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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 
]$I 8 2009 
SERVICE 

COMMISSION 

IN THE MATTER OF: ) 
) 

WATER COMPANY FOR ISSUANCE OF ) 
INDEBTEDNESS AND CONTINUED ) 
PARTICIPATION WITH AMERICAN WATER ) 
CAPITAL COW. ) 

APPLICATION OF KENTUCKY-AMERICAN ) CASE NO. J904 * 09/56 

APPLICATION OF KENTUCKY-AMERICAN WATER COMPANY 

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

Application for authorization to issue indebtedness and for continued participation in the 

borrowing program with American Water Capital Corp. (“AWCC”) 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 

$427,253,868 as of January 3 1 , 2009. 



3. Kentucky American Water also owns, operates and maintains collection, pumping 

and treatment systems for the purpose of hrnishing wastewater service for residential, 

commercial, industrial and governmental users in its service territory having an original cost of 

$3,268,899 as of January 3 1 , 2009. 

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:OOl Section 10(l)(b)(3) and Section 8(3), and were filed as Filing Exhibit No. 4 in 

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

effective on and after February 29, 1996. 

5. By Order dated July 21, 2000 in Case No. 2000-189, In the Matter o j  

Application of Kentucky-American Water Company for Approval of Participation in Borrowing 

Program, the Public Service Commission of the Commonwealth of Kentucky authorized 

Kentucky American Water to enter into a Financial Services Agreement with AWCC 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. 

On August 28, 2006, Kentucky American Water filed an Application seeking approval for 

continued participation in the borrowing program with AWCC in what became Case No. 2006- 

0041 8 (In the Matter 08 Application of Kentucky-American Water Company for Continued 

Participation with American Water Capital Corp.). In that case, on May 8, 2007, the 

Commission issued an Order authorizing Kentucky American Water to continue its participation 

in the borrowing program with AWCC. A copy of that Order is attached as Exhibit No. 3. 

6. The May 8, 2007 Order also authorized Kentucky American Water to issue 

securities in the form of notes or debentures in an aggregate amount of $6 1,500,000 from time to 

2 



time prior to December 3 1 , 2007 for the purpose of refundinghefinancing existing short-term and 

long-term debt. Pursuant to that authorization, Kentucky American Water now has stock and 

debt outstanding as shown on the financial exhibit attached as Exhibit No. 4 in accordance with 

807 KAR 5:OOl Section 11(2)(a). 

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

described therein to U.S. Bank, National Association (formerly Wachovia Bank, National 

Association, formerly First TJnion National Rank, formerly First Fidelity Rank, 

National Association, formerly First Federal Bank, N.A., Pennsylvania, formerly Fidelity Bank, 

National Association, and formerly The Fidelity Rank) to secure payment of the bonds and 

indebtedness therein specified by an Indenture of Mortgage dated as of May 1, 1968; 

First Supplemental Indenture dated as of 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 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 
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Indenture of Mortgage and Supplements were attached to Kentucky American Water’s 

Application in Case No. 2006-00418 and are incorporated by reference pursuant to 807 KAR 

5:OOl Section 11(2)(b). 

8. AWCC is a wholly-owned subsidiary of American Water and is a corporatian 

organized under the laws of the state of Delaware. On November 21, 2006, a $700 million 

Commercial Paper (“CP”) Program with a committed revolving credit facility backstop of $800 

million, (collectively, the “Working Capital Facility”) was approved and implemented. On 

December 18, 2008, an additional $40 million was committed to this line, bringing the total 

available line to $840 million. The Working Capital Facility will be used by AWCC to fund the 

working capital needs of its regulated Business Partners, Parent Company, and the Service 

Company. The maximum total available credit with AWCC for the above entities is $840 

million. $150 million of the committed revolving credit facility is available for letters of credit 

(“L/C’s”). It has obtained funds from a syndicated bank credit line for short-term loans and from 

its own debt securities, all with the support of American Water. A copy of the Certificate of 

Incorporation of AWCC is attached as Exhibit No. 5.  

9. As Exhibit No. 4 shows, as of January 31, 2009, Kentucky American Water had 

outstanding short-term debt in the amount of $56,383,691 payable to AWCC and five long-term 

debt issues: (1) 6.960% series in the amount of $7,000,000 due December 1, 2023; (2) 7.150% 

series in the amount of $7,500,000 due February 1, 2027; (3) 6.990% series in the amount of 

$9,000,000 due June 1, 2028; (4) 6.590% series in the amount of $47,000,000 due October 15, 

2037; and ( 5 )  6.870% series in the amount of $9,300,000 due March 29, 201 1 (annual sinking 

fund of $3.1 million). 
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10. Prior to December 31, 2010, Kentucky American Water will require additional 

short-term debt borrowings primarily driven by the construction costs related to the Kentucky 

River Station I1 Project (“KRS II”).’ It is also anticipated that Kentucky American Water will 

require four permanent long-term debt financings, the first of which is planned to occur in May 

2009 by the issuance of $45,500,000 of new long-term debt. Anticipated additional long-term 

debt issuances are: $26,000,000 in November 2009; $14,000,000 in May 20 10; and $19,000,000 

in October 2010. The sum total of these financings is $104,500,000. The proceeds from these 

financings will be used to refinance short-term debt needed to meet internal cash requirements 

for: (i) construction and funding for KRS 11, (ii) fund other construction expenditures, and (iii) 

meet other internal cash requirements. The record in Case No. 2007-00134 contains the 

information required by 807 KAR 5:OOl Section 1 l(l)(d) and Section 11(2)(c), including the 

engineering plans for the KRS I1 facilities and the construction contracts related thereto and are 

incorporated herein by reference. 

11. Pursuant to KRS 103.286 and 200 KAR 15:010, Kentucky American Water has 

sought and received a state tax-exempt cap allocation in order to maximize the amount of tax- 

exempt debt that can be obtained in the long-term debt financing plan described above. 

Kentucky American Water, acting for itself and by any of its corporate or other affiliates, 

including AWCC, has entered into a Memorandum of Agreement with Owen County, Kentucky 

for the possible issuance of tax-exempt bonds. In connection with that effort, Kentucky 

American Water submitted its application for the tax-exempt cap allocation to the Kentucky 

Private Activity Bond Allocation Committee. The application was approved and Kentucky 

American Water received an allocation of $45,393,067 from the available local issuer pool (see 

The Cornmission issued a Certificate of Public Convenience and Necessity for this Project in 
Case No. 2007-00134 (April 25,2008 Order). 
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pool (see Exhibit No. 6). Having received that allocation, Kentucky American Water, AWCC 

and Owen County will pursue the issuance of tax-exempt bonds that are authorized by such an 

allocation in order to minimize to the fullest extent possible the cost of the KRS I1 facilities. The 

proceeds of the bonds may be loaned by Owen County to AWCC, who, in turn, would loan them 

to Kentucky American Water.2 The issuance of the tax-exempt bonds must be completed no 

later than June 24, 2009 pursuant to 200 KAR 15:010 (see Exhibit No. 6). Therefore, Kentucky 

American Water respectfully requests a decision from the Commission on this application as 

soon as possible and prior to May 24,2009 if possible. 

12. Kentucky American Water requests authority to assume certain obligations under 

various agreements in connection with the proposed issuance of one or more series of Owen 

County KRS I1 Revenue Bonds (the “KRS I1 Bonds”). As stated above, the proceeds of the KRS 

I1 Bonds would be loaned to AWCC for the beneficial use of Kentucky American Water, and all 

such proceeds would then be immediately loaned to Kentucky American Water to provide 

permanent financing for a portion of the KRS I1 facilities. 

13. In connection with the KRS I1 Bonds, Kentucky American Water and/or AWCC 

would assume certain obligations under one or more loan agreements with Owen County, 

Kentucky, and may enter into one or more guaranty agreements or other similar undertakings 

The Commission has previously approved similar tax-exempt financings. Case No. 2007- 
00155 (In the Matter of The Application of Kentucky Utilities Company for an Order 
Authorizing the Issuance of Securities and the Assumption of Obligations), Order of April 30, 
2007, Case No. 2006-00414 (In the Matter of The Application of Kentucky Utilities Company 
for an Order Authorizing the Issuance of Securities and the Assumption of Obligations), Order of 
November 20, 2006, Case No. 2006-00187 (In the Matter of The Application of Kentucky 
Utilities Company .for an Order Authorizing the Issuance of Securities and the Assumption of 
Obligations), Order of June 16, 2006, Case No. 2005-001 83 (In the Matter o$ The Application 
of Kentucky Utilities Company ,for an Order Authorizing the Issuance of Securities and the 
Assumption of Obligations), Order of June 20,2005 and Case No. 2005-00357 (In the Matter of 
The Application of Kentucky Utilities Company for an Order Authorizing the Issuance of 
Securities and the Assumption of Obligations), Order of October 14,2005. 
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guaranteeing repayment of all or any part of the obligations under one or more series of KRS I1 

Bonds for the benefit of the holders of such bonds. Additionally, in connection with the KRS I1 

Bonds, Kentucky American Water will issue one or more Promissory Notes to AWCC under and 

pursuant to the Financial Services Agreement between AWCC and Kentucky American Water 

that has been previously approved by the Commission. 

