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Dear Ms. ODonnell: 

Enclosed please find for filing Kentucky American Water's Application for 
Approval of Debt Issuance and the required copies. 

Very truly yours, 

STOLL KEENON OGDEN PLLC 

Enclosures 
cc: David Edward Spenard (w/ encl.) 
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MAR 0 9 2007 
puBl~1c: ‘3;,1VIGE 

COMMISSION 

COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

IN THE MATTER OF: ) 
) 

WATER COMPANY FOR APPROVAL ) 
OF DEBT ISSUANCE ) 

APPLICATION OF KENTUCKY-AMERICAN ) CASE NO. $/)67-d& /D 

APPLICATION OF KENTUCKY-AMERICAN WATER c o n i P A w  
FOR APPROVAL OF DEBT ISSUANCE 

Comes Kentucky-American Water Company (“Kentucky American Water”) and for its 

Application for approval of its debt issuance in the amount of $14,000,000 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 

$319,393,486 as of December 31,2006. 

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 

$8,139,600 as of December 31,2006. 

4. A certified copy of the Articles of Incorporation of Kentucky American Water, 

together with all amendments thereto, are incorporated herein by reference as authorized by 

807 KAR 5:001, Section 10, (l), (b), (3) and Section 8, (3), and were filed as Exhibit No. 4 in 

Case No. 95-554, Notice of the Adjustment of the Rates of Kentucky-American Water Company 

efective on and after February 29, 1996. 

5. By Order dated July 21, 2000, in Case No. 2000-189, Application of Kentucky- 

American Water Company for Approval of Participation in Borrowing Program, the Public 

Service Commission of the Commonwealth of Kentucky (“Commission”) authorized Kentucky 

American Water to enter into a Financial Services Agreement with American Water Capital 

Corp. and to participate in its borrowing program. 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. 

6. The Order dated July 21,2000 also authorized Kentucky American Water 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 refundinghefinancing existing short-term 

and long-term debt. Pursuant to that authorization, including some long-term debt issued by 

Kentucky American Water with Commission approval prior to Case No. 2000-189, 

Kentucky American Water now has stock and debt outstanding as shown on the attached 

financial exhibit, marked Exhibit No. 3, as required by 807 KAR 5:001, Section 11, (2), (a). 

7. Kentucky American Water has issued three debt obligations since the 

Commission’s July 21, 2000 Order in Case No. 2000-189. On March 29, 2001, Kentucky 
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American Water issued a promissory note to American Water Capital Corp. in the amount of 

$15,500,000. On June 12, 2002, Kentucky American Water issued a promissory note to 

American Water Capital Corp. in the amount of $24,000,000. On March 1, 2004, Kentucky 

American Water issued a promissory note to American Water Capital Corp. in the amount of 

$14,000,000 for the purpose of refundinghefinancing then-existing short and long-term debt. A 

copy of the March 1,2004 note is attached as Exhibit No. 4. 

8. The March 1, 2004 promissory note raised the total of those three issuances to 

$53,500,000, inadvertently exceeding the aggregate issuance amount that was authorized in the 

Commission’s July 21, 2000 Order in Case No. 2000-189. The financial exhibit attached as 

Exhibit No. 5 contains the information required by 807 KAR 5:001, Section 11, (2), (a) as of 

December 12,2003, which was within 90 days of the March 1,2004 promissory note. 

9. Kentucky American Water has conveyed certain property, lands and premises 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 specified bonds and indebtedness by an Indenture of 

Mortgage dated as of May 1, 1968; First Supplemental Indenture dated as of December 1, 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 

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 
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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, Exhibit No. 4, in Case No. 2006-00418, In the Matter o j  Application of Kentucky- 

American Water Company for Continued Participation with American Water Capital Carp. 

10. 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 and marked Exhibit No. 6. American Water Capital 

Corp. is the Lender as identified in the March 1,2004 issuance as shown in Exhibit No. 4. 

11. As Exhibit No. 3 shows, as of December 31, 2006, Kentucky American Water 

had outstanding short-term debt in the amount of $3,297,056 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, 2011, and (6) 4.750% series in the amount of $14,000,000 due March 1, 2014. This 

last note is the subject of this Application. Exhibit No. 5 contains similar information as of 

December 12,2003, which was within 90 days of the March 1,2004 promissory note. 
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12. 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 that support the short- 

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

American Water. 

13. Prior to December 31, 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. The two long-term debt refinancings 

may occur in March 2007 by the issuance of $38,000,000 of new debt. In addition, Kentucky 

American Water anticipates the issuanee of $15,000,000 additional long-term debt in October 

2007. This additional long-term debt issuance will be required to meet sinking fund 

requirements and reduce short-term debt. 

14. Kentucky American Water seeks approval of its issuance of the March 1, 2004 

promissory note. Kentucky American Water has used and will continue to use the proceeds 

obtained from the March 1, 2004 promissory note for a lawful object within the corporate 

purposes of Kentucky American Water, namely, the refundinghefinancing of short and long- 

term debt. The issuance of the March 1,2004 promissory note was necessary and appropriate for 

and consistent with the proper performance by Kentucky American Water of its services and has 

Case No. 2006-00197, the Joint Petition of Kentucky-American Water Company, Thames Water Aqua Holdings 
GmbH, RWE Aktiengesellschaft, Thames Water Aqua US.  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. 
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not and will not impair its ability to perform services and was and is reasonably necessary and 

appropriate for such purposes. 

