
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

 

In the Matter of: 

 

THE JOINT PETITION OF KENTUCKY-AMERICAN ) 

WATER COMPANY, THAMES WATER AQUA  )  

HOLDINGS GMBH, RWE AKTIENGESELLSCHAFT,  )    CASE NO. 2006-00197 

THAMES WATER AQUA US HOLDINGS, INC. AND  ) 

AMERICAN WATER WORKS COMPANY, INC. FOR  ) 

APPROVAL OF A CHANGE IN CONTROL OF ) 

KENTUCKY-AMERICAN WATER COMPANY ) 

 

RESPONSE 

 

 Come RWE Aktiengesellschaft ("RWE"); Thames Water Aqua Holdings GmbH 

(“TWAH GmbH”), Thames Water Aqua US Holdings, Inc. (“TWAUSHI”); American Water 

Works Company, Inc. (“AWWC”) and Kentucky-American Water Company ("KAWC"), 

(collectively “Petitioners”), and for their response to the Commission's Order dated April 16, 

2007, state: 

1. They disagree with the Commission's conclusion that there is any possibility that 

RWE, TWAH GmbH, TWAUSHI, AWWC or KAWC failed to adequately fund AWWC's 

pension fund and other post-employment benefit plans during RWE indirect ownership of 

AWWC.1  At all times AWWC funded AWWC's pension and post-employment benefit plans as 

required in annual actuarial analyses. 

2. In full and complete compliance with ordering paragraph 3 of the Commission's 

Order of April 16, 2007, Applicants state that as of December 31, 2002 AWWC's total liability 

for pension and other post-retirement benefit plans was $843,899,000, the fair value of its plan 

assets for pension and other post-retirement benefit plans was $469,533,000 and the percentage 

of its pension and other post-retirement benefit plans that was funded was 55.6%.   

                                                 
1 Case No. 2006-00197, Order dated April 16, 2007, p. 26. 



 2 

  As of December 31, 2006, AWWC's total liability for pension and other post-

retirement benefit plans was $1,319,151,389, the fair value of its plan assets for pension and 

other post-retirement benefit plans was $859,670,344, and the percentage of its pension and other 

post-retirement benefit plans that was funded was 65.2%. 

  Because the funding level of AWWC's pension and other post-retirement benefit 

plans as of December 31, 2006 exceeds the funding level that existed on December 31, 2002, 

there is no amount of capital necessary to bring AWWC's plan assets for pension and other post-

retirement benefit plans as of December 31, 2006 to the same percentage level of funding that 

existed for AWWC's plan assets and other post-retirement benefits as of December 31, 2002.   

3. A copy of a portion of  the actuarial analysis prepared for AWWC by Towers 

Perrin for its pension and other post-retirement benefit plans as of December 31, 2002, is 

attached as Exhibit A and the same for December 31, 2006, as Exhibit B.   

4. In response to ordering paragraph 4 of the Commission's Order of April 16, 2007, 

attached as Exhibit C are the financial statements of AWWC for the year ending December 31, 

2002. 

5. Simultaneously herewith Petitioners have filed a Motion for Confidential 

Treatment pursuant to 807 KAR 5:001, Section 7, and KRS 61.870, et seq., for confidential 

treatment of AWWC's financial statements for December 31, 2006.  In addition to that motion, 

the financial statements of AWWC for December 31, 2006, are currently in draft form, have not 

been approved by AWWC's auditors because no deferred tax asset was utilized by AWWC in its 

previous statements to recognize the timing differences between book and tax balance accounts 

for impairment charges related to the acquisitions of some regulated and unregulated entities.  At 

the time of these acquisitions it was not necessary to establish a deferred tax account because 
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there was no difference in the book and tax value of the assets or liabilities acquired.  However, 

subsequent to the acquisitions, an impairment to the goodwill book account for the acquired 

assets was determined to be appropriate, creating a difference between the book and tax basis for 

the acquisitions.  This difference requires a deferred tax account on AWWC's 2004 financial 

statements and a consideration of that accounting change in determining the impairment to be 

entered upon the 2005 and 2006 statements of AWWC.   

