
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

IN THE MATTER OF: 

COMPLIANCE OF KENTUCKY-AMERICAN 
WATER COMPANY, AMERICAN WATER WORKS ) 
COMPANY, RWE AKTIENGESELLSCHAFT AND ) 
THAMES WATER AQUA HOLDINGS GMBH 
WITH THE PROVISIONS OF THE ORDERS CASE NO. 
APPROVING THE TRANSFER OF CONTROL 2002-00277 
OF KENTUCKY-AMERICAN WATER COMPANY ) 
TO RWE AKTIENGESELLSCHAFT AND 
THAMES WATER AQUA HOLDINGS GMBH ) 

NOTICE 

Come Thames Water Aqua Holdings GmbH, RWE Aktiengesellschaft, American Water 

Works Company, Inc., Thames Water Aqua U.S. Holdings, Inc. and Kentucky-American Water 

Company, and pursuant to Condition 23 of the Commission's Order dated December 20, 2002, 

in CaseNo. 2002-00317, herewith give notice of the change of the credit rating of 

American Water Cop. to "A-" by STANDARD & POOR'S, a copy of which is attached. 

Lindsey W. Ingram, Jr., Esq. 
Lindsey W. Ingram I11 
STOLL, KEENON & PARK, LLP 
300 West Vine Street, Suite 21 00 
Lexington, Kentucky 40507 
(859) 23 1-3000 

I 

By: &v 
Counsel for Thames Water Aqua Holdings GmbH, 
RWE AG, American Water Works Company, Inc., 
Thames Water Aqua U. S. Holdings, Inc. and 
Kentucky-American Water Company 



CERTIFICATION 

In conformity with paragraph 7 of the Commission's Order dated January 30, 2002, in 
Case No. 2002-00018, this is to certify that the electronic version of this pleading is a true and 
accurate copy of the pleading that will be filed in paper medium with the Public Service 
Commission on December 5,2005; that on December 5,2005, the Petitioners have (I) notified 
the Commission, the Attorney General, the Lexington-Fayette Urban County Government, and 
Bluegrass FLOW, Inc. by electronic mail; (2) the electronic version of this pleading has been 
transmitted to the Commission; and (3) a copy has been served by mail, postage prepaid, upon: 

Foster Ockerman, Jr., Esq. 
Martin, Ockerman & Brabant 
200 North Upper Street 
Lexington, Kentucky 40507 

David Edward Spenard, Esq. 
Dennis G. Howard 11, Esq. 
Assistant Attorneys General 
1024 Capitol Center Drive, Suite 200 
Frankfort, Kentucky 4060 1 

David J. Barberie, Esq. Anthony G. Martin, Esq. 
Lexington-Fayette Urban County Gov't. P.O. Box 18 12 
Department of Law Lexington, Kentucky 405 88 
200 East Main Street 
Lexington, Kentucky 40507 

Gerald E. Wuetcher, Esq. 
Angela Curry, Esq. 
Public Service Commission 
2 1 1 Sower Boulevard 
Frankfort, Kentucky 4060 1 

Counsel for Tharnes Water Aqua Holdings GmbH, 
RWE AG, American Water Works Company, Inc., 
Thames Water Aqua U.S. Holdings, Inc. and 
Kentucky-American Water Company 

X:\BUS BNK & CORP\KAWC - 01031 1\2002-00277 - 003026Wotice-Condition 23.doc 



Return to Regular Format 

Research: 
Research Update: American Water Capital Ratings Are Lowered To 
'A-', On Watch Neg Re: Sale By Parent 
Publication date: 07-Nov-2005 
Primary Credit Analyst: Kevin L Beicke, CFA, New York (I) 212-438-7847; 

kevin-beicke@standardandpoors.com 

Credit Rating: A-Match NeglNR 

Rationale 
On Nov. 7, 2005, Standard & Poor's Ratings Services lowered its corporate 
credit rating on American Water Capital Corp. (AWCC) to 'A-' from 'A' and 
placed the ratings on CreditWatch with negative implications. In addition, 
AWCC's senior unsecured ratings were lowered to 'BBB+' from 'A-I. 

AWCC is a wholly owned subsidiary of American Water and serves as the 
funding vehicle for American Water's regulated water utility subsidiaries. 
American Water is a wholly owned subsidiary of parent RWE AG 
(A+/Negative/A-1). 

