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COMMONWEALTH OF KENTUCKY R E C E I VE D
BEFORE THE PUBLIC SERVICE COMMISSION  )E( 9 2015

PUBLIC SERVICE

COMMISSION

IN THE MATTER OF: )

)
APPLICATION OF KENTUCKY-AMERICAN ) CASE NO. 2015- 00400
WATER COMPANY FOR ISSUANCE OF )
INDEBTEDNESS AND CONTINUED )
PARTICIPATION WITH AMERICAN WATER )
CAPITAL CORP. )

APPLICATION OF KENTUCKY-AMERICAN WATER COMPANY

Pursuant to KRS 278.300, Kentucky-American Water Company (“Kentucky American
Water”) submits this Application for authorization to issue indebtedness and for continued
participation in the borrowing program with American Water Capital Corp. (“AWCC”) and
states as follows:

1. Kentucky American Water is a corporation organized and existing under the laws
of the Commonwealth of Kentucky with its principal office and place of business at 2300
Richmond Road, Lexington, Kentucky 40502. Kentucky American Water can be contacted by e-
mail via the e-mail addresses of its counsel set forth below. Kentucky American Water was
incorporated on February 27, 1882 and is currently in good standing in the Commonwealth of
Kentucky.

2. Kentucky American Water is a wholly-owned subsidiary of American Water
Works Company, Inc. (“American Water™) and is engaged in the distribution and sale of water in
its Central Division, consisting of Bourbon, Clark, Fayette, Harrison, Jessamine, Scott and
Woodford Counties and its Northern Division, consisting of Gallatin, Owen and Grant Counties.

It currently owns, operates and maintains potable water production, treatment, storage,
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transmission and distribution systems for the purpose of furnishing potable water for residential,
commercial, industrial and governmental users in its service territory having an original cost of
$658,473,023 (this number includes construction work in progress but excludes utility plant for
wastewater service) as of September 30, 2015.

3. Kentucky American Water also owns, operates and maintains collection, pumping
and treatment systems for the purpose of furnishing wastewater service for residential,
commercial, industrial and governmental users in its service territory having an original cost of
$7,038,789 as of September 30, 2015.

4. In Case No. 2000-189, Kentucky American Water obtained Commission approval
to participate in a borrowing program that American Water made available to each of its
subsidiaries." Under this program, each American Water subsidiary enters into an agreement
with AWCC for financial services. AWCC arranges for a syndicated bank credit line to provide
for short-term loans and register its own debt securities for sale in the public market by filing
shelf registration with the Securities and Exchange Commission. A copy of the Financial
Services Agreement entered into is attached as Exhibit No. 1. A copy of the Order dated July 21,
2000 is attached as Exhibit No. 2.

5. In Case Nos. 2006-00418,> 2009-00156,” 2011-00115," and 2012-00393,” the

Commission authorized Kentucky American Water's continued participation in the AWCC

" In the Matter of: The Application of Kentucky-American Water Company for Approval of Participation in the
Borrowing Program (July 21, 2000 Order).

? In the Matter of: Application of Kentucky-American Water Company for Continued Participation with American
Water Capital Corp. (May 8, 2007 Order).

* In the Matter of: Application of Kentucky-American Water Company for Issuance of Indebtedness and Continued
Participation with American Water Capital Corp. (May 29, 2009 Order).

* In the Matter of: Application of Kentucky-American Water Company for Issuance of Indebtedness and Continued
Participation with American Water Capital Corp. (May 26, 2011 Order).

* In the Matter of: Application of Kentucky-American Water Company for Issuance of Indebtedness and Continued
Participation with American Water Capital Corp. (October 29, 2012 Order).



borrowing program. A copy of the October 29, 2012 Order from Case No. 2012-00393 is
attached as Exhibit No. 3.

6. The October 29, 2012 Order in Case No. 2012-00393 also authorized Kentucky
American Water to issue to AWCC securities in the form of notes or debentures in an aggregate
amount of $20 million from time to time, prior to December 31, 2014, for the purpose of
refinancing the short-term debt used to fund various construction expenditures and to meet other
internal cash requirements. Pursuant to that authorization, Kentucky American Water now has
stock and debt outstanding as shown on the financial exhibit attached as Exhibit No. 4 in
accordance with 807 KAR 5:001 Section 12.

7. Kentucky American Water has conveyed certain property, lands and premises
described therein to U.S. Bank, National Association (formerly Wachovia Bank, National
Association, formerly First Union National Bank, formerly First Fidelity Bank,
National Association, formerly First Federal Bank, N.A., Pennsylvania, formerly Fidelity Bank,
National Association, and formerly The Fidelity Bank) to secure payment of the bonds and
indebtedness therein specified by an Indenture of Mortgage dated as of May 1, 1968;
First Supplemental Indenture dated as of December1, 1970; a Supplement to the
First Supplemental Indenture dated as of December 17, 1970; Second Supplemental Indenture
dated as of September 1, 1974; Third Supplemental Indenture dated as of November 1, 1977;
Fourth Supplemental Indenture dated as of December 1, 1982; Fifth Supplemental Indenture
dated as of June 1, 1983; Sixth Supplemental Indenture dated as of August1, 1985;
Seventh Supplemental Indenture dated as of January 1, 1987; Eighth Supplemental Indenture
dated as of September 1, 1988; Ninth Supplemental Indenture dated as of October 1, 1989;

Tenth Supplemental Indenture dated as of November 1, 1990; Amended and Restated Tenth



Supplemental Indenture dated as of November 1, 1990; Eleventh Supplemental Indenture dated
as of December 1, 1991; Twelfth Supplemental Indenture dated as of December 1, 1992;
Thirteenth Supplemental Indenture dated as of December 1, 1993; Fourteenth Supplemental
Indenture dated as of September 1, 1995; Fifteenth Supplemental Indenture dated as of
February 1, 1997, and Sixteenth Supplemental Indenture dated as of June 1, 1998. The
Indenture of Mortgage and Supplements were attached to Kentucky American Water’s
Application in Case No. 2006-00418 and to the extent necessary, Kentucky American requests
that such documents be incorporated by reference pursuant to 807 KAR 5:001 Section 18(2)(b)
and 807 KAR 5:001 Section 12(2)(d).

8. AWCC is a wholly-owned subsidiary of American Water and is a corporation
organized under the laws of the state of Delaware. On November 21, 2006, a $700 million
Commercial Paper (“CP”) Program with a committed revolving credit facility backstop of $800
million, (collectively, the “Working Capital Facility”) was approved and implemented. On
December 18, 2008, an additional $40 million was committed to this line, bringing the total
available line to $840 million. The Working Capital Facility will be used by AWCC to fund the
working capital needs of its regulated Business Partners, Parent Company, and the American
Water Works Service Company. The maximum total available credit with AWCC for the above
entities is $840 million. $150 million of the committed revolving credit facility is available for
letters of credit. It has obtained funds from a syndicated bank credit line for short-term loans and
from its own debt securities, all with the support of American Water Works Company, Inc. A
copy of the Certificate of Incorporation of AWCC is attached as Exhibit No. 5.

