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BEFORE THE PUBLIC SERVICE COMMISSION 
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) 
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) 

PARTICIPATION WITH AMERICAN WATER ) 
CAPITAL COW. 1 

APPLICATION OF KENTUCKY-AMERICAN WATER COMPANY 

Comes Kentucky-American Water Company ("Kentucky American Water") and for its 

Application for approval of continued participation in the borrowing program with 

American Water Capital Corp. 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. 

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, 

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 

$3 13,554,174.27 as of August 25,2006. 





7. Kentucky American Water has conveyed certain property, lands and premises 

described therein to 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 I ,  1968; 

First Supplemental Indenture dated as of December I, 1970; a St~pplement 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 August 1, 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, 1999; 

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, 199 1 ; Twelfth Supplemental Indenture dated as of December 1, 1992; 

Thirteenth SupplementaI Indenture dated as of December 1, 1993; Fourteenth Supplemental 

Indenture dated as of September I, 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 are attached hereto and collectively marked 

Exhibit No. 4. 

8. American Water Capital Corp. is a wholly-owned subsidiary of American Water 

and is a corporation organized under the laws of the state of Delaware. 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 RWE Aktiengesellschaft ("RWE). A copy of the Certificate of Incorporation of 

American Water Capital Corp. is attached hereto and marked Exhibit No. 5. 

9. As Exhibit No. 3 shows, as of December 3 1, 2005, Kentucky American Water 

had outstanding short-term debt in the amount of $9,307,934 payable to American Water Capital 

Corp. and six 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) 5.650% series in the amount 

of $24,000,000 due June 12, 2007; (5) 6.870% series in the amount of $15,500,000 due 

March 29,201 1, and (6) 4.750% series in the amount of $14,000,000 due March 1,2014. 

10. Kentucky American Water's short-term debt has been made available through 

American Water Capital Corp. with the support of RWE. RWE has decided to divest itself of the 

ownership of the common stock of American Water.' RWE has expressed its intention, upon 

securing the regulatory approvals for the sale of the common stock of American Water, to 

terminate its support to American Water Capital Corp. and call its notes which support the shor-t- 

term debt, and both the 4.750% series and the 5.650% series long-term indebtedness of Kentucky 

American Water. 

11. American Water Capital Corp. has recently closed on a five year $800,000,000 

revolving credit facility which will serve as a back-up facility to its commercial paper ("CP") 

program. American Water Capital Corp. expects to begin issuing CP in the near future to fund 

the short-term debt of its operating subsidiaries. This new CP program is expected to have 

average outstanding borrowing of approximately $450,000,000 with maturities between one day 

Case No. 2006-00197, the Joint Petition of Kentucky-American Water Company, Thames Water Aqua Holdings 
GmbH, RWE Aktiengesellschaft, Thames Water Aqua 1J.S. Holdings, Inc, and American Water Works Company, 
Inc. for Approval of a Change in Control of Kentucky-American Water Company, pending before the Public Service 
Commission of the Commonwealth of Kentucky. 



and 90 days. The new short-term borrowing program will result in approximately $158,000 in 

savings per year to American Water Capital Corp. when compared to the current arrangement. 

12. Prior to December 3 1, 2007, Kentucky American Water anticipates additional 

short-term debt borrowings; the refinancing of the 5.650% series of its existing long-term debt 

and the refinancing of its 4.750% series long-term debt. It is anticipated that the two long-term 

debt refinancings will occur in May 2007 by the issuance of $41,100,000 of new debt. In 

addition, prior to December 2007, Kentucky American Water anticipates the issuance of 

$12,000,000 additional long-term debt in November 2006 and $8,400,000 in September 2007. 

These additional long-term debt issuances will be required to reduce short-term debt at the time 

of their issuance. In order to continue to maintain a reasonable relationship of long-term debt to 

common equity, Kentucky American Water anticipates the issuances of $8,000,000 in capital in 

November 2006 and $5,600,000 in capital in September 2007. 

13. The maturity of these long-term issues will not be more than 50 years from the 

nominal date of issue, with the expectation that the maturity dates can be anywhere from one 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 at the same time and on the same 

dates as American Water Capital Corp. must pay its corresponding interest payment on the 

borrowings from which the proceeds of the loans to Kentucky American Water were derived. 

This is expected to be monthly, quarterly or semiannually and is subject to final negotiation. 

