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To: Arizona Corporation Commission, Utilities Division, Consumer Services

44
K.K. Mayes, Chairman @
G.Pierce, Commissioner
S.D.Kennedy, Commissioner
P. Newman, Commissioner

B. Stump, Commissioner

Hon. Teena Wolfe
Re: Docket No. W-01303A-09-0343 & No. SW-01303A-09-0343

| am filing an opinion as a resident of Anthem, AZ and a consumer of Arizona-American Water residing at
2407 W. Hazelhurst Ct., Anthem, AZ. 85086.

My comments are in two parts, the first pertaining to the weighted cost of capital in presented in
testimony by Mr. Manrique and Mr. Rigsby. With supporting references’ attached. Utilizing testimony in

evidence, | proposed certain data points be eliminated resulting in an more appropriate lower cost of
capital.

Second, | commented on the financial stability of Arizona’s parent company American Water Works
referencing their 2009 Annual Report. This highlights the stability of the company’s financial strength.
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Stephen P. Puhr, resident of Anthem, AZ., 2407 W. Hazelhurst Ct., 623-249-7049,
Docket No. W-01303A-09-0343 & No. SW-01303A-09-0343

I would like to address the weighted cost of capital calculation in the direct testimony of Mr. Juan C. Manrique,
ACC staff.

In the Direct testimony of Mr. Juan C. Manrique, page 42, table 3, (line 13-14). The combined short and long
term debt has a cost of 4.91%. Which appears to be derived from the schedule presented by the Arizona
American Water, Test year ended December 31, 2008, Exhibit schedule D-2, page 1, Witness Mr. Broderick.
The 4.91% is derived from capital weighting of the cost of long term debt of 5.47% and short term debt,
commercial paper, of 3.41%. The annual report for Arizona-American Water’s parent filed on 3/1/2010, page
118, and reports that December 31, 2009, the company’s short term debt weighted average interest cost was
0.39%. Further, according to www.federalreserve.gov/release/cp, on April 21, 2010, the cost of A2/P2
commercial paper, A2/P2 is the rating of American Water Works the parent of Arizona-American Water
company, with maturities from 1 day to 60 days averaged 0.33%, with a high of 0.35 for 1 day to the low of
0.29 for 30 days. Hence, Mr. Manrique’s average weighted cost of capital needs to utilize the commercial
paper rate of 0.33% instead of the 3.41%, from Mr. Manriques Direct testimony, page 14, and line 25. The
replacement would be the difference between (3.41% less 0.33%) multiplied the weighted short term debt
of 16.6% to equal 0.51% reduction from the ACC staff’'s recommendation in Arizona-American Waters
required rate of return {ROR) 7.20%. Staffs new recommendation should be 7.20%- 0.51%= 6.69%.

Now | would like to address Mr. Manrique’s testimony as it relates to the formulation of the Beta estimate for
Arizona American Water.

While a bigger sample size is preferred to a smaller one when establishing a valid proxy, it is more important
to have companies with comparable attributes that drive risks and returns. Morningstar recognizes the
importance of comparing stocks and stock mutual funds as large cap (capitalization), mid-cap and small cap
and also as growth, value or a blend. An historical study that looked at stocks’ standard deviations of returns
(risk) from 1926 through 2001, and found small capitalizations standard deviations of returns (risk) was 33.2%
compared to large capitalization stocks of 20.2%. This validates the need to compare or utilize the same
market capitalization when building a proxy. All utilities are value stocks so they all qualify on that
characteristic. Since, Arizona-American Water’s parent company is not a small capitalization stock it would be
inappropriate to compare it to a group of small capitalization stocks. Hence, the following stocks are
recognized as small capitalization stocks by Value Line and should be removed from the sample; American
States Water, California Water, Connecticut Water, Middlesex Water and SIW Corp. These stocks were utilized
by Mr. Manrique in testimony, schedule JCM-7. Mr. Rigsby’s testimony, schedule WAR -7, list the beta’s of his
proxy stocks, again one must eliminate the small cap stocks. The result we have a proxy made up of three
stocks Aqua America (AWR), Atmos Energy Corp. {ATO) and AGL Resources (AGL), with betas, respectively of
.65 for AWR, .75 for AGL and .65 for ATO. The average of these stocks’ beta is .683 and this is the most
appropriate proxy beta for Arizona American Water.

Per Mr. Manrique’s testimony in schedule JCM-3, historical CAPM and current CAPM used two different risk
free assets. In the historical CAPM, an average of 5 yr., 7 yr., & 10yr. treasury rates was adopted as the risk
free asset and for the current CAPM the 30 yr. treasury rate was used as the risk free asset. This use of



different maturity risk free assets is not appropriate because the different maturities have different amounts
of interest rate risk. The longer the maturity, in general terms, the more interest rate risk. An analysis of
historic CAPM and current CAPM should use the same risk free asset, especially as it pertains to maturity.

Second, which risk free asset is appropriate? Mr. Manrique’s testimony on page 36, line 2, states, “The risk
free rate is the rate of return of an investment with zero risk.” | agree but for purest, zero risk may be
substituted for near zero risk. The risk free asset should be a treasury security since it is has a near zero
probability of default. As noted in Mr. Rigsby’s testimony, page 34, line 18 & 19, the 91 day T-bill presents the
lowest possible risk to an investor. Investors who buy treasury bonds that mature in 5 years, 10 years, and 30
years face interest rate risk, all else being equal, the longer the treasury maturity the greater the risk. The 91
day t-bill is considered the safest since it has the lowest amount of bankruptcy risk and interest rate risk, |
recommend it be used as the risk free asset. The current 91 day bill rate reported by Value Line was 0.16%
on 4/7/2010.

Back to Mr. Manrique’s testimony, schedule JCM-3. The use of the historical CAPM in the calculation of the
final cost of equity is not relevant to today’s investment environment where readily verifiable investment data
is available. | would eliminate that formula from the calculation of cost of equity.

Second, the uses of 10.2% return on the stock market in his historic model and then use a 12.7% for the
current expectations defies the markets current expectations. That is | am unaware of any professional
publication or professional stock market strategist, that has the opinion that future rates of return on the
stock market are going to be higher than the last 94 year average (1926-2008), let alone they will be 20%
higher. Presenting the arithmetic mean for the stock market returns is a point that is debated and may be a
valid starting point, but build on it that premise, | believe in a better place to start.

Surrebuttal testimony from William Rigsby, pages 14 and 15 illustrates that the geometric mean better
describes actual results than the arithmetic mean; | find his argument compelling and recommend adopting
the geometric mean approach. It reflects reality.

In a July 2009 article, Roger Ibbotson, “Are Bonds Going to Outperform Stocks Over the Long Run? Not Likely.”
Two data points, first, the S&P 500 returns, geometrically compounded, from January 1926 to March 2009 was
9.44% (page 1). Mr. Ibbotson suggests that earnings growth could approach historic long term growth rate of
5%. Investors’ expectations could be 5% plus dividends then at 1.92%, today at 1.84% for the S&P 500. Hence,
using a discount cash flow approach, reasonable expectations for the stock market would be 5% + 1.84%=
6.84%. See attachment, Newsweek, 4/19/2010, “The Shape of Things to Come”, the articles talk to three
economic/finance professor of high regard, Nouriel Roubini, Jeremy Siegel, Laura Tyson and Mohamed El-
Erian, CEO of PIMCO(the largest fixed income manager in the world). There is only one who believes a return
to average GDP is visible, while the rest see a below average growth rate for some time. Laura Tyson would
expect GDP to grow at a 3.5% over five years at best. | bring these up not for precision but directionally, below
average GDP growth and hence return on equities is the norm. So the testimony of Mr. Manrigue on expected

" returns for the stock market for the CAPM is, in his historical CAPM = 10.2% and current CAPM = 12.7%. Mr.

Rigsby’s expected stock market returns (Rm) in his CAPM model, testimony, schedule WAR-7, pages 1 & 2,
uses historic stock market returns, geometric of 9.6% and arithmetic 11.7%. Given the general and expert



outlook for subpar to average growth for the foreseeable future, of the given testimony, the estimate for
the expected return for the stock market is 9.6% and it should utilized in the CAPM model.

Current CAPM would be:

CAPM, K= Rf+ B ( Rm- Rf)
=.16% + .683 (9.6%-.16%)
=6.61%

As of 4/1/2010, Value line 30 year U.S. treasury YTM of 4.74% and Morningstar reported on 4/28/2010 that
American Water Works’ bond maturing in 27 years has a yield to maturity of 6.08%. Back to the Ibbotson
article above, page 1, long term treasury bonds have outperformed stocks for the following periods; 1 yr., 5
yr., 10 yr., 20 yr., and 40 yr. ending March 2009. So, the expected return of equity which appears to have a
narrow premium over its stock is reasonable especially given the evidence above.

Mr. Manrique used two DCF methods, one constant growth and the other is multi-stage (a two stage was
used). | do not see any analytical benefit to use a two stage model, the industry is very mature and returns are
regulated, providing a consistent visible growth profile. Looking at Aqua America’s retention growth over the
past eleven years shows a slight bump higher for four years and slow decline the next seven years, 4.3%, 4.7%,
5.1%, 5.2%, 4.2%, 4.6%, 4.9%, 3.7%, 3.2%, 2.8%, 3.5%.= average 4.2%. Mr. Manrique’s table of the results
calculating the expected dividend growth is found in his testimony, schedule ICM-8. A ten year period ending
in 2008 was used to derive historical EPS (earnings per share) growth of 3.3% and DPS (dividend per share)
growth rate of 3.1%. With the current economic outlook expected to be below average for years or at best
similar to the last ten years that ended 2008, the table’s EPS and sustainable growth projections of 9.7% and
9.1% look unreasonable. These estimates are approximately 3x the growth rates of the ten year period that
ended 2008. Schedule JCM-8 should eliminate the 9% growth estimates as outliners and use the remaining
four data points that result in a growth estimate of 3.93% to be utilized in the DCF model.

DCF constant growth (dividend yield from Mr. Manrique’s schedule JCM-3)
DCF =3.50% +3.93%
=3.50% + 3.93% = 7.43%
Current CAPM would be:
CAPM K= Rf + B ( Rm- Rf)
=.16% + .683 (9.6%-.16%)
=6.61%

Final Cost of Equity Estimate = CAPM + DCF / 2= 6.61% + 7.43%/ 2=7.02%



ACC staff capital recommendation
Long Tm Debt =44.6%
Short Tm Debt =16.6%
Total Cm Equity = 38.9%

Overall Rate of Return

Staff’s Estimates SPP Estimates Difference
@5.47%=2.44% @5.47%=2.44% 0%
@3.41%=0.57% @.033%=0.06% .51%
@10.7%=4.17% @7.02%=2.73% 1.46%

=7.2% =5.23% =-1.97%




Stephen Puhr, CIMA * 623-249-7049
g=7sppuhr@hotmail.com

INVESTMENT MANAGEMENT

Top-performing Investment Management Professional with twenty-six years of increasingly responsible
experience in the financial services industry. Significant experience applying modern portfolio theory,
relationship management, attribution analysis, investment manager analysis and global custody search. Strategic
assessment of assets allocations and manager selection included the following asset classes: international equity
and fixed income, domestic equity (large, mid & small caps), domestic fixed income classes, alternative
investments, real estate and other tangible assets.

PROFESSIONAL EXPERIENCE
Consultant, Phoenix, AZ 2003-2009

Executive Directive/Portfolio Manager

e Provided strategic assessment for a Native American Community Development & Financial Institution.

e Utilized Ibbotson software to establish asset allocations and investment policy statements for Tribal
endowments. Conducted global custody search and investment manager search for over $500 million in
assets. Established Treasury policies and procedures that improved the management of the Tribe’s
liquidity and investments. Maintained relationships with financial institutions. Advised the Tribes on
private equity investments.

o Designed the investment plans for high net worth clients. Implemented investment plans along modern
portfolio theory from asset allocation to manager selection. Equity research utilized qualitative and
quantitative analytical techniques that produced discounted cash flow price targets.

WELLS FARGO BANK, Santa Rosa, CA 2000 - 2003

Vice President/Regional Investment Manager

As Regional Investment Manager, lead the implementation strategies that increased Investment
Management, Trust, and Private Banking sales and profits. Devised and implemented asset allocation and
manager selections that met client risk and return parameters for high and ultra high net worth clients.

Consistently placed among the Top 10 of more than 200 portfolio managers in portfolio returns.
Successful relationship management of over 100 clients limited attrition to below 1%.

Utilized Ibbotson analytic’s to enhanced returns and dampen volatility through diversification.
One of twenty portfolio managers to be trained as a Certified Investment Management Analyst
(CIMA) to address the ultra high net worth clients market. CIMA covered manager search and
due diligence, performance measurement and monitoring, designing investment policies and asset
allocation strategies.

e Lead the six person Financial Services equity research team. Co-manager of Value Portfolio.




BRAVURA FINANCIAL SERVICES, INC., Midland, Ml 1995 — 2000
Portfolio Manager

Managed equity portfolio for The Dow Chemical Company pension, returns for $140 million in assets
exceeded benchmark.

e Delivered relative risk/return ratings on the following sectors; financial services, consumer
staples, utilities, communication services and transportation for Dow’s internal portfolio
managers.

e Provided attribution analysis on equity managers responsible for $6 billion of The Dow Chemical
Company pension assets.

MUNDER CAPITAL MANAGEMENT, Birmingham, MI 1992 - 1995
Portfolio Manager

Recommended and managed investments for key corporate and individual clients for firm with more than
$35 billion under management. Responsible for financial equities as a member of the Investment
Committee.

e Utilized modern portfolio theory and asset allocation in traditional classes in portfolio
construction.

e Personally managed corporate and individual relationships, utilizing Barra Analytic’s for
performance attribution analysis.

e Stockval and Baseline complemented qualitative analysis to uncover superior risk adjusted
returns of sectors and stocks.

RONEY & COMPANY, Detroit, MI 1987 — 1992
Financial Services Analyst
Served as the expert financial services equity analyst for 40+ regional financial institutions. Opinions and

reports appeared in Wall Street Transcripts, American Banker and Barron’s.

e Called the recovery in bank stocks in 1990, yielding a 70.8% return vs. 42.6% for the bank index.
e Outperformed bank index in 20 of 21 recommendations, returning 36.5% vs. 25.6% for bank

index.
LEARNING CREDENTIALS
MASTER OF BUSINESS ADMINISTRATION: Finance/Corporate Strategy
University of Michigan Ann Arbor, MI
BACHELOR OF BUSINESS ADMINISTRATION: Finance
Marquette University Milwaukee, W1
CERTIFICATES & LICENSES

Certified Investment Management Analyst (CIMA)
Series 7, 63, & 65
Chartered Financial Analyst Candidate Level 1

ASSOCIATIONS
CFA Institute
Leadership Redondo Beach 2006
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Direct Testimony of Juan C. Manrique
Docket Nos. W-01303A-09-0343 et al
Page 42

1 Q. What is Staff’s ROE estimate for Arizona-American?
21 A. Staff determined an ROE estimate of 9.9 percent for the Company based on cost of equity
3 estimates for the sample companies ranging from 9.7 percent for the DCF to 10.0 percent
4 for the CAPM. Staff recommends adoption of an 80 basis point upward financial risk
5 adjustment of the ROE to 10.7 percent.
6
71 VIII. RATE OF RETURN RECOMMENDATION
8 Q. What overall rate of return did Staff determine for Arizona-American?
o9 A. Staff determined a 7.2 percent ROR for the Company, as shown in Schedule JCM-1 and
10 the following table:
11
12 Table 3
13
Weighted
Weight Cost  Cost
Short-Term and Long-term Debt 61.14% 491%  3.0%
Common Equity 38.86% 10.7%  4.2%
Overall ROR 7.2%
14

1sl IX. STAFF RESPONSE TO COMPANY’S COST OF CAPITAL WITNESS DR.
16 BENTE VILLADSEN '
171 Q. Please summarize Dr. Villadsen’s analyses and recommendations.