9. As Exhibit No. 4 shows, as of September 30, 2015, Kentucky American Water

had outstanding short-term debt in the amount of $19,144,121 payable to AWCC and nine long-



term debt issues: (1) 6.960% series in the amount of $7,000,000 due December 1, 2023;
(2) 7.150% series in the amount of $7,500,000 due February 1, 2027; (3) 6.990% series in the
amount of $9,000,000 due June 1, 2028; (4) 6.593% series in the amount of $47,000,000 due
October 15, 2037; (5) 6.250% series in the amount of $45,390,000 due June 1, 2039; (6) 5.625%
series in the amount of $26,000,000 due September 1, 2039; (7) 5.375% series in the amount of
$26,000,000 due June 1, 2040; (8) 5.050% series in the amount of $20,000,000 due October 15,
2037; and (9) 4.000% series in the amount of $7,859,000 due October 15, 2037.

10. It is anticipated that Kentucky American Water will require two permanent long-
term debt financings before the end of 2017. The first is planned to occur in May 2016 by the
issuance of $7,250,000 of new long-term debt. The second is planned to occur in November
2017 with the issuance of $5,000,000 of new long-term debt. The sum total of these financings
is $12,250,000. All the proceeds from these financings will be used to refinance short-term debt
necessary to (i) fund construction expenditures, and (ii) meet other internal cash requirements.

11.  The long-term debt issuances discussed above will be required to reduce short-
term debt at the time of their respective issuances. In order to continue to maintain a reasonable
relationship of long-term debt to common equity, Kentucky American Water anticipates infusion
of additional equity (via paid-in-capital rather than issuance of additional shares) of $10,000,000
in 2016 and $2,000,000 in 2017 by its parent company, American Water Works Company, Inc.

12. The maturity of the long-term issuances via AWCC will not be more than 50
years from the nominal date of issue, with the expectation that the maturity dates may be
anywhere from three to 35 years, depending upon market conditions. The interest rate will be
determined by market conditions at the time of issuance. The interest will be payable on the

same dates as AWCC must pay its corresponding interest payment on the borrowings from



which the proceeds of the loans to Kentucky American Water will be derived. This is expected
to be monthly, quarterly or semiannually and is subject to final negotiation. The securities
evidencing the long-term indebtedness will be at market or lower than market all-in cost.
Similarly, the security will have similar terms with that issued by AWCC.

13 Kentucky American Water seeks approval for its continued participation in the
AWCC borrowing program and for authority to enter into contracts, including one or more loan
agreements, so that it may obtain the funding it needs prior to December 2017 at less cost than
would be otherwise available and so that it may be assured of a readily available source of funds.
The requested continued participation will allow Kentucky American Water to meet its long-
term debt needs (through December 2017) totaling $12,250,000 as described above.

14.  Kentucky American Water’s participation in the AWCC borrowing program does
not preclude it from either borrowing from or obtaining financial services from any third party
that can offer a better competitive rate.

15. Kentucky American Water’s continued participation with AWCC is for a lawful
object within the corporate purposes of Kentucky American Water. Its participation is necessary
and appropriate for and consistent with the proper performance by Kentucky American Water of
its services and will not impair its ability to perform services and is reasonably necessary and
appropriate for such purposes.

WHEREFORE, Kentucky American Water requests that the Commission, pursuant to the
authority contained in KRS 278.300, authorize Kentucky American Water to continue its
participation in the AWCC borrowing program so that the long-term financing needs described

in this Application can be met.



Date: December 2, 2015

Lindsey W. Ingram III
L.Ingram@skofirm.com

Monica H. Braun
Monica.Braun(@skofirm.com
STOLL KEENON OGDEN PLLC
300 West Vine Street, Suite 2100
Lexington, Kentucky 40507-1801
Telephone: (859) 231-3000

Fax: (859) 259-3503

’ = /‘-_.—
BY: VVM/’/ 4 M ’ﬁﬁ-—;—z—ﬁ—
Ligdsey W. Ifgram III
Attorneys for Kentucky-American Water Company




COMMONWEALTH OF KENTUCKY )

COUNTY OF FAYETTE )

After having been duly sworn, Nick O. Rowe states that he is President of Kentucky-
American Water Company, that he has knowledge of the matters set forth in this. Application,
that he has been designated by Kentucky-American Water Company to sign and file the
Application on its behalf, and that he has read the Application and that the statements contained
in it are true.

Subscribed and sworn to before me by Nick O. Rowe this the 5%@ of November,

My Commission expires: ,0( 3 ‘ 20| Le

Ty 41~ A )4’(&1&

NOTARY PUBLIC, STATE AT LARGE, KY.

2015.

State At Large, Kentucky
Peggy A. Sione - Notary Public
Commis_sron No. 475921

Exprres 10032016
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FINANCIAL SERVICES AGREEMENT

THIS AGREEMENT, dated as of June 15, 2000, by and between Kentucky-
American Water Company (the “Company”) and American Water Capital Corp. ("AWCC™).

The Company currently performs its own financial services,

However, the Company has determined that it can obtain these services more
efficiently through the consolidation of certain necessary management and staff functions with
those performed for other entities that may enter into agreement with AWCC substantially
similar to this one (“Co-Participants™).

AWCC is dedicated to performing such consolidated functions.

Accordingly, the parties have determined to enter into this Agreement for the
provision of financial services by AWCC to the Company znd for the proper determination and
allocation of the costs of providing such services.

Therefore, the parties agree as follows:

i Services. AWCC will provide, either directly or through arrangements
with third parties for the benefit of the Company, such financial services ‘as the Company and
AWCC may from time lo time agree, including but not Jimited to those more fully described in
Appendix I attached to this Agreement.

2 Costs. In consideration of the provision of the services contemnplated by
paragraph 1, the Company agrees o pay AWCC a portion of the costs and appropriate overhead
incurred by AWCC in providing those services, as follows. The costs incurred by AWCC in
connection with its bank credit lines and short-term public borrowings will be divided among the
Co-Participants in proportion to the maximum principal amount that each Co-Participant
requests be made available 10 it during the course of a year. The costs incurred by AWCC in
connection with each Jong-term borrowing by AWCC will be divided among each Co-Participant
in proportion to the principal amount of that borrowing that is loaned to that Co-Participant.
AWCC’s overhead will be allocated among the Co-Participants in the same proportion as each
Co-Participant’s long-term and maximum, requested short-term borrowings and investments in a
calendar year bear to all of the long and maximum short-term borrowings and investments by all
Co-Participants during the same year.

3. Statements, AWCC will prepare and deliver to the Company monthly
statements of the services provided by AWCC and amounts payable to AWCC, giving effect to
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all the ‘provisions of this Agreement. The Company shall pay the net amount shown on its
statement within thirty (30) days after the billing date.

4. Inspection. Upon reasonable notice, AWCC will mzke available to the
Company for its inspection AWCC’s books, records, bills, accounts and any other documents
which describe or support the costs allocated 1o the Company under this Agreement.

= Obligations Not Joint. AWCC and the Company expressly agree: (a) that
the obligations of the Company and each Co-Participant 1o AWCC are severa) and not joint; (b)
that the Company will not be responsible to any Co-Participant, 10 AWCC or to any assignee or
creditor of AWCC for any payment in excess of payments due by the Company to AWCC under
this Agreement or & Note in the form attached 10 this Agreement; and (c) that no Co-Participant
will be responsible to the Company, 10 any other Co-Participant, 1o AWCC or 1o any assignee or
creditar of AWCC for any payment in excess of payments due by that Co-Participant to AWCC
under any agreement substantially similar to this Agreement or under any Note attached to that
other agreemem. AWCC covenants and agrees that it will require, as a condition 1o jts entering
into any such other agreement with a Co-Participant, that such other agreement contains the
same provision as that contained in the immediately preceding sentence.

