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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2007-00143
FORECASTED TEST PERIOD FILING REQUIREMENTS
EXHIBIT NO. 31

Description of Filing Requirement:
Monthly Budget Variance Reports for 12 Months Pre-Base Period and as
available, for Base Period and Subsequent Months

Response:
Please see attached.
For the electronic version, see KAW_APP_EX31_043007.pdf
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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 $310, 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 ‘ l
YTD Collections Billing Totals

Total Justified Total Justified Total Justified
KY 0 0 19 4 19 4
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Kentucky American Water
Operations Review ~ May 2006

6. Divestitures
No new activity to report.

7. Major Operational Projects

8. Operational Regulatory Compliance: Status

Actual
Meter Change & Test YTD PlanYTD Backlog
KY 5,571 2,578 4,327

9. Policy Compliance Issues

10.Union/Labor Issues/Activities

11.Explanation of NOVs, OSHA violations, etc.
No additional NOV's or waste water exceedernices 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 Wafer
Operations Review ~ June 20086

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.

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

4. Commission Activity: Customer Complaints, Compliance

2006 ‘ E
YTD Collections Billing Totals

Total Justified | Total Justified Total Justified
KY 0 0 22 4 22 4

No new activity to report in other SER jurisdictions.

6. Divestitures
No new activity to report.

7. Major Operational Projects

8. Operational Regulatory Compliance: Status

Actual
Meter Change & Test YTD PlanYTD Backlog
KY 7,328 3,624 2,570

Page 2 of 3
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Kentucky American Water
Operations Review — June 2006

9. Policy Compliance Issues
No new activity o report.

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

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

1 4 Other Operational Issues

Page 3 of 3
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Kentucky American Water
Operations Review — July 2006
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Kentucky American Water
QOperations Review — July 2006

Operational Issues Review

1. Source of Supply:

KAW continues to move forward with the design of a freatment 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 fo 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 atiributed
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 | Billing | Totals
Total Justified Total Justified Total Justified
KY 0 0 25 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

Actual
Meter Change & Test YTD Plan¥YTD Backlog
KY 8,445 4,674 1,453

9. Policy Compliance Issues
No new activity to report.

10. Union/i.abor Issues/Activities
11.Explanation of NOVs, OSHA violations, etc.

12.Revenue Generating Projects/Opportunities

13.0&M, DBQO Contracts — Significant Operational/Financial Variances

14.Other Operational Issues

Page 30of 3
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Operations Review — August 2006
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Operations Review
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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 freatment plant on Poo! 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 tfrue 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 fo this case.

4. Commission Activity: Customer Complaints, Compliance

2008
YTD Collections ! Billing ' Totals
Total Justified Total Justified ‘ Total Justified
KY 1 0 & 0 7 0

Page 2 of 5



KAW_APP_EX31_043007
Page 16 of 56

American Water Southeast Region
Operations Review — August 2006

6. Divestitures
No divestitures at this time.

7. Major Operational Projects

8. Operational Regulatory Compliance: Status

Actual Plan
Meter Change & Test 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 mestings to enhance relationship and to improve communications.

Page 3of 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 DBO 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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American Water Southeast Region
Operations Review — August 2006
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American Water Southeast Region
Operations Review - September 2046

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. Chermicals 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 Casel/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

2008 l |
YTD Collections Billing Totals

Total Justified Total Justified Total Justified
KY 1 0 6 0 7 0

Page 2of 5
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American Water Southeast Region
Operations Review — September 2006

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

e $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.

» Instaliation of 20" main in Clays Mill Road in anticipation of widening road.
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8. Operational Regulatory Compliance: Status

Actual  Plan
Meter Change & Test YTD YTD Backlog

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

9. Policy Compliance Issues
None fo 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 "l.ost Time" and the other was classified
as "First Aid" The Lost Time injury resulied 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 nofice.

12. Revenue Generating Projects/Opportunities
None fo 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.
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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 Sepiember 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.
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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 {o 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 Billing Totals
Total Justified Total Justified Total Justified
KY 1 0 40 0 41 0
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6. Divestitures

l.egal 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

e $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.

e 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.

+ |nstallation 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 compieted in 2006.