These obligations will be unsecured and will therefore rank on parity with Kentucky American 

Water's unsecured creditors and will not have the benefit of any security afforded by Kentucky 

American Water's General Mortgage Indenture. These securities evidencing the long-term 

indebtedness will have the same calability and conversion features as American Water Capital 



Cop. obtains in connection with its borrowings from which the proceeds of a loan to Kentucky 

American Water are derived. These may include provisions for the redemption at the option of 

American Water Capital Corp. or tender at the option of the purchaser as may be negotiated with 

the agent or purchasers of the securities evidencing the indebtedness. The securities will have no 

conversion features. There will be no maintenance and depreciation requirements unless the 

borrowings are made on a tax-free basis; such provisions are usually then required. The 

securities will reflect whatever sinking or other fund provision requirements American Water 

Capital Corp. can obtain from its lenders; however, it is not expected that there will be any 

sinking or other fund provisions. 

14. Kentucky American Water seeks approval for its continued participation in this 

borrowing program so that it may obtain the funding it needs prior to December 2007 at less cost 

than would be otherwise available and so that it may be assured of readily available source of 

funds. 

15. Kentucky American Water's participation in the borrowing program of 

American Water Capital Corp. does not preclude it from either borrowing from or obtaining 

financial services from third parties. Kentucky American Water is not required to borrow any 

amount from American Water Capital Corp. and it may terminate its participation in the program 

upon adequate notice. 

16. Kentucky American Water's continued participation with American Water 

Capital Corp. 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 Arnerican 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 its continued participation in the borrowing 

program of American Water Capital Corp. 

Respectfully submitted, 

L,INDSEY W. INGRAM, JR. 
LINDSEY W. INGRAM I11 
STOLL KEENON OGDEN PLL,C 
300 West Vine Street, Suite 2 100 
Lexington, Kentucky 40507- 180 1 
Telephone: 859-23 1-3000 

WATER COMPANY 
ATTORNEYS 



COMMONWEALTH OF KENTUCKY ) 

COTJNTY OF FAYETTE ) 

After having been duly sworn, Nick 0. 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 
therein are true. 

Subscribed and sworn to before me by Nick 0. Rowe this the 1444 day of September, 
2006. 

My Commission expires: L;.. +. 3% -0Ci 

fi\i~L*t"&~ (j LLb,,L.-- 
NOTARY PTJBLIC, STATE AT LARGE, KY. 





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

B A C K G R O U N D  

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 substantjally 
similar lo 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 and for the proper determination and 
allocation of the costs of providing such services. 

Therefore, the parties agree as follows: 

A G R E E M E N T  --------- 

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

2. - Costs. In consideration of the provision of rhe services contemplated by 
paragraph 1, the Company agrees to 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 to it during the course of a year. The costs incurred by AWCC in 
connection with each long-term bor~owing by AWCC will be divided among each Co-Participant 
in proponion to the principal amaunt of that borrowing that is loaned to that Co-Participant. 
AWCC's overhead will be allocated anlong 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. 

? Statements. AWCC will prepare and deliver to the Company monthly \ 

sratements o i  the services provided by AWCC and amounts payable to AWCC, giving effect to 

EXHIBIT 1 
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I all the 'provisions of this Agreement. The Company shall pay the net mw~t  s h o r n  OE its 
statement within ~hiny (30) days after the billing date. 

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

5. - Obligatjons ?Jot Joint. AWCC and the Company expressly agree: (a) that 
h e  obligations of  he Company and each Co-Participan~ to AWCC are several and not joint; (b) 
that the Company will not be responsible to any Ca-Participant, to 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 a Note in the form attached to this Agreement; and (c) that no Co-Participant 
will be responsible to the Company, to any other Co-Participant, to AWCC or to any assignee or 
creditor 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 agreement. AWCC covenants and agrees that it will require, as a condition to its e n t d n g  
into any such other agreement with a Co-Participant, that such other apeement contains the 
same provision as that contained in the immediately preceding sentence. 

6. Wote,s. 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 attached to this 
Agreement. 

7. Non-Exclusjviv. Nothing in this Agreement prohibits or restricts the 
Company from borroaling from third panies, or obtaining services described in this Agreement 
from lhird parties, whenever and on whatever terms it deem- appropriate. 

