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o RECEIVED
MARTIN COUNTY WATER DISTRICT ~ wag 1 2 2002

HC69 - BOX&875 . PUBLIC SERVICE
' : COMMISSION

INEZ, KENTUCKY 41224

JANUARY 10th, 2002

SPECIAL MEETING OF THE WATER DISTRICT

THE MEETING WAS CALLED TO ORDER BY HERMAN FLETCHER, ACTING CHAIRMAN FOR
THE WATER DISTRICT. OTHER MEMBERS IN ATTENDANCE WERE NOLA JEAN ANTLE
AND BRUMLEY MARCUM. VISITORS IN ATTENDANCE WERE DILLARD GRIFFIN AND
TIM COY FROM KY/AMERICAN WATEKR, WHO DID A PRESENTATION OF THEIR FIRM
AND THE SERVICES THEY OFFER. ANOTHER VISITOR WAS TOM STERN, WHO WAS
REPRESENTING THE KENTUCKY DIVISION OF WATER. ‘

AFTER DISCUSSING THE NEEDS OF THE WATER DISTRICT WITH KY/AMERICAN WATER
THE WATER DISTRICT. COMMISSIONERS DECIDED TO SIGN A CONTRACT WITH XY/

AMERICAN TO MANAGE ALL OPERATIONS OF THE DISTRICT.
HERMAN FLETCHER MADE A MOTION TQ SIGN A TEMPORARY CONTRACT WHILE A
PERMANENT CONTRACT IS BEING DONE. BRUMLEY MARCUM SECONDED THE MOTION.

IT WAS A UNANIMOUS VOTE.

HERMAN FLETCHER MADE A MOTION TO ADJOURN THE MEETING, NOLA JEAN ANTLE
SECONDED THE MOTION.

gy}



KAW_SR_AGKYDR1#158_attachment5_081804
Page 2 of 1Q1

RECEIVED
MAR 1 2 2002

PU
INTERIM OPERATIONS AGREEMENT e E

This Interim Operations Agreement (Agreement) dated as of this ﬁay of .
January 2002, between Kentucky-American Water Company (KAWC), a Kentucky
corporation, and the Martin Couﬂty Water District (Martin County).

WITNESSETH:

WHEREAS, KAWC and Martin County are interested in negotiating the long
term agreement for the operation, maintenance and management of the water treatment and
distribution facilities of Martin County (“System”) under a definitive agreement to be
negotiated and executed between Martin Couhty and KAWC;

WHEREAS, KAWC and Martin County anticipate that a significant period of
time will elapse during the due diligence necessary to investigate and finalize the definitive
agreement related to such long-term operation, maimenancé and managément of the System;

WHEREAS, Martin County has concerns about the continued ability of Martin
County to render quality water service in accordance with state regulations to its customers ‘
during such due diligence period;

WHEREAS, Martin County desires that KAWC, on an interim basis and
pending the negotiation and execution of a possible long-term, definitive agreement, provide
to Martin County certified water treatment plant operator(s) as may be necessary to operate

the System in accordance with state regulations with regard to staffing;

1/24/2002
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WHEREAS, pending execution of such a definitive agreement or a decision by
either KAWC or Martin County that such a long term agreement is not feasible, KAWC and
Martin County desire that KAWC provide to Martin County certified water treatment plant

operator(s) as may be necessary to operate the System in accordance with state regulations

with regard to staffing;
WHEREAS, Martin County and KAWC acknowledge the emergency nature of

the current Martin County situation regarding the availability of certified water treatment

plant operators.

NOW, THEREFORE, for and in consideration of the covenants and agreementé
herein contained and for other valuable consideration, the receipt and sufficiency of which are
hereby acknowledged, the parties agree that:

1. Subject to the right to terminate the interim Agreement as provided below,
Martin Ceunty hereby comrects with KAWC to provide certified water treatment plant
operator(s) as may be necessary to operate the System in accordance with state regulations
regarding staffing, with the understanding that said operator(s) provided by KAWC shall operéte
the Sysfem for the benefit of Martin County.

2. KAWC shall provide certified water treatment plant operator(s) with the
operating skills and expertise necessary to operate the Martin County water treatment plant on
the following terms and conditions:

a. KAWC shall assume the responsibility to provide
certified water treatment plant operator(s) for the

20f6 1/24/2002

Interim Agreement
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System as necessary and in accordance with state
regulations regarding staffing.

b. KAWC shall invoice Martin County monthly for the
actual cost of expenses associated with those services
which it renders for Martin County, such costs and
expenses to be based on receipts for expenditures or,
where such services are provided directly by KAWC,
upon the fully distributed cost of such services. Said
invoices shall be fully paid within twenty (20) days of
receipt.

c. KAWC shall retroactively invoice Martin County to
the date certified water treatment plant operator
services were first provided to Martin County by
KAWC.

d. Martin County and KAWC shall agree on the hours of
operation of the Martin County water treatment
facilities for which KAWC is to provide certified
water treatment plant operator(s). Martin County
shall not deviate from such schedule of operations for
the term of this Agreement except by prior agreement
with KAWC.
3. The provision of certified water treatment plant operator(s) by KAWC during
this Agreement shall be for the purpose of assisting Martin County to furnish water service to its
customers. Martin County shall be entitled 1o all revenues resulting from the operation of the System

under this Agreement, less any payment to KAWC for the actual or distributed costs incurred and

invoiced by KAWC as described in Section 2(b) above.

4. Martin County understands and agrees that in carrying out its obligations
under this Agreement, KAWC is not assuming and shall not be liable for any Martin County debt by
virtue of this Agreement. Martin County will indemnify and hold KAWC (and its directors, officers,

employees, and agents) harmless from any liabilities or damages, including regulatory actions,

1/24/2002
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arising from its performance under this Agréement, except for the gross negligence or willful
misconduct of KAWC.

5. In addition to reimbursing KAWC for its costs and expenses during such
interim operations under this Agreement, Martin County further agrees that Martin County shall
continue to responsible. for, and shall pay, all other costs and expenses incident to the operation of
the System during the period of this Agreement. |

6. During the effectiveness of this Agreement, all employees of Martin Couhty

~ shall continue to be employees of Martin County on the terms and conditions of their employment,
“and Martin County specifically understands and agrees that KAWC is not the employer of 'any
-employees of the Martin County System, other than the certified water treatment plant operator(s)
that KAWC provides.

7. KAWC and Martin County agree that during the Agreement, c.ertliﬁed water
treatment plant operator(s) provided by KAWC shall use reasonable efforts to respond to any
operating problems of Martin County, but that Martin County shall remain liable for any operating
losses of the System and shall be responsible for any and all operational costs and capital
improvements necessary to the System.

8. It is understood and agreed by the parties that the relationship of KAWC to
Martin County is that of independent contractor. The services provided for under this Agreement
are of a professional nature, and shall be performed in accordance with good and accepted industry

practices for professional contract operators similarly situated in the Commonwealth of Kentucky, -

and at the same time.

Interim Agreement 40f6 1/24/2002
Martin County 10:44 AM
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9. It is understood and agreed by the parties that each shall obtain and maintain
levels in insurance coverage described herein and each ﬁarty shall provide the other with satisfactory
proof of insurance. KAWC shall maintain (a) statutory worker’s compensaﬁon insurance coverage
for all of KAWC’s employees at the System as required by the Commonwealth of Kefxtucky, and (b)
comprehensive general liability insurance, insuring KAWC’s negligence, in an amount not less than
one million dollars ($1 ,OO0,000) combined single limits for bodily injury and/or property damage.
Martin County shall maintain (a) statutory worker’s compensation insurance coverage for all of
Martin County’s employees associated with the System as required by the Commonwealth ‘of
Kentucky, (b) property damage insurance for all property, including vehicles owned by Martin
County and operated by KAWC under this Agreement, and (c) automobile liability insurance for
collision, comprehensive, and bodily injury on all motor vehicles owned by Martin County and used
in furtherance of the System, as required by the Cémmonwealth of Kentucky. Any property,
including vehicles, not properly or fully insured shall be the financial responsibility of Martin
County.

10.  This Agreement shall be interpreted under the laws of the Commonwealth of
Kentucky and any action arising under this agreement or as a result of performance hereunder shall
be in the venue of the appropriate court in F.ayet‘te County, Kentucky. -

11. This Agreement shall tenm'naté upon mutual agreement of the parties or upon
twenty-four hours written notice to either party by the other party without cost or liability to either
party, except for reimbursement by Martin County of all costs as provided in Section 2(b) above.
Notice of termination shall be valid if delivered by electronic transmission or facsimile transmission
to:

Interim Agreement 50f6 1/24/2002
Martin County 10:44 AM
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KAWC:

Kentucky-American Water Company
2300 Richmond Road

Lexington, KY 40502

Fax Number: (859) 268-6327

E-mail Address: rwmundy@kawc.com

Martin County:

Martin County Water District
Post Office Box 875

Inez, KY 41224

Fax Number: (606) 298-4913

IN WITNESS WHEREQF, the parties have executed this Agreement

as of the date first written above.

Interim Agreement
Martin County

e —'_7 . .
KEN’I({J CKY-AMERI CA:I/:\?TER COMPANY

LA

V"

MARTIN COUNFY WATE
By 9-’ m/ 5
(
Hs/ W”/‘x

6of 6 172412002
‘ 10:44 AM
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"Bill and/or Kathy To: <rwmundy@kawc.com>, <nrowe@kawc.com>, <hmiller@kawc.com>
Bunch" cc: <lhelton@kawc.com>, "Jim Hamilton" <jhamilto@wvawater.com>
<bkbunch@meginc.co Subject: Update on Martin County

m>

01/26/2002 07:05 AM

We have a signed Interim Agreement with Martin County. Roy - I will get the agreement to you for your signature.
Martin County is very interested in proceeding with discussions on a management contract. I left copies of our draft
agreement with them for their review. They are, as expected, concerned about cost.

Chairman Triplett sent copies of both the Interim and the Draft O&M to the water board's counsel, EE "Bud"

Adams, yesterday. (Adams is an old law school buddy of Triplett and apparently does most of his work for the water
board free gratis as friend of Triplett) Triplett, who is quite the political figure in this mix, is concerned that the
water board cannot contract for a term beyond the current sitting fiscal court’s term in office. I have run into this
argument before and believe that it cannot possibly be valid as most construction, financing and service contracts of
local governments do in fact extend beyond the term of its sitting legislative body. However, the argument is one of
many arguments in Don Wiggins current lawsuit against Winchester. Herb - you may want to brush up on the law
related to this issue as I am confident we will be questioned on it.

Time does appear to be of the essence in getting an O&M deal signed. The water board is ready - even Triplett is
ready if you read between all the political jargon - and the political situation seems right. We need to get a team of
our folks on an assessment ASAP. Hopefully, we can do this next week. We should coordinate our visit with Harold
as it will be beneficial for all if we work together on the assessment. Nick - we will need your go-ahead to get
resources allocated for a KAWC assessment team. Although time is of the essence, we need to make sure that we tie
down the full cost on this deal.

In addition to looking at the overall system, our engineering folks will need to look at the 3-4 current contracts
(ongoing or under warranty) with regard to facilities that are not yet working properly. These we may be able to
force the engineer or contractor to fix without additional cost. They have had no one to watch over projects in the
past and have been eaten alive with failed projects and change orders. PDR has done them no favors, in my opinion.
They are currently in compliance with regard to water quality. Tim Coy has done wonders while there in getting
things working properly. He and Harold have a good understanding of what needs to be done with regard to
treatment. The ability of the existing plant to meet future regulations is of question. Need also to look at their 50%
loss ratio to get a feel for where the losses are coming from. They do not have a meter change-out program nor a
meter testing program. Many of their meters are old. Staff suspect that there are numerous cases of unmetered taps,
bypasses, etc. The finance and administration side also bears some investigation. Likewise, they have no leak
detection program. The fix only those leaks that make it to the surface. They have a high percentage of uncollected
bills and their collection procedures appear very loose. 1 spoke with three customers while there. Each indicated
significant frustration with billing, collection and current management of the utility.

With regard to O&M cost, staff and board are concerned. In addition to the actual cost, they will also want a feel for
where we think rates will go over the contract period. While they heavily favor a contract that can be accomplished
with current rates, 1 emphasized with them the potential for additional cost due to the fact that things have been let go
for so long. Stability of rates is important to them. Their largest developer, Jim Booth, described to me as the
"richest man in Martin County", is not concerned as much with what the rate is as the rate trend. He is very much on
our side and is hopeful that, after building community confidence with the water system, that we will also be invited
to operate the sewer system as well. He also believes that a successful management contract will lead to acquisition.
1 will be meeting with him next week - want to cultivate this relationship.
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The distance of Martin County from Lexington is an issue that we will need to consider. I takes about 2.5 hours to
get there. It is good road, but still a distance. Jim has suggested that we might consider an inter-company agreement
with West Virginia for certain engineering and management services so that it could be serviced from Huntington,
which is only an hour away. Food for thought.

In summary, my initial impression of the system is that it is a reasonably good system that we could turn around in
short order. 1 am hopeful that we can get the loss ratio and collection problems under control very quickly to
generate additional funds for O&M rather than having to seek increased rates. The current staff are very supportive
of us coming in as are the board members and certain influential community leaders. Harold and Tim have
impressed everyone there and have established very positive relationships for the Company. Cost, of course, is the
big question.
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o \_\\‘\ Kentucky-American Water Company

2300 Richmond Road - Lexington, Kentucky 40502 - (859) 269-2386 - Fax (859) 268-6327

Bill Bunch

Business Development
(859) 268-6318

(859) 335-3314 Fax

MEMORANDUM

TO: Jim Hamilton
DATE: March 28, 2002

SUBJECT: Potential O&M Agreement with Martin County Water District

At the request of the Kentucky Division of Water, KAWC was contacted by the Martin County Water
District (MCWD) in early January 2002 for technical assistance. At the time, the MCWD was in
violation of state regulations regarding water quality and water treatment operations. They had only one
licensed water treatment plant operator at the time, we operating the plant without licensed supervision,
and were not consistently meeting water quality standards.

. At the invitation of the MCWD Board, KAWC attended a special called meeting of the Board on
January 10, 2002 at which time the needs of the District were discussed. KAWC associates Dillard
Griffin and Tim Coy presented information about American, KAWC and the services that we offer. As
a result of these discussions, the MCWD Board approved motions to (1) enter into a contract with
KAWC to manage all operations of the District and (2) enter into a temporary contract while a
permanent agreement is being prepared. KAWC began providing MCWD with a licensed water
treatment plant operator effective January 11.

An Interim Operations Agreement was signed on January 25, 2002 which provides for KAWC to supply
water treatment plant operator(s) to MCWD as necessary to operate their water treatment plant in
compliance with state regulations while necessary due diligence for a long-term agreement is being
performed. That agreement remains in effect and KAWC continues to supply MCWD with one licensed
water treatment plant operator.

A KAWC assessment team has produced a lengthy list of operations, maintenance and capital
improvement items that must be addressed in order to bring the operation into compliance with all state
and federal regulations, ensure appropriate water quality, and correct existing administrative problems.
Cost estimates have been generated for each of these items and are reflected in the evaluation model.

KAWC proposes to enter into a long-term operations and maintenance (O&M) agreement with MCWD
to operate and manage their entire operation. The term of the proposed agreement is 15 years. KAWC
further proposes that MCWD fund all necessary improvements as are currently identified by KAWC, or
‘ as may be identified in the future, from customer rates, grants, or loans, KAWC does not propose to
invest any internal capital into the MCWD system. KAWC understands that there may be significant
state and federal grant and subsidized low-interest loan funds available to MCWD for these purposes.
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The attached model (MCWD Contract Analysis 1) projects the results of MCWD operations over the
proposed fifteen-year contract period. The model assumes that MCWD will increase rates at the outset
of the agreement as necessary to fund all O&M and capital improvements as identified by KAWC to
bring operations into compliance although rate increases may not be necessary due to the availability of
grant funds. In other words, this is a “worst case scenario” for MCWD in terms of rate impact.

The model assumes a KAWC management fee of ten percent (10%) of gross revenue. Management fee
revenue over the life of the agreement is projected at $2.5 million. In addition, KAWC will provide its
leak detection, laboratory analysis and sampling, finance, administration, and other services for which
MCWD is currently paying other outside parties. These additional potential revenue sources result in an
average potential total annual return on the agreement of 14.1% over the fifteen-year period (14.9% in
year 1).

MCWD currently serves approximately 3,200 households and averages 1.2-1.4 MGD water treatment
per day. Martin County borders West Virginia along the Tug River in Southeast Kentucky and serves
the majority of the county with potable water service. Neighboring water systems include the cities of
Paintsville, Prestonsburg, and Pikeville and the Mountain Water District. KAWC currently operates the
Pineville Water and Sewer System, also in Southeast Kentucky, under O&M agreement. KAWC is
currently pursuing potential business partnerships with the city of Jackson, also in the Southeast
Kentucky region.

~ Public perception of the MCWD is quite poor. Persistent reports of poor water quality, discolored
water, interruptions in service, alleged mismanagement, and alleged misappropriation of funds are all
current issues that get regular play in the local newspaper. The local media, community leaders, utility
board, and staff all seem to be very supportive of a long-term agreement with KAWC.

KAWC is now ready to draft a long-term O&M agreement for presentation to the MCWD Board for
consideration. To that end, I need your direction as to approval of this course of action and whether this
agreement would be under AWS or KAWC.

