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\\‘\ Kentucky-American Water Company

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

David Baker
Director— Business Development

y

February 10, 1999

Board of Commissioners
Tri-Village Water District
3700 Highway 127 North
Owenton, Kentucky 40359

Dear Board Member:

Thank you for allowing me to speak to you and introduce -Kentucky-American
Water Company to you. | certainly appreciate the opportunity to get to know my
fellow water professionalsin Kentucky.

Please find enclosed some basic facts about KAWC and the American Water
Works Company. Included also is information relating to the potential KAWC
business partnerships that are available to the Tri-Village Water District. When
you determine it is appropriate, a detailed outline of these partnerships can be
prepared and presented to you at no cost or obligation. All information and
communicationsare held in the strictest of confidence.

Again, thanks for the opportunity to meet you.

Sincerely,
W K W David K. Baker
Director Business Development
David Baker " Kentucky-American
_ Water Company
DKB/jad LS
Enclosures 2300 Richmond Road

Lexington, KY 40502

(606) 2686318

Fax (606) 268-6327

E-mail dbaker@kawc.com

Toll Free: 1-800-678-6301 Ext 318

WKAWMISYS\FINVAcquisition\dbakercorrespondenceNTrivillageboard.doc

Equal Opportunity Employer
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\.\-‘_\-\ Kentucky-American Water Company

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

Kentuckv American Water Company helps communities meet their Water

and Wastewater Svstem needs:

Public/Private Partnerships that can be customizedto meet your system's
needs

Water and Wastewater System Contract Operations

System salefacquisition
Water and wastewater system management contract

System Lease, Manage and Operate Contract

Advantaaes to a Business Partnership with KAWC:

Security for employees, excellent wages and benefits
KAWC has in-house engineering, operations, finance, service staff expertise
Ready capital for system improvements and expansions
Customers may enjoy lower rates

Excellent customer service

Regulation by PSC or continued Board Control

Long-term contracts can guarantee costs

Assurance of Award-winning Water Quality

Assurance of Source of Supply

Potential infusion of cash to City

Employees who live and work in the communities they serve

Over 100 years of experience in Kentucky

H:\FINVAcquisition\dbakercorrespondence\Trivillagepresentation0299.doc
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\\—‘\ Kentucky-American Water Company

2300 RichmondRoad . Lexington, Kentucky 40502 . (606) 269-2386 - Fax (606)268-6327

How can Leaders learn specifics about the possibilities of a Business
Partnership with Kentucky-American Water Companv?

¢ KAWC can provide a no-cost, no-obligationreview of systems

s Specific, currentneeds and objectivescan be addressedand reviewed

o "Best-Options" will be prepared for recommendationto the Board, including:
a) Operations concepts

b) Customer rate/service impact

c) Financial package for the System

All discussions, plans and information exchanaed are handled with strict
confidence.

HAFINVAcquisition\dbakercorrespondence\TriVillagepresentation0289 doc
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Who 1s Kentucky-American
Warer (ompany?

Kentucky-American Water Company, based in
Lexington, provideswater serviceto approximately
280,000 people. Our servicearea includes most of
Fayette County (including Lexington), the eastern
half of Scott County (including Sadievilleand the
Toyota Motor Manufacturing plant), and portions
of Bourbon, Clark, Harrison, Jessamine, and
Woodford counties. Kentucky-American provides
water for drinking, cooking, cleaning, and per-
forming numerousother daily activities. Kentucky-
American also provides water for businesses and
manufacturers aswell asfor fireprotection. In fact,

the company maintains more than 5,700 fue :

hydrantsfor thecity of Lexington.

Kentucky-AmericanWater Company was incorpo-

rated under the laws o the Commonwedth o

Kentucky in 1882 as Lexington Hydraulic and :
Manufacturing Company. The company's name
was changed to the Lexington Water Company in
1922, and to Kentucky-AmericanWater Company

in 1973,

Kentucky-American Water Company is a wholly-
owned subsidiary of American Water Works :
Company, Inc., the nation's largest and most geo-
graphically diversifiedinvestor-ownedwater system-
American Water Works Company's 23 utility sub-
sidiaries serve more than seven million peoplein
over870communitiesin 22 states. American Water

© H Mark Weidman

Kentucky-A
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Tue Benerits of A LArce WaTeR

Systemstock is traded under thesymbol "AWK on SvsTeM

the New York Stock Exchange.

Kentucky-American Water Company and its cus-
tomers benefit from its affiliation with American
Water Works Company, Inc. The Americansystem's
purchasing power trandates into lower pricesfor
pipes, valves, hydrants, meters, brass goods, treat-
ment chemicals, liability and workers compensa-
tion insurance, and group hedth insurance. Its

| centralized quality control and researchlaboratory

in Belleville, lllinois, which is totally dedicated to
drinking water analysis, providesvauable infor-
mation for all subsidiariesaf the Americansystem.
Membersd the American Water Worksfamily dso
benefit from vauable, system-wide educational
programs coordinated at the company's corporate
center in Voorhees New Jersey.
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Company - Water For Life

. PLanniNG For THE FuTune

Kentucky-American Water Company is working
i today to make sure that quality water service con-
i tinuesto be availablefor Central Kentucky'sfuture
generations. The city d Lexington and many sur-
¢ rounding communities have experienced signifi-
cant growthduring the past 20 years, and continue
to grow. In fact, the U.S. Census Bureau projects
i that Lexington may be Kentucky'slargest city by
i theyear 2000, a distinction that has been held by
¢ thecity o Louisvillefor more than 150 years.

