
Kentucky-American Water Company Presentation to Owenton City Council 

December 3,2002 (7:30 PM) 

Agenda 

1. In August 2002, the City Council voted to enter into formal negotiations with Kentucky-American Water 
Company. We are now developing proposals for presentation to the Council in February 2003. 

We will present two options: 

Purchase water and sewer svstems 

Advantages: 
Solves immediate water quality needs to be in compliance with health-based regulations 
All liabilities and risks of future operation are transferred from the city to Kentucky-American 
Purchase will provide cash to reinvest in the system or for use for other city needs 
Future capital needs are funded by Kentucky-American 
All future rate increases (if any) are the responsibility of Kentucky-American and will be subject to 
PSC approval 
The Owenton system will be part of one of the world's largest water and wastewater systems 

Disadvantages: 
Does not meet the desire of some City Council members to retain control of the systems 
Process may take longer to complete 

PublicIPrivate partners hi^ for both svstems 

Advantages : 
Solves immediate water quality needs to be in compliance with health-based regulations 
Addresses concern of some City Council members of selling city assets 
The Owenton system will be part of one of the world's largest water and wastewater systems 
Faster process to completion 
Some capital needs met by Kentucky-American 

Disadvantages: 
Liabilities and risks of future operations continue to rest with city 
No immediate cash from sale of assets 
City is responsible for some future capital needs 
City is responsible for future rate increases (if any) 

2. Present and Future Water Quality Issues 

a. Jan Routt Presentation addressing compliance with health-based regulations 
b. Estimated cost of construction to solve immediate need to be in compliance with health-based regulations: 

Intake - $800,000 ($500,000 met with grants) 
Raw Water Main - $200,000 (Includes replacement of approximately 4,000' of main) 

3. Questions 
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COMMONWEALTH OF KENTUCKY 
NATURAL RESOURCES AND EMIRONMENTAL PROTECWON CABINET 

DEPARTMENT FOR ENVIRONMENTAL PROTECTION 
FRANKFORT  OFF^ PARK 

14 REILLY Ra 
FRANKWRT KI) 

July 29.1999 

0940430 
Atla; CardTudor 
Tri-Village Water District 
3700 Awy 127 N 
Owenton ICY 40359 

Certified Mail # Z 258 072 639 
REnrIU RECEPT REQUESTED 

Dear Ms. Tudor: 
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Distribution System 
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Total disinfectant disinfection 
Organic to kill harmful byprod ucts 
Carbon bacteria, (THM's & 

or viruses, & 
natural 

HAA's) 
protozoa 

organic 
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Studies of the Treamtent Process 
Owenton Plant TOC removal fall 99 

raw res settled plant e nk eff alum 60 alum 60 
pH 7 jar pH 7 jar 

50150 res 
& SCrk* 

compared to enhanced Jars 
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TOC 6.1 - 3.0 mg/L (51%removal) 

THM's 72 ug/L - 79 uglL(93) 
HAA's 46 ug/L 49 uglL(82) 

m m  m m  after step one (Jan 28th & Febl 5th, 2000). 
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Proposal to Purchase the Water and Sewer Assets of the City of Owenton 

February 4,2003 

This proposal is based on the books and records of the City of Owenton as of the June 30, 
2002 audit. The final purchase price will be based on the actual financial information at 
the time of closing. Should Owenton decide to pursue this proposal, Kentucky-American 
Water Company reserves the right to further negotiate to reach an agreement for purchase 
of the water and sewer system assets. All proposals and subsequent offers and closings 
are subject to all due diligence and approvals by all legal authorities including, but not 
limited to, the Kentucky Public Service Commission and the Company's Board of 
Directors. 

I Water I Sewer I Total 1 

I debt reoavment I I I 1 

Purchase Price 
Proceeds to city after 

Conditions of sale: 

Retention of current employees 
Office remains in Owenton for customer service and bill payment 
Utility Board stays in place to serve as an advisor on growth and capital 
investment issues 
All Owen County operations will be combined under one management 
Construction will begin immediately on new intake in Kentucky River and 
improvements to raw water line 
City may partner with Kentucky-American Water Company to extend service and 
upgrade facilities 
As a result of increased operating and maintenance costs and needed investment 
in the system, over time, rates may increase. When possible, these increases will 
be offset by system growth. All rate increases will be subject to Kentucky Public 
Service Commission approval 

$1,852,628 
$1,000,000 

Questions from City Council that remain to be answered: 

Ownership and operation of Upper and Lower Thomas Lakes 
Ownership of 20 acres of land by sewer plant 

$998,850 
$(120,602) 

Next Steps: 

$2,85 1,478 
$879,398 

Public meeting 
Vote by City Council to enter into purchase agreement with Kentucky-American 
Water Company 
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Proposal to Purchase the Water and Sewer Assets of the City of Owenton 

February 27,2003 

This proposal is based on the books and records of the City of Owenton as of the June 30,2002 audit. The final 
purchase price will be based on the actual financial information at the time of closing. Should Owenton decide to 
pursue this proposal, Kentucky-American Water Company reserves the right to further negotiate to reach an 
agreement for purchase of the water and sewer system assets. All proposals and subsequent offers and closings are 
subject to all due diligence and approvals by all legal authorities including, but not limited to, the Kentucky Public 
Service Commission and the Company's Board of Directors. 

Purchase Price 

debt repayment (revised 
2/27/03)' 

Proceeds to city after 
debt repayment (2/04/03 
proposal) 
Restricted Assets 
Proceeds to city after 

Conditions of sale: 

Retention of current employees 
Office remains in Owenton for customer service and bill payment 
Utility Board stays in place to serve as an advisor on growth and capital investment issues 
All Owen County operations will be combined under one management 
Construction will begin immediately on new intake in Kentucky River and improvements to raw water line 
City may partner with Kentucky-American Water Company to extend service and upgrade facilities 
As a result of increased operating and maintenance costs and needed investment in the system, over time, 
rates may increase. When possible, these increases will be offset by system growth. All rate increases will 
be subject to Kentucky Public Service Commission approval 

Total 
$2,85 1,478 

Water 
$1,852,628 
$1,000,000 

$261,298 
$1,261,298 

Questions from City Council that remain to be answered: 

Sewer 
$998,850 

Ownership and operation of Upper and Lower Thomas Lakes 
Ownership of 20 acres of land by sewer plant 

$(120,602) 

$253,147 
$132,545 

Next Steps: 

$879,398 

$5 14,445 
$1,393,843 

Public meeting 
Vote by City Council to enter into purchase agreement with Kentucky-American Water Company 

 h he proceeds to the city have been increased to include restricted assets not included in prior models. The purchase price is 
unchanged, but these restricted assets could be freed up for city use. As of June 30,2002, the restricted assets for Water are 
$261,298 and for Sewer are $253,147. The city should rely on its legal council for an opinion as to its hture use of these 
assets. Some thoughts from our experience: It is possible that they may need to be applied to other under-funded loan 
reserves, make loan payments, etc. We see no reason that they would not be released from utility purposes, but these assets 
may not necessarily be released from all other city obligations. 
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City of Owenton Public Meeting - Monday, March 17, 2003 

Where: City Hall, Owenton, KY 

Time: 7:00 PM EST 

Participants: 
Main tables -Mayor Wotier, Freda, Mark, Bob Osborne, Bobby Walker, A. C. Sparrow, 
Doris Riley, Larry Dale Perry, Billy Kemper, Chuck Gill, Rick Morgan, (Marshall 
Gibson and Athelene Glore are possibles) 

Side table - Roy Mundy, Bill Bunch, Jim Hamilton, Coleman Bush 

Presentations: 
Mayor Wotier - Welcome and opening comments about why this meeting is being held 

Chuck Gill - Explanation of why the Water Board made the recommendation for the City 
Council to begin talks with KAWC 

Roy Mundy - Brief comments about American Water and declaration of commitment of 
KAWC to Owen County 

Coleman Bush - Review highlights of proposal made to City Council on February 27, 
2003 

Mayor - Opens the floor for questions 
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ASSET PURCHASE AGREEMENT 

.#y 
THIS ASSET PURCHASE AGREEMENT ("Agreement"), entered into this 15 day 

A 
of y,d~ ,2004, between the City of Owenton, Kentucky (L6Seller'y), a city of the 5th 

class in Kentucky, 220 South Main Street, Owenton, Kentucky 40359, and Kentucky-American 

Water Company ("Buyer"), a Kentucky corporation, with its principal office at 2300 Richmond 

Road, Lexington, Kentucky 40502: 

