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V1a E-MAIL AND HAND DELIVERY
Chairman Tre Hargett . _
g filed  electronically in docket office on 08/13/08

¢/o Ms. Sharla Dillon
Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, Tennessee 37243

Re:  Petition of Tennessee American Water Company To Change And
Increase Certain Rates And Charge So As To Permit It To Earn
A Fair And Adequate Rate Of Return On Its Property Used And
Useful In Furnishing Water Service To Its Customers
Docket No. 08-00039

Dear Chairman Hargett:

Enclosed please find an original and seven (7) sets of copies of Tennessee American
Water Company’s Second Supplemental Response to Second Discovery Requests by the
Consumer Advocate and Protection Division. In addition, TAWC includes two compact disks.
The first compact disk contains TAWC’s Supplemental Responses in their native Word format.
The second compact disk contains a pdf image of TAWC’s Supplemental Responses.

Please return three (3) copies of this Supplemental Response to me by way of our courier,
which I would appreciate your stamping as “filed.”

Should you have any questions concerning any of the enclosed, please do not hesitate to
contact me.

With kindest regards, I remain

ot
L

e f’efa/ (e

Adam Futrell
Enclosures

www.bassberry.com
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ce: Hon. Ron Jones (w/o enclosure)
Hon. Sara Kyle (w/o enclosure)
Hon. Eddie Roberson, PhD (w/o enclosure)
Ms. Darlene Standley, Chief of Utilities Division (w/o enclosure)
Richard Collier, Esq. (w/o enclosure)
Mr. Jerry Kettles, Chief of Economic Analysis & Policy Division (w/o enclosure)
Ms. Pat Murphy (w/o enclosure)
Timothy C. Phillips, Esq. (w/enclosure)
David C. Higney, Esq. (w/enclosure)
Henry M. Walker, Esq. (w/enclosure)
Michael A. McMahan, Esq. (w/enclosure)
Frederick L. Hitchcock, Esq. (w/enclosure)
Mr. John Watson (w/o enclosure)
Mr, Michael A. Miller (w/o enclosure)
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TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 08-00039
SECOND DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE AND PROTECTION DIVISION

Responsible Witness:  Michael A. Miller/Others

Discovery Request No. 4:

Please identify any person you intend to call as a fact or expert witness, the subject
matter of the witness' testimony, the substance of the facts and opinions to be
expressed and the basis and reasons therefore, the data, documents, materials or other
information shown to, refied upon, created by or considered by the witness as part of
this case and/or as a basis in forming his or her opinions, any exhibits to be used as a
summary of or support for each such opinion, the qualifications of the witness, including
a full resume, a list of all publications authored by the witness, the compensation to be
paid for the study and testimony, and a listing of any other cases in which the witness

has testified at trial or by deposition.

Response:
The Company objects to this question on the grounds that the requested information is
unduly burdensome, overly broad, and contains information subject to attorney/client

privilege and protected according to the attorney work product doctrine.

Notwithstanding the objections above the Company provides the following response.
All responsive information is readily available in the direct testimony and exhibits of the
Company’s witnesses filed in this docket. Please see the responses to Questions 1,2
and 3 for a description of the data on which TAWC will rely to support its filing, a list of
the witnesses and subject matter for rebuttal. The Company reserves the right to call
additional expert witnesses for rebuttal testimony. If and when a decision is made to file
rebuttal testimony from any yet-undisclosed witness, the Company will supplement this

response in a timely fashion.



The Company will supplement this response as required.
August 12, 2008 Supplemental Response:

Mark Manner, a shareholder with the law firm of Harwell, Howard, Hyne,
Gabbert, and Manner, was retained on August 6, 2008 to serve as a consultant
. regarding the Sarbanes-Oxley issues raised by Mr. Majoros and Dr. Brown. On August
11, 2008, the Company determined that Mr. Manner should submit expert testimony to
rebut testimony offered by the Intervenors’ witnesses. Mr. Manner is expected to offer
testimony that refutes allegations made by the Intervenors’ withesses by establishing
that American Water Works is compliant with Sarbanes-Oxley and that the management
audit sponsored by Mr. Van den Berg is compliant with the requirements of Sarbanes-
Oxiey.

Mr. Manner has considered documents previously filed in this docket and in
Docket No. 06-00280 in forming his opinions. A copy of Mr. Manner's engagement
letter and a biography from his law firm’s website is attached hereto.

Additionally, attached are exhibits to be relied upon by Michael Miller, Sheila
Miller and Edward Spitznagel as part of their rebuttal testimony.

The Company will supplement this response as required.
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August 6, 2008

Michael A. Miller, Treasurer
American Water Works Company, Inc.
P.0. Box 1906

Charleston, West Virginia 25327

Re:  Petition of Tennessee American Water Company, before the Tennessee
Regulatory Authority, Docket No. 08-00039 (“Petition™).

Dear Mr. Miller:

~ We are pleased that you have asked our firm to serve as a rebuttal witness in connection
with the Petition, This letter will confirm our discussion with your attorneys regaxding '
engagement of this firm and will describe the basis on which our firm will provide Iegal services
1o you,

Accordingly, we submit for your approval the following provisions governing our
. engagement. If you are in agreement, please sign the enclosed copy of this letter in the space
provided below. If yon have any questions about these provisioms, or if you would like to
discuss possible modifications, do not hegitate to cail.

I. Client; Scope of Representations, Our client in this matter will be American-
Water Works Company, Inc. (“American Water”) and its affiliate, Tennessee American Water
Company (“Company™). We will be engaged to provide our firm’s services before the
Tennessee Regulatory Authority (“TRA™), to include preparation of written materials to be filed
with the TRA, as well as an appearance before a panel established by the TRA fo support the
written materials and otherwise give testimony relevant to the Petition. Of course, you may limit
or expand the scope of our representation from time to time, provided that any substantial
expansion must be agreed to by us.

2. Term of Engagement. Either of us may terminate the engagement at any time for
any reason by written notice, subject on our part to applicable rules of professional conduct. In
the event that we ferminate the engagement, we will take such steps as are reasonably practicable
to protect your interest in the above matter.

3 Conclusion of Representation; Retention and Disposition of Documents. Unless
previously termiinated, our representation will terminate upon completion of our appearance
before the Panel, and following the submission of any materials requested during such
appearance. Following such termination, any otherwise non-public information you have

315 DEADERICK STREET, SUITE 1800 NASHVILLE, TENNESSEE 37238.1800
028061 phone 615.256-0500 fax 615.251-1059 www.h3gm
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supplied to us which is retained by us will be kept confidential in accordance with applicable
rules of professional conduct, and at your request, your papers and property will be retumed to
you promptly. Our own files pertaining to the matter will be retained by the firm. These firm
files include, for example, firm administrative records, time and expense reports, personnel and
staffing materials, and credit and accounting records; and internal lawyers' work product such as
drafts, notes, internal memoranda, and legal and factual research, including investigative reports,
prepared by or for the internal use of lawyers. All such documents retained by the firm will be
transferred to the person responsible for administering our records retention program., For
various reasons, including the minimization of unnecessary storage expenses, we reserve the
right to destroy or otherwise dispose of any such documents or other materials retained by us
within a reasonable time after the fermination of the engagement.

4. Fees and Expenses. Our fees are based on the billing rate for each attomey and-
legal assistant devoting time to this matter, Our billing rates for aitorneys currently range from
$130 per hour for new associates to $500 per hour for senior pariners. Time devoted by legal
assistants is charged at billing rates ranging from $125 to $155 per hour. These billings rates are
subject to change from time to time. The primary attorneys assigned to this matter will include
Mark Manner, with an howrly rate of $500, David Cox, with an hourly rate of $420 and Kiris
Kemp, with an hourly rate of $350.

We will include on our statements separaie charges for performing services such as
photocopying, messenger and delivery service, computerized research, travel, long-distance
telephone and telecopy, word processing, and search and filing fees. Fees and expenses of others
(such as consultants, appraiser, and local counsel) generally will not be paid by us, but will be
billed directly to you.

Staternents normally will be rendered monthly for work performed and expenses
recorded on our books during the previous month, Payment is due promptly upon receipt of our
statement, If any statement remains unpaid for more than 20 days, we may suspend performing
services for you until arrangements satisfactory to us have been made for payment of outstanding
statements and the payment of future fees and expenses. Upon termination of our engagement,
all outstanding fees and costs will be immediately paid.

5. Client Responsibilities. You agree to cooperate fully with us and to provide
promptly all information known or available to you relevant fo our representation. You also
agree to pay our statements for services and expenses in accordance with paragraph 4 above.

8. Conflicts. You are aware that the firm represents many other companies and
individuals, Tt is possible that during the time that we are representing you, some of our present
or future clients will have disputes or transactions with American Water or the Company. You
agree that we may continue fo represent or may undertake in the future to represent existing or
new clients in any matter that is not substantially related to our work for you even if the interests
of such clients in those other matters are directly adverse.

£02806-1
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It is understood that our client for purposes of this representation is American Water and
the Company, and not any of its or their individual officers, directors or control persons or any
other persons or entities who are affiliates of them. By accepting this, you agree that our
representation in the matter described in paragraph 1 above does not give rise to an attorney-
client relationship between the firm and any other person or entity. You also agree that the firm,
during the course of its representation, will not be given any confidential information which does
not relate to the matter upon which we are engaged.

Once again, we are pleased to have this opporfunity to work with you. Please call me if
you have any questions or comments during the course of our representation.

Sincerely,

HARWELL HOWARD HYNE
GABBERT & MANNER, P.C.

Vo —

Mark Manner

Agreed to and accepted this
é day of August, 2008.

AMERICAN WATER WORKS COMPANY, INC.

oy Y /4//&

Name: /%an,/ 4 /M///("‘/é
Title: ffec‘/zﬁ;f a")( %«7‘[@‘5
T flagion At s,

4028061
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} our business is business law.

ATTORNEYS
FEACTICE AREAS
INDUSTRIES
CLIENTS
PUBLICATIONS
IN THE NBWS
JQIN QUR RFIRM
ABOUT 35
COMTACT

315 DEADERICK STRERT
HESIYE 1860

NASHVILLE TN 37238
G1&. 25E.EHA0

EEgor HIGM
ALL RIGHETS RESERVED

Mark Manner
Shareholder

Direct: 615.251.1066
Fax: 615.251,1059

Wi mark.manner@h3gm.com

MARK MANNER is H3GM's managing
shareholder and represents private and public
business clients in securities law, mergers and
acquisitions, healthcare law, biotechnology,
information technology and venture capital
investments. He is a member of the Securities,
Mergers and Acquisitions, Private Equity, Life
Sciences and Biotechnology, Healthcare and
General Business and Corporate practice areas. He
has substantial experience in structuring and
negotiating complex mergers and acquisitions,
advising companies on capital formation and
securities offerings, and advising boards of directors

of public companies.

For over 10 vears, Mark has been recognized in Best
Lawyers in America®. In the 2008 edition, he was
recognized in the areas of corporate law, mergers
and acquisitions, securities Jaw and healthcare law.
Mark also was recognized by Chambers USA in its
publication of "America's Leading Business
Lawyers" based upon client surveys which praised
him as "a striking senior corporate lawyer who is
exceptionally good at dealing with tricky matters.”
Additionally, Mark has been ranked in Mid-South
Super Lawyers, Nashuville Business Journal's "Best

of the Bar," Nashuville Business Journal's

Related Links
PRACTICE AREAS

- (eneral Business &
Corporate

Private Equity

- Securities

- Healthcare

- Mergers & Acgquisitions

- Special Committee
Representalion

Real Estate

Fechnology &
Intellectual Property

~ Life Sciences &
Biotechnology

INDUSTRIES

- Healthcare & Life
Sciences

- Real Estate
- Technology
- Banking & Finance

- Investment & Advisory
Services
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“Healtheare 100," and Business Tennessee’s "Top

150 Lawyers."

Mark is a member of the American Health Lawyers
Association. He serves on the board of directors of
the Tennessee Technology Development
Corporation and the Tennessee Biotechnology
Assoeiation. Mark has been a guest lecturerat a
variety of seminars on legal issues for business

entities,

Prior to joining the firm, Mark worked in the
Antitrust Division of the United States Department
of Justice and as a special assistant U.S. attorney in
.A}exandria, Virginia. Mark received his LLM from
Yale Law Schiool and his JD from Mernphis State
University where he was the editor-in-chief of the
Memphis State University Law Review and
graduated first in his class. He recejved his BA in

chemistry from Vanderbilt University.

