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COMPILATION REPORT OF INDEPENDENT ACCOUNTANTS

To the Members of Kentucky Public

Transportation Infrastructure Authority
Kentucky Public Transportation Infrastructure Authority
Frankfort, KY

Management is responsible for the accompanying financial statements of the Kentucky
Public Transportation Infrastructure Authority (the “Authority”), a component unit of the
Commonwealth of Kentucky which comprise the statements of net position as of March 31,
2016 and 2015, and the related statements of revenues, expenses and changes in net
position and cash flows for the three and nine months then ended, and the related notes to
the financial statements in accordance with accounting principles generally accepted in the
United States of America. We have performed compilation engagements in accordance with
Statements on Standards for Accounting and Review Services promulgated by the
Accounting and Review Services Committee of the American Institute of Certified Public
Accountants. We did not audit or review the financial statements nor were we required to
perform any procedures to verify the accuracy or completeness of the information provided
by management. Accordingly, we do not express an opinion, a conclusion, nor provide any
form of assurance on these financial statements.

Supplementary Information

The supplementary information contained on pages 2 through 8 and pages 31 through 34 is
presented for purposes of additional analysis and is not a required part of the basic financial
statements, but is required by the Governmental Accounting Standards Board. This
information is the representation of management. The information was subject to our
compilation engagements; however, we have not audited or reviewed the supplementary
information and, accordingly, do not express an opinion, a conclusion, nor provide any form
of assurance on such supplementary information.

Blue L G, LLC

May 25, 2016




KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
AUTHORITY

MANAGEMENT'’S DISCUSSION AND ANALYSIS
FOR THE THREE AND NINE MONTHS ENDED MARCH 31, 2016 AND 2015

The management of the Kentucky Public Transportation Infrastructure Authority (the
Authority), a discretely presented component unit of the Commonwealth of Kentucky,
offers the readers of the Authority’s financial statements this narrative overview and
analysis of the financial performance of the Authority for the three and nine months
ended March 31, 2016 and 2015. We encourage readers to read it in conjunction with
the Authority’s financial statements and the accompanying notes.

The Authority is an independent de jure municipal corporation and political subdivision
of the Commonwealth of Kentucky (the Commonwealth). The Authority was established
in 2009 by the Extraordinary Session of the General Assembly through the enactment of
Kentucky Revised Statutes (KRS) Chapter 175B, as amended, to review, approve, and
monitor certain significant transportation projects within the Commonwealth and
between the Commonwealth and the State of Indiana and, if necessary, to assist with
the operation, financing, and management of those projects. Projects are developed
through a bi-state development agreement. The Authority is authorized to construct,
reconstruct, operate, finance and manage highway projects that are either part of the
designated federal interstate system or built to the standards of the interstate system
that would be designated as a mega-project by the Federal Highway Administration.

The Authority, the Kentucky Transportation Cabinet (KYTC), the Indiana Department of
Transportation (INDOT), the Indiana Finance Authority (IFA), and the Louisville and
Southern Indiana Bridges Authority (LSIBA) entered into a legal agreement in October
2012 known as the “Bi-State Development Agreement” which governs The Louisville-
Southern Indiana Ohio River Bridges Project (LSIORBP). The project consists of the
construction of the East End Bridge and highway connections that will complete an
outer loop around the greater Louisville area and continuing north of the Ohio River to
connect to Interstate 65; a Downtown Crossing including a new [-65 bridge for
northbound traffic; a revamped John F. Kennedy Memorial Bridge for southbound traffic,
and rebuilding of the downtown interchange on both sides of the Ohio River. Kentucky
is responsible for financing, reconstruction and operational improvements of the
Downtown Crossing Bridges; and Indiana is responsible for financing and constructing
the East End Crossing. During fiscal year 2014, the Authority finalized the financing
package for the Downtown Crossing Bridges through the sale of $364.5 million Toll
Revenue Bonds and $452.2 million Toll Revenue Bond Anticipation Notes. The Bond
Anticipation Notes will be refunded in 2017 with the proceeds of a Transportation
Infrastructure Finance and Innovation Act (TIFIA) loan also approved during fiscal year
2014. Project revenues will be used to repay the Toll Revenue Bonds and TIFIA Loan
as well as to pay for operations and maintenance on the project. These transactions
provided approximately $592 million in project construction funds with the remaining
proceeds used for capitalized interest, debt service reserve funding and costs of
issuance. More detailed information about the LSIORBP can be obtained at the project
website www.kyinbridges.com.




KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
AUTHORITY

MANAGEMENT'’S DISCUSSION AND ANALYSIS
FOR THE THREE AND NINE MONTHS ENDED MARCH 31, 2016 AND 2015

The Authority is authorized pursuant to Part I, A., 4., (16) of Kentucky House Bill 2 of the
2012 Extraordinary Session of the General Assembly to participate as the developing
and issuing authority as described in KRS 175B.025 in the development, construction,
financing, and operation and maintenance of the LSIORBP.

FINANCIAL HIGHLIGHTS

e Cash and cash equivalents decreased from $117,592,000 at March 31, 2015, to
approximately $36,723,000 at March 31, 2016.

e Investments decreased from $287,746,000 at March 31, 2015 to approximately
$143,245,000 at March 31, 2016.

e Capital assets increased from approximately $714,696,000 at March 31, 2015, to
$1,007,000 at March 31, 2016.

e The Authority’s total debt decreased from $761,386,000 at March 31, 2015, to
approximately $758,687,000 at March 31, 2016.

OVERVIEW OF THE FINANCIAL STATEMENTS

This financial report consists of three parts: Management’'s Discussion and Analysis
(this section), the basic financial statements, and the accompanying notes to the
financial statements. The Authority follows enterprise fund reporting; accordingly, the
financial statements are presented using the economic resources measurement focus
and the accrual basis of accounting. Enterprise fund statements offer short and long-
term financial information about the activities and operations of the Authority. These
statements are presented in a manner similar to those of a private business.

The statements of net position presents information on all of the Authority’s assets and
liabilities, with the difference between the two reported as net position. Over time,
increases or decreases in net position may serve as a useful indicator of whether the
financial position of the Authority is improving or deteriorating.

The statements of revenues, expenses and changes in net position present information
showing how the Authority’s net position changed during the last three and nine months
of the fiscal year. All changes in net position are reported as soon as the underlying
event giving rise to the change occurs, regardless of the timing of the related cash
flows. Thus, revenues and expenses are reported in this statement for some items that
will only result in cash flows in future fiscal periods.

The statements of cash flows provides relevant information about the cash receipts and
cash payments of the Authority during the last three and nine months of the fiscal year.
The statement should help users assess the Authority’s ability to generate future net
cash flows, meet future obligations as they become due, the Authority’s need for future
external financing, the reasons for differences in operating and related cash receipts




KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
AUTHORITY

MANAGEMENT'’S DISCUSSION AND ANALYSIS
FOR THE THREE AND NINE MONTHS ENDED MARCH 31, 2016 AND 2015

and cash payments, and the effects on financial position of cash and non-cash
investing, capital, non-capital and financing activities.

The notes to the financial statements provide additional information that is essential to a
full understanding of the data provided in the basic financial statements. The notes to
the financial statements can be found on pages 14 through 29.

