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Description of Filing Requirement:
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Kentucky American Water
Operations Review - May 2006

Operational Issues Review

1. Source of Supply:

KY - The Company is moving ahead with a strategy to build new treatment facilities on the
Kentucky River, including a permit application filed last week for an intake in Pool 3 of the
Kentucky River. An option to purchase properties for the intake site and plant are being
drafted. Attempts continue to find ways to include other area water suppliers in the solution
to the supply deficit We are at a decision point as to how the other regional players will be
involved

2. Operational Costs: Energy, Chemicals, Residuals
YTD purchased power costs are $51,500 over budget. Month to date, the actual expenses
are $57,684 under plan

YTD chemical costs are $85,786 lower than plan. MTD variance is $62,155 below plan.

YTD purchased water costs are $$10,103 over plan and $10,654 over plan for the MTD ..

YTD waste disposal costs are $31,623 under plan for the YTD and $33,532 under plan for
the MTD.

3. Rate Case/Orders: Timing, Value, Issues
Development work has been completed on the KY emergency pricing tariff, though the tariff
has not yet been filed pending progress of the change of control filing and needed ITS
enhancements.

4. Commission Activity: Customer Complaints, Compliance

2006
YTD

KY

Collections
Total Justified

o 0

Billin
Total

19

Totals
Justified Total Justified
419 4
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Kentucky American Water
Review - 2006

6. Divestitures
No new activity to report

7. Major Operational Projects

8. Operational Regulatory Compliance: Status

Meter Change & Test

9. Policy Compliance Issues

10. Union/Labor Issues/Activities

KY

Actual
YTO

5,571
Plan YTO

2,579
Backlog

4,327

11. Explanation of NOVs, OSHA violations, etc.
No additional NOV's or waste water exceedences this month.

12. Revenue Generating Projects/Opportunities

13.0&M, DBO Contracts - Significant Operational/Financial Variances

14.0ther Operational Issues
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Kentucky American Water
Operations Review - June 2006

June 2006
Operations Review

Kentucky American Water
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Kentucky American Water
Operations Review - June 2006

Operational Issues Review

1. Source of Supply:
Longer term, KAW is moving forward with a proposed treatment plant on Pool 3 of the
Kentucky River. The Company has secured an option on property for the raw water intake,
and is negotiating an option on a site for the treatment plant KAW has applied for a
withdrawal permit and is preparing for a PSC Certificate of Convenience and Necessity that
will likely be filed in early 2007

2. Operational Costs: Energy, Chemicals, Residuals
YTD fuel and power and chemicals are approximately equal to plan, a variance of -2.0% due
to accrual adjustments earlier in the year.

For the month, fuel and power variance to plan is $52,470 and chemical expense is over
$21,870 as compared to budget totals

TotalsBillinCollections

3. Rate Case/Orders: Timing, Value, Issues

4. Commission Activity: Customer Complaints, Compliance

2006
YTD

KY
Total Justified

o 0
Total

22
Justified

4
Total

22
Justified

4

No new activity to report in other SER jurisdictions.

6. Divestitures
No new activity to report

7. Major Operational Projects

Backlog
2,570

Plan YTO
3,624KY

Meter Change & Test

8. Operational Regulatory Compliance: Status
Actual

YTO
7,328

Page 2 of 3
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Kentucky American Water
Review - June 2006

9. Policy Compliance Issues
No new activity to report.

10. Union/Labor Issues/Activities
No new activity to report

11. Explanation of NOVs, OSHA violations, etc.
No addltional NOV's or waste water exceedences this month.

12. Revenue Generating Projects/Opportunities

13.0&M, DBO Contracts ~ Significant Operational/Financial Variances

14. Other Operational Issues

Page 3 of 3
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Kentucky American Water
Operations Review - July 2006

July 2006
Operations Review
Southeast Region
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Kentucky American Water
Operations Review - July 2006

Operational Issues Review

1. Source of Supply:

KAW continues to move forward with the design of a treatment plant on Pool 3 of the
Kentucky River. The design consultant was selected and the Company secured options for
an intake site, as well as a treatment plant site KAW applied for a withdrawal permit and is
preparing to apply for a PSC Certificate of Convenience and Necessity at the end of the first
quarter of 2007. The Company continues to assess potential options for a public-private
partnership involving neighboring utilities

2. Operational Costs: Energy, Chemicals, Residuals
July production costs are $161,000 (or 8%) above plan, with the variance primarily attributed
to purchased power expense of $194,020 over plan.

MTD purchased power was over $90,050 to plan and chemicals expense exceeded budget
by $31,423.

3. Rate Case/Orders: Timing, Value, Issues
Activity focused on preparation for Kentucky IPO hearing, scheduled for August 16

4. Commission Activity: Customer Complaints, Compliance

2006 YTD Collections
Total Justified

KY 0 0

Billin
Total

25

Totals
Justified Total Justified

4 25 4

Page 2 of 3
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Kentucky American Water
Operations Review - July 2006

6. Divestitures
No new activity to report

7. Major Operational Projects

8. Operational Regulatory Compliance: Status

Meter Change & Test
KY

9. Policy Compliance Issues
No new activity to report

10. Union/Labor Issues/Activities

Actual
YTD

8,445
Plan YTD

4,674
Backlog

1,453

11. Explanation of NOVs, OSHA violations, etc.

12. Revenue Generating Projects/Opportunities

13.0&M, DBO Contracts - Significant Operational/Financial Variances

14.0ther Operational Issues

Page 3 of 3
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American Water Southeast Region
Operations Review - August 2006

Operational Issues Review

1. Source of Supply:
KAW continues to move forward with the design of a treatment plant on Pool 3 of the
Kentucky River The design consultant was selected and the Company secured options for
an intake site, as well as a treatment plant site. KAW applied for a withdrawal permit and is
preparing to apply for a PSC Certificate of Convenience and Necessity at the end of the first
quarter of 2007. The Company continues to assess potential options for a public-private
partnership involving neighboring utilities No other significant items to report

