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RWE/Thames transaction. Tim plans to purse a portfolio of activities in the future,
including pro bono legal work, as well as some special projects for American Water.

| am delighted to confirm that Tim will be succeeded as General Counsel by George
Patrick with effect from April 1% 2004. George is well known to many of you for his
legal counsel on mergers, acquisitions and other commercial contracts. Please join
me in wishing George every success in his new role.

Joe Hartnett, VP Finance, who played an important role in the Treasury and
Financing aspects of American Water's growth and the RWE/Thames Water
transaction, will also be leaving the company. Joe will be leaving at the end of *
September 2004 to pursue other career interests. In the interim, Joe will be
supporting John Bigelow in redefining the role of the finance team, and our treasury

activities, at the Business Center and transitioning his responsibilities to his
successor when identified. The role has been posted today.

Over the coming days, members of the Executive Management Team will be
attending meetings hosted by your local Leadership team to discuss the business
challenges we face, "business model principles”, and the restructuring with many of
you. Please take advantage of these visits to raise any questions or concerns that
you have and to seek real understanding of what we are trying to achieve. These
meetings will also provide you with a good opportunity to express your views, and
you will find the EMT are receptive to you ideas and suggestions.

I have been looking carefully at your feedback and the business operations and |
want to emphasize again that | do understand the impact of the decisions that we
have been taking on the lives of everyone in the Company. Tough decisions have
been made and more will need to be made, but they have been made after careful
thought in order to build a strong and successful business equipted to excel and
compete in the long term.

The process of continuing to build an organization that we can remain proud of, and
that is an excellent place to work, has to start by ensuring that people who leave the
team are treated with dignity and respect. That is certainly my intention and to
achieve this | will need your continuing support.

Jeremy Pelczer
President & CEO
American Water

L&)

RWE = =rour
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PHASE THREE ANNOUNCEMENT: QUESTIONS & ANSWERS - 03.10.04

Q: When will the complete organizational structure 'from top.to bottom' be
provided to employees across the business?

A: The Central and Western Regions have released draft structure charts, which indicate
the likely structure and roles from top to bottom. As the management teams are
appointed this work will be finalized and communicated. The Southeast Region plans to
provide a similar level of detail on or before April 14™(the date of the next posting).
Northeast Region has been reviewingits structure to access with the new business
model and regional "strawman" and the first area that will be impacted is the Engineering
group. As this review is completed full details will be communicated by April 14™,

Q: What is happening to the Engineering Delivery group in the Business Center at
Voorhees?

A) The Engineering Delivery group will transitionits activities to the Regions and a 'center
of excellence' will be created in the Northeast Region. Steve Schmitt is leading the effort
to manage this transition with the service delivery teams in the regions. Our goal is to
communicate the detail of the structure and the roles as part of the April 14"
communication. The roles in the new center of excellence are likely to provide good
career opportunitiesfor both the engineering delivery group in Voorhees and the existing
engineering group in the Northeast Region. However, there will be an overall reduction in
headcount as the two groups are combined.

When will these changes be finished?

A) The Phase 3 & 4 restructuring will be completed by the end of July 2004 and by that
time all exempt employees should have clarity about their personal position. Most non-
exempt employees should know their status by this time too. Where there are parts of the
business that require further analysis this will be undertakenin the same way as in
Phases 1-4 {i.e. business needs analyzed, structure & roles designed, communication,
posting of new & materially changed jobs, selection and appointments)

it is important to recognize that change is on-going, and the organization will continue to
evolve. There will continue to be significant positive changes in the business as we invest
in new technology, systems and processes over the next two to three years.

4)What progress has been made so far in the change program?

A) Since the program began in September 2003 we have: completed the strategy work;

engaged a broad cross section of employees in defining our vision; reshaped the
business and appointed a new leadership team; launched the License to Manage
program; delivered on our promises with regard to timely communication of the
restructuring and selection process; brought the management team and a cross section
of employees together at the Atlanta "Let's Achieve It" Conference; completed the
business process blueprinting which has become the foundation for the Standardized
Technology Enabled Processes project (STEP project) — a major systems investment
program; and launched the Business Model Principles which are enabling us to make
consistent decisions within the business.

We are on track to achieve our business performance goals to change the culture and
create a sustainable winning business.
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5)How will we know when we've been successful?

A) We will have created a working environment in which our diverse talents can flourish
and in which we consistently meet our customers and communities needs, and when we
capitalize on opportunitiesto grow the business while delivering value'to our shareholder

6)Will supervisors that are displaced during the restructuring be given the

chance to fill non-supervisoryroles (eg. Meter Reader)?

A) In principle all individuals have the opportunity to apply for vacant positions.
However, in certain cases these positions are part of a collective bargaining unit
and the terms of the collective agreements will be respected.

7)There are a number of British and German managers who have been appointedin

the new structure. Has this been at the expense of American Water employees?

A) Expatriate managers provide knowledge, skill and expertise that compliments

the capabilities within American Water. The way in which the three cultures, American-
British-Germanhave worked together to achieve our common goals has been impressive.
The RWE/Thames secondees are here, in nearly every case, on fixed term assignments
with an objective to ensure their successionto American Water employees. The majority
of the expats will have left the business by the end of 2005. Where ever practical AW
employees have been appointed and where permanent positions exist expatriates have
had to compete for these roles and go through the selection process in line with their
peers. Appointments of managers such as Penny Ross in the Shared Services role have
been based on merit. Any AW employee who is interested in an assignmentto other
parts of the RWE group should contact their local Human Resources manager.

Jeremy Pelczeris committed to building and developing American talent and succession
plans for American Water employees.

8)If | was an unsuccessful candidatein Phase 1 & 2 am | going to be seriously

A)

considered for arole in Phase 3? How long will the business keep me if |
haven’t been confirmed in arole?

If you meet the requirements for the role then you will be seriously considered by the
appointing manager regardless of your status. However, we will paying market salaries

for our jobs and cannot carry any additional cost to the business. We will be having
candid conversations with individuals on a case by case basis as the short-listing process
for the first wave of Phase 3 is completed. We anticipate that all individuals who were
assessed in Phase 1 & 2 will have certainty about their future by the end of April.

Our general principle is that once a decision has been made it is in the best interests of
both the individual and the business to support their transition out of the business and
into the next phase of their career, with outplacement support and so on. The timing of
'this will depend on individual circumstances.

9)If you work in Kentucky should you be applying for positions elsewhere at this time?

A) If you see opportunities elsewhere in the business that you are interested in and that
you believe you meet the requirements for, please apply. Although Kentucky is not
included in the current restructuring exercise we do not want good candidates to be
excluded from career opportunities which exist elsewhere at this time.
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The Leadership team in the Southeastern Region is currently reviewing the implications
of Kentucky not currently being included in the restructuring for people in the business
and positions that were posted on March 3rd.

10) There have been lots of questionsand answers about the enhanced severance
terms, retirement benefits and eligibility rulings (e.g. the rule of 70). 1 am still a little
confused about my entitlements and options. How can | have my questions answered
in confidence?

A) You can review the questions and answers that have previously been issued. These are
available from your local supervisor, HR manager or
Communications manager. You can submit a question to the letsachieveit@amwater.com
email address and receive an answer within 10 working days. However, the best way to
have your question & any follow-up questions you might have answered is to contact the
Benefits Call Center on 866-888-8269.

11) What are the next steps in the selection process and the key dates?

A) The first posting closed on March 9". Hiring mangers will complete short-listing by March
17™. Regional HR teams will contact individual applicants and let them know the outcome
of these decisions. Applicants within the Business Center will be contacted by their local
HR team. Those that have been short-listed will be invited to an interview which will be
scheduled between March 18" and April 1%. Once the interviews have been completed
successful applicants will then be invited by the Business Center HR team to participate
in an assessment center at a central location. These centers will last a day and half.

Atfter the assessmentindividuals will be advised of the decision and given feedback.

B) Some decisions feel a bit rushed while others seem to be taking a long time.
Have we got the pace right?

A) Our goal has been, and continues to be, to provide as much certainty as possible as
quickly as we can. This is why we are pushing the organizational changes through and

why for some people (usually those who are the decision makers) this process can seem
to be happening too fast. We are an organization that takes pride in its methodical and
analytical approach to decision making and sometimes we are having to make
judgements with slightly less information than we are used to in order to maintain our
momentum. For many others (usually those waiting to find out 'what it means for me") it
can feel very slow and everyday adds to the uncertainty.

We believe that we are getting the balance right between pace, rigor and sensitivity to
the people implications. We are interested in hearing your views. Please provide your
feedback through either the letsachieveit@amwater.com email address, your local road
show meetings with members of the Executive Management Team or your local
Communication or HR Manager.

12) In your last communicationyou mentioned that the Shared Services, IT,
Laboratory, and the Customer Centre are being reviewed. How is this review taking
place and what are the likely outcomes?

A) Each of the functional heads in the Business Center in Voorhees is reviewing their
current activities to assess which are best delivered in the shared services model. Work
is being undertaken by Bob Collington and his new management team in the Customer
and Shared Business Services area. Some decisions have already been made, for
example, the tax activities in Finance will be transferring to the Shared Services as will
the HR Benefits Call Center. More work needs to be done in these areas and across all
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functions to plan a smooth transition, discuss resource implicationsand agree the time
scales. We have committed to complete this review by the end of April so that any
changes can be communicated by

May 1™

13) Who decides, and how do they decide, when a job will be posted?

A) The new structures and roles are defined by the heads of the functions/business unit
and these are then signed off by Jeremy Pelczer. Then the relevant line managers
review the implications of these structures and roles for the people in their teams and
determine which positions are new or have materially changed. These then become the
roles that will be posted. The timing of the posting depends upon the level of the role,
with a goal to have jobs of a similar size and job requirements posted at the same time
across the business and with a consistent selection process.

Some of the positions that are vacant in the structure charts will not be posted until April

14™ to ensure that potential applicants can see all of the relevant positions at the same
time.

14) One of our goals has been to accelerate our business growth. What
progress are we making in this area?

A) We have appointed the Lead Business Developers, communicated their structures,
commenced internal and external recruitment, reached consensus on the financial
hurdle rates for new business, made progress in developing tools to support business
developers and commenced the design of the training modules to support the
development of the Business Developmentteams. Work continues to convert the
strategy into implementation plans particularly in the areas of wastewater and
desalination. We have created a center of excellence for legal commercial/contractual
work on O&M/DBO and military contracts at the Business Center. We are aggressively
pursuing opportunities that are aligned with our strategy and meet our value contribution

criteria. We anticipate positive material results coming through the pipeline by the middle
of the year.

15) How can Business Center departments such as Finance and HR deliver the same
amount of work with fewer people?

A) Given the new business model where the Center is responsible for strategy, policy,
governance and facilitation of best practice, much of the activity that has traditionally been
undertaken by the Business Center will move to the Regions, move into Shared Services,

or simply will no longer be done as more efficient processes, systems and knowledge
sharing are implemented.

16) What's happening with External Affairs at the Business Center

A) The External Affairs structure and roles are currently under review and Dan Kelleher will
be communicating his final structure next week.

17) What happens if | can't access the posting system?

A) If you are having any problems please contact your local HR Manager immediately who
will ensure that you have access to the relative material and that your application can be
received by the deadline.

18) In the job descriptions for Director of Production, Network and Procurement a
degree is specified as being the minimum requirement. Is th'isreally the case?
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A) Applicants with equivalent experience should apply.

19) If Idon't have formal qualifications such as a degree, can | seriously be considered
for aposition?

A) Yes, if you have relevant and equivalentexperience.
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American

Memo \\‘\\ Water

To All American Water Employees  From Jeremy Pelczer, President & CEO
Dat e March 24, 2004 Phone 856.346.8302
subject: Organization Restructuring Fax 856.346.8300

Dear Colleague,

Although the next milestone in the restructuring process is the second wave of Phase
3 postings and announcements which are planned for April 14, | wanted to continue to
give you regular updates on progress with the restructuring and to respond to new
guestions received since my March 10 communication.

To give you a better sense of the scale of the restructuring, let me share with you
some detalils.

e InPhase 1, our consultant assessed 30 employees, and 17 people were
appointedto new roles.

e InPhase 2,100 employees were assessed, and 34 were appointedto new
roles.

¢ Individuals who were assessed in Phases 1 and 2, but who were not
appointedto roles, were encouragedto apply for roles in Phase 3.

e Inour first wave of Phase 3, we have had 883 applications for 165 positions.
The process of short-listing and initial interviews is occurring at this time, and
assessments will be scheduled in the very near future.

e On April 14, the second wave of Phase 3 will be announced with an estimated
132 positions posted.

e The organizationdesign for Phase 4 is actively under way involving both
functional leaders at the Business Center and Regional leaders who have
been appointed in Phases 1 and 2.

This activity represents a significant amount of work and | am grateful for the effort
taken by the teams across the business to make this happen. | would also like to
thank those who are "stepping-up" and keeping the business going so well during this
period.

Jerenmy Pel czer
President & CEO
Ameri can \Water

1025 Laurel Gak Rd.
Voorhees, NJ 08043

the Busmess Center in Voorhees, and attached is their structure chart.

Alongside the extensive restructuring process, there is also a separate but related usA

piece of work occurring. That is, the equally complex efforts to "market price" the T + 856 346 8302
salaries for each of the new roles. We have retained Towers Perrin, a widely F + 856 346 8300
respected consulting firm to assist our Human Resources team with this important | wiiv. amiat er . com

task, and I am pleased with the work that has been done to date.

