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WATER

I/M/O THE JOINT PETITION OF THAMES WATER,
AQUA HOLDINGS GMBH, ON BEHALF OF ITSELF
AND ITS PARENT HOLDING COMPANY, RWE
AKTI ENGESELLSCHAFT, THAMES WATER AQUA
US HOLDINGS, INC., AMERICAN WATER WORKS
COMPANY INC., THArv1ES WATER HOLDINGS
INCORPORATED, E'TOWN CORPORATION, NEW
JERSEY-AMERICAN VVATER COMPANY, INC.,
ELIZABETHTOWN WP\TER COMPANY, THE
MOUNT HOLLY WATE:R COMPANY AND APPLIED
WASTEWATER MANAGEMENT, INC. FOR
CONFIRMATION THAT THE BOARD OF PUBLIC
UTILITIES DOES NOT HAVE JURISDICTION OVER,
OR, AL TERNA TIVEL Y, FOR APPROVAL OF, A
PROPOSED TRANSACTION INVOLVING, AMONG
OTHER THINGS, THE SALE BY THAMES WATER
AQUA HOLDINGS GMBH OF UP TO 1000;0 OF THE
SHARES OF THE CO!\~MON STOCK OF AMERICAN
WATERWORKS COMPANY, INC. IN ONE OR
MORE PUBLIC OFFEF~INGS

DECISION AND ORDER

DOCKET NO. WMO6050388

)
)
)
)

(SERVICE LIST ATTACHED)

BY THE BOARD:

BACKGROUND/PROCEDURAL HISTORY

On May 23, 2006, Thames Water Aqua Holdings GmbH ("Thames GmbH"), on behalf of itself
and its parent holding company, RWE Aktiengesellschaft ("RWE"), Thames Water Aqua US
Holdings, Inc. ("TWAlJSHI"), American Water Works Company, Inc. ("American Water"),
Thames Water Holdirlgs, Incorporated ("TWHINC"), E'Town Corporation ("E'Town), New
Jersey-American Water Company, Inc.1 ("New Jersey-American"), Elizabethtown Water

1 Pursuant to a separate Petition filed with the Board on March 29, 2006, New Jersey-American, EWC

and MHWC requested that the Board approve a merger of EWC and MHWC into New Jersey-American
(with New Jersey-American being the surviving corporation), and certain other transactions preliminary to
such a merger. In a Boarcj Order dated November 15, 2006 (BPU Docket No. WM06030253), the New



Company ("EWC") , The Mount Holly Water Company ("MHWC") , and Applied Wastewater
Management, Inc. ("Applied") (collectively referred to herein as the "Joint Petitioners") filed a
Petition ("Petition") with the New Jersey Board of Public Utilities ("Board"). In the Petition
Thames GmbH, on behalf of itself and its parent holding company RWE, TWAUSHI, and
American Water proposed to undertake the following: (i) the sale by Thames GmbH of up to one
hundred percent (1001%) of the shares of common stock of American Water in one or more
public offerings conducted in compliance with the Securities Act of 1933, and (ii) prior to the
close of the initial public offering of such shares (the "IPO"), the merger of TWAUSHI with and
into American Water, 'with American Water being the surviving corporation. The transactions
set out in (i) and (ii) above are hereinafter collectively referred to as the "Proposed Transaction".
The Petition was accQlmpanied by the supporting Direct Testimonies of Walter Lynch, James
McCabe, and John R. Bigelow on May 23, 2006.

In the Petition, the Joint Petitioners request that the Board issue an Order determining that (a) it
does not have jurisdiction over the Proposed Transaction, or in the alternative, approving the
Proposed Transaction if the Board determines it has jurisdiction over the Proposed Transaction
pursuant to N.J.S.A. 48:2-13 or such other statutory and regulatory authority as may be deemed
appropriate, and (b) th4~ conditions in the Order of the Board dates November 26, 2002 in 1LMLQ

GmbH for Approval of a Chanae in Control of New Jersey-American Water Comcanv. Inc., BPU
Docket No. WM01120833, would no longer be applicable after consummation of the IPO. The
Petition states that its primary focus is to seek review, and if appropriate, approval for the
transaction described in (i) above. The Petition further states that the merger described in (ii)
only involves holding clDmpanies and, therefore, has no impact on New Jersey-American, EWC,
MHWC or Applied, and the Joint Petitioners thus have assumed that the Board will not choose
to exercise jurisdiction over this portion of the Proposed Transaction even if it chooses to
exercise jurisdiction over (i) above.

The Joint Petitioners have stated that subsequent to the acquisition of American Water in 2003,
RWE revised its core business focus to concentrate on the European power and energy
markets, where historic:ally its roots lie. In the past two years, in order to become a more power
and energy market-oriented and focused company, RWE has already divested non-core
activities such as its er)vironmental business and the water operations of Thames Water in the
United Kingdom. In order to maintain its position among Europe's leading integrated electricity
and gas companies, and in response to fierce competition, growing customer needs, and rising
costs for both energy production facilities and many other energy production inputs, RWE
intends to concentrate on its power and energy markets. As a result of these developments,
RWE's ability to maintain its competitiveness in its core European businesses is proving far
more capital-intensive than RWE predicted when it acquired American Water. Consequently,
RWE has decided to sell American Water and return it to its status as a United States publicly-
traded company.

Jersey Board of Public Utilities addressed said Petition of March 29, 2006, approving such a merger and
the preliminary transactions were subsequently consummated on December 31,2006. Accordingly, New
Jersey-American is now the surviving corporation after the merger of EWC and MHWC with and into New
Jersey-American. TWHINC and E'Town have been converted into limited liability companies and EWC
and MHWC are no longer in existence. New Jersey-American and Applied Wastewater Management,
Inc. are hereinafter collectively referred to as the "New Jersey Operating Utilities".
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Since the filing of the I:>etition, a pre-hearing conference was held on September 6, 2006 at the
offices of the Board es'tablishing a schedule for the conduct of the proceedings. The Staff of the
Board ("Board Staff') and the Division of Rate Counsel ("Rate Counsel") served extensive and
detailed discovery requests for information upon the Joint Petitioners. Three public hearings
were held by the Board on November 6, 2006 in Shrewsbury Township, Westhampton, and
Westfield, at 10:00 a.rn., 11 :30 a.m., and 2:00 p.m., respectively, for the purpose of receiving
comments from the public on the Proposed Transaction. At the public hearings, the Joint
Petitioners made a presentation to describe the Proposed Transaction, and comments were
sought regarding the impact of the Proposed Transaction. No member of the public appeared
on the record at any of the hearings and no member of the public wrote to the Board concerning
the Proposed Transaction.

On or about Septembe~r 15, 2006, a Motion to Intervene in this proceeding was filed on behalf of
the Utility Workers Union of America, AFL-CIO ("UWUA") and the Joint Petitioners timely filed a
Response to the Motion on September 28, 2006. The UWUA replied to the Joint Petitioners'
response on October 5, 2006 and the Joint Petitioners filed a surreply response on October 24,
2006. By Order dated October 27, 2006, the Board granted the UWUA's Motion to Intervene.
The UWUA and the Joint Petitioners subsequently served and responded to a total of 43 initial
and supplementary discovery requests during the course of the proceeding.

After the parties completed the initial and supplemental rounds of discovery, the parties
engaged in settlement discussions on November 29, 2006, December 4, 2006 and January 19,
2007. A Stipulation of Settlement of this matter was entered into and executed by all of the
parties (namely, the JIDint Petitioners, the Board of Public Utilities, the N.J. Office of the Rate
Counsel, and the Utility Workers Union of America, AFL-CIO) on March 15, 2007.

The Joint Petitioners

RWE is a foreign corporation organized and existing under the laws of the Federal Republic of
Germany. RWE's principle office is located at Operhplatz 1, 45128 Essen, Federal Republic of
Germany. Thames GmbH is also a foreign corporation organized and existing under the laws of
the Federal Republic of Germany. Thames GmbH's principle office is also located at
Opernplatz 1, 45128 Essen, Federal Republic of Germany; for, Thames GmbH is a wholly-
owned subsidiary of RWE. Thames GmbH is the holding company for most of RWE's water
operations, both in the United States and in several foreign countries.

TWAUSHI is a corporation organized and existing under the laws of the State of Delaware, with
its principle office located at 1025 Laurel Oak Road, Voorhees, New Jersey 08043. TWAUSHI
is a wholly-owned sub~)idiary of Thames GmbH. In turn, TWAUSHI is the direct parent company
of American Water. nNAUSHI's subsidiaries have approximately 7,000 employees and provide
water, wastewater ser\Iices and other water resource management services to approximately 17
million customers in 29 states and Canada. Likewise, American Water is a corporation
organized and existing under the laws of the State of Delaware, with its principle office located
at 1025 Laurel Oak Road, Voorhees, New Jersey 08043. American Water owns regulated
operating subsidiaries in 18 states and conducts business in New Jersey, where it employs
approximately 1 ,400 p~~ople.

New Jersey-American is a wholly-owned subsidiary of American Water. It is a Board-regulated
public utility waterworks corporation organized and existing under the laws of the State of New
Jersey, with its principle office located at 131 Wood crest Road, Cherry Hill, New Jersey 08003.
New Jersey-American serves approximately 623,800 customers in 16 counties in the State of
New Jersey. New Jersey-American currently owns, operates and maintains potable water
production, treatment, storage and distribution systems for the purpose of furnishing potable
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water for residential, commercial, industrial and governmental users in its service territory. New
Jersey-American also owns, operates and maintains collection, pumping and/or treatment
systems for the purpose of furnishing wastewater service for residential, commercial, industrial
and governmental users within its service territory.