¢ Toensure that an amplewatersupply is

i avallable for residentisl and

¢ commercial use as well as

for adequate fire protec-

tion in the community, V

Kentucky-American has RN

proposed to augment

£ the community's water

supply through the =

. | BluegrassWater Project,

- § a$485 million dollar P
i endeavor that involves

. congtructing a 52.5-mile

¢ pipeline. The pipeline will link

: Kentucky-American customersto an aux-

: iliary treated water sourcefrom the Ohio River. The

| | BluegrassWater Project is the most cost-effective,

. environmentally safe, and feasiblesolution to the
¢ water supply deficit that the ever-growing Central

' pipdlinecould be operational by 2001.
Source oF Water SuppLy :

Lexington is one of the largest citiesin the United
States located away from a major source of water.
The majority o its water supply, 80% in fact, is i
withdrawn 12 miles from the city at the Kentucky
River. The remaining supply comes from Jacobson .
Reservoir. Kentucky-American customers use an : |
average o approximately 40 million galons o
water daily. The company treatsthewatersupplyat
itstwo treatment plants, one of which islocatedat
the Kentucky River and the other behind the com-
pany's headquarters on Richmond Road. These
fa~"“ies are capable of treating up to 65 million
gi. s Of water per day.

U ‘;\
Sgpp N

i Kentucky region faces. Pending approval ty

| Kentucky's Public Service Commisson, this : @nd federdl drinking water regulations to ensure

i that thecompany's water systemscomply with cur-

A Quarity Propucr

Kentucky-American Water

Company customerscan beconfident that they
receive quality water. The company's in-house
team d water quality experts oversees the water
treatment process and manages Kentucky-
American's water quality research programs.
Kentucky-American staysabreast o proposed state

rent standards. In fact, Kentucky-American goes
beyond what is required and routinely tests its

water for the presenced regulated as well as non-

regulated contaminants.

Kentucky-American Water Company is a voluntary
member of the US. Environmental Protection

Agency's Partnership for Safe Water program,
: which wasformed in 1995 to help water suppliers

improvewater treatment and water quality. In 1998

the company received two Director's Awardsfor its
i digtinction as one d the few companies in the

United Statestocomplete — forall of its treatment
plants - the Phase 111 Sdf-Assessment require-
ments d this program.




A Goon Noicuser

Kentucky-American Water Company believes in beingan active member
of the community it serves. In addition to providing a quality product
and service, being a good employer, and paying taxes, the company is
committed to enhancing education, providingand fostering leadership,
protecting the environment, and encouraging volunteerism.

Kentucky-American isespeciallycommitted to promoting science educa-
tion, which ismost apparent by the company'sextensiveinvolvement in
theannual Kentucky-AmericanWater Company ScienceFair. Thisevent
issolely sponsored by the company and coordinated by Fayette County
Public Schools.

Kentucky-American associ atesare encouraged to takeactiverolesin their
community through participation in numerous projectsthat focus on

KEnTUCKY-AMERICAN"S Mission

Kentucky-American Water Company's mission is to enhance the compa:
ny's value to customers, associates, shareholders, the communities we
serve and the environment which surrounds us by providing the best
quality weter serviceat the lowegt price to our existing and future cus-
tomers; providinga corporate environment that maximizes professional
development,demanding high expectation and achievement; providing
consistent growth in shareholder value by investingin water and waste-
water utility companies; providing leadership and corporate citizenship
in the communities we serve; and providing education and related ini-
tiativesto safeguard the environment.

© Copyright 1999 by Kentucky-AmencanwaterCompany
Al rights reserved. No part of this publication mey be reproduced without prior written permission hor Keatucky-American Watet (ompany
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education and environmental awareness, as well & through civic and
social memberships.

Kentucky-American's civic-mindednessis also demonstrated in other
ways, including the company'ssignificant support o McConnell Springs,
the site of Lexington's birthplace and the first source of water for the
community; Jacobson Park, which Kentucky-American leased to the city
of Lexington in 1968, for $10 a year, through 2018 (the park is named
after Kentucky-American General Manager Ernest E. Jacobson); and the
useof onedf Kentucky-American's 10 water storage tanks as a unique
canvas for an 18,000-square-footequinemural that welcomes visitors to
the""horsecapital o theworld"

Kewvucxy-Auzrican's Yision

We envision an environment whereevery member of our team is dedi-
cated to a common mission, empowered with the necessary authority,
responsibility,and resourcesto be caring and responsiveto the needsof
our customersand other team members.

This vision statement reflects the consensus of all Kentucky-American
Water Company associates, each of whom play a rolein charting the
company's coursefor the future.




Central Kentucky, includingthe city

of Lexington, hasrelied on the natural

rsources Of theKentucky River to provide
water to our ever-growingcommunities. As
communities continue to grow, thedemands
for water increase.Unfortunately, thelevel
of water in theKentucky River has stayed
the same over theyears— and duringdry
periods, will decreaseto very low levels.

Customersdf Kentucky-American Water

Company recently experiencedthe
iniplementationof the Water Shortage
ResponsePlan, a part of the Demand
ManagementPlan Kentucky-American
Water Company hasfiled with the Public
ServiceCommission.As aresult of low
flowsin the Kentucky River, Kentucky-
American Water Company implemented
Phase I of the Water Shortage Response
Plan - theWater ShortageAdvisory
recornmendingvol untaryodd/even outdoor
watering schedul es. Although thoseliving
in the communitiesaffected were
somewhatinconvenienced,the traditional
low flows experiencedin the Kentucky
River each fall season are minor compared
to the potential impact of a major drought.
Accordingto the Nationa Wegther Service,
hedry periodsrecently experienced
haveleft our regionin a"mild drought
condition. " Imagine if thelow levelsin
the Kentucky River and lack of significant
rainfall in the region had occurred early in
the growing season, such as in May rather

than September. This

would have triggered

a far more serious crisis

resulting in extreme

measuresto supply our
community with adequate water supply.