RWE GROUP
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| have said before and it bears repeating today that the process we are undergoingis
one of the mostimportant initiatives for our business. There is much work being done
to ensure we get the right people in the right jobs and-that we move the process as
quickly as possible to completion.

I know that many of you are very concerned about the changes occurring in our
business, and how these changes will affect you personally. | have spoken with and
heard from many of you so | am aware of the uncertainty you are feeling. | am also
appreciative of the comments we are receiving from many of you that the
restructuringis the right thing to do, but stressing the importance of completing the
review as soon as possible.

Since my last communication on March 10™, there have been 15 "Roadshow"
meetings to speak with groups of employees about our business changes, business
model principles and our restructuring process. It would be ideal if we were able to
meet with all of our employees personally to communicate these important business
initiatives. However, while our organization size and geographical diversity is a great
sign of success, it also means that to reach out quickly, we have to take the same
approach as we did with the Atlanta Business Conference and the Atlanta
videoconference. As part of the Roadshow, we have invited a cross-section of
employees from each geographic area to represent employees from that area. We
have encouraged participants to communicate with you and inform you of the
discussions.

We will continue to use that approach in our effort to expand face-to-face
communications with employees from all levels of management. At the same time, |
appreciate your continued patience and tolerance as we will try to invite every
employee to a meeting of that kind in due time. It may take a while, but that is my

goal.

We continue to receive feedback and questions through the
Letsachieveit@amwater.com site. We are responding to those questions as quickly
as we can and appreciate the way you have utilized the email addressto have

guestions answered and raise issues of concern. We've selected certain of those
questions, in addition to questions that have arisen from our recent Roadshow

Meetings, as a way to keep employees as well as informed as possible, and these are
attached. | encourage each of you to read through today's questions and answers.
While there are many questions, | believe the questions asked and answered in this
communication are important to all employees. If we have not covered an area that is
a continuing question or concern for you, please let us know by sending an email to
the above noted email site link. | am also interestedin your general feedback about
the quality, value and relevance of these communication updates.

L

RW E GROUP
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I am extremely proud of the way employees have responded to the challenges of
these changes and the approach that has been taken throughout the organization. |
can only reiterate my determination, with your help, to build an organization we can
continue to be proud of well into the future, and | remain committed to completing this
process within the promised timetable.

RWE GROUP
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American Water Restructuring Communication \\\\Water

1)Q: If you apply for a position and thenin alater Phase you find a job that is better
suited to you, can you withdraw your original application and apply for the later Phase
. job? Willit be held against you if you do so?

A) If an employee applies for a position because they have a genuine interest in it and
consider themselves to be a "good fit," and they decide not to pursue it prior to being
appointed to the new role they should contact their local Human Resources Manager to
withdraw their application. There will be no adverse consequence in doing so.

2) Q: What happensif thereis just one candidate for a position?

A) Though there is no requirementto have a certain number of candidates per position, it
is important to get the right people in the right job. If the Company cannot find the "right"
candidate within the business, it will go outside of the organization to seek an external
candidate.

3) Q: Who in the organizationis making the hiring decisions?

A) The final decision of who will be hired for any position will be the responsibility of the
hiring manager. The decision making process will include input from the external
assessors, other managers with a stake in the role (e.g.: functional managers) and also
the Human Resources team. The selection decision made by the hiring manager is
based on rigorous and objective data and is appropriately challenged by other senior
managers to ensure that informed judgments are made on a consistent basis.

4) Q: In the selection process, will those chosen in Phase 3 be involved or have input with
the next level of selections?

A) Wherever we have appointed someone they will be accountable for selecting their
direct reports. In some cases it may not be possible due to the phased approach and
our commitment to complete the restructuring by the end of July.

5) Q: 1 know that there will not be a role for me in the new structure. It is difficult for me to
keep focused. When will 1 know when I am going to be able to leave?

A) If you are in this position, your line manager will meet with you to determine a
separation date.

6) Q: Will we continue to use formal assessment centers when recruiting internally and
externally after this restructuringhas been completed?

A) The current process for hiring has proven successful during this restructuring and will
likely stay in place going forward. However, it is probable that we will have our own in-
house assessment tools that will be developed in cooperation with human resources.

7) Q You stress “getting the right people in the right job,” but I'm not convinced this is
happening.

A) We are taking every step to ensure we get the right people in the right jobs. While no
selection process can be guaranteed to get it right every time, we are investing
considerabletime, energy and resources to make our selection decisions as effective
as possible. If, despite the care taken, we find an employee is not able to perform in
line with our values and performance expectations, the linemanager of that individual
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will identify this through the performance management process and appropriate
action will be taken. Each and every one of us will need to deliver in our roles and
ensure we achieve our goals.

8) Q: Candidates that were assessed in Phase 2 were told they would receive a copy of
their individual report. When will this be given to each candidate? If the candidate
wants to discuss any of parts of the report, who can they talk to?

A) The Phase 2 assessment reports have been distributed to individuals. All
individuals are encouraged to discuss their reports with their line manager and

Human Resources, and to commit to an appropriate development plan.

9) Q Regarding the job postings, employees have 5 days to respond to the postings. The
let’s achieve it' email may not provide an answer to any questions for up to 10 days.
How do we get questions on job postings answered before the 5 days expire?

A) If you have a question on a specific role, please contact the hiring manager or
your local Human Resources manager directly. It is important to be sure you
apply for any role you feel you may be suited to within the posting deadline.

10) Q: Whatis meant by positions that ""materially change''?

A If a position has "materially changed," it means that the job responsibilities
associated with the position have been enhanced, reduced or changedin a
significantway. For example; if the technical skills required to do the job have
changed; the scope of management responsibilities have expanded; or the job's
responsibilities have been divided amongst a number of other roles. Roles which
have not been materially changed will not be posted. Employeeswho are
incumbents of positions that will not require posting will be so informed by their
supervisor.

11) Q: Will supervisors that are displaced during the restructuringbe given the
chanceto fill non-supervisoryroles {(e.g. Meter Reader)?

A) In principle all individuals have the opportunity to apply for vacant positions.
However, in certain cases these positions are part of a collective bargaining unit
and the terms of the collective agreements will be respected.

12) Q: Why have we chosen to post senior management roles and some administrative
assistant roles but not the roles in the levels in between at this time?

A) We have been moving down through the layers of the management structure
phase by phase and in completing the organization design for the first wave of Phase
3 (the positions that were posed on 3 March and 10 March), we were also able to
- identify somechanges to administrative roles, it was felt that we couia and should——
post these roles as we had clarity about them and, on the basis that the senior
managers were in place, we had 'hiring managers' able to make their selection and
appointment decisions. The layers in between will be covered by the Phase 3
second wave of postings scheduled for April 14, and in Phase 4.

13) Q: Should we, if we work in Products and Services/AWS, be applying for jobs that are
being posted elsewhere?
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A) If you currently work in our non-regulated businesses and you see positions
advertised in the internal job posting system that are a good match for you and provide
you with career interests and opportunities, then you are very welcome to apply for them.

14) Q lunderstand that jobs are being posted but I don't currently have access to the job
posting system electronically or by email. How can I find out about the opportunities?

A) Your line managers and the HR managers for your business unit have a responsibility to
ensure that you receive notification of opportunities that exist elsewhere in the business. If
you cannot obtain electronic copies of these, they are making arrangements to ensure that
paper copies are provided to employees at office sites across the country. if you are still
not getting access to any of this material, you should contact'your local HR manager or
your line manager to gain access to it.

15) Q What happens if I apply for a job, am successfulin my application but then decide

_~"to decline the offer?

A) If you apply for a role, we will assure that you have done so 'in good faith' and are
both interested in the position and willing to commit yourself to it if offered the role — declining an
offer indicates that you are not interested in working for the Company. In this case you will be
declining a "job offer" and effectively resigning or retiring from the Company. Naturally if the job
you are offered is at a lower levellsalary than your current position, this is a different structure and
will be discussed with you at the time the offer is made. In these situations, individuals will still
have the enhanced severance terms as an option.

16) @ When will I know if I have been shortlisted for an interview and who will be
conducting the interview?

A) Candidates who apply for positions that were posted on the 3™ and 10" of March
should know that they have been shortlisted by March 26. Individuals who have not been
shortlisted for an interview will receive some basic feedback from the relevant line
manager or HR manager that will explain how that decision has been arrived at. The
hiring manager for that position will interview those who are put forward for an interview.

17) Q@ What happens after this round of interviews?

A) If you are successful in the interview process, you will go through to the final
assessmentcenters. If you are unsuccessful, you will receive feedback.

18) Q We currently have different benefit packages in American Water in varying locations.
Will we be standardizing benefit packages throughout the Company?

A). We are ensuring that the benefits we provide are market driven. This will mean that

we provide different benefit packages for different types of work and in different types of
business environments. This is in line with our business model principles. We are
committed to providing benefits (and salaries) that will attract, motivate, reward, and
retain talent in the company.

19) Q | turn 55 this year and was thinking of retiring. Will I be allowed to submit my
retirementwith 2 months notice as required, and be allowed to retire with health benefits?

2
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A) RWE has agreed that subject to applicable law and collective bargaining agreements, it
will cause the surviving company to provide lifetime medical and life insurance benefits at
the same level as, and at the same cost (if any) as, in effect immediately prior to the date
of the merger (1) to all covered current retirees (as of the date of the merger) and (2) all
covered employees of our company and its subsidiaries who, as of the date of the merger,
have satisfied all applicable eligibility requirements for the purposes of our retiree medical
plan as currently in effect at such time after the merger as the employees retire." Since
January 10, 2003, a number of non-union employees who have satisfied all applicable
eligibility requirements for the purpose of being provided retiree medical benefits have
raised the question as to how the two above provisions of the RWE/Thames merger
agreement impacts them.

Some 'have raised the question as to whether or not they must retire during the next 12
months in order to benefit from the promise of lifetime retiree medical benefits. Others
have raised the question as to whether or not they will also benefit from the promise of
lifetime retiree medical benefits if they become eligible for retirement prior to January 10,
2004 (or July 10, 2004).

Union-represented employees have not raised this question because the continuation of
their retiree medical benefitsis subject to collective bargaining.

Continued retiree medical benefits beyond the 18 months following the merger are
guaranteed to only those who were retired or became eligible to retire ("Rule of 70") on
January 10, 2003, the date of the merger.

Employees who become eligible to retire after January 10, 2003 are assured that their retiree
medical benefits will remain in place for 18 months following the merger. However, they have no
assurance of retiree medical benefits after the end of the 18 months whether they are retired or
not. These employees are in the same position and have the same benefits available to them as
were in effect prior to the merger. The company has maintained the right to modify or terminate
benefits at any time. The RWE merger agreement does not provide retiree medical benefits to
retirees or employees who previously did not have them.

20) Q: I am a non-unionemployee who is eligible for health benefits upon retirement, | was
informed that if I am displaced | must retire on or before the date | leave the company
to retain my health benefits and that | will be eligible to receive the enhanced
severance. Is this true?

A) Individuals eligible to retire on the day of acquisition (rule of 70) who elect to retire early or

remain until normal retirement will be eligible for the retiree health benefit commitment made

in the purchase and sale agreement. Individuals eligible to retire on the day of acquisition

who elect to leave the company as a "terminated vested" will jeopardize their right to the
—————————company-retiree-health-benefitcommitment-made-in-the-purchase-and-sale-agreement-Only —————————

employees who were eligible for post-retirement health care benefits as of the date of the

merger are eligible to receive the benefit commitment in the merger agreement.

21) Q: Areretirees eligible for unemploymentinsurance?

A) You should consult your state unemployment office to determine if you are eligible to
collect unemployment insurance. Unemployment laws differ in every state.

4 RWE
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22) Q: What are the details of the severance package?
A) The severance package has been outlined below.
SEVERANCE PAY

e One week of base pay for each full year of service with a minimum of four weeks up to a
maximum of 20 weeks

¢ One and one-half weeks of base pay for each full year of service beyond 20 years to a
maximum of 52 weeks

¢ Part-time employees receive pay based on hours worked per week but are not eligible for
health care, outplacementor employee assistance

HEALTHCARE

e For all employees who are eligible for continuation of coverage under COBRA, the
company will pay the associate's COBRA premium based on years of service. The
employee will be granted one week of company paid COBRA for each full year of service
with a minimum of 1 month and maximum of 6 months. (period of coverage rounded to
the nearest full month)

e Employees who are eligible to commence retirement under the company's pension plan
and are eligible for continued post-retirement health care will not be eligible for company-
paid COBRA

OUTPLACEMENT

Terminated employees will receive professional outplacement services to assist them in
transitioning to other employment as follows:

Title Lenath of Program
Vice President /Director up to 6 months
Managers up to 4 months
Supervisors up to 3 months
All Other Exempt up to 2 months
Non-Exempt up to 1 month

e Outplacementservices will be provided by Right Management Consultants

¢ Outplacement can not be exchanged for additional severance pay

EMPLOYEE ASSISTANCE

e Terminated employees and their dependents may continue to access the Employee
Assistance Program through Carebridge (800.437.0911) for 6 months

FURTHER QUESTIONS

e Please direct all questions and/or concernsto your local Human Resources department
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23) Q: Why did Jeremy Pelczer make a discretionary payment to employees and how were
peopleselected to receive a payment?