14. Owen County has the power, pursuant to the provisions of the Industrial Building 

Revenue Bond Act, KRS 103.200 to 103.285, to enter into the transactions contemplated by the 

Ioan agreements(s) and to carry out its obligations thereunder by issuing and selling negotiable 

KRS I1 Bonds and lending the proceeds from the sale of such bonds to AWCC and/or Kentucky 

American Water to finance the KRS 11 facilities. 

15. Exhibit No. 7 to this Application consists of copies of the Owen County Fiscal 

Court Resolution authorizing issuance of the bonds referenced above, as well as a copy of the 

Memorandum of Agreement between Owen County and Kentucky American Water and/or its 

affiliates. 

16. The long-term debt issuances discussed above (regardless of whether they are 

taxable or tax-exempt) will be required to reduce short-term debt at the time of their respective 

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

common equity, Kentucky American Water has received or anticipates infusion of additional 

equity (via paid-in-capital rather than issuance of additional shares) of: $22,500,000 in March 

2009 (received); $10,000,000 in October 2009; $16,000,000 in March 2010; and $5,000,000 in 

October 2010, by its parent company, American Water Works Company, Inc.. 

17. The maturity of the long-term issuances via AWCC will not be more than 50 

years from the nominal date of issue, with the expectation that the maturity dates can be 
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anywhere from five to 35 years, depending upon market conditions. The interest rate will be 

determined by market conditions at the time of issuance. The interest will be payable on the 

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

which the proceeds of the loans to Kentucky American Water will be derived. This is expected 

to be monthly, quarterly or semiannually and is subject to final negotiation. 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. The securities evidencing the long-term indebtedness will have the 

same calability and conversion features as AWCC obtains in connection with its borrowings 

from which the proceeds of the loans to Kentucky American Water will be derived. These may 

include provisions for the redemption at the option of AWCC or tender at the option of the 

purchaser as may be negotiated with the agent or purchasers of the securities evidencing the 

indebtedness. There will be no maintenance and depreciation requirements unless the 

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

securities will reflect whatever sinking or other fund provision requirements AWCC can obtain 

from its lenders; however, it is not expected that there will be any sinking or other fund 

provisions. 

18. Kentucky American Water seeks approval for its continued participation in the 

AWCC borrowing program and for authority to enter into contracts, including one or more loan 

agreements, so that it may obtain the funding it needs prior to December 2010 at less cost than 

would be otherwise available and so that it may be assured of a readily available source of funds. 

The requested continued participation will allow Kentucky American Water to its long-term debt 
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needs (through 20 10) totaling $104,500,000 as described above, a substantial portion of which 

will be on a tax-exempt basis. 

19. Kentucky American Water’s participation in the AWCC borrowing program 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 AWCC and it may 

terminate its participation in the program upon adequate notice. 

20. Kentucky American Water’s continued participation with AWCC is for a lawful 

object within the corporate purposes of Kentucky American Water. Its participation is necessary 

and appropriate for and consistent with the proper performance by Kentucky American Water of 

its services and will not impair its ability to perform services and is reasonably necessary and 

appropriate for such purposes. 

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

authority contained in KRS 278.300, authorize Kentucky American Water to continue its 

participation in the AWCC borrowing program so that the long-term financing needs described 

in this Application can be met. 
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A.W. Turner, Jr., General Counsel 
Kentucky-American Water Company 
2300 Richmond Road 
Lexington, Kentucky 40502 

and 

STOLL KEENON OGDEN PLLC 
300 West Vine Street, Suite 2100 
Lexington, Kentucky 40507- 1801 
Telephone: (859) 23 1-3000 
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COMMONWEAL,'T'I-I OF KENTUCKY ) 

COUNTY OF FAYETTE ) 

Aftcr having bcen duly sworn, Nick 0. Rowe states that he is President of Kentucky- 
American Water Company, that he has lcnowlcdge of the matters set forth in this Application, 
that lie has been designated by Kentucky-American Watcr Company to sign and file the 
Application on its behalf, and that lie has read the Application and that the statcnients contained 
in it are true. 

Subscribed and sworn to before me by Nick 0. Rowe this the /3&. day of d$wb.-L , 
2009. 

Coiiimission 

0 103 I I 003026/362332 1.4 

expi res: 
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FTJ4ANClA.L SERVICES AGREEMENT 

THIS AGRE.EMEh?, dared as of June 15, 2000, by and between Kentucky- 
American Water Company (the “Company”) and American Water Capital COT. (“AWCC”). 

The Company currently performs its o m  financial services. 

However, the Company has determined that it can obtain these services more 
e€ficjently 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 to this one (To-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 
allacation of the costs of providing such services. 

Therefore, the parties agree as follows: 

A G R E E M E 1.1 T - - _ _ _ - - - -  
1. Services. AWCC will provide, either directly or through arrangements 

with third pvties for the benefit of the Company, such financial services‘as the Company and 
AWCC may from time lo time agee,  including but not limited to those more fblly described in 
Appendix I attached to this Agreement. 

2. Costs. In considexation of the provision of the services contemplated by 
paragraph 1, the Company agrees lo 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-Partkipants in proportion to the maximum principal amount that each Co-Participant 
requests be made available to it during the cowse of a year. The costs incured by AWCC in 
connection with each long-term borrowing by AWCC will be divided among each Co-Participant 
in proportion to the principal amount of that borrowing that is loaned to that Co-Participant. 
AWCC’s overhead will be allocated among the Co-Participants in the same proportion as each 
Co-Participant’s long-term and maximurn, requested short-term borrowings and investments in a 
calendar year bear to all of the long and maximum short-term borrowings and investments by all 
Co-Participants during the same year. 

3. Statements. AWCC will prepare and deliver to the Company monthly 
statements of ihe services provided by AWCC and amomIs payable to AWCC, giving effect to 
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I all the ‘provisions of this Agreement. The Company shall pay the ne! amount s h o w  on its 
statement within thirty (30) days afer 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. Oblipalions Not Joint. AWCC and the Company expressly agree: (a) that 
&e obligations of Ihe Company and each Co-Partkipan1 to AWCC are several and not joint; (b) 
that the Company wjll 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 
thjs Agreement or a Note in the form anached IO ihis 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 IO this Agreement or under any Note attached to that 
other agreement. AWCC covenanls and agrees that it will require, as a condiijon to its entering 
into any such other agreement with a Co-Participant, that such other agreement contahs the 
same provision as that contained in the immediately preceding sentence. 

6. Noles. The Company’s borrowings under thjs Agreement wit1 be 
evjdenced by one or more promissory nates in the form of Exhibit A or Exhibit B attached to this 
Agreement. 

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

8. Effecijveness. This Agreement sM1 be effective as of June 15, 2000, 
provided that, if PTioT approval by the regulatory commission of any jurisdiction is required 
before thjs Agreement may become effective as to the Company, or before AWCC may provide 
a particular service hereunder io the Company, this Agreement shall not be effective as ¶o the 
Company or as IO 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 pm, 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 
i n s m e n t  signed by the Company and AWCC. 

9. Termination. The Company may terminate its participation in this 
Agreemen1 by giving {en (10) days prior written notice of such termination to AWCC; and 0) 
AWCC may terminate this Agreement by gjvjng ninety (90) days prior written notice of such 
termination to Ihe Company. Termjnation of h i s  Agreemenr will not affect: (a) the Company’s 
obligations under any Promjssory Notes; @) 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 tenninating party under any Promissory Notes that remain outstanding &ex 
zhis Agreement is terminated as to that party); or (c) AWCC’s obligations to repay any 
investments made by a Company pursuant to Appendix I. \ 
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I 10. Copies. 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 corpoTate seal to be affixed to this Agreement and has caused this Agreement to be 
signed on its behalf by its duly authorized officers. 