1. PURCHASE OF ASSETS. Seller hereby agrees to sell to Buyer on the Closing 

Date identified in paragraph 12 herein, and Buyer hereby agrees to purchase, free and clear of all 

liens, claims and encumbrances, all of Seller's tangible assets (except two snow blades, salt box, 

Scag mower and Scag mower accessories) devoted to the provision of potable water service and 

wastewater service to the public, whether or not carried on or reflected in Seller's books and 

records. The purchase shall include the tangible assets of Seller's potable water system and 

wastewater system and all interest Seller has in real property, whether license, easement, fee 

simple, or any other type of ownership, (collectively referred to as the "Assets") which are listed 

in Exhibits 1 and 2. (Exhibit 2 is not complete as of the date of execution of the Agreement but 

will be subsequently prepared showing all recorded real estate interests of the Seller). Although 

Exhibits I and 2 (not prepared as of the date of execution of this Agreement) are intended to be 

complete, to the extent Seller on the date of this Agreement owns any assets which are needed to 

operate the potable water system or wastewater system that should be but are not included in the 

exhibits (except the water and sewer office building which shall be leased to Buyer for 40 years 

for the Seller's cost of utilities, janitor services, and insurance), such assets nonetheless shall be 

transferred to Buyer on the Closing Date. 
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- .  

a 2 .  CONSIDERATION. In consideration of the sale of such Assets, Buyer shall pay 

to Seller on the Closing Date, the sum of $2,851,478 (two million eight hundred fifty one 

thousand, four hundred seventy eight dollars) ("Proposal"), adjusted for (i) any difference 

between the actual change in the book value, defined as gross utility plant less book depreciation 

and less contributions in aid of construction, and the pro forma change in book value used to 

arrive at an estimated book value as of June 30, 2003 for purposes of the Proposal and (ii) for the 

net increase or decrease in the book value of the Assets subsequent to June 30, 2003, the 

sufficiency of which is acknowledged by Seller. In the event Seller acquires or disposes of 

tangible assets devoted to the provision of utility service subsequent to the date of this 

Agreement, the purchase price shall be adjusted to reflect the net book value of those assets on 

the Closing Date. As further consideration of the sale of the Assets, Seller agrees that the 

a transaction is conditioned on approval by the Public Service Commission of the Commonwealth 

of Kentucky ("PSC") of a Use Fee in lieu of property tax as defined in Section 22 hereof, said 

use fee being paid to Seller by Buyer to service debt of at least $300,000 of capital improvements 

to the water and wastewater systems within the city limits. Seller shall set aside $300,000 of the 

proceeds from the sale of the Assets in the escrow account described in paragraph 22 hereof until 

such time as the PSC has ruled on the Use Fee. If the Use Fee is not approved or if the Use Fee 

approved is not adequate to service $300,000 in debt, the money set aside from the proceeds will 

be immediately contributed by Seller to Buyer toward the capital improvements of the systems in 

an amount equal to the difference between $300,000 and the actual debt serviced by the Use Fee 

approved. The amount of the contribution to capital improvements shall be in Buyer's sole 

determination after consultation with Seller. 

KAW_SR_AGKYDR1#158_attachment4_081804
Page 29 of 69



3. WARRANTIES. Seller represents and warrants to Buyer as follows as of the 

date of this Agreement and as of the Closing Date: 

(A) Seller is a city of the 5th class in Kentucky with the requisite right, 
power and authority (i) to carry on its business as is now being 
conducted and (ii) to own, lease or operate its properties, which it 
currently owns, leases, or operates. Seller has, and at all times has 
had, full power and authority to own its properties and to conduct 
its business. 

(B) Seller has full capacjty, right, power and authority to enter into, 
deliver, and perform this Agreement. Prior to closing, all consents, 
approvals, authorizations, or other requirements prescribed by law, 
rule, contract, agreement or regulation which must be obtained or 
satisfied by Seller and are necessary in order for it to enter into and 
perform this Agreement have been satisfied. This Agreement has 
been duly executed and deljvered by Seller and constitutes its 
legal, valid and binding obligation, enforceable against Seller in 
accordance with its terms. 

(C) The execution, delivery, and performance of and the 
consummation of the transactions contemplated in this Agreement 
do not and will not: (i) conflict with or result in a violation or 
breach of any of the terns, conditions, or provisions of or 
constitute a default of the Seller's governance documents or any 
instrument, loan, grant, contract, bond, agreement, mortgage, 
judgment, order, writ, award, decree, or other restriction to which 
Seller is a party, or to which any of its Assets are subject, or by 
which Seller is bound or any statute or regulatory provision 
affecting Seller, (ii) require the approval, consent, or authorization 
of any federal, state, or local court, governmental authority, or 
regulatory body (except as provided in paragraph 11 of this 
Agreement) or of any creditor or seller or of any person or entity, 
nor (iii) give any party with rights under any instrument, 
agreement, mongage, judgment, order, writ, award, decree or other 
restriction the right to terminate, modify, or otherwise change the 
Seller's rights or obligations thereunder. 

(D) Seller has complied with all existing laws, rules, regulations, 
ordinances, orders, instruments, contracts, loans, grants, bonds, 
agreements, judgments and decrees now or hereafter applicable to 
the Assets. Seller is not aware of any proposed laws, rules, 
regulations, ordinances, orders, judgments, decrees, governmental 
takings, condemnations, or other proceedings which would be 
applicable to the Assets or which might adversely affect the Assets 
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either before or after the date of this Agreement, other than a s  
listed in Exhibit 3. 

Seller has not received any notice or notification from any court o r  
governmental agency, authority, or body that it is in violation of  or  
not in compliance with any federal, state, or local law, statute, 
ordinance, rule, regulation, guideline (including voluntary 
guidelines), decree, or order or permit relating to the Assets or  that 
upon the passage of time it will be in violation of any of the 
foregoing. Seller's operation of its water and wastewater systems 
complies in all respects with all governmental requirements 
relating to the provision of potable water service and wastewater 
system operation. 

Seller has good, marketable, and insurable title to all of the Assets. 
None of the Assets will, after closing, be subject to any mortgage, 
pledge, lien, charge, security interest, encumbrance, restriction, 
lease, license, easement, liability or adverse claim of any nature 
whatsoever, direct or indirect, whether accrued, absolute 
contingent or otherwise. All the Assets are in good operating 
condition and repair and are suitable for the purposes used. 

No other person or entity now has, nor at any time in the future 
will have, the right to purchase, own, use, or sell any of the Assets. 

Seller is not insolvent. Seller is able to meet all business 
obligations as they become due and will not be insolvent or unable 
to meet its business obligations as a resull of completing the 
transactions described herein. 

All tax retums, if applicable, employee withholding forms and 
other tax-related documents, of every kind relating to Seller and 
the Assets that are due to be filed in accordance with any 
applicable law have been duly filed and all taxes and benefits 
shown to be due on such returns have been paid in full. 

Seller has delivered to Buyer copies of 2002 and 2003 (when 
available) audited and unaudited financial statements, which are 
complete and correct and have been prepared from Seller's books 
and records in accordance with generally accepted accounting 
principles consistently applied and maintained throughout the 
periods indicated and fairly present the Seller's financial condition. 
Except as set forth in the financial statements, Seller has no debts, 
liabilities or obligations (whether absolute, accrued, contingent or 
otherwise), of any nature whatsoever including, without limitation, 
anv other debts. liabilities or obligations relating to or arising out 
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of any act, omission, transaction, circumstance, except those 
incurred in the ordinary course of Seller's business. There is not 
any condition or event which could materially or adversely affect 
the Assets. 

With the exception of the legal proceedings listed in Exhibit 3, 
there is no claim, legal action, suit, arbitration, governmental 
investigation or other legal or administrative proceeding, nor any 
order, decree or judgment in progress, pending or in effect, o r  
threatened, against or relating to Seller, its officers, directors, 
employees or business, the Assets, or the transactions 
contemplated by this Agreement, and Seller neither knows nor has 
reason to be aware of any basis for the same. After the execution 
of this Agreement Seller will take all actions necessary to assist 
Buyer in pursuing the claims addressed in the legal proceedings 
described in Exhibit 3. Each of the parties will be responsible for 
its costs incurred in such legal proceedings. 

(L) Between the date of this Agreement and the Closing Date Seller 
shall conduct its business diligently and substantially in the same 
manner as heretofore conducted prior to the date of this 
Agreement. Prior to the Closing Date Seller shall not change its 
rates or charges without Buyer's approval and shall not institute 
any new methods of accounting or operation or engage in any 
transaction or activity, enter into any agreement or make any 
commitment except in the ordinary course of business and 
consistent with past practice. 