6. Notes. The Company’s borrowings under this Agreement will be
evidenced by one or more promissory notes in the form of Exhibit A or Exhibit B anached to this
Agreement.

& Non-Exclusivity. Nothing in this Agreement prohibits or restricts the
Company from borrowing from third parties, or obtaining services described in this Agreement
from third parties, whenever and on whatever terms it deems appropriate.

8. Effectivepess. This Agreement shall be effective as of June 15, 2000,
provided that, if prior approval by the regulatory commission of any jurisdiction is required
before this Agreement may become effective as to the Company, or before AWCC may provide
a particular service hereunder to the Company, this Agreement shall not be effective as 1o the
Company or as 10 that service, as the case may be, unless and unti] the yequired approval has
been obtained. Unless and unti] this Agreement becomes effective as to the Campany in whole
or in parl, the Company shall not be entitled 1o the benefits of, nor shall it have any rights or
duties under, this Agreement. This Agreement may be amended or rescinded only by written
instrument signed by the Company and AWCC.

9. Termination. The Company may (esminate its participation in this
Agreement by giving ten (10) days prior wrinen notice of such termination to AWCC; and (b)
AWCC may terminate this Agreement by giving ninety (90) days prior written notice of such
termination 10 the Company. Temmination of this Agreement will not affect: (a) the Company’s
obligations under any Promissory Notes; (b) any party’s obligations with respect to any amounts
owing under Sections 2 and 3 of this Agreement (including such amounts attributable to
obligations of any terminating party under any Promissory Notes that remain outstanding after
this Agreement is terminaled as to that party); or () AWCC's oblipations 1o repay any
investments made by a Company pursuant to Appendix [.
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10.  Copies. This Agreement may be executed by the parties in one or more
copies and each executed copy shall be considered an oniginal.

In witness of the foregoing, each of the Company and AWCC has caused its
respective corporate seal to be affixed 1o this Agreement and has caused this Agreement to be
signed on its behalf by its duly authorized officers.

ATTEST: KENTUCKY-AMERICAN WATER COMPANY

ov_dloctislligl

HerbenA Miller, Jr. 0
Secretary

ATTEST: AMERICAN WATER CAPITAL CORP.

ﬁj:sm%:\hzdp (hme #ha Tule Tosph ¥- Hune:c I
Vice Pres t and Secretary

Vice President and Treasurer
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' APPENDIX I

DESCRIPTION OF FINANCIAIL SERVICES

Set forth below is a list of the services which AWCC agrees to provide 1o the
Company upon its request pursuant 1o the Agreement to which this Appendix is sftached.

1: Shor-Term Loans. AWCC will provide Shon-Term Loans to the
Company pursuant to the 1erms set forth in the promissory notes 1o be issued by the Company to
AWCC, each substantially in the form attached o this Agreement as Exhibit A.

2. Long-Term Bomowings. AWCC will provide loans other than Short-Term
Loans to the Company pursuant to the terms set forth in the promissory notes to be issued by the
Company to AWCC, cach substantially in the form attached hereto as Exhibit B.

3 Cash Management. Cash not required by the Company to pay its daily
disbursements or 10 pay when due the principal of and interest on, the Company’s borrowings
from AWCC other than Short-Term Loans will be used by AWCC first to reduce the oustanding
principal balance of the Company’s Shorn-Term Loans owing 10 AWCC and any excess will be
deemed 1o be invested with AWCC and will eamn a daily rate of interest that is equal to the
interest income earned by AWCC on those funds. Upon the request of that Company, AWCC
chall execute one or more promissory notes in favor of the Company, in form and substance
substantially similar to the Promissory Note attached as Exhibit A to the Agreement as evidence
of such investment.
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EXHIBIT A
PROMISSORY NOTE
FOR SHORT-TERM LOANS
$ , 2000

FOR VALUE RECEIVED, (NAME  OF COMPANY], a
corporation (herein “Borrower') hereby promises 10 pay ON
DEMAND to the order of American Water Capital Corp., a Delaware corporation (“Lender™), in
samme day funds at its offices at Voorhees, New Jersey or such other place as Lender may from
1ime 1o time designate, the principal sum of dollars (3 ) (the
“Maximum Principal Sum™), or such lesser amount as shall equal the aggregate unpaid principal
amount of the loans made by Lender 1o Borrower (other than loans evidenced by a promissory
note under which the principal amount is due and payable in one or more scheduled installments
more than one year after the date of its issue), together with imerest thereon from the date hereof
until paid in full. Interest will be charged on the unpaid outstanding principal balance of this
Note at a rate per annum equal to Lender's actual cost of funds to make such Joan, such rate to
change as lender's actual cost of funds changes. Interest on borrowings shall be due and
payable on the first business day of each month, commencing with the first business day of the
month after the month in which this Note is executed. In the absence of manifest ervor, the
records maintained by Lender of the amount and term, if any, of borsowings hereunder shall be
decmed conclusive.

Bomower may borrow, repay and reborrow hereunder in amounts which do not, in
the aggregate oulstanding at any time, exceed the Maximum Principal Sum.

The occurrence of one or more of any of the [ollowing shall constitute an event of
default hereunder:

(@) Bomower shall fail to make any payment of principal and/or
interest due hereundesr or under any other promissory note between Lender and Borrower within
five business days afler the same shall become due and payable, whether ai maturity or by
acceleration or otherwise;

(b)  Bommower shall apply for or consent to the appointment of 2
receiver, trustee or liquidator of itself or any of its property, admit in writing its inability to pay
1ts debts as they mature, make a peneral assignment for the benefit of creditors, be adjudicated a
bankyupt or insolvent or file a voluntary petition in banknipicy or a petition or an answer seeking
reoTganization or an arrangement with creditors or to take advantage of any bankrupicy,
reorganization, insolvency, readjustment of debt, dissalution or liguidation of Jaw or stamte, or
an answer admitting the material allegations of a petition filed against it in any proceeding under
any such Jaw, or if action shall be taken by Borrower for the purposes of effecting any of the
foregoing; or

()  Any order, judgment or decree shall be entered by any court of

competent jurisdiction, approving a pelition seeking reorganization of Bomawer or all or a
substantial part of the assets of Borrower, or appointing a receiver, trustee or liquidator of

A-l
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Borrower or any of its property, and such order, judgment or decree shall continue unstayed and
in effect for any period of sixty (60) days.

Upon the occurrence of any evemt of default, the entire unpaid principal sum
hereunder plus all interest accrued thereon plus all other swns due and payable to Lender
hereunder shall, st the option of Lender, become due and payable immediately. In addition to
the foregoing, upon the occurrence of any event of default, Lender may forthwith exercise
singly, concurrently, successively or otherwise any and all rights and remedies availzble 1o
Lender by law, equity, statute or otherwise,

Bormower hereby waivers presentment, demand, notice of nonpayment, protest,
notice of protest or other notice of dishonor in connection with any default in the payment of, or
any enforcement of the payment of, all amounts due hereunder. To the extent permitted by law,
Borrower waives the right 10 any stay of execution and the benefit of all exemption Jaws now or
hereafier in effect.

