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Financial Results

Thisreport summarizesfinancial resultsfor the American Water Works Company, Inc. PensionPlan
based on actuarial vauationsasof January 1,2003 and January 1,2002 for determinationof pension
cost and valuations as of July 1,2002 and July 1,2001 for determination of contributions.

January 1, 2003

FAS 87 Pension Cost

Amount $ 32,628,436
FAS87 Funded Rosition
Accumulated benefit obligation [ABO] $ 333,173,499
Fair value of asset s [FV] 270,546,409
ABOfunded percentage(FV + ABQ] 81.2%
. Prepaid (accrued) pension cost $ (49,786,046)
July 1,2002
Enpl oyer Gontri buti ons
M ni numr equi r ed $ 12,432,374
Maximum deductible $ 12,432,374
ERISA Funded Position
Actuarial accrued ligaility [AAL] $ 288,890,229*
Actuarial valued assets[AV] 315,635,049"
AAL funded percentage[AV + AAL] 109.3%
Current liability funded percentage 107. 0%

January 9,2002

3 17,369,508

$ 270,079,382
286,100,020
105.9%
$ (39,395,285)

July 1, 2001
$ 0
$ 0

$ 265,802,556
319,920,187
120.4%
104.9%

Values are asof July 1,2002and therefore do It reflect the merger d the Nort hwest Indiana plan

effective January 1, 2003

Towers Perrin

American Water Works, November 2003



KAW_R__AGKYDR1#75_attachment_062504
Page 5 of 79

MS-2

Highlights

Economic Assumptions

Thediscount ratefor pension cost purposesis arate at which pension obligationscan be settled. This
ratc IS based on high-quality corporate bond yields. Thefollowing bond yiclds were consdered in the

sdlection of the economic assumptions:

December 31,2002 December 31,2004

30-year Treasury 4. 76% 5.48%
Moody's Aaa 6. 09% 6.61%
Moody's Aa 6.52% 7.08%

The assumed rate of returnon assetsfor pension cost purposesisthe weighted average of expected long-
tem asset return assumptions. Thesalary increaseratei s along-term rate based on current expectations

of future pay increases. The assurnptionsfor pension cost purposes are:

December 31,2002 December 31,2001
Discount rate 6.75% 7.25% .
Rate of return on assets 8.75% 900%
Salary increase rate Age-graded scale Age-graded scale
averaging 4.75% averaging 4.75%

Assumptionsused to determinestatutory contribution limitsmust be reasonabletaking into account the
experienceof the plan and reasonable expectations. Thediscount rate used to determinethenormal cost
and actuarial accrued liability is based on the long-term expectedreturn on assets. The currentliability
interest rate must be within the permissiblerange asissued by thel RS The Job Creation and Worker
Assstance Act of 2002 incrcascd the high end of the permissible range Of the current liability interest
ratefor the 2002 and 2003 planyears, from 105%to 120% of thefour-year weighted averageof 30-year
U.S. Treasurybond yields. That range and assumptionsfor contribution purposesare:

July 9,2002 July 1 ,2001

Discount rate for normal cost and

actuarial accrued liability - --- - 9.00% . 9.00%

Current liability interest rate:

» Permissible range 5.10% 10 6.80% 5.22% to 6.09%

» Selectedrate 6.80% 6.09%

Salary increase rate Age-graded scale Age-gradedscale .
averaging 5.00% averaging 5.00%

American Water Works, November 2003



KAW_R__AGKYDR1#75_attachment_062504
Page 6 of 79

MS-3

Demographic Assumptions

Thecost of providing plan benefits depends on demographicfactorssuch as retirement, mortdity, and
turnover. Demographic assumptionsused in the va uationwere salected to reflect the experience of the
covered population and reasonableexpectations. | f actua experienceis more favorablethan assumed,
future plan costswill be lower. Alternatively, if actual experienceislessfavorablethan assumed, future
plan costswill be higher. The demographic assumptions have not changed sincethe prior vauation.
American Water Works Company, Inc. had 4,176 active participantscovered under this pensionplan as
of July 1,2002 versus 3,916 for the prior year. Covered payroll increased 13% from the privr yedr.
The average compensation increase for the participantswho remained active since July 1,2002 was
about 4.2%.

Assets

Infiscal 2002, the fund recorded a(7.6)% investment return (net of expenses), while the capital markets
performed asfollows:

Large equities

[S&P 500] (22.10)%

Intermediate/small equities

[Russell 2500} (17.80)%
. Non-U.S. equities

[EAFE] (15.66)%

Bonds

[LehrnanBrothers Aggregate] 10.25%

Cash equivalents

[Salomon Brothers 90- Day T-Bili] 1.70%

Towers Perrin

American Water Works, November 2003
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Plan Changes

The Economic Growthand Tax Relief Reconciliation Act of 2001 became effectivefor planyears
beginning 2002. Changesincludeincreasesin the statutory limits on plan earnings and maximum
benefitspayablefrom quaified plans. These changeswerereflected in the pension cost for 2002 and in
the valuation as of July 1,2002 for contribution purposes.

Special Events

American divestedits New England operationsin asaleto Aquarion that closed on April 25,2002. The
effect of that divestiturewas recognized pro rata i n the pension cost for 2002. It wasreflectedin the
vauation as of July 1,2002 for contributions.

American acquired certain operations of Citizens as of January 15,2002. Active employeesjoined the
Americanpension plan as of theclosng dateof the purchase. No assetsor liabilitiesweretransferred
from Citizens. Thisacquisitionvas reflected in the vauation as of January 1,2002 for pension cost. It
was reflected in the valuation as of July 1, 2002 for cuniributions.

EffectiveJanuary 1,2003 theassetsand liabilities associated with the Northwest IndianaWater
Company Retirement Plan weretransferred into the American pension plan. Future benefit accrualsfor
these participants were changed to reflect the American plan provisions. This merger wasfirst reflected
in theJuly 1,2002 valuationfor contributions on apro retabasisand the January 1,2003 valuationfor

pension cost.

American Water Works November 2003
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FAS 87 Pension Cost and Funded Position

Pension cost istheamount recognizedin American Water's financia statement as the cogt of the
pension plan and isdetermined in accordance With Financial Accounting Standard No. 87. Thefiscal
2003 pensioncost for the plan is$32,628,436, or 15.2% of covered pay.

Under FAS 87,'an important measure of funded position isa comparison of thefair valueof assats (FV)
to theaccumulated benefit obligation (ABO). The ABO isthepresent value of accumulated benefits
based on serviceand pay as of the measurement date. AW’s balance sheet must reflect a minimum
liability equal to the unfunded ABO for the pension plan with afunded percentage(fair value of assets
divided by ABO) under 100%. To the extent that the ni ni numliability exceedstheaccrued pension
cogt, an additiond liability is recorded together with an offsettingintangibleasset and/or areductionin
sharendlders equity (accumulated other comprehensveincome).

The January 1,2003 val uation results shown on the 2002 year-end disclosure indicatean additional
ni ni numliability of $12,841,044 and areduction in shareholders equity of $10,383,647.

Theplan's ABOfunded percentageis 81.2% as of January 1,2003, based onthefair value of assets of
$270,546,409 and an ABO of $333,173,499.

Change in Pension Cost and Funded Position
o The pension cost increased from $17,370,000 in fiscal 2002 to $32,628,000in fiscal 2003 because:

»  Expected changes, based on theprior year's assumptions and methods, expiration of the transition
asset and expiration of amortization periodsfor plan changes, theprior year's plan provisions,
partially offset by the divestiture of New England Operations, increased the pension cost $1,748,000.

e Noninvestment experienceincreased t he pension cost $1,013,000.

» Thereturnonthefair valueof plan assetswas(7.6)% in fiscal 2002. Thi S increased the pension cost
$7,368,000.

e Thechangein discount rateincreased the pension cost $4,314,000.
¢ Thechangein the expected return in assets rateincreased the pension cost $683,000.

» Themerger of Northwest Indiana Water Company increased pension cost $132,000.

The ABO funded percentagedecreased from 105.9% to 81.2% primarily because of thelower than
expected return on fair valueof assets and the effect of thelower discount rate.

Towers Perrin

American Water Works November 2003
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History o Pension Cest and Funded Position
Thefollowing charts show thehistory of the plan's pension cost and ABO funded position:

History of'Pension Cost
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Hstory of Pension Cast and ABO Funded Status

Fiscal Accumulated Fair value of Discount
Year Pension cost benefit obligation assets rate
2003" $ 32,628,436 $ 333,173,499 $ 270,546,409 6.75%
2002 17,369,5081 270,079,382 286,100,0209 7.25
2001 10,763,520 216,855,338 275,711,520 7.50
2000 3,421,166 364,880,330 495,480,432 8.00
1999 6,205,643 390,659,797 464,849,794 6.75

C IRxflects the Northwest Indiana Water Company pension plan ner ger and full effect oft he divestiture of
the New England Operations.

(2) Reflectsthe NE transfers, the Citizens acquisition and the divestiture of New England Operations on a
prorata basis.

(3) Reflectsthe NEI transfers.

(4) Reflectsthe settlementwith First Allmerica Financial Services as of August 25, 2000.

Towers Perrin
American Water Vdr ks, November 2003
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Employer Contributions and ERISA Funded Position

AmericanWater's funding policy isto contributean amount equa to the minimum required contribution
under ERISA. American Water may increaseits contribution abovethe minimum if appropriateto itstax

and cash position and the plan's funded position. For 2002, the minimum required contributionis
$12,432,374. Themaximum deductiblecontributionunder the Internal Revenue Code is$12,432,374.

Thefunded position, on acontributionbad's, ismeasured by comparing the actuarial valueof assetswith
theactuaria accrued liability (AAL). Theactuaria vaue of assetsisa smoothed va uethat recognizes
investment gainsand lossesover time. The AAL isthefunding target, under EFUSA, onwhichthe
employer contributionlimits are based. Asthe funded percentagefor a plan approachesor exceeds
100%. contributionsto the plan may be regtricted.

Theplan’s funded percentage (actuarial value of assetsdivided by AAL) is109.3% as of July 1,2002,
This percentageisbased on an actuarial vaueof assetsof $315,635,049 and an AAL of $288,890,229.

Changein Contribution Requirements and Funded Position

The nirni numrequired contributionincreased from $0 in 2001 to $12,432,374 in 2002 dueto lower than
expected asst returns. The declinein assetsover the past few yearsresulted in an unfunded position for
the plan on amarket vauebasis. The plan no longer is considered fully funded and contributionsare

once again required.

The AAL funded percentage decreased from 120.4% at July 1,2001 to 109.3% &t July 1,2002 onan
actuarial asset value basiswhilethe funded percentageon amarket value bas's decreased from 110.0%

1091.0% over thesame period.

American Water Works,November 2003
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History d ERISA Funded Position
The following chart showsthe history of the actuariat accrued liability and the actuarial value of assets.

History of Actuarial Accrued Liability and Actuarial Value of Assets
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o e History of ERISA Funded Position
Actuarial
accrued Actuarialvalue AAL funded Discount
Year liability . of assets percentage rate
2002 $ 288,890,229 $ 315,635,049 109.3% 8.00%
2001 265,802,556 319,920,187* 120.4 9.00
2000 420,625,142 482,781,216 1124 8.50
1909 411,188,634 456,068,456 110.@ 8.50
1998 383,451,870 426,608,560 111.3 8.50

Reflects the Frgt Alimerica annuity purchaseand the transfers from former NEI plans. Also reflects
the changesin the actuarial cost method and the asset snoothing method.