ATTEST: .K€NTUCKY-AMERICAN WATER COMPANY 

By: 
Hkrbert A. Miller, Jr. 
Secretary 

ATTEST: AMERICAN WATER CMJTAL, COW. 

< BjT 
n e t t ,  Jr. d Title: Joseph F .  

and Secrerary Vice President and Treasurer 

\ 
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DESCRIPTION OF FINANCTAL SERVICES 

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 artached. 

1, Short-Term Loans. AWCC will provide Short-Term Loans to the 
Company pursuant to the tenns 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-Tern Elorrowim. AWCC will provide loans other than Short-Term 
Loans 10 Ihe 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 hereto as Exhibit B. 

3. Cash Manaeement. Cash not required by the Company to pay its daily 
disbursements or to pay when due the principal of and inrerest an, the Company’s borrowings 
from AWCC other than Short-Term Loans will be used by AWCC first to reduce the outstanding 
pnncjpal balance of the Company’s Short-Term hans owing lo AWCC and any excess will be 
deemed to be invested with AWCC and will e m  a daily rate of interest that is equal to rhe 
interest income earned by AWCC on those funds. Upon rhe request of that Company, AWCC 
shall execute one or more pramissary notes in favor of the Company, in form and substance 
subsrantially similar to 1he Promissory Note attached as Exhibit A to the Agreement as evidence 
of such investment. 

\ 

EXHIBIT 1 
Page 4 of 10 



EXHIBIT A 
PROMISSORY NOTE 

FAR SHORT-TERM LOANS 

FOR VALUE RECENED, [NAME OF COMPANY], a 
--- carporation (herein “Barrower”) hereby promises to pay ON 

DEMAND to the ordm of American Waker Capital COT., a Delaware corporation (“Lender“), in 
same day funds at its offices at Voorhees, New Jersey OJ such other place as Lender may from 
lime to time designate, the principal sum of dollars ($ ) (the 
“Maximum Principal Sum”), or such lesser amount as shall equal the zggegate unpaid principal 
amount of the loans made by Lender to Borrower (other than loans evidenced by a promissary 
note u n d a  which the principal amount is due and payable in one or more scheduled installments 
more than one year after the date of its issue), together with interest hereon from the date hereof 
until paid in fill. Interest will be charged on the unpaid ouuknding principal balance of this 
Note at a rate per annum equal to Lender’s actual cost of funds to make such loan, such rate to 
change as Lender’s actual cost of finds changes. Interest on borrowings shall be due and 
payable on the first business day of each month, commencing with the first business day of the 
month after the month in which this Note is executed. In the absence of manifest error, the 
records maintained by Lender of the amount and term, if my, o i  borrowings hereunder shall be 
d e m e d  conclusive. 

Borrower may borrow. repay and rebonow hereunder in amounts which do not, in 
the aggregate outstanding at any time, excccd the Maximum Principal Sum. 

The atcunence of one or more of any u f  the following shall constitute an event of 
de fault hereunder: 

(a) Borrowe~ shall fail 10 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 become due and payable, whether at maturity or by 
acceleration or othemise; 

(b) Borrower shall apply for or consent to the appojnbnenl 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 insolven~ or file a voluntary petition in bankmptcy or a petition or an answer seeking 
reorganization or an mangemtat with creditors or to take advantage of any bankruprcy, 
reorganization, jnsolvency, readjustment of debt, dissolurion or liquidation of law or starute, or 
an answeT admitting the material allegalions of a petition filed agajnst it in any proceeding under 
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the 
foregoing; or 

(c) Any order, judgment or decree shall be entered by any court of 
competent jurisdiition, approving a petition seeking reorganization of Bonawer or all or a 
subslantial part of the assets of Borrower, or appointing a rec,eiver, trustee or liquidator of 
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Borrower or any of jls property, and such order, judgment or decree shall continue unstayed and 
in effect for any period of sixry (60) days. 

Upan the occurrence of any event of default, the entire unpaid principal sum 
hereunder plus all interest accrued thereon plus all other sums due and payable to Lender 
hereunder shall, ai the option of Lender, become due and payable immediately. In addition to 
the foregoing, upon rhe occurrence of any even1 of default, Lender may fonhwith exercise 
singly, ~onc~rren t ly ,  successively or otherwise any and all rights and remedies available to 
Lender by law, equity, statute or alherwise. 

l3onowe.r hereby waivers presentment,. demand, notice of nonpayment, protest, 
notice of protest or other notice of dishonor in connection with any default in Ihe payment of, or 
any enforcement of the payment of, all amounts due hereunder. Tu the extent perrnined by law, 
Borrower waives the right to any stay of execution and rhe benefit of all exemption laws now or 
hereafter in effect. 

Following the occwrence of any event of default, Borrower will pay upon 
demand all costs and expenses (including all amounls paid IO aflorneys, accountants, and other 
advisors employed by Lender), incurred by Lender in the exercise of any a i  its rights,,remedies 
or powers hereunder wiih respect to such event of defaulg and any amount thereof not paid 
promplly following demand theleior shall be added to the principal s u m  hereunder and will bear 
jn‘teresl at the contract rate set €or& herein from ~e date of such demand until paid in fir2l. In 
connection with and as part of the foregoing, in the event that this Note is placed in the hands of 
an attorney for the collection of any sum payable hereunder, Borrower agrees to pay reasonable 
attorneys’ fees for the colledon af the amount being claimed hereunder, as well as all costs, 
disbursemenis and allowances psovided by 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 
la any extent, such provisions shall nevertheless 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 unen€orceabiliry shall not affect any other provisions of this Note, but thjs Note shall 
be construed as if such invalid, illegal or ilnenforceable provision had never been contained 
herein. 

This Note inures to the benefit of Lender and binds Borrower and Lender’s and 
BOITOW~I’S respective successors and assigns, and the words “Lender” and “Borrower” 
whenever occumng 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 Financial 
Services Agreement dated as of lune 15,2000 between Borrower a n d  Lender to which reference 
is made for a siaiement of additional rights and obligations of the parties hereto. 

\ 

A-2 

EXHIBIT 1 
Page 6 of 10 



i j j  \IYIT’NESS WEREOF, Borrower has cxecuted this Promissory Note the day 
and year firs1 wrjtlen above. 

[BORROWER) 

By: 
Name andTitle: 

\ 
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EXHIBIT B 
PROMISSORY NOTE 

FOR LONG-TERM BORROWINGS 

_I ,2000 $- 

FOR VALUE R-ECETVED, FAME OF COMPANY], a 
corporation (herein "Borrower") 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 time to time designate, the 
dollars ($ ), together with interest thereon 

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 h d s  to Borrower hereunder. Interest on 
borrowings shall be due and payable in immediately available finds on the same business day on 
which the Lender must pay interest on the borrowings it made in order to provide funds to the 
Borrower hereunder. The principal amount hereof' shall be due and payable hereunder at such 
times and in such amounts and in such installments hereunder as the Lender must pay with 
respect to the borrowings it made in order to provide funds to the Borrower haeunder. Lender 
has provided Borrower with a copy of the documentation evidencing the borrowings rnade by 
Lender in order to provide funds to Borrower hereunder. In the absence of manifest error, such 
documenralion and the records maintained by Lender of the amount and tmn, if any, of 
borrowings hereunder shall be deemed conclusive. 

principal sum of --_1 

The occunence of one or mclre clf my of the following shall constitute an event of 
default hereunder: 

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

@) Bomwer shall apply for OT consent to the appointment of a 
receiver, Trustee or liquidator of itself or any of its p ~ ~ p e r t y ,  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, 
reorganizarion, jnsolvency, readjustment of debt, dissolution or liquidation of law or statute, or 
an answer admining the material allegations of a pdiiion filed against it in any proceeding under 
my such law, or if action shall be taken by E3QrroWer for the purposes of effecting any of the 
foregoing; or 

(c) Any order, judgment or decree shall be entered by any court o f  
competent jurisdiclion, approving a petition seeking reorgmization of Borrower or all or a 
substantial part of the assets of Bonower, or appointing a receiver, trustee or liqujdator of 
Borrower or any of its property, and such order, judgment or d m e e  shall continue unstayed and 
in effect for any pen'od of  sixty (60) days. 
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Upon the occurrence of any event of default, rhe entire unpaid principal sum 
hereunder plus all interest accrued hereon plus all other sums due and payable IO Lender 
hereunder shall, at ihe option of Lender, become due and payable immediately. In addition IO 
the foregoing, upon the occurrence of any event of default, Lender may forthwith exercise 
singly, concunenrly, ntccessjvely or otherwise any and all rights and remedies available IO 
Lendex by law, equity, statute or otherwise. 