(M) Seller shall not prior to the Closing Date permit any Assets to be 
subjected to a mortgage, pledge, lien or encumbrance, without 
notice to and approval of Buyer, and further shall not dispose of 
such Assets. Prior to the Closing Date Seller shall not acquire any 
asset devoted to serving the public costing more than One 
Thousand Dollars ($1,000.00) without the approval of Buyer, 

(N) Seller shall maintain until the Closing Date insurance policies in 
effect on the Assets adequate to restore or replace the assets in case 
of loss with Buyer as loss payee. 

(0) Seller shall not perform any act or omit to perform any act or 
permit any act or omission that will cause a breach or default in 
this Agreement. 

(P) No representation or warranty by Seller in this Agreement nor any 
statement or certificate furnished or to be furnished by Seller to 
Buyer or its representatives in connection herewith or pursuant 
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hereto contains or will contain any untrue statement of a material 
fact or will omit a statement of any material fact required to make 
the statements herein or therein contained not misleading. Seller 
has disclosed to Buyer in writing all material adverse facts known 
to it relating to the Assets. Seller is not aware of any 
circumstances or facts which could be detrimental to the Assets 
other than those disclosed to the Buyer in writing. 

(Q) Seller has provided to Buyer all of its records regarding the 
operation of this water and wastewater system for calendar year 
1998 through the present. 

(R) Seller has suficient interests in land ownership for the proper 
operation and maintenance of the Assets. 

4. LIABILITIES. Buyer is not assuming any of Seller's liabilities or debts. All of 

Seller's debts and liabilities will be settled prior to or on the Closing Date and any debts 

outstanding on the Closing Date will remain Seller's sole obligation and will be paid by Seller 

under this Agreement. Consistent with Seller's obligation to remove all debts from the Assets, 

Seller will, on the Closing Date, utilize as much of the purchase price as is necessary to pay off 

all outstanding secured obligations. 

5. OPERATION OF WATER AND WASTEWATER SYSTEMS. Buyer shaIl 

own and operate the water and wastewater systems acquired from Seller and all customers 

currently served by Seller shall, for all intents and purposes, be customers of Buyer. Said 

customers shall, after the Closing Date, be charged at those rates and charges for such customers 

as from time to time are approved for use for such customers by Buyer by the Public Service 

Commission of the Commonwealth of Kentucky ("PSC"). As of the Closing Date Buyer will 

specifically assume Seller's obligations under all other contracts to which Seller may be bound as 

of the date of this Agreement, all of which are listed in Exhibit 4, except the Water Purchase 

Agreement between Seller and Buyer as jt may have been amended, which will be terminated as 

of the Closing Date. 
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6. EMPLOYEES. Buyer agrees to offer employment to Seller's employees, at 

mutually agreed upon compensation levels, who are listed in Exhibit 5, provided that such 

employees pass the examinations, background check and other screening tests routinely required 

of applicants for employment with Buyer. The employees meeting such requirements will be 

employed, on an at will basis, as the Buyer's full-time employees with benefits as listed in 

Exhibit 6, as may change from time to time, comparable to the Buyer's employees performing 

the same tasks, although Buyer and Seller recognize that the specific duties and responsibilities 

of said employees may be different from duties and responsibilities of Buyer's existing 

employees at other geographic locations and may be subject to different supervisory oversight 

and reporting. The employees shall be deemed to have been employed by Buyer on the dates 

indicated in Exhibit 5 for the limited purpose of determining vacation or sick pay benefits with 

Buyer. Seller acknowledges that it has told all of the persons listed in Exhibit 5 that the benefits 

of employment by Buyer may change from time to time and there is no assurance that the level 

of benefits will remain the same as they existed on the Closing Date. 

7.  FINAL METER READING AND BILLING. At least one week prior to the 

Closing Date Seller will provide Buyer with a current list of the names and addresses of the 

Seller's customers. Within the week prior to the Closing Date, Buyer's meter readers, 

accompanied at the Seller's election, by Seller's meter readers, will read all customer meters and 

provide copies of those meter readings to Seller. Seller will bill all customers for water service 

as reflected in the final meter reading. Seller will, afier satisfaction of all routine customary 

expenses of Seller through the Closing Date use any monies received from these billings in 

addjtion to all monies from all accounts receivable from prior billings for the payment of any 
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0 
other o f  the Seller's liabilities remaining at the closing. Buyer will be entitled to, all revenue from 

water services provided by Buyer on and after the Closing Date. 

8. OPERATION OF UPPER AND LOWER THOMAS LAKES. Seller owns 

and as of the Closing Date, by an appropriate recordable document ("Document"), shall grant to 

Buyer the right to use Upper and Lower Thomas Lakes ("Lakes") as an emergency source of 

supply at no cost to Buyer, including the right to pump water into and withdraw water from the 

Lakes and the right to increase or decrease the level of water in the Lakes. Seller will agree in 

the Document not to take or allow any action that would cause any pollution or detrimental effect 

on the quality of the water in the Lakes and to maintain the surrounding land, including the dam, 

in a safe and operational condition, meting all governmental requirements. 

9. OFFICE IN OWENTON. Buyer agrees to maintain an office in Owenton for 
Qud$, I I4 i1.r 

walk-in customer service purposes as long as i~pact icable  bht for at least 0 1 ;  afier 
/h\ V 

7-L- L~,5c;. '*7,G,4 '> 
the Closing Date. 

10. GRANT REPAYMENT. In the event that any grant existing at 

closing is later required to be repaid, Seller assumes all liability for such repayment. 

1 I .  PUBLIC SERVICE COMMISSION APPROVAL. Within ninety (90) days 

from the satisfaction of the conditions precedent described in paragraph 17 (C), (D), (E), (F), 

(G) ,  and (I) both Seller and Buyer agree to file and pursue with diligence a Joint Application 

with the Public Service Commission of the Commonwealth of Kentucky, if necessary, seeking 

approval of this Agreement. 

12. CLOSING DATE. The closing of this Agreement shall take place within sixty 

(60) days after the latest of (a) receipt of an acceptable final order from the PSC, if necessary, 

a approving this Agreement, and no appeal having been taken from the issuance of such order, and 
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0 (b) receipt of any other required waivers or consents to the transfer of the water system, and (c) 

completion of all conditions precedent as provided in Section 17 hereof. 

13. CONVEYANCE AND TRANSFERS. Seller will not convey, lease or in any 

way dispose of any of the Assets which it holds as of the date of this Agreement. On the Closing 

Date Seller shall transfer and convey to Buyer, its successors and assigns forever, the Assets 

together with all files, plats, maps, plans, records and ledgers or copies thereof in any way 

connected with rendition of water service by Seller. 

14. ACCESS TO BOOKS. Between the date of this Agreement and the Closing 

Date Buyer shall have the right to examine all of Seller's assets and to obtain copies of all 

Seller's books and records at such reasonably convenient times as Buyer may require. In the 

event the transaction contemplated by this Agreement is not consummated, all such copies of the 

0 
inventory and books and records shall be returned to Seller. If prior to the Closing Date (a) any 

materia] discrepancies are discovered in the Seller's books and records (b) any claims, liabilities, 

liens, encumbrances or defects in title which would materially affect the value of the Assets are 

discovered by or disclosed to Buyer, or (c) any one of the representations and warranties set forth 

in this Agreement is determined by Buyer not to be true and correct, Buyer may at its sole option 

terminate this Agreement and neither Buyer nor Seller shall be further obligated hereunder or 

jncur or be liable for any claim, loss, damage or expenses to the other as  a result of such 

termination. 

15. BINDING EFFECT. This Agreement shall be binding upon and shall inure to 

the benefit of the parties hereto and their respective successors and assigns. 

16. FORCE MAJEURE. If the performance of any of the covenants or agreements 

contained herein is delayed or prevented by reasons beyond the Buyer's or Seller's control such 
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a as an act of God, act of war, strike, walkout, restraint of labor, from whatever cause, either 

partial or general, riot or civil commotion, order of court or administrative tribunal having 

jurisdiction over either party hereto, then the affected party shall be excused from such 

performance to the extent that the affected party is necessarily prevented, hindered or  delayed 

thereby during the continuance of any such happening or event and the time for such 

performance shall be extended to commensurate with such delays provided that the affected 

party shall notify the other party of the happening of such event or force majeure within a 

reasonable time after the affected party acquires knowledge thereof. 