Followingthe 22-year drought of 1988,
the Kentucky River Basin Steering
Committeebegan exploring the water
supply issuesin our region. Since 1988,
numerous groups have studied the issue of
a water supply deficit in our community
and, without a doubt, the accepted opinion
in 1998 statesthat a deficit of over 20
million gallonsper day would be experi-
encedin the Central Kentucky region
if a drought the magnitudeof the one
experienced in 1930 hitsthis areaagain.
Kentucky-Americanestimatesthat

the Kentucky River will fail to meet
our community's water needs, creatinga
shortagedf up to 23 milliongallons per
day over 183 consecutivedaysduring
amaior drought. Keew
in mind that current
summertimeaverage
usageis approximately
48 milliongallons per
day. In September 1998,
anew one-day high
pumpage record was set
- 64.67 million gallons
per day. In simple
terms, our community
would come up short 23
o the48 million gallons
needed to sustain our
current quality of life.

" Hotline i-8Ti-24-WATER
« Why conservationis not theansiver,
« Howwill construction be handled?

' - Bluegrass Water Supply Project
Team & Breliminary Plan

IN YOUR AREA"

What s the Solution?

Kentucky-AmericanWater Company's
greatest concern isfor the health and safety
of al customers.In 1988, the Central
Kentucky region experienceda drought
severeenough to require mandatory
restrictionsof dl watering practicesfor
customers. Engineeringmethodol ogiesrefer
to the 1988 drought as a 22-year drought.
Thedrought that we projectrecurring is
referred to asthe' drought of record"
(estimatedas a 120-year drought), which
occurredin the 1930sin
this region. This meangthat
each yea therdisaare(l}in
onehundredtwenty (120)
chancethatitwill recur.

A criticd factor to keep
in mind is thefact that
Kentucky-American
Water Company's
customer base hasgrown
by 15,000 new customers
since the drought of 1988
occurredin this region.

Theissuesrelatingto
the water supply deficit
inevitably creste

continued



Prpeuing Stamistics

ConstructionDetails
¢ Cost: $48.5 million,
projected cost.

* Pipeline Capacity: Minimum
2 million,maximum 23 million
gallons per day.

¢ Pipeline Diameter: 36-inch.

* Pipeline Composition: Ductile
iron, concrete, or steel.

* Pipeline length: 44.9 miles
(237,000 feet).

* Booster Stations: 2 (Pressure
from 30-200 PS).

* ConstructionMethod:
Directionaldrillingin environ-
mentally sensitive areas.

Financial Details
= Averageresidentialcustomer
monthly increase: $4.00

* Cost increase based on total

consumption (customers using

an average of 5,700 gallons
per month).

MiscellaneousDetails

* LouisvilleWater Company
water source: Ohio River.

* Kentucky-AmericanWater
Company water source:
KentuckyRiver.

¢ University of Kentucky Water
Resources Researchlinstitute

Study results:

— Told deficit 97 billiongaflons.
(cabe reducedbut not
eliminated with valves on
Kentucky River).

— Over 20 milion gallon per
day deficit

— Drought f Record: Last
oocurred in 1930, projected
120-year drought.

— Study stated communty will be
without water for 53 days during

drought of record based on
existing facilities in Kentucky

River at time of sfudy. Certain

modifications on River may
now lessen impadt but not
efiminate deficit.
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How will construction”
be handled?

The Bluegrass Water
Project pipeline will be
constructed under the same

guidelines used nationwide
in other areas served by
the American Water Works
Company, Inc. The
construction of the
proposed pipeline will
begin only after extensive
environmental impact
studies have been
conducted, including archeological site
ssessments, geological surveys, and
a determination by the Public Service
ommission that the engineering
-specifics as filed in the Certificate of
Convenience and Necessity case are
appropriate for construction of the

Bluegrass Water Project. The preliminary
plan for construction includes:

Crews will open a ditch approximately four feet wide, and five and one-half feet deep.

The ditch willbe opened using a trencher, which is about the size of a backhoe.

The pipe will be installed using a track hoe.

For much of the ditch line, a total width of about 20 feet of grass will he disturbed by the

equipment and pipe construction.

* The vegetationwill be completely restored followingall construction.

» Kentucky-American Water Company does not anticipatethe need for blasting during the pipeline
construction,and will specifically prohibit its use in environmentallysensitiveareas or close to
existing structures.

» Kentucky-American Water Company will not disturb any existing structures or stone fences,
and will work to avoid large, establishedtrees. (Tree removal significantly increasesthe cost
of construction.)

¢ Kentucky-AmericanWater Company will provide temporary fencing during construction and

cleanup and will replace all disturbed fencing.

s v e =

CREST GATES ON KENTUCKY RIVER BASIN

The Kentucky Water Resources Research Institute at the University of Kentucky completed a report
in December 1996 which concluded that the addition of four-foot crest gates could reduce the deficit at
Pool #9 by 3.038 billion gallons. This would require that the crest gates be placed on six dams, 9-14.

“Thie report relied on a study completed by HARZA engineers that descnbed the cost and fea51b111ty of
-the crest gate placements.

Accordmo to a Kentucky River Authority document, the dams in use today were constructed between
1888-1917. Several are constructed of rock-filled timber cribbing, In reviewing the study by HARZA,
Kentucky-American Water Company (KAWC) determined that the dams were not adequate to sup
the crest gates. The consultant retained by KAWC did not agree with the stractural stability assum
made by HARZA for dams that are over 80 years old and have not been significantly upgraded. The
consultant estimated that the cost of dam reinforcement and crest gates was somewhere between $31
million and $63 million, depénding on the condmons of the dams. HARZA had estimated only $16.8
million based on a SO—yedr life cycle. ‘ :

Additionally, KAWC is concerned about the i impacts of crest gates in areas with frequent ﬂoodmg and
the continued maintenance of the remote operatlons :




Route Selection for the
Blueqrass Water Project Pipeline

Kentucky-American Water Company has selected the proposed pipeline route based on optimal construction

KAW_R_PSCDR4#1 7__attachme -

Kentucky-Amencan has partnered with
for the planning phase of the Blue

feasibility and hydraulic considerationsfrom topographical maps, aerial photographs, and field observations. The route

generally parallels existing utility easements and road right-of-ways.