2. Operational Costs: Energy, Chemicals, Residuals
Fuel and Power is over plan by $95,623 and $289,643 YTD due to the power accrual for
the month totaling $99,000. Compared to the Q2RF, purchased power is only slightly over
plan by $24,000 Chemicals are over plan by $76,623 and 44,131 YTD; only $22,000 over
the MTD Q2RF. Purchased water is over plan by $12,364 due to true up of balance sheet
accrual account

3. Rate Case/Orders: Timing, Value, Issues
Notification is pending to PSC regarding the deferred treatment of hydrant paintings in 2007
and 2008. A hearing was held at the Kentucky PSC to seek approval of the IPO process
from RWE divestiture. Nick testified for approximately 15 minutes. The PSC scheduled the
hearing to last 3 full days and it was finished by 3:30 pm of the first day .. The following
witnesses testified on behalf of Kentucky American Water:

Nick Rowe
Mike Miller
Ellen Wolfe
John Young
A representative from RWE

Also, Kentucky American Water is expected to submit additional testimony by Sept 22. The
PSC will make their decision at an undetermined date. The PSC also stated that a decision
will be made "expeditiously" but mention of a 120 day window does not apply to this case.

4. Commission Activity: Customer Complaints, Compliance

2006
YTD Collections

Total Justified
KY 1 0

Billin
Total

6
Justified

o

Totals
Total

7
Justified

o

Page 2 of 5
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American Water Southeast Region
Operations Review - August 2006

6. Divestitures
No divestitures at this time.

7. Major Operational Projects

8. Operational Regulatory Compliance: Status

Meter Change & Test
Actual Plan

YTD YTD Backlog

Aug info from Jeff Vires for the PSC
report 7,209 7,700 1,000

Periodic small meter change outs: 75% complete
Periodic large meter change outs: 22% Will be 100% completed by October 15th
Large valve operation is 70% completed Small valve operation is 57% completed
Fire hydrant inspections have completed 60% at end of August This has been done within the last 4
months, therefore should have 100%complete by end of 2006

9. Policy Compliance Issues
None to report at this time

10. Union/Labor Issues/Activities
Currently, there is one grievance at third step on a uniform issue We are conducting monthly
labor/management meetings to enhance relationship and to improve communications.

Page 3 of 5
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American Water Southeast Region
Operations Review - August 2006

11. Explanation of NOVs, OSHA violations, etc.
There are no OSHA violations to report and 2 NOV's to date There was 1 wastewater
exceedence in Pineville for August and another one for Bluegrass Station earlier this year
There was one medically treated injury in August

12. Revenue Generating Projects/Opportunities

13.0&M, DBO Contracts - Significant Operational/Financial Variances
No DBa contracts. Revenues were under $275,184 for the month, but only under $58,966
under the MTD Q2RF. For the month of August, NI to common was $232,479 under plan,
and $167,000 under the reforecast

14.Other Operational Issues
Report any new activity/issues

Page 4 of 5
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Operations Review - September 2006

Operational Issues Review

1. Source of Supply:
KAW continues to move forward with the design of a treatment plant on Pool 3 of the
Kentucky River. The KYDOW responded back to the request for a withdrawal permit,
indicating the water would be available, but that some restrictions may be applied to the
permit during low flow periods .. They did not identify the extent of those restrictions. KAW
has received proposals for design of the transmission main and booster from the new plant
to KAW's current system KAW presented a proposal for a partnership to the Bluegrass
Water Supply Commission, who has formally established a negotiating committee. KAW is
in the process of developing the EA strategy for the project duration.

2. Operational Costs: Energy, Chemicals, Residuals
Fuel and Power is over plan by $193,225 and $482,868 YTD mainly due to Kentucky
Utilities' surcharge for increased fuel costs Compared to the Q3RF, fuel and power is only
slightly over plan by $38,608 Chemicals are over plan by $91,986 and $136,116 YTD.
Increased rainfall has caused increased turbidity levels in the source water.. The sludge
lagoon is scheduled for cleaning in October. The project will cost approximately $200,000
and its estimated completion date is December 2006 .. These costs will be deferred as
previously approved by PSC guidance and amortized over 24 months.

3. Rate Case/Orders: Timing, Value, Issues
The PSC will also receive notification of the deferred costs associated with the sludge
lagoon cleaning occurring in October as well as hydrant paintings scheduled for 2007.

4. Commission Activity: Customer Complaints, Compliance

2006
YTD Collections

Total Justified
KY 1 0

Billin
Total

6
Justified

o

Page 2 of 5

Totals
Total

7
Justified

o
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6. Divestitures
Legal briefs were filed with the PSC on September 22, regarding the RWE divestiture. We
are anticipating a PSC decision before year end.

7. Major Operational Projects
• $2.7 million in replacement of older mains including Second Street from Mill to Jefferson

Street, Lackawanna Drive, Royster Road and Sunset Drive from Park to High Street
• Replacement of residuals handling facilities at the Richmond Road station
• Pump replacement project at Parkers Mill tank
• Reliability improvements at Kentucky River Station and Richmond Road Station

including pump replacements and electrical improvements
• Installation of 20" main in Clays Mill Road in anticipation of widening road

Page 3 of 5
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American Water Southeast Region
Operations Review - September 2006

8. Operational Regulatory Compliance: Status

Meter Change & Test
Actual Plan

YTD YTD Backlog

Sept info from Jeff Vires for the PSC
report 7,553 7,700 147

9. Policy Compliance Issues
None to report at this time ..

10. Union/Labor Issues/Activities
In September, there was one grievance at third step It is currently resolved

11. Explanation of NOVs, OSHA violations, etc.
There are no OSHA violations to report and 2 NOV's to date There was 1 wastewater
exceedence in Pineville for August and another one for Bluegrass Station earlier this year.

There were 2 occupational injuries and no vehicular accidents reported for the month of
September. Of the two injuries reported one was a "Lost Time" and the other was classified
as "First Aid". The Lost Time injury resulted when one of the crew leaders injured his neck
while turning a shutoff valve to make repairs to a water main leak.. The First Aid injury
resulted when one of our Field Service Representatives was robbed while working a turn on
order. The employee sustained several cuts to his finger during the altercation with the
robber. We have since put new policies in place to insure additional safety measures are
taken, when working this area of town.