Please contact me if you have any questions or concerns.
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o ky-American Water Company
Evaluation of Martin Couinty Water District
tncome Statement - Pay-As-You-Go

[ KAWC Prajection ]
Base
Year
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Depreciation 350,000 350,000 350,000 350,000 350,000 350,000 350,000 350,000 350,000 350,000 350,000 350,000 350,000 350,000 350,000
Totat Operating Expenses 1538275 1,538,771 1,560,140 1,513,617 1.520,347 1,552,287 1 585,156 1618978 1,653,784 1689595 1726450 1,764,379 1811911 1 852,162 1,893,585
Operating Income : (152,275) (311) (6.296) 55766 64730 48,641 31.781 14,129 (4346) (23663) (43850) {64962) (10,529)  (32.766)  (55,995)
Other Income and Expenses
interest Income 0 0 0 0 0 0 0 0 1] 0 0 0 [\] [} 0
Other income 1] 0 0 0 0 [ ] 0 0 0 0 0 (1] 0 1}
Total [ 0 0 0 0 ] (] 0 1] 1] 0 1] (] 0 0
Income (Lass) Before Interest Expense (152,275) (311) (6.296) 55,766 64,730 48,641 31,781 14,120 (4346)  (23663) _ (43.859)  (64,962) (10.529) (32,766)  (55,995)
Interest Expense 107,993 105,564 102,511 99,215 96,854 83,671 90,413 87,088 83,897 80,906 77,820 74,641 71,419 67.999 64,528
Net Income {Loss) (260,268) _(105875) (108,807) _ (43449) (32.124) _ (45030)  (58,632)  (72960) _ (88,243) (104,569) (121679) (130603)  (81,948)  (100,765) (120.523)
Cash Basis
OBM Expenses 1,188,275 1,188,771 1,210,140 1,163,617 1,170,347 1,202,287 1,235,156 1,268,978 1.303,784 1339595 1376450 1,414379 1461811 1502162 1,543,585
Interest Expense 107,993 105,564 102,511 99,215 96,854 93,671 90,413 87,089 83,897 80,906 77820 74,641 71,419 67,999 64,528
Principatl Payment 65,344 74,006 76,208 80,119 82,705 85,963 88,792 86,494 82,268 85,516 88,739 90,937 96,111 98,361 67,400
Funding of Reserve Accounts 6,000 6,000 6,000 6,000 6,000 6,000 8,000 6,000 6,000 6.000 6,000 6,000 6,000 6,000 6,000
Cash Required 1367612 1374341 1394949 1348951 1355006 1,367,921 1420361 1448561 1475640 1512017 1540009 1585857 1635441 1674522 1681603
Cash Surplus (Deficit) 18,388 164,119 158,895 220,43 229171 213,007 196,576 184,546 173,489 153915 133582 113,460 165,941 144,874 155987
Potentiat Revenue to KAWC
Management Fee (% of Gross Revenie) 138,600 153,846 155,384 156,938 158,508 160,093 161,694 163,311 164,844 166,593 168,258 169,942 180,138 181,940 183,759
KAWC Leak Detection 23,688 20,330 16,752 12,942 8,886 9,152 9,426 9,708 10,000 10,300 10,610 10,928 11,258 11,594 11,942
Analysis and Sampling 11,801 12,155 12,520 12,896 13,283 13,681 14,001 14,514 14,940 15,397 15,859 16,335 16,825 17,330 17,850
Outside Services 13,288 13,666 14,076 14,498 14,933 15,381 15842 18,317 16,807 17,3114 17,830 18,3685 18,916 19,483 20,067
Contract Services 18,940 19,508 20,093 20,696 21,317 21,957 22,816 23,294 23,993 24,713 25454 26,218 27,005 27,815 28,649
Totat 206,297 218505 218825 217,970 216,927 220,264 223,669 227,144 230,693 234,314 238,012 241,788 254 140 258,162 262,267
Percent of Gross Revenue 14.9% 14.3% 14.1% 13.9% 13.7% 13.8% 13.8% 13.9% 14.0% 14.1% 14.1% 14.2% 14.1% 14.2% 14.3%
Total Management Fee Revenue 2463948

Average Potental Return 14.1%
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® \.’\ Kentucky-American Water Company

2300 Richmond Road - Lexington, Kentucky 40502 - (85%9) 269-2386 - Fax (859) 268-6327

Bili Bunch

Business Development
(859) 268-6318

(859) 335-3314 Fax

MEMORANDUM

TO: Roy Mundy
DATE: April 10, 2002

SUBJECT: Current Status of KAWC Involvement with Martin County Water District

At the request of the Kentucky Division of Water, KAWC was contacted by the Martin County Water
District (MCWD) in early January 2002 for technical assistance. At the time, the MCWD was in
violation of state regulations regarding water quality and water treatment operations. They had only one
licensed water treatment plant operator at the time, were operating the plant without licensed
supervision, and were not consistently meeting water quality standards.

. At the invitation of the MCWD Board, KAWC attended a special called meeting of the Board on
January 10, 2002 at which time the needs of the District were discussed. KAWC associates Dillard
Griffin and Tim Coy presented information about American, KAWC and the services that we offer. As
a result of these discussions, the MCWD Board approved motions to (1) enter into a contract with
KAWC to manage all operations of the District and (2) enter into a temporary contract while a
permanent agreement is being prepared. KAWC began providing MCWD with a licensed water
treatment plant operator effective January 11.

An Interim Operations Agreement was signed on January 25, 2002 which provides for KAWC to supply
water treatment plant operator(s) to MCWD as necessary to operate their water treatment plant in
compliance with state regulations while necessary due diligence for a long-term agreement is being
performed. That agreement remains in effect and KAWC continues to supply MCWD with one licensed
water treatment plant operator.

A KAWC assessment team has produced a lengthy list of operations, maintenance and capital
improvement items that must be addressed in order to bring the operation into compliance with all state
and federal regulations, ensure appropriate water quality, and correct existing administrative problems.
Cost estimates have been generated for each of these items.

KAWC proposes to enter into a long-term operations and maintenance (O&M) agreement with MCWD
to operate and manage their entire operation. KAWC further proposes that MCWD fund all necessary
improvements as are currently identified by KAWC, or as may be identified in the future, from customer
. rates, grants, or loans. KAWC does not propose to invest any internal capital into the MCWD system.
KAWC understands that there may be significant state and federal grant and subsidized low-interest loan
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funds available to MCWD for these purposes and that an infusion of American capital will not be
required.

MCWD currently serves approximately 3,200 households and averages 1.4 MGD water treatment per
day. Martin County borders West Virginia along the Tug River in Southeast Kentucky. MCWD serves
the majority of the county with potable water service. Neighboring water systems include the cities of
Paintsville, Prestonsburg, and Pikeville and the Mountain Water District.

Public perception of MCWD is quite poor. Persistent reports of poor water quality, discolored water,
interruptions in service, alleged mismanagement, and alleged misappropriation of funds are all current
issues that get regular play in the local newspaper. The local media, community leaders, utility board,
and staff all seem to be very supportive of a long-term agreement with KAWC.

As a result of numerous customer complaints to the Kentucky Public Service Commission (PSC)
regarding service and water quality issues, both the PSC and Kentucky Division of Water (DOW) have
become actively involved.

On Thursday, April 4, PSC staff performed an inspection of the MCWD water treatment plant. On
Friday, April 5, the PSC opened a docket to fully investigate the MCWD situation (Case No. 2002-
00116). The initial PSC order included the PSC staff inspection report, provided a procedural schedule,
and required certain remedial actions by MCWD.

Pursuant to the initial order in PSC Case 2002-00116, an informal hearing was held on Tuesday, April 9.
The hearing was attended by numerous PSC and DOW staff, Roger Recktenwald of the Kentucky
Infrastructure Authority, E.E. Adams, attorney for the MCWD, and Bill Bunch, representing KAWC.
KAWC representation at the hearing was requested by MCWD. Current status of management and
operation of the MCWD was discussed as were PSC and DOW concerns. MCWD reported that they
had made no progress since receipt of the initial PSC order regarding the hiring of additional certified
water treatment plant operators or the procurement of certain parts and supplies for the treatment plant.

KAWC stated its interest in helping, wherever feasible, systems across the state including the MCWD.
KAWC stated that it had been providing one certified water treatment plant operator to MCWD since
mid-January under terms of a limited operations agreement but that it had not been involved in
management or other operations of the utility. KAWC reported that it is currently in the assessment
phase of an evaluation which will likely lead to a proposal for a long-term management and operations
agreement for consideration by the MCWD board. KAWC further indicated that it was evaluating the
merits of a proposal for interim management and operations, pending completion of a long-term
agreement, but that it was not yet ready to make such proposal due to internal staffing and other resource
concerns. KAWC stated that it projects, based on preliminary estimates, that an initial emergency rate
increase of approximately twenty-five percent (25%) would be required to cover needed operations and
maintenance expenses, excluding funding of debt service and depreciation reserves. It stated that a
commitment for such necessary addtional revenues by MCWD and PSC would be necessary to
successfully conclude an interim or long-term agreement. MCWD stated that an agreement with
KAWC was its only alternative at this time and that they had no fall-back plan.

At the conclusion of the informal hearing, PSC requested that MCWD file with the PSC on Wednesday,
April 10, its identification and sources of parts and services necessary to ensure redundancy in high-
service pumping. MCWD requested and KAWC agreed to provide input to MCWD in this
identification. A formal hearing is scheduled for April 25.
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These issues, including discussion of any proposal for interim or long-term management contract that by
be forthcoming from KAWC, will be discussed at the MCWD regular board meeting on Tuesday, April
16. PSC and DOW representatives plan to be in attendance at that meeting.

DOW began a complete sanitary survey of the MCWD treatment plant on Monday, April 8, which was
to conclude on April 9 with a staff report to be issued immediately thereafter. MCWD will have forty-
five (45) days in which to respond the items raised in this report, absent any emergency action that may
be taken by DOW.
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PauL E. Parton
Govennen

James E. Bickrorp
SECRETARY

COMMONWEALTH OF KENTUCKY
NATURAL RESOURCES AND ENVIRONMENTAL PROTECTION CABINET
OFrice of THe SECAETARY
FrankroRT KenTucky 40601
TGLEPHONL: (502) 564-3350

April 15, 2002

Mr. Roy Mundy, Jr.
Kentucky-American Water Company
2300 Richmond Road

Lexington, Kentucky 40502

Re:  Martin County Water District

Dear Mr. Mundy:

The Natural Resources and Environmental Protection Cabinet, Division of Water
(DOW), and the Kentucky Public Service Commission (PSC) have become increasingly
concemed about the ability of Martin County Water District (MCWD) to meet drinking water
regulations and to provide continued, uninterrupted service to its customers.

DOW and PSC are pleased that MCWD has expressed interest in assistance from
Kentucky-American Water Company (KAWC) toward resolving its current operations,
management, services, and equipment issues. We are further pleased that KAWC has been able
to provide MCWD with a certified water treatment plant operator since mid-January 2002 and
that KAWC has expressed a willingness to provide additional immediate assistance to MCWD

during the present emergency situation.

It is our understanding that KAWC is willing to provide advisory assistance to MCWD in
implementing an emergency action plan to solve current issues as identified in DOW Notice of
Violation dated 4-10-02 and PSC Case No. 2002-00116, Order dated 04-05-02. We understand
that KAWC plans to identify necessary actions, prioritize appropriate responses, advise MCWD
as to estimates of cost, assist MCWD in identifying potential funding sources, and assist MCWD
in implementing identified actions.

KAWC's willingness to assist MCWD during this time of need is much appreciated.
Sincerely,

<
es E. Bickford

JEB/1d cretary

EDUCATION
PAYS

An Eouat OrpoRTUNITY EMPLOYER M/F/D

s@2 $564 3354 PAGE.E1

ADD 1L RRT 14 0 R0
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(w/enc.) c: Roy Mundy, Bill Bunch, Linda Bridwell, Dillard Griffin, Lindsey W. Ingram, Jr.

‘\\ e\ Kentucky-American Water Company

2300 Richmond Road + Lexington, Kentucky 40502 . (859) 269-2386 - Fax (859) 268-6327

Herbert A. Miller, Jr.
Vice President and
Corporate Counsel
{859) 268-6339

May 2, 2002

Mr. Tom Dorman
Executive Director

Public Service Commission
211 Sower Boulevard
Frankfort, KY 40601

Re: Kentucky-American Water Company and Martin County
Water District Emergency Professional Service and

‘ Advisory Agreement

Dear Mr. Dorman:

Enclosed is a copy of the Emergency Professional Service and Advisory
Agreement dated April 16, 2002, among the above-referenced parties.

Under this agreement, Kentucky-American will provide certain services to the
Martin County Water District.

| would be grateful if you would stamp a copy as filed and return it to me in the
enclosed envelope.

Very tfuly yours,

- ; A

Herbert A. Miller, Jr.

HAM/jd

Enclosures
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EMERGENCY PROFESSIONAL SERVICE
AND ADVISORY AGREEMENT

This Emergency Professional Service And Advisory A greement (“Agreement”)
dated as of this 16th day of April 2002, between Kentucky-American Water Company
(“KAWC”), a Kentucky coxpération, and the Martin Couﬁty Water bistrict (“M‘C\VD”);
created pursuant to Kentucky statute. | |

WITNE S‘SE T H:

WHEREAS, MCWD operates combined water treatment, transmission,
storage, distributiO_n and related facilities serving customers in Martin County, Kentucky
(“System”);

WHEREAS, the Commonweé]th of Kentucky, Natural Resources and
Environmental Protection Cabinet, Department for Enyironmemal Protection, Division of -
Water (“DOW?”), issued a Notice of Violation (“NOV”) to MCWD dated April 10, 2002
(Appendix 1); |

WHEREAS, the Commonwealth of Kentucky, Public Service Commission
(“PSC”), opened an Investigation of the Operating Capacity of Martin County Water District
Pursuant to KRS 278.280, Case No. 2002-00116, on April 5, 2002 (“Order”) (Appendix 2);

WHEREAS, the MCWD water treatment plant experienced certain equipment

failures of a critical nature on April 10-11, 2002, and the pariies recognize that the staffing

Page 1 of 7
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and facilities of MCWD are insufficient under current circumstances to provide adequate
water service to MCWD’s customers, and that such facilities are in need of repair;
WHEREAS, MCWD Chairman J. R. Triplett declared a state of emergency on
Apﬁ] 10, 2002 withregard to certain equipment failures at the MCW'D.tr.eatment plant for the
puréose of expediting emergency repairs and r;p]acement to said equipment;
"WHEREAS, MCWD Chairman J. R. Triplett on April 10, 2002 requested the
emergency advisofy assistance of KAWC in resolving certain equipment failureissues at the

MCWD water treatment plant;

WHEREAS, MCWD desires the advisory assistance ofKAWC in formulating
appropriate responses 1o issues raised in the DOW NOV and the PSC Order;

WHEREAS, KAWC and MCWD are interested in working together to assist
MCWD in providing adequate water services to its customers during this emergency
situation;

WHEREAS, DOW and PSC have indicated appreciation and suppori for a
cooperative effort between KAWC and MCWD in resolving current emergency issues of
MCWD;

WHEREAS, either MCWD personnel are not available to perform the
functions herein or it would not be feasible to utilize MCWD personnel to perform such

functions, and KAWC is available and qualified to perform such functions;

Page 2 of 7
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WHEREAS, MCWD desires that KAWC, on a short-term and limited basis, act
in an advisory capacity to MCWD' regarding certain operation, maintenance, and

management decisions that must be considered and implemented to resolve current

emergency issues of the System;

NOW, THEREFORE, for and in consideration of the covenants and agreements
herein contained and for other valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the parties agree that:

1. Subject to the right to terminate the Agreement as provided below, MCWD
hereby requests and KAWC agrees 1o provide emergency advisory assistance to MCWD for the
purpose of (1) addressing certain emergency equipment failures, (2) assisting MCWD in making
appropriate regulatory responses, and (3) providing advisory services regarding other operation,
maintenance, or management issues that may arise during the term of this Agreement.

2. MCWD shall retain its full statutory authority and responsibi]ity 10 operéte,
maintain, and manage the MCWD.

3. KAWC shall act in an advisory capacity 1o MCWD and shall not act or
otherwise obligate MCWD without specific advance authority from MCWD or within reasonable
bounds of authority as may be extended by MCWD to KAWC.

4. KAWC shall provide the advisory services to MCWD on the following terms

and conditions:

a. KAWC shall provide operations, maintenance, and
management personnel as may be deemed necessary

Page 3 of 7
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by KAWC to formulate appropriate responses to the
DOW NOV and PSC Order, including, but not limited
to, identification of necessary actions, priorntization of
appropriate responses, providing estimates of cost,
identification of potential funding sources, providing
assistance in securing of appropriate outside
contractors, and implementation of approprate
actions as may be desired and authorized by MCWD.

b. The KAWC will invoice MCWD monthly during the
term of this Agreement, and at the termination of the
Agreement, for the actual cost or expenses associated
with those services which it renders for MCWD plus
ten percent (10%), such costs and expenses to be
based on receipts for expenditures or upon the fully
distributed cost of such services, whichever is greater.
MCWD agrees, without offset for any reason, to pay
KAWC for such services and expenditures within ten
(10) days of the date of the invoice.
5. MCWD understands and agrees that in carrying out its obligations under this
Agreement, KAWC is not assuming management responsibility for MCWD arad shall not be liable
for any of MCWD’s debt or other liabilities by virtue of this Agreement.
6. In addition to reimbursing KAWC for its costs and expenses during such
interim operations under this Agreement as described in Section 4(b) above, MC WD also agrees that

MCWD shall continue to be responsible for, and shall pay, all other costs and expenses incident to
the operation of the System during the period of this Agreement.

7. During the term of this Agreement, all employees of the System shall continule
1o be employees of MCWD on the usual terms and conditions of their employment, and MCWD

specifically understands and agrees that KAWC is not the employer of any employees of the System.

Page 4 of 7
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8. KAWC and MCWD agree that dunng the Agreement, KAWC shall use
reasonable efforts to advise MCWD of any operating problems that it observes, but that MCWD
shall remain liable for any operating losses of the System and shall be respon sible for any and all
capital improvements necessary to the System.

9. It is understood and agreed by the Pénies that the vrle]ati onship of KAWC to
MCWD is that of independent contractor. The services provided for under this Agreement are of a
professional nature and MCWD shall indemnify and hold KAWC (and its officers, directors,
employees and agents) harmless from and against any claim, damages or liabilities whétsoever,
direct or indirect, including regulatory actions and attorneys fees, arising out of or in connection with
the performance of this Agreement, unless caused by the sole intentional mmisconduct or gross
negligence of KAWC. Notwithstanding any other provision of this Agreement, KAWC shallnot be
responsible or liable for the quality of the potable water, costs incurred in the production and
distribution of the potable water or fines or penalties regarding such water. Further, MCWD shall
maintain in force all of its existing insurance coverage, including fire, casualty, liability, general
liability, workers compensation, vehicle, and other coverage. KAWC shall be entitled to at Jeast ten
(10) days prior notice of any intent to cancel said coverage.

