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Dear Chairwoman Mayes and Commissioners,

[ wanted to thank you again for taking the time to meet with the Anthem Homeowners on the 7th, and for allowing
us to share our frustrations and concerns regarding the proposed Arizona American Water rate increase. The
proposed rate increase will increase our costs for water by 150% to 200% (while our personal bills will double,
we will also see substantial increases from our Home Owners Fees as well).

As you requested | have attached a copy of the public comments | made that evening (attached Word
document).

In addition, | accessed the American Water 2009 10K filing and 2010 proxy statement and have also attached a
copy of few select pages:

o The first page shows a table summarizing the company's cash flow for the last three years (amounts are in the
thousands). While American Water may claim they lost money from operations those three years, the truth is that
the losses were primarily caused by write downs in goodwill, and impairment of asset write offs - these are not
cash costs. In terms of cash, they generated almost $600 million dollars in 2009, approx. $550 million in 2008
and $473 million in 2007 - the profit motive is alive and well in this Corporation

o The next page shows the Dividends that were paid out to stockholders . In 2009, American Water paid out over
$137 million doliars in dividends to its stockholders

o The last page is from the company's proxy statement dated March, 2010 and shows the Executive
Compensation. The top four executives who were employed in both 2009 and 2008 received compensation of
over $11 million in 2008 and just under $7 million in 2009. { am sure these are included in costs that are
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allocated down to Arizona American Water by their parent organization. Given the mis-management of this
organization (at least as far as operations here in Arizona are concerned) these are egregious sums that should
not be part of a rate increase request that will increase the cost of water for Anthem residents by over 100%.
Again, we thank you for listening and hope that you will send this Company back to drawing board with an

admonition not to return with any rate increase request that exceeds what reasonable homeowners should be
expected to bear.

Respectfully,

Ken Cohen

Anthem, AZ 85086

In today’s economy and especially here in Anthem we have seen our property values decline substantially and
many homeowners have been forced into foreclosure. The paper this a.m. talked about the rise in foreclosures
just this past month. We have many people here losing their homes. It is in this environment that AZ Water is
asking for an adjustment in their water rates that would more than double what many families pay for their water.
They obviously have no interest in being a ‘good corporate citizen’. They can provide all the excuses they want,
but it is nothing short of criminal and shows no concern for the plight of homeowners today to be asking for this
type of increase in this economy. It is a sign of very poor management. We cannot afford to have Anthem
identified with having these exorbitant water rates. For the commission to approve this increase would just be
rewarding this poor management.

We had one of the top executives of AZ water visit with the citizens of Anthem two to three months ago. | asked
the executive what AZ water would do if their requested increase were turned down - he replied that they would
just re-submit it. | have been a financial executive for many years and if | ever went to my Board and asked for
approval to raise our rates by 100% and ! was asked what the alternatives were and 1 replied that there were
none and ! would just have to come back later and re-request that type of increase, | would have probably been
fired on the spot. Again, this is a sign of poor management and for the commission to approve even a portion of
their request would be like rewarding and condoning this level of poor management.

A good portion of our water bills are fixed. | was away for most of the most recent billing period and my water
consumption dropped by more than half. My bill dropped $5 for the month. Water is a limited resource but AZ
water is not doing what it shouid to encourage conservation of this resource. They pay lip service to conservation
in their handout. Linking what we pay to our usage is a sure way to get people to be more conservative, but this
would not generate revenues for AZ water and again, it is a sign of poor management on their part.

The strategy that seems to be being followed here in this egregious rate increase is to throw as much crap at the
wall as you can with the expectation that some of it will stick. Don’t reward this strategy by Arizona Water by
approving even one cent of this increase. | respectfully request that this commission not reward this company’s
poor management and outrageous Corporate behavior. Make Arizona American Water go back to the drawing
board and not come back until they are prepared to submit a request for a reasonable rate increasel!

Ken Cohen
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(Three attachments inctuded with this Opinion)
*End of Complaint*

Utilities' Response:

Investigator's Comments and Disposition: |

5/04-
Sent to Docket Control.