FINANCIAL ANALYSIS OF THE AUTHORITY

Condensed Financial Information
Statements of Net Position
As of March 31,

% Increase

2016 (Decrease) 2015
Assets:
Current assets $ 119,897,366 -41% $ 201,524,992
Long-term cash and investments 60,158,259 -70% 203,918,794
Net capital assets 1,006,929,359 41% 714,695,522
Total assets 1,186,984,984 6% 1,120,139,308
Liabilities:
Current liabilities 22,201,088 -4% 23,067,411
Long-term debt 758,687,224 0% 761,386,379
Total liabilities 780,888,312 0% 784,453,790
Net position:
Net investment in capital assets 431,697,898 27% 339,718,508
Unrestricted net position (deficit) (25,601,226) 535% (4,032,990)
Total net position $ 406,096,672 21% $ 335,685,518

Total assets consist primarily of cash and cash equivalents, investments, and capital
assets.

During the quarter ended March 31, 2016, the Authority's total cash and cash
equivalents and investments decreased approximately $16,507,000, from continued
construction costs and debt interest payments.

At March 31, 2016, investments consist of a current portion of approximately
$83,087,000 and a non-current portion of approximately $60,158,000. As of March 31,
2016, the current portion is representative of short-term investments in the
Commonwealth’s cash and investment pool. The non-current portion is representative
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KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
AUTHORITY

MANAGEMENT'’S DISCUSSION AND ANALYSIS
FOR THE THREE AND NINE MONTHS ENDED MARCH 31, 2016 AND 2015

of the Authority’s investments maintained within the Commonwealth’s cash and
investment pool and other investments with maturities greater than one year.

Capital assets increased approximately $29,710,000 during the quarter ended March
31, 2016, primarily resulting from construction of the Downtown Crossing and
contributions of infrastructure from KYTC.

Total liabilities primarily consist of current and non-current portions of revenue bonds
and revenue bond anticipation notes payable and related accrued interest thereon.
During quarter ended March 31, 2016, long-term debt decreased approximately
$671,000 due to the amortization of bond premiums and discounts.

Condensed Financial Information
Statements of Revenues, Expenses, and Changes in Net Position
For the three month period ended March 31,

% Increase

2016 (Decrease) 2015

Operating expenses $ 16,767,362 10848% $ 153,149

Operating loss (16,767,362) 10848% (153,149)
Nonoperating revenues (expenses):

Interest earned on investments 80 40% 57

Intergovernmental revenues 111,755 -27% 153,149

Total nonoperating revenues (expenses) 111,835 -27% 153,206
Contributed capital from KYTC 8,584,593 100% -0-
Contributions to KYTC -0- -100% (5,859,067)
Change in net position (8,070,934) 38% (5,859,010)
Net position, beginning of period 414,167,606 0% 341,544,528
Net position, end of period $ 406,096,672 21% $ 335,685,518




KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
AUTHORITY

MANAGEMENT'’S DISCUSSION AND ANALYSIS
FOR THE THREE AND NINE MONTHS ENDED MARCH 31, 2016 AND 2015

Condensed Financial Information
Statements of Revenues, Expenses, and Changes in Net Position
For the nine month period ended March 31,

% Increase

2016 (Decrease) 2015
Operating expenses $ 39,891,452 13989% $ 283,130
Operating loss (39,891,452) 13989% (283,130)
Interest earned on investments 129 -31% 186
Intergovernmental revenues 648,122 129% 283,130
Total nonoperating revenues (expenses) 648,251 129% 283,316
Contributed capital from KYTC 24,525,876 756% 2,863,811
Contributions to KYTC -0- -100% (34,937,835)
Change in net position (14,717,325) -54% (32,073,838)
Net position, beginning of period 420,813,997 0% 367,759,356
Net position, end of period $ 406,096,672 21% $ 335,685,518

Operating revenues will primarily consist of tolls, but also include administrative fees
and fines for nonpayment of tolls and other miscellaneous deposits. Tolls will not
commence until new capacity is added to the 1-65 corridor, which under current
construction schedules will be October of 2016.

Operating expenses currently consist primarily of KYTC staff salaries and benefits for
two employees assigned to the Authority, vehicle usage, professional services, and
board meeting expenses, such as transcription services and member travel expenses.
After project operations commence in 2016, maintenance and operation of the roadway
and tolling infrastructure will also be included.

Nonoperating revenues and expenses consist of income from investments, net
changes in the fair market value of investments, bond issuance costs, and contributed
capital from KYTC. Contributed capital from KYTC represents capitalized expenses
paid for the LSIORBP by KYTC that were contributed to the Authority, as the developing
authority for the LSIORBP along with contributions of infrastructure. Contributions to
KYTC represent preservation payments made by the Authority on existing infrastructure
title to which was transferred from KYTC to the Authority on June 2, 2015. These
preservation costs were incurred by the Authority prior to the date of the transfer of title,
see capital assets section below for further detail.




KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
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MANAGEMENT'’S DISCUSSION AND ANALYSIS
FOR THE THREE AND NINE MONTHS ENDED MARCH 31, 2016 AND 2015

LONG-TERM DEBT

At March 31, 2016, the Authority had approximately $758,687,000 in bonds and notes
payable outstanding, net of unamortized premiums and discounts, which is a decrease
from approximately $761,386,000 as of March 31, 2015. The decrease from March 31,
2015 is a result of the amortized premium and discounts. More detailed information
about the Authority’s long-term liabilities is presented in Note 7 of the financial
statements.

Bond Ratings. The Authority’s first tier toll revenue bonds and third tier TIFIA
loan/subordinate tier bond anticipation notes debt rating is BBB- from Fitch and Baa3
from Moody’s.

The Authority's outstanding debt consists of the following as of March 31.:

% Increase

2016 (Decrease) 2015
First tier toll revenue bonds $ 364,525,000 0% $ 364,525,000
Subordinate toll revenue bond
anticipation notes 452,200,000 0% 452,200,000
Unamortized premiums 14,480,200 -44% 26,077,030
Unamortized discounts (72,517,976) -11% (81,415,651)
Total $ 758,687,224 0% $ 761,386,379

CAPITAL ASSETS

For financial reporting purposes the Authority has elected to utilize the “Modified
Approach” for reporting infrastructure assets as defined in GASB (Government
Accounting Standards Board) Statement Number 34 “Basic Financial Statements-and
Management’s Discussion and Analysis-for State and Local Governments.” Under this
alternative method of financial reporting the Authority expenses certain maintenance
and preservation costs and will not report depreciation expense. GASB 34 requires
infrastructure assets being reported under the modified approach to present certain
information on the preservation and maintenance, including, assessed condition levels,
of those assets to be included in Required Supplementary Information (RSI). See the
RSI included after the notes to the financial statements.

Under terms of the Bi-State Development agreement of the LSIORBP, the
Commonwealth is responsible for the construction of section three. Upon project
termination of the LSIORBP (currently scheduled for December 2053), ownership of
section three will be transferred to Indiana. Indiana is responsible for the construction of
section four which, upon project termination, ownership will transfer to the
Commonwealth. Also upon project termination, Indiana and the Commonwealth,
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through the Authority, will exchange values for portions of sections two and five, as
identified in the Bi-State Development Agreement.

CONTACTING THE AUTHORITY'S FINANCIAL MANAGEMENT

This financial report is designed to provide our customers, legislators, citizens,
taxpayers, and federal government officials, as well as, investors and creditors with a
general overview of the Authority’s finances and to demonstrate the Authority’s
accountability for the money it receives. If you have questions about this report or need
additional financial information, contact Kentucky Public Transportation Infrastructure
Authority, ATTN: Megan McLain, 200 Mero Street, Frankfort, Kentucky, 40622.




KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE

AUTHORITY

STATEMENTS OF NET POSITION
MARCH 31, 2016 AND 2015

Assets:
Current assets:
Cash and cash equivalents-restricted
Investments-restricted
Accrued interest receivable
Total current assets

Noncurrent assets:
Investments-restricted

Capital assets:
Right-of-way easements
Infrastructure
Construction in progress

Net capital assets

Total noncurrent assets
Total assets

Liabilities:
Current liabilities:
Payable from restricted assets:
Accounts payable and accrued expenses
Accrued interest payable
Total current liabilities

Noncurrent liabilities:
Long term debt, including unamortized net
discounts of $58,037,776 and
$55,338,621, respectively

Total liabilities
Net position:
Net investment in capital assets

Unrestricted (deficit)

Total net position

2015

2016 RESTATED
36,723,322 117,591,997
83,086,885 83,826,787
87,159 106,208
119,897,366 201,524,992
60,158,259 203,918,794
11,723,211 -0-
145,008,098 -0-
850,198,050 714,695,522
1,006,929,359 714,695,522
1,067,087,618 918,614,316

1,186,984,984

1,120,139,308

14,113,612 15,024,617
8,087,476 8,042,794
22,201,088 23,067,411
758,687,224 761,386,379
780,888,312 784,453,790
431,697,898 339,718,508
(25,601,226) (4,032,990)
406,096,672 335,685,518

See accompanying notes and compilation report of independent accountants.
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KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE

AUTHORITY

STATEMENTS OF REVENUES, EXPENSES, AND

CHANGES IN NET POSITION
FOR THE THREE MONTHS ENDED MARCH 31, 2016 AND 2015

Operating expenses:
Maintenance
General administration

Total operating expenses
Operating gain (loss)

Nonoperating revenues (expenses):
Interest earned on investments
Intergovernmental revenues
Total nonoperating revenues (expenses)

Contributed capital from KYTC
Contributions to KYTC

Change in net position
Net position, beginning of period

Net position, end of period

2015

2016 RESTATED
$ 16,655,607 -0-
111,755 153,149
16,767,362 153,149
(16,767,362) (153,149)
80 57
111,755 153,149
111,835 153,206

8,584,593

-0- (5,859,067)
(8,070,934) (5,859,010)
414,167,606 341,544,528
$ 406,096,672 335,685,518

See accompanying notes and compilation report of independent accountants.
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KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE

AUTHORITY

STATEMENTS OF REVENUES, EXPENSES, AND

CHANGES IN NET POSITION
FOR THE NINE MONTHS ENDED MARCH 31, 2016 AND 2015

Operating expenses:
Maintenance
General administration

Total operating expenses
Operating gain (loss)

Nonoperating revenues (expenses):
Interest earned on investments
Intergovernmental revenues
Total nonoperating revenues (expenses)

Contributed capital from KYTC
Contributions to KYTC

Change in net position
Net position, beginning of period

Net position, end of period

2015
2016 RESTATED

$ 39,243,330  $ -0-

648,122 283,130

39,891,452 283,130

(39,891,452) (283,130)

129 186

648,122 283,130

648,251 283,316

24,525,876 2,863,811

-0- (34,937,835)

(14,717,325) (32,073,838)

420,813,997 367,759,356

$ 406,096,672 $ 335,685,518

See accompanying notes and compilation report of independent accountants.
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KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
AUTHORITY

STATEMENTS OF CASH FLOWS
FOR THE THREE MONTHS ENDED MARCH 31, 2016 AND 2015

2015
2016 RESTATED
Operating activities:
Payments to service providers $ (9,180,396) $ -0-
Net cash flows from operating activities (9,180,396) -0-
Capital and related financing activities:
Interest paid on long-term debt outstanding (16,174,952) (16,174,952)
Acquisition and construction of capital assets (24,770,335) (46,651,174)
Net cash flows from capital and related
financing activities (40,945,287) (62,826,126)
Investing activities:
Purchase of investments (417,849) (11,715)
Proceeds from sales and maturities of investments 33,725,604 70,672,714
Interest received 311,027 418,161
Net cash flows from investing activities 33,618,782 71,079,160
Net change in cash and cash equivalents (16,506,901) 8,253,034
Cash and cash equivalents, beginning
of period 53,230,223 109,338,963
Cash and cash equivalents, end of period $ 36,723,322 $ 117,591,997

Reconciliation of operating income (loss) to
net cash flows from operating activities:
Operating income (loss) $ (16,767,362) $ (153,149)
Adjustments to reconcile operating income
(loss) to net cash flows from operating activities:

Intergovernmental revenue for operating expenses 111,755 153,149
Changes in assets and liabilities

Decrease in accounts payable and accrued expenses 7,475,211 -0-
Net cash flows from operating activities $ (9,180,396) $ -0-

Supplemental schedule of noncash capital and related financing activities:

Construction in progress contributed as capital from KYTC $ 8,584,593 $ -0-
Interest costs capitalized and accrued $ 7,473,828 $ 7,162,279
Capital assets included in accounts payable $ 10,743,104 $ 15,024,617

See accompanying notes and compilation report of independent accountants.
12



KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE

AUTHORITY

STATEMENTS OF CASH FLOWS

FOR THE NINE MONTHS ENDED MARCH 31, 2016 AND 2015

Operating activities:
Payments to service providers
Net cash flows from operating activities

Capital and related financing activities:
Interest paid on long-term debt outstanding
Acquisition and construction of capital assets

Net cash flows from capital and related
financing activities

Investing activities:
Purchase of investments
Proceeds from sales and maturities of investments
Interest received
Net cash flows from investing activities

Net change in cash and cash equivalents
Cash and cash equivalents, beginning
of period

Cash and cash equivalents, end of period

Reconciliation of operating income (loss) to
net cash flows from operating activities:
Operating income (loss)
Adjustments to reconcile operating income
(loss) to net cash flows from operating activities:

Intergovernmental revenue for operating expenses

Changes in assets and liabilities

Decrease in accounts payable and accrued expenses

Net cash flows from operating activities

Supplemental schedule of noncash capital and related financing activities:

Construction in progress contributed as capital from KYTC

Interest costs capitalized and accrued
Capital assets included in accounts payable

2015
2016 RESTATED
$ (31,768,119) $ -0-
(31,768,119) -0-
(32,349,904) (33,338,373)
(113,028,951) (210,134,428)
(145,378,855) (243,472,801)
(420,524) (254,772)
89,123,411 255,818,811
516,900 1,054,265
89,219,787 256,618,304
(87,927,187) 13,145,503
124,650,509 104,446,494
$ 36723322 $ 117,591,997
$ (39,891,452) $ (283,130)
648,122 283,130
7,475,211 -0-
$ (31,768,119) $ -0-
24525876 $ 2,863,811
$ 21845394 $ 21,275,161
$ 10,743,104 $ 15,024,617

See accompanying notes and compilation report of independent accountants.

13



KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS
MARCH 31, 2016 AND 2015

1. DESCRIPTION OF THE ORGANIZATION

The Kentucky Public Transportation Infrastructure Authority (the Authority) is an
independent de jure municipal corporation and political subdivision of the
Commonwealth. The Authority was established in 2009 by the Commonwealth
pursuant to the provisions of Kentucky Revised Statutes (KRS) Chapter 175B, as
amended, to review, approve, and monitor certain significant transportation projects
within the Commonwealth and between the Commonwealth and the State of Indiana
and, if necessary, to assist with the operation, financing, and management of those
projects. Beginning in 2014, the Authority is reported as a discretely presented
component unit of the Commonwealth. Financial activities between the
Commonwealth and the Authority are related party activities, and are disclosed as
such.

