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David Baker 
Director - Business Development 

February 29,2000 

Mr. Carl Stitch, Administrator 
Elk Lake Water Company 
445 Elk Lake Resort Road 
Owenton, Ky 40359 

Dear Mr. Stitch: 

Thanks to you and your staff for your assistance as we have worked together to 
prepare the enclosed conceptual proposal to purchase the water distribution 
system of Elk Lake Water Company. We have enjoyed our association with Elk 
Lake and appreciate your consideration. 

This conceptual proposal outlines a method for KAWC to purchase the water 
distribution system assets of ELWC and provide water services to your 
customers under Public Service Commission Jurisdiction. American Water 
Works Co., Inc. is Kentucky's and the nation's largest investor-owned water utility 
company, operating in 23 states. In Kentucky we lead our industry, serving over 
95,000 customers in 7 counties. Should you elect to pursue this partnership 
option, you can be assured that your customers will receive state of the art 
service and water quality, and be assured of the greatest economies of scale that 
the industry can offer. Your customers will be served from the KAWC Owenton 
Facilities. 

Thanks again for your cooperation and assistance. 

Sincerely, 

David Baker 

C: Roy W. Mundy, I I ,  President 

Equal Opportunity Employer 
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Discussion of Potential 

Business Partnershi~s 

Elk Lake Water Co., Inc. 

KentuckyAmerican Water Company 

February, 2000 
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Discussion of Potential Business Partnershi~s: 

1. Background Information - Kentucky-American and American 
Water Works Co., Inc. 

2. Partnership Option -Water System Sale 

This conceptual proposal is presented to Elk Lake Water Company 
for its consideration of possible business partnerships with Kentucky- 
American Water Company. Should Elk Lake Water Co. decide to 
pursue this option, Kentucky-American reserves the right to further 
negotiate this proposal. All proposals and subsequent offers and 
closings are subject to all due diligence and approvals by all legal 
authorities including but not limited to the Public Service Commission 
and the Kentucky-American board of directors. Additionally, this 
proposal andlor any subsequent contracts that both parties enter into 
will be subject to the successful closing of the KAWC acquisition of 
the Tri-Village Water District. 

All costs are estimates based on existing KAWC information. Final 
cost figures are subject to further inspection and other due diligence. 
Statements made herein are for initial discussion purposes only. 
Such statements should not be relied upon by any person or entity at 
this time until after complete due diligence by KAWC. No relationship 
between Elk Lake Water Co. (ELWC) and KAWC is created by the 
statements herein. This is not an offer and should not be relied upon 
as such. If ELWC indicates that it intends to participate in the 
partnership option discussed, KAWC will prepare and submit for 
approval the appropriate offers, contracts or other documents. 
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I, Background Information, Kentucky-American and 
American Water Works Co., Inc. 

Incorporated in Kentucky in 1882 under the name of Lexington 
Hydraulic and Manufacturing Corporation, the company's name was 
changed to Lexington Water Company in 1922 and to Kentucky- 
American Water Company in 1973. KAWC is a regional water 
supplier which withdraws, treats and distributes water in Fayette, 
Scott, Clark, Bourbon, Harrison, Jessamine and Woodford Counties. 
In addition, KAWC is a bulk supplier to the Cities of Georgetown, 
North Middletown, Midway, Versailles, Jessamine South Elkhorn 
Water District and Spears Water Company. KAWC is Kentucky's 
largest investor-owned water utility. Traded on the NYSE, AWVV is 
the nation's largest investor owned water utility. 

