
American Water Works Company, Inc.
Form 424B2
June 08, 2009
Table of Contents

CALCULATION OF REGISTRATION FEE

Title of Each Class of

Securities to be Registered

Maximum Aggregate

Offering Price(1)(2)

Amount of

Registration Fee(3)
Common Stock, par value $0.01 per share $515,775,000 $28,780.25

(1) Includes shares to be sold upon exercise of the underwriters� option to purchase additional shares. See �Underwriting� beginning on
page S-114 of this prospectus supplement.

(2) Estimated solely for the purposes of calculating the registration fee pursuant to Rule 457(o) of Regulation C under the Securities Act of
1933, as amended, which we refer to as the �Securities Act.�

(3) Calculated pursuant to Rule 457(o) of the Securities Act. The registrant previously paid a fee of $27,117.00 with a registration statement
on Form S-1, File No. 333-156256, initially filed on December 18, 2008, pursuant to which no securities were sold. Pursuant to Rule
475(p) of the Securities Act, all fees paid in connection with the filing of the S-1 were credited for future use upon the withdrawal of such
S-1 pursuant to Rule 477 under the Securities Act. Pursuant to Rule 457(p) of the Securities Act, $27,117.00 of the previously paid fee is
offset against the registration fee otherwise due for this registration statement.
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Filed pursuant to Rule 424(b)(2)
Registration No. 333-158949

Prospectus Supplement to Prospectus dated May 1, 2009

26,000,000 SHARES

American Water Works Company, Inc.
COMMON STOCK

We are selling 14,500,000 shares and the selling stockholder is selling 11,500,000 shares of common stock in this offering. We will not receive
any of the proceeds from the sale of shares by the selling stockholder.

Our common stock is traded on the New York Stock Exchange under the ticker symbol �AWK�. The last reported sale price of our common stock
on June 4, 2009 was $17.49 per share.

Investing in our common stock involves risks. See �Risk Factors� beginning on page S-11 of this prospectus
supplement and Item 1A, �Risk Factors,� of our most recent Annual Report on Form 10-K to read about factors
you should consider before buying shares of our common stock.

Neither the Securities and Exchange Commission, any state securities commission nor any other regulatory body has approved or
disapproved of these securities or passed on the accuracy or adequacy of this prospectus supplement or the accompanying prospectus.
Any representation to the contrary is a criminal offense.

Per Share Total
Public offering price $ 17.25 $ 448,500,000
Underwriting discounts and commissions $ 0.5175 $ 13,455,000
Proceeds, before expenses, to the Company $ 16.7325 $ 242,621,250
Proceeds, before expenses, to the selling stockholder $ 16.7325 $ 192,423,750

The underwriters may also purchase up to an additional 3,900,000 shares of common stock from the selling stockholder at the public offering
price, less the underwriting discount, within 30 days from the date of this prospectus supplement.

The underwriters are offering the shares of our common stock as set forth under �Underwriting� beginning on page S-114 of this prospectus
supplement. The underwriters expect to deliver the shares of common stock against payment therefor in New York, New York on or about June

Edgar Filing: American Water Works Company, Inc. - Form 424B2

Table of Contents 2



10, 2009.

Merrill Lynch & Co. Citi Goldman, Sachs & Co.

Credit Suisse Morgan Stanley UBS Investment Bank

Janney Montgomery Scott Wachovia Securities

Blaylock Robert Van, LLC Boenning & Scattergood, Inc. Brean Murray, Carret & Co. Societe Generale The Williams Capital Group, L.P.
Prospectus supplement dated June 4, 2009
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Pennsylvania, Tennessee, Texas, Virginia and West Virginia. Some of these states have enacted laws that require regulatory approval for the
acquisition of �control� of any regulated utility. In those states, obtaining �control� of the parent or any other company that controls a regulated
utility also requires prior regulatory approval. The threshold for a change in control is a fact-specific inquiry that varies by state. For example, in
some states, a presumption of control will arise when an acquiring party acquires more than 9.9% of the voting securities of the regulated utility
or the controlling entity. In addition to ownership, other states may analyze the degree of influence or control an acquiror may exert over the
company. Any person acquiring our common stock in this offering or in any other purchase of our common stock in a quantity sufficient to
trigger a change in control under state law would need the prior approval of the applicable state PUC.

ii
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ABOUT THIS PROSPECTUS SUPPLEMENT

All references in this prospectus supplement to �American Water,� �we,� �our,� �us� and the �Company� refer to American Water Works Company, Inc.
and its consolidated subsidiaries unless the context otherwise requires.

This document is in two parts. The first part is this prospectus supplement, which describes the specific terms of this offering and certain other
matters. The second part, the accompanying prospectus, gives more general information about us and our common stock. Generally, when we
refer to �this prospectus,� we are referring to both parts of this document combined. To the extent information in this prospectus supplement
conflicts with information in the accompanying prospectus, you should rely on the information in this prospectus supplement. You should rely
only on the information contained in, or incorporated by reference in, this prospectus supplement and the accompanying prospectus. Neither we
nor the selling stockholder have authorized anyone to provide you with different information.

Neither we nor the selling stockholder are making an offer or sale of these securities in any jurisdiction where the offer or sale is not permitted.
The information which appears in this prospectus supplement, the accompanying prospectus and any document incorporated by reference is
accurate as of their respective dates. Our business, financial condition, results of operations and prospects may have changed since the date of
such information.

The information contained on or accessible from our website does not constitute a part of this prospectus and is not incorporated by
reference herein.

�American Water� and its logos are our trademarks. Other service marks, trademarks and trade names referred to in this prospectus are the
property of their respective owners.

S-1
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WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and current reports, proxy statements and other information with the Securities and Exchange Commission, which we
refer to as the �SEC�. These SEC filings are available to the public over the Internet at the SEC�s website at http://www.sec.gov and our website at
http://www.amwater.com. You may also read and copy any document we file with the SEC at the SEC�s public reference room at 100 F Street,
N.E., Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further information on the public reference room.

We have filed a registration statement on Form S-3 under the Securities Act of 1933, as amended, which we refer to as the Securities Act, with
the SEC to register the shares of our common stock offered by this prospectus supplement. This prospectus does not contain all the information
contained in the registration statement because certain parts of the registration statement are omitted in accordance with the rules and regulations
of the SEC. The registration statement and the documents filed as exhibits to the registration statement are available for inspection and copying
as described above.

We are �incorporating by reference� into this prospectus specific documents that we file with the SEC, which means that we can disclose
important information to you by referring you to those documents that are considered part of this prospectus. Information that we file
subsequently with the SEC will automatically update and supersede this information. We incorporate by reference the documents listed below,
and any future documents that we file with the SEC under Section 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934, as amended,
which we refer to as the �Exchange Act,� until the termination of the offerings of all of the securities covered by this prospectus has been
completed. This prospectus is part of a registration statement filed with the SEC.

We are �incorporating by reference� into this prospectus the following documents filed with the SEC (excluding any portions of such documents
that have been �furnished� but not �filed� for purposes of the Exchange Act):

Filings Period Covered or Date Filed
Annual Report on Form 10-K, including the portions of our Proxy
Statement on Schedule 14A filed on March 26, 2009 that are
incorporated by reference therein

Year ended December 31, 2008

Quarterly Report on Form 10-Q Quarter ended March 31, 2009
Current Reports on Form 8-K (other than the portions not deemed to
be filed)

Filed on February 26, 2009 and on May 12, 2009

We will provide to each person, including any beneficial owner, to whom this prospectus supplement and the accompanying prospectus is
delivered, upon written or oral request and without charge, a copy of the documents referred to above that we have incorporated in this
prospectus by reference. You can request copies of such documents if you call or write us at the following address or telephone number:
American Water Works Company, Inc., 1025 Laurel Oak Road, Voorhees, New Jersey 08043, Attention: General Counsel, (856) 346-8200.

This prospectus supplement and the accompanying prospectus contain summaries of certain agreements that we have filed as exhibits to various
SEC filings, as well as certain agreements that we will enter into in connection with this offering. The descriptions of these agreements
contained in this prospectus or information incorporated by reference herein do not purport to be complete and are subject to, or qualified in their
entirety by reference to, the definitive agreements. Copies of the definitive agreements will be made available without charge to you by making a
written or oral request to us.

S-2
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You should rely only upon the information contained or incorporated by reference in this prospectus supplement and the accompanying
prospectus or contained in any free writing prospectus prepared by or on behalf of us. We have not authorized anyone to provide you with
different information. You should not assume that the information in this document is accurate as of any date other than that on the front cover
of this prospectus.

Any statement contained herein or in a document incorporated or deemed to be incorporated by reference herein shall be deemed to be modified
or superseded for purposes of this prospectus to the extent that a statement contained herein, in any other subsequently filed document which
also is or is deemed to be incorporated by reference herein, modifies or supersedes such statement. Any such statement so modified or
superseded shall not be deemed, except as so modified and superseded, to constitute a part of this prospectus.

S-3
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PROSPECTUS SUPPLEMENT SUMMARY

This summary highlights information contained elsewhere in this prospectus supplement and the accompanying prospectus. It may not contain
all the information that is important to you. You should carefully read this prospectus supplement, the accompanying prospectus and the
documents incorporated by reference therein in their entirety before making an investment decision. For the definition of certain terms used in
this prospectus supplement and the accompanying prospectus, please refer to the definitions set forth in the section entitled �Glossary.�

Our Company

American Water Works Company, Inc., a Delaware corporation, is the most geographically diversified as well as the largest, as measured both
by operating revenue and population served, investor-owned United States water and wastewater utility company. Our approximately 7,300
employees provide approximately 15 million people with drinking water, wastewater and other water-related services in 32 states and Ontario,
Canada.

In 2008, we generated $2,336.9 million in total operating revenue and $186.9 million in operating loss, which includes $750.0 million of
impairment charges relating to continuing operations, and a net loss of $562.4 million. In 2007, we generated $2,214.2 million in total operating
revenue, representing approximately four times the operating revenue of the next largest investor-owned company in the United States water and
wastewater business, and $15.1 million in operating income which includes $509.3 million of impairment charges relating to continuing
operations, and a net loss of $342.8 million. For the three months ended March 31, 2009, we generated $550.2 million in total operating revenue,
$335.4 million in operating loss, which includes $450.0 million of impairment charges, and a net loss of $413.1 million.

We have two operating segments which are also the Company�s two reportable segments, which we refer to as the Regulated Businesses and
Non-Regulated Businesses segments.

For 2008, our Regulated Businesses generated $2,082.7 million in operating revenue, prior to inter-segment eliminations, representing 89.1% of
total operating revenue. For the same period, our Non-Regulated Businesses generated $272.2 million in operating revenue, prior to
inter-segment eliminations, representing 11.6% of total consolidated operating revenue. For the three months ended March 31, 2009, our
Regulated Businesses generated $497.4 million in operating revenue, which accounted for 90.4% of total consolidated operating revenue. For
the same period, our Non-Regulated Businesses generated $57.5 million in operating revenue, which accounted for 10.5% of total consolidated
operating revenue.

Our Industry

The United States water and wastewater industry has two main segments: (i) utility, which involves supplying water and wastewater services to
customers, and (ii) general services, which involves providing water and wastewater-related services, including engineering, consulting and sales
of water infrastructure and distribution products, such as pipes, to water and wastewater utilities and other consumers on a fee-for-service
contract basis.

The utility segment includes municipal systems, which are owned and operated by local governments, and investor-owned systems.
Government-owned systems make up the vast majority of the United States water and wastewater utility segment, accounting for approximately
84% of all United States community water systems and approximately 98% of all United States community wastewater systems.

The utility segment is characterized by high barriers to entry, including high capital spending requirements. Investor-owned water and
wastewater utilities also face regulatory approval processes in order to do business, which may involve obtaining relevant operating approvals,
including certificates of public convenience and

S-4
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necessity (or similar authorizations), pursuant to which state PUCs grant investor-owned utilities the right to provide service within an
authorized service area. The utility segment of the United States water and wastewater industry is highly fragmented, with approximately 52,000
community water systems and approximately 16,000 community wastewater facilities, according to the United States Environmental Protection
Agency, or EPA, and therefore presents opportunities for consolidation. Larger utilities, such as ours, that have greater access to capital are
generally more capable of making mandated and other necessary infrastructure upgrades to water and wastewater systems.

Our Strengths

We believe that we are distinguished by the following key competitive strengths:

Market leader with broad national footprint and strong local presence. We are the largest and most geographically diversified investor-owned
water and wastewater utility company in the United States. Our scale provides us with a competitive advantage in procuring goods and services
reliably and economically. Our geographic scope enables us to capitalize effectively on growth opportunities across our service areas, while
helping to insulate us from adverse conditions relating to regulatory environments, weather and economic conditions in any one geographic area.
Also, our active community involvement supports customer satisfaction.

Regulated Businesses provide financial stability. Our Regulated Businesses provide a high degree of financial stability because (i) high barriers
to entry insulate us from competitive pressures, (ii) economic regulation promotes predictability in financial planning and long-term
performance through the rate-setting process and (iii) our largely residential customer base promotes consistent operating results.

Experience in securing appropriate rates of return and promoting constructive regulatory frameworks. We seek appropriate rates of return on
our investment and a return of our investment and recovery of prudently incurred operating expenses from state PUCs in the form of rate
increases, which we refer to as rate relief. We have a strong track record of providing reliable service at cost-effective rates, which has generally
allowed us to maintain positive relations with regulators. We have generally been granted rate relief in a timely manner after application.

Significant growth opportunities with a low risk business profile. We believe we are well positioned to benefit from favorable industry
dynamics in the water and wastewater sectors, which provide significant opportunities for future growth in both our Regulated Businesses and
complementary Non-Regulated Businesses.

� We intend to invest capital prudently to enable us to continue to provide essential services to our customers in the water and
wastewater utility industry and to municipalities in meeting the capital challenges of making substantial required infrastructure
upgrades.

� Our Regulated Businesses provide a large platform on which to grow both organically and through consolidation from among the
numerous water and wastewater systems in the United States.

� Our national footprint increases our ability to make opportunistic investments in non-regulated businesses that are complementary to
our Regulated Businesses.

Experienced senior management team. Our four most senior executives, Donald L. Correll, President and Chief Executive Officer, Ellen C.
Wolf, Senior Vice President and Chief Financial Officer, John S. Young, President, American Water Services, and Walter J. Lynch, President,
Regulated Operations, have an average of over 20 years of experience in the utilities industry. Our 14 state presidents have an average of
25 years of experience in the utilities industry.

Industry leader in water quality, testing and research. We are experts in water quality testing, compliance and treatment and have established
and own industry-leading water testing facilities. Our technologically advanced quality control and testing laboratory in Belleville, Illinois is
certified in 23 states and Puerto Rico.
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Our Strategy

Our goal is to consistently provide customers with safe, high quality drinking water and reliable water and wastewater services. Our business
strategies include:

� continuing to invest prudently in regulated water and wastewater infrastructure projects;

� earning an appropriate rate of return on our investments from state PUCs;

� growing our Regulated Businesses through acquisitions; and

� continuing to pursue public/private partnerships, including O&M and military contracts and services, and other non-regulated
businesses that are complementary to our Regulated Businesses.

The Selling Stockholder

American Water is currently an indirect majority-owned subsidiary of RWE Aktiengesellschaft, which we refer to as RWE, a stock corporation
incorporated in the Federal Republic of Germany whose shares are publicly listed on the Frankfurt and Düsseldorf stock exchanges and other
German stock exchanges as well as on the Zurich stock exchange. RWE is one of Europe�s leading electricity and gas companies and supplies
20 million customers with electricity and 10 million customers with gas in Germany, the United Kingdom and Central and Eastern Europe. On
November 4, 2005, RWE announced its intention to exit its water activities in the United States and the United Kingdom in order to focus on its
core European electricity and gas business and has since then completed the divestiture of its water business in the United Kingdom. As a part of
this strategy, RWE sold approximately 63.2 million shares in the initial public offering of American Water�s common stock in April 2008. Of the
approximately 63.2 million shares sold, approximately 5.2 million were sold pursuant to the partial exercise of the underwriters� over-allotment
option on May 27, 2008. RWE intends to fully divest its remaining ownership of American Water through the consummation of additional
public offerings of common stock of American Water as soon as reasonably practicable, subject to market conditions, which, together with
RWE�s sale of shares in the initial public offering, we refer to as the RWE Divestiture. As of March 31, 2009, RWE owned approximately 60%
of American Water�s outstanding shares of common stock. Upon the consummation of this offering, RWE will own approximately 49% of our
common stock (or approximately 47% if the underwriters� option to purchase additional shares is exercised in full).

Recent Developments

On May 21, 2009, American Water Capital Corp., our wholly-owned financing subsidiary, which we refer to as AWCC, closed the remarketing
of $16.7 million in aggregate principal amount of 6.75% tax exempt bonds due 2031, $18.0 million in aggregate principal amount of 6.1% tax
exempt bonds due 2019, $18.3 million in aggregate principal amount of tax exempt bonds due 2018 and $31.9 million of variable rate demand
bonds. The proceeds from the issuances were used to pay down short term debt.

On May 19, 2009, AWCC closed its private placement offering of $25.5 million in aggregate principal amount of 8.27% Senior Unsecured
Notes due 2039 and $24.5 million in aggregate principal amount of 7.21% Senior Unsecured Notes due 2019. We used the proceeds principally
to pay down short-term debt.

On May 13, 2009, New Jersey-American Water Company, our subsidiary, which we refer to as NJAWC, closed its private offering of $75.0
million in aggregate principal amount of its 6.35% first mortgage bonds due 2039 and $25.0 million in aggregate principal amount of its 5.48%
first mortgage bonds due 2019. NJAWC used the proceeds principally to pay down short-term debt.

S-6
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Organizational Structure

American Water is currently a direct majority-owned subsidiary of RWE Aqua Holdings GmbH, which we refer to as the selling stockholder, a
limited liability company organized under the laws of the Federal Republic of Germany and a direct wholly-owned subsidiary of RWE. The
following chart sets forth our organizational structure after giving effect to the consummation of this offering (assumes no exercise of the
underwriters� option to purchase additional shares):

Our Executive Offices

We are a corporation incorporated under the laws of Delaware. Our principal executive offices are located at 1025 Laurel Oak Road, Voorhees,
NJ 08043. Our telephone number is (856) 346-8200. Our internet address is www.amwater.com. The information contained on or accessible
from our website does not constitute a part of this prospectus and is not incorporated by reference herein.

�American Water� and its logos are our trademarks. Other service marks, trademarks and trade names referred to in this prospectus are the
property of their respective owners.

S-7
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THE OFFERING

Common stock offered by us 14,500,000 shares

Common stock offered by the selling stockholder 11,500,000 shares

Common stock outstanding immediately after this
offering

174,562,309 shares

Option to purchase additional shares The underwriters have an option to purchase a maximum of 3,900,000 additional shares
from the selling stockholder.

Use of Proceeds We estimate that the net proceeds from the offering of shares by us will be approximately
$241.2 million (based on the public offering price of 17.25 per share). We intend to use
these net proceeds to redeem short-term debt, which includes borrowings under AWCC�s
$840.0 million unsecured revolving credit facility and commercial paper. We will not
receive any proceeds from the offering of shares of our common stock by the selling
stockholder.

Dividend Policy Subject to applicable law and the discretion of our board of directors, we will pay cash
dividends at a rate of approximately $0.20 per share per quarter in 2009 on our common
stock to be paid approximately 60 days after the end of each fiscal quarter. The
declaration, payment and amount of future dividends to holders of our common stock will
be at the discretion of our board of directors and will depend on many factors, including
our financial condition and results of operations, liquidity requirements, capital
requirements of our subsidiaries, legal requirements, regulatory constraints and other
factors our board of directors deems relevant.

Listing Our common stock is listed on the NYSE under the symbol �AWK.�

Risk Factors See �Risk Factors� beginning on page S-11 of this prospectus supplement, Item 1A, �Risk
Factors,� in our most recent Annual Report on Form 10-K and other filings incorporated
by reference herein for a discussion of factors that you should refer to and carefully
consider before deciding to invest in shares of our common stock.

All information in this prospectus, unless otherwise indicated or the context otherwise requires, assumes no exercise of the underwriters� option
to purchase additional shares.

S-8
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SUMMARY HISTORICAL CONSOLIDATED FINANCIAL DATA

The following table presents our summary historical consolidated financial data at the dates and for the periods indicated. The statement of
operations data for the years ended December 31, 2006, 2007 and 2008 and the balance sheet data as of December 31, 2007 and 2008 have been
derived from our audited consolidated financial statements included in our Annual Report on Form 10-K for the year ended December 31, 2008
and incorporated by reference in this prospectus supplement. The statement of operations data for the three months ended March 31, 2008 and
2009 and the balance sheet data as of March 31, 2009 have been derived from our unaudited historical consolidated financial statements, which
have been prepared on a basis consistent with our annual consolidated financial statements, included in our Quarterly Report on Form 10-Q for
the three months ended March 31, 2009 and are incorporated by reference in this prospectus supplement. In the opinion of management, such
unaudited financial data reflects all adjustments, consisting only of normal and recurring adjustments, necessary for fair presentation of the
results for those periods. The results of operations for the three months ended March 31, 2009 are not necessarily indicative of the results to be
expected for the full year or any future period.

Our historical consolidated financial data is not necessarily indicative of our future performance or what our financial position and results of
operations would have been if we had operated as a separate, stand-alone entity during the periods shown. This financial data should be read in
conjunction with, and is qualified in its entirety by reference to, the information in �Selected Historical Consolidated Financial Data,� �Use of
Proceeds,� �Capitalization,� �Management�s Discussion and Analysis of Financial Condition and Results of Operations� and our consolidated
financial statements and the notes thereto included in our Annual Report on Form 10-K for the year ended December 31, 2008 and in our
Quarterly Report on Form 10-Q for the three months ended March 31, 2009, which are incorporated by reference in this prospectus supplement.

For the Years Ended December 31,
For the Three Months
Ended March 31

2006 2007 2008 2008 2009
(unaudited) (unaudited)

(in thousands, except per share data)
Statement of operations data(1):
Operating revenues $ 2,093,067 $ 2,214,215 $ 2,336,928 $ 506,815 $ 550,170
Operating expenses
Operation and maintenance 1,174,544 1,246,479 1,303,798 311,261 314,402
Depreciation and amortization 259,181 267,335 271,261 63,916 68,843
General taxes 185,065 183,253 199,139 52,066 52,497
Loss (gain) on sale of assets(2) 79 (7,326) (374) (70) (202)
Impairment charges 221,685 509,345 750,000 750,000 450,000

Total operating expenses, net 1,840,554 2,199,086 2,523,824 1,177,173 885,540

Operating income (loss) 252,513 15,129 (186,896) (670,358) (335,370)

Other income (deductions)
Interest, net (365,970) (283,165) (285,155) (69,968) (71,979)
Amortization of debt expense (5,062) (4,867) (5,895) (1,318) (1,488)
Other, net(3) 9,581 17,384 27,352 1,149 1,114

Total other income (deductions) (361,451) (270,648) (263,698) (66,228) (67,138)

Income (loss) from continuing operations before income taxes (108,938) (255,519) (450,594) (736,586) (402,508)

Provision for income taxes 46,912 86,756 111,827 (4,102) 10,571

Income (loss) from continuing operations $ (155,850) $ (342,275) $ (562,421) $ (732,484) $ (413,079)

Income (loss) from continuing operations per basic common share(4) $ (0.97) $ (2.14) $ (3.52) $ (4.58) $ (2.58)

Income (loss) from continuing operations per diluted common share(4) $ (0.97) $ (2.14) $ (3.52) $ (4.58) $ (2.58)

Basic weighted average common shares(4) 160,000 160,000 159,967 160,000 160,011
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For the Years Ended December 31,
For the Three Months
Ended March 31,

2006 2007 2008 2008 2009
(unaudited) (unaudited)

(in thousands)
Other data:
Operating activities $ 323,748 $ 473,712 $ 552,169 $ 85,391 $ 142,499
Investing activities (691,438) (746,578) (1,033,667) (187,705) (202,281)
Financing activities 332,367 256,593 477,559 98,035 58,756
Construction expenditures (682,863) (750,810) (1,008,806) (188,437) (196,178)
Dividends declared per common share �  �  0.40 �  0.20

As of December 31, As of
March 31,
20092006 2007 2008

(unaudited)
(in thousands)

Balance sheet data:
Cash and cash equivalents $ 29,754 $ 13,481 $ 9,542 $ 8,516
Utility plant and property, net of depreciation 8,605,341 9,199,909 9,991,783 10,102,399
Total assets 12,783,059 12,951,327 13,231,818 12,907,244
Other short-term and long-term debt 4,103,532 4,991,806 5,278,895 5,367,397
Redeemable preferred stock 1,774,475 24,296 24,150 24,153
Total debt and redeemable preferred stock 5,878,007 5,016,102 5,303,045 5,391,550
Common stockholders� equity 3,817,397 4,542,046 4,102,001 3,660,341
Preferred stock without mandatory redemption requirements 4,568 4,568 4,557 4,557
Total stockholders� equity 3,821,965 4,546,614 4,106,558 3,664,898

(1) On September 28, 2007, Thames Water Aqua US Holdings, Inc., at the time an indirect wholly-owned subsidiary of RWE, which we refer to as Thames US
Holdings, was merged with and into American Water, with American Water as the surviving entity. American Water was an indirect wholly-owned
subsidiary of RWE until its initial public offering in April 2008. The historical consolidated financial statements of American Water represent the
consolidated results of the Company, formerly issued under the name Thames Water Aqua US Holdings, Inc. and Subsidiary Companies.