8. Effectjveness. This Agreement shall be effective as of June 15, 2000, 
provided that, if p~ior approval by the regulatory commission of any jurisdiction is required 
before rhjs Agreement may become effective as to the Company, or before AWCC may provide 
a particular service here~mder to the Company, this Agreement shall not be effective as lo the 
Company or as to that service, as the case may be, unless and until the required approval has 
been obtained. Unless and until this Agreement becomes effective as to the Company in whole 
or in pan, h e  Company shall not be entitled to the benefits of, nor shall it have any rights or 
duties under, this Agreement. This Agreement may be amended or rescinded only by written 
instnunent signed by the Campany and AWCC. 

9. Termination. The Company may terrninate its participatian in this 
Agreemen1 by giving [en (10) days prior wrjnen notice of such termination to AWCC; and @) 
AWCC may te-nate this Agreement by giving ninety (90) days prior written notice of such 
termination to the Company. Termination of ikis Agreement will not affect: (a) the Company's 
obligations under any Promjssory 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 ouutanding after 
thjs Agreement is terminated as to that party); or (c) AWCC's obligations to repay any 
investments made by a Conlpany pursuant td Appendix I. 
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10. copies. This Agreement may be executed by the parties in one or more 
c,o~ies and each exe~uted copy shall be considered an oiiginal. 

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

ATTEST: Kj3TjXJCKY-AMER.ICAN WATER COMPANY 

Sec~etary Presiden 
\ 

ATTEST: AMERICAN WATER CAPITAL COW. 

e khd Title: Joseph F. . n e t t .  Jr. 
and S e c r e ~ a r y  Vice President and Treasurer 
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DESCRlPTION OF FINANCTAL SERVICE 

Set forth below is a list of the services which AWCC agrees to provide to the 
Company upon its request pursuant to the Agreement to which this Appendix is sr~ached, 

I .  Short-Tenn L o w .  AWCC will provide Short-Term Loans to the 
Company pursuant to the terms set forth in the promissory notes to be issued by the Company to 
AWCC, each substantially in the form attached to this Agreement as Exhibit A. 

2. Lone-Term Borrowings, AWCC will ~ r o v i d e  loans other than Short-Term 
Loans to the Company pursuant lo the terms set forth in the promissory notes to be issued by the 
Comparly to AWCC, each substantially in the form attached hereto as Exhibit B. 

3. Cash Manaeement. Cash not required by the Conlpany to pay its daily 
disbursements or to 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 outstanding 
prjncipal balance of the Company's Short-Tern Loans owing to AWCC and any excess will be 
deemed to be i ~ v e s t e d  with AWCC and will earn a daily rate of interest that is equal to rhe 
interest income earned by AWCC on those h d s .  Upon the request  of that Cornpimy, AWCC 
shall execute one or more promissory notes in favor of the Company, in form and substance 
substantially similar to  he Prorr~issory Note attached as Exhibit A ta the Agreement as evidence 
of such investment. 
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Page 4 of 10 



EXHIBIT A 
PROMISSORY NOTE 

U R  SHORT-TERM LOANS 

FOR VALUE RECEIVED, [NAME OF COMPANYl, a 
.- corporation (herein "~oirbwer") hereby promises to pay ON 

DEMAND to the order of Arnwican Water Capital Corp., a Delaware corporation ("Lender"), in 
sarne day funds at its ofices at Voorhees, ~ e w  Jersey or such other place as Lender may from 
time to time designate, the principal sum of -. --- dollars ($- A ((he 
"h4axirnum Principal Sum"), or such lesser amount as shall equal the aggregate unpaid principal 
amount of the loans made by Lender to 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 rhan one year after the date of jts issue), together with interest thereon from the date hereof 
until paid in full. hrerest will be charged on the unpaid outstanding princ.ipa1 balance of this 
Note at a rate per annum equal to Lender's actual cost of fi~nds to make such loan, such rate t o  
change as Lender's actual cost of finds changes. Interest an 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 error, the 
records maintained by Lender of the arnounr and term, if any, of borrowings hereunder shall be 
deemed conclusive. 

Borrower may borrow, repay and rebonow hereunder in amounts which d o  not, in 
the aggegate outstanding at any time, exceed the Maximum Principal Sum. 