A) Jeremy recognized that 2003 was an exceptional year during which the merger with
RWE/Thames Water was completed and the business faced a number of challenges with
the external business market, and the weather, and also invested a lot of internal energy on
integrating American Water into the RWE family. In'spite of our not achieving our financial
goals during 2003, progress was made in the business and Jeremy sought to recognize the
efforts and contributions that employees made to our success. It was felt that a lot of good
work had been undertaken by a large number of employees and that this should be duly
recognized with an award. Although no payment was made to any business unit under the
Annual Incentive Plan, unless they achieved their targets, these discretionary payments
have been awarded to exempt employees who did not receive overtime payments for their
discretionary efforts.

24) Q: What is happening with the 2004 Annual Incentive Plan?

A) We are currently finalizing the communication material that supports the 2004 Annual
Incentive Plan. We anticipate this being communicated within the next week or so. The
2004 Annual Incentive Plan will cover the same eligible population as the previous
American Water annual incentive plans but the design of the plan will be more aligned with
RWE's policy and practice. This will be explained in fullin the communication material.

25) Q: Will there be a voluntary severanceor early retirement program made availableto
employees?

A) We have no plans to provide a voluntary severance or early retirement program for
employees. This is because we value the skills, expertise and experience of our
employees and are reluctant to enable this valuable experience to leave the businessin a
way that we cannot manage and effectively control. Maintaining our operational integrity,
the quality of our customer service and enabling growth of the business are essential parts
of our strategy. A program that enables an "early out" to occur can damage the core
capabilities of the business. The phased approach we are taking to restructure the
business and select the best internal candidates for the roles provides the best mechanism
to ensure that we can retain the 'right people in the right place.'

26) Q: What are the rules that govern the access to the enhanced severance package?

A) Individuals leaving the business can do so with the enhanced severance terms that
include the provision of outplacement support on the basis that they sign the normal
release documentation. Individuals who are in this position will receive clear information on
their rights, duties and obligations and will have an opportunity to seek legal counsel before
making any irrevocable decisions. The severance packages are available to employees
whose positions have been eliminated as part of the restructuring or to those whose
unsuccessful in their application for a new role.

27) Q. How will the administrative support positions be addressed in the ongoing
restructuring?

A) Each of the regions and the business center functions will be responsible for
determining which of their administrative support positions are impacted by the
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restructuring. They will then post the affected positions and manage an appropriate
selection process for assessing applicants.

28) Q: What is the role of a center of excellence?

A) We are establishing centers of excellence for a variety of the activities we rely on. For
example, a center of excellence may be located in a state or region that has a large
proportion of certain types of facilities, and that has one or more individuals who are
proficient in dealing with that type of facility. A center of excellence may reflect an
individual or a group of individuals with specific expertise, for example: our dam
experts are in Pennsylvania; our Commerical legal expertise is based in Voorhees.
We do expect centers of excellence will be located in a variety of different areas of
our business, and they will provide knowledge, experience, and support that benefit
the whole Company.

29) Q: What is therole of the Business Center at Voorhees in the new structure?

A) The role of the Business Center is changing, in line with our business principles, from
a mixture of governance, policy, strategy, and delivery to a role where the delivery
activities migrate to 'shared services' or to the regions. The delivery elements can
a so be further facilitated by the creation of 'centers of excellence'.

30) Q: There were a number of positions that were listed with the location as "to be
determined". How can | find out more details on these roles?

A) In order to attract a broader range of candidates, the hiring manager has decided to
be flexible on location. You are advised to contact the hiring manager to discuss the
role(s) and its location.

31) Q: Job titles on the regulated and non-regulated sides of the company are different.
Could a chart showing job titles with job responsibilities be shown for both sides of
the company?

A) No comparison chart currently exists, but these differences will be addressed as the
transfer of the O&M contracts into the regulated business occurs. Employees should be
able to identify comparable roles by looking at the current structure charts and role
descriptions. If you have any questions relating to a specific role, your local Human
Resource representative or the hiring manager will be able to assist you. Job titles are
being reviewed and will be consistently applied in the new structure.

32) Q: Some of the administrativeroles have changed and so have some of the titles.
What is going on?

A) As we have reviewed the roles in the structure, we have begun to conclude that we have
salaries based on job titles and the hierarchy of reporting relationships rather than job size
and market pricing. In the future, it is the size of your role (accountability, and know-how
required) that will be 'priced’ in the job market to determine salaries. One of the areas in
which we feel some added simplicity can be provided is in the area of administrative
assistants where we have agreed that there will be two broad categories of administrative
assistants ("executive" assistants and "administrative" assistants). As this approach is
consistently implemented across the business, the implications for current administrative
employees will be explained to them. The "no detriment" obligations under the RWE
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merger will, of course, be honored for any employee who is impacted but we anticipate that
the titling changes will not have a material impact on salaries, responsibilities, etc. We will
be simplifying the grading structure and consistently use new job titles as we 'delayer' the
business.

Jeremy Pelczer, President and CEO will be doing a short communication next week that
gets out his philosophy on these important matters. The way in which we manage pay,
grading and job titles will be changing in the restructuring processes. Benefits, though
under review this year, will not change until next year at the earliest.

33) Q: Should employees in the shared services areas of the business (shared business,
IT, customer center, financial shared services) be applying for jobs elsewhere now?

A) Any employee who sees a position advertised that provides them with good career
opportunity, is a good match for their skills and experience and for which they have a
genuine interest, is very welcome to apply. Employees in the shared services areas of the
business are aware that Bob Collington, VP Customer & Shared Business Services, is
currently reviewing with the senior management team the activities within shared services.
Bob plans to announce any changes arising from that by the middle of May. If any
individual has any particular questions, comments or constructive suggestions to make
about the review of these parts of the businesses, they are advised to contact their line
manager or Bob Collington directly. Once again, all employee inputs to this process are to
be welcomed.

34) Q: I have heard that the old Southeast Region businesses are now goingto be
reporting directly into Bob Ross, the Regional Managing Director in Hershey in the new
functional structure. Is this the case?

A) We have confirmed recently that Chris Jarrett and Roy Mundy will be focusing on our
external stakeholder matters, managing our position with regulators, the commission and
politicians (particularly as we defend our position against the threat of condemnations) in
the Southeast. The business in Kentucky will be managed in line with the general Business
Model Principles and will report on a functional basis into the Regional Directors based in
Hershey. These changes will be managed in a sensitive way in the coming weeks but they
will ensure that the Southeast states are aligned with the remainder of the region and
American Water as a whole.

35) Q: It has been stressed that the Company is emphasizing the growth agenda. How do
we reconcile the two goals of efficiencies (which lead to headcount reductions) and
growth?

A) The goals of growth and efficiency are not mutually exclusive. In fact, to facilitate our
growth, we need to become as efficient as possible and build our reputation for
operational integrity and customer service. We will grow the business by having the

mostefficient processes—and-systems-and-the-mostcapable-peopte—The—current
restructuring will enhance our operations and enable us to win new business. We
are investing in the business with new technology, systems and processes. We are
also investing in people by developing individuals {e.g.: through the license to
manage program and our business development training which will be rolled out in
May of this year) and by attracting talented individuals to the Company to help us
grow.

36) Q: Is AWS going to exist after the reorganization?
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A) AWS, as it currently stands, will no longer exist when the restructuring has been
completed. However, we will retain our nationally organized and run business lines
which provide products and services to our clients, and which will continue to add value
to the corporation. These will continue to be managed as a group of non-regulated
national business lines. The O&M and DBO side of the business is being migrated into
the regulated regions. This will be completed when each project has been reviewed and
individual transition plans drawn up. The regions are getting ready to take on these
operating responsibilities.

37) Q: I've heard that some of our non-regulated businesses are being sold. Is this true
and, if so, why?

A) We are currently selling two of our non-regulated business lines (Ashbrook and
Leopold) and hope to conclude those sales within the coming days. Businesses that no
longer fit our strategic plan will be sold at a time when we can ensure that we obtain an
appropriate sale price for these businesses. Ashbrook and Leopold have been long-
standing companies within Thames Water and have consistently added value to the
group. The decision to sell them is a consequence of our recent strategic review.

38) Q Inthelast set of questions and answers received on 10 March, there was reference
to *expats” (British and Germans from RWE/Thames Water who are currently working
here). Pminterestedto know how many of them are here and if itis RWE/Thames’ policy
to put “expats” into businesses they have acquired?

A) Currently, we have 30 expatriatesin North America, and by the end of 2004, this
number will have reduced to 15. By the end of 2005, the number of expatriates is
anticipated to have reduced further to approximately 5. It is the policy of RWE and
Tharnes to encourage mobility of employees around the world, both for the individual's
personal/professional development and to benefit the business through the sharing of
best practice, knowledge and experience across the family of businesses.

The CEOof RWE, Harry Roels, favors having a cadre of mobile professionals who can
add considerable value in businesses around the world and is encouraging RWE to adopt
a more flexible and mobile workforce. This is a key strategic driver for RWE; to build our
global capabilities. American Water employees have an opportunity to be a part of this
“internationalization" of the business.

In the same way that American Water has typically put its own people in to manage
businesses that it has acquired, RWE/Thames Water has usually appointed a variety of
‘expats’ into the businesses it has acquired to provide for effective integration,
governance and control, arid knowledge sharing. This is very much a two-way street and
employees are encouraged to consider taking on roles in other parts of RWE. If anyone

is interested in an overseas assignment, they should contact their HR manager or Jerry
Bailey, Director of Employee Relations.

39) Q: What's happening to the military contracts group?
A) The military group is a key part of our strategy to grow the business.. Within the next

two years there are a number of significant military contracts coming up around the
country that American Water is superbly placed to win. A combination of our reputation,
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our expertise and our operational footprint ensures that we are highly competitive in this
market. These military contracts are often of up to 50 years in duration and are exactly
the right fit operationally and strategically for us. Our goal is to capture as much of this
market as we can and we have a dedicated Business Development team working on
these projects, managed by Bill Malarkey, the VP of Business Development. Bill's task
is to ensure that we deliver on our growth plans with the military contracts and to also to
work with Walter Lynch, Managing Director of Products and Services, to ensure that the
operating military contracts that we already have are successfully transitioned into the
regulated businesses. In other words, the Business Development activities for the
military business line are handled nationally and the operational elements of the military
business line are being transitioned into the regions.

40) Q | haveseen that anew rolefor VP of Wastewater has been designed for the
structure. Whydowe need thisroleand what will it bedoing?

A) The new VP Wastewater will be responsible for ensuring that our wastewater business
grows in line with our business and strategic plan. Initially, our key objectives are to
focus on the Southeastern and Northeastern regions and within our existing water
operations, to expand into wastewater. The new VP will coordinate this activity and
ensure that we have the operational and technical resources to grow and deliver
wastewater contracts and will be working through the Regional Managing Directors and
regional business development directors to accelerate our growth in this key area.

41) Q: Can you confirm that thewhole business isbeing reviewed and restructured?

A) We started the restructuring with the Regions, then the Business Center at VVoorhees,
and now we are focusing on the Shared Service functions. Bob Collington is currently
undertaking a review of Shared Services and the Customer Center and the same
business principles and depth of analysis is taking place for these parts of the business
as has been done for the regional reviews and the other functions at the Business
Center. Bob plans to communicate the outcomes of this review by the middle of May.
The whole business is being reviewed in line with our Business Model Principles.

42) Q: Willtherolethat we currently play in the communities that we serve be impacted by
any of theorganizational changestaking place now?

A) Our business is, and always will be, a local business. The quality of the service that
we provide locally and the integrity with which we undertake all of our activities in that
community will be the yardstick by which we are measured and will determine how
successful we are as a business. It is our intention to maintain or enhance our position
within the communities that we serve, and to focus our activities here; we have created a
role at the Business Center, Corporate Social Responsibility (CSR). This ensures that
we have a constructive and proactive local presence and are perceived in a positive and
consistentway in the communities.

For each of the communities that we serve, a single individual will have responsibility for
managing our external stakeholders and will be our face to the customers and opinion
formats in the community. In the new structure, this is the network manager role in the
organization, but occasionally (depending on the size and scope of the local business)
there may be a "general manager" who covers both network, production and other
functional responsibilities. It is through these key positions that we will be maintaining
our local focus. These roles will be supported by the regional external affairs teams.
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43) Q: I'm concerned with losing expertise and knowledge within the company during the
restructuring process. How will American Water make sure we don’t lose key people?

A) During times of change, businesses do run the risk of losing key people. Our goal is
to retain the people in the business who can make the greatest contribution to our
business success. This means we are seeking to retain a diverse pool of talent, skill
and expertise as we go through the selection process. We are also working best to
build a knowledge sharing culture and are creating "knowledge communities" which
will help us to leverage the knowledge and experience we have across the business.

44) Q: When will these restructuring changes be finished?

A) The Phase 3 & 4 restructuring will be completed by the end of July 2004 and by that
time all exempt employees should have clarity about their personal position. Where there
are parts of the business that require further analysis this will be undertaken in the same
way as in Phases 1-4 (i.e. business needs analyzed, structure & roles designed,
communication, posting of new & materially changed jobs, selection and appointments)

It is important to recognize that change is on going, and the organization will continue to
evolve. There will continue to be significant positive changes in the business as we invest
in new technology, systems and processes over the next two to three years and this will
have an impact on all of us.