8. Operational Regulatory Compliance: Status

Actual Plan
Meter Change & Test YTD 2006 Backlog
QOctober info from Jeff Vires for the PSC report 7,626 7,700 74

On Qctober 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.
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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 inguiry by stating the financial issues invoived
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 o 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 of 4



N
o
o
(a9}
<t anan [— weoun [ Be xu J— suue =a wunoan Axmam enam
nuu_ 6IS°HET'S LET AR 4 2 ¢TI E6S°T 1881018 LA8LBS L %6 °'994 -9£0°'¥19 £80"¥OL LYE 6V
— A& 'E5Y 8EL'5E -tE9LIg 11 A0: 14 528°59 BS5°9 -€5L°1€ [ 310413 7559
(o0} ETS'DES"S [4: T 13 “SEL'BIE"Y R-T AN 25 STGE'ELS"C HEQ 'L -66LTGFG pIr'zoE BZS'85T
Wm © £09°9S€°S YBE'IO9'Y ST6'BOT EGL BSY Y 898 GS5 Y I9€'zsy S5%°L Z10'15¥ X1 28149
__.3 -IS0'6L “p5¥'60T -SEREE -Z00°E5 -RZHLOY -DE®'ST ~IbE -5T8cs -95€°L
(2 T~ £25°¢ £40°T S¥5'T L8€ BES”Y 665°'T
hH. o %6528 YOE'0ZT ~¥ST ' PLT 566 LTS TIEE"BELE Tee vl -6£5'S2 TEE LS ZLS'IE
o g01 L £50 58 BE9 86609 AL 69 ELB'D 5 460’39 £Ln’9
Aﬁ A POV REL'E 896 °1ES Y 225 °L1€ BLE'8YE'C [A144: 178 1 et 'Leh ZoL'IE L88'HEE [13:0-144
WW Q Tt i ren T TanmiERmrae T T e e T et rieimes T i iieeeey T TLnoToTTTTTTT
(@)] BZT "Lb6'11 999’560 01 ~DZP'H0B°T YOO'ERE 'S YET'EL£1'® LOE‘SEL’T -PFPEOES DPE'EST'T G686 ' P19
AKH Dnm 55F° €L -685'22 -LY2 DED ' ¥2 Ly EE TvD 23 -9fZ’'L 9IF'6T 2912y
S£6'89T 988 BET -b4§5 97 8L 'O9T PELEET 6T8'¢C -89€°' 1T ERTA ] -0p9'a
-802 ‘68 ~PEE'S -L5T €T ~Z66 96 —6FYEOT -58L°T ~L80'E -915 -5Ty'at
~Fb0'LE -LBI'Y £¥6°7 -ELE'EE -pfa'at ~{S5E -B85°T -EET -g08'L
(34 28 1:1 2T 8LE -p8Z ST ELy'¥LZ €6T'652 LE6'S [3:1 ECE’S ET6'S
8L ~D0T°’T LT -89k -85 ¥3 314
069°THE LEF'SLE -1T8 42 BED*VET LEZZ'LST 498'53 -z09'8T LT} 7.4 [4: 1]
BS0'S9 95202 -665'Z€T [1:344-1 ~DE% 98 [:}4 4 : 74 -55("6% aIL'E ~LE9°0T
ZEDGLT tLyisse 886 ¥eT BTL'BEY LIL'ese TEB LK £5L 9¥P ST 681°9T
EL8'EL8'TT SEP'RTT 0T -EBrEOR'T V16 BYIE 6 TiL’aet’e 99E‘CST 'Y 80T Ti8 TEGUEEEY I8 'ZoY
L1865 8¢ S8E'LEBTIE -ZTIT'FIL BEL DOO'CE 385°588 'TC SEEQOT'C ~8EB'ZT LL¥'ZOR'C BES YT C
GES A85°'C S50 '600°L -Z91'L9B BET'666'C gee'zly'e VPECLHE ~E¥0 ' LLT BBYLTh LEY DBY