Revenues: KAWC - 1998 annual revenues: $36.9 million 
AWW: $1 Billion 

Taxes Paid: Federal, State Income Taxes: $4,526,093 
General Taxes: $1,577,515 

Number of 
Employees: KAWC: 155 

AWW: 4000 + 

Statistics: 93,391 Customers served 
1998 1364 miles of main 

over 157,000 water quality tests run annually 
aver 16 million gallons of storage 

AWW Serves over 7,000,000 in 22 states 
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KAWC 
Management: Roy W. Mundy, II, President 

Coleman Bush, Vice-president and Treasurer 
Nick Rowe, Vice-president - Operations 
Herb Miller, Secretary- Corporate Counsel 
Edward J. Gru bb - Comptroller 
David Baker - Director - Business Development 
Barbara Brown - Director - Communications 
Donna Braxton - Director - Loss Control 
Linda Bridwell - Director- Engineering 
Larry Burns - Director - Customer Service 
Phil McConathy - Director - Employee Relations 
Jan Routt - Director - Water Quality 
David Whitehouse - Director - Gov. Relations 

Advantages of Business Partnership with KAWCIAWW: 

KAWC and AWW have the highest level of Expertise: 

In Kentucky, KAWC has a staff of 5 chemistslbiologists and 2 
certified labs to insure the highest water quality. Our national 
laboratory facility in Belleville, Illinois and our water quality team 
assist in developing the latest industry technologies and regulatory 
measures 

We have 4 professional engineers on staff in Kentucky 

We have a complete rate, financial, accounting and management 
staff in Kentucky 
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We have over 100 years experience in Kentucky and well 
established relationships with regulatory agencies 

We have the ability to finance projects internally without the delay 
and uncertainty of federal funding, and the resources of a 
corporation with over $1 billion in revenues 

We have the experience of facilitating over 75 water and 
wastewater system acquisitions within the American System over 
the past 10 years 

Kentucky American employees live and are actively involved in the 
Communities in which they work 

We are helping to lead the process in regionalization/consolidation 
within Kentucky, serving on the Governor's Water Resources 
Development Commission 

Kentucky-American is an active and responsible corporate citizen, 
supporting projects within the communities we serve. 

Rate Regulation under the Public Service Commission (for 
acquisition options only) - PSC controls rates and the KAWC rate 
of return 
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2. Partnership Option - Systems Sale 

AWW has successfully facilitated over 75 value added water system 
acquisition/partnerships over the past 10 years ranging in size from 
50 to 500,000 customers. Kentucky-American proposes to purchase 
the water distribution system, with the following details: (all figures 
estimated from the 12131198 ELWC PSC Report - subject to further 
update, negotiation and verification by KAWC and all due diligence 
and approvals) 

Estimated System 
Purchase Price $1 15,427 
(Book Value less AID, 
Contributed Capital= 
PSC Allowable price, 
plus $95,777 premium) 

Est. Proceeds/Residual to 
ELWC, after 
Payoff of debt and: $ 39,247 
Collection of receivables 

KAWC could purchase the assets of the distribution system and 
completely own and manage in the future 

The current rates would remain in place initially 

All rates and service will be regulated by the Public Service 
Commission 

0 Customer service will be maintained at the highest possible level 
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State of the Art procedures for water quality, distribution and 
production will be used under the AWW Company Standards 

A representative from Elk Lake Water Co. may serve on the Owen 
County Advisory Council, established to provide input into system 
issues to KAWC 

Preliminary estimates indicate that the existing Tri-Village system 
connection will serve as the supply 

Proposal includes approximately $1 0,000 for tank improvements 
(altitude valve vault to control the drawlfill dynamics of the existing 
tank) at KAWC expense 

Proposal assumes that KAWC will pay ELWC not take ownership 
of the water treatment plant, buildings, land or equipment; all 
equipment, lines, tanks, hydrants, etc. associated with the 
distribution and storage systems will be purchased. 

An environmental assessment of the facilities may need to be 
conducted 

24 hour emergency customer response will be provided 

Customers billed monthly, with the convenience of paying bill at 
the Owenton Office, by mail or by automatic bank draft 

Customers will be served by Kentucky-American's Owen County 
Staff 
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% Kentucky-A merican Water Company 

. Employees of Elk Lake will be offered employment at Tri-Village 
Water District (dependent upon closing and qualifications) with 
excellent benefits, including medicalldental insurance, 401 k, 
pension, vacations, etc. 



Proposal For Water System 
Asset Purchase 

Elk Lake Water Co., inc. 

KentuckyAmerican Water Company 

May, 2000 



Proposal for Asset Purchase: 

I Background Information - Kentucky-Americanand American 
Water Works Co., Inc. 