45) Q: Pve been confirmed in my job and I'm grateful that | have a more certain future,
however, | feel bad for my colleagues who are still waiting to find out what happens to
them and for those who are leaving the company. Are other people feeling like this?

A) All of our practical experience of managing change, particularly of this nature, and the
external research and writing on this subject characterize these feelings of remorse and
guilt as being absolutely normal. Those employees who "survive" organizational changes
often have some difficulty coming to terms with the changes that have happened and it can
take time before they can come to terms with the experience.

Many companies have come to recognize that individuals who are provided with continuity
of employment after organizational changes need to be looked after as well as those who
are leaving the business. Many companies invest a lot of time and energy in assisting
employees to leave the company in a dignified way through outplacement and counseling,
etc., and sometimes forget about the feelings of people who are left inside the organization.
Once the reorganization has been completed for our management and supervisory group,
each functional head and senior manager will be pulling their teams together and
refocusing them on the challenges ahead and the future of the business. This activity is

likely to take place in September and Jeremy Pelczer will be providing some guidelines to
support managers in building their new teams at that time

46) Q: I'm struggling a bit with the organizational changes, not knowing what my fate is
and Pm unsure whom | can talk to about things. Is there anywhere I can go for help and
advice?

A) You are encouraged to discuss matters with your colleagues, your boss and with your

HR professionals —all of who have an interest in your well being. Much benefit can be
derived from simply sharing how you feel and realizing that you are not alone in facing
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your anxieties. The Employee Assistance Program also provides employees with an
opportunity to discuss any feelings that they may currently have. The Carebridge
telephone numberis: 1-800-437-0911. Employees are encouraged to take advantage of
the employee assistance help line if they have any specific issues and Carebridge
provides support for those facing stressful times related to work, finances, relationships
and family matters.

47) Q: Isit truethat we are being managed and rewarded based on our results—not just
our hard work?

A) Itis an important part of our performance culture that employees are recognized and
rewarded for delivering results. We have many employees who are highly committed and
work extremely hard on our behalf. But, what actually mattersis what is delivered. The
contribution that each of us makes to achieving our goals in terms of operational
excellence, customer service and business growth will determine how we are rewarded
and, indeed, what opportunities remain open for us within the organization. We are
increasingly being measured on not just the financial performance that we deliver but
also all the other elements of our performance. The Balanced Scorecard and the new
performance management process being rolled out in the License to Manage initiative
are all mechanisms which reinforce the combination of what we do and the way that we
go about doing it, i.e., the behaviors which should be in line with our values. Itis the
combination of all of these things that will determine our pay, our promotion opportunities
and the success of the whole company.

12
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To All American Water Employees  From Jeremy Pelczer, President & CEO
Dat e March 24, 2004 Phone 856.346.8302
subj ect : Organization Restructuring Fax 856.346.8300

Dear Colleague,

Although the next milestone in the restructuring process is the second wave of Phase
3 postings and announcements which are planned for April 14, | wanted to continue to
give you regular updates on progress with the restructuring and to respond to new
guestions received since my March 10 communication.

To give you a better sense of the scale of the restructuring, let me share with you
some details.

¢ InPhase 1, our consultant assessed 30 employees, and 17 people were
appointed to new roles.

e InPhase 2, 100 employees were assessed, and 34 were appointed to new
roles.

¢ Individuals who were assessed in Phases 1 and 2, but who were not
appointed to roles, were encouraged to apply for roles in Phase 3.

¢ In our first wave of Phase 3, we have had 883 applications for 165 positions.
The process of short-listing and initial interviews is occurring at this time, and
assessments will be scheduled in the very near future.

e On April 14, the second wave of Phase 3 will be announced with an estimated
132 positions posted.

¢ The organization design for Phase 4 is actively under way involving both
functional leaders at the Business Center and Regional leaders who have
been appointedin Phases 1 and 2.

This activity represents a significant amount of work and | am grateful for the effort
taken by the teams across the business to make this happen. | would also like to
thank those who are "stepping-up" and keeping the business going so well during this
period.
Jereny Pel czer

President & CEO
American \Water

1025 Laurel Oak Rd.
Voor hees, NJ 08043

the Business Center in Voorhees, and attachedis their structure chart.

Alongside the extensive restructuring process, there is also a separate but related USA

piece of work occurring. That is, the equally complex efforts to "market price" the T + 856 346 8302
salaries for each of the new roles. We have retained Towers Perrin, a widely F + 856 346 8300
respected consulting firm to assist our Human Resources team with this important | www.amwater.com

task, and I am pleased with the work that has been done to date.

L

RWE GROUP
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I have said before and it bears repeating today that the process we are undergoingis
one of the most important initiatives for our business. There is much work being done
to ensure we get the right people in the right jobs and-that we move the process as
quickly as possible to completion.

I know that many of you are very concerned about the changes occurring in our
business, and how these changes will affect you personally. | have spoken with and
heard from many of you so | am aware of the uncertainty you are feeling. I am also
appreciative of the comments we are receiving from many of you that the
restructuring is the right thing to do, but stressing the importance of completing the
review as soon as possible.

Since my last communication on March 10", there have been 15 "Roadshow"
meetings to speak with groups of employees about our business changes, business
model principles and our restructuring process. It would be ideal if we were able to
meet with all of our employees personally to communicate these important business
initiatives. However, while our organization size and geographical diversity is a great
sign of success, it also means that to reach out quickly, we have to take the same
approach as we did with the Atlanta Business Conference and the Atlanta
videoconference. As part of the Roadshow, we have invited a cross-section of
employees from each geographic area to represent employees from that area. We
have encouraged participants to communicate with you and inform you of the
discussions.

We will continue to use that approach in our effort to expand face-to-face
communicationswith employees from all levels of management. At the same time, |
appreciate your continued patience and tolerance as we will try to invite every
employee to a meeting of that kind in due time. It may take a while, but that is my
goal.

We continue to receive feedback and questions through the
Letsachieveit@amwater.comsite. We are responding to those questions as quickly
as we can and appreciate the way you have utilized the email address to have
guestions answered and raise issues of concern. We've selected certain of those

Meetings, as a way to keep employees as well as informed as possible, and these are
attached. | encourage each of you to read through today's questions and answers.
While there are many questions, | believe the questions asked and answered in this
communication are important to all employees. If we have not covered an area that is
a continuing question or concern for you, please let us know by sending an email to
the above noted email site link. 1 am also interestedin your general feedback about
the quality, value and relevance of these communication updates.

RW E SROUP
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I am extremely proud of the way employees have responded to the challenges of
these changes and the approach that has been taken throughout the organization. 1
can only reiterate my determination, with your help, to build an organization we can
continue to be proud of well into the future, and | remain committed to completing this
process within the promised timetable.

RWE GROUP
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1)Q: If you apply for a position and thenin a later Phase you find ajob that is better
suited to you, can you withdraw your original application and apply for the later Phase
job? Willit be held against you if you do so?

A) If an employee applies for a position because they have a genuine interest in it and
consider themselves to be a "good fit," and they decide not to pursue it prior to being
appointed to the new role they should contact their local Human Resources Manager to
withdraw their application. There will be no adverse consequence in doing so.

2) Q: What happensif there is just one candidate for a position?

A) Though there is no requirementto have a certain number of candidates per position, it
is importantto get the right people in the right job. If the Company cannot find the "right"
candidate within the business, it will go outside of the organization to seek an external
candidate.

3) Q: Who in the organizationis making the hiring decisions?

A) The final decision of who will be hired for any position will be the responsibility of the
hiring manager. The decision making process will include input from the external
assessors, other managers with a stake in the role {e.g.: functional managers) and also
the Human Resources team. The selection decision made by the hiring manager is
based on rigorous and objective data and is appropriately challenged by other senior
managers to ensure that informed judgments are made on a consistent basis.

4) Q: In the selection process, will those chosen in Phase 3 be involved or have input with
the next level of selections?

A) Wherever we have appointed someone they will be accountable for selecting their
direct reports. In some cases it may not be possible due to the phased approach and
our commitment to complete the restructuringby the end of July.

5) Q: 1 know that there will not be a role for me in the new structure. Itis difficult for me to
keep focused. When will | know when | am going to be able to leave?

A) If you are in this position, your line manager will meet with you to determine a
separation date.

6) Q. Will we continue to use formal assessment centers when recruiting internally and
externally after this restructuring has been completed?

A) The current process for hiring has proven successful during this restructuring and will
likely stay in place going forward. However, it is probable that we will have our own in-
house assessment tools that will be developed in cooperation with human resources.

7) Q: You stress "'getting the right people in the right job," but I'm not convinced this is
happening.

A) We are taking every step to ensure we get the right people in the right jobs. While no
selection process can be guaranteed to get it right every time, we are investing
considerabletime, energy and resources to make our selection decisions as effective
as possible. If, despite the care taken, we find an employee is not able to performin
line with our values and performance expectations, the line manager of that individual

1 Y g'% e
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will identify this through the performance management process and appropriate
action will be taken. Each and every one of us will need to deliver in our roles and
ensure we achieve our goals.

8) Q: Candidates that were assessed in Phase 2 were told they would receive a copy of
their individual report. When will this be given to each candidate? If the candidate
wants to discuss any of parts of the report, who can they talk to?

A) The Phase 2 assessment reports have been distributed to individuals. All
individuals are encouraged to discuss their reports with their line manager and
Human Resources, and to commit to an appropriate development plan.

9) Q: Regardingthe job postings, employees have 5 days to respond to the postings. The
‘let’s achieve it’ email may not provide an answer to any questions for up to 10 days.
How do we get questions on job postings answered before the 5 days expire?

A) If you have a question on a specific role, please contact the hiring manager or
your local Human Resources manager directly. It is important to be sure you
apply for any role you feel you may be suited to within the posting deadline.

40) Q: What is meant by positions that "materially change'?

A If aposition has "materially changed," it means that the job responsibilities
associated with the position have been enhanced, reduced or changed in a
significant way. For example; if the technical skills required to do the job have
changed; the scope of managementresponsibilifies have expanded; or the job's
responsibilities have been divided amongst a number of other roles. Roles which
have not been materially changed will not be posted. Employees who are
incumbents of positions that will not require posting will be so informed by their
supervisor.

1) Q: Will supervisorsthat are displaced during the restructuringbe given the
chanceto fill non-supervisory roles (e.g. Meter Reader)?

A) In principle all individuals have the opportunity to apply for vacant positions.
However, in certain cases these positions are part of a collective bargaining unit
and the terms of the collective agreements will be respected.

12) Q: Why have we chosen to post senior managementroles and some administrative
assistant roles but not the roles in the levels in between at this time?

A) We have been moving down through the layers of the management structure
phase by phase and in completing the organization design for the first wave of Phase
3 (the positions that were posed on 3 March and 10 March), we were also able to

y it tnat we codrdana Shoula
post these roles as we had clarity about them and, on the basis that the senior
managers were in place, we had 'hiring managers' able to make their selection and
appointment decisions. The layers in between will be covered by the Phase 3
second wave of postings scheduled for April 14, and in Phase 4.

13) Q: Should we, if we work in Products and Services/AWS, be applying for jobs that are
being posted elsewhere?

2 %W*&@@w&u»
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A) If you currently work in our non-regulated businesses and you see positions
advertised in the internal job posting system that are a good match for you and provide
you with career interests and opportunities, then you are very welcome to apply for them.

14) Q lunderstandthat jobs are being posted but I dow’t currently have access to the job
posting system electronically or by email. How can I find out about the opportunities?

A) Your line managers and the HR managers for your business unit have a responsibility to
ensure that you receive notification of opportunities that exist elsewhere in the business. If
you cannot obtain electronic copies of these, they are making arrangementsto ensure that
paper copies are provided to employees at office sites across the country. If you are still
not getting access to any of this material, you should contact your local HR manager or
your line manager to gain access to it.

15) @ What happens if I apply for a job, am successful in my application but then decide
to decline the offer?

A) If you apply for a role, we will assure that you have done so 'in good faith' and are
both interested in the position and willing to commit yourself to it if offered the role = declining an
offer indicates that you are not interested in working for the Company. In this case you will be
declining a "job offer" and effectively resigning or retiring from the Company. Naturally if the job
you are offered is at a lower level/salary than your current position, this is a different structure and
will be discussed with you at the time the offer is made. In these situations, individuals will still
have the enhanced severance terms as an option.

16) Q: When will 1 know if I have been shortlisted for an interview and who will be
conducting the interview?

A) Candidates who apply for positions that were posted on the 3™ and 10™ of March
should know that they have been shortlisted by March 26. Individuals who have not been
shortlisted for an interview will receive some basic feedback from the relevant line
manager or HR manager that will explain how that decision has been arrived at. The
hiring manager for that position will interview those who are put forward for an interview.

17) @ What happens after this round of interviews?

A) If you are successful in the interview process, you will go through to the final
assessment centers. If you are unsuccessful, you will receive feedback.

18) Q@ We currently have different benefit packagesin American Water in varying locations.
Will we be standardizing benefit packages throughout the Company?

A) We are ensuring that the benefits we provide are market driven. This will mean that

busmess environments. ThIS is in line with our business model principles. We are
committed to providing benefits (and salaries) that will attract, motivate, reward, and
retain talent in the company.