FILE CLOSED.
*End of Comments*
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Dividends

Our bowrd of directors has adopred a dividend palicy to distribute 10 our stackholders a portion of our net
cash provided by operaiing activities as reguiar quarterly dividends, rather than retaining that cash lor other
purpeses, Generally, our palicy is to distribute 50% to 70% of our net income annually. We expect that dividends
witl be paid every March. June, September and December of cach fiscal year 1o holders of record approximately
ES days priot o the distribution date. Since the dividends on our common stock will not be cumutative, only
declared dividends will be paid.

Daring 2009 and 2008, we paid S137.3 million and $64.1 million in dividends. respectively. For 2009, we
paid & dividend of $0.21 per share on December £, 2009 and September 1, 2009 and $0.20 per share on June 1,
2009 and March 2. 2068, For 2008, we paid a dividend of $0.20 per sharc on September 2, 2008 and
Decernber 1, 2008, There were no commen dividend payments made for 2007,

Subject o applicable Taw and the discretion of our board of directors, we will pay cash dividends of
approximaiely $0.21 per share per quarter in 2010, o be paid approximately 60 days after the end of each fiseal
guarter. The quarterly and anmud average aggregate dividend amounts for the four quarrers would be $36.7
millivn, and $146.7 million asmually. The aggregate dividend amoants are based upon 174.7 million shares
outstanding as of February 25, 2010, Under Delaware law, our board of directors may declure dividends anly 1o
the extent of our “surplas™ (which is defined as total assets at fair market value minus total liabilities, mimes
statutory capital} or. if there is no surplus, out of our net profits for the then current and/or immedigtely preceding
tiscad year. Althotgh we believe we will huve sufficient net profits or surplus to pay dividends at the anticipated
fevels during the neat four quarzers, our board of directors will seck periodically to assure itself of this before
actually declanig any dividends, In future periods. our board of directars may seck opinions from cutside
valwation Ninms to the offect that our solvenuy or assets are sufficicnt fo attow payment of dividends. and such
opimons may sot be fortheonring. I we sought and were not able to obtain such an opinion. we likely would not
be able to puy dividends.

On January 29, 2010, out hourd of divectars declared a quarterly cash dividend payment of $0.21 per share
payable on Murch £, 2040 10 all sharcholders of reeord as of Februsry 15, 2010,

Current Credit Market Position

Phe Company belicves it has sulficient figuidity should there be a disruption of the capital wnd credit
markets. The Company funds Hyuidity needs for capital investment, warking capital and other financial
cormunitments threugh cash flows from operations. public and private debt offerings, commercial paper markets
and credit facilitios with $850.0 miltion in aggregate total commitments from a diversified group of banks. As of
Febraary 24, 2010, we bud $801 & milion available 1o fulfill our shor-term liquidity nceds, to issue jetters of
credst and back our $38.9 million oubstanding commercial paper. As of February 24, 2010, the Company can
issue additional commercial paper of $641. 1 million which is backed by the credit facilitics. The 2008 market
disruptions caused the Company o redeem its tax exempt bonds in variable rate structures and remarket as fixed
fate secunties. The Company closely monitors the tinancial condition of the fimancial institutions associated with
ity credit faciities.

At this time, the Company does not believe recent market disruptions will impact its long-tenm abihity 1o
obtain nancing. The Company eXpacts o have aceess to hiquidity in the capital markets on favorable terms
before the maturity dutes of ity current credit facilities and the Company does not expect a signiticant namber of
1 denders to default on their commitments thercunder, In addition. the Company can delay major capital
mveshients of pussue financing from other sources o preserve liquidity. it necessary. The Company helieves it
vin rely upon cash Hows rom operations 1o meet its obligations sad fund its minimum required cap:tal
mvestments tor an extended period of time.