10.  If any litigation is necessary to enforce the terms of this Agreement, the
action, unless waived by KAWC in writing, shall be brought and maintainedin the appropriate state
or federal court in Fayette County, Kentucky, and the prevailing Party shall be entitled tointerest at
the statutory rate, reasonable attorney’s fees, which are directly attributed to such litigation, in

addition 10 any other relief to which it may be entitled.

Page 5 0f 7
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11. MCWD represents that 1t has the authority to enter into this Agreement, and
represents that it has complied with all governmental action necessary to bind it to the terms hereof.

12. MCWD shall be liable for those fines or civil penalties, or otherpenalties or
relief or remedy, imposed by any regulatory or enforcement agencies on MCWD which are directly
related to its ownership or operation of the System, including those which may arise fromthe DOW
NOV and PSC Order, or future actiohs, and shall indemnify and hold KAWC harmless frorm the
payment of any such fines and/or penalties.

13. Indemnity obligations provided for in this Agreement shall .surviv_e. the
termination of the Agreement.

14. If required by PSC or DOW, KAWC shall submit the A greement forrevi ew
and approval by PSC and/or DOW. If] for any reason, PSC and/or DOW fail to approve the
Agreement, the Agreement shall be immediately terminated.

15. This Agreement is in addition to the Interim Operations Agreement dated
January 25, 2002 by and between KAWC and MCWD which provides, among other things, that
KAWC shall provide certified water treatment plant operator(s) to MCWD.

16. Either Party may terminate this Agreement prior to its expiration byreason of
material breach of the Agreement by the other Party, but only after giving written notice of breach
and allowing the Party in default five (5) days to cure same or commence taking reasonable steps to
cure the breach. Otherwise, this Agreement will terminate (a) May 21, 2002; (b) upon mutual
agreement of the parties, or (c) upon twenty-four hours written notice to either party by the other

party, without cost or liability to either party, except for payment of any accrued cost incurred as

Page 6 of 7
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provided in Section 4(b) above. Notice of termination shall be valid if delivered by electronic

ransmission or facsirnile transmission to:

To KAWC

Kentucky-Amencan Water Company Inc.
2,300 Richmond Road

Lexington, Kentucky 40502

Fax Number: 859-268-6827

E-mai] Address: rwmundy@kawc.com

To MCWD:

J. R. Triplett, Chairman

Martin County Water District

Main Street

Inez, Kentucky 41224

Fex Number: 606-298-7127

E-mail Address: jtriplett@setel.com

IN WITNESS WHEREQF, the parties have executed this Agreement as of the

date first written aboVe.

% 5 ]
MARTIN'GOUNTY (\ D
\ ' -

By~ A4 _ s
Q/Y/;&%V,zg

Page 70f7

N




KAW_SR_AGKYDR1#158_attachment5_081804
Page 26 of 101

Appendix 1
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PaIN F  PatTTon

SAMES -E. BICKFORD
GOVERNOK

SrenztAny

CC/N:NN.JNW"AI 1't QY- ktNIULKY
NATURAL RESOURCESE AND ENVIRONMENTAL PROTBCTION C ABRINET
DEPARTMENT FOR ENVIROMNMENTAL PROTECTION
Ha2aRD RegioNaL OFFICE
23R RRTKETSTE V62
HazarD KY 41701-2178

- April 10, 2002

Mr, John R. Triplen, Chairman
Manin County Water Distriet
H.C. 69 Bux 875

Inez, Kemucky 41224

Deer Mr, Triplett,

Enclosed please find a Notice of Violetion (NOV) relating to Martin County Weter
District’s failure to comply with Kentucky Public Water Supply Regulstions and Division off
Watte Manspement s0lid waste permitting requirements, Specificslly, the Martin County Water
District has failed to opergte and msintsin the physical infrestructure of the water system in m
mnnner suitable 10 assure potable water to the aysiem's uscrs, They have failod to relnin 2 watoy
distibution system operstlor as required by the regulstion, and has failed 10 register a special
waste facility. These gre violations of KRS Chapter 224, and mey subject the District W fines o
up 1 525,000 por dey per violetion. The enclosed NOV contains specific remedies the system

shal) take 10 avoid further action,

If you heve any questions about these requirements, plesse contect Tom Gabbard ox
Virki Ray nf the Kentucly Divicinn ol Water, at (502) 564-3410 and Bob Bickner, Division of
Waste Menagement at (502) 564-6716. Thank you for your etiention to this matier.

S Jut

amon White
Environments] Inspector 11
Division of Waeter

Ce: The Hovorable Lon E. Laffenty, County Judge Fxemntive,
The Honorable Eldrod "Bud” Adams
Lewia Porter
Brumley Marcum
Nols Antle
Henman Fleicher
Fayens Crisp

é;& Printod on Rvuycled FPeper
An Faual Oppanonity Emplnayar MFD
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RPR 12702 €:50 No . 001 P,03

ID:

= . COMMQONWEALTH OF KENTUCKY
NATURAL RESOURCES AND ENVIRCNMENTAL PROTECTION CABINET
DEPARTMENT FOR ENVIRONMENTAL PROTECTION
DIVISION OF WATER

NOTICE OF VIOLATION

TO: SITE:

MARTIN COUNTY WATER DISTRICT MARTIN CO WATER DIST #1

HC 68 BOX 875 RY 808

INEZ KY 41224 INEZ KY 41224

Attn: MR. JOHN R. TRIPLETT

Blte ID #: 0800273
County: Marlin

NotHicatiohs/Complalints Sysiem §: 0!G Case #:
NOV Tracking #: 35B8 OLS Case #;

This is to advise that you &r# In violation of the provisions cited below:
Slntuimogumlonmo. 1): KRS 224 407 KAR 8:020 2(6)

.................................. L A T T L LTy T T P T I T T I SO R LR R IR NI I AT I T L)

A dooorlpuon of tha violelion:
FAILURE TO FROVIDE PHOPEH OPEHATION AND MAINTENANC[?

Therequ!redremodlal mensure(s). and (:j.x;l.e(s) to b;-c';;r;;':'l'ot'a'd ‘by. are as tollowa'

1. REPLACE OR REPAIR BOTH HIGH SERVICE PUMPS.
2. REPLACE OR REPAIR FLOCCULATOR EQUIPMEN] IN I REA I MENT UNIT #2,

3. PROVIDE REDUNDANCY IN SYSTEM EQUIPMENT.
4. PROVIDE AUEQUA | £ S1AFFING OF PROFERLY CERTIFIED OPERATORS AT THE PLANT. Tulw cumplsled

by: 04/11/2002

Dseie(s) Violatlon(s) Observed: 04/08/2002

LAt 2 el L T I TR LY T T N T R ST ey

Btatuta/Regulation(No. 2): KRE 224 401 KAR 8:030 1(2)

'K“&;;’&Th’h’o;;’3’,“{r;‘“{,’f6‘l;‘t‘;é‘;:"l ......................................... e SERINSTIINEI et rentesanvenre (LI TN T Y PR P e T T Stecamecararsne .
FAILURE TO PROVIDE A PROPERLY CERTIFIED DISTRIBUTION SYSTEM OPERATOR

semereseImMeEIIPIIEIRIRAERELAsUIIR

The reguired um.dlal men ure{s), and dste(s) 1o be completed by; are ss tollows:
OBTAIN AT LEAST A CLASS IID OR GREATER OPERATOR To be completed by: 04/11/2002

Stetute/Regulstion(No, 3)- KRS 224 50-760
'x'i:!ucrlptlon of the yiplBlion: L m—————— e T T T yryowan
FAILURE TO REGISTER A SPCCIAL WASTL FACILITY. . .

T.ho nqulw-d remadlal measun{u), ang daw(s) to bo complottd by; are ps follows:
IMMEDIATELY APPLY FOR A SPECIAL WASTE LANDFARMING FERMIT. To be compisted by: 0b1W2002

“iatute/ﬁeguletlon(No 4): KRB 224 401 KAR 45:030 (2) (6)

A dascrlpuon of the violation:
OFFRATION OF A BPECIAL WASTE SITE WITHOUT A PEHMIT AND DISPOBAL OF A SPECIAL

WASTE W'THOUT A PERMIT sEsdanasracpersy rerress 1B hesase s tatsrertassitinesmnssnnsnncet 1V Ibdrmsoomesttacansy PYTY TIT T T T Ry . :

'The requlr.d r-medul muuvur»{n), pnd date{s) to be comptete-d by; are ae 16llows:
IMMEDIATELY STOP DISPOSING OF ALL SPECIAL WASTES UNTIL THE PROPER PERMIT AND PLANS HAVE

BEEN OBTAINED. To be completed by: 04/11/200%

“iltutn/ﬁagulmlon(No 5): KAS 224 401 KAR 45 140

P Y P T T T T Y YV R T L L S T T TN LY T T PRI PRP P eeyy 1) I LT T T TS TS O P PP PP P TN Peascecarreerenns it tetentinnnnate YIS

-+ DL 4028
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1D: APR 12'02 8:51 No.0OO1 P.04

MR. JOHN R. TRIPLETT -- Psge 2

b,
~ LN

A description of the violation:
FAILURE TO QPERATE SITEFACILITY IN ACCORDANCE WITH AN APPROVED PLAN.

........... T T R L L L T T R L e T T Y YT L Ly T T LT L T iy

The required remedinl measure(s), and dates(s) 1o be compleled by; are ss follows:
IMMEDIATELY TAKE STEPS TO OBTAIN AN APFROVED PLAN FOR THIS SITE/FACILITY. To be com pletad by

04/10/2002 .
. To be completed by: 05/10/2002

Stetute/Repuiation{MNo. B): KRE 224 401 KAR 45:100

PYro e YT X TR LI TINT DY IV LTI LN LTI Y TR R L DAL A AL T L LT PP O T PR R T TN L LD DAL LR LA P T I L AN LT L T T T T P YT Sepaes XL LT TIPY R LT PRI TR YY)

A description ot the violalion:
FAILURE TO MAINTAIN PROPER RECORDYS AND 10 COMPFLY WITH REPORTING REQUIREMENTS.

FAILURE TO COMPLY WITH OPERATION, MAINTENANCE, AND PERFORMANCE REQUIREMENTS.

R rrrreranrrrrrrerryeres F TR TE RN L IN LR LA N A T L L A e e e e L L L L L R L L L L PRI T T PR Y LT T P L L T T P YT T Y S P YT Y VY yey

The required remedisl measure{s), and dete{s) 10 be compieted by; are a¢ tollows:
MMEDIATELY TAKE PROFER STEPS TO COMPLY WITH CORRECT REPORTING, OPERATION,
MAINTENANCE AND PERFORMANCE REQUIREMENTS. To be completed by: 06/10/2002

Vipigtions of the sbove chied glatuie(s) and/or repulation(s) are vubletl lu wv civil penalty por day psr vielallon,
Violations carry civil pehetties of upto $25,000 per dey per violstion depending on the sietules/regulations vielated. In
sodhion, violations may be concurrenlly snjulned. Conplisnce with iemedial meesurse end thelr deediines does not
proviie exemption from llebility for viclations during the perlod of remedietion. nor prevent addiional remedial
meuyuiel rom beinyg reguirgd. o
1I'vou have auesiinns nr need further information, wrirg or coll the undersigned;.

Division Of Water

Hezord Roglonat Offioo
233 Blrch Sireet
Haozard, Ky 41701
606-435-6025 (8:0Q AM-4:30PM)
he, ENVIRON TARY INSPECTOR Il

: , Pamon )
Issued By: AQGW~_%_, éf/n/(ﬂ ﬁ;ﬂw /{7£ Dste: 04/10/2002

Demon ;.yhne ENVIK TAL INSPECTOR il

Data: 04/10/2002

—

<~

lssued By:

Ferris Sexton  Environméental Control S8uperviser
How Deliverad; Cenified/regletered # (it applicabla) cc: Copies (o

-+ DEP 4025
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of;
INVESTIGATION OF THE OPERATING )

CAPACITY OF MARTIN COUNTY WATER ) CASE NO.
DISTRICT PURSUANT TO KRS 278.280 ) 2002-00116

ORDER

On April 5, 2002, Commission Staff filed a report (“Staff Report”), attached hereto
as Appendix 1, indicating that serious operating deficiencies threaten the ability of
Martin County Water District (“Manrin District”) to continue t‘o provide adequate service
to its customers. Pursuant to KRS 278.250 and 278.260, we open this docket to
investigate the situation fully and to specify immediate action that must be taken by
Martin District to avoid potential enforcement action pursuant to KRS 278.990.

According to the Staff Report, Martin District 's equipment is in serious disrep air.
Redundancies required by any water system are Iacking.. Necessary equipment is
either inoperable or is damaged. Insufficient personnel are available to ensure
continued operation of the system. Ip short, there is a very real, and entirely
unacceptable, possibility that the hundreds of homes and businesses served by Martin
District could lose water service.

Accordingly, in this Order, we establish a procedural schedule to deal with both
the emergency situation we have before us and the long-term issues concerning the

operation of Martin District; to specify actions that must immediately be taken by Martin
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District; and to ensure that the deficiencies noted in the Staff Report are corrected

without delay.
IT IS THEREFORE ORDERED that:

S 1. Martin District shall, no Iater than close of business Monday, April 8, 2002,
place orders for all replacement parts necessary to restore operating sufficiency and
necessary system redundancy.

2. Martin District shall appear at an informal conference with Commission
Staff at the Commission’s offices at 211 Sower Boulevard, Frankfort, Kentucky at
1:00 p.m., Eastern Daylight Time, on Tuesday, April 9, 2002, for the purpose of
providing to the Commission copies of the orders placed as prescribed in Orderihg
Paragraph 1, and for the purpose of discussing the actions necessary to cure the
operating deficiencies of Martin District. Such actions shall include provisions for
securing additional certified water treatment plant operators and for requesting, if

necessary, emergency rate relief to cover expenses for the actions required by this

Order. ,

3. A formal hearing, at which the Commissioners of Martin District shali
appear, is scheduled for 1:00 p.m., Eastern Daylight Time, April 25, 2002 in Hearing
Room 1 of the Commission’s offices at 211 Sower Boulevard, Frankfort, Kentucky for
the purpose of receiving evidence concerning operating issues described in the Staff
Report.

4. The Executive Director shall serve, by United States Mail and by facsimile,
a copy of this Order upon the Natural Resources and Environmental Protection Cabinet,

Division of Water; the County Judge/Executive of Martin County, Kentucky; each
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member of Martin District's Board of Commissioners; and the Superintendent of Martin
District.
Done at Frankfort, Kentucky, this 5™ day of April, 2002.

By the Commission

ATTEST:

b/ B T

Ne ¢ u‘\ﬂ, Executive Director
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APPENDIX TO AN ORDER OF THE
KENTUCKY PUBLIC SERVICE COMMISSION
IN CASE NO. 2002-00116

-DATED APRIL 5, 2002
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Martin County Water District
Water Plant Inspection
4/5/2002

On April 4, 2002 PSC personnel, Robert Amato, James Rice, and Virginia Smith
inspected the Martin County Water Plant located on Lick Branch Road in Martin county,

KY. Water plant personnel assisted on the inspection.

MCWD personnel “walked us through” the operation of the plant. The following
observations were made of the water plant equipment and operation.

Plant Operators — There is one certified plant operator employed by the water district
and a contract with Kentucky American Water Company to provide one certified
operator for 8 hours per day, 5 days per week. The MCWD operator is working 16
hour shifts on weekdays and 24 hours per day on the weekends.

High Service Pumps — There are two 1400 gpm pumps that pump water from the
treatment plant to the majority of the distribution system. One pump is out of service
and valved off. It has reportedly been out of service for several years. There is only
one starter for both pumps. The working pump reporiedly has not been serviced in
several years.

The pump has to be hand operated. The plant operator must watch the clearwell
level and turn the pump on when the clearwell is nearly full and turn it off when the
water in the clearwell lowers. The pump trips a breaker when starting about 25
percent of the time. The breaker must be manually reset and the pump started

again. We observed a pump start. Three tries were necessary to start the pump.
There are no replacement parts on site.

Telemetry — The telemetry system from the storage tanks to the plant does not work.
The operators must rely on distribution personnel to visually observe the tanks and
radio in to the plant the water level or, if it is overflowing. Often citizens call the plant
to tell them that a tank is overflowing or that they are out of water. Several of the
tanks overflow daily. (One tank was overflowing when we arrived at the plant for this
inspection. Personnel did not know immediately how 1o stop the overflow without
putting customers out of water. They later discovered an isolation valve at the tank
site.)

Filter Valves — several of the valves that control the flow into and out of the filters do
not work properly. The operators must monitor the level of water in the filters and
adjust certain valves to keep the water at the appropriate level.

Electric Panels — Most electrical panels in the pump room are exposed.

Booster Pumps — According to MCWD personnel most of the booster pump stations
are operating with only one pump (they are set up for two pumps).

+ The chemical feed lines do not work properly.

Discussion

The MCWD water plantis in a general state of disrepair. The plant has lost most of the
redundancy that was designed into it due to equipment failure. If a critical piece of
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equipment, such as the high service pump starter, were to fail now, the plant would be
unable to supply water to the distribution system. It could take from 1 to 7 days to gext

replacement parts and personnel in to repair the problem.

The lack of telemetry, automatic controls, and operators makes efficient operation of the
system very difficult.

Recommendations

MCWD should take immediate action to obtain replacement parts for critical equipment
that does not have a working back up and ensure that personnel or contractors are
available to install and repair the critical equipment. The critical equipment includes

starters and controls for the high service pumps.

Action should be taken to provide an adequate number of certified water plant operators
to operate the water plant 24 hours per day with no employee regularly scheduled to
work more than 40 hours per week.

Action should also be taken to restore redundancy to the pumping and treatment
facilities. This may require repair or replacement of several pumps, electrical controls

and valves.