The Authority currently has 9 voting members; Chairman Greg Thomas, Vice Chair
William M. Landrum |Ill, Charles Buddeke, Steve Austin, Don Kelly, Harold
McKinney, Glenn Mitchell, Michael Walker, and James Ward. The Authority is
attached administratively to the Kentucky Transportation Cabinet (KYTC) and relies
exclusively on KYTC staff to operate. Currently, the Authority is engaged in
overseeing a single project, the Louisville-Southern Indiana Ohio River Bridges
Project (LSIORBP), as described below. More information on the Authority can be
obtained by visiting their website at http://transportation.ky.qov/KPTIA.

The Commonwealth, the Authority, KYTC, the Indiana Department of Transportation,
and the Indiana Finance Authority entered into a legal agreement in October 2012
known as the “Bi-State Development Agreement” which governs the LSIORBP. The
LSIORBP consists of the construction of the East End Bridge and highway
connections that will complete an outer loop around the greater Louisville area and
continuing north of the Ohio River to connect to Interstate 65; a Downtown Crossing
including a new I-65 bridge for northbound traffic; a revamped John F. Kennedy
Memorial Bridge for southbound traffic, and rebuilding of the downtown interchange
on both sides of the Ohio River. Kentucky is responsible for financing,
reconstruction and operational improvements of the Downtown Crossing Bridges;
and Indiana is responsible for financing and constructing the East End Crossing.
More detailed information about the LSIORB Project can be obtained at the project
website www.kyinbridges.com.

The Authority is authorized pursuant to Part I, A., 4., (16) of Kentucky House Bill 2 of
the 2012 Extraordinary Session of the General Assembly to participate as the
developing and issuing authority as described in KRS 175B.025 in the development,
construction, financing, and operation and maintenance of the LSIORBP.

14



KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS
MARCH 31, 2016 AND 2015

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summary of significant accounting policies of the Authority is presented to
assist in understanding the Authority’s financial statements. The financial statements
and notes are representations of the Authority’s management who is responsible for
their integrity and objectivity. These accounting policies conform to accounting
principles generally accepted in the United States of America and have been
consistently applied in the preparation of the financial statements.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The Authority’s financial statements are included in the Commonwealth’s
Comprehensive Annual Financial Report as a discretely presented component unit.
The activities of the Authority are accounted for as an enterprise fund. The intent of
an enterprise fund is to finance or recover, primarily through user charges, the costs
of providing goods and services. An enterprise fund prepares operating statements
using the flow of economic resources as its measurement focus. Such operating
statements are designed to report events and transactions that increase or decrease
an entity’s economic resources (i.e., all assets and liabilities). Enterprise fund
transactions are accounted for using the accrual basis, under which revenues are
recorded when earned, and expenses are recorded when the liabilities are incurred.

Use of Estimates

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

Description of Net Position Classes

Net Investment in capital assets - This component of net position consists of capital
assets, including restricted capital assets, net of accumulated depreciation and
reduced by the outstanding balances of any bonds, mortgages, notes, or other
borrowings that are attributable to the acquisition, construction, or improvement of
those assets. If there are significant unspent related debt proceeds at year end, the
portion of debt attributable to the unspent proceeds are not included in the
calculation of net investment in capital assets. Rather, that portion of the debt is
included in the same net position component as the unspent proceeds.

15



KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS
MARCH 31, 2016 AND 2015

Restricted - This component of net position consists of constraints placed on the use
of net position through external constraints imposed by creditors (such as through
debt covenants), grantors, contributors, or laws or regulations of other governments
or constraints imposed by law through constitutional provisions or enabling
legislation.

Unrestricted - This component of net position consists of the net position that does
not meet the definition of “restricted” or “net investment in capital assets”.

Cash and Cash Equivalents

The Authority considers all highly liquid investments with a maturity of three months
or less when purchased to be cash equivalents. Restricted cash and cash
equivalents consist of unspent proceeds received from the issuance of bonds and
anticipation notes described in Note 5. The unspent proceeds are restricted for use
in accordance with the bond and anticipation notes documents.

Investments

Investments in marketable securities with readily determinable fair values and all
investments in debt securities are reported at their fair values in the statement of net
position. Unrealized gains and losses are included in the changes in net position in
the accompanying statements of revenues, expenses, and changes in net position.
Restricted investments consist of unspent proceeds received from the issuance of
bonds and anticipation notes described in Note 5 that are invested in U.S.
Treasuries. The unspent proceeds are restricted for use in accordance with the
bond and anticipation notes documents.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets,
are reported in the financial statements. Capital assets are defined by the Authority
as assets with an initial, individual cost of more than $5,000 and an estimated useful
life in excess of one year. Such assets are recorded at historical cost if purchased or
constructed. Contributed capital assets are recorded at the asset’s book value at the
time of the contribution.

Infrastructure assets will not be depreciated, as the Authority anticipates electing to
use the modified approach, as defined by GASB 34. As a result, certain
maintenance and preservation costs will be expensed when incurred. Additions and
improvements to infrastructure assets are capitalized when capacity and efficiency
has increased.
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Major outlays for capital assets are capitalized as projects are constructed. Interest
incurred during the construction phase of capital assets is included as part of the
capitalized value of the assets constructed. Interest charged totaled $8,817,071 for
the three months ended March 31, 2016 and $24,262,428 for the nine months ended
March 31, 2016. Interest charged totaled $8,042,794 for the three months ended
March 31, 2015, and $24,217,745 for the nine months ended March 31, 2015.
Capitalized interest, net of related interest earned on debt proceeds totaled
$7,473,828 for the three months ended March 31, 2016, and $21,845,394 for the
nine months ended March 31, 2016. Capitalized interest, net of related interest
earned on debt proceeds totaled $7,162,279 for the three months ended March 31,
2015, and $21,275,161 for the nine months ended March 31, 2015.

Operating Revenues and Expenses

Balances classified as operating revenues and expenses are those which comprise
the Authority's principal ongoing operations. Other revenues and expenses are
classified as nonoperating.

Contributed Capital

Contributed capital arises from outside contributions of capital assets, or from grants
or outside contributions of resources restricted to capital acquisition and
construction.

. CASH DEPOSITS

Cash includes amounts on deposit with the Commonwealth’s cash and investment
pool and cash held by Bank of New York Mellon (the Trustee). The carrying amount
of the Authority’s cash and cash equivalents invested in the Commonwealth’s cash
and investment pool balance was $36,723,322 and $117,591,997 at March 31, 2016
and 2015, respectively.

. INVESTMENTS AND FAIR VALUE MEASUREMENTS

All  Authority investments, legally authorized by KRS 175B.075 and the
Transportation Infrastructure Finance and Innovation Act (TIFIA) Loan Agreement,
are direct obligations of the United States of America or direct federal agency
obligations or other similar obligations to the extent that the full faith and credit of the
United States of America is pledged for the timely payment thereof. Direct
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obligations shall include money market mutual funds that invest solely in the
obligations referenced above.

All project funds are held in a segregated account with the Commonwealth's
investment pools. These are reported at fair value. The State Investment
Commission has statutory responsibility and authority to safeguard the funds.