15. The issuance of the March 1, 2004 promissory note to American Water Capital 

Corp. allowed Kentucky American Water to borrow money at a cost that was less than otherwise 

readily available, although it is and was not precluded from borrowing from other financial 

institutions as demonstrated in Case No. 2000-189. The March 1 ,  2004 issuance exceeded the 

amount but not the authorization of the Commission in Case 2000-189. Therefore, Kentucky 

American Water seeks approval of the March I, 2004 issuance. 

WHEREFORE, Kentucky American Water requests that the Commission, pursuant to the 

authority contained in KRS 278.300, approve Kentucky American Water's March 1, 2004 debt 

issuance. 

Respectfully submitted, 

Lindsey W. Ingram, Jr. 
Lindsey W. Ingram I11 
STOLL KEENON OGDEN PLLC 
300 West Vine Street, Suite 2100 
Lexington, Kentucky 40507-1801 
Telephone: 859-231-3000 

ATTORNEYS~OR ~ T U C K Y - A M E R I C A N  
WATER COMPANY 
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COMMONWEALTH OF KENTUCKY ) 

COUNTY OF FAYETTE 1 

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 
therein are true. 

Subscribed and sworn to before me by Nick 0. Rowe this the a day of March, 2007. 

MY Commission expires: GL.-t ‘6, zOep 

&A.rnw 
NOTARY PUBLIC, STATE AT LARGE, KY. 

. 

LEX 01031 1/124828/3481184.4 
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FINANCIAL SERVICES AGREEMENT 

THIS AGRE.EMEhT, dated as of June 15, 2000, by and  between Kentucky- 
American Wate.r Company (the “Company”) and Americ.an Water Capital C o p  YAWCc”). 

B A C K G E R O Y N D  
The Company currently performs its own financial services. 

However, the Company has de.tennined that it can obtain these services more 
efficiently through the. c.onso1idation of certain nccessary management and staff functions with 
those performed for other entities ihat may enter into agreement with AWCC substantially 
similar IO this one (To-Participants”). 

AWCC is dedicated to performing such consolidated functions. 

Acc.ordingly, the, parties have derermined to enter into this Agreement for the 
provision of financial services by AWCC to tlie Company and for &e proper determination and 
a!loc.ation ofthe costs ofproviding such services. 

Therefore, the parties agree as follows: 

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

1. Sewic.es. AWCC will provide, either direaly or through arrangements 
with third pzrties for the benefit of the Company, such financial services‘as the Company and 
AWCC may from time to time. a g e e ,  including but nor limited to those more fully described in 
Appendix 1 attached lo this Agreement. 

2 .  Costs. In consideration of the provision of the services contemplated by 
paragraph 1, the Company agrees to pay AWCC a portion of the. costs and appropriate overhead 
inc.une.d by AWCC in providing those services, as follows. The c.osts 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 princ.ipa1 amount that each Co-Participant 
requests be. made available to it during the course of a year. The costs incuned by AWCC in 
connection with each long-te.m bonowing by AWCC will be divided among each Co-Participant 
in proponion to the principal amount of that borrowing that is loaned to that Co-Participant. 
AWCC’s overhead will be allocated among the Co-Partkipants in the same proportion as each 
Co-Partic.ipant’s long-term and maximum, requested short-term borrowings and investments in a 
calendar year be.u to all of the long and maimurn  shon-tern borrowings and investments by  all 
Co-Participants during the same year. 

-. 2 Statements. AWCC will prepare and deliver to the Company monthly 
sta~ements of the senices provided by AWCC and amounis payable to AWCC, giving effect to 



I all the’provisions of this Agreement. The Company shall pay the net m o m t  shov.m on its 
statement within thiny (30) days afier the billing date. 

4.  Inspectjon. Upon reasonable not&, AWCC Will make available to the 
Company for its inspection AWCC’s hooks, records, bills, accounts and any other documents 
which describe or support the costs allocaled 10 the Company under this Agreement. 

5. Obliearions ?Jot Joint. AWCC and the Company expressly agree: ( a )  that 
the obligations of the Company and each Co-Panicipanr to AWCC are several and not joint; (b) 
that the Company will not be responsible to any Co-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 Agree.ment or a Note in the form anached to this Agreemcnt; and (c) that no Co-Participant 
will he responsible to Ihe Company, IO any other Co-Participant, to AWCC or to any assignee 01 
creditor of AWCC for any payment in exce.ss of payments due by.that Co-Participant to AWCC 
under any agreement substantially similar IO this Agreement or under any Note attached to that 
other agreement, AWCC covenants and agrees that it.will require, as a condition to its entering 
into any such orher agreement with a ColParticipant, &a( such other agreemenl contains the 
same provision as that contained in the. imme.diately preceding sentence. 

6. m. The Company’s borrowings under this Agreement will be 
evidenced by one or more promissory notes in the form of Exhibit A or Exhibit E artached to Lhis 
Agreement. 

7 .  Non-Exclusiviw. Nothing in this Agreemenc prohibits or restriaS the 
Company from borrowing from third panies, or obtaining services described in this Agreement 
from ihird parties, whenever and on whatever t e r n  it deems appropriate. 