Following the occurence of any event of default, Borrower will pay upon
demand al] costs and expenses (including all amounts paid 1o attorneys, accountants, and other
advisors employed by Lender), incurred by Lender in the exercise of any of its rights,.remedies
or powers hereunder with respect to such event of default, and any amount thereof not paid
promptly following demand therefor shall be added to the principal sum hereunder and will bear
interest at the contract rate set forth herein from the date of such dernand until paid in full. In
connection with and as part of the Joregoing, in the event that this Note is placed in the hands of
an attorney for the collection of any sum payable hereunder, Borrower agrees to pay reasonable
attomeys’ fees for the collection of the amount being claimed hereunder, as well as all costs,
disbursements and allowances piovided by law.

If for any reason one or more of the provisions of this Note or their application to
any entty or circumnstances shall be held to be invalid, illegal or unenforceable in any respect or
10 any extent, such provisions shall nevertheless remain valid, legal and enforceable in all such
other respects and 1o such extent as may be permissible. In addition, any such invalidity,
illegality or unenforceability shall not affect any other provisions of this Note, but this Note shall
be construed as if such invalid, illegal or unenforceable provision had never been contained
herein.

This Note inures 1o the benefit'of Lender and binds Borrower and Lender's and
Bonower’s sespective successors and assigns, and the words “Lender” and “Borrower”
whenever occurring herein shall be deemed and construed 10 include such respective successors
and assigns.

This Promissory Note is one of the promissory notes referred to in the Financial
Services Apreement dated as of June 15, 2000 berween Borrower and Lender to which reference
is made for a stalement of additional rights and obligations of the partics hereto.
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IN WITNESS WHEREOQF, Bomrower has executed this Promissory Note the day
and year first written above.

[BORROWER]

By:
Name and Thtle:

A-3
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¥ EXHIBIT B
PROMISSORY NOTE
FOR LONG-TERM BORROWINGS
$ , 2000

FOR VALUE RECEIVED, [NAME OF COMPANY], a
corporztion (herein “Borrower’”) hereby promises 1o pay to the order of American Water Capital
Corp., a Delaware corporation (“Lender”), in same day funds at iis offices at
or such other place as Lender may from time 1o time designate, the
principal sum of dollars (§ ), together with interest thereon
from the date hereof unti] paid in full, Interest shall be charged on the unpaid outstanding
principal balance hereof at a rate per annum equal to the rate paid and to be paid by Lender with
respect to the borrowings it made in order to provide funds to Borrower hereunder. Interest on
borrowings shall be due and payable in immediately available funds on the same business day on
which the Lender must pay interest on the borrowings it made in order to provide funds to the
Borrower hereunder. The principal amount hereof shall be due and payable hereunder at such
times and in such amounts and in such installments hereunder as the Lender must pay with
respect to the borrowings it made in order to provide funds to the Borrower hereunder. Lender
has provided Borrower with a copy of the documentation evidencing the borrowings made by
Lender in order to provide funds to Bormower hereunder. In the absence of manifest error, such
documentation and the records maintained by Lender of the amount and temm, if any, of
borrowings hereunder shall be deemed conclusive.

The occurtence of one or more of any of the following shall constitute an event of
default hereunder:

(a) Borrower shall fail to make any payment of principal and/or
interest due hereunder or under any other promissory note between Lender and Borrower within
five business days afier the same shall become due and payable, whether at matunity or by
acceleration or otherwise;

(b)  Bomrower shall apply for or consent to the appointment of a
receiver, irustee or liquidator of itself or any of its property, admit in wiiting its inability to pay
its debis as they mature, make a general assignment for the benefit of creditors, be adjudicated a
bankrupt or insolvent or file a voluntary petition in bankrupicy or a petition or an answer seeking
reorganization or an arangement with creditors or to take advantage of any bankrupicy,
Teorganizalion, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or
an answer admining the material allegations of a petition filed against it in any proceeding under
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the
foregoing; or

(c)  Any order, judgment or decree shall be entered by any court of
competent jurisdiction, approving a petition seeking Teorganization of Borrower or all or a
substantial part of the assets of Borrower, or appointing a receiver, trustee or liguidator of
Borrower or any of its property, and such order, judgment or decree shall continue unstayed and
in effect for any period of sixty (60) days.

B-1
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Upon the occurrence of any event of defzult, the entire unpaid principal sum
hereunder plus all interest accrued thereon plus all other sums due and payable to Lender
hereunder shal), af the option of Lender, become due and payable immediately. In addition to
the foregoing, upon the occurrence of any event of default, Lender may forthwith exercise
singly, concurrently, successively or otherwise any and all rights and remedies available 1o
Lender by law, equity, statute or otherwise.

Borrower hereby waivers presentment, demand, notice of nonpayment, protest,
notice of protest or other notice of dishonor in connection with any defan)t in the payment of, or
any enforcement of the payment of, all amounts due heseunder. To the extent permitied by law,
Borrower waives the right to any stay of execution and the benefit of all exemption laws now or
hereafier in effect,

Following the occwrence of any evemt of default, Borrower will pay upon
demand all costs and expenses (including al) amounts paid to anorneys, accountants, and other
advisors employed by Lender), incurred by Lender in the exercise of any of its rights, remedies
or powers hereunder with respect 1o such event of default, and any amount thereof not paid
promptly following demand therefor shall be added 1o the principal sum hereunder and will bear
interest at the contract rate set forth herein from the date of such demand until paid in full. In
connection with and as part of the foregoing, in the event thal this Note is placed in the hands of
an attommey for the collection of any sum payable hereunder, Borrower agrees to pay reasonable
atlorneys” fees for the collection of the amount being claimed hereunder, as well as all costs,
disbursements and allowances provided by law.

If for any reason one or more of the provisions of this Note or their application to
any entity or circumstences shall be held 10 be invalid, illegal or unenforceable in any respect or
10 any extent, such provisions shall nevertheless remain valid, Jegal and enforceable in all such
other respects and to such extent as may be permissible. In addition, any such invalidity,
illegality or unenforceability shall not affect any other provisions of this Note, but this Note shall
be construed as if such invalid, illegal or unenforceable provision had never been contained
herein.

This Note inures to the benefit of Lender and binds Borrower and Lender's and
Borrower's respective successors and assigns, and the words “Lender” and “Bomower”
whenever occurring herein shall be deemned and construed to include such respective successors
and assigns.

This Promissory Note is one of the promissory noles referred to in the Financial
Services Agreement dated as of June 15, 2000 berween Borrower and Lender to which reference
is made for a swatement of additional rights and obligations of Lender and Borxower.
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IN WITNESS WHEREOF, Borrower has executed this Promissory Note the day
and year first written above.

[BORROWER)

By:
Name and Title:

B-3
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION
In the Matter of:

THE APPLICATION OF
KENTUCKY-AMERICAN WATER
COMPANY FOR APPROVAL OF
PARTICIPATION IN
BORROWING PROGAM

CASE NO. 2000-189

e e T ey

ORDER

On May 5, 2000, Kentucky-American Water Company (“Kentucky-American") filed
an application for Commission approval to participate in a borrowing program. This
program has been made available to Kentucky-American through its parent corporation,
American Water Works Company, Inc. ("American Water Works™). As a participant in the
program, Kenfucky-American must enter into a Financial Services Agreement with
American Water Works Financing Corporation. On May 12, 2000, Kentucky-American
amended its application to reflect the change in the name of American Water Works
Financing Corporation to American Water Capital Corporation (“AWCC").