 News
Business Tennessee recognizes Craig Gabbert and Mark

Manner in its Best 150 Lawyers 2007

Nine H3GM Attorneys Named to Best Lawyers In
America 2008

H3GM Attorneys Named to Mid-South Super Lawyers

H3GM Advises BioMimetic in Sale of Dental Business

TN-CAPD-02-Q004, Attachment



Tennessee American Water Company
Embedded Cost of LT Debt for AWW - Parent Stand-alone

At 12-31-2007

Michael Miller

Annuai Unamortize Embedde
Original Issuance | Annualint | Annual Debt| d Debt d Cost
Partfolic Name lssuance  {Maturity Int Rate [Amount Ending Amount| Expense Exp Expense Expense | Carrying Vaiue Rate
Amarican Water Works Company 10/22/2007110/15/2037 8.50] 302,750,000 302.750.000] 209,328 18,051,225 1 20,160,553 | 6,209,855 296,540,145
10/22/2007110115/2017 8.08[ 750,000,000 756,000,000] 81,888 45675,000§ 45,756,888 805,426 749,194,574
3/20/200713/29/2018 562 40,000,000 40,000,000{ 10,8821 2,248,000 2,258,882 122.427 39,877,873
1/31/2007112/21/2013 530 1,000,000 1,000,000 482 53,900 54,382 2,893 997,107
2/15/2007112/21/2021 577 4,000,000 4,000,000 894 230,800 231,604 12,522 3,087,478
1/31/2007{12/21/2018 5.62 500,000 500,000 139 28,100 28,239 1,632 408,468
12/24/2006]12/21/2021 577 66,000,000 66,000,000 14,897 3,808,200 3,822,797 204,355 65,795,645
12/9/2005]3/29/2011 £.87 30,000,000 24,000,000 0] 1,648,800 1,648,800 0 24,000,000
American Water Works Company Total 1,104,250,000f 1,188,250,000f 3182111 73,644,025] 73,062,236 7,358.0101 1,180,890.990
6.26%

TN-CAPD-02-Q004, Attachment



Michael Miller

Tennessee American Water
Comparison of Authorized ROE's - American Water Subsidiaries & Other Water Utilities

Value Line Spread
Order  Authorized A" Utility over "A"
Company; Date ROE Bonds Date Utii. Bonds
New York - Am, 3/6/2008 4.50% 6.13% Jan. 08 3.37%
New Mexico - Am. 6/19/2007 9.72% 6.03% Apr. 07 3.69%
Cafifornta-Am. - Felion 3/13/2608 9.95% 6.13% Jan, 08 3.82%
Ohio-Ans, 31712607 10.00% 6.79% DEC. 06 4.21%
New Jersey-Am. 42/2007  10.00% . 5.88% Jan. 07 4.12%
Missouri-Am. 10/4/2007 10.00% 6.22% Aug. 07 3.78%
Indiana-Am. 10/1G/2007 10.00% 6.22% Aug. 07 3.78%
Kentucky-Am. 11/27/2007 10.00% 6.22% Sep. 07 3.78%
California-Am. - Los Angeles 3/43/2008  10.00% 8.13% Jan. 08 3.87%
West Virginia-Am. 3M18/2008  10.00% 8.13% Jan. 08 . 3.87%
Virginia-Am. 6/15/2004 10.10% 6.18% JUN. G4 3.92%
Catifornia-Am. - Monierey 3/13/2008 10.10% 6.13% Jan. 08 3.97%
California-Am. - Coronado 3/13/2008  10.15% 8.13% Jan. 08 4.02%
California-Am. - Larkfield 3/13/2008 10.15% 6.13% Jan. 08 4.02%
California-Am. - Sacramento 311372008 10.15% 6.13% Jan. 08 4.02%
California-Am. - Village 3/13/2008 10.15% 6.13% Jan. 08 4.062%
Tennessee-Am. 5/15/2007 10.20% 5.99% Mar. 07 4.21%
fllinois-Am. 8/8/2008 10.35% 6.24% Jul. 08 4.11%
Artzona-Am. 31372007 10.40% 5.74% FEB. 07 4.66%
lowa-Am. 1/23/2008 10.40% 6.03% Nov. 08 4.37%
Agua [tinois 12/20/2008 10.45% 5.94% Qct, 0§ 4.51%
Marytand-Am. 8112007 10.50% 6.36% Jun, 07 4.14%
Hawaib-Am. 5/6/2004 10.60% 5.49% MAR. 04 511%
Pennsylvania-Am. 142812007 10.60% 6.22% Sep. 07 4.38%
Aqua Pennsyivania TI31/2008  11.00% 6.25% Jun. 08 4.75%
8w Utilities, Inc, (AWWC) 21112004 12.00% 5.77% BEC. 04 6.23%

e

CAD witness opinion of proper ROE 7.50% 6.35% Aug. 08 1.15%
oRiaverage. 75 s
Conclusion: . 4 Quarter 2 Quarter Latest 1
Average Average Qtr. Avg.
Current Bond Rates per Rebutial Exhibit MAM-5, page 3 of 3 5.16% 6.14% 6.19%
Average Spread of AWW Companies 5__1;8_3/_0 4.18% 4.18%
ROE Calculated on Average Spread 190.34% 10.32% 10.37%

TN-CAPD-02-Q004, Attachment
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TENNESSEE AMERICAN WATER

Climate Data

Temperature Data for
the Summer (June -

Precipitation Data for

Michael Miller

August) 1998 -  jthe Summer {June -
2007 August) 1898 - 2007
1998
1999
2000
2001
2002
2003
2004|
2005
2008
2007
Precipitation Key:
= L] : ]
Record Much Above Normal Above Normal (one of Near Below Much Record
Wettest | (one of 11 wettest periods| the 38 wettest periods on [Normal (not] Nermal Below Driest
(wettest on record) record) one of the | (oneofthe | Normal (driest
period on 38 wettest | 38 driest | (oneof the | period on
record) or 38 driest{ periodson | 1ldriest record)
on recerd) | record) | perieds on
record)
Temperature Key:
] )
Record Much Below Normal | Below Nermal  {one of Near Above Much Record
Coldest | (one of 11 coolest periods| the 38 coolest periods on |Normal (not| Normal Above Warmest
{coldest on record) record) one of 38 | (oneofthe | Normal (warmest
period on warmest or | 38 warmest| (oneof 10 | period on
record) 38 coolest | periodson | warmest record)
onrecord) | record) | periodson
record)
Note:

* Climate data was obtained from the National Oceanic and Atmospheric Administration (NOAA)

whose records cover a 114 year period from 1885 to 2007.
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Rebuttal Exhibit SAM-2
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Rebuttal Exhibit SAM-5

Tennessee American Water Company
Catculation of 2008 Excise Tax

1 Federal income o7 loss

Additions:

2 Any depreciation under the provision of IRC Section 168 not permitted for excise tax purposas due fo Tennessee
permanently tecoupling from federal bonus depreciation and any expense/depreciation deducted as a result of "safe Harbor"
lease elections

3 Any deduction for domestic production activities under the provisions of IRC Section 199

4 Any gain on the sale of an asset sold within twelve months after the dafe of distibution 10 a non taxable entity

5 Tennessee excise lax expense (o the extent reported for federal purposes)

6 Gross premiums tax deducted in determining federal Income and used as an excise lax credit

7 Interest income on obligations of states and their poliical subdivisions, less allowable amortization

8 Depletion not based on actual recovery of cost

9 Contribution carsyover from prior periods

10 Capital gains offset by capital foss carryover or carry back
14 Excess fair market vaiue over book value of property donaled
12 Total additions

DeducHons:

13 Any depreciation under the provision s of IRC Section 168 permitied for exist ax purposes due lo Tennessee
permanently decoupiing from federal bonus depreciation

14 Any excess gain {or loss) from the basis adjustment resuifing from Tennessee permanently decoupling from federat bonus
depraciation

15 Any joss on the sale of an asset sold within twelve months after the date of distribution fo 2 nontaxable entity

15 Dividends received from corporations, at least 80% owned (aftach schedule)

17 Contributions in excess of amount allowed by federal government

18 Donations fo Qualified Public School Support Groups and sonprofit organizations

19 Portion of current year's capital loss not Included in federal taxable income

20 Any expense other than income taxes, not deducted in determining federal taxable income for which 2 credit
against the federal income tax is allowable

21 Any income included for federal tax purposes and any depreciation or other expense that could have been deducted
for "safe harbor” iease elections. {altach scheduie)

22 Nonbusiness earnings - Schedule M, Line 8

23 Intangible expense 1o an affifated business entity (intangible expense disclosure from MUST be completed to avoid
the adiustment provided in T>C=A> Section 67-4-2008 {d) (3))

24 Infangible income from an afiiliated business entity if the corresponding intangible expanse has not been disclosed
or has been disaliowed .

25 TOTAL deductions - Add lines 13 through 24

COMPUTATION OF TAXABLE INCOME

26 Total Business Income {Loss) - Add fines 1 and 12, less Line 25 (if loss, complete Schedule K}

27 Apportionment Ratio (Schedules N, O, P, or R if applicable or 100%)

28 apporiioned buskness income (Loss) (Line 26 multiplied by Line 27)

20 Add: Nonbusiness eamings directly allocated to Tenngssee (From Schedule M, Line 9)

30 Deduct :Loss carryover from prior years {From Schedule U}

31 Subject to excise tax (6.5%) (Line 28 plus Ling 29, less Line 30} {enter here and on Scheduie B, Line 4}

32 Excise tax (6.5%)

33 Add: Recapture of excise fax credit from Schadule T, Part 2

34 Net Excise tax due

3,231,585

4,968,088

448,777

5,416,865

5,206,126

{5,206,126)

3,442,304
06.4322%
3,310,489

3,319,480
215,767

215,767
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TENNESSEE-AMERICAN WATER COMPANY
CALCULATION OF REVENUE CONVERSION FACTOR

AND PROPOSED RATE INCREASE

RATE BASE REQUESTED 119,881,506
RATE OF RETURN REQUESTED 8.514%
WTD DEBT COST 3.405%
UNCOLLECTBLE RATIO 1.489%
GROSS RECEIPTS TAXES 2.876%
REVENUES: 1.00000000
EXPENSES:
UNCOLLECTIBLES @ 0.01489000
£.98511000
GROSS RECEIPTS TAXES 002833275
0.95677725
STATE INCOME TAX RATE 0.06219052
‘ : 0.89458673
FEDERAL INCOME TAX RATE 35.00% 0.31310536
‘ . 0.58148137
REVENUE CONVERSION 1.71974565
RATE BASE REQUESTED 119,881,506
RATE OF RETURN REQUESTED 8.514%
REQUIRED UOI 10,208,711
UO AT PRESENT RATES 5,761,368
UOI DEFICIENCY 4,445,343
REVENUE INCREASE 7,644,859
|Additional late payment penaity 64,211 |
REVENUE INCREASE water only 7,580,648
ABDITIONAL UNCOLLECTBLES 113,834
ADDITIONAL GROSS RECEIPTS 216,600
SIT 475,438
FIT 2,393,645

Rebuttal Exhibit SAM-6
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Rebuttal Exhibit SAM-7
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Rebuttal Exhibit SAM-8

coal and gas supplies. But over time, TVA must absorb the higher market price as the older, lower-priced contracts expire,
Mr. Xilgere said.