8. Effe.ctive.ness. This Agreement shall be effective as of June 15, 2000, 
provided that, if prior approval by the regulitory commission of any jurisdiction i s  required 
before this Agree.ment may become effe.ctive as to the Company, 01 before AWCC may provide 
a panicular service hmemder to the Company, this Agrcement shall not be. e.ffe.ct4ve as to the 
Company or as to that service, as the case may be, unlcss and until the require.d approval has 
been obtained. Unless and until this Agreement becomes effective as 10 the Company in whole 
or in pan, the Company shall not be, entjtled to the benefits of, nor shall it have any nghU OT 
duties under, th is Agreement. f i s  Agreement may be ame.nde.d or rescinded o d y  by written 
instrument signe.d by the Company and AWCC. 

9. Termination. The. Company may t m ’ n a l e  its participation in this 
Agreement by giving len (IO) days prior written notice of such te.mination to AWCC; and (b) 
AWCC. may terminate this Agreement by giving ninety (90) days prior wrtten nobce of such 
termination to the Company. Termination of h i s  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 S e c h n s  2 and 3 of this Agreement (including such amounts attriburable to 
obligations o f  any tcrminating parry under any Promissory Notes that remain outstanding d e r  
7hk Agreement is terminated as IO that party); or ( c )  AWCC’s obligations to repay my 
investments made by a Company pursuant to Appe.ndix 1. 
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I 10. w. This Agreement may be executed by the parties in one or more 
copies and each executed copy shall be considered an original. 

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

ATTEST: KENTUCKY-AMERICAN WATFX COMPANY 

BY - 
Hkrbert A. Miller, Jr. 
Secretary 

ATTEST: AMERICAN WATER CAPITAL COW. 

$&aB I 

ehhdTirle: Joseph F. H M n e t t ,  Jr. 
t and Secretary Vice President and T r e a s u r e r  
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DESCRLPTION OF FFNANC'IAL. SERVICES 

Set forih be.low is a list of the services which AWCC agrees 'to provide to the 
Company upon its request pursuanr IO the Agreement to which this Appendix is attached. 

1. Short-Tam Loans. AWCC will provide Shon-Tern Loms to the 
Company pursuant to the t m s  set forth in the promissory notes to be issue.d by the Company to 
AWCC, each substaniially in Lhe form attached IO this Agreement as Exhibit A. 

-. 7 Lone-Te,m Bonowines. AWCC will provide loans other than Shon-Term 
Loans IO the Company pursuant to the terms set forth in the promissory notes to be issued by the 
Company to AWCC, each substanfially in the. form anached hereto as Exhibit B. 

3. Cash Manaeement. Cash not required by the Company to pay its daily 
disbursements or IO 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 
principal balance of the Company's Short-Term b a n s  owing to AWCC and any excess will be 
de.emed to be invcs1e.d with AWCC and will e m  a daily rale o f  intnest that is equal to the 
intcrest income camed by AWCC on those funds. Upon ihe request of that Company, AWCC 
shall exemte one or more promissory notes in favor of the Company, in form and substance 
subsraniially similar to the Proniissory Note attached as Exhibit A lo ihe Agreement as evidence 
of such inve.srment. 



EXWLBIT A 
PROMISSORY NOTE 

FOR SHORT-TERM LOANS 

$ ,2000 

FOR VALUE RECEIVED, [HAME OF COMPANY], a 
corporation (herein “Borrower”) hereby promises lo pay ON 

DEMAND to the order of Amerjcan Water Capital Corp., a Delaware corporation (“Lender”), in 
same day funds at its 0fTice.s at Voorhees, New Jersey or such other place as Lender may from 
time to time designate, the principal sum of dollars ($ ) (the 
“Maximum Principal Sum”), or such lesser amount as shall equal the zggregate unpaid principal 
amount of the loans made by Lender to Borrower (other than loans evidenced by a promissory 
note under which the. princ.ipa1 amount is due and payable. in one or more scheduled installments 
more than one year after the date of its issue), together with interest thereon from the date hereof 
until paid in full. lnreresr will be charged on the unpaid outstanding principal ba1anc.e of this 
Nore at a rate per annum q u a l  to Lender’s actual cost of fiinds to make suc,h loan, such rate to  
change as Lender’s acfual cost of funds changes. Interest on borrowings shall he 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 amount and term, if any, o f  borrowings hereunder shall he 
deemed conclusive. 

Bonower may borrow, repay and reborrow hereunder in amounts which d o  not, in 
the agge-egate outstanding at any time, exc.ced the Maximum Principal Sum. 

‘The. occunence of one or more of any of the following shall constitute an w e n t  o f  
default hereunder: 

(a) Boi~ower 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 afla the same shall become due and payable, whether at maturity or by 
acce.leration or orhenvise; 

(b) Borrower shall apply for or consent to the appointment of a 
receiver, trustee or liquidator of itse.lf or any of its property, admit in writing its inability to pay 
its debts as they mature, make a general assignment for the benefif of creditors, be adjudicated a 
bankrupt or insolvent or file. a voluntaly petition in bankniptcy or a petition or an answer seeking 
reorganization or an mangement with creditors or 1.0 take advantage of any bankruptcy, 
reorganiz.ation, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or 
an answeT admitting thematerial allegarions of a petirion filed against it in any proceeding under 
any suc.h law, or if ac.tion shall be taken by  Borrower for the purposes of effecting any of the 
fore.going; or 

(c.) Any order, judgment or decree shall be entered by any court of 
c.ompelent jurisdiction, approving a petition se.eking re.organization of Borrower or all or a 
substantial part of the. assets of Borrower, or appointing a receiver, 1ruste.e or liquidator of 
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Borrower or any of its property, and such order, judgment or decree shall continue unstayed and 
in effec.1 for any pe.riod of sixty (60) days. 