17. CONDITIONS PRECEDENT. The parties hereto understand and agree that 

this Agreement and the obligations of the parties hereunder are expressly conditioned on the 

following, each of which is a condition precedent to the closing and the validity and 

enforceability of the Agreement: 

(A) The PSC shall have entered a final order, if necessary (from which no 

appeal is taken), which approves the Joint Application to be filed by Buyer and Seller including 

(i) any specific rate making approach or request as set forth in the Joint Application, (ii) a request 

for the use of Buyer's existing rules and regulations for Seller's water and wastewater customers, 

(iii) a request for the use of the Seller's existing rates to its customers as may be changed fiom 

time to time and as approved by the Public Service Commission, and (iv) this Apeement  and all 

of its terms, conditions, undertakings, agreements and limitations between Buyer and Seller. 

(B) The PSC, nor any court, shall not have attached to any order, any terms, 

conditions or limitalions which in the sole opinion of either the Buyer or the Seller shall 

adversely affect the economic feasibility of this project or the Agreement between the parties or 

require Buyer or Seller to take any action or refrain from taking any action which might require e 
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' .  . 

either of them to breach any of their obligations under any mortgage indenture, as supplemented, 

or any other agreement to which either of them might be a party. 

(C) Buyer and Seller shall have received all consents or waivers to the sale of 

the Assets. 

(D) Buyer shall have determined that the assets are free from the presence o r  

harmful effects of any hazardous or toxic substances, including, but not limited to, petroleum 

products and asbestos in friable form. Buyer shall be permitted to make or obtain such 

inspections andlor testing of the assets as may be desired by Buyer using such experts or 

consultants as Buyer deems desirable. In the event any of the inspections of  testing made o r  

obtained by Buyer reveal a condition of the assets which is not acceptable to Buyer, Buyer shall 

notify Seller, in writing, of such fact within ninety (90) days from the date of execution of this 

e Agreement. 
(E) Buyer's Board of Directors shall have approved the execution of this 

Agreement. 

(F) Prior to the Closing Date there shall be a written determination from all 

appropriate authorities that Buyer shall have no obligation to repay any monetary obligations of 

Seller. 

(G) Finished water quality currently produced by Seller shall be acceptable to 

Buyer and meet or exceed all governmental requirements. 

(H) Except as may be specifically agreed to by Buyer elsewhere in this 

Agreement, there shall not be or have been any material or adverse changes in the Assets or 

financial condition of Seller, as determined by Buyer's discretion. 
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(I) Seller shall have granted a 20-year, non-exclusive franchise, at no  further 

cost t o  Buyer or customers of the water and wastewater systems, to serve the City and citizens of  

Owenton. 

(J) Seller has two grant applications pending: (1) City of Owenton Water  

Collection and Treatment System Improvements and Freshwater Intake Project, to the 

Environmental Protection Agency pursuant to Public Law 107-206, a fiscal year 2001 Special 

Appropriations Grant, in the amount of Three Hundred and Eighty-Seven Thousand One 

Hundred and Sixty Dollars ($387,160) after administrative fees and (2) Kentucky River R a w  

Water Intake, to the Kentucky Infrastructure Authority.. Project Number WX21187207, in the 

amount of One Hundred Thousand Dollars ($100,000). Seller is required to  provide matching 

funds of approximately Two Hundred and Fifty Thousand Dollars ($250,000) to secure the 

grants. Subject to the terms and conditions to be contained in an agreement respecting 

ownership and operation of the intake, Buyer shall pay Seller a use fee equivalent to the annual 

debt service incurred by Seller to provide the matching funds as long as Seller owns the intake 

and until the debt is fully paid. Because the construction of the new intake is critical, an amount 

equal to the grant funds sought ($487,160) shall be escrowed from the purchase price in a 

bank(s) chosen by Seller, subject to the joint control of Buyer and Seller, and released as grant 

funds are expended or used to construct the intake when the grants are denied or the grant funds 

are not available. 

18. INDEMNITY AGREEMENT. Seller agrees to indemnify and hold harmless 

Buyer against any loss, claim, action, suit, proceeding, deficiency or expense (including 

attorneys' fees) relating to or arising from or in connection with (a) any misrepresentation, 

rn breach of representation, warranty or obligation, covenant or agreement or  default by Seller 
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m under this Agreement (including the Exhibits) or any documents delivered to Buyer in 

connection with this  Agreement; (b) claims of negligence or strict liability in connection with the 

Assets or the business conducted prior to the Closing Date; (c) all debts, liabilities, contracts or 

obligations whatsoever relating to the Assets prior to the Closing Date, or (d) all contingent 

liabilities relating t o  Seller, its business or the Assets which Buyer becomes obligated to pay with 

respect to any state of facts or occurrences existing at or prior to the Closing Date. 

19. WATER BOARD. The Owenton Water Board ("Water Board") shall remain in 

place to serve as an advisor on growth and capital investment issues. The Seller through its 

Water Board may partner with the Buyer to extend service and upgrade facilities. The 

Water Board shall meet with Buyer on a regular basis, no less than quarterly, with Buyer 

compensating Water Board members Twenty-Five Dollars ($25.00) per attended meeting. 

m 20. ENTIRE AGREEMENT. This Agreement, including all of its Exhibits, which 

are hereby incorporated by reference, constitutes the entire agreement of the parties with respect 

to the subject matter hereof and may not be modified or amended or terminated except by written 

agreement specifically referring to this Agreement, and signed by all of the parties hereto. 

21. GOVERNING LAW. This Agreement and all amendments hereto shall be 

governed and construed in accordance with the laws of the Commonwealth of Kentucky. 

22. SALE-LEASE BACK. As soon as practicable after completion of the 

transaction contemplated in this Agreement, Buyer will transfer legal title of all assets acquired 

from Seller and all subsequent capital improvements to Seller, subject to all liens and specifically 

the lien of the Buyer's general mortgage indenture, in consideration for tax-exempt bonds issued 

by the Seller in an amount equal to the Buyer's cost of all assets so conveyed. Seller will 

promptly lease all assets so conveyed to Buyer who will use and operate them for the duration of 
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a the existence of the tax-exempt bonds. Seller shall have no liability for payment of the tax 

exempt bonded indebtedness or the operation of the assets owned by it. Thereafier, Buyer shall 

pay to Seller, annually, a Use Fee in an amount equal to property taxes Buyer would pay if it 

were the owner of the assets. The use fee shall be sufficient for Seller to retire the indebtedness 

1 created by the issuance of the tax-exempt bonds. 

IN WITNESS WHEREOF, the parties have caused this Agreement to be duly executed 

by their duly authorized representatives, and a copy of the resolution from the Seller is attached, 

1 this the day and year first above written. 

I CITY OF OWENTON 

/ 
/ 

BY: 
Witness 

KENTUCKY-AMERICAN WATER COMPANY 
A 
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COMMON WEALTH OF KENTUCKY ) 
I 

c o r n  OF R LLWL 

The foregoing instrument was acknowledged before me this 6 % a y  of 
,-, , 2004, by 3~ v lii) M !A/ b v , President of Kentucky-American 
ater combny ,  a Kentucky corpdration, on bihalf of the corporation. 

My Commission expires: / / - ( 9 -0 P 

o, Y!k&C!$L12)L, 
NOTARY PUBLIC 

COMMONWEALTH OF KENTUCKY ) 

CorJNTYoF 6 ~ y c I  

L ledged before me this day of 
I , Mayor of the City of Owenton, 

MY Commission expires: j/- / q -  0 4 
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I I 
Subtotal - Furniture 8 

Fixtures 13.457.14 13,457.14 13.457.14 

I I I I I I I 

Subtotal - Distribution I / 1,965,072.31 1 6.44700 3.969.519.31 1.095.283.20 1.772.487.18 
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Equipment 
Equipment 
Temporary line 
Snow Plow -- 
Boat 
Alum Feeder Tank 
Ditch Witch 
Chlorinator Equipment 
Two Cylinder Scale 
Push Rod Machim --- 
Jar Test Equipment - 
Communication 
Equipment 
PH Meter 8 Line 
Converter 
Eccentric Slide Block 

--r - -  -- .- I - -- - .  . 

12' T N C ~  Bed I Apr-00 SL-10 ' c -179 nn 

Scag Power mower I ~un-01  SL-5 

- ---c 
l977'S~- l0 , 2,227.30 
~ S ~ ~ ~ S L - I O  / 14.000.00 i 
1979/SL-10 1 1,617.00 ' 

f-- JuC83iSL-5 i 100.00 1 
JUM- , 
Jun-86/ SL-7 j 450.00 : 
Ocl-861SL-10 ! 3.370.00 : I 

Nov-861SL-10 I 755.00 l 1 
~pr-87iSL-10 i - 4 , 5 0 0 . 0 0  1 
O d - 8 6 j S L - 5  ; 778.02 1 ,.- - 

I -- 
I I 

Po* Pump & Tow Chain 
Hi Tork Mixer 
112 Intercom 
Telephone system 
(partial) 
Jackhammer ____--.---- 
Copy Machine 
Coin Operated Machine 
Valve - River gate . 
Fencing 
Ten Foot Jon Boat 
112 Mower _. 