Kentucky-American seeks to enter into this agreement in conjunction with each of
American Water Works' subsidiaries as well as American Water Works. It is anticipated
that AWCC could obtain more advantageous funding for the individual participants by
utilizing the borrowing power and combined borrowing efficiency of all of the participants

in the borrowing program.
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AWCC, a wholly owned subsidiary of American Water.Works, will obtain its fundé
primarily from two sources. It will arrange for a syndicated bank credit line to pro\}ide short-
term loans and it will register its own debt securities for sale in the public market by filing
a shelf registration with the United States Securities and Exchange Commission. Based
on estimated borrowing requirements provided by each program participant for the coming
year as well as future needs, AWCC will arrange borrowing commitments and borrowing
programs to provide funds necessary to meet those requirements.’

As a participant in the borrowing program, Kentucky-American will obtain short-term
and long-term loans from AWCC. Kentucky-American expects to periodically issue, prior
to December 31, 2005, securities in the form of notes or debentures for the purpose of
refunding/refinancing certain outstanding debt in the aggregate principal amount of
$41,500,000. Kentucky-American also intends to borrow funds from AWCC to finance its
construction program and the acquisition of other utility systems.

The Commission, having reviewed the evidence of record and being otherwise
sufficiently advised, finds that:

1. Kentucky-American's entry into the Financial Services Agreement and
participation in the borrowing program with AWCC is for a lawful object within the corporate

purposes of its utility operation, is necessary and appropriate for and consistent with the

' For a complete description of the financial arrangements between AWCC and the
American Water Works subsidiaries who are parties to the Financial Services Agreement
and who participate in the borrowing program and the benefits that these arrangements
confer, see lllinois-American Water Company, Docket No. 00-0306 (lll. C.C. May 18, 2000)
at 2-5.




EXHIBIT 2
Page 3 of 4

proper performance of the utility's service to the public and— .will not impair its ability tc;
perform that service, and is reasonable, necessary, and appropriate for such purposes.

2, Kentucky-American's proposed issuance of securities in the form of notes or
debentures in an aggregate amount of $41,500,000 for the purpose of
refunding/refinancing existing short-term and long-term debt is reasonable and consistent
with the performance of its service to the public and should be approved.

2 The specific terms and conditions of each issuance under the borrowing
program set forth in the Agreement are not known at this time. Therefore, Kentucky-
American should be required to inform the Commission of the terms and conditions of each
issuance covered by the borrowing program.

4. Kentucky-American should obtain Commission approval prior to the issuance
of any security or long-term evidence of indebtedness not specifically set forth in its
application and included in the $41,500,000 refunding/refinancing.

IT IS THEREFORE ORDERED that:

1. Kentucky-American is authorized to enter into the Financial Services
Agreement with AWCC and to participate in its borrowing program.

2. Kentucky-American is authorized to issue securities in the form of notes or
debentures in an aggregate amount of $41,500,000 from time to time prior o December
31, 2005 for the purpose of refunding/refinancing existing short-term and long-term debt.

3. The proceeds from the financing authorized herein shall be used only for the

lawful purposes set out in the application.
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4. For all securities or evidences of indebtedness that have a term exceeding
2 years and that are issued under the Financial Services Agreement’s horrowing program,
Kentucky-American shall file a report detailing the terms and conditions of the particular
securities issued. Kentucky-American shall include an analysis showing that the interest
rate for the securities was the most reasonable under the circumstances at the time of
issuance. This report shall be filed with the Commission within 10 days of the completion
of the issuance.

5. Kentucky-American shall obtain approval from the Commission prior to the
issuance of any security or long-term evidence of indebtedness not specifically identified
in its application and included in the $41,500,000 refunding/refinancing approved herein.

Nothing contained herein shall be deemed a warranty of the Commonwealth of
Kentucky, or any agency thereof, of the financing herein accepted.
Done at Frankfort, Kentucky, this 2lst day of July, 2000.

By the Commission

ATTEST:

AR G e

' d‘a_ Executive Director
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF KENTUCKY-AMERICAN
WATER COMPANY FOR ISSUANCE OF
INDEBTEDNESS AND CONTINUED
PARTICIPATION WITH AMERICAN WATER
CAPITAL CORP.

CASE NO. 2012-00393

e

RDER

Kentucky-American Water Company (“Kentucky-American”) has applied for
authorization to continue its participation in the American Water Capital Corporation
("“AWCC") borrowing program.’ By this Order, we authorize Kentucky-American's
continued participation in the AWCC borrowing program, and the issuance of securities
in the form of notes or debentures in the amount of $20 million prior to December 31,
2014,

Kentucky-American, a Kentucky corporation, owns and operates facilities that
treat and distribute water to the public for compensation in Bourbon, Clark, Fayette,
Gallatin, Grant, Harrison, Jessamine, Owen, Scott, and Woodford counties, Kenfucky.
It provides wholesale water service to Harrison County Water Association, East Clark

Water District, Jessamine-South Elkhorn Water District, Peaks Mill Water District, and

' on August 30, 2012, Kentucky-American requested a deviation from 807 KAR 5001, Section

8(2), to permit the filing and service of all documents in this proceeding by electronic means only. The
Commission granted this request on August 31, 2012 Kentucky-American filed its Application on August
31, 2012. No persons have sought intervention in this matter
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the cities of Georgetown, Midway, North Middletown, Nicholasville, and Versailles.? It is
a utility subject to Commission jurisdiction.”

American Water Works Company ("American Water”), a Delaware corporation
whose operating subsidiaries provide water, wastewater, and other water resource
management services in 30 states and Canada, currently owns all outstanding shares
of Kentucky-American stock. AWCC is a wholly-owned subsidiary of American Water
and is a corporation organized under the laws of Delaware.

In 2000, Kentucky-American sought Commission authorization to participate in a
borrowing program that American Water made available to each of its subsidiaries.*
Under this program, each American Water subsidiary enters into an agreement with
AWCC for financial services. AWCC arranges for a syndicated bank credit line to
provide for short-term loans and register its own debt securities for sale in the public
market by filing shelf registration with the Securities and Exchange Commission. Each
participant provides AWCC with an estimate of its future borrowing requirements.
AWCC then arranges borrowing commitments and programs to meet these
commitments. The liability of each participant in the program is limited to its individual
debt. All loans to the program participants are unsecured.

In support of its Application in that proceeding, Kentucky-American asserted that

pooling the borrowing requirements of American Water and its subsidiaries would result

Z  Annual Report of Kentucky-American Water Company for the Calendar Year Ended

December 31, 2011 at 5, 33

* KRS 278 010(3)(d)
4 Case No 2000-189, The Application of Kentucky-American Water Company for Approval of
Farticipation in the Borrowing Program (Ky. PSC received Apr. 24, 2000)

-2- Case No. 2012-00393
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in lower capital costs. Because the issuance costs® associated with debt instruments
will generally remain constant regardless of the size of the issuance, the pooling of long-
term debt requirements would produce a reduced pro rata share of issuance costs for
the program participants. Kentucky-American further asserted that larger sized debt
issuances in the public market produced more favorable terms because lenders of
larger loans are able to share their risk with others.