[t 4 3F %1 EIC'zEY -ELE' S8y vED'9z8 zzL'ozd BEE'2ZOT -T25'Z8 CESLIT 2LB ST
BCGB'TZL'T DA9'EST'E EEG'SY BEG 88T TZE ZIC'eT BIE 'BLE Tfe's 0SE'SZT tES '0ET
YBE'oay PSE'E6S ~65L'9T oLh'5a¥ TIE'HLE SE£E€'65 -0t Los'av LLY OV
ISZ '6EC'L 056'€59 "% “59%"LES LIC'R68°9 ZLB'LSS'S T5% " PBE -EF0LL BEL'ST19 T6Z'6C%
BETL'TTY T L50 Y06 '0Z £T8'9L9°Y 615 80V '0Z zEr's88'ee 2fg9'LBT'2 955801 EIT'5L6°T BLIERYE
»aY gV T op8'L86°T 285554 ETE'THT'Y LTV'LER"T 9zL'yIT 6L8'€8 888 101 595 'BET
vag PES T BEEEIL T £8L°EET {4148 1 A 4 96 "66E°L S68°89% 936°S LBE'EET LT 508
[ 1345114 1£8'69€ sy ooy 518142 z90°'6LE TES TV 85L°DT TI¥ 2T BST°EE
ZTLO'SY 5€Z°0€ ~519'6 096 LC SE5°LT [0S vZH'T 95L°E aat’s
AE0'AST'T DEVIPIT'T SEZ5'66T aTR'L96 SEETRL0°T TG@ L9 TEETL TI5'96 EB5"LIT
BE6T0S bR T RR:1 ¥58°C 1744347 PELE6T §05'8€ Lze o1 ¥ZO 1Y T50°28
TIY"ESE TT6*LET SO¥*ST DIS'¥6Z ST6'60€ TE6°TY SES 15¢°'62 900 "eg
zL0 " vog DIZ'T199 -0%¢°68 090'0LE GOE'ETS L1130 2 ~g¥5°e G08°LY D9E’'ES
£95°vZ8°T SEBRGEY ~ZRP TIT LATTELSY S0L'ZEC°Y EST ¥ET -GET TT EIS 6T ECY BET
000'¥52°5 LEL'ES9 b LeL’oot 000°'¥Ez'Y LELTYEL'S T¥LGTIR a1e‘z &80 505 AT6°L0G
LY E5E ¥5°95E ~E55°EF FAL 34 03L 8Lt SBP ‘9T R TR 00% ST 94p DT
EES'BYE'T LEL ESE 99E 451 CXTLIT'T 885 892°T DLy ¥E Ev¥Z 1E EI6 ' ¥OT (-39 T2
SEBTLTT L ¥06'1S6°T SESLEY [TTAFR TR | aYETSLT'L 565" LUY ~EL2’EE EZE'ZBT DEDLET
gas oLy 866 STV 6ES'E6€ 005°L0E SLT LTY 0960 5% asg st (1144514 [F442 73
D¥5°85T°S s80'gaL'C ~EBSLL E2p'zLZ'Y DEA'¥ET ¥ 968" ¥SE -CYe YL S5Z BTV ETZ’LET
(1333 3 £ CPI SSE6 LY ~ETYEZE'T ZIL BIG'ZY LET 66 Qb T0B'ZLP’Y -5vE'L16 EEE"AEI'F tsy'zIL'e
568G LVL"T $EF'E¥R°T SkL'SST DEC'38Y°T SEO'ELTISCT POL G¥Y [1: 2041 EEI'EYT 2087067
ZE9'¥SE .04 2 -£88°FF 0I5 'ES2 LIE'OGE paz'er 6E6°T 18€ 6L 0ECZE
ZO0'GHETEY BB OEY CY ~LBS'SE0°T ZL'EOTC Y SOE'EET'6E LEBCSEE" Y ~5L 626 SLETTGE Y 129*'1E5°¢C
15833T03 Avei IoTig WOUBTIEA werg TEAlOY Aval JOyigd aJuETIVA UETE TEN3DY
rensuy aaqosag Aagoiog J=80190 ABGA3N0 2800390 laqoing Jaqoa3gn AAQOT0
aded 03 ax @1 q o XX a3e3 03 X3 alerg 03 I3
9p0z/LZ/0T BuTpul potasg Byl sog
L ¥ JU0i JUSWelrls Swoouy
2EIHRIGT {avyosn) Ausdwod Yejol
FB/T6/1Y T1 0D-I23eM UEdTISUN-AYOTMGUSY
T Aumdwon ayzop 13JEH UEDTIIWY