TWHINC is now a lirnited liability company known as "TWH LLC", which is organized and
existing under the laws of the State of Delaware, with its principle office located at '1025 Laurel
Oak Road, Voorhee$, New Jersey 08043. Its principal purpose is to hold one hundred percent
100% of the membership interests in E'Town. E'Town is now a limited liability company known
as "E'Town LLC", whil:h is organized and existing under the laws of the State of New Jersey,
with its principle office located at 131 Woodcrest Road, Cherry Hill, New Jersey 08003. Its
principal purpose is to hold 100% of the stock of Applied Wastewater Management Inc.
("Applied"). Therefore, Applied is a wholly-owned subsidiary of E'Town. It is also a Board-
regulated public utility water and wastewater corporation organized under the laws of the State
of New Jersey, with i'ts principle office located at 2 Clerico Lane, Hillsborough, New Jersey
08844. Applied serve~; approximately 4,060 customers in New Jersey. Applied owns, operates
and maintains collection, pumping and/or treatment systems for the purpose of furnishing
wastewater service for residential, commercial, industrial and governmental users in its service
territory .

THE STIPULATION
The Proposed TransacillQrl

As set forth in the Stipulation2 in more detail, the Proposed Transaction consists of (i) the sale by
Thames GmbH of up to one hundred percent (100%) of the shares of common stock of American
Water in one or more public offerings conducted in compliance with the Securities Act of 1933,
and (ii) prior to the closiing of the IPO, the merger of TWAUSHI with and into American Water with
American Water being the surviving corporation. The shares of the common stock of American
Water to be sold by Thames GmbH will be sold through one or more underwritten public offerings
to a broad group of investors, including imstitutional and retail investors. While it is the desire of
Thames GmbH to sell one hundred percent (100%) of the shares in the IPO, depending on
market conditions, Thames GmbH may decide to sell less than one hundred percent (100% ) of
the shares in the IPO. The remainder of the shares would then be sold in a subsequent offering
or offerings as soon as; reasonably practicable following the IPO. The Joint Petitioners anticipate
that the sale by Thame~s GmbH of one hundred percent (100%) of the stlares of common stock of
American Water will be! completed within twenty-four (24) months from the date the United States
Securities and Exchan!~e Commission (the "SEC") declares the registration statement for the IPO
effective, as more fully described within the Stipulation at paragraphs 16 through 27 (Stipulation
Par. 16). Notably, this process includes the~ following:

The key participants in the IPO will be American ""'ater, the underwriters, which will be a
group of investrnent banks, and Thames GmbH. The primary role of American Water is to
prepare the ne(~essary SEC filings, which include the prospectus that will be used to offer
the shares to irlvestors, and to have its senior management participate in marketing the
offering to investors by, among other things, explaining American Water's business model,
including its commitment to quality, health, safety, and efficient water resource
management. (Stipulation, Par. 18).

.

2 The cited paragraphs referenced within this Order are contained within the settlement documents. This

is only a summary; the full settlement documents controls, subject to the Board's findings and conclusions
set forth herein.
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The registratiorl statement for the 11:10 will include, among other things, American Water's
audited financii31 statements, descriptions of its business and management (including a
description of the persons who w'ill become members of American Water's Board of
Directors upon the completion of the IPO), and other information about American Water
and the offerin~1 of the American Water shares that investors may consider in deciding to
buy the shares. (Stipulation Par. 19).

.

The prospectus pursuant to which the American Water shares will be sold in the IPO and
subsequent public offerings will include disclosure about the relevant statutory restrictions
relating to acquiring a controlling interest in American Water and a clear statement that no
investor is permitted to acquire control of American Water without obtaining any necessary
regulatory approval pursuant to applicable state law. (Stipulation Par. 20).

At some point prior to the final resolution of all of the SEC's principal comments on the
registration statement and the commencement of the marketing process of the IPO, the
then current Board of Directors of American Water will authorize and approve appropriate
corporate governance provisions for American Water which will include certain anti-
takeover defens;e mechanisms to be~ reflected in the Certificate of Incorporation and/or By-
Laws of Americ;an Water. A description of the defense mechanisms selected by the
Board of Directors which will be in effect at the time of the IPO will be included in the
registration stat.~ment filed with the SEC. (Stipulation Par. 23).

Any person or entity seeking to acquire a controlling interest in American Water before or
after completion of the IPO would bE~ required to obtain the approval of the Board pursuant
to N.J.S.A. 48:2-51.1 and N.J.S.A. 48:3-10. (Stipulation Par. 24).

The agreement regarding the price per share between Thames GmbH and the
underwriters will be reflected in an underwriting agreement that is signed immediately after
said pricing. The underwriting agre!ement will contain an agreement by the underwriters
not to allocate to any person or entity purchasing American Water shares from the
underwriters in the IPO any number of shares equal to or greater than ten percent (10%)
of American Water's total outstanding number of shares of common stock. (Stipulation
Par. 26).

As more fully set forth in the attached Stipulation, the Stipulation provides in relevant part for the

following:

SAFE. ADEQUATE AND PROPER UTILITY SERVICE

1 For the reasons set forth in the following paragraphs, the signatory parties agree as a
threshold matter that the record herein supports the findings and conclusions that the
Proposed Trans,action will not adversely impact competition, rates, employees or the
provision of safe and adequate utility services at just and reasonable rates by the New
Jersey Operating Utilities. (Stipulation Par. 30).

2. The Proposed Transaction will not adversely impact competition, because after the
Proposed Transaction is consummated, each New Jersey Operating Utility will continue
to provide service to its customers in its current franchise territories. The classic concept
of competition for customers does not exist in the regulated water industry. (Stipulation
Par. 31).
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3. The Proposed Transaction will not have any immediate or direct impact on the rates of
the New Jersey Operating Utilities. The New Jersey Operating Utilities will continue to
operate under 'their existing Board-approved tariffs and rate structures, until such time as
such tariffs and rate structures are revised in accordance with New "Iersey law.
(Stipulation Par. 32).

4 The Proposed Transaction will not impact or change any of the policies of the New
Jersey Operating Utilities with respect to service to customers, employees, operations,
financing, accounting, capitalization, rates, depreciation, maintenance, service or other
matters affectirlg the public interest or utility operations other than: a) as appropriate to
ensure compliance with requirements of the SEC and the stock exchange on which the
shares of Ame!rican Water will be traded, and b) to the extent that the organizational
policies of RWE: will no longer be applicable. (Stipulation Par. 33).

5.

The parties agree that the ProposE~d Transaction will cause no material changes in the
income statement, balance sheet or financial position of the New Jersey Operating
Utilities. The F'roposed Transaction will not (i) adversely impact current investment and
capital programs of the New Jersey Operating Utilities, or (ii) impair the ability of the New
Jersey Operating Utilities to raise necessary capital on reasonable terms or to maintain a
reasonable ca~)ital structure. At the time of the IPO, American Water will have a total
capitalization s1:ructure that includes a debt ratio in the range of forty-five percent (45%)
to fifty-five perl:ent (55%) and a common equity ratio no lower than forty-five percent
(45%). The pal1ies agree that this capital structure is within the range of reasonableness
for a water utility company under current market conditions. (Stipulation Par. 34).

6. Pursuant to paragraph 50(gg) of the Stipulation, as part of any rate case proceeding
before the Boalrd, the New Jersey Operating Utilities will claim an authorized rate of
return for cost of capital which is comprised of the actual embedded cost of debt and a
return on equity, as well as capital structure, which appropriately reflects then current
market conditions and the risk fundamentals of the water utility industry. In connection
therewith, the New Jersey Operating Utilities shall not claim that their risks have
increased due !;olely to the fact that American Water is no longer a subsidiary or affiliate
of RWE. (Stipulation Par.35).

7.

Pursuant to paragraph 50(hh) of the Stipulation, the New Jersey Operating Utilities shall
not seek to recover from their ratepayers any costs associated with the unwinding of any
debt or preferrl3d stock transactions with RWE or any direct or indirect subsidiary of
RWE. (Stipulation Par. 36).

8 The Joint Petitioners shall not seek any recovery of any of the costs of the Proposed
Transaction, which are comprised of the SEC registration fee, the NASD filing fee, the
stock exchange listing fee, legal fees and expenses of the Proposed Transaction,
accounting fees. and expenses of the Proposed Transaction, printing and engraving fees
and expenses flDr the registration statement, Blue Sky fees and expenses, transfer agent
fees and expenses, and legal fees for the state regulatory review process, underwriting
fees for the IPO, any expenses and employee costs associated with the Proposed
Transaction (such as retention bonuses), and any other costs, fees or expenses incurred
by the Joint Petitioners in connection with the conduct or consummation of the Proposed
Transaction (collectively, the "Costs of the Proposed Transaction"). In addition, the Joint
Petitioners shall not seek recovery of the costs of the initial development and
implementation of programs and procedures necessary for compliance with the
Sarbanes-Oxley Act of 2002 (Pub. L. No.1 07 -204, 116 Stat. 745) ("Sarbanes-Oxley")
from the customers of the New Jersey Operating Utilities. (Stipulation Par. 37).
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9. The Proposed Transaction will not adversely impact employees or employment levels of
the New JerSe)f Operating Utilities. Within the past twelve (12) months, the New Jersey
Operating Utilities have added approximately one hundred (100) new employees to their
payroll. As described above, the Proposed Transaction involves a change in the
ownership of the American Water shares from one shareholder to multiple shareholders
through one or more public offerings. Neither the Proposed Transaction nor the merger
of EWC and MI-IWC with and into New Jersey-American described in paragraph 5 of this
Stipulation will have any adverse impact on the employment levels of the New Jersey
Operating Utilijties. There will be no change in any existing collective bargaining
agreement as a result of the Proposed Transaction and the New ..Jersey' Operating
Utilities will continue to honor their respective existing collective bargaining agreements.
The funding policies of American Water and the New Jersey Operating Utilities for the
pension plans of the union and non-union employees of American Water and the New
Jersey Operating Utilities will not change as a result of the Proposed Transaction.
Those pension plans have been and, after completion of the Proposed Transaction, will
continue to be funded in compliance with all applicable requirements of the Employee
Retirement Inc,ome Security Act ("ERISA") and the Pension Protection Act of 2006
("PPA"). (Stipulation Par. 38).