18 A. Dr. Villadsen recommends a 12.25 percent ROE based on analyses for single and multi-

19 stage DCF models, the CAPM, and the empirical capital aéset pricing model (“ECA:PM”)
20 for a sample of water companies and a sample of gas companies. Dr. Villadsen emimateé
21 “the cost of equity for the sample companies using these analyses. Then, she estimates an
22 ~ after-tax weighted average cost of capital (‘“ATWACC?”) for each company in the water

23 and gas samples using each entity’s market value capital structure. Lastly, she separately




Arizona American Water Company - Anthem Water
Test Year Ended December 31, 2008

Cost of Long Term Debt

Test Year - Arizona American Water Actual

Line
No.

e ————————————— e s

End of Test Year
Amount Annual
Long-Term Debt Outstanding Cost
Sept "12 PILR - Monterey $ 32,726 §$ 2,049
Aug ‘13 PILR - Montex/Lincoin 19,220 1,107
Aug '15 PILR - Rosalee 38,347 2,753
Aug '15 PILR - T.0. Development 32,847 2,358
Sept '28 L-T Note - Maricopa 10,635,000 340,320
Dec '13 L-T Promissory Nofe 24,700,000 1,331,330
Dec '16 L-T Promissory Note 11,200,000 618,240
Dec '18 L-T Promissory Note 123,100,000 6,918,220
Oct '37 L-T Promissory Note (1) 10,000,000 650,000
Oct *37 L-T Promissory Note 6,450,000 425,249
Phoenix Agreement {2) 2,000,000 -
Totals (\ g $ 188,208,140 10,291,626
Comman Equity’
Common Stock $ 522,880
Paid in Capital 164,468,286
Retained Earnings (30,233,571)
Equity Infusion (4) \ 20,192,000
3 1 s 154,949,595
Short-Term Debt
Commercial Paper $ 52584000 $ 1,793,114
Totals [3.‘)’ $ 52,584,000 § 1,793,114

#2454 |

(1) The actual rate for this note is 6.593%, but the Al

Interest

Rate
6.260%
5.761%
7.180%
7.179%
3.200%
5.390%
5.520%
5.620%
6.500%
6.593%
0.000%

5.468%

12.25%

3.41%

3.41%

authorized ceiling is 6. 5%

End of Projected Year

Exhibit
Schedule D-2
Page 1
Witness: Broderick

Amount Annual
Qutstanding Cost
$ 32,726 $ 2,049
19,220 1,107
38,347 2,753
32,847 2,358
10,635.000 340,320
24,700,000 1,331,330
11,200,000 618,240
123,100,000 6,918,220
10,000,000 650,000
6,450,000 425,249
2,000,000 -
$ 188,208,140 10,291,626
$ 522,880
164,468,286
(30,233,571)
20,192,000

$ 154,949,595

interest
Rate
6.260%
5.761%
7.180%
7.179%
3.200%
5.390%
5.520%
5.620%
6.500%
6.593%

-0.000%

G,

i

12.25%

$ 52584000 $ 1,793,114 @0%

$ 52,584,000

$ 1,793,114

(2) A $1 M payment due September 12, 2009 {the 3rd anniversary of the 2nd payment) has reduced this remaining debt to $2 M.
(3) Excluded Tolleson obligation for ratemaking purposes as per ACC Decision No. 69440.

(4) Data Source: 08 Audited Financiais

Supporting Schedules:
E-1
\Schedules\2008 Anthem Water Sch. A-F xls\

Recap Schedules:

D-1

3.410%
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the other lenders to assume the default lender’s commitment or replace such defaulting lender by designating an assignee willing to assume the
commitment, however the remaining lenders have no obligation to assume a defaulting lender’s commitment and we can provide no assurances
that we will replace a defaulting lender.

At December 31, AWCC had the following sub-limits and available capacity under the credit facility.

2009 2008
Letter of credit sublimit $150,000 $150,000
Letter of credit available capacity 101,754 106,097

At December 31, 2009, the Company had $50,579 of outstanding letters of credit, $48,246 of which was issued under the revolving credit
facility noted above.

The following table presents the short-term borrowing activity for AWCC for the years ended December 31, 2009 and 2008:

2009 2008
Average borrowings : $347,413 $291,821
Maximum borrowings outstanding 708,691 570,429
Weighted average interest rates, compiited on a daily basis 0.82% 351%
Weighted average interest rates, at December 31 0.39% 0.75%

Interest rates on advances under the credit facility are based on either prime or the London Interbank Offering Rate (“LIBOR”™) plus an
applicable margin based upon credit ratings of the Company, as well as total outstanding amounts under the agreement at the time of the
borrowing. The maximum LIBOR margin is 55 basis points.

The credit facility requires the Company to maintain a ratio of consolidated debt to consolidated capitalization of not more than 0.70 to
1.00. The ratio at December 31, 2009 was 0.58 to 1.00.

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

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

AWCC has entered into a one year $10,000 committed revolving line of credit with PNC Bank, N.A. This line of credit will terminate on
December 31, 2010 unless extended and is used primarily for short-term working capital needs. Interest rates on advances under this line of
credit are based on either the prime rate of the financial institution or the applicable LIBOR rate for the term selected plus 175 basis points.
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'FRB: Commercial Paper Rates and Outstandings

Data as of April 21, 2010
Commercial Paper Rates and Outstanding

Derived from data supplied by The Depository Trust & Clearing Corporation

Posted April 22, 2010

Discount rates

AA A2/P2 AA AA
Term || nonfinancial || nonfinancial || financial | asset-backed
1-day|  0.19 035 | 020 0.25
7-day|  0.19 0.33 0.23 0.33
15-day|  0.20 0.33 0.20 0.25
30-day|  0.20 029 | 023 0.27
60-day| 022 034 | 029 0.26
90-day n.a. n.a. 0.30 0.31

Page 1 ot |1

Trade data insufficient to support calculation of the 90-day AA nonfinancial and 90-day A2/P2
nonfinancial rates for April 21, 2010.

\X&‘

pe 326
.37

http://www.federalreserve.gov/releases/cp/

4/22/2010
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(Total interest coverage: 2.9x)  {56% of Cap’)

Leases, Uncapitalized: Annual rentals $36.2 miil.
Pension Assets-12/08 $513.3 mill

Oblig. $1016.9 mill,
Pid Stock $28.6 mill.  Pfd Div'd $.23 mil.

Common Stock 174,600,300 shs.
as of 11/6/09

MARKET CAP: $4.0 billion (Mid Cap)

S s S S S S S S 160'30_ 160,00 | 160.00 { 175.00 | 790,00 {Common Shs OulsCg © | 215,00

o B N S e R e N T S T | B9 13 7vg A1 PIE Ratio 200 |

S S O e R O S I | 115] 100 Relative P/E Ratio 135

o I S S S T TS DS DS ) sy [ty s -l 19%] 42% Avg AnnIDivid Yield | 3.0%

CAPTEAL STRUCTURE a5 ogsgmsmom N 2142 23%9 ] 2045] 2635 [Revenues ($mil) 3250
n § Yrs $765.0 mil. S T T Y 231 1612| 25 3

LT Debt $5197.7 mi. LT Interest $296.0 mill. S ————— “;‘02 T 0% n?,f :;m w_,,;’

125% | 1.0% | 70.0% | 100X AFUDC % lo NetProfit | 15.0%
50.9% | 53.1% | 56.0% | 545X |Long-Term DebtRatio | 52.0%
49.1% | 46.9% | 43.5% | 450% |Common EquityRatio | 48.0%
9245.7 | 87502 | 9325 | 9650 |Tolal Capital {Smil) 10875
93180 | 99818 | 10500 Net Plant {Smilf) 12600

NMF| 37% | 40% Retum on Total Cap’l 45%

NNF | 45% | 5.0% Retom on Shr. Equity | 6.0%

CURRENT POSITION 2007 2008 9/30/09
NILL)

NMF | 46% ! 5.0% Retum on Com Equity 6.0%
NMF | 30%| 1.5% Retained to Com Eg 20%

--1 MR| 67X 67% |AlDiv'ds to Net Prof 64%

BUSINESS: American Waler Works Company, Inc. is the largest
inveslor-owned water and wastewster utility in the U.S., providing
services 1o over 15 milion people in 32 states and Canada. Its non-
regulated business assists municipalities and military bases with
the maintenance and upkeep as well. Regulated operations made
up almost 90% of 2008 revenues. New Jersey Is its biggest market

accounting for nearty 20% of revenues. Has roughly 7,300 employ-
ees. Depreciation rate, 2.1% in '08. RWE AG owns roughly 49% of
common stock outstanding. Capital World investors, 8%. Off. & dir.
own fess than 1%. President & CEO; Donald L. Correl. Chaimnan;
Mackanzie Jr. Addi 1025 Laurel Oak Road, Vorhees,
NJMMS Telephone: 856-346-8200. Intemet: www.amwater.com.

Assels 13.5 9.5 7.8
Other 4169 _408.2 5086
Current Assets 4304 4177 5164
Accts Payable 1689 1408 1183

Due 3168 654.8 1308
Other 288.8 300.2 3504
Current Liab. 7745 11048 6006
Fix. Chg. Cov. 228%  198%  225%
ANNUAL RATES Past Past Est'd'08-'08
of change (persh) 10 Yrs. SYrs.  to'2'H4
Revenues -- -- 1.0%
“Cash Flow” .- -- Zflv%
Egmngs - --

Dividends -- --  39.0%
Book Value - -- -1.5%

Cal- | QUARTERLY REVENUES ($mi)A | pun
sndar {Mar31 Jun.30 Sep.30 Dec.31] Year

2006 | 4830 5247 5927 492.7| 20831
2007 | 4686 5587 6331 553.8] 2214.2
2008 | 5068 5894 6722 5685} 23369
2009 | 5502 6127 6800 G021) 2445
2010 | 580 655 730 670 | 2635
Cak EARNINGS PER SHARE A Full
endar |Mar.31 Jun. 30 Sep. 30 Dec.31{ Year
2006 02 15 27 d142 | do7
2007 02 31 d1.00 d147 | d2.4
2008 04 28 55 23 | 110
2009 19 32 52 25 | 1.28
2010 20 35 56 29| 140
Cal- QUARTERLY DIVIDENDS PAID B Fult
endar {Mar31 Jun.30 Sep.30 Dec.31| Year
2006 | - - PERN --
2007 | -- -- - . .-
2008 | -- - 20 2 40
2008 | 20 20 21 A 82
2010

American Water Works finally ap-
pears to be on its own. After numerous
%ﬁ)ff rings. majority owner RWE AG
divested its stake in the water
prov1der It had owned nearly 50% of
shares outstanding as of the beginning of
2009 and shghtl% south of 25% as of our
October report. Following the final sale,
the remaining board members appointed
by RWE announced their resignations.
Some concerns have been lifted ...
RWE's exit from the business removes a
significant coneern regarding its true in-
tentions. Meanwhile, we believe the com-
pany will now have a better posture with
state regulators, something it was sorely
lacking with RWE in the fold. Rulings
have improved considerably since RWE be-
gan shedding its interest, but there is still
room to improve. This augurs well for
American, given there is still $200-plus
million in rate cases outstanding.
... but the stock still remains some-
what speculative. It has only been trad-
ing for about three years and has not yet
been assigned a Timeliness rank or other
trading indicators due to its shert history.
These marks help to give investors a bet-

ter understanding of past trends and
therefore provide insight when assessing
future trading habits. Predicting share-
price growth prospects is a bit risky absent
these measures.
Plus, the company’s finances appear
to be a bit lacking. Many water infra-
structures have seen better days and are
in need of significant repair. Maintenance
expenses are expected to climb, erasing
much of the benefits from the improving
regulatory environment that we antici-
pate. Meanwhile, increased capital invest-
ments require a great deal of financing
that AWK cannot meet on its own. The
costs of funding the improvements will
dilute gains and the issue’s appeal as a
growth vehicle.
That said, the stock’s dividend yield
cannet be ignored. It is well above aver-
age and worthwhile even when compared
to others in the utility sector. We suspect
that increases will remain a priority,
regardless of the infrastructure require-
ments. Thus, the issue may well interest
the risk-tolerant seeking total return with
a bias for a steady dose of income.
Andre J. Costanza January 22, 2010

(A) Diluted eamings. Excludes nonrecuri

ng | eamings
losses}. ‘08, ($4.62); 2.77). Dis- | (B) Dividends to be paid in January, Aps, July, | lion, $10.62%
gains (losses}: ($44ﬂ9.($77) »s—() paid in aryApﬂuw(g'n

confinued operations: '06,

Next earmngs report due late Feb. Quaﬂeﬂy (C} In mlmons

may not sum due to rounding.
stock has not
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[ i SFOCK  MDEX
| oo
'n'imlq asist o134 coime| 0 S it tscrr il S5w. 64 258 |
1993 [ 1994 [ 1995 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 [ 2004 | 2005 {2006 | 2007 | 2008 | 2009 | 2010 | ©VALUELINE PUB,, INC! 12-14
170 182[ 484 186 202{ 200| 241| 246] 270} 285 287 348) 385 403] 452| 463 495! &35 |Revenuespersh 6.45
42 42 47 50 58 51 12 76 86 84 96| 108) 121] 126{ 137 142| 17[ 1.85|"CashFlow” persh 240
24 2 2 30 .34 20 A2 A7 51 54 57 B4 N 0 Eil T3 80 50 persh A 1.25
2 2 2 2 24 25 2 28 30 32 .35 37 A0 A4 48 S5t 55 5 ]Wd Decl'd per sh P 70
A . Y W %] 1] 108| 10| 132| 154| 184| 205 179 198 100 195 [CapiSpendingpersh | 275
29| 241 246] 200f 284) 321 342 385) 415| 436| 534 | 589 630 | 696 73| 782| 790| 835 BookValuepersh - 10.35
040 3077 | BI74] G575 BTAT] 729) 10660 11182 | 19307 | 11519 | 12345 | 12718 | 12897 | 13233 | 15340 | 135,37 | 13830 | 137.00 |Cormmon Shs Ovistg © | 13500
WA 85| 120| BB| V8| 25| H2| 82| Bb| B6| 45| A1 38| A7| 20| #d| 2 Avg Annvl PIE Ratio 210
85 8 8 98] 03] 147 42| 198] 121| 129§ 1407 133| 169 87| 170] 150; {148 Relafive P/E Ratio 140
50%| 60%| 62%] 49%| 39% | 29%) 30% | 33% | 25% | 25% | 25% | 23% | 1.8% | 18% | 21%| 28% | 30% Avg Ann’l Div'd Yield 2.0%
wﬁm mﬁﬂhwwom 13| 21551 3073 | 3220 367.2 | 4420 | 4968 | 5335 | 6025 6270 &5 735 |Revenues (Smill) 500
- (44 -0 mi. 450 507 585| 627 ) 673) 800 | 912 20| 950, 978 109 123 | Net Profit (Smi) 175
sl puaaiig Pl oo $50ml. TSR on [ 03% | 5% | 103% | 304% | 304% | J96% | J09% | 307% | 390% | 39.0% [Income Tax Rate W%
gt camed: 34 el e ety | ol | e el e o] o] o) 20%] 31%] 30%| 26% AFUDCKtoNeiPom | 20%
520% | 52.0% | 522% | 54.2% | 514% | 50.0% | 520% | 51.6% | 554% | 54.1% | 54.0% | 530% |Long-Term Debt Ratio 48.0%
Pension Assets-12/08 $112.2 mil. 46.7% | 478% | 4T.7% | 45.8% | 48.6% | 50.0% | 48.0% | 484% | 44.6% 46.0% | 47.0% i 52.0%
Oblig. $204.7 mil. {7827 | 9011 9904 | 10762 | 1355.7 [ 14973 | 16004 | 19044 | 21914 ar; 1346 2765
Td Stock Nore -6 270,613 14354 | 12514 | 13681 | 14908 | 1824.3 | 2069.8 | 2280.0 | 25060 | 77928 31s0| 3300 3500
o 136,270,613 shares T6% | TA% | T8% | T6% | 64% | 67% | 69% | 64% | 50% % 75%
122% [ 11.7% | 123% | 127% | 102% [ 16.7% | 112% | 10.0% | 9.7% 120%
MARKET CAP: $24 billion {Mid Cap) 12.3% | 19.7% | 124% | 127% ) 10.2% | 10.7% | 11.2% | 10.0% | 87% 12.0%
CURRENT POSITION 2007 2008 9730/09] 43% | 4T%| 51% | 52% | 42% | 46% | 49% | 37% | 32% 5.0%
Asant 145 149 18.0 65% ( 60% | 50%{ 5B% | 59% | ST% | S6% | 63% ) 67% §T%
Receivables 829 845  £6.1 | BUSINESS: Aqua Amsrica, Inc. is the holding company for water others. Water supply revenues '08: residential, 80%; commercisi,
iwentory (AvgCst) 88 @8 103 | and wastewster utlites that serve threa miion resi-  14%; Industrial & other, 26%. Officers and directors own 1.3% of
Current Assets m 10 1—2‘5 denlsthusyhmia.Ohb.Nuthaulina,lliui;,Tw,New Mmﬂllmsmdf‘(4mg?lmy),ctnkm3n&CMdE§euﬂve0f-
Accts Payable 458 500 253 Jersoy, Forida, indiana, and five other states. Divestad three of ficer: Nicholas D ctis. Incorporated: Pennsyivania. Addr
Debt Dué 808 878 548 | four non-water businesses in '91; telemarketing group in '83; and 762 West Lancastar Avenue, Bryn Mawr, Pennsylvania 18010, Tet-
Other _%%% wsgg ;gg.:) othars. Acquired AquaS 7/03; C rs Water, 4/99; and  ephone: 610-525-1400. Infemet www.aquaamerica.com.
: During the September interim, Aqua (Aqua Georgia Inc.) may be bolstered b
Fix. Chg. Cov. 323% S20% 325% | aAmerica lost s«l:me d on a ygar- further purchases in this region. A]sg,,
m&‘ﬁ 1':‘,: :Y‘: E’:".,?.ﬁ‘;" over-year basis. Although revenues were WTR expanded its Aqua Pennsylvania
Revenues 80% 90% 65% | up slightly from the prior year, earnings division in December, purchasing the as-
“ 95% 80% 100% | dropped a penny, as unfavorable weather sets of Athens Townshis- Authority, and
;g;“ gg& "g'g’,g conditions and higher operating costs hurt subsequently signed a 20-year contract to
Book Value 95% 100% 60% | profits during the third quarter. provide water services. Additionally, the
QUARTERLY REVENUES (sm) ahead, though, $75 million in rate cases flled in 2009
o st g0 Sep.30 4| 7 | the company probably ended the year should, if judged in Aqua's favor, boost
5006 11 17:9 BT J40 138 5351 "2 good note, A number of rate-relief revenues and earnings over the next few
9007 |1373 1508 1855 1491 | 6ozs | cases were set to be decided in the fourth years.
2008 11303 1510 1774 1586 | 6270 quarter which, if approved, should provide ese shares are a neutral choice for
2000 | 1545 1613 1808 1724 ‘75' a slight last-minute boost to the top and the coming six to 12 month period,
2010 |65 185 95 190 | 735 | bottom lines. Also, management has been but hold some appeal for the long
EARNINGS PERSHAREA Fol actively working to reduce operating costs, haul. One attractive trait is the steady
o |Mar3t Jin30 Sep3d Dect| Year | 20 the benefits of these efforts should dividend yleld, which was raised 7.4% dur-
2006 I i7 21 9 i) help widen margins. For the year, we ex- ing the fourth quarter of 2008. The compa-
w7l B N 2 e 1] pect a total increase in revenues and earn- ny has historically raised its payout every
00 | 11 47 % 19 ‘73] ings of $48 millien and $0.07 a share, year, and this will most likely continue
2000 | 14 19 25 22| .po| respectively, but it should be noted that over the coming 3- to 5-year stretch. Also,
o] 5 2 28 25| .| last year included a gain from the sale of the top- and bottom-line gains we project
Cab | QUARTERLYDNDENDS PAD®= | Fult its underperforming Woodhaven system. .  over the 2012-2014 horizon give this equi-
endar |Mar31 Jun30 Dec3t| Year Aqua America should continue to ex- ty good recovery potential. Conservative
" . pand its reach through acquisitions investors should also take note of the high
:w }% 1% };g 1;2 s and rate-relief cases over the next few scores for Stock Price Stability and Earn-
2008 | 128 125 425 9% 51| years. The company has acquired a ings Predictability, as well as the below-
2008 | 135 138 1B 445 55 | wastewater treatment plant in uncxgkin the-market average Beta coefficient.
2010 | ) : County, Georgia, and this new subsidiary John D. Burke January 22, 2010
Diluted shares. Excl. nonrec. gains Dividends historically paid in eary March, In miflions, a d for stock sphits. B+
d ): '99, (11¢), '00, 2¢. '01, 2“:. '02, 5¢; ﬂ‘e, pt. & Dec.IDN'ga'dtdmas:rLﬁplsn @ st
4¢. Excl, gain from disc. operations: 96, | avallable (8% discount).
2¢. Next eamings report due early February. Earnings Predictability
< resgrved. matesial obnained soupes believed i m it .
@ﬁ&zﬁmﬁnmsﬁﬂnmm%ws#mmsmwgﬁﬁ 'm To subscribe call 1-800-833-0046.
of i may be reproduced, restld, stored or wansmitted in eny printed, electronic or other fom, or for generating or rarketing any [rinted or electronic publication, sesvice of product.