HOEAE UOWMOD 01 SmOIUL o

pazeTseq PUSPTATT PaIisialg
JWCDUT IsH

sabroyy 3s83ajul Teloy

IGI0-Danay
asuadx3 3E2I3QBI Iayz0

BB HURE WIDL IIOUS-GHeNLyUl
asuadxy Jgag pUER UOTIBZTIIONY
aqag wIsl-buon uh Jesxajus
SADUYHD SS5FUIINT

sabrey) 350102UY 23INING BWODUT
SWOoSRI Iay30 7201
SUOTIDAPaAE IJYI0 TelIog

SUXLL SWODUI TEIdNag
SOXEL SwOIuIl I3RS

saxn), TeIausy

BUOTIDNPAO ISP "DEIH
uocyIfeTnboy SBUTAEE Xel
USTIUITIIONY SROSVRTIHFIOTH

mswasnipy

BWOBNT ISYAC TTIOL

uctarsodeTa uo(ssoliuten
LIV SENOJUDIIIISTH £ 9 W
AjynbE Danav
BHODBL IBRIDIJUT
PaxXIBFIAI-FUWADUT PUIPTAY(]
HoUOD - BWODUT PUIPTATa
awonul Tejusy Buiseiado.-uoy
SHOILINA3O ¥ ZHOORY UIAHLD
swooul Buraeaado ATTTan
gaguadxy Huriuiado 7oL
JuIUISNEpY HEIITSTABIY pButARs xer
SIXH] AAWODSUT Telapsg
SINLL WODUT ey
sexel, TRIauag

EOTIBZTIIIQUY
unTyRyRaadag

¥S
zg

%

o8
3]
a5
LS
5
6%

£%
43
ot
33
af

(4%
1€
ot
EZ
14
LT

aguadxg suoileiady T IDURUSIUTEK TRIOL

FDUBUIIUTEH ISHIO
BROGUETTIISTH

agusdx3 I273II0C TRIauan

sRusy

BuT3unoony Zawd3ysn)

dnoan veyr Iaylg 9JUBIRGULT
souadxa AzejvTnboy

sudtruag

aouvansul dnoig

8333 Ju=wabouny

T2E0d8Y0 Sqges

STEITUILD

Iamcd 9 Tong

1ajes psoelorng

Jogen

ISH3AXI SINVHILNIVH ¥
BRRURAIY THJOL

auaaafivueg
Xat30
Zanag
EER M

SENHAATY SHIIVYALO

- waridianmag

Sz
Iz
[1}4
[}
j:3 8
LT
5T
ST
vy
€I
48
T
i3
3
a

SHOTIMHEEO &

3

*0] I9TRY URRTISHY-ANonqusy

LALLM
aOVSIZT0ND
nosca



KAW_APP_EX31_043007
Page 31 of 56

\!\ Kentucky

\\ American Watere
American Water Southeast Region

Operations Review

November 2006
Operations Review
Kentucky American Water



KAW_APP_EX31_043007
Page 32 of 56

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 availabie, 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 compieted 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 {o the Commission regarding deferrals of the sludge lagoon cleanings, tank
painting, and hydrant painting.

4. Commission Activity: Customer Complaints, Compliance

2006 D Collections Billing Totals
Total Justified Total Justified Total Justified
KY 2 G 45 0 47 1]
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6. Divestitures
l.egal 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

e $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 o 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.

» Instaliation of booster pump facilities in Mallard Point subdivision to improve area
presstres, to begin this year and be completed in 2007.

» Installation of 28,000 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 Change & Test YTD 2006 Backio

November info from Jeff Vires 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.
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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 CPl 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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Discussions to negotiate a sewer billing contract with Scoft 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 VR (Predictive Dialer)
that has been previously used. This will enable the Company to notify customers by
telephone regarding emergencies and other nofifications. The system will be fully utilized in
the first quarter of 2007.

Page 5 of &



mmwaRRA

6I3'QET"9
006 °65Y
&TS'BES'D

~ISB 6L

Page 36 of 56

BYE 'SE9
BO0T'TL
POV 'OEL'E

AT Les 1T

S5F'EL

SEp E9T

-B0L 60
-p¥D LT

KAW_APP_EX31_043007

ET¥'0AZ

a3L

CERTRE

#5099
ZEB'SLY

£L3°CLE'TT

LIG'G{g768

0TS '885°C
GEL"L06
608 ITL T
YEO 90
T9Z'6EEL

BZL'ZIV VL

vatT ave’'r
¥89'¥EST T
(1348444
ZLO'SY
BEB'OSE'TY
BRE IDG
ZI¥ LSt
ZLOD'WDE
£95'PZR'T
008 ‘¥SZ’9
LIT ESZ
[0 3 L1k |
$CS°LEZY'L
oB5'0LE
DEE‘351°S