19) Q 1 turn 55 this year and was thinking of retiring. Will 1 be allowed to submit my
retirement with 2 months notice as required, and be allowed to retire with health benefits?
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A) RWE has agreed that subject to applicable law and collective bargaining agreements, it
will cause the surviving company to provide lifetime medical and life insurance benefits at
the same level as, and at the same cost (if any) as, in effect immediately prior to the date
of the merger (1) to all covered current retirees (as of the date of the merger) and (2) all
covered employees of our company and its subsidiaries who, as of the date of the merger,
have satisfied all applicable eligibility requirements for the purposes of our retiree medical
plan as currently in effect at such time after the merger as the employees retire." Since
January 10, 2003, a number of non-union employees who have satisfied all applicable
eligibility requirements for the purpose of being provided retiree medical benefits have
raised the question as to how the two above provisions of the RWE/Thames merger
agreementimpacts them.

Some 'have raised the question as to whether or not they must retire during the next 12
months in order to benefit from the promise of lifetime retiree medical benefits. Others
have raised the question as to whether or not they will also benefit from the promise of
lifetime retiree medical benefits if they become eligible for retirement prior to January 10,
2004 (or July 10,2004).

Union-represented employees have not raised this question because the continuation of
their retiree medical benefits is subject to collective bargaining.

Continued retiree medical benefits beyond the 18 months following the merger are
guaranteed to only those who were retired or became eligible to retire ("Rule of 70") on
January 10, 2003, the date of the merger.

Employees who become eligible to retire after January 10, 2003 are assured that their retiree
medical benefits will remain in place for 18 months following the merger. However, they have no
assurance of retiree medical benefits after the end of the 18 months whether they are retired or
not. These employees are in the same position and have the same benefits available to them as
were in effect prior to the merger. The company has maintained the right to modify or terminate
benefits at any time. The RWE merger agreement does not provide retiree medical benefits to
retirees or employees who previously did not have them.

20) Q: I am a non-union employee who is eligible for health benefits upon retirement, | was
informed that if | am displaced | must retire on or before the date | leave the company
to retain my health benefits and that | will be eligible to receive the enhanced
severance. Is this true?

A) Individuals eligible to retire on the day of acquisition (rule of 70) who elect to retire early or
remain until normal retirement will be eligible for the retiree health benefit commitment made
in the purchase and sale agreement. Individuals eligible to retire on the day of acquisition
who elect to leave the company as a "terminated vested" will jeopardize their right to the

company-retiree-health-benefitcommitment-made-inthe purchase-and-sale agreement-Only——————————
employees who were eligible for post-retirement health care benefits as of the date of the
merger are eligible to receive the benefit commitmentin the merger agreement.

21) Q: Areretirees eligible for unemploymentinsurance?

A) You should consult your state unemployment office to determine if you are eligible to
collect unemployment insurance. Unemployment laws differ in every state.

4 ;%wg% e
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22) Q: What are the details of the severance package?
A) The severance package has been outlined below.
SEVERANCE PAY

¢ One week of base pay for each full year of service with a minimum of four weeks up to a
maximum of 20 weeks

e One and one-half weeks of base pay for each full year of service beyond 20 years to a
maximum of 52 weeks

e Part-time employees receive pay based on hours worked per week but are not eligible for
health care, outplacement or employee assistance

HEALTH CARE

e For all employees who are eligible for continuation of coverage under COBRA, the
company will pay the associate's COBRA premium based on years of service. The
employee will be granted one week of company paid COBRA for each full year of service
with a minimum of 1 month and maximum of 6 months. (period of coverage rounded to
the nearest full month)

¢ Employees who are eligible to commence retirement under the company's pension plan
and are eligible for continued post-retirement health care will not be eligible for company-
paid COBRA

OUTPLACEMENT

Terminated employees will receive professional outplacement services to assist them in
transitioning to other employmentas follows:

Title Length of Program
Vice President /Director up to 6 months
Managers up to 4 months
Supervisors up to 3 months
All Other Exempt up to 2 months
Non-Exempt up to 1 month

e Outplacementservices will be provided by Right Management Consultants

e Outplacementcan not be exchanged for additional severance pay

EMPLOYEE ASSISTANCE

e Terminated employees and their dependents may continue to access the Employee
Assistance Program through Carebridge (800.437.0911) for 6 months

FURTHER QUESTIONS

s Please direct all questions and/or concerns to your local Human Resources department

5 ﬁwg%memu@
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23) Q: Why did Jeremy Pelczer make a discretionary paymentto employees and how were
people selected to receive a payment?

A) Jeremy recognized that 2003 was an exceptional year during which the merger with
RWE/Thames Water was completed and the business faced a number of challenges with
the external business market, and the weather, and also invested a lot of internal energy on
integrating American Water into the RWE family. In spite of our not achieving our financial
goals during 2003, progress was made in the business and Jeremy sought to recognize the
efforts and contributions that employees made to our success. It was felt that a lot of good
work had been undertaken by a large number of employees and that this should be duly
recognized with an award. Although no payment was made to any business unit under the
Annual Incentive Plan, unless they achieved their targets, these discretionary payments
have been awarded to exempt employees who did not receive overtime payments for their
discretionary efforts.

24) Q: What is happening with the 2004 Annual Incentive Plan?

A) We are currently finalizing the communication material that supports the 2004 Annual
Incentive Plan. We anticipate this being communicated within the next week or so. The
2004 Annual Incentive Plan will cover the same eligible population as the previous
American Water annual incentive plans but the design of the plan will be more aligned with
RWE's policy and practice. This will be explained in full in the communication material.

25) Q: Will there be a voluntary severance or early retirement program made availableto
employees?

A) We have no plans to provide a voluntary severance or early retirement program for
employees. This is because we value the skills, expertise and experience of our
employees and are reluctant to enable this valuable experience to leave the businessin a
way that we cannot manage and effectively control. Maintaining our operational integrity,
the quality of our customer service and enabling growth of the business are essential parts
of our strategy. A program that enables an "early out" to occur can damage the core
capabilities of the business. The phased approach we are taking to restructure the
business and select the best internal candidates for the roles provides the best mechanism
to ensure that we can retain the 'right people in the right place.'

26) Q: What are the rules that govern the access to the enhanced severance package?

A) Individuals leaving the business can do so with the enhanced severance terms that
include the provision of outplacement support on the basis that they sign the normal
release documentation. Individuals who are in this position will receive clear information on
their rights, duties and obligations and will have an opportunity to seek legal counsel before
making any irrevocable decisions. The severance packages are available to employees
whose positions have been eliminated as part of the restructuring or to those whose

lerialty—changed—as—part of the—restructuring—and—have—beenr————

unsuccessfulin their application for a new role.

27)Q: How will the administrative support positions be addressed in the ongoing
restructuring?

A) Each of the regions and the business center functions will be responsible for
determining which of their administrative support positions are impacted by the

6 wwg% s
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restructuring. They will then post the affected positions and manage an appropriate
selection process for assessing applicants.

28) Q: What is the role of a center of excellence?

A) We are establishing centers of excellence for a variety of the activities we rely on. For
example, a center of excellence may be located in a state or region that has a large
proportion of certain types of facilities, and that has one or more individuals who are
proficient in dealing with that type of facility. A center of excellence may reflect an
individual or a group of individuals with specific expertise, for example: our dam
experts are in Pennsylvania; our Commerical legal expertise is based in Voorhees.
We do expect centers of excellence will be located in a variety of different areas of
our business, and they will provide knowledge, experience, and support that benefit
the whole Company.

29) Q: What is the role of the Business Center at Voorhees in the new structure?

A) The role of the Business Center is changing, in line with our business principles, from
a mixture of governance, policy, strategy, and delivery to a role where the delivery
activities migrate to 'shared services' or to the regions. The delivery elements can
also be further facilitated by the creation of ‘centers of excellence'.

30) Q There were a number of positions that were listed with the location as "to be
determined".How can I find out more details on these roles?

A) In order to attract a broader range of candidates, the hiring manager has decided to
be flexible on location. You are advised to contact the hiring manager to discuss the
role(s) and its location.

31) Q: Job titles on the regulated and non-regulated sides of the company are different.
Could a chart showing job titles with job responsibilities be shown for both sides of
the company?

A) No comparison chart currently exists, but these differences will be addressed as the
transfer of the O&M contracts into the regulated business occurs. Employees should be
able to identify comparable roles by looking at the current structure charts and role
descriptions. If you have any questions relating to a specific role, your local Human
Resource representative or the hiring manager will be able to assist you. Jaob titles are
being reviewed and will be consistently appliedin the new structure.

32) Q: Some of the administrativeroles have changed and so have some of the titles.
What is going on?

A) As we have reviewed the roles in the structure, we have begun to conclude that we have

oo many. grad i

salaries based on job titles and the hierarchy of reporting relationships rather than job size
and market pricing. In the future, it is the size of your role (accountability, and know-how
required) that will be 'priced' in the job market to determine salaries. One of the areas in
which we feel some added simplicity can be provided is in the area of administrative
assistants where we have agreed that there will be two broad categories of administrative
assistants ("executive" assistants and "administrative" assistants). As this approach is
consistently implemented across the business, the implications for current administrative
employees will be explained to them. The "no detriment" obligations under the RWE
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merger will, of course, be honored for any employee who is impacted but we anticipate that
the titling changes will not have a material impact on salaries, responsibilities, etc. We will
be simplifying the grading structure and consistently use new job titles as we ‘delayer' the
business.

Jeremy Pelczer, President and CEO will be doing a short communication next week that
gets out his philosophy on these important matters. The way in which we manage pay,
grading and job titles will be changing in the restructuring processes. Benefits, though
under review this year, will not change until next year at the earliest.

33) Q. Should employees in the shared services areas of the business (shared business,
IT, customer center, financial shared services)be applying for jobs elsewherenow?

A) Any employee who sees a position advertised that provides them with good career
opportunity, is a good match for their skills and experience and for which they have a
genuine interest, is very welcome to apply. Employeesin the shared services areas of the
business are aware that Bob Collington, VP Customer & Shared Business Services, is
currently reviewing with the senior management team the activities within shared services.
Bob plans to announce any changes arising from that by the middle of May. if any
individual has any particular questions, comments or constructive suggestions to make
about the review of these parts of the businesses, they are advised to contact their line
manager or Bob Collington directly. Once again, all employee inputs to this process are to
be welcomed.

34) Q: I have heard that the old Southeast Region businesses are now goingto be
reporting directly into Bob Ross, the Regional Managing Director in Hershey in the new
functional structure. Is this the case?

A) We have confirmed recently that Chris Jarrett and Roy Mundy will be focusing on our
external stakeholder matters, managing our position with regulators, the commission and
politicians (particularly as we defend our position against the threat of condemnations)in
the Southeast. The business in Kentucky will be managedin line with the general Business
Model Principles and will report on a functional basis into the Regional Directors based in
Hershey. These changes will be managed in a sensitive way in the coming weeks but they
will ensure that the Southeast states are aligned with the remainder of the region and
American Water as a whole.

35) Q: It has been stressed that the Company is emphasizing the growth agenda. How do
we reconcile the two goals of efficiencies (which lead to headcount reductions) and
growth?

A) The goals of growth and efficiency are not mutually exclusive. In fact, to facilitate our
growth, we need to become as efficient as possible and build our reputation for
operational integrity and customer service. We will grow the business by having the

mostefficient-processes—and-systerms—and-the mostcapabte peopter—Thecurremnt
restructuring will enhance our operations and enable us to win new business. We
are investing in the business with new technology, systems and processes. We are
also investing in people by developing individuals {e.g.: through the license to
manage program and our business development training which will be rolled out in
May of this year) and by attracting talented individuals to the Company to help us
grow.

36) Q: Is AWS going to exist after the reorganization?

8 :’“%W?&mm
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A) AWS, as it currently stands, will no longer exist when the restructuringhas been
completed. However, we will retain our nationally organized and run business lines
which provide products and services to our clients, and which will continue to add value
to the corporation. These will continue to be managed as a group of non-regulated
national business lines. The O&M and DBO side of the business is being migrated into
the regulated regions. This will be completed when each project has been reviewed and
individual transition plans drawn up. The regions are getting ready to take on these
operating responsibilities.

37) Q: I've heard that some of our non-regulated businesses are being sold. Is this true
and, if so, why?

A) We are currently selling two of our non-regulated business lines (Ashbrook and
Leopold) and hope to conclude those sales within the coming days. Businessesthat no
longer fit our strategic plan will be sold at a time when we can ensure that we obtain an
appropriate sale price for these businesses. Ashbrook and Leopold have been long-
standing companies within Thames Water and have consistently added value to the
group. The decisionto sell them is a consequence of our recent strategic review.

38) Q: In the last set of questions and answers received on 10 March, there was reference
to “expats” (British and Germans from RWE/Thames Water who are currently working
here). I'm interested to know how many of them are here and if it is RWE/Thames’ policy
to put “expats™ into businesses they have acquired?

A) Currently, we have 30 expatriates in North America, and by the end of 2004, this
number will have reduced to 15. By the end of 2005, the number of expatriates is
anticipated to have reduced further to approximately 5. It is the policy of RWE and
Thames to encourage mobility of employees around the world, both for the individual's
personal/professional developmentand to benefit the business through the sharing of
best practice, knowledge and experience across the family of businesses.

The CEO of RWE, Harry Roels, favors having a cadre of mobile professionals who can
add considerable value in businesses around the world and is encouraging RWE to adopt
a more flexible and mobile workforce. This is a key strategic driver for RWE; to build our
global capabilities. American Water employees have an opportunity to be a part of this
“internationalization” of the business.