'The occurrence of one or more of any of  he following shall constitute an event of 
default hereunder: 

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

(b) Borrower shall apply for or consent to the appointment of a 
receiver, trustee or liquidator of itself or any of  its property, admit in writing its inability to pay 
its debts as they mature, make a general assignment for the benefit of creditors, be adjudicated a 
barlkrclpt or jnsolvent or file a voluntary petition in b a n h p t c y  or a petition or an answer seeking 
reorganization or an mangement with creditors or to take advantage of  any bankruprcy, 
reorganization, insolvency, readjustment of debt, dissolution or liquidation of law or starute, or  
an answeT admitting 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 o f  the 
foregoing; or 

(c) Any order, judgment or decree shall be entered by any court of 
competent jurisditrion, approving a petition seeking reorganization of Borrower or  all or a \ 

substantial p a .  of the assets of Borrower, or appointing a receiver, trustee or liquidator of  
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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 event of default, the entire unpaid principal sum 
hereunder plus all inruest accrued thereon plus all other sums due and payable to Lender 
hereunder shall, at the option of Lender, become due and payable immediately. In addition to 
the faregoing, upon the occurrence of any evenr of default, Lender may fonhwith exercise 
singly, concurrently, successjvely or otherwise any and all rights and remedies available to 
Lender by law, equity, statute or o~herwise. 

Bonower hereby waivers presentment,. demand, notice of nonpayment, protest, 
notice of protest or other notice of dishonor in connection wilh any default in i h e  payment of, or 
any enforcement of the payment of, all amounts due hereunder. To the extent permined by law, 
Borrower waives the right to any stay of execution and the benefit of all exemption laws now or 
hereafter in effect. 

Following the occurrence of any event of default, Borrower will pay upon 
demand all casts and expenses (including all amounu paid to affomeys, accountants, and other 
advisors employed by Lender), incured by Lender in the exercise of any of its rights,,remedies 
or powers hereunder with respect to such event af  default, and any amount thereaf not paid 
promptly following denland therefor shall be added to the principal sum hereunder and will bear 
interest at the contract rate set forth herein from h e  date of such demand until paid in full. la 
connection with and as part of the foregoing, in the event that this Note is placed in ~e hands of 
an attorney for the collection of any sum payable hereunder, Borrower agrees to pay reasonable 
anorneys' fees for rhe collection of &e amount being claimed hereunder, as well a s  all costs, 
disbursemen~s ar~d al1owa.iices provided bjr law. 

If  for any reason one or more of the provisions of this Note or their application to 
any entity or circumstances shall be held to be invalid, illegal or unenforceable in any respect or 
lo any extent, such provisions shall neverrheless remain valid, legal and enforceable in  all such 
other respects and to such extent as may be permissible. In addition, any such invalidity, 
jllegaljty or unenforceabiliry shall nor affect any ather provisions of this Note, but .thjs 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 lhe words "Lender" and "Borrower" 
whenever occurring herein shall be deemed and construed to include such respective successors 
and assigns. 

This Promissory Note is one of the promissory notes referred to in the Fir~ancial 
Se1vic.e~ Agreement dated as of June 15, 2000 between B o n o w a  and Lender to which reference 
is made for a slatement of additional rights and obligations of the parties hereto. 
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Lid 'INI'TNESS WE.REOF, Eoiiower has cx;;ecutcd this Prcxaisscry T?o!e the day 
and year first written above. 

[BORROWER] 

By: - 
Name and Title: 

EXHIBIT 1 
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EXHIBIT I3 
PROMISSORY NOTE 

FOR LONG-TERM BORROWINGS 

FOR VALUE WCETVED, WAME OF COMPANY], a 
corporation (herein "Borrowex") hereby promises to pay to the order of American Water Capital 
Corp., a Delaware corporation ("Lender"), in same day funds at its offices at 

or such other place as Lender may from t in~e  to time designate, the 
principal sum of dollars (S ), together with interest thaeon 
from the date hereof until 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 jn immediately available funds on the same business day on 
which the Lender must pay interest on the borrowings it made in order to provide h n d s  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 haeunder. Lender 
has provided Borrower with a copy of the documentation evidencing the borrowings made by 
Lender in order to piovide funds to Bonower hereunder. In the absence of rndfes! error, such 
documenrarion and the records maintained by L.ender of the amount and tenn, if any, of 
borrowings hereunder shall be deemed conclusive. 