Quarterly contributionsfor the 2003 plan year are not required based on this year's vauation results
sincethecurrent liability funded status exceeds 100%.

diwers Perrin

American Water Works, Novemnber 2003
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Actuarial Certification

American Water Works Company, Inc. retained TowersPerrin to perform avaluation of its pensionplan
fa thepurposeof determining(1) itspensioncost in accordance with FAS 87 and (2) theminimum
required and maximum tax-deductiblecontributionsin accordance with ERISA and alowed by the
Internal Revenue Code. Thisvaluationhas been conducted in accordance with generally accepted
actuarial principles and practices.

The consulting actuaries are membersof the Society of Actuariesand other professional actuaria
organizations and meet their " Genera Qudiification Standard for Prescribed Statementsof Actuarid
Opinions" relating to pension plans.

In preparing theresults presented in this report, we haverdied uponinformationprovidedto us
regardingplan provisions, plan participants, and plan assets. Whilethe scopeof our engagement did not
call for usto performan audit or independent verificationaf thisinformation, we have reviewedthis
information for reasonablenessbut have not audited it. The accuracy of the results presentedinthis
report is dependent upon the accuracy and completenessof the underlying information.

Theactuarial assumptionsand the accounting policiesand methodsemployed in the development of the
pension cost havebeen selected by theplan sponsor, with the concurrence of Towers Perrin. FAS 87
requiresthat each significant assumption “individually represent the best estimate of a particular future
event."

Theactuarial assumptionsand methodsemployed in the development of the contribution Hmits have
been sel ected by Towers Perrin, with the concurrence of theplan sponsor. The Internal Revenue Code e
requiresthe useof assumptions "each of whichis reasonable(taking into account the experience of the
plan and reasonableexpectations)" and *"which, in combination, offer the actuary's best estimate of
anticipated experienceunder theplan.”

The resultsshownin thisreport are reasonable actuaria results. However, adifferent set of resultscould
a0 beconsidered reasonableactuaria results, sincethe Actuaria Standardsof Practicedescribea
""best-estimaterange’ for each assumption, rethert han a single best-estimatevalue. Thus, reasonable
resultsdiffering from those presented in this report could have been devel oped by sdlecting different

pointswithin the best-estimaterangesfor various assumptions.

Theinformation contained in thisreport was prepared for theinternal use of American Water Works
Company, Inc. and itsauditor sin connection with our actuarial valuation of the pension plan. It isnot
intended nor necessarily suitablefor other purposes. Further distributionto, or use by, other partiesof all
or part of thisreport isexpresdy prohibited without Towers Perrin’s prior written consent.

Lo /. &l Copteheal Vg

William J. Willi FSA, MAAA, EA CynthiaC. King, FSA, MAAA, EA

TowersPerrin

November 2003 o

American Water Works, November 2003
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Asset Values

Asset Values for Calculating
Pension Cost

Fair value, excluding
contributionsreceivable:

» As of January 1,2002
» Contributions
Aquarion spin-off

*» Northwest Indiana transfer receivableas of
December 31,2002

» Disbursements
Investment return
e As of January 1,2003
» Rate of return
Market-relatedvalue:
m As of January 1,2002
» AsofJanuary 1,2003
e Rate of return
Asset Values for Calculating Employer
Contributions

Market value, including
contributionsreceivable:

4 AsofJuly1,2001
» Contributions

® Aquarion spin-off
» Disbursements

» Investment return
» AsofJuly1,2002
» Rate ofreturn
Actuarial value:

2 As of July 1, 2001
» As of July 1, 2002

*» Rate of return

> Rate of return (assuming rnid-year cash flow)

for Schedule B of Form 5500

Towers Lerrin

$ 286,100,020
6,150,000
(10,340,644)

14,476,701
(4,591,784)
(21 ,247,.884)
$ 270,546,409
(7.6)%

$ 286,100,020
270,546,409
(7.6)%

$ 292,277,678
0
(10,114,042)
(4,503,012)
_[(14,631,416)
$ 263,029,208
(5.1)%

$ 319,920,187 -

315,635,049
3.3%

3.3%

American Water Works, November 2003
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Basic Resultsfor Pension Cost

Servi ce Cost

Obligations
Accumulated benefit obligation [ABO}:

Participants currently receiving
benefits

Deferred inactive participants
e Active participants

Total ABO
Obligation due to future salary increases

Projected benefit obligation {PBO]

Assets

Fair value [FV]

Unrecognized investment losses (gains)
Market-related value

Funded Position

Unfunded PBO

Minimum liability [ABO — FV, minimum
zero]

Key Economic Assumptions
Discountrate

Rate of return on assets

Sdary increaserate

American Water Works, November 2003

January 1 ,2003

$ 18,984,540

$ 60,165,886
30,874,746

242132 867
$ 333,173,499
117,915,600

$ 451,089,099

$ 270,546,409

- 0
$ 270,546,409

$ 180,542,690

62,627,090

6.75%

8.75%
Age-graded
scale averaging
4.75%

January 1,2002

§ 15,862,597

$ 26,819,618
24,794,790

218,464,974

$ 270,079,382
99,667,344
$ 369746726

$ 286,100,020
0

$ 288,100,020

$ 83,646,706

0

1.25%
9.00%

Age-graded
scale averaging

4.75%
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Development of Prepaid (Accrued)
Pension Cost as of Decenber 31,

2002

Prepaid (accrued) pension cost,
as of December 31,2001

Change during fiscal 2002:
e Income (cost) recognized
» Employer contributions

Effect of curtailments, settlements,
and termination benefits

» Divestiture of New England
Operations

Merger of Northwest Indiana Water
Company

Prepaid (accrued) pension cost,
as of December 31,2002

Reconciliation of Funded Status

Fundedstatus [FV - PBO]
Unrecognizednet actuarialloss (gain)
Unrecognizedprior service cost (credit)
Unrecognized transition obligation (asset)

Prepaid (accrued) pension cost

Bal ance Sheet Effects
Prepaid pension cost

Accrued pension cost

Additional minimum liability

Intangible asset

Accumulated other comprehensiveincome

Balance sheet effect

Fiscal 2002

$ (39,395,285)

(17,369,508)
6,150,000

0

1,923,795

—(1.095,048)

$ (49,786,046)

January 1,2003

$ (180,542,690)
128,304,100
2,457,397

(4,853)

$ (49,786,046)

$ 0
(49,786,046)
(12,841,041)

2,457,397

10,383,647

$ (49,786,046)

January 1, 2002

$ (83,646,706)
42,921,392

. 2,697,613
(1,367,614)

$ (39,395,285)

$ 0
(39,395,285)

0

0

0

$. (39,395,285)

The accumulated other comprehensive income has not been tax effected. Any tax effect should be

separately recognized.

Towers Perrin

American Water Works, Navember 2003
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Pension Cost

Fiscal 2003 Fiscal 2002

Pension Cost
Service cost $ 18,884,540 $ 15,862,597
Interest cost 31,505,447 27,191,066
Expectedreturn on assets (23,924,127} (25,042,045)
Amortization:
» Transition obligation (asset) (4,853) (1,362,761)
> Prior service cost (credit) 318,729 306,101

Net loss (gain) 5,748,700 414550
Pension cost $ 32,628436 $ 17,369,508
Percentof covered pay 15.2% 8.8%
Per active participant $ 7,813 $ 4176
Changein Pension Cost

$ 17,370,000 .

Pension cost for fiscal 2002
Change from fiscal 2002 to fiscal 2003:

e Expected based on prior valuation
including full reflection of the New
England Operations divestiture 1,748,000

» Loss (gain) from noninvestment

experience 1,013,000
» Loss (gain) from asset experience 7,368,000
» Change in discount rate 4,314,000
» Changein expectedreturn on assets
rate 683,000
» Plan amendments 0
» Merger of Northwest Indiana Water
Coinpany 132,000
$ 32,628,000

Pension cost for fiscal 2003

American Water Works, November 2003
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Present Value of Accumulated Plan Benefitsfor FRS 35

July 1, 2002

Actuarial Present Val ue of
Accunul at ed Plan Benefits
Vested benefits:
e Participants currently receiving

benefits $ 40,361,788
¢ Other participants 166,395,868
e Total vested benefits $ 208,757,656
Nonvested benefits _ 8/467,079
Total accumulated benefits $ 215,224,735
Market value of assets 263,029,208
Key Assumptions
Interestrate 9.00%
Average retirementage 62
103302

distinct rates)

Changein Actuarial Present Value of
Accumulated Plan Benefits

Actuarial present value of accumulated plan
benefits as of July 1,2001

Change from 2001 to 2002:

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

» Interet dueto decreasein the discount period
» Benefits paid

» Assumption changes

» _ Planamendments

» Divestiture of New England Operations

Actuarial present value of accumulated plan
benefits as of July 1,2002

Towers Perrin

July 1, 2001

$ 22,977,204
164,659,960
$ 187,637,164
8,236,408

$ 195,873,572
292,277,678

9.00%

62

1983 GAM
Table (sex
distinct rates)

$ 195,873,572

13,692,153
17,473,312
(3,527,296)
0

. 32,623

{8.319.629)

$ 215,224,735

American Water Works, November 2003
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Basic Results for Employer Contributions

Normal Cost and Liabilities
Normal cost
Actuarialaccrued liability [AAL]
Current liability [CL]:
» Selectedinterestrate

Highest allowable interest rate

Assets
Market value

Unrecognized investment
| 0sses (gains)

Actuarial value [AV]

Funded Position

Unfunded actuarial accrued liability
[AAL — AV]

AAL funded percentage
[AV = AAL]

CL funded percentage:
» Selectedinterestrate
Highest allowable interest rate

K ey Economic Assumptions

Discount rate for normal cost and
actuarial accrued liability

Currentliability interestrate:
Salary increaserate

July 1, 2002+

$ 11,755,395
288,890,229

294,866,061
294,866,061

$ 263,029,208

52,605,841

$ 315,635,049

$ (26,744,820)

109.3%

107.0%
107.0%

9.00%
6.80%

Age-graded scale

averaging 5.00%

July 1 ,2001

$ 10,771,470
265,802,556

305,125,322
305,125,322

$ 292,277,678

27,642,509

$ 319,920,187

$ (54,117,631)

120.4%

104.9%
104.9%

9.00%
6.09%

Age-graded scale

averaging 5.00%

*  Allvalues are as of July 1; 2002 and therefore do not reflect the merger of the Northwest Indiana
Pension Plan except for normal cost which includes a pro rata portion of the merged plan.

American Water Works, November 2003
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Minimum Required Employer Contribution

July 1 ,2002 July 1, 2001
Minimum Requi red Employer
Contribution
Normal cost $ 11,755,395 $ 10,771,470
Amortization amounts 0 0
Interest adjustments 1,057,986 969,432
Additional funding charge o] 1]
Credit balance with interest (364,657) (346,889)
Minimum required contributionbefore full
funding limit $ 12,448,724 $ 11,394,013
Minimum required contributionafter
full funding limit* 12,432,374 0

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

Schedul e of Required Minimum
Employer Contributions

October 15 3 0 $ 0
January 15 (following) 0 0
Aprit 15 (following) 0 0
July 15 (following) 0 0
March 15 (following) 12,432,374 0

Quarterly contributionsfor the 2003 plan year are not required since the plan's current liability funded
status exceeds 100% for the 2002 plan year.