R o t ~  Tiller 
Lawnmower 
Computer 
PIU Truck Chew (1/2) 
Snow Plow 8 Utility bed 

156.860.28 96.623.58 --- 
I 

Grand Total I 
Waterworks i 4,289,108 16 54 332 25 4,263,441.01 1,215,160.38 1,772,487.18 

I equals 6130102 equals 6/30102 
I eouals 6130102 audit audit audit 

-- Jan-89!SL-10 , I j 1,396.00 j 
! 

~ u n - 8 9 / ~ ~ - 1 5  I 424.28 / 
Jun-8Q/SL-I5 j 188.42 1 

- 
2,227.30 

~ ~ . O O O . O O  

- -- 1.617.00 
100.00 ---------- 

2,887.91 
450.00 

3,370.00 
755.00 

-- 4.500.00 
778.02 

1,396.00 

424.29 
188.42 

I JuJUM9/SL-20 i 608.89 , _c- 
J U ~ - ~ Q / S L - ~ O  i 1.582.00 1 

2s227.30 

i o o o . o o  
1,617.00 

100.00 
2.887.91 

450.00 
3,370.00 

755.00 
4.500.00 

- -  778.02 

608. 89 
1,582.00 

30.45 

272.84 

- 5.499.90 
421.25 
989.00 

3,150.00 
- 6.025.00 

-- 85.00 
561.87 
579.95 . -- . - - . 

1.716.96 
350.00 

18.916.57 

~ct-BQ!SL-I o 

I Jan-90,SL-10 

--- 

- _ 

- 

- - 

1 

1.396.00 

366.00 
170.00 

- 
I 

272.84 1 ] 

----.--- 

.- 

333.00 
1,582.00 

30.45 

272.84 
5.499.90 

421 .25 
989.00 
987.00 

3,763.00 

561 8?!z .87 
468.82 

1.290.00 
350.00 

18.916.57 

~eb-90jS~-10 i 5,499.90 ; 
May-9OiSL-10 j 421.25 i I 

Mar-QOISL-10 i 988.00 1 
Apr-9OiSL-40 ! 3 , 1 5 0 . 0 0  1 
Jun-9OjSL-20 ; 6.025.00 : 1 
Jun-91!SL-10 I 85.00 : 

- 7 -  
Jun-93/SL-10 j 579.95 ! 
D ~ - 9 4 / S ~ - 1 0  1,716.96 j 
DK-WSL-5 350.00 i I 

Jun-96iSL-5 18.916.57 I 

! I ! 

' 

- 

--- 

- 

- 
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Owenton Sewer 
AudR Report 
Year ended: June 30, 2002 

Kind of property 
Land 
Land 8 Ri~hts of Way 

, Date 

Subtotal - Land & 
Rights of Way 

Bulldings 
Improvements 

1938 

Restrwm improvements 

Method 
Life Rate 

2,250.00 

Subtotal - Buildings 8 
Improvements 

n/a 

2,250.00 

Apr-87 

Subtotal - Furniture 
Fixtures 

287.00 

I 

2.250.00 

SL-10 

5,962.15 

Beginning 
Balance 

2,250.00 

287.00 

I 

Additions 

287.00 

287.00 

5,962.15 

Accum. Depr. Retirements 

5.962.15 

ClAC Ending Balance 

287.00 287.00 
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Sewer Cleaning Machine Apr-93 SL-10 20.009.00 20.009.00 19,009.00 
Aerator Jun-96 SL-10 8,200.00 8,200.00 4.988.00 
2 Mver PumDs B 

subtotel - Equipment 113.256.25 113,256.25 1 90.o47.82 1 

Installation 
99 Deere 310E Backhoe 
(1 12) 

Nov47 

Sep99 
Aerators Apr-00 SL-10 11.962.00 

SL-10 

SL-10 
11.962.00 2.691.00 

4,842.84 

9,792.59 

4,842.84 

9,792.58 

2.218.00 

2,692.00 
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Improvements ( Dee-891s~-50 ! 2,110.399.46 / 2,170,399.46 1 526,880.00 1 1,168,806.00 
P u m ~  Station 1 I 1 I 
Replacements J U ~ I - ~ ~ ~ S L - ~ O  267,212.771 26721 2.77 69,472.00 

. ; 7--- Sewer Rehab and I I 
television service D ~ G ~ ~ I S L - ~ O  1 46,935.29 , i . 46.835.29 28,342.00 --T i Meters, services & 
installations - Jun-SO/SL-50 ! 2,000.00 2,000.00 500.00 
Meters, services 8 
installations var 6/88 /SL-50 1 4,700.00 ; 4,700.00 1,729.00 
Meters. services & 1 j i I 

I I I I 
I L +-;--- 

Subtotal - Distribution I 

~nstallations --- Jun-91!~~-50 ; 2,850.00 2,850.00 656.00 
Sewer Rehab 
Sewer Rehab 
Lift Station 
Madison Street Force 
Main 
Madlson Street Force 
Main ~-.-. 

System 
Grand Total Sewer 

i ; 2.795.966.81 I 
I 

2.795.966.81 1 855.606.32 1 1,275,144.26 
i 2,917,722.21 - I 2,917.722.21 1 951,903.29 1 1,275.144.26 
1 1 I 

I equals 6130102 equals 6130102 
i equals 6130102 audit audit audit 

DeG91lSL-20 1 my--\ 
Dec92iSL-20 I 6.913.78 , I 

4.561.51 
6.91 3.79 

15.450.00 

67.145.00 

9,851.78 

~ar -89 /S~-50 1 15.450.00 
I---- 

I 
I 

2,394.00 
3,287.00 
1,004.00 

3,357.00 

296.00 
I I I D~GOOISL-50 9.851.78 1 , 

- 

-- 
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Exhibit 2 
Real Estate 

Exhibit 2 
L 

Real Estate - Owenton Water and Sewer 
Owenton Waterworks I 
Audit Report I - 4 

Year ended: June 30.2002 

In Progress 

Owenton Sewer 
Audit Report 
Year ended: June 30,2002 
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Exhibit 4 
Contracts 

Agreement between Seller and Tri-Village Water District 
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Exhibit 5 
Employees 

- 
Date of Water WW 

Last name First name SS# hire Title licenses licenses DOB 

Gibson 

WATER 
Glore 

David /407.74.6060 / 5/9/1975 
I 

Office Manager 

Marshall 1401.82.2249 
I 

I 

Dempsey 

O'Banion 

1 I 

WTP Operator 

Callan 

I 

11-D 5121 
Athelene 1400.74.0190 

712411 9851~u~erintendent 

SEWER - 
Young 
Howard 
P 

Osborne --  - -  

61411 94 1 1/25/1971 

Ill-A 01488 

Steve - i404.04.8785 ..--.-- 1 6/29/1999 

I 
Anthony :302.50.1 179 41411 994 

ALT 532 ( 11-05029 
Ill-D 01489 1 

Maintenance backhoe 

WTP Operator 
i 

Bobby i405.88.1470 

I 

Terry j406.78.4222 , 6/26/1980 
I 

I 
i 

- . - _ _ c L  __I_____ 
Ashley 1401.33.0055 1 7/28/1997 
Robert 1404.84.7401 1 9/24/1985 

1/3/1955 

11-01916 

4/18/1979 

WWTPMlTP Operator 

5125,19511 

11-D 3707 1 
11-D 02682 ' 

Il-D 00173 I 
I Ill-A 03077 1 11-03030 

I 

LeeAnn 402.90 0709 1 4/1/1999 Billing Clerk 4 I-- -- --- - - - - - - j_ , --A 

Maintenance backhoe 

-- 
Maintenance 
WWTP Operator 

121911 959 

12/20/1959 

Ill-A 0061 1 / 11-00758 
11-D 05652 1 

612911 950 

ALT 532 1 
Ill-A 061 46 

I 

A__-. 
, 

11-D 5524 / 11-05743 

511 811 953 

713011 977 
8/30/1 953 
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Exhibit 6 
Employee Benefits 

Holidays 

Associates of the Company receive eleven paid holidays each year. The eleven holidays are: 