On September 26, the Company received a new NOV from the DOW concerning monitoring
violations of the total coliform rule. The NOV was issued from a small administrative coding
issue. Our preliminary discussions with the DOW indicate that this was sent in error and
KAW is currently contesting the notice.

12. Revenue Generating Projects/Opportunities
None to report at this time.

13. O&M, DBO Contracts - Significant Operational/Financial Variances
In September, KAW delivered a letter to the Mayor and County Judge of Pineville stating
that KAW decided against renewal of the O&M contract with Pineville.

Pineville has written a letter to KAW asking under what terms the contract could possibly be
renewed. The company has responded to the inquiry by stating the financial issues involved
and the rate increase that would be required .. Nick Rowe also reassured the Pineville
Commission that the current operational condition of the facility is much improved as
compared to the condition at inception of the contract agreement and that we would exit the
O&M contract effective Dec 31, 2006. Although unwilling to renew another O&M contract,
KAW will consider a purchase arrangement, subject to KAW due diligence

Page 4 of 5
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American Water Southeast Region
Operations Review - September 2006

14.0ther Operational Issues
During the work session on September 26, Bill O'Mara from the LFUCG Department of
Revenue recommended to the LFUCG council, that the LFUCG Sewer O&M contract with
KAW be extended for another year Donna Counts, Commissioner of Finance, noted that the
process improvements made by KAW, gives her assurance on which to base this
recommendation. On September 28, the council approved this extension of sewer billing
contract until October 2007.. Revenues for this contract are approximately $850,000 annually..

Results from the sewer billing audit will be reported on the LFUCG website very soon. All
responses have been submitted to the LFUCG auditor and the compilation of responses
should be in their final stages at this time.

Page 5 of 5
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American Water Southeast Region
Operations Review

Operational Issues Review

1. Source of Supply:
KAW continues to move forward with the design of a treatment plant on Pool 3 of the
Kentucky River. The KYDOW responded back to the request for a withdrawal permit,
indicating the water would be available, but that some restrictions may be applied to the
permit during low flow periods. They did not identify the extent of those restrictions KAW
has received proposals for design of the transmission main and booster from the new plant to
KAW's current system. We have awarded contracts to local engineering firms for plant work,
pipeline route, and booster stations. The company has completed 30% of the entire design
for the project and is also seeking a financial consultant resource to work on the project

KAW is in the process of developing the EA strategy for the project duration, and has secured
an EA firm to implement. Town meetings are being scheduled for mid-December along the
preferred route.

We continue to anticipate a filing with the Public Service Commission for a Certificate of
Convenience and Necessity in Spring 2007

2. Operational Costs: Energy, Chemicals, Residuals
Fuel and Power is under plan by $55,273 for the month of October and $427,595 over plan
for the YTD mainly due to Kentucky Utilities' surcharge for increased fuel costs. Chemicals
are over plan by $21,249 and $157,366 YTD Increased rainfall has caused increased
turbidity levels in the source water. The sludge lagoon is scheduled for cleaning in October.
The project will cost approximately $200,000 and its estimated completion date is December
2006. These costs will be deferred as previously approved by PSC gUidance and amortized
over 24 months

3. Rate Case/Orders: Timing, Value, Issues
Although PSC approval for amortization was granted in previous orders, official notification
has been made to the Commission regarding deferrals of the sludge lagoon cleanings, tank
painting, and hydrant painting

4. Commission Activity: Customer Complaints, Compliance

2006
YTD Collections Billino Totals

Total Justified Total Justified Total Justified
KY 1 0 40 0 41 0

Page 2 of4

KAW_APP_EX31_043007 
Page 27 of 56



American Water Southeast Region
Operations Review

6. Divestitures
Legal briefs were filed with the PSC on September 22, regarding the RWE divestiture. We are
anticipating a PSC decision before year end.

7. Major Operational Projects
• $2.2 million in main replacements including Second Street, Madison Place and Merino

Street, Lackawanna Drive, and Bucoto Court to be completed this year. Main
replacements in New Circle Road, Saunier Street, Bruce Street, Columbia Avenue and
South Limestone will begin prior to year end but not be completed until next year ..
Replacement of 40,000 feet of main in Owen County will be completed this year with
another 10,000 feet to be replaced in 2007..

• Replacement of residuals handling equipment at RRS - purchase of equipment this year
with installation in 2007.

• Pump replacement at Parkers Mill Road tank to begin this year and be completed in 2007.
• Reliability of treatment facilities including intake pump replacement to begin this year and

be completed in 2007.
• Installation of 6,400 feet of 20" in Clays Mill Road prior to the first phase of widening

begun this year and to be completed in 2007
• Installation of booster pump facilities in Mallard Point subdivision to improve area

pressures, to begin this year and be completed in 2007.
• Installation of 29,000 feet of 12" main in Russell Cave Road to support operations of new

tank, to be completed in 2006

8. Operational Regulatory Compliance: Status

Actual Plan
Meter Chanae & Test YTD 2006 Backloq

October info from Jeff Vires for the PSG reoort 7,626 7,700 74

On October 19, a PSC representative conducted a periodic regulatory compliance inspection
of KAW facilities. The final report has been received and no deficiencies were documented.

9. Policy Compliance Issues
None to report at this time.

10. Union/Labor Issues/Activities
No issues to report

Page 3 of 4
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American Water Southeast Region
Operations Review

11. Explanation of NOVs, OSHA violations, etc.
There are no OSHA violations to report and 2 NOV's to-date. There was one wastewater
exceedence in Pineville for August and another exceedence for Bluegrass Station earlier this
year.

On September 26, the Company received a new NOV from the DOW concerning monitoring
violations of the total coliform rule The NOV was issued from a minor administrative coding
issue. KAW contested the notice and the DOW has since rescinded this NOV.