As of January 1, 2003, the Northwest Indiana Water Company Retirement Plan was merged into
the AW Pension Plan. As of June 30,2003, a full funding credit of $15,624 attributableto the

" Northwest Indiana plan was included for thedeterminationof the minimum contribution
requirement.

Towers Perrin

American Water Works, November 2003
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Maximum Deductible Employer Contribution

July 1, 2002 July 1,2001
Maximum Deductible Employer
Contribution
Maximum deductible contribution before
adjustments $ 12,276,674 $ 11,249,728
Allowable deduction, the greatest of:
¢ Maximum deductible contribution
after full funding limit* 12,261,674 0
» Contributionnecessaryto satisfy
minimum funding standards 12,432,374 0
Contribution necessary to fund 100%
of current liability 0 0
12,432,374 0

Maximum deductible contribution

The timing of this deduction may be affected by the uniform capitalization rules. Deductlbllity of
contributions to a defined contribution plan maintainedfor the same employees may be affectedby the o

25% of pay limitation for defined benefit and defined contribution plans combined.

The maximum deductible contribution depends on the selected current liability interestrate. The
permissible range for the current liability interest rate for the plan year beginning July 1,2002 is 5.10%
t0 6.80%. In the above fable, the contribution necessary to fund 100% of current liability iS$0, which is
based on a currentliability interest rate of 6.80%. At the lowest interest rate of 5.10%, the maximum
deductible contributionfor the pensionplan on a stand alone basis would be $103,602,428. This does
not reflect the 25% of pay combined plan limitation. Pleasenote that depending on the current liability

interestrate selected additional requirements nay apply.

As of January 1,2003 the Northwest Indiana Water Company Retirement Plan was merged into the
AW pension plan. As of June 30, 2003, a full funding credit of $15,000 attributableto the Northwest
Indiana plan was includedin the determination of the maximum tax deductible contribution.

A meriran Water Warke Novamher 200013
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Actuarial Assumptions and Methods

- Pension Cost Contributions
Econom ¢ Assumptions
Discount rate 6.75% 9.00%
Return on assets 8.75% NIA
Current lighility:
e Selected interest rate NIA 6.80%
» Highest allowableinterest
rate NIA 6.80%
Annud rates o increase in:
Compensation
Sample rates:
Age % Increase % Increase
25 6.35% 6.60%
35 4.95% 5.20%
Q 40 4.65% 4.90%
45 4.45% 4.70%
55 4.15% 4.40%
Average rate 4.75% 5. 00%
a FutureSocial Security wage
bases 4.25% 4.50%
Indexed limitson .
compensation and benefits 3.75% N/A
Demographic Assumptions
Mortdity For healthy participants, 1983 GAM Table. Ratesvary by age

and gender.

For disabled participants, select and ultimate mortdity rates
from the PBGC disabled mortdlity for Social Security
recipients.

TowersPerrin

American Water Works, November 2003
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Termination Rates varying by age
Sample rates:
Age Rate
25 .060
b .030
40 .020
45 .015
55 .000
Disability 50% of 1987 CGEDT (shown below)
Sample annualrates of disablement:
Age Mde Ferale
25 .0004 .0006
35 .00086 .0012
40 .0010 .0015
45 .0018 , 0023
55 .0059 .0053
Retirement Rates varying by age averaging 62; terminated vested

Form of payment

Administrative expenses

Percent married
Spouse age
Valuation compensation

Maximum benefit

American Water Works, November 2003

participants, age 65

Age Rate Age Rate
55 .05 63 40
56 .02 4 A0
57 .02 65 .80
58 .02 66 .10
50 .02 67 .30
60 .05 68 .30
61 .4 69 .10
62 .60 70 1.00

Life annuity. Normai cost and actuarialaccrued liability have
been increasedby . 2%for the two-year "popup® provision.

$115, 000is added to the plan's normal cost.
90% males, 60% females, assumed married.
Wife three years younger than husband

For accounting purposes: annualizedrate of pay on prior July
1 plus the target incentive award

For contribution purposes: the annualrate of pay as of July 1
plusthetarget incentive award

Annual rates of pay are increased 3% for houdy and salaried-
nonexempt employees to approximatetotal company
overtime.

For contributionpurposes: $160, 000for 2002, payable at age
62.
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Maximum pensionable
earnings

M ethods
Pension cost:
1+ Measurement date

»  Service cost and projected
benefit obligation

»  Market-related value d
assets

Amortization d
unrecognized amounts:

- Transitionobligation
(asset)

- Prior service cost
(credit)

= Net loss (gain)

Contributions:;
»  Valuafion date

»  Normal cost and actuarial
accrued liability

o Actuarid valued assets

Towers Perrin

For accounting purposes. $160,000for 2003 (with other
changes enacted by EGTRAA), increasing with inflation.

For contribution purposes: $200,000for 2002

For accounting purposes: $200,000for 2003, increasing with
inflation.

January 1, 2003
Projected unit credit

Fair value

Trangtion obligation (asset) at the initid adoption d FAS87 is
amortized on a straight-line basis over the average future
working lifetimeas d thedate d adoption, or 15 years, if
longer.-

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

Net loss (gain) in excess.of 10% o thegreater of the PBOor
the market-related value d assets isamortized on a straight-
line basls over the expected average remaining service o
active participants.

July 1, 2002 ,
Projected unit credit

Beginning July 1, 2001, a preliminary actuaria value o assets
as d the valuation date isdetermined asthe market value of
assets as d the valuation date | ess the following percentage
applied to investment gains (1osses) from previous years:

80%for the year ending on the valuation date

60% for the previous year
40%for the second previousyear
= 20%for the third previous year

The preliminary actuaria value isthen adjusted to be withina
corridor o 80%to 120%d the market value.

American Water Works November 2003
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Funding palicy

Benefits Not Val ued

The company's funding palicy isto contribute an amount at
least equal toihe minimum required contribution under
ERISA. American Water Works may increase its contribution
abovethe minimum, if appropriateto itstax and cash postion

and the plan's funded status.

All benefitsdescribed in the Plan Provisions section o this
report were valued. Towers Perrin has reviewed
documentation provided by American Water Works and is not
aware d any sgnificant benefits that were not valued.

Change in Assumptions and Methods Since Prior Valuation

Pension cost

Contributions

Data Sources

Thediscount ratefor benefit obligationswas changed from
7.25% 10 6.75%. The expected rate o return on assetswas
chianged from 9.00%1t08. 5%

The current ligbility interest rate was changed from 6.09%to
6.80%, which iswithin the permissible range.

Towers Perrin used asset data supplied by thetrustee and the company. Assets dueto be
transferred for theformer NE plans, as well as assets due to be spun df for the divestitured
New England operations, were determined in accordance with Internal Revenue rulesfor
spinoffs/mergers. American Water Works furnished participant data as d July 1, 2002. In
addition, accrued pension costs werefurnished as d December 31, 2002. Data were reviewed
for reasonableness and consistency. Towers Perrin is not aware d any errorsor omissionsin
the data that would have a significanteffect on the results o our calculations.

American Water Warks, November 2003
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Participant Data

Active

Number

Average age

Average past service
Average future service
Covered compensation:
» Total

» Average

Deferred Inactive
Number

Average age

Annual benefits:

e Total

» Average

Currently Recei vi ng Benefits

Number
Average age
Annual benefits:
» Total

e -Average

Total Participants Included in

Valuation

Number

duly 1, 2002+

4,176
45.3
15.6
14.5

$ 214,251,932
51,306

1,277
47.0

$ 8,954,821
7,012

261
61.0

$ 4156491
15,925

5714

July 1, 2001

3,916
45.6
16.4
14.3

$ 190,008,146
48,521

1,048*
46.1

$ 7,260,766
6,928

144
61.0

$ 2,359,326
16,384

5,108

* Does notinclude NorthwestIndiana Water Company participants who transferredinto this plan at

January 1,2003.

** Does not include NEI participants who transferredinto this plan as of July 1, 2001.

Towers Perrin

American Water Works, November 2003
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Analysis of Inactive Participant Data

Deferred Inactive
Average annual

Age last birthday Number Annual benefit benefit
<50 819 $ 5,388,495 $6.,578
50-54 219 2,113,934 8,653
55-=59 146 1,053,326 7,215
60— 64 79 341,901 4,328
> 64 __ 14 57,165 4,083
Total 1277 8,954,821 $ 7,012

Currently Receiving

Benefits
Average annual
Age Jast birthday Number Annual benefit benefit
<55 19 $ 136,255 $ 7171
55- 59 79 1,109,023 14,038
6064 127 "2,495,873 19,653 .
85— 69 31 357,531 11,533
70-74 3 48,480 16,160
75-=79 1 7,268 7,268
80-84 1 2,061 2,061
> 84 0 0 0
Total 261* $4,156,491 $15,925

*  The average nunba of years of sarvicefor individuelswho retired betwean Jul'y 1, 2001
and July 1,2002 was 26.39 yeers.

American Water Works, November 2003
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Plan Provisions

Plan Provisions as o July 1,2002

1. EffectiveDae July 1, 1952. Mot recent anendmenteffectiveJuly 1,2003.
2. Definitions:

@ AverageSocia Security WegeBase: Average of themaximum amountssubject to Social
Security taxationfor the year of retirement or termination and the nine preceding years.

(b) Eamings: Total compensationfor servicespad as an annua saary or asan hourly wage plus
annual incentive awards paid in cash during the period, subject to a maximumamount as set

forthin theTax Reform Act of 1986.

(c) Einal AverageEarnings: The highest averagemonthly Earningsduring the 60 consecutive
monthsof the final 120 months (or lesser period of employment) precedingtermination from .
employmentor retirement. ,

(d) Year of Service:

() For periodsprior to thefirst anniversary.of employment after July 1,1975: A Year of
Serviceiscredited for each year of continuous service during whichtheemployee's
customary employment was for morethan 1,000 hours per year, subject to the

followingexceptions:

(8 CdiforniaAmerican Water Company: Only continuousserviceaccrued
beginning December 28, 1970 is credited for the purpose of determiningthe

amount of benefitspayableunder the Plan (in additionto any prior plan
benefits).

(b) Wed Virpinia Weter Company and Yardley Water Company: Only service
accrued beginning December 1, 1970 iscredited for the purposeof determining
theamount of benefitsaccrued under thePlan (in additionto any prior plan
benefits). Servicefor igibility purposesand for the scheduleof early
retirement factorsismeasured from the original date of hire,

(i)  For periodsheginning on or after thefirst anniversary of employment after July 1,
1975: In generd, a Y ear of Serviceis credifed for-each 1Z-month period conimencing
on the cmployec's anniversary date of employment during which theemployee
completes 1,000 hours of service. For the purpose of determining

American Wate Works, November 2003
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the amount of benefitsof any participant (other than a part-time employee) who
completesat least 1,000 but fewer than 2,080 hours of serviceinthis 12-month
period. the participant is credited with the fraction of a Year of Servicedetermined by
dividing hisactua hoursof service by 2,080. Thefollowing exceptions apply:

(@) Hershey Water Company: Employeeson April 19,1977 who were vested in
benefits accrued under the prior plan receive credit only for servicebeginning
April 19, 1977.