Cash flows from operating activitics have heen a reliable, sieady source of funding, sufficient to mect
vperating requirements, our dividend payments and a portion of our capital expenditures requircments. We will
seek wevess o debt and equity capital markets to meet the balance of our capital expenditure requirements as
needed. There can be no assurance that we will be able w access such markets successtully on favorable terms or
atall, Operating cash flows can be negatively affected by changes in our rate regulatory enviconments or changes
mour customer economic outlook and ability to pay for service in a timely manner. We can provide no assurance
that our customery” historical payment pattern will continge in the future.

I'he following table provides a summary of the major items atfecting our cash flows from operating
activitics for the pertods indicated:

2000 2008 2007
{in thousandsi
Neticome doss) oo o $ (2330831 S (562121 S32.826)
Add isubtracty
Non-cash operating activines{iy ... L L. 1016826 F214.126G 8X1.013
Changes in working capitaki2) ... .. . e (60,141 5,523 16.77¢

Pension and postretirement healtheare contributions ... {127,446 (105053 (81.245)

Net cush flows provided by operations ... ... 3 S9A156 S S52069 8 473712

ihy Includes (gam) Joss on sale of businesses, depreciation and amortization. impairment charges. removal costs
netof salvage. provision for deferred income taxes. amortization of deferred investment tax credits,
provision for losses on ntthty aecounts receivahle, allowance for other funds used during consteuction,
fgain) foss on sale of assets. deferred regulutory costs, amortization of deferred charges and other non-cash
ems, net, lews pension and postictirement healtheare contributions.

{2y Changes in working capital include chunges to accounts receivable and unbilled atility revenue, taxes

recetvable Gnetading federst income), other current assets, accounts payable, taxes accrued (inchuding

lederal incomel, nterest accrued and other current labilities.

The merease i cash flows from operations during 2009 compared to 2008 was primarily due w inereased
reventies affset by changes in working capial mamly driven by changes in taxes receivable and taxes accrued.
The chunge in taxes s primarily due to the fact that 4 $35.0 million tax refund. including inturest, was tecenved in
Becernber 2008, Novsimilar amount was received at the end of 2009,

A

In December 2008, the Company filed o request with the Internal Revenue Service (IRS) w change its ax
accouating method tor sepair und maintenance cost on its utility assets. The IRS partially approved the reguest in
Ociober 2000, with the Company recenving finul upproval in February 2010, As a result of this change we expect
o reecive cash refunds of approximately $43.1 million, including a carryback claim for atfernative minimuam tax
o $25.2 mullion which will be filed for in 2010

The increase 1 cash Mows from operations during 2003 comparad to 2007 wus primarily due 1 incrcased
revenues purtiadly offset by higher contributions to our pension and postretirement healtheare trusts.

The Company currently expects 1o make pension and postretirement benetit contributions to the plan trusts
ot BLH.8 mithon in 2010, of which §22.6 was already made in February 2010, In addition. we currently estimate
that centributions witl amount to $147.9 million in 2011, $155.8 million in 2012, $123.8 in 2013 and ST18.8
nuliion in 2014, Actual amounts contribuied could change materially from these estimates.

The mcrease in the 2009 contributions was the result of the Company’s 2008 unfunded status of its pension
plan. wiich increased sipniticantly primatily due to lower than expected 2008 asset retums, Based on the then
cunient plan assets and expeeted future asset returas, the Company estimated in carly 2009 the increase to
peasion and postretirenient expense (et of capitalized amonunts) in 2009 (o be approximately $32 mullion,
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EXECUTIVE COMPENSATION

2009 Susmmary Compensation Table

€3 A fanch has sorved as our President wd Chiet' Operating Officer, Regutated Operations since March T, 2015 iprior o ta: date Mr. Lynch was President of Regu!