(2) Represents primarily losses (gains) on sales of publicly traded securities and dispositions of assets not needed in utility operations.

(3) Includes allowance for other funds used during construction, allowance for borrowed funds used during construction and preferred dividends of subsidiaries.

(4) For the three months ended March 31, 2009 and March 31, 2008, the number of shares used to compute loss from continuing operations per basic common
share and loss from continuing operations per diluted common share is 160.0 million. For the year ended December 31, 2008, the number of shares used to
compute loss from continuing operations per basic common share and loss from continuing operations per diluted common share is 160.0 million. The
number of shares used to compute income (loss) from continuing operations per basic common share and income (loss) from continuing operations per
diluted common share for the fiscal years ended December 31, 2007 and 2006 is 160.0 million after giving effect to the 160,000-for-1 stock split on
November 7, 2007. For the three months ended March 31, 2009 and the year ended December 31, 2008 there are no dilutive incremental common shares
included in diluted earnings per share as all potentially dilutive instruments would be antidilutive. For the three months ended March 31, 2008, the Company
had no potentially dilutive shares.
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RISK FACTORS

An investment in our common stock involves risks. This prospectus supplement does not describe all of these risks. You should carefully consider
the risks described below and the risks described in Item 1A, �Risk Factors,� in our most recent Annual Report on Form 10-K, as updated or
amended in subsequent filed reports with the SEC, as well as the other information included or incorporated by reference in this prospectus
supplement and the accompanying prospectus, before making an investment decision. Our business, financial condition or results of operations
could be materially adversely affected by any of these risks. The market or trading price of our common stock could decline due to any of these
risks or other factors, and you may lose all or part of your investment.

The market price of our common stock may be volatile, which could cause the value of your investment to decline.

The market price of our common stock may fluctuate widely. You may not be able to resell your shares at or above the offering price due to
fluctuations in the market price of our common stock caused by changes in our operating performance or prospects and other factors, including
broad market fluctuations. Some specific factors that may have a significant effect on the market price of our common stock include:

� actual or anticipated fluctuations in our operating results or future prospects;

� the public�s reaction to our press releases, our other public announcements and our filings with the SEC;

� strategic actions by us or our competitors, such as acquisitions or restructurings;

� new laws or regulations or new interpretations of existing laws or regulations applicable to our business;

� changes in accounting standards, policies, guidance, interpretations or principles;

� adverse conditions in the financial markets or general economic conditions, including those resulting from war, incidents of terrorism
and responses to such events;

� sales of common stock by us, the selling stockholder or members of our management team; and

� changes in stock market analyst recommendations or earnings estimates regarding our common stock, other comparable companies
or the water services industry generally.

Future sales of our shares, or the perception by the market that future sales of our shares may occur, could depress the market price of our
common stock.

Future sales, or the perception of the availability for sale in the public market, of substantial amounts of our common stock could adversely
affect the prevailing market price of our common stock and could impair our ability to raise capital through future sales of equity securities at a
time and price that we deem appropriate. As of June 4, 2009, there were 160,062,309 shares of our common stock outstanding.

The shares of common stock sold by RWE and by us in this offering will be freely transferable without restriction or further registration under
the Securities Act. The 85,236,779 shares (or 81,336,779 shares if the underwriters� option to purchase additional shares is exercised in full) of
common stock owned by RWE after the consummation of this offering will be restricted securities within the meaning of Rule 144 under the
Securities Act but will be eligible for resale subject to applicable volume, manner of sale, holding period and other limitations of Rule 144 and
the lock-up provisions described below. RWE has certain registration rights with respect to the common stock that they will retain following this
offering and, subject to the lock-up provisions described in this prospectus, intends to fully divest its remaining ownership of American Water as
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In connection with the initial public offering, we granted 269,254 restricted stock units, 89,921 restricted stock awards and 2,077,814 stock
options under our 2007 Omnibus Equity Compensation Plan, and established an employee stock purchase plan, for which we have reserved
2.0 million shares of our common stock to be issued and sold thereunder.

We, our executive officers and directors and the selling stockholder have agreed to a �lock-up,� meaning that, subject to specified exceptions,
neither we nor they will sell any shares or engage in any hedging transactions without the prior consent of the representatives of the underwriters
for 90 days after the date of this prospectus supplement. Following the expiration of this 90-day lock-up period, all of the 85,339,121 shares (or
81,439,121 shares if the underwriters� option to purchase additional shares is exercised in full) of our common stock held by our executive
officers and directors and by the selling stockholder will be eligible for future sale, subject to the applicable volume, manner of sale, holding
period and other limitations of Rule 144.

We expect to pursue issuances of our common stock in order to meet our capital expenditure needs. We may need to issue and sell shares of
common stock as a result of additional goodwill impairments. We may also issue shares of our common stock, or other securities, from time to
time as consideration for future acquisitions and investments. The number of shares of our common stock or the number or aggregate principal
amount, as the case may be, of other securities that we may issue may in turn be significant. To the extent such shares or other securities are
issued in private transactions, we may also grant registration rights covering those shares or other securities. In connection with any such
acquisitions and investments, any additional capital raised through the sale of our equity securities may dilute your percentage ownership in us.
See �Shares Eligible for Future Sale� for a discussion of the shares of common stock that may be sold into the public market in the future.

You may never receive dividends on your investment in our common stock, which may limit your returns.

Subject to applicable law and the discretion of our board of directors, we will pay regular quarterly cash dividends on our common stock. See
�Dividend Policy.� However, you may not receive dividends in the amounts disclosed in this prospectus, or at all, as a result of the following
factors:

� we are not legally or contractually required to pay dividends;

� we may modify or revoke our policy to pay a regular quarterly dividend at any time;

� even if we do not modify or revoke our dividend policy, the actual amount of dividends distributed and the decision to make any
distribution is entirely at the discretion of our board of directors, and any future dividends with respect to shares of our common
stock will depend on, among other things, our financial condition and results of operations, liquidity requirements, capital
requirements of our subsidiaries, legal requirements, regulatory constraints, management�s assessment of our ability to fund capital
expenditures through debt and equity offerings and other factors deemed relevant by our board of directors;

� some of our debt agreements restrict our ability, subject to specified exceptions, to pay dividends, and our ability to pay dividends
may be subject to restrictions imposed by agreements governing our future indebtedness;

� our ability to pay dividends will depend on our ability to generate cash flow from operations in the future. This ability, to an extent,
is subject to general economic, financial, competitive, regulatory and other factors that are beyond our control. In addition, we are a
holding company with no substantial assets. Because substantially all of our operations are conducted through our subsidiaries, we
will not be able to pay dividends unless we receive sufficient cash distributions from our operating subsidiaries. We cannot assure
you that our operating subsidiaries will generate sufficient cash flow from operations, or have sufficient surplus or net profits to
make cash contributions to us in an amount sufficient to enable us to pay dividends. Even if these amounts are sufficient, our
operating subsidiaries are subject to regulation by applicable state PUCs which may limit their ability to pay distributions to us, and
the amount of dividends our subsidiaries may distribute is restricted by the agreements governing their indebtedness; and
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� the amount of dividends we may distribute is subject to Delaware law restrictions.
If we do not have sufficient cash to fund dividend payments, we would either reduce or eliminate dividends or rely on cash provided by
financing activities to fund dividend payments, and such financing may or may not be available.

Our dividend policy was in effect for the year ended December 31, 2008. Without making any pro forma adjustments other than the proposed
payment of dividends, we were not able to fund our construction expenditures and fund our acquisitions without using excess cash, borrowings
under our revolving credit facility or proceeds from additional financings.

Our principal stockholder is in a position to affect our ongoing operations, corporate transactions and other matters, and its interests may
conflict with or differ from your interests as a stockholder.

Upon the consummation of this offering, RWE will own approximately 49% of our common stock (or approximately 47% if the underwriters�
option to purchase additional shares is exercised in full). As a result, RWE may be able to control the outcome on matters submitted to a vote of
our stockholders, including the election of directors. So long as RWE continues to own a significant portion of the outstanding shares of our
common stock, it will continue to be able to significantly influence the election of our directors, subject to compliance with applicable NYSE
requirements, our decisions, policies, management and affairs and corporate actions requiring stockholder approval, including the approval of
transactions involving a change in control. The interests of RWE and its affiliates may not coincide with the interests of our other stockholders.

Provisions in our amended and restated certificate of incorporation, our bylaws, Delaware law and the laws of the states in which we operate
may inhibit or discourage a takeover attempt and negatively affect the value of your shares.

Provisions of our charter documents, the General Corporation Law of the State of Delaware, the state in which we are organized, and the laws of
the states in which we operate, could discourage potential acquisition proposals or make it more difficult for a third party to acquire control of
our company, even if doing so might be beneficial to our stockholders. See �Description of Capital Stock� in the accompanying prospectus for a
summary description of American Water�s Common Stock. Our amended and restated certificate of incorporation and bylaws provide for various
procedural and other requirements that could make it more difficult for stockholders to effect certain corporate actions, or may deter, delay or
prevent a third party from acquiring us. These provisions include:

� limitations on who may call special meetings of stockholders;

� the inability of stockholders to act by written consent;

� advance notice requirements for nominations for election to the board of directors and for stockholder proposals; and

� the authority of our board of directors to issue, without stockholder approval, shares of preferred stock with such terms as our board
of directors may determine and to issue additional shares of our common stock.

In addition, some of the states in which we operate have enacted laws that require regulatory approval for the acquisition of �control� of regulated
utilities. The threshold for a change in control is a fact-specific inquiry that varies by state. For instance, in some states, any person acquiring
more than 9.9% of our common stock would need the prior approval of the applicable state PUC or a determination from such state PUC that
�control� has not been acquired. In addition to ownership, other states may analyze the degree of influence or control an acquiror may exert over
the company. Any person acquiring our common stock in this offering or in any other purchase of our common stock in a quantity sufficient to
trigger a change in control under state law would need
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the prior approval of the applicable state PUC. For example, in Kentucky, KY. Rev. Stat. Ann. §278.020 requires that no person may acquire
control of American Water without obtaining necessary regulatory approvals.

These provisions may discourage acquisition proposals and may make it more difficult or expensive for a third party to acquire a majority of our
outstanding voting stock or may delay, prevent or deter a merger, acquisition, tender offer or proxy contest, which may negatively affect our
common stock price.
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FORWARD-LOOKING STATEMENTS

We have made statements under �Business,� �Risk Factors,� �Management�s Discussion and Analysis of Financial Condition and Results of
Operations� and in other sections of this prospectus supplement or incorporated by reference herein that are forward-looking statements within
the meaning of Section 27A of the Securities Act of 1933 and the Private Securities Litigation Reform Act of 1995. In some cases, these
forward-looking statements can be identified by words with prospective meanings such as �intend,� �plan,� �estimate,� �believe,� �anticipate,� �expect,�
�predict,� �project,� �forecast,� �outlook,� �future,� �potential,� �continue,� �may,� �can,� �should� and �could� and similar expressions. Forward-looking statements
may relate to, among other things, our future financial performance, our growth strategies, our ability to repay debt, our ability to finance current
operations and growth initiatives, trends in our industry, regulatory or legal developments or rate adjustments.

Forward-looking statements are predictions based on our current expectations and assumptions regarding future events. They are not guarantees
of any outcomes, financial results or levels of performance, and you are cautioned not to place undue reliance upon them. These forward-looking
statements are subject to a number of risks and uncertainties, and new risks and uncertainties of which we are not currently aware or which we
do not currently perceive may arise in the future from time to time. Should any of these risks or uncertainties materialize, or should any of our
expectations or assumptions prove incorrect, then our results may vary materially from those discussed in the forward-looking statements herein.
Factors that could cause actual results to differ from those discussed in forward-looking statements include, but are not limited to, the factors
discussed under �Risk Factors� in this prospectus supplement and Item 1A, �Risk Factors,� in our most recent Annual Report on Form 10-K, as
updated or amended in subsequent filed reports with the SEC, and the following factors:

� weather conditions, patterns or events, including drought or abnormally high rainfall;

� changes in general economic, business and financial market conditions;

� fluctuations in the value of benefit plan assets and liabilities that could increase our cost and funding requirements;

� changes in laws, governmental regulations and policies, including environmental, health and water quality and public utility
regulations and policies;

� the decisions of governmental and regulatory bodies, including decisions to raise or lower rates;

� the timeliness of regulatory commissions� actions concerning rates;

� migration into or out of our service territories;

� our ability to obtain permits for expansion projects;

� changes in customer demand for, and patterns of use of, water, such as may result from conservation efforts;

� the availability of adequate and cost-effective supplies of chemicals, electricity, fuel, water and other raw materials that are needed
for our operations;
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� our ability to successfully acquire and integrate water and wastewater systems that are complementary to our operations and the
growth of our business;

� our ability to manage the expansion of our business;

� our ability to control operating expenses and to achieve efficiencies in our operations;

� access to sufficient capital on satisfactory terms;

� fluctuations in interest rates;
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� restrictive covenants in or changes to the credit ratings on our current or future debt that could increase our financing costs or affect
our ability to borrow, make payments on debt or pay dividends;

� changes in our credit rating;

� changes in capital requirements;

� the incurrence of impairment charges;

� difficulty in obtaining insurance at acceptable rates and on acceptable terms and conditions;

� ability to retain and attract qualified employees;

� cost overruns relating to improvements or the expansion of our operations; and

� civil disturbance or terrorist threats or acts or public apprehension about future disturbances or terrorist threats or acts.
The risks and uncertainties referenced above are not intended to be exhaustive. See �Risk Factors� beginning on page S-11 of this prospectus
supplement and our most recent Annual Report on Form 10-K, including the information in Item 1A, �Risk Factors,� therein, and other documents
filed with the SEC for an expanded discussion of the risks and uncertainties described above and additional risks and uncertainties that could
cause actual results to differ materially from the forward-looking statements. All forward-looking statements contained in or incorporated by
reference in this prospectus are based upon information available to us on the date such statements are made. We undertake no obligation to
publicly update or revise any forward-looking statement, whether as a result of new information, future events, changed circumstances or
otherwise.

Any forward-looking statements we make speak only as of the date of such statement. Except as required by law, we do not have any obligation,
and we specifically disclaim any undertaking or intention, to update any forward-looking statements, whether as a result of new information,
future events or otherwise.

S-16

Edgar Filing: American Water Works Company, Inc. - Form 424B2

Table of Contents 25



Table of Contents

INDUSTRY AND MARKET DATA

Unless otherwise indicated, information contained in this prospectus supplement concerning the water and wastewater industry, its segments and
related markets and our general expectations concerning such industry and its segments and related markets are based on management estimates.
Such estimates are derived from publicly available information released by third-party sources, as well as data from our internal research and on
assumptions made by us based on such data and our knowledge of such industry and markets, which we believe to be reasonable. We have
estimated the number of people served by our water and wastewater systems (i) by multiplying the number of residential water and wastewater
connections by average people per household based on 2000 United States Census data by state (average people per household varies by state
but is generally between 2.4 to 3.0 individuals per household); (ii) by adjusting for weather fluctuations, for some other customer classes,
including commercial customers, and for bulk water sales and (iii) by reconciling drinking water and wastewater connections to avoid double
counting population served where the same user has both drinking water and wastewater service. In some instances, population estimates for our
Non-Regulated Businesses are based on either (i) specific population estimates from the client or (ii) population estimates based on the average
volume of water processed by the applicable facilities. While we are not aware of any misstatements regarding the industry or similar data
presented herein, such data involve risks and uncertainties and are subject to change based on various factors, including those discussed in
Item 1A, �Risk Factors,� in our Annual Report on Form 10-K for the year ended December 31, 2008 and incorporated by reference in this
prospectus supplement.
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USE OF PROCEEDS

We estimate that we will receive net proceeds of approximately $241.2 million (based on the public offering price of $17.25 per share) from the
sale of shares of our common stock by us in this offering after deducting underwriting discounts and commissions and estimated offering
expenses.

We intend to use the net proceeds to us from this offering to redeem short-term debt, which includes borrowings under AWCC�s $840.0 million
unsecured revolving credit facility and commercial paper with maturity of under one week. Affiliates of some of the underwriters are lenders
under this credit facility. The credit facility is scheduled to terminate on September 15, 2012 for $155.0 million of commitments and on
September 15, 2013 for $685.0 million of commitments. As of June 4, 2009, the average interest rate on our commercial paper was 0.94%, and
the average interest rate on short term borrowings under the credit facility was 0.54%. AWCC had $175.0 million of outstanding borrowings and
$46.8 million of outstanding letters of credit under this credit facility as of June 4, 2009. As of June 4, 2009, AWCC had $345.2 million of
commercial paper outstanding.

The selling stockholder will receive the remaining net proceeds from the sale of shares of our common stock in this offering. We will not receive
any of the proceeds from the sale of shares of our common stock by the selling stockholder in this offering.
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PRICE RANGE OF COMMON STOCK

Prior to April 23, 2008, there was no established public trading market for our common stock. Since April 23, 2008, our common stock has
traded on the NYSE under the symbol �AWK.� The following table sets forth the per-share range of the high and low closing sales prices of our
common stock as reported on the NYSE for the periods indicated:

Year Ended December 31, 2008 High Low
Second Quarter (from April 23, 2008) $ 23.37 $ 20.60
Third Quarter 22.95 18.63
Fourth Quarter 22.16 17.16

Year Ending December 31, 2009 High Low
First Quarter $ 21.48 $ 16.53
Second Quarter (through June 4, 2009) 18.79 16.95

On June 4, 2009, there were approximately 37 holders of record of our common stock and the last reported sale price of our common stock on
the NYSE was $17.49 per share.
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DIVIDEND POLICY

Our board of directors has adopted a dividend policy to distribute to our stockholders a portion of our net cash provided by operating activities as
regular quarterly dividends, rather than retaining that cash for other purposes. Subject to applicable law and the discretion of our board of
directors, our policy is to distribute 50% to 70% of our net income annually.

Our cash dividend policy reflects our basic judgment that it is in the best interest of our stockholders to distribute to them a portion of the cash
generated by our business. In order to fund construction expenditures, acquisitions (including tuck-in acquisitions) and principal and interest
payments on our indebtedness, and pay dividends at the level currently anticipated under our dividend policy, we expect that we will need
additional financing from external sources. In our judgment, our dividend policy, which is consistent with utility industry practice, will enable us
to attract financing required to fund capital expenditures and acquisitions.

Subject to applicable law and the discretion of our board of directors, we will pay cash dividends at a rate of approximately $0.20 per share per
quarter in 2009 on our common stock, to be paid approximately 60 days after the end of each fiscal quarter. The quarterly and annual average
aggregate dividend amounts for the next four quarters would be $34.9 million and $139.7 million, respectively. The aggregate dividend amounts
are based upon the estimated average 174.6 million shares outstanding after this offering during the next four quarters.

We expect that dividends will be paid in March, June, September and December of each fiscal year to holders of record approximately 15 days
prior to the distribution date. Since the dividends on our common stock will not be cumulative, only declared dividends will be paid.

We have paid quarterly dividends of $0.20 per share since September 2, 2008. In March 2009, the Company made a cash dividend payment of
$0.20 per share to all shareholders of record as of February 18, 2009. On June 1, 2009, the Company made a cash dividend payment of $0.20 per
share to all shareholders of record as of May 18, 2009. From 2003 to 2007, inclusive, because we were not a public company, we did not pay
dividends on our common stock. However, American Water, prior to its acquisition by RWE in 2003, paid dividends to common stockholders in
each of the years since it became publicly traded in 1947.

For further information about our dividend policy and our ability to pay dividends, see �Risk Factors�Risks Related to Our Industry and
Business�Our Regulated Businesses require significant capital expenditures to maintain infrastructure and expand our rate base and may suffer if
we fail to secure appropriate funding to make investments, or if we suffer delays in completing major capital expenditure projects� under Item 1A
of our most recent Annual Report on Form 10-K and �Risk Factors�You may never receive dividends on your investment in our common stock,
which may limit your returns� in this prospectus supplement.
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CAPITALIZATION

The following table sets forth our cash and cash equivalents and capitalization as of March 31, 2009 on an actual basis and on an as adjusted
basis to give effect to the issuance and sale by us of shares of our common stock in this offering at an offering price of $17.25 per share and the
issuance of $100.0 million of first mortgage bonds, $50.0 million of senior unsecured notes and $52.9 million of tax-exempt bonds since
March 31, 2009 and the use of proceeds from each offering as if each had occurred on March 31, 2009.

You should read this table in conjunction with, and this table is qualified in its entirety by reference to, the sections in this prospectus entitled
�Summary Historical Consolidated Financial Data,� �Use of Proceeds,� �Selected Historical Consolidated Financial Data,� �Management�s Discussion
and Analysis of Financial Condition and Results of Operations,� and our consolidated financial statements and the notes thereto incorporated by
reference in this prospectus.

As of March 31, 2009
(in thousands)

Historical As Adjusted
(unaudited) (unaudited)

Cash and cash equivalents $ 8,516 $ 8,516

Short-term debt(1)(2)
Short-term debt 645,092 202,449

Total short-term debt 645,092 202,449

Long-term debt of AWCC including current portion
Senior notes(1) 3,006,000 3,108,900
Long-term debt of other subsidiaries including current portion
Private activity bonds and government funded debt 935,800 935,800
Mortgage bonds(2) 675,200 775,200
Senior debt 40,518 40,518
Redeemable preferred stock at redemption value(3) 24,425 24,425
Notes payable and other 2,841 2,841
Unamortized debt discount, net 61,674 61,674

Total long-term debt 4,746,458 4,949,358

Total debt 5,391,550 5,151,807

Equity
Common stockholders� equity 3,660,341 3,901,562
Preferred stock without mandatory redemption requirements 4,557 4,557

Total equity 3,664,898 3,906,119

Total capitalization including short-term debt and current portion of long-term debt $ 9,056,448 $ 9,057,926

(1) The as adjusted column reflects the issuance by AWCC of $25.5 million in aggregate principal amount of 8.27% senior unsecured notes
due 2039 and $24.5 million in aggregate principal amount of 7.21% senior unsecured notes due 2019 on May 19, 2009, $16.7 million in
aggregate principal amount of 6.75% tax exempt bonds due 2031, $18.0 million in aggregate principal amount of 6.1% tax exempt bonds
due 2019 and $18.3 million in aggregate principal amount of tax exempt bonds due 2018 on May 21, 2009. The proceeds from the
issuances were used to pay down short term debt.
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(2) The as adjusted column reflects the issuance by NJAWC of $75.0 million in aggregate principal amount of its 6.35% first mortgage bonds
due 2039 and $25.0 million in aggregate principal amount of its 5.48% first mortgage bonds due 2019 on May 13, 2009. The proceeds
from the issuance were used to pay down short term debt.