There were no injuries and no vehicular accidents to report for October

12. Revenue Generating Projects/Opportunities
None to report at this time

13. O&M, DBO Contracts - Significant Operational/Financial Variances
In September, KAW delivered a letter to the Mayor and County Judge of Pineville stating that
KAW decided against renewal of the O&M contract with Pineville ..

Pineville has written a letter to KAW asking under what terms the contract could possibly be
renewed. The company has responded to the inquiry by stating the financial issues involved
and the rate increase that would be required. Nick Rowe also reassured the Pineville
Commission that the current operational condition of the facility is much improved as
compared to the condition at inception of the contract agreement and that we would exit the
O&M contract effective Dec 31, 2006 Although unWilling to renew another O&M contract,
KAW will consider a purchase arrangement, subject to KAW due diligence.

Preliminary plans to transition the administrative functions from Shared Services to Pineville,
are being reviewed and finalized in November..

14. Other Operational Issues
During the work session on September 26, Bill O'Mara from the LFUCG Department of
Revenue recommended to the LFUCG council, that the LFUCG Sewer O&M contract with
KAW be extended for another year. Donna Counts, Commissioner of Finance, noted that the
process improvements made by KAW, gives her assurance on which to base this
recommendation. On September 28, the council approved this extension of sewer billing
contract until October 2007. Revenues for this contract are approximately $850,000 annually.
A renewal contract to be effective October 1, 2006 has been sent to the mayor and has been
executed. New rates based on CPI were implemented effective October 1, 2006.

Results from the sewer billing audit were published on the LFUCG website in October. No
adverse media resulted from its publication

Discussions to negotiate a sewer billing contract with Scott County is planned for November..
There are approximately 1400 customers that will be affected

Page 4 of4
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American Water Southeast Region
Operations Review

Operational Issues Review

1. Source of Supply:
KAW continues to move forward with the design of a treatment plant on Pool 3 of the
Kentucky River. The KYDOW responded back to the request for a withdrawal permit,
indicating the water would be available, but that some restrictions may be applied to the
permit during low flow periods. They did not identify the extent of those restrictions .. KAW
has received proposals for design of the transmission main and booster from the new plant to
KAW's current system. We have awarded contracts to local engineering firms for plant work,
pipeline route, and booster stations. The company has completed 30% of the entire design
for the project and has secured a financial consultant resource to work on the project

KAW is in the process of developing the EA strategy for the project duration, and has secured
an EA firm to implement Town meetings are being scheduled for mid-December along the
preferred route.

We continue to anticipate a filing with the Public Service Commission for a Certificate of
Convenience and Necessity in Spring 2007

2. Operational Costs: Energy, Chemicals, Residuals
Fuel and Power is over plan by $46,874 for the month of November and $474,469 over plan
for the YTD mainly due to Kentucky Utilities' surcharge for increased fuel costs. Chemicals
are over plan by $29,602 and $186,968 YTD Increased rainfall has caused higher turbidity
levels in the source water. The sludge lagoon was scheduled for cleaning in October. The
project will cost approximately $200,000 and its estimated completion date is December
2006. These costs will be deferred as previously approved by PSC gUidance and amortized
over 24 months

3. Rate Case/Orders: Timing, Value, Issues
Although PSC approval for amortization was granted in previous orders, official notification
has been made to the Commission regarding deferrals of the sludge lagoon cleanings, tank
painting, and hydrant painting ..

4. Commission Activity: Customer Complaints, Compliance

Page 2 of 5
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American Water Southeast Region
Operations Review

5.

6. Divestitures
Legal briefs were filed with the PSC on September 22, regarding the RWE divestiture. We are
anticipating a PSC decision before year end.

7. Major Operational Projects
• $2..2 million in main replacements including Second Street, Madison Place and Merino

Street, Lackawanna Drive, and Bucoto Court to be completed this year Main
replacements in New Circle Road, Saunier Street, Bruce Street, Columbia Avenue and
South Limestone will begin prior to year end but not be completed until next year
Replacement of 40,000 feet of main in Owen County will be completed this year with
another 10,000 feet to be replaced in 2007

• Replacement of residuals handling equipment at RRS - purchase of equipment this year
with installation in 2007

• Pump replacement at Parkers Mill Road tank to begin this year and be completed in 2007
• Reliability of treatment facilities including intake pump replacement to begin this year and

be completed in 2007
• Installation of 6,400 feet of 20" in Clays Mill Road prior to the first phase of widening

begun this year and to be completed in 2007
• Installation of booster pump facilities in Mallard Point subdivision to improve area

pressures, to begin this year and be completed in 2007
• Installation of 29,000 feet of 12" main in Russell Cave Road to support operations of new

tank, to be completed in 2006.

8. Operational Regulatory Compliance: Status

Actual Plan
Meter chance & Test YTD 2006 Backlo!l

November info from JeffVires for the PSC report 7,728 7,700 0

On October 19, a PSC representative conducted a periodic regulatory compliance inspection
of KAW facilities. The final report has been received and no deficiencies were documented.

9. Policy Compliance Issues
None to report at this time

10. Union/Labor Issues/Activities
No issues to report.

Page 3 of 5
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American Water Southeast Region
Operations Review

11. Explanation of NOVs, OSHA violations, etc.
There are no OSHA violations to report and 3 NOV's to-date. There was one wastewater
exceedence in Pineville for August and another exceedence for Bluegrass Station earlier this
year.

On September 26, the Company received a new NOV from the DOW concerning monitoring
violations of the total coliform rule. The NOV was issued from a minor administrative coding
issue KAW contested the notice and the DOW has since rescinded this NOV.

In November, an NOV was issued for a missing total organic carbon report that was part of
the July 2006 monthly reporting package submitted by Pineville. KAW is contesting this
notification because the package was deemed to be complete, and is awaiting a response
from the DOW. We are presently working to schedule a meeting with the Secretary of the
DNR to review the reporting process in the state of Kentucky. Other utilities throughout the
state are having NOV's issued in error and the State realizes that it must improve its process.