The telemetry system should be repaired or replaced to allow monitoring of the systerm
from the water plant and/or office.

Submitted,

Robert A. Amato, PE -
Director, Engineering Division
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278.250 Investigation of condition of utility.

Whenever it is necessary in the performance of its duties, the commission may investigate
and examine the condition of any utility subject to its jurisdiction. In conducting such
investigation, the commission may proceed with or without a hearing as it deems best, but
shall make no order without giving a hearing to the parties affected thereby.
Effective: July 15, 1982
BHistory: Amended 1982 Ky. Acts ch. 82, sec. 30, effective July 15, 1982. -- Amended
1978 Ky. Acts ch. 379, sec. 32, effective April 1, 1979. -- Recodified 1942 Ky. Acts
ch. 208, sec. 1, effective October 1, 1942, from Ky. Stat. sec. 3952-21.
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" 278.260 Jurisdiction over complaints as to rates or service -- Investigations —
Hearing.

(1) The commission shall have original jurisdiction over complaints as to rates or
service of any utility, and upon a complaint in writing made against any utility by
any person that any rate in which the complainant is directly interested is’
unreasonable or unjustly discriminatory, or that any regulation, measurement,
practice or act affecting or relating to the service of the utility or any service in
connection therewith is unreasonable, unsafe, insufficient .or unjustly
discriminatory, or that any service is inadequate or cannot be obtained, the
commission shall proceed, with or without notice, to make such investigation as it
deems necessary or convenient. The commission may also make such an
investigation on its own motion. No order affecting the rates or service complained
of shall be entered by the commission without a formal public hearing.

(2) The commission shall fix the time and place for each hearing held by it, and shall
serve notice thereof upon the utility and the complainant not less than twenty (20)
days before the time set for the hearing. The commission may dismiss any
complaint without a hearing if, in its opinion, a hearing is not necessary in the
public interest or for the protection of substantial rights.

(3) The complainant and the person complained of shall be entitled to be heard in
person or by an attorney and to introduce evidence.

Effective: July 15, 1982
History: Amended 1982 Ky. Acts ch. 242, sec. 3, effective July 15, 1982, = Amended
1978 Ky. Acts ch. 379, sec. 33, effective April 1, 1979. -- Recodified 1942 Ky. Acts

ch. 208, sec. 1, effective October 1, 1942, from Ky. Stat. sec. 3952-33,
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278.280 Orders by commission as to service -- Extension of service.

(1) Whenever the commission, upon its own motion or upon complaint as provided in
KRS 278.260, and after a hearing had upon reasonable notice, finds that the nles,
regulations, practices, equipment, appliances, facilities or service of any utility
subject 1o its jurisdiction, or the method of manufacture, distribution, transmission,
storage or supply employed by such utility, are unjust, unreasonable, unsafe,
improper, inadequate or insufficient, the commission shall determine the just,
reasonable, safe, proper, adequate or sufficient rules, regulations, practices,
equipment, appliances, facilities, service or methods to be observed, furnished,
constructed, enforced or employed, and shall fix the same by its order, nule or

regulation.

(2) The commission shall prescribe rules for the perforrmance of any service or the
fumishing of any commodity of the character furnished or supplied by the utility,
and, on proper demand and tender of rates, the utility shall fumish the commodity
or render the service within the time and upon the conditions provided in the rules.

(3) Any person or group of persons may come before the commission. and by petition
ask that any utility subject to its jurisdiction be compelled to make any reasonable
extension. The commission shall hear and determine the reasonableness of the

extension, and sustain or deny the petition in whole or in part.

Effective: July 15, 1982

History: Amended 1982 Ky. Acts ch. 82, sec. 32, effective July 15, 1982. -- Amended
1978 Ky. Acts ch. 379, sec. 35, effective April 1, 1979. -- Recodified 1942 Ky. Acts
ch. 208, sec. 1, effective October 1, 1942, from Ky. Stat. secs. 3952-18, 3952-25.
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278.990 Penalties.

(1) Any officer, agent, or employee of a utility, as defined in KRS 278.010, and any
other person who willfully violates any of the provisions of this chapter or any
regulation promulgated pursuant to this chapter, or fails to obey any order of the
commission from which all rights of appeal have been exhausted, or who procures,
aids, or abets a violation by any utility, shall be subject to either a civil penalty to be
assessed by the commission not to exceed two thousand five hundred dollars
($2,500) for each offense or a criminal penalty of imprisonment for not more than
six (6) months, or both. If any utility willfully violates any of the provisions of this
chapter or any regulation promulgated pursuant to this chapter, or does any act
therein prohibited, or fails to perform any duty imposed upon it under those sections
for which no penalty has been provided by law, or fails to obey any order of the
commission from which all rights of appeal have been exhausted, the utility shall be
subject to a civil penalty to be assessed by the commission for each offense not less
than twenty-five dollars ($25) nor more than two thousand five hundred dollars
(32,500). Each act, omission, or failure by an officer, agent, or other person acting
for or employed by a utility and acting within the scope of his employment shall be
deemed to be the act, omission, or failure of the unhty

(2) Actions to recover the principal amount due and pena]nes under this chapter shall
be brought in the name of the Commonwealth in the Franklin Circuit Court.
Whenever any utility is subject to a penalty under this chapter, the commission shall
certify the facts to its counsel, who shall bring an action for recovery of the
principal amount due and the penalty. The commission may compromise and
dismiss the action on terms approved by the court. The principal amount due shall
be paid into the State Treasury and credited to the account of the commission, and
all penalties recovered in such actions shall be paid into the State Treasury and
credited to the general fund.

(3) Any utility that fails to pay an assessment as provided for by KRS 278.130 to
278.150 shall forfeit and pay to the state one thousand dollars ($1,000), and twenty-
five dollars ($25) for each day it fails to pay the assessment, and shall not be
released thereby from its liability for the assessment.

(4) Any utility that issues any securities or evidences of indebtedness, or assumes any
obligation or liability in respect to the securities or evidences of indebtedness of any
cther person, or makes any sale or other disposition of securities or evidences of
indebtedness, or the proceeds thereof, for purposes other than the purposes specified
in the order of the commission made with respect thereto under KRS 278.300, shall
be fined not more than ten thousand dollars ($10,000).

(5) Any utility that violates any of the provisions of KRS 278.460 shall be fined not
less than one hundred dollars (§100) for each offense.

(6) Any company that willfully fails to receive, transport, and deliver oil or gas as
required by KRS 278.490 shall, in addition to being liable in damages 1o the injured
person, be fined not Jess than one hundred dollars ($100) nor more than five
hundred dollars ($500), and each day of willful failure shall constitute a separate

offense.
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Any telephone company that refuses to make a connection with the exchange or
lines of another company for a period of thirty (30) days after being ordered to do so
by the commission under subsection (2) of KRS 278.530 shall be fined not less than
one thousand dollars ($1,000) nor more than five thousand dollars ($5,000), to be
recovered by indictment in the Franklin Circuit Court or in the Circuit Court of the
county Wwhere the company requesting the connection resides or has its chief office
in this state. If the company desiring the connection proceeds to make the -
connection, as permitted by subsection (2) of KRS 278.530, and the company so
connected with refuses to receive and transmit the toll messages offered to it by the
company making the connection, or refuses to deliver messages from its own lines
or exchanges to the lines or exchanges of the company making the connection, the
company so refusing shall be fined one hundred dollars ($100) for each day it
refuses, to be recovered by indictment in the courts mentioned in the first sentence
of this subsection; if it continues so to refuse for a period of six (6) months it shall
forfeit its right to do business in this state, and any of its officers, agents, or
employees who does or attempts to do any business in this state for it after the
expiration of the six (6) months' period shall be fined fifty dol]ars (8$50) for each day
he does or attempts to do such business.
Effective: July 13, 1990
History: Amended 1990 Ky. Acts ch. 354, sec. 1, effective July 13, 1990 -~ Amended

1986 Ky. Acts ch. 300, sec. 4, effective July 15 1986. -- Amended 1982 Ky. Acts

ch. 82, sec. 50, effective July 15, 1982. -- Amended 1978 Ky. Acts ch, 379, sec. 54,

effective April 1, 1979, -- Amended 1974 Ky. Acts ch. 308, sec. 47. -- Recodified

1942 Ky. Acts ch. 208, sec. 1, effective October 1, 1942, from Ky. Stat, secs. 786,

842b-2, 2223-2, 3766b-le, 3952-24, 3952-59, 3952-61,46791-2, 4679f-4.
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Bill Bunch To: Coleman Bush/KAWC/AWWSC@AWW

cc:
08/13/2004 02:12 PM Subject: Fw: Proposal for Martin County CCR

Bill Bunch

Business Development
Kentucky-American Water Company
2300 Richmond Road

Lexington, KY 40502

Phone (859) 268-6318

Fax (859) 335-3314

KAWC Contract Manager
Pineville Utilities Commission
PO Box 277

Pineville, KY 40977

Phone (606) 337-6611

Fax (606) 337-6846

Cell (606) 269-1428

Bill Bunch To: Dillard Griffin/fKAWC/AWWSC@AWW, Jan
. Routty KAWC/AWWSC@AWW, Roy Mundy/KAWC/AWWSC@AWW,
05/06/2002 10:21 AM Jim R Hamilton/WVAWC/AWWSC@AWW
cc: Lisa Helton/fKAWC/AWWSC@AWW, (bcc: Bill Bunch/KAWC/AWWSC)
Subject: Proposal for Martin County CCR

Attached are files related to our proposal to do the CCR for Martin County. Thanks to all who have
provided input to this process.

The first file is the spreadsheet costing out our services. The estimates obtained from the outside
contractor were based on 3000 customers. They had 3253 at the end of 2000 and with 3% annual growth
| estimate that may have nearly 3400 now. My estimate is based on 3500 customers so that extra copies
of the CCR can be made available in the office for new customers and other interested parties. This fully
distributed cost analysis includes provisions for general overhead and profit. The result is a proposal for a
fee of $3225 which | believe to be conservative, ensuring profit to KAWC.

CCR Proposal Analysis.:

The second file is our letter of recommendation and proposal which would be presented to MCWD. The
letter briefly describes what a CCR is, that they received an NOV related to their CCR last year, and
recommends that they begin immediately to ensure completion by the regulatory deadline of June 30. It
further offers KAWC assistance in getting this done for a fee of $3225, payable in advance.

050602 CCR Proposal Letter.d

Please provide your comments ASAP. | need to get the final version to Dillard for presentation to MCWD
so we can get started, should they elect to have us do the work. Thanks.
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Jan - are you aware of what others would charge for this same service?? i.e. KRWA



KENTUCKY-AMERICAN WATER COMPANY
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ANALYSIS OF COSTS ASSOCIATED WITH MARTIN COUNTY CCR ADMINISTRATION

Martin County Number of Customers (2000)

Estimated Growth Factor

Estimated Number of Customers 6/30/02
Cost Estimated Based on this Number

KAWC Labor
per Jan Routt

KAWC Benefits
Benefits Rate
Benefits Cost

Production Costs
Printing ($230 for 3000)
Graphics ($35 for 3000)
Mail Handling ($50/1000)
Total

Postage
Bulk Postage Rate per Piece
Number of Mailed Pieces
Postage

Total Identified Direct Costs

Overhead Adder
Total Overhead

Profit Adder
Total Profit

Total Proposal Amount

Proposal

3,253
3.0%

3,399

3,500

1,000.00

0.4133
413.30

268.33

40.83
175.00
484.16

0.20
3,399
679.80
2,577.26

15.0%
386.59

10.0%
257.73

3,221.58

3,225.00
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° \_\ e\ Kentucky-American Water Company

2300 Richmond Road - Lexington, Kentucky 40502 - (859) 268-6318 - Fax: (859) 335-3428

Bill Bunch
Business Development

May 6, 2002

J. R. Triplett, Chairman
Martin County Water District
Kirk Insurance Building
Main Street

Inez, KY 41224

Re: Proposal for Assistance With Consumer Confidence Report
Dear Mr. Triplett:

State and Federal drinking water regulations require that the Martin County Water
District (MCWD) provide to its customers annually a Consumer Confidence Report
(CCR), sometimes referred to as a water quality report. MCWD received a Notice of
Violation for failure to comply with these regulations with regard to its 2001 report.

‘ Under these regulations, MCWD must issue its CCR directly to each of its individual
customers no later than June 30.

The CCR is a report which presents important information about MCWD drinking
water quality. Information contained in the CCR is stipulated by state and federal
regulation and is based on data obtained from routine monitoring and testing
performed by the utility throughout the year. KAWC recommends that MCWD begin
immediately on its 2002 CCR to ensure delivery to customers by June 30.

Kentucky-American Water Company (KAWC) is well familiar with the CCR
requirements and offers to assist MCWD in preparing and distributing its 2002 CCR.
KAWC will perform this work for MCWD for $3,225, payable in advance. Included in
the services to be provided by KAWC for this fee are analysis of data, preparation of
the report, graphic design, printing, and mailing to MCWD's entire customer base. A
total of 3,500 copies will be produced which will allow for mailing to every current
customer and for copies to be kept on-hand at the office to be given to new
customers and other interested parties.

Please let me know if MCWD is interested in the services of KAWC for this very
important project.

Sincerely,

. S A e

Bill Bunch
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Bill Bunch To: Coleman Bush/KAWC/AWWSC@AWW

cc:
08/13/2004 02:14 PM Subject: Fw: Proposal for Martin County Leak Detection

This work was never officially proposed, as | recall. We did no leak detection work for Martin County that |
am aware of.

Bill Bunch

Business Development
Kentucky-American Water Company
2300 Richmond Road

Lexington, KY 40502

Phone (859)268-6318

Fax (859)335-3314

KAWC Contract Manager
Pineville Utilities Commission
PO Box 277

Pineville, KY 40977

Phone (606) 337-6611

Fax (606) 337-6846

Cell (606) 269-1428

Bill Bunch To: Dillard Griffin/KAWC/AWWSC@AWW, Roy
. Mundy/KAWC/AWWSC@AWW, Jim R
05/06/2002 11:10 AM Hamilton/WVAWC/AWWSC@AWW
cc: Lisa Helton/KAWC/AWWSC@AWW, (bce: Bill Bunch/KAWC/AWWSC)
Subject: Proposal for Martin County Leak Detection

Per Triplett's request, the attached file is a letter of proposal for KAWC to provide leak detection services
to MCWD. | did not develop new rates for this service choosing not to have multiple rates for the same
service out in the public domain. Rates proposed are the same as we currently charge under contract
with KRA for the same services. Please provide your thoughts.

050602 Leak Detection Proposal Letter.:
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\_\ \‘—‘ Kentucky-American Water Company

2300 Richmond Road - Lexington, Kentucky 40502 - (859) 268-6318 - Fax: (859) 335-3428

Bill Bunch
Business Development

May 6, 2002

J. R. Triplett, Chairman
Martin County Water District
Kirk Insurance Building
Main Street

Inez, KY 41224

Re: Proposal for Leak Detection Services

Dear Mr. Triplett:

Per your request, Kentucky-American Water Company (KAWC) is pleased to provide
this proposal for leak detection services.

KAWC has demonstrated leadership in the area of leak detection in providing good
stewardship of available water resources and the lowest possible rates to its
customers. The Company has state-of-the-art leak detection equipment and highly
trained personnel which are available to you for this purpose.

In addition to providing leak detection services within its own service area, KAWC
also provides leak detection services to various communities in the Kentucky River
Basin under contract with the Kentucky River Authority.

In providing these services, KAWC staff will work with Martin County Water District
(MCWD) staff to assist in locating and identifying leaks in the distribution system.
These services must be scheduled in advance and will be based on the following rate
schedule. You will be invoiced monthly with payment due within fifteen (15) days of
the date of invoice. The rates stated provide for one person and related equipment.

First Day (based on 8-hour day) $ 760
Regular-Time Hourly Rate Thereafter 84

Please let me know if MCWD is interested in KAWC leak detection services.

Sincerely,

A A e

Bill Bunch
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May 9, 2002

Hon. John R. Triplett
Kirk Insurance Building
Inez, Kentucky 41225

Dear Mr. Triplett:

So many issues have arisen which we have discussed but we feel it is very important everyone
has a clear understanding of the issues and what is being done in regards to the various issues.
Hopefully in this manner we each may maintain an exact plan of what each is doing and what is
expected.

At the current time there is a large list of items that require action. However we need direction
from the Martin County Water District of what, and to what extent you wish Kentucky-American
to proceed. Previous written and verbal reports have discussed the majority, if not all, of the
issues. We need to be sure that each of us are on the same track and know where the other stands
on the issues. Kentucky-American is awaiting your direction to start action on some of the
items. I have prepared a list of items and I need to know if you want Kentucky-American Water
Company staff to be taking action on these items. If they are being handled otherwise, then that
is fine. We must be sure that both the Martin County Water District and Kentucky-American
Water Company knows where the other party stands on the required actions. If you do want
action from Kentucky- American Water Company on the items then we need to know the extent
and what a part you wish for us handle on the issue.

This list of action items results from either Division of Water Notice of Violations, Division of
Water sanitary surveys, the Public Service Commission report, and from personal observations
by Kentucky-American personnel. Either by written correspondence or by verbal conversations
we have addressed all of the issues but we need to know for sure what action if any you desire
from us. In order to identify the exact status of what action is to be taken on these items, would
you please review the listing and check the appropriate box. In this fashion we will know if you
are anticipating action from us. Further, a note of explanation on the items that you do wish
KAWC input will be required. In this way we will know what and to what degree we need to be
taking on the individual items or if you are handling it otherwise.

There is much to do and we need to be moving aggressively forward on the areas where you
want our direction/input. Please return your response to me no later than Monday May 13,
2002.
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Compliance Evaluation Inspection, Natural Resources and Environmental Protection
Cabinet, Division of Water, dated April 17, 2002

1. There is no groundwater protection plan on file for your facility. A plan must be developed.
Do you want KAWC to coordinate the development of the plan?
Yes O No [J

2. There are no DMR’s on file for eight (8) of the last twelve (12) months. We have discussed
this with the operational staff about the need for correct sample collection and reporting.
However a written plan and investigation needs to be done on this situation. Do you want
KAWC to be working on development of a plan and review of this issue?