Upon the occurrence of any event of default, the entire unpaid principal sum 
hereunder plus all inreresf ac.crued thereon plus all other sums due and payable to Lender 
he.re.unde.r shall, nt the option of Lender, become due and payable immediately. In addition to 
the fore.going, upon the occurrence of any even1 of default, Lender may fof iwi th  exercise 
singly, c.onc.unently, succ,essively or otherwise any and all rights and remedies available to 
Lender by law, equity, statute or othe.nvise. 

Borrower hereby waivers presentment,. demand, notice of nonpayment, prorest, 
no1ic.e 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. here,under. To the extent permine.d by law, 
Borrower waives the right to any  stay of execution and the benefii of all exemption laws now or 
hereafter in effect. 

Following the oc.currcnce of any event of default, Borrower will pay upon 
de.mand all c.osts and expenses (including all amounu pajd to anomeys, acc.ountants, a n d  other 
advisors employed by Lender), incuned by Lender in the exercise of any of its righu,.remedies 
or powe.rs hereunder wih re.spea to such event of default, and any amount thereof not paid. 
prompily following demand fherefor shall be added to rhe prjnr.ipa1 sum hereunder and will bear 
interest at ihe conuact rate se.1 forth herein from die date of such demand until paid in MI. In 
connection with and as pm of the foregoing, in the event thal {his Note is p1ace.d in the hands of 
an attorney for the collec.tion of any sum payable hereunder, Borrower agrees to pay reasonable 
anomeys‘ fe.es for the collecrion of the amount being claimed hereunder, as well as dl costs, 
disbursemenzs and aliowaiices piovided by law. 

If for my reason one or more of the provisions of this Note or their application to 
any entity or circumszances shall be held to be invalid, illegal or unenforceable in any respect or 
10 any extent, such provisions shall neverheless remain valid, legal and enforce.able in  all such 
other respects and to such exlent as may be permissible. In addition, any such invalidity, 
iilegaliry or unenforceabiliry shall not affect any other provisions of his Note, but this Note shall 
be. conswed  as if suc.h invalid, illegal or unenforce.able provision had never been contained 
herein. 

This Note inures to the benefit of Le.nder and binds Borrower and Lender’s and 
Borrower’s respecrive succe.ssors and assigns, and the words “Lender“ and “Borrower” 
whe.never oc.cumng herein shall be deemed and  consirued to include such respective successors 
and assigns. 

This Promissory Note is one of the promissory notes referred to in the Financial 
Services Agreemen! dated as of lune 15,2000 between Bonower and Lender to which reference 
is made for a statement of additional rights and obliga~ions of the parties.hereto. 
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Tfl \NITNiSS ‘&“EREOF, Bonowei has Gtcuted this Promissory Na!c !he day 
and year first written above. 

[BORROWER] 

By: 
Name and Title: 
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EXHIBIT B 
PROMISSORY NOTE 

FOR LONG-TERM BORROWMGS 

$ ,2000 

FOR VALUE RECEIVED, P A M E  OF COMPANyI, a 
corporation (hmein “Borrower‘? hereby promises to pay to the o r d n  of  American Water Capital 
Corp., a Delaware corporation (“Lender“), in same day funds at its offices at 

or such other place. as Le.nder may from time. to time designate, the 
princ.ipa1 sum of dollars (S ), together with interest thereon 
from the date hereof until paid in full. Interest shall h e  charged on the unpajd outstanding 
principal balance hereof at a rate per annum equal to the rate paid and to be paid by Lender with 
respect to the bonowings it  made in order IO provide funds to Borrower hereunder. Interest on 
borrowings shall be due. and payable in  immedialely available funds on the same. business day on 
whic.h the Lender must pay interest on the borrowings it made in 0rde.r to provide funds to the 
Borrower hereunder. The principal amount hereof shall be due and payable hereunder at such 
times and in suc.h amounts and in such instal1me.nts hereunder as  the Le.nder must pay With 
respe.ct I O  the, borrowings it made in order to provide funds to the Borrower hereunder. Lender 
has provided Borrower with a copy of the documentation evide.ncing the borrowings made by 
Lender in order io piovide funds t.0 Borrower hereunder. In the absence of manifest enor, such 
documentation and the records maintained by Lender of the amount and t m ,  if any, of  
borrowings hereunder shall be deemed conclusive. 