After considering Kentucky-American's Application, the Commission found that
Kentucky-American's entry into the proposed Financial Services Agreement was
appropriate for its provision of utility service and authorized Kentucky-American to enter
into the Agreement and to issue securities in the form of notes or debentures in the
amount of $41.5 million prior to December 31, 2005° In Cases No. 2006-00418,” No.
2009-00156,% and No. 2011-00115,° the Commission authorized Kentucky-American’s
continued participation in the AWCC borrowing program.

AWCC has in place a $700 million Commercial Paper Program with a committed
revolving facility backstop of $840 million (collectively, the “Working Capital Facility”).'®
The $840 million Working Capital Facility will be used to fund the working capital needs

of American Water, its regulated subsidiaries, and American Water Works Service

*  Placement fees and legal fees are examples of issuance costs

® Case No. 2000-00189, Order of July 21, 2000 at 3.
" Case No 2006-00418, Application of Kentucky-American Water Company for Continued
Participation with American Water Capital Corp. (Ky. PSC May 8, 2007)

8 Case No 2009-00156, Application of Kentucky-American Water Company for Issuance of
Indebtedness and Continued Participation with American Water Capital Corp (Ky. PSC May 29, 2009)

¥ Case No. 2011-00115, Application of Kentucky-American Water Company for Issuance of

Indebtedness and Continued Participation with American Water Capital Corp. (Ky PSC May 26, 2011)

" App. 18
-3- Case No. 2012-00393
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Company.'' Of the committed revolving credit facility, $150 million is available to
AWCC for letters of credit.'”” AWCC has obtained funds from a syndicated bank credit
line for short-term loans and from its own debt securities, all with the support of
American Water."

Kentucky-American's continued participation in the AWCC borrowing program
will include support of the short-term debt issuances. As of July 31, 2012, Kentucky-
American reported outstanding short-term debt in the amount of $10,908,133 payable to
AWCC. ™

Kentucky-American plans five long-term debt issuances prior to December 31,
2014. The total sum of these debt issuances will be $20 million. The proceeds of these
debt issuances will be used to refinance the short-term debt used to fund various
construction projects,'® and to meet other internal cash requirements.

To maintain a reasonable relationship between long-term debt and common
equity, Kentucky-American expects infusions of additional equity from American Water
in the form of paid-in capital. Kentucky-American's projected financing and equity

requirements for the calendar years 2012 through 2014 are set forth in Table I.

" d
2 1d
13 t’d
“od atg 9

Kentucky-American's Response to Commission Staff's First Request for Information, ltem 1
(filed Oct 12, 2012)

= Case No. 2012-00393
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TABLE |
Projected Month of Debt Einanci Equity®
Issuance or Equity Infusion £inanend B4

November 2012 $ 8 Million $ 4 Million
March 2013 $ 3 Million

November 2013 $ 3 Million $ 2 Million
March 2014 $ 3 Million

November 2014 $ 3 Million $ 2 Million

The Commission, having reviewed the evidence of record and being otherwise
sufficiently advised, finds that:

. Kentucky-American’s previous participation in the borrowing program with
AWCC has resulted in a reduction to the cost of Kentucky-American’s short-term and
long-term debt.'” Its continued participation should result in similar reductions.

2. Kentucky-American's continued participation in the borrowing program
with AWCC under the terms of the Financial Service Agreement that it executed with
AWCC on June 15, 2000 is for a lawful object within the corporate purposes of its utility
operation, is necessary and appropriate for and consistent with the proper performance
of the utility's service to the public and will not impair its ability to perform that service,
and is reasonable, necessary, and appropriate for such purposes.

3. Kentucky-American's proposed issuance of securities in the form of notes
or debentures in an aggregate amount of $20 million for the purposes of refinancing the
short-term debt used to fund various construction projects and to meet other internal
cash requirements is necessary and appropriate for and consistent with the proper

performance of the utility's service to the public and will not impair its ability to perform

8 Kentucky-American did not state a target month for the projected equity infusions for calendar
years 2013 and 2014 The projected equity infusion for 2012 will occur in the month of December.

" Kentucky-American's Response to Commission Staff's First Request for Information, Item 3
(filed Oct 12, 2012).

-5- Case No. 2012-00393
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that service, and is reasonable, necessary, and appropriate for such purposes and
should be approved.

4. The specific terms and conditions of each issuance under the borrowing
program set forth in the Financial Services Agreement are not known at this time.
Therefore, Kentucky-American should be required to advise the Commission, in writing,
of the terms and conditions of each issuance covered by the borrowing program.

5. Kentucky-American should obtain Commission approval prior to the
issuance of any security or long-term evidence of indebtedness not specifically set forth
in its Application and included in the $20 million refunding or refinancing.

6. No determination is made in this Order regarding the need for or
reasonableness of the proposed Northern Division Connection, nor is use of any
proceeds from the proposed debt issuances for the construction of the Northern Division
Connection authorized until and unless Kentucky-American is granted a Certificate of
Public Convenience and Necessity to construct such project.

IT IS THEREFORE ORDERED that:

1. Kentucky-American is authorized to continue participating in the AWCC
borrowing program under the terms of the Financial Services Agreement that it
executed with AWCC on June 15, 2000.

2. a. Kentucky-American is authorized to issue to AWCC securities in
the form of notes or debentures in an aggregate amount of $20 million from time to time,
prior to December 31, 2014, for the purpose of refinancing the short-term debt used to

fund various construction expenditures and to meet other internal cash requirements.

-6- Case No. 2012-00393
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b. Kentucky-American shall obtain an interest rate from AWCC that is
no greater than the lowest available rate to Kentucky-American or the average rate
available on bonds issued by AWCC.

3. At least 15 days prior to Kentucky-American's issuance of any notes or
debentures that have been authorized herein, Kentucky-American shall notify the
Commission, in writing, of the proposed issuance. In this notice, Kentucky-American's
President and Treasurer shall certify, under oath, the amount of the issuance and that
the debt issuance does not exceed the total amount authorized in this Order.

4. For all securities or evidences of indebtedness that have a term exceeding
two years and that are issued under the Financial Services Agreement's borrowing
program, Kentucky- American shall file a report detailing the terms and conditions of the
particular securities issued. It shall include an analysis showing that the interest rate for
the securities was the most reasonable under the circumstances at the time of the
issuance. This analysis shall also include a comparison of the interest rate obtained to
the lowest rate available to Kentucky-American and the average interest rate on bonds
issued by AWCC. This report shall be filed with the Commission within 10 days of the
completion of the issuance.

B Kentucky-American shall obtain Commission approval prior to the
issuance of any security or long-term evidences of indebtedness not specifically set
forth in its Application and included in the $20 million approved herein.

6. The proceeds from the financing authorized herein shall be used only for
the lawful purposes set out in the Application. None of proceeds, however, shall be

used for the construction of the Northern Division Connection until and unless Kentucky-

-7- Case No. 2012-00393
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American is granted a Certificate of Public Convenience and Necessity to construct
such project.