(b) Pekin Water Comuanv: Nonunion participantswho were members of the prior
plan get creditfor al serviceless any prior plan benefit. Other nonunion
employeesget credit for periodsof service beginning January 1,1982. Union
employees serviceis credited for periodsbeginning April 1, 1982 for the
purposesof determiningthe amount of benefits payable under thePlan (in
addition to any prior plan benefits).

(¢) Sevmour Water Company: Only service accrued beginningMarch 16,1982 is
credited for the purposeof determiningthe amount of benefits payable under

the Plan (in additionto any prior plan benefits).

(d) NewMexico-American: All serviceiscredited, including periodsbeforethe
August 1,1986 acquisition. Theprior plan benefitisa minimum.

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

(f) Brownsville Water Company: Only service accrued beginning July 2, 1990is
credited for the purpose of determining the amount of benefits payable under

the Plan (in additionto any prior plan benefits).

(g) CadliforniaWater Comuanv: Only serviceaccrued beginning July 2,1990 is
credited for-the purpose of determiningthe amount of benefits payable under
the Plan (in additionto any prior plan benefits).

(h) Avatar Utilitiesinc: Only service accrued beginning September 1, 1993is

credited for the purpose of determining the amount of benefits payableunder
the Plan (in additionto any prior plan benefits).

Towers Perrin

American Water Works, November 2003
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(i) PGEnergy: Only serviceaccrued beginning February 16,1996 iscreditedfor s
the purposeof determiningthe amount of benefitsaccrued under the Plan (in
additionto any prior plan benefits). Servicefor dligibility and vesting purposes
and for the schedule of early retirement factorsis measuredframtheorigina
dateof hire.

0] United Water Resources, Inc.: Dates of acquisition are shown below:

L ocation Dae

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

@ Nonunionemplovees: Servicefor digibility purposesand for the schedule.
of early retirement factorsis measured fromthe original date of hire.

Servicefor benefit accrual is measured from thedate of acquisition.

(i) Unionemplovees: Servicefor al purposesis measured from theoriginal
date of hire. All benefitsare determined under the United Waterworks
Plan f or mul ain effect on the date of acquisition.

k) Ci ' ity: nl'y serviceaccrued beginningMarch 23,2001
is credited for thepurposeof determining the amount of benefitsaccrued under
thePlan. Servicefor eligibility to participate, vesting and early retirement
digibility ismeasured fromthe origina date of hire.

@) CitizensUtilitiesCompanies: ly service accrued beginning January 15,2002
is credited for the purpose of determining theamount of benefits payableunder
thePlan. Servicefor digibility and vesting purposeand for the schedul eof
early retirementfactorsis measured from the original dateof hire.

3. Eligibility for Participation: Each employeecommencesparticipationon thefirst day of the
calendar month next following completion of one Year of Service.

4. Bendfits

(&) Normal Retirement Benefit:

Normal retirement date The first day of the calendar month next following the

[
0 participant'so5th birthday.

(i) Basic monthly benefit: Thesum of (A) or (B) below:

American Water Works, November 2003
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e (Al) For servicebefore July 1,2001 for American Water Works employees(other
than former NEI plan participants), the larger of (1) or (2) below:

(1) Thesumof (a) plus (&) plus{c):

(@ 185%of Fina AverageEarnings notin excessof the Average
Socia Security Wage Base multiplied by Y ears of Serviceupto 25

years.

(b) 210%of Final AverageEarningsin excessof the Average Social
Security Wage Base multipiied by Yearsof Service upto 25 years.

(c) 0.70% of Fina Average Earningsmulltiplied by Y earsof Servicein
excessof 25 years.

) The benefit accrued under thePlan formula as of June 30,1989.

(A2) For servicebeforeJuly 1,2001 for former nonunion NEI participants, the
benefit formulain effect under the provisionsof theformer NEI plans using the

Final AverageEarningsdescribed in2{c) above.

(B) Forserviceon or after July 1,2001 sumof (1) + (2)+ (3):

. (1) 1.6% of Final Average Earningsnot in excess of the Average Social
Security Wage Base multiplied by Y earsof Serviceup to 25 years*

2) 2.1% (1.6% for Union Associatesand former nonunionNEI participants
and new participantsafter July 1,2001) of Final Average Earningsin
excessof the Average Social Security Wage Base multiplied by Y earsof

Serviceup to 25 years."

(3) 1.6% of Fina Average Earningsmultiplied by Years of Servicein excess
of 25 years*

*  Thethreshold of 25 years of serviceisbased on total service, including
Y earsof Servicecredited prior to July 1,2001

Lowers Perrvin

American Water Works, November 2003
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In addition to the above amounts, benefitsare payable under prior plansthat have °
been merged into this Plan: for the Pekin, Seymour, Cdifornia-American, West
VirginiaWater Companiesand the Indiana-AmericanTerre Haute Plan, the

Brownsville Water Company, CdiforniaWater Company, Avatar UtilitiesInc. and

PG Energy. Also, any benefitspayablethrough a purchased annuity are subtracted

from the above amounts (under Metropolitan contracts #153 and #369).

(b) EarlyRetirement Benefit:

(i) Early retirement date:

¢ For American Water Works employess, former . Louis County employeesand
Long Idand employess, thefirst day of any month on whichtheemployee electsto
retire providedthat:

@ theparticipant has attained age 55, and
(b) thesumof theindividua'sage and Y earsof Servicetotasat least 70.

»  For former employeesof Northwest Indianaprior to July 1,2001, thefirst day of any
month on which theemployeedectsto retireprovided that the participant has
attained age 55 and completed five Yearsof Service. .

¢ Forformeremployeesof Northern Illinoisprior to July 1,2001, thefirst day of any
month on which the employeeé ectsto retire provided that the employeehas attained

agess.

(i) Basicmonthly benefit: Thebenefit as in (a)(ii) above based upon Earnings and Years
of Serviceto the dateof early retirement, multiplied by the appropriatefactorsfrom
the Schedule of Early Retirement Factorscontained in the Plan document. For
benefitsattributableto serviceprior to July 1,2001 under the former NEI plans
provisions, the applicableearly retirement factorsare those attributableto theformer

plans.
(iii) Supplemental Early Retirement Income: For Long Idand employeeshired prior to

July 1,2001 who retireand whoseage plusserviceat retirementisat least 90 points,
benefit is $100 per month reduced by 5% for each point below 90. Thisbenefitis

payableuntil age 65.
(© Veded Bendfit:

() Elgibility: Completion of fiveYearsof Service.

American Water Works, November 2003
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@) Basicmonthly benefit: The benefit asin (2)(ii) or (b)(ii), whicheveris applicable,
based upon Earningsand Yearsof Serviceto dateof termination.

(d) Disability Benefit:

(i) Disabilitv retirement date: Thefirst day of the seventh month followingthe
submission of evidenceof permanent disability, provided that theemployeehas
completed 10 Y ears of Service and qualifiesfor disability benefitsfrom the Socid

Security Administration.

(i) Basicmonthly benefit: (8) plusany frozen benefit payable under theprior plans for
former employees of Pekin Water Company, Seymour Water Company and West

VirginiaWater Company:

the benefit accrued under section (4)(a)(ii) based on Earningsand Y earsof
Service a the date of disability without reduction for early commencement.

(@ Preretirement Death Benefit:

(i) Eligibility: Monthly benefitsunder (ii) depend on the status of the participant as
follows:

. (@ All employeeseligiblefor early retirement as of the date of death, provided the
employeei s married or has designated a contingent annuitant.

() All mamed employees not eligiblefor early retirement with at least 10 Y earsof
Serviceon the date of death,

(© All married active employeesnot eligiblefor early retirement with at leastfive
Y ears of Servicebut less than 100n the date of death and all married former
employeeswho had completed at |east five Y ears of Service but werenot
eligible for Early Retirement at termination and have not begun to receive
retirement benefits.

(i) Monthly benefit:

The benefit that would have been payableto theemployeeif the participant hed
retired early on the date of death and elected to receive a 100% contingent

annui ty.

Towers Perrin

American Water Works, November 2003
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(b) An immediate benefit, based on theamount that would have been payableto the ‘
employee had the employeeretired on the date of death and eected toreceivea
100% contingent annuity. Such benefit will be based upon the Early Retirement
Factor for theemployed's age a death (or, if greater, age 55) and the number of
Yearsof Serviceat death. Such benefit will aso bebased upon the 100%
Contingent Annuity Factor for the employee's age at death (or, if greater, age
55) with a spouse's age that bearsthe same relation as to that at degth.

(© A deferred benefit, based on 50%of the amount that would have been payable
to the participant had he survived to age 55 and el ected a 50% contingent
annuity. Such benefit will be based upon the Early Retirement Factor and the

50% Contingent Annuity Factor for an employeeage 55, thenumber of Years
of Servicecompleted at death or termination, and the spouse'sthen attained age.

@) Duration of benefit: Monthly benefits are payableduring thelifetimeof thesurvivor.

) Specid Prior Plan Preretirement Desth Bendfits:

(i) CdiforniaAmerican Water Works: All former employees not eligible for early
retirement on the date of death will receivethe amount of their accumulated

contributionswithinterest.

Gi) West VirginiaWater Works: All former employeesnot eligiblefor early retirement
on thedate of death will havethe accrued frozen benefit without reduction payable

for 10 years.

5.  For mof Retirement and Disability Benefits;

(@ Normal Form:

(i) Mariedparticipants: 50% contingent annui ty (with two-year "pop-up), with
monthly payment equal to the actuarial equivalent of the basi c benefit.

(i) Singleparticipants: Lifeannuity, Wh monthly payment equal to the basic benefit.

(iiiy  Forformer employees of Pekin Water Company, Seymour Water Company and West
VirginiaWater Company, 10 years certain and continuous annuitiesare payablewith

regard to amounts duefrom prior plan.

AmericanWater Works November 2003
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(b) Qptional Forms: Lifeannuity; 100%, 66 2/3% or 50% contingent annuity (with two-year
“pop-up”); and 5-year, 10-year, or 15 year* certain and continuousannuity.

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

*  EffectiveJanuary 1,2002.

Changesin Plan ProvisionsS nce Prior Y ear

Asof January 1,2003, the plan was mended to include employeesof Northwest | ndianaWater
Company. Benefits attributableto servicebefore January 1,2003 are based on the former plan's
provisions, while benefitsearned after January 1,2003 are based an American's benefit provisions.
This changewas recognized on apro rata basisfor ERISA funding purposesin the July 1,2002
valuation. In addition, current year changesint he Internal Revenue Code naxi numon benefits and

earningswere reflected.

Towers Perrin

American Water Works, November 2003
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Glossary d Selected Terms

Actuarial Accrued Liability — Thecost dlocated to years prior tothe valuation date under the plan's
funding method (contributionbasis).

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

(pensioncost basis).

Accrued/Prepaid Penson Cost — Cumulativeemployer contributions|essthan/in excess of penson cost
(pensioncost beds).

Actuariad Assst Vaue— A smoothed value of assets, used in caculating the plan's contributions
(contributionbess).

Current Liability Rate— The interest rate used to calculate the current liability. Therateisdetermined
by theIRS (contribution basis).