Kentucky-American Water Company consultants are currentlyengaged in detailed field work to survey and assess

the route for environmental, archeological and other significant issues. The route may be adjusted if any potentialprablemsare

uncovered. The detailed design of the pipelineis being conductedconcurrentto the field work.

RSONTOWN

JEFFERSON COUNTY

SHELBY COUNTY

PROPOSED METERING POINT
AND 18T BOOSTER STATION

SHELBYVILLE

FRANKFORT
PROPOSED ROUTE OF SCOTT COUNTY
TRANSMISSION MAIN [:RAN:KUN COUNl’Yl
PROPOSED 2ND | MIDWAY I:
BOOSTER STATION
"ANDERSON COUNTY
KENTUCKY RIVER
VERSAILLES

WOODFORD COUNTY LEXIN:

.

Kentucky-American
Receives Top Honors

As aresult of Kentucky-American
Water Company's rigorous efforts to
meet, and in fact exceed, national
guality standards, the company
recently received two distinguished
awards from the U.S. Environmental
Protection Agency, Office of
Groundwater and Drinking Water.

The EPA presented the two
Director's Awards to Kentucky-
\merican Water Company at the
annual American Water Works
Association International Conference
in Dallas. The awards were given to
Kentucky-American Water Company
for its distinction as one of the few

thmna”y

companiesin the United States
that has completed for all of its | .
treatment plants the Phase il
Assessment requirements of th
EPA's Partnership For Safe Wal
program. (Kentucky-American
only water company in Kentuck
complete these requirements.)":
The EPA formed the Partnersh
For Safe Water in 1995 to help -
water suppliers improve water
treatment and water quality.
Kentucky-American Water
Company has participatedin the
program since January 1996.




AYETTE COUNTY
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Kentucky-Americanhasbeen pursuing survey and design work on options for the
Bluegrass Water Project pipeline.

It has alwaysbeen our planto review altemate routes for the Bluegrass Water Projectin
additionto the primary route to assure cast effectivenessand address all environmental
issues. Kentucky-AmericanWaterCompany has identifiedand is in the processof mapping
the planned route that the proposed Bluegrass Water Project pipeline will take from Shelby
County to Fayette County.

Initial studies, conducted several years ago, recommendedthat the route of the
pipeline follow the path of an existing gas pipeline, parallelingthe existinggas line to the
point where Kentucky-AmericanWater Company infrastructureis in place, then running
parallel to the water company's existing mains into Lexington.

Multiple factors including potentialenvironmentalissues and concerns of property
owners alongthe initial proposed route broughtto light by preliminary surveying of the
initial proposedroute have resulted in a decision to pursuethe design mute of the
BluegrassWater Project in the following manner:

*The mute of the proposed Bluegrass Water Project pipeline will follow the southerm
boundary of Interstate 64, entering Lexington from a point in proximity to the Blackbum
CorrectionalFacility, and connectingto existinginfrastructurenear Leestown Road.

Preliminaryindicationsarefavorablethat this alternate route will be equally as cost
efficientas the first proposed route, and ultimately the best alternativefor Kentucky-
American Water Company and its customers.

This revisedroute is subject to engineeringdesign studies currently being
conducted. If this alternativeroute provesto be the most cost effective and feasible
location, the next step will be to file a Certificateof Convenience and Necessity with
the Public Service Commission which will occur after all design elements necessary for this
submittalhave been completed.

How will customer snot currently served by
Kentu_clg?'_—AmericanWater Company have
accessbilitytothe BluegrassWater Project pipeline?

The Bluegrass Water Project pipeline is by local water districts, associations, or
essentially a transmission main to potentially ~ municipalities. For new development,
move a large volume of water over a long
distance to alleviate a water supply deficitin
the Central Kentucky area (Bluegrass
region). To preserve the integrity of the pipe,

if the developmenthas been approved by

receive water from a local water district.

Kentucky-Americancan only provide service

the local planning agency, and is unable to

KAW_R_PSCDR4#17_attachment3_110304

Page 11 of 28

.

PROJECT TEAM -

Gannett Fleming— Designconsultant.
Gannett Fleming, an international consutting
engineering company, is one of the nation's
most presti%iousengineeringfirms. The
company's headquartersare locatedin
Harrisburg, Pennsylvania, with staffat

27 regional offices throughout the U.S.

and abroad.

PDR Engineers, Inc. = Primary
subconsultant. This fim is rankedin the
t@ 500 firms in the nation with locationsin
Lexington and Louisville, Kentucky. PDR
will be handlingthe initial surveying.

ENGINEERS
Fuller, Mossbarger, Scott, and May
Engineering, Inc. This firm will provide
soil and rock borings at the Kentucky River.
road, and railroad crossings.

o9

CulturalResourcesAnalysts, Inc. w
conduct archeological site assessme

Law Engineeringand Environmental
Services, Inc. = A national environmental
services and geotechnical firm with offices
in Louisville, Kentucky, will conduct
environmental wetland assessments.

LAW

LAWGIBSB Group MemberA

ScottR Smith Environmental
Management Consultants, Inc. will
provide environmental permitting services
In conjunctionwith PDR.