7. Kentucky-American’s failure to comply with ordering paragraph 3 of this
Order when issuing any security or long-term evidences of indebtedness as part of the
AWCC Borrowing Program shall be deemed an issuance of a security or long-term
evidences of indebtedness without prior Commission authorization and shall subject
Kentucky-American, and its officials, to the penalties of KRS 278.990(1).

8. Any documents filed pursuant to ordering paragraphs 3 and 4 of this Order
shall reference the number of this case and shall be retained in the utility's general
correspondence file.

Nothing contained herein shall be deemed a warranty of the Commonwealth of
Kentucky, or any agency thereof, of the financing herein accepted.

By the Commission
ENTERED ﬁ\

0CT 23 2012

KENTUCKY PUBLIC
SERVICE COMMISSION

ATTEST:

]
Exe iﬁlﬁéctor

Case No. 2012-00393
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FINANCIAL STATEMENT
OF
KENTUCKY-AMERICAN WATER COMPANY

(as of September 30, 2015 except where noted)

(1) The amount and kinds of stock of the Applicant authorized are as follows:

Preference Stock, par value $100 per share:

8.47% Series 45,000 Shares
Unclassified 85,000 Shares
Common Stock, no par value 2,000,000 Shares

(2) The amounts and kinds of stock of the Applicant issued and outstanding as of
September 30, 2015 are as follows:

Preference Stock, par value $100 per share:
8.47% Series 45,000 Shares

Common Stock, no par value 1,567,391 Shares

(3) The Preference Stock is cumulative as to dividends. If dividends on the
Preference Stock shall be in arrears and such arrears shall aggregate an amount
equal to or in excess of eight (8) quarterly dividends upon such stock, the
number of directors then constituting the Board of Directors shall be increased
by one (1) and the holders of the Preference Stock voting separately as a class
shall be entitled to elect the one (1) additional director.

The shares of the 8.47% Preference Stock may be redeemed at any time, or from
time to time, on or after December 1, 2001 at the option of the Company, in
whole or in part, upon payment of a redemption price equal to the sum of $100
per share plus a premium equal to the Make-Whole Premium as defined in the
Articles of Incorporation.

At any time during the period of twelve (12) consecutive calendar months
beginning on December 1, 2011 and ending November 30, 2012, both dates
inclusive, and during each like period of twelve (12) consecutive calendar
months thereafter so long as any shares of the 8.47% Series remain outstanding,
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the Company may at its option redeem up to and including, but not exceeding,
four thousand five hundred (4,500) shares of the 8.47% Series at a redemption
price equal to the sum of $100 per share.

All then outstanding shares of the 8.47% Series shall be redeemed by the
Company on December 1, 2036 at a redemption price equal to the sum of $100
per share.

(4) The following are the only mortgages on the property of the Applicant:

General Mortgage Indenture dated as of May 1, 1968, executed by the Applicant
to The Fidelity Bank (now US Bank), as Trustee, and supplemental indentures
thereto dated as of December 1, 1970 (as supplemented on December 17, 1970);
September 1, 1974; November 1, 1977; December 1, 1982; June 1, 1983; August
1, 1985; January 1, 1987; September 1, 1988; October 1, 1989; November 1,
1990; December 1, 1991; December 1, 1992; December 1, 1993; September 1,
1995; February 1, 1997, and June 1, 1998.

The Indenture of Mortgage provides for the issue of General Mortgage Bonds
which together with all other long-term debt cannot exceed 65% of Applicant’s
total capitalization, which percentage is 56% as of September 30, 2015. The
amount of indebtedness actually secured by a lien on all the property owned or
hereafter acquired by the Company is $23,500,000. There are no sinking fund
provisions associated with the General Mortgage Bonds.

(5) At September 30, 2015, $23,500,000 in General Mortgage Bonds were issued
and outstanding.

General Mortgage Bonds:

Principal amount authorized by Indenture:
No maximum limit of bonds fixed

Name of utility issuing bonds:
All bonds were issued by Kentucky-American Water Company

Principal amount issued and outstanding:

GMB: Issued Outstanding
6.96% Series $ 7,000,000 $ 7,000,000
7.15% Series 7,500,000 7,500,000
6.99% Series 9,000,000 9,000,000



Date of issue (nominal date):

6.96% Series December 1, 1993
7.15% Series February 14, 1997
6.99% Series September 1, 1998
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Rate of interest:

6.96% Series 6.96%
7.15% Series 7.15%
6.99% Series 6.99%

Date of maturity:

6.96% Series December 1, 2023
7.15% Series February 1, 2027
6.99% Series June 1, 2028

Security: ~ All outstanding General Mortgage Bonds are secured by the

lien of the General Mortgage Indenture upon all property of
the Company.

Interest paid during the 12 months ended September 30, 2015

6.96% Series $ 487,200.00
7.15% Series 536,250.00
6.99% Series 629,100.00

(6) Notes are payable to AWCC, bear interest as listed below.

9/30/15 Interest paid
Interest Amount Maturity 12 months ended
Payee Date of Issue Rate* Outstanding Date 9/30/2015
AWCC January 1,2005 Variable $19,144,121 Revolver $86,678

* Interest rate is based on weighted average commercial paper rates
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9/30/2015 Interest paid
Interest ~ Amount Maturity 12 mos. ended
Payee Date of Issue Rate  Qutstanding Date 9/30/2015

AWCC Oct 22, 2007 6.593% $47,000,000 Oct 15,2037 $3,098,710
AWCC June 23,2009 6.250% 45,390,000 June 1, 2039 2,836,875
AWCC Sept 10,2009  5.625% 26,000,000 Sept 1, 2039 2,193,750
AWCC June 24,2010 5.375% 26,000,000 June 1, 2040 1,397,500
AWCC Nov21,2011 5.050% 20,000,000 Oct 15,2037 1,010,000
AWCC May 15,2013  4.000% 7,859,000 Oct 15, 2037 314,360

(7) Indebtedness other than identified on this exhibit does not exist.

(8) Dividends were paid by the Applicant during the five fiscal years as follows:

Common Stock

12 Months Annual
Ended Rate per Number of
December 31 Share Shares Outstanding  Amount
2010 5.70 1,567,391 $8,934,129
2011 8.66 1,567,391 13,573,606
2012 9.38 1,567,391 14,702,128
2013 5.29 1,567,391 8,291,498
2014 7.56 1,567,391 11,849,476