2. Partnership Option - Water System Sale 

3. Purchase Contingencies 

4. Procedures to Close Transaction 

This proposal is presented to Elk Lake Water Company for its 
consideration of possible business partnerships with Kentucky- 
American Water Company. Should Elk Lake Water Co. decide to 
pursue this proposal, Kentucky-American reserves the right to further 
negotiate to reach a contract for purchase of certain water system 
assets. All proposals and subsequent offers and closings are subject 
to all due diligence and approvals by all legal authorities including but 
not limited to the Public Service Commission and the Kentucky- 
American board of directors. Additionally, this proposal and/or any 
subsequent contracts that both parties enter into will be subject to the 
successful closing of the KAWC acquisition of the Tri-Village Water 
District. 

All costs are estimates based on existing KAWC information. Final 
cost figures are subject to further inspection and other due diligence. 
No relationship between Elk Lake Water Co. (ELWC) and KAWC is 
created by the statements herein. 



I Background Information, Kentucky-American and 
American Water Works Co., Inc. 

Incorporated in Kentucky in I882 under the name of Lexington 
Hydraulic and Manufacturing Corporation, the company's name was 
changed to Lexington Water Company in 1922 and to Kentucky- 
American Water Company in 1973. KAWC is a regional water 
supplier which withdraws, treats and distributes water in Fayette, 
Scott, Clark, Bourbon, Harrison, Jessamine and Woodford Counties. 
In addition, KAWC is a bulk supplier to the Cities of Georgetown, 
North Middletown, Midway, Versailles, Jessamine South Elkhorn 
Water District and Spears Water Company. KAWC is Kentucky's 
largest investor-owned water utility. Traded on the NYSE, AWW is 
the nation's largest investor owned water utility. 

Revenues: KAWC - 1998 annual revenues: $36.9 million 
AWW: $1 Billion 

Taxes Paid: Federal, Statelncome Taxes: $4,526,093 
General Taxes: $1,577,515 

Number of 
Employees: KAWC: 155 

AWW: 4000 + 

Statistics: 93,391 Customers served 
1998 1364 miles of main 

over 157,000 water quality tests run annually 
over 16 million gallons of storage 

AWW Serves over 7,000,000 in 22 states 



KAWC 
Management: Roy W. Mundy, II, President 

Coleman Bush, Vice-president and Treasurer 
Nick Rowe, Vice-president - Operations 
Herb Miller, Secretary - Corporate Counsel 
Edward J. Grubb - Comptroller 
David Baker - Director - Business Development 
Barbara Brown - Director - Communications 
Donna Braxton - Director - Loss Control 
~ k d a  Bridwell - Director - Engineering 
Larry Burns - Director - Customer Service 
Phil McConathy - Director - Employee Relations 
Jan Routt - Director - Water Quality 
David Whitehouse - Director - Gov. Relations 

Advantages of Business Partnership with KAWCIAWW: 

KAWC and AVWV have the highest level of Expertise: 

In Kentucky, KAWC has a staff of 5 chemists/biologists and 2 
certified labs to insure the highest water quality. Our national 
laboratory facility in Belleville, Illinois and our water quality team 
assist in developing the latest industry technologies and regulatory 
measures 

We have 4 professional engineers on staff in Kentucky 

We have a complete rate, financial, accounting and management 
staff in Kentucky 



We have over 100 years experience in Kentucky, and well 
established relationships with regulatory agencies 

We have the ability to finance projects internally without the delay 
and uncertainty of federal funding, and the resources of a 
corporation with over $1 billion in revenues 

We have the experience of facilitating over 75 water and 
wastewater system acquisitions within the American System over 
the past 10 years 

Kentucky American employees live and are actively involved in the 
Communities in which they work 

We are helping to lead the process in regionalizationlconsotidation 
within Kentucky, serving on the Governor's Water Resources 
Development Commission 

Kentucky-American is an active and responsible corporate citizen, 
supporting projects within the communities we serve. 