Kentucky-Americanwill not make individual
taps on the main. Kentucky-Americanis
sensitiveto the situations of individual
property owners who do not have public
water service for existing homes along the
route. In those instances, Kentucky-
Americanwill work with the property owner
in an attempt to accommodatetheir water
serviceneeds.

If requested, Kentucky-American will also
work with local water providers to provide
additional suppliesto areas currently served

Kentucky-Americanmay also potentially
provide fire protection service in areas that
currently have some domestic service, but
would benefit from an increased availability
of water service. If requested, Kentucky-
American will work with the local authorities
to boost fire protection, including upgrading
fire hydrants.

The sole objective of this project is to
supplementthe water needs for existing and
future customersin the area currently served
by Kentucky-AmericanWater Company.



Jntroversy regardingways to solve the
deficit. Oneissue remains a constant: the
community has grown by 15,000 customers
since 1988, and will continueto grow based
on statewide projectionsfor Central
Kentucky. The Central Kentucky regionis
projected to become larger even than the
Louisvillearea, perhaps by the year 2000.

113 yearsago when Kentucky-American
Water Company began providing water
serviceto this community, the Lake
Ellerslie Reservoir met all of our water
needs. Thiswas supplementedafter the
turn of thecentury by Jacobson Reservoir.
With thedrought of 1930 came the nesd
to providea greater water source, which
resulted in the constructionof a pipeline
to supplementthe reservoir with water
pumpedfrom the Kentucky River.
Although hard to believe, with today's
current water demands, Jacobson Reservoir
would betotaly dry in seven to ten days
if it wereused to supply al of the water to
Kentucky-Americancustomersduringa
drought period. Central Kentuckiansserved

r Kentucky-AmericanWater Company
receive 80% of their water pumped directly
from the Kentucky River to treatment
plantsfor purification. The Kentucky River
isasmall river with asmall watershed,and
becauseof itssize, flow fluctuationsoccur.
Even minor periodsaf littlerain will
impact theriver flowsto the point of crisis.

Kentucky-Americanhas determined
that constructionof a pipelineto purchase
treated water from LouisvilleWeater
Company is theleast-cost aternative to
obtai ninga supplemental water sourcefrom
the Ohio River. It is the most cost effective,
feasible solution to supply al of our
community's water needs.

Why B conservation
not the answer?

Although Kentucky-American
Water Company encourages
wise water useto preserveour
most precious natural resource,
even dtrict conservation
measureswill not solvethe
problem. The only way to prevent a water
shortageisto plan for one. Planninga
solutionis what Kentucky-AmericanWeater
Company isdoing. Kentucky-American
has researchedsol utionsfor over 25 years.
Asamajor providerof water serviceto
Fayetteand portionsof Scott, Bourbon,
Clark, Woodford, Jessamine, and Harrison
counties, Kentucky-American has been
seeking sol utionsto ensure the hedlth and
safety of our customers, guarantee fire
protection,and ensure the continuation of
economicdevelopmentand quality o life
known throughoutthe region.

k there a no=cost solution?

As our community hasgrown, our needs
for water have grown. Kentucky-American
Water Company's treatment capacity is
rated at 65 milliongallonsaday. Customers
of Kentucky-American Water Company
on September 14,1998, used a record
64.67 milliongallonsin one day. This
high pumpage during the off-seasonin
Septemberis causefor concern. Kentucky-
Americanengineersrecognizethat
customerswill likely be using more than
the rated treatment capacity during dry
spellsthat occur early in the summer
months. What could happen?Unfortunately,
customerswould begin tofind themsdves
without water for periodsaf time, which
potentially could trigger hedlth and safety
concernsthroughout our community.
Kentucky-American Water Company has

‘explored developing additional plant

capacity at the Kentucky River Station,

“ located 12 miles from the corporate office
:at 2300 Richmond Road on the Kentucky
:River. Kentucky-American recognizes the
- shortsightedness of designing an increase in

eatment plant capacity and passing those

charges on to its customers, with little hope

of having a sufficient water supply in the
Kentucky River to maximize the treatment

 capacity. In other words, what good would

an increased treatment capacity be if there is
no water available in the river from which

to draw to treeat
and distributefor
our customers?
Issuessuch as
treatment capacity
and themagnitude
o the water
supply deficit
continueto lead
Kentucky-Americanto the BluegrassWeater
Project dternative.Thecogt of the pipeline
isestimated to be $48.5 million, which
would increasethe averagecustomer hill
approximately$4 per month. Thecost to
upgradethe treatment facilitiesto meet
current and future needs is approximately
$39 million.The pipelinewill diminatethe
treatmentplant deficitand the water supply
deficit, guaranteeinga reliablewater source
for generationsto come. An important
point to keep in mind is thefact that the
per-customercost will go down as more
customersalong the pipeline route benefit
from thereadily available water source
originating in the Ohio River and treated
by LouisvilleWater Company. This
increasein the customer basewill help
to decreaseper-customercost.

Will Kentucky-American
abandonthe Kentucky River
If the pipeline & built!

Kentucky-AmericanWaterCompany's
commitmentof over $50 millionin
treatment plants, |aboratories, pumping
stations,and water lines related to our
treatment facility on the Kentucky River
demonstratesour investmentin the future
of theriver. The Kentucky River has been
our community'sprimary sourceof water
for over 65 years, and will continueto be
the major source of water for our cus-
tomers We respect the beauty of theriver,
and have deep-rooted beliefsin the value
o theKentucky River and itsvitality in
our region. However, thefact remainsthat
the Kentucky River is subject to increasing
demandsthat will jeopardizethecontin-
uation of quality of lifewe experiencein
our community. Theimportanceof our
Kentucky River treatment plant will not
diminishwhen the pipelineto the Ohio
River is constructed. Thepipeline is an
insurancepolicyto protect the health and safety
of our customers.



Howmuchwouldmy
waterbillincrease?