a6L'60¥ 1S

965 LbL T
269 °ZSE
£D0'60E 6V

JEEDHICH
Tenuuy

SE*ZOS0T
90/0G/ET
T

LLE'BZL'Y
S0E'EL
£8Z'E8€'9

L9 '¥ED'S
~IPT'BEII
EZS'C

TLE 99T
ETA G 4
HBEIPE ‘Y

OST 9EE’'TE

-9%0°6

[T ¢4
€96 ‘00E

96T LYL TIT

952 6BZ '
A4 o
0658° LTV Z
68%'%59
856 °LST’S

ELT B0 'EL

GE+'BAT ‘L
1ZZ°ZT6'Z
LSE"96E
L4694
€68 'LEZ T
L09'5ZY
€16 408
S66 "STL
LIS R9Y'T
LET*0§1°S
ZZD'&LE
0bO'TBO T
PG GET '
aL0*0sY
TYEITEL Y

DAZ'ZEE'9F

BLS'9ES'Y
z66°T0T
CTL TED By

223X A0Tad
TaquEdEg
EELT EERESY

-1€87a9%¢e
~-£8E'6vE
~PEZ'ETITY
LaL'TIY
-LPrTY
SP8°T
-~968"LET
T34

YEC EYE

Lizviosaeor

asez

owver

eraez
vef

-vrete

~EBI'I

8L TET
1§ "E6

LY "E00°Y

-ET8 Z0U6

-6ET LLE"T
-LEG LGL
LBY'LBT
~06L°'52
-958 ‘' VES

ZIC'5ZT'T
TZC'LODG
655'2IT
#£5'90T
~LDT'CT
YIZ'BPET
SEB ‘8B
0po 'Sy
-bI8 €S
-REE LT
LBY'TIT
~LET'SS
7RS¥ : 14
63F "BLY
9L EE
TZT°Y

-602'506°'T

855° %91
~yEELE
-SLE°LEZ8'T

EEHL -3 517
JAqWanse
aqug o1 IR

ey

9B '609°S
SLS'ILY
T9F TS

ZVYI'305'Y
«L00'ZL

£15'89%
66088
LESEVE'Y

£a9"LEG DT

SELCEY

BYD "537

~SEL D6
-LOE'ET

SRLTBLT

yR{'pIE

14" 211
655 'BST

LT BEDBOY

6¥0°55279€C

"ES8°YELC
£96'LO6
099°¥EY'T
LLG ST
BEL'ZTL'S

LETOOY'IY

ELS LLE'T
[ g1 T 4
BLE ZOE
STL' 1P
TZE'¥30°'T
von'ast
t98°CCE
990 ' LEL
LL6'0L9°T
a00EEL’S
LILCLET
955'LTE T
ACa'STE"T
05L'0TY
Q08 ETIL Y

GYT YT LY

€96 ‘T09°T
T8¢ €ZT
[4-1: 003 ¥ A ]

@3ed 63 IA

0 B 2

S50°'TvE"Y

LAL'ZL
L¥YZ'TI6'b
EZELIB'S
Rl 2T 24
5¥9°T

LY aLE
PLE R
TEE'E69° Y

8089 "5EY

~POSTFTT
-E16'Z2

TLE'ELE

-paf'SL
698 'LSZ

T6L'B007E

AEHESETGE

RIS LYEST
ST DIT
LETTEAR’Z
LBL°9TY
€98° L6053

595825 vZ

Y66 VBO T
LEE'TRS'E
PIP E0F
60Z 8T
&L 'a&L'T
65T WYE
TO0'OYVE
ZSZ'ER9
SESTBERCY
LB¥'G6R'S
arsteay
SZL'08%'T
SOE'BEE°2
GELO0Y
GEGTELL Y

LTO LEL Y

€18 584°F
LEL'SLE
LLE'SET'CY

TeNn3aY
Taquanag

TSN ———— [y soemmm e
gEL"ZO0A &LT'ved 580°005 FT'EEE"T
88579 ~£9L°1€ sz{'at z95°9
oGt 608 SIS 'TEL OYLLES STL'EEC'T
€RE'LEY zLa'eT 9L LYY 9T 'B5Y