10. Each New Jers~ey Operating Utility will continue to provide safe, adequate and proper
service in fulfillment of its obligations under New Jersey law. The parties agree that
Proposed Tran!;action will provide American Water with access to the public equity and
debt capital markets in the U.S., thereby allowing it to assist its operating subsidiaries in
financing nece:ssary and vital investments in the infrastructure of its subsidiaries,
including the Ne~w Jersey Operating Utilities. (Stipulation Par. 39).

11. Each New Jersley Operating Utility will continue to be a direct or indirect subsidiary of
American Water, and will be operated by its management, under the supervision of its
board of directors. The Proposed Transaction will not cause any changes in the officers,
active manager's or employees of either New Jersey Operating Utility. Similarly, the
Proposed Transaction will not impact changes in the officers, active managers or
employees of either New Jersey Operating Utility that arise out of the ordinary course of
business. After the closing of the Proposed Transaction, each New Jersey Operating
Utili~y will contirlue to have experienced management and operating personnel capable
of carrying out the utility's obligation to render safe, adequate and proper service.
(Stipulation Par. 40).

12. Affiliates of American Water will continue to provide customer service, accounting,
administration, engineering, financial, human resources, information systems,
operations, risk management, water quality and other services to the New Jersey
Operating Utilities in accordance 'with Board-approved service agreements in place
between such affiliates and the New Jersey Operating Utilities. (Stipulation Par. 41).

13. Following the IPO, the Board of Directors of American Water will consist of experienced
individuals who, in the aggregate, possess the capabilities and experience appropriate
for the board of a large, publicly-owned multi-state water utility. As required by the
applicable SEC rules and regulations and the rules of the New York Stock Exchange
(where the American Water shares are expected to be listed in connection with the IPO,
subject to approval of such listing by the SEC and the New York Stock Exchange), after
the closing of the IPO, a majority of the members of the Board of Directors of American
Water will be "independent" directors. (Stipulation Par. 42).
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14. The Proposed Transaction will not affect the Board's powers or jurisdiction with respect
to the New Jersey Operating Utilities or the authority of any other governmental
agencies as tOI the services or facilities of the New Jersey Operating Utilities. The
New Jersey Operating Utilities will remain subject to all applicable laws, regulations,
rules, decisions and policies governing the regulation of New Jersey public utilities.
(Stipulation Par. 43).

POSITIVE BENEFITS OF THE PROPOSED TRANSACTION

Additionally, as set forth within the Stipulation, the Joint Petitioners identified the positive
benefits that will flow to the customers of the New Jersey Operating Utilities as a result of this
Proposed Transaction as follows:

15. American Water will be better able to focus on the water and wastewater industry in the
U.S. as an indl~pendent, publicly~traded company rather than continuing to be a non-
core business of RWE, which has refocused its corporate strategy on its rapidly
changing and ilncreasingly capital-intensive core European energy markets. American
Water will control its own destiny and will not have to compete for management attention
and financial SIJpport with the other divisions of RWE as part of a large international
corporate structure that is focused primarily on businesses other than the water and
wastewater business in the U.S. As a publicly-traded company that is focused on the
water and wastewater business in the U.S., American Water will be better positioned to
focus or! maintaining, developing arld growing the water and wastewater business of its
subsidiaries, including the New Jersey Operating Utilities, and on the needs of
customers and employees. (Stipulation Par. 44(a)).

16. As a publicly-traded company, American Water will gain access to the public equity and
debt capital markets in the U.S., and even worldwide, thereby enhancing its efforts to
obtain the most cost-effective capital to finance the needs of American Water and its
subsidiaries. As a non-publicly traded company, American Water is currently restricted
to accessing the U.S. capital markets through private placement offerings of its debt and
equity securities which are limited by financial investor capacity and the number of
investors who meet the requirements of "accredited investors" under the SEC rules.
After the IPO, this will change and American Water will be able to fully access all
investors in the capital markets in the U.S., both public and private, because (a)
American Water will already be a public reporting company and, therefore, the
administrative ;and legal time and burden associated with the SEC information
requirements will have already been completed, and (b) after one (1) year as a public
reporting company, American Water will be able to issue its securities off a shelf
registration statement, which will significantly increase its ability to quickly access these
markets. Because RWE has refocused its corporate strategy on its rapidly changing and
increasingly capital intensive core European energy markets, it is possible that RWE's
risk profile will c:hange in the future and, if American Water were to continue as a non-
core business lunder RWE's ownership, there is no guarantee that American Water
would continue to be able to obtain the same level of cost effective capital that it has
historically received from RWE. (Stipulation Par. 44(b)).

17. As a publicly-tr'aded company, American Water will become subject to the federal
securities laws and regulations as well as the requirements of the stock exchange where
American Water"s common shares will be listed. These laws and regulations will impose
obligations on American Water and its subsidiaries related to financial reporting,
accounting, internal controls, general business disclosure, corporate governance,
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executive compensation reporting, issuance of securities and related financial and
business matters. American Water will be required to file annual, quarterly and current
reports (relating to certain business events) with the SEC, and certain American Water
investors will be required to make filings with the SEC disclosing their American Water
shareholdings (including, under certain circumstances, the purpose for acquiring such
shareholdings). All financial information of American Water and its subsidiaries will have
to be reported in accordance with U.S. generally accepted accounting principles and
SEC regulations. The annual consolidated financial statements of American Water must
be audited. In addition, all filings with the SEC will be made immediately available on
the SEC's web-site, not only to investors, but to the public at large. American Water will
also be required to comply with the extensive requirements imposed as a result of
Sarbanes-Oxley. These requirements relate to, among other things, internal controls
over financial reporting and external audit of such controls, corporate officer certification
of financial and other information, corporate governance requirements, and enhanced
and expedited disclosure, particularly with respect to certain financial information. By
implementing the programs and procedures necessary for compliance with Sarbanes-
Oxley, American Water will be making improvements to its internal and back-office
processes and the customers of the New Jersey Operating Utilities will benefit from
these improvernents. Although they will be receiving immediate benefits from these
improvements, the substantial costs of the initial development and implementation of the
programs and procedures necessary for compliance with Sarbanes-Oxley, which costs
would otherwise be properly recoverable in rates, will not be passed on to or funded by
customers of the New Jersey Operating Utilities. Accordingly, the customers of the New
Jersey Operating Utilities will be realizing a substantial savings as a result of the
Proposed Transaction. (Stipulation Par. 44(c)).

18. The Proposed Transaction should enhance the ability of the New Jersey Operating
Utilities to attract and retain highly-qualified and capable employees who will be drawn to
working for a publicly-traded company, as opposed to a non-core subsidiary of a large
international corporation that is focused primarily on the European energy markets.
Employees and customers of the New Jersey Operating Utilities will be able to invest in
the water and wastewater utility that employs or serves them by buying American Water
stock. (Stipulation Par. 44(d».

19. After completion of the Proposed '-ransaction, the New Jersey Operating Utilities will
continue to provide good and reliable service to their customers and career opportunities
for their employees. All of this will be accomplished while the New Jersey Operating
Utilities maintain their financial strength and reasonable rates. The company locations
for the receipt of customer payments currently maintained by New Jersey-American and
the 24/7 customer call center service currently provided by the New Jersey Operating
Utilities will not change as a result of the Proposed Transaction. (Stipulation Par. 44(e».

20. After completion of the Proposed Transaction, the New Jersey Operating Utilities will
continue to be managed by capable and experienced management executives and
professional and operating personnel who will carry out the obligations of the New
Jersey Operating Utilities to render safe, adequate and proper service, which includes
providing the regulatory agencies and their staff with consistent and responsive access
to responsible company personnel. In addition, after completion of the Proposed
Transaction, all management deci:sions of the New Jersey Operating Utilities that
currently require the approval of Arnerican Water and ultimate approval by RWE, will
only require the approval of American Water. Accordingly, after completion of the
Proposed Transaction, American Water, located in Voorhees, New Jersey, in
conjunction with its local operating utilities, will have ultimate responsibility for managing
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all business operations throughout the United States, including the operations of the
New Jersey Operating Utilities. (Stipulation Par. 44(f»).

ADDITIONAL STIPULATION PROVISIONS

21. The Joint Petitioners will not alloc:ate, push down or assign any of the Costs of the
Proposed Transaction to the New Jersey Operating Utilities, either directly or indirectly,
for rate-making purposes and such Costs of the Proposed Transaction will not be
passed on to or funded by customers of the New Jersey Operating Utilities or sought to
be passed on to or funded by such customers. In addition, the Joint Petitioners agree
that the costs of the initial development and implementation of the programs, processes
and procedures necessary for compliance with Sarbanes-Oxley will not be passed on to
or funded by customers of the New Jersey Operating Utilities or sought to be passed on
to or funded by such customers. -rhe Joint Petitioners will provide a certified report to
the Board containing an itemized breakdown of all of the Costs of the Proposed
Transaction and the costs of the initial development and implementation of the
Sarbanes-Oxley compliance programs, processes and procedures within one year of the
date of the Board's Order in this proceeding, or if the IPO has not occurred within one
year of the date of the Board's Order in this proceeding, within sixty (60) days after the
completion of the IPO and certifying that no such Costs have been or will be passed on
to the customers of the New Jersey Operating Utilities. (Stipulation Par. 50(a)).