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

Following rhe occ.urrence of any evenr of default, Borrower will pay upon 
demand all costs and expenses (including all amounts pajd to anorneys, accountants, and other 
advisors employed by L.ender), incurred by Lender in the exercise of any of its rights, remedies 
or powers hereunder wjth respect to such event of default, and any amount hereof not paid 
promptly following deniand therefor shall be added i o  the principal sum hereunder and will bear 
interest at the contract rate sel forh herein from the date of such demand until pajd in full. In 
connection with and as part of rhe foregoing, in the event that this Note i s  placed in the hands af 
an anorney for the co!leaion o f  any sum payable hereunder, Borrower agrees to pay reasonable 
attorneys’ fees for the collec~ion of h e  amouni being claimed hereunder, as well as all costs, 
disbursemenu a n d  allowances provided by law. 

I 

If for any reason one or more of &e provisions of this Note or their spplication Io 
any entity or circumstances shall be held to be invalid, iI1ega.J or unenforc.eable in any respect or 
to any extent, such provisions shall nevertheless remain valjd, legal and enforceable in all such 
other respects and to such extent as may be permissible. In addition, any such invaljdjty, 
illegality or unenforceability shall not affect any orher provisions of his Note, but this Note shall 
be construed as if such invalid, illegal or unenforceable provision had never been contained 
herein. 

Th is  Nore inures 10 the benefil of Lender and binds Borrower and Lender’s and 
~orrower’s  respective successors and assigns, and the words “Lender” and “Borrower” 
whenever ocmning herein shall be deemed and construed to include such respective successors 
and assigns. 

This Prarnissory Naw j s  one of the promissory noles referred to in the Financial 
Services Agreement dated as of June IS, 2000 beruleen Borrower and Lender to which reference 
is made for a statement of additional righls and obligations of Lender and Bonower. 

\ 
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TN WITNESS WHEREOF, Borrower has executed this Pionissory Nate [he day 
and year first written above. 

[BORROWER] 

BY:_ _I 

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 1 

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 bans 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 

refundinghefinancing 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 (111. 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 

refundinghefinancing 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 refunding/refinancing. 

IT IS THEREFORE ORDERED that: 

I. 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 refundinghefinancing 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 mast 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 refundinglrefinancing appraved 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: 

At Executive Director ' 8 -  
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

AP P L I CAT1 0 N 0 F KENTU C KY -AM ER I CAN ) 
WATER COMPANY FOR CONTINUED ) CASE NO. 2006-00418 
PARTICIPATION WITH AMERICAN WATER ) 
CAPITAL CORP. 1 

O R D E R  

Kentucky-American Water Company (“Kentucky-American”) has applied for 

authorization to continue its participation in the American Water Capital Corporation 

(“AWCC”) borrowing program.’ By this Order, we authorize Kentucky-American’s 

continued participation in the program, subject to certain conditions, and the issuance of 

securities in the form of notes or debentures in the amount of $61.5 million prior to 

December 31,2007 

Kentucky-American, a Kentucky corporation, owns and operates facilities that 

treat and distribute water to the public for compensation in Bourbon, Clark, Fayette, 

Gallatin, Grant, Harrison, Jessamine, Owen, Scott, and Woodford counties, Kentucky. 

It provides wholesale water service to Harrison County Water Association, Jessamine- 

South Elkhorn Water District, and the cities of Georgetown, Midway, North Middletown, 

’ Kentucky-American filed its application with the Commission on August 28, 
2006. The Attorney General (“AG”) subsequently sought and was granted leave to 
intervene in this proceeding. On November 20, 2006, the Commission continued the 
period for review of this application beyond 60 days and set this matter for hearing. 
After completion of discovery, Kentucky-American and the AG waived a hearing in this 
matter. The matter stood submitted for decision on January 28,2007. 
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Nicholasville, Versailles, and Winchester. It is a utility subject to Commission 

jurisdiction.2 

American Water Works Company (“American Water”), a Delaware corporation 

whose operating subsidiaries provide water, wastewater and other water resource 

management services in 29 states and Canada, currently owns all outstanding shares 

of Kentucky-American stock. 

In 2000 Kentucky-American sought Commission authorization to participate in a 

borrowing program that American Water made available to each of its s~bsidiaries.~ 

Under this program, each American Water subsidiary entered into an agreement with 

AWCC, a wholly owned subsidiary of American Water, for financial services. AWCC 

would arrange for a syndicated bank credit line to provide for short-term loans and 

register its own debt securities for sale in the public market by filing shelf registration 

with the Securities and Exchange Commission. Each participant would provide AWCC 

with an estimate of its future borrowing requirements. AWCC would arrange borrowing 

commitments and programs to meet these commitments. The liability of each 

participant in the program was limited to its individual debt. All loans to the program 

participants were unsecured. 

In support of its application, Kentucky-American asserted that pooling the 

borrowing requirements of American Water and its subsidiaries would result in lower 

KRS 278.010(3)(d). 

Case No. 2000-00189, The Application of Kentucky-American Water 
Company for Approval of Participation in the Borrowing Program (Ky. PSC July 21, 
2000). 
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capital costs. Because the issuance costs4 associated with debt instruments will 

generally remain constant regardless of the size of the issuance, the pooling of long- 

term debt requirements would produce a reduced pro rata share of issuance costs for 

the program participants. Kentucky-American further asserted that larger sized debt 

issuances in the public market produced more favorable terms because lenders of 

larger loans are able to share their risk with others. 

After considering Kentucky?American’s application, the Commission found that 

Kentucky-American’s entry into the proposed Financial Services Agreement 

(“Agreement”) was appropriate for its provision of utility service and authorized 

Kentucky-American to enter into the Agreement and to issue securities in the form of 

notes or debentures in the amount of $41.5 million prior to December 31 , 2005. 

In January 2003, RWE Aktiengesellschaft (“RWE”) acquired indirect control of 

American Water through the purchase of American Water’s common stock.5 While 

Kentucky-American has continued to participate in the AWCC’s borrowing program, 

AWCC ceased obtaining funds through outside sources and instead obtained its funding 

through direct loans from RWE.‘ 

Placement fees and legal fees are examples of issuance costs, 

- See Case No. 2002-00317, The Joint Petition of Kentucky-American Water 
Company, Thames Water Aqua Holdings GmbH, RWE Aktiengesellschaft, Thames 
Water Aqua US Holdings, Inc., Apollo Acquisition Company and American Water Works 
Company, Inc. for Approval of a Change of Control of Kentucky-American Water 
Company (Ky. PSC Dec. 20,2002). 

Application at ¶ 10. 
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RWE now intends to divest itself of its holdings in American Water’ and to 

November 2007 .__ 
September 2007 

terminate its support of AWCC. Once RWE has secured the necessary regulatory 

5.65% Series of Long-term Debt 
4.75% Series of Long-term Debt 
Short-term Debt $ 12.0 Million 
Short-term Debt __, 

approvals for the sale of the American Water common stock, it will call the notes that 

support AWCC short-term debt; Kentucky-American’s 5.65 percent Long-term Debt 

Series; and Kentucky-American’s 4.75 percent Long-term Debt Series. 

To address RWE’s actions and to meet additional capital requirements, 

Kentucky-American plans several debt issuances prior to December 31, 2007. 

Kentucky-American’s projected financing requirements for the calendar year 2007 are 

set forth in Table I. Kentucky-American proposes to refinance those debt instruments 

affected by RWE’s withdrawal of support with a $41 million long-term debt issuance in 

May 2007. To maintain a reasonable relationship between long-term debt and 

common equity, it expects to make capital issuances in November 2006 and September 

2007 of $8 million and $5.6 million, respectively. 

TABLE 1 
--_____ 1 Proiected M o n t h r  Subject of Principal 1 1 Debt Issuance Refinancing 

Mav 2007 &Krt-term Debt 

In addition to the long-term borrowings, Kentucky-American’s participation in the 

AWCC borrowing program will include support of the short-term debt issuances. AWCC 

Case No. 2006-00197, The Joint Petition of Kentucky-American Water 
Company, Thames Water Aqua Holdings GmbH, RWE Aktienqesellschaft, Thames 
Water Aqua U.S. Holdings, Inc. and American Water Works Company, Inc. for Approval 
of a Change in Control of Kentucky-American Water Company (Ky. PSC April 16, 
2007). 
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has closed on an $800 million revolving credit facility to serve as a back-up to its 

commercial paper program and plans to begin issuing the new commercial paper in the 

near future. The new commercial paper program is expected to have average 

outstanding borrowing of $450 million with maturities between one day and 90 days. 