6. Because the 2006 statements of AWWC are draft in nature, and will in all 

probability change, it would be inappropriate for the statements to be made public until they have 

been audited. 

7. The Commission has previously held that where a draft document is subject to 

change and revision, it should not be publicly disclosed or even produced in response to 

discovery.2 

  Additionally, Exhibit C attached verifies the information contained herein in 

response to ordering paragraph 3 of the Commission's Order of April 16, 2007, and no additional 

confirmation should be required. 

8. In response to ordering paragraph 2 of the Commission's Order dated April 16, 

2007, Applicants file simultaneously herewith, in counterparts, their acknowledgment, 

acceptance and agreement to be bound by the commitments set forth in Appendix A to the 

Commission's Order of April 16, 2007. 

                                                 
2 An Investigation into the Feasibility and Advisability of Kentucky-American Water Company's Proposed Solution 
to Its Water Supply Deficient, Case No. 2001-00117, Order dated October 2, 2006. 
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 WHEREFORE, Petitioners request that the financial statements of AWWC for 

December 31, 2006, remain confidential as requested in its Motion filed contemporaneously 

herewith. 

Respectfully submitted, 

      Lindsey W. Ingram, Jr. 
      Robert M. Watt III 
      Lindsey W. Ingram III 
      STOLL KEENON OGDEN PLLC 
      300 West Vine Street, Suite 2100 
      Lexington, Kentucky  40507-1801 
      Telephone No. 859-231-3000 
      Facsimile No.: 859-253-1093 
 
 
 
      By: ________________________________ 
 
      Attorneys for RWE Aktiengesellschaft, 
      Thames Water Aqua Holdings GmbH, 
      Thames Water Aqua US Holdings, Inc., 
      American Water Works Company, Inc., and 
      Kentucky-American Water Company 
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CERTIFICATION 
 
 This is to certify that a true and accurate copy of the foregoing has been electronically 
transmitted to the Public Service Commission on April 26, 2007; that the Public Service 
Commission and other parties participating by electronic means have been notified of such 
electronic transmission; that, on April 26, 2007, the original and one (1) copy in paper medium 
will be hand-delivered to the Public Service Commission, 211 Sower Boulevard, Frankfort, 
Kentucky 40601; and that on April 26, 2007, one (1) copy in paper medium will be served upon 
the following via U.S. Mail: 
 
 
Gregory D. Stumbo 
David Edward Spenard 
Laura Rice 
Office of the Attorney General 
1024 Capital Center Drive, Suite 200 
Frankfort, Kentucky  40601 
david.spenard@ag.ky.gov 
dennis.howard@ag.ky.gov 
laura.rice@ag.ky.gov 
 

Leslye M. Bowman 
David J. Barberie 
LFUCG 
Department of Law 
200 East Main Street 
Lexington, Kentucky  40507 
lbowman@lfucg.com 
dbarberi@lfucg.com 
 

Anthony G. Martin 
P.O. Box 1812 
Lexington, Kentucky  40588 
agmlaw@aol.com 
 

 

      STOLL KEENON OGDEN PLLC 
 
 
 
      By_________________________________ 

      Attorneys for Joint Petitioners 
 

LEX 103030/122276/3502692.3 



Exhibit A



Exhibit I

Summary of Pension Plans Summary of Post-Retirement Benefit Plans

2006 2005 2006 2005

Change in Benefit Obligation

Net benefit obligation at beginning of year 869,921,630$               779,249,953$               427,852,656$               420,210,121$                

Service cost 24,307,678                   26,987,666                   11,612,916                   13,660,071                    

Interest cost 49,622,492                   47,594,084                   24,348,137                   25,156,112                    

Plan participants' contributions -                               -                               1,037,836                     1,597,044                      