22. The Joint Petitioners acknowledge that the New Jersey Operating Utilities are subject to
all applicable New Jersey and federal water and wastewater supply, service and quality
standards and each New Jersey Operating Utility agrees to conduct itself in a manner
consistent with the objective of achieving compliance with those standards. The New
Jersey Operating Utilities agree that there shall be no diminution from their current levels
of customer service and water quality as a result of the Proposed Transaction and that
they will maintain access to adequate resources to continue to be responsive in a timely
manner to questions from customers and regulatory agencies. After the completion of
the Proposed Transaction, the New Jersey Operating Utilities will continue to be
managed by capable and experienced local management executives and professional
and operating personnel who will carry out the obligations of the New Jerse~' Operating
Utilities to render safe, adequate and proper service, which includes providing the Board
and the Board Staff with consi£tent and responsive access to responsible company
personnel and any information necessary to carry out the Board's regulatory functions.
(Stipulation Par. 50(b)).

23. Following completion of the Proposed Transaction, American Water and the New Jersey
Operatirlg Utilities will continue to keep the Board and the Board Staff apprised of any
significant iSSUE!S affecting American Water and/or the New Jersey Operating Utilities in
the manner in which they currently do so and shall use their best commercially
reasonable efforts to provide notification of any such significant issues, including, but not
limited to, those set forth in subsections (e) and (t) of this paragraph 50, to the Board
and the Board Staff no later than when American Water and the New Jersey Operating
Utilities give notice of such significant issues to any person or entity outside their
respective companies, including any other state regulatory body or agency, to the extent
permitted by the requirements of all applicable laws and regulations. (Stipulation Par.

50(c)).

24. Following the completion of the Proposed Transaction and, if applicable, subject to the
executed Confidentiality Agreement attached as Exhibit B hereto, each New Jersey
Operating Utility will provide and/or make ready for review by the Board or the Board
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Staff any or all of its original accounting books, records and financial documents within
seven (7) business days after a request therefore by the Board and to the extent that
such books, records and documer1ts are available, unless otherwise specified by the
Board. (Stipulation Par. 50(d)).

25. American Water and the New Jersey Operating Utilities agree to provide notice to the
Board and the Board Staff, upon the applicable SEC filing relating to such event, if
American Water experiences any of the following events: (i) a change of control, (ii) a
material acquisition or disposal of assets other than in the ordinary course of business,
(iii) a filing of bankruptcy or appointment of a receiver, or (iv) a change in its independent
accounting firm. (Stipulation Par. 50(e)}.

26. Prior to the IPO, RWE and/or Thames GmbH will infuse equity capital into American
Water sufficient to establish a capital structure for American Water at the time of the IPO
that includes an equity-to-capitalization ratio no lower than forty-five percent (45%)
common equity. American Water will file a balance sheet as of the quarter ended
immediately preceding the date of the completion of the IPO with the Board. (Stipulation
Par. 50(f)).

27. Following the completion of the Proposed Transaction, at least thirty percent (30%) of
the members of the Board of Directors of New Jersey-American will be individuals who
(i) are New Jersey residents, and (ii) are not members of the Board of Directors of
American Water unless they are "independent" directors of American Water within the
meaning of the New York Stock Exchange listing requirements. Following the
completion of the Proposed Transaction, New Jersey-American will notify the Board of
any change in the composition of its Board of Directors within ten (10) business days of
the occurrence of such change. (Stipulation Par. 50(g)).

28. If the Joint Petitioners determine that the sale by Thames GmbH of one hundred percent
(100%) of the shares of common stock of American Water cannot be completed within
twenty-four (24) months from the date the SEC declares the registration statement for
the IPO effective, the Joint Petitioners shall provide written notice of such fact and the
expected timeframe within which such sale will be completed to the Board Secretary
within ten (10) business days after such determination. Thereafter, the sale by Thames
GmbH of one hundred percent (100%) of the shares of common stock of American
Water must be completed within thirty-six (36) months from the date the SEC declares
the registration statement for the IPO effective unless: (a) such period is extended by the
Board, or (b) Thames GmbH's o'vvnership percentage of the outstanding shares of
American Water common stock is less than ten percent (10%). (Stipulatiorl Par. 50(h».

29. American Water will continue to fund the pension plans of the union and non-union
employees of the New Jersey Operating Utilities in compliance with all applicable
requirements of ERISA and the PPA. The New Jersey Operating Utilities will not seek to
recover from their customers any increased pension funding expense or other costs that
would be incurred to remedy any violation of ERISA's minimum funding requirements
during RWE's ownership of Americ:an Water if it should be determined that any such
violation has occurred. Neither American Water nor the New Jersey Operating Utilities
are aware of, nor do they believe that, any such violation has occurred. Nothing
contained in this Stipulation shall preclude the Board from conducting an audit or review
of the status and details of pension plans of the union and non-union employees as
provided in applicable New Jersey law. (Stipulation Par. 50(i)).
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30. Except in acc:ordance with the provisions of a Board-approved financial service
agreement, the New Jersey Operating Utilities shall not participate in any inter-company
lending arrangement whereby depository, surplus cash funds are loaned or borrowed by
the New Jersey Operating Utilities or any other subsidiary or affiliate of American Water
to meet long-term or short-term (less than 365 days) operating cash requirements.
(Stipulation Par. SOU)).

31. Except in accordance with the provisions of a Board approved financial service
agreE~ment or otherwise with the prior approval of the Board, the New Jersey Operating
Utilities shall not make loans or extend credit to American Water or any American Water
subsidiary for a term in excess of one (1) year or pledge its assets to secure any
securities of American Water or any direct or indirect subsidiary of American Water.
(Stipulation Par. 50(k)).

32. For a period of three (3) years following the date of the Board's Order in this proceeding,
American Water will not charge New Jersey-American more than its allocated share of
$1 million per year (adjusted annually for inflation) for additional audit costs for Sarbanes
Oxley compliance in conformance with the Board approved service agreement in place
between New Jersey-American and American Water Works Service Company, Inc.
(Stipulation Par. 50(1)).

33. For a period of three (3) years follo'Ning the date of the Board's Order in this proceeding
and after notification has first been given to the affected employees, each New Jersey
Operating Utility will notify the Board, Rate Counsel and, if applicable, the UWUA in
writing of a planned reduction of five percent (5%) or more in its work force. (Stipulation
Par. 50(m)).

34. The New Jersey Operating Utilities will not bear any costs incurred to comply with any
law, regulation, standard, or prac:tice of the United Kingdom, Federal Republic of
Germany, or European Community necessary to complete the Proposed Transaction.
(Stipulation Par. 50(n)).

35. New Jersey-American will notify the! Board and Rate Counsel of any downgrading of the
bonds of American Water, American Water Capital Corporation ("AWCCJ') or New
Jersey-American upon public notification of any such downgrading and, where available,
will provide a copy of the report of the rating agency relating to the downgrading.
(Stipulation Par. 50(0».

36. New Jersey-American will notify the Board before making any dividend payment that is
in excess of seventy-five percent (75%) of its after-tax net income to common stock
earned during each twelve month period ending September 30 with such dividend
payments being made quarterly in arrears. (Stipulation Par. 50(p)).

37. The Proposed Transaction shall not have any material effect on the income statement,
balance sheet or book value of either New Jersey Operating Utility. (StiplJlation Par.

50(q)).

38. Following the completion of the Proposed Transaction, American Water and any of its
subsidiaries and successors agree that the Board may conduct various focused audits,
management audits or reviews of the New Jersey Operating Utilities as provided in
applicable New Jersey law. (Stipulation Par. 50(r)).
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39. The Joint Petitioners shall file a report with the Board fully describing the corporate
structure and various corporate relationships of the Joint Petitioners following the
completion of the Proposed Transaction. Such report shall be in sufficient detail to allow
the Board's Division of Audits to understand all affiliate relationships to the extent that
they pertain to the operations of the New Jersey Operating Utilities and/or include the
New Jersey Operating Utilities as a party, and such review is necessary to carry out the
Board's regulatory functions. Upon request, the books, records and supporting
documentation relating to such affiliate transactions shall be made available to the Board
within six (6) months of the date of ,completion of the Proposed Transaction. (Stipulation
Par. 50(s».

40. In recognition of the Board's concern that diversified investments by utilities and utility
holding companies could have a deleterious impact on the financial integrity of American
Water and the New Jersey Operating Utilities, the Joint Petitioners shall provide
notification to the Board and Rate ~::;ounsel of any documents that have been filed with
the SEC describing the investment results of American Water's diversified activities, and,
upon request, will provide copies of such filed documents to the Board and Rate
Counsel. Upon request, appropriate representatives of American Water and/or the New
Jersey Operating Utilities will meet with the Board Staff and Rate Counsel to review and
discuss, subject to the executed Confidentiality Agreement attached as Exhibit B hereto,
the contents of any such documents filed by American Water with the SEC and any
related issues, including any information relating to the unregulated business activities of
American Water, as well as information relating to the unregulated business activities of
the New Jersey Operating Utilities or their subsidiaries, all to the extent necessary to
carry out the Board's regulatory func;tions. (Stipulation Par. 50(t».

41. Upon request, the New Jersey Operating Utilities shall make available to the Board's
Division of Audits, for review in the offices of the New Jersey Operating Utilities, copies
of all of the audits of the New Jersey Operating Utilities and the internal audits of
American Water or any of its subsidiaries and successors to the extent that such audits
pertain to the operations of the ~Jew Jersey Operating Utilities and such review is
necessary to carry out the Board's r43gulatory functions. (Stipulation Par. 50(u».

42. Subject to the executed Confidentiality Agreement attached as Exhibit B hereto, upon
request, copies of the U.S. federal income tax returns of American Water and any of its
subsidiaries and successors that are consolidated with the New Jersey Operating
Utilities for the purposes of U.s. federal income taxes shall be made available for review
by the Board Staff and Rate Counsel at the Board's offices to the extent that such review
is necessary to carry out the Board's regulatory functions. (Stipulation Par. 50(v)).