(3) Includes current portion of redeemable preferred stock and the unamortized debt discount attributable to preferred stock of $0.3 million.
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DILUTION

If you invest in our common stock, your interest will be diluted to the extent of the difference between the offering price per share of our
common stock and the net tangible book value per share of our common stock after this offering.

Our net tangible book value as of March 31, 2009 was approximately $2,459.1 million, or $15.37 per share of common stock. Net tangible book
value per share represents total tangible assets less total liabilities, divided by the number of shares of common stock outstanding as of
March 31, 2009. Total tangible assets represent total assets, excluding goodwill of $1,249.8 million and other intangible assets and deferred
financing costs of $68.9 million. After giving effect to the issuance and sale by us of 14,500,000 shares of our common stock in this offering at
an offering price of $17.25 per share, and after deducting the underwriting discounts and estimated offering expenses that we will pay, our net
tangible book value as of March 31, 2009 would have been approximately $2,700.3 million, or $15.47 per share of common stock. This
represents an immediate increase in net tangible book value of $0.10 per share to existing stockholders and an immediate dilution of $1.78 per
share to new investors purchasing shares of common stock in this offering.

The following table illustrates this per share dilution:

Per Share
Offering price per share $ 17.25
Net tangible book value per share as of March 31, 2009 $ 15.37
Increase per share attributable to this offering $ 0.10
Net tangible book value per share after this offering $ 15.47
Decrease per share to new investors due to dilution $ 1.78

These calculations do not include shares issued under the Employee Stock Purchase Plan after March 31, 2009 and assume no issuance of shares
of our common stock through the exercise of stock options as of March 31, 2009. To the extent all of these options had been exercised as of
March 31, 2009, our net tangible book value per share of common stock would have further decreased and the dilution per share of common
stock to new investors in this offering would have further increased. Sales of shares by the selling stockholder in this offering do not affect our
net tangible book value.
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA

The following table presents our selected historical consolidated financial data at the dates and for the periods indicated. The statement of
operations data for the years ended December 31, 2006, 2007 and 2008 and the balance sheet data as of December 31, 2007 and 2008 have been
derived from our audited consolidated financial statements included in our Annual Report on Form 10-K for the year ended December 31, 2008
and incorporated by reference in this prospectus supplement. The statement of operations data for the years ended December 31, 2004 and 2005,
and the balance sheet data as of December 31, 2004, 2005 and 2006 have been derived from our historical financial statements, in each case,
which are not included in our Annual Report on Form 10-K for the year ended December 31, 2008 and are not incorporated by reference in this
prospectus supplement. The statement of operations data for the three months ended March 31, 2008 and 2009 and the balance sheet data as of
March 31, 2009 have been derived from our unaudited historical consolidated financial statements, which have been prepared on a basis
consistent with our annual consolidated financial statements are included in our Quarterly Report on Form 10-Q for the three months ended
March 31, 2009 and are incorporated by reference in this prospectus supplement. In the opinion of management, such unaudited financial data
reflects all adjustments, consisting only of normal and recurring adjustments, necessary for fair presentation of the results for those periods. The
results of operations for the three months ended March 31, 2009 are not necessarily indicative of the results to be expected for the full year or
any future period.
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Our historical consolidated financial data are not necessarily indicative of our future performance or what our financial position and results of
operations would have been if we had operated as a separate, stand-alone entity during the periods shown. This financial data should be read in
conjunction with, and is qualified in its entirety by reference to, the information in �Summary Historical Consolidated Financial Data,� �Use of
Proceeds,� �Capitalization,� �Management�s Discussion and Analysis of Financial Condition and Results of Operations� and our consolidated
financial statements and the notes thereto included in our Annual Report on Form 10-K for the year ended December 31, 2008 and our Quarterly
Report on Form 10-Q for the three months ended March 31, 2009, which are incorporated by reference in this prospectus supplement.

For the Years Ended December 31,
For the Three Months
Ended March 31,

2004 2005 2006 2007 2008 2008 2009
(unaudited) (unaudited)

(in thousands, except per share data)
Statement of operations data(1):
Operating revenues $ 2,017,871 $ 2,136,746 $ 2,093,067 $ 2,214,215 $ 2,336,928 $ 506,815 $ 550,170
Operating expenses
Operation and maintenance 1,121,970 1,201,566 1,174,544 1,246,479 1,303,798 311,261 314,402
Depreciation and amortization 225,260 261,364 259,181 267,335 271,261 63,916 68,843
General taxes 170,165 183,324 185,065 183,253 199,139 52,066 52,497
Loss (gain) on sale of assets(2) (8,611) (6,517) 79 (7,326) (374) (70) (202)
Impairment charges 78,688 385,434 221,685 509,345 750,000 750,000 450,000

Total operating expenses, net 1,587,472 2,025,171 1,840,554 2,199,086 2,523,824 1,177,173 885,540

Operating income (loss) 430,399 111,575 252,513 15,129 (186,896) (670,358) (335,370)

Other income (deductions)
Interest, net (315,944) (345,257) (365,970) (283,165) (285,155) (69,968) (71,979)
Amortization of debt expense (3,377) (4,367) (5,062) (4,867) (5,895) (1,318) (1,488)
Other, net(3) 14,350 13,898 9,581 17,384 27,352 1,149 1,114

Total other income (deductions) (304,971) (335,726) (361,451) (270,648) (263,698) (66,228) (67,138)

Income (loss) from continuing
operations before income taxes 125,428 (224,151) (108,938) (255,519) (450,594) (736,586) (402,508)

Provision for income taxes 66,328 50,979 46,912 86,756 111,827 (4,102) 10,571

Income (loss) from continuing
operations $ 59,100 $ (275,130) $ (155,850) $ (342,275) $ (562,421) $ (732,484) $ (413,079)

Income (loss) from continuing
operations per basic common share(4) $ 0.37 $ (1.72) $ (0.97) $ (2.14) $ (3.52) $ (4.58) $ (2.58)

Income (loss) from continuing
operations per diluted common share(4) $ 0.37 $ (1.72) $ (0.97) $ (2.14) $ (3.52) $ (4.58) $ (2.58)

Basic weighted average common
shares(4) 160,000 160,000 160,000 160,000 159,967 160,000 160,011

Diluted weighted average common
shares(4) 160,000 160,000 160,000 160,000 159,967 160,000 160,011
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For the Years Ended December 31,
For the Three Months
Ended March 31,

2004 2005 2006 2007 2008 2008 2009
(unaudited) (unaudited)

(in thousands)
Other data:
Cash flows provided by (used in):
Operating activities $ 458,408 $ 525,435 $ 323,748 $ 473,712 $ 552,169 $ 85,391 $ 142,499
Investing activities (545,903) (530,165) (691,438) (746,578) (1,033,667) (187,705) (202,281)
Financing activities 95,254 (9,049) 332,367 256,593 477,559 98,035 58,756
Construction expenditures (540,765) (552,636) (682,863) (750,810) (1,008,806) (188,437) (196,178)
Dividends declared per common
share �  �  �  �  0.40 �  0.20

As of December 31, As of
March 31,
20092004 2005 2006 2007 2008

(unaudited)
(in thousands)

Balance sheet data:
Cash and cash equivalents $ 78,856 $ 65,077 $ 29,754 $ 13,481 $ 9,542 $ 8,516
Utility plant and property, net
of depreciation 7,754,434 8,101,769 8,605,341 9,199,909 9,991,783 10,102,399
Total assets 12,728,410 12,542,029 12,783,059 12,951,327 13,231,818 12,907,244
Other short-term and
long-term debt 5,101,891 5,030,078 4,103,532 4,991,806 5,278,895 5,367,397
Redeemable preferred stock 1,775,224 1,774,691 1,774,475 24,296 24,150 24,153
Total debt and redeemable
preferred stock 6,877,115 6,804,769 5,878,007 5,016,102 5,303,045 5,391,550
Common stockholders� equity 3,129,555 2,804,716 3,817,397 4,542,046 4,102,001 3,660,341
Preferred stock without
mandatory redemption
requirements 4,651 4,571 4,568 4,568 4,557 4,557
Total stockholders� equity 3,134,206 2,809,287 3,821,965 4,546,614 4,106,558 3,664,898

(1) On September 28, 2007, Thames US Holdings, at the time an indirect wholly-owned subsidiary of RWE, was merged with and into
American Water, with American Water as the surviving entity. American Water was an indirect wholly-owned subsidiary of RWE until its
initial public offering in April 2008. The historical consolidated financial statements of American Water represent the consolidated results of
the Company, formerly issued under the name Thames Water Aqua US Holdings, Inc. and Subsidiary Companies.

(2) Represents primarily losses (gains) on sales of publicly traded securities and dispositions of assets not needed in utility operations.

(3) Includes allowance for other funds used during construction, allowance for borrowed funds used during construction and preferred
dividends of subsidiaries.

(4) For the three months ended March 31, 2009 and March 31, 2008, the number of shares used to compute loss from continuing operations per
basic common share and loss from continuing operations per diluted common share is 160.0 million. For the year ended December 31, 2008,
the number of shares used to compute loss from continuing operations per basic common share and loss from continuing operations per
diluted common share is 160.0 million. The number of shares used to compute income (loss) from continuing operations per basic common
share and income (loss) from continuing operations per diluted common share for the fiscal years ended December 31, 2007 and 2006 is
160.0 million after giving effect to the 160,000-for-1 stock split on November 7, 2007. For the three months ended March 31, 2009 and the
year ended December 31, 2008 there are no dilutive incremental common shares included in diluted earnings per share as all potentially

Edgar Filing: American Water Works Company, Inc. - Form 424B2

Table of Contents 36



dilutive instruments would be antidilutive. For the three months ended March 31, 2008, the Company had no potentially dilutive shares.

S-25

Edgar Filing: American Water Works Company, Inc. - Form 424B2

Table of Contents 37



Table of Contents

MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations covers periods prior to the consummation of our
initial public offering and related transactions. Accordingly, the discussion and analysis of historical periods before our initial public offering
and related transactions do not reflect the significant impact that these transactions have had or will have on us. You should read the following
discussion together with the financial statements and the notes thereto included in our Annual Report on Form 10-K for the year ended
December 31, 2008 and our Quarterly Report on Form 10-Q for three months ended March 31, 2009, which are incorporated by reference in
this prospectus supplement. This discussion contains forward-looking statements that are based on management�s current expectations,
estimates and projections about our business and operations. The cautionary statements made, or incorporated by reference, in this prospectus
supplement should be read as applying to all related forward-looking statements whenever they appear, or are incorporated by reference, in this
prospectus supplement. Our actual results may differ materially from those currently anticipated and expressed in such forward-looking
statements as a result of a number of factors, including those we discuss herein under �Risk Factors� and in Item 1A, �Risk Factors,� in our
Annual Report on Form 10-K for the year ended December 31, 2008, as updated or amended in subsequent filed reports with the SEC, and those
appearing elsewhere in this prospectus supplement or otherwise incorporated herein by reference. You should read �Risk Factors� and
�Forward-Looking Statements.� Certain 2007 and 2006 amounts have been reclassified within operations and maintenance expense to conform
to the 2008 presentation.

Overview

Founded in 1886, American Water is the largest investor-owned United States water and wastewater utility company, as measured both by
operating revenue and population served. Our approximately 7,300 employees provide drinking water, wastewater and other water-related
services to more than 15 million people in 32 states and Ontario, Canada. In 2008, we generated $2,336.9 million in total operating revenue,
representing approximately four times the operating revenue of the next largest investor-owned company in the United States water and
wastewater business, and $186.9 million in operating loss, which includes $750.0 million of impairment charges relating to continuing
operations, and a net loss of $562.4 million. For the three months ended March 31, 2009, we generated $550.2 million in total operating revenue,
$335.4 million in operating loss, which includes $450.0 million of impairment charges, and a net loss of $413.1 million.

Our primary business involves the ownership of water and wastewater utilities that provide water and wastewater services to residential,
commercial and industrial customers. Our Regulated Businesses that provide these services are generally subject to economic regulation by state
PUCs in the states in which they operate. The federal government and the states also regulate environmental, health and safety and water quality
matters. Our Regulated Businesses currently provide services in 20 states and in 2008 served approximately 3.3 million customers, or
connections to our water and wastewater networks. We report the results of this business in our Regulated Businesses segment. For the year
ended December 31, 2008 and for the three months ended March 31, 2009, our Regulated Businesses generated $2,082.7 million and $497.4
million, respectively, in operating revenue, prior to inter-segment eliminations, representing 89.1% and 90.4%, respectively, of our consolidated
operating revenue.

We also provide services that are not subject to economic regulation by state PUCs. Our Non-Regulated Businesses include our:

� Contract Operations Group, which enters into public/private partnerships, including O&M and DBO contracts for the provision of
services to water and wastewater facilities for municipalities, the United States military and other customers;

� Applied Water Management Group, which works with customers to design, build and operate small water and wastewater treatment
plants; and
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� Homeowner Services Group, which provides services to domestic homeowners to protect against the cost of repairing broken or
leaking pipes inside and outside their homes.

We report these results in our Non-Regulated Businesses segment. For the year ended December 31, 2008 and for the three months ended
March 31, 2009, our Non-Regulated Businesses generated $272.2 million and $57.5 million, respectively, in operating revenue, prior to
inter-segment eliminations.

History

Prior to being acquired by RWE in 2003, we were the largest publicly traded water utility company as measured by both operating revenue and
population served in the United States. In 2003, we were acquired by RWE and became a private company. On September 28, 2007, Thames US
Holdings was merged with and into American Water with American Water being the surviving entity, which we refer to as the Merger. Prior to
the Merger, Thames US Holdings, formerly an indirect wholly-owned subsidiary of RWE, was the holding company for us and our regulated
and unregulated subsidiaries throughout the United States and Ontario, Canada. The RWE acquisition resulted in certain changes in our
business. For example, our operations and management were managed through Thames Water.

Our consolidated statements of operations for the year ended December 31, 2006 reflects expense allocations for some central corporate
functions historically provided to us by Thames Water, including information systems, human resources, accounting and treasury activities and
legal services. These allocations reflect expenses specifically identifiable as relating to our business as well as our share of expenses allocated to
us based on capital employed, capital expenditures, headcount, revenues, production volumes, fixed costs, environmental accruals or other
methods management considers to be reasonable. During our transition to a separate, stand-alone company, we have developed or obtained
additional in-house capabilities related to these functions, and therefore there were no such expense allocations in 2008 or in 2007 from RWE or
its affiliates. We and RWE consider these allocations to be a reasonable reflection of our utilization of the services provided by Thames Water.
However, our expenses as a separate, stand-alone company may be higher or lower than the amounts reflected in our 2006 consolidated
statements of operations. Also, we agreed not to file rate cases with some state PUCs for specified periods of time as a condition of the
acquisition. As of December 31, 2007, all rate stay-out provisions associated with the RWE acquisition had expired.

In 2005, RWE decided to divest American Water. In March 2006, RWE decided to divest American Water through the sale of shares in one or
more public offerings. In order to become a public company once again, we have had to incur substantial initial costs, including costs associated
with ensuring adequate internal control over financial reporting in order to achieve compliance with the Sarbanes-Oxley Act. These substantial
initial costs will not be recovered in rates charged to our customers. See ��Our Internal Control and Remediation Initiatives.�

Upon the completion of our initial public offering in April 2008, we again became listed on the NYSE. RWE Aqua Holdings GmbH, the selling
stockholder, sold approximately 63.2 million shares of the Company�s common stock. RWE currently owns approximately 60% of the Company�s
shares of common stock.

We performed valuations of our goodwill in 2008, 2007 and 2006. As a result of the valuation analyses, we recorded pre-tax charges of $750.0
million, $509.3 million and $227.8 million, including impairment charges from discontinued operations, for the years ended December 31, 2008,
2007 and 2006, respectively. We also recognized $450.0 million as a goodwill impairment charge for the three months ended March 31, 2009.
See ��Goodwill Impairment.�

Our Internal Control and Remediation Initiatives

Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Our internal control over
financial reporting is a process designed to provide reasonable assurance
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regarding the reliability of financial reporting and the preparation of financial statements in accordance with generally accepted accounting
principles. However, from 2003 to April 28, 2008, we were an indirect wholly-owned subsidiary of RWE and, as a privately owned company,
were not required to comply with the requirements of the SEC and the Sarbanes-Oxley Act or to prepare our own consolidated financial
statements. As a public reporting company, we are required, among other things, to maintain a system of effective internal control over financial
reporting suitable to prepare our publicly reported financial statements in a timely and accurate manner, and also to evaluate and report on such
system of internal control. In particular, we are required to certify our compliance with Section 404 of the Sarbanes-Oxley Act for the year
ending December 31, 2009, which will require us to perform system and process evaluation and testing of our internal control over financial
reporting to allow management and our independent registered public accounting firm to report on the effectiveness of our internal control over
financial reporting.

In connection with the preparation of our consolidated financial statements as of December 31, 2006, we and our independent registered public
accountants identified the following material weaknesses in our internal control over financial reporting:

� Inadequate internal staffing and skills;

� Inadequate controls over financial reporting processes;

� Inadequate controls over month-end closing processes, including account reconciliations;

� Inadequate controls over maintenance of contracts and agreements;

� Inadequate controls over segregation of duties and restriction of access to key accounting applications; and

� Inadequate controls over tax accounting and accruals.
Management has assigned a high priority to the evaluation and remediation of our internal controls, and have taken numerous steps to enhance
these internal controls to a level that would prevent or detect a material misstatement in the consolidated financial statements and to implement
an ongoing process to evaluate and strengthen our overall internal controls over financial reporting. Some of the actions taken to remediate these
material weaknesses and to evaluate and strengthen our other internal controls over financial reporting include:

� Increasing our internal financial staff numbers and skill levels, and using external resources to supplement our internal staff when
necessary;

� Implementing detailed processes and procedures related to our period-end financial closing processes, key accounting applications
and our financial reporting processes;

� Implementing or enhancing systems used in the financial reporting processes and month-end close processes;

� Conducting extensive training on existing and newly developed processes and procedures as well as explaining to employees
Sarbanes-Oxley Act requirements and the value of internal controls;

Edgar Filing: American Water Works Company, Inc. - Form 424B2

Table of Contents 40



� Enhancing our internal audit staff;

� Hiring a director of internal control and a director of taxes during 2007;

� Implementing a tracking mechanism and new policy and procedure for approval of all contracts and agreements; and

� Retaining a nationally recognized accounting and auditing firm to assist management in developing policies and procedures
surrounding internal controls over financial reporting, to evaluate and test these internal controls and to assist in the remediation of
internal control deficiencies.

With respect to the material weaknesses described above, we believe that we have addressed the areas of material weakness, and have tested the
effectiveness of controls designed to address these material weaknesses.
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Based on these actions and the length of time these controls have been operating at a level that would prevent or detect a material misstatement
in the consolidated financial statements, we no longer consider these control deficiencies to be material weaknesses as of March 31, 2009, except
for the control deficiencies relating to the maintenance of contracts and agreements, which in our opinion should remain as a material weakness
until we have sufficient experience with the sustainability of the levels at which the associated controls have been operating.

As of March 31, 2009, the Company had incurred $58.4 million to remediate these material weaknesses and to document and test key financial
reporting controls. At this time, the Company cannot indicate with certainty what additional costs may need to be incurred in the future. As a
condition to state PUC approval of the RWE Divestiture, we agreed that costs incurred in connection with our initial internal control and
remediation initiatives would not be recoverable in rates charged to our customers.

Elements of our remediation activities can only be accomplished over time, and our initiatives provide no assurances that they will result in an
effective internal control environment. Our board of directors, in coordination with our audit committee, will continually assess the progress and
sufficiency of these initiatives and make adjustments, as necessary.

The Company believes the additional control procedures as designed, when implemented, will fully remediate the material weaknesses described
above.

Factors Affecting Our Results of Operations

As the largest investor-owned United States water and wastewater utility company, as measured both by operating revenue and population
served, our financial condition and results of operations are influenced by a variety of industry-wide factors, including the following:

� economic utility regulation;

� the need for infrastructure investment;

� compliance with environmental, health and safety standards;

� production costs;

� customer growth;

� an overall trend of declining water usage per customer;

� weather and seasonality; and

� economic environment.
Since our acquisition by RWE in 2003, our results of operations have also been significantly influenced by goodwill impairments. See ��Goodwill
Impairment.�

Factors that may affect the results of operations of our Regulated Businesses� operating performance are mitigated by state PUCs granting us
appropriate rate relief that is designed to allow us to recover prudently incurred expenses and to earn an appropriate rate of return on our
investment.
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Our subsidiaries in the states in which we operate our Regulated Businesses are generally subject to extensive economic regulation by their
respective state PUCs. Although specific authority might differ from state to state, in most states, these state PUCs must approve rates,
accounting treatments, long-term financing programs, significant capital expenditures and plant additions, transactions between the regulated
subsidiary and
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affiliated entities, reorganizations and mergers and acquisitions, in many instances prior to their completion. Regulatory policies not only vary
from state to state, they may change over time. These policies will affect the timing as well as the extent of recovery of expenses and the realized
return on invested capital.

Our operating revenue is typically determined by reference to the volume of water supplied to a customer multiplied by a price-per-gallon set by
a tariff approved by the relevant state PUC. The process to obtain approval for a change in rates, or rate case, involves filing a petition with the
state PUC on a periodic basis as determined by our capital expenditures needs and our operating costs. Rate cases and other rate-related
proceedings can take several months to a year or more to complete. Therefore, there is frequently a delay, or regulatory lag, between the time
one of our regulated subsidiaries makes a capital investment or incurs an operating expense increase and when those costs are reflected in rates.
The management team at each of our regulated subsidiaries works to minimize regulatory lag.

Our results of operations are significantly affected by rates authorized by the state PUCs in the states in which we operate, and we are subject to
risks and uncertainties associated with rate stay-outs and delayed or inadequate rate recovery. In addition to general rate case filings, we generate
revenues through other cost recovery procedures. For example, some states in which we operate allow utility subsidiaries to recover system
infrastructure replacement costs without the necessity of filing a full rate proceeding. Since infrastructure replacement is a significant element of
capital expenditures made by our subsidiaries, such programs can reduce regulatory lag.

Currently, Pennsylvania, Illinois, Missouri, Indiana, New York, California and Ohio have allowed the use of these infrastructure surcharges.
These surcharges adjust periodically based on qualified capital expenditures being completed or anticipated in a future period. These surcharges
are typically reset to zero when new base rates are effective and incorporate the costs of these infrastructure expenditures. As of June 4, 2009,
we have been granted an additional $12.6 million in revenues, assuming constant sales volumes from such surcharges in several of our states.
Furthermore, we were granted a $0.2 million increase for an arsenic surcharge in our Arizona subsidiary, allowing recovery for costs associated
with the construction and operation of arsenic treatment facilities.

Also, some of the states in which we operate permit pass-through provisions that allow for an increase in certain operating costs, such as
purchased power and property taxes, to be passed on to and recovered from the customers outside of a general rate proceeding.

Some states have permitted use of some form of forecast or forward-looking test year instead of historical data to set rates. Examples of these
states include Hawaii, Illinois, Kentucky, Ohio, Pennsylvania, New York, Tennessee and California. In addition, a number of states in which we
operate have allowed the utility to update historical data for some changes that occur for some limited period of time subsequent to the historical
test year. This allows the utility to take account of some more current costs or capital investments in the rate-setting process. Examples of these
states include New Mexico, Texas, Missouri, Iowa, Virginia, Maryland, West Virginia, New Jersey and Arizona.