There were no injuries and no vehicular accidents to report for November.

12. Revenue Generating Projects/Opportunities
None to report at this time.

13. O&M, DBO Contracts - Significant Operational/Financial Variances
In September, KAW delivered a letter to the Mayor and County Judge of Pineville stating that
KAW decided against renewal of the O&M contract with Pineville.

Pineville has written a letter to KAW asking under what terms the contract could possibly be
renewed. The company has responded to the inquiry by stating the financial issues involved
and the rate increase that would be required. Nick Rowe also reassured the Pineville
Commission that the current operational condition of the facility is much improved as
compared to the condition at inception of the contract agreement and that we would exit the
O&M contract effective Dec 31, 2006 Although unwilling to renew another O&M contract,
KAW will consider a purchase arrangement, SUbject to KAW due diligence.

Preliminary plans to transition the administrative functions from Shared Services to Pineville,
are being reviewed and finalized in December.

14. Other Operational Issues
During the work session on September 26, Bill O'Mara from the LFUCG Department of
Revenue recommended to the LFUCG council, that the LFUCG Sewer O&M contract with
KAW be extended for another year. Donna Counts, Commissioner of Finance, noted that the
process improvements made by KAW, gives her assurance on which to base this
recommendation On September 28, the council approved this extension of sewer billing
contract until October 2007. Revenues for this contract are approximately $850,000 annually.
A renewal contract to be effective October 1, 2006 has been sent to the mayor and has been
executed New rates based on CPI were implemented effective October 1, 2006.

Results from the sewer billing audit were published on the LFUCG website in October. No
adverse media resulted from its publication.
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American Water Southeast Region
Operations Review

Discussions to negotiate a sewer billing contract with Scott County will begin once the
LFUCG sewer billing contract beginning October 2007, is renegotiated in the first quarter
There are approximately 1400 customers that will be affected in Scott County. The Company
is working toward all sewer contracts being aligned and created under the same
considerations for pricing and agreement terms.

The company is currently reviewing the reinstatement of an existing IVR (Predictive Dialer)
that has been previously used. This will enable the Company to notify customers by
telephone regarding emergencies and other notificatlons. The system will be fully utilized in
the first quarter of 2007
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Operational Issues Review

1. Source of Supply:
KAW continues to move forward with the design of a treatment plant on Pool 3 of the
Kentucky River. The KYDOW responded back to the request for a withdrawal permit,
indicating the water would be available, but that some restrictions may be applied to the
permit during low flow periods They did not identify the extent of those restrictions KAW
has received proposals for design of the transmission main and booster from the new plant to
KAW's current system We have awarded contracts to local engineering firms for plant work,
pipeline route, and booster stations .. The company has completed 30% of the entire design
for the project and has secured a financial consultant resource to work on the project.

SC has respon e avora
, I engineering and technical meetings around the project.

A negotiating meeting with the BWSC was held in December. Both parties agreed to work
towards an agreement for BWSC to pay for design costs of additional facilities
Approximately 200 people out of 1000 property owners attended the open houses which were
held, to provide open communication between the company and the communities affected
Most feedback was cautiously optimistic with property owners wanting much more detail of
exact routing of the main extensions

We continue to anticipate a filing with the Public Service Commission for a Certificate of
Convenience and Necessity in Spring 2007

2. Operational Costs: Energy, Chemicals, Residuals
Fuel and Power is over plan by $36,165 for the month of December and $510,634 over plan
for the YTD mainly due to Kentucky Utilities' surcharge for increased fuel costs. Chemicals
are under plan by $35,806 and $47,364 YTD. Increased rainfall has caused higher turbidity
levels in the source water. The sludge lagoon was cleaned in December.. The project cost
was $202,500 and these costs will be deferred as previously approved by PSC guidance and
amortized over 24 months

3. Rate Case/Orders: Timing, Value, Issues
Although PSC approval for amortization was granted in previous orders, official notification
has been made to the Commission regarding deferrals of the sludge lagoon cleanings, tank
painting, and hydrant painting. (no change)

4. Commission Activity: Customer Complaints, Compliance

Collections Billina Totals
Total I Justified Total I Justified Total I Justified

KY 2 I a 45 I a 47 I a

This information has not been updated for December

Page 2 of 5
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5.

5. Divestitures
Legal briefs were filed with the PSC on September 22, regarding the RWE divestiture. We
continue to wait for a PSC decision

6. Major Operational Projects
• $2..2 million in main replacements including Second Street, Madison Place and Merino

Street, Lackawanna Drive, and Bucoto Court to be completed in 2006 Main
replacements in New Circle Road, Saunier Street, Bruce Street, Columbia Avenue and
South Limestone will begin prior to year end but not be completed until next year.
Replacement of 40,000 feet of main in Owen County will be completed this year with
another 10,000 feet to be replaced in 2007

• Replacement of residuals handling equipment at RRS - purchase of equipment this year
with installation in 2007

• Pump replacement at Parkers Mill Road tank to begin this year and be completed in 2007
• Reliability of treatment facilities including intake pump replacement to begin this year and

be completed in 2007.
• Installation of 6,400 feet of 20" in Clays Mill Road prior to the first phase of widening

begun this year and to be completed in 2007.
• Installation of booster pump facilities in Mallard Point subdivision to improve area

pressures, to begin this year and be completed in 2007
• Installation of 29,000 feet of 12" main in Russell Cave Road to support operations of new

tank, was completed in 2006.

7. Operational Regulatory Compliance: Status

Actual Plan
Meter chance & Test YTD 2006 Backloq

December info from JeffVires for the PSC report 8,353 7,700 0

Testing of all meter sizes totaled 8,473 out of 8,692. The remaining 2% of meters will be
tested in January 2007

On October 19, a PSC representative conducted a periodic regulatory compliance inspection
of KAW facilities The final report has been received and no deficiencies were documented.
The same inspection was performed on the Northern facilities in November.. The only issue
noted was undetected line loss The company has recognized that this is a problem and is in
the process of replacing 135 meters and installing a Venturi meter to hopefully alleviate the
potential lost revenue

8. Policy Compliance Issues

Page 3 of 5
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None to report at this time

9. Union/Labor Issues/Activities
No issues to report.

Explanation of NOVs, OSHA violations, etc.
There are no OSHA violations to report and 3 NOV's to-date. There was one wastewater
exceedence in Pineville for August and another exceedence for Bluegrass Station earlier this
year

On September 26, the Company received a new NOV from the DOW concerning monitoring
violations of the total coliform rule The NOV was issued from a minor administrative coding
issue. KAW contested the notice and the DOW has since rescinded this NOV.