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

Discount Rate— Theinterest rate used to adjust liabilitiesand obligationsfor thetime val ueof money. .
Itisusedin caculating the servicecost and benefit obligations(pension cost basis).

Expected Rete of Return— The assumption astot he rate of return on plan assetsreflectingtheaverage
long-termrate of ear ni ngs cxpected on the funds invested (‘pension cost basis).

Full Funding Limitation— A plan contributioni snot required, nor isit deductible, if either:

(i) theplan's expected assetsexceed the plan's expected actuarid accrued liability at theend of the
year, or

(i) theplan's expected assetsexceed 165% of the expected current liability at the end of the year,
Funded Status— A comparison of the plan's assetsand liabilitiesat a particular pointin time.

Gainar Loss— A changeinthe val ue of the proj ect ed benefit obligation, actuarial accrued liability or
plan assetsresulti ngfrom experiencedifferent from that assumed. On the pension cost basis, achange

inthesevauesarising from a changein actuarial assumptions iSalso considered a gain or 103s.

American Water Works, November 2003
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- Y
W Market Vaueof Assets— Thevaueof assetsreported by thetrustee, adjusted for plan recelvablesand
payables.

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

M aximum DeductibleContribution— The largest amount the plan sponsor may contribute to the plan
and deduct for tax purposes without incurringapenally.

M easurement Date— The date as of which assetsand obligationsare measured in determining pension
cost.

Minimum Reguired Contribution— The-smallest amount the plan sponsor may contributeto the plan
without incurringa penalty.

Normal Cost — Thecost allocatedtothe current year by the plan's funding method (contribution basis).

Proiected Benefit Obligation (PBO) — The present value of benefitsearned by participantsprior to the
measurement date. The benefits are based on the employee's projected compensation{pension cost

besis).

Service Cost — The present value of benefitsearned by employeesduri ng the year covered by this
valuation. The benefitsare based on the employee's projected compensation (pension cost basis).

Vauation Date— Thedate as of whichassetsand liabilities are measured.

10% Comdor — Gainsor lossesthat, in the aggregate, areless than 10% of the greater of the projected
benefit obligationor the plan's market-related val ue of assets may be excluded from the determination of

pension cos.

Towers Pervin

American Water Works November 2003
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Financial Results

Thisreport suramarizes thefinancial results for American Water Works Company, Ine.’s Retiree
WdfarePlan based on actuarial valuationsas of January 1, 2003 and January 1, 2002.

January 1, 2003 January 1, 2002
FAS 1086 Postretirement
Welfare Cost*
Amount $ 24,314,174 $ 18,283,524
Per active participant 6,226 4,732
FAS 106 Funded Position*
Accumulated postretirement
benefit obligation JAPBO] $ 270,629,183 $ 236,023,333
Fair value d assets [FV] 132,108,702 139,871,228
APBO funded percentage
[FV + APBO] 48.8% 50.3%
Accrued Postretirement
Benefit Cost $ 13,090,625 $ 13,108,666
Employer Contributions
Funding policy $ 24,314,174 $ 18,283,524
Estimated maximum tax-deductible '
limit*' 39,391,000 38,620,000
Expected benefit payments and
expenses, net of participant contributions . 11,655,579 10,103,011

* All resultsare shown based on FAS 106 beforeapplicationd purchaseaccounting dueto
the safe of American Water Warksto RWE.

" Estimated based on January 1 asset S— should be redetermined at December 31. Actual
maximum tax-deductible limit cannot b e determined until end of year.

=+ Actual tax-deductible fimit far 2002 tax year was $39,100,000.

Towers Perrin
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Highlights

Economic Assumptions

Thediscount ratefor pogtretirement welfare cost purposesistherate a which the pogtretirement
obligation could bc effectively settled. This rate iSbased on high-grade bond yi el ds, after
allowingfor call and default risk. Thefollowing bond yieldswere consider ed in the selection of

economic assumptions

December 31,2002 December 31, 2001

30-year Treasury 4.76% 5.48%
Moody's Aaa 6.09% 6.61%
Moody's Aa 6.52% 7.08%

The assumed rate of return on assetsfor postretirement welfarecost purposesisthe weighted
aver ageof expected long-term asset return assumptions, net of taxes. The compensationincrease
rateisalong-term ratebased on current expectationsof future compensationincreases The
assumptionsfor podretirement welfare cogt purposesare

January 1, 2003 January 9,2002
Discount rate for obligations 6.75% 725%
Rate of return on assets {pre-tax) 8.75% 9.00%
Assumedtax rate on
investmentincome — VEBA* 38.00% 38.00%
Rate of return on assets (after-tax) 8.40% 8.30%
Average compensationincreaserate 4.75% 4.75%

" Assumedto apply to 10% and 20% d assets expected to beinvested in a taxable medical
trust (for non-bargaining employees) for fiscal years beginning January 1,2003 and
January 1, 2002, respectively.
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@ Assumptions used to determinethe statutory contributionlimitsmust bereasonable, takinginto
account the experienceof the plan and reasonableexpectations. Thediscount rate usad to
determine normal cogt and present value of projected benefitsis based on thelong-term expected
return on assets, net of taxes. The assumptionsfor contribution purposes are:
January 1, 2003 January | ,2002
Discount ratefor normal cost and
present value d projected benefits:
» Bargaining medical and life
insurance 8.50% 8.50%
Non-bargaining medicd 5.25% 5.25%
Average compensation increase rate 4.75% T 4.75%

Towers Perrin
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Health Care cost Trend Rate Assumptions

Hedlth care cost trend rateisthe assumed rateof increasein per capita health care charges. Ttis
disclosedin American Water Works financia statements.

Asreported by the TowersPerrin Hedlth Care Cost Survey, trend rates have historically shown a
cyclical pattern, risnginsomeyears and falling in others, and have been sensitiveto aplan's
demographics, mix of benefitsoffered and utilization of procedures. In recent years, planswith
large HMO populations have experienced significantly greater trend than those without, as
demonstrated in the grgph below:

25% -

20%

15% -

10%4 Cnaa
5% | S,

0%

1983 1994 1935° 1986 1997 1998 1999 2000 2001 2002 2003

e PLE-88 WithHMOs = Pre-65without HMOs === Post-65with HMOs ~ ~ .* Post-65 without HMOs

Inadditionto HM O experience, thehealth carc cost trendsvary considerably from planto plan
largely driven by thelevel of exposureto prescriptiondr ug increases, rapidly rising hospital unit o
costs, and increasing demand for expensive diagnostic tests.
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Therange d plan results reportedin the 2003 Hedth Care Survey was:
Medicare Medicare
Pre-65with  Pre-65without digible digible
HMOs HMOs with HMOs  without HMOs
25" percentile % 7% 10% 6%
50" percentile 15% 13% 15% 14%
75" percentile 21% 20% 24% 20%
The hedlth carecost trend assumptions used in the valuation are;
January 1,2003 January I ,2002
Under Age 65 Under Age 65
age 65 and over age 65 and over
Health Car e Cost Trend
2002 trend N/A N/A 10.0% 10. 0%
2003 trend 9. % 9. 0% 9.0% 9 0%
Ultimatet rend 5. 0% 5 0% 5% 5 0%
Y ear ultimate reached 2007 2007 2007 2007

Theassumed per capitacosts arethe expected annual per person cash costs of the medical plan,
beforereflectingparticipant contributions.

The per capitacosts usad in the 2002 and 2003 valuations are;

Under age 65 Age 88 and over
Employee Spouse  Employee Spouse
Managed ChoicePlan:
2002 assumed per capita cost $6,435  $6,435 $2,458 2,458
» Assumed trend to 2003 10.0% 10. % 10. % 10. %
» 2003 expected per capita cost $7,079 $7,079 $2,704 $2,704
e 2003 assumed per capita cost 6,972 6,972 2,847 2, 847

Towers Perrin
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Demographic Assumptions @

Thecogt of providing plan benefitsdepends on demographicfactorssuch asretirement,
mortality, turnover and pl an participation. Demographicassumptionsused in the valuationwere
selected toreflect the experienceof the covered popul ation and reasonable expectations. If actua
experienceismore favorablethan assumed, plan costswill be lower. Alternatively, if actual
experienceis lessfavorablethan assumed, future plan costswill be higher. The demographic
assumptions have NOt changed sincethe prior valuation.

Assets

In theyear ended December 31,2002, the plan's portfolio redized a(6.6)% investmentreturn
(net of expenses and taxes), while the capital markets performed asfollows:

December 31,2002

Large equities
[S&P 500] (22.10)%

intermediate/small equities

[Russell 2500] {17.80)%
Non-U S equities
[ EAFE] (15.66)% .
Bonds
[Lehman Brother sAggfegate] 10.25%
Cash equivalents
1.70%

[Salomon Brothers 90-Day T-Bill]

Changesin BenefitsValued

Effective with the January 1,2003 valuation, all non-bargainingact i ve participants of theLong
Iland Water Corporation Retiree Wdfare Plan and the St. L ouisCounty Water Company
Retiree Welfare Al an and their associated obligationsweretransferred into the American Water

Works Company, Inc. Retiree Welfare Plan.
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FAS 106 Postretirement Welfare Cost and Funded Position

Postretirement welfarecost is the amount recognized in American Water Works fi nanci a
statement as the cost of pogtretirement welfareplansand is determinedin accordancewith
Financid Accounting Standard No.106. Thefiscal 2003 postretirement welfare cost for theplanis

$24,314,174, or $6,226 per active participant.
Funded position, on aFAS 106 basis, ismeasured by comparingthefair vaue of assets(FV)

with the accumulated postretirement benefit obligation( APBQ . The APBO isthe portionof the
totd present valueof projected benefitsallocated to prior yews as of the measurement date.

Theplan's funded percentageis 48.8% as of January 1,2003, based on the fair value of assetsof
$132,108,702 and an APBO of $270,629,183.

Change in Postretirement Welfare Cost and Funded Position

Thepostretirement welfare cost increased from $18,283,524 infiscal 2002 to $24,314,174 in

fiscal 2003 because:

» Expected changesbased on prior year's assumptions, methods, plan provisionsand
contributionsincreased the postretirement welfare cost $323,713.

» Noninvestment experienceand the changesin the claims experienceincreased the
postretirement welfarecost $1,816,772.

Thereturn onthefair vaue of plan assets was (6.6)% in fiscal 2002, whichincreased the
postretirementwelfare cost $1,884,100.

Assumption changes (decreasein discount rate; increasein after-tax rate of return) increased
the postretirementwelfare cost $1,664,251.

Thetransfer of the non-bargainingactive participantsfrom Long Idand and S. Louis
increased the postretirement welfare cost $341,814.

Thefunded percentagedecr eased from 59.3% to 48.8% primarily dueto the lesst han expected
asset return and the decreasein discount rate.

Tonwers Pervin
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History of Postretirement Welfare Cost and Funded Position

Thefollowing chartsshow the history of the plan's postretirementwelfarecost and funded
position.