Another regulatory mechanism to address issues of regulatory lag includes the ability, in some circumstances, to recover in rates a return on
utility plant before it is actually in service, instead of capitalizing an allowance for funds used during construction. Examples of states that have
allowed such recovery include Texas, Pennsylvania, Ohio, Kentucky, Virginia and California.

The infrastructure surcharge, pass-through provisions, the forward-looking test year and the allowance of a return on utility plant before it is
actually in service are examples of mechanisms that present an opportunity to limit the risks associated with regulatory lag. We employ each of
these mechanisms as part of our rate case management program to ensure efficient recovery of our costs and investment and to ensure positive
short-term liquidity and long-term profitability.
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In addition, some states have permitted us to seek pre-approval of certain capital projects and associated costs. In this pre-approval process, the
PUCs assess the prudency of such projects.

As a condition to our acquisition by RWE in 2003, we agreed not to file rate cases in some of the states where our Regulated Businesses operate.
In the first three months of 2009 we received authorizations for additional annualized revenues from general rate cases of $5.2 million. As of
March 31, 2009, we were awaiting a final order for Hawaii�s general case that was filed in 2007, requesting $1.3 million in total additional annual
revenues. In October 2008, The Hawaii Public Utility Commission approved, on an interim basis, an increase in additional annualized revenues
of $0.7 million. The interim rates were effective for the fourth quarter of 2008. Also, at March 31, 2009, we were awaiting final orders in five
states for general rate cases filed in 2008 and in one state for a general rate case filed in 2009, requesting additional annualized revenues of
$120.6 million. During May 2009, the New Mexico rate case, which was filed in 2008, was finalized. The final order authorized additional
annualized revenues of $1.4 million. Also in May 2009, our Applied Wastewater Management, Inc. rate case was finalized and additional
annualized revenues of $1.6 million was authorized. In June 2009, we received final orders for the Kentucky and California rate case filed in
2008. These final orders authorized additional annualized revenues of $10.3 million and $0.1 million in Kentucky and California, respectively.
The residual amount of $97.1 million for the remaining four cases filed in 2008 and the case filed in the first quarter of 2009 is under
consideration by the state PUCs. Also, during April and May 2009, we filed general rate cases in six states amounting to additional annualized
revenue of $182.6 million, including the recovery of higher pension and postretirement benefit costs. In regards to the pension and
postretirement benefit cost, we have begun discussions with our regulators about the appropriate treatment for these incremental costs in order to
minimize regulatory lag between incurring of the expense and any recovery of the expense. To date, we have authorization to recover or defer
$5.8 million of this annual increase and have requested permission to recover or defer as a deferred asset until the next rate case is concluded an
additional $7.3 million of this increase in 2009. Until we receive permission from the regulators to defer costs, we will continue to expense
them. We are also discussing with regulators other ways in which to defer the costs until future rate cases are filed. There is no assurance that the
filed amount, or any portion thereof, of any requested increases will be granted. In April 2009, additional annualized revenues of $2.4 million
and $3.8 million resulting from infrastructure charges for our Pennsylvania and Indiana subsidiaries became effective. There is no assurance that
the filed amount, or any portion thereof, of any requested increases will be granted.

Infrastructure Investment

The water and wastewater utility industry is highly capital intensive. We invested approximately $1 billion and $750 million in net
Company-funded capital improvements in 2008 and 2007, respectively. From 2009 to 2013, we estimate that Company-funded capital
investment will total between $4.0 billion and $4.5 billion. We anticipate spending between $790 million and $1.0 billion yearly on
Company-funded capital investment for the foreseeable future, depending upon the timing of major capital projects. Our capital investment
includes both infrastructure renewal programs, where we replace existing infrastructure, as needed, and construction of new facilities to meet
customer growth. From 2009 to 2013, we estimate we will invest approximately $1.3 billion to $1.4 billion to replace aging infrastructure
including mains, meters, and supply and treatment facilities. We estimate that we will invest approximately $1.2 billion to $1.3 billion in new
facilities to serve customer growth over this same period. In addition, we estimate that complying with water quality standards and other
regulatory requirements will require approximately $300 million to $400 million of investment. Projects to enhance system reliability, quality of
service and risk reduction are estimated to require an investment of approximately $800 million while efficiency related projects are estimated to
require an investment of approximately $400 million to $600 million over this same period.

These capital investments are needed on an ongoing basis to comply with existing and new regulations, renew aging treatment and network
assets, provide capacity for new growth and enhance system reliability, security and quality of service. The need for continuous investment
presents a challenge due to the potential for regulatory lag, or the delay in recovering our operating expenses and earning an appropriate rate of
return on our invested capital and a return of our invested capital. Because the decisions of state PUCs and the timing of those decisions can
have a significant impact on the operations and earnings of our Regulated Businesses, we maintain
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a rate case management program guided by the goals of obtaining efficient recovery of costs of capital and utility operation and maintenance
costs, including costs incurred for compliance with environmental, health and safety and water quality regulation. As discussed above under
��Economic Utility Regulation,� we pursue methods to minimize the adverse impact of regulatory lag and have worked with state PUCs and
legislatures to implement a number of approaches to achieve this result, including promoting the implementation of forms of forward-looking
test years and infrastructure surcharges.

Compliance with Environmental, Health and Safety Standards

Our water and wastewater operations are subject to extensive United States federal, state and local and, in the case of our Canadian operations,
Canadian laws and regulations, governing the protection of the environment, health and safety, the quality of the water we deliver to our
customers, water allocation rights, and the manner in which we collect, treat, discharge and dispose of wastewater. These requirements include
the Safe Drinking Water Act, the Clean Water Act and similar state and Canadian laws and regulations. We are also required to obtain various
environmental permits from regulatory agencies for our operations. State PUCs also set conditions and standards for the water and wastewater
services we deliver. We incur substantial costs associated with compliance with environmental, health and safety and water quality regulation to
which our Regulated Businesses are subject.

Environmental, health and safety and water quality regulations are complex and change frequently, and the overall trend has been that they have
become more stringent over time. We face the risk that as newer or stricter standards are introduced, they could increase our operating expenses.
In the past, we have generally been able to recover expenses associated with compliance for environmental, health and safety standards, but this
recovery is affected by regulatory lag and the corresponding uncertainties surrounding rate recovery.

Production Costs

Our water and wastewater services require significant production inputs and result in significant production costs. These costs include fuel and
power, which is used to operate pumps and other equipment, purchased water and chemicals used to treat water and wastewater. We also incur
production costs for waste disposal. For 2008, production costs accounted for approximately 11.4% of our total operating costs. Price increases
associated with these inputs impact our results of operations until rate relief is granted.

Customer Growth

Customer growth in our Regulated Businesses is driven by (i) organic population growth within our authorized service areas and (ii) by adding
new customers to our regulated customer base by acquiring water and wastewater utility systems through acquisitions. Generally, we add
customers through tuck-ins of small water and/or wastewater systems, typically serving fewer than 10,000 customers, in close geographic
proximity to where we currently operate our Regulated Businesses. During 2008, 2007 and 2006, we had cash outflows of $12.5 million, $15.9
million and $12.5 million, respectively, for tuck-in acquisitions of water and wastewater systems which allowed us to expand our regulated
customer base. We also seek larger acquisitions that allow us to acquire multiple water and wastewater utility systems in our existing markets
and markets where we currently do not operate our Regulated Businesses. Our experienced development team evaluates potential acquisition
targets across the country, particularly in higher-growth areas. Before entering new markets, we will evaluate the regulatory environment to
ensure that we will have the opportunity to achieve an appropriate return on our investment while maintaining our high standards for quality,
reliability and compliance with environmental, health and safety and water quality standards. These acquisitions may include large acquisitions
of companies that have operations in multiple markets. For further information, see �Business�Growth.�

Declining Water Usage Per Customer

Increased water conservation, including through the use of more efficient household fixtures and appliances among residential consumers,
combined with declining household sizes in the United States, has contributed to a trend of declining water usage per residential customer.
Additionally, in the current economic environment, both industrial and commercial usage continues to decline.
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The average annual decrease in residential water usage per customer from January 1999 through December 2008 (as a percentage of January
1999 usage) in the larger states served by our Regulated Businesses ranged from a decline 0.56% per year in New Jersey at the low end to as
high as 1.62% per year in West Virginia. The decline in industrial and commercial usage from 2007 to 2008 was 3.7%.

Because the characteristics of residential water use are driven by many factors, including socio-economic and other demographic characteristics
of our service areas, climate, seasonal weather patterns and water rates, these declining trends vary by state and service area and change over
time. The trend of declining residential water usage per customer is higher in the predominantly rural states served by our Regulated Businesses.
We do not believe that the trend in any particular state or region will have a disproportionate impact on our results of operations.

Our Regulated Businesses are heavily dependent upon operating revenue generated from rates we charge to our customers for the volume of
water they use. Declining usage due to conservation or economic environment will have a negative impact on our long-term operating revenues
if we are unable to secure appropriate regulatory treatment to offset the usage decline.

Water Supply

Our ability to meet the existing and future water demands of our customers depends on an adequate supply of water. Drought, governmental
restrictions, overuse of sources of water, the protection of threatened species or habitats or other factors may limit the availability of ground and
surface water. Also, customer usage of water is affected by weather conditions, in particular during the summer. Our water systems experience
higher demand in the summer due to the warmer temperatures and increased usage by customers for lawn irrigation and other outdoor uses.
Summer weather that is cooler and wetter than average generally serves to suppress customer water demand, and can have a downward effect on
our operating revenue and operating income. Conversely, when weather conditions are extremely dry and even if our water supplies are
sufficient to serve our customers, our systems may be affected by drought-related warnings and/or water usage restrictions imposed by
governmental agencies, purchase supply allocation and mandatory conservation measures. All of the above conditions serve to reduce customer
demand and operating revenues. These restrictions may be imposed at a regional or state level and may affect our service areas regardless of our
readiness to meet unrestricted customer demands. We employ a variety of measures to ensure that we have adequate sources of water supply,
both in the short-term and over the long-term. For additional detail concerning these measures, see �Business�Our Regulated Businesses�Overview
of Networks, Facilities and Water Supply.�

The geographic diversity of our service areas tends to mitigate some of the effect of weather extremes. In any given summer, some areas are
likely to experience drier than average weather while other areas will experience wetter than average weather.

Goodwill Impairment

At March 31, 2009, the Company�s goodwill totaled $1,249.8 million. The Company�s annual impairment reviews are performed as of
November 30 of each year, in conjunction with the timing of the completion of the Company�s annual strategic business plan. The Company also
undertakes interim reviews when the Company determines that a triggering event that would more likely than not reduce the fair value of a
reporting unit below its carrying value has occurred.

The Company�s calculated market capitalization at March 31, 2009 was $1,186.0 million below its aggregated carrying value of its reporting
units. During the first quarter of 2009, despite no apparent significant adverse changes in its underlying business, the Company�s market price
experienced a high degree of volatility and, as of March 31, 2009, had a sustained period for which it was below historical averages and 10%
below the market price employed in the Company�s 2008 annual goodwill impairment test. Having considered both
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qualitative and quantitative factors, management concluded that this sustained decline in market value below the market value which existed at
the 2008 annual impairment test, was an interim triggering event and performed an interim impairment test.

Management concluded the fair value of certain of the Company�s reporting units were below their carrying values as of March 31, 2009. Upon
completing the impairment calculation, the Company recognized $450.0 million as a goodwill impairment charge for the three months ended
March 31, 2009.

The Company may be required to recognize an impairment of goodwill in the future due to market conditions or other factors related to the
Company�s performance. These market events could include additional declines over a period of time of the Company�s stock price, a decline
over a period of time in valuation multiples of comparable water utilities, the lack of an increase in the Company�s market price consistent with
its peer companies, or decreases in control premiums and the overhang effect. A decline in the forecasted results in our business plan, such as
changes in rate case results or capital investment budgets or changes in our interest rates, could also result in an impairment charge. Recognition
of impairments of a significant portion of goodwill would negatively affect the Company�s reported results of operations and total capitalization,
the effect of which could be material and could make it more difficult to maintain its credit ratings, secure financing on attractive terms,
maintain compliance with debt covenants and meet expectations of our regulators.

The Company uses a two-step impairment test to identify potential goodwill impairment and measure the amount of a goodwill impairment loss
to be recognized (if any) in accordance with Statement of Financial Accounting Standards No. 142, �Goodwill and Other Intangible Assets,�
which we refer to as SFAS 142. The step 1 calculation used to identify potential impairment compares the calculated fair value for each of the
Company�s reporting units to their respective net carrying values (book values), including goodwill, on the measurement date. If the fair value of
any reporting unit is less than such reporting unit�s carrying value, then step 2 is performed to measure the amount of the impairment loss (if any)
for such reporting unit.

The step 2 calculation of the impairment test compares, by reporting unit, the implied fair value of the goodwill to the carrying value of
goodwill. The implied fair value of goodwill is equal to the excess of the fair value of each reporting unit above the fair value of such reporting
unit�s identified assets and liabilities. If the carrying value of goodwill exceeds the implied fair value of goodwill for any reporting unit, an
impairment loss is recognized in an amount equal to the excess (not to exceed the carrying value of goodwill) for that reporting unit.

The determination of the fair value of each reporting unit and the fair value of each reporting unit�s assets and liabilities is performed as of the
measurement date using observable market data before and after the measurement date (if that subsequent information is relevant to the fair
value on the measurement date).

The estimated fair value of the regulated reporting unit for step 1 is based on a combination of the following valuation techniques:

� observable trading prices of comparable equity securities of publicly-traded water utilities considered by us to be the Company�s
peers; and

� discounted cash flow models developed from the Company�s internal forecasts.
The estimated fair values of the non-regulated reporting units are determined entirely on the basis of discounted cash flow models.

The first valuation technique applies average peer multiples to the Regulated reporting unit�s historic and forecasted cash flows. The peer
multiples are calculated using the average trading prices of comparable equity securities of publicly-traded water utilities, their published cash
flows and forecasts of market price and cash flows for those peers.
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The second valuation technique forecasts each reporting unit�s five-year cash flows using an estimated long-term growth rate and discounts these
cash flows at their respective estimated weighted average cost of capital.

In conjunction with step 1, the Company also reconciles the difference between the calculated market capitalization and the aggregate carrying
value of the reporting units to ensure that any excess is supportable by relevant market information. The Company makes certain assumptions,
which it believes to be appropriate, that support this reconciliation. The Company considers, in addition to the listed trading price of the
Company�s shares, the effect on that price due to RWE�s majority ownership, the effect of RWE�s expected disposition of its owned Company
shares on the market for those shares, the applicability of a control premium to the Company�s shares and certain other factors the Company
deems appropriate. As a result, the Company may conclude that the Company�s fair value exceeds what the Company might otherwise have
concluded had it relied on market price alone.

In addition, given recent market conditions, management determined that it is appropriate for the Company to consider the average of the
Company�s closing market price over a thirty day period rather than using a particular date to calculate its market capitalization.

If step 2 of the impairment test is required, the Company determines the fair value of the applicable reporting unit�s assets and liabilities. The fair
values of the applicable debt are highly dependent upon market conditions surrounding the measurement date. For the step 2 calculations of the
fair value of debt, the Company uses observable prices of instruments and indices that have risks similar to those instruments being valued,
adjusted to compensate for differences in credit profile, collateral, tax treatment and call features, to calculate the fair value of each reporting
unit�s debt.

For the years ended December 31, 2008, 2007 and 2006, the Company recorded impairment charges for goodwill, including discontinued
operations, in the amount of $750.0 million, $509.3 million and $227.8 million, respectively.

As of March 31, 2008, in light of the initial public offering price and trading levels in our common stock subsequent to the date of the initial
public offering, the Company performed an interim impairment test and, on May 9, 2008, management concluded that the carrying value of the
Company�s goodwill was impaired. The Company believed that the initial public offering price was indicative of the value of the Company at
March 31, 2008, and accordingly, based on those factors recorded an impairment charge to the goodwill of its Regulated reporting unit in the
amount of $750.0 million as of March 31, 2008. The impairment charge was primarily attributed to the market price of the Company�s common
stock (both the initial public offering price and the price during subsequent trading) being less than that implied by the trading value of peer
companies used during the 2007 annual test. Also contributing to the impairment was a decline in the fair value of the Company�s debt (due to
increased market interest rates). As a result of the impairment charge, RWE Aqua Holdings GmbH (a wholly-owned subsidiary of RWE)
transferred $245.0 million to the Company on May 13, 2008. This cash was used to reduce short-term debt. RWE is not obligated to make any
additional capital contributions.

During the third quarter of 2007, as a result of the Company�s debt being placed on review for a possible downgrade and the proposed sale of a
portion of the Company in the initial public offering, management determined at that time it was appropriate to update its valuation analysis
before the next scheduled annual test. Based on this assessment, the Company performed an interim impairment test and recorded an impairment
charge to goodwill related to its Regulated reporting unit in the amount of $243.3 million as of September 30, 2007. The decline was primarily
due to a slightly lower long-term earnings forecast caused by updated customer demand and usage expectations and expectations for timing of
capital expenditures and rate recovery.

The Company completed its scheduled annual impairment test in the fourth quarter of 2007 and determined that an impairment had occurred
based upon information regarding the Company�s market value in connection with the initial public offering. Management determined that the
indicative fair value of the Company based on
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estimates of the initial public offering price range was the best evidence of the Company�s market value and incorporated this indicated market
value into the Company�s valuation methodology, which also considered other items, such as peer multiples, discounted cash flows and a control
premium. Based on the results of the impairment test, an impairment of $266.0 million to the Company�s carrying value was recognized as of
December 31, 2007.

The 2006 impairment charge of $227.8 million was attributable to higher interest rates in the Regulated reporting unit and a change in the
potential net realizable value of a non-regulated reporting unit.

Economic Environment

Continued market disruption could cause a broad economic downturn. This downturn could lead to increased incidence of customers� failure to
pay for services delivered as well as a decreased usage by our industrial and commercial customers.
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Results of Operations

The following table sets forth our consolidated statement of operations data for the years ended December 31, 2008, 2007 and 2006 and for the
three months ended March 31, 2009 and 2008:

For the Years Ended December 31,
For the three months
ended March 31,

2006 2007 2008 2008 2009
(in thousands, except per share data) (unaudited) (unaudited)

Operating revenues $ 2,093,067 $ 2,214,215 $ 2,336,928 $ 506,815 $ 550,170

Operating expenses:
Operation and maintenance 1,174,544 1,246,479 1,303,798 311,261 314,402
Depreciation and amortization 259,181 267,335 271,261 63,916 68,843
General taxes 185,065 183,253 199,139 52,066 52,497
Loss (gain) on sale of assets 79 (7,326) (374) (70) (202)
Impairment charges 221,685 509,345 750,000 750,000 450,000

Total operating expenses, net 1,840,554 2,199,086 2,523,824 1,177,173 885,540

Operating income (loss) 252,513 15,129 (186,896) (670,358) (335,370)

Other income (deductions):
Interest, net (365,970) (283,165) (285,155) (69,968) (71,979)
Allowance for other funds used during construction 5,980 7,759 14,497 2,541 3,343
Allowance for borrowed funds used during construction 2,652 3,449 8,171 1,368 1,872
Amortization of debt expense (5,062) (4,867) (5,895) (1,318) (1,488)
Preferred dividends of subsidiaries (215) (225) (225) �  �  
Other, net 1,164 6,401 4,909 1,149 1,114

Total other income (deductions) (361,451) (270,648) (263,698) (66,228) (67,138)

Loss from continuing operations before income taxes (108,938) (255,519) (450,594) (736,586) (402,508)

Provision for income taxes 46,912 86,756 111,827 (4,102) 10,571

Loss from continuing operations (155,850) (342,275) (562,421) (732,484) (413,079)
Loss from discontinued operations, net of tax (6,393) (551) �  �  �  

Net loss $ (162,243) $ (342,826) $ (562,421) (732,484) (413,079)

Loss per common share:
Basic
Loss from continuing operations $ (0.97) $ (2.14) $ (3.52) $ (4.58) $ (2.58)
Loss from discontinued operations, net of tax $ (0.04) $ (0.00) $ �  �  �  
Net loss $ (1.01) $ (2.14) $ (3.52) $ (4.58) $ (2.58)
Diluted
Loss from continuing operations $ (0.97) $ (2.14) $ (3.52) $ (4.58) $ (2.58)
Loss discontinued operations, net of tax $ (0.04) $ (0.00) $ �  �  �  
Net loss $ (1.01) $ (2.14) $ (3.52) $ (4.58) $ (2.58)
Average common shares outstanding during the period:
Basic 160,000 160,000 159,967 160,000 160,011
Diluted 160,000 160,000 159,967 160,000 160,011
Dividends per common share $ �  $ �  $ 0.40 $ �  $ 0.20

Edgar Filing: American Water Works Company, Inc. - Form 424B2

Table of Contents 51



S-37

Edgar Filing: American Water Works Company, Inc. - Form 424B2

Table of Contents 52



Table of Contents

The following table summarizes certain financial information for our Regulated and Non-Regulated Businesses for the periods indicated
(without giving effect to inter-segment eliminations):

For the Years Ended December 31, For the Three Months Ended March 31,
2006 2007 2008 2008 2009

Regulated
Businesses

Non-
Regulated
Businesses

Regulated
Businesses

Non-
Regulated
Businesses

Regulated
Businesses

Non-
Regulated
Businesses

Regulated
Businesses

Non-
Regulated
Businesses

Regulated
Businesses

Non-
Regulated
Businesses

(in thousands) (unaudited) (unaudited) (unaudited) (unaudited)
Operating revenues $ 1,854,618 $ 248,451 $ 1,987,565 $ 242,678 $ 2,082,740 $ 272,186 $ 449,534 $ 61,172 $ 497,370 $ 57,532
Adjusted EBIT(1) $ 468,701 $ (4,725) $ 500,088 $ 23,579 $ 531,774 $ 26,307 $ 71,900 $ 4,582 $ 107,726 $ 4,715

(1) Adjusted EBIT is defined as earnings before interest and income taxes from continuing operations. Management evaluates the performance of its segments
and allocates resources based on several factors, of which the primary measure is Adjusted EBIT. Adjusted EBIT does not represent cash flows for periods
presented and should not be considered as an alternative to cash flows as a source of liquidity. Adjusted EBIT as defined by the Company may not be
comparable with Adjusted EBIT as defined by other companies.

Our primary business involves the ownership of water and wastewater utilities that provide services to residential, commercial and industrial
customers. As such, our results of operations are significantly impacted by rates authorized by the state regulatory commissions in the states in
which we operate. The table below details the annualized revenues, including step increases resulting from rate authorizations and infrastructure
charges, which were granted in 2008, 2007 and 2006 and the three months ended March 31, 2009.

Annualized Rate Increases Granted During the
Years Ended December 31, Three Months

Ended March 31,
20092006 2007 2008

(in millions)
State
New Jersey $ �  $ 56.2 $ 72.1 $ �  
Pennsylvania 8.0 40.6 12.2 6.0
Missouri 6.8 24.0 37.2 �  
Illinois 0.9 1.7 22.7 �  
Indiana 1.8 14.0 3.9 �  
California 15.1 0.5 13.0 �  
West Virginia �  �  14.5 5.2
New York �  �  6.6 0.4
Arizona 7.9 3.7 9.2 0.2
Other 0.8 18.2 14.9 �  

Total $ 41.3 $ 158.9 $ 206.3 $ 11.8

The effective dates for the larger rate increases granted in 2008 were December 8, 2008, November 28, 2008 and August 8, 2008 in New Jersey,
Missouri and Illinois, respectively. The effective dates for the larger rate increases granted in 2007 were March 30, 2007, November 30, 2007
and October 22, 2007 in New Jersey, Pennsylvania and Missouri, respectively. The change in annualized rate increases granted between 2006
and 2007 can be attributed to the removal of the stay-out provisions and increased investment in our regulated infrastructure programs.