43. New Jersey-American shall use its best reasonable efforts to maintain all applicable
water quality standards and to maintain or improve water service standards including,
but not limited to, the following: water service related interruptions and employee
response time thereto, and customer complaint and customer inquiry response time
related to such water quality standards. The New Jersey Operating Utilities shall
maintain adequate resources to continue to be responsive to questions from customers
and regulatory agencies. (Stipulation Par. 50(w)).

44. In accordance with, and absent a change in, N.J.S.A. 48:3-7.1 or any applicable Board
regulations, any management, advisory service, construction or engineering contract
that in itself or in connection with another contract relating to the same work, project,
transaction or service involves the expenditure of a sum exceeding twenty-five thousand
dollars ($25,000.00), made by either New Jersey Operating Utility with any person or
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corporation owning, holding or controlling separately, or in affiliation with another person
or corporation, five percent (5%) or more of the capital stock of such New Jersey
Operating Utility or with any corporation five percent (5%) of the capital stock of which is
owned, held or controlled by a person or corporation owning, holding or controlling
separately, or in affiliation with another person or corporation, five percent (5%) of the
capital stock of such New Jersey Operating Utility, shall be submitted to the Board for its
approval. Any such contracts shailibe reported annually to the Board by the New Jersey
Operating Utilities at the time of the filing of their annual reports to the Board. The New
Jersey Operating Utilities shall continue to comply with N.J.S.A. 48:3-7.1. (Stipulation
Par. 50(x)).

45. The corporate headquarters of NI3w Jersey-American shall remain in New Jersey.
American Water has no current plans to relocate its corporate headquarters and agrees
that its corporate headquarters shall remain in New Jersey for a period of at least three
(3) years following the date of the Board's Order in this proceeding. In recognition of the
Board's desire to receive informlation about a planned move of the corporate
headquarters of American Water ol.Jtside of the State, American Water shall notify the
Board six (6) months before an actlJal move of the corporate headquarters of American
Water outside of the State. (Stipulation Par. 50(y)).

46. For a period of two (2) years following the date of the Board's Order in this proceeding,
New Jersey-American shall notify the Board and Rate Counsel within thirty (30) days
after any of its officers is no longer Eimployed by New Jersey-American. (Stipulation Par.

50(z)).

47. New Jersey-American shall maintain a level of capital investment and best: operating
practices sufficient to ensure long-term safe, adequate and proper service in compliance
with applicable regulations and statutes and in accordance with prudent utility practice.
New Jersey-American shall receive funding priority equal to that of any other subsidiary
of American Water consistent with American Water's allocation methodology. American
Water and New Jersey-American shall support projects designed to enhance the long-
term viability of the State's water SulPplies to serve customers in the service territories of
New Jersey-American, including the development of new sources of supply and the
enhanced utilization of existing supplies. (Stipulation Par. 50(aa)).

48. The payment for American Water stock in connection with the Proposed Transaction will
not be recorded on the books of the New Jersey Operating Utilities. (Stipulation Par.

50(bb)).

49. Each New Jersey Operating Utility will maintain a level of capital investment and best
operating practices sufficient to ensure long-term safe, adequate and proper service in
fulfillment of its obligations under New Jersey law. American Water shall use its best
efforts to maintain current credit ratings that will provide access on a cost effective basis
to the public equity and debt capital markets in the U.S., thereby allowing it to assist its
operating subsidiaries in financing rlecessary and vital investments in the infrastructure
of its subsidiaries, including the New Jersey Operating Utilities. (Stipulation Par. 50(cc)).

50. The parties agree that New Jersey..American will continue to play an important role in
the economic growth of New Jersey and will continue to support the local communities it
serves, as a responsible corporate I:itizen. To further underscore its commitment to the
local communities, New Jersey-American agrees to maintain, for at least three (3) years
after the date of the Board's Order in this proceeding, and substantially at current
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aggregate levels, charitable commitments to the communities served by New Jersey-
American. (Stipulation Par. 50(dd)).

51. For a pleriod of one (1) year follo'wing the completion of the IPO, staffing levels for
collectively bargained employees will not drop below ninety percent (90%) of the number
of collectively bargained individuals employed by New Jersey-American on January 1,
2007 (excluding those employees hired on a temporary or limited duration basis).
Likewise, for a period of one (1) year following the completion of the IPO, staffing levels
for all employees (union and non-union collectively) will not drop below ninety percent
(90%) of the number of individuals employed by New Jersey-American on January 1,
2007 (excluding those employees hired on a temporary or limited duration basis).
(Stipulation Par. 50(ee)).

52. New Jersey-American agrees to hol10r all terms and conditions of the existing collective
bargaining agreements between New Jersey-American and the applicable local union of
the UWUA (the "Collective Bargainirlg Agreements") through the termination dates of the
Collective Bargaining Agreements. Any successor to New Jersey-American will assume
the Collective Bargaining Agreements and all obligations thereunder through the
termination dates of the Collective Bargaining Agreements. (Stipulation Par. 50(ff)).

53. As part of any rate case proceeding before the Board, the New Jersey Operating Utilities
will claim an authorized rate of return for cost of capital which is comprised of the actual
embedded cost of debt and a return on equity, as well as capital structure, which
appropriately reflects then current market conditions and the risk fundamentals of the
water utility industry. In connectiorl therewith, the New Jersey Operating Utilities shall
not claim that their risks have increased due solely to the fact that American Water is no
longer a subsidiary or affiliate of RW'E. (Stipulation Par. 50(gg)).

54. The New Jersey Operating Utilities shall not seek to recover from their ratepayers any
costs associated with the unwinding of any debt or preferred stock transactions with
RWE or any direct or indirect subsidiary of RWE. (Stipulation Par. 50(hh)).

55. The parties agree that the Joint Pet:itioners have complied with all concjitions contained
in the Order of the Board dated November 26, 2002 in 1LM/O Joint Petition of New
Jersey-American Water Company. Inc. and Thames Water Aqua Holdincs GmbH for
Approval of a Chance in Control ot' New Jersev-American Water Company. Inc., BPU
Docket No. WM01120833 (the "Acquisition Order"), that have required compliance
through the date of this Stipulation. The parties hereto have reviewed the Acquisition
Order and have included in this Stipulation any conditions from the Acquisition Order
that they agree should continue to apply to the Joint Petitioners after consummation of
the IPO. The disposition of any conditions contained in the Acquisition Order that are
not continued, modified or otherwise incorporated in this Stipulation is addressed in
Paragraph 50(11) of the Stipulation:(Stipulation Par. 50(ii)).

56. The pariies hereto specifically affirm the Board's authority to enforce the provisions of
this Stipulation and the Board's Order adopting this Stipulation. (Stipulation Par. 50(jj)).

57. The parties agree that nothing in this Stipulation shall be construed as limiting the
jurisdiction vested in the Board under Title 48 of the New Jersey Statutes or as altering
the requirements found therein, including, but not limited to, the requirements of N.J.S.A.
48:2-51.1 or N.J.S.A. 48:2-16. (StiplJlation Par. 50(kk)).
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58. Based upon the foregoing and subject to the conditions set forth in this Stipulation, the
parties agree that (i) the Proposed Transaction satisfies statutory and regulatory
requirements and will not adversely impact competition, rates, employees or the
provision of safe and adequate utility services at just and reasonable rates by the
New Jersey Operating Utilities and the Joint Petitioners have identified positive benefits
that will flow to the customers of the New Jersey Operating Utilities and the State as a
result of the Proposed Transaction, (ii) the Board should approve the Proposed
Transaction as described in this Stipulation and enter an Order as requested by the
Petition determining that (a) the Proposed Transi3ction as described in this Stipulation is
approved, and (b) the conditions in the Order of the Board dated November 26, 2002 in
I/M/O Joint Petition of New Jersev-American Water Companv. Inc. and Thames Water
Aqua HoldinQs GmbH for Approval of a Chanae in Control of New Jersev-American
Water Company. Inc., BPU Docket No. WM01120833, will no longer be applicable after
consummation of the IPO. (Stipulation Par. 50(11)).

DISCUSSION AND FINDINGS

Pursuant to Paragraph 29 of the Stipulation, Joint Petitioners acknowledge that the Board may
exercise jurisdiction over the Proposed Transaction Upon review, the Board HEREBY F1NDS.
as Joint Petitioners have acknowledged, that this is a petition over which the Board may
exercise jurisdiction pursuant N.J.S.A. 48:2-51.1 and N.J.S.A. 48:3-10. Furthermore, for such
transactions, N.J.A.C. 14:1-5.14(c) requires that the Board must be satisfied that positive
benefits will flow to customers and the State of New Jersey (the "State"). N.J.A.C. 14:1-5.14(c)
explicitly states:

(c) The Board shall not approve a merger, consoli~jation, acquisition and/or change in
control unless it is satisfied that positive benefits will flow to customers and the
State of New Jersey and, at a minimum, that there are no adverse impacts on any
of the criteria delineated in N.J.S.A.48:2-51.1 [emphasis added]

(d) The petitioners seeking merger, consolidation, acquisition and/or change in control
of a public utility shall have the burden of proving to the Board, by a preponderance of the
evidence, that the requirements of this section are met.

Having reviewed the record in this matter, including the Stipulation of Settlement among the
parties to this proceeding, the Board HERE6::Y E!NQ§ that the parties have voluntarily agreed to
the Stipulation. Furthermore, in accordanc:e with N.J.S.A. 48:2-51.1 and N.J.S.A. 48:3-10, the
Board HEREBY FINDS as follows:

(a) The Proposed Transaction will not adversely impact competition, because after the
Proposed Transaction is consummated, each New Jersey Operating Utility will continue
to provide service to its customers in its current franchise territories. .

(b) The Proposed Transaction will not have any immediate or direct impact on the rates of
the New Jersey Operating Utilities. The New Jersey Operating Utilities will continue to
operate under their existing Board-approved tariffs and rate structures, until such time
as such tariffs and rate structures are revised in accordance with New Jersey law.