Postretifement Welfare Cost

$ inMillions

$25-

1999 2000 2001 - 2002 2003

Accumuiated Postretirement Benefit Obligation and Fair Value of Assets

$ in Miilions

$300+

$2604

§200

$180

$100+

$560

1999 2000 2001 2002 2003

B Accumulated Postretirement Benefit Obligation OFairyaue of Assets
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Fiscd
year
2003

2002

2000
1989

History d Postretirement Welfare Cost
and APBO Funded Per centage

Podretirement
wdfarecost

$ 24,314,174
18, 283, 524
16, 847, 667
14, 503, 712
17, 429, 797

APBO

$270, 629, 183
236,023,333

210, 614, 803
179, 196, 299
190, 990, 974

Fair value of
assets

$ 132, 108, 702
139, 871, 228
137,452, 719
135, 011, 029
108, 118, 333

Discount

rafe
6. /5%
7.5
7.50
8.00
6.75

Tinwers Perrin
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Employer Contributions

Employer contributionsaretheamountspaid by American Water Works to providefor
posiretirement benefits, net of participantcontributions. For 2002, employer contributions of

$18,283,524 were equal to expected contributionsof $18,283,524.
American Water Works funding policy iSsto contributean amount equal to the podiretirement
welfar eaccounting cost not to exceed the maximum tax-deductiblelimit. American Water
Works may change its contribution if appropriatetoitstax and cash positionand theplan's
funded position. For 2003, the contribution under thefunding policy is$24,314,174. The
maximum tax-deductible contribution limit under the Internal Revenue Codeisedimated to be

$39,391,000. Egtimated benefit paymentsfor 2003 are$l 1,655,579.

Page 52 of 79
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Actuarial Certification

American Water Works Company, Inc., retained TowersPerrin to perform ava uationof its
postretirement welfare benefit plan for the purpose of determining (1) its postretirementwelfare
codt in accordancewith FAS 106 and (2) t he maximum tax-deductible contribution alowed by
the Internal RevenueCode. Thisvauation has been conductedin accordance with generdly
acoepted actuarial principlesand practices.

The consulting actuaries are members of the Society of Actuariesand other professiona actuarial
organizationsand meet the™ Generd Qualification Standard for Public Statementsof Actuarial
Opinion'* relatingto thepodtretirement welfare plans.

In preparingtheresults presented in thisreport, we have relied upon information provided to us
regarding plan provisions, plan participants, and plan assets. Whilet he scopeof our engagement
did not call for usto perform an audit or independent verification of this information, wehave
reviewed this information for reasonablenessbut have not audited it. The accuracy of theresults
presented in this report i s dependent upon the accuracy and compl etenessof the underlying
information.

The actuarial assumptionsand theaccounting policiesand methods employedin the
development of the postretirementwel farecost have been selected by the plan sponsor, with the
concurrenceof TowersPerrin. FAS 106 requiresthat each significantassumption™'individually
represent the best estimate of a particular future evert.”

Theactuarial assumptionsand methods employed in the development of the contribution limits
have been selected by Towers Perrin, with the concurrence of the plan sponsor. Thelnternd
Revenue Coderequires the use of reasonableassumptions.

Theresultsshownin thisreport are reasonableactuarial results. However, adifferent set of
resultscould also be consdered reasonable actuarial results, sincethe Actuaria Standardsof
Practice describe a “best-estimate range™ for each assumption, rather than asingle best-estimate
value. Thus, reasonabler esultsdiffering from those presented in thisreport could have been
developed by selecting different pointswithin the best-estimaterangesfor variousassumptions.

Theinformation contained in thisreport wasprepared for the internal useof American Water
Worksand itsauditorsin connectionwith our actuarial valuation of the postretirementwelfare

plans. It is not intended nor necessarily suitablefor other purposes. Further distribution to, or use
by, other partiesof al or part of thisreport isexpressy prohibited without Towers-Perrin’s prior

written consent. .
Wﬂz C kg o‘( oA bﬁww-/"“
Cynthia C. King, FSA, MAAA, EA LaurenF. Levine, ASA, MAAA

TowersPerin

November 2003
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Asset Values

Asset Val ues for Calculating
Postretirement Welfare Cost

Fair value, excluding contributions
receivable:

» As of January 1,2002

» Employer contributions

» Participant contributions

» Disbursements including expenses
» Investmentreturn, net of taxes
v Aguarion Divestiture

» Asof January 1,2003

» Rate of retum
Market-relatedvalue:

> As of January 1,2002

» AsofJanuary 1, 2003

» Rate of return

Asset Valuesfor Calculating
Employer Contributions

Actuarial value:

» As of January 1,2002
As of January 1,2003

» Rate of retum

Towers Perrvin

I ncl udes $1,118, 031 from Citizens acquisition.

$ 139,871,228*
18,283,524
987,874
(12,402,087)
(9,380,195)
 (5.251,662)
$ 132,108,702
(6.6)%

$ 139,871,228~
132,108,702
(6.6)%

$ 139,871,228*
132,108,702
(6.6)%
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Asset Values for Determining Employer Contributions — By Trust °

VEBA VEBA
Bargaining Nonbar gaining VEBA
Medical Medical Life Insurance
Market valug
» As d January 1, 2002 $ 111,845,641* $ 14,581,446* $ 13,444,141
» Totalcontributions 19,271,398 0 4]
Disbursements (5,462,848) (5,273,555) {(1.665,68686)
Investment return, ’
net of taxes (8,537,302} 161,232 (1,004,125)
e Aquarion Divestiture (4,446,002} _{310.281) {495,379)
» As of January 1, 2003 112,670,888 9,158,842 10,278,971
» Rate of retumn (7.3)% 1.4% (8.1)%
Actuarial value:
e As of January 1,2002 $ 111,845, 641* $ 14,581,446* $ 13,444,141
As of January 1,2003 112,670,889 9,158,842 10,278,971
(7.3)% 14% (8.1)%

Rate of return

*  Includes Citizens acquigtion.
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Unrecognized investmentlosses (gains)

Market-related value

Q * includes Citizens acquisition.

Towers Pevrin

—8
$ 132,108,702

SI-3
o Basic Results for Postretirement Welfare Cost
January 4,2003 January 1, 2002*

Service Cost
Medical $ 8,972,268 $ 7,777,945
Life insurance 155,923 137,313
Total $ 9,128,191 $ 7915258
Accumulated Postretirement
Benefit Obligation [APBO]
Medical:
» Current retirees $ 102,481,162 $ 90,831,245
»  Other participantsfully digible

for benefits 5,491,308 5,177,525
» Other active participants 144,405,680 127,139,608
» Total $252,378.150 $223.148.378
Life insurance:
» Currentretirees $ 15,191,125 $ 9,714,948
»  Other participants fully eligible

for benefits 237,005 433,689

Other active participants 2,822 903 2.726.318
» Total $ 18.251.033 $ 12,874,955
All bendfits
» Currentretirees $117,672,287 $ 100,546,193

Other participants fully eligible

for benefits 5,728,313 5611214
» Other active partidpants 147,228,583 129,865,926

Totai $ 270,629,183 $ 238,023,333
Assets
Fair value [FV] $ 132,108,702 $ 139,871,228 -

—— 0
$ 139.871.228
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Key Economic Assumptions

Discount rate

Average compensationincreaserate
Rate of return on assets, pre-tax
Assumed tax rate on VEBA assets*
Weighted averagerate, after-tax

Health care cost trend rate,
under age 65:

First year
Ultimate
» Year ultimate reached

Health care cost trend rate,
age 65 and over:

First year
Ultimate
» Year ultimate reached

*  Assumed to apply to 10% and 20% of assets expected to be invested in a taxable medical trust (for

January 1, 2003

8.75%
4.75%
8.75%
38.00%
8.40%

8.00%
5.00%
2007

8.00%
5.00%
2007

January |, 2052

7.25%
4.75%
8.00%
38.00%
8.30%

10.00%
5.00%
2007

10.00%
5.00%
2007

non-bargainingemployees)fa fiscal years beginning January 1, 2003 and January 1,2002,

respectively.
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Development of Prepaid (Accrued)
Postretirement Benefit Cost
as of December 31,2002

Prepaid (accrued) postretirement benefit
cost as of December 31, 2001

Changes during fiscal 2002:
Income (cost) recognized
» Employer contributions

Net adjustments due to transfer of Long

Island and St. Louis non-bargaining
active participants and Aquarion
divestiture

Prepaid (accrued) postretirement benefit
cost as of December 31,2002

Reconciliation of
Funded Status

Funded status [FV — APBO]
Unrecognizedtransition obligation
Unrecognizednet actuarialloss (gain)
Unrecognized prior service cost (credit)

Prepaid (accrued) postretirement
benefit cost

Effect  Changein Health Care
Cost Trend Rate

One-percentage-pointincrease:
Sum of service cost and interest cost
APBO

One-percentage-point decrease:

+ Sum of service cost and interest cost

» APBO

Towers Perrin

January 1 ,2003

$ (138,520,481)
54,495,446
70,934,410

0

$ (13,090,625)

$ 4,767,438
37,617,585

- (3,820,439)
(30,811,381)

Fiscal 2002

$ (13,108,666)

(18,283,524)
18,283,524

18,041

$ (13,000,625)

January 1, 2002

$ (96,152,105)
59,671,588
23,371,851

0

$ (13,108,666)

$ 4,220,093
32,334,866

(3,403,423)
(26,600,636)
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Postretirement Welfare Cost

Postretirement Welfare Cost

Service cost

Interest cost

Expected return on assets

Amortization:

» Unrecognizedtransitionobligation

» Unrecognized net loss (gain)

» Unrecognized prior service cost (credit)

Postretirement welfare cost prior to sale of
New England operations

Adjustmentfor sale of New England
Qperations

Postretirement welfare cost after sale of
New England operations

Per active participant

Change in Postr etirement Welfare
Cost

Postretirementwelfare cost for fiscal 2002
Change fromfiscal 2002 to fiscal 2003:

» Expectedbased on prior valuation

» Loss (gain) from noninvestment and
claims experience

» Loss (gain) from asset experience
Assumption changes

e Long Island and St Louis non-
bargaining active participanttransfers

" Postretirement welfare cost for fiscal 2003

Fiscal 2003

$ 9,128,191
18,496,670
(11,661,018)

5,449,645
2,900,786
0

$ 24,314,174
N/A

$ 24,314,174
$ 6,226

$ 18,283,524

323,713

1,818,772
1,884,100
1,664,251

341,814

$24.314,174

Fiscal 2002

$ 7,915,258
17,325,722
(11,968,876)

5,440,564
0
0

$ 18,712,668

(429,144)

$ 18,283,524
$ 4,732
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Actuarial Present Value of Benefit Gbligation for SOP 92-6

Actuarial Present Value of
Benefit Obligation

Participants currently receiving benefits
Other fully eligible participants

Other participants

Total

Fair value of assets

Effect'on obligation of one-percentage-point
increase in health care cost trendrate

Changein Actuarial Present
Value of Benefit Obligation

Actuarial present value of benefit obligation
as of Decenber 31,2001

Change from 2001to 2002:

Additional benefits accumulated
(including the effect of noninvestment
experience)

Effect of time value d money
» Benefits paid
» Assumptionchanges

» Effect of Citizens acquisition and
Aquarion divestiture

« Effect of Long lsland and St. Louis non-
bargaining active participant transfer
Changes in benefits valued

Actuarial present value of benefit obligation
as of December 31,2002

Excludes the effect .of the Citizens acquisition.