The occurrence of cne or more 9f 2ny c?f the fo!lowing shall constitute an event of 
default hereunder: 

(a) Borrower shall fail to make any payment of principal andlor 
inte~est 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 maturity or by 
acceleration or otherwise; 

@) Borrower shall apply for or consent to the appointment of a 
receiver, trustee or liquidator of itself or any of its property, admit in writing its inability to pay 
its debts as they mature, make a general assignment for the benefit of creditors, be adjudicated a 
bankrupt or insolvent or file a voluntary petition in bankruptcy or a petition or an answer seeking 
reorganization or an arrangement with creditors or to take advantage of any bankruptcy, 
reorganization, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or  
an answer admitling the material allegations of a petition filed against it in any proceeding under 
m y  such law, or if action shall be taken by Bonower 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 se.eking reorgmization of Bonower or all or a 
substantial part of the assets of Borrower, or appointing a receiver, trustee or liquidator o f  

\ 

Borrower or any of  its property, and such order, judgment or decree shalj continue unstayed and 
in effect for any period of  sixty (60) days. 
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Upon rhe occurrence of m y  evcnt of defzul?, !he entire unpaid principal sum 
hereunder plus all interest accrued hereon plus all other sums due and payable to Lender 
hereunder shall, at rhe 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, concurrendy, successjvely or otherwise any and all rights and remedies available to 
Lender by law, equity, statute or otherwise. 

Borrower hereby waivers presentment, demand, nolice of nonpayment, protest, 
norice of protest or orher notice of dishonor in connec~ion 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 to any stay of execution and the benefit of all exemption laws now or 
hereafter in effect, 

Following the occurrence of any event of default, Borrower will pay upon 
demand all costs and expenses (including all amounts paid to anorneys, accountants, and other 
advisors empioyed 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 fortk herein from the date of such denland until paid in hll .  In 
carlnecrion with and as part of rhe foregoing, in the event &at this Note is placed in the hands of  
an anomep for the collection of any sum payable hereunder, Borrower agrees ro pay reasonable 
anorneys' fees for the collec~ion of rhe arnounl being claimed hereunder, as well as  a11 costs, 
disbursemenu and allowances provided by law. 

If for any reason one or more of rhe provisions of this Nore or their application ro 
any entity or circumstances shall be held 10 be invalid, illegal or unenforceable in my respeci or 
to any extent, such provisions shall nevertheless rerr~ain valid, legal and enforceable in all such 
other respects and to such extent as may be permissible. In addition, any such invalldjly, 
illegality or unenforceability shall not affect any orher provisions of h i s  Note, but this Note shall 
be construed as if such invalid, illegal or unenforceable had never been contained 
herein. 

This Note inues  ro the benefir of Lender and binds Borrower and Lender's and 
Borrowm's respective successors and =signs, and the words "Lender" and "Borrower" 
whenever occurring herein shall be deemed and construed to include such respective successors 
and assigns. 

This Promissory Note is one of the promissory noles refined to in the Financial 
Services Agreement dared as of June 15,2000 beruleen Borrower and Lender to which reference 
is made for a stalernent of addjtional r i g h ~  and obligations of L,ende~ and Borrower. 
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IN WITNESS WHEEOF, Borrower has executed this Piomissorj Nzte !he day 
and year first written above. 

[BORROWER] 

By: - 
Name and Title: 
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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 ) CASE NO. 2000-189 
PARTICIPATION IN ) 
BORROWING PROGAM ) 

O R D E R  

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, Kentucky-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 funds 

primarily from two sources. It will arrange for a syndicated bank credit line to provide 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 

refundinglrefinancing 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 Illinois-American Water Company, Docket No. 00-0306 (Ill. C.C. May 18, 2000) 
at 2-5. 
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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. 

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 

refundinglrefinancing existing short-term and long-term debt is reasonable and cansistent 

with the performance of its service to the public and should be approved. 

3. 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 refundinglrefinancing. 

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 to December 

31, 2005 for the purpose of refundinglrefinancing 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 !\orrowing program, 

Kentucky-American shall file a report detailing the terms and conditiorls 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 refundinghefinancing 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 21st day of July, 2000. 