In November, an NOV was issued for a missing total organic carbon report that was part of
the July 2006 monthly reporting package submitted by Pineville. KAW is contesting this
notification because the package was deemed to be complete, and is awaiting a response
from the DOW. We are presently working to schedule a meeting with the Secretary of the
DNR to review the reporting process in the state of Kentucky. Other utilities throughout the
state are having NOV's issued in error and the State realizes that it must improve its process ..

There were 2 injuries reported and no vehicular accidents to report for December

10. Revenue Generating Projects/Opportunities
None to report at this time

11. O&M, DBO Contracts - Significant Operational/Financial Variances
In September, KAW delivered a letter to the Mayor and County Judge of Pineville stating that
KAW decided against renewal of the O&M contract with Pineville

Pineville has written a letter to KAW asking under what terms the contract could possibly be
renewed The company has responded to the inquiry by stating the financial issues involved
and the rate increase that would be required Nick Rowe also reassured the Pineville
Commission that the current operational condition of the facility is much improved as
compared to the condition at inception of the contract agreement and that we would exit the
O&M contract effective Dec 31,2006 A signed payment plan commitment will be obtained
from the Pineville Mayor, to cover the remaining accounts receivable balance of their O&M
fee.

12. Other Operational Issues
During the work session on September 26, Bill O'Mara from the LFUCG Department of
Revenue recommended to the LFUCG council, that the LFUCG Sewer O&M contract with
KAW be extended for another year. Donna Counts, Commissioner of Finance, noted that the
process improvements made by KAW, gives her assurance on which to base this
recommendation. On September 28, the council approved this extension of sewer billing
contract until October 2007 Revenues for this contract are approximately $850,000 annually.
A renewal contract to be effective October 1, 2006 has been sent to the mayor and has been
executed. New rates based on CPI were implemented effective October 1, 2006 ..
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Results from the sewer billing audit were published on the LFUCG website in October. No
adverse media resulted from its publication.

Discussions to negotiate a sewer billing contract with Scott County will begin once the
LFUCG sewer billing contract beginning October 2007, is renegotiated in the first quarter.
There are approximately 1400 customers that will be affected in Scott County. The Company
is working toward all sewer contracts being aligned and created under the same
considerations for pricing and agreement terms

The company is currently reviewing the reinstatement of an existing IVR (Predictive Dialer)
that has been previously used This will enable the Company to notify customers by
telephone regarding emergencies and other notifications. The system will be fully utilized in
the first quarter of 2007. No change

Home based reporting pertaining to the field service representatives and the Tough Book
capabilities are being discussed with regional employees at this time More discussion
regarding the process implementation is planned for 2007 A meeting is scheduled with the
bargaining unit on February 8.
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American Water Southeast Region
Operations Review January 2007

Operational Issues Review

2. Source of Supply:
KAW continues to move forward with the design of a treatment plant on Pool 3 of the
Kentucky River. The KYDOW responded back to the request for a withdrawal permit,
indicating the water would be available, but that some restrictions may be applied to the
permit during low flow periods. They did not identify the extent of those restrictions KAW
has received approval from the Division of Water for the preliminary design, and will file the
final design for approval

KAW has received proposals for design of the transmission main and booster from the new
plant to KAW's current system. We have awarded contracts to local engineering firms for
plant work, pipeline route, and booster stations The company has completed over 60% of
the entire design for the project and has secured a financial consultant resource to work on
the project.

KAW presented an initial proposal for a partnership to the Bluegrass Water Supply
Commission, who has formally established a negotiating committee On January 22, the
Bluegrass Water Supply Commission voted in favor of authorizing funds for design work on
an additional 5 MGD capacity for the water treatment plant

Approximately 200 people out of 1000 property owners attended the open houses which
were held in December, to provide open communication between the company and the
communities affected. Most feedback was cautiously optimistic with property owners
wanting much more detail of exact routing of the main extensions The company hosted a
follow-up question and answer session on January 23 in Peaks Mill. Approximately 40
people attended Some indicated that they did not believe Central Kentucky had a water
supply problem, they believe conservation is the answer Some expressed other concerns
regarding the project, including environmental concerns The company provided additional
information about the project and noted all concerns shared during the session These
concerns are being shared with the design team on the project for their consideration

KAW has also met with representatives of the KY Department of Transportation to discuss
potential use of state right-of-way in some areas for the transmission line KAW will meet
with representatives of the KY PSC staff on February 15 to present the preliminary design
information and discuss expectations of the Certificate of Convenience and Necessity
Application..

The Company anticipates filing with the Public Service Commission for a Certificate of
Convenience and Necessity in the Spring of 2007

6. Rate Case/Orders: Timing, Value, Issues

A rate filing is scheduled for May 1, 2007 to request a 20% increased in additional rates to
cover the cost of infrastructure investment A rate case task list was distributed in mid
January to all parties responsible for schedules and exhibits The company is on schedule
to complete the filing as planned
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American Water Southeast Region
Operations Review January 2007

8.

16. Other Operational
There are no NOV's to report in 2007 and no other operational issues to discuss at this
time
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Operations Review February 2007

Operational Issues Review

1. Source of Supply:
KAW continues to move forward with the design of a treatment plant on Pool 3 of the
Kentucky River. The KY DOW responded back to the request for a withdrawal permit,
indicating the water would be available, but that some restrictions may be applied to the
permit during low flow periods. They did not identify the extent of those restrictions. We have
awarded contracts to local engineering firms for plant work, pipeline route, and booster
stations .. The company has completed 85% of the entire design for the project and has
secured a financial consultant resource to work on the project Permit applications to the
Kentucky DOW for the transmission mains and boosters will be filed in March.