Comparison of Results of Operations for the Three Months Ended March 31, 2009 and 2008

Operating revenues. Operating revenues increased by $43.4 million, or 8.6% for the three months ended March 31, 2009 compared to the three
months ended March 31, 2008. Regulated Businesses� revenues increased by $47.8 million, or 10.6% for the three months ended March 31, 2009
compared to the same period in the prior year. The Non-Regulated Businesses� revenues for the three months ended March 31, 2009 decreased by
$3.6 million, or 6.0% compared to the three months ended March 31, 2008.
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The increase in revenues from the Regulated Businesses for the three months ended March 31, 2009 compared to the three months ended
March 31, 2008 was primarily due to rate increases obtained through rate authorizations for many of our operating companies (most of which
were granted and became effective during periods throughout 2008) of which the first quarter 2009 impact was approximately $43.5 million. In
addition, surcharge and balancing account revenues increased by $3.7 million for the three months ended March 31, 2009 compared to the same
period in 2008. These increases were offset by decreased revenues of approximately $2.0 million attributable to lower demand in the first quarter
of 2009 compared to the first quarter of 2008.

The net decrease in revenues from the Non-Regulated Businesses was primarily attributable to lower revenues of $3.2 million in our Contract
Operations Group, which was mainly attributable to lower revenues associated with design and build contracts, offset by increased military
project revenues.

The following table sets forth the percentage of Regulated Businesses� revenues and water sales volume by customer class:

For the three months ended March 31,
2009 2008 2009 2008

Operating Revenues Water Sales Volume
(Dollars in thousands, gallons in millions)

Customer Class
Water service:
Residential $ 286,620 57.6% $ 257,223 57.2% 44,555 53.0% 45,245 52.0%
Commercial 91,133 18.3% 82,853 18.4% 18,229 21.7% 18,916 21.7%
Industrial 23,081 4.7% 23,837 5.3% 8,629 10.3% 9,908 11.4%
Public and other 62,808 12.6% 57,820 12.9% 12,614 15.0% 12,959 14.9%
Other water revenues 12,063 2.4% 9,046 2.0% �  �  �  �  

Total water revenues 475,705 95.6% 430,779 95.8% 84,027 100.0% 87,028 100.0%

Wastewater service 21,665 4.4% 18,755 4.2%

$ 497,370 100.0% $ 449,534 100.0%

The following discussion related to water services indicates the increase or decrease in the Regulated Businesses� revenues and associated water
sales volumes in gallons by customer class. Like operating expense increases, declines in water sales volumes generally only impact our results
during a period of regulatory lag, as future rate proceedings consider these factors.

Water Services�Water service operating revenues from residential customers for the three months ended March 31, 2009 totaled $286.6 million, a
$29.4 million increase, or 11.4%, over the same period in 2008, mainly due to rate increases partially offset by a decrease in sales volume. The
volume of water sold to residential customers decreased by 1.3% for the three months ended March 31, 2009 to 44.6 billion gallons, from 45.2
billion gallons for the same period in 2008.

Water service operating revenues from commercial water customers for the three months ended March 31, 2009 increased by $8.2 million, or
9.9%, to $91.1 million mainly due to rate increases offset by decreases in sales volume compared to the same period in 2008. The volume of
water sold to commercial customers decreased by 3.7% for the three months ended March 31, 2009, to 18.2 billion gallons, from 18.9 billion
gallons for the three months ended March 31, 2008.

Water service operating revenues from industrial customers totaled $23.1 million for the three months ended March 31, 2009, a decrease of $0.7
million, or 2.9%, from those recorded for the same period in 2008 mainly due to decreased sales volume offset by rate increases. The volume of
water sold to industrial customers totaled 8.6 billion gallons for the three months ended March 31, 2009, a decrease of 13.1% from the 9.9
billion gallons for
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the three months ended March 31, 2008. We attribute this decrease to the current economic environment as customers reduce demand due to a
slow-down in their production process or the shut-down of production all together in the case of some bankruptcies.

Water service operating revenues from public and other customers increased $5.0 million, or 8.7%, for the three months ended March 31, 2009
to $62.8 million from $57.8 million for the three months ended March 31, 2008 mainly due to rate increases. Revenues from municipal
governments for fire protection services and customers requiring special private fire service facilities totaled $27.2 million for the three months
ended March 31, 2009, an increase of $1.6 million over the same period of 2008. Revenues generated by sales to governmental entities and
resale customers for the three months ended March 31, 2009 totaled $35.6 million, an increase of $3.4 million from the three months ended
March 31, 2008.

Wastewater services�Our subsidiaries provide wastewater services in 12 states. Revenues from these services increased by $2.9 million, or
15.4%, to $21.7 million for the three months ended March 31, 2009, from $18.8 million for the same period in 2008. The increase was
attributable to increases in rates charged to customers in a number of our operating companies as well as higher revenues as a result of
acquisitions of wastewater systems in Pennsylvania and West Virginia in the last six months of 2008.

Operation and maintenance. Operation and maintenance expense increased $3.1 million, or 1.0%, for the three months ended March 31, 2009
compared to the same period in the prior year.

Operation and maintenance expenses for the three months ended March 31, 2009 and 2008, by major expense category, were as follows:

For the three months ended March 31,

2009 2008
Increase
(Decrease) Percentage

(In thousands)
Production costs $ 69,027 $ 64,228 $ 4,799 7.5%
Employee-related costs 132,611 126,833 5,778 4.6%
Operating supplies and services 56,830 69,495 (12,665) (18.2)%
Maintenance materials and services 32,242 34,947 (2,705) (7.7)%
Customer billing and accounting 10,803 7,410 3,393 45.8%
Other 12,889 8,348 4,541 54.4%

Total $ 314,402 $ 311,261 $ 3,141 1.0%

Production costs, including fuel and power, purchased water, chemicals and waste disposal increased by $4.8 million, or 7.5%, for the three
months ended March 31, 2009 compared to the same period in the prior year. Production costs, by major expense type were as follows:

For the three months ended March 31,

2009 2008
Increase
(Decrease) Percentage

(In thousands)
Fuel and power $ 25,906 $ 25,218 $ 688 2.7%
Purchased water 20,351 19,350 1,001 5.2%
Chemicals 14,827 11,267 3,560 31.6%
Waste disposal 7,943 8,393 (450) (5.4)%

Total $ 69,027 $ 64,228 $ 4,799 7.5%

The increase in purchased water is primarily due to rate increases by our suppliers resulting from higher costs incurred. Chemical costs increased
due to rising prices for those commodities.
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Employee-related costs including wage and salary, group insurance, and pension expense increased $5.8 million or 4.6%, for the three months
ended March 31, 2009, compared to the same period in the prior year. These employee related costs represented 42.2% and 40.7% of operation
and maintenance expenses for the three months ended March 31, 2009 and 2008, respectively.

For the three months ended March 31,

2009 2008
Increase
(Decrease) Percentage

(In thousands)
Salaries and wages $ 92,706 $ 92,673 $ 33 0.0%
Pensions 14,649 11,260 3,389 30.1%
Group insurance 20,264 17,810 2,454 13.8%
Other benefits 4,992 5,090 (98) (1.9)%

Total $ 132,611 $ 126,833 $ 5,778 4.6%

Salaries and wages remained relatively unchanged with increased headcount offset by less overtime worked in addition to the lower incentive
payouts. Pension expense increased for the three months ended March 31, 2009 due to an increase in the amortization of actuarial losses
attributable to lower than expected returns on plan assets in 2008 as a result of the decline in the economic environment. These market
conditions are also the primary reason for the rise of other post employment benefits which are included in the group insurance figures above.

Operating supplies and services include the day-to-day expenses of office operation, legal and other professional services, as well as information
systems and other office equipment rental charges. For the three months ended March 31, 2009, these costs decreased by $12.7 million or
18.2%, compared to the same period in 2008.

For the three months ended March 31,

2009 2008
Increase
(Decrease) Percentage

(In thousands)
Contracted services $ 18,564 $ 27,019 $ (8,455) (31.3)%
Office supplies and services 14,842 14,805 37 0.2%
Transportation 7,281 8,453 (1,172) (13.9)%
Rents 5,366 5,717 (351) (6.1)%
Other 10,777 13,501 (2,724) (20.2)%

Total $ 56,830 $ 69,495 $ (12,665) (18.2)%

Contracted services decreased for the three months ended March 31, 2009 compared to the same period in 2008. This decrease is due to the
consulting fees associated with our remediation efforts to comply with the Sarbanes-Oxley Act of 2002. These costs amounted to $6.0 million
for the period ended March 31, 2008. Additionally, contracted services decreased in our Contract Operations group by $3.0 million primarily
related to a decreased level of activity for the Design, Build and Operate project in Fillmore, California. The decrease in transportation costs was
due to lower gasoline prices during the three months ended March 31, 2009 compared to the same period in 2008. Other operating supplies and
services decreased due to lower divestiture related costs. These costs totaled $3.3 million in 2008 compared to $0.4 million in 2009.
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Maintenance materials and services, which include emergency repairs as well as costs for preventive maintenance, decreased $2.7 million or by
7.7%, for the three months ended March 31, 2009 compared to the same period in the prior year.

For the three months ended March 31,

2009 2008
Increase
(Decrease) Percentage

(In thousands)
Maintenance services and supplies $ 22,233 $ 24,394 $ (2,161) (8.9)%
Removal costs, net 10,009 10,553 (544) (5.2)%

Total $ 32,242 $ 34,947 $ (2,705) (7.7)%

The Regulated Businesses� maintenance materials and service costs decreased by $3.0 million for the three months ended March 31, 2009. In
addition to lower removal costs, the expenses for the quarter ended March 31, 2008 included $1.8 million in costs associated with a program in
Illinois to maintain valves. Additionally, tank painting expenses were lower by $1.1 million primarily in New Jersey.

Customer billing and accounting expenses increased by $3.4 million, or 45.8%, for the three months ended March 31, 2009 compared to the
same period in the prior year.

For the three months ended March 31,

2009 2008
Increase
(Decrease) Percentage

(In thousands)
Uncollectible accounts expense $ 4,735 $ 1,407 $ 3,328 236.5%
Postage 2,966 2,797 169 6.0%
Other 3,102 3,206 (104) (3.2)%

Total $ 10,803 $ 7,410 $ 3,393 45.8%

The increase was the result of higher uncollectible accounts expense in our Regulated Businesses of $3.9 million due to an usually low balance
in 2008 due to a concerted collection effort of previously written off accounts in the first quarter of 2008 as well as increases in our overall
write-off percentages and specific provisions for certain receivables due to the uncertainty of collectability in the first quarter of 2009. Our
Non-Regulated Businesses� uncollectible expense decreased by $0.5 million, primarily due to collection of previous write-offs.

Other operation and maintenance expenses include casualty and liability insurance premiums and regulatory costs. These costs increased by $4.5
million, or 54.4%, in 2009.

For the three months ended March 31,

2009 2008
Increase
(Decrease) Percentage

(In thousands)
Insurance $ 10,344 $ 6,478 $ 3,866 59.7%
Regulatory expenses 2,545 1,870 675 36.1%

Total $ 12,889 $ 8,348 $ 4,541 54.4%

Insurance expense increased due to increased claims experienced in 2009 compared to 2008 in addition to increased general liability and
property insurance premiums. Regulatory expenses are higher in 2009 as a result of costs incurred in connection with the rate case appeal in our
Tennessee subsidiary as well as increased amortization of costs related to final rate orders received in several states.
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Depreciation and amortization. Depreciation and amortization expense increased by $4.9 million, or 7.7%, for the three months ended
March 31, 2009 compared to the same period in the prior year as a result of additional utility plant placed in service.

General taxes. General taxes expense, which includes taxes for property, payroll, gross receipts, and other miscellaneous items, relatively
remained unchanged, increasing by only $0.4 million, or 0.8%, in the three months ended March 31, 2009 compared to the three months ended
March 31, 2008.

Gain on sale of assets. Gain on sale of assets was $0.2 million for the three months ended March 31, 2009 compared to a gain of $0.1 million
for the three months ended March 31, 2008 due to non-recurring sales of assets no longer used in our operations.

Impairment charge. For the three months ended March 31, 2009, we recorded an impairment charge to goodwill of our Regulated Businesses in
the amount of $448.2 million and our Non-Regulated Businesses of $1.8 million. For the three months ended March 31, 2008, we recorded an
impairment charge of $750.0 million in our Regulated Business. The March 31, 2009 impairment charge was primarily related to the high degree
of volatility experienced and, as of March 31, 2009, the sustained period for which the Company�s market price was below its carrying value.
The 2008 impairment charge was primarily due to the market price of our common stock (both the initial public offering price and the price
during subsequent trading) being less than what was anticipated during our 2007 annual test. Also contributing to the impairment charge was a
decline in the fair value of our debt (due to increased market interest rates).

Other income (deductions). Interest expense, net of interest income, which is the primary component of our other income (deductions),
increased by $2.0 million, or 2.9%, for the three months ended March 31, 2009 compared to the same period in the prior year. The increase is
primarily due to the increased borrowings associated with capital expenditures. Partially offsetting the change in interest expense was an
increase in AFUDC of $1.3 million for the three months ended March 31, 2009 compared to the same period in 2008 as a result of increased
construction work in progress.

Provision for income taxes. Our consolidated provision for income taxes increased $14.7 million, or 358.5%, to $10.6 million for the three
months ended March 31, 2009. The effective tax rates for the three months ended March 31, 2009 and 2008 of (2.6%) and 0.6% respectively,
reflect the tax effects of goodwill impairments as discrete items as the Company considers these charges as infrequently occurring or unusual.

Net income (loss). Net loss decreased $319.4 million to $413.1 million for the three months ended March 31, 2009 compared to a net loss of
$732.5 million for the three months ended March 31, 2008. The decrease is the result of the aforementioned changes.

Comparison of Results of Operations for the Years Ended December 31, 2008 and 2007

Operating revenues. Our operating revenues increased by $122.7 million, or 5.5%, to $2,336.9 million for 2008 from $2,214.2 million for 2007.
Regulated Businesses� revenues increased by $95.2 million, or 4.8%, for 2008 compared to 2007. The Non-Regulated Businesses� revenues for
2008 increased by $29.5 million, or 12.2%, from 2007.

The increase in the Regulated Businesses� revenues was primarily due to rate increases obtained through general rate cases totaling
approximately $132.8 million as well as higher revenues resulting from surcharges of $4.5 million and from customer growth and acquisitions of
approximately $3.3 million. This increase was offset by a $52.3 million decrease in revenues related to lower customer consumption, mainly in
our states in the Midwestern region of the United States primarily due to the extremely wet weather conditions in those areas during 2008, as
well as decreased usage in 2008 compared to 2007 in New Jersey and Pennsylvania mainly due to drier weather conditions in 2007.
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Our Non-Regulated Businesses� operating revenues increased by $29.5 million, or 12.2%, to $272.2 million in 2008 from $242.7 million for
2007. The net increase was primarily attributable to higher revenues in our Contract Operations Group and our Homeowner Services Group,
partially offset by decreased revenues in our Applied Water Management Group and Canadian Fixed Residuals. The increase in Contract
Operations Group revenues was primarily attributable to incremental revenues associated with design and build contracts, as well as increased
military construction and O&M project revenues. The increase from our Homeowner Service Group represented increased product penetration
within its existing customer base. Applied Water Management Group revenues were lower than the prior year as a result of the decline in design
and build activity resulting from the downturn in new home construction.

The following table sets forth the amounts and percentages of Regulated Businesses� revenues and water sales volume by customer class:

For the Years Ended December 31,
2008 2007 2008 2007

Operating Revenues
(dollars in thousands)

Water Sales Volume
(gallons in millions)

Customer Class
Water service:
Residential $ 1,197,723 57.5% $ 1,146,133 57.7% 214,045 52.9% 223,386 52.8%
Commercial 403,596 19.4% 385,272 19.4% 89,920 22.2% 93,010 22.0%
Industrial 101,769 4.9% 94,734 4.8% 42,032 10.4% 44,609 10.5%
Public and other 255,637 12.3% 247,578 12.4% 58,838 14.5% 62,299 14.7%
Other water revenues 44,157 2.1% 38,277 1.9% �  �  �  �  

Total water revenues 2,002,882 96.2% 1,911,994 96.2% 404,835 100.0% 423,304 100.0%

Wastewater service 79,858 3.8% 75,571 3.8%

$ 2,082,740 100.0% $ 1,987,565 100.0%

Water services�Water service operating revenues from residential customers for 2008 increased $51.6 million, or 4.5%, from 2007, primarily due
to rate increases offset by a decrease in sales volume. The volume of water sold to residential customers decreased by 9.3 billion gallons, or
4.2%, from 2007, largely as a result of wetter weather conditions in California and the Midwestern region of the United States in 2008 and drier
weather conditions in New Jersey and Pennsylvania in 2007.

Water service operating revenues from commercial water customers for 2008 increased by $18.3 million, or 4.8%, mainly due to rate increases
offset by decreases in sales volume compared to 2007. The volume of water sold to commercial customers decreased by 3.1 billion gallons, or
3.3%, from 2007.

Water service operating revenues from industrial customers for 2008 increased $7.0 million, or 7.4%, from 2007 mainly due to rate increases,
offset by decreased sales volume that we believe were caused by the downturn in the economy. The volume of water sold to industrial customers
decreased 2.6 billion gallons, or 5.8%, from 2007.

Water service operating revenues from public and other customers increased $8.1 million, or 3.3%, from 2007 mainly due to rate increases.
Revenues from municipal governments for fire protection services and customers requiring special private fire service facilities totaled $104.3
million for 2008, an increase of $5.0 million from 2007. Revenues generated by sales to governmental entities and resale customers for 2008
totaled $151.3 million, an increase of $3.1 million from 2007.

Wastewater services�Our subsidiaries provide wastewater services in 12 states. Revenues from these services for 2008 increased by $4.3 million,
or 5.7%, from 2007. The increase was attributable to increases in rates charged to customers principally in Arizona, New Jersey and
Pennsylvania.
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Operation and maintenance. Operation and maintenance expense increased $57.3 million, or 4.6%, for 2008 compared to 2007.

Operation and maintenance expense for the 2008 and 2007, by major expense category, were as follows:

For the Years Ended December 31,

2008 2007
Increase
(Decrease) Percentage

(in thousands)
Production costs $ 288,571 $ 278,065 $ 10,506 3.8%
Employee-related costs 505,550 463,362 42,188 9.1%
Operating supplies and services 283,230 293,475 (10,245) (3.5)%
Maintenance materials and services 136,305 128,016 8,289 6.5%
Customer billing and accounting 44,012 38,256 5,756 15.0%
Other 46,130 45,305 825 1.8%

Total $ 1,303,798 $ 1,246,479 $ 57,319 4.6%

Production costs increased by $10.5 million, or 3.8%, for 2008 compared to 2007. Production costs by major expense type were as follows:

For the Years Ended December 31,

2008 2007
Increase
(Decrease) Percentage

(in thousands)
Fuel and power $ 110,641 $ 106,937 $ 3,704 3.5%
Purchased water 95,253 94,011 1,242 1.3%
Chemicals 50,823 45,159 5,664 12.5%
Waste disposal 31,854 31,958 (104) (0.3)%

Total $ 288,571 $ 278,065 $ 10,506 3.8%

The increase in fuel and power costs was primarily due to higher electricity prices. Purchased water costs were higher as a result of rate
increases resulting from higher costs incurred by our suppliers. The increase in chemical costs were attributable to rising prices as well as
additional usage requirements related to fluctuating raw water quality caused by weather conditions in some of the states in which we operate.

Employee-related costs including wage and salary, group insurance, and pension expense increased $42.2 million, or 9.1%, for 2008 compared
to 2007. These employee-related costs represented 38.8% and 37.2% of operation and maintenance expenses for 2008 and 2007, respectively.

For the Years Ended December 31,

2008 2007
Increase
(Decrease) Percentage

(in thousands)
Salaries and wages $ 379,509 $ 352,177 $ 27,332 7.8%
Pensions 39,315 29,984 9,331 31.1%
Group insurance 67,330 64,832 2,498 3.9%
Other benefits 19,396 16,369 3,027 18.5%

Total $ 505,550 $ 463,362 $ 42,188 9.1%

Salaries and wages increased $23.7 million and $5.1 million in our Regulated and Non-Regulated Businesses, respectively. These increases
primarily resulted from stock-based compensation expense of
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$3.9 million mainly attributable to the issuance of awards granted in connection with the initial public offering, $4.3 million of wages related to
job reclassification of certain hourly employees for services performed and from an increase in the number of employees primarily as a result of
enhancing customer service and inflationary wage rate increases. The increase in pension expense was primarily due to an increase in our
Regulated Businesses� pension expense of $9.1 million, or 25.1%, for 2008 over 2007. Pension expense in excess of the amount contributed to
the pension plans is deferred by certain of our regulated subsidiaries pending future recovery in rates as contributions are made to the plans.
Although our pension expense calculated in accordance with SFAS 87 remained relatively unchanged, pension expense increased for 2008 due
to increased contributions by certain of our regulated operating companies whose costs are recovered based on the Company�s funding policy,
which is to fund at least the minimum amount required by the Employee Retirement Income Security Act of 1974 which we refer to as ERISA,
rather than the SFAS 87 expense. The increase in the contributions is attributable to a change in the discount rate and lower than expected
returns on plan assets. Medical benefit expenses for employees increased due to an increase in the number of employees and the rising cost of
health care. Other benefits increased primarily as a result of increased salaries and wages which in turn resulted in increased Company
contribution to the 401(k) and defined contribution plans. Also other benefit expenses increased due to the benefit expense related to the new
employee stock purchase plan.

Operating supplies and services include the day-to-day expenses of office operation, legal and other professional services, as well as information
systems and other office equipment rental charges. For 2008, these costs decreased by $10.2 million, or 3.5%, compared to 2007.

For the Years Ended December 31,

2008 2007
Increase
(Decrease) Percentage

(in thousands)
Contracted services $ 111,847 $ 110,083 $ 1,764 1.6%
Office supplies and services 63,422 62,464 958 1.5%
Transportation 36,337 35,051 1,286 3.7%
Rents 22,543 21,985 558 2.5%
Other 49,081 63,892 (14,811) (23.2)%

Total $ 283,230 $ 293,475 $ (10,245) (3.5)%

Contracted services increased in 2008 compared to the same period in 2007. This increase was primarily due to higher contracted services in our
Contract Operations group in 2008 as compared to 2007, associated with several operating contracts (including a DBO project in Fillmore,
California). Offsetting this increase were lower consulting fees associated with our remediation efforts to comply with Sarbanes-Oxley Act of
2002. These costs decreased by $22.6 million to $9.4 million in 2008 from $32.0 million in 2007. Other operating supplies and services were
lower in 2008 as 2007 costs were higher due to a write-off of certain deferred costs totaling $1.1 million by our New Jersey subsidiary as they
were no longer deemed recoverable. Additionally, our Non-Regulated Businesses recorded loss contingencies of $3.6 million in 2007. Other
decreases are associated with the cost of materials primarily related to our Contract Operations Group, due to changes in project work
performed.

Maintenance materials and services, which include emergency repairs as well as costs for preventive maintenance, increased $8.3 million, or by
6.5%, for 2008 compared to 2007.

For the Years Ended December 31,

2008 2007
Increase
(Decrease) Percentage

(in thousands)
Maintenance services and supplies $ 94,790 $ 92,041 $ 2,749 3.0%
Removal costs, net 41,515 35,975 5,540 15.4%

Total $ 136,305 $ 128,016 $ 8,289 6.5%
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Our Regulated Businesses� maintenance materials and service costs increased by $6.8 million in 2008 mainly due to increased costs of $1.7
million associated with a program in Illinois to maintain valves and fire hydrants, and higher cost of removal expenses of $5.5 million in certain
of our operating companies, partially offset by lower paving costs of $1.4 million in our New Jersey and Missouri operating companies. The
Non-Regulated Businesses� maintenance and services expenses increased by $1.7 million as a result of higher frequency of claims, primarily
resulting from the increase in the number of customer contracts, with the service line protection program in our Homeowner Services Group, as
well as from increased costs associated with the Contract Operations Group mainly due to costs associated with new military operations and
maintenance projects.

