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BY THE NUMBERS… BEFORE THE LEASE

LCA City

# of Employees 39 103

# of Water Customers 20,358 33,280

# of Sewer Customers 2,385 33,284

Miles of Water Main 311 304

Annual Operating Budget $  22.3 Million $  32.7 Million

Water Sales (Avg. GPD) 8 Million 16 Million

Outstanding Debt (principal only) $ 39.7 Million $ 21.7 Million



THE SETTING – SUMMER 2012

• 20+ years of discussions about consolidation between 
Allentown and LCA

• Public-Private Partnerships seeing a resurgence

• Allentown has $160 million unfunded pension liability –
no obvious / feasible funding source



JULY 19, 2012 – THE BOMBSHELL…

• Allentown issues a Request for Qualifications for potential 
bidders for a 50-year lease of their water and sewer systems

• Highlights:

• Free cash flows of approx. $10M per year

• Moderate rates

• High-quality (award-winning) water

• Diverse water sources with excess capacity for growth

• Flexible / negotiated concession agreement process planned

• And a clear statement – this process is about 
raising upfront cash for the City









AS A PUBLIC, NON-PROFIT ORGANIZATION…
WHY COMPETE?

• Adjacent Systems with interconnections & 
contractual relationships

• Common issues / challenges
• Water Resources

• Administrative Order

• Future Facilities Planning

• Intimate / historical knowledge of City facilities and 
personnel

• Opportunities for economies of scale / scope

• Eliminate duplication of effort

• Builds upon LCA’s existing regional utility perspective



LCA’S CORE PRINCIPLES:
IF WE’RE GOING TO BID…

• Protect existing LCA assets and 
customers

• Transaction would have to stand on its 
own merits

• Suburban systems will not subsidize the deal

• Financially, operationally, and otherwise



LONG STORY SHORT…

• 2012

• July 19 – City announces plan to lease water and sewer systems

• August 17 – LCA submits a Statement of Qualifications

• August 31 – City qualifies LCA to bid along with 6 other private entities

• October 17 - Review of City Concession Agreement Commences

• 2013

• February 27 – City issues invitation to bid

• March 13 – Lehigh County rejects LCA’s request to extend its life to 50 years

• March 21– LCA submits initial bid ($205 million)

• March 28 - City invites LCA and others to submit “Best and Final Offer”

• April 1 - LCA submits Best and Final Offer bid ($220 million)

• April 2 - City declares intent to award bid to LCA, whose bid was $11 million 
higher than the next highest bid

• May 1 – City and LCA sign Concession Agreement – 90 day transition period

• July 31– LCA issues $308 million in bonds to finance the lease

• August 8 – LCA begins operation of City Systems



MUNICIPAL AUTHORITY STRUCTURE IN PA

• Formed under Pa. Municipality Authorities Act

• Board of Directors appointed by “parent” municipality (County of 
Lehigh)

• Life span no more than 50 years

• Non-taxing agency – all revenues generated by user rates

• Tax-exempt financing

• Spring 2013 – LCA’s life set to expire in 2049

• Extension needed to 2062 to cover entire 50 year lease period

• Extension denied by County

• Impact?
• Lease becomes a 35-year agreement unless LCA’s life is extended in the future

• Bond issue limited to 35 years

• Political fall-out / Board turnover / Distrust in County-LCA relationship
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KEY LEASE PROVISIONS

• Revenues

• Schedule 3 Rates – Sets the starting point

• Beginning in 2016, Schedule 3 rates increase by CPI + 2.5% 
through 2032, and CPI + 2.0% thereafter

• Capital Cost Recovery Charges (CCRC) for “Major 
Capital Improvements” – 30-year recovery period

• CCRC subject to City approval, which shall not be 
unreasonably delayed or withheld

• City may withold approval if CCRC for a project is more 
than 200% greater than a CCRC of any prior year

• LCA is not required to complete a Major Capital 
Improvement until the CCRC approval has been provided

• Change of Law & DRBC Fees – recoverable through rates



KEY LEASE PROVISIONS

• Expenses

• Operating Standards – Raises the bar
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KEY LEASE PROVISIONS

• Expenses

• Operating Standards – Raises the bar

• Significant improvements in preventive maintenance

• Treatment standards that exceed regulatory requirements

• Customer service standards & protocols

• Operational Liquidated Damages if not met

• 2013-2017 performance – LCA is meeting or exceeding 
these standards, and customers benefit