KAW presented an initial proposal for a partnership to the Bluegrass Water Supply
Commission, who has formally established a negotiating committee Senior leadership at the
company has met with leadership of the Bluegrass Water Supply Commission to make a
partnership proposal. BWSC has responded favorably to the company's recent proposal, and
has had several engineering and technical meetings around the project On January 22, the
Bluegrass Water Supply Commission voted in favor of authorizing funds for design work on
an additional 5 MGD capacity for the water treatment plant. Kentucky American and BWSC
have executed an agreement to allow for the design expansion.

Approximately 200 people out of 1000 property owners attended the open houses which were
held in December, to provide open communication between the company and the
communities affected. A follow-up question and answer session was held on January 23 in
Peaks Mill where approximately 40 people attended. KAW announced the preferred route for
the transmission main on February 12 and met with the Franklin Fiscal Court on February 15.
A number of residents came to that meeting and expressed concern over the environmental
and cultural impact of the project in their county.

The Company anticipates filing with the Public Service Commission for a Certificate of
Convenience and Necessity on March 30, 2007.

2. Operational Costs: Energy, Chemicals, Residuals
Fuel and Power is over plan by $35,913 for the month of February and under plan $70,407
for the YTD .. The February variance is due to the energy return true up of sales tax of
$31,000 Chemicals are under plan by $17,563 and under plan YTD by $33,698. Reversal
of chemical tax accruals accounts for $8,900 of the variance.

3. Rate Case/Orders: Timing, Value, Issues
A rate filing is scheduled for April 30, 2007 to request a 20% rate increase to cover the cost of
infrastructure investment

Page 2 of 4
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Kentucky American Water
Operations Review February 2007

4. Commission Activity: Customer Complaints, Compliance

2007 YTD Collections YTD Billinll YTDTotals
Total I Justified Total I Justified Total I Justified

KY 0 I 0 7 I 0 7 I 0

5 Divestitures
Legal briefs were filed with the PSC on September 22, regarding the RWE divestiture.. We
continue to wait for a PSC decision.

6. Major Operational Projects

• $2 .. 7 million in main replacements including the completion of Second Street, Madison
Place and Merino Street, Lackawanna Drive, and Bucoto Court to be completed in 2007.
Main replacements in New Circle Road, Saunier Street, Bruce Street, Columbia Avenue
and South Limestone will be completed in 2007. Replacement of 10,000 feet to be
completed in 2007 for a total project of 50,000 feet in Owen County.

• Replacement of residuals handling equipment at Richmond Road Station to be completed
by late summer of 2007..

• Pump replacement at Parkers Mill Road tank to be completed in 2007
• Reliability of treatment facilities including intake pump replacement to began in 2006 and

to be completed in 2008.
• Installation of 6,400 feet of 20" in Clays Mill Road prior to the first phase of widening

began in 2006, to be completed in 2007
• Installation of booster pump facilities in Mallard Point subdivision to improve area

pressures, began in 2006 and to be completed in 2007

7. Operational Regulatory Compliance: Status

Backlog
Actual Plan as of

Meter Chanae & Test YTD 2007 02/28/07
February 2007 oeriodic meters-all sizes 625 8,501 380

8. Policy Compliance Issues
None to report at this time

9. Union/Labor Issues/Activities
No issues to report.

10.Explanation of NOVs, OSHA violations, etc.
There are no OSHA violations to report and no NOV's to-date for 2007.

There was one occupational injury reported in February and one DOT citation for not having a
DOT number on a truck. In March, all DOT trucks will be inspected to insure proper DOT
numbering on all vehicles.

Page 3 of 4

KAW_APP_EX31_043007 
Page 49 of 56



Kentucky American Water
Operations Review February 2007

11. Revenue Generating Projects/Opportunities
None to report at this time

12. O&M, DBO Contracts - Significant Operational/Financial Variances
A signed payment plan commitment was obtained from the Chairperson of the Pineville
Utilities Commission, to cover the remaining accounts receivable balance of their O&M fee
Presentation to the Pineville Utilities Commission of the settlement fee is scheduled for March
20,2007 Once approved, the settlement fee will be approximately $145,000

13. Other Operational Issues
The Company experienced main breaks in February that were in high profile traffic areas that
caused local media attention The Company explained that during extremely cold weather
main breaks occur due to ground movement which is not abnormal.

Discussions to negotiate a sewer billing contract with Scott County and the renewal of the
present Sewer Billing contract for LFUCG both will begin in March of 2007 There are
approximately 1400 customers that will be affected in Scott County. The Company is working
toward all sewer contracts being aligned and created under the same considerations for
pricing and agreement terms

The company is continuing to review the reinstatement of an existing IVR (Predictive Dialer)
that has been previously used .. This will enable the Company to notify customers by
telephone regarding emergencies and other notifications. The Company will work toward
utilization of this system during the first quarter of 2007.

Home based reporting pertaining to the field service representatives and the Tough Book
capabilities are being discussed with regional employees at this time. More discussion
regarding the process implementation is planned for 2007 The next meeting is scheduled
with the bargaining unit on March 29

Page 4 of 4
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Kentucky American Water
Operations Review March 2007

Operational Issues Review

1. Source of Supply

Kentucky American Water ("KAW") continues to move forward and has finalized the design of
a treatment plant on Pool 3 of the Kentucky River. The Kentucky Division of Water ("KY
DOW") has granted a 20 MGD withdrawal permit with no restrictions, although some
restrictions may be applied to the permit during low flow periods. Permit applications to the
KY DOW for the transmission mains, water treatment plant, and boosters were filed in March
Plans for the transmission line were approved and a meeting was held with the KY DOW
reviewer on plans for the water treatment plant Approval is expected by end of April. A 404
permit application for construction in the waters of the US to the US Army Corps of Engineers
was also filed in March. A permit application for a 401B permit for stream flow crossings was
filed with the KY DOW on April 2.