All remaining funds are held with the bond trustee, Bank of New York Mellon. The
following schedule presents the carrying amounts of investments by maturity at
March 31, 2016:

Investment Fair Value Maturity Rate
U.S. Treasury Notes State and Local Governments Series $ 15,579,540 7/1/2016 0.44%
U.S. Treasury Notes State and Local Governments Series 15,613,815 1/1/2017 0.62%
U.S. Treasury Notes State and Local Governments Series 15,662,217 71112017 0.83%
U.S. Treasury Notes State and Local Governments Series 5,123,091 1/1/2018 1.04%
Fidelity Treasury Money Market Fund 51,893,530 N/A 0.01%
103,872,193
Investments in state pool 39,372,951
Total 143,245,144
Less: current portion 83,086,885
Long-term investments $ 60,158,259

The following schedule presents the carrying amounts of investments by maturity at
March 31, 2015:

Investment Fair Value Maturity Rate
U.S. Treasury Notes State and Local Governments Series $ 15,541,441 7/1/2015 0.20%
U.S. Treasury Notes State and Local Governments Series 15,556,983 1/1/2016 0.29%
U.S. Treasury Notes State and Local Governments Series 15,579,540 7/1/2016 0.44%
U.S. Treasury Notes State and Local Governments Series 15,613,815 1/1/2017 0.62%
U.S. Treasury Notes State and Local Governments Series 15,662,217 7/1/2017 0.83%
U.S. Treasury Notes State and Local Governments Series 5,123,091 1/1/2018 1.04%
Fidelity Treasury Money Market Fund 52,728,364 N/A 0.01%
135,805,451
Investments in state pool 151,940,130
Total 287,745,581
Less: current portion 83,826,787
Long-term investments $ 203,918,794

The Authority’s share of investments in the Commonwealth’s cash and investment
pool amounting to $39,372,951 and $151,940,130 at March 31, 2016 and 2015,
respectively, are invested in U.S. Treasury Notes with an effective duration of 0.23
and 0.37, respectively.

Custodial Credit Risk: For an investment, custodial credit risk is the risk that in the
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event of the failure of the counterparty, the Authority will not be able to recover the
value of its investments or collateral securities that are in the possession of an
outside party. As of March 31, 2016, the Authority’s investments are neither insured
nor registered, but are held by the Authority's custodial agent for the benefit of the
Authority.

Credit Risk: Under state statutes, the Authority is permitted to invest direct
obligations of the United States of America or direct federal agency obligations or
other similar obligations to the extent that the full faith and credit of the United States
of America is pledged for the timely payment thereof. Direct obligations shall include
money market mutual funds that invest solely in the obligations referenced above.
The credit ratings and concentration by issuer of the Authority’s investments,
exclusive of the Authority’s investments in the state’s pool, is as follows at March 31,
2016:

Fair Value Rating Percent
U.S. Treasury Notes State and Local Governments Series $ 51,978,663 U.S. Treasuries 50.04%
Fidelity Treasury Money Market Fund 51,893,530 Unrated 49.96%
Total investments $ 103,872,193 100.00%

The credit ratings and concentration by issuer of the Authority’s investments,
exclusive of the Authority’s investments in the state’s pool, is as follows at March 31,
2015:

Fair Value Rating Percent
U.S. Treasury Certificates of Indebtedness State and
Local Governments Series $ 83,077,087 U.S. Treasuries 61.17%
Fidelity Treasury Money Market Fund 52,728,364 Unrated 38.83%
Total investments $ 135,805,451 100.00%

Concentration of Credit Risk: The Authority places no limit on the amount the
Authority may invest in any one issuer. The Authority’s trustee consults with the
Office of Financial Management (within the Finance and Administration Cabinet) to
determine suitable investments.

Interest Rate Risk: The Authority does not have a formal investment policy that
limits investment maturities as a means of managing its exposure to fair value
losses arising from increasing interest rates.

The Authority categorizes its fair value measurements within the fair value hierarchy
established by generally accepted accounting principles. The hierarchy is based on
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the valuation inputs used to measure the fair value of the asset. Level 1 input are
quoted prices in active markets for identical assets; Level 2 inputs are significant
other observable inputs; Level 3 inputs are significant unobservable inputs.

The Authority has the following recurring fair value measurements as of March 31,
2016 and 2015:

e U.S. Treasury securities of $51,978,663 and $83,077,087, respectively, are
valued using pricing models maximizing the use of observable inputs for
similar securities (Level 2 inputs).

e Money Market Mutual Fund of $51,893,530 and $52,728,364, respectively,
generally transact subscription and redemption activity at $1 stable net asset
value (NAV) however, on a daily basis the funds are valued at their daily NAV
calculated using the amortized cost of the securities held in the fund (Level 2
inputs).

. REVENUE BOND FUND ACCOUNTS
Components of the Toll Revenue Bond Fund and Toll Revenue Bond Anticipation

Notes accounts by cash, cash equivalents and investments at March 31, 2016 are
summarized below:

Money Market

Mutual
Funds U.S. Treasuries Total
Debt Service Reserve Funds $ 46,123,733 $ -0- $ 46,123,733
Capitalized Interest Fund 1,363,725 51,978,663 53,342,388
Tolling O&M Reserve Fund 4,406,072 -0- 4,406,072
General O&M Reserve Fund -0- -0-
Total $ 51,893,530 $ 51,978,663 $ 103,872,193

Components of the Toll Revenue Bond Fund and Toll Revenue Bond Anticipation
Notes accounts by cash, cash equivalents and investments at March 31, 2015 are
summarized below:
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Money Market

Mutual

Funds U.S. Treasuries Total
Debt Service Reserve Funds $ 46,117,905 $ -0- $ 46,117,905
Capitalized Interest Fund 2,205,432 83,077,087 85,282,519
Tolling O&M Reserve Fund 4,405,012 -0- 4,405,012
General O&M Reserve Fund 15 -0- 15

Total

$ 52,728,364 $ 83,077,087 $ 135,805,451

The General Trust Indenture contains a provision which establishes that specific
accounts are maintained by the Authority to properly account for the financial
activities as described below:
A. Authority System Revenue Fund - This fund receives all Pledged Receipts
and other moneys received by the Authority except for funds required to be
deposited into another fund by the General Trust Indenture.

B. Project Funds - Funds deposited into the project funds shall be expended
only for the purpose of paying costs of the Project.

C. Cost of Issuance Fund - Designated to pay the costs of issuance established
for each series, as specified in the respective Series Trust Indentures.

D. Debt Service Funds

a)

b)

f)

First Tier Debt Service Account - Designated to pay the principal and
interest on the First Tier Bonds.

First Tier Common Debt Service Reserve Account and within such
Account, a “Proceeds Subaccount” and a “Revenue Subaccount” -
Designated a reserve for the payment of principal and interest on First
Tier Bonds that are not TIFIA Bonds when funds for that purpose are
available in the First Tier Debt Service Account.

Second Tier Debt Service Account - Designated to pay the principal
and interest on the Second Tier Bonds.

Second Tier Common Debt Service Reserve Account - Designated a
reserve for the payment of principal and interest on Second Tier Bonds
when funds for that purpose are available in the Second Tier Debt
Service Account.

Third Tier Debt Service Account - Designated to pay the principal and
interest on the Third Tier Bonds.

Third Tier Common Debt Service Reserve Account - Designated a
reserve for the payment of principal and interest on Third Tier Bonds
when funds for that purpose are available in the Third Tier Debt
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Service Account.