Towers Perrin

December 31, 2002

December 31,2005

$ 117,672,287 $ 99,049,799
5,728,313 5,188,274
147,228,583 129,865,926
$ 270,629,183 $ 234,103,999*
132,108,702 138,753,197°
37.617.585 31,285,048
$ 234,103,099
11,680,086
16,584,210
(10,903,328)
22,697,434
(5,875,488)
2,142,270
)
$ 270,629,183
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Change in Ptan Assets

Fair value of plan assets as of
$ 138,753,197

December 31,2001:
» Actual return on plan assets . (9,380,195)
Employer contributions 18,283,524
» Particpant contributions 987,874
Disbur sements (12,402,067)
» Effect of Aquarion divestiture and
Citizens acquisition . (4,133631)
Far value of plan assets as of
$ 132,108,702

December 31,2002

The key actuarial assumptions used for SOP 92-6(as amended by SOP 01-2) calculationsarethe
same asthose used to determinethe pogtretirement welfarecost and are shown in the Actuarial
Assumptionsand Methods section.
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Basic Results for Employer Contributions

January 9,2003 January 1,2002

Present Value of Projected Benefits

Medical — Bargaining

$ 137,208,540

$ 133,589,911

Medical — Non-bargaining 95,492,578 84,195,145
Life Insurance 18.241.630 12,159,571

Total

Assets

Medical — Bargaining:

$248,942,748

$ 112, 670, 889

$ 229,944 627

$ 111,845,641

e Fair value
e Employer contributionsreceivable 0 0
Unrecognized investment losses (gains) N/IA N/A
Actuarial value [AV] 112, 670, 889 111,845,641
Medical -— Non-bargaining:
> Fair value $ 9, 158, 842 $ 14,581,448
Employer contributions receivable 0 0
« Unrecognizedinvestmentlosses (gains) NA N/A
Actuarial value{Av] 9,158,842 14,581,446
Life Insurance:
» Farvalue $ 10,278,971 $ 13,444,141
¢ Employer contributionsreceivabte 0 0
¢ Unrecognized investmentlosses (gains) N/A N/A
e Actuarial value JAV] 10,278,971 13,444,141
Total:
Fair value $ 132,108,702 $ 139,871,228
e Employer contributionsreceivable 0 0
» Unrecognized investment losses (gains) N/A N/A
132,108,702 139,871,228

Actuarial value JAV]

TowearsPerrin
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Key Economic Assumptions

Discount ratefor present value d projected
benefits*.

Assumedtax rate
Average salary increase rate
Heaith care cod trend rate:
» Fird year

Ultimate

Year ultimate reached

8.50/5.25%
38.00%
4.75%

9.0%
5.0%
2007

* Interest ratefar life insurance VEBA and for bargaining medical VEBA is 8.5% . The 5.25% interest
rate for the non-bargainingMedical VEBA is ret of applicabletaxes.
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e Estimated Maximum Tax-Deductible Employer Contribution —

VEBA

Non-bkargaining Life Insurance

VEBA VEBA
Estimated Maximum Tax-
Deductibfe Employer Contribution
Qualified direct costs* $ 5,898,000 $ 1,259,000
Permitted addition to qualified asset
account** 11,730,000 1,358,000
Estimatedinvestmentincome (468,000) (916,000)
Estimated participant contri buti ons (547, 000) ___ {78,000}
Estimated maximum tax-deducfible
employer contribution fimit § 16,613,000 $ 1,624,000
. * The estimated amount of bendfits and expenses paid from the trust in the current year

**  Normal cost plus change in incurred-but-unpaid claims reserve

Estimated Maximum Tax~
Dcductibfe

Employer Contribution —
Bargaining VEBA

Estimatedpresent value of projected
benefits at December 31,2003 $ 142,763,000
Estimated actuarial value of assets at

{121,609.000)

December 31, 2003

Unfundedpresent value (minimum of $0) $ 21,154,000
Estimated maximum fax-deductible

contribution $ 21,154,000
Notes:

— There is no minimum employer contribution to the trusts required by the IRS.

Key employees and retirees who were key employees are not funded through the trusts and,
therefore, are excludedfrom the calculations.

6 — To be tax-deductible in the indicated fiscal year, employer contributions must be made prior to the

end of the fiscal year.
The maximum tax-deductible contributions cannot be finalized until the end of the year.

Towers Perrin
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Expected Benefits and Admiinistrative Expenses

January 1,2003 January 1,2002

Medical

Gross disbursements $ 11,702,036 $ 10,238,131
Participant contributions 1,202,421 960,875
Net disbursements $ 10,499,615 $ 9,275,256
Lifei nsurance

@G oss disbursements $ 1,234,331 877,458
Participant contributions 78,367 49,703
Net disbursements $ 1,155,964 $§ 827,755
Total

Gross disbursements $ 12,936,367 $11,113,589

Participant contributions
Net disbursements

1,280,788

$ 11.655.579

1,010,578

$ 10,103,011
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Actuarial Assumptions and Methods
Enpl oyer
FAS 406 Cost Contributions
Economic Assumptions
Discount rate:
Pre-tax 6.75% N/A
After-tax NIA 8.5%/5.25%"
Return on plan assets, pre-tax 8.75%
Effective tax rate on VEBA assets 38.00% N/A
Weighted average rate of return, after-tax** 8.40% N/A
Annual compensation increase rate Age-relatedrates, Age-related rates,
averaging 4.75%

{for projection of life insurance benefits) averaging 4.75%

¢ 5.25% interest rate is net of tax and is applicableto non-bargaining medical VEBA only.
** Assumes that 10% of assets will be investedin a taxable medicaltrust (for non-bargaining

employees)

Medical Benefit Assumptions
Average per capita claims cost*

Age Retiree Dependent
4044 N/A $4,004
45-49 N/A 4,525
50-54 N/A 5,246
55-59 $6, 327 6,327
60-64 7,648 7,648
65-69 2,426 2,426
70-74 2,715 2,715
75-79 3041 3,041
80-84 3,331 3,331
>85 3,452 3,452

Includes cost for dental coverage. Per capita costs for retirees 65 or older represent costs of

Supplernental Plan net of Medicare benefits. Surviving dependent costs are assumed to equal
retiree costs. Former PG&W employees are valued using the same average per capita claims

costs as other American Water Works Company, Inc. retirees.

Administrative expenses Included in per capita costs

Towers Perrin
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Health care cost trend rate
(covered charges):

Medical costs under age 65

» Medical costs age 65 and over
Medical plan trend rate:
o Benefit costs under age 65

» Benefit costs age 65 and over
Participant contribution trend rate

Postretirement
Welfare Cost

9.00% in 2003 reducing 1.00%
per year for four years, reaching
5.00% in 2007 and after

Same as under age 65

9.00% in 2003 reducing 1.00%
per year forfour years, reaching
5 0% in 2007 and after

Same as under age 65

Same as applicable medical
plan trend rate

Employer
Contributions

Same*

Same'

Same*

Same*
Same*

For setting contributionsto the non-bargaining medical VEBA, no trendis assumed for the per
capita costs and the retiree cost-sharing amounts.
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Demographic and Other Assumptions

Mortality:
Healthy

o Disabled

Termination

Disability

Retirement

Per cent married
Spouses age

Participation

Towers Perrin

1983 Group Annuity Mortality Table (male and female)
PBGC Disability Mortality Table

Rates varying by age
Representativerates:

Age Rate
25 .060
35 .030
40 .020
45 015
55 .000

50% of 1987 CGDT, Ratesvarying by age and gender

Representative rates:

Age Male  Female
25 0004  .0006
35 .0006 0012
40 0010 0015
45 .0018 0023
55 .0059 .0053

Ratesvary by age, averageage 62.
Age Rate Age Rate

55 05 61
56 02 62
57 .02 63
58 .02 64
59 02 65
60 .05 66
Current Retirees

Basd on valuation census
data
Based on valuation census
data

Based on valuation census
data

.04
.60
.40
40
80
A0

Age Rate
67 30
68 .30
69 .10
70 1.00

Future Retirees
90%of males; 60% of females

Wife three year Syounger than
husband

100%
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Met hods
Postretirement welfare cost:

> Servicé cost and APBO

» Market-related value of
assets

» Development of claims cost

Employer contributions:

Normal cost and present
value of projected benefits

» Actuarial value of assets
e Developmentof claims cost

Benefits Not Valued

Postretirementwelfare
Contributions

Projected unit credit actuarial cost method, allocatedfrom the
valuation date on or after date of hire to full eligibility date (age 62

or earlier retirement age)
Fair value as reported by company

Average medical plan claims per person were developed based
upon a review of actual claims experiencefor 1999, 2000, 2001
and nine nont hs of 2002. The average claims costs were
adjustedto reflect (i) medical trend (through the valuation date)
and expenses, (ii)hange from paid claims toincurred claims, {ii)
differences in expected claims between the medical plans, (iv}
plan design changes and (v) age-specific patterns expected based
upon plan census information and standard claims distribution

tables.

Aggregate cost method for non-bargaining medical and life
insurance VEBAs. For bargaining medical VEBA, the account limit
is set equal to the present value of all future benefits.

Fair vaiue as reported by me trustee .
Same as for postretirementwelfare cost

None
Benefits for key employees and life insurance benefits in excess of
DEFRA fimits (generally $50,000) were not valued.

Change in Methods and Assumptions Since Prior Valuation

Postretirement welfare

Employer contributions

Data Sour ces

The discount rate for benefit obligations changed from 7.25% to
0.75%; the rate of.-return on assets was changed from 9.00% to
8.75%; the assumed percentage of total retiree welfare assets
expected to be invested in a taxable medicaltrust for non-
bargaining employeeswas changed from 20%to 10%

None

Towers Perrin used asset data supplied by the trustee. The conpany furnished the claims cost data,
as well as the accrued postretirementbenefits cost as of December 31, 2002. Data were reviewed for

reasonableness and consistency, but no audit was performed. We are not aware of any errors or
omissions IN the data that would have a significant effect on the results of our calculations.
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@ Participant Data
January 4, 2003 January I, 2002
Active
Number:
» Fully eigiblefor benefits 87 73
» Other ‘ 3.838 3791
Total 3,905 3,864
Averageage 46.1 45.9
Aver age past service 1" e w7
Aver age future service:
To full eligibility age 14.667 14.833
» To expected retirement 15.124 15.258
Currently Receiving Benefits
Retired participants and surviving spouses:
»  Nunber:
= Underage65 382 340
= Age65andover _1.440 21,640
- Total 1,822 1,980
» Averageage 747 747
Dependent s:
»  Number:
= Underage65 351 365
= Age65andover __ 857 197
- Totd 1,208 1,162
703 69.8

» Averageage

Includes al non-bargaining active participantsof the Long Idand Water Cor poration Retiree Welfare
Plan and the St. Louis County Water Company Retiree Welfare Plan.

Tiwers Perrin
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Plan Provisions

Medical and Dental Benefits

Highility

Dependent dighility
Survivor dighility

LTD requirement

Retireecontributions
(medical):

» Reiress(except at Northwest

Pension retirement or long-term disability.

Pension requirement: thefirst day of any month on whi ch the
employeedectsto retire provided that:

(@ theemployeehasattained age55, and

thesum of theindividual's ageand years of service totalsat
least 70,
Employeeshired on or after January 1,2002 are not eligiblefor
thesebenefits.
Spouse and unmarried children under age 19 or afill-time student
under age23.
Eligibility can continuefor life provided that t he survivor paysthe
full premium for coverage.
10 yearsof serviceand on Social Security disability.