Customer billing and accounting expenses increased by $5.8 million, or 15.0%, for 2008 compared to 2007.

For the Years Ended December 31,

2008 2007
Increase
(Decrease) Percentage

(in thousands)
Uncollectible accounts expense $ 19,233 $ 15,818 $ 3,415 21.6%
Postage 11,829 10,932 897 8.2%
Other 12,950 11,506 1,444 12.6%

Total $ 44,012 $ 38,256 $ 5,756 15.0%

The increase was primarily the result of higher uncollectible accounts expense in our Regulated Businesses of $0.6 million and in our
Non-Regulated Businesses of $2.9 million primarily due to increased uncollectible expense in the Applied Water Management Group of $1.8
million primarily due to the collection of $1.2 million in 2007 for an amount that was previously written-off as well as higher uncollectible
expense in our Contract Operation Group. In addition, postage expense increased in our Regulated subsidiaries $0.9 million compared to 2007.

Other operation and maintenance expenses include casualty and liability insurance premiums and regulatory costs. These costs increased by $0.8
million, or 1.8%, for 2008 compared to 2007.

For the Years Ended December 31,

2008 2007
Increase
(Decrease) Percentage

(in thousands)
Insurance $ 33,173 $ 37,276 $ (4,103) (11.0)%
Regulatory expenses 12,957 8,029 4,928 61.4%

Total $ 46,130 $ 45,305 $ 825 1.8%

Insurance expense decreased due to more favorable claims experience in 2008 compared to 2007. Regulatory expenses increased primarily due
to write-offs of deferred rate case expenses, primarily in Tennessee, Illinois, California, and Ohio as well as increased rate case amortization
costs associated with rate cases settled in 2007.

Depreciation and amortization. Depreciation and amortization expense increased by $3.9 million, or 1.5%, for 2008 compared to 2007. This
increase was primarily due to additional assets placed in service, mainly in our Regulated Businesses, over the last year.

General taxes. General taxes expense, which includes taxes for property, payroll, gross receipts, and other miscellaneous items, increased by
$15.9 million, or 8.7%, in 2008 compared to 2007. This increase is primarily due to increased gross receipts taxes of $7.9 million primarily in
New Jersey and Missouri and higher property tax expense of $4.2 million primarily in Ohio and Missouri. Additionally, payroll taxes increased
by $2.7 million, due to increased salaries and wages and higher payroll tax limits.
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Gain on sale of assets. The gain on sale of assets was $0.4 million for 2008 compared to a gain of $7.3 million for 2007. The gains in 2008 and
2007 are primarily attributable to non-recurring sales of assets no longer used in our operations.

Impairment charge. The impairment charge was $750.0 million for 2008 compared to $509.3 million for 2007. The 2008 impairment charge
was primarily due to the market price of the Company�s common stock (both the initial public offering price and the price during subsequent
trading) being less than what was anticipated during our 2007 annual test. Also contributing to the impairment was a decline in the fair value of
the Company�s debt (due to increased interest rates). The 2007 impairment charge to goodwill to our Regulated Businesses was primarily due to
slightly lower long-term earnings forecast caused by our updated customer demand and usage expectations and expectations for timing of capital
expenditures and rate recovery. See �Factors Affecting Our Results of Operations�Goodwill Impairment.�

Other income (deductions). Interest expense, net of interest income, the primary component of our other income (deductions), increased by $2.0
million, or 0.7%, for 2008 compared to 2007. The increase is primarily due to increased borrowings associated with capital expenditures.
Offsetting the change in interest expense is an increase in AFUDC of $11.5 million for 2008 compared to 2007 as a result of increased
construction activity in 2008 over 2007. Amortization of debt expense increased $1.0 million for 2008 compared to 2007 as a result of debt
restructuring. Other items contributing to the change include lower miscellaneous income for 2008 compared to 2007 primarily as a result our
Indiana subsidiary now accounting for certain income in operating revenues in accordance with a 2007 rate order.

Provision for income taxes. Our consolidated provision for income taxes increased $25.0 million, or 28.8%, to $111.8 million for 2008 from
$86.8 million for 2007.

Net income (loss). The net loss for 2008 was $562.4 million compared to a net loss of $342.8 million for 2007. The variation between the
periods is the result of the aforementioned changes.

Comparison of Results of Operations for the Years Ended December 31, 2007 and 2006

Operating revenues. Our consolidated operating revenues increased $121.1 million, or 5.8%, to $2,214.2 million for 2007 from $2,093.1 million
for 2006. An increase in operating revenues for our Regulated Businesses of $132.9 million in 2007 was somewhat offset by a decrease in
operating revenues for our Non-Regulated Businesses of $5.8 million. The increase in the Regulated Businesses� operating revenues was
primarily due to rate increases of approximately $61.9 million obtained through general rate cases in New Jersey, Ohio, Arizona, California and
other states. In addition, rate increases obtained through infrastructure-related provisions in Pennsylvania, Missouri, Illinois and Indiana totaled
approximately $15.5 million. Water service operating revenues also increased due to growth of 0.7% in our Regulated Businesses� customer base
through small acquisitions in our service areas and through growth in existing service areas. Water sales volume associated with existing
customers increased by 1.5% in 2007 compared to the prior year due to dry weather mainly in New Jersey and Pennsylvania.
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The following table sets forth the percentage of our Regulated Businesses� operating revenues and water sales volume by customer class:

For the Years Ended December 31,
2007 2006 2007 2006

Operating Revenues
(dollars in thousands)

Water Sales Volume
(gallons in millions)

Customer Class
Water service:
Residential $ 1,146,133 57.7% $ 1,067,865 57.6% 223,386 52.8% 217,172 52.1%
Commercial 385,272 19.4% 362,754 19.5% 93,010 22.0% 91,589 22.0%
Industrial 94,734 4.8% 92,024 5.0% 44,609 10.5% 44,408 10.6%
Public and other 247,578 12.4% 230,177 12.4% 62,299 14.7% 63,814 15.3%
Other water revenues 38,277 1.9% 29,621 1.6% �  �  �  �  

Total water revenues 1,911,994 96.2% 1,782,441 96.1% 423,304 100.0% 416,983 100.0%

Wastewater service 75,571 3.8% 72,177 3.9%

$ 1,987,565 100.0% $ 1,854,618 100.0%

Water Services�Water service operating revenues from residential customers for 2007 amounted to $1,146.1 million, a 7.3% increase over 2006,
primarily due to rate increases and changes in sales volume. The volume of water sold to residential customers increased by 2.9% in 2007 to
223.4 billion gallons, from 217.2 billion gallons in 2006, largely as a result of favorable weather conditions in the Mid-Atlantic states and a 0.7%
increase in the residential customer base due to growth, primarily through acquisitions.

Water service operating revenues from commercial water customers for 2007 amounted to $385.3 million, a 6.2% increase over 2006, primarily
due to rate increases and changes in sales volume. The volume of water sold to commercial customers increased by 1.6% in 2007 to 93.0 billion
gallons, from 91.6 billion gallons in 2006, driven by favorable weather conditions and partially offset by a decline in the number of commercial
customers.

Water service operating revenues from industrial customers amounted to $94.7 million in 2007, a 2.9% increase over 2006, primarily due to rate
increases and changes in sales volume. The volume of water sold to industrial customers increased by 0.5% in 2007 to 44.6 billion gallons, from
44.4 billion gallons in 2006.

Water service operating revenues from public and other customers increased $17.4 million for 2007 to $247.6 million from $230.2 million for
2006, mainly due to rate increases and changes in sales volume. Revenues from municipal governments for fire protection services and
customers requiring special private fire service facilities totaled $99.3 million for 2007, an increase of $0.8 million over the same period of 2006.
Revenues generated by sales to governmental entities and resale customers for 2007 totaled $148.3 million, an increase of $16.6 million from
2006.

Wastewater Services�Our subsidiaries provide wastewater services in 12 states. Operating revenues from these services increased by 4.7% to
$75.6 million for 2007. The increase reflects a growth of 0.4% in the number of wastewater customers served but is primarily due to increases in
rates charged to customers in states where we have wastewater operations (principally Arizona, Hawaii, and New Jersey).

Our Non-Regulated Businesses� revenues decreased by $5.8 million, or 2.3%, to $242.7 million in 2007 from $248.5 million for 2006. The net
decline in revenues is primarily attributable to a $15.8 million decrease in revenues of our Contract Operations Group, partially offset by a $7.4
million increase in revenues of our Homeowner Services Group, and an increase of $3.5 million from our other Non-Regulated Businesses. The
decline in revenues of our Contract Operations Group includes the effects of having substantially completed the
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construction of the Lake Pleasant Water Treatment plant, a large water treatment plant in Phoenix, Arizona, during 2006 ($49.5 million of
construction revenue recognized in 2006 compared to $5.2 million in 2007). Pursuant to our DBO contract with the city of Phoenix, we served
as the lead contractor in connection with the construction of the Lake Pleasant facility, which includes an 80 million gallons-per-day surface
water treatment plant and granular activated carbon reactivation system. The Lake Pleasant facility is significantly larger in size and function
compared to other projects with which we have been engaged. However, we do not expect the completion of this project to have a material
impact on our results of operations. Revenues from that project were partially replaced by new contracts, including a DBO project in Fillmore,
California generating $12.3 million of incremental revenues and new military projects generating approximately $10.0 million of revenues. The
increase from our Homeowner Services Group represents expansion into new geographic markets (Virginia and Trenton, New Jersey). The
increase in our other Non-Regulated Businesses� revenues is due to revenues attributable to special projects in 2007.

Operation and maintenance. Our consolidated operation and maintenance expense increased by $71.9 million, or 6.1%, to $1,246.5 million for
2007 from $1,174.5 million for 2006.

Operation and maintenance expense by major category was as follows:

For the Years Ended December 31,

2007 2006
Increase
(Decrease) Percentage

(in thousands)
Production costs $ 278,065 $ 257,727 $ 20,338 7.9%
Employee-related costs 463,362 418,807 44,555 10.6%
Operating supplies and services 293,475 291,352 2,123 0.7%
Maintenance materials and services 128,016 109,797 18,219 16.6%
Customer billing and accounting 38,256 54,624 (16,368) (30.0)%
Other 45,305 42,237 3,068 7.3%

Total $ 1,246,479 $ 1,174,544 $ 71,935 6.1%

Production costs, including fuel and power, purchased water, chemicals and waste disposal, increased by $20.3 million, or 7.9%, for 2007
compared to 2006.

For the Years Ended December 31,

2007 2006
Increase
(Decrease) Percentage

(in thousands)
Fuel and power $ 106,937 $ 97,896 $ 9,041 9.2%
Purchased water 94,011 85,701 8,310 9.7%
Chemicals 45,159 41,758 3,401 8.1%
Waste disposal 31,958 32,372 (414) (1.3)%

Total $ 278,065 $ 257,727 $ 20,338 7.9%

The increases were primarily attributable to increased demand and higher electricity prices, as rate freezes resulting from electricity deregulation
expired in some states in which we operate.
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Employee-related costs including wage and salary, group insurance, and pension expense increased by $44.6 million, or 10.6%, for 2007
compared to 2006. These costs represented 37.2% and 35.7% of operation and maintenance expense for 2007 and 2006, respectively.

For the Years Ended December 31,

2007 2006
Increase
(Decrease) Percentage

(in thousands)
Salaries and wages $ 352,177 $ 311,439 $ 40,738 13.1%
Pensions 29,984 31,940 (1,956) (6.2)%
Group insurance 64,832 59,546 5,286 8.9%
Other benefits 16,369 15,882 487 3.1%

Total $ 463,362 $ 418,807 $ 44,555 10.6%

The increase in 2007 was due to higher wage, salary and group insurance expenses in our Regulated Businesses, primarily resulting from an
increase in the number of employees to enable service enhancements in our Regulated Businesses as well as wage rate increases. This increase
was offset by a reduction in pension expense. Pension expense in excess of the amount contributed to the pension plans is deferred by some of
our regulated subsidiaries pending future recovery in rates as contributions are made to the plans. The decrease is primarily attributable to lower
pension expense in 2007. In addition, pension expense for 2006 included additional pension expense due to curtailment charges and a special
transaction benefit charge.

Operating supplies and services include the day-to-day expenses of office operation, legal and other professional services, as well as information
systems and other office equipment, facilities rental charges and other miscellaneous expenses. For 2007, these costs increased by $2.1 million
or 0.7% compared to 2006.

For the Years Ended December 31,

2007 2006
Increase
(Decrease) Percentage

(in thousands)
Contracted services $ 110,083 $ 116,775 $ (6,692) (5.7)%
Office supplies and services 62,464 55,882 6,582 11.8%
Transportation 35,051 31,050 4,001 12.9%
Rents 21,985 18,599 3,386 18.2%
Other 63,892 69,046 (5,154) (7.5)%

Total $ 293,475 $ 291,352 $ 2,123 0.7%

The decrease in contracted services is primarily associated with the design and build of the Lake Pleasant Water Treatment Plant in Phoenix,
Arizona. In 2006, these costs were approximately $38.7 million, compared to $4.3 million in 2007. Additionally, the decrease reflects operating
contracts of our Non-Regulated Businesses that ended during 2006, and a decline in design and build activity by the Applied Water Management
Group of $3.4 million due to a downturn in new home construction. Offsetting these decreases were additional expenses associated with several
other contracts in our Non-Regulated Businesses, including a DBO project in Fillmore, totaling $7.6 million in 2007 compared to $0.4 million in
2006, as well as increased military contract expenses of $6.1 million. Also offsetting the decrease were consulting fees associated with our
remediation efforts in connection with the Sarbanes-Oxley Act of 2002. These costs increased $15.1 million over 2006. Office supplies and
services increased as a result of increased travel as well as inflation. Transportation costs increased primarily within our Regulated Businesses
due to increased leasing costs and higher gasoline prices, amounting to approximately $3.2 million. Other operating supplies and services
decreased primarily as a result of the aforementioned Non-Regulated contracts, with Lake Pleasant costs of $0.8 million in 2007 compared to
$10.1 million in 2006 and Fillmore DBO costs of $4.8 million in 2007 compared to $0.2 million in 2006. Offsetting these decreases was a 2006
restatement by our Indiana subsidiary of $2.4 million previously disallowed in the
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regulatory process. Additional expenses related to the RWE Divesture were $0.8 million higher for 2007 than 2006 due to higher divesture
support costs.

Maintenance materials and services, which include emergency repairs as well as costs for preventive maintenance, increased by $18.2 million, or
16.6%, for 2007 compared to 2006.

For the Years Ended December 31,

2007 2006
Increase
(Decrease) Percentage

(in thousands)
Maintenance services and supplies $ 92,041 $ 75,170 $ 16,871 22.4%
Removal costs, net 35,975 34,627 1,348 3.9%

Total $ 128,016 $ 109,797 $ 18,219 16.6%

These increases were primarily the result of a larger number of main breaks in 2007 compared to 2006 experienced by several of our operating
subsidiaries due to winter weather conditions, increased paving costs for our New Jersey, Missouri, Illinois and Pennsylvania subsidiaries, as
well as higher expenses in our Non-Regulated Businesses, primarily the Homeowner Services Group.

Customer billing and accounting expenses decreased by $16.4 million, or 30.0%, for 2007 compared to 2006.

For the Years Ended December 31,

2007 2006
Increase
(Decrease) Percentage

(in thousands)
Uncollectible accounts expense $ 15,818 $ 33,079 $ (17,261) (52.2)%
Postage 10,932 10,114 818 8.1%
Other 11,506 11,431 75 0.7%

Total $ 38,256 $ 54,624 $ (16,368) (30.0)%

The decrease was primarily due to lower bad debt expense of $9.2 million in our Regulated Business and $5.8 million in our Non-Regulated
Businesses as a result of an increased focus on collection of past due accounts.

Other operation and maintenance expenses include casualty and liability insurance premiums and regulatory costs. These costs increased by $3.1
million, or 7.3%, for 2007 compared to 2006.

For the Years Ended December 31,

2007 2006
Increase
(Decrease) Percentage

(in thousands)
Insurance $ 37,276 $ 31,438 $ 5,838 18.6%
Regulatory expenses 8,029 10,799 (2,770) (25.7)%

Total $ 45,305 $ 42,237 $ 3,068 7.3%

Insurance related expenses increased due to less favorable claims experience compared to 2006. This unfavorable variance was offset by a
reduction in regulatory expenses due to the write-off of certain deferred rate case expenses in 2006 associated with our California subsidiary.
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Depreciation and amortization. Our consolidated depreciation and amortization expense increased $8.1 million, or 3.1%, to $267.3 million for
2007 from $259.2 million for 2006. The increase was primarily due to property placed in service, net of retirements, of $798.8 million as a result
of an increased focus on infrastructure spending mainly in our Regulated Businesses.
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General taxes. Our consolidated general taxes expense, which includes taxes for property, payroll, gross receipts and other miscellaneous items,
decreased $1.8 million, or 1.0%, to $183.3 million for 2007 from $185.1 million for 2006. The decrease was primarily due to lower taxes for
expatriates because employees seconded by Thames Water to American Water were no longer employed by American Water in 2007.

Loss (gain) on sale of assets. Our consolidated gain on sale of assets was $7.3 million for 2007 compared to a loss of $0.1 million for 2006 due
to non-recurring sales of assets not needed in our utility operations in 2007.

Impairment charges. Our consolidated impairment charges were $509.3 million for 2007 and $221.7 million, excluding discontinued
operations, for 2006. The 2007 impairment charges were primarily due to slightly lower long-term earnings caused by updated customer demand
and usage expectations and expectations for timing of capital expenditures and rate recovery as well as new information regarding our market
value. The 2006 impairment charge was primarily attributable to higher interest rates in our Regulated Businesses and a change in the potential
net realizable value of our Non-Regulated Businesses.

Other income (deductions). Interest expense, the primary component of our consolidated other income (deductions), decreased $82.8 million, or
22.6%, to $283.2 million for 2007 from $366.0 million for 2006. The decline was primarily due to the repayment of outstanding debt with new
equity contributions from RWE in order to establish a capital structure that is consistent with other regulated utilities and also to meet the capital
structure expectations of various state regulatory commissions. This decrease was offset slightly by higher interest expense of our Regulated
Businesses of $9.8 million mainly due to increased borrowings to fund capital programs.

Provision for income taxes. Our consolidated provision for income taxes increased $39.9 million, or 85.1%, to $86.8 million for 2007 from
$46.9 million for 2006. The increase is due to higher taxable income in 2007 as compared to 2006.

Net income (loss). Our consolidated net loss including results from discontinued operations increased $180.6 million, or 111.3%, to $342.8
million for 2007 from $162.2 million for 2006. The increase is the result of the changes discussed above.

Liquidity and Capital Resources

Our business is capital intensive and requires considerable capital resources. A portion of these capital resources are provided by internally
generated cash flows from operations. When necessary, we obtain funds from external sources in the capital markets and through bank
borrowings. Our access to external financing on reasonable terms depends on our credit ratings and current business conditions, including that of
the water utility industry in general as well as conditions in the debt or equity capital markets. If these business and market conditions deteriorate
to the extent that we no longer have access to the capital markets at reasonable terms, we have access to revolving credit facilities with aggregate
bank commitments of $850.0 million, of which $628.2 million was available as of June 4, 2009, that we use to fulfill our short-term liquidity
needs, to issue letters of credit and back our $345.2 million outstanding commercial paper. As of June 4, 2009, the Company can issue additional
commercial paper of $283.0 million which is backed by the credit facilities. See ��Credit Facilities and Short-Term Debt� below for further
discussion.

In addition, our regulated utility subsidiaries receive advances and contributions from customers, home builders and real estate developers to
fund construction necessary to extend service to new areas. Advances for construction are refundable for limited periods, which vary according
to state regulations, as new customers begin to receive service or other contractual obligations are fulfilled. Amounts which are no longer
refundable are reclassified to contributions in aid of construction. Utility plant funded by advances and contributions is excluded from the rate
base. Generally, we depreciate contributed property and amortize contributions in aid of construction at the composite rate of the related
property. Some of our subsidiaries do not depreciate contributed property, based on regulatory guidelines.
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We use our capital resources, including cash, to (i) fund capital requirements, including construction expenditures, (ii) pay off maturing debt,
(iii) pay dividends, (iv) fund pension and postretirement welfare obligations and (v) invest in new and existing ventures. We spend a significant
amount of cash on construction projects that have a long-term return on investment. Additionally, we operate in rate-regulated environments in
which the amount of new investment recovery may be limited, and where such recovery takes place over an extended period of time, as our
recovery is subject to regulatory lag. As a result of these factors, our working capital, defined as current assets less current liabilities, was in a
net deficit position of $748.6 million as of March 31, 2009.

We expect to fund future maturities of long-term debt through a combination of external debt and cash flow from operations. We have no plans
to reduce debt significantly.

We rely on our revolving credit facility and the capital markets to satisfy our liquidity needs. Disruptions in the credit markets may discourage
lenders from meeting their existing lending commitments, extending the terms of such commitments or agreeing to new commitments. Market
disruptions may also limit our ability to issue debt securities in the capital markets. In order to meet our short-term liquidity needs we are
borrowing under AWCC�s existing $850.0 million revolving credit facilities. AWCC had $175.0 million of outstanding borrowings under its
lines of credit, $46.8 million of outstanding letters of credit under this credit facility and $345.2 million of outstanding commercial paper as of
June 4, 2009. We can provide no assurances that our lenders will meet their existing commitments or that we will be able to access the
commercial paper or loan markets in the future on terms acceptable to us or at all.

As of December 31, 2008, the Company had issued, through its subsidiaries, $120.3 million of variable rate demand bonds, which are
periodically remarketed. During the first quarter of 2009, the Company used its commercial paper and revolver, to redeem, through its
subsidiaries, these variable rate demand bonds because no buyer was willing to purchase the bonds at market rates. As of March 31, 2009, all
variable rate demand bonds had been repurchased and were held in the Company�s treasury. On May 21, 2009, AWCC successfully remarketed
$31.9 million of these variable rate demand bonds. On May 21, 2009, AWCC closed its remarketing on $52.9 million fixed rate Tax Exempt
Water Facility Revenue Bonds, which were part of the $120.3 million variable rate demand bonds. As of June 4, 2009 $35.4 million of these
variable rate demand bonds are held in the Company�s treasury. We can provide no assurance that the bonds will be remarketed successfully or at
reasonable rates.

On May 19, 2009, AWCC closed its private placement offering of $25.5 million in aggregate principal amount of 8.27 % Senior Unsecured
Notes due 2039 and $24.5 million in aggregate principal amount of 7.21 % Senior Unsecured Notes due 2019. On May 13, 2009, NJAWC
closed its private offering of $75 million in aggregate principal amount of its 6.35% first mortgage bonds due 2039 and $25 million in aggregate
principal amount of its 5.48% first mortgage bonds due 2019.

As a result of the American Recovery and Reinvestment Tax Act of 2009 (�the Act�), we intend to apply for subsidized financing under the Act in
many of the states where we operate. Since the issuance of tax-exempt bonds and financing from state revolving funds is subject to
governmental approvals, at this time we are not certain how much of these funds, if any, will be available to investor owned utilities. Also in
connection with the Act, the Company has reflected the benefits from the extension of bonus depreciation in its first quarter results.

Cash Flows from Operating Activities

Cash flows from operating activities primarily result from the sale of water and wastewater services and, due to the seasonality of operations, are
weighted toward the third quarter of each fiscal year. Our future cash flows from operating activities will be affected by economic utility
regulation; infrastructure investment; inflation; compliance with environmental, health and safety standards; production costs; customer growth;
declining per customer usage of water; and weather and seasonality. See ��Factors Affecting our Results of Operations.�
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Cash flows from operating activities have been a reliable, steady source of cash flow, sufficient to meet operating requirements and a portion of
our capital expenditures requirements. We will seek access to debt and equity capital markets to meet the balance of our capital expenditure
requirements. There can be no assurance that we will be able to successfully access such markets on favorable terms or at all. Operating cash
flows can be negatively affected by changes in our rate regulatory environments or changes in our customer economic outlook and ability to pay
for service in a timely manner. We can provide no assurance that our customers� historical payment pattern will continue in the future. Cash
flows from operating activities for the three months ended March 31, 2009 were $142.5 million compared to $85.4 million for the three months
ended March 31, 2008.