RECENT PE Trailing: 34.8 } RELATIVE VD 0
SOUTHWEST WATER noo.snwe [’ 6.26fiw 28,5 (kxsi) e 165/ 3.2%
[TmEuness 3 it | M| 28] 921 837 102} 1241 ) 103} 971 B3| K5 2P| 8 BT 2013 2094
SAFETY 4 wewtuzms LEGENDS
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TECHMICAL 3 Rasedvmns | Sdedbyie : i
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(| . STOCK L
T 8k
| idsiom; 39 taded 5 sy S0 8 [
1993 [ 1994 1995 1996 | 1997 | 1998 1998 | 2000 | 2003 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | SVALUELNE PUB, C] 12-14
403| 420| 484| 531| 561| 56| 616] 749 845| 942| 1070 02| 940[ 942 895| 887| &70| 880 [Revenuespersh 1055
8] 38| 44| 46| 53| 500 es| el 87| 5| et| 67| 78| 85| 69| 66| .35| .50 |"CashFiow”persh 100
ol oo 2| 5| 2l 3| ;| | e | a| ;| 3| 4 3| 4 .98 .30 |Esmingspersha 50
4| o8] o8] oo) oo ol | 3] i 5] 6] 8] | | 23] A| 03 .mlﬂv’dbed'dpeuh’ 2
— & T2 8| B | | | 55| | 1| 14| 1B/ 16| 87| 17| W 707 75 [CapiSpendingpersh | 190
231| 231| 245! 240| 252| 27| 05| 44| 38| 47| 49| 617] 649| 698| 654| 455] 450| 455 [Book Value persh® 510
~e T Zn | A 1245 | 126 | 28| BAZ| Bm| WiT| S| 7| DR | 20| 5K | 2427 | 40| 00| 2550 [Common SheOulstg " | 26,50
%3 3T 8165 68| 17Z| 8| 0] 198 4B 22| WWF| 355( A8| 421| M| 320 AvgAnnTPERatio | 200 |
a11| 148 e8| 1] o] me| 112 ann] ot} 35| 12| NWF| 1e0| 88| 223] NWF| 2w Relative PIE Ratio 165
arl oazm| arw) 34%] 2% | 20%) 18% ) 20% | 7% ] 5% | 7% | 15% | 18% | 15% | 8% ]| 24%) 25% Avg Anrit Divid Yield | 20%
CAPITAL STRUCTURE a5 of 9/30/09 00| 10471 1155 1308 | 1730 | 1880 | 2032 | 2242 | 2173 | 2209| 218| 225 |Revenues ($mil) 280
Total Debt $155.7 mill. Due in § Yrs $153.5 mil. 42{ 54] 62) 60] 72| 45| 13! 93| 51| 18] 40 7.5lNethﬁl($nﬁll) 130
'-Tog??"“mf""“'- g‘,w‘}ég‘";'- o [ T90% | 0% | 0% | 309% | 0K | BTH | 0% | 0% | So0% | N | NHF| N [income Tax Rale N¥F
(Totalinterest coverage: 27x) (8% of Cap) | ™ | ™" 1 yguc | aom | oo | viom | es% | -- | 125% | 10.0% | 130% | 13.5% |AFUDC% toNetProft | 120%
Lotses, Uncapitalized: Avrush rortals $5.5 mil, | 45.2% | 4BB% | 514% | 56.7% | 470% | 470% |44 1% | 436% | 47.7% | 626% | 613% | 60.0% [EongTerm DebiRatio | 50.5%
Pension Liability None 541% | 507% | 482% | 429% | 51.8% | 520% | 55.1% | 56.3% | 52.1% ) 37.2% | 38.5% | 40.0% |Common Equity Ratio | 40.5%
. 7391 ©0| 1130 1428 | 1528 | 2420 | 2629 | %52 | 3045 304d| 25|
"“’Mﬁ g';'mggg:‘ $.020 mil. 1137 1578 1714] 2038 | 2195 | 3026 | 3448 | 3006 | 4179 4203 42
oo o« 24875, : 76% ) 76% | 76% | 5h% | e2% | 1% | a1 | 45% | 2o%| 18%| 25%
T03% | 11.1% | 114% | O.7% | 90% | 36% | 50% | 56% | 32%| 3% | 35%
MARKET CAP: $50 milion {Small Cap) 104% | 114% | 114% | o7% | % | 36% | 50% | 5e% | 32%| 8%| 18y
CURRENTPOSITION 2007 2008 530009 | 7.0% | 78% | 78% | 63% | 58% | 8% | 21% | 26% | NMF| NMF| NWF
) e 14 qel S| M| W[ ew| W | N | S| S| 1% | NWF| N
Receivables 260 297 340 | BUSINESS: SouhWest Waler Company provides a broad range of  regulated public water ulliies in California, Alsbama, Oklahoma,
gvmﬁw(‘\vﬂw) 457 268 254 | Services incudng water production, reatment and disibution; and Texas. O8M and Texas MUD Services maintain projects on a
- = —222 | wasiewater collection and treatment; utility biing and collection; contract and fee basis. Officers and directors own 4.2% of common

Curiont Asects 818 T 57T STO| and utity inestuctre. K operates four groups, Utlky, 2% of shares (4109 pray). CEOKCh: Mark Swatek. inc. DE. Addr:
Doy 49 181 1301 2008 ravenves; Texas Utiy, 16% OBM Services, 18%; Texas One Wishire Bulding, 624 S. Grand Ave. Sle. 2900, Los Angeles,
284 18,5 | MUD Services, 34%. Utility and Texas Utility own and manage rate- CA 80017. Tel.: 213-929-1800. Infemel: www.swwc.com.

294

Curen Lisb. 62 87 357 gouthWest Water Company probably dend payout. For its November payment,
ANNUALRATES Past  Past Estd’06-08| finished 2009 on a good note ... Al- management doubled the amount paid
Gchage persh) WY ¥ "',"5";“ though share-profit comparisons likely during the prior three guarters. Though
*Cash Flow” 35% 35% 05% | dropped, year over year, revenues for the we do not expect the dividend rate to fully
Eamings 20% -100% 120% | fourth quarter probably showed a slight recover from the reduction in early 2008,
Dividend 35% 82% 2% | increase. As SouthWest begins to recover this increase may be sustainable over the
. - - from the weakened economy, we expect coming 3 to 5 years. However, even with a
Cal- | OQUARTERLYREVENUES(SmB) | Ful | good quarter-to-quarter earnings gains, much reduced capital spending budget,
endar |Mar31 Jun 30 Sep. 30 Dec. 31| Yew| excluding charges associated from the de- free cash flow appears to fall short of
2006 | 508 554 609 519 2242 layed quarterly filings in 2008 (due to ac- preferred and common dividend expense.
2007 | 481 550 574 568/ 2173 counting errors). Severe droughts in Cali- g'hese neutrally ranked shares are
2008 496 568 604 5401 208 fornia and Texas, two key S C markets, best suited for risk tolerant investors.
;m 50-; ‘?5_; m g:: gg reduced water demand in the 12-month Note, however, that the above-aver

52 period ending in June, 2009. Moreover, the price recovery potential is offset by the de-

 Cal- EARNINGS PER SHARE A Full | resulting dry soil increased repair costs gree of risk attached to these shares. This
ondar |Mar31 Jun.30 Sep. 30 Dec.31] Your | quring the latter half of 2009. Locking risk is shown by the Low (C++) rank for
2008 ] 03 08 6 93 40| ahead, Financial Strength, as well as the below-

wr | 08 08 0 M| 39 In 2010, the top and bottom lines par scores for Stock Price Stability and
008 | d04 03 d02 07 241 should continue t‘; recover in line Earnings Predictability. Business pros-
%m gg gaﬁ 'gg % '3: with the overall economy. The company pects are clouded due to uncertainties re-

= - : =1 will likely be bolstered from the recently lated to weather conditions and the hous-
Cal- | QUARTERLY DVIDENDS PAID® Fubl | approved rate increase for its California ing market.

"'z':.'s' "‘:)'5321 ""‘"’3;2 s"‘:z D’;;‘ y.;— utilift_:im segment. Also, SouthWest plans John D. Burke January 22, 2010
b ; : ; to focus on reducing operating costs CASH POSITION
2007 | 058 058 058 058} 23 _ ) 5-Year Av'g  9/30/09
w08 | o6 05 96 06| 24 mggsmm“';:ﬁé’f Sg;l::tiiugpm func- | curent Assets to Curent Lisbiites:  125% 170%
2009 05 0% 05 05 K] forming businesses. erper Cash & Equiv's to Current Liabilities: 0% 4%
2o | 05 The board voted to increase the divi- orkdng Capltal to Sales: % 2%
Dilusted eamings. Excludes nwrewn:? B) Dividends historically paid in late January, | $0.83/share. Com| s Financlal Strength Ce+
‘Alns (lossessl:"oo. (3?:'01. (5¢); ‘02, 1¢, 05, Lg)d Ju ,andOdnhsr!ypmd e {E) Eamings may not add due to rounding. slerZiuShbmy 45
g%#z; ()'I.?~l ): "08, (61.35); 1Q°09 (24¢). 2Q 20 In millions, adjusted for splits. Price Growth 35
, {54¢). Next eamings report late February. Includes intangibles. In 2008: $19.3 milion, Eamnings Predictability 45
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3yr. 0.7 1.9
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2007 (2008 | 2009 [ 2010 | ©VALUE LINE PUB,, INC!

T¥

T

2-14

11.38

B A L A

12.82

14.76
280
145
1.07

BB

1733) 1637 | 1718 | 1744 | %620
265| 251 283| 3@ an
125 121 | 146) 147 134
112] t142] 113! 114 115

15.96 | 16.16
275 252
183} 131
106 118

-
-
~

13.38

8

“5BZ] 439 B[ 401 4B
1312 | 1444 | 1566 | 1579 | 1815

M| 245
1343 | 1290

8
&

1294 | 15.15 | 1516 | 1603 | 18.37 | 18.99 | 20.66 |

52%] 58%| 64%

86| WI|] BT 3] 126
80 92 2 15 3

178
93

A%

78| 186
10| 1z
40% | 43%

|~ 18| 20| 21| A8 B2
108 126| 166} 133| 158
45% | 42% | 390% | 31% | 28%

11.76 22.10 |Revenues per sh
312| 372| 405 4.25|“CashFlow” persh 4.30
150 190 1.99| 210 |Eamingspersh A 260
1.16 117] 118 1.19 |Div’d Decl'd per sh Bw 1.25
388 | 482 520 523 |CaplSpending persh

18.50 19.75 |Book Value persh ©

2067 | 2002 | 21.00| 21.25 |Common Shs Oufsfg O
2.1 18] 13 Avg Ann'l FIE Ratic

138) 120 12 Relative P/E Ratlo 125 |

3.0% Avg Ann'l Divid Yield

LT Deit $373.5 mill.

Pid Stock None

Common Stock 20,744,952 shs.
as of 1112109

CAPITAL STRUCTURE as of /30/09
Total Debt $397.9 mill. Dueln 5 Yrs $40.0 mifl.
LT Interest $25.0 mill.
{LT interest eamed: 7.8x; total int. cov.: 6.6x}

Pension Assets-12/08 $56.9 mill.
Oblig. $192.8 mil.

MARKEY CAP: $775 million (Smali Cap)

26321 27774 | 56| 3207 347
194 194 260 272| 266
39.7% | 39.9% | 30.8% [ 424% | 374%
-- 1 103% | 32% | 33% | 10.6%
48.9% [ 50.3% { 55.3% | 50.2% | 48.6% [ 4B.3% | 43.5%
50.2% | 48.8% | 44.0% | 49.1% | 50.8% | 51.1% {559%

2064 | 2448
1991 200
42.3%

37.9%

28| F

46.9%
52.0%

3674 470 | Revesnes ($mill) & 550
312) 398( 420 450 |NetProfit {$mill) 80.0
30.9% 39.0% [lncome Tax Rate
83% | 86% | 85X | 10.0% [AFUDC % to Net Profit
429% | 416% | 47.0% | 46.5% JLong-Term Debt Ratio
56.6% 53.5% |Common Equity Ratio

CURREN1)' POSITION 2007

Assels 8.7
Other 53.3
Current Assets 60.0

Accts Payable 36.7
Debt Due 27
Other

Cuvent Liab.
Fix. Chg. Cov. 333%

&
Hses dla

o
R

g
=

3888 | 4027 4531 | 4984 | 5659 | 5681 | 6701
5820 | 6243 | 6970 | 7505 | 8003 | 8627 | W15
78% | 68% | 53% | 59% | 56% ] 6i% | 63% | 52%
19.2% ] 100% | 72% | 04% | 78% | 8.9% | 03% | 68%

79% | 90% | 03% | 658%

114% | 101% | 72% | 9.5%

3338
5154

6749 6904| 795| 805 |Total Capital (Smill 950
10102
" 5.0%
81%
8.1%

35% ) 18%] NMF{ 10% | 7% { 21%{ 21% | 1.0%

1.8%
T% | 6% | 59%

56% |Al Div'ds to Net Prof 4%

0% | 2% | 1o | oo% | e1% | T | Te% | ee%

BUSINESS: Cslifornia Water Service Group provides regulated and
nonregulated water service to roughly 463,600 customers in 83
communities in California, Washington, New Mexico, and Hawaii.
Main service areas: San Francisco Bay area, Sacramento Valley,
Salinas Valley, San Joaquin Valley & paits of Los Angeles. Ac-
quired Rio Grende Corp; West Hawaii Utilities (9/08). Revenue

breakdown, '08: residential, 69%; business, 18%; public authorities,
5%; industrial, 5%; other, 3%. '08 reported depreciation rate: 2.4%.
Has roughly 929 employees. Chairman: Robert W. Foy. President &
CEQO: Peter C. Nelson (4/09 Proxy). Inc.: Delaware. Address: 1720
North First Street, San Jose, Califomia 85112-4598. Telephone:
408-367-8200. Intemet: www.calwatergroup.com.