The drought alse has dried up much of TVA’s cheapest source of power — electricity generated at the utility’s 29 power-
generating dams. To replace its reduced hydro generation, TVA is buying 12 percent more power from other providers than
a year ago and is paying more than three times as much for the purchased power this year over last, officials said.

“This drought has really hurt TVA, but even more unbelicvable has been the jump in coal prices by some of the biggest
amounts since the 1970s,” said Jack Simmons, president of the Tennessee Valley Public Power Association, the
Chattanooga-based trade group that represents the 159 municipalities and co-ops that distribute TVA’s power. “It makes my
heart hurt to see how much what is happening in Brazil, Russia, India and China (pushes) up our costs.”

M. Simmons and others expect electricity sales are tikely to flatten in the year shead. Mr. Kilgore, who urged consumers to
conserve power, especially during peak demand periods, said TVA is reducing its growth forecasts in the year ahead
because of anticipated higher electric rates and a slower economy.

TVA is just the latest in a group of other U.S. electric utilities also raising their rates, M. Kilgore said.

Progress Energy of North Carclina, Appalachian Power of West Virginia, Rockland Electric of New Jersey and Florida
Power & Light and Energy have proposed or been granted double-digit rate increases this spring or summer because of
rising coal and natural gas prices. '

“Relatively speaking, we are still in pretty good position,” Mr. Kilgore seid. “In the valley and at TVA we think we are still
going to be bejow most everybody else.”

Subscribe Herel

Cluthes sizes that are 4 rooving target
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TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 08-00039
SECOND DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE AND PROTECTION DIVISION

Responsible Witness:  Michael A. Miller/Others

Discovery Request No. 6:

Please provide any and all engagement letters and all expert reports and work papers
(including drafts) which have been obtained from, created by or provided to any expert

or withess,

Response:
The Company objects to this question on the grounds that the requested information is
unduly burdensome, overly broad, and contains information subject to attorney/client

privilege and protected according to the attorney work product doctrine.

Notwithstanding the objections above the Company provides the following response.
The engagement letter for Joseph Van den Berg was provided in response to TN-
CAPD-01-Part IV-Q053-Attachment 1. The additional engagement letters are attached.
The remaining responsive information to this request has been supplied in the Petition,
acqounting exhibits, testimony and responses to discovery referred to in the responses

to questions 1-5.

August 12, 2008 Supplemental Response:
Attached is the engagement letter for Mark Manner.
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August 6, 2008

Michael A, Miller, Treasurer
American Water Works Company, Inc.
P.O. Box 1906

Charleston, West Virginia 25327

Re: Petition of Tennessee American Water Company, before the Tennessee
Regulatory Authority, Docket No, 63-00039 (*Petition™).

Dear Mr. Miller;

We are pleased that you have asked our firm to serve as a rebuttal witness in connection
with the Petition. -This letter will confirm our discussion with your attorneys regarding
engagement of this firm and will describe the basis on which our firm will provide legal services
fo you, :

Accordingly, we submit for your approval the following provisions governing our
_ engagement. If you are in agreement, please sign the enclosed copy of this letter in the space
provided below. If you have any questions about these provisions, or if you would like to
discuss possible modifications, do not hesitate to call.

1. Client; Scope of Representations. Our client in this matter will be American -
Water Works Company, Inc. (*American Water”) and its affiliate, Tennessee American Water
Company (“Company™). We will be engaged to provide our firm’s services before the
Tennessee Regulatory Authority (“TRA™), to include preparation of written materials to be filed
with the TRA, as well as an appearance before a panel established by the TRA to support the
written materials and otherwise give testimony relevant to the Petition. Of course, you may limit
or expand the scope of our representation from time to time, provided that any substantial
expansion must be agreed to by us.

2. Term of Engagement, Bither of us may terminate the engagement at any time for
any reason by written notice, subject on our part fo applicable rules of professional conduct. In
the event that we terminate the engagement, we will take such sieps as are reasonably practicable
to protect your interest in the above matter.

3. Conclusion of Representation; Retention and Disposition of Documents. Unless
previously termiinated, our representation will terminate upon completion of our appearance
before the Panel, and following the submission of any materials requested during such
appearance. Following such termination, any otherwise non-public information you have

315 DEADERICK STREET, SUITE 1800 NASHVILLE, TENNESSEE 37238-1800
4028061 phone 615-256-0500 frx 615-251.1059 www.h3gm.com
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August 6, 20038
Page 2

supplied to us which is retained by us will be kept confidential in accordance with applicable
rules of professional conduct, and at your request, your papers and property will be returned to
you promptly. Our own files pertaining to the matter will be retained by the firm. These firm
files include, for example, firm administrative records, time and expense reports, personnel and
staffing materials, and credit and accounting records; and internal lawyers’ work product such as
drafts, notes, internal memoranda, and legal and factual research, including investigative reports,
prepared by or for the internal use of lawyers. All such documents retained by the firm will be
transferred to the person responsible for administering our records retention program. For
various reasons, including the minimization of unnecessary sforage expenses, We reserve the
right to destroy or otherwise dispose of any such documents or other materials retained by us
within a reasonable time after the termination of the engagement.

4. Fees and Expenses. Our fees are based on the billing rate for each attorney and-
legal assistant devoting time to this matter. Our billing rates for atiorneys currently range from
$130 per hour for new associates to $500 per hour for senjor partners. Time devoted by legal
assistants is charged at billing rates ranging from $125 to $155 per hour. These billings rates are
subject to change from time to time. The primary atforneys assigned to this matter will include
Mark Manner, with an hourly rate of $500, David Cox, with an hourly rate of $420 and Kris
Kemyp, with an hourly rate of $350.

We will include on our statements separate charges for performing services such as
photocopying, messenger and delivery service, computerized research, travel, long-distance
telephone and telecopy, word processing, and search and filing fees, Fees and expenses of others
(such as consultants, appraiser, and local counsel) generally will not be paid by us, but will be
billed directly to you.

Statements normally will be rendered monthly for work performed and expenses
recorded on our books during the previous month. Payment is due prompily upon receipt of our
statement. If any statement remains unpaid for more than 20 days, we may suspend performing
services for you until arrangements satisfactory to us have been made for payment of oufstanding
staternents and the payment of future fees and expenses. Upon termination of our engagement,
all outstanding fees and costs will be immediately paid.

5. Client Responsibilities. You agree to cooperate fully with us and to provide
promptly all information known or available to you relevant to our representation. You also
agree to pay our statements for services and expenses in accordance with paragraph 4 above.

6. Conflicts. You are aware that the firm represents many other companies and
individuals. It is possible that during the time that we are representing you, some of our present
or future clients will have disputes or transactions with American Water or the Company. You
agree that we may continue to represent or may undertake in the future to represent existing or
new clients in any matter that is not substantially related to our work for you even if the interests
of such clients in those other matters are directly adverse.

4028061
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It is understood that our client for purposes of this representation is American Water and
the Company, and not any of its or their individual officers, directors or control persons or any
other persons or entities who are affiliates of them, By accepting this, you agree that our
representation in the matter described in paragraph 1 above does not give rise to an atfomey-
client relationship between the firm and any other person or entity, You also agree that the firm,
during the course of its representation, will not be given any confidential information which does
not relate to the matter upon which we are engaged.

Once again, we are pleased to have this opportunity to work with you. Please call me if
you have any questions or comments during the course of our representation.

Sincerely,

HARWELL HOWARD HYNE
GABBERT & MANNER, P.C.

Mark Manner

Agreed to and accepted this
_ 4 ¥4 day of August, 2008,

AMERICAN WATER WORKS COMPANY, INC.

By: /}%\MW 4 /W*ﬁ’
Nome: Afoelie] 4. /Ofﬂ'//c«vé
Tite: Oirectpr o £ %u[@s

S flaion Aotose

402806~}
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TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 08-00039
SECOND DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE AND PROTECTION DIVISION

Responsible Witness:  Michael A. Miller

Discovery Request No. 14:
Please provide a copy of the 2007 Towers Perrin Actuarial Valuation Report for
American Water Works Company, Inc. Pension Plan.

Response:

Please see Exhibit MAM-6 attached to the direct testimony of Michael A. Miller,
previously filed with the TRA on March 14, 2008, and supplied to the parties to this
case.

August 12, 2008 Supplemental Response:
Attached is a copy of an Actuarial Valuation Report dated May 2007.



American Water Works Company, Inc.

Pension Plan

Actuarial Valuation Report
Pension Cost for Fiscal Year Ending December 31, 2007

Employer Contributions for Plan Year Beginning July 1, 2006

May 2007

This report is confidential and intended solely for the irformation and benefit of the immediate reciplent thereof. It may not be distributed to
a third party unless expressly allowed under the "Actuatial Certification, Reliances and Distribution” section herein.
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Financial Results

This report summarizes financial results for the American Water Works Company, Inc. Pension Plan
based on actuarial valuations as of January 1, 2007 and January 1, 2006 for determination of pension
accounting cost, and valuations as of July 1, 2006 and July 1, 2005 for determination of plan contributions.

January 1, 2007 January 1, 2006
FAS 87 Pension Cost®

Amount _ $ 38,968,697 $ 40,327,960
Percent of covered pay™® 13.5% 16.7% -
FAS 87 Funded Position
Accumulated benefit obligation [ABO] $ 749,311,739 $ 656,097,683
Fair value of assets [FV] 578,280,482 443,880,146
ABO funded percentage [FV + ABO] - 77.2% 67.6%
Prepaid (accrued) pension cost $ (102,302,381) $ (113,275,801
July 1, 2006 July 1, 2005
Employer Contributionst
Minimum required 3 0 $ 0
Percent of covered pay®™ 0.0% 0.0%
Maximum deductible $ 539,127,891 & 135,276,937
Percent of covered pay 186.7% - 559%
ERISA Funded Position(s)
Actuarial accrued liability [AAL] $ 556,822415 $ 506,998,446
Actuarial value of asseis [AV] 518,247 375 465,611,015
AAL funded percentage [AV + AAL] 93.1% 91.9%
Current liability funded percentage: '
»  Selected interest rate 80.0% 80.7%
» Highest allowable interest rate 80.0% 80.7%
»  Maximum deductible interest rate 80.0% 80.7%

(1) Pension cost for fiscal year 2007 reflects the merger of the Elizabethtown Water Company Pension Plan into
the American Water Pension Plan. Results are prior to FAS 158.

(2) ANl FAS 87 results shown in this report were prepared before application of purchase accounting due to the
sale of American Water io RWE. :

(3) For fiscal year 2007, covered pay is based on the most recent valuation data received from the client
(Elizabethtown covered compensation of $22,483,821 expected in fiscal year 2006 and American Water

covered compensation of $266,216,479 expected in plan year 2008).
{4} For July 1, 2008, reflects the merger of Elizabethiown Water Company Pension Plan into the American Water

Pension Plan as of January 1, 2007,
(5} As of July 1, 2006 before the merger of Elizabethtown Water Company pension plan.

American Water Works Company, [ne.’s Pension Plan, May 2007
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Discussion of Financial Results

The financial resuits of American Water Works Company, Inc.’s Pension Plan were affected by the
following factors:

» The Elizabethtown Water Company Pension Plan merged into the American Water Pension Plan as
of December 31, 2006,

» Investment returns during the prior fiscal year were higher than expected, which increased the
funded percentage and decreased the pension cost.

