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William J. Williamson, FSA
Principal
Schedule EJG - 4 P
Philadelphia Consulting Office
Centre Square East
1500 Market Street
Philadelphia, PA 19102-4790
215-246-6032

Towers Perrin pameaemy

‘November 7, 2003

Mr. Edward J. Grubb
Director, Rates and Revenues

* Missouri - American Water Company
535 North New Ballas Road '
St. Louis, MO 63141

Dear Ed:
AMERICAN WATER — PENSION PROJECTIONS

As requested, we have provided a current five-year prbjection for the Ameri¢can Water
Works Pension Plan including:

m  The estimated minimum required cash contributions under ERISA ahd the Internal
Revenue Code ' '
® The estimated accounting costs under FAS 87

Projections of Minimum Required Cash Contributions

The minimum required contribution for plan year 2002 and the estimated minimum
required contributions for the next five plan years are shown below:

_ Estimated Minimum
Plan Years Beginning on Required Contributions
July 1% ' ($ in millions)
2002 $12.4 (actual)
2003 15.1
2004 76.6
2005 73.8
2006 67.1
2007 - 25.6

As you can see, there is projected to be a large increase in the contribution for the plan
year beginning July 1, 2004. This increase is atributable to a change in the interest rate
that is allowed to be used under ERISA and the Internal Revenue Code. In simplified
terms, current law will require that we (as the Plan's actuary) use a lower interest rate for
the 2004 plan year than we have been allowed to use for the 2002 and 2003 plan years.
Using a lower interest rate will result in a significantly higher past service obligation
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(which is roughly the present value of benefits earned to date) for the plan and,
therefore, a higher required contribution. .

FAS 87 Projections

The accounting costs under FAS 87 for 2003 and for the next five years are shown

below:
Estimated
Pension Cost
Fiscal Year ($ in millions)
2003 $32.6 (actual)
2004 44 4
2005 40.0
2006 35.0
2007 30.7
2008 28.9
Basis of Analysis

Both the expected cash contributions and the expected accounting costs are based on
demographic data as of June 30, 2002. This is the most recently available data from
American Water.

Both the projected cash contributions and the projected accounting costs are based on
actual assets as of Januarty 1, 2003. We developed estimated asset values as of
subsequent dates using the following approach:

m  We assumed that the investment return was -2% for the period from January 1, 2003
ta March 31, 2003. This was our best estimate of the Plan’s investment retum for
this three-month period because this was the actual return for capital markets for this
period, reflecting the allocation of Plan assets during this period.

m Beginning April 1, 2003 we assumed an annual return of 8.75% for the remainder of
2003 as well as all of 2004, 2005, 2006 and 2007.
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Both the expected cash contributions and the expected accounting costs reflect our
understanding of all plan provisions in effect today, including any substantive changes
that will be effective between now and January 1, 2004.

The assurhptions and methods used in the projections are summarized below.

For the minimum required cash contribution:
9.00% interest rate for determining the Actuarial Accrued Liability

5.00% compensation increase rate per year

m  Projected unit credit funding method

®m  5:year smoothing method (see actuarial report for description)

m  Current liability interest rates used for projections are summarized below. They
represent estimates of the highest allowable rates that American can use based on
no change in the 30-year Treasury bond yield in effect for March 2003 of 4.95%. The
interest rates in the below table assume that the current law does not change.

Plan Year Beginning ‘
July 1° Rate
2002 (actual) 6.80%
2003 - 6.45%
2004 5.39%
2005 5.25%
2006 5.20%
2007 5.20%
For the FAS 87 pension cost:
B 6.75% discount rate for 2003 and 6% discount rate for fiscal years 2004 through

2008.
4.75% compensation increase rate per year
8.75% expected return on asset rate

m. 1983 GAM mortality
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Minimum required contributions were assumed to be made quarterly, consistent with
current practice.

All other methods and assumptions are the same as those detailed in our actuarial report
for the plan year beginning July 1, 2002 and fiscal year 2003. :

Please note that actual costs for 2004 and beyond will differ from these prOJectlons if any
of the following occurs:

Actual experience differs from assumed experience;

Plan provisions change (including, for example, mergers or transfers or spinoffs
involving other plans);

Actuarial assumptions and/or methods change;

The number of active participants changes.

Please do not hesitate to call if you have any questions.

Sincerely,

WJW:nd

$:100270\03ref\wp\williab\Pension projections 6%-3.doc




Schedule EJG -5

Missouri American Water
Case No. WR-2003-0500

Under/ Under/

Actual Property Tax Proforma (Over) (Over)
Year Property Tax Utility Piant Ratio Property Tax  Calculaton (1) Calculation (2)
1997 § 6,031,145 $ 602,563,678 0.010740 $ 6,116,416 §$ (85,271) $ 215,696
1998 6,532,733 634,034,666 0.010842 6,471,534 61,199 501,588
1999 6,922,028 671,164,847 0.010917 6,874,204 47,824 389,295
2000 7,302,117 773,629,490 0.010880 7,327,107 (24,990) 380,089
2001 8,780,114 802,627,051 0.011349 8,417,089 363,025 1,477,997
2002 9,290,496 846,372,465 0.011575 9,109,014 181,482 510,381

$ 543,269 $ 3,475,047

(1) This column uses the Company's method for rate recovery.
(2) This column uses the Staff's method for rate recovery.