A dergeer s o7
1S,
Revenues 2.0%
“cadir‘\gs Flow” 20%
Dividends
Book Value

1.0% 0.
40% 65%

Past Est'd '06-'08

5¥rs. 1o’
1.5%
5.5%
7

5.0%
7.0%
0%  8.5%
5% 1.5%
2.0%
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Cal- | QUARTERLY
endar

{§ mil

REVENUES
Mar.31 Jun30 Sep.30 Dec3t

Full
Year

2006 | 652 811 1078
2007 { 716 958 1138
2008 | 729 1056 1317
2009 | 867 1167 1392

810 122 146

347
367.1
4103
4“3

470

A

EARNINGS PER SHARE
Mar.31 Jun.30 Sep.30 Dec.3t

M 3 88

3
39
35
35
39

Cal- | QUARTERLY DVIDENDS

2007 | 290 290 290
293 283 293
2000 | 205 295 295
2010

Mar31 Jun.30 Sep.38 Dec.31
2875 2875 2875 2875

280
283
285

Improvements on the regulatory front
augur well for California Water Serv-
ice Group’s top line. Indeed, earlier rate
increases handed down by the California
Public Utilities Commission (CPUC)
enabled the water utility to record-
high revenues of $139.2 million in the
third quarter, a 6% improvement from the
year before. We look for similar growih in
the fourth quarter and for full-year 2010.
Meanwhile, the company filed its 2009
general rate case during the period, seek-
ing $71 million in 2011 with increases of
nearly $25 million in 2012 and 2013. It
was CWT's first consolidated request,
covering all 24 districts, and a may
well e 18 months to be made. We ex-
pect a relatively favorable outcome given
the CPUC's more recent ition.

However, ting costs appear to be
on the rise, too. Despite the top-line ben-
efits mentioned above, share earnings fell
11% in the September period and came in
a dime below our estimate. Operating ex-
penses swelled 10%, as aging infrastruc-
tures required greater maintenance, and
the increased demand drove up distribu-
tion costs. We suspect that these trends

persisted in the fourth quarter and will
only intensify (Foing forward. As a result,

we've tempered our expectations, estimat-

ing that CWT barely broke even in the
final quarter of 2009 and that earnings
growth will not be anything to write home
about for full-year 2010.

The stock has fallen a notch for
Timeliness and is now ranked 4 (Be-

low Average). Recent share-price

declines, coupled with the tough outlook,

make this an unattractive selection for the
coming six to 12 months.

Its 3- to 5-year appeal is better, but

still lacking in our opinion. CWT does
not have the finances on hand to meet the
rising infrastructure costs that are likely
to amount over the next couple of years.
The share and/or debt offerings that will
be required to help improve the balance
sheet will come at a price, with the higher
share count and interest rate expenses
limiting potential shareholder gains. Al-

though the dividend yield looks healthy at
first blush, those seeking an income
vehicle have better options available, par-

ticularly on a risk-adjusted basis.

Andre J. Costanza January 22, 2010
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1993 [1994] 1995 ] 1996 | 1997 [ 1998 1999 { 2000 [ 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
927 | 1043| 1409| 1137] 1144] 1102] 1291 1247 1306 | 1378 | 1398 | 1361 | 1406 | 1576 | 1748 1842
167 168( t75) 75| 185 204] 226) 220 253) 254 208) 223) 264) 289| 33| 3
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095 1007 t028] 11.08) 124 1148 1182 1274] 1322 ] 1405| 1397 | 1501 | 1672 | 1664 | 1753 | 17.95 !
WA A7 Wi B3| B8 1B B | 12| 1512 | 1618 | 1521 | 1605 | 1680 | 1705 | 118 110 X
34 128 1ie| 16| 1M ™5 171| (50| 16.7| 163| 318 | 232| 28| 2. A0 26| 885 Avg An'l PIE Ratio 150
19 84 18 Rt ] B4 BY 8r{ 103 88 100 182 128| 147! 150 | 1.27| 137} 122 Relative PE Ratio 1.25
53%| 66%] 67%) 53% | 55% | 50%| 42% | 42% | 39% | 36% | 35% | 36% | 3% | 25% | 25%| 29%] 29% Avg Al Div'd Yield 24%
'?MWDA:& SISRZI;%T:'R‘E l‘)‘ut o: 9?';’09,25 1734 | 1840 | 1975 2082 ] 2127 | 2280 | 2362 | 2686 | 3014 | 3187 365] 390 |Revenves ($mik) 450
- n 5 Yrs $25.0 mil. 61| 180| 24| 203] 19| 165] 225 234| 260| 268 350] 39.0 {NetProfit (Smill) 52.0
D e oo0 WL | T50% [ 67% [ 430% [ 0% | A5 | T4 | 470 (405K | 928% | 0% [ e | A% [ocome Tax e 0%
m:sisx) e (46%0(08])1) -~ == b hid == - - 12.2% s-s* 6,9% 5-0% 5-“ AF“DC%'D"E‘M 5-0%
51.0% | 475% | 54.9% | 520% | 52.0% | 47.1% | 504% | 48.6% | 46.9% [ 46.2% | 46.0% | 44.5% [Long-Term Debt Ratio | 46.5%
Leases, Uncapitalized: Annual rentals $2.9 mill. 48.4% | 51.9% | 44.7% | 46.0% | 48.0% | 52.3% | 406% | 51.4% | 53.1% | 53.8% | 540% | 555% |Common Equity Ratio 53.5%
082 | S| 4476 4444 | 4423 | 4804 | 5325 | 5516 | 5694 5770 675 705 |Total Capital {$miff) 825
Ponsion Assots 1208 S04 2 0 o5 il 495 509.1 | 5308 | 5633 | 6023 | 6642 | 7132 | 7506 | 7764 | €253 470 020 |Net Plant (Sonl) 1025
Pl StockNare, - $84.5 A, 5% | 6% | 6.1% | 65% | 4% | 52% | 54% | 60% | 6% | 64% | 70%| 7.0% [RewmonTomlCapl | 85X
10.0% | 92% [ 104% | 95% | 56% | €6% | 85% | B1% | 83% | 85%| 95% | 10.5% iRetum on Shr. Equity 120%
Common Stock 18,512,032 shs. 10.9% | 93% ] 101% | 95% | 56% | 66% | 85% | 8.1% | 9.3% [ 86% | 95% ! 16.5% [RetumonComEquity | 120%
as of 11309 20% | 30% | 36% | 3% | NWF | 0% | 28% | 21% | 39% | 3.1%| 45%| 50% |Retainedto ComEq 5%
MARKET CAP: $650 miflion {Small Cap) 2% | 6% | o65% | o5% | 1ta% | o4% | em% | e7% | 4% | 64% | Se%| 53% |MNDivdstoNetProf | 47
CURRENT POSITION 2007 2008 wr3oio9 BUSINESS: Amesican States Water Co. opersies as s hoiding ers i the city of Big Bear Lake and in sress of San Bemardino
Assets 17 13 74| company. Through Ms principal subsidiary, Golden State Water County. Acquired Chaparral City Water of Arizona {10/0D). Has
Other 614 _ 833 _ 923 Company, it supplies waler to more than 250,000 customers in 75 roughly 675 employees. Officers & diractors own 2.5% of common
Current Assets 837 7906 997 | communties in 10 counties. Service areas include the greater stock (4/09 Proxy). Chairman: Lioyd Ross. President & CEO: Floyd
egg‘sgéwbie gg-g ;g-g g}; metopolitan areas of Los Angeles and Orange Counties. The com-  Wicks. Inc: CA. Addr.: 830 East Foothil Boulevard, San Dimas, CA
Other 274 255  40.4 | peny also provides electric utiily services to nearly 23,250 custom-  91773. Tele.: 903-394-3600. Intenet: www.aswater.com.
Curent Liab. 943 1374 ~ 990 | American States Water posted im- growing infrastructure requirements men-
Fix Chy. Cov. 314% _233% 352% | pressive third-quarter Indeed, tioned above, the cash-strapped entity will
ANNUALRATES Past  Past Estd'06'08| the water utility reported earnings of have to continue to seek outside financing,
o changs (per ) "I‘g% e, ® 2% 1} $0.52 a share, as revenues advanced 17%, with debt and share offerings likely bec-
“Cash Flow" 55% 60% 65% | toarecord $101 million. oming commonplace. The higher interest
Eamings 35% 55% 05% | Expectations should be tempered a rate and share count associated with these
Dividends 15% 20 43% | bit, however. Last year's third-quarter transactions will limit the benefits of the
. - - figures were relatively weak. The expansion of the nonregulated business.
Cal- | QUARTERLYREVEMVES(Sm) | rul | December-period comparisons are far more These shares are not too intriguing at
endar |Mar31 Jun, 30 Sep. 30 Dec.31) Year | formidable. Plus, although the top line is this juncture. Share-price momentum
2006 | 643 630 750 663 | 268§ likely to continue being the bene dag;: has tapered off in the months following
2007 | 723 793 758 740 | 3014 fayorable general rate case ruli our October review and is likely to remain
008 | 689 803 853 842 | 3BT (he California Public Utilities 'tl'.s:u-rmﬁs- relatively stagnant over the coming six to
gm gg 91302 10‘102 :g’g ;gg sion, operating es look to be on the 12 months as the emergence from the
- rise, as evidenced the most recent recession continues to gain steam and in-
Cal- EARMNGS PER SHARE A Full | double-digit increase. dy decaying in- vestars regain confidence and take a more
endar [Mar31 Jun. 30 Sep.30 Dec. 3| Year| frastructures are only growing older and aggressive stance. The longer-term picture
2006 | 35 36 22 30 | 133 requiring more investment. Much in that is not much better, with burgeoning
2007 | 40 42 44 35| 18] yein we anticipate that the company had financing costs curbing 3- to 5-year share-
008 | 30 8 26 2 11?3 trouble meeting last year's share-net total holder gains. Although risk-averse inves-
zgz% gz g 55% a | zoplin the fourth quarter, despite a healthy tors may be intrigued by the issue’s in-
= ~ - high single-digit top-line advance. For come component (in a much anticipated
Cal- | QUARTERLYDVDENDSPAD™ | Full | many of the same reasaons, bottom-line move board recently raised the
endar |Mar31 Jun3) Sep30 Dec3| Year | orouwih for full-year 2010, though heaithy, quarterly dividend by 4% to $0.26 a
2006 | 225 25 225 235 | .81 will likely pale in comparison to the levels share), it should be noted that there are a
007 | 285 235 235 280 | 9] witnessed in 2009. number of better income sources, particu-
2008 | 260 250 250 2 10| The company’s balance sheet is not larly in the utility genre, to choose from.
200 [ 250 280 250 260 | 10!| exactly seductive. In order to meet the Andre ). Costanza January 22, 2010
Prima s. Excludes nonrecumi Dividends historicaBy paid in March,
o (losra!s): 04, 14¢; '05, 25¢:‘06.5¢:q;‘89. J‘?n!m Seplember, and Deg:m.dber.l d rein-
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‘ oy{swzmn PUBLISHING, INC.| 2000 2001 2002 2003 | 2008 |- 2005 2006 2007 2008 © 2009/2010
SALES PER SH 539 5.87 5.98 812 6.25 6.44 6.16 6.50 - .
“CASH FLOW” PER SH 99 1.18 1.20 1.15 .28 1.33 1.33 1.48 - el
EARNINGSPERSH  ~ 51 86 | .73 61 73 71 82 87 .945-8 99C/NA .
| DIV'DS DECL'D PER SH 61 62 .63 65 - 66 - 87 . .69 - R
CAP’L SPENDING PER SH 1.32 ~1.25 7 1.59 187 2.54 218 23 1.66 -
BOOK VALUE PER'SH _ 6.98 C741 | 739 7.60 ‘838 | 7860 | 982 1005 | - 2E L
"COMMON SHS QUTST'G (MiLL) 10.11 10.47 | - 10.36 1048 | 1136 | 1158 | 1317 713.25 | - R i
‘T AVGANN'L P/E RATIO - 287 24.6 235 30.0 264 | 274 227 216 17.9 “17.0/NA”
RELATIVE P/E RATIO Co1.87 1.26 1.28 1.7 0 1.8 | 145 1.23 1.14 -
AVG ANN'L DIV'D YIELD 42% | [ 3B%. 3.7% "85% | - .84% | i35% |- 37% 37% | - | - :
SALES:(SMILL) 54.5 596 | 619 64.1 710 746 81.1 86.1 - Boid figures™ : |
| OPERATING MARGIN _ “32.2% |  47.2% 474% | 44.0% |  ©44i4% 444% | 47.4% 47.0% | - “ are consensus |’
| DEPRECIATION (SMILL) 49 5.3 5.0 5.6 6.4 72 7.8 8.2 - - earnings
‘| NET:PROFIT{SMILL) 5.3 ‘7.0 78 6.6 84 8.5 10.0 118 - s estimates . ¢
INCOME TAX RATE. 331% | 34.8% 33.3% 32.8% 31.1% 27.6% 33.4% 326% | - " and, usifig- the''
1 NET-PROFIT MARGIN _ 87% | 11.7% | 125% 10.3% | < .11.9% | “114% | 124% 138% | - recent prices;
WORKING CAP'L (SMILL) 427 d.9 do3 d133 a8 d4.5 28 d9.6 - “ PIE ratios.
| LONG-TERM DEBT (SMILL) 811 881 875 87.4 115.3 128.2 130.7 1316 - v
SHR. EQUITY ($MILL) ] 74.7 76.4 '80.6 83.7 99.2 103.6 1333 137.1 --
T RETURN ON TOTAL CAPL 4.9% 5.6% 6.0% "5.0% | 5.1% 5.0% §1% 56% | -
RETURN ON SHR. EQUITY C74% ) T89% | 96% 7.9% 8.5% 8.2% - 7.5% 86% | -
RETAINED TO COM EQ NMF 5% 33% | NMF 9% 5% 12% 18% | - . ~
ALL DIV'DS TO NET PROF _ 121% 94% 87% 106% 90% 94% | B84% 79% R y

1 ANa. of analysts changing eam. est. in last 12 days: 0'up, 0 down, consensus 5-year eamings growth 6:0% per year BBased upon 2 anal

- ANNUAL RATES

 estimates. ©Based upon 2 analysts’ estimates.