Yes [ No (O

3. There are no flow records on file as required. Do you want KAWC to be investigating and
developing a solution for this issue?
Yes [1 No (OJ

4. Analytical data is not as complete as needed. Do you want KAWC to work on development
of a plan for this issue? Yes UJ No OJ

A notice of violation dated April 11, 2001 lists a violation for failure to provide proper
operation and maintenance.

5. Replace or repair both high service pumps. (also, included in PSC order dated 4/5/02) A
breaker and starter are on order. There is repair work that needs to be done on the pump and
motor prior to the installation of the starter and breaker. Do you want KAWC staff to be
coordinating for the repair of the pumping units and motors, further for the installation of the
equipment when it is received? Yes No [
- Breaker received 5/1, Starter received 5/28, contract for pump/motor repair signed 5/29, pump
repairs to begin 6/4 or 6/5. P.O. sent for replacement of starter & repair of starter 5/31.
6. Replace or repair flocculator equipment. Do you want the KAWC staff to be coordinating an
effort to have these units repaired?

- Repair Parts on order 5/31/02.
Yes [ No O

7. Provide Redundancies in System Equipment. This project will be quite large, and requires a
full investigation of what the equipment needs are. Do you want KAWC staff to be preparing a

plan for this redundancy of equipment?
Yes O No [

8. Provide adequate staffing of a certified distribution operator. (Also included in PSC order
dated 4/5/02) Previous suggestions from KAWC have included updating of the employee
handbook, starting a training program for a current distribution employee, adjusting pay scale to
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the prevailing area wage rate. Hiring of additional personnel, different work schedules. Please,
be advised that some of the current operators must receive 24 hours of DOW approved training
prior to 6/30/02. If they do not receive this training they will not be eligible to renew their
certification. Do you desire any additional input from KAWC staff on this project?

Yes [J No[O

9. Failure to register a special waste facility. This has been assigned by Martin County Water
District to J&M monitoring. Do you want any assistance from KAWC on this project?
Yes [ No[

10. Operation of a Special Waste Site without a permit and disposal of a special waste without a
permit. Do you want KAWC staff to be taking any action on this violation?
Yes O No [J

11. Failure to operate site/facility in accordance with an approved plan. A proper site plan needs
to be prepared and submitted to the state agency. Do you want KAWC staff to be taking any
action on development of the site plan?

Yes [ No[

12. Failure to maintain proper records and to comply with reporting requirements, failure to
comply with operation, maintenance, and performance requirements. Training of the staff needs
to be coordinated to ensure correct reporting procedures, and performance of the operational
requirements. Also an operation and maintenance plan must be developed. Do you want
KAWC staff to be taking any action on development of this training, plan, and establishing a
monitoring plan?

Yes O No [
The inspection dated 4/5/02 from the Public Service Commission lists several items

13. Telemetry for the storage tanks to the plant: An engineering plan first needs to be developed
to determine what is needed, what is the correct installation for the facility and to develop an
estimated cost. Do you want or need assistance from KAWC on this issue?

- Prices being acquired for “Clearwell Tank™ transmitter & recorder Yes [ No [

14. Filter Valves: Several filter valves do not work properly. A real evaluation needs to be
conducted to determine exactly what is needed. We know that some valves are defective, But
we do not know if they can be repaired or need replacement. Do you want KAWC staff to be
evaluating this area and developing a plan? Yes O No [

15. Electrical panels: Most of the electrical panels in the pump room are exposed. There is a
large amount of electrical work beyond the requirement in reference to the electrical panels
which needs to be performed throughout the plant. There are numerous open conduits, wires
exposed, lights that don’t work, etc. These are referred to as the normal lighting/electrical
system. However some of the open conduits and exposed wires could result in OSHA violations.
A total system should be evaluated and a plan developed. However, much of the in house
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electrical work should be handled immediately by a qualified contractor on a time and material
basis. Do you want a contractor to be contacted for estimates and plans for the completion of
this work?

- Contractor met with @ MCWD on 5/29, should have price 6/4 or 6/5. Yes (1 No [J

16. Booster pumps: According to MCWD personnel most of the booster pump stations are
operating with only one pump (they are set up for two pumps). Do you want KAWC
engineering to evaluate to have a contractor in for a quote and plan for the repair and installation
of additional pumping units as required?

Yes O No (O

17. Chemical feed lines do not work properly: Do you want KAWC engineering to evaluate and
to have a contractor in for a quote and plan for the repair and installation of additional chemical
feed lines as is required?

Yes O No 1

Additional items that have been referenced in DOW reports, in PSC reports, and verbally.
These are items that need attention beyond the specific NOV issues.

18. The Consumer Confidence Report is due to the customer by 6/30/02. The Martin County
Water District received a notice of violation in 2001 for improper handling of the CCR. Do want
assistance from KAWC in the preparation of this report? In order for proper completion this
project must be started by 5/30/02.

Yes O No O

19. The flocculation equipment in one of the two treatment units is broken and must be repaired.
Do you want assistance in getting information and contract pricing on the correction of this
problem?

Yes [J No [

- Same comment as #6

Some additional issues that need to be addressed

20. Boil Water Notices continue to be an operational and customer service problem. A training
program needs to be held for all of the staff, and guidelines established of who is required to do
what. This program must be so that it allows for weekend coverage and response. Do you want
assistance from KAWC on this issue?

Yes [ No (O

21. A proper chain of command should be established and adhered to. There continues to be a
large operations/communications problem between the office and the plant and distribution staff.
Do you want assistance from KAWC on this issue?

Yes U No (I




KAW_SR_AGKYDR1#158_attachment5_081804
Page 52 of 101

Martin County Water District
Page 5

22. Vehicles are in serious need of repairs; at least one truck is parked due to the bad tires and a
regular vehicle maintenance program needs to be implemented.
Do you want assistance from KAWC on this issue?

Yes O No O

23. According to information from the operators there is no stock control. A stock inventory
procedure needs to be established and then materials properly charged from stock. Do you want

assistance from KAWC on this issue?
Yes [ No[d

24. The petroleum tanks that are out of service need to be removed from the facility. They are
not in use but are a potential large liability to the district. We were informed that a process
would be set up for purchase of the petroleum from a local vendor.
Do you want assistance from KAWC on this issue?

Yes [ No [0

25. The drums of cleaning solvents and waste petroleum products should be removed from the
facility. These are not useable and are only a liability. They are stored outside unprotected with
no containment. Deterioration of the drums or vandals can easily damage these. This would
result in a great financial burden to the district. Do you want assistance from KAWC on this
issue?

Yes O No O

26. A full time superintendent should be hired and placed in charge of the facilities. Currently
there is an ongoing problem from the existing staff. Great employee morale and damage to the
reputation of the system is taking place. There is no day-to-day supervision of the distribution
staff. Do you want assistance from KAWC on this issue?

Yes O No [

27. A correct bacteriological site plan must be prepared and the staff trained to use it. If this
plan is not developed and submitted to DOW additional NOV’s will be forthcoming.
Do you want assistance from KAWC on this issue?

Yes [ No I

28. There is a high water loss within the system — greater than 50 %. There is a dire need for a
leak detection program. Do you want assistance or input from KAWC to assist on this program
or to help in locating others who can supply this service?

Yes O No [

29. Management of the financial and management reporting is another area that is of concern.
There appears to be the computer software systems available in the office, but the current staff is
not trained on the usage. This includes the billing system. Do you want any assistance from
KAWC for training and development in this area of financial and management reporting?

Yes [ No O
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‘ 30. There has been mention of the issue of hazardous waste buried on site — asbestos pipe. A
complete environmental audit needs to be performed of the site. Do you want and direction from
KAWC on this project. Yes [ No[O

I look forward to your responses and direction on these matters. Also, please feel free to call me
at 859-268-6340 if you have additional items or questions.

Sincerely,

Kentucky-American Water Company

Dillard Griffin
Operations Superintendent

DG/pb

C: Hon. Eldred E. Adams
Roy W. Mundy

‘ Bill Bunch

Harold Garrison

. H:patMartinCoActionltems5.6.02
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bc: Bob Amato, PSC
Roger Recktenwald, KIA
Maxine Goble, DOW
Tom Gabbard, DOW
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Compliance Evalnation Inspeetion, Natural Resources and Environmental Protection
Cabinet, Division of Water, dated April 17,2002

1. There is no groundwater protection plan on file for your facility. A plan must be developed.
Do you want KAWC 10 coordinate the development of the plan? {{
Yes No U

o b cfwx.\

2. There are no DMR s on file for eight (8) of the last twelve (12) months. We have discussed
this with the operational staff about the need for correct sample collection and reporting,
However a written plan and investigation needs to be done on this situation. Do you want
KAWC to be :gprking on development of a plan and review of this issue?

%W . Yes No O

3. There are no flow records on file as required. Do you want KAWC {o be investigating and
veloping a solutio - this issue? B/
o= /] A o Yes No O

4. Anslytical dara is not as complete as needed, Do you want KAWC to werk on development
of a plan for this issue? Yes No O

T
A potice of violation dated April 11, 2001 lists a violation for failure to provide proper
operation and maintenance.

5. Replace or repair both high service pumps. (also, included in PSC order dated 4/5/02) A
breaker and starter are on order. There is repair work that needs to be done on the pump and
mator prior to the installation of the starter and breaker. Do you want KAWC staff to be
coordinating for the repair of the pumping units and motors, further for the jfistallation of the
equipment when it is received? Yes Ne O
o=
6. Replace or repair flocculator equipment. Do you want the KAWC staff to be coordinating an

QO effort to have these units repaired?
Cen K/ Yes G/ No O
?ﬂi‘,@ 7. Provide Redundancies in System Equipment. This project will be quite large, and requires a
/O% full investigation of what the equipment needs are. Do you want KAWC staff to be preparing a
% plsn for this redundancy of equipment?
Yes No O

- \X.v 8. Provide adequate staffing of  certified distribution operator. (Also included in PSC order
“6/0‘ dated 4/5/02) Previous suggestions from KAWC have included updating of the employee
@v handbook, starting a training program for a current distribution employee, adjusting pay scale to
|~ the prevailing area wage rate. Hiring of additional personnel, different work schedules. Please,
be advised that some of the current operators must receive 24 hours of DOW approved training

MRY 13 2002 14:34 £062987127 PRGE. B2
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prior to 6/30/02. If they do not receive this training they will not be eligible to renew their

certification. Do you desire any additional input from KAWC staff on thés/project?
Yes No [

9. Failure to register a special waste facility. This has been assigned by Martin County Water
District to J&M monitoring. Do you want any assistance frfom KAWC ?E:?h.is project?
No {J

% Q/uv Yes

10. Operation of a Special Waste Site without a permit and disposal of a special waste without a
permit. Do you want KAWC staff to be taking any action on this violaﬁtogr}'z/ .
No

Yes
) W —
11. Failure to operate site/facility in accordance with an approved plan. A proper site plan needs
to be prepared and submitted 1o the state agency. Do you want KAWC giaff to be taking any
action on development of the site plan?
Yes [ No O
Yo
12. Failure to maintain proper records and to comply with reporting requirements, failure to
comply with apcration, maintenance, and performance requirements. Training of the staff needs
to be coordinated to ensure correct reporting procedures, and performance of the operationel

requirements. Also an operation end maintenance plan must be developed. Do you want
KAWC staff to be taking any action on development of this training, plan, and establishing a

monitoring plan?
BO«M’ . Yes E/ No O

The Inspection dated 4/5/02 from the Public Service Commission lists several items

13. Telemetry for the storage tanks to the plant: An sngineering plan first needs to be devcloped
to determine what is needed, what is the correct installation for the facility and to develop an
estimated cost. Do you want or need assistance from KAWC on this issg?/

No [

(o 14K ves
14. Filter Valves: Several filter valves do not work properly. A real evaluation needs to be
conducted to determine exactly what is needed. We know thar some valves are defective. But
we do not know if they can be repaired or need replacement. Do you want KAWC staff to be

Muaﬁng\tlﬁs area und developing a plan? Yes No O
15. Electrical panels: Most of the electrical panels in the pump room are exposed. Thereis a
large amount of elactrical work beyond the requirement in reference 10 the electrical panels
which needs to be performed throughout the plant. There are numerous open conduits, wires
exposed, lights that don’t work, etc. These are referred to as the normal lighting/electrical
system. However some of the open conduits and exposed wires could result in OSHA violatons.

A total system should be evaluated and a plan developed. Howevar, much of the ia house
electrical work should be handled immediately by a qualified contractor on a time and material

Lok

MAY 13 2882 14:35 6262987127 PAGE. 3
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basis. Do you want a contractor to be contacted for estimates and plans for the completion of
this work? {
Yes No O

16. Booster pumps: According to MC WD personnel most of the booster pump stations are
Loperating with only one pump (they are set up for two pumps). Do you want KAWC
(@/U\Qd engineering to evaluate to have a contractor in for a quote and plan for the repair and installation

- of additional pumping umits as required? Q/
/ Yes No O

17. Chemical feed lines do not work properly: Do you want KAWC engineering to evaluate and
to have a contractor in for a quote and plan for the repair and installation of additional chemical

feed lines as is required?
W , Yes Z( No O

Additional items that have been referenced in DOW reports, in PSC reports, and verbally.
These are items that need attention beyand the specific NOV issnes.

18. The Consumer Confidence Report is due to the customer by 6/30/02. The Martin County
Water District received a notice of violation in 2001 for improper handling of the CCR. Do want
assistance from KAWC in the preparation of this report? In order for proper completion this

project must be started by 5/30/02.

19. The flocculation equipment in one of the two treatment units is broken and must be repaired.
Do you want assistance in getting information and contract pricing on the correction of this

problem?
Q M Yes No O
QY |

Some additional issues that need to be addressed

Yes No O

; ! a/'b 20. Boil Warer Notices continue to be an operationa) and customer service problem. A tmaining
\ﬂ program needs 1o be held for all of the staff, and guidelines established of who is required to do

/ what. This program must be so that it allows for weekend coverage and response. Do you want
assistance from KXAWC on this issue? [2/
- Yes No O
— 2

21. A proper chain of command should be established and adhered to. There continues 1o be a
large operations/communications problem between the office and the pls;?md distribution staff.

Do you want assistance from KAWC on this issue?
Yes No O

MRY 13 2002 14:35 6862987127 PAGE.B4
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22. Vehicles are in serious need of repairs; at least one wuck is parked due to the bad tires and &

regular vehicle maintenance program needs to be implemented.
+ Do you want assistance from KAWC on this issue? {Z/
Yes

O~ d

23. According to information from the operators there is no stock control. A stock inventory
procedure needs to be establishad and then materials properly charged from stock. Do you want
asgistance from KAWC on this issue?

(@w@t d . Yes{ No O

24. The petroleum tanks that are out of service nced to be removed from the facility. They are
not in use but are a potenda! large liability to the district. We were informed that a process
would be set up for purchase of the petroleum from a local vendor.
Do you want assistance from KAWC on this issue?

Yes No O

Qe
25. The drums of cleaning solvents and waste petroleum products should be removed from the
facility. These are not useable and are only a liability. They are stored outside unprotected with
no containment. Deterioration of the drums or vandals can easily damage these. This would
result in & great financial burden to the district. Do you want assistance from KAWC on this

Wsiue? - Yes l{ No O

26. A full time superintendent should be hired and placed in charge of the facilities. Currently
o there is an ongoing problem from the existing staff. Great employee morale and damage to the
W//Uw " reputation of the system is taking place. There is no day-to-day supervision of the distribution
staff. Do you want assistance from KAWC on this issua? [2/
Yes No O

No O

" ) .Q_ > 27. A correct bacteriological site plan must be prepared and the staff wained 10 use it, lf this
W plan is not developed and submitted to DOW additional NOV’s wil] be forthcoming.

%O/\N“ " Do you want assistance from KAWC on this issue”?
: Yes No [J

28. There is a high water loss within the system ~ greater than S0 %. There is a dirc need for a

N\ _ leak detection program. Do you want assistance or input from KAWC to assist on this program
0/ or 1o help in locating others who can supply this service?

b Yes No O

. (\%5\/ 29. Management of the financial and management reporting is another arca that is of concern.
There appears 10 be the computer software systems available in the office, but the current staff is
not trained on the usage. This includes the billing system. Do you want any assistance from
. KAWC for training and development in this ares of financial and mnnag;fmmt reporting?
No O

] Yes
o)

MAY 13 2082 14:35 6862987127 PARGE. B5
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\ 30. There has been mention of the issue of hazardous wagte buried on site — asbestos pipe. A
o complete environmental audit needs to be performed of the site. lg)'pu want and direction from
KAWC on this project. Yes No @

1 look forward to your responses and direction on these matters. Also, please feel frce to call me
at 859-268-6340 if you have additional items or questions.

Sincerely,

Kennclky-American Water Company

(illod PAnspe

Dillard Griffin
Operations Superintendent

D3a/pb

C: Hon. Eldred E. Adams
Roy W, Mundy
Bill Bunch
Harold Garrison

H-parMarunCeActionticms$. 6,02

sok TOTAL PRGE.BD7 *x
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Date: May 21, 2002

To:  JR. Triplett, Chairman 606-298-7127
E.E. Adams, Counsel 606-638-4898 &>\ 1}
Martin County Water District

Bill Bunch  wST2

Kentucky-American Water Company

From:

Total number of pages, including this cover sheet: 9
Re:  Extension of Contract for Advisory Services

Following for your review is an agreement that will continue our current relationship as
advisors to you. On this copy, if have highlighted new items in the agreement and used
strike-through to indicate items that were omitted. Essentially, this is the same agreement
that is current in effect with changes to (1) insert new expiration date of June 18, your
regular meeting date in June, (2) to reference the current agreement, and to (3) recognize
additional NOVs and Orders that may have been issued since the date of the original
agreement and which we are currently working together on. I hope that you will find this
version acceptable.

1 have with me a clean copy that can be signed. Hopefully, this can be done today as the
current agreement expires on May 21.