» Customers of Kentucky-American
Water Company will see an increase
in their water bill when the Bluegrass
Water Project pipeline begins
providing water. But the increase may
not be aslarge as you are expecting.
Only the water portionof your hill
- not the sewer or garbage removal
charges— will increase, probably by
about 20 percent.

How seriousis our
water supply deficit?

* As Lexingtoncontinuesto grow, its
citizenswill need morewater than the
Kentucky River can currently provide.
All possiblealternativewater sources
have been thoroughly explored, and
the least expensivelong-term solution
isto build a pipelineto provide
Kentucky-American Water Company
with purified water from the Louisville
Water Company.

B

Kentucky-American Water Gonpany

2300 Richmond Rd
Lexington, KY 40502

Canterest gatesor dams onthe

Kentucky River obtainmorewater?

+ Questions have been raised about
whether additional water can be
obtained by crest gates on Kentucky
River dams. The Kentucky Water
Resources Research Ingtitute has
determined that crest gates would
only partially eliminate the water
supply deficit, and the U.S. Army
Corpsof Engineers has raised
guesti ons about whether the current

lams coul d support crest gates
without substantial construction
work. Even if such a program
was undertaken, construction, land
taking and environmental -impact
costs would be substantial — and
have not currently been factored into
estimates of crest gates.

IF YOU ARE INTERESTED IN LEARNING MORE ABDUT;THEBLUEBHAS‘S WATER PROJECT AND WATER 1SSUES FAGING. CENTRAL KENTUCKY,
CONTACT Barsara Browwn, DIRECTOR-CommuNIcATIONS, AT 268-5332 0R E-MAIL US AT WWW.KAWC.COM-

Couldthe Ohio River
provide quality water?

« The Ohio River is currently the
source of drinking water for nearly
3 million people; approximately 120
speciesof fish live in the Ohio and
the lower reaches of its tributaries.
The Ohio is carefully monitored by
a watchdog organization, and the
river's water quality has improved
significantly over the past 50 years.
In 1995, a particular milestone was
reached = all communities
di schgrgi ng to thle water were

roviding not only prim
Freatmen%, but ad\yagcedasrgcondary
treatment.

What effect could
anotherdroughthave?

« In addition to Lexington's explosive
growth reducing available water, a
summer drought always remains
a possibility. In 1998, water levels
dipped to dangerously low levels,
and each year's blisteringly hot
weather poses a hazard.




Proposal to Purchase the Assets of
Tri-Village Water District
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\_\“4\\ Kentucky-American Water Company

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

Roy W. Mundy, I
President

April 8, 1999

Tri-Village Water District
Board of Commissioners
3700 Hwy. 127 North
Owenton, Kentucky 40359

Dear Board of Commissioners:

Many thanks to you and your Manager, Carol Tudor for the fine relationship that

has been afforded Kentucky-American Water Company since we first had the

opportunity to meet with you in February, 1999. We certainly appreciate the

) information that has been shared with KAWC as we formulated this proposal.

. We recognize and appreicate the professional commitment that you and Ms.
Tudor have made to provide excellent service to your customers.

We are most pleased to present to you the enclosedproposal. We truly believe
that a business partnership between Tri-Village Water District and KAWC
presents many advantagesto your customers. These advantagesinclude lower
rates, top quality service, and the resources of the nation's leading water utility,
American Water Works Co., Inc. These resources include our in-house
engineering, financial, service and technical staff that are onboard in Kentucky to
serve your customers. KAWC also will offer employment to all current Tri-
Village employees.

We understand the hard work and commitment that the Board has given to the

Tri-Village customers. Kentucky-American Water Company certainly will honor
and continue that commitmentto excellence— we stake our reputationon it.

Q:\HOME\BAKERDK\TRIVILLA\Roy W.doc

Equal Opportunity Employer
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Tri-Village Proposal Letter
April 8,1999
Page 2

We look forward to bringing this importantand beneficial transaction to a closing
and will facilitate this process with the Board of Tri-Village Water District. Thank
you again for considerationand assistance.

ely,
Roy W. Mundy, lI

president

C: Hon. Billy O'Banion

Q:\HOME\BAKERDK\TRIVILLA\Roy W.doc
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PROPOSAL FOR TRI-VILLAGE WATER DISTRICT
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PROPOSAL FOR TRI-VILLAGE WATER DISTRICT

1. Background Information = Kentucky American Water Company

Incorporated in Kentucky in 1882 under the name of Lexington Hydraulic and Manufacturing
Corporation, the company's name was changedto 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 Sadieville, North Middletown, Midway, 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 nations leading investor owned water utility.

Revenues: KAWC = 1998 annual revenues: $36.9 million
American Water Works, Inc.: $1 Billion

Taxes Paid: Federal, State, General Taxes: $6,141,811

Property Taxes: $1,089,228 I
Number of |
Employees: KAWC: 155

AWW: 4000 +
Statistics: 93,391 Customers served

v0E0L | gluswyoene /L#yHA0Sd o MY

1364 miles of main
over 157,000 water quality tests run annually
over 16 million gallons of storage
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KAWC
Management:

PROPOSAL FOR TRI-VILLAGE WATER DISTRICT

Roy W. Mundy, Il, 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 = Government Relations

Y0c0L ) gluswyoene /L#rdA0Sd ¥ MW
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2. Proposed Acquisition Structure

This proposal is subject to the approval of the Tri-Village board and all legal requirements therein, the
approval of the Public Service Commission, the approval of the KAWC Board of Directors and all
appropriate due diligence, and all other contingencieslisted in this proposal. This proposal is structured
as an acquisition of the Assets of the Tri-Village Water district by KAWC. The district will be dissolved
accordingto law. KAWC will pay a purchase price to Tri-Village to purchase all long term assets of the
District; the District will use that purchase price, along with a portion of its disposable current assets to
pay off the debt and settle the accounts of the of the district.