Rate Regulation under the Public Service Commission (for 
acquisition options only) - PSC controls rates and the KAWC rate 
of return 



2. Proposal to Purchase VVater System Assets 

AWW has successfully facilitated over 75 value added water system 
acquisition/partnerships over the past 10 years ranging in size from 
50 to 500,000 customers. Kentucky-American proposes to purchase 
the water distribution system, excluding the plant, cash in bank, 
accounts receivables, water resources and the majority of the land, 
with the following details: (all figures estimated from the 12/31/99 
ELWC PSC Report - subject to further update, negotiation and 
verification by KAWC and all due diligence and approvals) 

Proposed Purchase Price: 

Book Value of Water Distribution, 
Storage systems, related land 
And easements: $379,075 

Less: Accumulated Depreciation ( I  77,103) 
Plant and Land, exc. $5000 ( 74,843) 
Contributions in Aid of Const. [102.719) 

PSC Purchase Price Indicated : $ 24,410 

Plus: Purchase Price Premium 64,674 

Total Purchase Price Offered $ 89,084 

Less: Debt Payoff at Closing ( 65,603) 
Plus: Current Assets 1 6,519 
Estimated Remaining Funds: $40,000** 

** KAWC will not purchase nor collect Elk Lake's AIR, but will remit any funds 
belonging to Elk Lake after closing that are submitted with KAWC payments 



W W C  is offering to purchase certain assets of the distribution 
system and completely own and manage in the future 

Absent unexpected events, the current Rates would remain in 
place initially 

All rates and service will be regulated by the Public Service 
Commission 

Customer service will be maintained at the highest possible level 

State of the Art procedures for water quality, distribution, 
production will be used under the AWW Company Standards 

A representative from Elk Lake Water Co. may serve on the Owen 
County Advisory Council, established to provide input into system 
issues to KAWC 

Preliminary estimates indicate that the existing Tri-Village system 
connection will serve as the supply 

Proposal includes approximately $1 0,000 for tank improvements 
(altitude valve vault to control the drawlfill dynamics of the existing 
tank) at KAWC expense 

Proposal assumes that KAWC will not take ownership of the water 
treatment plant and related buildings, land and equipment. 
However, all equipment, lines, tanks, hydrants, etc. associated 
with the distribution and storage systems will be purchased. 

An environmental assessment of the facilities may need to be 
conducted 

Elk Lake will be responsible for collecting all Elk Lake AIR 



e 24 hour emergency customer response system will be provided 

customers billed monthly with the convenience of paying bill at the 
Owenton Office or by mail, or by automatic bank draft 

customers will be served by Kentucky-American's Owen County 
Staff 

* Employee of Elk Lake will be offered employment (dependent 
upon closing and qualifications) with competitive wages and 
excellent benefits, including medicaVdental insurance, 401k, 
pension, vacations, etc. 



Ken tucky-A mcrican water 

KAWC Contingencies Relating to Purchase of Elk Lake Water 
Company: 

Verification and approval of financial, water sales and all other 
information 

Updating and KAWC approval of this proposal at the time of 
closing to reflect changes in financial position 

Public Service Commission Approval 

Approval by KAWC's Board of Directors 

Closure of the Tri-Village Water District Asset Purchase 

This proposal assumes that KAWC will not be responsible for 
repayment of any grant monies, other contributed capital and 
liabilities. Transfer of assets and rights to future revenue streams 
(except AIR) must be unencumbered 

All other appropriate due diligence regarding the quality of assets 
to be purchased, business and legal risks, accuracy and approval 
of financial condition, execution of an asset purchase agreement, 
etc., all of which are subject to KAWC approval 

No material changes in the financial condition and in the assets to 
be purchased or obligations to be incurred without KAWC approval 

Recommendation and support of the KAWC asset purchase 
agreement, and all legal, regulatory and other requirements 
necessary to effect this transaction 

KAWC approval of any Environmental Assesment Conducted 



Procedural Steps to Closure: 