) _ - | Assers (smm) 2006 - 2007 33108
of change (per share) 5Yrs. \1 Yr. | Cash Assets . 58 20 15
§é‘a e o i-gz/" 125%‘ Receivables -~ " ©-' 126 128 125 | BUSINESS: Middlesex Water Company engages in the
Eatings W', a0 5:8;/2 :')‘;’::‘W (Avg: °°5') : :g :i 1-3 ownership and operation of regulated water utility systems
Dividends 20% 15% Cun;m Asééts ET} 17‘4 —75;2 (in New Jersey and Delaware, as well as a regulated
Book Value.. 60% ..  25% ’ ’ “ | wastewater utility in New Jersey It offers contract opera-
Fiscal | - QUARTERLY SALES (mill) [ Ful Propeny, Plant v 'tlons services- and a service line maintenance program
Year |10 20 30 4Q |Year| & EWDE;S a‘“f;‘ »322-2 3:5-;3 -~ |“through’its nonregulated subsidiary, Utility Service Affili-
. — — ccum Depreciation ; . --
12ai06| 182 210 226 193 |81 Net Property 3971 - 3339 . 8452 ates, Inc. Thé company’s water utility system treats, stores,
12167) 190" 218 7 241 212 1863 | Other 393 414 - 354 | and distributes water for residential, commercial, industrial,
1213108 209 - ¢ - Total Assels 3703 3927 3953 and fire prevention purposes. Under a special contract, it
12/31/09 ' Sl also provides water treatment and pumping services t¢ the
Fioeat EARNINGS PER SHARE - | Full k'gi‘g:'gésm'“-) Css’ s 45 Township of East Brunswick. Middiesex Water’s other New
Year |10 20 - 3Q - 4Q‘ jYear| poy bug 25 90 118 -| Jersey subsidiaries ‘offer water and wastewater services.to
1231081~ 12 16 26 17 | .7 | Oter 101 1.5 129 residents in Southampton Township. The company’s Dela-
12/31/08] .15 25 28 44 | 82 | Current Liab 18.1 270 202 | ware subsidiaries; Tidewater Utlities, Inc., Southern Shores
1208407 a8 T 2470 231 0 19 L 87 Water Company, LLC, and Tidewster Environmental” Sei--
12/31/08] .15~ - .28 34 18 B L vices, Inc., offer water services to retail customers in New
] P S P By L°:‘f;¥§z'f;3§m AND EQUITY " Castle, Kent, and Sussex counties. In July, the company was
Cal > | QUARTERLY DIVIDENDS PAID |Fuit} R | added to the Russell 3000 Index. Has 254 employees.
endar| 10 - 20 - 30  4Q7 |Year| Total Debt $143.2:mil Duein 5 ¥rs.NA | Chairman; J. Richdrd Tompkins. Inc.: NI. Address:: 1500
206 | t68 166 168 .7 | 67| e ggp"fggm NA Ronson Road, P.O. BOX 1500, Isclin, NJ 08830. Tel.: (732)
206 | A7 a7 47 . 173 68 (4% of Cap') 634—1500 Intemet “hitp://www.middlesexwater.com., D.T.
2007 A73°. 473 73 475 | 69 | | eases, Ul italized Annual rentals NA T g
o8 | s irs > e nua el  July 25, 2008
Pensioii Liability $13.3 mil. in 07 vs. §16.4 mill. in ‘06 - -
INSTITUTIONAL DECISIONS - . R T TOTAL SHAREHOLDER RETURN G
! . Q07 - 407 1oros | Pfd Stock $4.0 mill. - Pid Div'd Paid $.2 mill, - “Dividends plus appreciation as of 6/30/2008
to Buy 19 25 32 . {1% of Cﬂp ) o
“Gel 15 ' 12 1 : ! 3-Mos. i 6 Mos. 1Yr. 3 ¥rs. 5 Yrs.
fo Sell ; 1| Common Stock 13,262,000 shares : _ :
. Hidsjoos) 3334 3083 4313 - A (50%05(;39'1) -7.80% -10.82% | ~10.40% -5.67% 572%
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© YALUE LINE PUBLISHING; INC.| ~.2000 . 2001 2002 | 2003 2004 2005 2006 2007 12008 2009/2010 -
SALES PER SH 570 593 | 877 5.91 " 5.04 © 581 5.68 7.05
“CASH FLOW" PER SH 173 | o178 1.78 1.89 191 |- 162 | 182 1.90
EARNINGS PER SH 1.09 113 112 1.15 1.16 88 81 | - 105
DIV'DS DECL'D PER SH .79 .80 81 .83 .84 85 .86 87
CAP'L. SPENDING PER SH 143 | 186 1.98 1.49 1.58 1.96 1.96 224
BOOK VALUE PER 5H 8.92 925 | .10.06 10.46 10.94 11.52 11.60 11.95
COMMON SHS OUTST'G (MILL) - 7.28 765 | . 784 7.97 BO4 | . 8.17 8.27 ‘8.38.
AVG ANN'L P/E RATIO : 18.2 215 243 235 229 28.6 - 290 230
RELATIVE P/E RATIO : 1.18 1.10 1.33 . 1.34 1.21 1.51 1.57 - 1.22
AVG ANN'L DIV'D YIELD 4.0% 3.3% 3.0% -3.0% 3.1% 3.4% 3.6% 36% | - oo amomE g
[ | SALES{SMILL) 415 454 458 471 7485 475 46.9 59.0 .- Bok figures
‘| OPERATING MARGIN . 48.8% 56.1% 57.7% | - 52.1% 51.0% | - 48.3% 43.7% 40.8% | -- + }i:are coisensus |
DEPRECIATION ($MiLL) 47 50 . 5.4 ‘5.9 6.0 6.1 5.9 7.2 - i drnings
NET-PROFIT (SMILL) 8.0 . 87 8.8 9.2 9.4 7.2 67 8.8 - 1.5 estimates
INCOME TAX RATE ) 35.7% 36.1% 33.8% 17.9% | . 22.9% - 235% | 1324% - and, uslngthe
NET PROFIT MARGIN e 19.2% 19.1% | ©19.2% . 19.5% | - 19.4% 15.1% 14.3% 149% | -- - " ‘recent prices, .
WORKING CAP'L (SMILL) - -3 d3:3 -d5.1 d3.9 - 47 . 13.0 1.2 8.1 -- 1 pE ratlos
LONG-TERM DEBT (SMILL) 64.7 640 64.8 - 64.8 66.4 774 77.3 923 B TN RS R
SHR. EQUITY (SMILL) 657 716 80.7 84.2 88.7 94.9 '96.7 100.9 - I
RETURN ON TOTAL CAP'L 7.6% 7.9% 74% |  75% | - 7.0% 5.0% 49% |. - B55% | - .
RETURN ON SHR. EQUITY 12.1% 124% |. ©10.9% "10.9% |. .10.6% 7.5% - 6.9% 87% | - %-
RETAINED TO COM EQ Sl 32% 36% | . 31% | 32% |-~ 3.1% ©.3% | NMF ©16% | - - i
ALL DIV'DS TO NET PROF 74% | 71% 72% 71% 71% 95% 105% 82% -

ANg, of analysla changing. eam. est. in last 12 days: 0 up, 0 down consensus 5-year eamings growth not available. BEasx-zd upon 2 analysls estimates. CBased upon 2 analysts’ estimale:

ANNUAL RAJES . 7 ASSETS (smill) 2006 2007 3108 -
oI change (per share) 5Yrs, 1YL | cash Assets T4 86 2 v - ¥ EEa—
“Sdles, . 15% . 240% | Receivables: - - 85 111 . 99 | BUSINESS: . Connecticut Water Service, Inc. primarily
Ei?;?,;; S ':;:g://: . ggfg;z 'On;leenrwry (Avg cost).. 2-3 ;(3) - 1;.2‘ operates ‘as ‘a” water utility company in Copnié.ctjgu_t.v At
Dividends ' Sa15% 2.0% ,clmm‘As'sets Té m ?; ~operates tl?roy-g_h ,;hree segments: Water Activities,. Real
Book Value .. . . s, 45% .- . 30% Saer " | "Estate Transactions, and Services and Rentals. The Water
Fiscal | ~QUARTERLY SALES (Smill) - .| Fuil | Property, Plant Activities segment supplies. public “drinking water 1o its
Yeat | 10 2@t 3@ ¢ 4G iYear| & Equip, atcos! 3705  3925..:  -- | customers. The Real Estate Transactions segment engdgeb‘
o Tios T1id 15T N7 [as) Q‘;ﬁ:‘;,":oggg;e”a"m“ ey B2 - g | in the sale of its limited excess real estate holdings. The:
12AG7] 132 1a4T 17.0 144> {590 Other gt 329 585 . 542 Services and Rentals segment provides contracted services
12/31/081-13.6 A e e Total Assels ~3152 © 3608 368.8 | to water and wastewater utilities and other clients, as well as
12/31/09 : N leases certain of its properties to third parties. This-seg-
Fiscal EARNINGS PER SHARE -/ Fil k‘éggg‘igés’““” 60 60 45 | ment’s services include contract operations of water. and
Year .| 1Q 2Q. . 30 4 |Year | oy Duey : .7 53 65 127 | wastewater facilities; Linebacker, its service line protection
A1atos| 24 15 41 - -08 | g8 | Other : _17 _24- -_ 21| plan for public drinking water customers; and provision of
1231006} - 21 AR 45 . .++03°7 81 Curent Liab 13.0 14.9 196 | bulk deliveries of emergency drinking water to businesses
12/31/07] - 48 22046 719 {106 - : and residences via tanker truck. In July, the company was
1233081 .20 . 27 .80 . .28 4. added to the Russell 3000 Index. Has:206 -employees.
] s LONG{Eag';',&EBTAND EQuITY - | .Chairman, C.E.O. & President: Eric W. Thomburg. Inc:: CT.
“Cal-.| QUARTERLY DIVIDENDS PAID |Fun]. 25° Address: 93 West Main Street; Clinton,. CT- 06413, Tel.:
endar |- 1Q 20 3. 4Q |Vear _'St;le g:,l;;ggas.% mill. Duein§Y¥rs.NA | (860) 669-8630. Internet: hitp://wwiw.ctwater.com.
2005 { 21 21 213 .-213 | g5 | pepteseSmil - .
200 | 213 213 25 215 | g6 | MowdngCanleaseshA cap) R , DT.
2007 | 215 215 218 218 |87 .
2008 PPN - » Leases, Uncapnahzed Annual rentals NA . : . July 25, 2008
INSTITUTIONAL DECISIONS ,‘ ) Pensron anblhty None in 07 vs. None in '06 TOTAL SHAREHOLDER RETURN ] :
: ' 3007 AQ'07 1008 Pld Stock $8 mil. Pid Div'd Paid NMF Dividends plus appreciation as 6f 6/30/2008
:gg:l); 28 '22 2? Common Stock 8,410,911 shares o of Ca! 3 Mos. C I8 Mos. 1Yr 3 Yrs. 5 ¥rs,
HIds(000) . 1828... " 2040 - 2133 ol G | T saw 328% .. -4.69% -0:32% +3.84%

Loﬁx
et a shgs
::\—c)/ MI‘:QWMMC&«D



1P 23,65 prhns 22.1 Feams 1.43 00 2.7%8 ALUE‘_} 4697

~2033] = 17.83 15.07 14957 1964 |  27.80 4533 43.00 rﬁg—h
1583 | 11.58 12.67 | - 1257 1460 | 16.07 21.16 27.65 Low
PERFORMANCE 3 average. .|| . - LEGeNDs . . i I,
Technical . 3 Average - Rel P?lgeMgt\;eﬂ‘;gih N | l! ”/lm‘h’*ﬁ av=s) . 30
. 3 Jgggﬁ.}igﬁg//&f . gt - o ”'ﬁl. 205
SAFETY 3 Average Shaded area indlcates raosssion ; o : T — = k. -22.
BETA 1.15 (1.00 = Market) . ”L SESS RN - Lot e, § A ° - 13
e et — LN R . g
Findncial Strength * B+ 6
Price Stability 55 4
Pnce Growth Persustem:e 80 -3
g - — - - 1800
] Eammgs Predlctnbimy MBS ) — AW | KB T = VoL |
AT N el e b entete Jo BTTHVTTRITT Y {thous.)
© VALUE LINE PUBLISHING, INC.| 2000 2001 . 2002 2003 2004 2005 2008 2007 2008 | :{ 2009/2010
SALESPERSH T 874 7.45 7.97 820 9.14 9.86 10.35 11.25 - LA
“CASH FLOW” PER SH 123 1.49 155 - 1.75 1.89 2.21 2.38 2.30 - :
EARNINGS'PERSH 7.~ .58 T7 .78 91 - .87 112 " 119 1.04 12208 |0 ¢
DIV'DS DECL'D PER SH o 41 43 46 .49 .5 < .53 57 .61 - e
| CAP’L SPENDING PER SH 17 1.89 ~2.63 2.06 3.41 2.31 2.83 3.87 ~ 6.62 -
BOOK VALUE PER SH - ©.7.90 - 8.147 840 9.11 10.11 10.72 ~12.48 1290 |. - : Sl
COMMON SHS QUTST'G (MILL) ~18:27 | 1827 - 18.27 18.27 ‘18.27 18.27 | 18.28 18.36 = S
AVGANNLPJE RATIO  * % -33.1 18.5 17.3 15.4 19.6 19.7 23.5 334 19.4
RELATIVE P/E RATIO | 7218 85 .. .94 .88 1.04 ©1.04 1.27 S 177 -
AVG ANNLDIVD YIELD - 2.1% '3.0% 3.4% 3.5% 3.0% 2.4% 2.0% 1.7% - . ]
SALES{$MILL) 123.2 136.1 145.7 148.7 166.9 180.1 189.2 206.6 -, Bold figures - :
OPERATING MARGIN -] 302% | 64.4% 63.7% 56.0% 56.4% 55.9% 57.0% 41.8% - | are consensus
DEPRECIATION ($MILL) - | 13.9 132 14.0 152 185 197 21.3 229 B LT
NET-PROFIT (SMILL) - 07 14.0 14.2 16.7 16.0 207 222 19.3 -
INCOME TAX RATE : T 410% | ‘34.5% 40.4% 36.2% 42.1% 41.6% 40.8% ©39.4% -
NETPROFITMARGIN \ 87% | 103% 9.8% | 11.2% 96% | 115% | 11.7% | 90.4% | - . recéiit pHoes,
WORKING CAP'L (SMILL) dil4 d3.8 d4.9 12.0 . 18.0 10.8 222 d1.4 - VSH T PYE ratiosio
LONG-TERM DEBT (SMILL) - 90.0 110.0 110.0 139.6 - 143.6 1453 163.6 216.3 - R EEENE
SHR. EQUITY ($MILL) -144.3 148.4 153.5 166.4 1847 195.9 228.2 2369 -
RETURN ON TOTAL CAP'L " 59% “8.7% T 6.9% 69% | - 65% 7.6% 7.0% 5.7% -
RETURN ON SHR. EQUITY T 74% - 84% 9.3% 10.0% 8.7% 10.6% 9.7% " B.2% - Lt
RETAINED TO COM EQ - " 2.2% “4.1% 3.8% - A47% 3.6% 5.6% 5.2% T 3.8% -
ALL DIV’DS TO NET PROF 70% 56% - 58% 53% . 58% " 47%. .- 46% ¢ 57%" -~

“No of analysts changmg éam.: esL in last.12 days Oup, 0 down, consensus 5-year eammgs grovth 10.0% per year. BBased upon one analyst's-estimat

ETS ($mill.) : 2uos 2007
CashAssels 8B .u 24
Receivables” /- . 208 23.0

BUSINESS: SIW Corp., through its submdumes engages

E‘;fnsl"“g"w - 122;’2 -gﬁ;‘ﬁ’fv Lo '33»3 - 5:2 2:2 | in the production, purchaSc storage, purification, dlstnbw
Dividends’ IO [ o kel 85 me 28 tion, and retail sale of water. The company offers nonregu-
Book Valit 3.5% R lated water-teldted services, including water system opera:
Flscal T QUARTERLY SALES ($maill) | Full | pmper(y,‘p}am . : ) ‘ tions, cash remittances, and maintetiance contract, services,
Year | MG 20 -»3Q°% - 4Q | Year cost . T7762... gggﬁ -- | SIW also ‘owns undeveloped land; a.70%: Jimited partner-
12/31/08] 337 'A79 631 . 445 |1892) Net Praperty 5117 s essy { Ship interest in 444 West Santa Clara Street, L.P; and
12131/67] 390 64.9°° 476 |o066! Other - . 1047 902 . 916 | Operates commercial buildings.in Arizona, California, Con-
12/31/08 :41.3' : " e . { Tolal Assets ‘7059 - 7673 7743 | necticut, Florida, Tennessee, and Texas. As of December 31,
12/31/09 : Do v S G 2007, SIW provided water service (o approximately.
Flstal |~ EARNINGS PER SHARE | Ful k';:’s“';'gggl ésmi"-) s 93 67 | 225.000 connections that served a population of approxi-
Year'| 10 ~ 20 3Q° . 4Q |Year Debt Due - 16D 56 107 | mately one million people in the San Jose area. In July,
1203105 150 31> ®3° 13" | 1.42 | Other i © - 139 181 _ 168 | David A. Green was named chief financial officer. Has 364
121311061 < .14 35 48 221119 | CumentLiab . 37.2 33.0 342 | employees. Chairman: Charles J. Toeniskoetter. Inc.: CA. -
1231070 12 . 20 43 20 104 R Address: 374 W. Santa Clara Street, San Jose, CA 95113.
123108 5 .37 47 . 26 : G v : Tel.: (408) 279-7800. Internet: http://www.sjwater.comi:’
1esee) c LONG-TERM DEBT AND EQUITY IR

Cal- | QUARTERLY DIVIDENDS PAID | Fun | 20133108

endar-| 1Q .. 2Q . 3Q - 40 |Yeor Igtg,eb Deb$t2 15522_7.9 ’rlnl" . Due in 5 Yrs. NA :
2005 | 434 184 0 134 134 | 54 t mi
2005 | 141 141 141 141 | s | nciuding Cap. Leases NA 8% f Cap) _

2007 | 51 151 451 151 | 60 — - .

2008 .161 81 ] B | Leases, Uncapltallzed Annua! rentals NA . : July 25, 2008
T R Pension Liablllty 3234 mill. in '07 vs. szsamm in 06

INSTITUTIONAL DEC‘S'ONS o TOTAL SHAREHOLDER RETURN

e ez 4Q'07 - 1008 Ptd Stock None Pid Div'd Pald None ‘" Dividends plus appreéiatioh as of 6/30/2008
ooy gg ©8 o 31 | common Stock 18382246 sheres | aMos.  eMos. 1w 3w 5Yrs.
M einnm anna Q717 < ooanw R (520 % of Cap D

P 3 P ERAY
R 8425 w8l = ol <



ATHOS ENERGY CORP sz s

27,53 o 13,5k 1)

s 08000 4%l

: Y 3] 58] 245 6] 300] 331
TIMELINESS gwwm low: | 248| 196| 143| 185| 176 234| 250! 255( 238| 197| 201 20121 2013 12014
SAFETY Raised 12116105 EG?INP'S cidends p sh 80
TECHNICAL 3 Raised 101600 g by ieest Rate |-
sean m | 60
BETA 65 (100« Marke) Opfos: Ves ’ 3 &
LIIF Laiost ecession begen 1207 | —| 0
Anpl Totad|.- — -
o o e [t = e T TN L %
te 8 (e 8 pr ]l LTI T | 2
Tnsider Decisions = L 15
JFMAM JJAS A P =
wEy 001000000 o s RE 10
- $128888i8 . e W S o s
= % TOL RETURN 11108 |
Institutional Declsions |
O 10NN 2000 | poroy 92 | | STock VMR
toB 141 108 107 | shares 8 [ 2] i iy 15.7 604 [
& 103 12 115] boded 4 3y 34 44
53678 53474 54285 sw. 283 223
Atmos Energy’s history dates back to| 1999 2000 | 2001 | 2002 | 2003 | 2004 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 | © VALUE LINE PUB, INC] 12-14

1906 in the Texas Panhandle. Over the
years, through various mergers, it became
part of Pioneer Corporation, and, in 1881,
Pioneer named its gas distribution division
Energas. In 1983, Pioneer organized
Energas as a separate subsidiary and dis-
tributed the outstanding shares of Energas
to Pioneer shareholders. Energas changed
ils name to Atmos in 1988. Afmes acquired
Trans Louisiana Gas in 1986, Wesiern Ken-

Gas Utlity in 1987, Greeley Gas in
1993, United Cities Gas in 1997, and others.