» Long-tert bond yields increased during the prior year resulting in a higher FAS 87 discount rate,
which decreased the pension cost.

> The benefits valued were changed for contribution purposes as described on page SI-27. The
minimum required contribution remained $0 due to a large credit balance.

»  On August 17, 2006, the Pension Protection Act (PPA) was signed into law. Among other
provisions, the PPA:

» Extended interest rate relief for calculating the current liability for the 2006 and 2007 plan years.

»  Modified several aspects of the calculation of the maximum tax deductible contribution for the
2006 and 2007 tax years '

» Beginning with the 2008 plan year made extensive changes in the determination of both the
minimum required contribution and the maximum tax deductible limit.

" American Water Works Company, Inc.’s Pension Plan, May 2007



MS-3

Highlights

Economic Assumptions

The discount rate for pension cost purposes is the rate at which the pension obligations could be
effectively settled. This rate is developed from yields on available high-quality bonds and reflects the
plan’s expected cash flows. The following bond yields provide information on the general interest rate
environment: -

December 31, 2006 December 31, 2005

30-year Treasury 4.81% 4.54%
Merrll Lynch 10+ High Quality 5.85% 5.68%
Moody's Aa 5.72% 541%
Moody's Baa 6.35% 5.74%

The assumed rate of return on assets for pension cost purposes is the weighted average of expected long-
term asset return assumptions. The salary increase rate is a long-term rate based on current expectations
of future pay increases. The assumptions for pension cost purposes are:

December 31, 2006 December 31, 2005

Discount rate ‘ 5.90% 5.65%

Rate of return on assets 8.00% 8.25%

Salary increase rate Age-graded scale Age-graded scale
averaging 4.25% averaging 4.25%

Assumptions used to determine statutory contribution limits must be reasonable taking into account the
experience of the plan and reasonable expectations. The discount rate used to determine the normal cost
and actuarial accrued liability is based on the long-term expected return on assets. The current liability

interest rates must be within permissible ranges as issued by the IRS. These ranges and assumptions for

contribution purposes are:

July 1, 2006 July 1, 2005

Discount rate for normal cost and
actuarial acecrued liability 8.25% 8.25%
Current lizbility interest rates:
» Permissible range 5.19% 10 5.77% 4.47% to 5.90%
» Selected rate 5.77% 5.90%
Salary increase rate Age-graded scale Age-graded scale

averaging 4.25% averaging 5.00%

American Water Works Company, Inc.’s Pension Plan, May 2007
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Assets

In fiscal 2006, the fund recorded a 11.1% investment return, while the capital markets performed as
follows:

Large equities

[S&P 500} 15.79%
Intermediate/small equities

[Russeli 2500] _ 18.17%
Neon-U,5. equities

[EAFE] 26.86%
Bonds

[Lehman Brothers Aggregate] 4.33%

Cash equivalents
[Citi 3 Month T-Bili} 4.76%

Demographic Assumptions

The cost of providing plan benefits depends on demographic factors such as retirement, mortality, and
turnover. Demographic assumptions used in the valuation were selected to reflect the experience of the
covered population and reasonable ¢xpectations. If actual experience is more favorable than assumed,
future plan costs will be lower. Alternatively, if actual experience is less favorable than assumed, future

plan costs will be higher.

An assumption study was performed during 2005. As a result, certain demographic assumptions were
changed as of January 1, 2006 for 2006 accounting purposes. The changes in demographic assumptions
are reflected for ERISA funding purposes as of July 1, 2006. These changes are described beginning on

page SI-13.

American Water Works Company, Inc. had 4,745 active participants covered under this pension plan as
of July 1, 2006 versus 4,564 for the prior year. Covered payroll increased 9.9% from the prior year.

The average compensation increase for the participants who remained active since July 1, 2005 was
about 6.8%.

American Water Works Company, Inic.’s Pension Plan, May 2007
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Changes in Benefits Valued

The following plan changes are effective January I, 2006. These changes are first reflected in the 2006
accounting results and the July 1, 2006 funding results.

» The pension plan is closed for most union and all nonunion employees hired on or after January 1,
2006.

» For most union employees hired on or after January 1, 2001, their accrued benefits as of
December 31, 2003 are frozen, and this benefit is payable as a lump sum at termination or

retirement.

» Long Island union employees have negotiated an update to the career pay benefit as of December 31,
2005 for any employee that retires between January 1, 2006 and December 31, 2007.

» Single employees can elect non-spouse beneficiary.

- Special Events

Effective December 31, 2006, the assets and liabilities associated with the Elizabethtown Water
Company Pension Plan were merged into the American Water Pension Plan. The mergers are reflected
in the January 1, 2007 valuation for pension cost and the July 1, 2006 valuation for confributions.

Legislative Changes

On August 17, 2006, the Pension Protection Act (PPA) was signed into law. Among other provisions,
the PPA: :

» FExtended interest rate relief for the 2006 and 2007 plan years.

» Modified several aspects of the calculation of the maximum tax deductible contribution for 2006 and
2007 (most notably, increased the maximum deductible amount from 100% of the plan’s unfunded

current liability to 150%)

» Beginning with the 2008, made extensive changes in the determination of both the minimum
required contribution and the maximum tax deductible limit.

Note that there is some uncertainty regarding how the 25% of pay combined deductible limit for DB and

DC plans is to be applied for 2006 and 2007. In addition, there is uncertainty regarding the effective date

for changes in the maximum deductible contribution when the plan year and tax year differ. Maximum
amounts contained in this report may require modification when regulations are issued which clarify

these uncertainties.

American Water Works Comparny, Inc.”s Pension Plan, May 2007
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PBGC Reporting Requirements

Participants must be notified of the plan’s funded position if the plan is required to pay a PBGC variable
premium and the funded percentage is below a specified “gateway” percentage. No participant notice is
required for 2006 because although the plan is expected to pay a PBGC variable premium for 2006, the
plan’s current liability funded percentage is above the “gateway” percentage for 2006.

Additional financial and actuarial information must be provided to the PBGC if, at the end of the year,
all defined benefit plans within the controlled group have an unfunded vested liability of $50 million or
more using assumptions mandated by the PBGC. As of June 30, 2006, unfunded vested liabilities for all
defined benefit plans within the controlled group were more than $50 million. Consequently, additional
financial and actuarial information will be provided to the PBGC.

For plan years beginning in 2007, the PPA eliminated the PBGC notification requirements for plans that
are required to pay a PBGC variable premium and have a funded percentage below a specified
“sateway” percentage. The PPA stipulates that all defined benefit plans are required fo issue annual
funding notices (due 120 days after the end of the plan year) for plan years beginning in 2008.

American Water Works Company, Inc.’s Pengion Plan, May 2007

TN-CAPD-02-Q014, Attachment



MS-7

FAS 87 Pension Cost and Funded Position*

Pension cost is the amount recognized in AW’s financial statement as the cost of the pension plan and is
determined in accordance with Financial Accounting Standard No. 87. The fiscal 2007 pension cost for
the plan is $38,968,697, or 13.5% of covered pay.

Under FAS 87, one measure of funded position is a comparison of the fair value of assets to the
accumulated benefit obligation (ABO). The ABO is the present value of accumulated benefits based on

service and pay as of the measurement date.

American Water’s ABQ funded percentage is 77.2% as of January 1, 2007, hased on the fair value of
assets of $578,280,462 and an ABO of $749,311,739. Prior to reflection FAS 158, AW’s balance sheet
must reflect a minimum Hability equal to the unfunded ABO for each pension plan with a funded
percentage (fair value of assets divided by ABO) under 100%. To the extent that the minimum liability
exceeds the accrued pension cost, an additional liability is recorded together with an offsetting
intangible asset and/or a reduction in shareholder” equity (accumulated other comprehensive income).

The January 1, 2007 valuation results shown on the 2006 year-end disclosure indicate an additional
minimum liability of $68,728,886 and accumulated other comprehensive income of $65,628,138 before
reflecting FAS 158.

Change in Pension Cost and Funded Position
The pension cost decreased from $40,327,960 in fiscal 2006 to $38,968,697 in fiscal 2007 because: -

» Expected changes, based on prior year’s assumptions, methods, plan provisions, and contributions,
decreased the pension cost $3,311,116.

» Noninvestment experience increased the pension cost $2,363,761.

» The return on the fair value of plan assets was 11.1% in fiscal 2006, which decreased the pension
cost $2,251,203.

» Assumption changes decreased the pension cost $1,811,472.

» The merger of the Elizabethtown Water Company Pension Plan increased the pension cost
$3.650,767.

The ABO funded percentage increased from 67.6% to 77.2%.

* Reflects the merger of Elizabethtown Water Company Pension Plan as of December 31, 2006.

American Water Works Company, Ine.’s Pension Plan, May 2007
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History of Pension Cost and ABO Funded Percentage

R et Pension cost -« - = -
Fiscal Percent of ABQO funded Discount

year ‘Amourt covered pay percentage rate
2007 $ 38,968,697 13.5% 77.2% 5.90%
2008 40,327,960 16.7 676 565
2005 36,845,672 15.6 78.9 8.00
2004 35,623,816 14.9I 80.8 6.25

*  Af 2007 values reflect the merger of Elizabethtown Water Company Pension Plan as of December 31,
2008.

American Water Works Company, Inc.’s Pension Pian, May 2007
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History of Pension Cost and Funded Position
The following charts show the history of the plan’s pension cost and ABO funded position:

History of Pension Cost*

s = = E
e % / / /

2004 2005 2006 2007

History of the Accumulated Benefit Obligation and Fair Value of Assets®

o T

Y -~ g % -
s IS I I ga
-

3 Accumulated Benefit Obligation FXFair Valug of Assets

£ A}l 2007 values reflect the merger of Elizabethtown Water Company Pension Plan as of
December 31, 2006.

American Water Works Company, Inc.’s Pension Plan, May 2007
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Employer Contributions and ERISA Funded Position*

American Water’s funding policy is to contribute an amount equal to the minimum required contribution
under ERISA. American Water may increase its contribution above the minimum if appropriate to its tax
and cash position and the plan’s funded position. For 2006, the minimum required coniribution is $0.
The maximum deductible contribution under the Internal Revenue Code is $539,127,891, or 186.7% of

covered pay.

The funded position, on a contribution basis, is measured by comparing the actuarial value of assets with
the actuarial accrued lability (AAL). The actuarial value of assets is a smoothed value that recognizes
investment gains and losses over time. The AAL is the funding target, under ERISA, on which the
employer contribution limits are based. As the funded percentage for a plan approaches or exceeds
100%, contributions to the plan may be restricted.

The plan’s funded percentage (actuarial value of assets divided by AAL) is 93.1% as of July 1, 2006,
This percentage is based on an actuarial value of assets of $518,247,375 and an AAL of $556,822,415.

Change in Contribution Requirements and Funded Position

The minimum required contribution remained $0 for 2006.

Current Liability

An alternative measure of funded position compares the actuarial value of assets with the plan’s current
liability. The current liability is the present value of benefits accrued to the valuation date reflecting IRS

restrictions on interest and mortality assumptions.

If the current lability funded percentage is below 100%, quarterly contributions may be required in the
following plan year. The plan’s current liability funded percentage is 80.0% as of July 1, 2006.

If the current liability funded percentage using the highest allowable interest rate is below 90%,
additional funding requirements, as well as employee notification requirements, may be triggered.

Timing of Contributions

There is no minimum required contribution for the 2006 plan year.