3. Purchase price Calculation/Cash distribution to Close out Tri-Village Accounts (to be
adjusted to date of closing):

Cash Purchase Price: $1.659,233

Cash Distribution to Close out Tri-Village Accounts:
(to be adjusted to date of closing)

Debt Obligations: Long Term Debt $1,510,500
Wheatly Project $ 225,500
Current Liabilities $ 38,275 |
Current Asset
Disposal: $(115.042)
Purchase Price: $1.659.233

POeOLL glusWydele /L#rdA0Sd d MW
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PROPOSAL FOR TRI-VILLAGEWATER DISTRICT

4. Employment Issues:

Current Employees of Tri-Village Water District will be offered employment with KAWC at Tri-Village's
rates of pay currently in effect. Employees will be offered the KAWC employment benefit package as
outlined in appendix A including health insurance, term life insurance, paid vacations, 401k, company
funded pension plan, 11 paid holidays, educational assistance. KAWC will keep the office and
maintenance facilities at Tri-Village for the foreseeable future with the structure of the work changed to
reflect the KAWC structure.

5. Customer Rates:

This proposal assumes that Tri-Village will have implemented the 30% proposed rate increase for all
customers as of the time of closing of the acquisition. Upon closing, the customers of Tri-Village will
receive an immediate 10% rate decrease from the TV rate tariff. In addition, KAWC will make
application to the public service commission for application of the KAWC rate tariff under the concept of
Single Tariff Pricing. These rate cuts are demonstrated as follows:

(Examples based upon avg. customer monthly consumption of 4700 gallons)

Tri-Village Monthly Bill following 30% increase: $ 34.09/mo.

Less: 10% immediate KAWC Rate Cut: $ (3.41/mo.)
Avg. monthly bill after rate cut: $ 30.68/month
If Single Tariff Pricing approved by PSC, at KAWC rates: $  16.57/month

YOSOLL SIUSWUYOENE /L#rHddSd > MW
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PROPOSAL FOR TRI-VILLAGE WATER DISTRICT

6. Customer Service

Tri-Village customers will continue to receive the same high level of service. Customers will receive high
quality phone and field service during normal business hours, plus the option of using the Interactive
Voice Response system, via a toll free number, that allows them access to billing and usage information
on their accounts, 24 hours per day, 7 days per week. The office at Tri-Village will remain open for the
foreseeable future to deal with in-personinquiries. Customer bills will be produced and mailed once per

month, following monthly meter readings, and include a return envelope. Customers also have the
option to pay by automated bank draft.

7. Future System Expansion:

This proposal includes the financial data provided for the Wheatly project and assumes that project will
be underway or completed at the time of closing, and depending on the time factor, can be adjusted to
include the New Columbus Project. KAWC will provide water service to new customers based upon the
existing KAWC tariff. This tariff allows for KAWC to extend mains into areas in which the total of

revenues to be received from the new customers for the first 3 years equals or exceeds the amount of
expense for the main extension.

8. Purchased Water:

KAWC will assume the Purchase water contract that is currently in effect between Tri-Village Water
District and the City of Owenton. This proposal is contingent upon verification and approval of said

contract and upon Tri-Village's implementation of any rate increases called for by Owenton and
approved by PSC.

7OCOLL gluawyoeRe LL#rHds d d MV
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PROPOSAL FOR TRI-VILLAGE WATER DISTRICT

9. Board Involvement:

The Board of Commissioners will be invited to assist KAWC during the transition period, up to 6 months
after closing. Any board member who commits to assisting in this period will be compensated at their
present annual rate (prorated to a monthly amount) by KAWC. Following the transition period, the Board
may select one representative to serve as the Owen County representative to the KAWC Consumer
Advisory Council. The Tri-Village Water District will legally dissolve itself following the satisfaction of all
appropriate legal requirements.

10. Corporate Citizenship:

KAWC is a responsible corporate citizen committed to strong community involvement. KAWC uses local
vendors and services whenever products and services can be purchased at comparable prices. KAWC
employeesreside and are actively involved in the communities they serve.

I . Water Quality:

KAWC is a recognized leader in the water utility industry and is a member of the EPA’s partnership for
Safe Drinking Water, receiving 2 director's Awards in 1998 for completion of the Phase Il self
assessment requirements.  We utilize state of the art laboratory equipment, employing our own

Chemists and Biologists to monitor water quality at every stage, insuring compliance with state and
federal standards.

FOCOLL €U Wip e JL#PHEAOS d dM Y

gz 0 ¢z b



PROPOSAL FOR TRI-VILLAGEWATER DISTRICT

12. KAWC Contingencies relating to Pur chase of Tri-Village Water District:

¢ Verification of Financial and water sales information

e Updating this proposal to time of closing to reflect changes in TV financial position
s Public Service Commission Approval

o Approval by KAWC’s Board of Directors

¢ This proposal assumes that KAWC will not be responsible for repayment of any grant monies or other

contributed capital and liabilities and transfer of assets and rights to future revenue streams must be
unencumbered

e All other appropriate due diligence regarding the quality of assets to by purchased, business and
legal risks, accuracy and approval of financial condition, purchase water agreement, etc.

e 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 for the KAWC asset purchase agreement, and all legal, regulatory and
other requirements necessary to effect this transaction.
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ASSOCIATE BENEFITS'.

‘ . Kentucky-American Water Company
offers many benefits to its full-time associate. . . .