E. Redemption Fund - Designated for the redemption of outstanding bonds or
bond anticipation obligations.

F. Tolling Operation & Maintenance (O&M) Reserve Fund - Designated to pay
Toll System Collection Expenses for the current fiscal year as reflected in the
Authority System Budget.

G. General O&M Reserve Fund - Designated to pay General O&M Expenses for
the current fiscal year as reflected in the Authority System Budget.

H. M&R Reserve Fund - Designated to pay M&R Expenses for the current fiscal
year as reflected in the then-current capital improvement program and
Authority System Budget and to pay any other M&R expenses that must be
incurred to restore or maintain any portion of the Authority System in a safe
operating condition. M&R expenses represent lifecycle costs and/or capital
costs necessary to continue to maintain the Authority System in good
operating order and that are not normally recurring costs.

|. Lease Payment Fund - Funds designated to pay amounts due from the
Authority to KYTC under the Lease Agreement.

J. General Reserve Fund - Designated to pay expenses relating to the Authority
System, providing for debt service on bonds or as may otherwise be
permitted by the Act or required by the Development Agreement, Lease
Agreement, or the Inter-local Agreement, including, but not limited to fees and
expenses of credit providers, hedge termination payments, and the payment
of the debt service on any subordinated bonds.

K. Rebate Fund - Designated for the collection and payment of earnings from
“non-purpose investments” in excess of the amount which said investments
would have earned at a rate equal to the “yield” on the applicable bonds, plus
any income attributable to such excess.

L. Capitalized Interest Fund - Designated for the payment of interest, when due,
on the bonds and notes.
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6. CAPITAL ASSETS

Capital asset activity for the three months ended March 31, 2016 is as follows:

Balance Balance
December 31, 2015 Increases Decreases March 31, 2016
Infrastructure $ 124,191,640 $ 20,816,458 $ -0- $ 145,008,098
Right of Way easements 11,723,211 -0- 11,723,211
Construction in Progress 841,304,703 29,709,805 20,816,458 850,198,050
Total Capital Assets $ 977,219,554 $ 50,526,263 $ 20,816,458 $ 1,006,929,359

Capital asset activity for the nine months ended March 31, 2016 is as follows:

Balance Balance
June 30, 2015 Increases Decreases March 31, 2016
Infrastructure $ 23,420,539 $ 121,587,559 $ -0- $ 145,008,098
Right of Way easements 7,087,960 4,635,251 -0- 11,723,211
Construction in Progress 830,583,652 145,837,208 126,222,810 850,198,050
Total Capital Assets $ 861,092,151 $ 272,060,018 $ 126,222,810 $ 1,006,929,359

Capital asset activity for the three months March 31, 2015 is as follows:

Balance Balance
December 31, 2014 Increases Decreases March 31, 2015
Construction in Progress $ 665,650,224 $ 49,045,298 $ -0- $ 714,695,522

Capital asset activity for the nine months March 31, 2015 is as follows:

Balance Balance
June 30, 2014 Increases Decreases March 31, 2015
Construction in Progress $ 522,533,700 $ 192,161,822 $ -0- $ 714,695,522
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7. LONG-TERM LIABILITIES

Long-term debt consists of the following at March 31, 2016 and 2015:

March 31, March 31,
2016 2015

First Tier Toll Revenue Bonds, Series 2013A Current Interest

Bonds; interest fixed at rates ranging from 5.75% to 6.00%,

due semi-annually; principal due July 1, 2049 and July 1, 2053

with mandatory sinking fund redemption in part prior to

maturity beginning July 1, 2046. $ 174,865,000 $ 174,865,000

First Tier Toll Revenue Bonds, Series 2013B Capital
Appreciation Bonds; interest fixed at rates ranging from 3.75%
to 6.65% will not be paid on a current basis, but will be added
to the principal amount on a semi-annual basis; principal due

annually beginning July 1, 2019 through July 1, 2032. 52,185,000 52,185,000

First Tier Toll Revenue Bonds, Series 2013C Convertible

Capital Appreciation Bonds; interest fixed at rates ranging from

6.40% to 6.875% will not be paid on a current basis prior to the

conversion date, but will be added to the principal amount on a

semi-annual basis; principal due annually beginning July 1,

2033 through July 1, 2046. 137,475,000 137,475,000

Subordinate Toll Revenue Bond Anticipation Notes, Tax

Exempt Series 2013A,; interest fixed at rates ranging from

3.00% to 5.00%, due semi-annually; principal due July 1,

2017. 426,045,000 426,045,000

Subordinate Toll Revenue Bond Anticipation Notes, Taxable
Series 2013B; interest fixed at 3.22%, due semi-annually;
principal due July 1, 2017. 26,155,000 26,155,000

Total 816,725,000 816,725,000

Unamortized premium 14,480,200 26,077,030
Unamortized discount (72,517,976) (81,415,651)

$ 758,687,224 $ 761,386,379

The Series 2013 Bonds and Series 2013 Bond Anticipation Notes above represent
the debt of the Authority. The debt is secured by the Trust Estate, as defined by the
General Trust Indenture, which primarily consists of all pledged receipts (the
Authority’s 50% share of toll revenues and certain investment earnings), and all
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moneys and securities on deposit in the funds and accounts established by the
General Trust Indenture. In the event that toll revenues are insufficient to make the
operations and maintenance deposits required in the General Trust Indenture, the
Authority entered into a lease agreement (the Lease) with KYTC, whereby KYTC is
obligated to pay rent, as defined in the Lease, to satisfy the required operation and
maintenance deposits. Rent, as defined in the lease, shall represent a loan to the
Authority and bear interest at a rate of 5.0%. The loan is payable by the Authority
from the pledged receipts and shall be due in amounts available to make such
payments in accordance with Section 504 of the General Trust Indenture. As of
March 31, 2016, no rent payments have been made by the KYTC under the terms of
the lease.

Debt service payments on the Series 2013 Bonds and Series 2013 Bond
Anticipation Notes are as follows:

Principal Interest Total
2017 - 32,349,904 32,349,904
2018 452,200,000 21,324,683 473,524,683
2019 - 10,299,463 10,299,463
2020 555,000 10,299,463 10,854,463
2021-2025 25,350,000 65,323,960 90,673,960
2026-2030 14,485,000 97,586,138 112,071,138
2031-2035 23,825,000 96,830,014 120,655,014
2036-2040 42,005,000 87,524,985 129,529,985
2041-2045 66,345,000 69,237,997 135,582,997
2046-2050 94,070,000 43,701,922 137,771,922
2051-2054 97,890,000 12,174,300 110,064,300
Total $ 816,725,000 $ 546,652,830 $ 1,363,377,830

The Authority entered into a loan agreement with the U.S. Department of
Transportation under the Transportation Infrastructure Finance and Innovation Act
(TIFIA) to refund the Subordinate Toll Revenue Bond Anticipation Notes on July 1,
2017. The TIFIA loan will bear interest at 3.9% with principal and interest due semi-
annually beginning July 1, 2018 through July 1, 2051. The balance of the TIFIA loan
at March 31, 2016 and 2015 was $-0-.