*  The assets and liabilities shown above are before the Elizabethtown Water Company Pension Plan
merger, and include only the American Water Pension Plan amounts. The contribution amounts
reflect the merger of the Elizabethtown Water Company Pension Plan as of December 31, 2006.

American Water Works Company, Inc.’s Pension Pian, May 2007
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Actuarial Certification, Reliances and Distribution

American Water Works Company, Inc. retained Towers Perrin to perform a valuation of its pension plan
for the purpose of determining (1) the value of benefit obligations and its pension cost in accordance
with FAS 87 and (2) the minimum required and maximum tax-deductible contributions in accordance
with ERISA and allowed by the Internal Revenue code. This valuation has been conducted in
accordance with generally accepted actuarial principles and practices.

The consulting actuaries are members of the Society of Actuaries and other professional actuarial
organizations and meet their “General Qualification Standard for Prescribed Statements of Actuarial

Opinions” relating to pension plans.

In preparing the results presented in this report, we have relied upon information provided to us
regarding plan provisions, plan participants, and plan assets. We have reviewed this information for
overall reasonableness and consistency, but have neither audited nor independently verified this
information. The accuracy of the results presented in this report is dependent upon the accuracy and
completeness of the underlying information.

The actuarial assumptions and the accounting policies and methods employed in the development of the
pension cost have been selected by the plan sponsor, with the concurrence of Towers Perrin. FAS 87
requires that each significant assumption “individually represent the best estimate of a particular future

event.”

The actuarial assumptions and methods employed in the development of the contribution limits have
been selected by Towers Perrin, with the concurrence of the plan sponsor. The Internal Revenue Code
requires the use of assumptions “each of which is reasonable (taking into account the expetience of the
plan and reasonable expectations)” and “which, in combination, offer the actuary’s best estimate of
anticipated experience under the plan.”

The results shown in this report have been developed based on actuarial assumptions that are considered
to be reasonable and within the “best-estimate range” as described by the Actuarial Standards of
Practice. Other actuarial assumptions could also be considered to be reasonable and within the best-
estimate range. Thus, reasonable results differing from those presented in this report could have been
developed by selecting different points within the best-estimate ranges for various assumptions.

The information contained in this report was prepared for the internal use of American Water Works
Company, Inc. and its auditors in connection with our actuarial valuation of the pension plan. It is
neither intended nor necessarily suitable for other purposes. American Water Works Company, Inc. may
also distribute this actuarial valuation report to the appropriate authorities who have the legal right to
require American Water Works Company, Inc. to provide them this report, in which case American
Water Works Company, Inc. will use best efforts to notify Towers Perrin in advance of this distribution.
Further distribution to, or use by, other parties of all or part of this report is expressly prohibited without

Towers Perrin’s prior writien consent.

Roy Costa, FSA, EA Cynthia C. King, FSA, EA
Towers Perrin

May 2007

American Water Works Company, Inc.’s Pension Plan, May 2007
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Asset Values

Asset Values for Calculating Pension Cost

Fair value, excluding
coniributions receivable:

> As of January 1, 2008 $ 443,880,146
»  Contributions 50,450,000
» Disbursements (22,733,961)
» Investment refurn 50,856,333
» Elizabethiown transfer (asset value as of
December 31, 2006) 55,827,844
+» As of January 1, 2007 $ 578,280,462
» Rate of return 11.1%
Market-related value: _
» As of January 1, 2006 $ 443,880,146
» Asof January 1, 2007 578,280,462
» Rate of return 11.1%
Asset Values for Calculating Employer
Contributions()

Market value, including
contribuiions receivable:

» As of July 1, 2005 $ 453,486,776
»  Contributions 54,000,000
> Disbhursements {25,520,751)
> Investment refurn __ 28,622,259
»  Asof July 1, 2006 $ 511,588,284
» Rate of return 6.3%
Actuarial value;
» Asof July 1, 2005 $ 465,911,015
» As of July 1, 2006 518,247,375
» Rate of return 5.0%
» Rate of return (assuming mid-year cash flow)
for Schedule B of Form 5500 5.0%

(1) The assets at July 1, 2006 used for calculating employer contributions do not reflect the
Elizabethtown Water Company Pension Plan merger.

American Water Works Company, Inc.'s Pension Plan, May 2007
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Basic Results for Pension Cost

January 1, 20071 January 1, 2006

Service Cost $ 25,214,558 $ 21,951,921
Obligations
Accumulated benefit obligation [ABOL
» Participants currently receiving
benefits $ 295,371,687 $ 252,290,000
» Deferred inactive participants 79,720,120 74,150,708
»  Active participanis 374,219,932 330,656,975
Total ABO $ 749,311,738 $ 658,997,683
Obligation due to future salary increases 114,781,487 104,552,154
Projected benefit obligation [PBO] $ 864,093,226 $ 761,549,837
Assets
Fair vaiue [FV] $ 578,280,462 $ 443,880,146
Unrecognized investment losses (gains) 0 0
Market-related value $ 578,280,462 $ 443,880,148
Funded Position
Unfunded PBO $ 285,812,764 $ 317,669,691
Minimum liability JABO — FV, minimum
zero]® 171,031,277 213,117,537
Key Economic Assumptions
Discountrate 5.90% 5.65%
Rate of return on assets 8.00% B.25%
Salary increase rate Age-graded Age-graded
scale scale
averaging averaging
4.25% 4.25%

(1) All vaiues reflect the merger of Elizabethtown

2006.
(2) Does not reflect FAS 158,

TN-CAPD-02-Q014, Attachment
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Fiscal 2006

Pevelopment of Prepaid (Accrued)
Pension Cost as of January 1, 2007

Prepaid (accrued) pension cost,

as of January 1, 2008 $ (113,275,801)
Change during fiscal 2006
» income (cost) recognized {40,327,960)
»  Employer contributions 50,450,000
» Effect of curtailments, settlements, and

termination benefits 0
»  Adjustment 0
» Merger of Elizabethtown Pension Plan' 851,470
Frepaid (accrued) pension cost
as of January 1, 2007 (before FAS 158) $ (102,302,391)

January 1, 20072 January 1, 2006

Reconciliation of Funded Status
Funded status [FV ~ PBQ] $ (285,812,764) $ (317,669,691
Unrecognized net actuarial loss (gain) 180,408,625 201,496,863
Unrecognized prior service cost (credif) 3,100,748 2,895,927
Unrecognized transition obligation (asset) 0 0
Prepaid (accrued) pension cost $ (102,302,391) $  (113,275,901)
Balance Sheet Effects
Prepaid pension cost $ 0 $ 0
Accrued pension cost (102,302,391 (113,275,901)
Additional minimum liability (68,728,886) (99,841,638)
Intangible asset 3,100,748 2,896,9'27
Accumulated other comprehensive income 65,628,138 96,944,708
Balance sheet effect $ (102,302,391) $ (113,275,001

(1) Includes fair value adjustment for Edwards acquisition,

(2) All values reflect the merger of Elizabethtown Water Company Pensicn Plan as of December 31,
2008,

The restults above do not reflect FAS 158. The accumutated other comprehensive income was
developed based on FAS 87 prior to FAS 158 and has not been tax effected. Any tax effect should be

separately recognized.

American Water Works Company, Inc.’s Pension Plan, May 2007

TN-CAPD-02-Q014, Attachment



SI-4

Pension Cost

Fiscal 2007 Fiscal 2006
Pension Cost
Service cost & 25,214,558 $ 21,951,921
Interest cost 51,613,587 43,630,659

Expected return on assets

(47,052,194)

(37,881,728)

Amortization,
» Transition obligation (asset) 0 0
»  Prior service cost (credit) 637,931 556,189
» Netloss (gain) o 8,854,815 __ 12,070,809
Pension cost $ 38,968,687 $ 40,327,960
Percent of covered pay® 13.5% 16.7%
Per active participant® $ . 7,700 $ 8,836
Change in Pension Cost
Pension cost for fiscal 2006 $ 40,327,960
Change from fiscal 2006 to fiscal 2007:
» Expected based on prior vailuation (3,311,116)
» Loss (gain) from noninvestment

experience 2,363,761
» Loss (gain) from asset experience {2,251,203)
»  Assumption changes (1,811,472)
»  Merger of Elizabethiown | 3,650,767
»  Plan amendments 0
Pension cost for fiscal 2007 $ 38,988,697

{1) All values reflect the merger of Elizabethtown Water Company Pension Plan as of December 31,
20086.

(2y For Fiscal 2007, covered pay is based on the most recent valuation data received from the client
(Elizabethtown covered compensation of $22,483,921 as of January 1, 2006 and American Water
covered compensation of $266,216,472 as of July 1, 2008).

(3) For Fiscal 2007, the number of active participants is based on the most recent valuation data
received from the client (Elizabethtown had 316 active participants as of January 1, 2006 and
American Water had 4,745 active participants as of July 1, 2008).

American Water Works Company, Inc,”s Pension Plan, May 2007

TN-CAPD-02-Q014, Attachment



Present Value of Accumulated Plan Benefits for FAS 35

Actuarial Present Value of
Accumulated Plan Benefits

Vested benefits:
» Participants currently receiving benefits

July 1, 2006

$ 220,940,005

July 1, 2005

$ 197,720,725

»  Other participants 262,001,205 246,473,189

»  Totdl vested benefits $ 482,941,210 $ 444,193,924
Nonvested benefils ‘ 12,220,390 11,088,131
Total accumulated benefits $ 495,161,600 $ 455,282,055
Market value of assels 511,688,284 453,486,776
Key Assumptions ‘
interest rate 8.25% 8.25%
Average retirement age 62 _ 62
Mortality RP-2000 RP-2000

Change in Actuarial Present Value of
Accumulated Plan Benefits

Actuarial present value of accumulated plan
benefits as of July 1, 2005

Change from 2005 to 2006:

»  Additional benefits accumulated (including the
effect of noninvestment experience)

» Interest due to decrease in the discount period 36,698,237
»  Benefits paid (21,332,612)
» Assumption changes it

$ 455,282,055

24,513,820

»  Plan amendmenis 0

Actuarial present value of accumulated plan

benefits as of July 1, 2008 $ 495,161,600

{1) The assets and liabiliies as of July 1, 2006 shown above are before the Elizabethtown Water
Company Pension Plan merger and include only the American Water Pension Plan.

American Water Works Company, nc.’s Pension Plan, May 2007

TN-CAPD-02-Q014, Attachment
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Basic Results for Employer Contributions

July 1, 20061 July 1, 2005
Norma! Cost and Liabilities
Normal cost $ 14,614,358 $ 13,986,879
Actuarial accrued Hability [AAL] 556,822,415 506,998,446
Current liability [CL]:
»  Minimum funding 647,682,090 577,562,197
» Highest aliowable - 647,582,990 577,562,197
»  Maximum deductible 647 682,990 577,562,197
Assets
Market value | $ 511,588,284 $ 453 486,776
Unrecognized investment losses {gains) 6,659,091 12,424,239
Actuarial value [AV] $ 518,247,375 % 465,911,015
Funded Position
Unfunded actuarial accrued lability’
[AAL — AV] $ 38,675,040 $ 41,087,431
AAL funded percentage [AV + AAL] . 93.1% 91.9%
CL funded percentage:
» Selected interest rate 80.0% 80.7%
» Highest allowable interest rate 80.0% 80.7%
»  Maximum deductible - 80.0% 80.7%
Key Economic Assumptions
Discount rate for normat cost and
actuarial accrued liabilily 8.25% 8.25%
Current liability interest rate:
» Selected B.77% 5.90%
» Highest allowable 577% 5.80%
»  Maximum deductible inferest rate : B.77% 5.80%
Salary increase rate Age-graded Age-graded
: scale scale
averaging averaging
4.25% 5.00%

(1) The assets and liabilities as of July 1, 2006 shown above are before the Elizabethtown Water
Company Pension Plan merger and include only the American Water Pension Plan.