Preference Stock, 8.47% Series

12 Months Annual
Ended Rate per Number of

December 31 Share Shares Outstanding Amount
2010 8.47 45,000 $381,150
2011 8.47 45,000 381,150
2012 8.47 45,000 381,150
2013 8.47 45,000 381,150
2014 8.47 45,000 381,150
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(9) Applicant’s Balance Sheet as of September 30, 2015 and a statement of
Applicant’s earnings and expenses for the twelve months ended on such date are
shown on Schedule 1 and Schedule 2, respectively, which are attached hereto.
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STATEMENT OF BALANCE SHEET
KENTUCKY - AMERICAN WATER
{$ IN THOUSANDS)
UNAUDITED
September 30, September 30,
2018 2014
Assets
Utility Plant in Service 645,247 646,236
Construction Work in Progress 20,265 8.029
Utility Plant Ac lated Depi VA (120,544) (130,537)
Total Unility Plant Adjustments 220 228
Utility property net of accumulated depreciation 545,188 523,956
Nonutility property net of accumulated depreciation 250 250
Total Property Plant and Equipment 545438 524,206
Cash and Cash Equivalents (724) (764)
Restricted funds-current 0 1]
Accounts receivable net 6.431 5,393
Unbilled Revenues 4,676 4,293
Materials and supplies 833 754
Current portion of deferred tax asset 0 0
Assets of discontinued operations 0 o
Other Current Assets 344 456
Total Current Assets 11,560 10,133
Regulatory assets 16,974 16,770
Other investments 0 0
Restricted Funds - Long-term 0 0
Goodwill 0 0
Intangible assets 0 o
Other Long Term Assets 175 135
Total Regulatory & Other L/T Assets 17,149 16,905
Total Assets 574,148 551,243
Capital & Liabilities
Common Stock 36,569 36,569
Paid in Capital 79.072 78,983
Retained Eamings 56,423 52,960
Accumulated other comprehensive income 0 0
Treasury stock 0 0
Total Stockhoiders' equity 172,083 168,512
Preferred Stock without mandatory redemption requirements 0 0
Noncontrolling Interest 0 0
Total Equity 172,083 168,512
Long term debt 195,749 195,749
Redeemable preferred stock at redemption value 4,500 4,500
Total Long-term debt 200,249 200,249
Total Capitalization 372,312 368,761
Short Term Debt 19,146 11.780
Current Portion of Long-term Debt 0 0
Current portion of redeemable stock at redemption value 0 0
Accounts Payable 6,236 3,502
Taxes Accrued 2,808 8,521
Interest Accrued 4,033 4033
Liabilities of Discontinued Operations ] 0
Other current liabilities 4,327 3,437
Total Current Liabilities 36,550 31,274
Customer Advances for Construction 12,397 12,749
Deferred Income Taxes 73,595 64,166
Deferred Investment tax credits 561 645
Regulatory liability 19,758 18,792
Accrued Pension (2.222) (2.335)
Accrued p ment benefit exp 740 698
Other Deferred Credits 2,350 1,588
Reguiatory & Other Long Term Liabilities 107.179 96,303
Contributions in aid of construction 58,106 54,905
Total Capital and Liabilities 574,148 551,243
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KENTUCKY - AMERICAN WATER
{$ IN THOUSANDS)

UNAUDITED Twelve Months Ended
September 30,
2015 2014

OPERATING REVENUES
Water revenues 87,731 86,312
Sewer revenues 452 32
Other operating revenues 2,256 2,058
Market-Based revenues 0 0
Management revenues 0 0
Operating revenues 90,439 88,680
OPERATIONS & MAINTENANCE EXPENSE
Purchased water 252 180
Fuel and Power 3920 3,844
Chemicais 1821 1729
Waste disposal 267 298
Total production costs 6,060 6,051
Salanies & Wages 7134 6,795
Pensions 519 363
Group insurances 1.608 1.446
Other benefits 406 341
Total employee related 9,667 8,946
Service Company costs B.454 8724
Contracted services 952 842
Building maintenance and services 636 635
Telecommunication expenses 228 286
Postage printing and stationery 25 18
Office supplies & expenses 196 181

g & marketing exp 15 10
Empioyee related expense ravel & entertainment 139 169
Miscellaneous expenses 1,400 1,085
Rents 26 25
Transportation 462 536
Operating supplies & services 4,079 3,766
Uncollectible Accounts Exp 1,050 1,183
‘Customer accounting other 1,078 1,053
Regulatory expense 291 290
Insurance other than group B41 710
Maintenance service & supplies 1.697 2.053
Total operation and maintenance 33,217 32,778
Depreciation 11,563 11,834
Amortization 237 21
Removal costs 1,817 1,726
Depreciation and Amortization 13,618 13,792
General taxes 6514 5,680
Loss (gain) on sale of assets (33) 0
Impairment charges 0 0
Total operating expenses net 53,316 52,247
Operating income (loss) 37123 36,433
OTHER INCOME (EXPENSE)
Interest Income Q Q
Interest on long-term debt 12,154 12,098
Interest on Short-Term Bank Debt 87 53
Other Interest Expense 272 1
Interest net 12,512 12,153
Allowance for other funds used during construction 555 527
Allowance for bormrowed funds used during construction 253 232
Amortization of debt expense a4 91
Other Net 81 (64)
Total other income (expenses) (11,716) (11,548)
Income (loss) before income taxes 25,406 24,885
Provision for income laxes 10,329 $.066
Income (loss) from continuing operations 15,077 15,819
Income (loss) from discontinued operations - net of tax 0 0
Net income (loss) 15,077 15,819
Preferred dividend declared 0 0
Net income attributable to non-controlling interest 0 0
Net income 1] 15,077 15,819
Common dividends 11,614 11,144

Current Year Retained Eamings 3,463 4674
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CERTIFICATE OF INCORPORATION
OF

AMERICAN WATER CAPITAL CORP.

The undersigned, for the purpose of forming a corporation pursuant
to the General Corporation Law of the State of Delaware, does hereby state as
follows:

1. Name. The name of the Corporation is American Water
Capital Corp. (the “Company™)

Z Registered Office and Agent. The address of the Company’s
registered office in the Stare of Delaware is Corporation Trust Center, 1209
Orange Street, in the City of Wilmingron, County of New Castle, The name of its
registered agent at such address is The Corporation Trust Company.

3.  Purpose. The purposes for which the Company is formed are
to engage in any lawful act or activity for which corporations may be organized
under the General Corporation Law of Delaware and to possess and exercise all of
the powers and privileges granted by such law and any other law of Delaware.

4. Authorized Capital. The total number of shares of stock
which the Company shall have authority to issue is 10,000 shares, all of which
shall be Common Stock of the par value of $1.00 per share.

5. Incorporator. The name and mailing address of the
incorporator are as follows: W. Timothy Pohl, 1025 Laure] Oak Road, P.0O. Box
1770, Voorhees, NJ 08043.

6. Term. The Company is to have perpetual existence.

7. Bylaws. The board cf directors of the Company shall have
the power to adopt, amend or repeal the bylaws of the Company, except as
otherwise specifically provided therein.

8. Elections of Directors. Elections of directors need not be by
written ballot unless the bylaws of the Company shall so provide.

9. Limitation on Liability. The directors of the Company shall
be entitled 1o the benefits of all limitations on the liability of directors generally
that ere now or hereafter become available under the General Corporation Law of
Delaware, including, without limitation, as permitted by the provisions of
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paragraphs (7) of subsection (b) of § 102 of the Delaware General Corporation
Law, as the same may be amended and supplemented. Any repeal or modification
of this Section 9 shall be prospective only, and shall not affect, to the detriment of
any director, any limitation on the personal liability of a director of the Company
existing at the time of such repeal or modification.

10. Rightto Amend. Subject to the provisions of this Certificate,
the Company reserves the right 1o amend any provision contained in this
Cerificate of Incorporation and in any certificate amendatory hereof in the
manner now or hereafier prescribed by law, and all rights conferred on
stockholders or others hereunder are subject to such reservation.

IN WITNESS WHEREOF, the undersigned, being the incorporator
hereinbefore named, as hereunto set his hand, this 11 day of May, 2000.

Vu;’. Timo! ohl, E¢q. I
orator