AWCC expects this program to result in $158,000 in annual savings to AWCC over the 

present arrangement.’ 

The record in this proceeding clearly demonstrates that Kentucky-American’s 

continued participation in the AWCC borrowing program will result in a reduction to the 

cost of Kentucky-American’s short-term and long-term debt, which will ultimately benefit 

Kentucky-American’s ratepayers. Kentucky-American estimates that, as a result of its 

past participation in the AWCC borrowing program, it will realize future annual net 

savings of $286,159.’ From 2001 through 2006 Kentucky-American realized net 

cumulative savings of $1.23 milIion.l0 

The Commission finds that Kentucky-American’s past actions require greater 

Commission oversight of Kentucky-American’s future participation in the AWCC 

Borrowing Program. During the period from July 21, 2001, to the present, 

American issued $53,000,000” - $12,500,000 more than we authorized.12 

Kentucky- 

To avoid 

8 

9 

Item 1. 

ID 

11 

12 

Kentucky-American’s Response to AG Request for Information, Item 1-2. 

Kentucky-American’s Response to Commission Staffs First Information Request, 

__. Id. 

Issuance of 3/29/2001 
Issuance of 6/12/2002 
Issuance of 3/1/2004 
Total Issuances 

$53,500,000 - $41,000,000 = $12,500,000. 

$1 5,500,000 
$24,000,000 
$14,000.000 
$53.500.000 
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any repetition of this conduct, we condition our approval of Kentucky-American’s 

continued participation in the AWCC Borrowing Program upon Kentucky-American 

providing at least 15 days prior written notice to the Commission of the issuance of any 

long-term debt in conjunction with the AWCC Borrowing Program. In such notice, 

Kentucky-American’s President and Treasurer shall certify under oath the amount of the 

issuance and that the debt issuance does not exceed the total amount authorized in this 

Order. 

The Commission, having reviewed the evidence of record and being otherwise 

sufficiently advised, finds that: 

1. Kentucky-American’s entry into the Agreement and participation in the 

borrowing program with AWCC are for a lawful object within the corporate purposes of 

its utility operation, are necessary and appropriate for and consistent with the proper 

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

that service, and are 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 $61,500,000 for the purpose of refunding or 

refinancing existing short-term and long-term debt is for a lawful object within the 

corporate purposes of its utility operation, is necessary and appropriate for and 

consistent with the proper performance of the utility’s service to the public and will not 

impair its ability to perform that service, and is reasonable, necessary, and appropriate 

for such purposes and should be approved. 

3. At least 15 days prior to Kentucky-American’s issuance of any notes or 

debentures that have been authorized herein, Kentucky-American should notify the 

Commission in writing of the proposed issuance. In this notice, Kentucky-American’s 

-6- 
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President and Treasurer should certify under oath the amount of the issuance and that 

the debt issuance does not exceed the total amount authorized in this Order. 

4. 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. 

5. Kentucky-American should obtain Commission approval prior to the 

issuance of any security or long-term evidences of indebtedness not specifically set 

forth in its application and included in the $61,500,000 refunding or refinancing. 

IT IS THEREFORE ORDERED that: 

I. Kentucky-American is authorized to enter into the 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 $61,500,000 from time to time prior to 

December 31, 2007 for the purpose of refunding or refinancing existing short-term and 

long-term debt. 

3. At least 15 days prior to Kentucky-American’s issuance of any notes or 

debentures that have been authorized herein, Kentucky-American shall notify the 

Commission in writing of the proposed issuance. In this notice, Kentucky-American’s 

President and Treasurer shall certify under oath the amount of the issuance and that the 

debt issuance does not exceed the total amount authorized in this Order. 

-7- 
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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 Agreement’s borrowing program, Kentucky- 

American shall file a report detailing the terms and conditions of the particular securities 

issued. It shall include an analysis showing that the interest rate for the securities was 

the most reasonable under the circumstances at the time of the issuance. This report 

shall be filed with the Commission within d0 days of the completion of the issuance. 

5. Kentucky-American shall obtain Commission approval prior to the 

issuance of any security or long-term evidences of indebtedness not specifically set 

forth in its application and included in the $61,500,000 refunding or refinancing. 

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

the lawful purposes set out in the application. 

7. Kentucky-American’s failure to comply with Ordering Paragraph 3 of this 

Order when issuing any security or long-term evidences of indebtedness as part of the 

AWCC Borrowing Program shall be deemed an issuance of a security or long-term 

evidences of indebtedness without prior Commission authorization and shall subject 

Kentucky-American and its officials to the penalties of KRS 278.990(1). 

Nothing contained herein shall be deemed a warranty of the Commonwealth of 

Kentucky, or any agency thereof, of the financing herein authorized. 

-8- 
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Done at Frankfort, Kentucky, this 8th day of May, 2007. 

By the Commission 
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FINANCIAL STATEMENT 
OF 

KENTUCKY-AMERICAN WATER COMPANY 

(as of January 3 1 , 2009 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 By 5 - %% 
Series C, 5 - %YO 
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 
January 3 1,2009 are as follows: 

Cumulative Preferred Stock, par value $100 per share: 

Series By 5 - %% 
Series Cy 5 - ?4% 
Series D, 5% 

3,888 Shares 
4,860 Shares 
5,808 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 
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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 1,1201 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. 

1 

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 LJS Bank), as Trustee, and supplemental 
indentures thereto dated as of December 1, 1970 (as supplemented on 
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December 17, 1970); September I ,  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, 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 
Applicant’s total capitalization, which percentage is $153,3 14,728 as of 
February 16, 2009. 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 sinlung fund provisions associated with the General Mortgage 
Bonds. 

(5) At January 31, 2009, $23,500,000 in General Mortgage Bonds were issued 
and outs tanding. 

General Mortgage Bonds: 

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

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

Principal amount issued and outstanding: 
GMB: Issued Outstanding 
6.96% Series $ 7,000,000 $ 7,000,000 
7.15% Series 7,500,000 7,500,000 
6.99% Series 9,000,000 9,000,000 

Date of issue (nominal date): 

6.96% Series December 1, 1993 
7.15% Series February 14, 1997 
6.99% Series June 1,1998 

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 
7.15% Series 
6.99% Series June 1,2028 

December 1 , 2023 
February 1 , 2027 

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 Januarv 3 1,2009: 

6.96% Series 
7.15% Series 
6.99% Series 

$ 487,200.00 
536,250.00 
629,100.00 

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

113 1/09 Interest paid 
Interest Amount Maturity 12 mos. ended 

Payee Date of Issue Rate* Outstanding Date 113 1/09 

AWCC January 1 , 2005 Variable $56,383,69 1 Revolver $726,103 

* Interest is calculated at outstanding commercial paper average rates and at 
the LIBOR market index average rate plus premium per the line of credit 
agreements. 

113 I 109 Interest paid 
Interest Amount Maturity 12 mos. ended 

Payee Date of Issue Rate* __ Outstanding Date 113 1/09 

AWCC June 12,2007 6.59% $47,000,000 October 15,2037 $3,097,300 
AWCC March 29,2001 6.87% $9,300,000 March 29,201 1 $ 638,910 

4 
Exhibit 4 

Page 4 of 6 



(7) Except for accounts payable and payroll issued and not yet presented for 
payment, indebtedness other than identified on this exhibit does not exist. 

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

Common Stock 

12 Mos. 
Ended Rate per Number of 

December 3 1 Share Shares Outstanding Amount 

1.22 1,567,391 1,9 12,2 17 2004 
2005 1.10 1,567,391 1,724,130 
2006 1.28 1,567,391 2,006,260 
2007 2.66 1,567,391 4,169,260 
2008 3.83 1,567,39 1 6,003,108 

Cumulative Preferred Stock, Series B, 5 - %% 

12 Mos. 
Ended Rate per Number of 

December 3 1 Share Shares Outstanding Amount 

5.75 4,642 26,692 2004 
2005 5.75 3,918 22,529 

3,918 22,529 2006 5.75 
2007 5.75 391 8 22,529 

3,888 22,356 2008 5.75 

Cumulative Preferred Stock, Series B, 5 - %% 

12 Mos. 
Ended Rate per Number of 

December 3 1 Share Shares Outstanding Amount 

2004 5.50 4,947 27,209 
2005 5.50 4,889 26,890 
2006 5.50 4,883 26,856 
2007 5.50 4,883 26,856 

5.50 4,860 26,730 2008 
Exhibit 4 
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Cumulative Preferred Stock, Series D, 5% 

12 Mos. 
Ended Rate per Number of 

December 3 1 Share Shares Outstanding Amount 

2004 5.00 5,896 29,480 
2005 5.00 5,866 29,330 
2006 5.00 5,866 29,330 
2007 5.00 5.866 29,330 
2008 5.00 5,808 29,040 

Preference Stock, 8.47% Series 

12 Mos. 
Ended Rate per Number of 

December 3 1 Share Shares Outstanding Amount 

2004 8.47 45,000 38 1,150 
2005 8.47 45,000 381,150 
2006 8.47 45,000 381,150 
2007 8.47 45,000 38 1,150 
2008 8.47 45,000 38 1,150 

(9) Applicant’s Balance Sheet as of January 31, 2009 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. 
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CERTIFICATE OF INCORPORATION 

OF 

AMENCAN WATER C A P I T a  COW. 