(c) The Proposed Transaction will not impact or change any of the policies of the New
Jersey Operating Utilities with respect to service to customers, employees, operations,
financing, accounting, capitalization, rates, depreciation, maintenance, service or other
matters affecting the public interest or utility operations other than: a) as appropriate to
ensure compliance with requirements of the SEC and the stock exchange on which the
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shares of American Water will be traded, and b) to the extent that the organizational
policies of RWE will no longer be applicable.

(d) The Proposed Transaction will cause no material changes in the income statement,
balance sheet. or financial position of the New Jersey Operating Utilities. The Proposed
Tran:saction will not (i) adversely impact current investment and capital programs of the
New Jersey Operating Utilities, or (ii) impair the ability of the New Jersey Operating
Utilities to raise necessary capital on reasonable terms or to maintain a reasonable
capital structure. At the time of the IPO, American Water will have a total capitalization
structure that includes a debt ratio in the range of forty-five percent (45%) to fifty-five
percent (55%) and a common equity ratio no lower than forty-five percent (45%). This
capital structure is within the range of reasonableness for a water utility company under
current market conditions.

(e) Pursuant to paragraph 50(gg) of tihe Stipulation, as part of any rate case proceeding
before the Board, the New Jersey Operating Utilities will claim an authorized rate of
return for cost of capital which is comprised of the actual embedded cost of debt and a
return on equity, as well as capital structure, which appropriately reflects then current
market conditions and the risk fundamentals of the water utility industry. In connection
therewith, the New Jersey Operating Utilities shall not claim that their risks have
increased due solely to the fact that American Water is no longer a subsidiary or affiliate
of RWE.

(f) Pursuant to paragraph 50(hh) of the Stipulation, the New Jersey Operating Utilities shall
not seek to recover from their ratep;ayers any costs associated with the unwinding of any
debt or preferred stock transactiorls with RWE or any direct or indirect subsidiary of
RWE.

(g) The Joint Petitioners shall not seel< any recovery of any of the costs of the Proposed
Transaction, which are comprised of the SEC registration fee, the NASD filing fee, the
stock exchange listing fee, legal fees and expenses of the Proposed Transaction,
accounting fees and expenses of the Proposed Transaction, printing and engraving fees
and expenses for the registration statement, Blue Sky fees and expenses, transfer agent
fees and expenses, and legal fees for the state regulatory review process, underwriting
fees for the IPO, any expenses and employee costs associated with the Proposed
Transaction (such as retention bonuses), and any other costs, fees or expenses
incurred by the Joint Petitioners in connection with the conduct or consummation of the
Proposed Trarlsaction (collectively, the "Costs of the Proposed Transaction"). In
addition, the Joint Petitioners shall not seek recovery of the costs of the initial
development and implementation of programs and procedures necessary for
compliance with the Sarbanes-Oxley Act of 2002 (Pub. L. No.1 07 -204, 116 Stat. 745)
("Sarbanes-Oxley") from the customers of the New Jersey Operating Utilities.

(h) The Proposed Transaction will not adversely impact employees or employment levels of
the New Jersey Operating Utilities. Within the past twelve (12) months, the New Jersey
Operating Utilities have added approximately one hundred (100) new employees to their
payroll. As described above, the Proposed Transaction involves a change in the
ownership of the American Water shares from one shareholder to multiple shareholders
through one or more public offerings. Neither the Proposed Transaction nor the merger
of EWC and MHWC with and into New Jersey-American described in paragraph 5 of this
Stipulation will have any adverse impact on the employment levels of the New Jersey
Operating Utilities. There will be no change in any existing collective bargaining
agreement as a result of the Proposed Transaction and the New Jersey Operating
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Utilities will continue to honor their respective existing collective bargaining agreements.
The funding policies of American VVater and the New Jersey Operating Utilities for the
pension plans of the union and non-union employees of American Water and the New
Jersey Operating Utilities will not change as a result of the Proposed Transaction.
Those pension plans have been and, after completion of the Proposed Transaction, will
continue to be funded in compliance with all applicable requirements of the Employee
Retirement Income Security Act ("ERISA") and the Pension Protection A(~t of 2006

("PPA")

(i) Each New Jersey Operating Utility ~vill continue to provide safe, adequate and proper
service in fulfillment of its obligations under New Jersey law. The Proposed Transaction
will provide American Water with access to the public equity and debt capital markets in
the U.S., thereby allowing it to assist its operating subsidiaries in financing necessary and
vital investments in the infrastructure of its subsidiaries, including the New Jersey
Operating Utilities.

(j) Each New Jersey Operating Utility will continue to be a direct or indirE~ct subsidiary of
American Water, and will be operated by its management, under the supervision of its
board of directors. The Proposed Tralnsaction will not cause any changes in the officers,
active managers or employees of either New Jersey Operating Utility. Similarly, the
Proposed Transaction will not impact changes in the officers, active managers or
employees of either New Jersey Operating Utility that arise out of the ordinary course of
business. After the closing of the F'roposed Transaction, each New Jersey Operating
Utility will continue to have experienced management and operating personnel capable of
carrying out the utility's obligation to render safe, adequate and proper service.

(k) Affiliates of American Water will continue to provide customer service, accounting,
administration, engineering, financial, human resources, information systems, operations,
risk management, water quality and other services to the New Jersey Operating Utilities in
accordance with Board-approved service agreements in place between such affiliates and
the New Jersey Operating Utilities.

(I) Following the IPO, the Board of Direc:tors of American Water will consist of experienced
individuals who, in the aggregate, possess the capabilities and experience appropriate for
the board of a large, publicly-ow'1ed multi-state watlsr utility. As required by the applicable
SEC rules and regulations and the rlules of the ~Jew York Stock Exchange (where the
American Water shares are expected to be listed in connection with the IPO, subject to
approval of such listing by the SEC and the New York Stock Exchange), after the closing of
the IPO, a majority of the members of the Board of Directors of American Water will be
"independent" directors.

(m) The Proposed Transaction will not affE!ct the Board's powers or jurisdiction with respect to
the New Jersey Operating Utilities or the authority of any other governmental agencies as
to the services or facilities of the t-.Jew Jersey Operating Utilities. The New Jersey
Operating Utilities will remain subject to all applicable laws, regulations, rules, decisions
and policies governing the regulation of New Jersey public utilities.

The Board FURTHER FINDS that the follo\f\Jing positive benefits will result from the Proposed
Transaction:

(a) American Water will be better able to focus on the water and wastewater industry in
the U.S. as an independent publicly-traded company rather than continuing to be a non-core
business of RWE, which has refocused its corporate strategy on its rapidly changing and
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increasingly capital-intensive core European energy markets. American Water will control its
own destiny and will not have to compete for management attention and financial support with
the other divisions of RWE as part of a large, international corporate structure that is focused
primarily on businesses other than the 'water and wastewater business in the U.S. As a
publicly-traded company that is focused on the water and wastewater business in the U.S.,
American Water will be better positioned to focus on maintaining, developing and growing the
water and wastewater business of its subsidiaries, including the New Jersey Operating Utilities,
and on the needs of customers and emplo~{ees

(b) As a publicly-traded company, American Water will gain access to the public equity
and debt capital markets in the U.S., and even worldwide, thereby enhancing its efforts to obtain
the most cost-effective capital to finance the needs of American Water and its subsidiaries. As
a non-publicly traded company, American! Water is currently restricted to accessing the U.S.
capital markets through private placement offerings of its debt and equity securities which are
limited by financial investor capacity and the number of investors who meet the requirements of
"accredited investors" under the SEC rules. After the IPO, this will change and American Water
will be able to fully access all investors in the capital markets in the U.S., both public and
private, because (a) American Water will already be a public reporting company and, therefore,
the administrative and legal time and burden associated with the SEC information requirements
will have already been completed, and (b) after one ("1) year as a public reporting company,
American Water will be able to issue its securities off a shelf registration statement, which will
significantly increase its ability to quickly access these markets.

(c) As a publicly-tra(jed company, American Water will become subject to the federal
securities laws and regulations as well as the requirements of the stock exchange where
American Water's common shares will be listed. These laws and regulations 'Nill impose
obligations on American Water and its subsidiaries related to financial reporting, ;3ccounting,
internal controls, general business disclosure, corporate governance, executive compensation
reporting, issuance of securities and related financial and business matters. American Water
will be required to file annual, quarterly and current reports (relating to certain business events)
with the SEC, and certain American Water investors will be required to make filings with the
SEC disclosing their American Water share~holdings (including, under certain circumstances, the
purpose for acquiring such shareholdings). All financial information of American Water and its
subsidiaries will have to be reported in accordance with U.S. generally accepted accounting
principles and SEC regulations. The annual cons'Jlidated financial statements of American
Water must t>e audited. In addition, all filings with the SEC will be made immediately available
on the SEC's web-site, not only to investors, but to the public at large. American Water will also
be required to comply with the extensive requirements imposed as a result of Sarbanes-Oxley.
These requirements relate to, among other things, internal controls over financial reporting and
external audit of such controls, corporate officer certification of financial and other information,
corporate governance requirements, and enhanced and expedited disclosure, particularly with
respect to certain financial information. By implementing the programs and procedures
necessary for compliance with Sarbanes-Oxley, American Water will be making improvements
to its internal and back-office processes and the customers of the New Jersey Operating Utilities
will benefit from these improvements. Although they will be receiving immediate benefits from
these improvements, the substantial costs of the initial development and implementation of the
programs and procedures necessary for compliance with Sarbanes-Oxley, which costs would
otherwise be properly recoverable in rates, will not be passed on to or funded by customers of
the New Jersey Operating Utilities. Accordingly, the customers of the New ..Jersey Operating
Utilities will be realizing a substantial savings as a result lof the Proposed Trans,3ction.
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(d) The Proposed Transaction should enhance the ability of the New Jersey Operating
Utilities to attract and retain highly-qualified and capable employees who will be drawn to
working for a publicly-traded company, as opposed to a non-core subsidiary of a large
international corporation that is focused primarily on the European energy markets. Employees
and customers of the New Jersey Operating Utilities ~vill be able to invest in the water and
wastewater utility that employs or serves them by buying American Water stock.