2209{ 2661 | 3536 | 2282 | 54.30 | 4650 | 61.75 | 75.27
282] 3M| 303{ 333 323| 291] 390 42
B1| 103} 147 145| 171] 1588 172) 200
140 144 1461 148} 120 122 124} 126

6603 | 7052| 52.70] 66.45 |Revenues persh A [z
404 419 430] 480 {“CashFiow"persh 480
184 200| 187| 220 |Eamingspersh A8 250

128 | 130 132§ 1.34 {Div'ds Decl'd persh e 1.4

A% | 6o% | 5% | sam | 52w | ami | asw | ame

353 | I 3AT| 390 303] 434 520| 433| 520[ A30| 565 |CaplSpending persh .50
1208 | 1228] 1431 1375 1666 | 1805 | 1990 | 20.46 | 2201 | 2260 | 22.55| 2425 |Book Value per sh 26.90
["3{25] 3185 | 20.019 | 4168 | 5148 | 62.80 | 3114 0087|325 | 9350 | Common Shs Duistg® | 170,00 |
BO| B8 B8] 82| 134| 158 163 | 135| 18| 136] 125 Avg Anri'l PIE Rabio 40
18| 123| | 83| 76| 84| 8| 13| 84| 8] 6 Relative P/E Ratio 95

42% | 48% | 53% Avg Ann'l Div'd Yield 4.0%

6002 | 8502 | 14423 | 950.8 | 27999 | 20200 | 49733 | 61524
50| 3R2{ 51| 507| 785| 862| 1358 | 1623

CAPITAL STRUCTURE as of 6/36/09

Total Debt $2169.5 mil. Due in § Yrs $1360.0 mil.
LT Debt $2169.4 mil. LT interest $115.0 mill.
(LT interest eamed: 2.9x; total interest

coverage: 2.8x)

Leases, Uncapitalized Annual rentals $18.4 mill.
Pfd Stock None

Pension Assets-9/08 $341.4 mill.

58984 | 72213 | 4960.1 | 6400 [Rovenues ($mifi) A 8500
17051 1603 | 1797 | 205 [Net Profit (Smill} 275

35.0% | 36.1% | 37.3% | 37.1% | 37.1% ] 374% | 37.7% | 376%
36% | 38% | 39% | 63% ) 28% | 30% | 27% | 26%

358% | 384% | 344% | 37.0% {income Tax Rate 40.5%
29% | 25% | 36% | 3.2% |NetProfit Margin 32%

50.0% | 483% | 54.3% | 53.9% | 50.2% { 43.2% | 57.7% | 51.0%

520% | 508% | 50.0% | 50.5% |Long-Ver DebtRatio | 45.0%
48.0% | 49.2% | 0.0% | 48.5% Common Equity Ratio | 51.0%

50.0% | 51.9% | 45.7% | 46.1% | 49.8% | 56.8% |423% | 43.0%
7551 | 755.7 | 12763 | 12437 | 17214 | 1394.8 | 37855 | 38285
965.8 | 9823 | 13354 | 1300.3 | 1516.0 | 17225 | 33744 | 36292
54% ] B5% | 50% | 68% | 62% | 58% | 53% | 6.1%

40921 | #1723 | 4345|4580 |Total Caphial {Smil] 5800
38368 | 41369 | 40| 4750 [NetPlant (Smit) 5750
58%| 59% | 55% | 6.0% |Retum on Total Cap' 6.0%

Go% | B2% ) 96% | 104% [ 93% | 76% | 85% | 98%
66% | 82% ] 96% | 104% | 93% | 76% | 85% | 98%

7% | 88% | &5X| 5.0X |Retum on Shr. Equity 9.5%
7% | 88% | £5%| 9.0% |Retum on Com Equity 9.5%

NE| NMFL 29% ] 19% | 28% ] 1.7% | 23% [ 36%

CagllLL)

Assets 607 467 125
Other 12384 _670.3
1285.1

Current Liab.
Fix. Chy. Cov.

NMF | 132%| 79% | B2% | 70% | 77% | 73% | 6%

0% | 31%| 25% | 15% [RetainedioComEq 4.0%
65% | 65% | 68% | 61% AlDivdsto Net Prof 56%

BUSINESS: Atmos Energy Corporation is engaged primarly in the
distribution and sale of natural gas o 3.2 million customers via six
regulated natural gas utiily operafions: Louisiana Division, West
Texas Division, Mid-Tex Division, Mississippi Division, Colorado-
2008 gas voumes: 233 MMcf, Breakdown: 56%, residential, 32%,

commercial; 7%, industrial; and 5% other. 2008 depreciation rate
3.5%. Has around 4,560 employees. Officers and directors own ap-
proximately 1.8% of common stock {12/08 Proxy). Chairman and
Chief Executive Officer: Robert W. Besi. incarporated: Texas. Ad-
dress: P.O. Box 650205, Dal¥as, Texas 75265. Telephone: §72-
934-9227. Intemet. www.atrmosenesgy.com.

Atmos En should generate

ANNUAL RATES

healthy results in fiscal 2010, which be-
gan on October 1st. The natural gas utility
stands to benefit from a rise in through-
ut, reflecting a pickup in consumption
om residential, commercial, and industri-
al customers (assuming a better economic

QUARTERLY REVENUES (§ mill) A
Fo¥ [Dec3t Mar3! Jun30 Sep.3o ‘?".;,'
2006 P2838 20338 863.2 9716
2007 (6026 20756 12182 1002.0
2006 N6ST5 24840 1639.1 14407
2000 17163 18214 7808 6506 49691
2000 a65 235 1345 1155|6400

environment). Weather-normalized rates
across much of the service territory are a
big plus. Meanwhile, margins for the
ipeline and storage segment may be
Enosted by gains from the settlement of fi-
nancial i)ositions associated with storage
and trading activities. Finally, the regu-

PERSHAREABE | Full

B0 dz 25| 20
2000 [ 97 120 d15 d05 | 194
2008 | 82 124 dO7 02} 200
00 | 83 128 02 di7 |1

2010 { 90 135 do4 dof | 220

lated transmission and storage operation

EARNNGS
Jo |nec3( Mardt Jun30 Sep.3| ¥ic2'| should enjoy higher transportation fees on

through-system deliveries, if market condi-
tions are generally favorable.
We believe that consolidated share

97| net will increase more than 10%, to

$2.20, this fiscal year. Assuming addi-

Cal- | QUARTERLYDIVIDENDS PADC» | Funt

tional expansion in operating margins, the
bottom line may reach $2.30 a share in fis-

endar |Mar31 Jun30 Sep.30 Dec.3i| Year

2005 | .31 3 A 3150 1.25

2006 { 315 315 315 32 ¢ 1.2
2 32 32 325

008 | 325 325 3% 33| 13

9! 33 3B 33 3B

cal 2011.

There are several rate cases pending.
One of them is in Kentucky, where the
company is seeking an increase in annual
operating income of $9.5 million. Requests

have also been filed in Georgia ($3.8 mil-
lion) and Virginia ($1.7 million). Our pres-
entation will include those amounts upon
approval.

Steady, though unspectacular, earn-
ings growth seems likely for the com-
pany out to 2012-2014. The utility is one
of the country’s biggest natural gas-only
distributors, currently serving more than
three million customers across 12 states.
What is more, the unregulated segments,
especially pipelines, possess healthy over-
all prospects. These factors ought to en-
able annual share-net gains to be in the
mid-single-digit range over the 3- to 5-year
horizon. It should be noted that future
business combinations could render our
l};{:}jections conservative.

s good-quality stock offers a gener-
ous amount of current dividend in-
come. Further increases in the payout,
though moderate, seem likely. Earnings
coverage should remain adequate.

Total return possibilities are decent,
on a risk-adjusted basis. Meanwhile,
these shares are ranked 3 (Average) for
Timeliness.

Frederick L. Harris, III December 11, 2009

shrs, .
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) RECENT PE (Trlﬁlg:ill RELATIVE DiVD 0
AGL RESOURCES NYSE-AGL PRICE 35:38 RATIO 13.2 Median: 148 /| PIE RATIO 0-80 Yib 5-0 A)
Migh:| 23.4| 234 23.2| 245] 250| 293| 337] 39.3| 401 | 447[ 30.1] 375
TMELNESS 4 uweetnnies | (BOY| T99) B8] | 68| 73| Fe| 25| 20| 344| 32| 240| 20 it i Aoy
SAFETY 2 NewTui®o LEGENDS
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TECHNICAL 3 Rased 1009 . Gded by rttes Rate
BETA 75 (1.00= Market) Optons: Ves —] P oyl PP I LTTLTY CTTLT &
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Ann'l 'l"ofﬂir J EPPRLa LT ST oty Y
Price ~ Gain  Retum ey it ) !':.l 20
High 55 (+5g& 15% o e ¢ 25
b 3 LAY H B e & T T 2
insider Declsions e 0 B . L e 15
JEMANJJAS X R O . T - . T
wEy 000000000 e WA X, o b P, " S NN WL BN 1
Cpios 0200100600 - L 15
D et D % TOL. RETURN 1109 |~
THS VL ARITI.
A8 1078 202000 L | STOCK INDEX
sy o e wiEE § e LA T
46113 45T14 45662 5 5w, 300 223 [
1993 | 1994 1995 1096 | 1997 | 1998 | 1999 [ 2000 | 2004 | 2002 | 2003 | 2004 | 2005 {2006 | 2007 | 2008 | 2009 [ 2010 | ©VALUE LINEPUB, INC] 12-14

2006 044 436 434 707
2007 |973 467 368 685
2008 1012 444 S8 BD5
2009 1965 317 37 6
2010 1950 400 425 725

Gas Light. Meanwhile, the companys
retail energy and wholesale services
businesses posted modest operating losses
for the period. Elsewhere, energy invest-

Cak EARNINGS PER SHARE &

ondar |Mar.31 Jun.30 Sep.30 Dec.31| Year

ments contributed operating earnings of
$3 million, flat with the pﬂor-{ear period.
An increase in revenue at AGL Networks

2006 | 141 25 48
20000129 40 7
2008 | 16 30 28
2000 | 155 26 .16
2010 | 145 30 .25

8| 2n
86| 212
87| 2n
8| 275
90 | 290

was offset te,* higher outside services ex-
penses at Jefferson Island Storage & Hub
and an increase in depreciation at Golden
Triangle Storage. Loocking forward, we an-
ticipate an unfavorable comparison for the

2005 | 31 3 3
00 |37 3 3
2007 ;| 41 4 M
2008 | 2 42 42
200143 4 4

Cal- | QUARTERLYDVIDENDS PADC= | punt

fourth quarter, as well. Even so, the bot-
tom line may well inch higher for full-year

endar {Mar.31 Jun30 Sep.30 Decdi| Year

2009, thanks to strong results in the first
juarter.
hattanocoga Gas Company has filed a
rate case with the Tennessee Regu-
latory Authority. The company is seek-

ing an increase of $2.6 million, citing high-

29731 2350 t932] 2181 275| 36| 1871| 1125] 1904 | 1532 | 1525 | 2389 3498 | 3373 | 3264| 3641 | 2070 3185 Revenues per sh A 38.75
225 224 23| 249 242| 265 220 2861 331 339 347| 320 420 450 465( 468| 480 &05 ["Cush Fow” persh 570
108 7] 133 137} 137§ 14 ] 128 150 182 208| 228| 248 272| 272] 27| 275| 290 |EamingspershA® 3.30
104 04| 104| 106f 108| 108| 408 108] 108| 108y 111 1145] 130 148 | 164] 168| 172| 176 |Divids Decl'd persh = 1.88
249 237 2A7T| 37| 50| Zu5| 251 202) 283| 330| 246 34| 34 326 | 339 484 515|530 [Cap'l Spending persh 565 |
090! 1018] 102! 1056] 10.99| 1142| 1159 1150 1219 1252} 1466 | 18.06 | 1920 | 2071 | 2474 | 2148 | 2245| 2295 |Book Value pessh D 25.00

o7 0BT 02| S50 %560 | 5730 5740 5400 | 5540 56.70| ©A50 | 76.00 | T1.70 | 7700 | 7640| 7690 77.50 | 79.50 |Common Shs Oulstp £ | 8000
70 51| 126] 138 47| 138| 24| 136 o] 125| 125| 139 | #43| 5| W7 123] sodfigpes are Avg AT PIE Refio 150 |
106 9 84 B6 85 n| 12 88 15 68 .n 69 N 3 78 T4 Veielline Relative PIE Ratio 1.00
SA% | 59% | 62%) 56% ] 54% | 55%) 55% | 62% | 49% | 47% | 43% | 30% | 3% | 40% | 41%] 50% esthuyutes Avg Ann') Div'd Yield 3.8%

CAPITAL STRUCTURE as of 9/30/09 10686 | 6074 | 1040.3 | 8689 | 8833.7 {1832.0 | 2748.0 | 2621.0 | 2494.0 | 2800.0 | 2300 | 2500 (Revenues (Smifl) A 3109 |

Total Debt $2285.0 mill. Due in § Yrs $853.0 mill. 521) 7.4 823 1030} 1324 | 1530} 1930 | 220 | 2110 2076 | 22| 225 |Net Profit (Smil 25

LT Debe $1976.0 mil _ﬁfw $900mh R THI% | 07% | 0% | 55% | 370% | 3.% | 3T8% | J6% | 40.5% | 350K | JL0% [Incoms Tax Rate 0%

[ Coverage: 4. 49% ) 117% ) 78% | 11.9% | 135% | 84% | TA% | 81% | 85% | 74% | 92% | 9.0% {NetProfit Margin 8.5%

Leases, Uncapitallzad Annual rentals $30.0 mifl, 75.3% | 459% | 61.3% | 56.3% | 50.3% | 540% | 51.9% | 502% | 50.2% | 50.3% | 535% | 525% |Long-Term Dabt Ratic 51.0%

Pension Assets-12/08 $242.0 mil. 49.2% 1 48.3% | 38.7% | 41.7% | 49.7% | 46.0% | 48.1% | 40.8% | 48.8% 4.5%

Obiig. $442.0 mill, 1713458 | 12862 | 17363 | 1704.3 | 19014 | 3008.0 | 3114.0 | 3231.0 | 33350 3740
Pid Stack None 1508 | 16375 | 20589 | 2194.2 | 23524 | 31780 | 3271.0 | 34360 | 3568.0 080
5% 74% | 65% | B1% | 89% | 63% | 79% | 80% | 7%

Comon Stock 77,398,732 shs. 1% | 102% | 123% | 145% | 140% | 110% | 129% | 13% | 2%

MARKET CAP: $2.7 billion {Mid Cap) 79% | 11.5% | 12.3% | 145% | 14.0% | 11.0% | 129% | 132% | 127%

CURRENT POSITION 2007 2008 O/30/09 | NME| 32% | 42% | 7.0% | 66% | 56% | 62% | 63% | 53%

Cosh A 210 16.0 210 1% ] 72% | 65% | 52% | 53% | 49% | 52% | 52% | 50%

Other 17900 2026.0 1297.0 | BUSINESS: AGL Resousces Inc. is 8 public ulility holding compa- lated subsidiaries: Georgia Natwal Gas markets natural gas at

Current Assets 18110 20420 73180 ny. Hs distibution subsidiaries include Aflanta Gas Light, Chat- retail. Sold Utilipro, 301. Acquired Compass Energy Services,

Accts Payable 1720 2020 1550 | tancoge Gas, Eiizabethiown Gas and Virginia Natural Gas. The uli- 1007, Franklin Resources owns 7.7% of common stock, off /dr,,

mﬂﬂ 300 gﬁgg 3100 | iies have more than 2.2 mllon customers in Gecrgie, Virginia,  fess than 1.0% (309 Proxy). Pres. & GEO: John W. Somerhaider I

Cutrent Liab. Tm m Tennessee, New Jorsey, Florida, and Maryland. Engaged in non- Inc.: GA. Addr.: Ten Peachiree Piace N.E., Atianta, GA 30308. Tel

Fix. Chg. Cav. 301%  416% 463% reguisied natural gas marketing and other afied services. Deregu-  ephone: 404-584-4000. Intemel: www.agiresources.com.