Please let me know of your comments and direction. | am working on office issues at the
MCWD office today and can be reached there.
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EMERGENCY PROFESSIONAL SERVICE
AND ADVISORY AGREEMENT

This Emergency Professional Service and ‘A‘d.visory Agreement (“Agreement”)
dated as of this 21st day of May 2002, between Kentucky-American Water Company
(“KAWC”), a Kentucky corporation, and the Martin County Water District (“MCWD?”),
created pursuant to Kentucky statute.

WITNESSETH:

WHEREAS, MCWD executed an Emergency Professional Service and
Advisory Agreement with KAWC on April 16, 2002 which terminates on May 21, 2002;

WHEREAS, MCWD desires to continue is relationship with KAWC as
stipulated under its Emergency Professional Service and Advisory Agreement with KAWC

dated April 16, 2002;

WHEREAS, KAWC desires to continue to provide services to MCWD as

stipulated under its Emergency Professional Service and Advisory Agreement with MCWD

dated April 16, 2002;

WHEREAS, MCWD operates combined water treatment, transmission,

storage, distribution and related facilities serving customers in Martin County, Kentucky

(“System™);
WHEREAS, the Commonwealth of Kentucky, Natural Resources and

Environmental Protection Cabinet, Department for Environmental Protection, Division of

Page 1 of 8



KAW_SR_AGKYDR1#158_attachment5_081804
Page 64 of 101

Water (“DOW?), issued a Notice of Violation (“NOV”) to MCWD dated April 10, 2002
(Appendix 1), and subsequent NOVs;

WHEREAS, the Commonwealth of Kentucky, Public Service Commission
(“PSC”), opened an Investigation of the Operating Capacity of Martin County Water District
Pursuant to KRS 278.280, Case No. 2002-00116, on April 5, 2002 (“Order””) (Appendix 2),
and subsequent Orders;

WHEREAS, the MCWD water treatment plant experienced certain equipment
failures of a critical nature on April 10-11, 2002, and the parties recognize that the staffing
and facilities of MCWD are insufficient under current circumstances to provide adequate -
water service to MCWD’s customers, and that such facilities are in need of repair;

WHEREAS, MCWD Chairman J. R. Triplett declared a state of emergency on
April 10,2002 with regard to certain equipment failures at the MCWD treatment plant for the
purpose of expediting emergency repairs and replacement to said equipment;

WHEREAS, MCWD Chairman J. R. Triplett on April 10, 2002 requested the
emergency advisory assistance of KAWC in resolving certain e.quipment failure issues at the
MCWD water treatment plant;

WHEREAS, MCWD desires the advisory assistance of KAWC in formulating

appropriate responses to issues raised in the DOW NOV and the PSC Order;
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WHEREAS, KAWC and MCWD are interested in working together to assist
MCWD in providing adequate water services to its customers during this emergency
situatfon;

WHEREAS, DOW and PSC have indicated appreciation and support for a
cooperative effort between KAWC and MCWD in resolving current emergency issues of
MCWD;

WHEREAS, either MCWD personnel are not available to perform the
functions herein or it would not be feasible to utilize MCWD personnel to perform such
functions, and KAWC is available and qualified to perform such functions;

WHEREAS, MCWD desires that KAWC, on a short-term and limited basis, act
in an advisory capacity to MCWD regarding certain operation, maintenance, and
management decisions that must be considered and implemented to resolve current

emergency issues of the System;

NOW, THEREFORE, for and in consideration of the covenants and agreements
herein contained and for other valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the parties agree that:

1. Subject to the right to terminate the Agreement as provided below, MCWD
hereby requests and KAWC agrees to provide emergency advisory assistance to MCWD for the

purpose of (1) addressing certain emergency equipment failures, (2) assisting MCWD in making
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appropriate regulatory responses, and (3) providing advisory services regarding other operation,
maintenance, or management issues that may arise during the term of this Agreement.

2. MCWD shall retain its full statutory authority and responsibility to operate,

maintain, and manage the MCWD.,
3. KAWC shall act in an advisory capacity to MCWD and shall not act or
otherwise obligate MCWD without specific advance authority from MCWD or within reasonable

bounds of authority as may be extended by MCWD to KAWC.

4. KAWC shall provide the advisory services to MCWD on the following terms

and conditions:

a. KAWC shall provide operations, maintenance, and
management personnel as may be deemed necessary
by KAWC to formulate appropriate responses to the
DOW NOV and PSC Order, and subsequent NOVs
and Orders, including, but not limited to,
identification of necessary actions, prioritization of
appropriate responses, providing estimates of cost,
identification of potential funding sources, providing
assistance in securing of appropriate outside
contractors, and implementation of appropnate
actions as may be desired and authorized by MCWD.

b. The KAWC will invoice MCWD monthly during the
term of this Agreement, and at the termination of the
Agreement, for the actual cost or expenses associated
with those services which it renders for MCWD plus
ten percent (10%), such costs and expenses to be
based on receipts for expenditures or upon the fully
distributed cost of such services, whichever is greater.
MCWD agrees, without offset for any reason, to pay
KAWC for such services and expenditures within ten
(10) days of the date of the invoice.
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5. MCWD understands and agrees that in carrying out its obligations under this
Agreement, KAWC is not assuming management responsibility for MCWD and shall not be liable
for any of MCWD’s debt or other liabilities by virtue of this Agreement.

6. In addition to reimbursing KAWC for its costs and expenses during such
interim operations under this Agreement as described in Section 4(b) above, MCWD also agrees that
MCWD shall continue to be responsible for, and shall pay, all other costs and expenses incident to
the operation of the System during the period of this Agreement.

7. During the term of this Agreement, all employees of the System shall continue
to be employees of MCWD on the usual terms and conditions of their employment, and MCWD
specifically understands and agrees that KAWC is not the employer of any employees of the System.

8. KAWC and MCWD agree that during the Agreement, KAWC shall use
reasonable efforts to advise MCWD of any operating problems that it observes, but that MCWD
shall remain liable for any operating losses of the System and shall be responsible for any and all
capital improvements necessary to the System.

9. It is understood and agreed by the Parties that the relationship of KAWC to
MCWD is that of independent contractor. The services provided for under this Agreement are of a
professional nature and MCWD shall indemnify and hold KAWC (and its officers, directors,
employees and agents) harmless from and against any claim, damages or liabilities whatsoever,
direct or indirect, including regulatory actions and attorneys fees, arising out of or in connection with
the performance of this Agreement, unless caused by the sole intentional misconduct or gross

negligence of KAWC. Notwithstanding any other provision of this Agreement, KAWC shall notbe
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responsible or liable for the quality of the potable water, costs incurred in the production and
distribution of the potable water or fines or penalties regarding such water. Further, MCWD shall
maintain in force all of its existing insurance coverage, including fire, casualty, liability, general
liability, workers compensation, vehicle, and other coverage. KAWC shall be entitled to at least ten
(10) days prior notice of any intent to cancel said coverage.

10.  If any litigation is necessary to enforce the terms of this Agreement, the
action, unless waived by KAWC in writing, shall be brought and maintained in the appropriate state
or federal court in Fayette County, Kentucky, and the prevailing Party shall be entitled to interest at
the statutory rate, reasonable attorney’s fees, which are directly attributed to such litigation, in
addition to any other relief to which it may be entitled.

11.  MCWD represents that it has the authority to enter into this Agreement, and
represents that it has complied with all governmental action necessary to bind it to the terms hereof.

12.  MCWD shall be liable for those fines or civil penalties, or other penalties or
relief or remedy, imposed by any regulatory or enforcement agencies on MCWD which are directly
related to its ownership or operation of the System, including those which may arise from the DOW
NOV and PSC Order, or future actions, and shall indemnify and hold KAWC harmless from the
payment of any such fines and/or penalties.

13.  Indemnity obligations provided for in this Agreement shall survive the

termination of the Agreement.
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14.  Ifrequired by PSC or DOW, KAWC shall submit the Agreement for review
and approval by PSC and/or DOW. If, for any reason, PSC and/or DOW fail to approve the
Agreement, the Agreement shall be immediately terminated.

15. This Agreement is in addition to the Interim Operations Agreement dated
January 25, 2002 by and between KAWC and MCWD which provides, among other things, that
KAWTC shall provide certified water treatment plant operator(s) to MCWD.

16.  Either Party may terminate this Agreement prior to its expiration by reason of
material breach of the Agreement by the other Party, but only after giving written notice of breach
and allowing the Party in default five (5) days to cure same or commence taking reasonable steps to
_ cure the breach. Otherwise, this Agreement will terminate (a) June 18, 2002; (b) upon mutual
agreement of the parties, or (c) upon twenty-four hours written notice to either party by the other
party, without cost or liability to either party, except for payment of any accrued cost incurred as
provided in Section 4(b) above. Notice of termination shall be valid if delivered by electronic

transmission or facsimile transmission to:

To KAWC

Kentucky-American Water Company Inc.
2,300 Richmond Road

Lexington, Kentucky 40502

Fax Number: 859-268-6827

E-mail Address: rwmundy@kawc.com
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To MCWD:

J. R. Triplett, Chairman

Martin County Water District

Main Street

Inez, Kentucky 41224

Fax Number: 606-298-7127

E-mail Address: jtriplett@setel.com

IN WITNESS WHEREQF, the parties have executed this Agreement as of the

date first written above.
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Bill Bunch To: Dillard GriffinfKAWC/AWWSC@AWW, Harold
. Garrison/KAWC/AWWSC@AWW, Darrell
05/30/2002 08:12 PM Ary/[KAWC/AWWSC@AWW, Jan Rout/KAWC/AWWSC@AWW

cc: Lisa Helton/fKAWC/AWWSC@AWW, Roy
Mundy/KAWC/AWWSC@AWW, (bec: Bill Bunch/KAWC/AWWSC)
Subject: MCWD Board Meeting 5/29

The MCWD Board met on May 29. At the meeting were two new board members recently appointed by
the fiscal court; Everett Horn and Mike Cain. Pertinent action taken regarding our current relationship is
as follows:

Ratified the new Advisory services contract effective May 21 thru June 18. Acknowledged that a proposal
for a long-term agreement is expected soon. Jim H. told them that he expected to have something to
them by next week, hopefully prior to the June 6 PSC hearing.

Ratified Bud Adams as Board attorney. This had been raised by the county attorney as an issue at a
previous PSC informal conference. They now have their ducks in a row on this issue,

Personnel - approved a combination of medical and vacation ieave for Fayetta Crisp from the date of her
initial sick leave last week to July 31, the date that she becomes eligible for state retirement. They did this
without knowing how much leave she actually had. For us, this means that Fayetta will not be back and
her position needs to be filled by a new operator.

High Service Pumps - approved work by RPM (pumps) and Square D {motor starter) as presented.
Approved purchase of parts from Applied Industrial Technologies (floculator) and Ross Valve (valve parts
and solenoid valves) as presented. | have the signed RPM agreement.

Did not take any formal action on other prior e-mail requests. | suppose we need to send him a reminder
on those, particularly the CCR which Jan needs authority to move on by Friday, May 31. For our internal
team, we will need to update our status report so that we will have a single, comprehensive document
showing where we are on all items prior to our June 5 meeting with Adams and following PSC hearing on
June 6.

Board was highly complimentary of KAWC assistance and looking forward to entering a long-term
agreement. New board members also.

Approved payment of $900 to J&M Monitoring for “sludge giveaway permit" which is speculate means a
beneficial reuse permit.

Referenced our recommendation regarding plant security and media access. Asked that we provide
recommendation regarding security and any necessary fencing, cameras, paving, locks, etc. Also, asked
that we provide input on media contact policy. | thought we had settled this one some time ago, but
apparently not. On this, | think we should provide a bullet point list - keep it simple and direct.

Checks to KAWC for payment in full of March operator, April operator, and April advisory services invoices
were authorized aiong with other bills. Our total in excess of $29,000. This will bring them current with us
as of Aril. One signer at meeting; Porter not present and will need to be located for the co-sign on all
checks, including ours.

Approved purchase of 2 loads of gravel. They were out and needing gravel for service repairs.

Discussion on NOVs and PSC status but nothing new to report beyond what we already know. Also
discussed several customer service issues.

At close of meeting, JR opened the floor for nominations for Board offices and then proceeded to
nominate new members Horn for Chairman and Cain for secretary. Board approved unanimously will all
to be effective last night and for the remainder of the calendar year. For our purposes, JR will continue to
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be the point on contact. He accepts responsibility to copy Horn on all matters and to seek his counsel.
Hopefully, this will work but may result in an extra layer of nonresponsive communication.

Board adjourned to executive session to discuss potential litigation - two PDR matters. Was not invited to
stay for this and did not wait around to after this portion of the meeting. | trust that we will hear of anything
pertinent to us that may have been discussed.

Nothing more to report.

Bill Bunch

Business Development
Kentucky-American Water Company
2300 Richmond Road

Lexington, KY 40502

(859) 268-6318

fax (859) 335-3314
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Dillard Griffin Te: eeadams@lycomoniine.com, jiripleti@@setel. com
cc: Harold Garrison/KAWC/AWWSC@AWW, Bill
06/04/2002 03:28 PM BUNCh/KAWC/AWWSCQAWW

Subject: MCWD Offics Training

Mr. Triplett, below is a proposel in reference to some fraining that is badly needed for the MCWD office
personnel. Please advise if you wish us to take any action on this matter.

Dillard Griffin

Kentucky American Water Company
2300 Richmond Road

Lexington, KY 40502

850 268 6340 (office)

850 339 6823 (cel)

850 268 8395 (fax)
—— Fotwerded by Dillard Grtin/KAWC/AWWSC on 06/04/2002 03:21 PM s

Bill Bunhch To: Diliard GrifﬁanAWCIAWWSC@AW\OIVW
, cc: Harold Garrison/KAWC/AWWSCEA
05/31/2002 06:00 AM Subject: MCWD Offica Training

| have worked out an arrangement with Candy Crumm, the office lady at Inez Sewer, to provide training
to MCWD office personnet on the billing/customer information system. Inez Sewer uses the same
system as does MCWD. Candy will do the training on a contract basie at MCWD offices at a rato of $10
per hour. She estimates about 10 hours of training will be necessary. Training will be scheduled at the
mutual convenience of MCWD office staff and Ms. Crumm, afl to be done afier normal office hours.
Therefore, some additional payroll, possibly overtime, will be incurred by MCWD as well. In addition to
being of benefit to MCWD, this training will also be of community benefit as Inez Sewer relies on
readings from MCWO for their billing and any Increase in communication and understanding between the
two entities on this issue will benefit both.

| see two aiternatives to this training option, both of which are unacceptable. First, we could continue to
learn by trail and error. This has proven itseif not to work. For example, we have not in three months
been able to figure out how to properly add new customers. We also have no confidence that what has
been figured out is being done properly to ensure proper pasting to customer accounts, revenue journals,
ete. The second alternative is to bring someone in from the software company for a couple of days
training. They are located in Tylor, Texas. This atornative would be very expensive,

| recommend that training by Ms. Crumm be suthorized immediately s0 that she can assist with end-of
month billing as part of the training process. JR has previously acknowledged the need for iraining on
saveral occasions. Please advise and | will communicste with Ms. Crumm and the office stafi.

Bifl Bunch

Business Development
Kentucky-American Water Company
2300 Richmond Road

Lexington, KY 40502

(869) 268-8318

fax (859) 335.3314
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\\ e-‘ Kentucky-American Water Company

2300 Richmond Road « Lexington, Kentucky 40502 + (859) 269-2386 « Fax (859) 268-6327

Herbert A. Miller, Jr.
Vice President and
Corporate Counsel

(859) 2686339

June 17, 2002

Hon. Tom Dorman

Executive Director

Kentucky Public Service Commission
211 Sower Blvd.

Frankkfort, KY 40601

Re: Martin County Water District; Case No. 2002-00116
Dear Mr. Dorman:

At its hearing on June 6, 2002, the Commission requested Kentucky-American Water
Company to submit any other recommendations it had made to the Martin County Water
District, other than the list of 30 items in a list dated May 6, 2002 and previously submitted.

Enclosed herewith are copies of such recommendations. In summary, they are:

Producing and issuing a timely Consumer Confidence Report;

Work on the high service pumps;

Security recommendations;

Continuing education recommendations for plant operators;

The need to install chart recorders on individual turbidimeters, including the adoption
of procedures to assure recordation every 15 minutes of filter operation and record
retention of same; and

6. The need for additional phone and e-mail lines to the plant.

e S

In addition to these items, Kentucky-American Water Company has had several
conversations with Martin County representatives on general matters, but has not put them into
the format of formal recommendations. These subjects include:

1. Monthly Operating Reports (MOR) must be accurately completed, appropriately
signed, timely submitted and properly retained in accordance with law;

2. Staff salary inconsistencies need to be addressed;

3. Software training for personnel is crucial;

4. A distribution certified operator is needed as soon as possible;




Hon. Tom Dorman
June 17, 2002
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5. Overall training for management, staff and operators is very important and must be

addressed.

Finally, concern has been expressed to District officials regarding the immediate need to
remove residuals from the holding tank and the proper disposal thereof. MCWD has engaged
J&M Monitoring to perform this work and is coordinating with state regulatory agencies for
approval and permitting.

Please advise if we can be of further assistance or if additional information is required.

cc (w/encl):

Hon. Brenda Lowe

Natural Resources and Environmental
Protection Cabinet

Capital Plaza Tower

Frankfort, KY 40601

Hon. Eldred E. Adams, Jr.
110 Main Street

P.O. Box 606

Louisa, KY 41230

Hon. J.R. Triplett
P.O. Box 2128
Inez, KY 41224

Martin County Water District
HC69, Box 875
Inez, KY 41224

R,
/Dﬁ?;rd Griffin, KAWC

Jan Routt, KAWC
Bill Bunch, KAWC
Jim Hamilton, WVAWC

Respettfully submitted,
quc M

Herbert A. Miller, Jr.
Corporate Counsel

. Mundy II, Kentucky-American Water Company
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\\ @\ Kentucky-American Watcr Company

2300 Richmond Road ¢ Lexington, Kentucky 40502 « 859.269.2386

Dillard Griffin
Operations Superintendent

May 20, 2002

J. R. Triplett, Chairman
Martin County Water District
Kirk Insurance Building
Main Street

Inez, KY 41224

Re: Proposal for Assistance With Consumer Confidence Report

Dear Mr. Triplett:

State and Federal drinking water regulations require that the Martin County Water
District (MCWD) provide to its customers annually a Consumer Confidence Report
(CCR), sometimes referred to as a water quality report. MCWD received a Notice of
Violation for failure to comply with these regulations with regard to its 2001 report.
Under these regulations, MCWD must issue its CCR directly to each of its individual
customers no later than June 30.