In the same way that American Water has typically put its own people in to manage
businesses that it has acquired, RWE/Thames Water has usually appointed a variety of
‘expats’ into the businesses it has acquired to provide for effective integration,
governance and control, and knowledge sharing. This is very much a two-way street and
employees are encouragedto consider taking on roles in other parts of RWE. If anyone

is interested in an overseas assignment, they should contact their HR manager or Jerry
Bailey, Director of Employee Relations.

39) Q: What's happening to the military contracts group?
A) The military group is a key part of our strategy to grow the business. Within the next

two years there are a number of significant military contracts coming up around the
country that American Water is superbly placed to win. A combination of our reputation,

9 ﬁwg’%mw
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our expertise and our operational footprint ensures that we are highly competitive in this
market. These military contracts are often of up to 50 years in duration and are exactly
the right fit operationally and strategically for us. Our goal is to capture as much of this
market as we can and we have a dedicated Business Development team working on
these projects, managed by Bill Malarkey, the VP of Business Development. Bill's task
is to ensure that we deliver on our growth plans with the military contracts and to also to
work with Walter Lynch, Managing Director of Products and Services, to ensure that the
operating military contracts that we already have are successfully transitioned into the
regulated businesses. In other words, the Business Development activities for the
military business line are handled nationally and the operational elements of the military
business line are being transitioned into the regions.

40) Q: I have seen that a new role for VP of Wastewater has been designed for the
structure. Why do we need this role and what will it be doing?

A) The new VP Wastewater will be responsible for ensuring that our wastewater business
grows in line with our business and strategic plan. Initially, our key objectives are to
focus on the Southeastern and Northeastern regions and within our existing water
operations, to expand into wastewater. The new VP will coordinate this activity and
ensure that we have the operational and technical resources to grow and deliver
wastewater contracts and will be working through the Regional Managing Directors and
regional business development directors to accelerate our growth in this key area.

41) Q@ Gan you confirm that the whole businessis being reviewed and restructured?

A) We started the restructuring with the Regions, then the Business Center at VVoorhees,
and now we are focusing on the Shared Service functions. Bob Ceollington is currently
undertaking a review of Shared Services and the Customer Center and the same
business principles and depth of analysis is taking place for these parts of the business
as has been done for the regional reviews and the other functions at the Business
Center. Bob plans to communicate the outcomes of this review by the middle of May.
The whole business is being reviewed in line with our Business Model Principles.

42) Q. Will the role that we currently play in the communities that we serve be impacted by
any of the organizational changes taking place now?

A) Our business is, and always will be, a local business. The quality of the service that
we provide locally and the integrity with which we undertake all of our activities in that
community will be the yardstick by which we are measured and will determine how
successful we are as a business. It is our intention to maintain or enhance our position
within the communities that we serve, and to focus our activities here; we have created a
role at the Business Center, Corporate Social Responsibility (CSR). This ensures that
we have a constructive and proactive local presence and are perceived in a positive and
consistent way in the communities.

For each of the communities that we serve, a single individual will have responsibility for
managing our external stakeholders and will be our face to the customers and opinion
formats in the community. In the new structure, this is the network manager role in the
organization, but occasionally (depending on the size and scope of the local business)
there may be a "general manager" who covers both network, production and other
functional responsibilities. It is through these key positions that we will be maintaining
our local focus. These roles will be supported by the regional external affairs teams.

10 @wg’% sreus
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43) Q: I'm concerned with losing expertise and knowledge within the company during the
restructuring process. How will American Water make sure we don't lose key people?

A) During times of change, businesses do run the risk of losing key people. Our goal is
to retain the people in the business who can make the greatest contribution to our
business success. This means we are seeking to retain a diverse pool of talent, skill
and expertise as we go through the selection process. We are also working best to
build a knowledge sharing culture and are creating "knowledge communities” which
will help us to leverage the knowledge and experience we have across the business.

44) Q: When will these restructuring changes be finished?

A) The Phase 3 & 4 restructuring will be completed by the end of July 2004 and by that
time all exempt employees should have clarity about their personal position. Where there
are parts of the business that require further analysis this will be undertakenin the same
way as in Phases 1-4 (i.e. business needs analyzed, structure & roles designed,
communication, posting of new & materially changed jobs, selection and appointments)

It is important to recognize that change is on going, and the organization will continue to
evolve. There will continue to be significant positive changes in the business as we invest
in new technology, systems and processes over the next two to three years and this will
have an impact on all of us.

45) Q: I've been confirmedin my job and I'm grateful that | have a more certain future,
however, | feel bad for my colleagues who are still waiting to find out what happens to
them and for those who are leaving the company. Are other peoplefeeling like this?

A) All of our practical experience of managing change, particularly of this nature, and the
external research and writing on this subject characterize these feelings of remorse and
guilt as being absolutely normal. Those employees who "survive" organizational changes
often have some difficulty coming to terms with the changes that have happened and it can
take time before they can come to terms with the experience.

Many companies have come to recognize that individuals who are provided with continuity
of employment after organizational changes need to be looked after as well as those who
are leaving the business. Many companies invest a lot of time and energy in assisting
employees to leave the company in a dignified way through outplacement and counseling,
etc., and sometimes forget about the feelings of people who are left inside the organization.
Once the reorganization has been completed for our management and supervisory group,
each functional head and senior manager will be pulling.their teams together and
refocusing them on the challenges ahead and the future of the business. This activity is
likely to take place in September and Jeremy Pelczer will be providing some guidelines to
support managers in building their new teams at that time

46) Q: I'm struggling a bit with the organizational changes, not knowing what my fate is
and I'm unsure whom | can talk to about things. Is there anywhere | can go for help and
advice?

A) You are encouraged to discuss matters with your colleagues, your boss and with your
HR professionals —all of who have an interestin your well being. Much benefit can be
derived from simply sharing how you feel and realizing that you are not alone in facing
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your anxieties. The Employee Assistance Program also provides employees with an
opportunity to discuss any feelings that they may currently have. The Carebridge
telephone number is: 1-800-437-0911. Employees are encouraged to take advantage of
the employee assistance help line if they have any specific issues and Carebridge
provides support for those facing stressful times related to work, finances, relationships
and family matters.

47) Q: Isit true that we are being managed and rewarded based on our results —not just
our hard work?

A) Itis an important part of our performance culture that employees are recognized and
rewarded for delivering results. We have many employees who are highly committed and
work extremely hard on our behalf. But, what actually matters is what is delivered. The
contribution that each of us makes to achieving our goals in terms of operational
excellence, customer service and business growth will determine how we are rewarded
and, indeed, what opportunities remain open for us within the organization. We are
increasingly being measured on not just the financial performance that we deliver but
also all the other elements of our performance. The Balanced Scorecard and the new
performance management process being rolled out in the License to Manage initiative
are all mechanisms which reinforce the combination of what we do and the way that we
go about doing it, i.e., the behaviors which should be in line with our values. ltis the
combination of all of these things that will determine our pay, our promotion opportunities
and the success of the whole company.

12 RWE %{m@
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To All American Water Employees From Jeremy Pelczer
Dat e April 14, 2004 Phone 856.346.8302
supject Organization Restructuring— Fax 856.346.8300

Phase 3, Wave 2

Dear Colleague,

I am pleased to announce the final wave of the Phase 3 organizational restructuring.
In my March 24" communication, | shared with you details about the scale of the
restructuring process. Today we have posted more than 80 positions and have
included more detailed structure charts for each of the regions, in addition to details
of how our engineering function will be structured.

Please find enclosed:

Structure charts for the Western, Central and Southeast Regions

Northeast Region Engineering structure chart

Structure charts for Business Center Legal, Property, Engineering and the
Military Group

Detailed Q&A’s

A table which outlines the key stepsin the restructuring process

As we progress through the restructuring process, inevitably, each subsequent step
is more challenging compared to those which preceded it. As more positions are
defined by hiring managers, the position descriptions are then finalized and a salary
is establishedthat is competitive in the market place. That process is proceeding just
as quickly as possible, while maintaining the quality and integrity of the restructuring
and selection decisions that are so important to our future.

| also realize that despite the best efforts of the team involved, the process does not
allow us to provide salaries for every position at the time they are posted. | can
assure you that we are sensitive to the significance of compensationin the decisions
each employee must make concerning their personal circumstances. We are
committed to providing salary information just as soon as it is available for each
position, and no later than the date by which a position is offered to an individual.
There is a trade-off between speed to remove the uncertainty in the organization as
fast as possible, and ensuring the quality and fairness of the process. | will continue
to closely examine feedback to meet our desire to get the right balance.

There is never a perfect process for going through a restructuring such as we are
undertaking. Our team of managers which have been appointed in previous phases
supported by Human Resources, are doing their very best to create the structure that
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will make us successful. When we collectively act in good faith, with respect for
each other, | am confident we will be able to overcome any difficulties that may arise.

I have commented in the past on how impressed | am with the quality of feedback
that I have been receiving from employees across the business. To date, we have
received more than 120 questions to our letsachieveit@amwater.com site. Those
guestions, as well as the ones | am receiving during my roundtable dinners and
lunches with employees, and during meetings in different parts of the business,
underscore for me that you continue to believe American Water can be more
successful, and that the restructuring process we are undergoing is needed. With
your continued support and commitment to making American Water even better than
it has been, I believe the business has a very bright future indeed.

As always, thank you for your patience, understanding, and continued dedication to
serving our customers.

Jeremy Pelczer
President & CEO
American Water

L)

RWE ™ croue
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Q5: Phase 3 has had a number of posting dates. Will this happen for phase 4?

A: We plan to post the remaining exempt positions and the final structure on 28 April.
However, it is possible that a few roles will be posted in the following week or so, if for
some reason the final details have not been agreed.

Q6: Some of the AWS employees working on O&M contracts for municipalities
are unable to access the Internal Posting System because there are technology
difficulties. As aresult, they cannotview internal job postings. How can we
make the information available to them, as itis available to everyone else?

A Your line managers and the HR managers for your business unit have a
responsibility to ensure that you receive notification of opportunities that exist elsewhere
in the business. If you cannot obtain electronic copies of these, they will make
arrangements to ensure that paper copies are available to you. If you are still not getting
access to this material, you should contact your local HR manager or your line manager
to gain access to it, or send an email to letsachieveif@amwater.com, so we can be
sure you are able to participate fully.

Q7: Irecently noticed the advertisement of engineering jobs with Applied Water
Management Company (a non regulated subsidiary based in Central New Jersey)
on an external job search website. \Why haven't these engineering positions been
included in the restructuring selection process, especially consideringthe
pending impact to Northeast Region Engineering and System Engineering
employees?

A Thank you bringing this matter to our attention. We did find an inconsistencyin
the process, and have ensured that in the future, all of our business units are aligned
with our resourcing activity. Positions that are advertised externally will be posted first
across the system, so that interested internal candidates have an opportunity to apply for
these posts.

Q8: Many of the positions in Phase 3 seem essentially the same, however, the
job titles and classifications seem different or lower. Is this a company wide
approach to reclassify positions to lower levels? If so, will there be an overall
salary reductionto try to reduce the company's operating costs?

A Positions that have materially changed or that are new in the structure have been
defined and posted. These new jobs in the structure are being market priced to ensure
that we pay competitive salaries for these roles. Itis not the company's intention to
underprice or undervalue individuals and roles and it would not be in our interest to do
so. Job titles are changing to reflect a more consistent approach and to provide a
simpler way of describing what people actually do in their positions. When individuals
receive an offer for a position, they will be offered the salary appropriate for that job.

This may be an offer with a higher, same, or lower salary level than the successful
candidate currently receives, and will be at a level determined by the analysis of the
market rate for the role.

Q9: Is it accurate to say thatin light of the pressure to minimize rate increases

and the frequency of rate case filings that the amount of capital expenditure will
be very minimal at least in the short term?
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A: Our investment program is not "minimal,” even in the shortterm. In fact, because
there are fewer large projects to be constructed, we are spending more on replacement
and renewal than in some prior years. We remain committed to investment in our utility
systemsto ensure ongoing quality and reliable service. We will continue to meet the
needed investmentin both the short and long term. Last year and this year we are
catching up from delays in rate filings caused by the merger approval. We do wish to
return to a more normal cycle of rate filings, but doing so will not jeopardize quality of
service or reliability. Rate cases are a part of the water business, and we present our
cases in an open and transparent way for all of our customers to examine and for
regulators and elected leaders to scrutinize.

Q10: American Water has gained a reputation for maintaining excellent water
guality testing and assurance programs. Will the changes being announced place
that reputation at risk?

A: Absolutely not. The integrity and reliability of our water quality programs, and all
other elements of our operation, remain a top priority. As with many other functional
areas, we are trying to make the most effective use of our organization size and scope to
achieve the best result at the best efficiency. We believe these changes will result in as
good as, or better reliability than we have had in the past. In fact, this is such an
important area, if any employee has a question or concern, we encourage you to send
an email to letsachieveit@amwater.com So your question or concern can be addressed.
We would also encourage you to bring forward your suggestions for improving our water
quality and customer service throughthe Ideas Into Action program.

Q11: When a person takes a position with the samet titleis it a promotion or a
lateral move?