(e) After completion of the Propose~j Transaction, the New Jersey Operating Utilities will
continue to provide safe, adequate, and proper service to their customers and career
opportunities for their employees. All of this will be accomplished while the New Jersey
Operating Utilities maintain their financial strength and reasonable rates. The! company
locations for the receipt of customer payments currently maintained by New Jerse),-American
and the 24/7 customer call center servic~~ currently provided by the New Jersey Operating
Utilities will not change as a result of the Proposed Transaction.

(f) After completion of the Proposecj Transaction, the New Jersey Operating Utilities will
continue to be managed by capable and experienced management executives and professional
and operating personnel who will carry out the obligations of the New Jersey Operating Utilities
to render safe, adequate and proper service, which incllJdes providing the regulatory agencies
and their staff with consistent and responsive access to responsible company personnel. In
addition, after completion of the Proposed Transaction, all management decisions of the New
Jersey Operating Utilities that currently rel~uire the approval of American Water arId ultimate
approval by RWE, will only require the approval of American Water. Accordingly, after
completion of the Proposed Transaction, American Water, located in Voorhees, New Jersey, in
conjunction with its local operating utilities, will have ultimate responsibility for managing all
business operations throughout the United States, including the operations of the New Jersey
Operating Utilities.

In considering the Joint Petition, the Board has carefully considered the impact of the Proposed
Transaction as set forth above and HEREBY ADOPTS the Stipulation of Settlement attached
hereto as its own, incorporating by reference the terms and conditions as if fully set forth at
length herein, and HEREBY ORDERS compliance with the following:

(a) The Joint Petitioners shall not allocate, push down or assign any of the Costs of the
Proposed Transaction to the Ne\v Jersey Operating Utilities, either directly or indirectly, for rate-
making purposes and such Costs of the Proposed Transaction will not be passed on to or
funded by customers of the New Jersey Operating Utilities or sought to be passed on to or
funded by such customers. In addition, the costs of the initial development and implementation
of the programs, processes and procedures necessary for compliance with Sarbanes-Oxley will
not be passed on to or funded by customers of the New Jersey Operating Utilities or sought to
be passed on to or funded by such customers. The Joint Petitioners shall provide a certified
report to the Board containing an itemized breakdown of all of the Costs of the Proposed
Transaction and the costs of the initial development and implementation of the Sarbanes-Oxley
compliance programs, processes and procedures withirl one year of the datE~ of the Board's
Order in this proceeding, or if the IPO has not occurred within one year of the date of the
Board's Order in this proceeding, within sixty (60) days after the completion of the IPO and
certifying that no such Costs have been or will be passed on to the customers of the New
Jersey Operating Utilities. The eligibility of any ongoing Sarbanes-Oxley costs for ratemaking
purposes will be considered in the context of New Jersey American Water Company's next base
rate proceeding.

(b) The New Jersey Operating Utilities are subject to all applicable New Jersey and
federal water and wastewater supply, ser/ice and quality standards and each New Jersey
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Operating Utility shall conduct itself in a manner consistent with the objective of achieving
compliance with those standards. There shall be no diminution from the New Jerse~f Operating
Utilities' current levels of customer service and water quality as a result of the Proposed
Transaction and that they shall maintain access to adequate resources to continue to be
responsive in a timely manner to questions from customers and regulatory agencies. After the
completion of the Proposed Transaction, the New Jersey Operating Utilities shall corrtinue to be
managed by capable and experienced local management executives and professional and
operating personnel who will carry out the obligations of the New Jersey Operating Utilities to
render safe, adequate and proper service, which includes providing the Board and the Board
Staff with consistent and responsive access to responsible company personnel and any
information necessary to carry out the Board's regulatory functions.

(c) Following completion of the Proposed Transaction, American Water and ~~ew Jersey
Operating Utilities shall continue to keep the Board and Board Staff apprised of any significant
issues affecting American Water and/or the New Jersey Operating Utilities in the manner in
which they currently do so and shall use their best commercially reasonable efforts to provide
notification of any such significant issues, including but not limited to, those set forth in
subsections (e) and (t) of paragraph 50 of the Stipulation, to the Board and Board Staff no later
than when American Water and the New ,-jersey Operating Utilities give notice of such
significant issues to any person or entity outside their respective companies, including any other
state regulatory body or agency, to the extent permitted by the requirements of all applicable
laws and regulations.

(d) Following the completion of the Proposed Transaction and, if applicable, subject to
the executed Confidentiality Agreement attached as Exhibit B to the Stipulation, each New
Jersey Operating Utility shall provide and/or make ready for review by the Board or the Board
Staff any or all of its original accounting books, records and financial documents within seven
(7) business days after a request therefore by the Board and to the extent that such books,
records and documents are available, unless otherwise specified by the Board.

(e) American Water and the New .Jersey Operating Utilities shall provide notice to the
Board and the Board Staff, upon the applic:able SEC filing relating to such event appearing on
the SEC's web-site, if American Water exp,eriences any of the following events: (i) a change of
control, (ii) a material acquisition or disposal of assets other than in the ordinary course of
business, (iij) a filing of bankruptcy or appointment of a receiver, or (iv) a change in its
independent accounting firm.

(f) Prior to the IPO, RWE and/or Thames GmbH will infuse equity capital into American
Water sufficient to establish a capital structure for American Water at the time of the IPO that
includes an equity-to-capitalization ratio no lower than forty-five percent (45%) common equity.
American Water shall file a balance sheet as of the quarter ended immediately preceding the
date of the completion of the IPO with the Board.

(g) Following the completion of the Proposed Transaction, at least thirty per(;ent (30%)
of the members of the Board of Directors of New Jersey-American shall be individuals who (i)
are New Jersey residents, and (ii) are not members of the Board of Directors of American Water
unless they are "independent" directors of American Water within the meaning of the New York
Stock Exchange listing requirements. Following the completion of the Proposed Transaction,
New Jersey-American shall notify the Board of any change in the composition of it~) Board of
Directors within ten (10) business days of the occurrence of such change.

(h) If the Joint Petitioners determine that the sale by Thames GmbH of one hundred
percent (100%) of the shares of common stock of American Water cannot be completed within
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twenty-four (24) months from the date the SEC declares the registration statement for the IPO
effective, the Joint Petitioners shall pro\ride written notice of such fact and the expected
timeframe within which such sale will be completed to the Board Secretary within ten (10)
business days after such determination. Thereafter, the sale by Thames GmbH of one hundred
percent (100%) of the shares of common stock of AmE~rican Water must be completed within
thirty-six (36) months from the date the ~)EC declares the registration statement for the IPO
effective unless: (a) such period is extended by the Board, or (b) Thames GmbH's ownership
percentage of the outstanding shares of Arnerican Water common stock is less than ten percent

(10%).
(i) American Water shall continue to fund the pension plans of the union and non-union

employees of the New Jersey Operating Utilities in compliance with all applicable requirements
of ERISA and the PPA. The New Jersey Operating Utilities will not seek to recover from their
customers any increased pension funding expense or other costs that would be incurred to
remedy any violation of ERISA's minimum funding requirements during RWE's ownership of
American Water if it should be determined that any such violation has occurred. Nothing
contained in this Stipulation shall preclude the Board from conducting an audit or review of the
status and details of pension plans of the union and non-union employees as provided in
applicable New Jersey law.

U) Except in accordance with the provisions of a Board-approved financ:ial service
agreement, the New Jersey Operating Utilities shall not participate in any inter-company lending
arrangement whereby depository, surplus cash funds are loaned or borrowed by the New
Jersey Operating Utilities or any other sut)sidiary or affIliate of American Water to meet long-
term or short-term (less than 365 days) operating cash requirements.

(k) Except in accordance with the provisions of a Board approved financial service
agreement or otherwise with the prior approval of the Board, the New Jersey Operating Utilities
shall not make loans or extend credit to American Water or any American Water subsidiary for a
term in excess of one (1) year or pledge it~) assets to secure any securities of American Water
or any direct or indirect subsidiary of Americ;an Water.

(I) For a period of three (3) years following the date of the Board's Order in this
proceeding, American Water shall not charge New Jersey-American more than its allocated
share of $1 million per year (adjusted annually for inflation) for additional audit costs for
Sarbanes Oxley compliance in conformance with the Board approved service agreement in
place between New Jersey-American and American Water Works Service Company, Inc.

(m) For a period of three (3) years following the date of the Board's Order in this
proceeding and after notification has first been given to the affected employees, each New
Jersey Operating Utility shall notify the Board, Rate Counsel and, if applicable, the UWUA in
writing of a planned reduction of five percent (5%) or more in its work force.

(n) The New Jersey Operating Utilities shall not bear any costs incurred to comply with
any law, regulation, standard, or practice of the United Kingdom, Federal Republic of Germany,
or European Community necessary to complete the Proposed Transaction.

(0) New Jersey-American shall notify the Board and Rate Counsel of any downgrading
of the bonds of American Water, American 'Nater Capital Corporation ("AWCC") or New Jersey-
American upon public notification of any such downgrading and, where available, shall provide a
copy of the report of the rating agency relating to the downgrading to the Board and to Rate
Counsel.
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(p) New Jersey-American shall notify the Board before making any dividend payment
that is in excess of seventy-five percent (75%) of its after-tax net income to common stock
earned during each twelve month period ending September 30 with such dividend payments
being made quarterly in arrears.

(q) The Proposed Transaction shall not have any material effect on the income
statement, balance sheet or book value of either New Jersey Operating Utility.