By the Commission 

ATTEST: 
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FINANCIAL STATEMENT 
OF 

KENTUCKY-AMERICAN WATER COMPANY 

(as of December 3 1,2005 except where rioted) 

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

Cumulative Preferred Stock, par value $100 per share: 

Series B, 5 - %% 
Series C, 5 - %% 
Series D, 5% 
KTnclassified 

5,000 Shares 
5,000 Shares 
6,000 Shares 
5,000 Shares 

Preference Stock, par value $100 per share: 

8.47% Series 
KTnclassified 

45,000 Shares 
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 are 
as follows: 

Cumulative Preferred Stock, par value $100 per share: 

Series R, 5 - .%% 
Series C, 5 - '/2% 
Series D, 5% 

3,9 18 Shares 
4,889 Shares 
5,866 Shares 

Preference Stock, par value $100 per share: 

8.47% Series 45,000 Shares 

Common Stock, no par value 1,567,39 1 Shares 

(3) The Cumulative Preferred Stock is cumulative as to dividends. If 
dividends on the Cumulative Preferred Stock shall be in arrears and such 
arrears shall aggregate an amount equal to or in excess of four (4) quarterly 
dividends upan such stock, the number of directors then constituting the 
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Board of Directors shall be increased by two (2) and the holders of the 
Preferred Stock voting separately as a class shall be entitled to elect the two 
(2) additional directors. 

The Curriulative Preferred Stock is redeemable at any time upon thirty (30) 
days' notice at the following prices: the Series R at $10 1 per share; the 
Series C at $100.50 per share; and the Series D at $100. 

The Cumulative Preferred Stock, Series B, Series C and Series D are 
redeemable at par ($100) in cases of (a) governmental or municipal 
acquisition of the Applicant's facilities or colnnion stock, or (b) upon 
liquidation or dissolution of the Applicant. 

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 (I)  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 tirne, or 
from tirne to tirne, 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 l , 2 0  1 1 and ending November 30, 20 12, both dates 
inclusive, and during each like period of twelve (12) consecutive calendar 
~nonths thereafter so long as any shares of the 8.47% Series remain 
outstanding, 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 surn 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 Rank (now TJS Rank), as Trustee, and 
supplemental indentures thereto dated as of December 1, 1970 (as 
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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; Noveinber 1, 1990; December 1, 
199 1; 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 
Applicants total capitalization, and which is secured by a lien on all the 
property owned or thereafter acquired by the Company. 

(5) At December 31, 2005, $23,500,000 in General Mortgage Bonds were 
issued and outstanding, and $53,500,000 of unsecured Bonds were issued 
to American Water Capital Corporation ("AWCC"). 

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 

Unsecured: 5.65-24.; 6.87-15.5; 4.75-14.0 

Date of issue (nominal date): 

6.96% Series December 22, 1993 
7.15% Series February 20, 1997 
6.99% Series June 17, 1998 

Unsecured: 5.65 - June 12,2002; 6.87 - March 29,2001; 4.75 - 
March 1,2004 
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Rate of interest: 

6.96% Series 6.96% 
7.15% Series 7.15% 
6.99% Series 6.99% 
5.65% Series 5.65% 
6.87% Series 6.87% 
4.75% Series 4.75% 

Date of maturity: 

6.96% Series December 1,2023 
7.15% Series February 1,2027 
6.99% Series June 1,2008 
5.65% Series June 12,2007 
6.87% Series March 29, 20 1 1 
4.75% Series March l ,20  14 (will be called early per 

provisions of note) 

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 December 3 1,2025: 

6.96% Series 
7.15% Series 
6.99% Series 
5.65% Series 
6.82% Series 
4.75% Series 

(6) Notes payable are payable to AWCC, bear interest as listed below, and 
mature December 3 1,2005 (renewable). 

1 213 1 105 
Interest Arnount 

Payee Date of Issue -- Rate* Outstanding 

AWCC January 1,2005 Variable $9,307,934 

* Interest is calculated at the LIBOR rnarket index rate. 
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Interest expense on outstanding notes during the period January 1, 2005 
through December 3 1,2005 amounted to $183,637. 

(7) The other indebtedness of the Applicant, as shown on its Balance Sheet 
annexed hereto and marked "Exhibit A - Schedule 1" consists, as of 
December 3 1, 2005, of current and accrued items on which no interest is 
payable. 