Holidays

Associates of the Company receive eleven paid holidays each year, beginning after 90 days of continuous
¥ service. The eleven holidays are:

New Year’s Day Thanksgiving Day

Good Friday Friday after Thanksgiving

Memorial Day Christmas Eve

Fourth of July Christmas Day

Labor Day Personal Floating Days*
(*refer to Union Contract)

Vacation

Vacation benefits begin when you have been with Kentucky-American Water Company for one year of
continuous service. The vacation period is the calendar year beginning January 1 and ending on
December 31. You are entitled to the following weeks of vacation upon completion of the corresponding
year's service:

: 1 WEEK VACATION 1 YEAR OF SERVICE
' 2 WEEKS VACATION 2 OR MORE YEARS OF SERVICE
3 WEEKS VACATION & OR MORE YEARS OF SERVICE
4 WEEKS VACATION 15 OR MORE YEARS OF SERVICE
5 WEEKS VACATION 25 OR MORE YEARS OF SERVICE

Vacations are scheduled according to Company seniority.

Death in the Family

When death occurs in the immediate family of an associate and in a locality where it is reasonably
possible for the associate to attend the funeral, the Company shall grant said associate up to three (3)
consecutive scheduled working days at straight time for the purpose of making necessary arrangements
and attending the funeral. The associate shall report to work no later than the second scheduled work day
following the funeral. The Company should be advised when the associate plans to return to work.
Within the meaning of this section, immediate family includes husband and wife, children, mother or
father, brother, sister and immediate mother-in-law or father-in-law, stepfather or stepmother only. The
Company shall grant two (2) scheduled work days with pay at straight time for the purpose of attending
the funeral of a grandchild, grandmother and grandfather and one (1) scheduled work day with pay
(providing the funeral occurs on a scheduled work day) at straight time for the purpose of attending the
funeral of an immediate brother-in-law, sister-in-law, grandmother and grandfather of spouse.

o Page 1
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Sick Leave

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

during such disability:

LENGTH OFSERVICE MAXTMUM NUMBER OF WEEKSTN ANY
DISABILITY YEARIN WHICH PAYMENT WILL
BEMADE BY THE COMPANY

ATLEAST SIXMONTHS BUT LESSTHAN ONE ONE WEEK

YEAR
OVER ONE YEAR ONE WEEK FOR EACH COMPLETED YEAR OF
SERVICE WITH A MINIMUM OF TWO WEEKS
AND A MAXIMUM OF TWENTY -SIX WEEKS

An associate will be required to furnish a statement from his physician or the Company may select a
medical doctor to examine the associate stating that the associate was ill and unable to perform his
regular duties during such absence. Only adoctor's form provided by the Company will be accepted.

An associate shall not be paid for the first day's sick leave unless he has not been absent on sick leave
during the previous six months or unless he is hospitalized. The six month period will be reducedto five
months for associates with five yearsof continuousservice and be reduced one additional month for each
additional year of continuous serviceuntil there iS no waiting period.

Consult your Union contract for additional details concerning sick leave, including compensation

awarded to associates required to leave work due to their illness or injury. For additional details
concerning " Disability Year" consult your Union contract or the Accounting Department.

Leave Of Absencefor Sickness or Accident Disability

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

LENGTH OFSERVICE MAXIMUM PERIOD OFLEAVE OF ABSENCE
UPTO SIX MONTHS TWO WEEKS

SIX MONTHSBUT LESS THAN TWOYEARS | TWENTY-EIGHT WEEKS

TWO YEARSBUT LESSTHAN FIVE YEARS ONE YEAR

| FIVE YEARSBTJI LESS THAN TEN YEARS TWO YEARS

Page 2
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Continuity of Income to a Disabled Associate

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

Group Insurance

All full-time associates can participate in one of two liberal insurance plans, beginning on thefirst day of
the month following 30 days of continuous service.

COMPREHENSIVE MEDICAL PLAN that pays most covered medical expenses at 80 percent of
reasonable and customary rates, after the deductible, up to an annual out-of-pocket limit of $1,000.00
Under this plan, you make contributions for dependent and associate coverage. (Please refer to the
Comprehensive Medical Plan in theinsurance booldet for complete provisions).

MANAGED CHOICE PL AN iscoordinated by a primary care physician (PCP). Most covered medical
expenses are covered at 100 percent of reasonable and customary rates in the In-Network services. Out-
of-Network services can be provided at a reduced coverage of 70 percent of reasonable and customary
rates after the deductible is met. (Please refer to Managed Choice Plan in the insurance booklet for
complete provisions.)

Information on all Plans are provided.

Upon selection of the group plan you are desiring (annually associates are allowed to choose which plan
they want for the upcoming calendar year) the appropriate group plan booklet will be provided. Be sure
to read these booklets very closely and if you have any questions, feel free to ask your supervisor about
any specific details.

Pension Plan (Retirement)

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

Page 3
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Savings Bonds

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

Savings Account Deduction Plan

The Company provides the opportunity for associates to participate in a savings account deduction plan.
This plan is similar to a Christmas Club savings account, and associates may join only during the first
week of November. Consult the Accounting Supervisor or your immediate Supervisor for details.

401(k) Savings Plan

The Company allows all associates who have at least six (6) months of service to contribute to the 401(k)
Savings Plan ona Pre-Tax Basis. The Company will contribute 50 percent (50%) of thefirst four percent
(4%) contributed starting January 1, 1998. Pleaserefer to the Summary Plan Description Booklet for full
details of the Plan.

Credit Union

The Company isa member of the Members Heritage Federal Credit Union. Information on all benefits
provided by the Credit Union are included in the associate manual.

Central Kentucky Blood Center Program

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

Educational Assistance Plan

An educational assistance program was initiated in 1984 (revised in 1991) to assist associates who wish
to continue their education on a voluntary basis, during off-duty hours. All regular associates who have
been continuously employed for at least six months are eligible. If you have any questions, see your
supervisor.

Fishing Privileges

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