The CCR is a report which presents important information about MCWD drinking water
quality. Information contained in the CCR is stipulated by state and federal regulation
and is based on data obtained from routine monitoring and testing performed by the
utility throughout the year. KAWC recommends that MCWD begin immediately on its
2002 CCR to ensure delivery to customers by June 30.

Kentucky-American Water Company (KAWC) is well familiar with the CCR requirements
and offers to assist MCWD in preparing and distributing its 2002 CCR. KAWC will
perform this work for MCWD for $3,225. Included in the services to be provided by
KAWC for this fee are analysis of data, preparation of the report, graphic design,
printing, and mailing to MCWD’s ‘entire customer base. A total of 3,500 copies will be
produced which will allow for mailing to every current customer and for copies to be kept
on-hand at the office to be given to new customers and other interested parties.

If you desire for Kentucky American Water Co. to proceed with the total handling of the -
MCWD Consumer Confidence Report, please acknowledge by signing and retumning. the;
acknowledgment to KAWC. Please be advised that in order to meet the regulatory date
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for the distribution of the CCR report we will need you acknowledgement as soon as
possible and definitely no later than May 30, 2002.

John R. Triplett, chairman of the board MCWD

Sincerely,

Dillard Griffin

C: E.E. Adams
Harold Garrison
Bill Bunch
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Dillard Griffin

Production Superintendent
MEMORANDUM
TO: J. R. Adams, Chairman 606 298 7127
E.E. Adams, Counsel 606 638 0313
Martin County Water District

FROM: Dillard Griffin
DATE: Friday, June 07, 2002

SUBJECT: High Service Pumps at MCWD, Item 5 on the checklist dated 5/9/02, and
PSC order dated April 5, 2002, DOW NOV dated 4/8/02.

The MCWD has two pumping units for distribution of water from the Water Treatment
Plant clear well to the MCWD distribution system. Pumping units used for the distribution
of the WTP water to the distribution system are commonly referred to as “high service
units”. These pumps are labeled as pump 1 (one) and Pump 2 (two). The complete pump
units consisting of, the pump the electric motor and electrical starter and associated
electrical control equipment. The reliable operation and maintenance of these two pumping
units has been of great interest and concern by all parties.

Pump unit 2 is currently in service and serves as the single source for the plant high service
pumping. Pumping unit 1 (one) is out of service and has been out of service for some
reportedly 4 to 7 years. The Division of Water Notice of Violation dated 4/8/02 states
replace or repair both high service pumps. An electrical motor starter and electrical
breaker have been ordered to correct the electrical control system of these two pumping
units. The electrical breaker was received at the MCWD WTP this week; the shipping date
for the electrical starter is approximately 5/31/02. We have contacted Square D Company
for them to provide a quote for the installation of this equipment.

However, and in reference to the actual pumping units. Installation of this control

equipment does not fix the actual pump and electrical motor. When we have inspected the

out of service unit 1 (one), it shows that there needs to be work performed on the pumping
unit. Operational conditions show that there should also be an overhaul and servicing of

the unit 2. This has been discussed in previous correspondence, and we have had two

qualified contractors visit the MCWD WTP to view the installation and the equipment. We
have obtained from these contractors quotations for a complete servicing of these two al

CADOCUME~1\griffid\LOCALS~1\Temp\C.Lotus.Notes.Data\Pumping units serviced. DOC
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units. The quotations are for removal of the pump motor, take the motors to their machine
shop and completely clean and service the electrical motors, simultaneously they would
remove the pumping unit and transport it to the machine shop and clean realign the pumps
install new bearing etc. In previous correspondence I have recommended that this work
be performed on both pumping units, and that it be performed prior to the installation of
the new starter and breaker. Upon inspection it took two men with a three-foot pipe
wrench to turn the shaft of the out of service unit. We do not believe that this pumping
unit will be operational without the overhaul that is being recommended. Therefore, we
are recommending that authorization be given to the contractor to begin work on the unit 1
(one), once it has been rebuilt, reinstalled and the new electrical starter and breaker
installed, then the unit 2 (two) would be removed from service and it completely serviced.
The best price quote that we have been able to obtain is from the RPM Company located in
Cannonsburg, Ky. Their quote for the two units is $22,030. Ifit is determined that the
electrical motors are damaged and needs rewound there would be an additional cost of
$2,300 per motor, and the other possibility is if the impellers in the pump had to be
replaced then this would be a change order cost. However, this cannot be diagnosed for
certainty until the unit is actually on the test bench in a machine shop. RPM is a company
that is very reliable, a company that has done a great deal of work for Kentucky American
Water Company and one that we would recommend that you contract for this work.

Darrell Ary, Operations Superintendent of maintenance, for Kentucky American Water
Company has coordinated the procurement of the bidding and would be available to work
with the contractor on this proposed work.

This work needs to be started now, in order to timely facilitate this work and coordinate it
along with the installation of the new electrical equipment.

Please respond to me in writing as to how and what you would want KAWC to do in order
to complete this work.

John R. Triplett

CADOCUME-1\griffid \LOCALS~1\Temp\C.Lotus.Notes. Data\Pumping units serviced DOC
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Dillard Griffin
Production Superintendent

MEMORANDUM

TO:
FROM: Dillard Griffin
DATE: Friday, June 07, 2002

SUBJECT:

Mr. Triplett, when | have been at the MCWD office and WTP, | have become very concerned
about the security of the facility. On Tuesday evening 5/21 | was at the plant until around 10:45
PM. | observed several automobiles come into the parking. Some stopped and looked around
and some just turned and left. No problems, from these but | did not like it. | took the liberty of
positing a policy note to the WTP staff advising them to keep the entrance gate closed and locked
during all hours that the MCWD office is closed. | hope this meets with your approval.

However today an additional security breach came up. While at the plant Harold Garrison found
a local reporter along with an out of town photographer in the MC WTPhigh service room taking
photographs. He took them to the office and explained that this was not acceptable, that due to
many reasons, safety concerns, liability, need to know, etc. Further that there is a sign on the
front stating "Authorized Personnel only"; and that they could not just come and go as they
pleased inside of that water plant. | am therefore

Increasing my suggestion for security.

1. That a policy be issued that mandates that the WTP front door stay locked at all times, a
battery powered door bell can be installed, for less than $50.

2. That a sign be placed on the front door stating that all visitors must register at the office.

3. Place a visitors log book in the office requiring visitors to log in and out.

Without elaboration | believe that you can easily see the logic for my concern and suggestion.

If you desire you can set this program up and issue the policy statements, or if you desire or | can
have these procedures put into place. In either case | strongly suggest that these actions be
taken. The liability concerns to MCWD is to great to allow unauthorized personnel free and
unauthorized access to the facilities.

Please advise me of your direction, if you want me to handle this; just sign and return. Further if
you disagree with the policy of keeping the gate locked please advise.

John R. Triplett

CADOCUME~\gritidd\L OCALS~1\Temp\C.Lotus.Notes.Data\Security suggestion.DOC
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Dillard Griffin
Production Superintendent

MEMORANDUM

TO: J. R,. Triplett
FROM: Dillard Griffin
DATE: Friday, June 07, 2002
SUBJECT: Tom Alley, WTP Operator

By state regulation a water treatment plant operator and a water distribution system
operator must have 24 hours of continuing education each 2 years in order to be
eligible to renew their certification. I have been advised that Tom Alley has not
gotten any of his required continuing education during the past two years. The
current period expires on June 30, 2002. In order for Tom to renew his certification
he must get 24 hours of DOW approved CEU’s prior to 6/30/02. In order to meet
this late deadline he will have to leave the area and perhaps spend some overnights at
training centers. In June there is some training scheduled at the Anderson Technical
center in Lawrenceburg, the Kentucky Rural Water has a one day program for
applied math at Natural Bridge. I believe that totally we can find enough sessions to
get him his required 24 hours training. But, we need to be getting on this one
immediately. Further, there may be some training available at the area schools but I
am not aware of them.

If you desire me to schedule and find some training for Tom, please advise.

J. R. Triplett

CADOCUME~\erifid \LOCALS~1\Temp\C.Lotus Notes.Data\~7817735.D0C
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"Eldred E. Adams, Jr." To: "BUNCH BILL" <bbunch@kawc.com>, "GARRISON HAROLD"

<geadams@lycomonlin <hgarriso@kawc.com>, "GRIFFIN DILLARD" <dgriffin@kawc.com>,

e.com> "JOHN R" <jtriplett@setel.com>, "MIKE CAIN"
<gmcain2@hotmail.com>

06/10/2002 11:48 AM cc:

Subject: MARTIN COUNTY WATER DISTRICT

GENTLEMEN: '

THIS MORNING | TALKED TO JOHN R AND JR HORN AND THEY ARE GOING
TO CONTACT TOM ALLEY AND MAKE ARRANGEMENTS FOR HIM TO GET HIS
ADDITIONAL TRAINING BEFORE JUNE 30. WE ALSO DISCUSSED THE
POSSIBILITY OF JR AND NILES INSPECTING THE VARIOUS STORAGE TANKS
TO GET A TRUE PICTURE OF THAT SITUATION. WHILE WE DEFINITELY HAVE A
PROBLEM AT ONE TANK, | SUSPECT A LOT OF WHAT THE PSC WAS
COMPLAINING ABOUT WAS BASED ON HEARSAY AND ASSUMPTIONS RATHER
THAN AN ACTUAL INSPECTION.

| CONTACTED BRENDA LOWE, THE ATTORNEY FOR THE DIVISION OF
WATER, THIS MORNING .
| LAID THE GROUNDWORK FOR THE DISCUSSION BY POINTING OUT THAT
DIVISION OF WATER PERSONNEL AND LEGAL COUNSEL WERE PRESENT AT
THE INFORMAL CONFERENCES WITH THE PSC AND THE FORMAL HEARINGS
AS WELL. CLEARLY, THE DIVISION OF WATER KNEW EVERYTHING THAT WAS
GOING ON WITH THE MARTIN COUNTY WATER DISTRICT.

| THEN RELATED THE INCIDENT OF THURSDAY JUNE 6 WHERE THE DIVISION
OF WATER PERSONNEL WANTED A RESPONSE TO THEIR APRIL LETTER OF
COMPLAINTS. | TOLD HER THAT MR GRIFFIN HAD PREPARED A HANDWRITTEN
RESPONSE, JR SIGNED IT, AND IT WAS ACCEPTED. | TOLD HER THAT NEXT
DAY THAT WE HAD GOTTEN A CALL THAT IT WAS NOT SATISFACTORY
BECAUSE IT WAS NOT ON MCWD LETTERHEAD AND THAT ANOTHER
VIOLATION WAS GOING TO BE ISSUED.

| ASKED HER TO FIND OUT WHAT IT WOULD TAKE TO SATISFY HER PEOPLE.
THOUGH WE COULD FILE A PROTEST, IT WAS GOING TO BE A WASTE OF
EVERYBODY'S TIME. SHE TOLD ME THAT SHE HAD JUST GOTTEN BACK FROM
VACATION AND HAD TO LOOK INTO IT AND IT MIGHT BE A DAY OR TWO
BEFORE SHE COULD RETURN MY CALL. | TOLD HER THAT WAS FINE AND THAT
| WOULD APPRECIATE HER HELP ON THE MATTER.

BUD
TEL. 606-638-4890
FAX 606-638-0313
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Diliard Griffin To: eeadams@lycomonline.com, jtriplett@setel.com
. cc. Harold Garrison/KAWC/AWWSC@AWW, Bill
06/03/2002 04:32 PM Bunch/KAWC/AWWSC@AWW
Subject:

Mr. Triplett

We have been advised today by Melanie that she must get the payroll inputted today in order to get the
payroll processed. We have a couple of issues that must be addressed immediately in order to be able to

input the payroll.

The office has never been given an actual pay rate for Kathy. Must have some pay rate to input. Kathy
states that she was asked to come over to the water district office and work but was not given a salary
rate. Further, that she cannot work for $6.50 as Melanie is making. They need to know her rate in order
to process the payroll. Further, it is my understanding that you had plans to make some changes in the
office staff. | believe that you had quoted some suggested rates and an arrangement that you had in
mind. | do not disagree; actually do agree with the plan that you had discussed and think it would be a
good decision. But, at what pay rate shuld they be advised to input Kathy's pay?

We also must have a final salary for Melanie, | am advised that she is currently making $6.50 per hour,
but she has stated that she will not continue to work for this rate. But, if the $ 6.50 is what you want to
continue to pay her, this is fine, we just need to know if that is the rate to tell her to input. igf she doesn't
want to work for that rate and it is your decision to pay that rate, then she just have to make her own

decision.

Regarding Tom Alley; Harold Garrison has told me that a few weeks past you had said to Harold that you
were going to advise the accouant to raise Tom's pay rate to the equivalent of what Fayetta was being
paid. Once again the office never got word of this so his pay rate remains what it previously was. We
will advise them to input his rate at the $13.26 but this needs to be confirmed in writing by you.

Mr. Triplett these are all decisions for you and | am not trying to rush you, but we must know specifically
what rates you want inputted in order to get the payroll out. Regarding the proposed staffing
arrangement for the office that you had discussed. | believe that you have a good plan, but that it will
result in the loss of the staff, but if we don't get this payroll/staffing issue settled we are going to loose all
of the staff. At the current time we are working with the staff to train them not only the administrative
duties of the office but the duties as required by various regulations. All of this training is going to be for
nothing if we have to start off with a new staff. If there is going to be a new staff, then it may as well be
now as later. Let the ones quit who want to and we start over, training those who will be there. So the
quicker that you can give us these pay rates the better.

Dillard Griffin

Kentucky American Water Company
2300 Richmond Road

Lexington, KY 40502

859 2686340 (office)

859 339 6823 (cell)

859 268 6395 (fax)
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Jan Routt To: Herb Miller/KAWC/AWWSC@AWW
CcC:
06/13/2002 11:54 AM g\ hiect: Re: Martin County: PSC FilingE

Install chart recorders on individual turbidimeters...cost estimate $4,000...
Need and additional phone line to the the plant and email communication with operators.

This is all | have that is new since the last list.
Jan

859/335-3662 office
859/263-3137 fax
jroutt@kawc.com

Herb Miller
Herb Milier To: Dillard Griffin/KAWC/AWWSC@AWW
. cc: Jan RoutyKAWC/AWWSC@AWW, Roy
06/12/02 03:13 PM Mundy/KAWC/AWWSC@AWW

Subject: Martin County: PSC Filing

We have to file all our recommendtions fro Martin County with the PSC no later than Monday.
These are in addition to the 30-point letter. Can you list these for me ASAP? Thanks.
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6/1vloi—

EMERGENCY PROFESSIONAL SERVICE
AND ADVISORY AGREEMENT

This Emergency Professional Service and Advisory Agreement (“Agreement”)
dated as of this 18" day of June 2002, between Kentucky-American Water Company
(“KAWC”), a Kentucky corporation, and the Martin County Water District (“MCWD?”),
created pursuant to Kentucky statute.

WITNESSETRH:

WHEREAS, MCWD executed an Emergency Professional Service and
Advisory Agreement with KAWC on April 16, 2002, and a subsequent Advisory Agreement
with KAWC on May 21, 2002 which terminates on June 18, 2002,

WHEREAS, MCWD desires to conﬁx;ue is relationship with KAWC as

stipulated under its Emergency Professional Service and Advisory Agreements with KAWC

dated April 16, 2002 and May 21, 2002;

WHEREAS, KAWC desires to continue to provide services to MCWD as
stipulated under its Emergency Professional Service and Advisory Agreements with MCWD

dated April 16, 2002 and May 21, 2002;

WHEREAS, MCWD operates combined water treatment, transmission,

storage, distribution and related facilities serving customers in Martin County, Kentucky

(“System™);

Page 1 of 8
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WHEREAS, the Commonwealth of Kentucky, Natural Resources and
Environmental Protection Cabinet, Department for Environmental Protection, Division of
Water (“DOW?™), issued a Notice of Violation (“NOV”) to MCWD dated April 10, 2002
(Appendix 1), and subsequent NOVs;

WHEREAS, the Commonwealth of Kentucky, Public Service Commission
(“PSC™), opened an Investigation of the Operating Capacity of Martin County Water District
Puréuant to KRS 278.280, Case No. 2062-001 16, on April 5, 2002 (“Order”) (Appendix 2),
and subsequent Orders;

WHEREAS, the MCWD water treatment plant experienced certain equipment
failures of a critical nature on April 10-11, 2002, and the parties recognize that the staffing
and facilities of MCWD are insufficient under cwrent circumstances to provide adequate
water service to MCWD’s customers, and that such facilities are in need of repair;

WHEREAS, MCWD Chairman J. R. Triplett declared a state of emergency on
April 10, 2002 with regard to certain equipment failures at the MCWD treatment plant for
the purpose of expediting emergency repairs and replacement to said equipment;

WHEREAS, MCWD Chairman J. R. Triplett on April 10, 2002 requested the
emergency advisory assistance of KAWC in resolving certain equipment failure issues at the
MCWD water treatment plant;

WHEREAS, MCWD desires the advisory assistance of KAWC in formulating

appropriate responses to issues raised in the DOW NOV and the PSC Order;
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WHEREAS, KAWC and MCWD are interested in working together to assist
MCWD in providing adequate water services to its customers during this emergency
situation,

WHEREAS, DOW and PSC have indicated appreciation and support for a
cooperative effort between KAWC and MCWD in resolving current emergency issues of
MCWD;

WHEREAS,. either MCWD personnei are not available to perform the
functions herein or it would not be feasible to utilize MCWD personnel to perform such
functions, and KAWC is available and qualified to perform such functions;

WHEREAS, MCWD desires that KAWC, on a short-term and limited basis,
act in an advisory capacity to MCWD regarding certain operation, maintenance, and
management decisions that must be considered and implemented to resolve current
emergency issues of the System;

NOW, THEREFORE, for and in consideration of the covenants and agreements herein

contained and for other valuable consideration, the receipt and sufficiency of which are hereby

acknowledged, the parties agree that:

1. Subject to the right to terminate the Agreement as provided below, MCWD
hereby requests and KAWC agrees to provide emergency advisory assistance to MCWD for the
purpose of (1) addressing certain emergency equipment failures, (2) assisting MCWD in making
appropriate regulatory responses, and (3) providing advisory services regarding other operation,

maintenance, or management issues that may arise during the term of this Agreement.