Works Scrvice Contpany simee Febaury 1, 2006 {Mr Voung was our Chief Uperating Officer from October 1, 2005 w July 27, 20083,

Y

prbe offeon
CXCCHUNE

Mr Young has served us our Cief Water Technology Citicer sinee March 1, 23010, the President of American Water Services since July 28, 2008 and the Pr

Change in
Pension Value
and
Noaqualified
Non-Equity Deferved
Stock Option Tucentive Plan Compensation Al Other
Salary Bonux Awards Awards Compensation Earnings Compensativn
Name and Principal Position Yeur ) ($X3) (SX4) (SKS) (SH6} (3K7) S¥x9) Total
Deomald L. Correlt 009§ 610615 § ~ % 520191 § 520200 § 493,267 $ : L | 245298 % 2407574
President and Chief Executive Officer 2008 3 582211 % 3399000 § 580221 $ 842288 § 1,351,092 - § R ] 22178 § 3947887
007§ 562059 § - % - 8 - 8 457415 8 -  $ 2843 & 1102317
Flom i ttodf N Y DR LY S ~ § 2879K9 § 287099 § 258378 § 15799 % R4773 % 133400
St Vice President and Chicf i
P Officer J008 3 ATSSSR % 27Ring % 41664 % SRI4IR S PEUATT S 633§ Hbdal  § 2762743
IOE O T L5 G ¢ - s o b 23R SET % ] 66578 % 65 ARG
Halrer S tynch 2009 § 467308 % — % 258756 § 258752 . § 289417 % 4284 8 17524 $ 1336004
Pfresident and Chief Operating Officer . . )
of Regulated Operations(1) 2008 % 394346 § 1312500 $ {67679 S 244437 $ : 557850 . § 68,437 - S 153743 % 1579742
2007 § 318769 § - s -8 - 8 138698 22497 § 17,761 3 U748
iikae S b onng : 2000 § 443422 % $ 160024 % Fe0127 0§ 78123 % 631258 % N34 ¥
Clirad Wi Fechnology Offieer, 2N % 4Ne6l % 247200 S 35TO30 0§ S16.318 3 2% SS0183 0% PT4%1 3
Prosdent. Amencan Water Services
amd Feeswlent, American Witer Works
Service {empany( ) )
007 % 40870 § - s 3 3 6927 % 080§ 26483 % 808Ky
Ceorge W. Patrick 2009 $ 321921 % — § 625t $ 116251 § 3028 % P 1 1643 % T RRT
Seniot Vice President, Generat Counsel
and Secretary(&)

ated Operauons),

esident of American Water

Phe amounts shown n thes columi sepresent the discretionary pertion of the complenon borus pavable 1o vach fiamed executive si¥icer n connecton with o intial public oifenng
thon was payadiv at the discretion of RWE, based on s Judignent of each executive’s feadership and suppart in positively marketing the business and prepanag for dur inital
1 and therefore 1s considercd m bonus award disciosuble in this column pursuant o niles of the Securities and Exchange Commission, The pther pertion of cach mimet

cer's Commpletion homis, which was squal to 50% of vach aamed sxocutive otticer’s base sabary, was payable based solely on the consummation of the nitial punin

orfering, e thorelore 55 consadered i Ron-equiy awaed pursuant (o roles of the Secuttes and Exchange Commission and is disclosed in the “Non-Fquaty Ineeutive Plaa

Carepensation” colunn

1 Tha aimounts shown in this coburnn refiect the grast date {air value of the performance-sased restricred stock unit awards granted {0 the nymed executive officers, In 200K twa prants
were mude i connection with our nitis! public offering The amounts disclosed represent the value ut the grant date based upon the probable vutcome of the petformunce cenditions.

Ihese amounts reflect the Company's aggregate compensation cust expected o be racorded in our financial statements over the

date in accmdance with FASTE ANC Topee 718, The fol
were achizved.

Name
Donald L. Correil

Eien C Weoll
Walter J. Lynch
fobn N, Young

Goorge W. Patrick
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2009
2008
2009
2008
2009
2008
JUHR
2008
2008

service period for such awards determired at the zrant
lowing abie shows the grant date fair value of the awards at the grant date assuming the Mghost devel of performance condit:ons

Graat Date
Fair Value
$ T, IR?
§  LOIS3R?7
3 431084
s FLERET B4
$ 388,134
8 293438
3 244 (86
§ 624 B3
% 174,377