American Water Works Company, nc.’s Pension Plan, May 2007
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Minimum Required Employer Contribution

July 1, 2006 July 1, 2005
Minimum Required Employer
Contribution
Normal cost $ 15,252,843 $ 13,986,879
Amortization amounts ' 10,518,965 12,840,088
Interest adjustments 2,836,809 2,213,299
Additional funding charge 0 0
Credit balance with interest® (60,847,124) (31,004,452)
Minimum required contribution before full
funding fimit $ 0 $ 0
Minimum required contribution after
full funding Himit 0 0

(1) The July 1, 20086 contribution amounts reflect the merger of Elizabethtown Water Company Pension
Plan as of December 31, 2006.

(2) Amount and timing of receivable contributions made during the year attributable to the
Elizabethtown Water Company Pension Plan for the year ending December 31, 2006 could
potentially change the credit balance.

Additional details regarding the calculation of the minimum required employer contribution may be
obtained from the Form 5500 Schedule B filings and attachments.

American Water Works Company, Inc.”s Pension Plan, May 2607

TN-CAPD-02-Q014, Attachment
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Maximum Deductible Employer Contribution

July 1, 2006 July 1, 2005

Maximum Deductible Employer
Contribution

Maximum deductible contribution before
adjustments $ 22418,851 $ 21,333,259

Allowable deduction, the greatest of:
»  Maximum deductible contribution

after full funding limit 22,418,851 21,333,259
» Contribution necessary to satisfy
minimuen funding standards 0 4]

» Contribution necessary to fund

maximum allowable percentage of
current liability® 539,127,891 135,276,937

Maximum deductible contribution 539,127,891 135,276,937
(1) The July 1, 2006 contribution amounts reflect the merger of Elizabethtown Water Company Pension
Plan as of December 31, 20086.

(2) For July 1, 2005, contribution necessary to fund 100% of current liability. For July 1, 2006,
contribution necessary to fund 150% of current liability.

Deductibility of contributions fo a defined contribution plan maintained for the same employees may be
affected by the 25% of pay limitation for defined benefit and defined contribution plans combined.

Note that there is some uncertainty regarding how the 25% of pay combined deductible limit for DB and
DC plans is to be applied for 2006 and 2007. In addition, there is uncertainty regarding the effective
date for changes in the maximum deductible contribution when the plan year and tax year differ.
Maximum amounts contained in this report may require modification when regulations are issued
clarifying these uncertainties.

American Water Works Company, Inc.’s Pension Plan, May 2007

TN-CAPD-02-Q014, Attachment
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Actuarial Assumptions and Methods

Pension Cost Contributions
Economic Assumptions
Discount rate 5.80% 8.25%
Return on assets 8.00% N/A
Current liabllity interest rate:
»  Minimum funding NA B.77%
» Highest allowable N/A 5.77%
»  Maximum deductible contribution N/A 5.77%
Lump sum conversion interest rate 4.90% 6.25%*
*  B5.77% for current liability
Annual rates of increase in:
» Compensation
Sample rates:
Age % Increase % Increase
25 5.85% 5.85%
35 4.45% 4.45%
40 4.15% 4.15%
45 3.95% 3.95%
55 3.65% 3.65%
Average rate 4.25% 4.25%
» Future Social Security wage
bases 3.75% 3.75%
» Indexed limits on
compensation and benefits 3.25% N/A

American Water Works Company, Int.’s Pension Plan, May 2007

TN-CAPD-02-Q014, Attachment
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Demographic Assumptions

Mortality
» Pension cost For healthy participants, sex-distinct RP-2000 table projected to
2015 using scale AA with phase-out without any collar adjustment.
» Coniributions For healthy participants, sex-distinct RP-2000 table projected to
: 2015 using scale AA with phase-out without any collar adjustment.
For disabled participants, select and ultimate mortality rates from
the PRGC disabled mortality for Social Security recipients.
For current liability purposes, unisex GAM 83 mortality was used.
Termination Rates varying by age
Sample rates:
Age Service
0-4 59 10-14 Ultimate
25 0.100 0.090 5.080 0.060
35 0.070 0.085 0.060 0.040
40 0.065 0.055 0.050 0.040
45 0.060 0.050 0.040 0.030
55 0.000 0.000 0.000 0.000
Sample termination rates for Alton and Pensacola Call Center
Employees:
Age Service
0-1 2 3 4-5 67 89 Ultimate
25 035 030 025 020 015 0.10 0.05
35 035 030 025 020 015 0.10 0.05
40 035 030 025 020 0145 0.10 0.05
45 0.35 030 025 020 015 0.10 0.05
55 0.00 000 000 000 000 000 0.00
Sampie termination rates for Elizabethtown:
Rates varying by age
Sample rates:
Age Rafe
25 0.053
35 0.047
40 0.042
45 0.035
55 0.009
60 0.001
65 0.000

American Water Works Company, Inc.’s Pension Plan, May 2007
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Disability 50% of 1987 CGDT (shown below)
Sample annual rates of disablement:

Age Male Female
25 0005 0006
35 0007 0012
40 0010 - .0015
45 0018 0023
55 0059 0053
None for Elizabethtown
Retirement Rates varying by age averaging 61, terminated vested
participants, age 65
Age Rafe Age Rate
55 10 61 10
56 07 - 62 B0
57 07 83 A0
58 07 64 40
59 A0 65 A5
60 .10 65 1.00

Elizabethtown:

Rates varying by age averaging 63; terminated vested
participants, age 65

- Sample rates:

Age Rate
55-59 025
60-61 075
62 .35
63 .30
684 .20
65 .60
66-69 20
70 1.00
Form of payment Life annuity. Normal cost and actuarial accrued liability have been
increased by .2% for the ftwo-year "pop-up” provision.
Administrative expense $300,000 is added to the plan’s normal cost ,
Percent married 80% males, 50% females, assumed married. For Elizabethtown,

100% males and 100% females are assumed married.

Spouse age Wife three years younger than husband

American Water Works Company, Inc.’s Pension Plan, May 2007

TN-CAPD-02-Q014, Attachment



SI-12

Valuation pay

Maximum benefit

Maximum pensionable
earnings

Methods
Pension cost:
»  Measurement date

»  Service cost and projected
benefit obligation

»  Market-related value of
asseis

»  Amortization of
unrecognized amounts:

— Prior service cost
{credit)

~ Net loss (gain)

Contribuiions:
»  Valuation date

»  Normal cost and actuarial
accrued liability

»  Actuarial value of assels

TN-CAPD-02-Q014, Attachment

Annualized rate of pay on prior July 1 (January 1 for
Elizabethtown) plus 100% of the target incentive award

Annual rates of pay are increased 3% for salaried nonexempt
employees to approximate total company overtime, and 8% for
hourly employees.

For contribution purposes: $175,000 for 2008, payable at age 62.

For accounting purposes: $175,000 for 2008, increasing with
inflation.

For contribution purposes: $220,000 for 2006

For accounting purposes: $220,000 for 2008, increasing with
inflation. '

January 1, 2007 based on July 1, 2006 participant data
(January 1, 2006 participant data for Elizabethtown)

Projected unit credit

Fair value

Increase in PBO resulting from a plan amendment is amortized on
a straight-line basis over the expected average remaining service
of active participants.

Net loss (gain) in excess of 10% of the greater of the PBO or the
market-related value of assets is amorfized on a straight-line basis
over the expected average remaining service of active
participants.

July 1, 2006
Projected unit credit

A preliminary actuarial value of assets as of the valuation date is
determined as the market value of assets as of the valuation date
less the following percentage applied to investment gains (losses)
from previous years:

®  80% for the year ending on the valuation date
B0% for the previous year

40% for the second previous year

20% for the third previous year

American Water Works Company, Ine.’s Pension Plan, May 2007
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The preliminary actuarial value is then adjusted to be within a
corridor of 80% to 120% of the market value.

Equal fo market value of assets for Elizabethtown

»  Funding policy The company’s funding policy is to contribute an amount at least
equal to the minimum required contribution under ERISA.
American Water Works may increase its contribution above the
minimum, if appropriate to its tax and cash position and the plan’s
funded status.

Benefits Not Valued All benefits described in the Plan Provisions section of this report
were valued. Towers Perrin has reviewed documentation provided
by American Water Works and is not aware of any significant
benefits that were not valued.

Change in Assumptions and Methods Since Prior Valuation

Pension cost The discount rate for benefit obligations was changed from 5.65%
fo 5.90%.

The fump sum conversion interest rate changed from 4.65% to
4.90%.

The expected return on asset assumption was decreased from
8.25% to 8.00%.

The EGTRRA pay limit sunset provisions were eliminated. This
change was recognized as a loss (gain).

Contributions The current liability interest rate for minimum required funding
purposes was changed from 5.90% to 5.77%, which is within the

permissible range.

The average salary increase assumption was decreased from
5.00% to 4.25% to be in line with American Water’s long-term
expectations regarding salary increases,

The annual rate of increase for future Social Security wage bases
was decreased from 4.50% to 3.76%.

The healthy mortality table assumption was updated from sex-
distinct 1983 GAM to sex-distinct RP-2000 projected to 2015 using
scale AA with phase-out without any collar adjustment.

For AW only, the retirement assumption was changed to better
raflect plan experience

The marriage assumption was changed from an assumption that
80% males and 60% females are expected to be married at
retirement to an assumption that 80% males and 50% females are
expected to be married at retirement {o better reflect experience.

American Water Works Company, Inc.’s Pension Plar, May 2007

TN-CAPD-02-Q014, Attachment
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Data Sources

Towers Pefrin used asset data supplied by the frustee. American Water Works furnished participant
data as of July 1, 2006. Elizabethiown Water provided participant data as of January 1, 2006. In
addition, accrued pension costs were furnished as of December 31, 2008, Data were reviewed for
reasonableness and consistency. Towers Perrin is not aware of any errors or omissions in the data
that would have a significant effect on the results of our calculations.