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

1. 
Capital Corp. (the “Company”) 

Name. The name of the Corporation i s  American Water 

2. ~ e i z i s t d  Office and Agent. The address of &e Company’s 
registered office in the State of Delaware is Corporation T a t  Center, 1209 
Orange Street, in the City of Wilmingron, County of New Castle. The name of its 
registered agent at such address is The Corporation Trust Company. 

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

4. Authorized Capitai. The total number of shares of stock 
which the Company shall have authority to issue is 20,000 shes,  all of which 
W be Common Stock of the par value of $1.00 per share. 

5. 
incorporator are as follows: W. Timothy Pohl, 1025 Laurel Oak Road, P.O. Box 
1778, Voorhees, NJ 08043. 

hcorponator. The name and mailing address of the 

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

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

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

9. J.imitation on Liabilitv. The directors of the Company shall 
be ~ ~ t i t k d  to the benefits o€ all limitations on the liability of directors generally 
phat are BOW or hereafter become available wider the Genexai Corporation Law of 
D e h m ,  including, without limitation, as permined by the provisions of 
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paragraphs (7) of subsection (b) of 6 102 of the Delaware General Corporation 
LAW, as tihe same may be amended and supplemented. Any repeal or modification 
of tbis Section 9 shaU 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 to amend any provision contained in this 
C&ficate of incorporation and in any certificate amendatory hereof in the 
manner now or h a d w  prescribed by law, and all rights confened on 
sockbiders or others hereunder art subject to such reservation. 

hereinbefore named, as bermto sex his hand, this 11 day of May, 2000. 

1Q. Rinht to Amend. Subject to the provisions of this Certificate, 

TPJ WIlMESS WHEREOF, the undersigned, being the incorporator 

- 2 -  
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Steven L.. Beshear 
Governor 

Office of Financial Management 
Finance and Administration Cabinet 

702 Capitol Avenue, Suite 76 
Frankfort, Kentucky 40601-3453 

Far: (502) 564-7416 
(502) 564-2924 F. Thoinas Howard 

Executive Dhector 
Jonathan Miller 

Secretary 

March 27,2009 

Mi. Spencer E. Harper, jr. 
Stoll K.eenon Ogden PLLC 
SO0 West Jefferson Skeet, 2000 PNC Plaza 
Lmisville, Kentucky 40202 

Re: Private Activity Bond Allocation Committee - 2009 Local Issuer Pool Applicants 

Dear: a. 
Per the attached confirmation, the Kentucky Private Activity Bond Allocation Committee 
(“KPiZRAC”) has allocatcd a portion of the state ceiling to the identified company/issuer 
from the 2009 Local Issuer Pool. Pursuant to 200 I64R 15:010, the bond issue must close 
within 90 days @ne 24,2009) to qualify under the CY2009 cap. A Notice of Issuance must 
be filed with KPABAC following placement of the bonds. 

I<entucky-Arnerican Water Company $45,393,067.00 

Please contact the Office of Financial Management at (502) 564-2924 if you have any 
questions. 

Sincerely, (-----l 

Executive Director L.. 

Attachments 
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CONFIRMATION NO.: 4 
DATE: March 27,2009 

KENTUCKY PRIVATE ACTIVIN BOND ALLOCATlON COMMITTEE 
702 Capitol Avenue, Suite 76 

frankfort, 40601 
(502) 564-2924 

Issuer Name: County of Owen 

Borrower/User: Kentucky-American Water Company 

Bond Counsel: Spencer E. Harper, Jr. 

Address : 500 West Jefferson Street, 2000 PNC Plaza 

City: Louisville, Kentucky 40202 

Confirmation Type: 
x Original 

Renewal 
Supplemental 

Confirmation is hereby given that $45,393,067 of the state ceiling for private activity 
bonds for the Commonwealth of Kentucky for CY2009 has been allocated to the bond 
issue described by the above referenced Notice of Intent Number. This Confirmation is 
numbered and dated and is effective only in accordance with the terms of state and 
federal law. This allocation has been made from the: 

X Local Issuer Pool 
Available Volume Cap Lottery Pool 
State Issuer Pool 

This allocation of the state ceiling shall expire on: June 24, 2009 pursuant to the 
provisions of 200 KAR 15:010. The undersigned officer executing and responsible for 
this confirmation and allocation hereby swears and certifies under penalty of perjury that 
the allocation was not made in consideration of any bribe, gift, gratuity or direct or 
indirect contribution of any political campaign. n 

~ w y  Ke cky Private Activity Bond Allocation 
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RESOLTJTION AND ORDER 

A RESOLUTION AND ORDER OF THE FISCAL COURT OF THE COUNTY OF 
OWN, KENTUCKY, AUTHORIZING THE EXECUTION OF A h4EMORANDUM 

AMERICAN WATER COMPANY, A KENTUCKY CORPORATION, RELATING 
TO TJB ACQUISITION, CONSTRUCTION AND INSTALLATION OF AN 
INTAKE ANI) WATESR TREATMENT PLANT IN THE COUNW, AGREEING TO 
UNDERTAKE THE ISSUANCE OF REVENUE BONDS AT THE APPR0PRIA"E 
TIME TO PAY THE COSTS OF ACQUIRING, CONSTRUCTING AND 
EQUIPPING SAID FACILITIES; AND TAKING OTHER PRELIMINARY 
ACTIONS. 

OF AGREEMENT BY AND AMONG THE? COUNTY AND KENTUCKY- 

WHEREAS, Kentucky-American Water Company, a Kentucky corporation, acting for itself and 
by any of its corporate or other affiliates (collectively, the "Company"), is a regulated public utility 
providing water service to the general public and the Company, in fktherance of its duties to sewe the 
public has determined to construct and acquire major water collection, treatment and distribution facilities 
in Owen County, Kentucky (the "County") consisting of the acquisition, construction and installation of 
an intake and water treatment plant at Pool No. 3 of the Kentucky River (collectively, the "Project"); and 

WHEREAS, as the Company derives substantially all of its income and revenues fkom water user 
rates and charges which are paid by the general public and any reduction in the costs to the Company of 
borrowing moneys for acquisition and construction of the Project will inure directly to the benefit of said 
water consumers, including citizens of Owen County, Kentucky; and 

WHEREAS, the County is authorized by KRS Sections 103.200 to 103.285, inclusive (the 'Act") 
to issue its revenue bonds for the purpose of defraying some or all of the costs of constructing and 
acquiring the Project; discussions have occurred between the Company and the County incident to the 
issuance of one or more series of revenue bonds by the County for such purpose; the County has agreed 
with the Company (which may act for itself, or by any of its corporate or other affiliates) to issue one or 
more series of such bonds upon compliance by the Company with certain conditions, requirements and 
obligations, and subject to the approval of the County of the terms of all agreements, ordinances and other 
documents required incident to said bond issues; and the County has authorized the company to proceed 
with the construction and acquisition of the Project, subject to reimbursement of the costs of the Project 
from the proceeds of such bonds, as, if and when issued, and 

WHEREAS, based upon an estimate of the costs of the Project, the County proposes to issue its 
revenue bonds in one or more series in the estimated amount of $160,000,000 (the "Bonds"), such Bonds 
to be sold and delivered by the County to pay the costs of the Project, together with costs incident to the 
authorization, sale and issuance of the Bonds, and 

WHEREAS, the County proposes at the appropriate time to enter into a loan agreement or other 
financing agreement with the Company with respect to the Project, whereby the Company will covenant 
and agree to pay amounts sufficient to provide for the payment of principal of, premium, if any, and 
interest on the Bonds, together with all trustee's and paying agent's fees in connection with the Bonds as 
the same become due and payable; and 