Indiana, St. Louisand Long Idand)

-- Basic

Under Age65: Nonefer retirementsprior to 1/1/96. The
following scheduleappliesta those who retireon or after 1/1/9:

: bt
Date Retiree  Dependent
1/1/96 $0.00 $10.00
1/1/98 0.00 10.00
1/1/99 0.00 10.00
1/1/2000 0.00 10.00
1/1/2001 500 1000
1/1/2002 7.5 2.0
1/1/2003 9.00 22.50
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- Additiond

Surviving dependents

r

Dissbleds

Northwest I ndiana Retirees

r

3. LouisRetirees

Long Idand Retirees

Y

Towers Perrin

Age 65 and Over: Nonefor retirementsprior to 1/1/2000. The
following scheduleof monthly contributions appliesto thosewho
retire on o after January 1,2000.

Monthly Contribution

Date Retiree  Dependent
1/1/2000 $5.00 $10.00
1/1/2001 10.00 2000
1/1/2002 10.00 20.00
1/1/2003 10.00 20.00

Under Age 65. For retirementson or after 8/1/93, an additional
contributionisrequired based on ageat retirement. This
contribution applies from retirement to age 65.

Ageat MonthlvContribution
retirement Retiree — Dependent
55 $100 None
56 90 None
57 80 None
58 70 None
59 60 None
60 50 None
6l 50 None
62 and 0 None
later

Age65 and Over: None.
Pays 100% of a budgeted premium. Premiums for 2003 areas
follows

Under Age 65. $324.00 per nort h.

Disabled employeespay thedependent coverage chargein effect &
thetime of disability. Thischarge isnot expected to increasefrom
that point. (For example, someonedisabled In 2003 will pay
$27.00 per month.)

Assumed to pay half of the cost of the plan.

Participant contributionsbased on age plusservice asof
January 1, 1993.

No participant contributionsrequired.
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Pre-65 beneits o
» Medicd Managed Choice
Out-of-Area
Comprehensive Out-of-
Medical Plan In-Network — _ Network
Annual $150/300 None $200/600
Deductible
(single/family)
Out-of-Pocket  $1,000/3,000  $1,000/3,000  $3,000 per
Limit person
(single/family)
Lifetime Unlimited Unlimited Unlimited
Maxi num
Office Vigits  80% afterded. 100% after 70%
$15copay
Specidist Visits 80% afterded.  100% after $15 70%
copay
Hospital 80% after ded.  90% T0% after ded.;
Inpatient , $250 per adm.
Hospital 80% after ded. 100% 70% after ded. .
Outpatient
Prescription  Retail (30-day supply): 90% generic/80% brand
Drugs name
Mail: $5 generic/$15 brand name
Asof July 1,2001, the Comprehensive Plan for dl currentand
future pre-65retireesisno longer available. All pre-65retireesare
covered under the Managed Choice Plan untess they resde out of
the service area. If they reside out of the serviceares, they are
cover ed under the out-of-area compr ehensveoption.
» Dental Plan Deductible $50/100
(single/family)
Preventive 100%, noded.
Restorativeand 80% after ded.
Major
Cdendar Y ear Maximum $1,000
Orthodontia* 50% after ded.

¥ $1,500 lifetime maximum
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Post-65 benefits Medicare Supplement Plan (MSP) coordinated with Medicareon a
modified exclusionbasis. Specificaly, MSP will cover the
following:

— Medicar e Part A deductible.
~ 80% of re asonable and customary medical/surgical charges not
covered by Medicare Part B including; but not limited to, the

following:
= Pat B deductiblesand coinsurance

Outpatient hospital expenses _
Inpatient hospital expensesnot covered by Medicare.

Covered surgica expenses
Prescription drugs are covered throughacard plan, which pays
expensesa 80% for brand name and 90% for generic.

A separate annual $150 deductible applies before M SP will
coordinatewith Medicare.

Effective December 31,2001, MedicareHVIO optionsare no
longer offered at designated locations to retireesresidingin
Pennsylvaniaand New Jersey.

Life Insurance Benefits(Basic, Optional and Supplemental)
@ CElobiliy:
» Badc Sameas medical plan.

Optiond Availableonly to participantswho choose coverageprior to
January 1, 1996; otherwise sameasmedical plan.

Availableonly to certain executives, otherwise same as medical
plan. American Water retirees prior to January 1,1997 retainthdr
prior plan provisions.

Dependent eligibility None.

Retireecontributions

»  Supplementa

» Basic None.
Optiond $8.40 per $1,000.
»  Supplementa $6.00 per $1.000.

Towers Pervin
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» Basic For retirementsprior to 2003;
1x sdary (excluding overtime) at retirement (rounded up to the
next-higher $1,000) to maximum of $50,000. Except for disabled
employees, reduced 10% per year, beginning at esrlier of first
anniversary of retirement or age 66, to a m ni numof 50% after 5
years. For retirements after 2002: $10,000.

e Optiond .5 X or 1x salary scheduled amount at retirement to maximum of
$40,000. Exceptfor disabled employees, reduced 10% per year,
beginning a earliest of first anniversary of retirement or age 66, to
aminimum of 50% after 5 years.

»  Supplemental Uptozx sdary a retirement to maximum of $80,000. Except for

disabled employees, reduced 10% per year, beginning at earliest of
first anniversary of retirement or age 66, to aminimum of 50%
after 5 years.

Changes in Plan Provisions

Effective with theJanuary 1,2003 vauation, a1l non-bargaining active participantsof theLonglsland
Water Corporation Retiree WelfarePlan and the St. L ouis County Water Company Retiree Welfare Plan .
and their associated obligationswere transferred intot he American Water Works Company, Inc. Retiree

WedfarePlan.
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American Water

Preliminary Allocation Per centages of 2004 FAS106 Cost and Retiree Contributions

Retiree Welfare Plan: Annual Valuation
Using data collected as of July I ,2003

¥ Based on assumption that 90% of active males
and 80% of active females will be married at
retirement.

** The allocationpercentagefor each companyIs
equal td the ratio of total parficipants for that
companyto iotal participants for the entire
Ametrlean system.

** The allocatlon percentage for retiree
contributions is equal {o the ratio of total
inactive parficipants for that company to total
inactive pariicipants for the entire American
system

L Tofal ]
Retireds ~ Dependents
Dependents and of Refireds  Surviving Total

COMPANY Actives ofAclives* Disableds andDisableds Spouses Parficipants

AMERICAN WATER WORKS COMPANY 7 5 3 2 17

AMERICAN WATER SERVICES(AAET, LP) 23 20 12 7 3 85

AMERICAN WATER SERVICES (Corp) 5 5 8 8 - 26

AMERICAN WATER RESOURCES 1 1 - 2
AWW SERVICE COMPANY

Voorhees 134 104 93 bl 22 424

Belleville, IL Lab (R) 35 24 1 - - 80

Hershey, PA Data Center (W} 33 27 6 3 - 69

New England(K) 1 1 - 2

Richmond, IN Data Center {H} 2 2 3 2 - ]

Waestem (L) 17 13 2 1 - 33

Haddon Heights|S 14 T 11 - - 25

Northeast Region . 14 11 1 1 - 27

Southeast Region 28 23 1. - - 52

Indiana Region 12 10 1 1 - 24

lllinois Region 25 17 - - 42

Alton. IL Call Center 25 20 - - - 45

Shared Services 110 78 1 - 190

Total AWWS 449 340 110 81 22 1,002

CALIFORNIA-AM 143 123 68 80 10 404

HAWAII-AM 19 17 36

ILLINOIS -AM 282 236 187 138 23 866

INDIANA-AM 347 288 115 B7 22 859

OWA ~/}\M 62 52 34 31 9 188

KENTUCKY - AM 134 109 -37 30 5 315

LONG ISLAND 30 25 55

MARYLAND -AM 9 8 11 11 39

MICHIGAN = AM 6 5 4 2 17

MISSOURI- AM 503 429 217 182 97 1,428

NEW JERSEY-AM 456 384 198 145 28 1,211

NEW MEXICO-AM 22 18 7 7 1 55

QHIO -AM 72 60 33 31 9 205

ARIZONA = AM 9 8 5 5 1 28

PENNSYLVANIA- AM 956 804 478 362 55 2,655

TENNESSEE-AM N 120 94 59 48 10 331

VIRGINA - AM -EASTERN DISTRICT 7 6 13

VIRGINIA-AM 77 65 33 28 10 213

WEST VIRGINIA-AM 313 265 152 133 24 887

TOTALSYSTEM 4,052 3,366 1,772 1,309 329 10,917

FAS 108 Cost

0.16%

0.60%
0.24%

0.02%

3.88%
0.55%
0.63%
0.02%
0.08%
0.30%
0.23%
0.25%
0.48%
0.22%
0.38%
0.41%
1.74%
9.17%

3.70%
0.33%
7.9%%
7.87%
172%
" 2.89%

g (]
0.36%
0.16%
13.08%
11.09%
0.50%
1.88%
0.26%
24.32%
3.03%
0.12%
1.95%
8.12%

100.00%

Allocationof

50,064

187,739
76,098

6,268

1,214,047
172,004
197,126

6,258
25,032
93,870
71,987
78,225

160,191
58,838
118,902
128,288
544,444,
2,869,282

1,157,725
108,257
2,481,267
2,462,513
£38,186

5.904.277 -

prs)
112,844
50,064
4,092,715
3,470,047
158,449
588,250
81,354
7,609,607
948,083
37,548
610,153
2,640,738

$31,289,675
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04/14/04

Allocationof

Contributions ExpectedReliree
Allocation %** FAS 406 Cost Allocation %** Confributions

0.14% 2,400
0.63% 10,801
0.46% 7,886
0.06% 1,020
5.31% 91,034
0.03% 514
0.26% 4,457
0.06% 1,029
0.14% 2,400
0.00% 1,543
0.00% 0
0.06% 1,029
0.08% 814
0.08% 1,029
0.00% o
0.00% 0
0.06% 1,029
6.10% 104,578
3.94% 67,547
0.00% 0
9.94% 170,410
8.40% 109,721
211% 36,173
2.06% 35,316
50% 5
0.63% 10,801
0.47% 2814
1417% 242,927
10.60% 181,725
0.43% 7,372
2.09% 35,831
0.31% 5315
25.56% 438,195
3.34% 57,280
0.00% 0
203% 34,802
8.83% 151,380
100.00% $1,714,383

OWE S
PERRIN
HR BERVICES

411412004
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Assumptions

Please note that these estimates are based an the same basic economic assumptions
aswere used in the December 31, 2003 disclosure, asfollows:

. Discount rate: 6.25% per year (6.75%for 2002)
. Expected annual return on assets: 8.75%for pension; 8.40% for other

postretirement benefits
= Rate of annua compensation increase: 4.75%, on average
. Hedth care cost trend rate (as specified by AW):

_Y'_e_a—r II’..Eﬂd

2004 10.0%

2005 9.0%

2006 [8.0%

2007 7.0%

2008 6.0%

2009+ 5.0%

The health care cost trend rateincreased from an initid rate in 2004 d 8%to 10%.
The ultimate rate remains at 5%