I Memorial ~ a v -  1 Christmas Eve I 

New Year's Day 
Good Friday 

I Fourth of Julv I Christmas Dav I 

Thanksgiving Day 
Friday after Thanksgiving 

Vacation 

Labor Day 

1 Completed Years of I Vacation I Completed Years of I Vacation 

Personal Floating Days* 
(2) 

20 Days 
21 Days 

..--.:-- I 7us Service 

Death in the Family 

1 Year 

22 Days 
23 Days 
24 Days 
25 Days 

rs 

- -  

9& 10 Years 
11 & 12 Years 
13 & 14 Years 

When death occurs in the immediate family of an associate and in a locality where it is reasonably 
for the associate to attend the funeral, the Company shall grant said associate up to three (3) 

consecutive scheduled working days at straight time for the purpose of making necessary arrangements 
and attending the funeral. The associate shall report to work no later than the second scheduled workday 
following the funeral. The Company should be advised when the associate plans to return to work. 
Within the meaning of this section, immediate family includes husband and wife, children, mother or 
father, brother, sister and immediate mother-in-law or father-in-law, stepfather or stepmother only. The 
Company shall grant two (2) scheduled work days with pay at straight time for the purpose of attending 
the funera) of a grandchild, grandmother and grandfather and one (1) scheduled work day with pay 
(providing the funeral occurs on a scheduled work day) at straight time for the purpose of attending the 
funeral of an immediate brother-in-law, sister-in-law, grandmother and grandfather of spouse. 

4 Years 
5 & 6 Years 
7 & 8 Years 

17 Days 
18 Days 
19 Days 

10 Days 15 & 16 Years 
2 Years 

13 Days 
15 Days 
16 Days 

21 & 22 Years 
23 & 24 Years 
25 Years Plus 

11 Days 17 & 18Years 
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Sick Leave 

The Company provides a sick leave program wherein each associate who has completed six months of 
continuous service will be eligible for compensation after the first day of illness. An associate who is 
unable to  perform his regular duties as a consequence of illness or accident shall be paid as follows during 
such disability: 

Effective July I ,  2001, new associates will have two weeks of annual sick leave in which the associate 
will receive 100% of hisher base pay. After the two weeks of sick leave has been exhausted, the 
associate will receive 75% of hisher base pay under the short-term disability benefit. If the associate 
needs to be off, for more than 26 weeks, the associate will start to receive long-term disability benefits @ 
60% of hislher base pay for as long as the associate remains disabled. 

The Company has the option to select a medical doctor to examine the associate stating that the associate 
was i l l  and unable to perform his regular duties during such absence. Only a doctor's form provided by 
the Company will be accepted. 

Leave of Absence for Sickness or Accident Disability 

Associates will be granted leaves of absence for sickness or accident disability for the maximum periods 
as follows: 

a 

Continuity of Income to a Disabled Associate 

YEARS 
TWO YEARS BUT LESS THAN FIVE 
YEARS 
OVER FIVE YEARS 

Because the Company realizes that delay sometimes occurs in the determination of benefits payable under 
the Worker's Compensation Law, the Company will pay a disabled associate's normal weekly wages in 
full for the period indicated under Sick Leave. All the associate need do is to agree that any benefits 
currently or subsequently received from the Worker's Compensation carrier (other than reimbursement of 
expenses) with respect to said period of disability, shall be assigned to the Company. The payments 
assigned from the compensation carrier to the Company include only weekly benefits for temporary 
disability. 

LENGTH OF SERVICE 

UP TO SIX MONTHS 
SIX MONTHS BUT LESS THAN TWO 

ONE YEAR 

TWO YEARS 

MAXIMUM PERIOD OF LEAVE OF 
ABSENCE 
TWO WEEKS 
TWENTY-SIX WEEKS 
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Group Insurance 

All full-time associates can participate in the insurance plan, beginning on the first day of the month 
following 30 days of continuous service. 

THE BLUECARD PPO PROGRAM is a national program that links participating doctors and hospitals 
to Blue Cross and/or Blue Shield Plans throughout the United States. Your only responsibility is for any 
applicable co-payments or coinsurance and any non-covered expenses. When a participating PPO 
physician or health care practitioner is used, helshe will file a claim of your behalf. If a nonparticipating 
provider is used, y o u  are responsible for paying for care up front at the time of service. You then submit 
the bill along with a completed claim form, for reimbursement. 

Information on the Plan is provided in the Summary Plan Description book. 

THE PPO DENTAL PROGRAM will be administered by Aetna. 

Information on the Plan' is provided in the Summary Plan Description book. 

Pension Plan (Retirement) 

Realizing the necessity of providing now, during your productive years, for the time when you will reach 
retirement, the Company has established and maintains a liberal pension plan. This plan covers both early 
and normal retirement, as well as disability retirement. After five years of continuous service, you have 
vested rights and will receive retirement benefits even if you leave the Company. For full information, 
consult "Your Pension Plan" booklet. Copies of this booklet may be borrowed from the  Director Human 
Resources. You may also consult your supervisor concerning pension benefits. 

Savings Bonds 

The Company encourages associates to participate in the U.S. Savings Bonds payroll deduction plan. 
Depending upon how much you decide to have deducted from each paycheck, you may receive any 
number of savings bonds per year. Consult the Accounting Supervisor or your immediate Supervisor for 
details. 

401(k) Savings Plan 

The Company allows all associates to contribute to the 401(k) Savings Plan on a Pre-Tax Basis. The 
Company will contribute 50 percent (50%) of the first five percent (5%) contributed starting July 1,2001. 
Please refer to the Summary Plan Description Booklet for full details of the Plan. 

Credit Union 

The Company is a member of the Members Heritage Federal Credit Union. lnformation on all benefits 
p v i d e d  by the Credit Union is included in the associate manual. 
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Central Kentucky Blood Center Program 

Kentucky-American Water Company participates in the Central Kentucky Blood Center  drives twice per 
year. A mobile unit will be stationed at our office complex and associates desirous of  donating can 
schedule a convenient time to give blood during working hours. 

Educational Assistance Plan 

A" educational assistance program was initiated in 1984 (revised in 1991) to assist associates who wish to 
continue their education on a voluntary basis, during off-duty hours. All associates will be eligible 
immediately with n o  waiting period required. If you have any questions, see your supervisor. 

Fishing Privileges 

Kentucky-American Water Company associates and their immediate families are provided free fishing 
privileges at No. 4 Reservoir. You are required to abide by the rules and regulations set forth by the Lake 
E]lers]ie Fishing Club. A Kentucky State Fishing License is required for anyone 16 years or older. See  
attached memo. 

3 12\C:\Work\LW1U(AWC\Owen1on\006 Purchase Agreement.doc 
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AGREEMENT 

0 THIS AGREEMENT made and entered into this 2004, 

by and between KENTUCKY-AMERICAN WATER COMPANY, a entucky corporation, 

with its principal offices at 2300 Richmond Road, Lexington, Kentucky 40502 and the C I T Y  

O F  OWENTON, KENTUCKY, a city of the 5th class in Kentucky, with its mailing address at 

220 South Main Street, Owenton, Kentucky 40359. 

W I T N E S S E T H :  

WHEREAS, the City of Owenton ("City") is duly incorporated pursuant to Kentucky 

Revised Statutes and has the necessary power and authority to own and operate water treatment 

and distribution facilities; and 

WHEREAS, the City believes that fblfillment of those responsibilities includes, where 

necessary, financing the cost of and undertaking the construction of certain water production 

facilities necessary to provide safe and reliable potable water service to customers in the city of 

Owenton and in Owen and surrounding counties, for purposes of this Agreement called the 

Kentucky River Raw Water lntake ("lntake"); and 

WHEREAS, the City lacks sufficient treatment facilities to supply the current and 

estimated future needs of the customers in Owenton and Owen and surrounding counties to be 

served by the Intake; and 

WHEREAS, the City believes it is in the best interests of the customers to be served 

from the Intake for Kentucky American Water to operate, maintain, repair and replace the Intake 

to be construed by the City; and 

WHEREAS, the City intends to finance and construct and own the lntake from grants 

from the Kentucky Infrastructure Authority ("KIA") and the Environmental Protection Agency 

KAW_SR_AGKYDR1#158_attachment4_081804
Page 57 of 69



("EPA") and from debt incurred by the City for the purpose of providing the necessary matching 

funds required by the granting agencies; and 

'WHEREAS, Kentucky-American Water Company ("Kentucky American Water"), under 

the Rules and Regulations of the Public Service Commission of Kentucky ("PSC"), is willing to 

operate, maintain, repair and replace the Intake; and 

WHEREAS, the City has determined that Kentucky American Water has the financial, 

managerial and technical expertise necessary to operate, maintain, repair and replace the Intake; 

and 

WHEREAS, Kentucky American Water in. return for its exclusive use of the Intake has 

agreed to pay a fee for the use of the Intake ("Use Fee") to be constructed by the City under this 

Agreement; 

NOW, THEREFORE, for and in consideration of the premises, which are hereby made 

an integral part of this Agreement and which are not to be construed as mere recitals, the 

covenants and agreements contained herein, and other good and valuable considerations, the 

receipt and sufficiency of all of which are hereby acknowledged, the Kentucky American Water 

and the City agree as follows: 

CONSTRUCTION O F  INTAKE. 