~9L9'8T BLS'T -509°'8 ~8Zp's
L99’'SE -ELS €2 ATE 56 516 "TE
£L8'9 v3 500°9 £L8'y
EI6 6TV (2758 {4 L3B*%6E 6T9°9TF
EBZ'ZYZ'T LT ] 655 ° Y66 LBELEL'T
PESEY -9€E'L 9yzZ'sST
A TA %5 B T-T ok 4 DOE'¥
EEL'L -ZLS DY LST
LYE'T ~6¥1°Z 95
TEY'¥Z 55 °0Y £Y6°C GLE'VE
66 5 ~5¢
SCE LY -D6L'Y 8¥5 6T 9L L
(42081 690 IL'S 50807
ZEL'SY “6L5'S 0L8 6T IST'vY
65L'BET Y beL 500 TSE'596 LLO'Ged'Y
offifeot’c -965°002 I50'662°% (5308 1] A4
ZTZ 0BT ~LLETBOTT £9Y 56T ~¥T8° 18
~L66"LE -59% ‘¥6E 65B8°18 -965"01E
18 "EZT YOG I¥E zZLo'gze [:14: R 127
SEE'ES -DE LOS 0¥ Levav
¥00 ' ¥G5S -{RELL ZOV'LIS YI0 045
9L RLTE IBL'6¥E GEL'EBE'T BEY'TPL L
ST¥'T0Z Tze ‘TSI SPLSL LBELEZE
€L6°002 -¥DE'IZ 5CEE0T ZLOZAT
SZD'6Z ~60L 290° 7€ £8f oL
gTL'az -~Z6F'C 95L'€ Yoz
€96 ETT D69 ‘PET 1I5°96 Yor'iee
95L'LE IPEOT (333847 499'c4
266 'TE 5€9 159 '6T 880°0E
$RE° ¥4 ~¥58°C 380°L9 ZGE‘E9
132°911 56T 804 55T [ 1758434
Q9% "96¥ BSL 1Y 000 °60% BSL°OLS
6LY' 0% STRRTT 00%’'ST B5L'C
ez 'Lzt 500 °6% PEE'HOT BELTEEY
6E0'¥ET $L0°9Y 150091 §36'vIE
00 'EC 80T [T A8 53 0SE I
LBOLEY BLLCTE SRELYY 660°62S
EED'BCV'F A SR 4 YOV'VZZ'E (14847 A
PPA T GoE'a £€9'581 BEG'BST
EBL'ET ~TL6'L TET 6T BZY ST
S06°CSL'Y ZEI'ET DIL'6F0 'Y ZLE IS8y
Aval A071a IIUBTICA ueIg TENISY
JDQUST ST 2aquaoed L e ] Iaquanag

VIR 23 1z

ggoe/T0/TT Burpud potaad ayl 1oz
Ly ® HIuol JquUawaIels swodul
tawynsn} Auedwol Tean)
T OD-ISYEH UBDTIDWY-ANOnJudy
Ausdnoy BXIOHN ZVIEH URDTISuY

A0S UDWEMD) DY JWODUT JAN 59
POIBTIBN PUIPTALG PRIIDINIL vo
BWOOUY Jan 23

sabreys 1geILUI FEIDL IO
I=A-2ansv a9

Umﬂunwkﬂ AIFIAVBZUI ISYAD ES

3ge0 yueq wIRL BI0YS-SSTIaquI 94
asuzdxz 1030 PUP UDTIBTFITIONY LS
30=0 w2wl-huns uo 383Xajur g
SEOUVHD ISTUIIHI 5§

sabiey) JAFIBINY SIOFSH AWSAuI  ¥g
BWONUYT IAYI0 TTIol £s

SUOTIINEIQ IIYI0 TEIO), IS

GOXV] BUODUY TeIIpeg T5

BIXE], JWOIUY IS 0§

saRey, TRaauan g¥

SUCTIDONPIT IDRI0 COETH DY
avawnenipy  uoTITeTnboy eBUTARS wer b
GOTIETTIACWY HNODURTINOATH 9%
JWOSUL IIYIO Teq0) S

uoT3ITEedsTd U (BS0TTIUTES €F

SWODUT GROBUBTISDETH £ 2 W £V
Ajteba Daonav ov

2WODUT IEIABIVL GC

PRIXRIRIL-PH0DUT PUIPTATOT 9E
uouIN]) - JMODUT PUBPTATO L€

awopey Fejusy Butiexado-uoyn ot
SROTLONAZG 2 HWODHI Y3MI0 ST

swenur Butawzsdo AITTTan  *E
esaguadyg Burawrsdn TRAOL EC
Jrawaen{py ucylvgInboy eBuiaes xe) (¢
SSXEL JWORUI TRIspaz It