• Capital Improvements

• “Uncompleted Work” – LCA completes, City pays

• “Required Projects” – LCA completed, customers pay 
(CCRC)

• Water Main Replacements – 2 miles per year



* Note: In the lease, schedule 7, the City listed the Water Main Replacements in two 
categories (Centrifugally Spun Cast Iron Water Main Pipe & Water Distribution 
Replacement) with $2.5M listed for each category as the estimated cost for the work to be 
completed through 2017. Thereafter, LCA is responsible for continuing to replace 2 miles 
per year.
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KEY LEASE PROVISIONS

• Other Important Provisions
• Municipal Service Agreements – remain in force and shall 

not be amended by the City without LCA consent as it 
relates to Concessionaire Interest (revenue)

• Administrative Order (AO) – an excluded liability for 
which the City retains responsibility to address & fund
• City decides projects – directs LCA to complete – City pays

• LCA collects payment from municipalities and city 
customers as a pass-through to pay City back for their AO 
expenses

• Required Payments
• Annual City Payment - $500,000 adjusted for inflation

• Capex Fund - $1M per year beginning in 2033, $2M in 2043 
and $3M in 2053, all adjusted for inflation





LEASE SUMMARY – LCA’S 2013 VIEW

• This is a complex agreement!

• Provisions provide for steady, predictable base revenue 
increases and operating expenses

• Big unknowns when calculating LCA’s bid:
• Future capital improvements

• We know improvements are needed, but what’s the scope, 
cost, timing, etc. over the course of 50 years?

• Future regulatory changes

• Inflation over time

• Rate impacts of these unknowns

• Opportunity:
• 35-year debt structure vs. 50-year agreement

• Last 15 years of lease debt free = large cash accumulation is 
possible
• An opportunity to bring value back to Allentown!



TRANSITION PERIOD (MAY 1 – AUGUST 7, 2013)

• Start a new business from the ground up

• Recruit & Hire Employees

• Finance the Deal

• Implement business functions

• React to the unexpected



BY THE NUMBERS: AFTER TRANSITION

8/7/2013 8/8/2013

# of Employees 39 151

# of Water Customers 20,358 52,385

# of Sewer Customers 2,385 35,533

Municipal Customers 10 13

Miles of Water Main 311 615

Annual Operating Budget $  22.3 Million $  42.2 Million

Water Production (Avg. GPD) 8 Million 22 Million

Authority Debt (principal only) $    39.7 Million $  348.8 Million



USES OF 2013 BOND FUNDS:

Up-front Lease Payment $  211,332,217

Original Issue Discount $    10,923,457

Capital Improvement Fund $    31,850,565

Debt Service Reserve Fund $    28,090,273

Capitalization Interest Account $      3,450,000

Operations and Maintenance Reserve Fund $      9,199,515

Major Maintenance Reserve Fund $      7,500,000

Cost of Issuance $      5,337,569

* TOTAL: $ 307,683,598

CONCESSION FINANCING:

* With interest, a commitment of $771M over 35 years! 





FINANCIAL BENCHMARKS FOR LEASE 
PERFORMANCE (DASHBOARD)

Trust Indenture:

• Reserve Balances

• Total Fund Cash Balance

• Debt Service Coverage Ratio

Others of Importance to Lease Sustainability:

• Total Debt Service (including any new borrowing)

• Net Cash after Debt Service

• Borrowing Level Required for Capital Improvements (Capex)

• Internal Funding Available for Capex





TODAY’S CHALLENGES

• 2013-2017 budget performance show financial benchmarks are 
being met, BUT…

• Initial borrowing for capex will be fully utilized in 2018

• 2018 bond payment of $31.8M includes $19M principal payment 
that will require refinancing (as noted in bond docs)

• Cash accrued 2013-2017 is not adequate to fund future capex, so 
additional borrowing will be required for capex beginning in 2018

• This condition was predicted and noted in the bond documents

• Actual performance is lower than anticipated due to lower revenues

• New borrowing will create additional pressure on critical financial 
benchmarks

• Need to begin generating additional revenue for future escalating 
bond payments & capital improvements



NEXT STEPS

• 4/23 Presentation of Financial Evaluation Study:

• Full lease financial model (2018-2062)

• Decide on revenue enhancements (rate review & 
affordability analysis)

• Set schedule for refinancing 2013C bond series

• Capital improvements review – impact of phasing 
and prioritization

• Other enhancements / recommendations



DISCUSSION