I. Elk Lake Board Votes to negotiate with the intent to reach a final 
purchase agreement 

2. KAWC begins detailed due diligence 

3. KAWC drafts agreement, presents to Elk Lake for execution 

4. KAWC assists Elk Lake in member education, public information 
sessions 

5. Agreement submitted to KAWC Board for approval 

6. Agreement then submitted to PSC for approval 

7. Closure of Tri-Village Asset Purchase 

8. Closure of contract following final due dili~ence 



2300 Richmond Road Lexington, Kentucky 40502 (606)269-2386 Fax (606)268-6327 

David Baker 
Director - Business Development 

February 29,2000 

Mr. Carl Stitch, Administrator 
Elk Lake Water Company 
445 Elk Lake Resort Road 
Owenton, Ky 40359 

Dear Mr. Stitch: 

Thanks to you and your staff for your assistance as we have worked together to 
prepare the enclosed conceptual proposal to purchase the water distribution 
system of Elk Lake Water Company. We have enjoyedour association with Elk 
Lake and appreciate your consideration. 

This conceptual proposal outlines a method for KAWC to purchase the water 
distribution system assets of ELWC and provide water services to your 
customers under Public Service Commission Jurisdiction. American Water 
Works Co., Inc. is Kentucky's and the nation's largest investor-owned water utility 
company, operating in 23 states. In Kentucky we lead our industry, serving over 
95,000 customers in 7 counties. Should you elect to pursue this partnership 
option, you can be assured that your customers will receive state of the art 
service and water quality, and be assured of the greatest economies of scale that 
the industry can offer. Your customers will be served from the KAWC Owenton 
Facilities. 

Thanks again for your cooperation and assistance. 

Sincerely, 

David Baker 

C: Roy W. Mundy, I!, President 











KentuckyAmericnn Water Compa 

Elk bake Water @a, Inc. 

Kentucky-American Water Company 

February, 2000 



Dhseassim of Potential Business Partnerships: 

1. Background Information - Kentucky-American and American 
Water Works Co., Inc. 

2. Partnership Option - Water System Sale 

This conceptual proposal is presented to Elk bake Water Company 
for its consideration of possible business partnerships with Kentucky- 
American Water Company. Should Elk bake Water Co. decide to 
pursue this option, Mentucky-American reserves the right to further 
negotiate this proposal. All proposals and subsequent offers and 
closings are subject to all due diligence and approvals by all legal 
authorities including but not limited to the Public Service Commission 
and the Kentucky-American board of directors. Additionally, this 
proposal andlor any subsequent contracts that both parties enter into 
will be subject to the successful closing of the KAWC acquisition of 
the Tri-Village Water District. 

All costs are estimates based on existing KAWC information. Final 
cost figures are subject to further inspection and other due diligence. 
Statements made herein are for initial discussion purposes only. 
Such statements should not be relied upon by any person or entity at 
this time until after complete due diligence by KAWC. No relationship 
between Elk Lake Water Go. (ELL'VC) and KAWC is created by the 
statements herein. This is not an offer and should not be relied upon 
as such. If ELWC indicates that it intends to participate in the 
partnership option discussed: KAWC will prepare and submit for 
approval the appropriate offers, ,contracts or other documents. 



. Background Information, Kentucky-American and 
American Water Works Co., Inc. 

Incorporated in Kentucky in 1882 under the name of Lexington 
Hydrauiic and Manufacturing Corporation, the company's name was 
changed to Lexington Water Company in 1922 and to Kentucky- 
American Water Company in 1973. KAWC is a regional water 
supplier which withdraws, treats and distributes water in Fayette, 
Scott, Clark, Bourbon, Harrison, Jessamine and Woodford Counties. 
In addition, KAWC is a bulk supplier to the Cities of Georgetown, 
North Middletown, Midway, Versailles, Jessamine South Elkhorn 
Water District and Spears Water Company. KAWC is Kentucky's 
largest investor-owned water utility. Traded on the NYSE, AWW is 
the nation's largest investor owned water utility. 