WHEREAS, it is deemed necessary and advisable that a Memorandum of Agreement between the 
County and the Company be executed setting forth the preliminary agreements of the parties with respect 
to the construction and acquisition of the Project, the issuance of one or more series of the Bonds to 
defray the costs thereof and the payments to be made by the Company with respect to the Bonds and the 
Project; 

1 
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NOW. THEREFORE, BE IT RESOLVED AND ORDERED BY TWE FISCAL COURT 
T€€E COUNTY OF OWEN. KENTUCKY, AS FOLLOWS: 

Section 1. It is hereby found, determined and declared that (i) the recitals set forth in the 
preambles to this Resolution and Order, which are incorporated in this Section by reference, are true and 
correct; (ii) the total amount of money necessary to be provided by the County for the acquisition, 
construction and installation of the Project to be financed by the Bonds and paid for by the Company will 
be approximately $160,000,000; (iii) the Company has represented that it has suf3icient financial 
resources to construct and acquire the Project and to place it in operation and to continue to operate, 
maintain and insure the Project throughout the term of the Bond issue, meeting when due the obligations 
of the proposed financing agreement; and (iv) sufficient safeguards will be provided by the fmancing 
agreement to insure that all money provided by the County from the proceeds of the sale of the Bonds 
will be expended by way of direct expenditure or reimbursement, solely and only for the purposes of the 
Project and in accordance with the Act. The Project is described in general terms in Exhibit No. 1 
appended hereto and incorporated herein. 

Section2. It is hereby found, determined and declared that the cost of acquiring, 
~ ~ n s t r u ~ t i n g  and instaUing the Project will be paid out of the proceeds of one or more series of 
Bonds and such contributions of the Company 85 may be necessary to complete the Project, as such 
Project is defined in the loan or other financing agreement to be executed by and between the 
County and the Company at the appropriate time pursuant to the A@, that none of the Bonds will 
be general obligations of the County; that neither the Bonds nor the interest thereon shall constitute 
or give rise to any indebtedness of the County or any charge against its general credit or taxing 
power, but that the Bonds and the payment of interest thereon shall be secured and payable solely 
and only by a pledge of amounts to be paid by the Company under such loan or other financing 
agreement; and that no part of said costs will be payable out of any general funds, revenues, assets, 
properties or other contributions of the County. 

Section 3. In order to induce the construction and acquisition of the Project in the County 
with the resultant public benefits which will flow therefrom, it is deemed necessary and advisable that the 
Memorandum of Agreement hereinafter referred to be approved and executed for and on behalf of the 
County. Accordingly, the Memorandum of Agreement by and between the company and the County 
attached hereto as Exhibit No. 1 is hereby approved and the County Judge/Executive is hereby authorized 
and directed to execute and deliver said Memorandum of Agreement, and the Fiscal Court Clerk is hereby 
authorized and directed to attest same. 

Section 4. Because the Project will be undertaken, constructed and acquired for the purpose 
of conforming to the requirements of the Company, and inasmuch as the Company requires for its 
operations the construction and acquisition of Project facilities which it is particularly and peculiarly 
equipped to plan and acquire and the Company possesses more expertise in such matters, it is hereby 
found, determined and declared that construction and acquisition of the Project should be undertaken or 
caused to be undertaken by the Company. Accordingly, the Company is hereby authorized to formulate 
and develop plans for the construction and acquisition of the Project, in whole or in part, and to enter into 
such contracts and undertakings as may be required for the construction and acquisition of the Project, in 
whole or in part. Reimbursements made to the Company after the receipt of the proceeds of the sale of 
each series of Bonds by the County shall be subject to approval or certification by a qualified person to be 
designated by the Company as specified in the loan or other financing agreement to be entered into by the 
County and the Company at the appropriate time pursuant to the Act. 

Section5. No County funds shall be expended on the Project, except such as are 
derived from Bond proceeds. 
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Section 6. In adopting this Resolution and Order, it is intended by the Fiscal Court of the 
County that this Resolution and Order constitute the declaration of intent to reimburse expenditures made 
by the Company on the Project &om the proceeds of the Bonds of the County within the meaning of 
Treasury Regulations Section 1.150-2. 

Section 7. To the extent any resolution, ordinance or part thereof is in conflict herewith, the 
provisions of this Resolution and Order shall prevail and be given effect. 

Section 8. 
adoption as provided by law. 

This Resolution and Order shall be in l l l  force and effect from and after its 

I&TRODUCED, SECONDED MAD AND ADOPTED AT A DULY CONVENED MEET&@ 
OF THE FISCAL COURT OF THE COUNTY OF O w ,  KENTUCKY, held on the -- day of , 2009, on the same occasion signed in open session by the County JudgeExecutive as 
evidence of his approval, attested under seal by 
recorded as required by law, and declared to be in 

County JudgeExecutive 

ATTEST 

CERTIFICATION 

I, the undersigned, do hereby certify that I am the duly qualified and acting Clerk of the Fiscal 
Court of the County of Owen, Kentucky, and as such Clerk I furtheF certify that the foregoing is a true, 
correct and complete copy of the Resolution and Order duly adopted by the Fiscal Court of said County at 
a duly convened meeting held on December 9, 2008, on the same occasion signed by the County 
JudgeBxecutive, duly filed, recorded and indexed in my office (pursuant to KRS 67.120(2)) and now in 
force and effect, and that all action taken in connection with such Resolution and Order was in 
compliance with the requirements of KRT 61.810 through 61.825, all as appears fbm the official records 
of said Fiscal Court in my possession and under my control. 

I have hereunto set my hand and aflixed the seal of said County this 

0 103 1 1.125795/4S9819.2 
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MEMORANDUM OF AGREEMENT 

MEMORANDUM OF AGREEMENT, made and entered into this L - d a y  of 
,2009, by and between the COUNTY OF OWEN, KENTUCKY (the "County"), a % e _iure unty and political subdivision of the Commonwealth of Kentucky and KENTUCKY- 

AMERICAN WATER COMPANY, a Kentucb corporation acting for itself and by any of its 
affiliates (collectively, the "Company"). 

1. Recitals. 

(a) The Company is a regulated public utility pursuant to Chapter 278 of the 
Kentucky Revised Statutes, and is engaged in the business of providing water service to the 
public at large. The Company has determined that in order to properly serve the water use needs 
of the public in its service area the Company must construct and acquire major additional water 
facilities, including an intake and major water treatment on Pool No. 3 of the Kentucky River in 
Owen County, Kentucky (collectively, the c'Project~'). 

(b) The Company, based upon extensive study and analysis, has formulated a plan for 
the construction and acquisition of the Project. The Project will benefit the public by providmg 
an abundant source of potable water at rates and charges which are regulated by the Public 
Service Commission of Kentucky. The Public Service Commission has approved the 
construction and acquisition of the Project by the Company. 

(c) The Company has proceeded and is proceeding to develop final plans and designs 
for the acquisition, construction and installation of the Project. The Company estimates that 
acquisition, construction and installation of the Project wil l  require the expenditure of Company 
moneys and funds aggregating approximately $160,000,000. The Project is described in general 
terms in Exhibit No. 1 appended hereto and incorporated herein. 

(d) As the Company is a public utility, depending upon the imposition and collection 
of water user rates and charges for revenues adequate to operate its facilities, amortize its debts, 
and provide a reasonable return on capital, and as such water user rates and charges are collected 
fiom all users of such services, it is in the best interests of the general public who bear the burden 
of such water user rates and charges that the interest costs to the Company in respect of 
borrowing funds necessary for construction and acquisition of the Project be fixed at the lowest 
possible level. Xt has been determined that the financing of the Project in whole or in part by the 
issuance of water system revenue bonds by the County pursuant to KRS Sections 103.200 to 
103.285, inclusive, will result in reduction in the interest costs attending the borrowing of money 
for construction and acquisition of the Project, with resulting public benefits. Therefore, the 
Company has requested that the County issue its water system revenue bonds pursuant to KRS 
Sections 103.200 to 103.285, inclusive (the "Bonds") to provide fimds to coflstruct and acquire 
the Project, as herein described, or any portion or portions thereof, and the County has agreed to 
issue the Bonds for the fmancing of the Project or any portion or portions thereof. The Bonds 
will be paid solely and only by payments made by the Company and the Bonds will not be a 
general obligation of the County or be paid from any County moneys or assets. The Bonds 
may be issued, as quested by the Company, for the entire Project or any portion or portions 
thereof. 
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(e) The Company covenants and represents that upon the occasion of each issuance 
of Bonds pursuant hereto, the issuance of such Bonds will be legal and proper under the statutory 
laws of Kentucky and the Internal Revenue Code of 1986, as amended, or any successor Code. 