During 2008, the Company�s unfunded status of its pension plan increased significantly primarily due to lower than expected 2008 asset returns,
which are expected to result in increased benefit costs and required funding contributions in future years. Such an increase is likely to be
material to results in 2009 and subsequent years. Based on current plan assets and expected future asset returns, the Company currently estimates
the increase to pension and postretirement expense (net of capitalized amounts) in 2009 to be approximately $32 million, pre-tax. We have
begun discussions with our regulators about the appropriate treatment for these incremental costs in order to minimize the regulatory lag
between the incurrence of the expense and any recovery of the expense. To date, we have authorization to recover or defer $5.8 million of this
annual increase and have requested permission to recover or defer as a deferred asset until the next rate case is concluded an additional $7.3
million of this increase in 2009. Until we receive permission from the regulators to defer costs, we will continue to expense them. We are also
discussing with regulators other ways in which to defer the costs until future rate cases are filed. The Company currently expects to make
pension and postretirement benefit contributions to the plan trusts of $125.9 million, $132.5 million, $124.7 million, $161.9 million and $123.2
million in 2009, 2010, 2011, 2012 and 2013 respectively. Through March 2009, we have made contributions to fund pension and other
postretirement benefits of $17.1 million and $10.4 million, respectively. Actual amounts contributed could change significantly from these
estimates.

The following table provides a summary of the major items affecting our cash flows from operating activities for the periods indicated:

For the Years Ended December 31,
For the Three Months
Ended March 31,

2006 2007 2008 2008 2009
(in thousands)

Net income (loss) $ (162,243) $ (342,826) $ (562,421) $ (732,484) $ (412,079)
Add (subtract):
Non-cash operating activities(1) 664,060 881,013 1,214,120 826,569 585,065
Changes in working capital(2) (96,578) 16,770 5,523 21,144 (1,978)
Pension and postretirement healthcare contributions (81,491) (81,245) (105,523) (29,838) (27,509)

Net cash flows provided by operations $ 323,748 $ 473,712 $ 552,169 $ 85,391 $ 142,499

(1) Includes (gain) loss on sale of businesses, depreciation and amortization, impairment charges, removal costs net of salvage,
provision for deferred income taxes, amortization of deferred investment tax credits, provision for losses on utility accounts
receivable, allowance for other funds used during construction, (gain) loss on sale of assets, deferred regulatory costs, amortization
of deferred charges and other non-cash items, net, less pension and postretirement healthcare contributions.

(2) Changes in working capital include changes to accounts receivable and unbilled utility revenue, taxes receivable (including federal
income), other current assets, accounts payable, taxes accrued (including federal income), interest accrued and other current liabilities.

The increase in cash flows from operations during 2008 compared to 2007 was primarily due to increased revenues partially offset by higher
contributions to our pension and postretirement healthcare trusts.
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The increase in cash flows from operations during 2007 compared to 2006 was primarily due to improvements in working capital mainly driven
by changes in taxes accrued and other current liabilities, slightly offset by changes in accounts receivable and unbilled utility revenues.

Cash Flows from Investing Activities

Cash flows used in investing activities were as follows for the periods indicated:

For the Years Ended December 31,
For the Three Months
Ended March 31,

2006 2007 2008 2008 2009
(in thousands)

Construction expenditures $ (682,863) $ (750,810) $ (1,008,806) $ (188,437) $ (196,178)
Other investing activities, net(1) (8,575) 4,232 (24,861) 732 (6,103)

Net cash flows used in investing activities $ (691,438) $ (746,578) $ (1,033,667) $ (187,705) $ (202,281)

(1) Includes allowances for other funds used during construction, acquisitions, proceeds from the sale of assets and securities, proceeds from
the sale of discontinued operations, removal costs from property, plant and equipment retirements, receivables from affiliates, restricted
funds and investment in equity investee.

Cash flows used in investing activities for the three months ended March 31, 2009 and 2008 were $202.3 million and $187.7 million,
respectively. Construction expenditures increased $7.8 million to $196.2 million for the three months ended March 31, 2009 from $188.4 million
for the three months ended March 31, 2008 as a result of increased investment in regulated utility plant projects. We anticipate investing
approximately $800.0 million on construction and other capital projects in 2009.

Cash flows used in investing activities increased in 2008 compared to 2007 and in 2007 compared to 2006, as we continued to increase our
investment in regulated infrastructure projects. From 2009 to 2013, we estimate that Company-funded capital investment will total between $4.0
billion and $4.5 billion. We anticipate spending between $790 million and $1.0 billion yearly on Company-funded capital investment for the
foreseeable future, depending upon the timing of major capital projects. We expect construction expenditures to be approximately $800 million
during 2009. We intend to invest capital prudently to provide essential services to our regulated customer base, while working with regulators in
the various states in which we operate to have the opportunity to earn an appropriate rate of return on our investment and a return of our
investment. As part of our strategy to improve operational efficiencies, we are evaluating our processes, along with the information systems
associated with those processes, to optimize workflow throughout our field operations as well as streamlining our back-office operations, as we
believe are necessary and appropriate. When we make adjustments to our operations, we will incur incremental expenses, including costs to
upgrade or replace outdated information systems, prior to realizing the benefit of a more efficient workforce and operating structure. We believe
that increasing our operating efficiency and controlling the costs associated with the operation of our business are important to providing the
quality service to our customers and communities we serve as well as to our long-term competitiveness. We are currently developing a timeline
for the implementation of this strategic initiative but expect that it will span a period of three to five years. The details, including scope, cost and
implementation of these solutions will not be fully known until the data gathering phase has been completed, which is targeted for December
2009. Expenditures associated with this project are included in the $4.0 billion to $4.5 billion capital investment spending outlined above.

Our construction program consists of both infrastructure renewal programs, where we replace infrastructure as needed, and construction of new
water and wastewater treatment and delivery facilities to meet new customer growth. An integral aspect of our strategy is to seek growth through
tuck-ins and other acquisitions which are complementary to our existing business and support the continued geographical diversification and
growth of our
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operations. Our projected capital expenditures and other investments are subject to periodic review and revision to reflect changes in economic
conditions and other factors. Generally, acquisitions are funded initially with short-term debt and later refinanced with the proceeds from
long-term debt or equity offerings.

Included in 2009 are planned construction expenditures of approximately $83 million to construct a new water treatment plant on the Kentucky
River. On April 25, 2008, the Kentucky Public Service Commission approved Kentucky American Water�s application for a certificate of
convenience and necessity to construct a 20.0 million gallon per day treatment plant on the Kentucky River and a 30.6 mile pipeline to meet
Central Kentucky�s water supply deficit. The Kentucky project is expected to be completed by 2010 with an estimated cost of $162 million.

The following table provides a summary of our historical construction expenditures:

For the Years Ended December 31,
For the Three Months
Ended March 31,

2006 2007 2008 2008 2009
(in thousands)

Transmission and distribution $ 314,282 $ 325,222 $ 449,249 $ 79,638 $ 82,804
Treatment and pumping 127,094 178,073 211,930 34,605 39,489
Services, meter and fire hydrants 132,610 179,933 224,089 39,915 28,838
General structures and equipment 72,892 32,336 71,146 17,070 28,348
Sources of supply 35,985 35,135 53,292 17,208 16,699

Total construction expenditures $ 682,863 $ 750,810 $ 1,008,806 $ 188,437 $ 196,178

Construction expenditures for the periods noted above were partially offset by customer advances and contributions for construction (net of
refunds) of $3.1 million, $35.8 million, and $47.4 million for the years ended December 31, 2008, 2007 and 2006, respectively. Customer
advances and contributions are reflected in net cash flows from financing activities. Capital expenditures during the periods noted above were
related to the renewal of supply and treatment assets, new water mains and customer service lines, as well as rehabilitation of existing water
mains and hydrants.

Construction expenditures for 2008 increased by $258.0 million, or 34.4%, over 2007. Expenditures related to transmission and distribution
increased by $123.9 million in 2008 over 2007 and meter and fire hydrant replacements increased by $44.2 million in 2008 compared to 2007.
These increases occurred due to an increase in the rate of infrastructure replacement. Treatment and pumping expenditures increased by $33.9
million in 2008 compared to 2007 as a result of significant treatment improvements in a number of states in which we operate including
Kentucky, Illinois and Arizona.

Construction expenditures for 2007 increased by $67.9 million, or 10.0%, over 2006. The increase consisted mainly of infrastructure
replacements and upgrades to treatment facilities at several plants including Joplin, Missouri, Maricopa County, Arizona, Franklin Township,
New Jersey and Champaign, Illinois.

We also conduct ongoing reviews of our existing investments. As a result of these reviews, we sold the operations of various non-regulated
water-related businesses during 2006 and 2007.

The following provides a summary of the major acquisitions and dispositions affecting our cash flows from investing activities in the years
indicated:

2008:

� We paid approximately $12.5 million for the acquisition of water and waste water systems.

�
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Felton water system. In September 2008, our California subsidiary completed
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its sale of the Felton water system to San Lorenzo Valley Water District (�SLVWD�). Under the terms of the agreement, SLVWD paid
$13.4 million for the operating assets of the water system, which serves approximately 1,330 customers in Felton. The payment
included a $10.6 million cash payment to California American Water and the assumption by SLVWD of $2.8 million in debt. The
sale of the Felton system resulted in a loss on sale of $0.4 million.

2007:

� We paid approximately $15.9 million for the acquisition of a number of water and wastewater systems, the largest of which was S.J.
Services Inc., the parent company of Pennsgrove Water Supply Company, Inc. and South Jersey Water Supply Company, Inc. The
purchase price, including acquisition costs, for S.J. Services Inc. was $13.5 million in cash.

� We received approximately $9.7 million in cash proceeds from the sale of a group of assets of the Residuals business.

� We received $16.3 million in cash proceeds from the sale of other assets, including $13.0 million of proceeds on a property in
Mansfield, New Jersey owned by a Non-Regulated subsidiary.

2006:

� We paid approximately $12.5 million for the acquisition of water and wastewater systems.

� We received approximately $30.2 million in cash proceeds from the sale of discontinued operations, including a group of assets of
the Residuals business and the Underground business.

Our investing activities require considerable capital resources which we have generated in operations and attained through financing activities.
We can provide no assurances that these resources will be sufficient to meet our expected investment needs and may be required to delay or
reevaluate our investment plans.

During 2007, NJAWC, entered into an agreement with the City of Trenton, New Jersey (the �City�) to purchase the assets of the City�s water
system located in four surrounding townships. The agreement required approval from the New Jersey Board of Public Utilities (�BPU�). The
initial proposed purchase price of $100.0 million was subsequently amended to $75.0 million and the agreement has also been amended to
include the provision of technical services by the City over seven years to ensure a smooth transition of ownership at a cost to NJAWC of $5.0
million. The administrative law judge hearing the matter issued an initial decision (the �Initial Decision�) approving a stipulation of settlement
reflecting the changed agreement (the �Stipulation�) and sent the Initial Decision to the BPU for consideration.

On February 25, 2009, a small group of Trenton residents filed a petition with the City Clerk seeking to force the sale to a referendum. On
April 3, 2009, the BPU issued its order approving the Stipulation. The effective date of the Stipulation has been automatically stayed pending the
resolution of court proceedings initiated in New Jersey Superior Court by a small number of Trenton residents seeking to submit the sale to a
referendum. The trial court ruled in March 2009 that a referendum is not required. In May 2009, the court granted the residents motion for
reconsideration of that ruling and the matter will now proceed to a hearing before the trial court judge. The Company can provide no assurance
as to the outcome of the court proceedings.

Included in the Stipulation, and dependent upon the consummation of the sale, the Company intends to purchase finished water from the City for
the next twenty years under a water supply agreement. The acquisition is expected to add approximately forty thousand customers to the
Company�s customer base.

Cash Flows from Financing Activities

Our financing activities whose primary purpose is to fund construction expenditures, include the issuance of long-term and short-term debt,
primarily through our wholly-owned financing subsidiary, AWCC. We intend to
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access the capital markets on a regular basis, subject to market conditions. In addition, we intend to issue equity in the future to maintain an
appropriate capital structure, subject to any restrictions in the registration rights agreement between us and RWE. In order to finance new
infrastructure, we received customer advances and contributions for construction (net of refunds) of $2.6 million and ($13.7) million for the
three months ended March 31, 2009 and 2008, respectively, and $3.1 million, $35.8 million, and $47.4 million for the years ended December 31,
2008, 2007, 2006, respectively.

On May 21, 2009, AWCC successfully remarketed $31.9 million of variable rate demand notes previously held in the Company�s treasury. The
net proceeds from this offering were used to repay commercial paper. Also, on May 21, 2009, AWCC remarketed $52.9 million of these variable
rate demand notes as fixed rate Tax Exempt Water Facility Revenue bonds with interest rates ranging from 6.00% to 6.75%. The net proceeds
from this offering were used to repay short-term debt. On May 19, 2009, AWCC closed its private placement offering of $25.5 million in
aggregate principal amount of 8.27 % Senior Unsecured Notes due 2039 and $24.5 million in aggregate principal amount of 7.21 % Senior
Unsecured Notes due 2019. We used the proceeds principally to pay down short-term debt. On May 13, 2009, NJAWC closed its private
offering of $75 million in aggregate principal amount of its 6.35% first mortgage bonds due 2039 and $25 million in aggregate principal amount
of its 5.48% first mortgage bonds due 2019. NJAWC used the proceeds principally to pay down short-term debt.

On April 8, 2009, our Pennsylvania subsidiary, Pennsylvania-American Water Company, closed an offering to issue $80.0 million in tax-exempt
water facility revenue bonds through the Pennsylvania Economic Development Financing Authority (�PEDFA�). The coupon rate on the bonds is
6.2% with a maturity date of April 1, 2039. The $80 million bond was rated �A� by Standard & Poor�s and �A3� by Moody�s. The proceeds from the
offering were used to fund certain capital improvement projects.

In February 2009, AWCC completed its public offering of $75.0 million of 8.25% senior notes with a maturity date of 2038. The net proceeds of
the offering were used to repay short-term debt incurred to fund capital expenditures and general working capital purposes.

In May 2008, AWCC issued senior notes through private placement offerings totaling $200.0 million. Interest rates ranged from 6.25% to
6.55%, and maturities ranged from 2018 to 2023. On May 13, 2008, we received a cash equity contribution from RWE of $245.0 million. In
November 2008, AWCC issued $75.0 million of 10% senior notes with a maturity date of 2038 through a public offering. Proceeds from the
$275.0 million in debt offerings and the $245.0 million in cash equity contribution were used to repay short-term debt incurred to fund capital
expenditures and general working capital purposes.

AWCC issued senior notes through private placement offerings totaling $2,117.0 million during 2007. Interest rates ranged from 5.39% to
6.59% and maturities ranged from seven years to 30 years. RWE made equity contributions to the Company amounting to $1,067.1 million and
$1,194.5 million during 2007 and 2006, respectively. The Company used the equity contributions and proceeds from the senior notes to offset
loans payable to RWE, to repay outstanding commercial paper and for other corporate purposes.

Additionally, during September 2007, AWCC issued $1,750.0 million of RWE redemption notes to RWE. The RWE redemption notes bear
interest monthly at the one-month London Interbank Offered Rate, which we refer to as LIBOR, plus 22.5 basis points and mature on the earliest
of the following to occur (a) March 20, 2009, (b) the date on which the Company and RWE mutually agree to terminate the notes with all
accrued and unpaid interest and principal becoming immediately due and payable in full, or (c) the date on which RWE no longer owns more
than 80% of the voting rights of the Company. The Company used the proceeds from the RWE redemption notes to redeem $1,750.0 million of
its 5.9% mandatory redeemable preferred stock held by RWE.

During October 2007, AWCC issued $750.0 million in senior notes with a term of 10 years and a fixed interest rate of 6.085% and $750.0
million in senior notes with a term of 30 years and a fixed interest rate of
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6.593%, which we refer to as the new senior notes. AWCC used the proceeds to fund the redemption of $1,286.0 million aggregate principal
amount of RWE redemption notes and $206.0 million (including after tax gains of $2.2 million, net of $1.4 million of tax) aggregate principal
amount of RWE notes. In the second quarter of 2008, the Company completed an offer to exchange fully registered 6.085% Senior Notes due
2017 and fully registered 6.593% Senior Notes due 2037 for all of its outstanding unregistered notes of the same series. The Company did not
receive any proceeds from the exchange offer, nor did the Company�s debt level change as a result of the exchange offer. The terms of the
registered notes and the unregistered notes are substantially identical in all material respects. In December 2007, we used the net proceeds from
the issuance of approximately $415.0 million of commercial paper and $49.0 million of excess cash to fund the repayment of approximately
$464.0 million of RWE redemption notes.

Our board of directors has adopted a dividend policy to distribute to our stockholders a portion of our net cash provided by operating activities as
regular quarterly dividends, rather than retaining that cash for other purposes. Our policy is to distribute 50% to 70% of our net income annually.
We expect that dividends will be paid every March, June, September and December of each fiscal year to holders of record approximately 15
days prior to the distribution date. Since the dividends on our common stock will not be cumulative, only declared dividends will be paid. For
2008, we paid a dividend of $0.20 per share on September 2, 2008 and December 1, 2008. There were no dividend payments made for 2007.
Subject to applicable law and the discretion of our board of directors, we will pay cash dividends of approximately $0.20 per share per quarter in
2009, to be paid approximately 60 days after the end of each fiscal quarter. The quarterly and annual average aggregate dividend amounts for the
four quarters would be $34.9 million, and $139.7 million annually. The aggregate dividend amounts are based upon the estimated average
174.6 million shares outstanding during the next four quarters. Under Delaware law, our board of directors may declare dividends only to the
extent of our �surplus� (which is defined as total assets at fair market value minus total liabilities, minus statutory capital) or, if there is no surplus,
out of our net profits for the then current and/or immediately preceding fiscal year. Although we believe we will have sufficient net profits or
surplus to pay dividends at the anticipated levels during the next four quarters, our board of directors will seek periodically to assure itself of this
before actually declaring any dividends. In future periods, our board of directors may seek opinions from outside valuation firms to the effect
that our solvency or assets are sufficient to allow payment of dividends, and such opinions may not be forthcoming. If we sought and were not
able to obtain such an opinion, we likely would not be able to pay dividends.

On February 6, 2009, our board of directors declared a quarterly cash dividend payment of $0.20 per share, which was paid on March 2, 2009 to
all shareholders of record as of February 18, 2009. On April 30, 2009 our board of directors declared a quarterly cash dividend payment of $0.20
per share, which was paid on June 1, 2009 to all shareholders of record as of May 18, 2009.

On May 1, 2009 we and AWCC filed a universal shelf registration statement, of which this prospectus supplement forms a part, that enables us
to offer and sell from time to time various types of securities, including common stock, preferred stock and debt securities, subject to market
demand and ratings status.

In addition, on May 1, 2009, we asked the SEC to withdraw the registration statement on Form S-1 that we originally filed on December 18,
2008 for the proposed offering of our common stock. No securities have been sold pursuant to such registration statement.

The following long-term debt was issued in the first three months of 2009:

Company Type Interest Maturity
Amount

(in thousands)
American Water Capital Corp. Senior notes 8.25% 2038 $ 75,000

Total issuances $ 75,000
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The following long-term debt was retired through optional redemption or payment at maturity during the first three months of 2009:

Company Type Interest Maturity
Amount

(in thousands)
Long-term debt:
American Water Capital Corp. Floating rate 1.55%-2.20% 2018-2032 $ 86,860
American Water Capital Corp. Senior notes-fixed rate 6.87% 2011 28,000
Other subsidiaries Floating rate 1.50%-10.00% 2015-2032 33,420
Other subsidiaries Fixed rate 5.00%-9.10% 2009-2030 565
Other subsidiaries State financing authority loans and other 0.00%-5.00% 2009-2034 1,565

Total retirements & redemptions $ 150,410

The following long-term debt was issued in 2008:

Company Type Interest Rate Maturity
Amount

(in thousands)
American Water Capital Corp. Senior notes 6.25% 2018 $ 110,000
American Water Capital Corp. Senior notes 6.55% 2023 90,000
American Water Capital Corp. Senior notes 10.00% 2038 75,000
Other subsidiaries State financing authority loans and other 1.00%-1.39% 2024-2025 4,941

Total issuances $ 279,941

The following long-term debt and preferred stock with mandatory redemption requirements were repurchased or retired through optional
redemption or payment at maturity during 2008:

Company Type Interest Rate Maturity
Amount

(in thousands)
Long-term debt:
American Water Capital Corp. Senior notes-fixed rate 6.87% 2011 $ 28,000
Other subsidiaries Senior notes-floating rate 6.48%-10.00% 2021-2032 144,725
Other subsidiaries Subsidiary fixed rate bonds and notes 5.05%-9.35% 2008-2029 61,065
Other subsidiaries State financing authority loans and other 0.00%-9.87% 2008-2034 10,389

Preferred stock with mandatory redemption requirements:
Other subsidiaries 4.60%-6.00% 2013-2019 218

Total retirements & redemptions $ 244,397

The following long-term debt was issued in 2007:

Company Type Interest Rate Maturity
Amount

(in thousands)
American Water Capital Corp. RWE notes-variable rate 5.72% 2009 $ 1,750,000
American Water Capital Corp. Senior notes 5.39%-6.59% 2018-2037 2,117,000
Other subsidiaries State financing authority loans and

miscellaneous 1.00%-1.62% 2013-2025 2,109
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Total issuances $ 3,869,109

In 2007, in connection with the acquisition of S.J. Services Inc, we assumed $3.5 million of long-term debt consisting of senior notes and state
financing authority loans with interest rates ranging from 0.00% to 9.10% and maturities ranging from 2008 to 2025.
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The following debt and preferred stock with mandatory redemption requirements were retired through extinguishments, optional redemption or
payment at maturity in 2007:

Company Type Interest Rate Maturity
Amount

(in thousands)
Long-term debt:
American Water Capital Corp Senior notes-fixed rate 6.87% 2011 $ 28,000
American Water Capital Corp RWE notes-fixed rate 4.00%-6.05% 2007-2034 465,300
American Water Capital Corp RWE redemption notes-fixed

rate 5.72% 2009 1,750,000
Various Subsidiaries Senior notes-fixed rate 7.25%-8.75% 2007-2028 101,531
Various Subsidiaries Miscellaneous 0%-10.06% 2007-2034 114,340

Preferred stock with mandatory redemption requirements:
American Water Works Company, Inc. RWE preferred stock-fixed rate 5.90% 2012 1,750,000
Various Subsidiaries 4.60%-8.88% 2007-2019 388

Total extinguishments, retirements & redemptions $ 4,209,559

From time to time and as market conditions warrant, we may consider offerings of other tax-exempt water facility revenue bonds. Under a
tax-exempt offering, the interest paid to investors is non-taxable. As an additional benefit to bondholders, the recently enacted American
Recovery and Reinvestment Act has established that the interest is not includable in the Alternative Minimum Tax calculation. Subject to market
conditions, we expect to raise approximately $300 million in tax-exempt financing over the next few months. We can provide no assurances that
these offerings will occur. Separately, we have outstanding applications totaling $45.5 million filed with state PUCs to access revolving loan
funds. Due to the demand for these funds, we believe the likelihood of being awarded these funds is low.

From time to time and as market conditions warrant, we may engage in long-term debt retirements via tender offers, open market repurchases or
other viable alternatives to strengthen our balance sheets.