After the conditions precedent described in Section VJII have been satisfied, the 

City shall proceed promptly and diligently to construct the following facilities: 

City shall design, purchase, install, and own the Kentucky River Raw Water 

Intake as shown on attached drawing marked as Exhibit A. The Intake will be constructed at a 

total cost to the City estimated at approximately $750,000. Final design and construction of the 

Intake shall be approved by the Kentucky American Water. 
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11. SUPPLY OF WATER. 

A. Quality and Quantity of Water. Upon completion of construction under 

this Agreement, Kentucky American Water agrees to provide to all customers served from the  

Intake, subject to the terms, conditions, undertakings, agreements, and limitations provided in 

this Agreement, its tariff, and PSC regulations, the total potable water requirements of its 

customers. Kentucky American Water will be paid for the water supplied to customers at the 

rates of Kentucky American Water from time to time approved by the PSC and all customers 

supplied by the Intake shall be customers of the Kentucky American Water. 

B. Monitoring of Water Ouality. Kentucky American Water shall monitor 

the water quality and be responsible for compliance with all state and federal standards for 

fmishing water to the public. 

C. Possible Water Shortage. In the event of an extended shortage of water, 

or if the supply of water from Kentucky American Water is otherwise diminished or impaired, 

the supply of water to the customers served from the Intake shall be reduced or diminished to 

each customer in approximately the same proportion within each class of service. Any 

notification given by the Kentucky American Water to customers supplied by the Intake of any 

anticipated shortage of water shall also be given to the City. 

Ill. TERM OF THIS AGREEMENT. 

The term of this Agreement shall extend for forty (40) years from the date hereof 

and thereafier may continue in effect from year to year after the initial 40-year term of the 

Agreement by mutual consent of the parties, unless otherwise terminated as provided herein. 
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IV. PLANS AND SPECIFICATIONS FOR KENTUCKY RIVER RAW 

WATER INTAKE. 

A. Approval of Plans and Specifications. City has agreed to retain the 

services of MSE Engineers to prepare the necessary plans and specifications and because 

Kentucky American Water will bear the cost of operating, maintaining, repairing and replacing 

the Intake, City agrees, prior to preparation of the necessary bidding documents, to submit the 

plans and specifications for the Intake to Kentucky American Water for approval, which 

approval shall not be unreasonably withheld, in order to insure that those plans and specifications 

meet Kentucky American Water's standards of construction. 

B. Right to Inspect Construction. Kentucky American Water shall have the 

right, but not the obligation, to inspect the construction of the Intake. In the event an inspection 

by Kentucky American Water during construction of the Intake or of the construction techniques 

or methods employed by, or for, City or its contractor during construction reveals that 

construction of the Intake is not proceeding according to the approved plans and specifications, 

Kentucky American Water shall, within 15 days of any inspection by Kentucky American Water, 

give written notice thereof to City, and City hereby agrees that it will either (i) correct, or cause 

its contractor to correct, such discrepancy within 30 days of receipt of such notice or (ii) treat 

such construction as provided under Section VJ below. 

V. PAYMENT OF THE USE FEE TO CITY. 

In exchange for the benefits of having exclusive use of the Intake for part or all of 

its raw water needs in Owenton, Kentucky and in Owen and surrounding counties as provided in 

this Agreement, Kentucky American Water agrees (after PSC approval) to pay directly to the 

City the actual and reasonable costs of the debt service required to provide the matching h n d s  
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for the Intake. At the time of payment of all of the costs of the debt required to provide the  

matching funds for the Intake, which payment may be made at any time by Kentucky American 

Water upon its sole election, ownership of the Intake shall vest in Kentucky American Water and  

this Agreement shall terminate. 

VI. OPERATION AND MAINTENANCE OF INTAKE BY KENTUCKY 

AMERICAN WATER FOR CITY. 

A. Kentuckv American Water to Operate. After construction Kentucky 

American Water hereby agrees to operate, maintain, repair, and replace Intake described in 

Section 1 of this Agreement and all appurtenances added thereto with the written approval of 

Kentucky American Water and City. Notwithstanding the foregoing, Kentucky American Water 

shall not be under any obligation to maintain, repair or replace at its expense any condition, 

defect or malfunction arising from the installation of Intake by a City contractor or vendor which 

installation fails to meet the standards of Kentucky American Water, if such discrepancy in 

design or installation is reported in writing by Kentucky American Water to City within 15 days 

of discovery as provided in Section IV. 

B. Repair of Faultv Construction. In the event that it becomes necessary to  

relocate, replace, maintain or repair any condition, defect or malfunction arising from faulty 

installation for which notice as set forth herein has been given to City by Kentucky American 

Water, and City has not been successful in correcting or causing its contractor to correct said 

deficiency arising from faulty installation, such replacement, relocation, maintenance or repair 

will be made by a contractor approved by Kentucky American Water or by Kentucky American 

Water upon notification by City using funds advanced by Kentucky American Water. Upon 
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demand by Kentucky American Water, City agrees to assign and transfer all its rights and 

privileges, from and against its contractor, to the Kentucky American Water. 

C. Replacement of Unit of Propertv. In the event Kentucky American 

Water, under the terms of this Agreement, is required to install, relocate or replace any "unit of 

property" within the Intake, such unit of property being defined in the Uniform System of 

Accounts of the National Association of Regulatory Utility Commissioners ("NARUC"), 

Kentucky American Water shall make such installation, relocation or replacement at its cost; 

provided, however, that in every such instance the unit of property shall be, and remain, the 

property of Kentucky American Water and shall be properly includable in the depreciable utility 

plant of the Kentucky American Water in calculating its cost of service and resulting rates. 

D. Ownership of Units of Proper*. The City agrees that, in those instances 

in which the Kentucky American Water installs, replaces or relocates any unit of property on the 

Intake pursuant to the provisions of subsection C of this Section VI, the Kentucky American 

Water shall, by virtue of this Agreement, have the right to use all of related rights of way, 

easements, licenses or other property interests necessary for Kentucky American Water to have 

and own such unit of property in the location and manner in which it is installed, replaced o r  

relocated on the Intake. 

VII. SERVICE AREAS. 

It is expressly understood and agreed by Kentucky American Water and the City 

that: 

A. Kentucky American Water Right to Serve. Kentucky American Water 

shall be permitted to install and maintain such Kentucky American Water Facilities within 
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Owenton and O w e n  and surrounding counties as are necessary to enjoy and fulfill its rights and 

obligations under this Agreement, subject to the terms and conditions set forth i n  this Agreement. 

B. Kentucky American Water Customers. Except as otherwise provided 

in this Agreement, all customers served through the Intake, either at present or in the future, by 

Kentucky American Water shall be considered customers of Kentucky American Water. 

C. Use of Intake After Termination. As part of the consideration under this 

Agreement, Kentucky American Water shall have the right, at the actual and reasonable cost of 

operatjon, maintenance, repair and replacement of the Intake, even after termination of this 

Agreement, to have exclusive use of the Intake, and all future additions thereto, and to serve any 

of its customers in  Owenton and Owen and surrounding counties who then and at any time in the 

future rely on the Intake .for their supply of water. 

VIII. CONDITIONS PRECEDENT TO EFFECTIVENESS OF AGREEMENT. 

a Kentucky American Water and the City understand and agree that this 

Agreement, and the obligations of each of them hereunder, are expressly conditioned upon the 

following, each of  which is a condition precedent to the validity and enforceability of this 

Agreement. 

A. Funding. The City shall have received the necessary funding, including 

the grants from the EPA and KIA and the required matching funds, to enable it to carry out its 

obligations under this Agreement. 

B. Approval of A~reement.  The PSC shall have approved this Agreement 

and granted, if necessary, a certificate of convenience and necessity for the construction of the 

facilities contemplated by this Agreement. 
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C .  Requisite Permits. The City shall have acquired all necessary permits 

from all applicable local, state and federal agencies and shall provide evidence to Kentucky 

American Water, satisfactory to counsel for Kentucky American Water, that it has  all of the 

necessary rights of way, easements, licenses or permits necessary for the installation of the 

Intake; provided, however, that in the event that it is later discovered that City does not have a 

right of way or easement for a portion of the Intake, this condition precedent shall be deemed 

satisfied if the City acquires such right of way or easement, and the related right of entry, by 

eminent domain at no cost to Kentucky American Water. 