ANNUAL RATES Past Past Estd'06'03| AGL Resources reported lower reve- er operating expenses and the need for

ddungefpersh)  f0¥rs.  5¥m.  '2°4 | nues and share earnings for the third greater capital expenditures as reasons for

Reverues Ao% 155% 20% | quarter. The natural gas distribution the request. It has also groposed an

Eamings S0% 83% 32% | business experienced higher pension, energy-effidency program, based on a

Dividands 40% B80% 25% | depreciation, and payroll and benefits proven rate design model known as

Boak Vaiue 7.0% 100%  25% | costs, This was partially offset by higher decoupling. This would help customers
Cal- | GUARTERLY REVENUES (§ mBL) Fup | fees ed to marketers and eater save money, promoting conservation and

endar [Mar3f Jund0 Sep.30 Dec.3t| Yesr| pipeline replacement revenues at Atlanta energy efficiency.

The company has completed its Mag-
nolia Pipeline Project. This pipeline
connects AGL’s Georgia service territory to
liquefied natural gas (LNG) imports arriv-
ing at the Elba Island terminal near
Savannah. The project should position
AGL to meet future increases in natural
demand when the economy recovers.
ese shares are ranked to lag the
broader market for the coming six to
12 months. However, the stock may inter-
est patient, income-oriented investors.
This issue offers worthwhile risk-adjusted
total return potential, considering its
healthy dividend yield. Growth in the pay-
out is likely to rise in conjunction with
earnings, too. Moreover, AGL earns supe-
rior scores for Safety, Price Stability, and
Earnings Predictability.
Michael Napoli, CPA December 11, 2009

Q Fiscal year ends December 31st. Ended | $0.13; 01, $0.13; 03, @.07); '08, $0.13. Next | cludes intangibles. in 2008; $418 milion, Co Financial Strength B+
ptember 30th priar to 2002. report due in February. (C) Dividends | $5.44/share. 'S 100
(B) Diluted eamings per share. Exdl. nonrecur- | historically paid earty March, 1 ,and } (E) In milfions. Price Growth Persistence 75
fing gains (losses): ‘85, ($0.83); ‘09, $0.35; '00, | Dec. = Div'd reinvest. pian avaiiable. ) In- Eamings Predictability ]

© 2009, Value Line
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HisToRICAL Ri1sSK-RETURNS ON ALTERNATIVE INVESTMENTS 91

These investigators computed geometric and arithmetic mean rates of return and computed
nine series derived from the basic series. Four of these series were net returns reflecting differ-
ent premiums: (1) a risk premium, which 1&S defined as the difference in the rate of return that
investors receive from investing in large-company common stocks rather than in risk-free
U.S. Treasury bills; (2) a small-stock premium, which they defined as the return on small-
capitalization stocks minus the return on large-company stocks; (3) a horizon premium, which
they defined as the difference in the rate of return received from investing in Jong-term govern-
ment bonds rather than short-term U.S. Treasury bills; and (4) a default premium, which they
defined as the difference between the rates of return on long-term risky corporate bonds and
long-term risk-free government bonds. I&S also computed the real inflation-adjusted rates of
return for the six major classes of assets (not including inflation).

A summary of the rates of return, risk premiums, and standard deviations for the basic and
derived series appears in Exhibit 3.11. As discussed in Chapter 1, the geometric means of the
rates of return are always lower than the arithmetic means of the rates of return, and the differ-
ence between these two mean values increases with the standard deviation of returns.

During the period from 1926 to 2001, large-company common stocks returned 10.7 percent
a year, compounded annually. To compare this to other investments, the results show that com-
mon stock experienced a risk premium of 6.6 percent and inflation-adjusted real returns of
7.4 percent per year. In contrast to all common stocks, the small-capitalization stocks (which are
represented by the smallest 20 percent of stocks listed on the NYSE measured by market value)
experienced a geometric mean return of 12.5 percent, which was a premium compared to all
common stocks of 1.6 percent.

BASIC AND DERIVED SERIES: HISTORICAL HIGHLIGHTS (1926-2001)

AnnuaL GEOMETRIC AriTHMETIC MEAN STANDARD DEVIATION
Mean RaTE OF RETURN oF AnnuAL RETURNS oF Annuat RETURNS
10.7% 12.7% 202%

will-capitalization stocks 12.5 17.3 332
term corporate bonds 5.8 6.1 8.6
. peg-term government bonds 53 57 9.4
wrmediate-term government bonds 5.3 5.5 57
Treasury bills 3.8 39 32
sgsumer price index 3.1 3.1 44
itv risk premium 6.6 8.6 19.9
stock premium 1.6 33 184
0.4 0.5 3.1
14 1.8 8.5
ze-company stock—inflation adjusted 74 94 ) 20.2
-capitalization stock—inflation adjusted 8.7 13.3 321
amz-term corporate bonds—inflation adjusted 2.6 31 9.8
#mg-term government bonds—inflation adjusted 2.2 2.7 10.5
wzrmediate-term government bonds—inflation adjusted 2.2 24 6.9
. Treasury bills—inflation adjusted 0.7 0.8 4.1

- S:0cks, Bonds, Bills, and Inflation® 2002 Yearbook, © Tbbotson Associates, Inc. Based on copyrighted works by Ibbotson and Sinquefield. Al
szserved. Used with permission.
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Direct Testimony of Juan C. Manrique
Docket Nos. W-01303A-09-0343 et al
Page 36

Q. What is the risk free rate?

A. The risk free rate is the rate of return of an investment with zero risk.

Q. What does Staff use as surrogates to represent estimations of the risk-free rates of
interest in its historical and current market risk premium CAPM methods?

A. Staff uses separate parameters as surrogates for the estimaﬁons of the risk-free rates of
interest for the historical market risk premium CAPM cost of equity estimation and the
current market risk premium CAPM cost of equity estimation. Staff uses the average of

—

three (five-, seven-, and ten-year) intermediate-term U.S. Treasury securities’ spot rates in

P

its historical market risk premium CAPM cost of equity estimation, and the 30-year U.S.
S e e,

Treasury bond spot rate in its current market risk premium CAPM cost of equity
/ e
estimation. Rates on U.S. Treasuries are largely verifiable and readily available.

Q. What does beta measure?

A. Beta measures the volatility, or systematic risk, of a security relative to the market. Since

.

systematic risk cannot be diversified away, it is the only risk that is relevant when

estimating a security’s required return. Using a baseline market beta of 1.0, a security
with a beta less than 1.0 will be less volatile than the market. A security with a beta

greater than 1.0 will be more volatile than the market.

Q. How did Staff estimate Arizona-American’s beta?

A. Staff used the average of the Value Line betas for the sample water utilities as a proxy for
Arizona-American’s beta. Schedule JCM-7 shows the Value Line betas for each of the
sample water utilities. The 0.80 average beta for the sample water utilities is Staff’s

e —————

estimated beta for Arizona-American. A security with a 0.80 beta has less volatility than
—_— :

the market.




Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-09-0343 & Docket No. SW-01303A-09-0343

1 foregone. This is often described as maturity or interest rate risk and it
2 can affect an investor adversely if market rates increase before the
3 instrument matures (a rise in interest rates would decrease the value of
4 the debt instrument). As discussed earlier in the DCF portion of my
5 testimony, this compensation translates into higher rates of returns to the
6 investor.

7

8 [Q. What security did you use for a risk-free rate of retum in your CAPM

9 analysis?

10 fA. | used an eight-week average of the yields on a 5-year U.S. Treasury
1 instrument which were published in Value Line’s Selection and Opinion
12 publication from December 12, 2009 through February 5, 2010.
13 (Attachment E). This resulted in a risk-free (rf) rate of return of 2.43
14 percent.

15

16 | Q. Why did you use the yield on a 5-year year U.S. Treasury instrument as
17 opposed to a short-term T-Bill?

18 | A. While a shorter term instrument, such as a 91-day T-Bill, presents the

19 lowest possible total risk to an investor, a good argument can be made
20 that the yield on an instrument that matches the investment period of the
21 asset being analyzed in the CAPM model should be used as the risk-free
22 rate of return. Since utilities in Arizona generally file for rates every three
23 to five years, the yield on a 5-year U.S. Treasury Instrument closely

34
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Selected Yields

3 Months Year 3 Months Year
Recent Ago Ago Recent Ago Ago
(4/07/10) (1/06/10)  (4/08/09) 4/07/10)  (1/06/10) (4/08/09)
TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate 0.75 0.50 0.50 GNMA 6.5% 2.66 3.70 3.40
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 6.5% {Gold) 1.96 2.72 2.79
Prime Rate 3.25 3.25 3.25 FNMA 6.5% 2,25 2.81 2.79
30-day CP (A1/P1) 0.18 0.14 0.33 FNMA ARM 2.76 3.24 3.15
3-month LIBOR 0.30 0.25 1.14 Corporate Bonds
Bank CDs Financial (10-year) A 5.24 5.60 7.85
6-month 0.25 0.29 0.83 Industrial (25/30-year) A 5.76 5.83 6.27
1-year 0.44 0.54 1.04 Utility (25/30-year) A 5.91 5.86 6.20
S-year 1.99 2.02 2.05 Utility (25/30-year) Baa/BBB 6.35 6.50 7.63
U.S. Treasury Securities Foreign Bonds (10-Year)
3-month 0.16 0.05 0.18 * Canada 3.63 3.62 2.90
6-month 0.23 0.14 0.37 Germany 312 3.38 3.21
1-year 0.45 0.36 0.58 Japan 1.41 1.34 1.46
5-year 2.60 2.59 1.83 United Kingdom 4.06 4.05 3.35
10-year 3.85 3.82 2.86 Preferred Stocks
10-year (inflation-protecied) 1.52 1.37 1.53 Utility A 6.00 5.94 6.35
30-year 4.74 469 3.67 Financial A 6.63 6.80 7.80
30-year Zero 5.00 4,88 3.67 Financial Adjustable A 5.48 5.48 5.48
. . TAX-EXEMPT
Treasury Security Yield Curve Bond Buyer Indexes
6.00% 20-Bond Index (GOs} 4.44 4,25 4.95
25-Bond Index (Revs) 4.94 4.95 575
5.00% - General Obligaﬁon Bonds (GOs)
l.year Aaa 0.38 0.28 0.47
2.00% / 1year A 1.18 1.25 1.20
/ S-year Aaa 1.86 1.68 2.03
. . S-year A 2.8 2.79 3.45
3.00% / 10-year Aaa 331 3.29 320
/ 10-year A 429 4.20 4.75
2.00% W / ' 25/30-year Aaa 4.46 4.47 4.77
/ 4 25/30-year A 5.51 5.41 6.25
1.00% | // — Cuorrent Revene Bonds (Revs) (25/30-Year)
» > — Year-Ago Educa.tion AA 4.78 4.83 6.30
0-00% 3% 1 235 10 30 Electric AA : 4.79 4.74 6.40
Mos,  Years | Housing AA 5.73 5.76 6.70
. Hospital AA 5.19 5.04 6.65
Toll Road Aaa 478 4.80 6.45
Federal Reserve Data
BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)
Recent Levels Average Levels Over the Last...
3/24/10 3/19/10 Change 12 Wks. 26 Wks. 52 Wks.
Excéss Reserves ) 1103635 1163154 -59519 1100918 1055784 925591
Borrowed Reserves 88326 101275 -12949 124739 184163 314469
Net Free/Borrowed Reserves 1015309 1061879 46570 976179 871620 611121
S MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)
Recent Levels Growth Rates Over the Last...
3/22/10 3/15/10 Change 3 Mos. 6 Mos. 12 Mos.
M1 (Currency+demand deposits) 1716.1 1708.2 7.9 4.9% 7.3% 9.9%
M2 (M1+savings+small time deposits) 8480.1 8490.1 -10.0 -2.4% 0.4% 0.9%

ozow,vmuuumwng.mmrignsmuammmaiuiansmwmmswmmmwmmﬂueamsmw‘mmmwmmﬁmm
iSNoTRESFONSIBLEFORANYERFDRSOR(MSS!ONSHEREMT&mbwmkmmwbwibeﬁmmw,mungpandumqbewM
resold, storad of transmitted in any printed, electronic of other form, of used for generating or marketing any printed or electronic publication, service of product.

To substribe call 1-800-833-0046. |
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Surrebuttal Testimony of William A. Rigsby : % o
Arizona-American Water Company ,6 o \ ;
{ Docket No. W-01303A-09-0343 & Docket No. SW-01303A-09-0343 : ?(‘

Q.

Can you provide an example to illustrate the differences between the two
averages?

Yes. The following example may help. Suppose you invest $100 and
realize a 20.0 percent retumn over the course of a year. So at the end of
year 1, your original $100 investment is now worth $120. Now let's say
that over the course of a second year you are not as fortunate and the
value of your investment favlls by 20.0 percent. As a result of this, the
$120 value of your original $‘1>0(-) investment falls to $86. An arithmetic

mean of the return on your investment over the two-year period is zero

| percent calculated as follows:

( year 1 return + year 2 return ) + number of periods =
(20.0% +-200%)+2=

(0.0%)+2=0.0%

The arithmetic mean calculated above would lead you to believe that you
didn't gain or lose anything over the two-year investment period and that
your original $100 investment is still ﬁorth $100. But in reality, your
original $100 investment is only worth $96. A geometric mean on the
other hand calculates a compound return of negative 2.02 percent as
follows:

( year 2 value + original value )"/rumber ofperiods _ q =

14
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($96 + $100)"? -1=

(0.96)"2 -1=
(0.9798)-1=
-0.0202 = -2.02%

The geometric mean calculation illustrated above provides a truer picture
of what happened to your original $100 over the two-year investment
period. |

As can be seen in the preceding example, in a situation where return
variability exists, a geometric mean will always be lower than an arithmetic
mean, which probably explains why utility consultants typically put up a

strenuous argument against the use of a geometric mean.

Q. Can you cite any other .evidence that supports your use of both a

geometric and an arithmetic mean?

A. Yes. In the third edition of their book, Valuation: Measuring and Managing

the Value of Companies, authors Tom Copeland, Tim Koller and Jack

Murrin (“CKM”) make the point that, while the arithmetic mean has been
regarded as being more forward-looking in determining market risk
prémiums, a true market risk premium may lie somewhere between the
arithmetic and geometric averages published in Momingstar's SBBI

yearbook.

15




Rager tbbotson, Fh.D.

Founder and Advisor,
Ibbotson Associates,
a Momingstar Company

Chairman and Chief Investment
Officer,
Zebra Capital

Professor,
Yale Sechool of Management

Peng Chen, Ph.D., CFA®

President,
Ibbotson Associates,
a Momingstar Company

July 2008 Page 1

Given the poor performance of stocks over the past year and the past decade, there has been ample
discussion about the relative performance of stocks versus bonds. Some even argue that investors
should allocate entirely to bonds, not only because bonds are the safer investments, but because they
believe bonds will outperform stocks over the long run. In other words, if bonds can deliver higher retumns
with fess risk, why bother with stocks?

Table 1 shows the performance of the S&P 500 and Intermediate-Term and Long-Term Government
Bonds over various time periods. Not only have the average annual stock returns been poor over the last
10 years, but relative to bonds, stock returns look mediocre over the last 20, 30, and even 40 years.

Table 1: Compound Annualized Total Retums (%) Endmg March 2009

"l year Startln kAp 12008

5 year: Starting Apri 2004 k 477 - 517

10 year: Starting e
20 year: Starting Apnl 1983 742 739 :
30year: Starting Aprii 1979 1030 857 :
40 year: Startlng April 1969 - 870 803

-Jan 1926 — March 2009 9.44 5.40

Source: Ibbotson

By looking at the returns over the last 40 years, the argument that bonds might outperform stocks looks
to be valid. But, one should view this with skepticism. First, note that over the 20-, 30-, and 40-year
periods, stocks actually performed quite well, even if some bond categories did better. Over the very
long term, it is no longer a contest. Chart 1 {on the next page) gives the results of the capital market
returns over the last 83 years. During this longer period, stocks easily beat bonds.

©2008 ibbotson Associates, inc. All rights reserved. Ibb Associates, Inc. is a regi advnsm and whohv owned subsidiary of Mommgsmv lnc
The Ihbotson name and logo are either trademarks or service marks of Ibb Ass0C Inc. The inft ined in this is for inf
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Chart 1: Ibbotson SBBI Chart: Stocks, Bonds, Bills and Inflation 1926-2008'

319,005

IR
PR IR L N T N T T S T T I O T O O T T T O A I L N A RIS LB RO I N B

1926 1936 1836 1958 1966 1876 1986 1998 2008

Source: Ibbotson

Table 2 looks at a longer history of U.S. stocks. The retums on the stock market have been consistently
high over almost two centuries. The retuns over the last 40 years are roughly comparable to the more
distant returns.

Table 2: Annualized COmpounded Total Returns %’
Large Company Stocks

| January 1926—March 2009
January 1825-December 2008

Source: lbbotson

Long-term history provides two major insights:

1. Stocks have outperformed bonds.

2. Stock retumns are far more volatile than bond returns, thus more risky. Given the additional
amount of risk, it is not surprising that stocks don't outperform bonds every period—even over
extended periods of time.

' Past performance is no guarantee of future results. Hypothetical value of $1 invested at the beginning of 1926. Assumes reinvestment of
income and no transaction costs or taxes. This is for illustrative purposes only and not indicative of any investment. An investment cannot
be made directly in an index.