A: The job titles of the roles don't necessarily confer grade, salary, or status to an
individual. Itis actually the size of the job (the skills, knowledge and experience required
to fulfill the accountability, the dimensions of the job and its scope and impact on the
business) that determines the salary level. Those factors will ultimately determine the
level of the role in the structure.

We are concentrating our efforts on filling roles with people who have a good match of
skills and experience to the role requirements. We are also ensuring that these
positions are appropriately market priced and that individuals who are appointed to them
receive the pay and benefits that match the market.

Q12: What are the plans for the Business Change team once the goals are
accomplished?

A: The Business Change team is a temporary feature of the organization and will
remain in place only until the major Business Change projects have been completed.
Some of the projects, like the technology and process changes under the banner of the
STEP project will continue for the duration of the five-year business plan. Individuals
who work in the Business Change area are absolutely aware of the temporary nature of
their roles. They are able to compete for opportunities in the same manner as anyone
else in the organization.

Page 3



KAW_R_LFCDR1#19_attachment3_062504
Page 90 of 110

Q13: Approximately how many employees will be affected by the Phase 4 re-
structuring? And from that total what percent is expected to be in the Shared
Business Services Center?

A It is too early to tell how many employees will be affected by the Phase 4
restructuring and because we are posting all materially changed or new roles, there are
also new opportunities for people in the levels below those posts to apply for jobs and
attempt to enhance their careers.

It is also too early to tell what proportion of jobs in Phase 4 will be made up by
the Shared Business Services group. Shared Business Services and the Customer
Center are subject to separate reviews being led by Bob Collington. Results from the
review will be communicated on April 28" as part of the Phase 4 announcement.

Q14: Who or whatis aLine Manager?

A There are two terms commonly used: "line manager” and "front-line manager".
Both terms describe someone who has supervisory responsibilities for a group of
individuals. For example, the supervisory position responsible for production staff at one
or more treatment plants would be a line manager.

Q15. Even though my job seems to be safe, 1 strongly feel that my overall
responsibilities will change. Will we be getting updated Job Descriptions for our
positions? And, if so, when?

A If your job materially changes, it will be posted in Phase 3 or 4 and a new job
description will be completed. You will be advised of this by your supervisor. If your job
does not materially change, then your current job description remains in force. However,
in time, it will be formatted to be consistent with the style being adopted across the
business.

Q16: Inresponseto many questions, you indicate to talk to your local HR person
or your supervisor. We don't have a''local" HR person. The supervisors get the
same information as everyone else and at the same time, so how are the
supervisors supposed to respond to questions?

A We appreciate that many supervisors are receiving the same information as their
teams and at the same time. That is the only way to communicate re-structuring
information as quickly as possible. It is important that each supervisor obtain answers to
guestions on behalf of their team members. Every business location has an HR
professional who is responsible for that area, even though they may be physically
located elsewhere. We encourage you to find the relevant HR manager or a more
senior manager in your business unit to answer your questions. If you are unable to
receive information in this way, we encourage you to use letsachieveit@amwater.com
to obtain answers to your questions.

Q17: Sometimes, the answers given to questions are not straightforward and
cause even more questions. This leads to more uncertainty and distrust. We
hope to see more concise answers given.
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A We are attemptingto be as straightforward as possible. However, our
organizationis very diverse, so it is often necessary to provide more detailed answers to
ensure as many areas are covered as possible. Since we are dealing with individuals
who are often in unique situations, it is essential that we review each case before giving
an answer. The answers we provide here are relevant for the majority of cases, but
sometimes not all. You are encouraged to raise your personal questions with your local
HR manager or the manager of your business unit.

Q18: What is the status of the Review of Engineering and R&T?

A: John Young and Steve Schmitt have been reviewing the engineering function,
both at the Business Center and in the Regions, and consulting widely across the
business as they do this. Their goal is to ensure that we continue to benefit from the
expertise we have across the business and that we are positioned to deliver the capital
and asset program now and in the future. The Research & Technology program name
has been changed to Innovation and Technology to better describe the nature of the
work involved. John Young and Mark LeChevallier are working with the businesses and
our Innovation & Technology colleaguesin RWE Thames Water in order to determine
how best to deliver programs and leverage capability. This review will be completed by
the middle of May. Today's communicationincludes details of the engineering function
and structure charts for each region's engineering group.

Q19: Inthe newly announced structure charts for Engineering, it appears the
Voorhees engineering group has simply been placed in the Northeast Region. Is
that the intent?

A No, there has been a very thoughtful shift in the approach to delivering
engineering services. The intent is to capture the full value of our expertise by
designating Centers of Excellence. The Center of Excellence for asset management of
dams will be in the Southeast Region as that is where the greatest numbers of dams
exist. The Center of Excellence for governance, standards and knowledge management
will be in the Northeast Region because there is a core capability in the former System
Engineering group, which can continue to serve the whole Company and further
strengthen the Northeast Region's engineering team.

When we have completed our transition, we will have enhanced the quality and
capability of our engineering function across the business by placing all engineers closer
to the operating businesses and enabling our capabilities to be more effectively shared
by all segments of the business.

Q20: The military area seems to have some potential for growth. Are we looking
at this part of the market?

A Today we have issued a structure chart for a new military group, and have
posted a number of new roles. We are making a considerable investmentin this area as
we aim to capitalize on the opportunities. Military contracts which are being outsourced
by the US government are long term projects where we can partner with the military to
provide services. Adam McDonough is leading our initiatives and ensure that we
successfully secure as many of these contracts as possible.

The roles posted for the military group include legal, bid management and technical
positions.

Page 5



KAW_R_LFCDR1#19_attachment3_062504
Page 92 of 110

Benefits, Pay, etc.

Q21: New salaries are being produced for the exempt jobs in Phase 3. How is
this being done; what are the goals behind the approach; and is it different from
what we have now?

A: Our approachto pay is largely unchanged and is intended to ensure that:

e We are paying competitive market rates for positions in order to ensure that
we can recruit, motivate, reward and retain the talent we need to provide
excellent service, maintain operational integrity, and to grow the business.
The "size of the job” (the level of accountability, dimensions and the scope of
the work, and the know-how required to deliver in the role) establishes the
market rate for the job. This market-based approach also extends to the
provision of incentives, both long and short-term where appropriate, and to
benefits.

e We pay people for the value they bring to the company. The "value" of an
employee is a combination of factors such as their skills, experience,
knowledge, behaviors in line with our values, ability to learn new skills and
adapt to our changing environment and, of course, their performance in their
role.

To establishthe market price of the jobs in the new structure, we have retained a
highly respected consulting firm with expertise in this field. Each position we
examine is compared to similar "size and scope" positions in other related
businesses, and a rate is established.

Q22: Inthe “roadshow” | attended recently, | was told the benefits were being
reviewed. Whatis happening?

A Many employees have expressed continuing concerns about the future of
benefits in the company. It is essential that we provide a benefits package that enables
us to attract, motivate and retain high-caliber employees. Without an appropriate
benefits package, we will not be able to compete for talent and we will not be able to
ensure that we deliver the kind of customer service that matches our vision. Under the
terms of the RWE/Thames Water merger with American Water Works, the current
benefit plans are protected until the 18-month anniversary of the change in control, 10"
July 2004. We have decided that the benefits that we currently provide (healthcare, etc.)
will not be changed during the course of 2004.

We are undertaking a review of our benefits to ensure that they are appropriately
designed and delivered to meet our needs. This includes ensuring that they remain
competitively priced, effectively administered and appropriate for the various types of
business that we have. Any changes that we make to benefits will be communicated
well in advance of any effective date of change and where appropriate bargained with
respective unions. We have an obligation to our stakeholders (regulators, customers,
shareholders, etc.) to ensure that we are getting the best value for money from the
benefits that we provide and that we are effectively controlling our costs. We are not
alone in having to deal with these issues and we are working with a number of our
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stakeholders, managers, unions, etc. to develop some options for the future that meet
our goals of controlling our costs and providing a competitive benefits package.

Q23: Whatis happeningto job titles? What is happening to the "officer titles in
the subsidiaries?

A: Job titles are designed to convey the activities that an individual is accountable
for; for example: Regional Managing Directors head the team of directors who report to
them in the region. We are revising job titles to more accurately reflect the jobs people
have and to have a "common language" that works in a consistent way across our entire
business.

In some cases, it is necessary to have certain officers for our business units to comply
with state laws or regulations. In those cases, the officer title will be used only with
regard to those corporate governance responsibilities.

Q24: Iflgetajob offerin the new structure, whatwill it include?

A Our goal is to ensure that individuals know their title, salary, incentive opportunity
(where appropriate) and job location when they are offered new roles. In Phases 3 and
4, individuals are not expected to accept offers without knowing the details.

Q25: It has been stated by Regional HR that the enhanced severance package
will be offered to those who voluntarily choose to separate from the company
during this time of transition. Please confirm, and explain any terms, conditions,
or limitations that accompany this policy.

A An enhanced severance package is not available to employees who choose to
separate from the Company during this time of transition, unless their position has been
materially changed or eliminated from the structure. An enhanced severance package is
available to any employee whose position has been eliminated as part of our
restructuring. Please contact your local HR manager or your manager for additional
advice and guidance and to discuss your personal situation. Your HR Manager can
provide you with details of the enhanced severance package for which you may be
eligible.

Q26: I understand that retired individuals cannot apply for unemployment
benefits, is this true?

A: Unemployment laws vary by state, therefore, if you retired as a result of the
reorganization, or are planning to retire, you should contact your local unemployment
office to determine any eligibility.

Q27: If my position has been eliminatedin the restructuring process and | have
have chosen not to apply for other positions, what happens if I find a position with
an outside company before I reach my end date? Willl still receive a severance
package?

A: In these circumstancesyou are eligible to receive an enhanced severance
package and if you are successful in your job search, this will not have an impact on
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your ability to receive the severance package. Please discuss your leaving date with
your line manager and HR representative.

Q28: Have you considered setting up a counseling line for employees to call?
This is avery emotional issue for most of the people I have spoken to.

The effects of these changes will be having a direct impact on many individuals.
I would almost relate it to a type of crisis interventioncounseling to provide
support.

A The Employee Assistance Program, currently provided by Carebridge
Telephone: 800-437-0911, is designed specifically to handle the kind of situations that
employees currently find themselves in while we restructure the business. Carebridge
has been briefed on the circumstances surrounding the restructuring process and are
equipped to deal with employees who have stress related, family and financial problems.
Professional and confidential support is available through Carebridge if needed.

Q29: Ifthereis no salary posted and a person applies for the position, at what
pointis the individual informed that if they take this position the salary could be
less than what they are currently making?

A When individuals are offered a role, they will be offered the salary and the
incentives (where appropriate) relevant for that role. It is at this point they will have
absolute clarity about the offer they have received and, therefore, it is at this point that
they can make their choice. If salary information is available earlier in the process, it will
be provided to individuals by the relevant HR manager/hiring manager.

Q30: Will salaries be provided for the Phase 3 position postings? This
information would help employees to make important life decisions in a more
timely matter, consideringthat only one week will be given to apply for positions
in the coming phases of the reorganization.

A Wherever possible, information will be provided to individuals during the
posting/selection process. At the latest, this will be provided at the time a job offer is
made.

Q31: Isittrue that benefits such as vacation entittementwill change in the new
structure? If so, does that mean the vacation entitlement you had at January 1
might be reduced after July?

A There will be no benefits changes during 2004. Benefits are currently being
reviewed and any changes that arise from this review will be effective during 2005.

Q32: As aresult of the restructuring effort that is currently underway, many
employees who are 55 years old or older could face the possibility of being
offered a new position with the Company at a lower salary. Acceptinga new
position at a lower salary could negatively impact an employee's pension, as the
pensionamountis based on the highest 5 consecutive years earnings in the last
10 years of employment. This seems very unfair given the circumstances. The job
marketis very unkind to those in the 50+ age group, while staying on with the
Company may penalize one's future pension benefit. Any thoughts on this
predicament?
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A: We do not anticipate that many employees will be offered a job at a lower salary
level, as the majority will fit roughly in line with the market data. Individuals whose jobs
have materially changed or been eliminated will have a choice to accept severance,
retire (if eligible), or accept a job offer they receive. Individuals needing advice on the
pensions and benefits impact should contact their HR manager or the Benefits Call
Center at 866-888-8269.

Q33: At the time of severance, in addition to our severance package, will we be
reimbursed for unused vacationtime? Also, will severance be paid regularly or in
alump sum?

A Yes, you will be reimbursed for unused vacation time that you are entitled to.
Severance will be paid in a lump sum so that all employees will have immediate access
to their 401(k) and Employee Investment plans at termination. A lump sum severance
benefit will also be paid to employees who are retiring so that pension benefits can begin
as soon as an employee retires and no lapse in health insurance benefits will occur.
Employees who retire are not eligible for active health insurance benefits and they are
switched to retiree health benefits at retirement, if applicable.

The Process

Q34: What happens after | have been interviewed as part of the Phase 3
process?

A Your local HR team will contact you and let you know if you have been
successfulin this stage of the process. If you have been selectedto go forward to PDI,
your local HR team will notify you. The Business Center HR team will then contact you
with the specific date and location of your assessment. The minimum amount of notice
you will be given is two working days. However, in order to meet our deadlines, we will
be asking candidates to be as flexible as possible to meet the timetable. We will make
every effort to provide you with as much notice as possible, This is consistent with the
notice periods which participants in Phases 1 and 2 received. It is important that you
attend on your scheduled date. If you have a critical business priority that you believe
will prevent you from attending, you should contact the Business Center HR team by
getting in touch with Gail McDevitt at gmcdevitt@amwater.com. If, after the interview
you have not been selected for an assessment, you should discuss potential future roles
with your line manager or HR manager. Options would include applying for roles in the
next Phase, or leaving the Company with eligibility for severance if your position has
been materially changed or eliminated.