The rating action follows the announcement made by RWE of its 
intention to sell its U.K. and U.S. water businesses and reflects the 
weaker, stand-alone credit quality of AWCC, absent RWE1s support. Standard 
& Poor's will meet with American Water's management to discuss in detail 
the effect of this announcement, especially in relation to the future 
strategic direction, financial policy, capital structure, liquidity, and 
funding of the company. The CreditWatch listing on AWCC is not expected to 
be resolved until the completion of the sale, due to the greater amount of 
uncertainty regarding the future plans for the American Water operations 
versus those of the U.K. water business, RWE Thames Water PLC (A/Watch 
Neg/A- 1) . 

RWE's decision is driven by its desire to focus on electricity and 
gas operations in Europe. The sale process will start with the U.S. water 
operations. Once this transaction is well underway, it will continue with 
RWE Thames Water. The process will be lengthy, as it requires the approval 
of RWE's supervisory board and regulatory approvals. The goal is to 
complete both transactions during 2007. 

American Water's stand-alone credit quality is supported by its '2' 
(excellent) business profile. (Utility business profiles are categorized 
from '1' (excellent) to '10' (vulnerable) . )  The company's business profile 
benefits from geographic and regulatory diversity, a large customer base 
that is mostly residential and commercial, and a generally supportive 
regulatory environment. These strengths are only slightly offset by 
American Water's nonregulated water and wastewater operations. American 
Water is also hampered by a weak, but improving, financial risk profile. 

American Water's excellent business risk profile is partly countered 
by the company's intermediate, stand-alone financial risk profile, which 
is weak for the rating. Debt leverage has improved dramatically since the 
merger with RWE, dropping to 48% from 69.1% at year-end 2002, due to RWE's 
$3 billion infusion of preferred stock and common equity in 2003. For 
year-ended Dec. 31, 2004, adjusted funds from operations (FFO) to average 
total debt was just 12.5%, which is low, but a significant improvement 
from 7.5% in fiscal 2003. Adjusted FFO interest coverage and adjusted EBIT 
interest coverage have also improved over the past year, to 3 . 7 ~  and 2.2x, 
respectively. The company's ROE was a mere 1.2% in 2004, but is expected 
to improve this year due to the full realization of rate increases in many 
of the company's service areas. 

Liquidity 
AWCC's liquidity position is adequate. American Water has received 
previous support from RWE in the form of intercompany loans, but this 
support will lessen going forward. Leading up to the completion of 
the sale of RWE's U.S. water operations, it is expected that American 
Water will gradually need to start sourcing its own funding. However, 
Standard & Poor's expects RWE's continued, although diminished, 
support to American Water before the completion of the sale to 



alleviate any near-term liquidity constraints. 
Capital-spending needs for American Water will be partially 

funded internally, with the balance funded through tax-exempt debt 
issuances in the capital markets or through intercompany loans from 
RWE. American Water has $1,219.9 million of long-term debt maturing 
in 2006, nearly all of which is in the form of RWE intercompany loans. 

As of March 31, 2005, American Water had $41.7 million in cash 
and cash equivalents. AWCC also has a $550 million, 364-day revolving 
credit agreement with RWE. AWCC had $239.9 million in availability 
from these credit lines as of Dec. 31, 2004. Borrowing under the 
credit agreement is based on LIBOR, and AWCC pays a commitment fee of 
6.575 basis points on the entire amount. For 2004, the 
weighted-average interest rate on the outstanding lines was 1.43%. 

Ratings List 
Ratings Lowered, Placed On Watch Neg 

American Water Capital Corp. 

To From 
Corp. credit rating A-/Watch Neg/-- ~/~egative/-- 
Senior unsecured rating  watc watch Neg A- 

Complete ratings information is available to subscribers of RatingsDirect, 
Standard & Poor's Web-based credit analysis system, at 
www.ratingsdirect.com. All ratings affected by this rating action can be 
found on Standard & Poor's public Web site at www.standardandpoors.com; 
under Credit Ratings in the left navigation bar, select Find a Rating, 
then Credit Ratings Search. 

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities 
designed to preserve the independence and objectivity of ratings opinions. The credit ratings and observations contained herein 
are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or sell any securities or make 
any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or 
other opinion contained herein in making any investment decision. Ratings are based on information received by Ratings 
Services. Other divisions of Standard & Poor's may have information that is not available to Ratings Services. Standard & Poor's 
has established policies and procedures to maintain the confidentiality of non-public information received during the ratings 
process. 

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such 
securities or third parties participating in marketing the securities. While Standard & Poor's reserves the right to disseminate the 
rating, it receives no payment for doing so, except for subscriptions to its publications. Additional information about our ratings 
fees is available at www.standardandpoors.comlusratingsfees. 
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