25



KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS
MARCH 31, 2016 AND 2015

The following summarizes long-term debt activity of the Authority for the three month
period ended March 31, 2016:

Balance

Balance
December 31, 2015 Increases Decreases March 31, 2016
Bonds principal payable $ 816,725,000 $ -0- $ -0- $ 816,725,000
Unamortized premiums $ 17,363,564 -0- 2,883,365 14,480,199
Unamortized discounts $  (74,730,239) -0- (2,212,264) (72,517,975)
$ 759,358,325 $ -0- $ 671,101 $ 758,687,224

The following summarizes long-term debt activity of the Authority for the nine month
period ended March 31, 2016:

Balance

Balance
June 30, 2015 Increases Decreases March 31, 2016
Bonds principal payable $ 816,725,000 $ -0- $ -0- $ 816,725,000
Unamortized premiums $ 23,193,664 -0- 8,713,464 14,480,200
Unamortized discounts $  (79,203,387) -0- (6,685,411) (72,517,976)
$ 760,715,277 $ -0- $ 2,028,053 $ 758,687,224

The following summarizes long-term debt activity of the Authority for the three month
period ended March 31, 2015:

Balance Balance
December 31, 2014 Increases Decreases March 31, 2015
Bonds principal payable $ 816,725,000 $ -0- $ -0- $ 816,725,000
Unamortized premiums 28,928,710 -0- 2,851,679 26,077,031
Unamortized discounts (83,603,604) -0- (2,187,952) (81,415,652)
$ 762,050,106 $ -0- $ 663,727 $ 761,386,379

The following summarizes long-term debt activity of the Authority for the nine month
period ended March 31, 2015:

Balance

Balance
June 30, 2014 Increases Decreases March 31, 2015
Bonds principal payable $ 816,725,000 $ -0- $ -0- $ 816,725,000
Unamortized premiums 34,758,810 -0- 8,681,779 26,077,031
Unamortized discounts (88,076,752) -0- (6,661,100) (81,415,652)
$ 763,407,058 $ -0- $ 2,020,679 $ 761,386,379

26



KENTUCKY PUBLIC TRANSPORTATION INFRASTRUCTURE
AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS
MARCH 31, 2016 AND 2015

8. RESTRICTED ASSETS

Certain of the Authority’s assets have constraints that have been placed on how
they can be used. By definition, restricted assets are cash or other assets whose
use, in whole or in part, is restricted for specific purposes bound by virtue of
contractual agreements, legal requirements, or enabling legislation. The Authority’s
cash and investments are restricted for use by the trust indentures which restrict the
manner in which the bond and bond anticipation note proceeds may be spent.

Restricted assets consist of the following at March 31:

2016 2015
Restricted for capital projects $ 76,096,273 $ 269,532,127
Restricted for debt service 99,466,121 131,400,424
Restricted for maintenance reserves 4,406,072 4,405,027
Total $ 179,968,466 $ 405,337,578

RELATED PARTY TRANSACTIONS

The Authority received the benefit of accounting, legal, and administrative services
from KYTC for the three and nine months ended March 31, 2016 and 2015,
respectively. The cost of these services was directly charged to the accounts of the
Authority. Amounts capitalized into construction in progress for engineering and
administrative services and included in the capital contribution on the statement of
revenues, expenses, and changes in net position amounted to $250,248 for the
three months ended March 31, 2016 and $747,442 for the nine months ended
March 31, 2016. It amounted to $0 for the three months ended March 31, 2015 and
$661,018 for the nine months ended March 31, 2015. Amounts charged to expense
for accounting, legal, and administrative services and included in intergovernmental
revenues on the statement of revenues, expenses, and changes in net position
amounted to $94,511 for the three months ended March 31, 2016 and $236,997 for
the nine months ended March 31, 2016 as well as $40,104 for the three months
ended March 31, 2015 and $119,078 for the nine months ended March 31, 2015.

The Authority received $8,584,593 for the three months ended March 31, 2016 and
$24,525,876 for the nine months ended March 31, 2016 in capital contributions from
KYTC and $-0- for the three months ended March 31, 2015 and $2,863,811 for the
nine months ended March 31, 2015. The contributions in both years related to
construction work completed on Kentucky roads, bridge approaches, and right-of-
way related to the bridge construction project.
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10.

Additionally, the Authority contributed $5,859,067 for the three months ended March
31, 2015 and $34,937,835 for the nine months ended March 31, 2015, to KYTC
related to maintenance work completed on Kentucky roads, bridge approaches, and
right-of-way related to the bridge construction project prior to the recording to the
deed transferring ownership of the infrastructure assets from KYTC to KPTIA.

The Authority received the benefit of consultant services from the Finance and
Administration Cabinet for the nine months ended March 31, 2016 and 2015. The
Finance and Administration Cabinet did not assess a fee for the cost of these
services.

The Authority received services from the Commonwealth Office for Technology
(COT) which provides technical support for State government agencies in the
application of information technology including major information resource functions
such as data and voice communications, data administration, hardware selection
and installation, printing, and related end-user and customer support services.
During the three and nine months ended March 31, 2016 and 2015, KYTC paid for
all services provided by COT. KYTC did not assess a fee to the Authority for their
respective portion of the charges and will not request reimbursement from the
Authority.

RISK MANAGEMENT

The Authority is exposed to various risks of loss related to torts; theft of, damage to,
and destruction of assets; and errors and omissions. The Authority utilizes the
Commonwealth of Kentucky’s Risk Management Fund to cover exposure to these
potential losses. The Commonwealth of Kentucky’s Comprehensive Annual
Financial Report should be referred to for additional disclosures related to the Risk
Management Fund. KYTC carries commercial insurance, including builders risk
coverage on the LSIORBP, for all risks of loss during construction.
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11. COMMITMENTS

The Authority and the State of Indiana have entered into a legal agreement known
as the “Bi-State Development Agreement” which governs the LSIORBP. The project
consists of the construction of the East End Bridge and highway connections that
will complete an outer loop around the greater Louisville area; a Downtown Crossing
including a new 1-65 bridge for northbound traffic; a revamped John F. Kennedy
Memorial Bridge for southbound traffic, and rebuilding of the downtown interchange
on both sides of the Ohio River. Kentucky is responsible for financing,
reconstruction and operational improvements of the Downtown Crossing Bridges;
and Indiana is responsible for financing and constructing the East End Crossing.

The LSIORBP structures will be ultimately owned 50% by Indiana and 50% by
Kentucky and is expected to cost $2.6 billion. Kentucky’s portion of the total project
cost is estimated to be $1.3 billion and Indiana’s portion is estimated to be $1.3
billion. Kentucky plans to finance its portion of the LSIORBP partially through the
Authority. The project is being funded in part with a combination of governmental
purpose tax-exempt debt in the form of a TIFIA loan, Grant Anticipation Revenue
Vehicle (GARVEE) bonds backed by future federal funds, and governmental
purpose tax-exempt and taxable debt in the form of toll revenue bonds. The toll
revenue bonds principal and interest and the TIFIA loan principal and interest will be
issued by the Authority and paid solely by Kentucky’'s share of project revenues
(primarily tolls). These financing instruments do not constitute a debt of the
Commonwealth or any of its political subdivisions. Neither the faith and credit nor
the taxing power of the Commonwealth is pledged to the payment of the above
described debt.

Under the six year highway plan adopted by the Commonwealth, the
Commonwealth parties will provide up to $536 million in future federal funds to be
used for the Downtown Crossing. This includes $300 million in traditional federal
funds ($50 million per State Fiscal Year for six years beginning with State Fiscal
Year 2013) and the proceeds of approximately $236 million of previously issued
GARVEE bonds for construction, for a total of $536 million. In addition, Kentucky will
utilize approximately $763 million in tax exempt and taxable bonds and notes, a
portion of which will be retired in 2017 with a $452 million low interest, long-term
TIFIA loan from the U.S. Department of Transportation.