Q35: Wherewill the Phase 3 PDI assessment centers be located?

A PDI offices are equipped to give all candidates an individual office space to
ensure privacy and minimize the delay between activities during the assessments. To
accommodate the number of assessments required in Phase 3, we will be using PDI’'s
Dallas, New York and Minneapolis offices.

Q36: What happens after | have been to the assessment center?

A: Prior to leaving the assessment center you will receive feedback from PDI.
Following your attendance at the assessment center, PDI will compile the results for all
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the candidates who are being assessed for the role you have applied for. Once these
results have been reviewed and the selection decisions made, the relevant hiring or HR
manager will contact you to confirm the outcome. Each individual will receive from PDI a
report for use in preparing development plans.

Q37: Who will beinvolved in making the selection decisions?

A: A number of people will be involved in making the selection decisions depending
upon the role being reviewed. The aim is to ensure that the hiring manager has
sufficient support and challenge to help him/her make the best decision. As a minimum,
those involved in each selection decision will include the hiring manager, a member of
the HR team, a PDI consultant and either the functional lead or another member of the
Regional/Business Center team.

Q38: After | have been to PDI, how long will it be before | hear the outcome?

A: The Project Team in HR have tried to schedule all the candidates for each
position within a consistent timeframe (i.e., all within a one or two week period). This
approach should ensure that you won't have to wait while other candidates are assessed
during subsequent weeks. This isn't always possible given the numbers of assessments
in this phase, but we will make every effort to keep your wait to a minimum. A typical
time frame, during Phase 3, between attending the assessment and learning the
outcomes, will be 3 to 4 weeks.

Q39: Have the details of the Phase 4 assessment process been determined yet?

A The details of the Phase 4 process are currently being worked out. These will be
communicated in full on April 28"™. However, we can confirm that we plan to begin the
assessment process in the week of May 25"

Q40: When will the Phase 4 jobs be posted?
A The Phase 4 roles will be posted on April 28"

Q41: Whenwill we be able to see the selection decisions that have been made
across the business?

A The Phase 3 selection decisions will be communicated once individuals have
accepted job offers and we have completed the appointment process. This is likely to be
in mid-May.

Q42: Will PDI be used for assessments in the remaining parts of Phase 3 and for
Phase 47

A We will be using PDI for the management roles, which we are posting in Phase
3. We will be working with a company called SHL for the remaining supervisory and
other functional roles in Phase 4.

SHL is a company with an excellent reputation for the quality of their assessment
processes and project management. They have been selected to work with us in Phase
4 because they have particular experience of large-scale assessment processes, and
have excellent selection tools relevant to the types of roles in Phase 4.
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All assessments will be based on our new job descriptions and will use the "behavioral
dictionary" (our behaviors for success) as the means to evaluate the individual's
suitability for a role. Candidates who have been assessed by PDI in an earlier Phase,
will not need to be re-assessed by PDI or assessed by SHL unless, in exceptional
cases, the role they have now applied for is significantly different and additional data is
required.

@43.  As aDistrict Superintendentl was relieved to learn that | would not have to
compete for my position during the organizationalredesign process. However, |
also learned that my immediate supervisor's position was being eliminated.
Based on this information, I can only assume that my responsibilities and duties
will be increased or realigned after the elimination of my supervisor's position.
Will we be getting updated Job Descriptions for our positions?

A If your position is materially changed, then the job descriptions will be redefined
and this revised job description will be posted in the internal job postings process. There
iS no automatic trigger for your role to be changed as a consequence of roles changing
around you. However, if it does change, you will be advised.

Q44: | have heard that if your job title changes, you will have to re-apply ‘for that
position. Is thattrue in all cases?

A: It is not necessarily true that if your job title changes your job will be posted and
that you will have to compete for it. Some job titles are changing to be consistent across
the Company but the content of the job remains as it is at present.

Q5. | feelthatthe job title that I am classified under does not really describe the
duties I perform. Although I have a large workload and I provide a needed service
to my department, I feel that in the process of re-applying for my position it will
appear thatl am not the "right person for the job". Will the company seek to know
what duties I perform and maybe create a new title I job description?

A We will post jobs, which are materially different, or where a role has been
eliminated. Through the interview process we will seek to understand each candidate’s
experience, knowledge and skills. We will then select those individuals who are the best
fit for the role based on the information we obtain through the entire assessment
process. It is important to understand that through the re-organization, we are seeking
to design roles around business needs and not individuals.

Q6.  Inthe latest announcement, it was reported that in phase one and two
some 130 people were assessed and 51 were appointed to new roles. Does that
mean 79 jobs were eliminated or that we are going outside to hire new people?

A: No, it does not mean that 79 jobs were eliminated. It simply means there were
more applicants than posted positions. The applicant pool for the jobs posted in Phases
1 and 2 included people from the levels beneath those jobs who were applying for the
career opportunities that were presented. We currently have 18 roles that we are
attempting to fill externally, primarily in Finance, HR, Business Development, Legal and
Audit.
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Q47: Do you know if it has been determined that the current employer is to bear
the cost of the travel associated with interviews, etc.? We have been asked to
inquire before charges are assigned.

A Travel expenses for interviews, etc. are to be paid by the current Business Unit.

Q48: When will we find out if we can stay in our present jobs? Do you realize
how much stress you are bringing to all of the employees at this company?
Couldn't this have been done in a better way? It just seems like this whole
process is dragging out way too long.

A Your line manager will advise you of your status as soon as possible. We do
appreciate the stress and anxiety that a change like this brings to employees. We have
considered a number of ways of undertaking this review and feel that the approach that
we are taking will produce the best results in terms of finding the right people for the right
roles. We believe that we are moving at a pace that is enabling us to make the right
decisions, treat people fairly, and involve each layer of new hiring managers in the
decision making process.

Q49: How about communicationto the employee when they apply for an internal
position? It seems like there is no communication. We take the test and then
what? What can we expectfrom there? Do we getshortlisted? Will everyone be
granted an interview?

A At each step in the process, individuals receive confirmation of their result and
feedback on their application, their interview, their assessment, etc. If you are unsure of
your status in the process, please contact your HR Manager immediately.

Q50: Iflstill have not been awarded a position, or if a position offeredis below
my current salary, will I still be eligible for the severance package if I decide to
leave the company?

A If your job has materially changed or been eliminated and you are offered a role
at a lesser salary level, you have a choice of retirement (if you are eligible), severance,
or to accept the job offer.

Q51: What happensifl am on vacation when the jobs are posted?

A If you contact your local HR team, they will make arrangementsto ensure you
are considered for the roles for which you wish to apply. It would be best to make that
contact prior to your vacation, as well as afterwards. Even though the roles may not be
known prior to the posting date, the advance discussion may expedite your ability to
become involved in the process once you return from vacation.

Q52. Will employees who will be displaced as part of the re-structuring be
provided ample opportunity to exercise their 60-day retirement notice option so
they can retain their group health insurance, and avoid being classified as a
terminated vested employee, because they did not have 60 days to provide a
retirement request before their date of separation due to displacement?

A Yes. Individuals whose positions are eliminated, or who are not appointed to a
new role and wish to retire, will be able to provide the appropriate notice. It is important
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to inform your local HR manager as soon as possible, after you have made your
decision, so all appropriate arrangements can be confirmed.

Q53. 1am aProducts and Services employee. | have recently learned that
organizational charts for some regions exist all the way down to plant personnel.
Is this true, and if they do, why haven't I seen them? | understand AWS O & M
projects will eventually be rolled into the various new regional structures but |
thought we could apply for positions in the new structure now as they are posted.
If we have not seen these organizational charts how can we know if this is a job
we would like to pursue?

A Certain draft organizational charts were prepared and circulated in some regions
as a way to engage managers in the organization decision-making. Also, there have
been some high-level functional charts communicated to show the relative positioning of
functional roles. The more detailed charts are included in today's announcement. Any
Products and Services employee who finds a posted position for which they qualify, and
are interested in, is welcome to apply. At the same time, if you are having difficulty
accessing the postings, please contact your HR manager, or the HR manager in the
relevant region, to obtain information on the postings and how to apply.

Q54: | have been confirmed in post butl am a candidate for a Phase 3 job. Ifl
get offered the job, will I be obliged to accept an offer?

A: If you have been confirmed in a post but you are interested in other opportunities
that are a good match for your skills and experience, which would give you career
opportunities, you are entitled to make an application. However, you should not apply
for a position unless you do so 'in good faith,' recognizing the time and energy both you
and the Company will dedicate in getting you to the offer stage. The process is
designed to provide you with the necessary information about the job and there should
be no surprises about the position by the end of the evaluation process. If you feelit is
not a match for you, you can withdraw at any time. Offers will be given in 'good faith'
and there is a reasonable expectation that such offers will be accepted. Individuals may
have good reason not to accept an offer, and in these cases their views will be
respected. The key is open dialogue throughout the process.

Q55: I have not been confirmed in post, in fact my role has been eliminated, so |
have to apply for other positions to stay in the company. If I am offered a Phase 3
job but actually would prefer a job in a later Phase, will I be obliged to accept my
first offer?

A Our goal is to manage the process to avoid placing individualsin this situation.

Employees whose jobs have been materially changed, or eliminated, and who wish to
stay with the company, should apply for positions that fit their skills and experience.
Those who don't wish to stay with the company will be eligible for the enhanced
severance package and may retire if they are eligible to do so.

We realize the layer by layer posting process does not allow employees to see the full
range of opportunities which may exist for them. They also are unable to anticipate
whether the position they now hold will be changed or eliminated. Inevitably, employees
may feel obliged to apply for positions they may otherwise not have been attracted to.
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There is nothing wrong with doing so, as long as you meet the requirements of the
position.

Today's announcement completes the Phase 3 postings, and Phase 4 postings will
occur on April 28" Allowing for the application process, short-listing and the
assessment process, it is most likely employees will see all of the Phase 4 postings
before they would need to make a decision about a Phase 3 offer. Should this not be
the case, we will work with the employee to ensure he or she is able to confidently make
the best decision.

Q56: Ifldon't have ajob in the new structure, and | apply for posts and then
receive a job offer, and subsequently choose to decline it, what are the
consequences for me?

A: On the basis that you aren't waiting for the results of other internal job
applications and you are currently without a job there would have to be "a good reason”
for declining the offer. Good reason may be the location of the job, its salary level, or
your belief that you cannot in all honesty fulfill the accountabilities of the role. In these
cases, you will be eligible to leave the company with the enhanced severance terms.

If you don't have "good reason” to decline the position, we will review your case
carefully, but it is a reasonable position for the Company to assume that you will be
declining a good offer, made in good faith, and that you are effectively resigning from the
company. Inthese exceptional cases, severance may not be provided.

The selection gives each individual many opportunities to withdraw their application for
any reason at any stage, and we would prefer individuals to take the opportunity to do
this earlier rather than later. Those who withdraw from the process early will of course,
be eligible to leave the company with the enhanced severance package terms. The
company's intention is to treat each person with dignity and respect and to ensure that
they receive fair treatment. All decisions will be reasonable and will be openly discussed
with individuals.

Q57: | havereviewed several Q&A’s regarding the future status of American
Water Services, but | am still confused about whether AWS will continue to exist.

A American Water Services (AWS) is the legal entity which is responsible for our
various products and services businesses. It is also the legal entity which contracts with
municipalities when we perform operations and maintenance (O&M) services. AWS wiill
continue to exist for those legal functions. However, the management responsibility for
O&M projects within the United States is being transitioned from the Products and
Services Group to the four Regions. By doing so, we will make the most efficient and
effective use of our size and scope for the benefit of all customers. This transition does
not mean the regulated utility business is taking over the O&M business, nor is the
reverse happening. Simply, we are combining like functions within a common
management framework in order to maximize the value of service we can deliver. There
will continue to be a Products & Services Group responsible for national business lines
such as Service Line Protection, Residuals Management, etc. after the transition has
been completed.
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Q58: Do the structure charts included in today's communication cover all
positions, including those which will be posted in Phase 4?

A: No. The Human Resourcesteam and Region management teams have tried to
finalize the structure charts to show as many positions as possible. However, the top
priority was to complete the charts and position descriptions necessary for today's
postings. Some charts do include positions which will be covered in Phase 4. However,
all of the Phase 4 positions are not yet reflected in the structure charts issued today.

Q59: | have seen the terms 'regulated business', ‘non-regulated business’,
'regulated utility' and 'owned-utility’. Can you please explain them?

A. Those terms are used to distinguish the utility business, which we own, and
which is therefore subject to oversight by a state economic regulation, from the
operating, & maintenance (O & M) businesses we are engaged with under a
contractual agreement with a municipality. Those O & M businesses are not
governed by the state economic regulator. Rather, the client (City Council, etc.)
has oversight over the contract. As we consolidate our operations within the four
U. S. regions, we will more often use the terms "owned-utility business" and “O &
M Businesses" as the principal distinction is who owns the utility rather than what
external oversight exists.
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