Credit Facilities and Short-Term Debt

The components of short-term debt were as follows:

March 31,
2009

December 31,
2008

(in thousands)
Revolving credit line $ 370,000 $ 437,000
Commercial paper, net of discount 256,940 �  
Book-overdraft 18,152 42,010
Lines of credit �  �  

Total short-term debt $ 645,092 $ 479,010

AWCC has entered into a $10.0 million committed revolving line of credit with PNC Bank, N.A. This line of credit will terminate on
December 31, 2009 unless extended and is used primarily for short-term working capital needs. Interest rates on advances under this line of
credit are based on either the prime rate of PNC Bank, N.A. or the applicable LIBOR for the term selected plus 200 basis points. In addition,
there is a fee of 25 basis points charged quarterly on the portion of the commitment that is undrawn. As of June 4, 2009, December 31, 2008 and
December 31, 2007 there was $0.0 million, $0.0 million and $ 9.0 million, respectively, outstanding under this revolving line of credit. If this
line of credit were not extended beyond its current maturity date of December 31, 2009, AWCC would continue to have access to its $840.0
million unsecured revolving credit facility described below.
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AWCC, our finance subsidiary, has entered into an $840.0 million senior unsecured credit facility syndicated among the following group of 11
banks with JPMorgan Chase Bank, N.A. acting as administrative agent.

Bank

Commitment
Amount
Through

September 15,
2012

Commitment
Amount
Through

September 15,
2013

(in thousands)
JPMorgan Chase Bank, N.A. $ 115,000 $ 0
Citibank, N.A. 115,000 115,000
Citizens Bank of Pennsylvania 80,000 80,000
Credit Suisse, Cayman Islands Branch 80,000 80,000
William Street Commitment Corporation 80,000 80,000
Merrill Lynch Bank USA 80,000 80,000
Morgan Stanley Bank 80,000 80,000
UBS Loan Finance LLC 80,000 80,000
National City Bank 50,000 50,000
PNC Bank, National Association 40,000 40,000
The Bank of New York Mellon 40,000 0

$ 840,000 $ 685,000

This revolving credit facility, which was originally scheduled to terminate on September 15, 2011, is principally used to support the commercial
paper program at AWCC and to provide up to $150.0 million in letters of credit. On September 14, 2007, this revolving credit facility was
extended for an additional year by the facility bank group, making the new termination date September 15, 2012. On September 15, 2008, a
majority of the banks agreed to further extend $685.0 million of commitments under this revolving credit facility to September 15, 2013. On
December 18, 2008 The Bank of New York Mellon joined the credit facility syndicate with a commitment amount of $40.0 million through
September 15, 2012. If any lender defaults in its obligation to fund advances, the Company may request the other lenders to assume the
defaulting lender�s commitment or replace such defaulting lender by designating an assignee willing to assume the commitment, however, the
remaining lenders have no obligation to assume a defaulting lender�s commitment and we can provide no assurances that we will replace a
defaulting lender. AWCC had $175.0 million of outstanding borrowings and $46.8 million of outstanding letters of credit under this credit
facility as of June 4, 2009. As of June 4, 2009, AWCC had $345.2 million of commercial paper outstanding.

On December 31, 2008 and March 31, 2009, AWCC had the following sub-limits and available capacity under the revolving credit facility and
indicated amounts of outstanding commercial paper:

Credit Facility
Commitment

Available
Credit Facility

Capacity
Letter of Credit

Sublimit

Available
Letter of Credit

Capacity

Outstanding
Commercial

Paper
(Net of Discount)

Credit Line
Borrowings

(in thousands) (in thousands) (in thousands) (in thousands) (in thousands) (in thousands)
December 31, 2008 $ 850,000 $ 369,097 $ 150,000 $ 106,097 $ 0 $ 437,000
March 31, 2009 $ 850,000 $ 436,149 $ 150,000 $ 106,149 $ 256,940 $ 370,000
Interest rates on advances under the revolving credit facility are based on either prime or LIBOR plus an applicable margin based upon our
credit ratings, as well as total outstanding amounts under the agreement at the time of the borrowing. The maximum LIBOR margin is 55 basis
points.

The weighted average interest rate on short-term borrowings for the year ended December 31, 2008 and the three months ending March 31, 2009
was approximately 3.51% and 0.99%, respectively.
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Capital Structure

Our capital structure was as follows:

At December 31, At
March 31,
20092006 2007 2008

Common stockholder equity and preferred stock without mandatory redemption rights 40% 48% 44% 40%
Long-term debt and redeemable preferred stock at redemption value 50% 49% 49% 52%
Short-term debt and current portion of long-term debt 10% 3% 7% 8%

100% 100% 100% 100%

The changes to our capital resource mix during 2008, 2007 and 2006 were accomplished through the various financing activities noted above in
��Cash from Financing Activities.� The capital structure at December 31, 2008 more closely reflects our expected future capital structure.

As a condition to some PUC approvals of the RWE Divestiture, we agreed to maintain a capital structure with a minimum of 45% common
equity at the time of the consummation of our initial public offering on April 28, 2008. As a result of the impairment charges recorded for the
three months ended March 31, 2008, our capital structure did not meet this minimum requirement and we received a cash equity contribution
from RWE of $245.0 million on May 1, 2008. This cash was used to repay $243.4 million of short-term debt. Contributions from RWE were
$1,067.1 million for the year ended December 31, 2007. RWE is not obligated to make any additional capital contributions.

Debt Covenants

Our debt agreements contain financial and non-financial covenants. To the extent that we are not in compliance, we or our subsidiaries may be
restricted in our ability to pay dividends, issue debt or access our revolving credit lines. Our failure to comply with restrictive covenants under
our credit facilities could trigger repayment obligations. We were in compliance with our covenants as of March 31, 2009. The revolving credit
facility requires us to maintain a ratio of consolidated debt to consolidated capitalization of not more than 0.70 to 1.00. As of March 31, 2009,
our ratio was 0.60 and therefore we were in compliance with the ratio. See Item 1A �Risk Factors�Risks Related to Our Industry and Business�Our
failure to comply with restrictive covenants under our credit facilities could trigger repayment obligations� of our most recent Annual Report on
Form 10-K. Long-term debt indentures contain a number of covenants that, among other things, limit, subject to certain exceptions, the
Company from issuing debt secured by the Company�s assets. Certain long term notes required the company to maintain a ratio of consolidated
total indebtedness to consolidated total capitalization of not more than 0.70 to 1.00. In addition, the Company has $1,104.9 million of notes
which include the right to redeem the notes in whole or in part from time to time subject to certain restrictions.

Security Ratings

Our access to the capital markets, including the commercial paper market, and their respective financing costs in those markets depend on the
securities ratings of the entity that is accessing the capital markets. We primarily access the capital markets, including the commercial paper
market, through AWCC. However, we do issue debt at our regulated subsidiaries, primarily in the form of tax exempt securities, to lower our
overall cost of debt. The following table shows the Company�s securities ratings as of March 31, 2009:

Securities
Moody�s Investors

Service
Standard & Poor�s
Rating Service

Senior unsecured debt Baa2 BBB+
Commercial paper P2 A2
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Moody�s rating outlook for both American Water and AWCC is stable.

On May 1, 2009, Standard & Poor�s reaffirmed its ratings.

A security rating is not a recommendation to buy, sell or hold securities and may be subject to revision or withdrawal at any time by the
assigning rating agency, and each rating should be evaluated independently of any other rating. Security ratings are highly dependent upon our
ability to generate cash flows from financing and operating activities in an amount sufficient to service our debt and meet our investment plans.
We can provide no assurance that our ability to generate cash flow is sufficient to maintain our existing ratings.

None of our borrowings are subject to default or prepayment as a result of a downgrading of securities although such a downgrading could
increase fees and interest charges under our credit facilities.

As part of the normal course of business, we routinely enter into contracts for the purchase and sale of water, energy, fuels and other services.
These contracts either contain express provisions or otherwise permit us and our counterparties to demand adequate assurance of future
performance when there are reasonable grounds for doing so. In accordance with the contracts and applicable contract law, if we are
downgraded by a credit rating agency, especially if such downgrade is to a level below investment grade, it is possible that a counterparty would
attempt to rely on such a downgrade as a basis for making a demand for adequate assurance of future performance. Depending on our net
position with a counter party, the demand could be for the posting of collateral. In the absence of expressly agreed provisions that specify the
collateral that must be provided, the obligation to supply the collateral requested will be a function of the facts and circumstances of the
Company�s situation at the time of the demand. If we can reasonably claim that we are willing and financially able to perform our obligations, it
may be possible to successfully argue that no collateral should be posted or that only an amount equal to two or three months of future payments
should be sufficient. We do not expect to post any collateral which will have a material adverse impact on the Company�s results of operation,
financial position or cash flows.

Recent Market Conditions

The Company believes it has sufficient liquidity despite the current disruption of the capital and credit markets. The Company funds liquidity
needs for capital investment, working capital and other financial commitments through cash flows from operations, public and private debt
offerings, commercial paper markets and credit facilities with $850.0 million in aggregate total commitment from a diversified group of banks.
As of June 4, 2009, we had $628.2 million available to fulfill our short-term liquidity needs, to issue letters of credit and back our $345.2 million
outstanding commercial paper. As of June 4, 2009, the Company can issue additional commercial paper of $283.0 million which is backed by
the credit facilities. The market disruption has caused the Company to redeem its tax exempt bonds in variable rate structures. The Company
closely monitors the financial condition of the financial institutions associated with its credit facilities.

The Company�s retirement trust assets are exposed to the market prices of debt and equity securities. Changes to the retirement trust asset value
can impact the Company�s pension and other benefits expense, funded status and future minimum funding requirements. Our risk is reduced
through our ability to recover pension and other benefit costs through rates. In addition, pension and other benefits liabilities decrease as fixed
income asset values decrease (fixed income yields rise) since the rate at which we discount pension and other retirement trust asset future
obligations is highly correlated to fixed income yields. During 2008, the market value of our pension and postretirement benefit trust assets
declined by $171.9 million. Additionally, a reduction in fixed income yields (rate used to discount obligations) at the end of 2008 caused an
increase to pension and postretirement benefit liabilities. The reduction of asset values combined with an increase in pension and postretirement
benefit liabilities will constitute an increase to pension and postretirement benefit expense of $32.0 million during 2009 compared to 2008. We
have begun discussions with our regulators about the appropriate treatment for these incremental costs in order to minimize regulatory lag
between incurring of the expense and any recovery of the
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expense. To date, we have authorization to recover or defer $5.8 million of this annual increase and have requested permission to recover or
defer as a deferred asset until the next rate case is concluded an additional $7.3 million of this increase in 2009. Until we receive permission
from the regulators to defer costs, we will continue to expense them. We are also discussing with regulators other ways in which to defer the
costs until future rate cases are filed.

The Company also assessed the impact of the severe liquidity crises at major financial institutions on the Company�s ability to access capital
markets on reasonable terms. On September 15, 2008, the Company was unable to access short-term liquidity through its A-2/P-2 rated
commercial paper program. The Company therefore utilized its credit facilities to repay maturing commercial paper and fund its short-term
liquidity needs. Although the Company�s credit facility syndicate banks are currently meeting all of their lending obligations, there can be no
assurance that these banks will be able to meet their obligations in the future if the liquidity crises intensify or are protracted.

At this time the Company does not believe recent market disruptions will impact its long-term ability to obtain financing. The Company expects
to have access to liquidity in the capital markets on favorable terms before the maturity dates of its current credit facilities and the Company
does not expect a significant number of its lenders to default on their commitments thereunder. In addition, the Company can delay major capital
investments or pursue financing from other sources to preserve liquidity, if necessary. The Company believes it can rely upon cash flows from
operations to meet its obligations and fund its minimum required capital investments for an extended period of time.

Regulatory Restrictions

The issuance by the Company or AWCC of long-term debt or equity securities does not require authorization of any state PUC if no guarantee or
pledge of the regulated subsidiaries is utilized. However, state PUC authorization is required to issue long-term debt or equity securities at most
regulated subsidiaries. Our regulated subsidiaries normally obtain the required approvals on a periodic basis to cover their anticipated financing
needs for a period of time or in connection with a specific financing.

Under applicable law, our subsidiaries can pay dividends only from retained, undistributed or current earnings. A significant loss recorded at a
subsidiary may limit the dividends that these companies can distribute to us.

Insurance Coverage

We carry various property, casualty and financial insurance policies with limits, deductibles and exclusions consistent with industry standards.
However, insurance coverage may not be adequate or available to cover unanticipated losses or claims. We are self-insured to the extent that
losses are within the policy deductible or exceed the amount of insurance maintained. Such losses could have a material adverse effect on our
short-term and long-term financial condition and the results of operations and cash flows.
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Contractual Obligations and Commitments

We enter into obligations with third parties in the ordinary course of business. These financial obligations, as of December 31, 2008, are set forth
in the table below:

Contractual obligation Total
Less Than
1 Year 1-3 Years 3-5 Years

More Than
5 Years

($ in thousands)
Long-term debt obligations(a) $ 4,733,980 $ 175,433 $ 78,940 $ 140,846 $ 4,338,761
Interest on long-term debt(b) 4,894,864 287,323 563,954 557,060 3,486,527
Capital lease obligations(c) 1,829 171 408 359 891
Interest on capital lease obligations(d) 1,761 191 328 254 988
Operating lease obligations(e) 235,013 32,342 50,787 28,980 122,904
Purchase water obligations(f) 761,823 44,938 92,583 90,667 533,635
Other purchase obligations(g) 92,305 92,305 �  �  �  
Postretirement benefit plans� obligations(h) 195,036 41,636 80,700 72,700 �  
Pension ERISA minimum funding requirement(h) 473,100 84,200 176,500 212,400 �  
Preferred stocks with mandatory redemption requirements 24,425 218 636 3,456 20,115
Interest on preferred stocks with mandatory redemption
requirements 28,008 2,036 4,039 3,841 18,092
Other obligations(i) 941,005 246,620 135,021 71,928 487,436

Total $ 12,383,149 $ 1,007,413 $ 1,183,896 $ 1,182,491 $ 9,009,349

Note: The above table reflects only financial obligations and commitments. Therefore, performance obligations associated with our
Non-Regulated Businesses are not included in the above amounts.

(a) Represents sinking fund obligations and debt maturities.

(b) Represents expected interest payments on outstanding long-term debt. Amounts reported may differ from actual due to future refinancing
of debt.

(c) Represents future minimum payments under noncancelable capital leases.

(d) Represents expected interest payments on noncancelable capital leases.

(e) Represents future minimum payments under noncancelable operating leases, primarily for the lease of motor vehicles, buildings, land and
other equipment.

(f) Represents future payments under water purchase agreements for minimum quantities of water.

(g) Represents the open purchase orders as of December 31, 2008, for goods and services purchased in the ordinary course of business.
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(h) Represents contributions expected to be made to pension and postretirement benefit plans for the years 2009 through 2013.

(i) Represents capital expenditures estimated to be required under legal and binding contractual obligations, liability associated with a
conservation agreement and an estimate of advances for construction to be refunded.

Public-Private Partnerships

From 1997 through 2002, West Virginia American Water Company, our subsidiary, which we refer to as WVAWC, entered into a series of
agreements with various public entities, which we refer to as the Partners, to establish certain joint ventures, commonly referred to as
�public-private partnerships.� Under the public-private
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partnerships, WVAWC constructed utility plant, financed by WVAWC, and the Partners constructed utility plant (connected to WVAWC�s
property), financed by the Partners. WVAWC agreed to transfer and convey some of its real and personal property to the Partners in exchange
for an equal principal amount of Industrial Development Bonds (�IDBs�), issued by the Partners under a state Industrial Development Bond and
Commercial Development Act. WVAWC leased back the total facilities, including portions funded by both WVAWC and the Partners, under
leases for a period of 40 years.

WVAWC leased back the transferred facilities under capital leases for a period of 40 years. The leases have payments that approximate the
payments required by the terms of the IDBs. In accordance with Financial Accounting Standards Board Interpretation Number 39, Offsetting of
Amounts Related to Certain Contracts, we have presented the transaction on a net basis in the consolidated financial statements. The carrying
value of the transferred facilities was approximately $161.0 million at December 31, 2008.

Market Risk

We are exposed to market risk associated with changes in commodity prices, equity prices and interest rates. As of March 31, 2009, a
hypothetical 100 basis point increase in interest rates associated with our short-term borrowing will decrease our pre-tax earnings by $4.7
million. Our risks associated with price increases for chemicals, electricity and other commodities are reduced through long-term contracts and
the ability to recover price increases through rates. Non-performance by these commodity suppliers could have a material adverse impact on our
results of operations, cash flows and financial position.

Our common stock began trading on the NYSE on April 23, 2008. The market price of our common stock may experience fluctuations, many of
which are unrelated to our operating performance. In particular, our stock price may be affected by general market movements as well as
developments specifically related to the water and wastewater industry. These could include, among other things, interest rate movements,
quarterly variations or changes in financial estimates by securities analysts and governmental or regulatory actions. This volatility may make it
difficult for us to access the capital markets in the future through additional offerings of our common stock, regardless of our financial
performance, and such difficulty may preclude us from being able to take advantage of certain business opportunities or meet business
obligations.

We are exposed to credit risk through our water, wastewater and other water-related activities for both our Regulated and Non-Regulated
Businesses. Our Regulated Businesses serve residential, commercial, industrial and municipal customers while our Non-Regulated Businesses
engage in business activities with developers, government entities and other customers. Our primary credit risk is exposure to customer default
on contractual obligations and the associated loss that may be incurred due to the non-payment of customer account receivable balances. Our
credit risk is managed through established credit and collection policies which are in compliance with applicable regulatory requirements and
involve monitoring of customer exposure and the use of credit risk mitigation measures such as letters of credit or prepayment arrangements.
Our credit portfolio is diversified with no significant customer or industry concentrations. In addition, our Regulated Businesses are generally
able to recover all prudently incurred costs including uncollectible customer accounts receivable expenses and collection costs through rates.

We are also exposed to a potential national economic recession or further deterioration in local economic conditions in the markets in which we
operate. The credit quality of our customer accounts receivable is dependent on the economy and the ability of our customers to manage through
unfavorable economic cycles and other market changes. In addition, as a result of the downturn in the economy and heightened sensitivity of the
impact of additional rate increases on certain customers, there can be no assurances that regulators will grant sufficient rate authorizations.
Therefore our ability to fully recover operating expense, recover our investment and provide an appropriate return on invested capital made in
our Regulated Businesses may be adversely impacted.
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Non-Regulated Businesses Performance Obligations

Our Non-Regulated Businesses Contract Operations Group enters into agreements for the provision of services to water and wastewater facilities
for the United States military, municipalities and other customers. These military services agreements expire between 2053 and 2059 and have
remaining performance of $1,185.0 million at December 31, 2008. The Operations and Maintenance agreements with municipalities and other
customers expire between 2009 and 2038 and have remaining performance commitments as measured by estimated remaining contract revenue
of $1,103.8 million and $1,178.8 million at December 31, 2008 and 2007, respectively. Some of the Company�s long-term contracts to operate
and maintain a municipality�s, federal government�s or other party�s water or wastewater treatment and delivery facilities include responsibility for
certain major maintenance for some of the facilities, in exchange for an annual fee.

Included in the military services performance commitment at December 31, 2008 were awards granted to our Contracts Operations Group during
September 2008 for operation and maintenance of the water and wastewater systems at Army installations at Fort Hood, Texas and Fort Polk,
Louisiana. According to the agreements, the awards of the contracts are estimated at approximately $329.0 million and $348.0 million,
respectively, over a 50-year period as measured by gross contract revenue subject to price redeterminations and customary federal contracting
termination provisions. Federal contract price redetermination is a mechanism to periodically adjust the service fee in subsequent periods to
reflect changes in contract obligations and market conditions.

Critical Accounting Policies and Estimates

The application of critical accounting policies is particularly important to our financial condition and results of operations and provides a
framework for management to make significant estimates, assumptions and other judgments. Although our management believes that these
estimates, assumptions and other judgments are appropriate, they relate to matters that are inherently uncertain. Accordingly, changes in the
estimates, assumptions and other judgments applied to these accounting policies could have a significant impact on our financial condition and
results of operations as reflected in our consolidated financial statements.

Our financial condition, results of operations and cash flow are impacted by the methods, assumptions and estimates used in the application of
critical accounting policies. Management believes that the areas described below require significant judgment in the application of accounting
policy or in making estimates and assumptions in matters that are inherently uncertain and that may change in subsequent periods. Our
management has reviewed these critical accounting policies, and the estimates and assumptions regarding them, with our audit committee. In
addition, our management has also reviewed the following disclosures regarding the application of these critical accounting policies with the
audit committee.

Regulatory Accounting

Our regulated utility subsidiaries are subject to regulation by state PUCs and the local governments of the states in which they operate. As such,
we account for these regulated operations in accordance with SFAS No. 71, �Accounting for the Effects of Certain Types of Regulation,� which
we refer to as SFAS No. 71, which requires us to reflect the effects of rate regulation in our financial statements. Use of SFAS No. 71 is
applicable to utility operations that meet the following criteria: (1) third-party regulation of rates; (2) cost-based rates; and (3) a reasonable
assumption that all costs will be recoverable from customers through rates. As of December 31, 2008, we had concluded that the operations of
our regulated subsidiaries meet the criteria. If it is concluded in a future period that a separable portion of the businesses no longer meets the
criteria, we are required to eliminate the financial statement effects of regulation for that part of the business, which would include the
elimination of any or all regulatory assets and liabilities that had been recorded in the consolidated financial statements. Failure to meet the
criteria of SFAS No. 71 could materially impact our consolidated financial statements as a one-time extraordinary item and through impacts on
continuing operations.
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Regulatory assets represent costs that have been deferred to future periods when it is probable that the regulator will allow for recovery through
rates charged to customers. Regulatory liabilities represent revenues received from customers to fund expected costs that have not yet been
incurred. As of March 31, 2009, we have recorded $938.4 million of net regulatory assets within our consolidated financial statements. Also, at
March 31, 2009, we had recorded $313.3 million of regulatory liabilities within our consolidated financial statements. See Note 7 of the Notes to
Consolidated Financial Statements included in our most recent Annual Report on Form 10-K for further information regarding the significant
regulatory assets.

For each regulatory jurisdiction where we conduct business, we continually assess whether the regulatory assets and liabilities continue to meet
the criteria for probable future recovery or settlement. This assessment includes consideration of factors such as changes in applicable regulatory
environments, recent rate orders to other regulated entities in the same jurisdiction, the status of any pending or potential deregulation legislation
and the ability to recover costs through regulated rates.

Goodwill

At March 31, 2009, the Company�s goodwill totaled $1,249.8 million. The Company�s annual impairment reviews are performed as of
November 30 of each year, in conjunction with the timing of the completion of the Company�s annual strategic business plan. The Company also
undertakes interim reviews when the Company determines that a triggering event that would more likely than not reduce the fair value of a
reporting unit below its carrying value has occurred.

The Company�s calculated market capitalization at March 31, 2009 was $1,186.0 million below its aggregated carrying value of its reporting
units. During the first quarter of 2009, despite no apparent significant adverse changes in its underlying business, the Company�s market price
experienced a high degree of volatility and, as of March 31, 2009, had a sustained period for which it was below historical averages and 10%
below the market price employed in the Company�s 2008 annual goodwill impairment test. Having considered both qualitative and quantitative
factors, management concluded that this sustained decline in market value below the market value which existed at the 2008 annual impairment
test, was an interim triggering event and performed an interim impairment test.

Management concluded the fair value of certain of the Company�s reporting units were below their carrying values as of March 31, 2009. Upon
completing the impairment calculation, the Company recognized $450.0 million as a goodwill impairment charge for the three months ended
March 31, 2009.

The Company may be required to recognize an impairment of goodwill in the future due to market conditions or other factors related to the
Company�s performance. These market events could include additional declines over a period of time of the Company�s stock price, a decline
over a period of time in valuation multiples of comparable water utilities, the lack of an increase in the Company�s market price consistent with
its peer companies, or decreases in control premiums and the overhang effect. A decline in the forecasted results in our business plan, such as
changes in rate case results or capital investment budgets or changes in our interest rates, could also result in an impairment charge. Recognition
of impairments of a significant portion of goodwill would negatively affect the Company�s reported results of oper
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