(0 The County is authorized by KRS 103.200 to 103.285, inclusive (the "Act"), to 
issue the Bonds and use the proceeds thereof to finance the costs of construction and acquisition 
of the Project. The Fiscal Court of the County has found and determined that the Project will 
accomplish the public purposes of the Act. The County considers that causing the construction 
and acquisition of the Project for the Company will provide benefits to the County by providing 
a modern, reliable and adequate supply of pure, potable water to the citizens of the County, and 
the water consumers in the neighboring service area of the Company, will improve and enhance 
the environment and benefit the general public, will increase governmental revenues of the 
County and provide certain employment to County citizens and will lower the Company's 
ultimate costs in respect of the Project, which in turn will reduce the costs of the Project to the 
public, which must ultimately bear such costs in the form of water user rates and charges, and 
will thereby promote the general welfare of the inhabitants of Owen County, Kentucky and the 
Commonwealth. 

(g) It is hereby found, determined and declared that the cost of acquiring, 
constrarcting and installing the Project will be paid out of the proceeds of one or more series 
of Bonds and such financial contributions of the Company as may be necessary to complete 
the Project, as such Project is defied in the loan or other fiancing agreement to be 
executed by and between the County and the Company at the appropriate time pursuant to 
the Act. None of the Bonds will be general obligations of the County and neither the Bonds 
nor the interest thereon shall constitute or give rise to any indebtedness of the County or 
any c b r g e  against its general credit or taxing power and the Bonds and the payment of 
interest thereon shall be secured and payable solely and only by a pledge of amounts to be 
paid by the Company under the loan or other financing agreement by and between the 
County and the Company; and no part of said costs will be payable out of any general 
funds, revenues, assets, properties or other contributions of the County. 

The County proposes to issue the Bonds in one or more series to finance the costs 
of the Project and desires to authorize the Company to proceed with the Project and be 
reimbursed out of the proceeds of the Bonds for any casts of the Project incurred prior to the 
issuance of the Bonds. 

(h) 

(i) The County proposes to enter into, as lender, a loan agreement or other financing 
agreement (the "Agreement") with the Company, as borrower, relating to the Project and the 
Bonds, whereby the Company will agree to make payments sufficient to provide for the payment 
of the principal of and premium, if any, and interest on the Bonds and all other costs of the 
County incurred in connection with the Bonds and the Project. 

2. Reyresentations and Undertakings of the Cornmay. The Company represents, 
undertakes, covenants and agrees as follows: 

(a) The Company intends to use the Project or cause it to be used at all times during 
the term of the Agreement or the sooner termination of the Agreement for the public purposes 
hereinbefore indicated and recited, in accordance with the Act; 
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(b) The Company will cause contracts to be entered into for, or will otherwise 
provide for, the construction and acquisition of the Project; 

(c) Prior to or contemporaneously with the delivery of any series of Bonds, the 
Company will enter into an Agreement with the County under the terms of which the Company 
will obligate itself to undertake and complete the construction and acquisition of the Project and 
to pay to the County amounts sufticient in the aggregate to pay the principal of, interest on, and 
premium, if any, on the Bonds, as and when the Bonds shall become due and payable, such 
Agreement to contain such other provisions as shall be agreed upon and be acceptable to each 
ofthe County and the Company; 

(d) The Company will protect, indemne and hold harmless the County, all members 
of the Fiscal Court of the County and all the County's officers, employees and agents fiom all 
expense and liability arising ftom or in connection with the Project and the Bonds, and will pay, 
or reimburse the County for its payment of, the County's expenses related to the Project or the 
Bonds; and 

(e) The Company will take such further actions and adopt such further proceedings as 
may be required to implement its doresaid undertakings or as it may deem appropriate in 
connection therewith. 

3. Undertakings of the Countv. Subject to the fulfillment of the several conditions 
herein stated, the County agrees as follows: 

(a) It will from time to time authorize or cause to be authorized the issuance and sale 
of one or more series of Bonds pursuant to the terms of the Act as then in force in an aggregate 
principal amount approximating $160,000,000; 

It will adopt or cause to be adopted such proceedings and authorize the execution. 
of such documents as may be necessary or acceptable to effwt (i) the authorization, issuance and 
sale of the Bonds upon a negotiated or competitive sale basis, as requested by the Company, to 
such financial entity or entities as shall be designated by the Company, (ii) the construction and 
acquisition of the Project, and (iii) the Agreement relating to the Project and the Bonds, all as 
shall be authorized by law and upon terms which must be mutually satisfactory to the County 
and the Company; 

(b) 

(c) The aggregate Company payments stipulated under the Agreement shall at all 
times be sufficient (in addition to the covenants of the Company to properly maintain and insure 
the Project) to pay the principal of, interest on md premium, if any, on all series of Bonds as and 
when the same become due and payable; and 

(d) It will take or cause to be taken such other acts and adopt such further 
proceedings as may be required to implement the aforesaid undertakings as it may deem 
appropriate. 

4. General Provisions. 

(a) All commitments of the County and the Company pursuant to this Memorandum 
of Agreement are subject to the condition that the County and the Company shall have agreed to 
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mutually acceptable terms and conditions with respect to the Agreement and all other documents 
required in connection with the initial series of Bonds. 

(b) If the events set forth in (a) of this paragraph do not occur, all obligations of the 
County hereunder shall thereupon terminate upon written notice thereof by the County to the 
Company. 

(c) This Memorandum of Agreement and the Resolution and Order approving this 
Memorandum of Agreement constitute the present intent of the County to issue the 
aforementioned Bonds at a later date. In executing and delivering this Memorandum of 
Agreement, it is intended by the Company and the County the Issuer that this Memorandum of 
Agreement and the County's related Resolution and Order constitute declarations of intent to 
reimburse expenditures made by the Company on the Project from the proceeds of the Bonds of 
the County within the meaning of Treasury Regulations Section 1.150-2. 

(remainder of page left blank intentionally) 
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IN WTNESS-WWERE.OF, the parties hereto have entered into this Memorandum of 
Agreement by their officers thereunto, in accordance with the laws of Kentucky and Section 
1.150-2 of the Code and Treasury Regulations thereunder, being duly authorized on the day and 
year first above written. 

ATTEST: 
County JudgeExecutive 

F Clerk 

KENTUCKY-AMERICAN WATER 
COMPANY 

BY --- 
(Vice) President 

0103 11" 125795/459841 .I 
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EXHIBITNO. 1 

DESCRIPTION OF PROJECT 

Kentucky-American Water Company (“Kentucky American Water”) has received 
regulatory approval to construct a 20 million gallons per day (“MGD”) water treatment plant, 
30.59 miles of transmission main and related facilities to meet its customers’ needs. The water 
treatment plant, which will be known as Kentucky River Station 11 rKRS II”), will be located on 
the Kentucky River near Pool 3 approximately two miles north of Swallowfield along the 
Franklin and Owen county line. It has an initial design capacity of 20 MGD, but is capable of 
expansion in 5 MGD increments to 30 MGD. It is a conventional treatment plant that uses rapid 
mix, flocculation, sedimentation, filtration, and disinfection as treatment Although a chemical 
disinfection process primarily will be used, KRS II is designed to accommodate the addition of 
an ultraviolet light disinfecton system. Its main building will contain wet chemistry and 
microbiology laboratories. It will be equipped with a standby electric generator to permit plant 
operation even during power outages. 

KRS II will draw its water from Pool 3 of the Kentucky River. A raw water intake 
structure, consisting of intake screens and 150 feet of raw water intake main, will be located on 
the Kentucky River at Pool 3 in northern Franklin County near the Franklin and Owen county 
line. A raw water pumping station, consisting of four pumps with an initial reliable design 
capacity of 24 MGD and an ultimate design capacity of 30 MGD, will pump raw water into the 
proposed water treatment plant. 

To connect KRS I1 to its Centrat Division’s distribution system, Kentucky American 
Water will construct approximately 160,000 linear feet of 42-inch ductile iron transmission main. 
This main will generally follow established transportation corridors of US Highway 127, 
Kentucky Route 2919, Kentucky Route 1707, Kentucky Route 1202, US Highway 460, and 
Kentucky Route 1973. The length of the main requires that a booster pumping station and water 
storage tank be located along the proposed route. Kentucky American Water will construct a 20 
MGD booster pmping station that is expandable to 30 MGD. 
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