American Water Works Company, Inc.’s Pension Plan, May 2007

TN-CAPD-02-Q014, Attachment
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Participant Data

July 1, 2006 July 1, 2005
Active
Nummber 4,745 4,564
Average age 458 45.5
Average past service 14.5 14.9
Average future service 1.0 10.4
Covered pay:
»  Total $ 266,216,479 $ 242,130,521
» Average 56,106 53,062
Deferred Inactive
Number 1,801 1,779
Average age 48.8 48.4
Annual benefits:
»  Total $ 15,344,148 3 14,789,036
»  Average 8,520 8,313
Currently Receiving Benefits
Number 1,495 1,332
Average age 67.3 67.2
Annual benefits:
» Total $ 23,363,331 $ 20,759,695
» Average 15,628 15,5685
Total Participants Included in
Valuation
Number 8,041 7,675

(1) The July 1, 2006 Participant Data does not reflect the Elizabethtown plan merger as of
December 31, 2006. As of January 1, 2008, the Elizabethtown Pension Plan had 316 active
participants, 117 deferred inactive participants and 196 participants currently receiving benefits,

American Water Works Company, Inc.’s Pensien Plan, May 2007

TN-CAPD-02-Q014, Attachment
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Analysis of Inactive Participant Data*

Deferred Inactive

Age last birthday
<40

40 — 49

50 — 54

55 - 59

60— 64

=64

Total

Currently Receiving
Benefits

Age last birthday
<55

55 — 59

60 — 64

65 — 69

70 - 74

75-79

80— 84

> 84

Total

*  Inactive Participant Data does not reflect the Elizabethtown Water Company pension plan merger

as of December 31, 20086,

TN-CAPD-02-Q014, Attachment

Number Annual benefit
235 $ 1,212,477
775 6,250,309
401 4,654,362
224 2,166,388
128 833,708

38 226,904
1,801 $ 15,344,148
Number Annual benefit
48 $ 511,083
248 4,278,993
413 8,009,067
345 5,992,680
157 2,257 525
108 1,122,816
97 795,736
79 395,442
1,485 $ 23,363,331

American Water Works Company, Inc.’s Pension Plan, May 2007

Average annual
benefit

$ 5,159
8,065
11,607
9,671
6,513
5,971

$ 8520

Average annual
benefit

$ 10,647
17,254
19,392
17,370
14,378
10,396

8,203
5,006
$ 15,628
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Reconciliation of Participant Data(t)

Currently
- Deferred receiving
Active inactive benefits Total
Included in July 1, 2005 valuation 4,564 1,779 1,332 7,675
Change due to:
» New hire and rehire 478 0 0 478
» Nonvested termination 1) 0 0 1)
» Vested termination (93) 93 0 0
»  Refirement {(75) k)] 136 0
» Disability : - (14) 0 14 0
» Death without beneficiary (10) (2) {10) (22)
» Death with beneficiary 0 0 0 0
» Cashout 0 0 0 0
» Miscellaneous (14) {8) 23 1
» Net change 181 22 163 366
Included in July 1, 2008 valuation 4,745 1,801 1,485 8,041

(1) Reconciliation of Participant Data does not reflect the Elizabethtown Water Company pension plan
merger as of December 31, 2006. As of January 1, 2006, the Elizabethtown Pension Plan had 316
active participants, 117 deferred inactive participants and 196 participants currently receiving
benefils.

American Water Works Comparsy, Inc,’s Pension Plan, May 2007
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Plan Provisions

Plan Provisions as of July 1, 2006
1. Effective Date: July 1, 1952. Most recent amendment effective January 1, 2006.
2. Definitions:

{(a) Average Social Security Wage Base: Average of the maximum amounts subject to Social
Security taxation for the year of retirement or termination and the nine preceding years.

(b) Earnings: Total compensation for services paid as an annual salary or as an hourly wage
(including overtime and shift differentials) plus annual incentive awards paid in cash during
the period, plus amounts deferred under Sections 401(k), 125 or 132(f)(4) of the Internal
Revenue Code Earnings are subject to a maximum amount as set forth in Section ‘
401(a)(17)}(B) of the Internal Revenue Code.

(¢) Final Average Farnings: The highest average monthly Earnings during the 60 consecutive
months of the final 120 months (or lesser period of employment) preceding termination from
employment or retirement.

(d) Year of Service:

(i) For periods prior to the first anniversary of employment after July 1, 1975: A Year of
Service is credited for each year of continuous service during which the employee's
custornary employment was for more than 1,000 hours per year, subject to the
following exceptions:

(a) California-American Water Company: Only continuous service accrued
beginning December 28, 1970 is credited for the purpose of determining the
amount of benefits payable under the Plan (in addition to any prior plan
benefits).

(b) West Virginia Water Company and Yardley Water Company: Only service
accrued beginning December 1, 1970 is credited for the purpose of determining
the amount of benefits accrued under the Plan (in addition to any prior plan
benefits). Service for eligibility purposes and for the schedule of early
retirement factors is measured from the original date of hire.

American Water Works Company, Inc.”s Pension Plan, May 2007
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(i)  For periods beginning on or after the first anniversary of employment after July 1,
1975: In general, a Year of Service is credited for each 12-month period commencing
on the employee's anniversary date of employment during which the employee
completes 1,000 hours of service. For the putpose of determining the amount of
benefits of any participant (other than a part-time employee) who completes at Jeast
1,000 but fewer than 2,080 hours of service in this 12-month period, the participant is
credited with the fraction of a Year of Service determined by dividing his actual hours
of service by 2,080. The following exceptions apply:

(a)

(b)

(c)

(d)

(e)

)

(4]

(h)

Hershey Water Company: Employees on April 19, 1977 who were vested in
benefits accrued under the prior plan receive credit only for service beginning
April 19, 1977.

Pekin Water Company: Nonunion participants who were members of the prior
plan get credit for all service less any prior plan benefit. Other nonunion
employees get credit for periods of service beginning January 1, 1982. Union
employees' service is credited for periods beginning April 1, 1982 for the
purposes of determining the amount of benefits payable under the Plan (in
addition to any prior plan benefits).

Seymour Water Company: Only service accrued beginning March 16, 1982 is
credited for the purpose of determining the amount of benefits payable under
the Plan (in addition to any prior plan benefits).

New Mexico-American: All service is credited, including periods before the
August 1, 1986 acquisition. The prior plan benefit is a minimum.

Indiana-American Terre Haute Plan: Only service accrued beginning May 11,
1987 is credited for the purpose of determining the amount of benefits payable
under the Plan (in addition to any prior plan benefits).

Brownsville Water Company: Only service accrued beginning July 1, 1990 is
credited for the purpose of determining the amount of benefits payable under
the Plan (in addition to any prior plan benefits).

Califorpia Water Company: Only service accrued beginning July 1, 1990 is
credited for the purpose of determining the amount of benefits payable under
the Plan (in addition to any prior plan benefits).

Avatar Utilities Inc: Only service accrued beginning August 31, 1993 is
credited for the purpose of determining the amount of benefits payable under
the Plan (in addition to any prior plan benefits).

American Water Works Company, Inc.’s Pension Plan, May 2007
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(i) PG Energy: Only service accrued beginning February 16, 1996 is credited for
the purpose of determining the amount of benefits accrued under the Plan (in
addition to any prior plan benefits). Service for eligibility and vesting purposes
and for the schedule of early retirement factors is measured from the original
date of hire.

(i) United Water Resources. Inc.: Dates of acquisition are shown below:

Location Date

United Water of Indiana February 1, 2000
United Water of West Lafayette  February 1, 2000
United Water of Virginia February 29, 2000
United Water of Missouri May 1, 2000
United Water of Illinois May 31, 2000

() Nonunion employees: Service for eligibility purposes and for the schedule
of early retirement factors is measured from the original date of hire.
Service for benefit accrual is measured from the date of acquisition.

(ii) Union employees: Service for all purposes is measured from the original
date of hire. All benefits are determined under the United Waterworks
Plan formula in effect on the date of acquisition.

(k) City of Coatesville Authority: Only service accrued beginning March 23, 2001
is credited for the purpose of determining the amount of benefits accrued under

the Plan. Service for eligibility to participate, vesting and early retirement
eligibility is measured from the original date of hire.

()  Citizens Utilities Companies: Only service accrued beginning January 135, 2002
is credited for the purpose of determining the amount of benefits payable under
the Plan. Service for eligibility and vesting purpose and for the schedule of
early retirement factors is measured from the original date of hire.

(m) Cessation of Years of Service for Benefit Accrual for Certain Employee
Groups: Union participants hired or rehired on or after January 1, 2001 cease to
be credited with years of service for benefit accrual after December 31, 2005.
Likewise, all accrued benefits for those participants are frozen as of
December 31, 2005.

American Water Works Company, Inc.’s Pension Plan, May 2007
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The following union groups are excluded from this benefit freeze provision:

» Union employees at Sterling or Alton, Iltinois

» Union employees at Pensacola, Florida

» Union employees as of January 15, 2002 who were included in the Citizens
Utility acquisition

» Elizabethtown Water Company employees of Local 423 hired before
April 1, 2006 or Local 68 hired before May 1, 2006

Note: Years of service for purposes of determining eligibility for benefits
(vesting, disability, early retirement and preretirement death benefits) continue
to accrue for all union participants whose benefits are frozen as of

Pecember 31, 2005.

(n) Recent acquisitions — service credit from dates shown below:

Location Date

Country Place Water June 30, 1995
Hawaii American Water July 1, 1998

City of Florissant, MO November 1, 2001
(nonunion employees)

Texas American Water July 1, 2002

City of Webster Groves, MO February 8, 2002

LP Water and Sewer Company April 3, 2002
(nonunion employees)

3, Eligibility for Participation: Each employee commences participation on the first day of the
calendar month next following completion of one Year of Service. The following groups of
employees are not eligible to participate in the plan:

(a) Nonunion employeeé hired or rehired on or after January 1, 2006

(b) Union employees hired or rehired on or after January 1, 2006

(c) Any employee who was not eligible to accrue a benefit as of January 1, 2006
4. Benefits:

(a) Normal Retirement Benefit:

(i) Normal retirement date: The first day of the calendar month next following the
participant's 65th birthday.

American Water Works Company, Inc.’s Pension Plan, May 2667
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(i) Basic monthly benefit: The sum of (A) and (B) below. Union employees hired on or

after January 1, 2001 have their accrued benefit frozen as of December 31, 2005.

(A1) For service before July 1, 2001 for American Water employees (other than
former NEI plan participants), the larger of (1) or (2) below:

(1) The sum of (a) plus (b) plus (c):

(2) 1.85% of Final Average Earnings not in excess of the Average
Social Security Wage Base multiplied by Years of Service up to 25

years.

(b) 2.10% of Final Average Earnings in excess of the Average Social
Security Wage Base multiplied by Years of Service up to 23 years.

(c) 0.70% of Final Average Earnings multiplied by Years of Service in

excess of 25 years.

(2) The benefit accrued under the Plan formula as of June 30, 1989,

(A2) For former NEI participants and Elizabethtown Water nonunion participants,
the benefit formula in effect under the provisions of the former respective NEI
plans using the Final Average Earnings described in 2(c) above, and service
{determined under the provisions of the former plan) prior to the dates

described below:

Nonbargaining participants of
»  Northemn Illinois

» Long Island

»  Northwest Indiana

» St Louis

» FElizabethtown Water

Bargaining participants of
Northwest Indiana

St. Louis
Northern Hlinois
Long Island

T

¥ ¥ ¥

service before
July 1, 2001
July 1, 2001
July 1, 2601
July 1, 2001
January 1, 2006

service before
January 1, 2003
Januvary 1, 2004
Juiy 1, 2004
July 1, 2004*

The applicable benefit formula is 1.75% of Final Average Earnings as of
the earlier of December 31, 2007 or termination date times eredited
service through June 30, 2004.

*

Ameriean Water Works Company, Inc.’s Pension Plan, May 2007
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(B) For service on or after July 1, 2001 for AW participants*, and after dates
described above for former NEI participants, sum of (1) + (2) + (3):

(1) 1.6% of Final Average Earnings not in excess of the Average Social
Security Wage Base multiplied by Years of Service up to 25 years.**

(2) 2.1% (1.6% for Union Associates and former NEI participants) of Final
Average Earnings in excess of the Average Social Security Wage Base
multiplied by Years of Service up to 25 years.**

(3) 1.6% of Final Average Farnings multiplied by Years of Service in excess
of 25 years.**

*  For participants hired on or after July 1, 2001, 1.6% of Final Average
Earnings multiplied by Years of Service.

#%  The threshold of 25 years of service is based on total service, including
Years of Service credited prior to July 1, 2001.

The following groups represent variances from the above benefit formulas:

" » IBEW Local 51 members employed at Sterling, Iilinois -— the former
Northern Illinois plan’s benefit provisions continued unchanged. The
formula is 1.33% of Final 5-year Average Earnings (based on the
highest five consecutive out of the last 10 plan years, where plan years
are from April 1 to March 31) multiplied by Years of Service.

» United Water (acquired in 2000) union employees previously covered
under the United Waterworks Plan — the former plan’s benefit
provisions continue unchanged.

