c2-12, such final official statement must be available from the MSRB.  The Authority shall clearly 
identify each such other document provided by cross-reference. 

SECTION 4.  Reporting of Listed Events.  

(a)  Pursuant to the provisions of this Section 4, in a timely manner not in excess of 10 
business days after the occurrence of the event, the Authority shall file, or cause to be filed with the 
Repository, notice of the occurrence of any of the following events (each, a “Listed Event”) with respect 
to the Bonds: 

1. principal and interest payment delinquencies; 

2. non-payment related defaults, if material; 

3. unscheduled draws on debt service reserves reflecting financial difficulties; 

4. unscheduled draws on credit enhancements reflecting financial difficulties; 
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5. substitution of credit or liquidity providers, or their failure to perform; 

6. adverse tax opinions, the issuance by the Internal Revenue Service of proposed or 
final determinations of taxability, Notices of Proposed Issue (IRS Form 5701-
TEB),other material notices or determinations with respect to the tax status of the 
Bonds, or other events affecting the tax-exempt status of the Bonds; 

7. modifications to rights of registered owners or beneficial owners, if material; 

8. bond calls, if material, (other than mandatory sinking fund redemption) and 
tender offers; 

9. defeasances; 

10. release, substitution or sale of property securing repayment of the Bonds, if 
material; 

11. rating changes; 

12. bankruptcy, insolvency, receivership, or similar event of the Authority; 

13. the consummation of a merger, consolidation, or acquisition involving a member 
of the Authority or the sale of all or substantially all of the assets of the 
Authority, other than in the ordinary course of business, the entry into a definitive 
agreement to undertake such an action or the termination of a definitive 
agreement relating to any such actions, other than pursuant to its terms, if 
material; and 

14. appointment of a successor or additional trustee or the change of name of a 
trustee, if material.  

(b) The parties recognize that (1) the General Manager of the Authority or any 
person designated by him has primary responsibility for compliance with this section, unless such 
responsibility is altered by action of the Authority, and (2) no notice shall be deemed an official 
notice from the Authority unless given or authorized by the General Manager of the Authority (unless 
an alternative procedure is established by the Authority). 

(c) At any time the 2013 Bonds are outstanding, the Authority shall provide, in a 
timely manner, to the MSRB, notice of any failure of the Authority to provide the Annual Report by 
the date specified in Section 3 hereof in the form attached as Exhibit A hereto. 

SECTION 5.  Term.  This Disclosure Agreement shall be in effect from and after the issuance 
and delivery of the 2013 Bonds and shall extend to the earlier of (i) the date all principal and 
interest on the 2013 Bonds shall have been deemed paid pursuant to the terms of the Indenture; (ii) the 
date that the Authority shall no longer be deemed an “obligated person” with respect to the 2013 
Bonds within the meaning of Rule 15c2-12; and (iii) the date on which those portions of Rule 15c2-
12, which require this Disclosure Agreement, are determined to be invalid by a court of competent 
jurisdiction in a non-appealable action, have been repealed retroactively or otherwise do not apply to 
the 2013 Bonds, which determination shall be evidenced by an opinion of counsel selected by the 
Authority, a copy of which opinion shall be given to the Underwriter. The Authority shall file a notice 
of any such termination with the MSRB. 
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SECTION 6. Amendment; Waiver.  Notwithstanding any other provision of this Disclosure 
Agreement, the Authority may amend this Disclosure Agreement, and any provision of this 
Disclosure Agreement may be waived (a) if such amendment or waiver occurs prior to a primary 
offering of the 2013 Bonds or prior to the actual issuance and delivery of the 2013 Bonds,(b) if such 
amendment or waiver is consented to by the Underwriter and by the Bondowners of no less than a 
majority in aggregate principal amount of the 2013 Bonds then outstanding obtained in the manner 
prescribed by the Indenture or (c) if such amendment or waiver is otherwise consistent with Rule 
15c2-12 as then in effect. Written notice of any such amendment or waiver shall be provided by the 
Authority to the MSRB, and the Annual Financial Information shall explain the reasons for the 
amendment or waiver and the impact of any change in the type of information being provided. 

SECTION 7.  Additional Information.  Nothing in this Disclosure Agreement shall be deemed 
to prevent the Authority from disseminating any other information, using the means of dissemination 
set forth in this Disclosure Agreement or any other means of communication, or including any other 
annual information or notice of occurrence of an event which is not in addition to that which is 
required by this Disclosure Agreement; provided that the Authority shall not be required to do so.  If 
the Authority chooses to include any annual information or notice of occurrence of an event in 
addition to that which is specifically required by this Disclosure Agreement, the Authority shall have 
no obligation under this Disclosure Agreement to update such information or include it in any future 
annual filing or notice or occurrence of a Listed Event. 

SECTION 8. Default and Enforcement.  If the Authority fails to comply with any provision of 
this Disclosure Agreement, any Bondowner may take action to seek specific performance by court 
order to compel the Authority to comply with its obligations under this Disclosure Agreement; 
provided that any Bondowner seeking to require compliance with this Disclosure Agreement shall first 
provide to the General Manager or the Chief Financial Officer of the Authority at least 30 days’ prior 
written notice of the Authority’s failure, giving reasonable details of such failure, following which 
notice the Authority shall have 30 days to comply. A default under this Disclosure Agreement shall not 
be deemed an Event of Default under the Indenture or the 2013 Bonds or any other agreement executed 
and delivered in connection with the issuance of the 2013 Bonds, and the sole remedy under this 
Disclosure Agreement in the event of any failure of the Authority to comply with this Disclosure 
Agreement shall be an action to compel performance. 

SECTION 9.  Disclosure Dissemination Agent.  The Authority may appoint a disclosure 
dissemination agent to assume the responsibilities for compliance with disclosure requirements 
pursuant to Rule 15c2-12 performed by the Authority under this Disclosure Agreement for the benefit 
of the Bondowners and Underwriter. 

SECTION 10. Beneficiaries. This Disclosure Agreement shall inure solely to the benefit of the 
Authority, the Underwriter and the Bondowners and shall create no rights in any other person or entity. 

SECTION 11.  Governing Law. This Disclosure Agreement shall be governed by the laws of 
the Commonwealth of Pennsylvania (other than with respect to conflicts of laws). 
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IN WITNESS WHEREOF, the undersigned has duly authorized, executed and delivered this 
Disclosure Agreement as of the date first written above. 

 

LEHIGH COUNTY AUTHORITY 

 

By:       
                General Manager 
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EXHIBIT A 

FORM OF NOTICE OF FAILURE TO FILE ANNUAL REPORT 

 

Issuer:  Lehigh County Authority (the “Authority”) 

Name of Bond Issue:  

Date of Issuance:  

CUSIP Number: 

 

NOTICE IS HEREBY GIVEN that the Authority has not provided an Annual Report with respect 
to the above-named Bonds as required by the Continuing Disclosure Agreement, dated as of July 1, 2013.  
The Authority anticipates that the Annual Report will be filed by __________, 20__. 

Dated:  _ 

 

LEHIGH COUNTY AUTHORITY 

 

By:        
           Authorized Representative 
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