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

Common Stock 

12 Mos. Average 
Ended Rate per Number of 

December 3 1 Share Shares Aniount 

Cumulative Preferred Stock, Series B, 5 - XI% 

12 Mos. Average 
Ended Rate per Number of 

December 3 1 Share Shares Amount 
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Cutnulative Preferred Stock, Series B, 5 - %% 

12 Mos. Average 
Ended Rate per Number of 

Decelrlber 3 1 Share Shares Amount 

Culnulative Preferred Stock, Series D, 5% 

12 Mos. Average 
Ended Rate per Number of 

December 3 1 Share Shares 

12 Mos. 
Ended 

December 3 1 

Preference Stock, 8.47% Series 

Arnount 

Average 
Rate per Number of 
Share Shares Amount 
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(9) Applicant's Balance Sheet as of December 31, 2005 and a statement of 
Applicant's earnings and expenses for the twelve months ended on such 
date are shown on Exhibit A, Schedule 1 and Schedule 2, respectively, 
which are annexed hereto. 

EXHIBIT 3 
Page 7 of 9 



83500 .- American Water Works Compan 
GLO12BSYGP Kentuclcy-American Hater-Co 13 
OOOlR Total Compan (USGAAPI Comparative ~ay+nce S ee 

For the Period Ending 12?09~2005 

Kentucky-Amerlcan Water Co. 
Current Prior 

Description Year Year __-_-__-______- -___- - - - - - - - - - - - - - - - - - - - -  . . - _ -___ -___ -____ - -__  _-_. . - - - -____-_-  
ASSETS 
1 Utility Plant 303,733.315 282,577.352 
2 Construction work in progress 11 416 985 6 345 740 
; Accumulated depreciation 68: 879'350- 66: 027'848- 
4 Utility plant acquisition ad ustment 338:465 407: 617 
5 Other utility plant adjustmenls . . . . . . . . . . . . . . . . . . . .  - - - - - - - - - - - - - - -  - - 

6 Sub-toral Utility Plant 246.609,415 223,302,861 -------..------------ -----dm-------- 

7 Non-Utility pro erty 249.738 249.738 
8 Other investmenfs --------------------  
Current Assets 
10 Cash and cash equivalents 
11 Tem orary investments 
12 ~useomer accounts receivable 
13 Allpwance for uncollectible accounts 
14 Unbrl led revenues 
15 FIT yefund due fro assoc. companies 
16 ~isce~laneou~ receTvables 
17 Materials and supplies 
19 Other 
20 Sub-total 
22 Deferred denits 
23 Debt and preferred stock 535 665 612 863 
24 Expense or rate proceedin 782'497 950'530 
25 Prelim survey & ~nvest cgarges 134: 963 1,241:474 
26 Re Asset-mcome tax recovery 6 807 953 6,981,643 
27 ot%er 5:357:347 9.947,018 --..-----------..----- ---------------  
29 Sub-total 

30 Total Assets 
32 CAPITAL AND LIABILITIES 
33 Common Stock 36,568,777 36,568,777 
34 Paid 1n cauital 56,139 31.779 
35 Retained E'arnings 25,898.028 25,924.241 
36 Unearned Compensation 
37 Reacquired C/S & Accum Comp Inc . . . . . . . . . . . . . . . . . . . .  - - - - - - - - - - - - - - -  
38 Total common equity 62,522,944 62,524,737 

39 Preferred stock 
40 Long term debt 

41 Total capitalization 
42 Current liabilities 
43 Bank debt 
44 Current portion of LTD 
45 Accounts Payable 
46 Taxes accrued 
47 Interest accrued 
48 Customer deposlte 
49 Dlvldends declared 
51 Other 

52 Sub-total 

54 Deferred credits 
55 Customer adv for construction 16 448 419 15 777.400 
56 Deferred inc6me taxes 36:244:243 34: 698,208 
57 Deferred ~nvestment tax credits 1 365 134 1,460,729 
58 Re .liab-inc.tax.reEund thru rates 8:680:469 2,301.814 
59 ~tfler 4,029.810 3 646 454 
60 Sub-total 66,768,075 57: 884: 605 --------..----------- -------------em 

62 Contributions In aid of construction 35,681.810 32,223,395 

00 Total capital and liabilities 272.459,866 253.516.798 --------------- - - - - - - - - --------------- 



nmtrlcan Water Hork%wany 
Kentucky-nmerican Hater-Co 12 

T o t a l  company (USQMt'1 
Income Statement  Month G Mo 

POC t h e  Period ending 12/09/2005 

Kentucky-American Ha te r  Co. 