Plan amendments 507,008                        (489,205)                      (143,750)                       (18,570,763)                   

Actuarial (gain) loss (18,042,296)                 46,798,866                   (18,882,240)                  3,917,503                      

Acquisitions/(Divestitures) -                               -                               -                                -                                 

Curtailments (1,691,508)                   (2,377,265)                   (237,706)                       -                                 

Settlements (619,142)                      -                               -                                -                                 

Special termination benefits 372,962                        890,000                        -                                -                                 

Gross benefits paid (28,576,692)                 (28,732,469)                 (20,693,990)                  (18,117,432)                   

less: federal subsidy on benefits paid N/A N/A 1,400,000                     N/A

Plan merger -                               -                               -                                -                                 

Other (2,944,602)                   -                               -                                -                                 
Net benefit obligation at end of year 892,857,530                 869,921,630                 426,293,859                 427,852,656                  

The accumulated benefit obligation for the US pension plans at the end of 2006 was $771,000,000.

Weighted-average assumptions used

to determine EOY benefit obligations

Discount rate 5.90% 5.65% 5.90% 5.65%

Rate of compensation increase 4.25% 4.25% N/A N/A

Medical trend N/A N/A graded from 9% graded from 10%

in 2007 to 5% in in 2006 to 5% in

2011+ 2011+

Change in Plan Assets

Fair value of plan assets at beginning of year 499,415,644$               480,152,759$               243,249,418$               216,452,038$                

Actual return on plan assets 55,562,408                   23,508,681                   29,283,845                   13,687,973                    

Employer contributions 53,653,606                   24,486,673                   27,836,442                   28,760,616                    

Plan participants' contributions -                               -                               1,037,836                     1,597,044                      

Settlements -                               -                               -                                -                                 

Acquisitions/(Divestitures) -                               -                               -                                -                                 

Benefits paid (30,351,196)                 (28,732,469)                 (20,017,659)                  (17,248,253)                   

Plan merger -                               -                               -                                -                                 

Other -                               -                               -                                -                                 
Fair value of plan assets at end of year 578,280,462                 499,415,644                 281,389,882                 243,249,418                  

Funded status (314,577,068)$             (370,505,986)$             (144,903,977)$              (184,603,238)$               

Unrecognized net transition obligation(asset) N/A -                               N/A 1,576,903                      

Unrecognized prior service cost N/A 2,259,569                     N/A (16,843,037)                   

Unrecognized actuarial (gain) loss N/A 112,544,244                 N/A 58,741,500                    
Net amount recognized (314,577,068)               (255,702,173)               (144,903,977)                (141,127,872)                 

Amounts recognized in the statement of

financial position consist of:

Noncurrent asset -$                             N/A -$                              N/A

Current liability (1,609,420)                   N/A (31,515)                         N/A

Noncurrent liability (312,967,648)               N/A (144,872,462)                N/A

Prepaid benefit cost N/A -$                             N/A -$                               

Accrued benefit liability N/A (255,702,173)               N/A (141,127,872)                 

Additional minimum liability N/A (2,856,353)                   N/A -                                 

Intangible asset N/A 1,229,872                     N/A -                                 

Accumulated other comprehensive income N/A 1,626,481                     N/A -                                 
Net amount recognized (314,577,068)               (255,702,173)               (144,903,977)                (141,127,872)                 

Amounts recognized in accumulated other

comprehensive income consist of:

Net actuarial loss/(gain) 79,955,987$                 N/A 31,309,013$                 N/A

Prior service cost/(credit) 1,180,603                     N/A (15,662,459)                  N/A

Transition obligation/(asset) -                               N/A 1,040,641                     N/A
81,136,590                   N/A 16,687,195                   N/A

American Water

FAS 158 Financial Statements Disclosure Information as of December 31, 2006

After Purchase Accounting

s:\00270\06ret\othsys\team\12-31-2006 disclosure (fas)\2006 year end disclosure (fas with pa)- clientrev3.xls
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