The 0ccuiTenc.e of one or  more of any of the following shall constitute an event of 
default he.reunder: 

(a) Borrower shall fail to make any payment of principal and/or 
interest due he,reunder or under any other promissory note be.twe.en Lender and Bonower within 
five business days after the. same. shall become due and payable, whether at maturity or by 
acceleration or otherwise; 

@) Borrower shall apply for or consent 1.0 the appoinment of a 
receiver, irustee or liquidator of itscif or any of its propexty, admit in writing iu inability to pay 
its debts as they mature, make a general assignment for the be.ne.fit 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 arrangemeni with cxditors or to take advantage. of any bankruptcy, 
reorpnization, insolvency, readjustment of debt, dissolution or liquidarion of law or statute, or 
an answer admining {he maleljal allegations of a pethion filed against it in any proceeding under 
any such law, or if aa ion  shall he taken by Borrower for the purp0se.s of effecting any of the 
foregoing; or 

(c) Any order, judgment or decree shall be entered by any court of  
competent jurisdiction, approving a pelition seeking reorgvlization of Borrower or  all or a 
substantial part of the assets of Borrower, or appointing a receiver, trustee or liquidator o f  
Bonower or any of its prope.rty, and such order, judgment or decree. shall c.ontinue unstayed and 
in effect for any p e i o d  ofs ixty (60) days. 

i 
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Upon the oc.cunencc of any event of defaul!, !he en!ire unpaid principal s u m  
he,reunder plus all interest accrued hereon 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 foregoing, upon the occurrence of any even( of default, Lender may forihwith exercise 
singly, concurrently, suc,c.essively or otherwise any and all  rights and remedies available to 
Lender by  law, equity, statute or otherwise. 

Borrower hereby waivers presenment, demand, notice of nonpayment, protest, 
norice of protest or o t h n  nolice of dishonor in c.onneclion with any default in the payment of, or 
any enforcement of the payment of, all amounts due hereunder. To the e.xtent permitted by law, 
Borrrower waives the right to any stay of exec.ution and the benefit of all exemption laws now 01 
he.reafier i n  effect. 

Following the occurrence of any event of default, Borrower Will pay upon 
demand all costs and expenses (inc.luding all amounts paid IO anorne.ys, accountam, and  other 
advisors employed by Lender), incurred by Lender in the exercise of any of its rights, remedies 
or powe.rs hereunder with respe.c.t to such event of default, and any amount Ihereof not paid 
promptly following demand therefor shall be. added to the princ,ipal sum hueunder  and will bear 
interest at the contract rate set fonh herein from the date of such demand until paid in full. In 
c.onneciion with and as pari of the foregoing, in the event tha1 this Note is placed in the hands of 
aili an0rne.y foi the collec~lon of any sum payable heretinder, Bonoww agrees to pay reasonable 
attorneys’ fe.es for the. collection of he amount being claimed hereunder, as well as all costs, 
disbursemenu and allowances provided by law. , 

If for any reason one or more of rhe provisions of this Note or heir application to 
any entity or circumstances shall be held 10 be invalid3 illegd o r  unenforceable in any respec% or 
to any exient, such provisions shall nevenheless remain valid, legal and enforceable in all such 
other respeas and to such extent as may be permissible. In addition, any such invalidity, 
il1e.gality or unenforceability shall nor affem any o h e r  ptovisions of his Note, but this Note shall 
be c.onswed as if such invalid, ille.gal or unenforc.eab1e provision had never been contained 
herein. 

This Nore inures to the benefit of Lender and binds Borrower and Lender’s and 
Borrower’s respeclive. successors and assigns, and the words “Lcnder” and ”Borrower” 
whenever occurring herein shall be deemed and conswed to include such respective successors 
and assigns. 

This Proniissory Note. is one of the promissory noles refe.rred to in the Financial 
Se,rjices Agreement dated as of lune 15,2000 between Borrower and Lender to which reference 
is made for a statement of additional righB and obligations of Lender and Borrower. 

\ 
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M WTNESS WEREOF, Borrower has executed this Piornissorj N d e  !he dey 
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 ) 

PARTICIPATION IN ) 
BORROWING PROGAM 1 

COMPANY FOR APPROVAL OF ) CASE NO. 2000-189 

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 



.. 

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 consistent 

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 refundingkefinancing. 

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 

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

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 borrowing program, 

Kentucky-American shall file a report detailing the terms and conditioris 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: 

. -  p.tp Executive Director 





FINANCIAL STATEMENT 
OF 

KENTUCKY-AMERICAN WATER COMPANY 

(as of December 31,2006 except where noted) 

(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% 
Unclassified 

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

Preference Stock, par value $100 per share: 

8.47% Series 
Unclassified 

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 as of 
December 3 1,2006 are as follows: 

Cumulative Preferred Stock, par value $100 per share: 

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

3,918 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 1,567,391 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 
upon such stock, the number of directors then constituting the 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 Cumulative Preferred Stock is redeemable at any time upon thirty (30) 
days’ notice at the following prices: the Series B at $101 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 common 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 (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, 201 1 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, 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 
Applicants total capitalization, which percentage is $104,418,855 as of 
August 25, 2006. 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 fimd provisions associated with the General Mortgage 
Bonds. 

(5) At December 31,2006, $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 22, 1993 
7.15% Series February 20,1997 
6.99% Series June 17, 1998 

Rate of interest: 

6.96% Series 6.96% 
7.15% Series 7.15% 
6.99% Series 6.99% 
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Date of maturity: 

6.96% Series December 1,2023 
7.15% Series February 1,2027 
6.99% Series June 1,2008 

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 1,2006 

6.96% Series 
7.15% Series 
6.99% Series 

$487,000.00 
$536,250.00 
$629,100.00 

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

1213 1/06 Interest paid 
Interest Amount Maturity 12 mos. ended m Date of Issue Rate* Outstanding pa& 12/31/06 

AWCC January 1,2006 Variable $3,297,056 Revolver $408,695 

* Interest is calculated at the LIBOR market index rate. 