2 Stock returns from 1825-1925 are from the article authored by William N. Goetzmann, Roger [bbotson, and Liang Peng, “A New
Historical Database for the NYSE 1815 to 1925: Performance and Predictability,” Joumal of Financial Markets, December 2000.
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Stocks vs. Bonds in the Future
How likely are stocks to outperform bonds going forward? To try to figure out the future, let us look in more
detail at what happened during the last 40 years.

Chart 2: Historical Returns Decomposition Over the Past 40 Years (April 1969-March 2009)

Return (%)

1A SBBI S&P 500 TR USD 1A SBBIUS LT Govt TR USD 1A SBB] US T Govt TR USD

M Income Return = Capital Gain

Source: Ibbotson

Despite the substantial decline in yields over the last 40 years, Chart 2 shows the bulk of the bond
returns come from the income return portion, or yield. On average, the bond income retum from coupon
payments was more than 7%. Capital gains caused by the yield decline made up the additional return.
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Today, yields are much lower. Table 3 presents the current bond yield information. As of the end of the
first quarter of 2009, the Long-Term Government Bond yield was 3.55% and the Intermediate-Term
Government Bond yield was only 1.68%. For bonds to continue to enjoy the same amount of capital gains
over the next 40 years, a rough estimation would put the yield into negative territory, especially for
Intermediate-Term Government Bonds. This is simply impossible, because it implies that investors would
be willing to lend their money to a borrower and pay the borrower an interest rate. Over the last 40
years, bond investors have enjoyed abundant returns because of a high-yield environment followed by a
steady decline in yields.

Table 3: Bond Yield %

Source: ibbotson

To analyze which asset class is more likely to outperform going forward, let’s take a deeper look at the
historical data and the current market environment. We analyze each component of retums going
forward for stocks and bonds as follows:

Bond returns = current yield -+ capital gain
Stock return = current yield + earning growth + P/E changes

First, given the current low-yield environment, it would be almost impossible for bonds to generate the
same amount of capital gains as they did in the past. In fact, a reasonable estimate might be that there
will be no more capital gains going forward, since yields may be at least as likely to rise as to falf. If
there were no future fall in yields, all of the return would have to come from the coupon return. That
means the total returns for bond investments would likely be between 2 to 3%.

For stocks, the dividend yield in 2008 for the S&P 500 was 1.82%. If stocks produce more than 2% in
capital gains per year on average, they will likely beat bonds. Stocks capital gains can be decomposed
into nominal earnings growth and changes in the P/E ratio®. Historically, U.S. long-term nominal eamings
growth has been roughly 5%, which is comparable to the nominal GDP growth. If we assume the market
valuation level (operating P/E of S&P 500) stays at the same level over the next 40 years, then we would
have an equity return of around 7%. Even if we forecasted a decline in the valuation level, the 10 year
average P/E level would need to fall from just about 20 to below five to get equity returns around 3%.

3 Some would even argue that bond yield would likely increase over time, thus produce capital losses for bonds over time.

*\We can decompose stock capital gains into eamings growth and P/E changes. For detailed information on the formula, please refer to
Roger G. bbotson, and Peng Chen. “Long-Run Stock Retums: Participating in the Real Economy.” Financial Analysts Jourmal, 59
{January/February 2003}, pp. 88-98.
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Yield to Maturity

Debt Preferred Convertible Circle size determined by issue amount
12.0 % : ]
100 % - ! | y

8.0 % .

6.0 %

4.0 %

2.0 %

2013 2022 2025 2028 2031 2034 2037 2040
Amount  Credit Coupon Type Yield to

Name Maturnity Date $(Mil)  Quality Price Coupon %  (Fixed/Filoating) Caliable Rule 144A Maturity %
Amer Wtr Cap 144A 6.593% 10/15/2037 750.0 Middle --- 6.593 Fixed Yes Yes ---
Amer Witr Cap 6.593% 10/15/2037 750.0 Middle 106.8 6.593 Fixed Yes No 6.08
Amer Wtr Cap 6.085% 10/15/2017 750.0 Middle 108.0 6.085 Fixed Yes No 4.79
Amer Wtr Cap 144A 6.085% 10/15/2017 750.0 Middle - 6.085 Fixed Yes Yes -—-
Pennsylvania Amer Wtr 144A 7.8% 09/01/2026 150.0 High 110.4 7.800 Fixed No Yes 6.77
Pennsylvania Amer Wtr 144A 7.8% 09/01/2026 150.0 High === 7.800 Fixed No Yes -—
Amer Wtr Cap 10% 12/01/2038 75.0 Middie 109.8 10.000 Fixed Yes No 9.05
Amer Wtr Cap 8.25% 12/01/2038 75.0 Middle 108.0 8.250 Fixed Yes No 7.57
Amer Wtr Cap 6% 12/01/2039 60.0 Middle 99.0 6.000 Fixed Yes No 6.07
Pennsylvania Amer Wir 7.08% 11/01/2017 ---  Middle - 7.080 Fixed - No

http://bond.morningstar.com/internal/company.aspx?cID=0C000... 4/28/2010
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How does Arizona-American’s capital structure compare to capital structures of

publicly traded water utilities?

A. Schedule JCM-4 shows the capital structures of six publicly traded water companies
(“sample water companies”) as of June 2009. The average capital structure for the sample
water utilities is comprised of approximately 50.2 percent debt and 49.8 percent equity.

Staff’s Capital Structure

Q. What is Staff’s recommended capital structure for Arizona-American?

A. Staff recommends a capital structure composed of 61.14 percent debt and 38.86 percent
equity.

Q. Why does Staffs recommended capital structure differ from the Company’s

| proposed capital structure?

A. Staff used updated information that represents preliminary December 31, 2009, amounts

provided by the Company in response to Staff Data Request 13.1. The table below shows

the updated capital structure provided to and adopted by Staff.

ARIZONA AMERICAN WATER COMPANY CAPITAL STRUCTURE

Percentage
Amount outstanding  of Capital
as of 12/31/2009 Structure

Long-Term Debt $177,530,205 44.55%
Short-Term Debt $66,094,877 16.59%
Total Debt $243,625,082 61.14%

Total Common
Equity $154,855,430 38.86%

Total Capitalization $398,480,512 100.00%
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I would like to comment on the financial health of Arizona-American Water’s parent company,
American Water Works.

I will attach some supporting documents from American Water Works 2009 Annual Report.

Arizona-American Water's parent has a strong cash flow and relative to their interest
payments, (cash flow/interest payments), it has improved over the past three years. In the year
ending 2007, CF/Int.Pay=1.67x, improving to 2.0x for the year ending 2009. ( pages, 90 & 91,
2009 Annual Report)

Page 73, of the 2009 Annual Report, reports the annual dividend was increased in 2009 by 5% in
the third quarter, a sign of financial confidence in its future.

Page 72, of the 2009 Annual Report, reports on November 20, 2009, Moody's affirmed AWW
Sr. unsecured debt at Baa2 and the rating outlook is stable. On December 21, 2009, S&P
affirmed AWW Sr. unsecured debt at BBB+ and the rating outlook is stable. Both ratings are
considered Investment Grade or medium risk with three rating level of ratings above and below.
The stable outlook is key; if they felt the company could be harmed by unfavorable rate
decisions then they could and should have noted the outlook is on watch depending on rate cases.

Page 73, of the 2009 Annual Report,

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

Years Ended December 31,
2009 2008 2007

Operating revenues $2,440,703 $2,336,928 $2,214,215
Operating expenses

Operation and maintenance 1,324,355 1,303,798 1,246,479

Depreciation and amortization 294,240 271,261 267,335

General taxes 199,262 199,139 183,253

Gain on sales of assets (763) (374) (7,326)

Impairment charge 450,000 750,000 509,345
Total operating expenses, net 2,267,094 2,523,824 2,199,086
Operating income (loss) 173,609 (186,896) 15,129
Other income (deductions)
>f Interest, net (296,545) (285,155) (283,165)

Allowance for other funds used during construction 11,486 14,497 7,759

Allowance for borrowed funds used during construction 7,224 8,171 3,449

Amortization of debt expense 6,647) (5,895) (4,867)

Other, net (792) 4,684 6,176
Total other income (deductions) (285,274) (263,698) (270,648)
Loss from continuing operations before income taxes (111,665) (450,594) (255,519)
Provision for income taxes 121,418 111,827 86,756
Loss from continuing operations (233,083) (562,421) (342,275)
Loss from discontinued operations, net of tax — — (551)
Net loss $ (233,083) $ (562,421) $ (342,826)
Basic earnings per common share:

Loss from continuing operations $ (139 $ (352 $ (2.19

Loss from discontinued operations, net of tax $ — $ — $  (0.00)

Net loss » $ (139 $ (3.52) $ (2.14)
Diluted earnings per common share:

Loss from continuing operations $ (1.39) $ (3.52) $ (2.14)

Loss from discontinued operations, net of tax $ — $ — $  (0.00)

Net loss 3  (1.39 $ (3.52) $ (2.14)
Average common shares outstanding during the period:

Basic 168,164 159,967 160,000

Diluted 168,164 159,967 160,000
Dividends per common share $ 0.82 $ 0.40 3 —

The accompanying notes are an integral part of these consolidated financial statements.

90
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& . American Water Works Company, Inc. and Subsidiary Companies
Consolidated Statements of Cash Flows
(In thousands, except per share data)

Years Ended December 31,
| 2009 2008 2007
| CASH FLOWS FROM OPERATING ACTIVITIES
1 Net loss $(233,083) $ (562.421) $ (342,826)
| Adjustments
Depreciation and amortization 294,240 271,261 267,335
Impairment charge 450,000 750,000 509,345
Amortization of removal costs net of salvage 40,919 41,515 38,442
Provision for deferred income taxes 140,821 95,643 41,918
Amortization of deferred investment tax credits (1,433) (1,338) (1,510)
Provision for losses on utility accounts receivable 21,781 17,267 17,553
Allowance for other funds used during construction (11,486) (14,497) - (7,759)
| Gain on sale of assets (763) (374) (7,326)
| Gain on early extinguishment of debt — —_ (13,113)
Pension and non-pension post retirement benefits 106,901 51,571 49,693
Other, net (24,154) 3,072 (13,565)
Changes in assets and liabilities
Receivables and unbilled utility revenues (18,751) (20,702) (35,097)
Taxes receivable, including income taxes (17,920) 23,111 (23,111)
Other current assets (6,737) (11,194) (1,171)
Pension and non-pension post retirement benefit contributions (127,446) (105,053) (81,245)
Accounts payable 52 2,978 6,860
Taxes accrued, including income taxes (13,321) 13,460 42,430
Interest accrued 6,499 2,790 16,092
Other current liabilities (9,963) (4.920) 10,767
,¥ Net cash provided by operating activities * 596,156 & 552,169 *)é’ 473,712
‘CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (785,265) (1,008,806) (750,810)
Acquisitions (18,144) (12,512) (15,877
Proceeds from sale of assets and securities 1,237 12,604 16,346
Proceeds from sale of discontinued operations — — 9,660
Removal costs from property, plant and equipment retirements, net (29,900) (24,793) (9,852)
Net funds released 129,711 2,457 5,829
Other i (1,250) (2,617) (1,874)
Net cash used in investing activities (703,611) (1,033,667) (746,578)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from long-term debt 542,926 279,941 3,869,109
Repayment of long-term debt (178,131) (241,500) (2,350,725)
Proceeds from issuance of common stock (net of expenses of $7,824) 242,301 — —_
Net (repayments) borrowings under short-term debt agreements (352,005) 258,684 (541,623)
Proceeds from employee stock plan issuances 2,089 836 —_
Advances and contributions for construction, net of refunds of $27,481 in 2009, $57,580 in 2008 and $36,963 in
2007 21,211 3,078 35,846
Change in cash overdraft position (7,508) (188) 42,198
Capital contributions — 245,000 967,092
Debt issuance costs (13,165) (4,008) (14,916)
Redemption of preferred stocks (218) (229) (1,750,388)
Dividends paid (137,331) (64,055) —
Net cash provided by financing activities 120,169 477,559 256,593
Net increase (decrease) in cash and cash equivalents 12,714 (3,939) (16,273)
Cash and cash equivalents at beginning of period 9,542 13,481 . 29,754
Cash and cash equivalents at end of period $ 22256 $ 9,542 $ 13481
Cash paid during the year for:
Interest, net of capitalized amount $ 303,958 $ 294,508 $ 295,707
Income taxes, net of refunds of $2,754 in 2009, $40,400 in 2008 and $16,111 in 2007 $ 11,205 $  (22,161) $ 17,823
Non-cash investing activity
Capital expenditures acquired on account but unpaid as of year-end $ 59,219 $ 72,657 $ 94930
Non-cash financing activity
Advances and contributions $ 77,094 $ 83041 $ 101,226
Long-term debt (See Note 11) $ 179,931 $ — $ —
Capital contribution (See Note 11) $ — $ — $ 100,000

The accompanying notes are an integral part of these consolidated financial statements.
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Dividends
Our board of directors has adopted a dividend policy to distribute to our stockholders a portion of our net cash provided by operating activities
as regular quarterly dividends, rather than retaining that cash for other purposes. Generally, our policy is to distribute 50% to 70% of our net income
annually. We expect that dividends will be paid every March, June, September and December of each fiscal year to holders of record approximately
15 days prior to the distribution date. Since the dividends on our common stock will not be cumulative, only declared dividends will be paid.

ecember 1, 2009 and September 1, 2009 and $0.20 per share on June 1, 2009 and March 2, 2009. For 2008, we paid a dividend of $0.20 per share

During 2009 and 2008, we paid $137.3 million and $64.1 million in dividends, respectively. For 2009, we paid a dividend of $0.21 per share on
i Di
on September 2, 2008 and December 1, 2008. There were no common dividend payments made for 2007.

Subject to applicable law and the discretion of our board of directors, we will pay cash dividends of approximately $0.21 per share per quarter
in 2010, to be paid approximately 60 days afier the end of each fiscal quarter. The quarterly and annual average aggregate dividend amounts for the
four quarters would be $36.7 million, and $146.7 million annually. The aggregate dividend amounts are based upon 174.7 million shares outstanding
as of February 25, 2010. Under Delaware law, our board of directors may declare dividends only to the extent of our “surplus” (which is defined as
total assets at fair market value minus total liabilities, minus statutory capital) or, if there is no surplus, out of our net profits for the then current
and/or immediately preceding fiscal year. Although we believe we will have sufficient net profits or surplus to pay dividends at the anticipated levels
during the next four quarters, our board of directors will seek periodically to assure itself of this before actually declaring any dividends. In future
periods, our board of directors may seek opinions from outside valuation firms to the effect that our solvency or assets are sufficient to allow
payment of dividends, and such opinions may not be forthcoming. If we sought and were not able to obtain such an opinion, we likely would not be
able to pay dividends.

On January 29, 2010, our board of directors declared a quarterly cash dividend payment of $0.21 per share payable on March 1, 2010 to all
shareholders of record as of February 18, 2010.

Current Credit Market Position

The Company believes it has sufficient liquidity should there be a disruption of the capital and credit markets. The Company funds liquidity
needs for capital investment, working capital and other financial commitments through cash flows from operations, public and private debt offerings,
commercial paper markets and credit facilities with $850.0 million in aggregate total commitments from a diversified group of banks. As of February
24, 2010, we had $801.8 million available to fulfill our short-term liquidity needs, to issue letters of credit and back our $58.9 milliop outstanding
commercial paper. As of February 24, 2010, the Company can issue additional commercial paper of $641.1 million which is backed by the credit
facilities. The 2008 market disruptions caused the Company to redeem its tax exempt bonds in variable rate structures and remarket as fixed rate
securities. The Company closely monitors the financial condition of the financial institutions associated with its credit facilities.

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

73
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Security Ratings
Our access to the capital markets, including the commercial paper market, and respective financing costs in those markets depend on the
securities ratings of the entity that is accessing the capital markets. We primarily access the capital markets, including the commercial paper market,
through AWCC. However, we do issue debt at our regulated subsidiaries, primarily in the form of tax exempt securities, to lower our overall cost of
debt. The following table shows the Company’s securities ratings as of December 31, 2009:

Moody’s Investors Standard & Poor’s

i-Securities Service Ratings Service
Senior unsecured debt Baa2 BBB+
P2 A2

Commercial paper

WCC and American Water and affirmed AWCC’s “A2” short-term rating. S&P’s rating outlook for both American Water and AWCC is stable.

E On December 21, 2009 , Standard & Poor’s Ratings Services, which we refer to as S&P, affirmed its “BBB+" corporate credit rating on
A

On November 20, 2009, Moody’s Investors Service, which we refer to as Moody’s, affirmed its “Baa2” corporate credit rating on AWCC and

E American Water and affirmed AWCC’s “P2” short-term rating, The rating outlook for both American Water and AWCC is stable.

A security rating is not a recommendation to buy, sell or hold securities and may be subject to revision or withdrawal at any time by the
assigning rating agency, and each rating should be evaluated independently of any other rating. Security ratings are highly dependent upon our ability
to generate cash flows in an amount sufficient to service our debt and meet our investment plans. We can provide no assurances that our ability to
generate cash flow is sufficient to maintain our existing ratings. None of our borrowings are subject to default or prepayment as a result of the
downgrading of these security ratings, although such a downgrading could increase fees and interest charges under our credit facilities.

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