Page 3 of 8



KAW_SR_AGKYDR1#158_attachment5_081804
Page 88 of 101

2. MCWD shall retain its full statutory authority and responsibility to operate,

maintain, and manage the MCWD.,

3. KAWC shall act in an advisory capacity to MCWD and shall not act or
otherwise obligate MCWD without specific advance authority from MCWD or within reasonable

bounds of authority as may be extended by MCWD to KAWC.

4, KAWTC shall provide the advisory services to MCWD on the following terms

and conditions:

a. KAWC shall provide operations, maintenance, and
management personnel as may be deemed necessary by
KAWC to formulate appropriate responses to the
DOW NOV and PSC Order, and subsequent NOVs
and Orders, including, but not limited to, identification
of necessary actions, prioritization of appropriate
responses, providing estimates of cost, identification
of potential funding sources, providing assistance in
securing of appropriate outside contractors, and
implementation of appropriate actions as may be
desired and authorized by MCWD,

b. The KAWC will invoice MCWD monthly during the
term of this Agreement, and at the termination of the
Agreement, for the actual cost or expenses associated
with those services which it renders for MCWD plus
ten percent (10%), such costs and expenses to be
based on receipts for expenditures or upon the fully
distributed cost of such services, whichever is greater.
MCWD agrees, without offset for any reason, to pay
KAWC for such services and expenditures within ten
(10) days of the date of the invoice.
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5. MCWD understands and agrees that in carrying out its obligations under this
Agreement, KAWC is not assuming management responsibility for MCWD and shall not be liable for
any of MCWD’s debt or other liabilities by virtue of this Agreement.

6. In addition to reimbursing KAWC for its costs and expenses during such
interim operations under this Agreement as described in Section 4(b) above, MCWD also agrees that
MCWD shall continue to be responsible for, and shall pay, all other costs and expenses incident to the

operation of the System during the period of this Agreement.

7. During the term of this Agreement, all employees of the System shall continue
to be employees of MCWD on the usual terms and conditions of their employment, and MCWD
specifically understands and agrees that KAWC is not the employer of any employees of the System.

8. KAWC and MCWD agree that during the Agreement, KAWC shall use
reasonable efforts to advise MCWD of any operating problems that it observes, but that MCWD shall
remain liable for any operating losses of the System and shall be responsible for any and all capital

improvements necessary to the System.

9. It is understood and agreed by the Parties that the relationship of KAWC to
MCWD is that of independent contractor. The services provided for under this Agreement are of a
professional nature and MCWD shall indemnify and hold KAWC (and its officers, directors,
employees and agents) harmless from and against any claim, damages or liabilities whatsoever, direct
or indirect, including regulatory actions and attorneys fees, arising out of or in connection with the
performance of this Agreement, unless caused by the sole intentional misconduct or gross negligence

of KAWC. Notwithstanding any other provision of this Agreement, KAWC shall not be responsible
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or liable for the quality of the potable water, costs incurred in the production and distribution of the
potable water or fines or penalties regarding such water. Further, MCWD shall maintain in force all
of its existing insurance coverage, including fire, casualty, liability, general liability, workers
compensation, vehicle, and other coverage. KAWC shall be entitled to at least ten (10) days prior
notice of any intent to cancel said coverage.

10.  If any litigation is necessary to enforce the terms of this Agreement, the
action, unless waived by KAWC in writing, shall be brought and maintained in the appropriate state
or federal court in Fayette County, Kentucky, and the prevailing Party shall be entitled to interest at
the statutory rate, reasonable attorney’s fees, which are directly attributed to such litigation, in

addition to any other relief to which it may be entitled.

11.  MCWD represents that it has the authority to enter into this Agreement, and
represents that it has complied with all governmental action necessary to bind it to the terms hereof.

12. MCWD shall be liable for those fines or civil penalties, or other penalties or
relief or remedy, imposed by any regulatory or enforcement agencies on MCWD which are directly
related to its ownership or operation of the System, including those which may arise from the DOW
NOV and PSC Order, or future actions, and shall indemnify and hold KAWC harmless from the
payment of any such fines and/or penalties.

13.  Indemnity obligations provided for in this Agreement shall survive the

termination of the Agreement.
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14.  Ifrequired by PSC or DOW, KAWC shall submit the A greement for review
and approval by PSC and/or DOW. If, for any reason, PSC and/or DOW fail to approve the
Agreement, the Agreement shall be immediately terminated.

15.  This Agreement is in addition to the Interim Operations Agreement dated
January 25, 2002 by and between KAWC and MCWD which provides, among other things, that
KAWC shall provide certified water treatment plant operator(s) to MCWD.

16.  Either Party may terminate this Agreement prior to its expiration by reason of
material breach of the Agreement by the other Party, but only after giving written notice of breach
and allowing the Party in default five (5) days to cure same or commence taking reasonable steps to
cure the breach. Otherwise, this Agreement will terminate (a) July 16, 2002; (b) upon mutual
agreement of the parties, or (c) upon twenty-four hours written notice to either party by the other
party, without cost or liability to either party, except for payment of any accrued cost incurred as

provided in Section 4(b) above. Notice of termination shall be valid if delivered by electronic

transmission or facsimile transmission to:

To KAWC

Kentucky-American Water Company Inc.
2,300 Richmond Road

Lexington, Kentucky 40502

Fax Number: 859-268-6827

E-mail Address: rwmundy@kawc.com
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To MCWD:
ENECETT HoRW, %,
FR=Tmplett, Chairman

Martin County Water District

Main Street

Inez, Kentucky 41224

Fax Number: 606-298-7127
E-mail Address: jtriplett@setel.com

IN WITNESS WHEREQOF, the parties have executed this Agreement as of the

date first written above.

KENTAN WATER COMPANY
By (o0 (DZ/
-

Its % QL

4
MARTD‘{/:OUN TY WATER DISTRICT

By ~

Its O // tl QMA'\/
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“John R. Triplett" To: <dgriffin@kawc.com>

<jtriplett@setel.com> cc:
Subject: Re: HS discharge valves
06/24/2002 01:25 PM

You are authorized to go ahead with the work on this project as stated in
your e-mail of June 21, 2002.

> From: dgriffin@kawc.com

> To: eeadams@lycomonline.com; jtriplett@setel.com

> Cc: hgarrison@kawc.com; dary@kawc.com; bbunch@kawc.com; rwmundy@kawc.com;
jhamilto@wvawater.com

> Subject: HS discharge valves

> Date: Friday, June 21, 2002 1:37 PM

>

> On Monday 6/24 technicians from Square D company will be at the MCWD
water

> treatment plant to begin installing the new electrical equipment.

Darrell

> Ary Operations superintendent/maintenance of KAWC will be there to
oversee

> and inspect the work. It is hoped that all of the work will be completed
> prior to week end. Further, the discharge valves on the two high service
> valves need to be repaired, in the original order you approved the
ordering

the parts to overhaul these valves. The overhaul should take place while
the electrical and pump work is being conducted. The repair parts have
been received. We have now gotten a quote from the C.I Thornburg company
out of Huntington, W VA. to send two technicians to the MCWD plant and
perform this work. The quote is for one day of labor for two technicians
at $920. Need for you to approve this work, and then we will notify C.TI.
Thornburg and they will repair the discharge valve on the High Service
pump

> Number one next week. Once the overhaul begins on High service pump
number

two the technicians will have to return to the district plant to repair
the discharge valve on pump number two. Please advise me of you approval
for this expenditure of $920 during the week of 6/24, and then an
additional expenditure service call during the overhaul of high service
pump number two. Total expenditure to C.I Thornburg will amount then to
$1840. I need your authorization as quickly as possible in order to
notify

them to proceed with the work next week.

VVVVYVVYV

VVVVVYV

Dillard Griffin

Kentucky American Water Company
2300 Richmond Road

Lexington, KY 40502

859 268 6340 (office)

859 339 6823 (cell)

859 268 6395 (fax)

VVVVVYVVYVYVYV
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EMERGENCY PROFESSIONAL SERVICE
AND ADVISORY AGREEMENT

This Emergency Professional Service and Advisory Agreement (“Agreement”)
dated as of this 8" day of August 2002, between Kentucky-American Water Company
(“KAWC”), a Kentucky corporation, and the Martin County Water District “MCWD”),
created pursuant to Kentucky statute.

WITNESSETH:

WHEREAS, MCWD executed an Emergency Professional Service and
Advisory Agreement with KAWC on April 16, 2002, a subsequent Advisory Agreement with
KAWC on May 21, 2002, and a subsequent Advisory Agreement with KAWC on June 18,
2002, and a subsequent Advisory Agreement with KAWC on July 16, 2002 which terminates

on August 20, 2002;

WHEREAS, MCWD desires to continue is relationship with KAWC as
stipulated under its Emergency Professional Service and Advisory Agreements with KAWC

dated April 16, 2002, May 21, 2002, June 18, 2002, and July 16, 2002;

WHEREAS, KAWC desires to continue to provide services to MCWD as
stipulated under its Emergency Professional Service and Advisory Agreements with MCWD

dated April 16, 2002, May 21, 2002, June 18, 2002, and July 16, 2002;
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WHEREAS, MCWD operates combined water treatment, transmission,
storage, distribution and related facilities serving customers in Martin County, Kentucky
(“System”);

WHEREAS, the Commonwealth of Kentucky, Natural Resources and
Environmental Protection Cabinet, Department for Environmental Protection, Division of
Water (“DOW™), issued a Notice of Violation (“NOV”) to MCWD dated April 10, 2002
(Appehdix 1), and subseQuent NOVs;

WHEREAS, the Commonwealth of Kentucky, Public Service Commission
(“PSC”), opened an Investigation of the Operating Capacity of Martin County Water District
Pursuant to KRS 278.280, Case No. 2002-00116, on April 5, 2002 (“Order”) (Appendix 2),

and subsequent Orders;

WHEREAS, the MCWD water treatment plant experienced certain equipment
failures of a critical nature on April 10-11, 2002, and the parties recognize that the staffing
and facilities of MCWD are insufficient under current circumstances to provide adequate
water service to MCWD’s customers, and that such facilities are in need of repair; |

WHEREAS, MCWD Chairman J. R. Triplett declared a state of emergency on
April 10, 2002 with regard to certain equipment failures at the MCWD treatment plant for

the purpose of expediting emergency repairs and replacement to said equipment;
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WHEREAS, MCWD Chairman J. R. Triplett on April 10, 2002 requested the
emergency advisory assistance of KAWC in resolving certain equipment failure issues at the
MCWD water treatment plant;

WHEREAS, MCWD desires the advisory assistance of KAWC in formulating
appropriate responses to issues raised in the DOW NOV and the PSC Order;

WHEREAS KAWC and MCWD are interested in workmg together to assist
MCWD in prowdmg adequate water services to its customers durmg this emergency
situation;

WHEREAS, DOW and PSC have indicated appreciation and support for a
cooperative effort between KAWC and MCWD in resolving current emergency issues of
MCWD;

WHEREAS, either MCWD personnel are not available to perform the
functions herein or it would not be feasible to utilize MCWD personnel to perform such
functions, and KAWC is available and qualified to perform such functions;

WHEREAS, MCWD desires that KAWC, on a short-term and limited basis,
act in an advisory capacity to MCWD regarding certain operation, maintenance, and
management decisions that must be considered and implemented to resolve current

emergency issues of the System;
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NOW, THEREFORE, for and in consideration of the covenants and agreements herein

contained and for other valuable consideration, the receipt and sufficiency of which are hereby

acknowledged, the parties agree that:

1. Subject to the right to terminate the Agreement as provided below, MCWD
hereby requests and KAWC agrees to provide emergency advisory assistance to MCWD for the
purpose of (1) addressing certain emergency equipment failures, (2) assisting MCWD in making
appropriate regulatory responses, and (3) providing advisory services regarding other operation,
maintenance, or management igsues that may arise during the term of this Agreement.

2. 'MCWD shall retain its full statutory authority and responsibility to operate,

maintain, and manage the MCWD.

3. KAWC shall act in an advisory capacity to MCWD and shall not act or
otherwise obligate MCWD without speéiﬁc advance authority from MCWD or within reasonable

bounds of authority as may be. extended by MCWD to KAWC.

4. KAWC shall provide the advisory services to MCWD on the following terms

and conditions;

a. KAWC shall provide operations, maintenance, and
management personnel as may be deemed necessary by
KAWC to formulate appropriate responses to the
DOW NOV and PSC Order, and subsequent NOVs
and Orders, including, but not limited to, identification
of necessary actions, prioritization of appropriate
responses, providing estimates of cost, identification
of potential funding sources, providing assistance in
securing of appropriate outside contractors, and
implementation of appropriate actions as may be
desired and authorized by MCWD.
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b. The KAWC will invoice MCWD monthly during the
term of this Agreement, and at the termination of the
Agreement, for the actual cost or expenses associated
with those services which it renders for MCWD plus
ten percent (10%), such costs and expenses to be
based on receipts for expenditures or upon the fully
distributed cost of such services, whichever is greater.
MCWD agrees, without offset for any reason, to pay
KAWTC for such services and expenditures within ten
(10) days of the date of the invoice.

5. MCWD understands and agrees that in carrying out its obligations under this
Agreement, KAWC is not assuming management responsibility for MCWD and shall not be liable for
any of MCWD’s debt or other liabilities by virtue of this Agreement.

6. In addition to reimbursing KAWC for its costs and expenses during such

interim operations under this Agreement as described in Section 4(b) above, MCWD also agrees that
- MCWD shall continue to be responsible for, and shall pay, all other costs and expenses incident to the
operation of the System during the period of this Agreement.

7. During the term of this Agreement, all employees of the System shall continue
to be employees of MCWD on the usual terms and conditions of their employment, and MCWD
specifically understands and agrees that KAWC is not the employer of any employees of the System.

8. KAWC and MCWD agree that during the Agreement, KAWC shall use

reasonable efforts to advise MCWD of any operating problems that it observes, but that MCWD shall

remain liable for any operating losses of the System and shall be responsible for any and all capital -

improvements necessary to the System.
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9. It is understood and agreed by the Parties that the relationship of KAWC to
MCWD is that of independent contractor. The services provided for under this Agreement are of a
professional nature and MCWD shall indemnify and hold KAWC (and its ofﬁceré, directors,
employees and agents) harmless from and against any claim, damages or liabilities whatsoever, direct
or indirect, including regulatory actions and attorneys fees, arising out of or in connection with the
performance of this Agreement, unless caused by the sole intentional misconduct or gross negligence
of KAWC. Notwithstanding any other provision of this Agreement, KAWC shall not be responsible
or liable for the quality of the potable water, costs incurred in the production and distribution of the
potable water or fines or penalties regarding such water. Further, MCWD shall maintain in force all
of its existing insurance coverage, including fire, casualty, liability, general liability, workers
compensation, vehicle, and other coverage. KAWC shall be entitled to at least ten (10) days prior

notice of any intent to cancel said coverage.

10.  If any litigation is necessary to enforce the terms of this Agreement, the
action, unless waived by KAWC in writing, shall be brought and maintained in the appropriate state
or federal court in Fayette County, Kentucky, and the prevailing Party shall be entitled to interest at
the statutory rate, reasonable attorney’s fees, which are directly attributed to such litigation, in
addition to any other relief to which it may be entitled.

11.  MCWD represents that it has the authority to enter into this Agreement, and
represents that it has complied with all governmental action necessary to bind it to the terms hereof.

12. MCWRD shall be liable for those fines or civil penalties, or other penalties or

relief or remedy, imposed by any regulatory or enforcement agencies on MCWD which are directly
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related to its ownership or operation of the System, including those which may arise from the DOW
NOV and PSC Order, or future actions, and shall indemnify and hold KAWC harmless from the

payment of any such fines and/or penalties.

13.  Indemnity obligations provided for in this Agreement shall survive the
termination of the Agreement.

14.  Ifrequired by PSC or DOW, KAWC shall submit the Agreement for review
and approval by PSC and/or DOW. If, for any reason, PSC and/or DOW fail to approve the
Agreement, the Agreement shall be immediately terminated.

15.  This Agreement is in addition to the Interim Operations Agreement dated
January 25, 2002 by and between KAWC and MCWD which provides, among other things, that
KAWC shall provide certified water treatment plant operator(s) to MCWD.

16.  Either Party may terminate this Agreement prior to its expiration by reason of
material breach of the Agreement by the other Party, but only after giving written notice of breach
and allowing the Party in default five (5) days to cure same or commence taking reasonable steps to
cure the breach. Otherwise, this Agreement will terminate (a) September 30, 2002; (b) upon mutual
agreement of the parties, or (c) upon twenty-four hours written notice to either party by the other
party, without cost or liability to either party, except for payment of any accrued cost incurred as

provided in Section 4(b) above. Notice of termination shall be valid if delivered by electronic

transmission or facsimile transmission to:
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To KAWC

Kentucky-American Water Company Inc.
2,300 Richmond Road

Lexington, Kentucky 40502

Fax Number: 859-268-6827

E-mail Address: rwmundy@kawc.com

To MCWD:

Mike Cain, Chairman

Martin County Water District

P O Box 596

Paintsville, Kentucky 41240

Phone Number: 606-789-2566

Fax Number: 606-789-3643

E-mail Address: gmcain2@hotmail.com

IN WITNESS WHEREQOF, the parties have executed this Agreement as of the

date first written above.

MARTIN COURNTY WAT?DISTRICT

By M
Its (‘/401.\“&
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