(r) Following the completion of the Proposed Transaction, the Board may conduct
various focused audits, management audits or reviews of the New Jersey Operating Utilities as
provided in applicable New Jersey law.

(s) The Joint Petitioners shall file ,8 report with the Board fully describing the corporate
structure and various corporate relationships of the Joint Petitioners following the completion of
the Proposed Transaction. Such report s~lall be in sufficient detail to allow the Board's Division
of Audits to understand all affiliate relationships to the extent that they pertain to the operations
of the New Jersey Operating Utilities and/or include the New Jersey Operating Utilities as a
party, and such review is necessary to carry out the Board's regulatory functions. Upon
request, the books, records and supportin~~ documentation relating to such affiliate transactions
shall be made available to the Board within six (6) months of the date of completion of the
Proposed Transaction.

(t) In recognition of the Board's ,concern that diversified investments by IJtilities and
utility holding companies could have a deleterious impact on the financial integrity of American
Water and the New Jersey Operating Utilities, the Joint Petitioners shall provide notification to
the Board and Rate Counsel of any documents that have been filed with the SEC describing the
investment results of American Water's diversified activities upon such documents appearing on
the SEC's web-site, and, upon request, willi provide copies of such filed documents to the Board
and Rate Counsel. Upon request, appropriate representatives of American Water and/or the
New Jersey Operating Utilities shall meet INith the Board Staff and Rate Counsel to review and
discuss, subject to the executed Confidentiality Agreement attached as Exhibit B of the
Stipulation of Settlement, the contents of any such documents filed by American Water with the
SEC and any related issues, including alny information relating to the unregulated business
activities of American Water, as well as information relating to the unregulated business
activities of the New Jersey Operating Utilities or their subsidiaries, all to the extent necessary to
carry out the Board's regulatory functions.

(u) Upon request, the New Jersey Operating Utilities shall make available to the Board's
Division of Audits, for review at the Board's: offices, COpil8S of all of the audits of the New Jersey
Operating Utilities and, subject to the executed Confidentiality Agreement attached as Exhibit B
of the Stipulation of Settlement, the internal audits of American Water or any of its subsidiaries
and successors to the extent that such audits pertain to the operations of the New Jersey
Operating Utilities and such review is necessary to carry out the Board's regulatory functions.

(v) Subject to the executed Conf'identiality Agreement attached as Exhibit B of the
Stipulation of Settlement, upon request, copies of the U.S. federal income tax returns of
American Water and any of its subsidiaries; and successors that are consolidated with the New
Jersey Operating Utilities for the purposes of U.S. federal income taxes shall be made available
for review by the Board Staff and Rate Counsel at the Board's offices to the extent that such
review is necessary to carry out the Board's; regulatory functions.

(w) New Jersey-American shall USE! its best reasonable efforts to maintain all applicable
water quality standards and to maintain or improve water service standards including, but not
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limited to, the following: water service related interruptions and employee resporlse time
thereto, and customer complaint and cu~stomer inquiry response time related to such water
quality standards. The New Jersey Operating Utilities shall maintain adequate resources to
continue to be responsive to questions frorn customers and regulatory agencies.

(x) In accordance with, and absel1t a change in, N.J.S.A. 48:3-7.1 or any applicable
Board regulations, any management, advisory service, construction or engineering contract that
in itself or in connection with another contlract relating to the same work, project, transaction or
service involves the expenditure of a sum exceeding twenty-five thousand dollars ($25,000.00),
made by either New Jersey Operating Utility with any person or corporation owning, holding or
controlling separately, or in affiliation with another person or corporation, five percent (5%) or
more of the capital stock of such New Jlersey Operating Utility or with any corporation five
percent (5%) of the capital stock of which is owned, held or controlled by a person or
corporation owning, holding or controllingl separately, or in affiliation with another person or
corporation, five percent (5%) of the capital stock of such New Jersey Operating Utility, shall be
submitted to the Board for its approval. J\ny such contracts shall be reported annually to the
Board by the New Jersey Operating Utilities at the time of the filing of their annual reports to the
Board. The l'Jew Jersey Operating Utilities shall continue to comply with N.J.S.A. 48:3-7.1.

(y) The corporate headquarters 01: New Jersey-American shall remain in New Jersey.
for a period of at least three (3) years follo-vving the date of the Board's Order in this proceeding.
American Water shall notify the Board six (6) months before an actual move of the corporate
headquarters of American Water outside of the State.

(z) For a period of two (2) years following the date of the Board's Order in this
proceeding, New Jersey-American shall notify the Board and Rate Counsel within thirty (30)
days after any of its officers is no longer employed by NE!w Jersey-American.

(aa) New Jersey-American shall maintain a level of capital investment and best
operating practices sufficient to ensure long-term safe, adequate and proper service in
compliance with applicable regulations and statutes and in accordance with prudent utility
practice. New Jersey-American shall re~ceive funding priority equal to that of any other
subsidiary of American Water consistent with American Water's allocation methodology.
American Water and New Jersey-American shall support projects designed to enhance the
long-term viability of the State's water s!Jp,plies to serve customers in the service territories of
New Jersey-American, including the development of new sources of supply and the enhanced
utilization of existing supplies.

(bb) The payment for Americarl Water stock in connection with the Proposed
Transaction shall not be recorded on the books of the New Jersey Operating Utilities.

(cc) Each New Jersey Operating U1:ility shall maintain a level of capital investment and
best operating practices sufficient to ensure long-term safe, adequate and proper service in
fulfillment of its obligations under New Jersey law. American Water shall use its best efforts to
maintain current credit ratings that will provide access on a cost effective basis to the public
equity and debt capital markets in the U.S., thereby allowing it to assist its operating
subsidiaries in financing necessary and vital investments in the infrastructure of its subsidiaries,
including the New Jersey Operating Ut.ilities.

(dd) New Jersey-American will continue to play an important role in the economic
growth of New Jersey and will continue to support the local communities it serves, as a
responsible corporate citizen. New Jersey-,American agrees to maintain, for at least three (3)
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years after the date of the Board's Draier in this proceeding, and substantially at current
aggregate levels, charitable commitments 1:0 the communities served by New Jersey-American.

(ee) For a period of one (1) year f'ollowing the completion of the IPO, staffing levels for
collectively bargained employees shall not drop below ninety percent (90%) of the number of
collectively bargained individuals employed by New Jersey-American on January 1, 2007
(excluding those employees hired on a temporary or limited duration basis). Likewise, for a
period of one (1) year following the comlpletion of the IPO, staffing levels for all employees
(union and non-union collectively) will not (jrop below ninety (90%) of the number of individuals
employed by New Jersey-American on Jarluary 1, 2007 (excluding those employees hired on a
temporary or limited duration basis).

(ff) New Jersey-Americarl shall horlor all terms and conditions of the existing collective
bargaining agreements between New Jer~sey-American and the applicable local union of the
UWUA (the "Collective Bargaining Agreem'ents") through the termination dates of the Collective

Bargaining Agreements. Any successor 1:0 New Jersey-American will assume the Collective
Bargaining Agreements and all obligations thereunder through the termination dates of the
Collective Bargaining Agreements.

(gg) As part of any rate case proceeding before the Board, the New Jersey Operating
Utilities will claim an authorized rate of return for cost of capital which is comprised of the actual
embedded cost of debt and a return on equity, as well as capital structure, which appropriately
reflects then current market conditions and the risk fundamentals of the water utility industry. In
connection therewith, the New Jersey Opl3rating Utilities shall not claim that their risks have
increased due solely to the fact that American Water is no longer a subsidiary or affiliate of
RWE.

(hh) The New Jersey Operating Utilities shall not seek to recover from their ratepayers
any costs associated with the unwinding of any debt or preferred stock transactions with RWE
or any direct or indirect subsidiary of RWE.

(ii) The Joint Petitioners have complied with all conditions contained in the Order of the
Board dated November 26, 2002 in !£M/O Joint Petition of New Jersev-J~merican Water
Companv. Inc. and Thames Water AQua Holdinqs GmbH for Approval of a Chanqe in Control of
New Jersev-American Water Companv. Im~., BPU Docket No. WM01120633 (the "Acquisition
Order"), that have required compliance throlJgh the date of this Stipulation. The Board HEREBY
FINDS that the conditions set forth irl the Acquisition Order have been satisfied and shall no
longer be applicable after the consummation of the IPO, except as otherwise noted within the

Stipulation.

OJ) Nothing in this Stipulation shall b,e construed as limiting the jurisdiction vested in the
Board under Title 48 of the New Jersey Statutes or as altering the requirements found therein,
including, but not limited to, the requirements of N.J.S.A. 48:2-51.1 or N.J.S.A. 48:2-16.

(kk) The Stipulation of Settlement shall bind and inure to the benefit of the parties and
their respective successors and assigns.

CONCLUSION

Based upon the foregoing and subject to the conditions set forth in this Order, the
Board HEREBY FINDS that the Proposed Transaction satisfies applicable statutory and
regulatory requirements and will not adversely impact competition, rates, employees or the
provision of safe, adequate, and proper utility services at just and reasonable rates by the
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New Jersey i:)perating Utilities. The Board EURTHER FINDS that the Joint Petitioners have
identified positive benefits that will flow to the customers of the New Jersey Operating Utilities
and the State as a result of the Proposed Transaction. Therefore, Board HEREBY APPROVES
the Proposed Transaction as describe(j in the Stipulation of Settlement and HEREBY
DECLARES. subject to the terms containeld in the Stipulation, that the conditions in the Order of
the Board dated November 26, 2002 in .I/M/O Joint F)etition of New Jersey-American Water

New JerseY-American Water Comcanv. Inf,., BPU Docket No. WM01120833, will no longer be
applicable after consummation of the IPO, except as otherwise noted within the Stipulation.

The effective date of the Order is as set forth below.
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