Revenues: MAWC - 1998 annual revenues: $36.9 million 
A W :  $1 Billion 

Taxes Paid: Federal, State Income Taxes: $4,526,093 
General Taxes: $1,577,515 

Number of 
Employees: MAWC: 155 

AWW: 4000 -t 

Statistics: 93,391 Customers served 
1998 1364 miles of main 

over 157,000 water quality tests run annually 
over I 6  million gallons of storage 

AW&V Serves over 7,000,000 in 22 states 



Kentucky-R merican Water Company 

KAWC 
Management: Roy W. Mundy, II, President 

Coleman Bush, Vice-president and Treasurer 
Nick Rowe, Vice-president - Operations 
Herb Miller, Secretary - Corporate Counsel 
Edward J. Grubb - Comptroller 
David Baker - Director - Business Development 
Barbara Brown - Director - Communications 
Donna Braxton - Director - Loss Control 
Linda Bridwell - Director - Engineering 
Larry Burns - Director - Customer Service 
Phil McConathy - Director - Employee Relations 
Jan Routt - Director - Water Quality 
David Whitehouse - Director - Gov. Relations 

Advantages of Busimess Partnership with KAWCIAWW: 

KAWC and AVJW have the highest level of Expertise: 

In Kentucky, KAWC has a staff of 5 chemistslbiologists and 2 
certified labs to insure the highest water quality. Our national 
laboratory facility in Belleville, Illinois and our water quality team 
assist in developing the latest industry technologies and regulatory 
measures 

We have 4 professional engineers on staff in Kentucky 

We have a complete rate: financial, accounting and management 
staff in Kentucky 



We have over 100 years experience in Kentucky and well 
established relationships with regulatory agericies 

We have the ability to finance projects internally without the delay 
and uncertainty of federal funding: and the resources of a 
corporation with over $1 billion in revenues 

We have the experience of facilitating over 75 water and 
wastewater system acquisitions within the American System over 
the past 10 years 

Kentucky American employees live and are actively involved in the 
Communities in which they work 

We are helping to lead the process in regionalization/consolidation 
within Kentucky, serving on the Governor's Water Resources 
Development Commission 

Kentucky-American is an active and responsible corporate citizen, 
supporting projects within the communities we serve. 

Rate Regulation under the Public Service Commission (for 
acquisition options only) - PSC controls rates and the KAWC rate 
of return 



2. Partnership Option - Systems Sale 

AWW has successfully facilitated over 75 value added water system 
acquisition/partnerships over the past 10 years ranging in size from 
50 to 500,000 customers. Kentucky-American proposes to purchase 
the water distribution system, with the following details: (all figures 
estimated from the 12/31/98 ELWC PSC Report - subject to further 
update, negotiation and verification by KAWC and all due diligence 
and approvals) 

Estimated System 
Purchase Price $1 7 5,427 
(Book Value less AID, 
Contributed Capitak 
PSC Allowable price, 
plus $95,777 premium) 

Est. PrsceedsIResidual to 
ELWC, after 
Payoff of debt and: $ 39,247 
Collection of receiva bies 

KAWC could purchase the assets of the distribution system and 
completely own and manage in the future 

~t The current rates would remain in place initially 

5 All rates and service will be regulated by the Public Service 
Commission 

B Customer service will be maintained at the highest possible level 



State of the Art procedures for water quality, distribution and 
production will be used under the AWW Company Standards 

A representative from Elk Lake Water Co. may serve on the Owen 
County Advisory Council, established to provide input into system 
issues to KAWC . 

Preliminary estimates indicate that the existing Tri-Village system 
connection will serve as the supply 

Proposal includes approximately $10,000 for tank improvements 
(altitude valve vault to control the drawlfill dynamics of the existing 
tank) at KAWC expense 

Proposal assumes that KAWC will pay ELWC not take ownership 
of the water treatment plant, buildings, land or equipment; all 
equipment, lines, tanks, hydrants, etc. associated with the 
distribution and storage systems will be purchased. 

An environmental assessment of the facilities may need to be 
conducted 

24 hour emergency customer response will be provided 

Customers billed monthly, with the convenience of paying bill at 
the Owenton Office, by mail or by automatic bank draft 

Customers will be sewed by Kentucky-American's Owen County 
Staff 



icsn Water Company - 
et Employees of Elk Lake will be offered employment at Tri-Village 

Water District (dependent upon closing and qualifications) with 
excellent benefits, including rnedicaVdental insurance, 401 k, 
pension, vacations, etc. 