1213 1/06 Interest paid 
Interest Amount Maturity 12 mos. ended m Date of Issue Rate* Outstanding pa& 12/31/06 

AWCC June 12,2002 5.65% $24,000,000 June 12,2007 $1,356,000 
AWCC March 29,2001 6.87% $15,500,000 March 29,2011 $1,064,850 
AWCC March 1,2004 4.75% $14,000,000 March 1,2014 $665,000 

(7) There is no other indebtedness of the Applicant, but there are liabilities 
shown on its Balance Sheet annexed hereto and marked “Amended Exhibit 
3, page 7” consisting of, as of December 3 1,2006, current and accrued items 
on which no interest is payable. 
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(8) Dividends were paid by the Applicant during the five fiscal years as follows: 

12 Mos. 
Ended 

December 3 1 

2002 
2003 
2004 
2005 
2006 

Common Stock 

Rate per Number of 
Share Shares Outstanding Amount 

$ 3.01 1,567,391 $ 4,717,847 
2.17 1,567,391 3,401,238 
1.22 1,567,391 1,912,217 
1.10 1,567,391 1,724,130 
1.28 1,567,391 2,006,260 

Cumulative Preferred Stock, Series B, 5 - %% 

12 Mos. 
Ended Rate per Number of 

December 3 1 Share Shares Outstanding Amount 

2002 $ 5.75 4,700 $ 27,025 
2003 5.75 4,642 26,692 
2004 5.75 4,642 26,692 
2005 5.75 3,918 22,529 
2006 5.75 3,918 22,529 

Cumulative Preferred Stock, Series B, 5 - %% 

12 Mos. 
Ended Rate per Number of 

December 3 1 Share Shares Outstanding Amount 

2002 $ 5.50 5,000 $ 27,500 
2003 5.50 4,947 27,209 
2004 5.50 4,947 27,209 
2005 5.50 4,889 26,890 
2006 5.50 4,883 26,890 
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Cumulative Preferred Stock. Series D. 5% 

12 Mos. 
Ended 

December 3 1 

2002 
2003 
2004 
2005 
2006 

12 Mos. 
Ended 

December 3 1 

2002 
2003 
2004 
2005 
2006 

Rate per Number of 
Share Shares Outstanding Amount 

5.00 6,000 $ 30,000 
5.00 5,939 29,695 
5.00 5,896 29,480 
5.00 5,866 29,330 
5.00 5,861 29,330 

Preference Stock, 8.47% Series 

Rate per Number of 
Share Shares Outstanding Amount 

8.47 45,000 $ 381,150 
8.47 45,000 381,150 
8.47 45,000 381,150 
8.47 45,000 381,150 
8.47 45,000 381,150 

(9) Applicant’s Balance Sheet as of December 31, 2006 and a statement of 
Applicant’s earnings and expenses for the twelve months ended on such date 
are shown on pages 7 and 8, respectively, which are annexed hereto. 
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PROMISSORY NOTE FOR LONG-TERM BORROWINO 
Jnterest Rate - 4.75%; Maturity -March 1,2014 

$14,000,000.00 March 1,2004 

FOR VALUE RECEIVED, Kentucky - American Waler Company, a Kentucky 
corporation rOerdn ‘%orrower”) hereby promises to pay to the order of American Water Capital 
CoIp., a Delaware Corporation (“Lender”), in same day funds at its offices at Vwrhces, NJ or 
such other place 89 Lender may from lime to time designa% the principal sum of Fourben 
Million dollam ($14,000,OOO.00). together with intmest thereon 6om the date hereof until paid in 
full. Interest shall be charged on the unpaid outslanding principal balance hereof at a rate per 
annum equal to thc ratc paid and to be paid by Lender with respect to the borrowings it made in 
order to provide fimds to Borrower hereunder. Interest on bornwing6 shall be due and payable 
in immediately svaileble funds on the Same business day on which the Lender must pay interest 
on the borrowiqgs it made in order lo provide funds lo  the Bomwer hereunder. 
amount b e ~ ~ s h $ l  be, duc’and payable bcreunder at such times and in such amom 
# M a h n e n W  hereKder @,&e Le$&mkt pay v i i i  respe to Ib.iEom’Vings if in 
pmvide funds to the.Borrower hnckdcr. Imder has provided Borrower with a copy of the 
documentation cvi&ncinr! the b o r m h n s  made bv Lender in order lo orovide funds to Bonower 
hereunder In the absa& of manifest &or, suc6documentation andihe records mnintained by 
Lender of the amounl and term, if any, of borrowings heFeunder shaJI be deemed conclusive. 

default hereunder: 
The ocourrence of one or more of any of the following sliall constitute an event of 

Bonower 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 after the same shall b w m e  due and payable, wttether at  matunty or by 
accelerailon or otherwise; 