BRXRL QWODHI 23T OF

S3XTL TRIRUIGD §¢

HoypIeLTIaocuwy gZ

uopieTIeadag L

asuadxg suoTiIRIado ¥ SDUTUIINTRM FEIO0L

DINBGHABTRN I3YJ0

ENOAURTIARETH

ssuadua 51330 TRisuan

ajuay

Butjunoooy Iawoqsnd

dnoxp UL I3iy30 IDULINSUI

aruadxy Axnawynhsy

guoypuag

FRUVINIUT dBOIH

ssag Juswabvuey

TesodBTd SaRvM

STESTWaYD YT

InMOg W Yana ot

ITIVH PIBRYZANT  §

100wy @

SEHAIXE ADHYHIIHIVH ¥ SHOLIVEIAD L
S83MUIASH Teyot,

14
Tz
114
5T
111
A1
a1
51
¥t
€1
T

%
Juswebouny 5§

B v

Iaaas ¢

IS L

SINNITATE DNILVUHIA0 T

. ueridianmag
‘00 IBZVH UEDTIDHWY-ANSNRusY

HIOODo
ADYSIZTIOND
00ste



KAW_APP_EX31_043007
Page 37 of 56

\‘\ Kentucky

\\ American Watere
American Water Southeast Region

Operations Review December 2006

December 2006
Operations Review
Kentucky American Water



KAW_APP_EX31_043007
Page 38 of 56

American Water Southeast Region
Operations Review December 2006

Operational issues Review

1. Source of Supply:

KAW continues to move forward with the design of a freatment 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.

y Al 11g wsoveldl engineering and technical meetings around the project.
A negotiating meetmg wnh the BWSC was held in December. Both parties agreed to work
towards an agreement for BWSC to pay for design costs of additional faciiities
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 Billing Totals
Total Justified Total Justified Total Justified
KY 2 0 45 0 47 0

This information has not been updated for December.
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5.

6.

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

Major Operational Projectis

$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 compieted in 2007

Installation of 29,000 feet of 12" main in Russell Cave Road {o support operations of new

tank, was completed in 2006.

Operational Regulatory Compliance: Status

Actual Plan
Meter Change & Test YTD 2006 Backiog
December info from Jeff Vires 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 QOctober 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
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None to report at this time.

9.  Union/lL.abor 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
viclations 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 CPIl 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 hilling 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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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 exient 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 wark 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 Depariment of Transportation to discuss
potential use of state right-of-way in some areas for the transmission fine. 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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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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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 consuitant 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 commitiee. 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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4. Commission Activity: Customer Complaints, Compliance

N

8.

2007 | YTD Collections YTD Billing YTD Totals
Total Justified Total Justified Total Justified
KY 0 0 7 0 7 0

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

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.

Instaliation 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

Instaliation of booster pump facilities in Mallard Point subdivision to improve area
pressures, began in 2006 and to be completed in 2007.

Operational Regulatory Compliance: Status

Backlog
Actual Plan as of

Meter Change & Test YTD 2007 02/28/07
February 2007 pericdic meters —all sizes 625 8,501 380

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.
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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
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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 fo the permit during low flow periods. Permit applications {o 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 treaiment 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 ("BWSGC"}, 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 freatment plant. KAW and BWSC have executed an agreement to allow for the design
expansion.

Approximately 200 people out of 1,000 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 {o 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 wili seek
approval for single tariff pricing for all districts of KAW.
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4. Commission Activity: Customer Complaints, Compliance

2007 | YTD Collections YTD Billing YTD Totals
Total Justified Total Justified Total Justified
KY 2 0 12 0 14 0

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

s $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 faclilities, 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 2008 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 Q1.

7. Operational Regulatory Compliance: Status

Actual Plan
Meter Change & Test YTD 2007 Backlog
March 2007 periodic meters —all sizes 1,794 8,501 0

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

9. Union/Labor Issues/Activities
No issues to report
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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 {o 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 coniract.
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.

o«  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.

e Fire hydrant painting in Fayette County, which will include color coding, will begin the
third week in April. [t is a two-year project that will bring KAW's 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.
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