December 
Actual 

December 
Plan -..---------.-- 

December 
Variance ----------.---- 

Yr t o  Date Yr t o  Date Yr t o  Date Y r  t o  Date 
December December ~ c c e m b c r  Docember December Annual 

P r i o r  Year Actual Plan Variance P r i o r  Year Porecast  ---------------  -------------A- -..-------*----- --------------.----- Descr ip t ion  
- - - - * - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  

1 OPERATING REVEtNES 
2 Water 
3 sewmr 
4 Other  

6 T o t a l  Revenues 
7 OPERATIOIIS 6 W I I I ~ I I N I C C  meeftse 
o Labor 
9 Purcnaned Hater  
10 Fuel  6 Pauer 
11 Chcmicaln 
12 Waste Uieponal 
13 Mnnngernent Pees 
14 Group Insurance 
15 Pensions 
16 Regulatory Expense 
17 Insurance Othe r  Than Qroup 
lo n to tuner  Accounting 
19 Rent5 
20 General Of f i ce  EXpCnBC 
21 MiscelLaneOus 
25 Other Maintenance 

T o t a l  Icaintcnance & opera t ions  Expense 

27 Depreciat ion 
20 Amortlzation 
19 CeneraI Taxes 
30 S t n t e  Income Taxes 
31 Paderal  Income Taxes 
32 Tax Savings Acqu i s i t ion  Mjuotmenc 

33 T o t a l  Operat ing Expenses 

34 u t i l i t y  Operat ing Income 

35 Gl'ilER IIICOIIE 6 DEDUCROtlS 
36 non-0par;lting Ren ta l  Income 
37 Dividend zncomu-Cmon 
30 Dividend Income-Prcterrcd 
39 I n t e r e s t  Income 
40 A N D C  Equity 
42 N ti J Hinccllaneouo Income 
43 Gainl tosolon ~ i s p o a i t i o n  

45 T o t a l  Other  Income 

46 MisCelln~CQus Amort irat ion 
47 TM Snvlngs Acquini t ion Adjustment 
40 Mlnc. Other  Deductiono 
49 Generai Taxes 
50 S t a t e  Income Taxes 
51 PcdernL Income Taxes 

52 T o t a l  Other  Deductionn 

53 T o t a l  Other  Income 

54 mcmc Before I n t e r c o t  charges 

55 INTEREST CHARGES 
56 I n t e r e s t  on Mng-Term Debt 
57 w r t i z n t i o n  snd  Debt Expense 
50 I n t e r e s t - S h o r t  Tern Bank Debt 
59 o t h e r  ~ n t e r e s t  Expense 
60 m C - D e b t  -------.------- - - * - - - - - - - - - - - -  - --------------  --------------- --------------- --------------- ---------------  ----------.--------- 

409,530 40,626 425.584 5,485,231 4,902,920 502,311 5.087.312 
(D X 

4.902.920 Q3 ---------------  ---.----------- --------------- -------em------ --------------- --.-----*----------- 
500.575 2.330.069- 548.Ul- i .  777.790 0,702,533 6,924.803- 1.900,174 
30.729 31,161- 30,711 79,074 464,148 384.874- 448.108 464.748 (D 

0,702,593 =- 
--- - - - - - * - - - - - -  - --------------  ----------.---- --------------- --------------- ---------------  --------------------  

461,046 2,19lt9O0- 506.840- 1,697,915 0.237.045 6,539,929- 1.531.966 8.237.845 rob 
C....-..I.=IPPP . m I I I m . I . - . D I P P  IP"IPIC.DPP.-.. 1III=...II..... .I..~.sI-..P.IC I..l..-IIDPII-- 0--1--. 09=1.... .....--.-l......,..ll 

61 T o t a l  I n t e r e s t  Chnrges 

62 Ilet I n c m e  
64 Pre fe r red  Dividend Declared 

ma - 
-6 + 65 ttet Income t o  conanon stock 
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EXHIBIT E 
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PARCEI, NUMBER 21 
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[Conformed Copy] 

LEXINGTON WATER COMPANY 

THE FIDELITY BANK, 
as Trustee. 

Fl  RST SUPPLEMENTAL INDENTURE 
Dated as of December 1, 1970 

and 

SUPPLEMENT TO FIRST SUPPLEMIENTAL INDENTURE 
Dated ss of December 17, 1970. 

SUPPLEMENTAL TO INDENTURE 
Dated as of May 1,1968. 

G E N E R A L  MORTGAGE BONDS, 1075) SERIES 