KAW presented an initial proposal for a partnership to the Bluegrass Water Supply
Commission ("BWSC"), who has formally established a negotiating committee Senior
leadership at the company has met with leadership of the BWSC to make a partnership
proposal. BWSC has responded favorably to the company's recent proposal and has had
several engineering and technical meetings around the project. On January 22, the BWSC
voted in favor of authorizing funds for design work on an additional 5 MGD capacity for the
water treatment plant KAW and BWSC have executed an agreement to allow for the design
expansion

Approximately 200 people out of1 ,000 property owners attended open houses held in
December to provide open communication between KAW and the communities affected A
follow-up question and answer session was held on January 23 in Peaks Mill where
approximately 40 people attended KAW announced the preferred route for the transmission
main on February 12 and met with the Franklin Fiscal Court on February 15. A number of
residents attended that meeting and expressed concern over the environmental and cultural
impact of the project in their county. KAW has begun making presentations about the project
to numerous business and civic groups. A group of property owners in Franklin County has
formed to oppose the project, however, they appear to be a small group.

KAW filed with the Public Service Commission a Certificate of Convenience and Necessity on
March 30, 2007

2. Operational Costs: Energy, Chemicals, Residuals
Fuel and Power is over plan by $24,021 for the month of March and under plan $49,218 YTD
The March variance is primarily due to increased usage and increased energy charge of
$30,000.. YTD purchased power expense is reduced by prior year energy return adjustments
of $30,271 Chemicals are over plan by $7,947 and under plan YTD by $29,297.

3. Rate Case/Orders: Timing, Value, Issues
A rate filing is scheduled for April 30, 2007 to request a 20% rate increase to cover the cost

of infrastructure investment. KAW filed its Notice of Intent to file the case with the KY Public
Service Commission on April 2, 2007 per the required regulations .. This case will seek
approval for single tariff pricing for all districts of KAW.

Page 2 of 4
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Kentucky American Water
Operations Review March 2007

ommission Activity: Customer Complaints, Compliance

2007 YTD Collections YTD Billina YTDTotals
Total I Justified Total I Justified Total I Justified

KY 2 I 0 12 I 0 14 I 0

4. C

5. Divestitures
Legal briefs were filed with the KY PSC on September 22, 2006 regarding the RWE
divestiture. We continue to wait for a PSC decision

6. Major Operational Projects

• $2.7 million in main replacements, including completion of Second Street, Madison
Place and Merino Street, Lackawanna Drive, and Bucoto Court to be completed in 2007.
Main replacements in New Circle Road, Saunier Street, Bruce Street, Columbia Avenue
and South Limestone will be completed in 2007

• Replacement of 10,000 feet of main to be completed in 2007 for a total project of 50,000
feet in Owen County ..

• Replacement of residuals handling equipment at Richmond Road Station began in
March, to be completed in November 2007

• Pump replacement at Parkers Mill Road tank began in March, to be completed in
August

• Reliability of treatment facilities, including intake pump replacement, will begin in April
and is to be completed in 2008

• Installation of 6,400 feet of 20-inch main in Clays Mill Road prior to the first phase of
widening began in 2006, to be completed in 2007

• Installation of booster pump facilities in Mallard Pointe subdivision to improve area
pressures began in 2006 and is to be completed in 2007. The pump station is set, and
we're working through start-up challenges

Overall CAPEX is on plan as re-forecasted in Q 1

StatrCI tIRfpera rona eQU a orv ompnance: us

Actual Plan
Meter Chanqe & Test YTD 2007 Backlou

March 2007 periodic meters -all sizes 1,794 8,501 0

7. 0

8. Policy Compliance Issues
None to report at this time.

9. Union/Labor Issues/Activities
No issues to report

Page 3 of 4
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10. Explanation of NOVs, OSHA violations, etc.

• A routine sample taken at the Owenton, KY wastewater plant failed a required biological
toxicity test The company may receive an NOV in May. We have reviewed the issue
thoroughly, putting measures in place to avoid a repeat occurrence..

• One occupational injury was reported in February and one DOT citation for not having a
DOT number on a truck. In March, DOT trucks were inspected to insure proper DOT
numbering on all vehicles. We expect the DOT citation to be rescinded.

11. Revenue Generating Projects/Opportunities
None to report at this time

12. O&M, DBO Contracts - Significant Operational/Financial Variances
A signed payment plan commitment was obtained from the Chairperson of Pineville Utilities
Commission to cover the remaining accounts receivable balance of their O&M fee. The
settlement fee was approved by Pineville Utilities Commission for $145,166 in March. KAW
anticipates payment in April 2007 ..

13. Other Operational Issues

• Discussions to negotiate a sewer billing contract with Georgetown Municipal Water and
Sewer ("GMWS") and the renewal of the present sewer billing contract for Lexington
Fayette Urban County Government ("LFUCG") both began in March 2007. Meeting
dates have been set for agreement negotiations with LFUCG on the 2007 contract
Information has been provided to GMWS for their consideration. KAW is working toward
all sewer contracts being aligned and created under the same considerations for pricing
and agreement terms.

• KAW is continuing to review reinstatement of an existing IVR (Predictive Dialer) that has
been previously used. This will enable KAW to notify customers by telephone regarding
emergencies and other notifications. There are concerns regarding current information
having correct telephone numbers. KAW is currently working through this issue and
anticipates full implementation in the second quarter.

• Distribution system flushing will occur the third and fourth weeks in April as part of our
ongoing maintenance program.

• Fire hydrant painting in Fayette County, which will include color coding, will begin the
third week in April It is a two-year project that will bring KAWs system into alignment
with the national fire safety code regulations. We are working in cooperation with the
LFUCG fire department

• Home-based reporting pertaining to the field service representatives and the Tough
Book capabilities was discussed with regional employees. Further discussion regarding
the process implementation is planned for 2007. The next meeting with the bargaining
unit is scheduled for April 12

Page 4 of 4
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