» Union employees of Long Island — 1.60% multiplied by Years of
Service from July 1, 2004 to January 1, 2008 multiplied by final 60-
month average pay as of December 31, 2007, 1.60% for each Year of
Service after December 31, 2007 multiplied by average pay from
January 1, 2008 to date of retirement.

» Union employees of Elizabethtown Water Company hired before the
effective date of the most recent bargaining agreement — the former
Elizabethtown retirement plan’s provisions continue unchanged. The
formula is 1.6% of Final 4-year Average Base Earnings times Years of
Service (maximum 40 years).

Tn addition to the above amounts, benefits are payable under prior plans that have
been merged into this Plan: for the Pekin, Seymour, California-American, West
Virginia Water Companies and the Indiana-American Terre Haute Plan, the
Brownsville Water Company, California Water Company, Avatar Utilities Inc. and
PG Energy. Also, any benefits payable through a purchased annuity are subtracted
from the above amounts (under Metropolitan contracts #153 and #369).

American Water Works Compary, Inc.s Pension Plan, May 2007
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(b) Early Retirement Benefit:

(iy Early retirement date:

» For American Water employees, former St. Louis County employees and Long
Island employees, the first day of any month on which the employee elects to
retire provided that:

(a) the participant has attained age 55, and
{(b) the sum of the individual's age and Years of Service totals at least 70.

» For former non-bargaining employees of Northwest Indiana hired prior to July 1,
2001 and former bargaining employees of Northwest Indiana hired prior to
January 1, 2003, the first day of any month on which the employee elects to retire
provided that the participant has attained age 55 and completed five Years of
Service.

> For former employees of Northern Illinois hired prior to July I, 2001 and for all
Local 51 union employees at Sterling, Illinois, the first day of any month on
which the employee elects to retire provided that the employee has attained age
55.

» For former employees of Elizabethtown Water Company, the first day of any
month on which an employee elects to retire after he has attained age 55 and
completed 10 Years of Service.

(ii) Basic monthly benefit: Except for those employees whose benefits continue to be
determined under the provisions of their prior plan, the benefit as in (a)(ii) above
based upon Earnings and Years of Service to the date of early retirement, multiplied
by the appropriate factors from the Schedule of Early Retirement Factors contained in
the American Water Plan document. For benefits attributable to service prior to the
dates described below under the former NEI plans’ provisions, the applicable early
retirement factors are those set forth in the respective former plans, except for Long
Island bargaining participants, whose entire benefit will be subject to the American
Water early retirement factors..

Nonbargaining participants of service before
» Northern Illinois July 1, 2001
» Long Island July 1, 2001
» Northwest Indiana July 1, 2001
» St. Louis July 1, 2001

American Water Works Company, Inc.’s Pension Plan, May 2007
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Bargaining participants of service before

»  Northwest Indiana January 1, 2003
» St Louis January 1, 2004
v Northern Hlinois Tuly 1, 2004

» Long Island July 1, 2004

Note: All benefits which continue to accrue under the provisions of a prior plan (e.g.,
United Waterworks, Elizabethtown Water, Sterling union at Northern Illinois) will be
subject to the early retirement factors from those prior plans.

(i) Supplemental Early Retirement Income: For Long Island non-union employees hired
ptior to July 1, 2001 who retire and whose age plus service at retirement is at least 90
points, benefit is $100 per month reduced by 5% for each point below 90. This
benefit is available to the Long Island union employees only if they retired before
July 1, 2004. This benefit is payable until age 65.

(c) Late Retirement: Effective July 1, 2006 an active participant who works beyond age 65 shall
receive a Suspension of Benefits notice. Benefits payable upon retirement will be
determined based on actual earnings and service credited through the date of retirement.

(d) Vested Benefit:
(i) Eligibility: Completion of five Years of Service.

(ii) Basic monthly benefit: The benefit as in (a)(ii), based upon Earnings and Years of
Service to date of termination.

(e) Disability Benefit:

(i) Disability retirement date: The first day of the month following the submission of
evidence that the employee qualifies for disability benefits from the Social Security
Administration, provided that the employee has completed 10 Years of Service.

(i) Basic monthly benefit: The benefit in (a) below, plus any frozen benefit payable
under the prior plans for former employees of Pekin Water Company, Seymour Water
Company and West Virginia Water Company:

(a) the benefit accrued under section (4)(a)(ii) based on Earnings and Years of
Service at the date of disability without reduction for early commencement.

American Water Works Company, Inc.'s Peasion Plan, May 2007
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(f) Preretirement Death Benefit:

() Eligibility: Monthly benefits under (ii) depend on the status of the participant as
follows:

(a) All active and former employees eligible for early retirement as of the date of
death, provided the employee is married or has designated a contingent
annuitant.

(b)  All employees not eligible for early retirement with at least 10 Years of Service
on the date of death, provided the employee is married or bas designated a
contingent annuitant.

(¢) Al active employees not eligible for early retirement with at Jeast five Years of
Service but less than 10 on the date of death and all former employees who had
completed at least five Years of Service but were not eligible for Early
Retirement at termination and have not begun to receive retirement benefits,
provided the employee is married or has designated a contingent annuitant.

(i) Monthly benefit:

(a) The benefit that would have been payable to the employee if the participant had
retired early on the date of death and elected to receive a 100% contingent
annuity (50% for Elizabethtown Water union employees).

(b) An immediate benefit, based on the amount that would have been payable to the
employee had the employee retired on the date of death and elected to receive a
100% contingent annuity. Such benefit will be based upon the Early Retirement
Factor for the employee's age at death (or, if greater, age 55} and the number of
Years of Service at death, Such benefit will also be based upon the 100%
Contingent Annuity Factor for the employee's age at death {or, if greater, age
55) with a spouse’s age that bears the same relation as to that at death. (This
benefit is not applicable for Elizabethtown Water union employees.)

(c) A benefit, equal to 50% of the amount that would have been payable to the
participant had he survived to age 55 (if death is before age 55) and elected a
50% contingent annuity. Such benefit will be based upon the Early Retirement
Factor and the 50% Contingent Annuity Factor for an employee age 55 (if death
is before age 55), the number of Years of Service completed at death or
termination, and the spouse's then attained age. Benefit is payable immediately
or at the employee’s age S5, if later.

(i) Duration of benefit: Monthly benefits are payable during the lifetime of the survivor.

Armerican Water Works Company, Inc.’s Pension Plan, May 2007
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(g) Special Prior Plan Preretirement Death Benefits:

(i) California-American Water Works: All former employees not eligible for early
retirement on the date of death will receive the amount of their accumulated
contributions with inferest.

(ii) West Virginia Water Works: All former employees not eligible for early retirement
on the date of death will have the accrued frozen benefit without reduction payable
for 10 years.

5. Form of Retirement and Disability Benefits:
(a) Normal Form:

(i) Married participants: 50% contingent annuity (with two-year “pop-up”), with
monthly payment equal to the actuarial equivalent of the basic benefit.

(i)  Single participants: Life annuity, with monthly payment equal to the basic benefit.
(iti) For former employees of Pekin Water Company, Seymour Water Company and West
Virginia Water Company, 10 years certain and continuous annuities are payable with

regard to amounts due from prior plan.

(b) Optional Forms: Life annuity; 100%, 66 2/3% or 50% contingent annuity (with two-year
“pop-up”™); 5-year, 10-year, or 15 year certain and continuous annuity; and a lump sum®*.

6. Maximum Benefits: Maximum benefits payable conform to those set forth in the Employee
Retirement Income Security Act of 1974 and the Tax Reform Act of 1986.

*  Effective January 1, 2006 for union employees hired on or after January 1, 2001. In addition, all
Elizabethtown Water participants are eligible for a lump sum if the actuarially equivalent present
value of the retirement benefit does not exceed $15,000.

TN-C APD“OZ*QQ 1 4’ Attachment American Water Works Company, Inc.’s Persion Plan, May 2007



SI-29

Changes in Plan Provisions Since Prior Year

The following plan changes are effective January 1, 2006 and are reflected in the 2006 and 2007
accounting results and the July 1, 2006 funding results.

» The pension plan is closed for most union and all nonunion employees hired on or after January 1,
2006.

» For most union employees hired on or after January 1, 2001 their accrued benefits as of December
31, 2005 are frozen and are payable as a lump sum at termination or retirement.

» Long Island union employees have negotiated an update to the career pay benefit as of December 31,
2005 for any employee that retires between January 1, 2006 and December 31, 2007.

» Single employees can elect non-spouse beneficiary.

American Water Works Compeny, ine.’s Pension Plar, May 2007
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Glossary of Selected Terms

Actuarial Accrued Liability — The cost allocated to years prior to the valuation date under the plan’s
funding method (contribution basis). :

Accumulated Benefit Obligation (ABQ) — The present value of benefits earned by participants prior to
the measurement date. The benefits are based on compensation earned prior to the valuation date

{pension cost basis).

Accrued/Prepaid Pension Cost— Cumulative employer coniributions less than/in excess of pension cost
(pension cost basis).

Actuarial Asset Value — A smoothed value of assets, used in calculating the plan’s contributions
{contribution basis).

Current Liability Rate — The interest rate used to calculate the current liability. The rate is determined
by the IRS (contribution basis). .

Current Liability — The value of accrued benefits calculated using the current liability rate (contribution
basis).

Discount Rate — The interest rate used to adjust liabilities and obligations for the time value of money.
Tt is used in calculating the service cost and benefit obligations (pension cost basis).

Expected Rate of Return — The assumption as to the rate of return on plan assets reflecting the average
long-term rate of earnings expected on the funds invested (pension cost basis).

Full Funding Limitation— A plan contribution is not required, nor is it deductible, if either:

(i)  the plan’s expected assets exceed the plan’s expected actuarial accrued liability at the end of the
year, or

(i)  the plan’s expected assets exceed 90% of the expected current liability at the end of the year.
Funded Status — A comparison of the plan's assets and liabilities at a particular point in time.
Gain or Loss — A change in the value of the projected benefit obligation, actuarial accrued liability or

plan assets resulting from experience different from that assumed. On the pension cost basis, a change
in these values arising from a change in actuarial assumptions is also considered a gain or loss.

TN-C APD-OZ-—Q_O 1 4, Attachment American Water Works Company, Inc.’s Pension Plan, May 2007
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Market Value of Assets ~— The value of assets reported by the trustee, adjusted for plan receivables and
payables.

Market-Related Value of Assets — At the option of the plan sponsor, a smoothed value of assets may be
used in calculating the expected return on plan assets component of pension cost.

Maximum Deductible Contribution — The largest amount the plan sponsor may contribute to the plan
and deduct for tax purposes without incurring a penalty.

Measurement Date ~— The date as of which assets and obligations are measured in determining pension
cost.

Minimum Required Contribution ~— The smallest amount the plan sponsor may contribute to the plan
without incurring a penalty.

Normal Cost - The cost allocated to the current year by the plan's funding method (contribution basis),

Pension Cost— The annual accounting cost recognized in the plan sponsor’s financial statements as the
cost of the pension plan. The pension cost is determined in accordance with Financial Accounting
Standard No. 87.

Projected Benefit Obligation (PBO)— The present value of benefits earned by participants prior to the
measurement date. The benefits are based on the employee's projected compensation (pension cost

basis).

Service Cost— The present value of benefits earned by employees during the year covered by this
valuation. The benefits are based on the employee's projected compensation (pension cost basis).

Valuation Date — The date as of which assets and liabilities are measured.
10% Corridor — Gains or losses that, in the aggregate, are less than 10% of the greater of the projected

benefit obligation or the plan's market-related vatue of assets may be excluded from the determination of
pension cost.

SN0Z7OOTRETVALUATIONSIEXEC - DELIVIVALUATION REPORTSWTAWIVFN.DOC
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