(b) Borrower shall apply for or consent 10 !he appointment of R 
receiver, trustet or liquidator of itself or any of its property, admit in Miting its inability to pay 
its debts 8s they matuffi, make a general astiigament for the benefit of creditors, be adjudicated a 
b&pt os insotvent or file a voluntary petition in bmhptcy  or a petilion or an answer seeking 
reorganidon or on arrangemen1 with creditors or to take advantage of any banknJptcy, 
reorganiZation, insolvency, readjustment of debt, dissolution or liquidrkion of law or statute, or 
an m w e r  admilting t h ~  material allegations of a petition filed against it in any pmcecding under 
my sucb law, or if action shall be laken by Borrower for the purposes of effecting any of the 
folegoing; M 

Any order, judgment or denec h l l  be entered by any cowt of 
competent judsdiction, approving a petition seeking reorganization of Bomwer or ell or a 
substantial part of the assets of Borrower, or appuinting a receiver, trustee or liquidator of 
Bortower or any of i(s property, and such order, judgment or decree shall continue unstayed and 
in effect for any period of sixty (60) days. 

Upon the occunence of any evcnl o f  default, the entire unpaid principal sum 
hereunder plus all interat accrued thereon plus all o b r  sums due and payable to Lender 
hereunder shall, at the option of Lender. become due and payable immediately. In addition to 

(a) 

(c) 



the foregoing, upon the occurrence of any event of defsut, Lender may fo&With exercise 
singly, concurrently, successively or otherviise any and all rights and remedies available to 
Lender by law, equity, statute or otherwise. 

Bomwer hereby waives pmentnient, demand, wtice of nonpayment, protest, 
notice of protest or other notice of dishonor in conneotion with any default in the payment of, or 
any enforcement of the payment of,  all amounts due hereumler. To the extent permitted by law, 
Borrower waives the right to any stay of execution and the benefit of all exemption laws w w  or 
hereafter in effcct 

Following the occumace of any event of defsdf, Borrower will pay upon 
demand all wsts and expenses (including all amopts paid to attorneys, accountants, end other 
advisors employed by Lender), incurred by Lender in the exercise of any of its right?, remedies 
or powers hereunder with respect to such event of defaul!, and any mount thereof not paid 
promptly following demand therefore shall be added to 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  ti^ this Note is placed in the hands of 
an attorney for the wllection of any sum payable hereunder, Borrower ngrees to pay reasonable 
attomcys' fees for the collection OF the amount being claimed hereunder, as well as ell costs, 
disbursanents 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 circumstanccs shall be held to be invalid, illegal or unenforceable in any respect 01 
to any extent, such provisions shall nevertheless remain valid, lcgd and enforceable in all such 
other respects and to such extent IS may be permissible. In addition, any snch invalidity, 
illegality or unenforceability shall not affect any other provisions of this Note, but this Note shall 
be consbucd as if such invalid, UIcgal or unenforceable provisicn had never been oontained 
herein. 

This Note inures to the benefit of Lender and binds Borrower md Lender's and 
Borrower's respective successors and assigns, and the woxds "Lender" and "Borrower" 
whenever occurring herein shall be deemed and c o r n e d  to include such respective successori! 
and assigns. 

This Promissory Note is one of the promissory notes referred to in the Financial 
Serviccs Apemcnt  dated BS of June IS, 2000 between Borrower and Lender to which nfennoe 
is made for a statement of additional rights and obligations of Lender and Borrower. 

IN WZTNESS WHERIJOF, Borrower has executed this Promissory Note tbe day 
and year first wriflen above. 

Kentucky - American Water Company 
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FINANCIAL STATEMENT 
OF 

KENTUCKY-AMERICAN WATER COMPANY 

(as of December 12,2003 except where noted) 

(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 - 34% 
Series C, 5 - %% 
Series D, 5% 
Unclassified 

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

Preference Stock, par value $100 per share: 

8.47% Series 
Unclassified 

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 as of 
December 12,2003 are as follows: 

Cumulative Preferred Stock, par value $100 per share: 

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

4,642 Shares 
4,947 Shares 
5,939 Shares 

Preference Stock, par value $100 per share: 

8.47% Series 45,000 Shares 

Common Stock, no par value 1,567,391 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 
upon such stock, the number of directors then constituting the 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 Cumulative Preferred Stock is redeemable at any time upon thirty (30) 
days’ notice at the following prices: the Series B at $101 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 common 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 (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, 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 I, 1992; 
December I, 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, which percentage is $100,307,033 as of 
December 12, 2003. The amount of indebtedness actually secured by a lien 
on all the property owned or hereafter acquired by the Company is 
$29,000,000. There are no sinking fund provisions associated with the 
General Mortgage Bonds. 

(5) At December 12,2003, $29,000,000 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 
6.79% Series $ 5,500,000 $ 5,500,000 
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): 
6.79% Series September 20, 1995 
6.96% Series December 22, 1993 
7.15% Series February 20,1997 
6.99% Series June 17, 1998 

Rate of interest: 
6.79% Series 6.79% 
6.96% Series 6.96% 
7.15% Series 7.15% 
6.99% Series 6.99% 
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Date of maturity: 
6.79% Series September 1,2005 
6.96% Series December 1,2023 
7.15% Series February 1,2027 
6.99% Series June 1,2008 

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 12,2003: 
6.79% Series $373,450.00 
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. 

1211 2103 Interest paid 
Interest Amount Maturity 12 mos. ended - Date of Issue Rate* Outstanding Date 1211 2/06 

AWCC January 1,2003 Variable $17,076,366 Revolver $181,253 

* Interest is calculated at the LIBOR market index rate. 