The Commonwealth parties have spent approximately $1billion to date and the State
of Indiana has spent approximately $396 million to date. The Commonwealth’'s
expenditures are included in construction in progress and reflected in the statement
of revenues, expenses, and changes in net position within contributed capital and
beginning net position.
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12.

The Authority has entered into various contracts for services in connection with the
operation of the Tolls consisting of toll oversight, marketing and communication
services, and toll transponders. Additional contracts are in the process of being
procured, but have not yet been executed. These contracts relate to services for the
toll custodian, and E-ZPass. Costs under the toll contracts described above will be
paid as services are rendered and will be split between the Commonwealth (through
the Authority) and the State of Indiana.

PRIOR PERIOD ADJUSTMENTS

An error in the recording of maintenance costs for the period ended March 31, 2015
was discovered by management during 2015. Accordingly, an adjustment totaling
$49,680,933 was recorded to restate construction in progress, contributed capital
from KYTC, and contributions to KYTC as of March 31, 2015.
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As allowed by GASB Statement No. 34, Basic Financial Statements - and
Management’s Discussion and Analysis — for State and Local Governments, the
Authority has adopted an alternative process for recording depreciation expense on
selected infrastructure assets. Under this alternative method, referred to as the
modified approach, the Authority expenses certain maintenance and preservation costs
and does not report depreciation expense.

In order to utilize the modified approach, the Authority is required to:

» Maintain an asset management system that includes an up-to-date inventory of
eligible infrastructure assets.

» Perform condition assessments of eligible assets and summarize the results
using a measurement scale.

» Estimate, each year, the annual amount to maintain and preserve the assets at
the condition level established and disclosed by the Authority.

* Document that the assets are being preserved approximately at, or above, the
established condition level.

The Authority’s assets accounted for, under the modified approach, include
approximately 15.9 lane miles of roads and 24 bridge structures. As the developer for
the LSIORBP, as designated in House Bill 2 enacted by the Kentucky General
Assembly in 2012, the Authority is responsible for maintaining the assets. The
Authority’s pavement condition assessments will be relaxed during construction;
however, bridge inspections will continue until access to structures is restricted by
construction activities. Once the LSIORB is complete, it is planned the Authority and
the Cabinet will enter into a memorandum of agreement through which the Cabinet will
resume responsibility for condition inspections, maintenance and preservation activities
on behalf of the Authority.

Pavement

Measurement Scale

The Authority uses numerous methods to determine the condition of roadway
pavements; including the Pavement Condition Index (PCI) to measure and monitor
pavement conditions. In use since the mid-1980s, the PCI for any particular pavement
section is the mathematical difference between the current pavement smoothness and
the acceptable pavement smoothness threshold based on traffic volumes. The
corresponding pavement condition is based on the following PCI ranges:
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Condition PCI

Good Greater than +0.4
Fair Between 0.0 and 0.4
Poor Less than 0.0

Established Minimum Condition Level

No more than 30% of the pavements shall be rated as “poor.”

Assessed Conditions

The Authority received the title to the 15.9 lane miles of roadways during the year ended
June 30, 2015. As the roadways were received during the fiscal year, previous
condition assessments have been reported by the Cabinet. The condition assessment
at the time of conveyance met or exceeded the Cabinet's established minimum
condition level. The pavement condition goal above represents the Cabinet’s goal for
the Commonwealth’s state maintained highway system. The actual conditions of the
pavements for which the Authority is responsible may or may not meet this stated goal
for the reporting period due to delayed preservation activities. The LSIORBP has
required a lengthy planning and development period and in anticipation of the
reconstruction of the assets much of the preservation work has been postponed; thus,
pavement conditions may temporarily be below the statewide condition goal. Routine
pavement inspections have continued and required maintenance has been performed
prior to construction to insure that payments are safe and reliable. Once construction is
complete, the Authority will work with the Cabinet to adopt payment condition goals for
the LSIORBP assets.

Bridges

Measurement Scale

The Authority maintains information on its bridge in compliance with the National Bridge
Inspection guidelines established by the Federal Highway Administration. The Authority
inspects all bridges at least once every two years and the conditioned assessment
results are coded on a 0-9 scale with 9 being the most desirable. The condition ratings
are based on the following scale:

Rating Description
9 Excellent.
8 Very good.
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7 Good. Some minor problems.

6 Satisfactory. Structural elements show some minor deterioration.

5 Fair. All primary structural elements are sound but may have minor section
loss, cracking, spalling or scour.

4 Poor. Advanced section loss, deterioration, spalling or scour.

3 Serious. Loss of section, deterioration, spalling, or scour have seriously

affected primary structural components. Local failures are possible.
Fatigue cracks in steel or shear cracks in concrete may be present.

2 Critical. Advanced deterioration of primary structural elements. Fatigue
cracks in steel or shear cracks in concrete may be present or scour may
have removed substructure support. Unless closely monitored, it may be
necessary to close the bridge until corrective action is taken.

1 Imminent failure. Major deterioration or section loss present in critical
structural components or obvious vertical or horizontal movement affecting
structure stability. Bridge is closed to traffic, but corrective action may put
it back in light service.

0 Failure. Out of service; beyond corrective action.

Established Minimum Condition Level

No more than 10% of the bridges shall be rated as “structurally deficient.” In addition,
the total deck area of structurally deficient, state maintained bridges will not exceed
12% of the total deck area of all state maintained bridges.

Assessed Conditions

A bridge coded 4 or less for its deck, superstructure, or substructure, or coded 2 or less
for its structural evaluation or waterway adequacy is classified as “structurally deficient.”
A structurally deficient bridge is inadequate to carry legal loads, whether caused by
structural deterioration, obsolete design standards, or an insufficient waterway opening.
A bridge coded 3 or less for its structural evaluation, deck geometry, vertical or
horizontal underclearance, water adequacy, or approach roadway alignment is
classified as “functionally obsolete.” A functionally obsolete bridge cannot properly
accommodate the current traffic. The following table reports the percentage of bridges
whose condition was assessed as “structurally deficient” in the corresponding year:
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Deck Area
Calendar Year Structurally Deficient Structurally deficient

2015 43% 42%

The bridge condition goals above represent the Cabinet’s goal for all structures located
on the Commonwealth’s state maintained highway system. The actual conditions of the
bridges for which the Authority is responsible do not meet this stated goal for the
reporting period. The LSIORBP has required a lengthy planning and development
period and in anticipation of the construction activities much of the needed preservation
work has been postponed. Construction activities are well underway and will either fully
preserve or replace all existing bridge structures, restoring the asset’s conditions to
above goal levels. During construction routine inspections and conditions assessments
have continued and required maintenance has been performed to insure all bridges are
safe for traffic. Once construction is completed, the Authority will work with the Cabinet
to adopt bridge condition goals for the LSIORBP assets. The Authority received the title
to the bridges during the year ended June 30, 2015 and as such historical condition
assessments are not reported by the Authority.

Estimated Actual Costs to Maintain

The following table presents the Authority’s estimate of spending necessary to preserve
and maintain the pavements, bridges, and maintenance condition at, or above, the
“Established Condition Levels” cited above and the actual amount spent during the past
quarter:

Roadways Bridges Total
Nine Months Ended
March 31, 2016 $ 31,768,119 $ 7,475,211 $ 39,243,330
Estimated $ 42,700,000 $ 12,900,000 $ 55,600,000
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