D. Approval of Public Service Commission. If the PSC is required by law 

to approve this Agreement, then the PSC shall have approved this Agreement and all of its terms, 

conditions, undertakings, agreements, and limitations. Specifically, and without in anyway 

a limiting the generality of this condition, the Order approving the Agreement, if required, and the 

transactions contemplated thereby shall: 

(1) Authorize and approve the use of the Use Fee as provided in the 

Agreement; 

(2) Authorize the inclusion in depreciable utility plant of the Kentucky 

American Water any amounts expended by Kentucky American Water for the cost of 

installing the lntake and of installing, replacing or relocating any parts of the lntake 

which are defined as a "unit of property," in the NARUC Uniform System of Accounts 

and which are relocated or replaced by Kentucky American Water at its cost pursuant to 

Section V1 of this Agreement; and 

E. No Adverse Ruling. The PSC shall not have attached to any Order any 

terms, conditions or limitations which shall adversely affect this Agreement or the economic 
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feasibility of this Agreement between the parties insofar as requiring either of the parties to take 

any action or refrain from taking any action which, in the opinion of their respective counsel, 

might require them, or either of them, to breach any of their obligations under any Mortgage 

Indenture, as supplemented, or any other agreement to which either of them might be a party. 

IX. REPRESENTATIONS AND WARRANTIES. 

A. City Rearesentations and Warranties. The City represents and warrants 

to Kentucky American Water as follows: 

(1) The execution, delivery, and performance of this Agreement by the 

City has been duly authorized, and this Agreement constitutes a valid and binding 

obligation of the City enforceable in accordance with its terms; 

(2) The execution and performance of this Agreement in accordance 

with its terms by the City will not violate any provisions of law, violate the terms or 

conditions of the various funds, or violate any other instruments relating to the 

construction of the Intake; and 

(3) The City is, and will take all necessary steps to continue to be, an 

"Eligible Applicant" as defined by the EPA and the KIA. 

B. Kentucky American Water Representations and Warranties. 

Kentucky American Water represents and warrants to City as follows: 

( I )  The execution, delivery, and performance of this Agreement by 

Kentucky American Water have been duly authorized, and this Agreement constitutes a 

valid and binding obligation of Kentucky American Water enforceable in accordance 

with its terms; and 
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(2) The execution and performance of this Agreement in accordance 

with its terms by Kentucky American Water will not violate any provisions of Kentucky 

American Water's indentures. 

X. ASSJGNABILITY. 

This Agreement shall be binding upon the successors and assigns of the respective 

parties hereto. 

XI. NOTICE. 

Any notice, demand or request given hereunder shall be deemed suficient if in 

writing and sent by certified mail, postal charges prepaid, to Kentucky American Water,  

Attention: President, 2300 Richmond Road, Lexington, KY 40502, and to City addressed to  

Mayor, at or to such address as the parties shall indicate by written notice to the other party. 

XI]. CAPTIONS. 

The captions preceding the text of the sections of this Agreement are inserted 

solely for convenience and reference and shall not be used to construe, interpret or affect any 

provision of this Agreement. 

IN WITNESS WHEREOF, Kentucky American Water, a Kentucky corporation, and 

the City of Owenton, Kentucky have caused this Agreement to be signed, by their proper and 

authorized officers, all as of the day and year first above written. 

KENTUCKY-AMERICAN WATER COMPANY 
-. - - .- . 7 

-__..... .. < 
BY: -- 
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CITY OF OWENTON 

- 
W W ( .  -.. BY: 

Witness 
1 

Mayor 

COMMONWEALTH OF KENTUCKY ) 

COUNTY OF OWL /3 1 

tiL The foregoing instrument was acknowledged before me this /5 day of 
AlUdRV ,2004, b y 7 0  \I h? u ,GI) , President of Kentucky-American 

water corhpany, a Kentucky coboration, on'behalf of the corporation. 

MY Commission expires: j / - /Y -0 (t 

COMMONWEALTH OF KENTUCKY ) 

COUNTY OF OWEJ 1 

The foregoing ins&rnenf was acknowledged before me this / 5 4 d a y  of 
A/I /L~I~R >/ , 2004, by U . M , vdfi7-1 E,Q , Mayor of the City of Owenton, 

Kentucky, on behalf of the City. 

My Commission expires: // - i Lj - C ($ 

3 12\C:\work\lwiUtawcbwenlon\007 KY River Intake O&M Agr.doc 
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1 
AMENDMENT NO. 1 TO ASSET PURCHASE AGREEMENT 

THIS AMENDMENT NO. I TO ASSET PURCHASE AGREMENT dated July 
1 Zth, 2004 (hereafter "Amendment") to the Asset Purchase Agreement ("Agreement") 
between the City of Owenton ("Seller") and Kentucky-American Water Company 
("Buyer") dated January 15,2004, 

WITNESSETH: 

That for the consideration expressed herein and other good and valuable consideration 
between the Seller and Buyer, the Agreement is hereby amended as follows: 

I. EXCLUDED ASSETS 

A. The following Seller's assets are excluded from the purchase of assets 
described in Section 1 of the Agreement and Exhibit 1 thereto: 

I. All of Seller's six-inch diameter sanitary sewer force main lines 
consisting of Line 'A' from Station 16+50 to Station 79+69.82 
(approximately 6,320 feet) as shown on the plans of Owen County 
School System Sewer System Expansion Project dated April, 2001, 
drafted by GRW Engineers; and 

2. All of Seller's six-inch diameter finished drinking water lines and 
existing water lines (approximately 2,028 feet) along Kentucky 
Highway 22 between Station I +  280.000 and 1 + 789.949, as shown 
on the plans of Owen County, Kentucky, City of Owenton, KY 22 - 
Utility Relocation Sta. 1 +28O.OOO to Sta. 1 +789.949 dated October, 
2003, drafted by MSE Engineers; and 

3. All of Seller's twelve-inch diameter raw water lines and all of its four- 
inch diameter finished drinking water lines within a radius of one-half 
mile of the intersection of Squiresville Road and Kentucky Highway 22 
in Owen County. 

B. The above described assets ("Excluded Assets") shall remain the property of 
Seller until after said Excluded Assets are relocated from their present 
location to the approved places required by the Kentucky Transportation 
Cabinet. At such time this is completed, Seller agrees to transfer to Buyer 
and Buyer agrees to purchase, free and clear of all liens, claims and 
encumbrances, the Excluded Assets for the amount referenced in Section 3 
of this Amendment. 

C. Seller and Buyer agree that the sum of $50,000.00 shall be retained by Buyer 
in an escrow account and shall be paid to Seller upon the completion of the 
events in Section 2 of this Amendment and the transfer of title of the Excluded 
Assets. 
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J 
D. Buyer and Seller agree that all of the terms, conditions, agreements, 

representations, warranties and commitments in the Agreement shall also 
apply to the Excluded Assets. To this extent, the Agreement is incorporated 

~. . 

herein by reference. 

During the period of time that the Excluded Assets are owned by the Seller, 
the Seller agrees that it will allow, without further consideration, Buyer to use 
the Excluded Assets for the supply, delivery, flow, pressure and treatment of 
water and other purposes of Buyer as part of the water supply system assets 
being purchased by Buyer. 

In the event that the relocation of the Excluded Assets is required to be paid 
by the Buyer, then the purchase price set forth in the Agreement shall be 
reduced by the amount of the Buyer's cost of relocation. 

II. DEPRECIATION AFTER JULY 31,2004 

A. In the event the Closing Date occurs after July 31, 2004, then, for purposes of 
the consideration referred to in Section 2 of the Agreement, book depreciation 
on assets in service on July 31, 2004 shall be that amount as of July 31, 
2004. 

B. Any assets purchased after July 31, 2004 shall be valued on the Closing Date 
at cost less book depreciation less any contributions in aid of construction. 

Ill. Except as specifically provided herein, all other terms and conditions of the 
Agreement remain in full force and effect. 

Agreed by the Seller and the Buyer, this 12th day of July, 2004. 

Seller: 

CITY OF OWENTON 

Seller: 

KENTUCKY-AMEG WATER 

. z a ~  BY. 
D. M. Wotier, Mayor 

0 Freda C. Prather, City Clerk 
Witness: 
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