121 12/03 Interest paid 
Interest Amount Maturity 12 mos. ended - Date of Issue Rate* Outstanding Date 1211 2/03 

AWCC June 12,2002 5.65% $24,000,000 June 12,2007 $1,356,000 
AWCC March 29,2001 6.87% $15,500,000 March 29,2011 $1,064,850 

(7) There is no other indebtedness of the Applicant, but there are liabilities 
shown on its Balance Sheet annexed hereto and marked “Amended Exhibit 
3, page 7” consisting of, as of December 12,2003, current and accrued items 
on which no interest is payable, other than an insignificant amount of interest 
payable on customer deposits of $6,560. 
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(8) Dividends were paid by the Applicant during the five fiscal years as follows: 

Common Stock 

12 Mos. 
Ended Rate per Number of 

December 3 1 Share Shares Outstanding Amount 

1999 $ 3.29 1,567,391 $ 5,156,716 
2000 2.60 1,567,391 4,075,217 
2001 3.06 1,567,391 4,796,216 
2002 3.01 1,567,391 4,717,847 
2003 2.17 1,567,391 3,40 1,23 8 

Cumulative Preferred Stock, Series B, 5 - %% 

12 Mos. 
Ended Rate per Number of 

December 3 1 Share Shares Outstanding Amount 

1999 $ 5.75 4,700 $ 27,025 
2000 5.75 4,700 27,025 
2001 5.75 4,700 27,025 
2002 5.75 4,700 27,025 
2003 5.75 4,642 26,692 

Cumulative Preferred Stock, Series B, 5 - %% 

12 Mos. 
Ended Rate per Number of 

December 3 1 Share Shares Outstanding Amount 

1999 $ 5.50 5,000 $ 27,500 
2000 5.50 5,000 27,500 
2001 5.50 5,000 27,500 
2002 5.50 5,000 27,500 
2003 5.50 4,947 27,209 
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Cumulative Preferred Stock, Series D, 5% 

12 Mos. 
Ended 

December 3 1 

1999 
2000 
200 1 
2002 
2003 

12 Mos. 
Ended 

December 3 1 

1999 
2000 
200 1 
2002 
2003 

Rate per Number of 
Share Shares Outstanding Amount 

5.00 6,000 $ 30,000 
5.00 6,000 30,000 
5.00 6,000 30,000 
5.00 6,000 30,000 
5.00 5,939 29,695 

Preference Stock, 8.47% Series 

Rate per Number of 
Share Shares Outstanding Amount 

8.47 45,000 $ 381,150 
8.47 45,000 38 1,150 
8.47 45,000 381,150 
8.47 45,000 381,150 
8.47 45,000 381,150 

(9) Applicant’s Balance Sheet as of December 12, 2003 and a statement of 
Applicant’s earnings and expenses for the twelve months ended on such date 
are shown on pages 7 and 8, respectively, which are annexed hereto. 
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CERTIFICATE OF INCORPORATION 

OF 

AMERICAN WATER CAPITAL COW. 

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

1. N s .  The name of the Corporation is American Water 
Capital Corp. (the “Companf’) 

2. Registered Office and Agent. The address of the Company’s 
registered office in the State of Delaware is Corporation Trust Center, 1209 
Orange Smet, in the City of Wilmington, County of New Castle. The name of its 
registezed agent at such address is The Corporation Trust Company. 

Pumose. 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 c3eneral Corporation Law of Delaware and to possess and exercise ail of 
the powers and privileges granted by such law and any other law of Delaware. 

which the Company shall have authority to issue is 10,000 shares, all of which 
shall be Common Stock of the par value of %LOO per share. 

5. 
incorporator are as follows: W. Timothy Pohl, 1025 Laurel Oak Road, P.O. Box 
1770, Voorhees, NJ 08043. 

6. 

7. 

3. 

4. Authorized Cauital. The total number of shares of stock 

Incornorator. The name and mailing address of the 

m. The Company is to have perpetual existence. 

Bvlaws. The board c f  directors ofthe Compmy shall have 
the power to adopt, amend or repeal the bylaws of the Company, except as 
ofherwise spccificalfy provided therein. 

wriaen ball01 unless the bylaws of the Company shall so provide. 

be entitled ro the benefits of all limitations on the liability of directors generally 
that are now or hereafter become available under the General Corporation Law of 
Delaware. including, without limitation, as permincd by the provisions of 

8.  Jllections of Directors. Elections of directors need not be by 

kimifation on Liability, The direators of the Company shall 9. 



paragraphs (7) of subsection (b) of 4 102 of the Delaware General Corporation 
Law, as the same may be amended and supplemented. Any repeal or modification 
of this Section 9 shall be prospecrive 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. 

the Company reserves the right IO amend any provision contained in this 
Certificate of Incorporation and in any certificare amendatory hereof in the 
manner now or hercafkr prescribed by law, and all rights conferred on 
sockholders or others hereunder arc subject to such reservation. 

hereinbefore named, as hereunto ser his hand. rhis I 1  day of May, 2000. 

10. Ripht to Amend. Subject IO the provisions of this Certificate, 

IN WITNESS WHEREOF, the undersigned, being the incorporator 
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